
 

 
 

CLOSING MEMORANDUM 

$62,275,000 
Modesto Public Financing Authority 

Lease Revenue Refunding and Capital Improvement Bonds 
Series 2007 

CLOSING SCHEDULE 

Tuesday, April 17, 2007 at 1:00 p.m. Sidley Austin LLP 
555 California Street, 20th Floor 
San Francisco, California  94104 
Telephone:  (415) 772-1200 
Facsimile:  (415) 772-7400 

Preclosing 

Wednesday, April 18, 2007 at 8:00 a.m. Sidley Austin LLP 
555 California Street, 20th Floor 
San Francisco, California  94104 
Telephone:  (415) 772-1200 
Facsimile:  (415) 772-7400 

Closing 

 



 

 
 

$62,275,000 
Modesto Public Financing Authority 

Lease Revenue Refunding and Capital Improvement Bonds 
Series 2007 

MEMORANDUM OF LEGAL PAPERS 
to be included in transcripts 

relating to the above-mentioned Bonds (the “Series 2007 Bonds”) 

*   *   *   *   *   *   *   *   *   * 

Complete transcripts are to be prepared for distribution to the following parties: 

*City of Modesto (“City”) 

Modesto Public Financing Authority (“Authority”) 

Redevelopment Agency of the City of Modesto (“Redevelopment Agency”) 

City-County Capital Improvements and Financing Agency (“Financing Agency”) 

*Banc of America Securities LLC (“Underwriter” or “UW”) 

*The Bank of New York Trust Company, N.A. (“Trustee” and “1998 Escrow Agent”) 

U.S. Bank National Association (“1997 Escrow Agent”) 

Dorsey & Whitney LLP (“1997 Escrow Agent Counsel”) 

City Attorney (“Authority Counsel,” “City Attorney,” “Redevelopment Agency Counsel” and 
“Financing Agency Counsel”) 

Jensen Law Office (“Trustee Counsel”) 

*Sidley Austin LLP (“Bond Counsel” or “BC”) 

Stradling Yocca Carlson & Rauth (“Disclosure Counsel” or “DC”) 

Orrick Herrington & Sutcliffe LLP (“Underwriter’s Counsel” or “UC”) 

CIFG Assurance North America, Inc. (“Insurer”) 

Bank of America N.A. (“Swap Provider” or “Swap Counterparty”) 

Deutsche Bank Trust Company Americas (“Auction Agent”) 

Public Financial Management (“Financial Advisor”) 

The Arbitrage Group (“Verification Agent”) 
    

* We will be preparing transcripts on CD-ROM for all parties.  In addition to CD-ROM copies, parties indicated above with 
an asterisk (*) will be receiving one paper copy of the transcript. 



 

 
 

$62,275,000 
Modesto Public Financing Authority 

Lease Revenue Refunding and Capital Improvement Bonds 
Series 2007 

Pre-closing 

The pre-closing will be held on Tuesday, April 17, 2007 at 1:00 p.m. (Pacific Daylight 
Time) at the offices of Sidley Austin LLP, 555 California Street, 20th Floor, San Francisco, 
California 94104 (the “Pre-closing”) to confirm that all documents and papers are on hand, in 
proper form and properly executed. 

The parties indicated below will deliver five (5) originals of each of the respective 
documents so indicated below.  The documents will be executed in advance of the Closing 
(defined below) by the respective parties thereto and delivered no later than the Pre-closing.  All 
of such deliveries will be deemed to have been placed in escrow until final delivery at the 
Closing has been made. 

Responsibility for preparing or assembling the documents is indicated in parentheticals.  
For the purpose of facilitating identification, each document should have in the upper right hand 
corner the document number stated below.   

Closing 

In connection with the execution and delivery of the Series 2007 Bonds, a closing will be 
held at the offices of Sidley Austin LLP on Wednesday, April 18, 2007, at 8:00 a.m. 



 

(ii) 
 

$62,275,000 
Modesto Public Financing Authority 

Lease Revenue Refunding and Capital Improvement Bonds 
Series 2007 

DOCUMENTS AND INSTRUMENTS 

The following documents and instruments are to be delivered to the appropriate party or 
parties at the Closing or prior to delivery of and payment for the Series 2007 Bonds by the 
Underwriter. 

Document 
Number 

 Index 
Number 

I. LEGAL DOCUMENTS 

1. Executed counterparts of the INDENTURE, dated as of April 1, 
2007, by and between the Authority and the Trustee.  (BC) 

1 

2. Executed counterparts of the FACILITY LEASE, dated as of April 1, 
2007, by and between the Authority and the City.  (BC) 

2 

3. Executed counterparts of the SUBLEASE, dated as of April 1, 2007, 
by and between the Authority and the City.  (BC) 

3 

4. Certified copy of the LEASE/PURCHASE AGREEMENT, dated as 
of March 1, 1998, as amended by Amendment No. 1 to 
Lease/Purchase Agreement, dated June 15, 2000 and Amendment 
No. 2 to Lease/Purchase Agreement, dated October 15, 2002, each by 
and between the Authority and the City. (BC) 

4 

5. Certified copy of the SITE LEASE (Parks Project, Police 
Headquarters Building and Miscellaneous Public Properties), dated 
as of March 1, 1998, as amended by Amendment No. 1 to Site Lease, 
dated October 15, 2002, each by and between the Authority and the 
City. (BC) 

5 

6. Certified copy of the SITE LEASE (Parking Garage), dated as of 
March 1, 1998, as amended by Amendment No. 1 to Site Lease, 
dated June 15, 2000, each by and between the Authority and the 
Redevelopment Agency. (BC) 

6 

7. Certified copy of the FACILITIES LEASE (Communications 
Dispatch Center), dated as of March 1, 1998, by and between the 
Authority and the City. (BC) 

7 



 

(iii) 
 

Document 
Number 

 Index 
Number 

8. Certified copy of the FACILITIES LEASE (City-County 
Administration Building), dated as of March 1, 1998, by and between 
the Authority and the Financing Agency. (BC) 

8 

9. Executed counterparts of the AUCTION AGREEMENT, dated as of 
April 1, 2007, by and between the Trustee and the Auction Agent, 
and agreed to by the Authority.  (BC) 

9 

10. Executed counterparts of the BROKER-DEALER AGREEMENT, 
dated as of April 1, 2007, by and among the Broker-Dealer, the 
Auction Agent and the Authority.  (BC) 

10 

11. TAX CERTIFICATE for the Series 2007 Bonds, together with 
exhibits thereto, pursuant to Section 9(f)(22) of the Purchase 
Contract.  (BC)  

11 

II. DOCUMENTS RELATING TO THE SALE OF THE SERIES 2007 BONDS 

1. Executed counterparts of the BOND PURCHASE CONTRACT, 
dated April 11, 2007 (the “Purchase Contract”), by and among the 
Underwriter, the City and the Authority.  (UC) 

12 

2. PRELIMINARY OFFICIAL STATEMENT, dated April 5, 2007, 
pursuant to Section 9(f)(4) of the Purchase Contract.  (DC) 

13 

3. Certificate of the Authority as to the finality of the Preliminary 
Official Statement.  (DC) 

14 

4. PRELIMINARY BLUE SKY MEMORANDUM, dated April 5, 
2007.  (UC) 

15 

5. OFFICIAL STATEMENT, dated April 11, 2007, pursuant to 
Section 9(f)(4) of the Purchase Contract.  (DC) 

16 

6. RECEIPT FOR SERIES 2007 BONDS, executed by the Underwriter.  
(BC) 

17 

7. SPECIMEN BOND. (BC) 18 

8. RATING LETTERS from Fitch and S&P for the Series 2007 Bonds, 
together with UNDERLYING RATING LETTERS, pursuant to 
Section 9(f)(25) of the Purchase Contract. (Insurer and UW) 

19 



 

(iv) 
 

Document 
Number 

 Index 
Number 

9. Executed counterparts of the CONTINUING DISCLOSURE 
AGREEMENT, dated April 18, 2007 (the “Continuing Disclosure 
Agreement”), by and between the City and the Trustee.  (DC) 

20 

10. California Debt and Investment Advisory Commission (i) REPORT 
OF PROPOSED DEBT ISSUANCE; (ii) ACKNOWLEDGEMENT; 
and (iii) REPORT OF FINAL SALE, pursuant to Section 9(f)(23) of 
the Purchase Contract.  (BC) 

21 

III. ESCROW AGREEMENTS AND VERIFICATION REPORT 

1. ESCROW AGREEMENT relating to the 1997 Bonds, dated as of 
April 1, 2007, between the Authority and the 1997 Escrow Agent.  
(BC) 

22 

2. ESCROW AGREEMENT relating to the 1998 Bonds, dated as of 
April 1, 2007, between the Authority and the 1998 Escrow Agent.  
(BC) 

23 

3. Copy of the executed VERIFICATION REPORT relating to the 1997 
Bonds and the 1998 Bonds, pursuant to Section 9(f)(27) of the 
Purchase Contract.  (Verification Agent)  

24 

IV. DOCUMENTS RELATING TO THE AUTHORITY 

1. Certified copy of Resolution No. 01-2007 of the Commission of the 
Authority, adopted on April 3, 2007, entitled “A RESOLUTION OF 
THE MODESTO PUBLIC FINANCING AUTHORITY 
APPROVING AND AUTHORIZING THE ISSUANCE AND SALE 
OF NOT TO EXCEED $65,000,000 AGGREGATE PRINCIPAL 
AMOUNT OF LEASE REVENUE REFUNDING AND CAPITAL 
IMPROVEMENT BONDS, SERIES 2007; APPROVING THE 
FORMS OF AND AUTHORIZING THE EXECUTION AND 
DELIVERY OF AN INDENTURE, A SUBLEASE, A FACILITY 
LEASE, A PURCHASE CONTRACT, AN AUCTION 
AGREEMENT, A BROKER-DEALER AGREEMENT, A SWAP 
AGREEMENT AND THE ESCROW AGREEMENTS; 
APPROVING THE FORM OF AND AUTHORIZING THE 
DISTRIBUTION OF AN OFFICIAL STATEMENT; AND 
APPROVING CERTAIN OTHER RELATED ACTIONS.”  (BC) 

25 

2. CLOSING CERTIFICATE of the Authority, pursuant to 
Section 9(f)(13) of the Purchase Contract.  (BC) 

26 



 

(v) 
 

Document 
Number 

 Index 
Number 

3. CERTIFICATE Regarding Joint Exercise Of Powers Agreement, 
together with Exhibits.  (BC) 

27 

4. AFFIDAVITS OF FILING OF CERTIFIED SIGNATURE. (BC) 28 

5. DTC Blanket Issuer LETTER OF REPRESENTATIONS for the 
Authority, pursuant to Section 9(f)(24) of the Purchase Contract.  
(BC) 

29 

6. WRITTEN REQUEST OF THE AUTHORITY to the Trustee and 
TRUSTEE CERTIFICATE OF DELIVERY AND PAYMENT.  
(BC) 

30 

7. COSTS OF ISSUANCE REQUISITION of the Authority.  (BC) 31 

V. DOCUMENTS RELATING TO THE CITY 

1. Certified copy of Resolution No. 2007-216 of the City Council of the 
City, adopted April 3, 2007, entitled “A RESOLUTION OF THE 
CITY COUNCIL OF THE CITY OF MODESTO APPROVING 
AND AUTHORIZING THE ISSUANCE AND SALE BY THE 
MODESTO PUBLIC FINANCING AUTHORITY OF NOT TO 
EXCEED $65,000,000 AGGREGATE PRINCIPAL AMOUNT OF 
LEASE REVENUE REFUNDING AND CAPITAL 
IMPROVEMENT BONDS, SERIES 2007; APPROVING THE 
FORMS OF AND AUTHORIZING THE EXECUTION AND 
DELIVERY OF A SUBLEASE, A FACILITY LEASE, A 
PURCHASE CONTRACT, A CONTINUING DISCLOSURE 
AGREEMENT AND A SWAP AGREEMENT; APPROVING THE 
FORM OF AND AUTHORIZING THE DISTRIBUTION OF AN 
OFFICIAL STATEMENT; AND APPROVING CERTAIN OTHER 
RELATED ACTIONS.” (BC) 

32 

2. Proof of Publication of the NOTICE OF PUBLIC HEARING, 
published on March 22, 2007 in The Modesto Bee.  (BC) 

33 

3. Notices sent to the California Debt and Investment Advisory 
Commission and California Attorney General, pursuant to Section 
6586.5(a)(3)(A) and Section 6586.7(a) of the California Government 
Code.  (BC) 

34 

4. CLOSING CERTIFICATE of the City, pursuant to Section 9(f)(12) 
of the Purchase Contract.  (BC) 

35 



 

(vi) 
 

Document 
Number 

 Index 
Number 

5. 1998 TITLE INSURANCE POLICY (showing 2007 Trustee as co-
insured). (City) 

36 

6. CERTIFICATE of the Risk Manager. (BC) 37 

VI. DOCUMENTS RELATING TO THE REDEVELOPMENT AGENCY 

1. CLOSING CERTIFICATE of the Redevelopment Agency, pursuant 
to Section 9(f)(14) of the Purchase Contract.  (BC) 

38 

VII. DOCUMENTS RELATING TO THE FINANCING AGENCY 

1. CLOSING CERTIFICATE of the Financing Agency, pursuant to 
Section 9(f)(15) of the Purchase Contract.  (BC) 

39 

VIII. DOCUMENTS RELATING TO THE TRUSTEE AND 1998 ESCROW AGENT 

1. CERTIFICATE of the Trustee and 1998 Escrow Agent, pursuant to 
Sections 9(f)(19) and 9(f)(21) of the Purchase Contract.  (BC) 

40 

IX. DOCUMENTS RELATING TO THE 1997 ESCROW AGENT 

1. CERTIFICATE of the 1997 Escrow Agent, pursuant to 
Section 9(f)(21) of the Purchase Contract.  (BC) 

41 

X. DOCUMENTS RELATING TO THE AUCTION AGENT 

1. CERTIFICATE of the Auction Agent, pursuant to Section 9(f)(26) of 
the Purchase Contract.  (BC) 

42 

XI. DOCUMENTS RELATING TO THE INSURER 

1. CERTIFICATE of the Insurer, pursuant to Section 9(f)(16) of the 
Purchase Contract.  (Insurer) 

43 

2. SPECIMEN INSURANCE POLICY.  (Insurer) 44 

XII. OPINIONS 

1. FINAL OPINION of Bond Counsel, pursuant to Section 9(f)(5) of 
the Purchase Contract. (BC) 

45 

2. SUPPLEMENTAL OPINION and RELIANCE LETTER of Bond 
Counsel, pursuant to Sections 9(f)(6) and 9(f)(5) of the Purchase 
Contract. (BC) 

46 



 

(vii) 
 

Document 
Number 

 Index 
Number 

3. DEFEASANCE OPINION relating to the 1997 Bonds and 1998 
Bonds, pursuant to Section 9(f)(7) of the Purchase Contract. (BC) 

47 

4. OPINION OF CITY ATTORNEY, pursuant to Section 9(f)(8) of the 
Purchase Contract. (City Attorney) 

48 

5. OPINION OF AUTHORITY COUNSEL, pursuant to Section 9(f)(9) 
of the Purchase Contract. (Authority Counsel) 

49 

6. OPINION OF REDEVELOPMENT AGENCY COUNSEL, pursuant 
to Section 9(f)(10) of the Purchase Contract. (Redevelopment 
Agency Counsel) 

50 

7. OPINION OF FINANCING AGENCY COUNSEL, pursuant to 
Section 9(f)(11) of the Purchase Contract. (Financing Agency 
Counsel) 

51 

8. OPINION OF DISCLOSURE COUNSEL, pursuant to 
Section 9(f)(17) of the Purchase Contract. (DC) 

52 

9. OPINION OF TRUSTEE AND 1998 ESCROW AGENT 
COUNSEL, pursuant to Sections 9(f)(18) and 9(f)(20) of the 
Purchase Contract. (Trustee Counsel) 

53 

10. OPINION OF 1997 ESCROW AGENT COUNSEL, pursuant to 
Section 9(f)(20) of the Purchase Contract. (1997 Escrow Agent 
Counsel) 

54 

11. OPINION OF COUNSEL TO THE INSURER.  (Insurer) 55 

XIII. DOCUMENTS RELATING TO THE INTEREST RATE SWAP 

1. Executed counterparts of the International Swap Dealers 
Association, Inc. MASTER AGREEMENT (Local Currency—Single 
Jurisdiction) (the “Swap Agreement”), dated as of April 11, 2007, by 
and between Swap Provider and the Authority.  (Swap Provider and 
BC) 

56 

2. Executed counterparts of the U.S. MUNICIPAL COUNTERPARTY 
SCHEDULE (the “Schedule”) to the International Swap Dealers 
Association, Inc. Master Agreement, dated as of April 11, 2007, by 
and between Swap Provider and the Authority.  (Swap Provider and 
BC) 

57 



 

(viii) 
 

Document 
Number 

 Index 
Number 

3. Executed counterparts of the International Swap Dealers 
Association, Inc. CREDIT SUPPORT ANNEX to the Schedule to the 
International Swap Dealers Association, Inc. Master Agreement, 
dated as of April 11, 2007, by and between Swap Provider and the 
Authority.  (Swap Provider and BC) 

58 

4. Executed counterparts of CONFIRMATION (Ref. # 5155191) of 
Bank of America, N.A. (the “Confirmation”), dated April 12, 2007.  
(Swap Provider and BC) 

59 

5. AUTHORITY SIGNATURE AND INCUMBENCY 
CERTIFICATE, dated April 11, 2007, as to the incumbency and 
signatures of certain officers, executed by the Authority, as required 
by the Swap Agreement.  (BC) 

60 

6. SWAP PROVIDER CERTIFICATE, as to incumbency and 
signatures of certain officers of Bank of America, N.A.. (Swap 
Provider) 

61 

7. SPECIMEN INTEREST RATE SWAP INSURANCE POLICY. 
(Insurer) 

62 

8. OPINION OF BOND COUNSEL Regarding Interest Rate Swap, as 
required by the Swap Agreement.  (BC) 

63 

9. OPINION OF COUNSEL TO BANK OF AMERICA, N.A., as 
required by the Swap Agreement.  (Swap Provider Counsel) 

64 

10. OPINION OF THE AUTHORITY COUNSEL, as required by the 
Swap Agreement.  (City Attorney) 

65 

11. OPINION OF COUNSEL TO THE INSURER, as required by the 
Swap Agreement.  (IC) 

66 

XIV. DOCUMENTS RELATING TO RELEASE OF  
PROPERTY UNDER 1998 LEASE 

1. Written Consent of Authority. (BC) 67 

2. Rating Confirmation Letter. (BC) 68 

3. Notice to Rating Agencies and Bond Insurer. (BC) 69 

4. Amendment No. 3 to Lease/Purchase Agreement. (BC) 70 



 

(ix) 
 

Document 
Number 

 Index 
Number 

5. Amendment No. 2 to Site Lease. (BC) 71 

6. Certificate of the City pursuant to Section 5.3 of the 1998 Lease. 
(BC) 

72 

7. Opinion of Bond Counsel. (BC) 73 

XV.  DOCUMENTS RELATING TO REDUCTION OF  
REDEVELOPMENT AGENCY’S REIMBURSEMENT OBLIGATION  

UNDER THE REIMBURSEMENT AGREEMENT 

1. WRITTEN DIRECTION of the City relating to the Reimbursement 
Agreement. (BC) 

74 

XVI.  MISCELLANEOUS 

1. DISTRIBUTION LIST.  (BC) 75 
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THIS INDENTURE, made and entered into as of April 1, 2007, by and between the 
MODESTO PUBLIC FINANCING AUTHORITY, a joint exercise of powers authority duly 
organized and existing under the laws of the State of California (the “Authority”), and THE 
BANK OF NEW YORK TRUST COMPANY, N.A., a national banking association organized 
and existing under and by virtue of the laws of the United States of America, being qualified to 
accept and administer the trusts hereby created, as trustee (the “Trustee”); 

W I T N E S S E T H : 

WHEREAS, the Authority is a joint exercise of powers authority duly organized and 
operating pursuant to Article 1 of Chapter 5 of Division 7 of Title 1 of the Government Code of 
the State of California; 

WHEREAS, Article 4 of Chapter 5 of Division 7 of Title 1 of the Government Code of 
the State of California authorizes and empowers the Authority to issue bonds to assist local 
agencies in financing and refinancing projects and programs consisting of certain public capital 
improvements or working capital or liability and other insurance needs whenever a local agency 
determines that there are significant public benefits from so doing; 

WHEREAS, the Authority previously issued its Lease Revenue Bonds, Series 1997 (John 
Thurman Field Renovation Project) (the “1997 Bonds”) and Lease Revenue Bonds, Series 1998 
(Capital Improvements and Refinancing Project) (the “1998 Bonds” and, together with the 1997 
Bonds, the “Prior Bonds”) to assist in the financing of certain public capital improvements in the 
City of Modesto, California (the “City”); 

WHEREAS, the Authority desires to issue its Lease Revenue Refunding and Capital 
Improvement Bonds, Series 2007 (the “Series 2007 Bonds”) for the purposes, among others, of 
refunding all of the 1997 Bonds and a portion of the 1998 Bonds and, to that end, the Authority 
desires to enter into an escrow agreement related to the 1997 Bonds, dated April 1, 2007 (the 
“1997 Escrow Agreement”) by and between the Authority and U.S. Bank National Association 
(as successor trustee), as escrow agent thereunder (the “1997 Escrow Agent”) and an escrow 
agreement related to the 1998 Bonds, dated April 1, 2007 (the “1998 Escrow Agreement” and 
together with the 1997 Escrow Agreement, the “Escrow Agreements”) by and between the 
Authority and The Bank of New York Trust Company, N.A. (as successor trustee), as escrow 
agent thereunder (the “1998 Escrow Agent”); 

WHEREAS, the Authority also desires to issue the Series 2007 Bonds for the purposes of 
providing financing for certain additional improvements to John Thurman Field located within 
the City (as hereinafter more fully defined, the “2007 Project”); 

WHEREAS, the Authority desires to enter into a Facility Lease, dated as of April 1, 2007 
(the “Facility Lease”) with the City, which Facility Lease shall provide for the payment by the 
City of amounts sufficient, together with certain amounts, and with income from the investment 
thereof, held in the funds and accounts established under this Indenture, to enable the Authority 
to pay the principal of and interest on the Series 2007 Bonds and other costs incurred in 
connection with the 2007 Project; 
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WHEREAS, as security for the Series 2007 Bonds, the Authority will assign and pledge 
to the Trustee its rights under the Facility Lease; 

WHEREAS, in order to provide for the authentication and delivery of the Series 2007 
Bonds and Additional Bonds issued hereunder, to establish and declare the terms and conditions 
upon which such Bonds are to be issued and secured and to secure the full and timely payment of 
the principal thereof and premium, if any, and interest thereon, the Authority has authorized the 
execution and delivery of this Indenture; 

WHEREAS, in order to manage interest rate risk with respect to the Series 2007 Bonds, 
the Authority and the City have authorized the execution of the Swap Agreement (including the 
schedule thereto), dated April 11, 2007, between the Authority and Bank of America, N.A., and 
pursuant thereto confirmation, dated as of April 12, 2007, between the Authority and Bank of 
America, N.A.; and 

WHEREAS, the Authority has determined that all acts and proceedings required by law 
necessary to make the Bonds, when executed by the Authority, authenticated and delivered by 
the Trustee and duly issued, the valid, binding and legal obligations of the Authority payable in 
accordance with their terms, and to constitute this Indenture a valid and binding agreement of the 
parties hereto for the uses and purposes herein set forth in accordance with its terms, have been 
done and taken, and the execution and delivery of this Indenture have been in all respects duly 
authorized; 

GRANTING CLAUSE 

NOW, THEREFORE, THIS INDENTURE WITNESSETH, that in order to secure the 
full and timely payment of the principal of, premium, if any, and the interest on all Bonds at any 
time issued and outstanding under this Indenture, according to their tenor, and to secure the 
performance and observance of all the covenants and conditions therein and herein set forth, and 
to declare the terms and conditions upon and subject to which the Bonds are to be issued and 
received, and in consideration of the premises and of the mutual covenants herein contained and 
of the purchase and acceptance of the Bonds by the holders thereof, and for other valuable 
considerations, the receipt whereof is hereby acknowledged, the Authority does hereby assign 
and pledge, bargain, sell, convey, transfer, and grant a security interest in, to Trustee, and its 
successors in trust and assigns forever all right, title and interest of the Authority in and to 
Revenues (as hereinafter defined).  Any security or Bond Insurance provided for specific Bonds 
or a specific Series of Bonds, as provided by Supplemental Indenture, may secure only such 
specific Bonds or Series of Bonds and, therefore, shall not be included as security for all Bonds 
under this Indenture.  Nothing herein shall prevent additional security being provided to specific 
Bonds or Series of Bonds or the creation of a bond reserve fund therefor under any Supplemental 
Indenture. 
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ARTICLE I 
 

DEFINITIONS; CONTENT OF CERTIFICATES AND OPINIONS 

SECTION 1.01.  Definitions.  Unless the context otherwise requires, the terms defined in 
this Section shall, for all purposes of this Indenture and of any indenture supplemental hereto and 
of any certificate, opinion or other document herein mentioned, have the meanings herein 
specified, to be equally applicable to both the singular and plural forms of any of the terms 
herein defined.   

Accreted Value 

“Accreted Value” means, with respect to Capital Appreciation Bonds, as of the date of 
calculation, the Denominational Amount thereof plus the interest accrued thereon to such date of 
calculation, compounded from the date of initial delivery at the interest rate thereof on each 
March 1 and September 1, as determined in accordance with the Supplemental Indenture 
authorizing the Capital Appreciation Bonds. 

Act 

“Act” means the Joint Exercise of Powers Act (being Chapter 5 of Division 7 of Title 1 
of the Government Code of the State), as the same is now in effect and as from time to time 
hereafter amended or supplemented. 

Additional Bonds 

“Additional Bonds” means any Bonds issued hereunder pursuant to the provisions of 
Section 3.07 and a Supplemental Indenture. 

Additional Payments 

“Additional Payments” means the payments so designated and required to be made by the 
City pursuant to Section 3.02 of the Facility Lease. 

Alternate Liquidity Facility 

“Alternate Liquidity Facility” means a letter of credit, insurance policy, line of credit, 
surety bond, standby purchase agreement or other security or liquidity instrument, as the case 
may be, for the applicable Series of Bonds and issued in accordance with the terms hereof with 
respect to such Series of Bonds as a replacement or substitute for any Liquidity Facility then in 
effect. 

Alternate Rate 

“Alternate Rate” means, on any Rate Determination Date, for any Series of Bonds in a 
Daily Mode, a Weekly Mode, a Flexible Rate Mode or a Term Rate Mode, a rate per annum 
equal to (a) the BMA Municipal Swap Index of Municipal Market Data, formerly the PSA 
Municipal Swap Index (as such term is defined in the 1992 ISDA U.S. Municipal Counterparty 
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Definitions) (the “BMA Rate”) most recently available as of the date of determination, or (b) if 
such index is no longer available, or if the BMA Rate is no longer published, the Kenny Index  
(as such term is defined in the 1992 ISDA U.S. Municipal Counterparty Definitions), or (c) if 
neither the BMA Rate nor the Kenny Index is published, the index determined to equal the 
prevailing rate determined by the Remarketing Agent for tax-exempt state and local government 
bonds meeting criteria determined in good faith by the Remarketing Agent to be comparable 
under the circumstances to the criteria used by The Bond Market Association to determine the 
BMA Rate just prior to when The Bond Market Association stopped publishing the BMA Rate.  
If there is no Remarketing Agent for such Series of Bonds, if the Remarketing Agent fails to 
make any such determination or if the Remarketing Agent has suspended its remarketing efforts 
in accordance with the Remarketing Agreement, then the Trustee shall make the determinations 
required by this definition, or if the Trustee shall decline to make such determination, a financial 
advisor, investment banker or other qualified party shall make such determination at the expense 
of the Authority. 

ARS 

“ARS” means Auction Rate Securities. 

ARS Bonds 

“ARS Bonds” means any Series of Bonds in the ARS Mode. 

ARS Mode 

“ARS Mode” means the Mode during which a Series of Bonds evidence interest at the 
ARS Rate. 

ARS Rate 

“ARS Rate” shall have the meaning specified in Exhibit B. 

ARS Rate Convention Date 

“ARS Rate Conversion Date” shall have the meaning specified in Exhibit B. 

Auction Agreement 

“Auction Agreement” shall have the meaning specified in Exhibit B. 

Authority 

“Authority” means the Modesto Public Financing Authority, a joint exercise of powers 
authority duly organized and existing under and by virtue of the laws of the State. 

Authority Account 

“Authority Account” means the account by that name in the Bond Purchase Fund 
established pursuant to Section 4.17. 
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Authorized Denominations 

“Authorized Denominations” means, with respect to a Series of Bonds in (i) a Daily 
Mode or Weekly Mode, $100,000 and any integral multiple of $5,000 in excess thereof; (ii) a 
Flexible Mode, $100,000 and any integral multiple of $1,000 in excess thereof; (iii) a Term Rate 
Mode or Fixed Rate Mode, $5,000 and any integral multiple thereof; and (iv) the ARS Mode, 
$25,000 and any integral multiple thereof. 

Authorized Officer or Authorized Representative 

“Authorized Officer” or “Authorized Representative” means, with respect to the 
Authority, any of its Chairperson, Vice Chairperson, Executive Director, Auditor and Treasurer 
or any other person designated as an Authorized Representative and, with respect to the City 
means the Mayor, City Manager, Finance Director or any other officer of the City designated by 
any such office as an Authorized Representative. 

Automatic Termination Event 

“Automatic Termination Event” means an event of default set forth in a Liquidity 
Agreement between the Authority and a Liquidity Facility Provider which would result in the 
immediate termination of the Liquidity Facility provided pursuant to such Liquidity Agreement 
prior to its stated expiration date without prior notice from the Liquidity Facility Provider to the 
Trustee. 

Base Rental Payments 

“Base Rental Payments” means all amounts payable to the Authority from the City as 
Base Rental Payments pursuant to Section 3.01 of the Facility Lease. 

Beneficial Owner 

“Beneficial Owner” means any Person which has or shares the power, directly or 
indirectly, to make investment decisions concerning ownership of any of the Bonds (including 
any Person holding Bonds through nominees, depositories or other intermediaries). 

Bond Counsel 

“Bond Counsel” means Sidley Austin LLP or another attorney-at-law, or firm of such 
attorneys, of nationally recognized standing in matters pertaining to the tax-exempt nature of 
interest on obligations issued by states and their political subdivisions and acceptable to the 
Authority. 

Bond Insurer 

“Bond Insurer” means any issuer of a Bond Insurance Policy with respect to a Series of 
Bonds.   
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Bond Insurance Policy 

“Bond Insurance Policy” means the financial guaranty insurance policy issued by the 
related Bond Insurer insuring the payment when due of principal of and interest on the related 
Insured Bonds. 

Bond Purchase Fund 

“Bond Purchase Fund” means the fund by that name established pursuant to Section 4.17 

Bonds 

“Bonds” means, collectively, the Series 2007 Bonds and any Additional Bonds issued, 
and at any time Outstanding pursuant to this Indenture. 

“Capital Appreciation Bonds” means the Bonds of any Series designated as Capital 
Appreciation Bonds in the Supplemental Indenture providing for the issuance of such Series and 
on which interest is compounded and paid at maturity or on prior redemption. 

“Current Interest Bonds” means the Series 2007 Bonds and Bonds of any other Series 
designated as Current Interest Bonds in the Supplemental Indenture providing for the issuance of 
such Series of Bonds and which pay interest at least semiannually to the Owners thereof 
excluding the first payment of interest thereon. 

“Serial Bonds” means the Bonds, maturing in specified years, for which no mandatory 
Sinking Fund Installments are provided. 

“Term Bonds” means the Bonds payable at or before their specified maturity date or 
dates from Sinking Fund Installments established for that purpose and calculated to retire such 
Bonds on or before their specified maturity date or dates. 

Business Day 

“Business Day” means any day on which banks located in New York, New York, 
San Francisco, California and the city in which the Principal Office of the Trustee is located are 
not required or authorized to be closed and on which The New York Stock Exchange is open. 

Certificate, Statement, Request or Requisition of the Authority or the City 

“Certificate,” “Statement,” “Request” and “Requisition” of the Authority or the City 
means, respectively, a written certificate, statement, request or requisition signed in the name of 
the Authority by its Authorized Officer or such other person as may be designated and 
authorized to sign for the Authority and signed in the name of the City by its Authorized Officer 
or such other person as may be designated and authorized to sign for the City in writing to the 
Trustee.  Any such instrument and supporting opinions or representations, if any, may, but need 
not, be combined in a single instrument with any other instrument, opinion or representation, and 
the two or more so combined shall be read and construed as a single instrument.  If and to the 



 

7 
 SF1 1445588 47922/34 

extent required by Section 1.02, each such instrument shall include the statements provided for in 
Section 1.02. 

City 

“City” means the City of Modesto, a charter city and a municipal corporation duly 
organized and existing under and by virtue of the Constitution and laws of the State. 

Code 

“Code” means the Internal Revenue Code of 1986, or any successor statute thereto and 
any regulations promulgated thereunder. 

Conversion Date 

“Conversion Date” shall have the meaning specified in Exhibit B. 

Costs of Issuance 

“Costs of Issuance” means all items of expense directly or indirectly payable by or 
reimbursable to the Authority or the City and related to the authorization, issuance, sale and 
delivery of the Bonds, including but not limited to advertising and printing costs, costs of 
preparation and reproduction of documents, filing and recording fees, initial fees and charges of 
the Trustee, initial and ongoing fees and charges of the Authority, legal fees and charges, fees 
and disbursements of consultants and professionals, title insurance fees, Rating Agency fees, fees 
and charges for preparation, execution, transportation and safekeeping of the Bonds, and any 
other cost, charge or fee in connection with the original issuance of the Bonds. 

Costs of Issuance Fund 

“Costs of Issuance Fund” means the fund by that name established pursuant to 
Section 3.03. 

Current Mode 

“Current Mode” shall have the meaning specified in Section 2.15(A)(1) hereof. 

Daily Mode 

“Daily Mode” means the Mode during which any Series of Bonds evidence interest at the 
Daily Rate. 

Daily Rate 

“Daily Rate” means the per annum interest rate with respect to a Series of Bonds in the 
Daily Mode determined pursuant to Section 2.12 hereof. 
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Daily Rate Period 

“Daily Rate Period” means the period during which a Series of Bonds in the Daily Mode 
shall evidence interest at a Daily Rate, which shall be from the Business Day upon which a Daily 
Rate is set to but not including the next succeeding Business Day. 

Date of Issuance 

“Date of Issuance,” with respect to each Series of Bonds, means the date of issuance and 
delivery for such Series of Bonds and, with respect to the Series 2007 Bonds, means April 18, 
2007. 

Debt Service 

“Debt Service” means, for any Fiscal Year or other period, the sum of (a) the interest 
accruing during such Fiscal Year or other period on all Outstanding Bonds and Swaps assuming 
that all Outstanding Serial Bonds are retired as scheduled and that all Outstanding Term Bonds 
are redeemed or paid from sinking fund payments as scheduled (except to the extent that such 
interest is to be paid from the proceeds of sale of any Bonds so long as such funded interest is in 
an amount equal to the gross amount necessary to pay such interest on the Bonds and is invested 
in United States Government Obligations which mature no later than the related Interest Payment 
Date), (b) the principal amount of all Outstanding Serial Bonds maturing during such Fiscal Year 
or other period, and (c) the principal amount of all Outstanding Term Bonds required to be 
redeemed or paid (together with the premiums, if any, thereon) during such Fiscal Year or other 
period; provided, that the foregoing shall be subject to adjustment and recalculation as follows: 

(1) with respect to Capital Appreciation Bonds, the Accreted Value payment 
shall be deemed a principal payment; and 

(2) with respect to Swaps and Swapped Bonds, the interest payments shall be 
adjusted to give effect to the Swap in such manner and to such extent (1) as may be 
required under generally accepted accounting principles, consistently applied or (2) as 
shall be stated in a Certificate of the Authority (which Certificate shall be delivered to the 
Trustee concurrently with the later of the issuance of the Swapped Bonds or the execution 
of the Swap) in such manner as shall present fairly the reasonably expected Debt Service 
on the Swap and Swapped Bonds after the execution of the Swap; and 

(3) with respect to Variable Rate Bonds, the interest payments shall be 
calculated at a rate equal to 150% of the highest rate borne by such Bonds in the last 
12 months or with respect to the initial issuance of such Variable Rate Bonds at 150% of 
the highest rate borne by a comparable issue of bonds as certified to by the Remarketing 
Agent or Broker-Dealer. 

Delayed Remarketing Period 

“Delayed Remarketing Period” shall have the meaning specified in Section 4.18 hereof. 
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Depository 

“Depository” means DTC or another recognized securities depository selected by the 
Authority which maintains a book-entry system for the Bonds. 

DTC 

The term “DTC” means The Depository Trust Company, New York, New York. 

Electronic Means 

“Electronic Means” means telecopy, facsimile transmission, e-mail transmission or other 
similar electronic means of communication providing evidence of transmission, including a 
telephonic communication confirmed by any other method set forth in this definition. 

Eligible Bonds 

“Eligible Bonds” means any Bonds other than Liquidity Facility Bonds or Bonds owned 
by, for the account of, or on behalf of, the Authority or the City. 

Event of Default 

“Event of Default” means any of the events specified in Section 7.01. 

Expiration Date 

“Expiration Date” means (i) the date upon which a Liquidity Facility is scheduled to 
expire (taking into account any extensions of such Expiration Date by virtue of extensions of a 
particular Liquidity Facility, from time to time) in accordance with its terms, including without 
limitation termination upon delivery of an Alternate Liquidity Facility and (ii) the date upon 
which a Liquidity Facility terminates following voluntary termination by the Authority. 

Extraordinary Swap Payment 

“Extraordinary Swap Payment” means any termination payment or any payment other 
than a Regular Swap Payment due under or pursuant to a Swap. 

Facility Lease 

“Facility Lease” means that certain lease entitled “Facility Lease” by and between the 
Authority and the City, dated as of April 1, 2007, which lease or a memorandum thereof was 
recorded in the office of the County Recorder of the County of Stanislaus on April 18, 2007 
under Recorders Serial No. 2007-0048575-00, as originally executed and recorded or as it may 
from time to time be supplemented, modified or amended pursuant to the provisions hereof and 
thereof. 
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Favorable Opinion of Bond Counsel 

“Favorable Opinion of Bond Counsel” means an opinion of Bond Counsel addressed to 
the Authority and the Trustee to the effect that the action proposed to be taken is authorized or 
permitted by the laws of the State of California and this Indenture and will not result in the 
inclusion of interest on the Bonds in gross income for federal income tax purposes. 

Fiscal Year 

“Fiscal Year” means the period beginning on July 1 of each year and ending on the next 
succeeding June 30, or any other annual accounting period hereafter selected and designated by 
the Authority as its Fiscal Year. 

Fitch 

“Fitch” means Fitch Ratings, a corporation organized and existing under the laws of the 
State of Delaware, its successors and their assigns, or, if such corporation shall be dissolved or 
liquidated or shall no longer perform the functions of a securities rating agency, then “Fitch” 
shall be deemed to refer to any other nationally recognized securities rating agency selected by 
the Authority. 

Fixed Rate 

“Fixed Rate” means the per annum interest rate or interest rates evidenced by Fixed Rate 
Bonds determined pursuant to Section 2.13(B) hereof. 

Fixed Rate Bonds 

“Fixed Rate Bonds” means a Series of Bonds in a Fixed Rate Mode that are not Swapped 
Bonds. 

Fixed Rate Mode 

“Fixed Rate Mode” means the Mode during which Fixed Rate Bonds evidence interest at 
a Fixed Rate. 

Fixed Rate Period 

“Fixed Rate Period” means, with respect to Fixed Rate Bonds converted to the Fixed 
Rate Mode, the period from the Mode Change Date upon which such Fixed Rate Bonds were 
converted to a Fixed Rate Mode to but not including the Maturity Date. 

Fixed Rate Remarketing Agent 

“Fixed Rate Remarketing Agent” means an investment banking firm or firms selected by 
the Authority that has or have entered into a written agreement with the Authority to remarket or 
purchase and remarket the Bonds of a Series upon their being converted to a Fixed Rate Mode in 
accordance with the terms and provisions set forth herein. 
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Flexible Mode 

“Flexible Mode” means the Mode during a Series of Bonds evidence interest at Flexible 
Rates. 

Flexible Rate 

“Flexible Rate” means the per annum interest rate determined for the Flexible Rate 
Bonds pursuant to Section 2.11 hereof. 

Flexible Rate Bonds 

“Flexible Rate Bonds” means any Series of Bonds in a Flexible Mode. 

Flexible Rate Period 

“Flexible Rate Period” means, with respect to the Flexible Rate Bond, the period of from 
one (1) to three hundred ninety-seven (397) calendar days (which Flexible Rate Period must end 
on a day preceding a Business Day) during which a Flexible Rate Bond shall evidence interest at 
a Flexible Rate, as established by the Remarketing Agent pursuant to Section 2.11 hereof. 

Holder, Bondholder or Owner 

“Holder,” “Bondholder” or “Owner,” whenever used herein with respect to a Bond, 
means the Person in whose name such Bond is registered. 

Immediate Termination Date 

“Immediate Termination Date” means the date on which a Liquidity Facility Provider’s 
obligation to advance funds or purchase Bonds under a Liquidity Facility terminates or is 
suspended immediately in accordance with its terms. 

Indenture 

“Indenture” means this Indenture, as originally executed or as it may from time to time be 
supplemented, modified or amended by any Supplemental Indenture. 

Insured Bonds 

“Insured Bonds” means the Series 2007 Bonds, together with any Bonds identified as 
Insured Bonds pursuant to a Supplemental Indenture and insured by a Bond Insurance Policy. 

Interest Account 

“Interest Account” means the account by that name in the Revenue Fund established 
pursuant to Section 5.02. 
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Interest Accrual Period 

“Interest Accrual Period” means the period during which Bonds accrue interest payable 
on the next Interest Payment Date applicable thereto.  Each Interest Accrual Period shall 
commence on (and include) the last Interest Payment Date to which interest has been paid (or, if 
no interest has been paid, from the date of original authentication and delivery of the Bonds) to, 
but not including, the Interest Payment Date on which interest is to be paid.  If, at the time of 
authentication of any Bond, interest is in default or overdue with respect to the Bonds, such Bond 
shall evidence interest from the date to which interest has previously been paid in full or made 
available for payment in full with respect to the Bonds. 

Interest Payment Date 

“Interest Payment Date” means each date on which interest is to be paid and is: (i) with 
respect to a Series of Bonds in an ARS Mode, each date defined as an Interest Payment Date in 
the ARS Provisions set forth in Exhibit B hereto, and any date that is an ARS Rate Conversion 
Date; (ii) with respect to a Series of Bonds in a Flexible Mode, each Mandatory Purchase Date 
applicable thereto; (iii) with respect to a Series of Bonds in a Daily Mode or a Weekly Mode, the 
first Business Day of each month; (iv) with respect to a Series of Bonds in a Fixed Rate Mode or 
a Term Rate Mode, the first day of April or October, which is at least three (3) months after the 
month in which such Long-Term Mode takes effect, and the first day of each April and October 
thereafter or, upon the receipt by the Trustee of a Favorable Opinion of Bond Counsel, any other 
six-month interval chosen by the Authority (beginning with the first such day which is at least 
three months after the Mode Change Date) and, with respect to a Term Rate Mode, the final day 
of the current Interest Period if other than a regular six-month interval; (v) (without duplication 
as to any Interest Payment Date listed above) any Mode Change Date, other than a change 
between a Daily Mode and a Weekly Mode, and each Maturity Date; and (vi) with respect to any 
Liquidity Provider Bonds, the day set forth in the applicable Liquidity Agreement. 

Interest Period 

“Interest Period” means, for any Series of Bonds in a particular Mode, the period of time 
that such Series of Bonds evidence interest at the rate (per annum) which becomes effective at 
the beginning of such period, and shall include an ARS Rate Period, a Daily Rate Period, a 
Weekly Rate Period, a Flexible Rate Period, a Term Rate Period, and a Fixed Rate Period. 

Joint Powers Agreement 

“Joint Powers Agreement” means the Joint Exercise of Powers Agreement by and 
between the City and the Industrial Development Authority of the City of Modesto, dated as of 
December 1, 1989 as originally executed and as it may from time to time be amended or 
supplemented pursuant to the provisions hereof and thereof. 

Lease Default Event 

“Lease Default Event” means any Event of Default occurring under Section 6.01 of the 
Facility Lease. 
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Leased Property 

“Leased Property” means the real property described in Exhibit A to the Facility Lease, 
together with all property subsequently added thereto, or any property substituted for all or any 
portion of the Leased Property in accordance with this Indenture or the Facility Lease. 

Liquidity Agreement 

“Liquidity Agreement” means any reimbursement agreement, credit agreement, line of 
credit agreement, standby purchase agreement or other agreement, between a Bond Insurer or a 
Liquidity Facility Provider, as applicable, and the Authority and/or the City, as the same may be 
amended from time to time pursuant to its terms. 

Liquidity Facility 

“Liquidity Facility” means a line of credit, letter of credit, standby purchase agreement or 
similar liquidity facility issued by a commercial bank or other financial institution or, in the 
event of the delivery or availability of an Alternate Liquidity Facility, such Alternate Liquidity 
Facility. 

Liquidity Facility Account 

“Liquidity Facility Account” means the account by that name in the Bond Purchase Fund 
established pursuant to Section 4.17. 

Liquidity Facility Bonds 

“Liquidity Facility Bonds” means Bonds purchased with moneys drawn under (or 
otherwise obtained pursuant to the terms of) a Liquidity Facility, but excluding Bonds no longer 
considered to be Liquidity Facility Bonds in accordance with the terms of the applicable 
Liquidity Facility. 

Liquidity Facility Provider 

“Liquidity Facility Provider” means the commercial bank, insurance company, pension 
fund or other financial institution issuing (or having primary obligation, or acting as agent for the 
financial institutions obligated, under) a Liquidity Facility then in effect. 

Long-Term Interest Period 

“Long-Term Interest Period” means a Term Rate Period or a Fixed Rate Period. 

Long-Term Mode 

“Long-Term Mode” means a Term Rate Mode or a Fixed Rate Mode. 
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Mandatory Purchase Date 

“Mandatory Purchase Date” means: (i) with respect to a Flexible Rate Bond, the first 
Business Day following the last day of each Flexible Rate Period with respect to such Flexible 
Rate Bond; (ii) for any Series of Bonds in a Term Rate Mode, the first Business Day following 
the last day of each Term Rate Period for such Bonds; (iii) any Mode Change Date (except a 
change in Mode between the Daily Mode and the Weekly Mode); (iv) any Substitution Date; 
(v) the fifth (5th) Business Day prior to an Expiration Date; (vi) the date specified by the Trustee 
following the occurrence of an event of default with respect to the Liquidity Facility which 
requires or gives the Liquidity Facility Provider the option to terminate the Liquidity Facility 
upon notice and requires that all Outstanding Bonds secured by such Liquidity Facility be 
tendered for purchase under the applicable Liquidity Agreement, which date shall be a Business 
Day not less than twenty (20) days after the Trustee’s receipt of notice of such event of default 
from the applicable Liquidity Facility Provider and in no event later than the Business Day 
preceding the termination date specified in the notice of event of default delivered to the Trustee 
by such Liquidity Facility Provider; (vii) for a Series of Bonds in a Daily Mode or a Weekly 
Mode, any Business Day specified by the Authority in a notice delivered to the Trustee, which 
Mandatory Purchase Date shall be not less than twenty (20) days after the Trustee’s receipt of 
such notice from the Authority; and (viii) for a Series of Bonds in an ARS Mode, any date on 
which such Series of Bonds may be prepaid by the Authority in a notice delivered to the Trustee, 
which Mandatory Purchase Date should be not less than forty-five (45) days (or such lesser 
period as shall be agreed to by the Trustee) after the Trustee’s receipt of such notice from the 
Authority, and which notice shall be accompanied by a Favorable Opinion of Bond Counsel. 

Maturity Date 

“Maturity Date” means the final date upon which principal is due on a Series of Bonds, 
which is September 1, 2033 with respect to the Series 2007 Bonds. 

Maximum Annual Base Rental Payment 

“Maximum Annual Base Rental Payment” means the maximum annual payment which 
the City may be obligated to make with respect to the Base Rental Payments for the 2007 
Project, as provided in the Facility Lease, or for any Subsequent Project, as provided and 
determined in a supplement to the Facility Lease. 

Maximum Rate 

“Maximum Rate” means, with respect to all Bonds other than Liquidity Facility Bonds, 
12% per annum, and with respect to Liquidity Facility Bonds, such rate as is provided for in the 
applicable Liquidity Facility and not greater than 25% per annum; provided, however, that the 
Maximum Rate shall not exceed the highest rate then permitted by law. 

Mode 

“Mode” means, as the context may require, the ARS Mode, the Daily Mode, the Weekly 
Mode, the Flexible Mode, the Term Rate Mode, or the Fixed Rate Mode. 
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Mode Change Date 

“Mode Change Date” means with respect to a Series of Bonds in a particular Mode, the 
day on which another Mode for such Series of Bonds begins, and includes an ARS Rate 
Conversion Date and a Conversion Date. 

Mode Change Notice 

“Mode Change Notice” means the notice from the Authority to the other Notice Parties of 
the intention of the Authority to change the Mode with respect to a Series of Bonds. 

Moody’s 

“Moody’s” means Moody’s Investors Service, Inc., a corporation organized and existing 
under the laws of the State of Delaware, its successors and their assigns, or, if such corporation 
shall be dissolved or liquidated or shall no longer perform the functions of a securities rating 
agency, then “Moody’s” shall be deemed to refer to any other nationally recognized securities 
rating agency selected by the Authority. 

Nationally Recognized Municipal Securities Information Repository or NRMSIR 

“Nationally Recognized Municipal Securities Information Repository” or “NRMSIR” 
means each such repository identified by the Securities Exchange Commission as such from time 
to time. 

New Mode 

“New Mode” shall have the meaning specified in Section 2.15(A)(1) hereof. 

Noticed Termination Date 

“Noticed Termination Date” means the date on which a Liquidity Facility Providers 
obligation to advance funds or purchase Bonds under a Liquidity Facility terminates as stated in 
the Liquidity Facility Providers notice of termination delivered pursuant to the Liquidity Facility 
due to a default under specified sections of the Liquidity Facility, which date of termination shall 
be twenty (20) days (or such longer period as is specified in the Liquidity Facility) after the date 
of receipt by the Trustee of such notice. 

Notice Parties 

“Notice Parties” means the Authority, the City, the Trustee, the Bond Insurer, if any, the 
Liquidity Facility Provider, if any, the Broker-Dealer, if any, the Auction Agent, if any, the 
Remarketing Agent, if any, and the Fixed Rate Remarketing Agent, if any. 

Opinion of Counsel 

“Opinion of Counsel” means a written opinion of counsel of recognized standing in the 
field of law being addressed in such opinion retained the Authority. 
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Optional Redemption Account 

“Optional Redemption Account” means the account by that name in the Redemption 
Fund established pursuant to Section 5.07. 

Outstanding 

“Outstanding,” when used as of any particular time with reference to Bonds, means 
(subject to the provisions of Section 11.10) all Bonds theretofore, or thereupon being, 
authenticated and delivered by the Trustee under this Indenture except (1) Bonds theretofore 
canceled by the Trustee or surrendered to the Trustee for cancellation; (2) Bonds with respect to 
which all liability of the Authority shall have been discharged in accordance with Section 10.01 
including Bonds (or portions of Bonds) referred to in Section 11.10; and (3) Bonds for the 
transfer or exchange of or in lieu of or in substitution for which other Bonds shall have been 
authenticated and delivered by the Trustee pursuant to this Indenture and when used with 
reference to Swaps, means all Swaps that have not been terminated pursuant to the terms thereof 
and all Swaps pursuant to which the Authority has existing or future obligations. 

Permitted Encumbrances 

“Permitted Encumbrances” means (1) liens for general ad valorem taxes and assessments, 
if any, not then delinquent, or which the City may, pursuant to the Facility Lease, permit to 
remain unpaid; (2) easements, rights of way, mineral rights, drilling rights and other rights, 
reservations, covenants, conditions or restrictions which exist of record as of the date of 
recordation of the Facility Lease in the office of the County Recorder of the County of Stanislaus 
and which the City certifies in writing will not materially impair the use of the Leased Property; 
(3) the Sublease, as it may be amended from time to time and the Facility Lease, as it may be 
amended from time to time; (4) this Indenture, as it may be amended from time to time; (5) any 
right or claim of any mechanic, laborer, materialman, supplier or vendor not filed or perfected in 
the manner prescribed by law; (6) easements, rights of way, mineral rights, drilling rights and 
other rights, reservations, covenants, conditions or restrictions to which the Authority and the 
City consent in writing and certify to the Trustee will not materially impair the ownership 
interests of the Authority or use of the Leased Property by the City; and (7) subleases and 
assignments of the City which will not adversely affect the exclusion from gross income of 
interest on the Bonds. 

Permitted Investments 

“Permitted Investments” means any of the following obligations if and to the extent then 
permitted by law: 

(1) Federal Securities; 

(2) Obligations, participations, or other instruments of or issued by, or fully 
guaranteed as to interest and principal by, the Government National Mortgage 
Association (excluding stripped mortgage backed securities which are valued at greater 
than par on the unpaid principal); 
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(3) Bills of exchange or time drafts drawn on and accepted by a commercial 
bank (including the Trustee or any of its affiliates), otherwise known as bankers 
acceptances, which are eligible for purchase by the Federal Reserve System and which 
are drawn on any bank the short-term obligations of which are rated in the highest letter 
and numerical rating category as provided by Moody’s and by S&P; provided, that 
purchases of eligible bankers acceptances may not exceed 270 days’ maturity; 

(4) Commercial paper of “prime” quality of the highest ranking or of the 
highest letter and numerical rating category as provided by Moody’s and by S&P, which 
commercial paper is limited to issuing corporations that are organized and operating 
within the United States of America and that have total assets in excess of $500,000,000 
and that have an “Al” or higher rating for the issuer’s unsecured debentures, other than 
commercial paper, as provided by Moody’s and by S&P; provided, that purchases of 
eligible commercial paper may not exceed 180 days’ maturity nor represent more than 
10% of the outstanding commercial paper of an issuing corporation; 

(5) Non-negotiable certificates of deposit issued by a state or national bank 
(including the Trustee or any of its affiliates) that have maturities of not more than 365 
days or deposit accounts with a state or national bank and that are fully insured by the 
Federal Deposit Insurance Corporation or the short term obligations of which state or 
national bank are rated no lower that “Al” by Moody’s and “A+” by S&P; 

(6) Any repurchase agreement of any securities enumerated in subdivisions 
(1) and (2) with any state or national bank (including the Trustee or any of its affiliates) 
or government bond dealer reporting to, trading with, and recognized as a primary dealer 
by the Federal Reserve Bank of New York, which agreement is either (A) with any 
institution which has debt rated no lower than “Al” by Moody’s and “A+” by S&P or 
whose commercial paper is rated no lower than “P-1” by Moody’s and no lower than 
“A-1” by S&P; (B) with any corporation or other entity that falls under the jurisdiction of 
the Federal Bankruptcy Code; provided, that (a) the term of such repurchase agreement is 
less than one (1) year or due on demand; (b) the Trustee or a third party acting solely as 
agent for the Trustee has possession of the collateral; (c) the market value of the 
collateral (as determined at least once in every 14 days) exceeds the principal amount of 
the repurchase agreement plus accrued interest and the market value of the collateral is 
maintained at levels acceptable to Moody’s and to S&P; (d) failure to maintain the 
requisite collateral levels will require the Trustee to liquidate the collateral immediately; 
and (e) the repurchase agreement securities are free and clear of any third-party lien or 
claim; or (C) with financial institutions insured by the Federal Deposit Insurance 
Corporation or any broker-dealer with “retail customers” which falls under the 
jurisdiction of the Securities Investors Protection Corporation; provided, that: (a) the 
market value of the collateral (as determined at least once in every 14 days) exceeds the 
principal amount of the repurchase agreement plus accrued interest and the market value 
of the collateral is maintained at levels acceptable to Moody’s and to S&P; (b) the 
Trustee or a third party acting solely as agent for the Trustee has possession of the 
collateral; (c) the Trustee has a perfected first priority security interest in the collateral; 
(d) the collateral is free and clear of third-party liens and in the case of a Securities 
Investors Protection Corporation broker was not acquired pursuant to a repurchase 
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agreement or reverse repurchase agreement; and (e) failure to maintain the requisite 
collateral percentage will require the Trustee to liquidate the collateral immediately; 

(7) Certificates, notes, warrants, bonds or other evidence of indebtedness of 
the State or any local agencies therein which are rated in the highest short-term rating 
category or within one of the three highest long-term rating categories by Moody’s and 
by S&P (excluding securities that do not have a fixed par value and/or whose terms do 
not promise a fixed dollar amount at maturity or call date); 

(8) For amounts less than $100,000, interest-bearing demand or time deposits 
(including certificates of deposit) in a nationally or state-chartered bank fully insured by 
the Federal Deposit Insurance Corporation, including the Trustee or any affiliate thereof, 
and of which an aggregate total of $100,000 is not exceeded in any one financial 
institution; 

(9) Investments in units of a money-market fund portfolio that is rated in the 
highest letter and numerical rating category by Moody’s and by S&P (including funds for 
which the Trustee, its affiliates or subsidiaries provide investment advisory or other 
management services) and that is composed of obligations guaranteed by the full faith 
and credit of the United States of America or repurchase agreements collateralized by 
such obligations; 

(10) A guaranteed investment contract with a financial institution or insurance 
company (or guaranteed by a financial institution or insurance company) which has at the 
date of execution thereof an outstanding issue of unsecured, uninsured and unguaranteed 
debt obligations or a claims paying ability rated within the two highest rating categories 
of any Rating Agency;  

(11) The Local Agency Investment Fund or similar pooled fund operated by or 
on behalf of the State and which is authorized to accept investments by or on behalf of 
the Authority of the moneys held by the Trustee in any of the accounts or funds 
established pursuant hereto to the extent deposits and withdrawals may be made by the 
Trustee directly; and 

(12) other forms of investments approved in writing by the related Bond 
Insurer. 

Person 

“Person” means an individual, corporation, firm, association, partnership, trust, joint 
venture or any other legal entity or group of entities, including a government or political 
subdivision or an agency or instrumentality thereof. 

Principal Account 

“Principal Account” means the account by that name in the Revenue Fund established 
pursuant to Section 5.02. 
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Principal Office 

“Principal Office” means, as appropriate, the designated corporate trust office of (1) the 
Trustee, which as of the date hereof is located at 550 Kearny Street, Suite 600, San Francisco, 
CA 94108-2527 Attention: Corporate Trust Services. 

Project 

“Project” means the 2007 Project and any additional facilities or improvements financed 
with proceeds of Additional Bonds. 

Project Fund 

“Project Fund” means the fund by that name established pursuant to Section 3.04. 

Provider Payment Account 

“Provider Payment Account” means the account by that name established pursuant to 
Section 5.02. 

Providers 

“Providers” means, collectively, the Swap Providers, the Liquidity Facility Providers, and 
the Reserve Facility Providers (if applicable) and any other party to an agreement with the City 
or the Authority in connection with the Bonds by which any Related Obligation is created. 

Purchase Date 

“Purchase Date” means (i) for a Series of Bonds in the Daily Mode or the Weekly Mode, 
any Business Day selected by the Beneficial Owner of said Bond pursuant to the provisions of 
Section 4.09 hereof, and (ii) any Mandatory Purchase Date. 

Purchase Price 

“Purchase Price” means an amount equal to the principal amount of a Series of Bonds 
purchased on any Purchase Date, plus accrued interest to such Purchase Date (unless such 
Purchase Date is also an Interest Payment Date, in which case the Purchase Price shall not 
include accrued interest, which shall be paid in the normal course). 

Rate Determination Date 

“Rate Determination Date” means any date on which the interest rate with respect to a 
Series of Bonds shall be determined, which: (i) in the case of an ARS Mode, shall be each 
Auction Date for the ARS Bonds of each Series; (ii) in the case of a Flexible Mode, shall be the 
first day of an Interest Period; (iii) in the case of a Daily Mode, shall be each Business Day 
commencing with the first day (which must be a Business Day) a Series of Bonds become 
subject to the Daily Mode; (iv) in the case of the initial conversion to a Weekly Mode, shall be 
no later than the Business Day prior to the Mode Change Date for a Series of Bonds, and 
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thereafter, shall be each Wednesday or, if Wednesday is not a Business Day, then the Business 
Day next succeeding such Wednesday; (v) in the case of a Term Rate Mode, shall be a Business 
Day no earlier than fifteen (15) Business Days and no later than the Business Day next preceding 
the first day of an Interest Period for such Series of Bonds, as determined by the Remarketing 
Agent; and (vi) in the case of a Fixed Rate Mode, shall be a date determined by the Remarketing 
Agent which shall be at least one (1) Business Day prior to the Mode Change Date. 

Rating Agency 

“Rating Agency” means S&P, Moody’s and Fitch. 

Rebate Fund 

“Rebate Fund” means the Rebate Fund established pursuant to Section 5.08. 

Record Date 

“Record Date” means: (i) with respect to a Series of Bonds in a Short-Term Mode, the 
last Business Day before each Interest Payment Date; (ii) with respect to a Series of Bonds in a 
Long-Term Mode, the fifteenth (15th) day (whether or not a Business Day) of the month next 
preceding each Interest Payment Date; and (iii) with respect to a Series of Bonds in an ARS 
Mode, the Business Day immediately preceding each Interest Payment Date. 

Redemption Fund 

“Redemption Fund” means the fund by that name established pursuant to Section 5.07. 

Redemption Price 

“Redemption Price” means, with respect to any Bond (or portion thereof), the principal 
amount of such Bond (or portion) plus the applicable premium, if any, payable upon redemption 
thereof pursuant to the provisions of such Bond and this Indenture. 

Regular Swap Payment 

“Regular Swap Payment” means any net payment (excluding any termination payment) 
due on any settlement date based on the swap rate pursuant to the Swap. 

Related Obligations 

“Related Obligations” means the obligations of the Authority under any hedge agreement 
(including without limitation, any Swap), credit agreement, liquidity agreement or similar 
agreement entered into in connection with or related to the Bonds or a series thereof. 

Remarketing Agent 

“Remarketing Agent” means, with respect to any Series of Bonds, any Remarketing 
Agent or successor or additional Remarketing Agent appointed in accordance with this Indenture 



 

21 
 SF1 1445588 47922/34 

with respect to such Series of Bonds.  “Principal Office” of the Remarketing Agent means the 
address for the Remarketing Agent designated in writing to the Trustee and the Authority. 

Remarketing Agreement 

“Remarketing Agreement” means each such agreement between the Authority and a 
Remarketing Agent with respect to any Series of Bonds, and any similar agreement with a 
successor Remarketing Agent, in each case as from time to time in effect. 

Remarketing Proceeds Account 

“Remarketing Proceeds Account” means the account by that name within the Bond 
Purchase Fund established pursuant to Section 4.17. 

Required Stated Amount 

“Required Stated Amount” means with respect to a Liquidity Facility, at any time of 
calculation, an amount equal to the aggregate principal amount of all Bonds then Outstanding 
secured by such Liquidity Facility together with interest accruing thereon (assuming an annual 
rate of interest equal to the Maximum Rate) for the period specified in a Certificate of the 
Authority to be the minimum period specified by the Rating Agencies then rating such Bonds as 
necessary to obtain (or maintain) a specified short-term rating of such Bonds. 

Reserve Facility 

“Reserve Facility” means a surety bond or insurance policy issued to the Trustee, on 
behalf of the Bondholders, by a company licensed to issue an insurance policy guaranteeing the 
timely payment of the principal of and interest on the Bonds if such entity shall be rated in the 
highest rating categories issued by Moody’s and by S&P, or a letter of credit issued or confirmed 
by a state or national bank, or a foreign bank with an agency or branch located in the United 
States, which has outstanding an issue of unsecured long term debt securities rated at least equal 
to the second highest rating category by Moody’s and S&P, or any combination thereof, 
deposited with the Trustee by the Authority to satisfy the Reserve Fund Requirement. 

Reserve Facility Costs 

“Reserve Facility Costs” means amounts owed with respect to repayment of draws on a 
Reserve Facility, including interest thereon at the rate specified in the agreement pertaining to 
such Reserve Facility and expenses owed to the provider of a Reserve Facility. 

Reserve Facility Provider 

“Reserve Facility Provider” means the provider of a Reserve Facility. 

Reserve Fund 

“Reserve Fund” means the fund of that name established pursuant to Section 5.05. 
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Reserve Fund Requirement 

“Reserve Fund Requirement” means with respect to all Outstanding Bonds an amount 
equal to the lesser of (i) the maximum annual Debt Service attributable to the Outstanding Bonds 
and (ii) 125% of average annual Debt Service attributable to the Outstanding Bonds; provided 
that with respect to the calculation of the Reserve Fund Requirement upon the issuance of an 
Additional Series of Bonds the amount calculated shall be the least of (i) or (ii) above, or the 
amount derived by the addition of 10% of the proceeds from the sale of such Series of Additional 
Bonds to the Reserve Fund and provided further that the Reserve Fund Requirement shall be 
reduced to the extent necessary so that all amounts therein may be deposited from Bond proceeds 
without requiring a portion thereof to be yield restricted in accordance with requirements of the 
Code.  For purposes of determining the Reserve Fund Requirement, the fixed interest rate 
assumed for Variable Rate Bonds shall be The Bond Buyer Revenue Bond Index published the 
week preceding the sale of such Variable Rate Bonds, as certified by the Authority. 

Revenue Fund 

“Revenue Fund” means the fund by that name established pursuant to Section 5.01. 

Revenues 

The term “Revenues” means, with respect to a Series of Bonds, (i) all Base Rental 
Payments and other payments paid by the City and received by the Authority pursuant to the 
Facility Lease (but not Additional Payments), (ii) all interest or other income from any 
investment, pursuant to Section 5.09, of any money in any fund or account (other than the Rebate 
Fund) established pursuant to this Indenture or the Facility Lease, (iii) Swap Revenues, if any, 
and (iv) any additional security, pursuant to Section 5.11, for such Series of Bonds provided for 
pursuant to a Supplemental Indenture. 

S&P 

“S&P” means Standard & Poor’s Ratings Services, a division of The McGraw-Hill 
Companies, Inc., a corporation organized and existing under the laws of the State of New York 
its successors and their assigns, or, if such corporation shall be dissolved or liquidated or shall no 
longer perform the functions of a securities rating agency, then “S&P” shall be deemed to refer 
to any other nationally recognized securities rating agency selected by the Authority. 

Securities Depository 

“Securities Depository” means The Depository Trust Company and its successors and 
assigns, or any other securities depository selected as set forth herein. 

Series 

“Series” when used with respect to the Bonds, means all the Bonds designated as being of 
the same series, authenticated and delivered in a simultaneous transaction, and any Bonds 
thereafter authenticated and delivered upon a transfer or exchange or in lieu of or substitution for 
such Bonds as herein provided. 
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Series 2007 Bonds 

“Series 2007 Bonds” means the Modesto Public Financing Authority Lease Revenue 
Refunding and Capital Improvement Bonds, Series 2007. 

Series 2007 Bond Insurance Policy 

“Series 2007 Bond Insurance Policy” means the financial guaranty insurance policy 
insuring the payment when due of principal of and interest on the Series 2007 Bonds. 

Series 2007 Bond Insurer 

“Series 2007 Bond Insurer” means CIFG Assurance North America, Inc., a financial 
guaranty insurance company incorporated under the laws of the State of New York, the Bond 
Insurer with respect to the Series 2007 Bonds. 

Sinking Fund Installment 

“Sinking Fund Installment” means the amount required to be paid by the Authority on 
any single date for the retirement of the principal of Term Bonds. 

Special Redemption Account 

“Special Redemption Account” means the account by that name in the Redemption Fund 
established pursuant to Section 5.07. 

State 

“State” means the State of California. 

Sublease 

“Sublease” means that certain sublease entitled “Sublease” by and between the Authority 
and the City, dated as of April 1, 2007, which lease or a memorandum thereof was recorded in 
the office of the County Recorder of the County of Stanislaus on April 18, 2007 under Recorders 
Serial No. 2007-0048574-00, as originally executed and recorded or as it may from time to time 
be supplemented, modified or amended pursuant to the provisions hereof and thereof. 

Subsequent Project 

“Subsequent Project” means any and all facilities and buildings for use by the City, 
whether within or without the City, and all additions, extensions or improvements thereto 
hereafter added to the Project and hereafter described by a notice to the Trustee. 

Supplemental Indenture 

“Supplemental Indenture” means any indenture hereafter duly authorized and entered into 
between the Authority and the Trustee, supplementing, modifying or amending this Indenture or 
providing for the issuance of Additional Bonds and entered into as provided in Article IX hereof. 
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Swap 

“Swap” means an interest rate swap, cap, floor, collar or other hedging transaction which 
is entered into by the Authority for the purpose of managing interest rate risk with respect to 
specified Bonds which are being issued concurrently with the execution of the Swap, which are 
proposed to be issued in connection with such Swap, or which are Outstanding at the time of 
execution of such Swap. 

Swap Payment Date 

“Swap Payment Date” means each date on which Regular Swap Payments are to be paid. 

Swap Provider 

“Swap Provider” means an entity which is a party to a Swap with the Authority. 

Swap Revenues 

“Swap Revenues” means the sum of money due to be paid by a Swap Party to the 
Authority pursuant to any Swap subject to any netting of payments provided by the applicable 
Swap. 

Swapped Bonds 

“Swapped Bonds” means the Bonds to which a Swap relates. 

Tax Certificate 

“Tax Certificate” means the Tax Certificate and Agreement delivered by the Authority 
and the City at the time of issuance and delivery of a Series of Bonds, as the same may be 
amended or supplemented in accordance with its terms. 

Tender Notice Deadline 

“Tender Notice Deadline” means: (i) during the Daily Mode, 11:00 a.m. New York City 
time on any Business Day; and (ii) during the Weekly Mode, 5:00 p.m. New York City time on 
the Business Day seven (7) days prior to the applicable Purchase Date. 

Tender Notice 

“Tender Notice” means a notice delivered by Electronic Means or in writing that states: 
(i) the principal amount of Bonds of a Series to be purchased pursuant to Section 4.09 hereof; (ii) 
the Purchase Date on which such Bonds are to be purchased; (iii) applicable payment 
instructions with respect to such Bonds being tendered for purchase; and (iv) an irrevocable 
demand for such purchase. 
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Term Rate 

“Term Rate” means the per annum interest rate for any Series of Bonds in the Term Rate 
Mode determined pursuant to Section 2.13(A) hereof. 

Term Rate Mode 

“Term Rate Mode” means the Mode during which a Series of Bonds evidence interest at 
a Term Rate. 

Term Rate Period 

“Term Rate Period” means the period from (and including) the Mode Change Date or the 
date of initial conversion of a Series of Bonds to a Term Rate Mode, as applicable, to (but 
excluding) the last day of the first period that such Series of Bonds shall be in the Term Rate 
Mode as established by the Authority pursuant to Section 2.13(A) hereof and, thereafter, the 
period from (and including) the beginning date of each successive Interest Rate Period selected 
for a Series of Bonds by the Authority pursuant to Section 2.13(A) hereof while such Bonds are 
in the Term Rate Mode to (but excluding) the commencement date of the next succeeding 
Interest Period, including another Term Rate Period.  Except as otherwise provided in this 
Indenture, an Interest Period for Bonds in the Term Rate Mode must be at least one hundred 
eighty (180) days in length. 

Trustee 

“Trustee” means The Bank of New York Trust Company, N.A., a national banking 
association organized and existing under and by virtue of the laws of the United States or its 
successor, as Trustee hereunder as provided in Section 8.01. 

2007 Project 

“2007 Project” means the refunding of all of the 1997 Bonds and a portion of the 1998 
Bonds and the financing of additional improvements to John Thurman Field, all to be financed 
with proceeds of the Series 2007 Bonds. 

Variable Rate Bonds 

“Variable Rate Bonds” means Bonds of any Series that are not Swapped Bonds which 
bear interest in a Daily Mode, Weekly Mode, Flexible Mode or ARS Mode. 

Weekly Mode 

“Weekly Mode” means the Mode during which a Series of Bonds evidence interest at the 
Weekly Rate. 
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Weekly Rate 

“Weekly Rate” means the per annum interest rate with respect to a Series of Bonds in the 
Weekly Mode determined pursuant to Section 2.12(B) hereof. 

Weekly Rate Period 

“Weekly Rate Period” means the period during which a Series of Bonds evidence interest 
at a Weekly Rate, which shall be the period commencing on Thursday of each week to and 
including Wednesday of the following week, except the first Weekly Rate Period which shall be 
from the Mode Change Date for such Bonds to and including the Wednesday of the following 
week and the last Weekly Rate Period which shall be from and including the Thursday of the 
week prior to the Mode Change Date to and including the day next preceding the Mode Change 
Date. 

SECTION 1.02.  Content of Certificates and Opinions.  Every certificate or opinion 
provided for herein with respect to compliance with any provision hereof shall include (1) a 
statement that the Person making or giving such certificate or opinion has read such provision 
and the definitions herein relating thereto; (2) a brief statement as to the nature and scope of the 
examination or investigation upon which the certificate or opinion is based; (3) a statement that, 
in the opinion of such Person, he has made or caused to be made such examination or 
investigation as is necessary to enable such Person to express an informed opinion with respect 
to the subject matter referred to in the instrument to which such Person’s signature is affixed; and 
(4) a statement as to whether, in the opinion of such Person, such provision has been complied 
with. 

Any such certificate or opinion made or given by an officer of the Authority or the City 
may be based, insofar as it relates to legal, accounting or health care matters, upon a certificate or 
opinion of or representation by counsel, an accountant or a management consultant unless such 
officer knows, or in the exercise of reasonable care should have known, that the certificate, 
opinion or representation with respect to the matters upon which such certificate or statement 
may be based, as aforesaid, is erroneous.  Any such certificate or opinion made or given by 
counsel, an accountant or a management consultant may be based, insofar as it relates to factual 
matters (with respect to which information is in the possession of the Authority or the City, as 
the case may be) upon a certificate or opinion of or representation by an officer of the Authority 
or the City, unless such counsel, accountant or management consultant knows, or in the exercise 
of reasonable care should have known, that the certificate or opinion or representation with 
respect to the matters upon which such person’s certificate or opinion representation may be 
based, as aforesaid, is erroneous.  The same officer of the Authority or the City, or the same 
counselor accountant or management consultant, as the case may be, need not certify to all of the 
matters required to be certified under any provision of this Indenture, but different officers, 
counsel, accountants or management consultants may certify to different matters, respectively. 

SECTION 1.03.  Interpretation. 

(A) Unless the context otherwise indicates, words expressed in the singular shall 
include the plural and vice versa and the use of the neuter, masculine or feminine gender is for 
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convenience only and shall be deemed to mean and include the neuter, masculine or feminine 
gender, as appropriate. 

(B) Headings of articles and sections herein and the table of contents hereof are solely 
for convenience of reference, do not constitute a part hereof and shall not affect the meaning, 
construction or effect hereof. 

(C) All references herein to “Article,” “Section” and other subdivisions are to the 
corresponding Articles, Sections or subdivisions of this Indenture; the words “herein,” “hereof,” 
“hereby,” “hereunder” and other words of similar import refer to this Indenture as a whole and 
not to any particular Article, Section or subdivision hereof. 

ARTICLE II 
 

THE BONDS 

SECTION 2.01.  Authorization of Bonds. 

(A) The Bonds may be issued hereunder from time to time in order to obtain moneys 
to carry out the purposes of the Authority.  The maximum principal amount of Bonds which may 
be issued hereunder is not limited.  The Bonds are designated generally as “Modesto Public 
Financing Authority Lease Revenue Bonds;” each Series thereof to bear such additional 
designation as may be necessary or appropriate to distinguish such Series from every other Series 
of Bonds.  The Bonds may be issued in such Series as from time to time shall be established and 
authorized by the Authority, subject to the covenants, provisions and conditions herein 
contained.  This Indenture constitutes a continuing agreement with the Holders from time to time 
of the Bonds to secure the full payment of the principal of and premium, if any, and interest on 
all such Bonds subject to the covenants, provisions and conditions herein contained. 

(B) An initial Series of Bonds is hereby created and designated as “Modesto Public 
Financing Authority Lease Revenue Refunding and Capital Improvement Bonds, Series 2007” 
and is authorized to be issued hereunder.  The aggregate principal amount of the Series 2007 
Bonds which may be issued and Outstanding under this Indenture shall not exceed $65,000,000. 

(C) The Authority has reviewed all proceedings heretofore taken relative to the 
authorization of the Series 2007 Bonds and has found, as a result of such review, and hereby 
finds and determines that all acts, conditions and things required by law to exist, to have 
happened and to have been performed precedent to and in the issuance of the Series 2007 Bonds 
do exist, have happened and have been performed in due time, form and manner as required by 
law, and that the Authority is now duly authorized, pursuant to each and every requirement of the 
Act, to issue the Series 2007 Bonds in the form and manner provided herein for the purpose of 
providing funds to finance and refinance the 2007 Project, and that the Series 2007 Bonds shall 
be entitled to the benefit, protection and security of the provisions hereof. 

(D) The validity of the issuance of the Series 2007 Bonds shall not be dependent on or 
affected in any way by the proceedings taken by the Authority for the finance and refinancing of 
the 2007 Project or by any contracts made by the Authority or its agents in connection therewith, 
and shall not be dependent upon the performance by any person, firm or corporation of his or its 
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obligation with respect thereto.  The recital contained in the Series 2007 Bonds that the same are 
issued pursuant to the Act and pursuant hereto shall be conclusive evidence of their validity and 
of the regularity of their issuance, and all Series 2007 Bonds shall be incontestable from and 
after their issuance.  The Series 2007 Bonds shall be deemed to be issued, within the meaning 
hereof, whenever the definitive Series 2007 Bonds (or any temporary Series 2007 Bonds 
exchangeable therefor) shall have been delivered to the purchaser thereof and the proceeds of 
sale thereof received. 

SECTION 2.02.  Terms of the Bonds; Registration; Denominations; Payment of Principal 
and Interest. 

(A) The Bonds of each Series shall be issued as fully registered Bonds without 
coupons in Authorized Denominations.  The Bonds shall be registered in the name of Cede & 
Co. as nominee of the Securities Depository, and shall be evidenced by one Bond certificate for 
each maturity and Series of Bonds (or in the case of a Series of Bonds in a Flexible Mode, one 
Bond Certificate for each Flexible Rate and Interest Period within such Series) in the total 
aggregate principal amount of the Bonds of that Series and maturity.  Registered ownership of 
the Bonds of such Series, or any portion thereof, may not thereafter be transferred except as set 
forth in Section 2.09. 

(B) The Bonds shall be dated the Date of Issuance.  The Bonds of each Series shall be 
numbered in consecutive numerical order from 1 upwards, with a separate designation for each 
Series. 

(C) The Bonds of each Series will mature on their respective Maturity Dates. 

(D) The Bonds of each Series shall bear interest and be payable in lawful money of 
the United States of America, at the rates determined pursuant to this Article II from the date 
thereof. 

Payment of interest on the Bonds of each Series shall be made to the person appearing on 
the registration books of the Trustee as the Owner thereof as of the close of business on the 
applicable Record Date, such interest to be payable on each Interest Payment Date by the Trustee 
(i) by check mailed on such Interest Payment Date to such Owner’s address as it appears on the 
registration books of the Trustee at the close of business on the Record Date or (ii) by wire 
transfer to any Owner of at least $1,000,000 aggregate principal amount of the Bonds according 
to the written instructions provided by such Owner on or prior to the applicable Record Date to 
the Trustee, which written instructions shall remain in effect until revised by such Owner by an 
instrument in writing delivered to the Trustee. 

The principal or Redemption Price of the Bonds of each Series shall be payable in lawful 
money of the United States of America upon the surrender thereof at the Corporate Trust Office 
of the Trustee. 

(E) During each Interest Period for each Mode, the interest rate or rates shall be 
payable on the applicable Interest Payment Date for such Interest Period; provided that the 
interest rate or rates shall not exceed the Maximum Rate.  All Bonds of a Series shall evidence 
interest in the same Mode, but need not evidence interest at the same rate at any one time.  
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Interest with respect to a Series of Bonds accruing at the Daily Rate, Weekly Rate or Flexible 
Rate shall be computed upon the basis of a 365- or 366-day year, as applicable, for the actual 
number of days elapsed.  Interest with respect to a Series of Bonds accruing at an ARS Rate shall 
be computed on the basis of a 360-day year for the actual number of days elapsed if the Auction 
Period is less than one hundred eighty (180) days; if the Auction Period is one hundred eighty 
(180) days or more, except as provided in Section 2.02(I), interest shall be calculated on the basis 
of a 360-day year composed of twelve 30-day months.  Interest with respect to a Series of Bonds 
accruing at a Fixed Rate or a Term Rate shall be computed upon the basis of a 360-day year, 
consisting of twelve 30-day months.  Each Bond shall evidence interest on overdue principal 
and, to the extent permitted by law, on overdue interest at the rate evidenced by such Bond on 
the date on which such principal became due and payable.  Notwithstanding the foregoing, the 
interest rate and payment terms of Liquidity Provider Bonds shall be governed by the provisions 
of the Liquidity Facility. 

(F) Interest on the Bonds of each Series shall accrue from and including the Interest 
Accrual Date immediately preceding the date of authentication thereof, or, if such date of 
authentication shall be an Interest Accrual Date, from such Interest Accrual Date or if such date 
of authentication shall be prior to the second Interest Accrual Date, from the Date of Issuance; 
provided, however, that if interest on the Bonds shall be in default, interest on the Bonds issued 
in exchange for such Bonds surrendered for registration of transfer or exchange shall accrue from 
the date to which interest has been paid in full with respect to such Bonds or, if no interest has 
been paid with respect to such Bonds, from the Date of Issuance. 

(G) In the absence of manifest error, the determination of any ARS Rate, Daily Rate, 
Weekly Rate, Flexible Rate, Term Rate and Fixed Rate by the Auction Agent or the Remarketing 
Agent, the determination of each Flexible Rate Period for any Series of Bonds in a Flexible 
Mode by the Remarketing Agent and the determination of the length of each Term Rate Period 
by the Authority shall be conclusive and binding upon the Authority, the other Notice Parties and 
each Owner. 

(H) The Bonds shall be subject to redemption as provided in Article IV and, in the 
case of Additional Bonds, in a Supplemental Indenture. 

(I) The Series 2007 Bonds and the authentication and registration endorsement and 
assignment to appear thereon shall be substantially in the forms set forth Exhibit A hereto 
attached and by this reference herein incorporated. 

The first Mode for the Series 2007 Bonds shall be an ARS Mode.  The Series 2007 Bonds 
shall initially evidence interest at a rate of 3.70% for the period commencing on and including 
the Date of Issuance and ending on and including September 2, 2008, with interest payable on 
September 1, 2007, March 1, 2008 and September 3, 2008, in each case computed upon the basis 
of a 365- or 366-day year, as applicable, for the actual number of days elapsed.  Thereafter, the 
Auction Period shall be a seven-day Auction Period with Auctions generally conducted on 
Thursdays as provided in Exhibit B hereto.  The first Auction for the Series 2007 Bonds shall 
occur on September 2, 2008.  The Mode for the Series 2007 Bonds may be changed in 
accordance with this Article II. 
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SECTION 2.03.  Execution of Bonds.  The Bonds shall be executed in the name and on 
behalf of the Authority with the manual or facsimile signature of its Chairman or Vice Chairman 
attested by the manual or facsimile signature of its Secretary.  The Bonds shall then be delivered 
to the Trustee for authentication by it. 

In case any of the officers who shall have signed or attested any of the Bonds shall cease 
to be such officer or officers of the Authority before the Bonds so signed or attested shall have 
been authenticated or delivered by the Trustee or issued by the Authority, such Bonds may 
nevertheless be authenticated, delivered and issued and, upon such authentication, delivery and 
issue, shall be as binding upon the Authority as though those who signed and attested the same 
had continued to be such officers of the Authority, and also any Bond may be signed and attested 
on behalf of the Authority by such persons as at the actual date of execution of such Bond shall 
be the proper officers of the Authority although at the nominal date of such Bond any such 
person shall not have been such officer of the Authority. 

Only such of the Bonds as shall bear thereon a certificate of authentication substantially 
in the form hereinbefore recited, manually executed by an authorized signatory of the Trustee, 
shall be valid or obligatory for any purpose or entitled to the benefits of this Indenture, and such 
certificate of the Trustee shall be conclusive evidence that the Bonds so authenticated have been 
duly executed, authenticated and delivered hereunder and are entitled to the benefits of this 
Indenture. 

SECTION 2.04.  Transfer of Bonds.  Subject to the provisions of Section 2.09 any Bond 
may, in accordance with its terms, be transferred, upon the books required to be kept pursuant to 
the provisions of Section 2.06, by the Person in whose name it is registered, in person or by such 
Person’s duly authorized attorney, upon surrender of such Bond for cancellation accompanied by 
delivery of a written instrument of transfer, duly executed in a form approved by the Trustee. 

Whenever any Bond or Bonds shall be surrendered for transfer, the Authority shall 
execute and the Trustee shall authenticate and deliver a new Bond or Bonds, of the same Series 
and maturity and for a like aggregate principal amount.  The Trustee shall require the 
Bondholder requesting such transfer to pay any tax or other governmental charge required to be 
paid with respect to such transfer, and the Trustee may also require the Bondholder requesting 
such transfer to pay a reasonable sum to cover expenses incurred by the Trustee or the Authority 
in connection with such transfer.  The Trustee shall not be required to transfer (i) any Bond 
during the fifteen (15) days next preceding the date on which notice of redemption of Bonds is 
given, or (ii) any Bond called for redemption. 

SECTION 2.05.  Exchange of Bonds.  Bonds may be exchanged at the Principal Office of 
the Trustee for a like aggregate principal amount of Bonds of other Authorized Denominations of 
the same Series and maturity.  The Trustee shall require the Bondholder requesting such 
exchange to pay any tax or other governmental charge required to be paid with respect to such 
exchange and the Trustee may also require the Bondholder requesting such exchange to pay a 
reasonable sum to cover expenses incurred by the Trustee or the Authority in connection with 
such exchange.  The Trustee shall not be required to exchange (i) any Bond during the fifteen 
(15) days immediately preceding the date on which notice of redemption of Bonds is given or 
(ii)  any Bond called for redemption. 
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SECTION 2.06.  Bond Register.  The Trustee will keep or cause to be kept sufficient 
books for the registration and transfer of the Bonds, which shall at all times (during regular 
business hours at the location where such books are kept) be open to inspection by any 
Bondholder or such Bondholders agent duly authorized in writing, the Authority or the City; and, 
upon presentation for such purpose, the Trustee shall, under such reasonable regulations as it 
may prescribe, register or transfer or cause to be registered or transferred, on such books, Bonds 
as hereinbefore provided. 

SECTION 2.07.  Temporary Bonds.  The Bonds may be issued in temporary form 
exchangeable for definitive Bonds when ready for delivery.  Any temporary Bond may be 
printed, lithographed or typewritten, shall be of such denomination as may be determined by the 
Authority, shall be in fully registered form without coupons and may contain such reference to 
any of the provisions of this Indenture as may be appropriate.  Every temporary Bond shall be 
executed by the Authority and be authenticated 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 deliver definitive Bonds as promptly thereafter as practicable, and thereupon 
the temporary Bonds shall be surrendered, for cancellation, in exchange therefor at the Principal 
Office of the Trustee, and the Trustee shall authenticate and deliver in exchange for such 
temporary Bonds an equal aggregate principal amount of definitive Bonds of Authorized 
Denominations of the same Series and maturity.  Until so exchanged, the temporary Bonds shall 
be entitled to the same benefits under this Indenture as definitive Bonds authenticated and 
delivered hereunder. 

SECTION 2.08.  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 in exchange and 
substitution for the Bond so mutilated, but only upon surrender to the Trustee of the Bond so 
mutilated.  Every mutilated Bond so surrendered to the Trustee shall be canceled by it.  If any 
Bond shall be lost, destroyed or stolen, evidence of such loss, destruction or theft may be 
submitted to the Trustee and, if such evidence be satisfactory to it and indemnity satisfactory to it 
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 in lieu of and in substitution for the 
Bond so lost, destroyed or stolen (or if any such Bond shall have matured or shall be about to 
mature, instead of issuing a substitute Bond, the Trustee may pay the same without surrender 
thereof).  The Trustee may require payment of a sum not exceeding the actual cost of preparing 
each new Bond issued under this Section and of the expenses which may be incurred by the 
Authority and the Trustee in complying with this Section.  Any Bond issued under the provisions 
of this Section in lieu of any Bond alleged to be lost, destroyed or stolen shall replace the Bond 
alleged to be lost, stolen or destroyed as an original contractual obligation on the part of the 
Authority, and shall be entitled to the benefits of this Indenture with all other Bonds secured by 
this Indenture. 

SECTION 2.09.  Use of Securities Depository.  Notwithstanding any provision of this 
Indenture to the contrary: 

(A) The Bonds shall be initially issued as provided in Section 2.02.  Registered 
ownership of the Bonds, or any portion thereof, may not thereafter be transferred except: 



 

32 
 SF1 1445588 47922/34 

(1) To any successor of the Securities Depository or its nominee, or to any 
substitute depository designated pursuant to clause (2) of this subsection (A) (“substitute 
depository”); provided that any successor of the Securities Depository or substitute depository 
shall be qualified under any applicable laws to provide the service proposed to be provided by it; 

(2) To any substitute depository designated by the Authority upon (a) the 
resignation of the Securities Depository or its successor (or any substitute depository or its 
successor) from its functions as depository or (b) a determination by the Authority that the 
Securities Depository or its successor (or any substitute depository or its successor) is no longer 
able to carry out its functions as depository; provided that any such substitute depository shall be 
qualified under any applicable laws to provide the services proposed to be provided by it; or 

(3) To any Person as provided below, upon (a) the resignation of the 
Securities Depository or its successor (or substitute depository or its successor) from its 
functions as depository; provided that.  no substitute depository can be obtained or (b) a 
determination by the Authority that it is in the best interests of the Authority to remove the 
Securities Depository or its successor (or any substitute depository or its successor) from its 
functions as depository. 

(B) In the case of any transfer pursuant to clause (1) or clause (2) of subsection (A), 
upon receipt of the Outstanding Bonds by the Trustee, together with a Certificate of the 
Authority to the Trustee, a single new Bond for each Series shall be executed and delivered in 
the aggregate principal amount of the Bonds of such Series then Outstanding, registered in the 
name of such successor or such substitute depository, or their nominees, as the case may be, all 
as specified in such Certificate of the Authority.  In the case of any transfer pursuant to clause (3) 
of subsection (A), upon receipt of the Outstanding Bonds by the Trustee together with a 
Certificate of the Authority to the Trustee, new Bonds shall be executed and delivered in such 
Authorized Denominations and registered in the names of such Persons as are requested in such 
a Certificate of the Authority, subject to the limitations of Section 2.02, provided the Trustee 
shall not be required to deliver such new Bonds within a period less than sixty (60) days from the 
date of receipt of such a Certificate of the Authority. 

(C) In the case of partial redemption or an advance refunding of any Series of Bonds 
evidencing all or a portion of such principal amount Outstanding, the Securities Depository shall 
make an appropriate notation on such Bonds indicating the date and amounts of such reduction 
in principal, in form acceptable to the Trustee. 

(D) The Authority, the Bond Insurer and the Trustee shall be entitled to treat the 
Person in whose name any Bond is registered as the Bondholder thereof for all purposes of the 
Indenture and any applicable laws, notwithstanding any notice to the contrary received by the 
Trustee, the Bond Insurer or the Authority; and the Authority, the Bond Insurer and the Trustee 
shall have no responsibility for transmitting payments to, communicating with, notifying or 
otherwise dealing with any Beneficial Owners of the Bonds.  None of the Authority, the Bond 
Insurer or the Trustee will have any responsibility or obligations, legal or otherwise, to the 
Beneficial Owners or to any other party including the Securities Depository or its successor (or 
substitute depository or its successor), except for the Holder of any Bond. 
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(E) So long as the Outstanding Bonds are registered in the name of Cede & Co. or its 
registered assign, the Authority and the Trustee shall cooperate with Cede & Co., as sole 
registered Bondholder, and its registered assigns in effecting payment of the principal of and 
premium, if any, and interest on the Bonds by arranging for payment in such manner that funds 
for such payments are properly identified and are made immediately available on the date they 
are due. 

SECTION 2.10.  Determination of Auction Rate.  While in an ARS Mode, the ARS 
Bonds shall evidence interest at the Auction Rate which shall be determined as provided in 
Exhibit B hereto. 

SECTION 2.11.  Determination of Flexible Rates and Interest Periods During Flexible 
Mode.  An Interest Period for a Series of Bonds in the Flexible Mode shall be of such duration of 
from one (1) to three hundred ninety-seven (397) calendar days, ending on a day preceding a 
Business Day or the Maturity Date, as the Remarketing Agent shall determine in accordance 
with the provisions of this Section 2.11.  In making the determinations with respect to Interest 
Periods, subject to limitations imposed by the immediately preceding sentence, on each Rate 
Determination Date for a Flexible Rate Bond, the Remarketing Agent shall select the Interest 
Period that would result in the Remarketing Agent being able to remarket such Flexible Rate 
Bonds at par in the secondary market at the lowest average interest cost under then-existing 
marketing conditions; provided, however, that if the Remarketing Agent has received notice 
from the Authority to the effect that the Mode for the Bonds is to be changed from the Flexible 
Mode to any other Mode, the Remarketing Agent shall select Interest Periods that do not extend 
beyond the resulting Mode Change Date.  The Flexible Rate for a Series of Bonds in a Flexible 
Mode shall be the rate of interest per annum determined by the Remarketing Agent to be the 
minimum interest rate which, if evidenced by such Bonds, would enable the Remarketing Agent 
to sell such Bonds under then existing market conditions, including length of Interest Period, on 
the effective date of such rate at a price equal to the principal amount thereof.  Each Bond of a 
Series in a Flexible Mode may evidence interest at a different Flexible Rate and may have an 
Interest Period within the Flexible Mode which differs from the Interest Period applicable to any 
Bond of such Series in a Flexible Mode. 

The Trustee, in consultation with the Remarketing Agent, shall take such actions as shall 
be necessary to distinguish Bonds of a Series having different Flexible Rate Periods, which 
actions may include obtaining different CUSIP numbers if determined desirable by the Trustee 
or the Remarketing Agent. 

By 1:00 p.m. New York City time on each Rate Determination Date, the Remarketing 
Agent, with respect to each Flexible Rate Bond in the Flexible Mode that is subject to adjustment 
on such Rate Determination Date, shall determine the Flexible Rate for the Interest Period then 
selected for such Flexible Rate Bond and shall give notice of the Interest Period, the Purchase 
Date and the Flexible Rate for such Flexible Rate Bond, such notice to be given by Electronic 
Means to the Trustee and the Authority.  The Remarketing Agent shall make the Flexible Rate 
and Interest Period available after 2:00 p.m. New York City time on each Rate Determination 
Date by telephone or Electronic Means to any Beneficial Owner or Notice Party other than the 
Authority requesting such information. 
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In the event the use of the Book-Entry System is discontinued, in order to receive 
payment of the Purchase Price of any Flexible Rate Bond in the Flexible Mode, the Owner of 
such Flexible Rate Bond must present such Flexible Rate Bond to the Trustee, by 12:00 noon 
New York City time on the applicable Mandatory Purchase Date.  Upon receipt of such Flexible 
Rate Bond by 12:00 noon New York City time on a Mandatory Purchase Date, the Trustee shall 
pay the Purchase Price to such Owner by 2:30 p.m. New York City time on such Mandatory 
Purchase Date. 

SECTION 2.12.  Determination of Interest Rates During the Daily Mode and the Weekly 
Mode.  The interest rate for a Series of Bonds during the Daily Mode or Weekly Mode shall be 
the rate of interest per annum determined by the Remarketing Agent on and as of the applicable 
Rate Determination Date as the minimum rate of interest which, in the opinion of the 
Remarketing Agent under then-existing market conditions, would result in the sale of such Series 
of Bonds in the Daily Rate Period or Weekly Rate Period, as applicable, at a price equal to 100% 
of the principal amount thereof. 

(A) During the Daily Mode, the Remarketing Agent shall establish the Daily Rate by 
10:00 a.m. New York City time on each Rate Determination Date.  The Daily Rate for any day 
during the Daily Mode which is not a Business Day shall be the Daily Rate established on the 
immediately preceding Rate Determination Date.  The Remarketing Agent shall make the Daily 
Rate available no less frequently than once each week by telephone or Electronic Means to the 
Authority, each other Notice Party and any Beneficial Owner requesting such rate. 

(B) During the Weekly Mode, the Remarketing Agent shall establish the Weekly Rate 
by 4:00 p.m. New York City time on each Rate Determination Date.  The Weekly Rate shall be 
in effect during the applicable Weekly Rate Period.  The Remarketing Agent shall make the 
Weekly Rate available no later than 5:00 p.m. New York City time on the Business Day 
following the Rate Determination Date by telephone or Electronic Means to the Authority, each 
other Notice Party and any Beneficial Owner requesting such rate. 

SECTION 2.13.  Determination of Term Rates and Fixed Rates. 

(A) Term Rates.  The interest rate for a Series of Bonds in the Term Rate Mode shall 
be the minimum rate which, in the opinion of the Remarketing Agent, would result in a sale of 
such Bonds, under then existing market conditions, at a price equal to 100% of the principal 
amount thereof on the Rate Determination Date for a Term Rate Period of the duration selected 
by the Authority, written notice of which shall have been delivered by the Authority to the 
Remarketing Agent prior to such Rate Determination Date.  Notwithstanding the foregoing, if 
the Authority shall deliver a Favorable Opinion of Bond Counsel, the interest rate set for some or 
all of the affected Bonds may include a premium or a discount.  In no event shall any Term Rate 
be greater than the Maximum Rate and no Term Rate Period may extend beyond the Maturity 
Date. 

The Term Rate shall be determined by the Remarketing Agent not later than 4:00 p.m. 
New York City time on the Rate Determination Date and the Remarketing Agent shall make the 
Term Rate available by telephone or Electronic Means after 5:00 p.m. New York City time on 
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the Rate Determination Date to the Authority and each other Notice Party requesting such Term 
Rate.  A copy of each such notice shall be provided to the Bond Insurer for the applicable Series. 

Except as is otherwise provided in Section 2.14 hereof, once the Bonds are changed to a 
Term Rate Mode, the such Bonds shall continue in the Term Rate Mode until changed to another 
Mode in accordance with Section 2.15 hereof.  If the Authority shall have failed to select a new 
Term Rate Period prior to the applicable Rate Determination Date for such new Term Rate 
Period, the new Term Rate Period shall be the same length as the current Term Rate Period; 
provided however, that no Term Rate Period may extend beyond the Maturity Date. 

(B) Fixed Rates.  The Fixed Rate for a Series of Bonds when being converted from a 
Daily Mode, Weekly Mode, Flexible Mode or a Term Rate Mode to the Fixed Rate Mode shall 
be determined by the Fixed Rate Remarketing Agent in the following manner: not later than 
12:00 noon New York City time on the applicable Rate Determination Date, the Fixed Rate 
Remarketing Agent shall determine the Fixed Rate or Fixed Rates, as applicable.  The Fixed 
Rate or Fixed Rates shall be the minimum interest rate(s) which, in the opinion of the applicable 
Fixed Rate Remarketing Agent, will result in a sale of such Bonds at a price equal to the 
principal amount thereof on the Rate Determination Date.  Notwithstanding the foregoing, if the 
Authority shall deliver a Favorable Opinion of Bond Counsel, the interest rate set for some or all 
of the Bonds of a Series may include a premium or a discount.  The Fixed Rate Remarketing 
Agent shall make the Fixed Rate or Fixed Rates, as applicable, available by telephone or by 
Electronic Means after 5:00 p.m. New York City time on the Rate Determination Date to the 
Authority and each other Notice Party requesting notice of such Fixed Rate or Fixed Rates.  A 
copy of each such notice shall be provided to the Bond Insurer for the applicable Series.  The 
Fixed Rate or Rates, as applicable, so established for Bonds of a Series shall remain in effect 
until the Maturity Date or Maturity Dates, as applicable, of such Bonds. 

SECTION 2.14.  Alternate Rates.  When Bonds of a Series are in a Daily Mode, a 
Weekly Mode, a Flexible Rate Mode or a Term Rate Mode, the following provisions shall apply 
in the event (i) the Remarketing Agent fails or is unable to determine the interest rate for such 
Bonds or to determine the interest rate or Flexible Rate Period for Bonds of a Series within the 
Flexible Mode, (ii) the method by which the Remarketing Agent determines the interest rate or 
Interest Period with respect to Bonds of a Series (or the selection by the Authority of the duration 
of a Term Rate Period for such Bonds) shall be held to be unenforceable by a court of law of 
competent jurisdiction, or (iii) the Remarketing Agent suspends its remarketing effort in 
accordance with the provisions of the Remarketing Agreement.  The provisions set forth in this 
Section shall continue to apply until such time as the Remarketing Agent (or the Authority, if 
applicable) resumes making such determinations.  In the case of clause (ii) above, the 
Remarketing Agent (or the Authority, if applicable) shall resume making such determination at 
such time as there is delivered to the Remarketing Agent or the Authority, as applicable, an 
opinion of Bond Counsel to the effect that there are no longer any legal prohibitions against the 
Remarketing Agent or Authority, as applicable, making such determinations. 

The following shall be the methods by which the interest rates and, in the case of the 
Flexible Rate Mode and Term Rate Modes, the Interest Periods, shall be determined for Bonds of 
a Series or for any Flexible Rate Bond as to which any of the events described in clauses (i), 
(ii) or (iii) above shall be applicable.  Such methods shall be applicable from and after the date 
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any of the events described in clauses (i), (ii) or (iii) of the immediately preceding paragraph 
shall become applicable until such time as the events described in clauses (i), (ii) or (iii) of the 
immediately preceding paragraph are no longer applicable to Bonds of a Series or any Flexible 
Rate Bond.  Notwithstanding any other provision herein, these provisions shall not apply with 
respect to the selection of the length of the Term Rate Period for the Bonds of a Series in a Term 
Rate Mode if the Authority fails to select the length of the Term Rate Period for such Bonds for a 
reason other than as described in clause (ii) of the immediately preceding paragraph. 

(A) For Flexible Rate Bonds, the next Interest Period shall be from, and including, the 
first day following the last day of the current Interest Period for the applicable Flexible Rate 
Bonds to, but excluding, the next succeeding Business Day, and thereafter the Interest Period for 
such Flexible Rate Bond shall commence on each Business Day and extend to, but exclude, the 
next succeeding Business Day.  For each such Interest Period, the interest rate for such Flexible 
Rate Bonds shall be the applicable Alternate Rate in effect on the Business Day that begins an 
Interest Period. 

(B) If Bonds of a Series are in a Daily Mode or a Weekly Mode, then such Bonds 
shall evidence interest during each subsequent Interest Period for such Bonds at the Alternate 
Rate in effect on the first day of such Interest Period. 

(C) If Bonds a Series are in a Term Rate Mode, then such Bonds shall automatically 
convert to a Flexible Rate Mode, with an Interest Period commencing on the first day following 
the last day of the current Interest Period for such Bonds to, but excluding, the next succeeding 
Business Day, and thereafter the Interest Period for such Bonds shall commence on each 
Business Day and extend to, but exclude, the next succeeding Business Day.  For each such 
Interest Period, the interest rate for such Bonds shall be the applicable Alternate Rate in effect at 
the beginning of each such Interest Period. 

SECTION 2.15.  Changes in Mode.  Subject to compliance with the provisions set forth 
in this Section, the Authority may elect to effect a change in Mode with respect any Series of 
Bonds (other than Bonds of a Series in a Fixed Rate Mode). 

(A) Changes to Modes Other Than ARS Mode and Fixed Rate Mode.  At the option 
of the Authority, Bonds of any Series (other than Bonds of a Series being changed to or from an 
ARS Mode, which shall be governed by the provisions set forth in Section 2.15(B), 
Section 2.15(C) and Section 2.15(D) hereof, and other than Bonds of a Series, including ARS 
Bonds in an ARS Mode, being changed to a Fixed Rate Mode, which shall be governed by the 
provisions set forth in Section 2.15(D) hereof) may be changed from one Mode to another Mode 
(other than an ARS Mode or a Fixed Rate Mode) as set forth below: 

(1) Notice by Authority.  At least five (5) Business Days (or such shorter time 
as may be agreed to by the Authority, the Trustee and the Remarketing Agent) prior to the date 
that notice of the proposed Mode Change Date is required to be given to the Owners by the 
Trustee as specified below, the Authority shall give written notice to each of the Notice Parties 
of its intention to effect a change in the Mode from the Mode then prevailing (for purposes of 
this Section, the “Current Mode”) to another Mode (for purposes of this Section, the “New 
Mode”) which shall be specified in such written notice.  Such notice to the Notice Parties shall 
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specify the proposed Mode Change Date and shall also include a statement as to whether a 
Liquidity Facility is expected to be in effect with respect to such Series of Bonds following such 
change and, if a Liquidity Facility is expected to be in effect, such notice shall identify the 
anticipated provider of such Liquidity Facility.  If the change is to a Term Rate Mode, such 
notice shall specify the length of the initial Term Rate Period. 

(2) Notice to Owners.  Notice of the proposed change in Mode, unless 
otherwise specified in Section 2.15(B), Section 2.15(C) and Section 2.15(D) hereof, shall be 
given by the Trustee to the Owners of such Series of Bonds not less than the fifteenth (15th) day 
next preceding the applicable Mode Change Date; provided that no notice need be given for a 
Mode Change Date occurring on the first Business Day following the last day of a Flexible Rate 
Period or a Term Rate Mode or on a Substitution Date.  Such notice shall state the Mode to 
which the conversion will be made and the proposed Mode Change Date and, if applicable, shall 
be combined with the notice of mandatory purchase required to be delivered by the Trustee 
pursuant to Section 4.10 hereof.  If the Book-Entry System is no longer in effect, such notice 
shall also provide information with respect to required delivery of physical such Series of Bonds 
and procedures for payment of Purchase Price.  Notwithstanding any other provision of this 
Indenture, the Trustee shall not mail such written notice if such Series of Bonds are being 
converted from a Flexible Mode until the Trustee shall have received a written confirmation 
from the Remarketing Agent to the effect that no Interest Period for such Bonds extends beyond 
the proposed Mode Change Date.  The Trustee shall provide a copy of such notice to the 
Authority and to each of the other Notice Parties. 

(3) Determination of Interest Rates and Interest Periods.  The New Mode shall 
commence on the Mode Change Date and the interest rate(s), together, in the case of a change to 
the Flexible Mode, with the Interest Period or Interest Period(s), as applicable, shall be 
determined by the Remarketing Agent (or the Authority in the case of the Interest Period for 
Bonds of a Series being converted to a Term Rate Mode) in the manner provided in Section 2.11, 
Section 2.12 and Section 2.13 hereof, as applicable. 

(4) Conditions Precedent: 

(a) The Mode Change Date shall be: (i) in the case of a change from a 
Flexible Mode, the next Mandatory Purchase Date for all of the Flexible Rate Bonds; 
(ii) in the case of a change from a Daily Mode or a Weekly Mode, any Business Day; and 
(iii) in the case of a change from a Term Rate Mode to another Mode, or from a Term 
Rate Period to a Term Rate Period of a different duration, the Mode Change Date shall be 
limited to (yy) any Interest Payment Date on which Bonds of a Series are subject to 
optional redemption or (zz) the last Interest Payment Date of the current Term Rate 
Period.  The Bonds of a Series shall be subject to mandatory tender for purchase on such 
Mode Change Date in accordance with Section 4.10 hereof, and, except as is otherwise 
provided herein, such Bonds shall be purchased on the Mode Change Date at a Purchase 
Price equal to 100% of the principal amount thereof; provided, however, that if such 
Bonds are to be purchased on an Interest Payment Date other than the last Interest 
Payment Date applicable to such Bonds, and if such Bonds would otherwise be subject to 
optional redemption on such Mode Change Date at a redemption price of more than 
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100% of the principal amount thereof, then such Bonds shall be purchased at a Purchase 
Price equal to such redemption price. 

(b) If the Bonds of a Series to be converted are in the Flexible Mode, 
no Interest Period for such Bonds set after delivery by the Authority to the Remarketing 
Agent of the notice of the intention to effect a change in Mode shall extend beyond the 
day preceding the proposed Mode Change Date. 

(c) As and to the extent applicable, the Authority shall select a 
Remarketing Agent for such Bonds, and shall provide for the delivery of a Liquidity 
Facility if required. 

(d) The following items shall have been delivered to the Authority, the 
Trustee, the applicable Bond Insurer and the Remarketing Agent on or prior to the Mode 
Change Date: 

(i) in the case of a change from any Mode other than a change 
from a Daily Mode to a Weekly Mode or a change from a Weekly Mode to a 
Daily Mode, a Favorable Opinion of Special Counsel dated the Mode Change 
Date; 

(ii) if there is to be a Liquidity Facility delivered in connection 
with such change, the items required by Section 4.19 hereof; and 

(iii) a notice from the Rating Agencies of the rating(s) to be 
assigned to such Bonds on such Mode Change Date. 

(5) Rescission of Election.  The Authority may rescind any election by it to 
change a Mode in accordance with this Section 2.15(A) as provided in Section 2.15(F) hereof. 

(B) Change to ARS Mode.  At the option of the Authority, Bonds of any Series may 
be converted from a Daily Mode, a Weekly Mode, a Term Rate Mode or a Flexible Mode to an 
ARS Mode; provided, however, Bonds of a Series may not be converted to an ARS Mode if such 
Bonds will not be held by a Securities Depository in a Book-Entry System.  Any such conversion 
of Bonds of a Series shall be made as set forth below: 

(1) General Provisions.  In any such conversion from a Daily Mode or a 
Weekly Mode, the ARS Rate Conversion Date shall be a regularly scheduled Interest Payment 
Date on which interest is payable for the Interest Rate Period from which the conversion is to be 
made.  In any such conversion from a Term Rate Mode, the ARS Rate Conversion Date shall be 
a regularly scheduled Interest Payment Date on which a new Term Rate Period would otherwise 
have commenced.  In any such conversion from a Flexible Mode, the ARS Rate Conversion Date 
shall be the last regularly scheduled Interest Payment Date on which interest is payable for any 
Interest Period theretofore established for such Bonds and no Interest Period for such Bonds set 
after delivery by the Authority of a notice of the intention to effect a change in Mode shall 
extend beyond the proposed ARS Rate Conversion Date.  Such Bonds shall be subject to 
mandatory tender for purchase pursuant to Section 4.10 hereof and shall be purchased on such 
ARS Rate Conversion Date at the applicable Purchase Price. 
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(2) Notice by Authority; Delivery of Favorable Opinion of Bond Counsel.  
The Authority shall give written notice of any such conversion to the Notice Parties not less than 
seven (7) Business Days (or such shorter time as may be agreed to by the Trustee, the 
Remarketing Agent and the Auction Agent) prior to the date on which the Trustee is required to 
notify the Owners of the conversion pursuant to Section 2.15(B)(3).  Such notice shall specify 
the Bonds of a Series to be converted, the ARS Rate Conversion Date and the length of the initial 
Auction Period for such Bonds and, if applicable, shall confirm the appointment of an Auction 
Agent and a Broker-Dealer for such Bonds.  Together with such notice, the Authority shall file 
with the Trustee a Favorable Opinion of Bond Counsel concerning such conversion.  No such 
change to an ARS Mode shall become effective unless the Authority shall also file with the 
Trustee a Favorable Opinion of Bond Counsel dated the ARS Rate Conversion Date. 

(3) Notice to Owners.  Not less than fifteen (15) days prior to the ARS Rate 
Conversion Date, the Trustee shall mail a written notice of the conversion to the Owners of 
Bonds of a Series to be converted; provided, however, that the Trustee shall not mail such 
written notice if such Bonds are being converted from a Flexible Rate Period until the Trustee 
has received a written confirmation from the Remarketing Agent to the effect that no Interest 
Period for such Bonds extends beyond the proposed ARS Rate Conversion Date.  Such notice 
shall specify the ARS Rate Conversion Date and the length of the initial Auction Period for such 
Bonds to be converted.  Such notice shall be combined with the notice of mandatory purchase 
required to be delivered by the Trustee pursuant to Section 4.10 hereof.  The Trustee shall 
provide a copy of such notice to the Authority and to each of the other Notice Parties. 

(4) Determination of Interest Rate.  The initial interest rate for the Interest 
Period commencing on the ARS Rate Conversion Date shall be the lowest rate which, in the 
judgment of the Broker-Dealer, is necessary to enable such Bonds of a Series to be remarketed at 
a price equal to 100% of the principal amount thereof on the ARS Rate Conversion Date.  The 
initial interest rate so determined by the Broker-Dealer shall remain in effect to but not including 
the first Interest Payment Date subsequent to such ARS Rate Conversion Date. 

(5) Notification of Interest Rate.  Not later than 5:00 p.m., New York City 
time, on the date of determination of the interest rate for the Interest Period commencing on the 
ARS Rate Conversion Date, the applicable Broker-Dealer shall notify the Trustee, the Authority 
and the Auction Agent of the ARS Rate, such notice to be provided by telephone or other 
Electronic Means, promptly confirmed in writing. 

(6) Rescission of Election.  The Authority may rescind its election to convert 
Bonds of a Series to an ARS Mode by giving written notice of such rescission to the Trustee and 
each of the other Notice Parties at any time prior to the setting by the Broker-Dealer of the initial 
interest rate for such ARS Mode. 

(7) Book-Entry Form.  No Bonds of a Series may be converted to an ARS 
Mode when such Bonds are not held by a depository in book-entry form. 

(C) Change from ARS Mode to Daily Mode, Weekly Mode, Term Rate Mode or 
Flexible Mode.  At the option of the Authority, a Series of Bonds may be converted from an 
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ARS Mode to a Daily Mode, a Weekly Mode, a Term Rate Mode or a Flexible Mode.  Any such 
conversion shall be made as set forth below: 

(1) General Provisions.  The Conversion Date from an ARS Mode shall be the 
Interest Payment Date following the final Auction Period for Bonds of a Series. 

(2) Notice by Authority.  The Authority shall give written notice of any such 
conversion to the Trustee and each of the other Notice Parties not less than seven (7) Business 
Days (or such shorter time as may be agreed to by the Authority, the Trustee, the Broker-Dealer 
and the Auction Agent) prior to the date on which the Trustee is required to notify the Owners of 
the conversion pursuant to Section 2.15(C)(3).  Such notice shall specify that such Bonds will be 
converted, the Conversion Date and the Mode to which the conversion will be made and shall 
confirm the selection of a Remarketing Agent for such Bonds to be converted.  Such notice to the 
Notice Parties shall also include a statement as to whether a Liquidity Facility is expected to be 
in effect with respect to such Bonds following such change and, if a Liquidity Facility is 
expected to be in effect, such notice shall identify the anticipated provider of such Liquidity 
Facility.  If the interest rate on such Bonds is being converted to a Term Rate, such notice shall 
specify the length of the initial Term Rate Period within the Term Rate Mode.  Together with 
such notice, the Authority shall file with the Trustee a Favorable Opinion of Bond Counsel.  No 
change from the ARS Mode to another Mode shall become effective unless the Authority shall 
also file with the Trustee and the applicable Bond Insurer, (i) a Favorable Opinion of Bond 
Counsel to the same effect dated the Conversion Date and (ii) notice from the Rating Agencies of 
the rating(s) to be assigned to such Bonds on the Conversion Date, such notice to be provided on 
or prior to the Conversion Date. 

(3) Notice to Owners.  Not less than twenty (20) days prior to the Conversion 
Date, the Trustee shall mail a written notice of the conversion to the Owners of all of the Bonds 
of such Series.  Such notice shall specify the Conversion Date and the Mode to which the 
conversion will be made and, if the interest rate on such Bonds is being converted to a Term Rate 
Mode, the length of the initial Term Rate Period during such Term Rate Mode.  Such notice shall 
be combined with the notice of mandatory purchase required to be delivered by the Trustee 
pursuant to Section 4.10 hereof. 

(4) Conditions Precedent. 

(a) The Authority shall appoint a Remarketing Agent for Bonds of 
Such Series as provided in Section 4.20 hereof. 

(b) In the event that the Mode on Bonds of a Series is being changed 
to a Daily Mode, a Weekly Mode, a Flexible Mode or a Term Rate Mode, the Authority 
shall provide a Liquidity Facility meeting the requirements specified in Section 4.19 
hereof, such Liquidity Facility to be delivered to the Trustee and to become effective on 
the Conversion Date. 

(5) Rescission of Election.  At anytime prior to 10:00 a.m. New York City 
time on the Business Day immediately preceding the proposed Conversion Date, the Authority 
may withdraw its notice of conversion by giving written notice of such withdrawal to each of the 
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Notice Parties.  If the Authority so withdraws such notice, the Auction for Bonds of such Series 
will be held on the scheduled Auction Date as if no notice of conversion had ever been given. 

(6) Failed Conversion.  On the Conversion Date, Bonds of such Series shall 
be subject to mandatory tender for purchase at a Purchase Price equal to 100% of the principal 
amount thereof.  The Purchase Price of such Bonds shall be payable solely from the proceeds of 
the remarketing of such Bonds.  In the event that any of the conditions to conversion set forth in 
this Section 2.15(C) hereof are not satisfied or if there is a failure to remarket all of the Bonds of 
such Series on the proposed Conversion Date, the Mode on such Bonds will not be converted, 
Bonds of such Series will not be purchased, such Bonds will be returned to their Owners, the 
Auction Period will automatically convert to a seven-day Auction Period and such Bonds will 
evidence interest at the Maximum Rate for the seven-day Auction Period then commencing.  
Succeeding Auction Periods shall be seven-day Auction Periods until subsequently changed in 
accordance with the provisions set forth in Exhibit B and the Auction Rate for succeeding 
Auction Periods shall be determined in accordance with the provisions set forth in Exhibit B.  
Notwithstanding any other provision of this Indenture, a failure to purchase Bonds of such Series 
on a proposed Conversion Date shall not constitute an Event of Default hereunder. 

(7) Notice to Owners of Failed Conversion.  If on any proposed Conversion 
Date there has not been a timely withdrawal of the conversion notice as set forth in Section 
2.15(C)(5) and any condition precedent to such conversion set forth in this Section 2.15(C) has 
not been satisfied, the Trustee will give notice by Electronic Means as soon as practicable and in 
any event not later than the next succeeding Business Day to the Owners of Bonds of such Series 
to have been converted to the effect that such conversion has not occurred, that such Bonds were 
not purchased on the proposed Conversion Date, that the Auction Agent will continue to 
implement the Auction Procedures on the Auction Dates with respect to such Series of Bonds 
that would otherwise have been converted, excluding, however, the Auction Date falling on the 
Business Day next preceding the proposed Conversion Date, and that the interest rate applicable 
to such Bonds will continue to be the ARS Rate; provided, however, that the interest rate 
evidenced by such Bonds that otherwise would have been converted during the Auction Period 
commencing on such failed Conversion Date will be the Maximum Rate for the Auction Period 
then commencing, and the Auction Period will be a seven-day Auction Period.  The Trustee shall 
provide a copy of such notice to each of the Notice Parties. 

(D) Change to Fixed Rate Mode.  At the option of the Authority, any Series of Bonds 
(other than Bonds of a Series in a Fixed Rate Mode) may be converted to a Fixed Rate Mode.  
Any such conversion shall be made as set forth below. 

(1) Mode Change Date Provisions.  The Mode Change Date shall be: 

(a) in the case of a change from an ARS Rate Period, the Interest 
Payment Date following the final Auction Period for such Series of Bonds; 

(b) in the case of a change from a Flexible Mode, the day which is the 
last regularly scheduled Interest Payment Date on which interest is payable for any 
Interest Period established for such Series of Bonds to be converted for the Flexible Rate 
Bonds of such Series; 
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(c) in the case of a change from a Daily Mode or a Weekly Mode, a 
regularly scheduled Interest Payment Date on which interest is payable for Bonds of a 
Series in the Daily Mode or Weekly Mode; and 

(d) in the case of a change from a Term Rate Mode, the Mode Change 
Date shall be limited to a regularly scheduled Interest Payment Date on which a new 
Term Rate Mode would have otherwise have commenced such Series of Bonds.  The 
Bonds of a Series in a Term Rate Mode shall be subject to mandatory tender for purchase 
pursuant to Section 4.10 hereof and shall be purchased on such Mode Change Date at a 
Purchase Price equal to 100% of the principal amount thereof; provided that if such 
Bonds would otherwise be subject to optional redemption on such Mode Change Date at 
a redemption price of more than 100% of the principal amount thereof, such Bonds shall 
be purchased at a Purchase Price equal to such redemption price. 

(2) Serialization Provisions.  Upon conversion of Bonds of a Series to a Fixed 
Rate Mode, unless otherwise directed by the Authority, such Bonds will be converted to Serial 
Bonds maturing in such years and such principal amounts as correspond to the years and 
principal amounts set forth in a Supplemental Indenture. 

(3) Notice by Authority.  At least seven (7) Business Days (or such shorter 
time as may be agreed to by the Trustee, the Auction Agent, if any, and the Remarketing Agent, 
if any) prior to the date that notice of the Mode Change Date is required to be given to the 
Owners by the Trustee as specified in Section 2.15(D)(4), the Authority shall give written notice 
to each of the Notice Parties.  Such notice shall state that the Mode will be changed to the Fixed 
Rate Mode, shall set forth the proposed Mode Change Date, and shall be accompanied by the 
appointment of one or more firms of investment bankers to remarket Bonds of a Series being 
changed to the Fixed Rate Mode (such firm or firms of investment bankers being hereinafter 
referred to as the “Fixed Rate Remarketing Agent”).  Together with such notice, the Authority 
shall file with the Trustee a Favorable Opinion of Bond Counsel.  No conversion to a Fixed Rate 
Mode shall occur unless the Authority shall also file with the Trustee a Favorable Opinion of 
Bond Counsel to the same effect dated the Mode Change Date. 

(4) Notice to Owners.  Not less than thirty (30) days prior to the proposed 
Mode Change Date (not less than the twenty (20) days if such change is being made in 
connection with Bonds of a Series in the ARS Mode), the Trustee shall mail notice of such 
proposed change to the Owners of such Bonds, such notice to state that the Mode on such Bonds 
will be changed to a Fixed Rate Mode and to set forth the proposed Mode Change Date.  Such 
notice shall be combined with the notice of mandatory purchase required to be delivered by the 
Trustee pursuant to Section 4.10 hereof.  If the Book-Entry System is no longer in effect, such 
notice shall also provide information with respect to required delivery of physical Bonds and the 
procedures for payment of Purchase Price.  Notwithstanding any other provision of this 
Indenture, the Trustee shall not mail such written notice if such Bonds are being converted from 
a Flexible Mode until the Trustee shall have received a written confirmation from the 
Remarketing Agent to the effect that no Interest Period for such Bonds extends beyond the 
proposed Mode Change Date.  The Trustee shall provide a copy of such notice to the Authority 
and to each of the other Notice Parties. 
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(5) General Provisions Applying to Change to Fixed Rate Mode.  The change 
to a Fixed Rate Mode shall not occur unless the Authority shall have selected a Fixed Rate 
Remarketing Agent to remarket Bonds of a Series being changed to the Fixed Rate Mode and the 
following items shall have been delivered to the Authority and each of the Notice Parties, such 
items to be delivered on or prior to the Mode Change Date: 

(a) a Favorable Opinion of Bond Counsel dated the Mode Change 
Date; and 

(b) notice from the Rating Agencies of the rating(s) to be assigned 
such Bonds on such Mode Change Date. 

(6) Determination of Fixed Rates.  The Fixed Rate (or Fixed Rates in the case 
of Serial Bonds) for Bonds of a Series shall be established by the applicable Fixed Rate 
Remarketing Agent on the Rate Determination Date applicable thereto.  Such Fixed Rate 
Remarketing Agent shall set the interest rate or interest rates with respect to such Bonds in 
accordance with the provisions set forth in Section 2.13(B) hereof.  Such Fixed Rate or Fixed 
Rates, as applicable, shall remain in effect until the Maturity Date or Maturity Dates, as 
applicable, of such Bonds.  The applicable Remarketing Agent shall make the Fixed Rate or 
Rates available by telephone or Electronic Means not later than 5:00 p.m., New York City time, 
on the Rate Determination Date to the Authority, the Trustee and each of the other Notice Parties 
requesting such notice. 

(7) Modification of Serialization Provisions, Redemption Provisions and 
Price.  Upon conversion of Bonds of a Series to a Fixed Rate Mode, such Bonds shall be subject 
to the serialization provisions set forth in Section 2.15(D)(2), shall be subject to the optional 
redemption and mandatory sinking fund redemption provisions set forth herein or in a 
Supplemental Indenture and shall be remarketed at par.  Notwithstanding the foregoing or any 
other provision of this Indenture to the contrary, the Authority may elect to change the 
serialization provisions, the optional redemption provisions or the mandatory sinking fund 
redemption provisions and/or remarket some or all of such Bonds at a premium or discount to 
par if the Authority shall file with the Trustee a Favorable Opinion of Bond Counsel. 

(8) Rescission of Election.  Except as is otherwise provided by 
Section 2.15(D)(9) hereof with respect to Bonds of a Series being converted from an ARS Mode 
to a Fixed Rate Mode, the Authority may rescind any election by it to change a Mode in 
accordance with this Section 2.15(D) as provided in Section 2.15(F) hereof. 

(9) Additional Provisions Applicable to Conversion From ARS Mode to 
Fixed Rate Mode. 

(a) Rescission of Election.  At anytime prior to 10:00 a.m. New York 
City time on the Business Day immediately preceding the proposed Conversion Date, the 
Authority may withdraw its notice of conversion by giving written notice of such 
withdrawal to each of the Notice Parties.  If the Authority so withdraws such notice, the 
Auction for such Bonds will be held on the scheduled Auction Date as if no notice of 
conversion had ever been given. 
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(b) Failed Conversion.  On each Conversion Date Bonds of such 
Series shall be subject to mandatory tender for purchase at a Purchase Price equal to 
100% of the principal amount thereof.  The Purchase Price of such Bonds shall be 
payable solely from the proceeds of the remarketing of such Bonds.  In the event that any 
of the conditions to conversion to a Fixed Rate Mode set forth in this Section 2.15(D) are 
not satisfied or if there is a failure to remarket all of such Bonds on the proposed 
Conversion Date, the Mode on such Bonds will not be converted, such Bonds will not be 
purchased, such Bonds will be returned to their Owners, the Auction Period will 
automatically convert to a seven-day Auction Period and such Bonds will evidence 
interest at the Maximum Rate for the seven-day Auction Period then commencing.  
Succeeding Auction Periods shall be seven-day Auction Periods until subsequently 
changed in accordance with the provisions set forth in Exhibit B and the Auction Rate for 
succeeding Auction Periods shall be determined in accordance with the provisions set 
forth in Exhibit B.  Notwithstanding any other provision of this Indenture, a failure to 
purchase such Bonds on a proposed Conversion Date shall not constitute an Event of 
Default hereunder. 

(c) Notice to Owners of Failed Conversion.  If on any proposed 
Conversion Date there has not been a timely withdrawal of the conversion notice as set 
forth in subparagraph (A) above and any condition precedent to such conversion set forth 
in this Section 2.15(D) has not been satisfied, the Trustee will give written notice by first 
class mail postage prepaid as soon as practicable and in any event not later than the next 
succeeding Business Day to the Owners of Bonds of a Series to have been converted to 
the effect that such conversion has not occurred, that such Bonds were not purchased on 
the proposed Conversion Date, that the Auction Agent will continue to implement the 
Auction Procedures on the Auction Dates with respect to such Bonds which would 
otherwise have been converted, excluding, however, the Auction Date falling on the 
Business Day next preceding the proposed Conversion Date, and that the interest rate 
applicable to such Bonds will continue to be the ARS Rate; provided, however, that the 
interest rate evidenced by such Bonds that which otherwise would have been converted 
during the Auction Period commencing on such failed Conversion Date will be the 
Maximum Rate for the Auction Period then commencing, and the Auction Period will be 
a seven-day Auction Period.  The Trustee will provide a copy of such notice to each of 
the Notice Parties. 

(E) Failure to Satisfy Conditions Precedent to a Mode Change.  In the event that the 
Authority has not withdrawn any election by it to change a Mode as provided herein and the 
conditions described above in subsections (A), (B), (C) or (D) of this Section, as applicable, have 
not been satisfied by the applicable Mode Change Date, then the New Mode shall not take effect 
(although any mandatory purchase, other than a mandatory purchase in connection with a 
conversion from an ARS Mode, shall be made on such date if notice has been sent to the Owners 
stating that Bonds of a Series would be subject to mandatory purchase on such date).  If the 
failed change in Mode was from a Flexible Mode, such Bonds shall remain in the Flexible Mode 
with interest rates and Interest Periods to be established by the Remarketing Agent on the failed 
Mode Change Date in accordance with Section 2.11 hereof.  If the failed change in Mode was 
from a Daily Mode, such Bonds shall remain in the Daily Mode, and if the failed change in 
Mode was from a Weekly Mode, such Bonds shall remain in the Weekly Mode, in each case 
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with interest rates established in accordance with the applicable provisions of Section 2.12 hereof 
on and as of the failed Mode Change Date.  If the failed change in Mode was from a Term Rate 
Mode, then such Bonds shall stay in the Term Rate Mode for an Interest Period ending on the 
following Interest Payment Date for Bonds of a Series in the Term Rate Mode and the interest 
rate shall be established by the Remarketing Agent on the failed Mode Change Date in 
accordance with Section 2.13(A) hereof.  If the failed change in Mode was from an ARS Mode, 
then such Bonds shall automatically convert to a seven-day Auction Period and will evidence 
interest at the Maximum Rate.  Succeeding Auction Periods shall be seven-day Auction Periods 
until subsequently changed in accordance with the provisions set forth in Exhibit B and the 
Auction Rate for succeeding Auction Periods shall be determined in accordance with the 
provisions set forth in Exhibit B. 

(F) Rescission of Election.  Notwithstanding anything herein to the contrary, the 
Authority may rescind any election by it to change a Mode as described above prior to the Mode 
Change Date by giving written notice thereof to the Notice Parties prior to such Mode Change 
Date at any time prior to 10:00 a.m. New York City time on the Business Day immediately 
preceding the proposed Mode Change Date; provided, however, any such notice given in 
connection with conversion to an ARS Mode shall be given in accordance with 
Section 2.15(B)(6) hereof and any notice given in connection with conversion from an ARS 
Mode shall be given in accordance with Section 2.15(C)(5) or Section 2.15(D)(9) hereof, as 
applicable.  If the Trustee receives notice of such rescission prior to the time the Trustee has 
given notice to the Owners of Bonds of such Series, then such notice of change in Mode shall be 
of no force and effect.  If the Trustee receives notice from the Authority of rescission of a Mode 
change after the Trustee has given notice thereof to the Owners of Bonds of such Series, then if 
the proposed Mode Change Date would have been a Mandatory Purchase Date, such date shall 
continue to be a Mandatory Purchase Date; provided, however, if the proposed conversion was 
from an ARS Mode, such Series of Bonds shall in not be subject to mandatory purchase and shall 
remain in the ARS Mode as more fully described in the following paragraph. 

If the proposed change in Mode was from a Flexible Mode, Bonds of such Series shall 
remain in the Flexible Mode with interest rates and Interest Periods to be established by the 
Remarketing Agent on the proposed Mode Change Date in accordance with Section 2.11 hereof.  
If the proposed change in Mode was from a Daily Mode, Bonds of such Series shall remain in 
the Daily Mode, and if the proposed change in Mode was from a Weekly Mode, Bonds of such 
Series shall remain in the Weekly Mode, in each case with interest rates established in 
accordance with the applicable provisions of Section 2.12 hereof on and as of the proposed Mode 
Change Date.  If the proposed change in Mode was from a Term Rate Mode, then Bonds of such 
Series shall stay in the Term Rate Mode for an Interest Period ending on the following Interest 
Payment Date for such Bonds in the Term Rate Mode and the interest rate shall be established by 
the Remarketing Agent on the proposed Mode Change Date in accordance with Section 2.13(A) 
hereof.  If the Remarketing Agent is unable to determine the interest rate on the proposed Mode 
Change Date, the provisions of Section 2.14 shall apply.  If the proposed change in Mode was 
from an ARS Mode, then an Auction for such Bonds will be held on the scheduled Auction Date 
as though no notice of conversion had ever been given. 
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(G) Form of Notices.  Upon request, the form of any notice from the Trustee to the 
Owners of a Series of Bonds required by this Section 2.15 and by Section 4.10 shall be furnished 
by the Authority to the Trustee. 

ARTICLE III 
 

ISSUANCE OF BONDS; APPLICATION OF PROCEEDS 

SECTION 3.01.  Issuance of Bonds.  At any time after the execution of this Indenture, 
the Authority may execute and the Trustee shall authenticate and, upon Request of the Authority, 
deliver the Series 2007 Bonds in the aggregate principal amount of Sixty-Two Million Two 
Hundred and Seventy-Five Thousand dollars ($62,275,000). 

SECTION 3.02.  Application of Proceeds of Bonds.  The proceeds received from the sale 
of the Series 2007 Bonds (less $151,178.50 paid to the Bond Insurer as premium for the Bond 
Insurance Policy) shall be deposited in trust with the Trustee, who shall forthwith set aside the 
following amounts in the following funds: 

(1) the sum of $423,201.43 in the Costs of Issuance Fund; 

(2) the sum of $2,400,000 in the Project Fund; 

(3) the sum of $2,291,177.17, which shall be transferred by the Trustee to 
1997 Escrow Agent, as escrow agent pursuant to the 1997 Escrow 
Agreement, for deposit in the escrow fund created pursuant to the 1997 
Escrow Agreement;  

(4) the sum of $56,619,946.84, which shall be transferred by the Trustee to 
1998 Escrow Agent, as escrow agent pursuant to the 1998 Escrow 
Agreement, for deposit in the escrow fund created pursuant to the 1998 
Escrow Agreement; and 

(5) in the Reserve Fund, the sum of $182,013.43, equaling a portion of the 
Reserve Fund Requirement. 

SECTION 3.03.  Establishment and Application of Costs of Issuance Fund.  The Trustee 
shall establish, maintain and hold in trust a separate fund designated as the “Costs of Issuance 
Fund.”  The moneys in the Costs of Issuance Fund shall be used and withdrawn by the Trustee to 
pay the Costs of Issuance upon Requisition substantially in the form attached hereto as Exhibit D 
stating the Person to whom payment is to be made, the amount to be paid, the purpose for which 
the obligation was incurred and that such payment is a proper charge against the Costs of 
Issuance Fund.  No later than the date 180 days following the Date of Issuance, or upon the 
earlier Request of the Authority, amounts, if any, remaining in the Costs of Issuance Fund shall 
be transferred to the Project Fund. 
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SECTION 3.04.  Establishment and Application of the Project Fund. 

(A) The Trustee shall establish, maintain and hold in trust a separate fund designated 
as the “Project Fund.”  The moneys in the Project Fund shall be used and withdrawn by the 
Trustee to pay the costs of the Project. 

(B) Before any payment from the Project Fund shall be made, the City shall file or 
cause to be filed with the Trustee a Requisition of the City (as agent of the Authority) in 
substantially the form attached hereto as Exhibit C stating (1) the item number of such payment; 
(2) the name of the Person to whom each such payment is due (unless such payment is for 
interest on the Bonds during the construction of the Project, in which event the Requisition shall 
so specify), which may be the City in the case of reimbursement for Project costs theretofore 
paid by the City; (3) the respective amounts to be paid; (4) the purpose by general classification 
for which each obligation to be paid was incurred; and (5) that obligations in the stated amounts 
have been incurred by the City and are presently due and payable and that each item thereof is a 
proper charge against the Project Fund and has not been previously paid from the Project Fund. 

(C) Upon receipt of a Requisition, the Trustee shall pay the amount set forth in such 
Requisition as directed by the terms thereof out of the Project Fund.  The Trustee shall not make 
any such payment if it has received any written notice of claim of lien, attachment upon, or claim 
affecting the right to receive payment of, any of the monies to be so paid, that has not been 
released or will not be released simultaneously with such payment. 

(D) When the Project shall have been completed, there shall be delivered to the 
Trustee a Certificate of the City stating the fact and date of such completion and stating that all 
of the costs thereof have been determined and paid (or that all of such costs have been paid less 
specified claims that are subject to dispute and for which a retention in the Project Fund is to be 
maintained in the full amount of such claims until such dispute is resolved).  Upon the receipt of 
such Certificate, the Trustee shall, as directed by said Certificate, transfer any remaining balance 
in the Project Fund, less the amount of any such retention, to the Reserve Fund, to the extent 
necessary to increase the amount therein to the Reserve Fund Requirement, and then to the 
Optional Redemption Account; provide that, in lieu of transfer to the Optional Redemption 
Account, such funds may be transferred to the City for any purpose that does not adversely affect 
the exclusion from gross income of interest on the Bonds for purposes of federal income 
taxation. 

SECTION 3.05.  Additional Funds, Accounts and Subaccounts.  The Authority or the 
Trustee may, in its discretion, create or authorize the creation of additional funds, accounts or 
subaccounts for any particular Series of Bonds pursuant to the terms of this Indenture or any 
Supplemental Indenture, which funds, accounts or subaccounts may be held by it or the Trustee. 

SECTION 3.06.  Conditions for the Issuance of Additional Bonds.  The Authority may at 
any time issue Additional Bonds pursuant to a Supplemental Indenture, payable from the 
Revenues as provided herein and secured by a pledge of and charge and lien upon the Revenues 
as provided herein equal to the pledge, charge and lien securing the Outstanding Bonds 
theretofore issued hereunder, but only subject to the following specific conditions, which are 
hereby made conditions precedent to the issuance of any such Additional Bonds: 



 

48 
 SF1 1445588 47922/34 

(A) The Authority shall be in compliance with all agreements and covenants 
contained herein. 

(B) The Supplemental Indenture shall require that the proceeds of the sale of such 
Additional Bonds shall be applied to the acquisition (by purchase or lease) or construction of 
facilities to be added to the Leased Property or for the refunding of Outstanding Bonds. 

(C) The Supplemental Indenture shall provide, if necessary, that from such proceeds 
or other sources an amount shall be deposited in the Reserve Fund so that following such deposit 
there shall be on deposit in the Reserve Fund an amount at least equal to the Reserve Fund 
Requirement. 

(D) The aggregate principal amount of Bonds issued and at any time Outstanding 
hereunder shall not exceed any limit imposed by law, by this Indenture or by any Supplemental 
Indenture. 

(E) The Facility Lease shall have been amended, if necessary, so that the Base Rental 
Payments payable by the City thereunder in each Fiscal Year shall at least equal projected Debt 
Service, including Debt Service on the Additional Bonds, in each Fiscal Year. 

(F) The Facility Lease shall have been amended so as to lease to the City the project 
being financed from the proceeds of such Additional Bonds or facilities of comparable worth and 
economic life and such facilities shall be ready for immediate use and occupancy by the City or 
funds shall be deposited with the Trustee as capitalized interest until the expected date of use and 
occupancy of such facilities. 

(G) If the proceeds of such Additional Bonds are to be used, in whole or in part, to 
finance construction on real property not described in the Facility Lease or the additional Leased 
Property to be leased is not situated on property described in the Facility Lease, (1) a site lease 
shall have been executed so as to lease to the Authority such additional real property; and (2) the 
Facility Lease shall have been amended so as to lease to the City such additional real property. 

(H) To the extent practicable the principal payments shall be September 1. 

(I) In connection with the issuance of Additional Bonds, the Authority may enter into 
any Related Obligations relating to such Series of Additional Bonds. 

SECTION 3.07.  Proceedings for Authorization of Additional Bonds.  Whenever the 
Authority and the City shall determine to execute and deliver any Additional Bonds pursuant to 
Section 3.06, the Authority and the Trustee shall enter into a Supplemental Indenture providing 
for the issuance of such Additional Bonds, specifying the maximum principal amount of such 
Additional Bonds and prescribing the terms and conditions of such Additional Bonds. 

The Supplemental Indenture shall prescribe the form or forms of such Additional Bonds 
and, subject to the provisions of Section 3.06, shall provide for the distinctive designation 
denominations, method of numbering, dates, payment dates, interest rates (or method of 
determining the rates, if variable), interest payment dates, provisions for redemption (if desired) 
and places of payment of principal and interest. 
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Before such Additional Bonds shall be issued, the City and the Authority shall file or 
cause to be filed the following documents with the Trustee: 

(1) An Opinion of Counsel setting forth that (1) such Counsel has examined 
the Supplemental Indenture and the amendment to the Facility Lease and the site lease required 
by Section 3.06(E), (F) and (G); (2) the execution and delivery of the Additional Bonds have 
been duly authorized by the Authority; and (3) said Supplemental Indenture and the amendment 
to the Facility Lease and the site lease if any, when duly executed by the City and the Authority, 
will be valid and binding obligations of the City and the Authority. 

(2) A Certificate of the Authority stating that the requirements of Section 3.06 
have been met. 

(3) A certified copy of a resolution or ordinance of the City authorizing the 
execution of the amendments to the Facility Lease required by Section 3.06(E), (F) and (G). 

(4) An executed counterpart or duly authenticated copy of any amendment to 
the Facility Lease required by Section 3.06(E), (F) and (G). 

(5) A Certificate of the City stating that the insurance required by Article V of 
the Facility Lease is in effect. 

(6) If the proceeds of such Additional Bonds are to be used, in whole or in 
part, to finance or refinance construction or acquire facilities on real property not then described 
in the Facility Lease, an executed counterpart or duly authenticated copy of the site lease 
required by Section 3.06(G). 

(7) A title insurance policy insuring the Authority’s leasehold or fee title in 
the real property on which the Leased Property are located, and, if the proceeds of such 
Additional Bonds are to be used to finance construction on real property not then described in the 
Facility Lease, a title insurance policy insuring the Authority’s leasehold or fee title in such real 
property, or, at the option of the Authority, an opinion of counsel or Certificate of the City or 
such other evidence of the Authority’s or City’s leasehold or fee interest in such real property as 
shall be acceptable to the Authority. 

Upon the delivery to the Trustee of the foregoing instruments and upon the Trustee’s 
receipt of Certificates of the City and of the Authority stating that all applicable provisions of 
this Indenture have been complied with (so as to permit the issuance of the Additional Bonds in 
accordance with the Supplemental Indenture then delivered to the Trustee), the Trustee shall 
authenticate and deliver said Additional Bonds in the aggregate principal amount specified in 
such Supplemental Indenture to, or upon the Written Request of, the Authority. 

SECTION 3.08.  Limitations on the Issuance of Obligations Payable from Revenues.  
The Authority will not, so long as any of the Bonds are Outstanding, issue any obligations or 
securities, however denominated, payable in whole or in part from Revenues except the 
following: 

(1) Bonds of any Series authorized pursuant to Section 3.07. 
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(2) Agreements providing for a Reserve Facility or Related Obligations. 

(3) Swaps payable on a parity with the Bonds and which will have, when 
executed, an equal lien and charge upon the Revenues, provided that the following conditions to 
the execution of such Swaps are satisfied: 

(a) The Authority shall be in compliance with all agreements and 
covenants contained herein; 

(b) The Authority shall have filed with the Trustee a Certificate of the 
Authority certifying that the requirements of Section 3.06(E) have been satisfied; and 

(c) The Authority shall have notified Moody’s and S&P of the 
proposed Swap and shall have determined that the execution of the Swap would not cause 
the reduction or withdrawal of the current rating from such rating agencies on the Bonds. 

(4) Obligations owing with respect to a Reserve Facility, including principal 
interest and fees relating thereto and Related Obligations; provided such obligations shall be 
payable on a subordinate basis to principal and interest on the Bonds. 

(5) Obligations which are junior and subordinate to the payment of the 
principal, premium, interest and reserve fund requirements for the Bonds and which subordinated 
obligations are payable as to principal, premium, interest and reserve fund requirements, if any, 
only out of Revenues after the prior payment of all amounts then required to be paid hereunder 
from Revenues for principal, premium, interest and reserve fund requirements for the Bonds, as 
the same become due and payable and at the times and in the manner as required in this 
Indenture. 

SECTION 3.09.  Validity of Bonds.  The validity of the authorization and issuance of the 
Bonds is not dependent on and shall not be affected in any way by any proceedings taken by the 
Authority or the Trustee with respect to or in connection with the Facility Lease.  The recital 
contained in the Bonds that the same are issued pursuant to the Act and the Constitution and laws 
of the State of California shall be conclusive evidence of their validity and of compliance with 
the provisions of law in their issuance. 

ARTICLE IV 
 

REDEMPTION AND TENDER OF BONDS; REMARKETING 

SECTION 4.01.  Terms of Redemption. 

(A) The Bonds are subject to extraordinary redemption prior to their stated maturity, 
at the option of the Authority, which option shall be exercised at least forty-five (45) days 
(twenty (20) days in the case of Bonds bearing interest at the Daily Rate or Weekly Rate) prior to 
the date fixed for redemption, in whole or in part, in such amounts and from such Series and 
maturities as selected by the Authority, on any date, from hazard insurance or condemnation 
proceeds or other insurance received with respect to the Leased Property pursuant to 
Section 7.02 of the Facility Lease and deposited in the Special Redemption Account, at a 
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Redemption Price equal to 100% of the principal amount thereof, plus accrued interest to the 
date fixed for redemption, without premium. 

(B) While any Daily Rate or Weekly Rate is in effect with respect to a Series of 
Bonds, the Bonds of such Series are also subject to redemption prior to their stated maturity, at 
the option of the Authority, which option shall be exercised at least twenty (20) days prior to the 
date fixed for redemption, in whole or in part, on any Business Date at a Redemption Price equal 
to 100% of the principal amount of Bonds called for redemption, plus accrued interest to the date 
fixed for redemption, without premium. 

(C) While any Flexible Rate is in effect with respect to a Series of Bonds, the Bonds 
of such Series are not subject to optional redemption prior to their respective Mandatory 
Purchase Dates.  Bonds of a Series in a Flexible Mode shall be subject to redemption at the 
option of the Authority, in whole or in part, on their respective Mandatory Purchase Dates equal 
to 100% of the principal amount of Bonds called for redemption, plus accrued interest to the date 
fixed for redemption, without premium. 

(D) While any ARS Rate is in effect with respect to a Series of Bonds the Bonds, of 
such Series are also subject to redemption prior to their stated maturity, at the option of the 
Authority, which option shall be exercised at least twenty (20) days prior to the date fixed for 
redemption, in whole or in part, on any Interest Payment Date for such Series immediately 
following the end of an Auction Period, at a Redemption Price equal to 100% of the principal 
amount of Bonds called for redemption, plus accrued interest to the date fixed for redemption, 
without premium. 

(E) While any Term Rate is in effect with respect to a Series of Bonds, the Bonds of 
such Series are also subject to redemption, at the option of the Authority, in whole or in part, on 
each Mandatory Purchase Date applicable to Bonds of such Series in a Term Rate Mode, at a 
Redemption Price equal to 100% of the principal amount of the Bonds called for redemption, 
plus accrued interest to the date fixed for redemption, without premium. 

(F) While any Term Rate or Fixed Rate is in effect with respect to a Series of Bonds, 
the Bonds of such Series are also subject to redemption, in whole or in part, on any date (and if 
in part, in such order of maturity as the Authority shall specify and within a maturity by lot or by 
such other method as the Trustee determines to be fair and reasonable and in Authorized 
Denominations) commencing on the Interest Payment Date next following the tenth anniversary 
of the change to a Term Rate Mode or a Fixed Mode at a Redemption Price equal to 100% of the 
principal amount of the Bonds called for redemption, plus accrued interest, to the date fixed for 
redemption, without premium.  If the length of the Term Rate Period or the Fixed Rate Period for 
such Series of Bonds is less than ten (10) years, then such Series of Bonds shall not be subject to 
optional redemption during the Term Rate Period or Fixed Rate Period, as applicable. 

(G) In connection with a change to a Term Rate Mode or a Fixed Rate Mode for a 
Series of Bonds, the Authority may waive or otherwise alter its rights to direct the redemption of 
Bonds of such Series set forth in Section 4.01(F) above; provided that notice describing such 
waiver or alteration shall be submitted to the Trustee and the Remarketing Agent, or Fixed Rate 
Remarketing Agent, as applicable, together with a Favorable Opinion of Bond Counsel. 
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(H) The Series 2007 Term Bonds are also subject to redemption in part prior to their 
stated maturity from Sinking Fund Installments established pursuant to Section 5.04(C) on any 
September 1 on or after September 1, 2007, at the principal amount thereof together with interest 
accrued thereon to the date fixed for redemption, without premium.  Notwithstanding the 
foregoing, when any Bond to be redeemed pursuant to this Section 4.01(H) is subject to an ARS 
Rate Period, if such September 1 is not an Interest Payment Date, the redemption from Sinking 
Fund Installments shall occur on the Interest Payment Date immediately succeeding such 
September 1.  If any Series 2007 Term Bonds has been optionally redeemed, the amounts of such 
Sinking Fund Installments shall be reduced as directed by the Authority, or if not so directed, 
proportionally in increments of Authorized Denominations, by the principal amount of all such 
Series 2007 Term Bonds so optionally prepaid. 

SECTION 4.02.  Corresponding Reduction of any Related Swap.  Notwithstanding 
anything to the contrary in this Indenture, no amount of Bonds of a Series may be redeemed, 
other than pursuant to Section 4.01(H), unless a proportionate amount of any related Swap is 
terminated or reduced so that following such redemption the remaining notional amount of the 
Swap for such Series is not greater than the remaining principal amount of the Bonds of such 
Series, unless the Bond Insurer for such Series waives the requirement for such reduction of the 
Swap.  The Authority agrees not to exercise any such redemption and reduction in any related 
Swap if such redemption and reduction shall cause the occurrence of any event of default 
hereunder or under such related Swap. 

SECTION 4.03.  Selection of Bonds for Redemption.  Whenever provision is made in 
this Indenture for the redemption of less than all of the Bonds of any Series or any given portion 
thereof, the Trustee shall select the Bonds of such Series to be redeemed, from all Bonds subject 
to redemption or such given portion thereof not previously called for redemption, by lot in any 
manner which the Trustee in its sole discretion shall deem appropriate and fair; provided 
however, that Bonds shall be redeemed in the following order of priority (and by lot within each 
priority): 

FIRST: Any Bonds of such Series which are Liquidity Facility Bonds; and 

SECOND: Any other Bonds of such Series 

and provided further, that the City may specify which Sinking Fund Installments or maturities 
shall be allocated to or selected for such redemptions. 

SECTION 4.04.  Notice of Redemption.  Notice of redemption shall be mailed by the 
Trustee, not less than thirty (30) days nor more than sixty (60) days (except in the case of the 
redemption of Bonds bearing interest at a Daily Rate, Weekly Rate, and Flexible Rate, in which 
case no less than ten (10) days, and except for redemption of Bonds bearing interest at an ARS 
Rate in which case no less than twenty (20) days, prior to the redemption date, to the Holders of 
Bonds called for redemption at their addresses appearing on the bond registration books of the 
Trustee and to the Bond Insurer for such Series of Bonds at their address provided herein, with a 
copy to the Authority.  The Trustee shall also give notice of redemption by overnight mail or 
courier service (or by such other acceptable means) to the Remarketing Agent, the Auction 
Agent and such securities depositories and/or securities information services.  Each notice of 



 

53 
 SF1 1445588 47922/34 

redemption shall state the date of such notice, the Series designation and date of issue of the 
Bonds, the redemption date, the Redemption Price, the place or places of redemption (including 
the name and appropriate address or addresses of the Trustee), the maturity, the CUSIP numbers 
if any, and, in the case of Bonds to be redeemed in part only, the respective portions of the 
principal amount thereof to be redeemed.  Each such notice shall also state that, subject to prior 
rescission as provided in the next paragraph of this Section, on said date there will become due 
and payable on each of said Bonds the Redemption Price thereof or of said specified portion of 
the principal amount thereof in the case of a Bond to be redeemed in part only, together with 
interest accrued thereon to the redemption date, and that from and after such redemption date 
interest thereon shall cease to accrue, and shall require that such Bonds be then surrendered. 

If any Series of Bonds are to be redeemed in part and such Bonds are held by a Securities 
Depository, the Authority shall include in the notice of the call for redemption delivered to the 
Securities Depository (i) a date placed under an item entitled “Publication Date for Securities 
Depository Purposes” and such date shall be three Business Days after the Auction Date 
immediately preceding such redemption date (in the case of a daily Auction Period, such date 
shall be three Business Days immediately preceding the date of redemption) and (ii) an 
instruction to the Securities Depository to (x) determine on such Publication Date after the 
Auction held on the immediately preceding Auction Date has settled, the Securities Depository 
Participants whose Securities Depository positions shall be redeemed and the principal amount 
of such ARS Bonds to be redeemed from each such position (the “Securities Depository 
Redemption Information”), and (y) notify the Trustee immediately after such determination of 
(1) the positions of the Securities Depository Participants in such Bonds immediately prior to 
such Auction settlement, (2) the position of the Securities Depository Participants in such ARS 
Bonds immediately following such Auction settlement, and (3) the Securities Depository 
Redemption Information. Immediately upon receipt of the notice referred to in (y) of the 
preceding sentence, the Trustee shall send a copy of such notice to the Auction Agent. 

Any notice given pursuant to this Section 4.04 may be rescinded by written notice given 
to the Trustee by the City no later than the date specified for redemption.  The Trustee shall give 
notice of such rescission as soon thereafter as practicable in the same manner, and to the same 
Persons, as notice of such redemption was given pursuant to this Section 4.04. 

Failure by the Trustee to give notice pursuant to this Section 4.04 to any one or more of 
the securities information services or depositories or to a Bond Insurer for such Series, or the 
insufficiency of any such notice shall not affect the sufficiency of the proceedings for 
redemption.  Failure by the Trustee to mail notice of redemption pursuant to this Section 4.04.  to 
any one or more of the respective Holders of any Bonds designated for redemption shall not 
affect the sufficiency of the proceedings for redemption with respect to the Holders to whom 
such notice was mailed. 

Notice of redemption of Bonds shall be given by the Trustee, at the expense and for and 
on behalf of the Authority. 

SECTION 4.05.  Partial Redemption of Bonds.  Upon surrender of any Bond redeemed in 
part only, the Authority shall execute and the Trustee shall authenticate and deliver to the Holder 
thereof, a new Bond or Bonds of Authorized Denominations, and of the same Series and 
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maturity, equal in aggregate principal amount to the unredeemed portion of the Bond 
surrendered. 

SECTION 4.06.  Effect of Redemption.  Notice of redemption having been duly given as 
aforesaid, and moneys for payment of the Redemption Price of, together with interest accrued to 
the redemption date on, the Bonds (or portions thereof) so called for redemption being held by 
the Trustee, on the redemption date designated in such notice, the Bonds (or portions thereof) so 
called for redemption shall become due and payable at the Redemption Price specified in such 
notice together with interest accrued thereon to the redemption date, interest on the Bonds so 
called for redemption shall cease to accrue, said Bonds (or portions thereof) shall cease to be 
entitled to any benefit or security under this Indenture and the Holders of said Bonds shall have 
no rights in respect thereof except to receive payment of said Redemption Price and accrued 
interest to the date fixed for redemption from funds held by the Trustee for such payment. 

All Bonds redeemed pursuant to the provisions of this Article shall be canceled and 
destroyed by the Trustee upon surrender thereof. 

SECTION 4.07.  No Notice of Redemption.  Notwithstanding any other provision of this 
Indenture to the contrary, no notice of redemption is required to be given with respect to any 
redemption occurring on a Mandatory Purchase Date. 

SECTION 4.08.  Mandatory Purchase in Lieu of Redemption.  Each Owner, by purchase 
and acceptance of any Bonds of any Series irrevocably grants to the Authority the option to 
purchase such Bonds of such Series on any date such Bonds are subject to redemption as 
provided in paragraph (B) to (H) of Section 4.01, at a purchase price equal to the Redemption 
Price then applicable to such Bonds, plus accrued interest thereon to the date of purchase.  In 
order to exercise such option, the Authority shall deliver to the Trustee a Favorable Opinion of 
Bond Counsel and shall direct the Trustee to provide notice of mandatory purchase in lieu of 
redemption, such notice to be provided, as and to the extent applicable, in accordance with the 
provisions set forth in Section 4.10 hereof.  On the date fixed for purchase of any Bonds of any 
Series pursuant to this Section 4.08, and in accordance with Section 5.04 or Section 5.07 hereof, 
the Authority shall pay the purchase price of such Bonds to the Trustee in immediately available 
funds and the Trustee shall pay the same to the Owners of such Bonds being purchased against 
delivery thereof.  All such Bonds so purchased shall be delivered to the Trustee for cancellation.  

Notwithstanding any other provision of this Indenture, the purchase price of any Bonds of 
any Series subject to mandatory purchase in lieu of redemption pursuant to this Section 4.08 
shall be paid solely by the Authority and such Bond shall not be eligible to be purchased and 
shall not be purchased from a drawing on any Liquidity Facility.  In the event that the Authority 
lacks sufficient funds to pay the purchase price of any Bond subject to mandatory purchase in 
lieu of redemption pursuant to this Section 4.08 on the date fixed for such purchase, the 
Authority shall cancel such mandatory purchase in lieu of redemption and shall return each such 
Bond to the Owner who shall have tendered such Bond for mandatory purchase in lieu of 
redemption pursuant to this Section 4.08.  The Trustee shall give notice that such mandatory 
purchase was not effected promptly following the date fixed for such purchase.  Any failure to 
pay the purchase price of any Bond subject to mandatory purchase pursuant to this Section 4.08 
shall not constitute an Event of Default under this Indenture. 
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SECTION 4.09.  Optional Tenders of Bonds in a Daily Mode or a Weekly Mode.  
Subject to Section 4.14 hereof, during any Daily Mode for a Series of Bonds and during any 
Weekly Mode for a Series of Bonds, any Bonds of such Series or portion thereof in a principal 
amount equal to an Authorized Denomination shall be purchased on any Business Day at a price 
equal to the Purchase Price, upon delivery of a Tender Notice to the Trustee by the Tender 
Notice Deadline.  Immediately upon receipt of a Tender Notice, the Trustee shall notify the 
Remarketing Agent and provide the Remarketing Agent with a copy of such Tender Notice.  
Notwithstanding any other provision of this Indenture to the contrary, the provisions set forth in 
this Section 4.09 shall not apply to any Bond in a Delayed Remarketing Period. 

SECTION 4.10.  Mandatory Tender for Purchase on Mandatory Purchase Date.  The 
Bonds of a Series shall be subject to mandatory purchase on each Mandatory Purchase Date 
applicable to the Bonds of such Series.  The Trustee shall give notice of each such mandatory 
purchase, such notice to be given by mail to the Owners of such Bonds subject to mandatory 
purchase no less than fifteen (15) days prior to the applicable Mandatory Purchase Date.  No 
notice shall be required to be given nor shall any notice be given with respect to any Bond in a 
Flexible Rate Mode in connection with the Mandatory Purchase Date occurring at the end of 
each Interest Period for such Bonds. 

Any notice to be given pursuant to this Section 4.10 shall state the Mandatory Purchase 
Date, shall set forth the Purchase Price applicable on such Mandatory Purchase Date, and shall 
identify the Bonds to be purchased.  Subject to Section 2.15(C)(6) and Section 2.15(D)(9) hereof, 
such notice shall also state that interest on the Bonds subject to mandatory purchase shall cease 
to accrue from and after the Mandatory Purchase Date.  The failure to mail such notice with 
respect to any Bond shall not affect the validity of the mandatory purchase of any other Bond 
with respect to which notice was so mailed.  Any notice mailed will be conclusively presumed to 
have been given, whether or not actually received by any Owner.  If the Book-Entry System is 
no longer in effect, such notice shall also provide information with respect to required delivery of 
physical certificates and the procedures for payment of Purchase Price.  A copy of any notice 
delivered by the Trustee pursuant to this Section 4.10 shall also be provided to each of the Notice 
Parties. 

SECTION 4.11.  Purchases of Bonds in Daily Mode, Weekly Mode, Flexible Mode and 
Term Rate Mode; Payment of Purchase Price; Notices. 

(A) On each date on which Bonds of a Series in a Daily Mode, a Weekly Mode, a 
Flexible Mode or a Term Rate Mode are to be purchased: 

(1) the Remarketing Agent shall notify the Trustee and the Authority by 
12:00 noon New York City time of the principal amount of such tendered Bonds it has 
remarketed and of the principal amount of such tendered Bonds it has not remarketed, such 
notice to be provided by Electronic Means; 

(2) the Remarketing Agent shall cause the proceeds of the remarketing by the 
Remarketing Agent of such tendered Bonds to be paid to the Trustee in immediately available 
funds not later than 12:15 p.m., New York City time, on the Purchase Date for such tendered 
Bonds; 
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(3) the Remarketing Agent shall notify the Trustee by Electronic Means not 
later than 1:00 p.m. New York City time of such information as may be necessary to register and 
deliver such remarketed Bonds, such notice to be provided by Electronic Means; and 

(4) if the affected Bonds of a Series are no longer in the Book-Entry System, 
the Trustee shall authenticate new Bonds of such Series for the respective purchasers thereof 
which shall be available for pick-up by the Remarketing Agent not later than 2:30 p.m. New 
York City time. 

(B) On each date on which a Bond is to be purchased, (i) if the Remarketing Agent 
shall have given notice to the Trustee pursuant to clause (A)(1) above that it has been unable to 
remarket all or any portion of any tendered Bonds or (ii) if the Trustee shall not have received 
any notice from the Remarketing Agent pursuant to clause (A)(1) above, the Trustee shall draw 
on the applicable Liquidity Facility, if any, by 12:30 p.m. New York City time in an amount 
equal to the Purchase Price of all such Bonds that have not been successfully remarketed for 
payment by 2:30 p.m. New York City time and shall notify the Bond Insurer for such Series of 
such draw; provided, however, that if the draw is in connection with a Mandatory Purchase Date 
resulting from a Substitution Date, the draw shall be made on the existing Liquidity Facility that 
is being replaced.  In no event shall the Trustee draw on a Liquidity Facility to pay the Purchase 
Price of any Bond not covered by such Liquidity Facility or to pay the Purchase Price of a Bond 
owned by the Authority or the City. 

(C) If the Trustee is notified in writing by a Liquidity Facility Provider that an 
Automatic Termination Event has occurred, with respect to its Liquidity Facility, then the 
Trustee shall provide prompt written notice thereof to the Owners of the Bonds to which such 
Liquidity Facility relates and shall provide copy of such notice to each of the Notice Parties. 

(D) If the Trustee does not have funds in the applicable Remarketing Proceeds 
Account and the applicable Liquidity Facility Account sufficient to pay the Purchase Price of 
such Bonds on any Purchase Date, the Trustee shall give the Authority notice of such 
insufficiency by 2:30 p.m. New York City time on such Purchase Date. 

SECTION 4.12.  Source of Funds for Purchase of Bonds in Daily Mode, Weekly Mode, 
Flexible Mode, or Term Rate Mode.  By 3:00 p.m. New York City time on the date on which a 
Bond of a Series in a Daily Mode, a Weekly Mode, a Flexible Mode or a Term Rate Mode is to 
be purchased, the Trustee shall purchase tendered Bonds of such Series from the tendering 
Owners at the applicable Purchase Price by wire transfer in immediately available funds.  Funds 
for the payment of such Purchase Price shall be derived solely from the following sources in the 
order of priority indicated and neither the Trustee nor the Remarketing Agent shall be obligated 
to provide funds from any other source: 

(A) immediately available funds on deposit in the Remarketing Proceeds Account; 

(B) immediately available funds on deposit in the applicable Liquidity Facility 
Account, if any; and 

(C) in the Authority’s sole discretion, moneys provided by the Authority that may 
lawfully be used for such purpose. 
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SECTION 4.13.  Delivery of Bonds in Daily Mode, Weekly Mode, Flexible Mode or 
Term Rate Mode.  On each date on which a Bond of a Series in a Daily Mode, a Weekly Mode, a 
Flexible Mode or a Term Rate Mode is to be purchased, such Bond shall be delivered as follows: 

(1) Each Bond sold by the Remarketing Agent and for which payment has 
been received as described in Section 4.12(A) hereof shall be delivered by the Remarketing 
Agent to the purchaser of such Bond by 3:00 p.m. New York City time; and 

(2) Each Bond purchased by the Trustee with moneys described in 
Section 4.12(B) hereof shall be registered immediately in the name of the applicable Liquidity 
Facility Provider or its nominee (which may be the Securities Depository), if any, on or before 
3:00 p.m. New York City time. 

(3) Each Bond purchased by the Authority with moneys described in 
Section 4.12(C) hereof shall be registered immediately in the name of the Authority or its 
nominee on or before 3:00 p.m. New York City time.  Any Bond so owned by the Authority 
shall continue to be Outstanding under the terms of this Indenture and be subject to all of the 
terms and conditions of the Indenture and shall be subject to remarketing by the applicable 
Remarketing Agent; provided, however, that the Authority shall not be considered a Owner for 
the purpose of voting such Bonds under this Indenture. 

SECTION 4.14.  Book-Entry Tenders. 

(A) Notwithstanding any other provision of this Indenture to the contrary, all tenders 
for purchase of Bonds of a Series during any period in which such Bonds so tendered are 
registered in the name of Cede & Co. (or the nominee of any successor Securities Depository) 
shall be subject to the terms and conditions set forth in the Representations Letter and to any 
regulations promulgated by DTC (or any successor Securities Depository).  For so long as the 
Bonds are registered in the name of Cede & Co., as nominee for DTC, the tender option rights of 
Owners of Bonds may be exercised only by a Direct Participant of DTC (as such term is 
described in Schedule A attached to the Representation Letter) acting, directly or indirectly, on 
behalf of a Beneficial Owner of Bonds by giving notice of its election to tender Bonds or 
portions thereof at the times and in the manner described above.  Beneficial Owners will not 
have any rights to tender Bonds directly to the Trustee. 

Procedures under which a Beneficial Owner may direct a Direct Participant of DTC, or 
an Indirect Participant of DTC (as such term is described in Schedule A attached to the 
Representation Letter) acting through a director participant of DTC, to exercise a tender option 
right in respect of Bonds or portions thereof in an amount equal to all or a portion of such 
Beneficial Owner’s beneficial ownership interest therein, shall be governed by standing 
instructions and customary practices determined by such Direct Participant or Indirect 
Participant.  For so long as the Bonds are registered in the name of Cede & Co., as nominee for 
DTC, delivery of the Bonds required to be tendered for purchase shall be effected by the transfer 
in the Book-Entry System on the applicable Purchase Date of a book-entry credit to the account 
of the Trustee of a beneficial interest in such Bonds. 
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(B) Notwithstanding anything expressed or implied herein to the contrary, so long as 
the Book-Entry System for the Bonds is maintained by the Authority: 

(1) there shall be no requirement of physical delivery to, or by, the applicable 
Remarketing Agent or the Trustee of: 

(a) any Bonds subject to optional or mandatory purchase as a 
condition to the payment of the Purchase Price therefor; 

(b) any Bonds that have become Liquidity Facility Bonds; or 

(c) any remarketing proceeds of such Bonds or Liquidity Facility 
Bonds to any Owner other than the Securities Depository or its nominee, as applicable; 
and 

(2) except as provided in (3) below, the Trustee shall not have any 
responsibility for paying the Purchase Price of any tendered Bond or for remitting remarketing 
proceeds to any person and such remarketing proceeds may be remitted directly to the Securities 
Depository by the applicable Remarketing Agent; and 

(3) the Trustee’s sole responsibilities in connection with the purchase and 
remarketing of a tendered Bond shall be: 

(a) to draw upon the Liquidity Facility in the event the Remarketing 
Agent for the Series of Bonds notifies the Trustee as provided herein that the Bonds of 
such Series have not been remarketed on or before the Purchase Date therefor, which 
draw shall be in an amount equal to the difference between such Purchase Price and any 
remarketing proceeds received by the Remarketing Agent in connection with a partial 
remarketing of such Bonds, and to remit the amount so drawn to or upon the order of the 
Securities Depository for the benefit of the tendering Beneficial Owners; 

(b) remit any proceeds derived from the remarketing of a Liquidity 
Facility Bond to the applicable Liquidity Facility Provider; and 

(c) remit any funds deposited by the Authority for the payment of the 
Purchase Price of tendered Bonds to the Securities Depository for the benefit of the 
tendering Beneficial Owners. 

SECTION 4.15.  Tender Provisions Applicable Upon Discontinuation of Book-Entry 
System.  If at any time the Bonds shall no longer be in the Book-Entry System, the procedures 
set forth below shall apply. 

(A) Each Bond shall be delivered (with all necessary endorsements) at or before 
12:00 noon New York City time on the Purchase Date at the corporate trust office of the Trustee; 
provided, however, that payment of the Purchase Price shall be made pursuant to this 
Section 4.15(A) only if the Bond so delivered to the Trustee conforms in all respects to the 
description thereof in the notice provided pursuant to Section 4.09 or Section 4.10 hereof, as 
applicable.  Payment of the Purchase Price with respect to purchases pursuant to the provisions 
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set forth in this Section shall be made to the Owners of tendered Bonds by wire transfer in 
immediately available funds by the Trustee by 3:00 p.m. New York City time on the Purchase 
Date. 

(B) The Trustee shall hold all Bonds properly tendered to it for purchase hereunder as 
agent and bailee of, and in escrow for the benefit of, the respective Owners of the Bonds that 
shall have so tendered such Bonds until moneys representing the Purchase Price of such Bonds 
shall have been delivered to or for the account of or to the order of such Owners. 

(C) If a Bond to be purchased is not delivered by the Owner to the Trustee by 
12:00 noon New York City time on the date in which such Bond is to be purchased, the 
provisions set forth in Section 4.16 hereof shall apply. 

SECTION 4.16.  Bonds Deemed Purchased.  If funds sufficient to pay the Purchase Price 
of any Bond are held by the Trustee on any Purchase Date, such Bond shall be deemed to have 
been purchased and shall be purchased according to the terms hereof, for all purposes of this 
Indenture, irrespective of whether or not such Bond shall have been delivered to the Trustee, and 
neither the former Owner of such Bond nor any other person shall have any claim thereon, under 
this Indenture or otherwise, for any amount other than the Purchase Price thereof. 

In the event any Bond purchased according to the terms hereof shall not be presented to 
the Trustee, the Trustee shall segregate and hold uninvested the moneys for the Purchase Price of 
such Bond in trust, without liability for interest thereon, for the benefit of the former Owners of 
such Bond, who shall, except as provided in the following sentence, thereafter be restricted 
exclusively to such moneys for the satisfaction of any claim for the Purchase Price of such Bond.  
Any moneys which the Trustee shall segregate and hold in trust for the payment of the Purchase 
Price of any Bond and remaining unclaimed for two (2) years after the date of purchase shall be 
paid to the Authority.  After the payment of such unclaimed moneys to the Authority, the former 
Owner of such Bond shall look only to the Authority for the payment thereof. 

SECTION 4.17.  Establishment of Bond Purchase Fund.  The Trustee shall create, 
establish and maintain, a separate fund to be designated as the “Bond Purchase Fund.”  Moneys 
deposited in the Bond Purchase Fund shall be kept separate from and not commingled with other 
moneys deposited hereunder or with any other moneys of the Authority.  The Trustee shall 
further create, establish and maintain separate accounts within the Bond Purchase Fund, such 
separate account to be designated as the “Remarketing Proceeds Account,” the “Liquidity 
Facility Account” and the “Authority Account.” The Bond Purchase Fund shall be held in trust 
solely for the benefit of the Owners of tendered Bonds and the Trustee shall not have any interest 
in, claim on or right to, any Bond Purchase Fund. 

(A) Remarketing Proceeds Account.  Upon receipt of the proceeds of a remarketing of 
any Bond on the date such Bond is to be purchased, the Trustee shall deposit such remarketing 
proceeds in the Remarketing Proceeds Account, such remarketing proceeds to be applied to the 
payment of the Purchase Price of such Bond.  The Authority shall not have any right, title or 
interest in any of the funds held on deposit in any Remarketing Proceeds Account nor any 
remarketing proceeds held for any period of time by any Remarketing Agent. 
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(B) Liquidity Facility Account.  Upon receipt of the proceeds of a draw on a Liquidity 
Facility, the Trustee shall deposit such Liquidity Facility proceeds in the applicable Liquidity 
Facility Account, such Liquidity Facility proceeds to be applied to the payment of the Purchase 
Price of the Bonds of a Series to the extent that the moneys on deposit in the Remarketing 
Proceeds Account shall not be sufficient.  Any amounts deposited in a Liquidity Facility Account 
and not needed for the payment of the Purchase Price of the Bonds of such Series shall be 
immediately returned to the applicable Liquidity Facility Provider of such Series. 

(C) Authority Account.  Upon receipt of funds from the Authority provided at its sole 
discretion pursuant to Section 4.12(C) hereof, the Trustee shall deposit such funds in the 
Authority Account, such funds to be applied to the payment of the Purchase Price of the Bonds 
of a Series.  Any amounts deposited in an Authority Account and not  needed for the payment of 
the Purchase Price of the Bonds of such Series shall be immediately returned to the Authority. 

(D) Pursuant to Section 3.05, the Authority, at the time of issuance of each Series of 
Bonds, may establish separate subaccount or subaccounts within the Remarketing Proceeds 
Account, Liquidity Facility Account and Authority Account, as provided in a Supplemental 
Indenture. 

(E) Investment of Funds on Deposit in the Bond Purchase Funds.  Amounts held in 
the Remarketing Proceeds Account, the Liquidity Facility Account and the Authority Account 
shall not be commingled with any other funds held by the Trustee and shall be held uninvested. 

SECTION 4.18.  Insufficient Funds for Tenders; Delayed Remarketing Period. 

(A) If sufficient funds are not available to pay the Purchase Price of all tendered 
Bonds of a Series to be purchased on any Purchase Date (such Bonds of such Series being 
hereinafter referred to as the “Tendered Bonds”): (1) no purchase of such Tendered Bonds shall 
be consummated on such Purchase Date; (2) all such Tendered Bonds shall be returned to the 
Owners thereof; (3) all remarketing proceeds shall be returned to the applicable Remarketing 
Agent for return to the persons providing such moneys; and (4) such insufficiency and the failure 
to pay the Purchase Price on any Payment Date shall not constitute an Event of Default under 
this Indenture. 

(B) All such Tendered Bonds shall evidence interest at the Maximum Rate during the 
period of time (such period of time being hereinafter referred to as a “Delayed Remarketing 
Period”) from and including the applicable Purchase Date to (but not including) the date that all 
such Tendered Bonds are successfully remarketed. 

(C) The Authority may direct the conversion of such Tendered Bonds to a different 
Mode during a Delayed Remarketing Period in accordance with Section 2.15 hereof; provided 
that the Authority shall not be required to comply with the notice requirements described in 
Section 2.15 hereof. 

(D) During a Delayed Remarketing Period, the Remarketing Agent shall continue to 
use its best efforts to remarket such Tendered Bonds.  Once the Remarketing Agent has advised 
the Trustee that it has a good faith belief that it is able to remarket all of such Tendered Bonds, 
the Trustee shall give written notice by mail to the Owners of such Tendered Bonds not later 
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than five Business Days prior to the proposed Purchase Date, which notice shall state: (1) that 
such Tendered Bonds will be subject to mandatory tender for purchase on the proposed Purchase 
Date; (2) the proposed Purchase Date; (3) the Mode applicable to such Tendered Bonds from and 
after the proposed Purchase Date; (4) the procedures for such mandatory tender for purchase; (5) 
the Purchase Price applicable to such Tendered Bonds; and (6) the consequences of a failed 
remarketing. 

(E) During a Delayed Remarketing Period, interest on such Tendered Bonds shall be 
paid to the Owners thereof (1) on the first Business Day of each calendar month occurring during 
such Delayed Remarketing Period and (2) on the day after the last day of such Delayed 
Remarketing Period. 

(F) Notwithstanding any other provision of this Indenture to the contrary, the 
provisions set forth in this Section 4.18 shall not apply to any Bonds of a Series in an ARS 
Mode. 

SECTION 4.19.  Liquidity Facility; Alternate Liquidity Facility. 

(A) The Authority shall provide a Liquidity Facility for the Bonds of a Series in a 
Daily Mode, a Weekly Mode, a Flexible Mode and in a Term Rate Mode.  Each such Liquidity 
Facility (and any Alternate Liquidity Facility provided in replacement thereof) shall provide for 
the purchase of the Bonds of such Series upon their optional or mandatory tender in accordance 
with Section 4.09 and Section 4.10 hereof.  Any Liquidity Facility (or Alternate Liquidity 
Facility) shall be a facility provided by a Liquidity Facility Provider in an amount equal to the 
Required Stated Amount and be acceptable to the applicable Bond Insurer for such Series of 
Bonds. 

(B) If a Liquidity Facility is in effect with respect to the Bonds of such Series, on each 
date on which a Bond of such Series is to be purchased, the Trustee, by demand given by 
Electronic Means before 12:30 p.m. New York City time, shall draw on the applicable Liquidity 
Facility in accordance with the terms thereof so as to receive thereunder by 2:30 p.m. New York 
City time on such date an amount, in immediately available funds, sufficient, together with the 
proceeds of the remarketing of such Bonds on such date, to enable the Trustee to pay the 
Purchase Price in connection therewith.  The proceeds of such draw shall be paid to the Trustee, 
who shall deposit said proceeds in the applicable Liquidity Facility Account pursuant to 
Section 4.17(B) hereof. 

(C) If the Authority shall have delivered a Liquidity Facility to the Trustee in 
accordance with subsection (A) of this Section, the Authority: (1) shall maintain such Liquidity 
Facility or an Alternate Liquidity Facility, in an amount equal to the Required Stated Amount 
prior to its termination; and (2) shall not voluntarily terminate such Liquidity Facility or any 
Alternate Liquidity Facility without providing at least thirty (30) days written notice to the 
Trustee and each of the other Notice Parties. 

(D) The Authority may provide an Alternate Liquidity Facility for the Bonds of such 
Series on any Business Day not later than the fifth (5th) Business Day prior to the Expiration 
Date of the Liquidity Facility then in effect for the Bonds of such Series.  The Authority shall 
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give at least thirty (30) days’ written notice to the Trustee and each of the Notice Parties of its 
intent to furnish an Alternate Liquidity Facility to the Trustee, which notice shall specify the 
nature of such Liquidity Facility, the identity of the Liquidity Facility Provider and the proposed 
Substitution Date.  The Trustee shall give notice of each Mandatory Purchase Date resulting 
from the proposed delivery of an Alternate Liquidity Facility in accordance with the provisions 
set forth in Section 4.10 hereof. 

(E) On or before the Substitution Date, there shall be delivered to the Trustee and the 
applicable Bond Insurer: (1) the Alternate Liquidity Facility in substitution for the Liquidity 
Facility then in effect, (2) a Favorable Opinion of Bond Counsel and (3) a written Opinion of 
Counsel for the provider of Alternate Liquidity Facility to the effect that such Alternate Liquidity 
Facility is a legal, valid, and binding obligation of the provider thereof and covering such other 
matters as the Authority shall require.  Upon the satisfaction of the conditions described in the 
preceding sentence, the Trustee shall accept such Alternate Liquidity Facility and shall surrender 
the Liquidity Facility then in effect to the provider thereof on the Substitution Date; provided, 
however, that if there are insufficient remarketing proceeds to pay the Purchase Price of all 
Bonds of such Series subject to mandatory purchase on such Substitution Date, the Trustee shall 
not surrender the Liquidity Facility then in effect until the Trustee shall have drawn upon the 
existing Liquidity Facility to pay the Purchase Price for Bonds of such Series subject to 
mandatory purchase on such Substitution Date.  Notwithstanding any other provision of this 
Indenture to the contrary, if any condition precedent to the substitution of an Alternate Liquidity 
Facility is not satisfied, the substitution shall not occur but the affected Bonds of such Series 
shall remain subject to mandatory purchase on the proposed Substitution Date. 

(F) In addition to the notice provided pursuant to Section 4.19(D) hereof, the Trustee 
shall give written notice to the Owners of the Bonds of such Series and each of the Notice Parties 
of the extension of the Expiration Date of any Liquidity Facility, such notice to be given by mail 
as promptly as possible upon receipt by the Trustee of notification of such extension. 

SECTION 4.20.  Appointment of Remarketing Agent. 

(A) Upon conversion of a Series of Bonds to a Mode which requires the appointment 
of a Remarketing Agent, the Authority shall appoint a Remarketing Agent for Bonds of such 
Series.  Any Remarketing Agent shall be a member of the National Association of Securities 
Dealers, Inc., shall have a capitalization of at least fifty million dollars ($50,000,000) and shall 
be authorized by law to perform all the duties set forth herein. 

(B) By acceptance of appointment as Remarketing Agent for the Bonds of such 
Series, the Remarketing Agent shall be deemed to have agreed: (1) to remarket such Bonds in 
accordance with the provisions set forth herein; (2) to keep such books and records as shall be 
consistent with prudent industry practice; and (3) to make such books and records available for 
inspection by each of the Notice Parties at all reasonable times. 

(C) The Remarketing Agent may at any time resign and be discharged of the duties 
and obligations created herein as set forth in the Remarketing Agreement entered into by such 
Remarketing Agent and the Authority.  The Remarketing Agent may suspend its remarketing 
efforts in accordance with the provisions set forth in Remarketing Agreement entered into by the 
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Remarketing Agent and the Authority.  The Remarketing Agent may be removed at any time, at 
the direction of the Authority in accordance with the provisions set forth in the Remarketing 
Agreement entered into by the Remarketing Agent and the Authority.  The Authority shall 
provide written notice to each of the Notice Parties of the appointment of any successor 
Remarketing Agent. 

(D) If the Remarketing Agent consolidates with, merges or converts into, or transfers 
all or substantially all of its assets, to another entity meeting the requirements specified in 
subparagraph (A) above, the resulting, surviving or transferee entity shall be the successor 
Remarketing Agent without any further act. 

SECTION 4.21.  Duties of Remarketing Agent.  Each Remarketing Agent shall use its 
best efforts to offer for sale: (A) all Bonds of a Series (or portions thereof to be remarketed) for 
which notice of optional tender pursuant to Section 4.09 hereof has been given; (B) all Bonds of 
a Series that are required to be purchased (yy) on a Mandatory Purchase Date described in 
clauses (i), (ii), (iii), (iv) or (vii) of the definition of Mandatory Purchase Date set forth in 
Section 1.01 hereof and (zz) on a Mandatory Purchase Date described in clause (v) of the 
definition of Mandatory Purchase Date set forth in Section 1.01 hereof if no Liquidity Facility is 
required to be delivered by the Authority in connection with such Mandatory Purchase Date; and 
(C) all Liquidity Facility Bonds that are: (1) purchased on a Purchase Date described above in 
clause (A) or (B) of this Section 4.21, (2) with respect to which the Liquidity Facility Provider 
has provided notice that it is ready to reinstate the Available Amount, such notice to have been 
provided to the Authority, the Trustee and the Remarketing Agent, (3) with respect to which an 
Alternate Liquidity Facility is in effect, or (4) which are being marketed as Fixed Rate Bonds (if 
the Remarketing Agent shall have been engaged to be the Fixed Rate Remarketing Agent). 

If a notice of redemption or a notice of mandatory purchase shall have been given with 
respect to a Bond of a Series, the Remarketing Agent shall provide a copy of such notice to each 
Person to which such Bond is remarketed. 

SECTION 4.22.  Limitations on Remarketing.  No Bonds of any Series shall be 
remarketed by the Remarketing Agent to the Authority or the City. 

ARTICLE V 
 

REVENUES; FUNDS AND ACCOUNTS 

SECTION 5.01.  Pledge and Assignment; Revenue Fund. 

(A) Subject only to the provisions of this Indenture permitting the application thereof 
for the purposes and on the terms and conditions set forth herein, there are hereby pledged all of 
the Revenues and any other amounts held in any fund or account established pursuant to this 
Indenture (other than the Bond Purchase Fund and the Rebate Fund) to (1) secure the payment of 
the principal of and premium, if any, and interest on the Bonds in accordance with their terms 
and the provisions hereof and thereof, and (2) secure the payment of any Related Obligations.  
Said pledge shall constitute a first lien on and security interest in such assets and shall attach, be 
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perfected and be valid and binding from and after delivery by the Trustee of the Bonds, without 
any physical delivery thereof or further act. 

(B) The Authority hereby transfers in trust, grants a security interest in and assigns to 
the Trustee, for the benefit of the Holders from time to time of the Bonds and any Providers, all 
of the Revenues and other assets pledged in subsection (A) of this Section and all of the rights of 
the Authority under the Facility Lease to receive and collect Base Rental Payments and other 
amounts (except for (1) the right to receive any Additional Payments to the extent payable to the 
Authority and (2) any rights of the Authority to indemnification), and the right to enforce, 
whether by action at law or in equity or by other means, all provisions covenants and agreements 
of the Facility Lease with respect to the payment of Base Rental Payments.  The Trustee shall be 
entitled to and shall collect and receive all of the Revenues, and any Revenues 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 and shall take all steps actions and proceedings 
reasonably necessary in its judgment to enforce all of the rights of the Authority and all of the 
obligations of the City under the Facility Lease; provided that these rights shall not extend to any 
right to terminate the Facility Lease or re-enter or re-let the Leased Property or any other 
possessory right to the Leased Property. 

(C) The Authority shall notify the Trustee of the execution of any Related 
Obligations.  With respect to the Series 2007 Bonds, the Authority is executing a Swap with 
Bank of America, N.A.  The Swap Revenues shall be deposited in the Revenue Fund and 
Regular Swap Payments shall be paid from the Interest Account.  Any Extraordinary Swap 
Payments owed to the Swap Provider shall be paid from the Provider Payment Account on a 
subordinate basis to any amounts then due and owing on the Bonds payable hereunder. 

(D) All Revenues shall be promptly deposited by the Trustee upon receipt thereof in a 
special fund designated as the “Revenue Fund” which the Trustee is hereby directed to establish, 
maintain and hold in trust, except as otherwise provided in Sections 5.08 and Section 5.09 and 
except that all moneys received by the Trustee and required to be deposited in the Bond Purchase 
Fund or the Redemption Fund, shall be promptly deposited in the Bond Purchase Fund and 
Redemption Fund, respectively.  All Revenues deposited with the Trustee shall be held 
disbursed, allocated and applied by the Trustee only as provided in this Indenture. 

At least three (3) Business Days prior to each date on which a Base Rental Payment is 
due, pursuant to the Facility Lease, the Trustee shall notify the City of the amount of the 
installment of Base Rental Payment needed to pay the principal of and interest on the Bonds and 
any Regular Swap Payments estimated to become due prior to the next succeeding Base Rental 
Payment Date.  Any failure to send such notice shall not affect the City’s obligation to make 
timely payments of installments of Base Rental Payments. 

(E) In order to carry out and effectuate the pledge, charge and lien on Swap Revenues 
contained herein, the Authority agrees and covenants that all Swap Revenues shall be transferred 
when received to the Trustee for deposit in the Revenue Fund. 
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SECTION 5.02.  Allocation of Revenues.  (A)  On or before the dates specified below the 
Trustee shall transfer from the Revenue Fund and deposit into the following respective accounts 
(each of which the Trustee is hereby directed to establish and maintain within the Revenue Fund) 
the following amounts, in the following order of priority, the requirements of each such account 
(including the making up of any deficiencies in any such account resulting from lack of 
Revenues sufficient to make any earlier required deposit) at the time of deposit to be satisfied 
before any transfer is made to any account subsequent in priority: 

FIRST: on or before each Interest Payment Date and Swap Payment Date, to the 
Interest Account, the amount of interest becoming due and payable on such 
Interest Payment Date on all Bonds and any Regular Swap Payments becoming 
due and payable on Swaps, until the balance in said account is equal to said 
amount of payments due; and 

SECOND: to the Principal Account, on or before each September 1 commencing 
September 1 2007 the amount of the principal payment or Sinking Fund 
Installment becoming due and payable on such September 1 (or the succeeding 
Interest Payment Date if September 1 is not an Interest Payment Date), until the 
balance in said account is equal to said amount of such principal or Sinking Fund 
Installment; and 

THIRD: to the Provider Payment Account, the amount of any Extraordinary Swap 
Payments or other amounts with respect to Related Obligations becoming due and 
payable on any date; provided however that payment of such amounts shall be 
subordinate to all amounts becoming due and payable on all Bonds and any 
Regular Swap Payments becoming due and payable on Swaps. 

(B) Pursuant to Section 3.05, the Authority, at the time of issuance of each Series of 
Bonds, may establish separate subaccount or subaccounts within the Interest Account, Principal 
Account and the Provider Payment Account, as provided in a Supplemental Indenture. 

SECTION 5.03.  Application of Interest Account.  All amounts in the Interest Account 
shall be used and withdrawn by the Trustee solely for the purpose of paying interest on the 
Bonds and any Regular Swap Payments as they shall become due and payable (including accrued 
interest on any Bonds purchased or redeemed prior to maturity pursuant to this Indenture). 

SECTION 5.04.  Application of Principal Account. 

(A) All amounts in the Principal Account shall be used and withdrawn by the Trustee 
solely to purchase or redeem or pay Sinking Fund Installments for a Series of Bonds or pay at 
maturity the Bonds of a Series as provided herein or in a Supplemental Indenture. 

(B) On each Sinking Fund Installment date established pursuant to Section 5.04(C) 
herein or in a Supplemental Indenture, the Trustee shall apply the Sinking Fund Installment 
required on that date to the redemption (or payment at maturity, as the case may be) of a Series 
of Bonds, upon the notice and in the manner provided in Article IV; provided that, pursuant to 
Section 4.08, at any time prior to giving such notice of such redemption, the Trustee may apply 
moneys in the Principal Account to the purchase of such Series of Bonds as directed in writing 
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by the Authority, except that the purchase price (excluding accrued interest) shall not exceed the 
par amount of such Series of Bonds so purchased.  If, during the twelve-month period 
immediately preceding a Sinking Fund Installment payment date, the Trustee has purchased a 
Series of Bonds with moneys in the Principal Account pursuant to Section 4.08 or a Series of 
Bonds were at any time purchased or redeemed by the Trustee from the Redemption Fund and 
allocable to said Sinking Fund Installment, such Bonds shall be applied, to the extent of the full 
principal amount thereof to reduce said Sinking Fund Installment.  All Bonds purchased or 
deposited pursuant to this subsection, if any, shall be cancelled by the Trustee.  Bonds purchased 
from the Principal Account, purchased or redeemed from the Redemption Fund shall be allocated 
first to the next succeeding Sinking Fund Installment, then as a credit against such future Sinking 
Fund Installments as the Authority may specify in writing. 

(C) Subject to the terms and conditions set forth in this Section and in 
Section 4.01(H), the Series 2007 Term Bonds shall be redeemed (or paid at maturity, as the case 
may be) by application of Sinking Fund Installments in the following amounts and on the 
following dates: 

Sinking Fund 
Installment Date 
(September 1) 

Sinking Fund 
Installments 

Sinking Fund 
Installment Date 
(September 1) 

Sinking Fund 
Installments 

2007 $825,000 2021 $2,275,000 
2008 250,000 2022 2,450,000 
2009 925,000 2023 2,625,000 
2010 1,050,000 2024 2,800,000 
2011 1,150,000 2025 3,025,000 
2012 1,275,000 2026 3,225,000 
2013 1,400,000 2027 3,450,000 
2014 1,500,000 2028 3,500,000 
2015 1,650,000 2029 3,625,000 
2016 1,800,000 2030 3,775,000 
2017 1,650,000 2031 3,925,000 
2018 1,800,000 2032 4,075,000 
2019 1,925,000 2033 4,250,000 
2020 2,075,000   

  
* Final Maturity 

Notwithstanding the foregoing, when any Bond to be redeemed pursuant to this 
Section 5.04(C) is subject to an ARS Rate Period, if such September 1 is not an Interest Payment 
Date, the redemption from Sinking Fund Installments shall occur on the Interest Payment Date 
immediately preceding such September 1, unless such September 1 is the Maturity Date therefor. 

If any Series 2007 Term Bonds has been optionally redeemed, the amounts of such 
Sinking Fund Installments shall be reduced as directed by the Authority, or if not so directed, 
proportionally in increments of Authorized Denominations, by the principal amount of all such 
Series 2007 Term Bonds so optionally prepaid. 
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SECTION 5.05.  Reserve Fund.  (A)  The Authority hereby agrees to establish a separate 
fund titled the “Reserve Fund” to be held by the Trustee.  All money in the Reserve Fund shall 
be deposited with, used and withdrawn by the Trustee solely for the purpose of funding the 
Interest Account or the Principal Account, in that order, in the event of any deficiency in either 
of such accounts on a Principal Payment Date or Interest Payment Date or Swap Payment Date, 
except that so long as the Authority is not in default hereunder, any cash amounts in the Reserve 
Fund in excess of the Reserve Fund Requirement shall be withdrawn from the Reserve Fund and 
transferred to the Revenue Fund or, if so directed by the Authority, deposited into a Project Fund 
during construction of any Project on each July 1, following the payment of any amounts due on 
such date and on each date Bonds are redeemed or defeased.  The Trustee shall notify the 
Authority if any withdrawal is made from the Reserve Fund for the purpose of funding the 
Interest Account or the Principal Account.   

(B) Pursuant to Section 3.05, the Authority, at the time of issuance of each Series of 
Bonds, may establish separate subaccount or subaccounts within the Reserve Fund, as provided 
in a Supplemental Indenture. 

(C) The Reserve Fund Requirement shall be determined upon the issuance of a Series 
of Bonds, the defeasance or optional redemption of Bonds and upon the retirement of a Series of 
Bonds.  The Authority shall certify to the Trustee the amount of the Reserve Fund Requirement. 

(D) The Authority may satisfy the Reserve Fund Requirement, in whole or in part, at 
any time by the deposit with the Trustee for the credit of the Reserve Fund of a Reserve Facility.  
If the Reserve Fund Requirement is satisfied by a Reserve Facility, the Trustee shall draw on 
such Reserve Facility in accordance with its terms and the terms hereof, in a timely manner, to 
the extent necessary to fund any such deficiency in the Interest Account or the Principal 
Account.  The Authority shall repay solely from Revenues any draws under a Reserve Facility 
and any Reserve Facility Costs related thereto.  Interest shall accrue and be payable on such 
draws and expenses from the date of payment by a Reserve Facility provider at the rate specified 
in the agreement with respect to such Reserve Facility. 

(E) If the Authority causes a cash-funded Reserve Fund to be replaced with a Reserve 
Facility, amounts on deposit in the Reserve Fund shall, upon Written Request of the Authority to 
the Trustee, be transferred to the City and applied for any lawful purpose, subject, in the case 
where such moneys are proceeds of Bonds, to the receipt by the Authority of an Opinion of 
Counsel that such transfer will not cause the interest on the Bonds to be included in gross income 
for purposes of federal income taxation. 

SECTION 5.06.  Application of Insurance Proceeds.  In the event of any damage to or 
destruction of any part of the Leased Property covered by insurance, the Authority shall cause 
the proceeds of such insurance to be utilized for the repair, reconstruction or replacement of the 
damaged or destroyed portion of the Leased Property, and the Trustee shall hold said proceeds in 
a fund established by the Trustee for such purpose separate and apart from all other funds 
designated the “Insurance and Condemnation Fund,” to the end that such proceeds shall be 
applied to the repair, reconstruction or replacement of the Leased Property to at least the same 
good order, repair and condition as it was in prior to the damage or destruction, insofar as the 
same may be accomplished by the use of said proceeds.  The Authority shall file a Certificate 
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with the Trustee that sufficient funds from insurance proceeds or from any funds legally 
available to the Authority, or from any combination thereof, are available in the event it elects to 
repair reconstruct or replace the Leased Property.  The Trustee shall invest said proceeds in 
Permitted Investments pursuant to the Request of the Authority, as agent for the Authority under 
the Facility Lease, and withdrawals of said proceeds shall be made from time to time upon the 
filing with the Trustee of a Request of the Authority, stating that the Authority has expended 
moneys or incurred liabilities in an amount equal to the amount therein stated for the purpose of 
the repair, reconstruction or replacement of the Leased Property, and specifying the items for 
which such moneys were expended, or such liabilities were incurred, in reasonable detail.  Any 
balance of such proceeds not required for such repair reconstruction or replacement and the 
proceeds of use and occupancy insurance shall be paid to the Trustee as Base Rental Payments 
and applied in the manner provided by Section 5.01.  Alternatively, the Authority, if the proceeds 
of such insurance together with any other moneys then available for such purpose are sufficient 
to prepay all, in case of damage or destruction in whole of the Leased Property, or that portion, 
in the case of partial damage or destruction of the Leased Property, of the Base Rental Payments 
and all other amounts relating to the damaged or destroyed portion of the Leased Property, may 
elect not to repair, reconstruct or replace the damaged or destroyed portion of the Leased 
Property and thereupon shall cause said proceeds to be deposited in the Special Redemption 
Account and used for the redemption of Outstanding Bonds pursuant to the applicable provisions 
of Section 4.01(A).  The Authority shall not apply the proceeds of insurance as set forth in this 
Section 5.06 to redeem the Bonds in part due to damage or destruction of a portion of the Leased 
Property unless the Base Rental Payments on the undamaged portion of the Leased Property will 
be sufficient to pay the scheduled principal and interest on the Bonds remaining unpaid after 
such redemption. 

SECTION 5.07.  Application of Redemption Fund.  (A)  The Trustee shall establish 
maintain and hold in trust a fund separate from any other fund established and maintained 
hereunder designated as the “Redemption Fund” and within the Redemption Fund a separate 
Optional Redemption Account and a separate Special Redemption Account.  All amounts 
deposited in the Optional Redemption Account and in the Special Redemption Account shall be 
used and withdrawn by the Trustee solely for the purpose of redeeming Bonds, in the manner 
and upon the terms and conditions specified in Article IV, at the next succeeding date of 
redemption for which notice has not been given and at the Redemption Prices then applicable to 
redemptions from the Optional Redemption Account and the Special Redemption Account 
respectively; provided that, at any time prior to giving such notice of redemption, the Trustee 
shall, upon direction of the Authority, apply such amounts to the purchase of Bonds pursuant to 
Section 4.08; and provided further that, in the case of the Optional Redemption Account, in lieu 
of redemption at such next succeeding date of redemption or in combination therewith, amounts 
in such account may be transferred to the Revenue Fund and credited against Base Rental 
Payments in order of their due date as set forth in a Request of the Authority. 

(B) Pursuant to Section 3.05, the Authority, at the time of issuance of each Series of 
Bonds, may establish separate subaccount or subaccounts within the Optional Redemption 
Account and Special Redemption Account, as provided in a Supplemental Indenture. 
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SECTION 5.08.  Rebate Fund. 

(A) The Trustee shall establish and maintain a fund separate from any other fund 
established and maintained hereunder designated as the Rebate Fund.  Within the Rebate Fund, 
the Trustee shall maintain such accounts as shall be specified by the Tax Certificate.  Subject to 
the transfer provisions provided in subsection (E) below, all money at any time deposited in the 
Rebate Fund shall be held by the Trustee in trust, to the extent required to satisfy the Rebate 
Amount (as defined in the Tax Certificate), for payment to the federal government of the United 
States of America.  Neither the Authority, the City, nor the Holder of any Bonds shall have any 
rights in or claim to such money.  All amounts deposited into or on deposit in the Rebate Fund 
shall be governed by this Section, by Section 6.05 and by the Tax Certificate (which is 
incorporated herein by reference).  The Trustee shall be deemed conclusively to have complied 
with such provisions if it follows the written directions of the Authority including supplying all 
necessary information in the manner provided in the Tax Certificate, and shall have no liability 
or responsibility to enforce compliance by the City or the Authority with the terms of the Tax 
Certificate.  The Authority shall be deemed conclusively to have complied with the provisions of 
this Section if it takes such action as may reasonably be requested by the City or the Authority 
pursuant to the Tax Certificate. 

(B) Upon the Authority’s written direction, an amount shall be deposited to the 
Rebate Fund by the Trustee from deposits by the Authority or from available investment 
earnings on amounts held in the Revenue Fund, if and to the extent required, so that the balance 
in the Rebate Fund shall equal the Rebate Amount.  Computations of the Rebate Amount shall be 
furnished to the Trustee by or on behalf of the Authority in accordance with the Tax Certificate. 

(C) The Trustee shall have no obligation to rebate any amounts required to be rebated 
pursuant to this Section, other than from moneys held in the funds and accounts created under 
this Indenture or from other moneys provided to it by the Authority. 

(D) At the written direction of the Authority, the Trustee shall invest all amounts held 
in the Rebate Fund in Permitted Investments, subject to the restrictions set forth in the Tax 
Certificate.  Money shall not be transferred from the Rebate Fund except as provided in 
subsection (E) below. 

(E) Upon receipt of the Authority’s written directions, the Trustee shall remit part or 
all of the balances in the Rebate Fund to the United States, as so directed.  In addition, if the 
Authority so directs in writing, the Trustee will deposit money into or transfer money out of the 
Rebate Fund from or into such accounts or funds, as so directed.  Any funds remaining in the 
Rebate Fund after redemption and payment of all of the Bonds and payment and satisfaction of 
any Rebate Amount, or provision made therefor satisfactory to the Trustee, shall be withdrawn 
and remitted to the Authority. 

(F) Notwithstanding any other provision of this Indenture, including in particular 
Article X, the obligation to remit the Rebate Amounts to the United States and to comply with all 
other requirements of this Section, Section 6.05 and the Tax Certificate shall survive the 
defeasance or payment in full of the Bonds. 
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SECTION 5.09.  Investment of Moneys in Funds and Accounts.  All moneys in any of 
the funds and accounts established pursuant to this Indenture (other than the Bond Purchase 
Fund) shall be invested by the Trustee solely in Permitted Investments.  Moneys in the Bond 
Purchase Fund shall remain uninvested.  Permitted Investments shall be purchased at such prices 
as the Authority may direct.  The directions of the Authority shall be subject to the limitations set 
forth in Section 6.05.  All Permitted Investments shall be acquired subject to the limitations as to 
maturities hereinafter in this Section set forth and such additional limitations or requirements 
consistent with the foregoing as may be established by Request of the Authority.  No Request of 
the Authority shall impose any duty on the Trustee inconsistent with its fiduciary responsibilities.  
In the absence of directions from the Authority, the Trustee shall invest in Permitted Investments 
specified in subsection (9) of the definition thereof in Section 1.01. 

Moneys in all funds and accounts (other than the Bond Purchase Fund) shall be invested 
in Permitted Investments maturing not later than the date on which it is estimated that such 
moneys will be required for the purposes specified in this Indenture.  Permitted Investments 
purchased under a repurchase agreement may be deemed to mature on the date or dates on which 
the Trustee may deliver such Permitted Investments for repurchase under such agreement.  
Permitted Investments purchased under an investment agreement may be deemed to mature on 
the date or dates on which the Trustee may withdraw the full amount invested therein, without 
penalty. 

All interest, profits and other income received from the investment of moneys in the 
Rebate Fund shall be deposited when received in such fund.  All interest, profits and other 
income received from the investment of moneys in any other fund or account established 
pursuant to this Indenture shall be deposited when received (1) prior to the delivery of the 
Certificate of the Authority required by Section 3.04(D) in the Project Fund and (2) thereafter in 
the Revenue Fund.  Notwithstanding anything to the contrary contained in this paragraph, an 
amount of interest received with respect to any Investment Security equal to the amount accrued 
interest, if any, paid as part of the purchase price of such Investment Security shall be credited to 
the fund or account for the credit of which such Investment Security was acquired. 

Permitted Investments acquired as an investment of moneys in any fund or account 
established under this Indenture shall be credited to such fund or account.  For the purpose of 
determining the amount in any such fund or account all Permitted Investments credited to such 
fund or account shall be valued at the lower or cost (exclusive of accrued interest after the first 
payment of interest following acquisition) or market value (plus, prior to the first payment of 
interest following acquisition, the amount of interest paid as part of the purchase price). 

The Trustee may commingle any of the amounts on deposit in the funds or accounts 
established pursuant to this Indenture (other than the Bond Purchase Fund or the Rebate Fund) 
into a separate fund or funds for investment purposes only, provided that all funds or accounts 
held by the Trustee hereunder shall be accounted for separately as required by this Indenture.  
The Trustee may act as principal or agent in the making or disposing of any investment.  The 
Trustee may sell at the best price reasonably obtainable, or present for redemption, any Permitted 
Investments so purchased whenever it shall be necessary to provide moneys to meet any required 
payment, transfer, withdrawal or disbursement from the fund or account to which such 
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Investment Security is credited.  For investment purposes, the Trustee may commingle the funds 
and accounts established hereunder, but shall account for each separately. 

SECTION 5.10.  Application of Provider Payment Account.  All amounts in the Provider 
Payment Account shall be used and withdrawn by the Trustee solely for the purpose of paying 
any amounts owed to Providers, including Extraordinary Swap Payments, when due.  To the 
extent amounts deposited therein are insufficient to pay all amounts owed to Providers, such 
amounts shall be applied on a pro rate basis to the payment of amounts owed to Providers. 

SECTION 5.11.  Additional Security.  In addition to the pledge of Revenues and other 
security provided in the Granting Clause hereof, the Authority or the City may, in its discretion, 
provide additional security or credit enhancement for specified Bonds or Series of Bonds 
(including, without limitation, any tax increment reimbursement agreements) with no obligation 
to provide such additional security or credit enhancement to other Series of Bonds. 

ARTICLE VI 
 

PARTICULAR COVENANTS 

SECTION 6.01.  Punctual Payment.  The Authority shall punctually cause to be paid the 
principal or Redemption Price and interest to become due in respect of all the Bonds, in strict 
conformity with the terms of the Bonds and of this Indenture, according to the true intent and 
meaning thereof, but only out of Revenues and other assets pledged for such payment as 
provided in this Indenture. 

SECTION 6.02.  Extension of Payment of Bonds.  Except as set forth in Section 9.01, the 
Authority shall not directly or indirectly extend or assent to the extension of the maturity of any 
of the Bonds or the time of payment of any claims for interest by the purchase or funding of such 
Bonds or claims for interest or by any other arrangement and in case the maturity of any of the 
Bonds or the time of payment of any such claims for interest shall be extended, such Bonds or 
claims for interest shall not be entitled, in case of any default hereunder to the benefits of this 
Indenture, except subject to the prior payment in full of the principal of all of the Bonds then 
Outstanding and of all claims for interest thereon which shall not have been so extended.  
Nothing in this Section shall be deemed to limit the right of the Authority to issue obligations for 
the purpose of refunding any Outstanding Bonds, and such issuance shall not be deemed to 
constitute an extension of maturity of Bonds. 

SECTION 6.03.  Against Encumbrances.  The Authority shall not create any pledge, lien, 
charge or other encumbrance upon the Revenues and other assets pledged or assigned under this 
Indenture while any of the Bonds or Swaps are Outstanding, except the pledges and assignments 
created by this Indenture, and will assist the Trustee in contesting any such pledge, lien, charge 
or other encumbrance which may be created.  Subject to this limitation the Authority expressly 
reserves the right to enter into one or more other indentures for any of its corporate purposes and 
reserves the right to issue other obligations for such purposes. 

SECTION 6.04.  Power to Issue Bonds and Make Pledge and Assignment.  The 
Authority is duly authorized pursuant to law to issue the Bonds and to enter into this Indenture 
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and to pledge and assign the Revenues and other assets purported to be pledged and assigned 
respectively, under this Indenture in the manner and to the extent provided in this Indenture.  The 
Bonds and the provisions of this Indenture are and will be the legal, valid and binding limited 
obligations of the Authority in accordance with their terms, and the Authority and Trustee shall 
at all times, to the extent permitted by law, defend, preserve and protect said pledge and 
assignment of Revenues and other assets and all the rights of the Bondholders under this 
Indenture against all claims and demands of all Persons whomsoever. 

SECTION 6.05.  Tax Covenants; Rebate Fund. 

(A) Pursuant to Section 5.08, the Trustee shall establish and maintain a fund separate 
from any other fund or account established and maintained hereunder designated as the Rebate 
Fund.  There shall be deposited in the Rebate Fund such amounts as are required to be deposited 
therein pursuant to the Tax Certificate.  All money at any time deposited in the Rebate Fund shall 
be held by the Trustee in trust, to the extent required to satisfy the Rebate Requirement (as 
defined in the Tax Certificate), for payment to the United States of America.  Notwithstanding 
the provisions of Article V relating to the pledge of Revenues, the allocation of money in the 
Revenue Fund, the investments of money in any fund or account, the application of funds upon 
acceleration and the defeasance of Outstanding Bonds, all amounts required to be deposited into 
or on deposit in the Rebate Fund shall be governed exclusively by this Section 6.05 and by the 
Tax Certificate (which is incorporated herein by reference).  The Trustee shall be deemed 
conclusively to have complied with such provisions if it follows the written directions of the 
Authority or the City, and shall have no liability or responsibility to enforce compliance by the 
Authority or the City with the terms of the Tax Certificate. 

(B) Any funds remaining in the Rebate Fund after redemption and payment with 
respect to all of the Bonds and all other amounts due hereunder or under the Facility Lease or 
provision made therefor satisfactory to the Trustee, including accrued interest and payment of 
any applicable fees and expenses to the Trustee and satisfaction of the Rebate Requirement (as 
defined in the Tax Certificate), shall be withdrawn by the Trustee and remitted to or upon the 
direction of the Authority. 

(C) The Authority shall not use or permit the use of any proceeds of the Series 2007 
Bonds or any funds of the Authority, directly or indirectly, to acquire any securities or 
obligations, and shall not take or permit to be taken any other action or actions, which would 
cause any of the Series 2007 Bonds to be an “arbitrage bond” within the meaning of Section 148 
of the Code “private activity bond” within the meaning of Section 141(a) of the Code, or 
“federally guaranteed” within the meaning of Section 149(b) of the Code and any such 
applicable requirements promulgated from time to time thereunder and under Section 103(c) of 
the Internal Revenue Code of 1954, as amended.  The Authority shall observe and not violate the 
requirements of Section 148 of the Code and any such applicable regulations.  The Authority 
shall comply with all requirements of Section 148 and 149(b) of the Code to the extent 
applicable to the Series 2007 Bonds.  In the event that at any time the Authority is of the opinion 
that for purposes of this Section 6.05(c) it is necessary to restrict or to limit the yield on the 
investment of any moneys held by the Trustee under this Indenture, the Authority shall so 
instruct the Trustee under this Indenture in writing, and the Trustee shall take such action as may 
be necessary in accordance with such instructions. 
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(D) The Authority and the Trustee (as directed by the Authority) specifically covenant 
to comply with the provisions and procedures of the Tax Certificate; provided that the Trustee 
shall not be bound by this covenant if an Event of Default has occurred and continuing. 

(E) The Authority shall not use or permit the use of any proceeds of the Series 2007 
Bonds or any funds of the Authority, directly or indirectly, in any manner, and shall not take or 
omit to take any action that would cause any of the Series 2007 Bonds to be treated as an 
obligation not described in Section 103(a) of the Code. 

(F) Notwithstanding any provisions of this Section 6.05, if the Authority shall provide 
to the Trustee an Opinion of Counsel that any specified action required under this Section 6.05 or 
the Tax Certificate is no longer required or that some further or different action is required to 
maintain the exclusion from federal income tax of interest on the Series 2007 Bonds the Trustee 
and the Authority may conclusively rely on such opinion in complying with the requirements of 
this Section, and, notwithstanding Article IX hereof, the covenants hereunder shall be deemed to 
be modified to that extent. 

(G) The Authority covenants that, in the event of any change in this Indenture or other 
relevant documents relating to the Series 2007 Bonds, or any other actions taken or omitted by 
the Authority, upon the advice or with the approving Opinion of Counsel other than Sidley 
Austin LLP, Bond Counsel in connection with the original execution and delivery of the Series 
2007 Bonds, the Authority will, upon the making of any such change, or the taking or omission 
of any such other action, cause to be delivered an Opinion of Counsel (together with a reliance 
letter thereon addressed to the Bond Insurer for the Series 2007 Bonds and the Trustee) 
nationally recognized in the area of municipal bonds to the effect that the interest on the Series 
2007 Bonds is excluded from gross income for federal income tax purposes. 

SECTION 6.06.  Accounting Records and Reports.  The Authority will keep or cause to 
be kept proper books of record and accounts in which complete and correct entries shall be made 
of all transactions relating to the receipts, disbursements, allocation and application of the 
Revenues, and such books shall be available for inspection by the Trustee at reasonable hours 
and under reasonable conditions.  Not more than two hundred seventy (270) days after the close 
of each Fiscal Year, the Authority shall furnish or cause to be furnished to the Trustee a complete 
financial statement covering receipts, disbursements, allocation and application of Revenues for 
such Fiscal Year.  The Authority shall also keep or cause to be kept such other information as 
required under the Tax Certificate.  The Trustee shall have no duty to review or examine such 
statement. 

SECTION 6.07.  Construction of Project.  The Authority will construct or cause to be 
constructed the Project from the proceeds of the Bonds with all practicable dispatch and such 
construction will be made in an expeditious manner and in conformity with the law so as to 
complete the same as soon as possible. 

SECTION 6.08.  Amendments to Facility Lease or Sublease.  The Authority shall not 
supplement, amend, modify or terminate any of the terms of the Facility Lease or Sublease, or 
consent to any such supplement, amendment, modification or termination, without the prior 
written consent of the Trustee and the Bond Insurer.  The Trustee shall give such written consent 
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(a) if such supplement, amendment, modification or termination will not materially adversely 
affect the interests of the Bondholders or result in any material impairment of the security hereby 
given for the payment of the Bonds (provided that such supplement amendment or modification 
shall not be deemed to have such adverse effect or to cause such material impairment solely by 
reason of substitution of real property pursuant to Section 2.04 of the Facility Lease), (b) to 
accommodate the issuance of Additional Bonds pursuant to a Supplemental Indenture, (c) to add 
to the agreements, conditions, covenants and terms required to be observed or performed 
thereunder by any party thereto, or to surrender any right or power therein reserved to the 
Authority or the City, (d) to cure, correct or supplement any ambiguous or defective provision 
contained therein, which action does not materially adversely affect the interests of the 
Bondholders, (e) to accommodate any removal or substitution of the Leased Property in 
accordance with Section 2.04 of the Facility Lease, (f) to modify the legal description of the 
Leased Property to conform to the requirements of title insurance or otherwise to add or delete 
property descriptions to reflect accurately the description of the parcels intended or preferred to 
be included therein, or (g) the Trustee first obtains the written consent of the Bondholders of a 
majority in principal amount and Accreted Value, as the case may be, of the Bonds then 
Outstanding to such settlement, amendment, modification or termination; provided, that no such 
supplement, amendment, modification or termination shall reduce the amount of Base Rental 
Payments to be made to the Authority or the Trustee by the City pursuant to the Facility Lease, 
or extend the time for making such payments, or permit the creation of any lien prior to or on a 
parity with the lien created by the Indenture on the Base Rental Payments (except as expressly 
provided in the Facility Lease), in each case without the written consent of all of the 
Bondholders of the Bonds then Outstanding and the Bond Insurer. 

Any supplement, amendment or modification entered into pursuant to this Section 6.08 
shall not, for purposes of this Section 6.08, be deemed to materially adversely affect the interest 
of the Bondholders or result in any material impairment of the security given for the payments of 
the Bonds so long as all Bonds are insured by a Bond Insurance Policy, and each Bond Insurer 
shall be rated in the highest rating category by two of the Rating Agencies. 

SECTION 6.09.  Leasehold Estate; Enforcement of Facility Lease.  The Authority will 
be, on the date of the delivery of the Bonds, the owner and lawfully possessed of the leasehold 
estate described in the Facility Lease, and the Facility Lease will be, on the date of delivery of 
the Bonds, a valid subsisting demise for the term therein set forth of the property which it 
purports to demise.  At the time of the delivery of the Bonds the City will be the owner in fee 
simple of the premises described therein, and the Facility Lease will be lawfully made by the 
City, and the covenants contained in the Facility Lease on the part of the City will be valid and 
binding.  At the time of the delivery of the Bonds, the Authority will have good right, full power 
and lawful authority to lease said leasehold estate, in the manner and form provided in the 
Facility Lease, and the Facility Lease will be duly and regularly executed. 

Without allowance for any days of grace which may or might exist or be allowed by law 
or granted pursuant to any terms or conditions of the Facility Lease, the Authority will in all 
respects promptly and faithfully keep, perform and comply with all the terms, provisions 
covenants, conditions and agreements of the Facility Lease to be kept, performed and complied 
with by it.  The Authority will not do or permit anything to be done, or omit or refrain from 
doing anything, in any case where any such act done or permitted to be done, or any such 
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omission of or refraining from action, would or might be a ground for declaring a forfeiture of 
the Facility Lease, or would or might be a ground for cancellation or termination of the Facility 
Lease by the lessee thereunder.  The Authority will promptly deposit with the Trustee (to be held 
by the Trustee until the title and rights of the Trustee under this Indenture shall be released or 
reconvened) any and all documentary evidence received by it showing compliance with the 
provisions of the Facility Lease to be performed by the Authority.  The Authority, immediately 
upon its receiving or giving any notice, communication or other document in any way relating to 
or affecting the Facility Lease, or the leasehold estate thereby created, which mayor can in any 
manner affect the estate of the lessor or of the Authority in or under the Facility Lease, will 
deliver the same, or a copy thereof, to the Trustee. 

The Trustee shall promptly collect all amounts due from the City pursuant to the Facility 
Lease, shall perform all duties imposed upon it pursuant to the Facility Lease and shall diligently 
enforce, and take all steps, actions and proceedings reasonably necessary for the enforcement of, 
all of the rights of the Authority and all of the obligations of the City. 

SECTION 6.10.  Waiver of Laws.  The Authority shall not at any time insist upon or 
plead in any manner whatsoever, or claim or take the benefit or advantage of, any stay or 
extension law now or at any time hereafter in force that may affect the covenants and agreements 
contained in this Indenture or in the Bonds, and all benefit or advantage of any such law or laws 
is hereby expressly waived by the Authority to the extent permitted by law. 

SECTION 6.11.  Further Assurances.  The Authority shall make, execute and deliver any 
and all such further indentures, instruments and assurances as may be reasonably necessary or 
proper to carry out the intention or to facilitate the performance of this Indenture and for the 
better assuring and confirming unto the Holders of the Bonds of the rights and benefits provided 
in this Indenture. 

ARTICLE VII 
 

EVENTS OF DEFAULT AND REMEDIES OF BONDHOLDERS 

SECTION 7.01.  Events of Default.  The following events shall be Events of Default: 

(A) default in the due and punctual payment of the principal or Redemption Price of 
any Bond when and as the same shall become due and payable, whether at maturity as therein 
expressed, by proceedings for redemption, by acceleration or otherwise or default in the 
redemption of any Bonds from Sinking Fund Installments in the amount and at the times 
provided therefor; 

(B) default in the due and punctual payment of any installment of interest on any 
Bond or any Regular Swap Payment when and as such interest installment or Regular Swap 
Payment shall become due and payable; 

(C) default in any material respect by the Authority in the observance of any of the 
other covenants, agreements or conditions on its part in this Indenture or in the Bonds contained, 
if such default shall have continued for a period of sixty (60) days after written notice thereof, 
specifying such default and requiring the same to be remedied, shall have been given to the 
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Authority and the City by the Trustee, or to the Authority, the City and the Trustee by any of the 
Bond Insurer or the Holders of not less than twenty-five per cent (25%) in aggregate principal 
amount of the Bonds at the time Outstanding; or 

(D) an Event of Default occurring under Section 6.01 of the Facility Lease. 

Upon actual knowledge of the existence of any Event of Default, the Trustee shall notify 
the Authority, the City, and the Bond Insurer in writing as soon as practicable; provided, 
however, that the Trustee need not provide notice of any event of default pursuant to 
subsection (D) above (a “Lease Default Event) if the City has expressly acknowledged the 
existence of such Lease Default Event in a writing delivered to the Trustee, the Bond Insurer and 
the Authority.  Additionally, the Trustee shall immediately notify the applicable Bond Insurer if 
at any time there are insufficient moneys to make any payments of principal of and/or interest on 
the Insured Bonds insured by such Bond Insurer and immediately upon the occurrence of any 
Event of Default hereunder and shall provide such additional information as such Bond Insurer 
shall reasonably request. 

SECTION 7.02.  Acceleration of Maturities.  Whenever any Event of Default referred to 
in Section 7.01 shall have happened and be continuing, the Trustee may take the following 
remedial steps: 

(A) In the case of an Event of Default described in Section 7.01 (A) or (B) of this 
Indenture, the Trustee may notify the Authority and the City of such Event of Default may make 
a demand for payment under the Indenture and may declare the principal of all obligations issued 
under the Indenture then outstanding to be due and immediately payable, and upon any such 
declaration the same shall become and shall be immediately due and payable, anything in this 
Indenture to the contrary notwithstanding; 

(B) In the case of an Event of Default described in Section 7.01(C) of this Indenture, 
the Trustee may take whatever action at law or in equity is necessary or desirable to enforce the 
performance, observance or compliance by the Authority with any covenant condition or 
agreement by the Authority under this Indenture; and 

(C) In the case of an Event of Default described in Section 7.01(D) of this Indenture, 
the Trustee may take whatever action the Authority would be entitled to take, and shall take 
whatever action the Authority would be required to take, pursuant to the Facility Lease in order 
to remedy the Lease Default Event. 

Nothing contained herein, however, shall require the Trustee to exercise any remedies in 
connection with an Event of Default unless the Trustee shall have actual knowledge or shall have 
received written notice of such Event of Default. 

SECTION 7.03.  Application of Revenues and Other Funds After Default.  If an Event of 
Default shall occur and be continuing, all Revenues and any other funds then held or thereafter 
received by the Trustee under any of the provisions of this Indenture (subject to Section 11.10 
and other than moneys required to be deposited in the Rebate Fund or the Bond Purchase Fund) 
shall be applied by the Trustee as follows and in the following order: 
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(1) To the payment of any expenses necessary in the opinion of the Trustee to 
protect the interests of the Holders of the Bonds and the Providers and payment of reasonable 
fees and expenses of the Trustee (including reasonable fees and disbursements of its counsel) 
incurred in and about the performance of its powers and duties under this Indenture; and 

(2) To the payment of the principal or Redemption Price of and interest then 
due on the Bonds (upon presentation of the Bonds to be paid, and stamping thereon of the 
payment if only partially paid, or surrender thereof if fully paid) and the Regular Swap Payments 
subject to the provisions of this Indenture (including Section 7.02), as follows: 

(a) Unless the principal of all of the Bonds shall have become or have 
been declared due and payable 

FIRST: To the payment to the Persons entitled thereto of all installments of 
interest then due in the order of the maturity of such installments and any Regular 
Swap Payments, and, if the amount available shall not be sufficient to pay in full 
any installment or installments maturing on the same date, then to the payment 
thereof ratably, according to the amounts due thereon, to the Persons entitled 
thereto, without any discrimination or preference; and 

SECOND: To the payment to the Persons entitled thereto of the unpaid principal 
(including Sinking Fund Installments) or Redemption Price of any Bonds which 
shall have become due, whether at maturity or by call for redemption, in the order 
of their due dates, with interest on the overdue principal at the rate borne by the 
respective Bonds and, if the amount available shall not be sufficient to pay in full 
all the Bonds due on any date, together with such interest, then to the payment 
thereof ratably, according to the amounts of principal or Redemption Price due on 
such date to the Persons entitled thereto, without’ any discrimination or 
preference. 

THIRD: To the payment to the Providers entitled thereto of amounts due with 
respect to any Related Obligations, and, if the amount available shall not be 
sufficient to pay in full any amounts due with respect to any Related Obligations, 
then to the payment thereof ratably, according to the amounts due thereon, to the 
Providers entitled thereto without discrimination or preferences. 

(b) If the principal of all of the Bonds shall have become or have been 
declared due and payable 

FIRST: To the payment to the Persons entitled thereto of the principal and interest 
then due and unpaid upon the Bonds and any Regular Swap Payments, with 
interest on the overdue principal at the rate borne by the respective Bonds, and, if 
the amount available shall not be sufficient to pay in full the whole amount so due 
and unpaid, then to the payment thereof ratably, without preference or priority of 
principal over interest, or of interest over principal, or of any installment of 
interest over any other installment of interest, or of any Bond over any other Bond 
or of any principal or interest over any Regular Swap Payment, according to the 
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amounts due respectively for principal and interest and Regular Swap Payments, 
to the Persons entitled thereto without any discrimination or preference. 

SECOND: To the extent funds remain available, to the payment to the Providers 
entitled thereto of amounts due with respect to any Related Obligations, and, if 
the amount available shall not be sufficient to pay in full any amounts due with 
respect to any Related Obligations, then to the payment thereof ratably, according 
to the amounts due thereon, to the Providers entitled thereto, without 
discrimination or preferences. 

SECTION 7.04.  Trustee to Represent Bondholders.  The Trustee is hereby irrevocably 
appointed (and the successive respective Holders of the Bonds, by taking and holding the same, 
shall be conclusively deemed to have so appointed the Trustee) as Trustee and true and lawful 
attorney-in-fact of the Holders of the Bonds for the purpose of exercising and prosecuting on 
their behalf such rights and remedies as may be available to such Holders under the provisions of 
the Bonds, this Indenture, the Facility Lease, the Act and applicable provisions of any other law.  
Upon the occurrence and continuance of an Event of Default or other occasion giving rise to a 
right in the Trustee to represent the Bondholders, the Trustee in its discretion may, and upon the 
written request of the Holders of not less than twenty-five percent (25%) in aggregate principal 
amount of the Bonds then Outstanding, and upon being indemnified to its satisfaction therefor 
shall, proceed to protect or enforce its rights or the rights of such Holders by such appropriate 
action, suit, mandamus or other proceedings as it shall deem most effectual to protect and 
enforce any such right, at law or in equity, either for the specific performance of any covenant or 
agreement contained herein, or in aid of the execution of any power herein granted, or for the 
enforcement of any other appropriate legal or equitable right or remedy vested in the Trustee or 
in such Holders under this Indenture, the Facility Lease, the Act or any other law; and upon 
instituting such proceeding, the Trustee shall be entitled, as a matter of right, to the appointment 
of a receiver of the Revenues and other amounts and assets pledged under this Indenture pending 
such proceedings.  If more than one such request is received by the Trustee from the Holders, the 
Trustee shall follow the written request executed by the Holders of the greater percentage of 
Bonds then Outstanding in excess of twenty-five percent (25%).  All rights action under this 
Indenture or the Bonds or otherwise may be prosecuted and enforced by the Trustee without the 
possession of any of the Bonds or the production thereof in any proceeding relating thereto, and 
any such suit, action or proceeding instituted by the Trustee shall be brought in the name of the 
Trustee for the benefit and protection of all the Holders of such Bonds, subject to the provisions 
of this Indenture. 

SECTION 7.05.  Bondholders’ Direction of Proceedings.  Anything in this Indenture to 
the contrary notwithstanding, the Holders of a majority in aggregate principal amount of the 
Bonds then Outstanding shall, have the right, by an instrument or concurrent instruments in 
writing executed and delivered to the Trustee, and upon indemnifying the Trustee to its 
satisfaction therefor, to direct the method of conducting all remedial proceedings taken by the 
Trustee hereunder, provided that such direction shall not be otherwise than in accordance with 
law and the provisions of this Indenture, and that the Trustee shall have the right to decline to 
follow any such direction which in the opinion of the Trustee would be unjustly prejudicial to 
Bondholders not parties to such direction. 
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SECTION 7.06.  Limitation on Bondholders’ Right to Sue.  No Holder of any Bond shall 
have the right to institute any suit, action or proceeding at law or in equity, for the protection or 
enforcement of any right or remedy under this Indenture, the Facility Lease, the Act or any other 
applicable law with respect to such Bond, unless (1) such Holder shall have given to the Trustee 
written notice of the occurrence of an Event of Default; (2) the Holders of not less than twenty-
five per cent (25%) in aggregate principal amount of the Bonds then Outstanding shall have 
made written request upon the Trustee to exercise the powers hereinbefore granted or to institute 
such suit, action or proceeding in its own name; provided, however, that if more than one such 
request is received by the Trustee from the Holders, the Trustee shall follow the written request 
executed by the Holders of the greater percentage of Bonds then Outstanding in excess of 
twenty-five percent (25%); (3) such Holder or 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 (4) the Trustee shall have refused or omitted to comply with 
such request for a period of sixty (60) 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 hereby 
declared, in every case, to be conditions precedent to the exercise by any Holder of Bonds of any 
remedy hereunder or under law; it being understood and intended that no one or more Holders of 
Bonds shall have any right in any manner whatever by such Holders or Holders’ action to affect 
disturb or prejudice the security of this Indenture or the rights of any other Holders of Bonds, or 
to enforce any right under this Indenture, the Facility Lease, the Act or other applicable law with 
respect to the Bonds, except in the manner herein provided, and that all proceedings at law or in 
equity to enforce any such right shall be instituted, had and maintained in the manner herein 
provided and for the benefit and protection of all Holders of the Outstanding Bonds, subject to 
the provisions of this Indenture. 

SECTION 7.07.  Absolute Obligation of Authority.  Nothing in Section 7.06 or in any 
other provision of this Indenture, or in the Bonds, contained shall affect or impair the obligation 
of the Authority, which is absolute and unconditional, to pay the principal or Redemption Price 
of and interest on the Bonds to the respective Holders of the Bonds at their respective dates of 
maturity, or upon call for redemption, as herein provided, but only out of the Revenues and other 
assets herein pledged therefor, and not otherwise, or affect or impair the right of such Holders, 
which is also absolute and unconditional, to enforce such payment by virtue of the contract 
embodied in the Bonds. 

SECTION 7.08.  Termination of Proceedings.  In case any proceedings taken by the 
Trustee or anyone or more Bondholders on account of any Event of Default shall have been 
discontinued or abandoned for any reason or shall have been determined adversely to the Trustee 
or the Bondholders, then in every such case the Authority, the Trustee, the Bond Insurer, the 
Liquidity Facility Provider (if any) and the Bondholders, subject to any determination in such 
proceedings, shall be restored to their former positions and rights hereunder, severally and 
respectively, and all rights, remedies, powers and duties of the Authority, the Trustee, the Bond 
Insurer, the Liquidity Facility Provider (if any) and the Bondholders shall continue as though no 
such proceedings had been taken. 
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SECTION 7.09.  Remedies Not Exclusive.  No remedy herein conferred upon or reserved 
to the Trustee or to the Holders of the Bonds or to any Provider is intended to be exclusive of any 
other remedy or remedies, and each and every such remedy, to the extent permitted by law, shall 
be cumulative and in addition to any other remedy given hereunder or now or hereafter existing 
at law or in equity or otherwise. 

SECTION 7.10.  No Waiver of Default.  No delay or omission of the Trustee or of any 
Holder of the Bonds or of any Provider to exercise any right or power arising upon the 
occurrence of any default shall impair any such right or power or shall be construed to be a 
waiver of any such default or an acquiescence therein; and every power and remedy given by this 
Indenture to the Trustee or to the Holders of the Bonds may be exercised from time to time and 
as often as may be deemed expedient. 

ARTICLE VIII 
 

THE TRUSTEE 

SECTION 8.01.  Duties, Immunities and Liabilities of Trustee. 

(A) The Trustee shall, prior to an Event of Default, and after the curing of all Events 
of Default which may have occurred, perform such duties and only such duties as are specifically 
set forth in this Indenture, and, except to the extent required by law, no implied covenants or 
obligations shall be read into this Indenture against the Trustee.  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 this Indenture, and use the same degree of care and skill in their exercise, 
as a prudent person that customarily engages in activities essentially similar to those provided for 
the Trustee hereunder would exercise or use under the circumstances in the conduct of such 
person’s own affairs. 

(B) The Authority may, upon written request of the City shall, remove the Trustee at 
any time unless an Event of Default shall have occurred and then be continuing, and shall 
remove the Trustee if at any time requested to do so by an instrument or concurrent instruments 
in writing signed by the Holders of not less than a majority in aggregate principal amount of the 
Bonds then Outstanding (or their attorneys duly authorized in writing) or if at any time the 
Trustee shall cease to be eligible in accordance with subsection (E) of this Section, or shall 
become incapable of acting, or shall be adjudged a bankrupt or insolvent, or a receiver of the 
Trustee or its property shall be appointed, or any public officer shall take control or charge of the 
Trustee or of its property or affairs for the purpose of rehabilitation, conservation or liquidation, 
in each case by giving written notice of such removal to the Trustee, and thereupon shall appoint 
a successor Trustee by an instrument in writing. 

(C) The Trustee may at any time resign by giving written notice of such resignation to 
the Authority, the Bond Insurer, the Liquidity Facility Provider (if any), the City and by giving 
the Bondholders notice of such resignation by mail at the addresses shown on the registration 
books maintained by the Trustee.  Upon receiving such notice of resignation the Authority shall 
promptly appoint a successor Trustee by an instrument in writing.  The Trustee shall not be 
relieved of its duties until such successor Trustee has accepted appointment. 
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(D) Any removal or resignation of the Trustee and appointment of a successor Trustee 
shall only become effective upon acceptance of appointment by the successor Trustee.  If no 
successor Trustee shall have been appointed and have accepted appointment within thirty (30) 
days of giving notice of removal or notice of resignation as aforesaid, the resigning Trustee or 
any Bondholder (on behalf of such Bondholder and all other Bondholders) may petition any 
court of competent jurisdiction for the appointment of a successor Trustee, and such court may 
thereupon, after such notice (if any) as it may deem proper, appoint such successor Trustee.  Any 
successor Trustee appointed under this Indenture shall signify its acceptance of such appointment 
by executing and delivering to the Authority and to its predecessor Trustee.  Trustee a written 
acceptance thereof, and thereupon such successor Trustee, without any further act, deed or 
conveyance, shall become vested with all the moneys, estates, properties, rights, powers, trusts, 
duties and obligations of such predecessor Trustee, with like effect as if originally named Trustee 
herein; but nevertheless at the request of the successor Trustee, such predecessor Trustee shall 
execute and deliver any and all instruments of conveyance or further assurance and do such other 
things as may reasonably be required for more fully and certainly vesting in and confirming to 
such successor Trustee all the right, title and interest of such predecessor Trustee in and to any 
property held by it under this Indenture and shall pay over, transfer, assign and deliver to the 
successor Trustee any money or other property subject to the trusts and conditions herein set 
forth.  Upon the request of the successor Trustee, the Authority shall execute and deliver any and 
all instruments as may be reasonably required for more fully and certainly vesting in and 
confirming to such successor Trustee all such moneys, estates, properties, rights, powers, trusts, 
duties and obligations.  Upon the acceptance of appointment by a successor Trustee as provided 
in this subsection, the Authority shall mail, or cause to be mailed, a notice of the succession of 
such Trustee to the trusts hereunder to the Bondholders at the addresses shown on the 
registration books maintained by the Trustee.  If the Authority fails to mail such notice within 
fifteen (15) days after acceptance of appointment by the successor Trustee, the successor Trustee 
shall cause such notice to be mailed at the expense of the Authority. 

(E) The Trustee and any successor Trustee shall be a trust company or bank having a 
combined capital and surplus of at least seventy-five million dollars ($75,000,000) (or providing 
a guarantee of the full and prompt performance by the Trustee of its obligations under this Bond 
Indenture by a guarantor with such combined capital and surplus) and subject to supervision or 
examination by federal or state authority.  If such bank or trust company publishes a report of 
condition at least annually, pursuant to law or to the requirements of any supervising or 
examining authority above referred to, then for the purpose of this subsection the combined 
capital and surplus of such bank or trust company 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 this subsection (E), the 
Trustee shall resign immediately in the manner and with the effect specified in this Section. 

SECTION 8.02.  Merger or Consolidation.  Any company into which the Trustee may be 
merged or converted or with which it may be consolidated or any company resulting from any 
merger, conversion or consolidation to which it shall be a party or any company to which the 
Trustee may sell or transfer all or substantially all of its corporate trust business provided such 
company shall be eligible under subsection (E) of Section 8.01, shall be the successor to such 
Trustee without the execution or filing of any paper or any further act anything herein to the 
contrary notwithstanding. 
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SECTION 8.03.  Liability of Trustee. 

(A) The recitals of facts herein and in the Bonds contained shall be taken as 
statements of the Authority, and the Trustee assumes no responsibility for the correctness of the 
same, makes no representations as to the validity or sufficiency of this Indenture, of the Facility 
Lease, of the Remarketing Agreement, or of the Bonds, and shall incur no responsibility in 
respect thereof, other than in connection with the duties or obligations herein or in the Bonds 
assigned to or imposed upon it except for any recital or representation specifically relating to the 
Trustee or its powers.  The Trustee shall, however, be responsible for its representations 
contained in its certificate of authentication on the Bonds.  The Trustee shall not be liable in 
connection with the performance of its duties hereunder, except for its own negligence or willful 
misconduct.  The Trustee may become the owner of Bonds with the same rights it would have if 
it were not Trustee, and, to the extent permitted by law, may act as depositary for and permit any 
of its officers or directors to act as a member of, or in any other capacity with respect, any 
committee formed to protect the rights of Bondholders, whether or not such committee shall 
represent the Holders of a majority in principal amount of the Bonds then Outstanding. 

(B) The Trustee shall not be liable for any error of judgment made in good faith by 
any of its officers, employees, agents or representatives, unless it shall be proved that the Trustee 
was negligent in ascertaining the pertinent facts. 

(C) 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 Holders of not less than twenty-
five percent (25%) 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 this Indenture. 

(D) The Trustee shall be under no obligation to exercise any of the rights or powers 
vested in it by this Indenture at the request, order or direction of any of the Bondholders pursuant 
to the provisions of this Indenture, other than to make draws on a Liquidity Facility or Bond 
Insurance Policy in accordance with the terms of this Indenture, unless such Bondholders shall 
have offered to the Trustee security or indemnity, satisfactory to the Trustee, against the costs, 
expenses and liabilities which may be incurred therein or thereby.  The Trustee has no obligation 
or liability to the Holders for the payment of interest on, principal of or premium, if any, with 
respect to the Bonds from its own funds, but rather the Trustee’s obligations shall be limited to 
the performance of its duties hereunder. 

(E) Except with respect to Events of Default specified in Section 7.01(A) or (B), the 
Trustee shall not be deemed to have knowledge of any Event of Default unless and until an 
officer at the Principal Office responsible for the administration of its duties hereunder shall have 
actual knowledge thereof or the Trustee shall have received written notice thereof at the Principal 
Office.  The Trustee shall not be bound to ascertain or inquire as to the performance or 
observance of any of the terms, conditions, covenants or agreements herein or of any of the 
documents executed in connection with the Bonds, or as to the existence of a default or Event of 
Default thereunder.  The Trustee shall not be responsible for the validity or effectiveness of any 
collateral given to or held by it. 



 

83 
 SF1 1445588 47922/34 

(F) The Trustee may execute any of the trusts or powers hereunder or perform any 
duties hereunder either directly or by or through attorneys-in-fact, agents, receivers, officers, 
employees or representatives, but shall be answerable for the negligence or misconduct of any 
such attorney-in-fact, agent, receiver, officer, employee or representative selected by it.  The 
Trustee shall be entitled to advice of counsel and other professionals concerning all matters of 
trust and its duty hereunder, but the Trustee shall not be answerable for the professional 
malpractice of any counselor other professional (including without limiting the generality of the 
foregoing, attorneys-in-law or certified public accountants) in connection with the rendering of 
such counsels or other professionals’ advice in accordance with the terms of this Indenture, if 
such counselor other professional was selected by the Trustee with due care. 

(G) The Trustee shall not be concerned with or accountable to anyone for the 
subsequent use or application of any moneys that shall be released or withdrawn in accordance 
with the provisions hereof. 

(H) Whether or not therein expressly so provided, every provision of this Indenture, 
the Facility Lease or related documents relating to the conduct or affecting the liability of or 
affording protection to the Trustee shall be subject to the provisions of this Article. 

(I) The Trustee shall not be considered in breach of or in default in its obligations 
hereunder or progress in respect thereto in the event of enforced delay (“unavoidable delay”) in 
the performance of such obligations due to unforeseeable causes beyond its control and without 
its fault or negligence. 

(J) The Trustee agrees to accept and act upon facsimile transmission of written 
instructions and/or directions pursuant to this Section provided; however, that: (1) subsequent to 
such facsimile transmission of written instructions and/or directions the Trustee shall forthwith 
receive the originally executed instructions and/or directions, (2) such originally executed 
instructions and/or directions shall be signed by a person as may be designated and authorized to 
sign for the party signing such instructions and/or directions, and (3) the Trustees shall have 
received a current incumbency certificate containing the specimen signature of such designated 
person. 

SECTION 8.04.  Right of Trustee to Rely on Documents.  The Trustee shall be protected 
in acting upon any notice, resolution, request, consent, order, certificate, report, opinion, bond, 
requisition, statement, facsimile transmission, electronic mail or other paper or document 
believed by it to be genuine and to have been signed or presented by the proper party or parties.  
The Trustee may consult with counsel, who may be counsel of or to the Authority and/or counsel 
selected by the Trustee, with regard to legal questions, and the opinion of such counsel shall be 
full and complete authorization and protection in respect of any action taken or suffered by it 
hereunder in good faith and in accordance therewith. 

Whenever in the administration of the trusts imposed upon it by this Indenture the 
Trustee shall deem it necessary or desirable that a matter be proved or established prior to taking 
or suffering any action hereunder, such matter (unless other evidence in respect thereof be herein 
specifically prescribed) may be deemed to be conclusively proved and established by a 
Certificate of the Authority, and such Certificate shall be full warrant to the Trustee for any 
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action taken or suffered in good faith under the provisions of this Indenture in reliance upon such 
Certificate, but in its discretion the Trustee may, in lieu thereof, accept other evidence of such 
matter or may require such additional evidence as to it may deem reasonable. 

SECTION 8.05.  Preservation and Inspection of Documents.  All documents received by 
the Trustee under the provisions of this Indenture shall be retained in its possession and shall be 
subject at all reasonable times to the inspection of the Authority, the City, the Liquidity Facility 
Provider (if any) and any Bondholder, and their agents and representatives duly authorized in 
writing, at reasonable hours and under reasonable conditions. 

SECTION 8.06.  Compensation and Indemnification.  The Authority shall pay to the 
Trustee from time to time reasonable compensation for all services rendered under this 
Indenture, and also all reasonable expenses, charges, legal and consulting fees and other 
disbursements and those of its attorneys, agents and employees, incurred in and about the 
performance of its powers and duties under this Indenture. 

No provision of this Indenture shall require the Trustee to expend or risk its own funds or 
otherwise incur any financial liability in the performance of any of its duties hereunder or in the 
exercise of its rights or powers, if it has not received the agreed compensation for such services 
or, in cases where the Trustee has a right to reimbursement or indemnification for such 
performance or .  exercise, if it shall have reasonable grounds for believing that repayment of 
such funds or adequate indemnity against such risk or liability is not reasonably assured to it. 

SECTION 8.07.  Trustee’s Relationship to the Authority. 

(A) The Trustee acknowledges that the Bonds are payable solely from Revenues, 
including payments to be made by the City pursuant to the Facility Lease and the Bonds, that the 
Authority is a passive conduit for the payments to be made by the City pursuant to the Facility 
Lease and the Bonds and that the Bonds are not general obligations of the Authority.  The 
Trustee, by execution of this Indenture, has accepted the assignment by the Authority to the 
Trustee of the payments to be made by the City pursuant to the Facility Lease and the Bonds and 
of certain of the rights of the Authority under the Facility Lease and the Bonds and, to the extent 
permitted by law and subject to the limiting provisions contained herein has assumed any and all 
responsibilities of the Authority under the Facility Lease and the Bonds to enforce those rights.  
The Trustee will notify the Authority of any default known to the Trustee under the Facility 
Lease or the Bonds, and will upon receipt of a Request of the Authority provide the Authority 
with any information reasonably available to the Trustee which the Authority may reasonably 
request regarding any events of default. 

(B) The Trustee agrees to provide the Authority within a reasonable time after the 
receipt of a Request of the Authority any financial or other information it may reasonably request 
relating to the City or to the Indenture or the Facility Lease and the Bonds which the Authority 
finds necessary or desirable and which is reasonably available to the Trustee. 

(C) The Trustee will disclose to the Authority each calendar year the total amount of 
fees charged for performing its duties hereunder. 
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ARTICLE IX 
 

MODIFICATION OR AMENDMENT OF THE INDENTURE 

SECTION 9.01.  Amendments Permitted. 

(A) This Indenture and the rights and obligations of the Authority and of the Holders 
of the Bonds and of the Trustee and of any Swap Provider may be modified or amended from 
time to time and at any time by an indenture or indentures supplemental hereto, which the 
Authority and the Trustee may enter into when, the City shall have filed with the Trustee the 
written consent of the Holders of a majority in aggregate principal amount of the Bonds then 
Outstanding.  No such modification or amendment shall (1) extend the stated maturity of any 
Bond, or reduce the amount of principal thereof, or extend the time of payment or change the 
method of computing the rate of interest thereon, or extend the time of payment of interest 
thereon, or reduce any premium payable upon the redemption thereof or change the Purchase 
Price to be paid to Holders tendering their Bonds, without the consent of the Holder of each 
Bond so affected, or (2) reduce the aforesaid percentage of Bonds, the consent of the Holders of 
which is required to effect any such modification or amendment, or permit the creation of any 
lien on the Revenues and other assets pledged under this Indenture prior to or on a parity with the 
lien created by this Indenture, or deprive the Holders of the Bonds or the Swap Provider of the 
lien created by this Indenture on such Revenues and other assets (except as expressly provided in 
this Indenture), without the consent of the Holders of all Bonds then Outstanding and the Swap 
Provider.  It shall not be necessary for the consent of the Bondholders to approve the particular 
form of any Supplemental Indenture, but it shall be sufficient if such consent shall approve the 
substance thereof.  Promptly after the execution by the Authority and the Trustee of any 
Supplemental Indenture pursuant to this subsection (A), the Trustee shall mail a notice, setting 
forth in general terms the substance of such Supplemental Indenture to the Bondholders at the 
addresses shown on the registration books maintained by the Trustee.  Any failure to give such 
notice, or any defect therein, shall not, however, in any way impair or affect the validity of any 
such Supplemental Indenture. 

(B) This Indenture and the rights and obligations of the Authority, of the Trustee and 
of the Holders of the Bonds, except as it relates to the Swap Agreement, may also be modified or 
amended from time to time and at any time by an indenture or indentures supplemental hereto, 
which the Authority and the Trustee may enter into without the necessity of obtaining the 
consent of any Bondholders, for any purpose that will not materially adversely affect the 
interests of the Holders of the Bonds, including (without limitation) anyone or more of the 
following purposes: 

(1) to add to the covenants and agreements of the Authority contained in this 
Indenture other covenants and agreements thereafter to be observed, to pledge or assign 
additional security for the Bonds (or any portion thereof), or to surrender any right or power 
herein reserved to or conferred upon the Authority; 

(2) to make such provisions for the purpose of curing any ambiguity 
inconsistency or omission, or of curing or correcting any defective provision, contained in this 
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Indenture, or in regard to matters or questions arising under this Indenture, as the Authority or 
the Trustee may deem necessary or desirable; 

(3) to modify, amend or supplement this Indenture in such manner as to 
permit the qualification hereof under the Trust Indenture Act of 1939, as amended, or any similar 
federal statute hereafter in effect, and to add such other terms, conditions and provisions as may 
be permitted by said act or similar federal statute; 

(4) to provide for the issuance of any Additional Bonds and to provide the 
terms of such Additional Bonds, subject to the conditions and upon compliance with the 
procedure set forth in Article III (which shall be deemed not to adversely affect Bondholders); 

(5) to evidence or give effect to, or to conform to the terms and provisions of 
any Liquidity Facility; 

(6) to evidence or give effect to, or to conform to the terms and provisions of 
any insurance policy, letter of credit, surety bond or other credit enhancement for the Bonds; 

(7) to facilitate and implement any book entry system (or any termination of a 
book entry system) with respect to the Bonds; 

(8) to maintain the exclusion from gross income of interest payable with 
respect to the Bonds; or 

(9) to make any modification or amendment to the Indenture which will be 
effective upon the remarketing of Bonds following the mandatory tender of the Bonds pursuant 
to Section 4.10. 

Any Supplemental Indenture entered into pursuant to this paragraph shall not, for purposes of 
this paragraph, materially adversely affect the interest of the Bondholders so long as (a) all 
Bonds are insured by a Bond Insurance Policy or are Variable Rate Bonds, (b) each Bond Insurer 
shall be rated in the highest Rating Category by S&P and Moody’s and (c) if there are Variable 
Rate Bonds, the Supplemental Indenture shall not become effective until notice thereof shall 
have been given to Bondholders and thirty (30) days shall have passed during which time 
Owners of the Variable Rate Bonds shall have had the opportunity to tender their Bonds for 
purchase or if Bonds are ARS, a successful Auction has been conducted. 

(C) The Trustee may in its discretion, but shall not be obligated to, enter into any such 
Supplemental Indenture authorized by subsections (A) or (B) of this Section which materially 
adversely affects the Trustee’s own rights, duties or immunities under this Indenture or 
otherwise.  In any event, the Trustee shall obtain the Swap Provider’s consent prior to entering 
into any Supplemental Indenture authorized by subsections (A) or (B) of this Section which 
materially adversely affects the Swap Providers rights, duties, or immunities under this Indenture 
or otherwise. 

SECTION 9.02.  Effect of Supplemental Indenture.  Upon the execution of any 
Supplemental Indenture pursuant to this Article, this Indenture shall be deemed to be modified 
and amended in accordance therewith, and the respective rights, duties and obligations under this 
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Indenture of the Authority, the Trustee and all Holders of Bonds Outstanding shall thereafter be 
determined, exercised and enforced hereunder subject in all respects to such modification and 
amendment, and all the terms and conditions of any such Supplemental Indenture shall be 
deemed to be part of the terms and conditions of this Indenture for any and all purposes. 

SECTION 9.03.  Endorsement of Bonds; Preparation of New Bonds.  Bonds delivered 
after the execution of any Supplemental Indenture pursuant to this Article may, and if the 
Authority so determines shall, bear a notation by endorsement or otherwise in form approved by 
the Authority and the Trustee as to any modification or amendment provided for in such 
Supplemental Indenture, and, in that case, upon demand of the Holder of any Bond Outstanding 
at the time of such execution and presentation of such Holders Bond for the purpose at the 
Principal Office of the Trustee or at such additional offices as the Trustee may select and 
designate for that purpose, a suitable notation shall be made on such Bond.  If the Supplemental 
Indenture shall so provide, new Bonds so modified as to conform, in the opinion of the 
Authority, to any modification or amendment contained in such Supplemental Indenture, shall be 
prepared by the Trustee at the expense of the Authority, executed by the Authority and 
authenticated by the Trustee, and upon demand of the Holders of any Bonds then Outstanding 
shall be exchanged at the Principal Office of the Trustee, without cost to any Bondholder, for 
Bonds then Outstanding, upon surrender for cancellation of such Bonds, in equal aggregate 
principal amounts of the same maturity. 

SECTION 9.04.  Amendment of Particular Bonds.  The provisions of this Article IX shall 
not prevent any Bondholder from accepting any amendment as to the particular Bonds held by 
such Bondholder, provided that due notation thereof is made on such Bonds. 

ARTICLE X 
 

DEFEASANCE 

SECTION 10.01.  Discharge of Indenture.  The Bonds may be paid by the Authority or 
the Trustee on behalf of the Authority in any of the following ways: 

(A) by paying or causing to be paid the principal or Redemption Price of and interest 
on all Bonds Outstanding, as and when the same become due and payable; 

(B) by depositing with the Trustee, in trust, at or before maturity, moneys or securities 
in the necessary amount (as provided in Section 10.03) to pay when due or redeem all Bonds 
then Outstanding; or 

(C) by delivering to the Trustee, for cancellation by it, all Bonds then Outstanding. 

If the Authority shall also pay or cause to be paid all other sums payable hereunder by the 
Authority and under any Related Obligations and all Swaps have been terminated and are no 
longer outstanding, then and in that case at the election of the Authority (evidenced by a 
Certificate of the Authority filed with the Trustee signifying the intention of the Authority to 
discharge all such indebtedness and this Indenture), and notwithstanding that any Bonds shall not 
have been surrendered for payment, this Indenture and the pledge of Revenues and other assets 
made under this Indenture and all covenants, agreements and other obligations of the Authority 
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under this Indenture (except as otherwise provided in Section 5.08) shall cease, terminate 
become void and be completely discharged and satisfied.  In such event, upon the request of the 
Authority, the Trustee shall cause an accounting for such period or periods as may be requested 
by the Authority to be prepared and filed with the Authority and shall execute and deliver to the 
Authority all such instruments as may be necessary to evidence such discharge and satisfaction 
and the Trustee shall pay over, transfer, assign or deliver to the City all moneys or securities or 
other property held by it pursuant to this Indenture which are not required for the payment or 
redemption of Bonds not theretofore surrendered for such payment or redemption; provided that 
in all events moneys in the Rebate Fund shall be subject to the provisions of Section 5.08. 

SECTION 10.02.  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 
Section 10.03) to payor redeem any Outstanding Bond (whether upon or prior to its maturity or 
the redemption date of such Bond) and pay any amounts due and payable on any Swaps then 
Outstanding, provided that, if such Bond is to be redeemed prior to maturity (a) notice of such 
redemption shall have been given as in Article IV provided or provision satisfactory to the 
Trustee shall have been made for the giving of such notice, and (b) the Trustee, the Bond Insurer, 
the Swap Provider and the Authority shall have received (i) verification report prepared by 
independent certified public accountants, or other verification agent (which may be the 
Remarketing Agent) satisfactory to the Trustee and the Authority, to the effect that the payment 
of the principal of and premium, if any, and interest on such Bonds then Outstanding and any 
and all other amounts required to be paid under the provisions of this Bond Indenture has been 
provided for in the manner set forth in this Bond Indenture and the Swap Agreement, and (ii) an 
Opinion of Bond Counsel addressed and delivered to the Trustee and the Authority to the effect 
that so providing for the payment of such Bond shall not adversely affect the exclusion of the 
interest on such Bond from gross income for federal income tax purposes, then all liability of the 
Authority in respect of such Bond shall cease, terminate and be completely discharged, except 
only that thereafter the Holder thereof shall be entitled to payment of the principal of and interest 
on such Bond by the Authority, and the Authority shall remain liable for such payments, but only 
out of such money or securities deposited with the Trustee as aforesaid for their payment, 
subject, however, to the provisions of Section 10.04. 

Notwithstanding anything in this Section 10.02 to the contrary, if the interest on or 
principal of the related Insured Bonds shall have been paid by the related Bond Insurer pursuant 
to the related Bond Insurance Policy, the obligations of the Authority hereunder and under such 
Insured Bonds shall not be deemed discharged or satisfied, such Insured Bonds shall remain 
Outstanding for all the assignment and pledge contained in Section 5.01 of this Indenture and all 
obligations of the Authority under this Indenture shall continue to exist and run to the benefit of 
such Bond Insurer, and such Bond Insurer shall be subrogated to the rights of Holders of such 
Insured Bonds including, without limitation, any rights that the Holders of such Bonds may have 
in respect of securities law violations arising from the offer and sale of such Insured Bonds. 

SECTION 10.03.  Deposit of Money or Securities with Trustee.  Whenever in this 
Indenture it is provided or permitted that there be deposited with or held in trust by the Trustee 
money or securities in the necessary amount to payor redeem any Bonds, the money or securities 
to be so deposited or held may include money or securities held by the Trustee in the funds and 
accounts established pursuant to this Indenture (other than the Rebate Fund) and shall be: 
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(A) lawful 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 (based on an assumed interest 
rate equal to the Maximum Rate for periods for which the actual interest rate on the Bonds 
cannot be determined), except that, in the case of Bonds which are to be redeemed prior to 
maturity and in respect of which notice of such redemption shall have been given as in Article IV 
provided or provision satisfactory to the Trustee shall have been made for the giving of such 
notice, the amount to be deposited or held shall be the principal amount or Redemption Price of 
such Bonds and all unpaid interest thereon to the redemption date; or 

(B) United States Government Obligations, the principal of and interest on which 
when due (without any income from the reinvestment thereof) will provide money sufficient to 
pay the principal or Redemption Price of and all unpaid interest to maturity (based on an 
assumed interest rate equal to the Maximum Rate for periods for which the actual interest rate on 
the Bonds cannot be determined), or to the redemption date, as the case may be, on the Bonds to 
be paid or redeemed, as such principal or Redemption Price and interest become due; provided 
that, in the case of Bonds which are to be redeemed prior to the maturity thereof, notice of such 
redemption shall have been given as in Article IV provided or provision satisfactory to the 
Trustee shall have been made for the giving of such notice; 

provided, in each case, that the Trustee shall have been irrevocably instructed (by the terms of 
this Indenture or by Request of the Authority) to apply such money to the payment of such 
principal or Redemption Price and interest with respect to such Bonds, and provided further, that 
with respect to the deposit of United States Government Obligations pursuant to subsection (B), 
the Trustee shall have received (i) a verification report from a firm of independent accountants or 
attorneys acceptable to the Trustee to the effect that the amount deposited is sufficient to make 
the payment specified therein and (ii) a defeasance opinion addressed to the Bond Insurer. 

SECTION 10.04.  Payment of Bonds After Discharge of Indenture.  Notwithstanding any 
provisions of this Indenture, any moneys held by the Trustee in trust for the payment of the 
principal of or premium, if any, or interest on, any Bonds and remaining unclaimed for three 
years (or, if shorter, one day before such moneys would escheat to the State of California under 
then applicable California law) after such principal or interest, as the case may be, has become 
due and payable (whether at maturity or upon call for redemption or by acceleration as provided 
in this Indenture), if such moneys were so held at such date, or three years (or, if shorter, one day 
before such moneys would escheat to the State of California under then applicable California 
law) after the date of deposit of such moneys if deposited after said date when all of the Bonds 
became due and payable, shall be repaid to the City free from the trusts created by this Indenture 
upon receipt of an indemnification agreement acceptable to the Authority and the Trustee 
indemnifying the Authority and the Trustee with respect to claims of Holders of Bonds which 
have not yet been paid and containing the agreement of the City to remain liable for the amount 
so repaid to the City, and all liability of the Authority and the Trustee with respect to such 
moneys shall thereupon cease; provided, however, that before the repayment of such moneys to 
the City as aforesaid, the Trustee may (at the cost of the City) first mail to the Holders of Bonds 
which have not yet been paid, at the addresses shown on the registration books maintained by the 
Trustee, a notice, in such form as may be deemed appropriate by the Trustee with respect to the 
Bonds so payable and not presented and with respect to the provisions relating to the repayment 
to the City of the moneys held for the payment thereof. 
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ARTICLE XI 
 

MISCELLANEOUS 

SECTION 11.01.  Limited Liability of Authority.  Notwithstanding anything this 
Indenture or in the Bonds contained, the Authority shall not be required to advance any moneys 
derived from any source other than the Revenues and other assets pledged under this Indenture 
for any of the purposes in this Indenture mentioned, whether for the payment of the principal or 
Redemption Price of or interest on the Bonds or for any other purpose of this Indenture. 

SECTION 11.02.  Successor is Deemed Included in All References to Predecessor.  
Whenever in this Indenture either the Authority or the Trustee is named or referred, such 
reference shall be deemed to include the successors or assigns thereof, and all the covenants and 
agreements in this Indenture contained by or on behalf of the Authority or the Trustee shall bind 
and inure to the benefit of the respective successors and assigns thereof whether so expressed or 
not. 

SECTION 11.03.  Limitation of Rights to Parties, the Authority, the Bond Insurer, the 
Providers, the City and Bondholders.  Nothing in this 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 City, the Bond Insurer, the Providers (if any) and the Holders of the Bonds, any 
legal or equitable right, remedy or claim under or in respect of this Indenture or any covenant 
condition or provision therein or herein 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 City, the Bond Insurer, the Providers (if any) and the Holders of the Bonds. 

SECTION 11.04.  Waiver of Notice.  Whenever in this Indenture the giving of notice by 
mail or otherwise is required, the giving of such notice may be waived in writing by the Person 
entitled to receive such notice and in any such case the giving or receipt of such notice shall not 
be a condition precedent to the validity of any action taken in reliance upon such waiver. 

SECTION 11.05.  Destruction of Bonds.  Whenever in this Indenture provision is made 
for the cancellation by the Trustee and the delivery to the Authority of any Bonds, the Trustee 
shall, in lieu of such cancellation and delivery, destroy such Bonds and deliver a certificate of 
such destruction to the Authority. 

SECTION 11.06.  Severability of Invalid Provisions.  If anyone or more of the provisions 
contained in this Indenture or in the Bonds shall for any reason be held to be invalid illegal or 
unenforceable in any respect, then such provision or provisions shall be deemed severable from 
the remaining provisions contained in this Indenture and such invalidity, illegality or 
unenforceability shall not affect any other provision of this Indenture, and this Indenture shall be 
construed as if such invalid or illegal or unenforceable provision had never been contained 
herein.  The Authority hereby declares that it would have entered into this Indenture and each 
and every other Section, paragraph, sentence, clause or phrase hereof and authorized the issuance 
of the Bonds pursuant thereto irrespective of the fact that anyone or more Sections, paragraphs, 
sentences, clauses or phrases of this Indenture may be held illegal invalid or unenforceable. 
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SECTION 11.07.  Notices.  Any notice or request to or demand upon the Trustee shall be 
in writing and may be served or presented, and such demand may be made, at the Principal 
Office of the Trustee or at such other address as may have been filed in writing by the Trustee 
with the Authority.  Any notice to or demand upon the Authority and the City shall be deemed to 
have been sufficiently given or served for all purposes by being delivered or sent by confirmed 
facsimile transmission or by being deposited, postage prepaid, in a post office letter box, 
addressed as follows: 

(1) to the Authority at: 

Modesto Public Financing Authority 
c/o City of Modesto 
City Hall 
1010 Tenth Street, Suite 5200 
Modesto, CA 95353 
Attention: Auditor and Treasurer 
Telephone No.: (209) 577-5371 
Facsimile No.: (209) 571-5880 

(2) to the City at: 

City of Modesto 
1010 Tenth Street, Suite 5200 
Modesto, CA 95353 
Attention: Finance Director 
Telephone No.: (209) 577-5371 
Facsimile No.: (209) 571-5880 

(3) to the Trustee at: 

The Bank of New York Trust Company, N.A. 
550 Kearny Street, Suite 600 
San Francisco, CA 94108-2527 
Facsimile No.: (415) 399-1647 

(4) to the Auction Agent at: 

Deutsche Bank Trust Company Americas 
60 Wall Street, 27th Floor 
New York, New York 10005 
Attention:  Kyshawn C. White 
Telephone: (212) 250-6658 
Facsimile: (212) 797-8600 
Email:  Kyshawn.White@db.com 
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(5) to the Series 2007 Bond Insurer 

CIFG Assurance North America, Inc. 
825 Third Avenue, 6th Floor 
New York, New York 10022 
Attention: General Counsel 
Telephone No.:  312-234-2732 
Email: surveillance@cifg.com, general.counsel@cifg.com 

(6) to the Swap Provider at: 

Bank of America, N.A. 
Sears Tower 
233 South Wacker Drive, Suite 2800 
Chicago, IL 60606 
Attention:  Swap Operations 
Telephone No.:  312-234-2732 
Facsimile No.:  866-255-1444 

(or in each case at such other or additional addresses as may have been filed in writing with the 
Trustee). 

SECTION 11.08.  Consent Rights of the Bond Insurer; Bond Insurer Deemed Holder of 
Insured Bonds in Certain Circumstances.  Whenever in this Indenture the consent of the Holders 
of the Insured Bonds is required, the consent of the Bond Insurer insuring such Insured Bonds 
shall be required in lieu thereof.  A Bond Insurer shall be deemed to be the Holder of all related 
Insured Bonds then Outstanding insured by such Bond Insurer for purposes of exercising all 
remedies following the occurrence of an Event of Default, including without limitation 
acceleration of the principal represented by such Insured Bonds and the direction of the Trustee 
to exercise rights and powers conferred upon the Trustee pursuant to Article VII of this Indenture 
as provided in Section 7.05, so long as such Bond Insurer is itself not in default under the Bond 
Insurance Policy.  Notwithstanding any other provision hereof any provision of this Indenture 
requiring the consent of, the giving of notice to, or control of proceedings by a Bond Insurer 
shall be in effect for so long as, and only during such time as (1) the Insured Bonds insured by 
such Bond Insurer are Outstanding and (2) no default shall have, occurred and be continuing by 
such Bond Insurer with respect to the payment provisions under the Insurance Policy issued by 
such Bond Insurer. 

SECTION 11.09.  Evidence of Rights of Bondholders.  Any request, consent or other 
instrument required or permitted by this Indenture to be signed and executed by Bondholders 
may be in any number of concurrent instruments of substantially similar tenor and shall be 
signed or executed by such Bondholders in person or by an agent or agents duly appointed in 
writing.  Proof of the execution of any such request, consent or other instrument or of a writing 
appointing any such agent, or of the holding by any Person of Bonds transferable by delivery, 
shall be sufficient for any purpose of this Indenture and shall be conclusive in favor of the 
Trustee and of the Authority if made in the manner provided in this Section. 
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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 certificate of any notary public or other officer of 
any jurisdiction, authorized by the laws thereof to take acknowledgments of deeds, certifying 
that the Person signing such request, consent or other instrument acknowledged to such notary 
public or officer the execution thereof, or by an affidavit of a witness of such execution duly 
sworn to before such notary public or other officer. 

The ownership of Bonds shall be proved by the bond registration books held by the 
Trustee. 

Any request, consent or other instrument or writing of the Holder of any Bond shall bind 
every future Holder of the same Bond and the Holder of every 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 accordance therewith or reliance thereon. 

SECTION 11.10.  Disqualified Bonds.  In determining whether the Holders of the 
requisite aggregate principal amount of Bonds have concurred in any demand, request, direction 
consent or waiver under this Indenture, Bonds which are owned or held by or for the account of 
the Authority, the City, or by any other 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, the City or any other obligor on the Bonds, shall be disregarded and deemed not to be 
Outstanding for the purpose of any such determination.  Bonds so owned which have been 
pledged in good faith may be regarded as Outstanding for the purposes of this Section if the 
pledgee shall establish to the satisfaction of the Trustee 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, the City or any other obligor on the 
Bonds.  In case of a dispute as to such right, any decision by the Trustee taken upon an Opinion 
of Counsel shall be full protection to the Trustee. 

SECTION 11.11.  Money Held for Particular Bonds.  The money held by the Trustee for 
the payment of the interest, principal or Redemption Price due on any date with respect to 
particular Bonds (or portions of Bonds in the case of Bonds redeemed in part only) shall, on and 
after such date and pending such payment, be set aside on its books and held in trust by it for the 
Holders of the Bonds entitled thereto, subject, however, to the provisions of Section 10.04. 

SECTION 11.12.  Funds and Accounts.  Any fund required by this Indenture to be 
established and maintained by the Trustee may be established and maintained in the accounting 
records of the Trustee either as a fund or an account, and may, for the purposes of such records, 
any audits thereof and any reports or statements with respect thereto, be treated either as a fund 
or as an account; but all such records with respect to all such funds shall at all times be 
maintained in accordance with customary standards of the corporate trust industry, to the extent 
practicable, and with due regard for the requirements of Section 6.05 and for the protection of the 
security of the Bonds and the rights of every Holder thereof. 

SECTION 11.13.  Waiver of Personal Liability.  No member, director, officer agent or 
employee of the Authority shall be individually or personally liable for the payment of the 
principal of or premium, if any, or interest on the Bonds or be subject to any personal liability or 
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accountability by reason of the issuance thereof; but nothing herein contained shall relieve any 
such member, director, officer, agent or employee from the performance of any official duty 
provided by law or by this Indenture. 

SECTION 11.14.  Business Days.  If any date specified herein shall not be a Business 
Day, any action required on such date may be made on the next succeeding Business Day with 
the same effect as if made on such date. 

SECTION 11.15.  Certain Affiliates Not Liable.  No organization sponsored by the City 
nor any organization with whom it is affiliated in any manner is liable under the Indenture, or the 
Facility Lease for the commitments of the City. 

SECTION 11.16.  Governing Law.  This Indenture shall be construed in accordance with 
and governed by the Constitution and the laws of the State of California. 

SECTION 11.17.  Execution in Several Counterparts.  This Indenture may be executed in 
any number of counterparts and each of such counterparts shall for all purposes be deemed to be 
an original; and all such counterparts, or as many of them as the Authority and the Trustee shall 
preserve undestroyed, shall together constitute but one and the same instrument. 

ARTICLE XII 
 

SERIES 2007 BOND INSURANCE POLICY PROVISIONS 

SECTION 12.01.  Payments Under the Series 2007 Bond Insurance Policy.  The payment 
when due of the principal and interest on the Series 2007 Bonds shall be insured by the Series 
2007 Bond Insurance Policy.  As long as the Series 2007 Bond Insurance Policy shall be in full 
force and effect, the Authority and the Trustee agree to comply with the following provisions 
with respect to the Series 2007 Bonds notwithstanding any other provisions to the contrary 
herein: 

(A) In the event that on the second (2nd) business day prior to the payment date on the 
Series 2007 Bonds, the Trustee has not received sufficient moneys to pay all principal of and 
interest on the Series 2007 Bonds due on the second (2nd) following business day, the Trustee 
shall immediately notify the Series 2007 Bond Insurer or its designee on the same business day 
by telephone or electronic mail, confirmed in writing by registered or certified mail, of the 
amount of the deficiency. 

(B) If any deficiency is made up in whole or in part prior to or on the payment date, 
the Trustee shall so notify the Series 2007 Bond Insurer or its designee. 

(C) In addition, if the Trustee has notice that any Bondholder for the Series 2007 
Bonds has been required to disgorge payments of principal or interest on the Series 2007 Bonds 
pursuant to a final non-appealable order by a court of competent jurisdiction that such payment 
constitutes an avoidable preference to such Bondholder within the meaning of any applicable 
bankruptcy laws, then the Trustee shall notify the Series 2007 Bond Insurer or its designee of 
such fact by telephone or electronic mail, confirmed in writing by registered or certified mail. 
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(D) The Trustee shall irrevocably be designated, appointed, directed and authorized to 
act as attorney-in-fact for holders of the Series 2007 Bonds as follows: 

(1) If there is a deficiency in amounts required to pay interest on the Series 
2007 Bonds, the Trustee shall (i) execute and deliver to the Series 2007 Bond Insurer, in form 
satisfactory to the Series 2007 Bond Insurer, an instrument appointing the Series 2007 Bond 
Insurer as agent for such holders in any legal proceeding related to the payment of and an 
assignment to the Series 2007 Bond Insurer of the claims for interest on the Series 2007 Bonds, 
(ii) receive as designee of the respective holders (and not as Paying Agent) in accordance with 
the tenor of the Series 2007 Insurance Policy payment from the Series 2007 Bond Insurer with 
respect to the claims for interest so assigned, and (iii) disburse the same to such respective 
holders; and 

(2) If there is a deficiency in amounts required to pay principal of the Series 
2007 Bonds, the Trustee shall (i) execute and deliver to the Series 2007 Bond Insurer, in form 
satisfactory to the Series 2007 Bond Insurer, an instrument appointing the Series 2007 Bond 
Insurer as agent for such holder in any legal proceeding related to the payment of such principal 
and an assignment to the Series 2007 Bond Insurer of the Series 2007 Bond surrendered to the 
Series 2007 Bond Insurer (but such assignment shall be delivered only if payment from the 
Series 2007 Bond Insurer is received), (ii) receive as designee of the respective holders (and not 
as Paying Agent) in accordance with the tenor of the Series 2007 Bond Insurance Policy 
payment therefor from the Series 2007 Bond Insurer, and (iii) disburse the same to such holders. 

(E) Payments with respect to claims for interest on and principal of Series 2007 
Bonds disbursed by the Trustee from proceeds of the Series 2007 Bond Insurance Policy shall 
not be considered to discharge the obligation of the Authority with respect to such Series 2007 
Bonds, and the Series 2007 Bond Insurer shall become the owner of such unpaid Series 2007 
Bond and claims for the interest in accordance with the tenor of the assignment made to it under 
the provisions of this subsection or otherwise. 

(F) Irrespective of whether any such assignment is executed and delivered, the 
Authority, the City and the Trustee shall agree for the benefit of the Series 2007 Bond Insurer 
that: 

(1) They recognize that to the extent the Series 2007 Bond Insurer makes 
payments directly or indirectly (e.g., by paying through the Trustee), on account of principal of 
or interest on the Series 2007 Bonds, the Series 2007 Bond Insurer will be subrogated to the 
rights of such holders to receive the amount of such principal and interest from the Authority, 
with interest thereon as provided and solely from the sources stated in the financing documents 
and the Series 2007 Bonds; and 

(2) They will accordingly pay to the Series 2007 Bond Insurer the amount of 
such principal and interest, with interest thereon as provided in the financing documents and the 
Series 2007 Bonds, but only from the sources and in the manner provided herein for the payment 
of principal of and interest on the Series 2007 Bonds to holders, and will otherwise treat the 
Series 2007 Bond Insurer as the owner of such rights to the amount of such principal and 
interest. 
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SECTION 12.02.  Additional Provisions Related to the Series 2007 Bond Insurance 
Policy. 

(A) Any notice that is required to be given to the holders of the Series 2007 Bonds, 
nationally recognized municipal securities information repositories or state information 
depositories pursuant to Rule 15c2-12(b)(5) adopted by the Securities and Exchange 
Commission or to the Trustee shall also be provided to the Series 2007 Bond Insurer. All notices 
required to be given to the Series 2007 Bond Insurer. 

(B) Within two hundred seventy (270) days of the end of the City’s fiscal year, a copy 
of the audited financial statements of the City and within ninety (90) days of the end of the City’s 
fiscal year, a copy of the annual budget of the City shall be sent to the Series 2007 Bond Insurer. 

(C) the Series 2007 Bond Insurer shall have the right to receive such additional 
information as it may reasonably request. 

(D) The Authority and the City will permit the Series 2007 Bond Insurer to discuss 
the affairs, finances and accounts of the Authority and the City or any information the Series 
2007 Bond Insurer may reasonably request regarding the security for the Series 2007 Bonds with 
appropriate officers of the Authority and the City, and will grant the Series 2007 Bond Insurer 
access to the facilities, books and records of the Authority and the City on any business day upon 
reasonable prior notice. 

(E)  the Series 2007 Bond Insurer shall have the right, if the Series 2007 Bond 
Insurer has a reasonable basis to believe that the financial position of the Authority or the City 
has materially deteriorated or financial irregularities have occurred since the date of the date of 
the most recently provided annual audit or quarterly report, or that such audit or report fails to 
accurately set forth the financial position of the Authority or the City, to direct Authority or City 
to cause to be prepared a financial report at the Authority’s or the City’s expense in form and 
content acceptable to the Series 2007 Bond Insurer and the Authority or the City shall comply 
with such direction within thirty (30) days after written notice of the direction from the Series 
2007 Bond Insurer; provided, however, that if compliance cannot occur within such period, then 
such period will be extended with the prior consent of the Series 2007 Bond Insurer so long as 
compliance is begun within such period and diligently pursued. 

(F) In the event that the principal and/or interest due on the Series 2007 Bonds shall 
be paid by the Series 2007 Bond Insurer pursuant to the Series 2007 Bond Insurance Policy, the 
Series 2007 Bonds shall remain outstanding for all purposes, not be defeased or otherwise 
satisfied and not be considered paid by the Authority, and the assignment and pledge of the trust 
estate and all covenants, agreements and other obligations of the Authority and the City to the 
registered owners shall continue to exist and shall run to the benefit of the Series 2007 Bond 
Insurer, and the Series 2007 Bond Insurer shall be subrogated to the rights of such registered 
owners including, without limitation, any rights that such owners may have in respect of 
securities law violations arising from the offer and sale of the Series 2007 Bonds. 

(G) The Series 2007 Bond Insurer shall receive the following documents:  
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(i) the escrow agreement which shall provide that (a) any substitution 
of securities shall require a verification report and the prior written consent of the Series 
2007 Bond Insurer, (b) The Authority will not exercise any optional redemption of Series 
2007 Bonds secured by the escrow agreement or any other redemption other than 
mandatory sinking fund redemptions unless (1) the right to make any such redemption 
has been expressly reserved in the escrow agreement and such reservation has been 
disclosed in detail in the official statement for the refunding bonds, and (2) as a condition 
of any such redemption there shall be provided to Series 2007 Bond Insurer a verification 
report as to the sufficiency of escrow receipts without reinvestment to meet the escrow 
requirements remaining following such redemption, and (c) the Authority hall not amend 
the escrow agreement or enter into a forward purchase agreement or other agreement 
with respect to rights in the escrow without the prior written consent of the Series 2007 
Bond Insurer, 

(ii) opinions regarding the validity and enforceability of the escrow 
agreement,  

(iii) a verification report, and  

(iv) an opinion that refunding and defeasance will not adversely impact 
the exclusion from gross income for federal income tax purposes of interest on the Series 
2007 Bonds or refunded bonds. 

(H) The Series 2007 Bond Insurer shall receive prior written notice of any name 
change of the Trustee for the Series 2007 Bonds or the resignation or removal of the Trustee. 

(I) No removal, resignation or termination of the Trustee shall take effect until a 
successor, acceptable to the Series 2007 Bond Insurer, shall be appointed. 

(J) With respect to amendments or supplements to this Indenture which do not 
require the consent of the Bondholders for the Series 2007 Bonds, the Series 2007 Bond Insurer 
must be given notice of any such amendments or supplements. With respect to amendments or 
supplements to this Indenture, the Facility Lease and the Sublease which require the consent of 
the Bondholders for the Series 2007 Bonds, the Series 2007 Bond Insurer's prior written consent 
is required. Copies of any amendments or supplements to such documents which are consented 
to by the Series 2007 Bond Insurer shall be sent to the rating agencies which have assigned a 
rating to the Series 2007 Bonds. Notwithstanding any other provision of the financing 
documents, in determining whether the rights of Bondholders of the Series 2007 Bonds will be 
adversely affected by any action taken pursuant to the terms and provisions of any financing 
document, the Trustee shall consider the effect on the Bondholders for the Series 2007 Bonds as 
if there were no Series 2007 Bond Insurance Policy. 

(K) To the extent that this Indenture confer upon or give or grant to the Series 2007 
Bond Insurer any right, remedy or claim under or by reason of this Indenture, the Series 2007 
Bond Insurer is explicitly recognized as being a third party beneficiary hereunder and may 
enforce any such right, remedy or claim conferred, given or granted hereunder. 
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(L) Any provision of this Indenture, the Facility Lease or the Sublease expressly 
recognizing or granting rights in or to the Series 2007 Bond Insurer may not be amended in any 
manner which affects the rights of the Series 2007 Bond Insurer hereunder without the prior 
written consent of the Series 2007 Bond Insurer. 

(M) Wherever the consent of Bondholders for the Series 2007 Bonds are required, the 
Series 2007 Bond Insurer’s consent shall also be required, and the Series 2007 Bond Insurer shall 
be deemed to be the majority insurer under this Indenture with respect to the Series 2007 Bonds. 

(N) Any reorganization or liquidation plan with respect to the Authority or the City 
must be acceptable to the Series 2007 Bond Insurer. In the event of any reorganization or 
liquidation, the Series 2007 Bond Insurer shall have the right to vote on behalf of all 
Bondholders for the Series 2007 Bonds absent a default by the Series 2007 Bond Insurer under 
the Series 2007 Bond Insurance Policy. 

(O) Anything in this Indenture to the contrary notwithstanding, upon the occurrence 
and continuance of an event of default as defined herein, the Series 2007 Bond Insurer shall be 
entitled to control and direct the enforcement of all rights and remedies granted to the 
Bondholders for the Series 2007 Bonds or the Trustee for the benefit of the Bondholders for the 
Series 2007 Bonds under this Indenture. 

(P) The prior written consent of the Series 2007 Bond Insurer is required prior to any 
change in Mode with respect to the Series 2007 Bond pursuant to Section 2.15 hereof. 

(Q) The Authority shall agree to pay or reimburse the Series 2007 Bond Insurer any 
and all charges, fees, costs and expenses which the Series 2007 Bond Insurer may reasonably 
pay or incur, including, but not limited to, fees and expenses of attorneys, accountants, 
consultants and auditors and reasonable costs of investigations, in connection with (i) any 
accounts established to facilitate payments under the Series 2007 Bond Insurance Policy, (ii) the 
administration, enforcement, defense or preservation of any rights in respect of the trust 
agreement or any other financing document including defending, monitoring or participating in 
any litigation or proceeding (including any bankruptcy proceeding in respect of the Authority or 
any affiliate thereof) relating to this agreement or any other financing document, any party to this 
agreement or any other financing document or the transaction contemplated by the Indenture, the 
Facility Lease or the Sublease (the “Transaction”), (iii) the foreclosure against, sale or other 
disposition of any collateral securing any obligations under this agreement or any other financing 
document, or the pursuit of any remedies under the trust agreement or any other financing 
document, to the extent such costs and expenses are not recovered from such foreclosure, sale or 
other disposition, or (iv) any amendment, waiver or other action with respect to, or related to, 
this agreement or any other financing document whether or not executed or completed; costs and 
expenses shall include a reasonable allocation of compensation and overhead attributable to the 
time of employees of the Series 2007 Bond Insurer spent in connection with the actions 
described in clauses (ii) - (iv) above; and the Series 2007 Bond Insurer shall reserve the right to 
charge a reasonable fee as a condition to executing any amendment, waiver or consent proposed 
in respect of this agreement or any other financing document. 
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(R) In addition to any and all rights of reimbursement, subrogation and any other 
rights pursuant hereto or under law or in equity, the Authority shall agree to pay or reimburse the 
Series 2007 Bond Insurer any and all charges, fees, costs, claims, losses, liabilities (including 
penalties), judgments, demands, damages, and expenses which the Series 2007 Bond Insurer or 
its officers, directors, shareholders, employees, agents and each Person, if any, who controls the 
Series 2007 Bond Insurer within the meaning of either Section 15 of the Securities Act of 1933 
or Section 20 of the Securities Exchange Act of 1934 may reasonably pay or incur, including, but 
not limited to, fees and expenses of attorneys, accountants, consultants and auditors and 
reasonable costs of investigations, of any nature in connection with, in respect of or relating to 
the transactions contemplated by this agreement or any other financing document by reason of: 

(i) any omission or action (other than of or by the Series 2007 Bond Insurer) 
in connection with the offering, issuance, sale, remarketing or delivery of the Series 2007 
Bonds; 

(ii) the negligence, bad faith, willful misconduct, misfeasance, malfeasance or 
theft committed by any director, officer, employee or agent of the Authority in 
connection with any transaction arising from or relating to the Indenture, Facility Lease 
or Sublease; 

(iii) the violation by the Authority of any law, rule or regulation, or any 
judgment, order or decree applicable to it; 

(iv) the breach by the Authority of any representation, warranty or covenant 
under the Indenture, Facility Lease or Sublease or the occurrence, in respect of the 
Authority, under the Indenture, Facility Lease or Sublease of any “event of default” or 
any event which, with the giving of notice or lapse of time or both, would constitute any 
“event of default”; or 

(v) any untrue statement or alleged untrue statement of a material fact 
contained in any official statement or any omission or alleged omission to state therein a 
material fact required to be stated therein or necessary to make the statements therein not 
misleading, except insofar as such claims arise out of or are based upon any untrue 
statement or omission in information included in an official statement and furnished by 
the Series 2007 Bond Insurer in writing expressly for use therein. 

(S) The Series 2007 Bond Insurer shall be entitled to pay any amount payable under 
the Series 2007 Bond Insurance Policy in respect of Regular Payments (as defined in the Series 
2007 Bond Insurance Policy) on the Series 2007 Bonds, including any amount payable upon its 
election on the Series 2007 Bonds on an accelerated basis, whether or not any notice and 
certificate shall have been Received (as defined in the Series 2007 Bond Insurance Policy) by 
Series 2007 Bond Insurer as provided in the Series 2007 Bond Insurance Policy. 
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EXHIBIT A 

(FORM OF BOND) 

NEITHER THE FULL FAITH AND CREDIT OF THE AUTHORITY NOR THE CITY OF 
MODESTO IS PLEDGED FOR THE PAYMENT OF THE INTEREST ON OR PRINCIPAL 
OF THE BONDS AND NO TAX OR OTHER SOURCE OF FUNDS OTHER THAN THE 
REVENUES HEREINAFTER REFERRED TO IS PLEDGED TO PAY THE INTEREST ON 
OR PRINCIPAL OF THE BONDS.  NEITHER THE PAYMENT OF THE PRINCIPAL OF 
NOR INTEREST ON THE BONDS CONSTITUTES A DEBT, LIABILITY OR OBLIGATION 
OF THE CITY OF MODESTO OR ANY OF THE PUBLIC AGENCIES WHO ARE PARTIES 
TO THE AGREEMENT CREATING THE AUTHORITY. 

NUMBER AMOUNT 

__________ $____________ 

MODESTO PUBLIC FINANCING AUTHORITY 
LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BOND 

SERIES 2007 
(AUCTION RATE SECURITIES) 

MATURITY DATE INITIAL INTEREST 
RATE 

DATED DATE CUSIP NUMBER 

_____, 20__  _____, 2007  

REGISTERED HOLDER: 

PRINCIPAL AMOUNT:    DOLLARS 

MODESTO PUBLIC FINANCING AUTHORITY, a joint exercise of powers authority 
duly organized and existing under the laws of the State of California (the “State”), particularly 
Article 1 of Chapter 5 of Division 7 of Title 1 of the Government Code of the State (the 
“Authority”), for value received, hereby promises to pay from the Revenues (as defined in the 
Indenture) and any other amounts pledged under the Indenture, dated as of April 1, 2007, by and 
between the Authority and The Bank of New York Trust Company, N.A. (together with any 
successor thereto, the “Trustee”), to the Registered Holder identified above or registered assigns, 
on the Maturity Date, stated above, the Principal Amount specified above, in lawful money of 
the United States of America, upon presentation and surrender hereof to the Trustee for 
cancellation; and to pay from such sources to the Registered Holder hereof as of the applicable 
Record Date by check mailed to such Registered Holder at such Holder s address as it last 
appears on the registration books kept for that purpose at the office of the Trustee (unless 
otherwise specified in the Indenture), interest hereon in like lawful money from the Dated Date 
stated above, or thereafter from the date to which interest has already been paid, payable on each 
Interest Payment Date (as defined in the Indenture), until payment of the Principal Amount 
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hereof has been discharged as provided in the Indenture.  Capitalized terms used herein have the 
meanings ascribed thereto in the Indenture. 

The term of the Series 2007 Bonds will be divided into consecutive Interest Periods 
during each of which the Series 2007 Bonds shall bear interest at a Daily Rate, Weekly Rate, 
Flexible Rate, Term Rate or an ARS Rate.  The initial Interest Period for the Series 2007 Bonds 
shall be an ARS Rate Period.  The Series 2007 Bonds shall initially evidence interest at the 
Initial Interest Rate specified above for the period commencing on and including the Dated Date 
and ending on and including September 2, 2008, with interest payable on September 1, 2007, 
March 1, 2008 and September 3, 2008.  Thereafter, the Auction Period shall be a seven-day 
Auction Period with Auctions generally conducted on Tuesdays.  The first Auction shall occur 
on September 2, 2008.  The Interest Period on the Series 2007 Bonds thereafter may be changed 
from time to time to a Weekly Interest Period, Daily Rate Period, Weekly Rate Period, Flexible 
Rate Period or a Term Rate Period and thereafter again changed as described in the Indenture. 

REFERENCE IS MADE TO THE FURTHER PROVISIONS RELATING TO THIS 
BOND SET FORTH IN THE INDENTURE, WHICH SHALL FOR ALL PURPOSES HAVE 
THE SAME EFFECT AS THOUGH FULLY SET FORTH HEREIN. 

This Bond is one of a duly authorized issue of bonds of the Authority designated 
Modesto Public Financing Authority Lease Revenue Refunding and Capital Improvement 
Bonds, Series 2007, issued in the aggregate principal amount of $62,275,000 (the Series 2007 
Bonds) and pursuant to the provisions of Sections 6540 et seq. of the Government Code of the 
State (the “Act) and the Indenture. 

The Series 2007 Bonds are issued to provide funds to finance or refinance the cost of the 
acquisition and construction of certain facilities (the “Project”).  The Bonds are limited 
obligations of the Authority and are payable, as to interest thereon and principal thereof, solely 
from certain proceeds of the Bonds held in certain funds and accounts pursuant to the Indenture 
and the Revenues (as defined in the Indenture) derived from Base Rental Payments and other 
payments made by the City of Modesto (the “City”), and all interest or other investment income 
thereon, pursuant to the Facility Lease, dated as of April 1 2007, as amended from time to time 
(collectively, the “Facility Lease”), by and between the Authority and the City, and the Authority 
is not obligated to pay the interest or premium, if any, on and principal of the Bonds except from 
the Revenues.  All Bonds are equally and ratably secured in accordance with the terms and 
conditions of the Indenture by a pledge of and charge and lien upon the Revenues, and the 
Revenues constitute a trust fund for the security and payment of the interest or premium, if any, 
on and principal of the Bonds as provided in the Indenture.  The full faith and credit of the 
Authority and the City are not pledged for the payment of the interest or premium, if any, on or 
principal of the Bonds.  No tax shall ever be levied to pay the interest on or principal of the 
Bonds.  The Bonds are not secured by a legal or equitable pledge of or charge or lien upon any 
property of the Authority or any of its income or receipts except the Revenues, and neither the 
payment of the interest on nor principal of the Bonds is a debt, liability or general obligation of 
the Authority, the City or any member of the Authority for which such entity is obligated to levy 
or pledge any form of taxation.  Additional Bonds payable from the Revenues may be issued 
which will rank equally as to security with the Series 2007 Bonds, but only subject to the 
conditions and upon compliance with the procedures set forth in the Indenture. 
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This Bond and the Series of which it forms a part are issued pursuant to and in full 
compliance with the constitution and laws of the State and pursuant to the Indenture.  The Bond 
is a special and limited obligation of the Authority and will be payable solely from and secured 
exclusively by payments, revenues and other amounts pledged thereto in the Indenture.  The 
Bonds do not represent or constitute a debt of the City or the State or any political subdivision 
thereof within the meaning of the provisions of the constitution or statutes of the State or a 
pledge of the faith and credit of the City or the State, or any political subdivision thereof, and the 
Bonds do not grant to owners or holders thereof any right to have the Authority or the State, or 
any political subdivision thereof, levy any taxes or appropriate funds for the payment of the 
principal thereof or interest thereon.  The Authority has no taxing power. 

No recourse shall be had for the payment of the principal of or premium, if any, or 
interest on any of the Bonds or for any claim based hereon or upon any obligations, covenant or 
agreement contained in the Indenture, against any past, present or future officer, director 
member, trustee, employee or agent of the Authority, and all such liability of any such officers 
directors, members, trustees, employees or agents as such is hereby expressly waived and 
released as a condition of and consideration for the execution of the Indenture and the issuance 
of the Bonds. 

Reference is hereby made to the Indenture (a copy of which is on file at the designated 
corporate trust office of the Trustee) and all indentures supplemental thereto, to the Facility 
Lease (a copy of which is on file at said designated corporate trust office of the Trustee) and to 
the Act for a description of the rights thereunder of the Holders of the Bonds, of the nature and 
extent of the security, of the rights, duties and immunities of the Trustee and of the rights and 
obligations of the Authority thereunder, to all the provisions of which Indenture and Facility 
Lease the Holder of this Bond, by acceptance hereof, assents and agrees. 

The Series 2007 Bonds are subject to extraordinary redemption, prior to their stated 
maturity, at the option of the Authority, as provided in the Indenture.  The Series 2007 Bonds are 
also subject to redemption at the option of the Authority at the times and at the Redemption Price 
as set forth in the Indenture.  The Series 2007 Bonds are also subject to redemption in part prior 
to their stated maturity from Sinking Fund Installments established pursuant to the Indenture on 
any September 1, on or after September 1, 2007 at the principal amount thereof, together with 
interest accrued thereon to the date fixed for redemption, without premium, as set forth in the 
Indenture.  When any Series 2007 Bond to be redeemed is subject to an ARS Rate Period, if such 
September 1 is not an Interest Payment Date, the redemption from Sinking Fund Installments 
shall occur on the Interest Payment Date immediately preceding such September 1 as set forth in 
the Indenture. 

Notice of redemption shall be given by mail to the registered owners of the Bonds as 
provided in the Indenture.  If notice of redemption shall have been given as aforesaid, the Bonds 
specified in said notice shall become due and payable at the applicable redemption price on the 
date of redemption therein designated; subject to the right to rescind such notice as provided in 
the Indenture. 

The Series 2007 Bonds are subject to mandatory tender as provided in the Indenture. 
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If, on the date of payment, moneys for the payment of all the Bonds to be redeemed or 
maturing, together with interest to the date of payment shall be available with the Trustee for 
such payment on said date, then from and after the date of payment, interest on such Bonds shall 
cease to accrue and become payable. 

This Bond is fully transferable by the Registered Holder hereof in person or by such 
owner s duly authorized attorney on the registration books of the Authority kept at the principal 
office of the Trustee upon surrender of this Bond together with a duly executed written 
instrument of transfer satisfactory to the Trustee.  Upon such transfer a new fully registered Bond 
of authorized denominations of the same aggregate principal amount and maturity will be issued 
to the transferee in exchange therefor, all upon payment of the charges and subject to the terms 
and conditions set forth in the Indenture. 

The owner of this Bond shall have no right to enforce the provisions of the Indenture or 
to institute action to enforce the covenants therein, or to take any action with respect to any 
Event of Default under the Indenture, or to institute, appear in or defend any suit or other 
proceedings with respect thereto, except as provided in the Indenture.  Modifications or 
alterations of the Indenture, or of any supplements thereto, may be made only to the extent and in 
the circumstances permitted by the Indenture. 

IT IS HEREBY CERTIFIED RECITED AND DECLARED that all acts conditions and 
things required to be done, to exist, to happen and to be performed in order to make this Bond a 
valid and binding obligation of the Authority according to its terms have been done, do exist, 
have happened and have been performed in regular and due form, time and manner as so 
required. 

The Authority and the Trustee may deem and treat the person in whose name this Bond is 
registered upon the registration books as the absolute owner hereof, whether this Bond is 
overdue or not, for the purpose of receiving payment of or on account of the principal or interest 
and for all other purposes, and all such payments so made to the Registered Holder or upon such 
Holder s order shall be valid and effectual to satisfy and discharge the liability on this Bond to 
the extent of the sum or sums so paid, and neither the Authority nor Trustee shall be affected by 
any notice to the contrary. 

This Bond shall not be valid or become obligatory for any purpose or be entitled to any 
security or benefit under the Indenture until the Certificate of Authentication hereon shall have 
been executed by the Trustee. 
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IN WITNESS WHEREOF, MODESTO PUBLIC FINANCING AUTHORITY has 
caused this Bond to be executed in its name and on its behalf by the manual or facsimile 
signature of its Chairman and attested by the manual or facsimile signature of its Secretary, all as 
of the date set forth above. 

MODESTO PUBLIC FINANCING AUTHORITY 

By: _______________________________________ 
Chairman 

Attest: 

____________________________________ 
Secretary 
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[FORM OF TRUSTEES CERTIFICATE OF AUTHENTICATION 
AND REGISTRATION] 

This is one of the Bonds described in the within mentioned Indenture, which has been 
registered on the date set forth below. 

Dated: 
THE BANK OF NEW YORK TRUST 
COMPANY, N.A., as Trustee 

By: _______________________________________ 
Authorized Signatory 
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[FORM OF ASSIGNMENT] 

For value received, the undersigned do(es) hereby sell, assign and transfer unto 
_______________ the within mentioned Bond and hereby irrevocably constitute(s) and 
appoint(s) _______________, attorney, to transfer the same on the books of the within named 
Trustee, with full power of substitution in the premises. 

Dated: ________________________ By:______________________________________ 

Signature Guaranteed By: 

____________________________________ 
NOTICE: Signature must be guaranteed by 
an eligible guarantor institution. 
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EXHIBIT B 

AUCTION AND SETTLEMENT PROCEDURES 

ARTICLE I 
 

DEFINITIONS 

In addition to the words and terms elsewhere defined in the Indenture (this “Indenture”) 
to which this Exhibit B is attached, the following words and terms as used in this Exhibit B and 
elsewhere in this Indenture have the following meanings with respect to a Series of Bonds in an 
ARS Mode, unless the context or use indicates another or different meaning or intent: 

“Agent Member” means a member of, or participant in, the Securities Depository who 
shall act on behalf of a Bidder. 

“All Hold Rate” means, as of any Auction Date, 55% of the ARS Index in effect on such 
Auction Date. 

“ARS” means Auction Rate Securities. 

“ARS Bonds” means Bonds evidencing interest at the ARS Rate. 

“ARS Index” shall have the meaning specified in Section 2.07 of this Exhibit B. 

“ARS Rate” means for each Series of Bonds, the rate of interest to be evidenced by such 
Series of Bonds during each Auction Period determined in accordance with Section 2.03 of this 
Exhibit B; provided, however, that in no event may the ARS Rate exceed the Maximum Interest 
Rate. 

“ARS Rate Conversion Date” means the date on which ARS Bonds convert from a Mode 
other than an ARS Mode to the ARS Mode for an ARS Rate Period and begin to evidence 
interest at an ARS Rate. 

“ARS Rate Period” means (i) any period of time commencing on the day following the 
Initial Period to but not including a Conversion Date for a Series of ARS Bonds and (ii) the 
period from and including an ARS Rate Conversion Date for a Series of Bonds to but excluding 
the next Conversion Date for such Series of Bonds. 

“Auction” means each periodic implementation of the Auction Procedures. 

“Auction Agent” means the auctioneer appointed in accordance with Section 3.01 or 3.02 
of this Exhibit B.  The initial Auction Agent for the Series 2007 Bonds shall be Deutsche Bank 
Trust Company Americas. 

“Auction Agreement” means an agreement between an Auction Agent and the Trustee 
approved by the Bond Insurer for a Series of Bonds pursuant to which an Auction Agent agrees 



 

B-2 
 SF1 1445588 47922/34 

to follow the procedures specified in this Exhibit B with respect to ARS Bonds, as such 
agreement may from time to time be amended or supplemented. 

“Auction Date” means, with respect to a Series of ARS Bonds, (a) if such Series of ARS 
Bonds are in a daily Auction Period, each Business Day, (b) if such Series of ARS Bonds are in a 
Special Auction Period, the last Business Day of the Special Auction Period, and (c) if such 
Series of ARS Bonds are in any other Auction Period, the Business Day next preceding each 
Interest Payment Date for such Series of ARS Bonds (whether or not an Auction shall be 
conducted on such date); provided, however, that the last Auction Date with respect to a Series 
of ARS Bonds in an Auction Period other than a daily Auction Period or a Special Auction 
Period shall be the earlier of (i) the Business Day next preceding the Interest Payment Date next 
preceding the Conversion Date for such Series of ARS Bonds and (ii) the Business Day next 
preceding the Interest Payment Date next preceding the final Maturity Date; and provided, 
further, that if a Series of ARS Bonds are in a daily Auction Period, the last Auction Date shall 
be the earlier of (x) the second Business Day next preceding the Conversion Date for such Series 
of ARS Bonds and (y) the Business Day next preceding the final Maturity Date.  The last 
Business Day of a Special Auction Period shall be the Auction Date for the Auction Period 
which begins on the next succeeding Business Day, if any.  On the second Business Day 
preceding the conversion from a daily Auction Period to another Auction Period, there shall be 
an Auction for the last daily Auction Period.  On the Business Day preceding the conversion 
from a daily Auction Period to another Auction Period, there shall be one Auction for the first 
Auction Period following the conversion.  The first Auction Date for the Series 2007 Bonds is 
September 2, 2008. 

“Auction Period” means with respect to a Series of ARS Bonds: 

(a) a Special Auction Period; 

(b) with respect to a Series of ARS Bonds in a daily Auction Period, a period 
beginning on each Business Day and extending to but not including the next succeeding 
Business Day unless such Business Day is the second Business Day preceding the 
conversion from a daily Auction Period to another Auction Period, in which case the 
daily Auction Period shall extend to, but not include, the next Interest Payment Date; 

(c) with respect to a Series of ARS Bonds in a seven day Auction Period and 
with Auctions generally conducted on (i) Fridays, a period of generally seven days 
beginning on a Monday (or the day following the last day of the prior Auction Period if 
the prior Auction Period does not end on a Sunday) and ending on the Sunday thereafter 
(unless such Sunday is not followed by a Business Day, in which case on the next 
succeeding day which is followed by a Business Day), (ii) Mondays, a period of 
generally seven days beginning on a Tuesday (or the day following the last day of the 
prior Auction Period if the prior Auction Period does not end on a Monday) and ending 
on the Monday thereafter (unless such Monday is not followed by a Business Day, in 
which case on the next succeeding day which is followed by a Business Day), (iii) 
Tuesdays, a period of generally seven days beginning on a Wednesday (or the day 
following the last day of the prior Auction Period if the prior Auction Period does not end 
on a Tuesday) and ending on the Tuesday thereafter (unless such Tuesday is not followed 
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by a Business Day, in which case on the next succeeding day which is followed by a 
Business Day), (iv) Wednesdays, a period of generally seven days beginning on a 
Thursday (or the day following the last day of the prior Auction Period if the prior 
Auction Period does not end on a Wednesday) and ending on the Wednesday thereafter 
(unless such Wednesday is not followed by a Business Day, in which case on the next 
succeeding day which is followed by a Business Day), and (v) Thursdays, a period of 
generally seven days beginning on a Friday (or the day following the last day of the prior 
Auction Period if the prior Auction Period does not end on a Thursday) and ending on the 
Thursday thereafter (unless such Thursday is not followed by a Business Day, in which 
case on the next succeeding day which is followed by a Business Day); 

(d) with respect to a Series of ARS Bonds in a 28-day Auction Period and 
with Auctions generally conducted on (i) Fridays, a period of generally 28 days 
beginning on a Monday (or the day following the last day of the prior Auction Period if 
the prior Auction Period does not end on a Sunday) and ending on the fourth Sunday 
thereafter (unless such Sunday is not followed by a Business Day, in which case on the 
next succeeding day which is followed by a Business Day), (ii) Mondays, a period of 
generally 28 days beginning on a Tuesday (or the day following the last day of the prior 
Auction Period if the prior Auction Period does not end on a Monday) and ending on the 
fourth Monday thereafter (unless such Monday is not followed by a Business Day, in 
which case on the next succeeding day which is followed by a Business Day), (iii) 
Tuesdays, a period of generally 28 days beginning on a Wednesday (or the day following 
the last day of the prior Auction Period if the prior Auction Period does not end on a 
Tuesday) and ending on the fourth Tuesday thereafter (unless such Tuesday is not 
followed by a Business Day, in which case on the next succeeding day which is followed 
by a Business Day), (iv) Wednesdays, a period of generally 28 days beginning on a 
Thursday (or the day following the last day of the prior Auction Period if the prior 
Auction Period does not end on a Wednesday) and ending on the fourth Wednesday 
thereafter (unless such Wednesday is not followed by a Business Day, in which case on 
the next succeeding day which is followed by a Business Day), and (v) Thursdays, a 
period of generally 28 days beginning on a Friday (or the day following the last day of 
the prior Auction Period if the prior Auction Period does not end on a Thursday) and 
ending on the fourth Thursday thereafter (unless such Thursday is not followed by a 
Business Day, in which case on the next succeeding day which is followed by a Business 
Day); 

(e) with respect to a Series of ARS Bonds in a 35-day Auction Period and 
with Auctions generally conducted on (i) Fridays, a period of generally 35 days 
beginning on a Monday (or the day following the last day of the prior Auction Period if 
the prior Auction Period does not end on Sunday) and ending on the fifth Sunday 
thereafter (unless such Sunday is not followed by a Business Day, in which case on the 
next succeeding day which is followed by a Business Day), (ii) Mondays, a period of 
generally 35 days beginning on a Tuesday (or the day following the last day of the prior 
Auction Period if the prior Auction Period does not end on Monday) and ending on the 
fifth Monday thereafter (unless such Monday is not followed by a Business Day, in 
which case on the next succeeding day which is followed by a Business Day), (iii) 
Tuesdays, a period of generally 35 days beginning on a Wednesday (or the day following 
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the last day of the prior Auction Period if the prior Auction Period does not end on 
Tuesday) and ending on the fifth Tuesday thereafter (unless such Tuesday is not followed 
by a Business Day, in which case on the next succeeding day which is followed by a 
Business Day), (iv) Wednesdays, a period of generally 35 days beginning on a Thursday 
(or the day following the last day of the prior Auction Period if the prior Auction Period 
does not end on Wednesday) and ending on the fifth Wednesday thereafter (unless such 
Wednesday is not followed by a Business Day, in which case on the next succeeding day 
which is followed by a Business Day), and (v) Thursdays, a period of generally 35 days 
beginning on a Friday (or the day following the last day of the prior Auction Period if the 
prior Auction Period does not end on Thursday) and ending on the fifth Thursday 
thereafter (unless such Thursday is not followed by a Business Day, in which case on the 
next succeeding day which is followed by a Business Day); 

(f) with respect to a Series of ARS Bonds in a three-month Auction Period, a 
period of generally three months (or shorter period upon a conversion from another 
Auction Period) beginning on the day following the last day of the prior Auction Period 
and ending on the first day of the month that is the third calendar month following the 
beginning date of such Auction Period (unless such first day of the month is not followed 
by a Business Day, in which case on the next succeeding day which is followed by a 
Business Day); and 

(g) with respect to a Series of ARS Bonds in a six-month Auction Period, a 
period of generally six months (or shorter period upon a conversion from another Auction 
Period) beginning on the day following the last day of the prior Auction Period and 
ending on the last day of the month which is the sixth calendar month following the 
beginning date of such Auction Period (such six month period to include the month when 
the six-month Auction Period commenced) and ending on the last day of every sixth 
month thereafter; provided that no six-month Auction Period for a Series of ARS Bonds 
may extend beyond the Maturity Date; 

provided, however, that: 

(a) if there is a conversion of a Series of ARS Bonds with Auctions generally 
conducted on Fridays (i) from a daily Auction Period to a seven-day Auction Period, the 
next Auction Period shall begin on the date of the conversion (i.e., the Interest Payment 
Date for the prior Auction Period) and shall end on the next succeeding Sunday (unless 
such Sunday is not followed by a Business Day, in which case on the next succeeding 
day which is followed by a Business Day), (ii) from a daily Auction Period to a 28-day 
Auction Period, the next Auction Period shall begin on the date of the conversion (i.e., 
the Interest Payment Date for the prior Auction Period) and shall end on the Sunday 
(unless such Sunday is not followed by a Business Day, in which case on the next 
succeeding day which is followed by a Business Day) which is more than 21 days but not 
more than 28 days from such date of conversion, and (iii) from a daily Auction Period to 
a 35-day Auction Period, the next Auction Period shall begin on the date of the 
conversion (i.e., the Interest Payment Date for the prior Auction Period) and shall end on 
Sunday (unless such Sunday is not followed by a Business Day, in which case on the next 
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succeeding day which is followed by a Business Day) which is more than 28 days but no 
more than 35 days from such date of conversion; 

(b) if there is a conversion of a Series of ARS Bonds with Auctions generally 
conducted on Mondays (i) from a daily Auction Period to a seven-day Auction Period, 
the next Auction Period shall begin on the date of the conversion (i.e., the Interest 
Payment Date for the prior Auction Period) and shall end on the next succeeding Monday 
(unless such Monday is not followed by a Business Day, in which case on the next 
succeeding day which is followed by a Business Day), (ii) from a daily Auction Period to 
a 28-day Auction Period, the next Auction Period shall begin on the date of the 
conversion (i.e., the Interest Payment Date for the prior Auction Period) and shall end on 
the Monday (unless such Monday is not followed by a Business Day, in which case on 
the next succeeding day which is followed by a Business Day) which is more than 21 
days but not more than 28 days from such date of conversion, and (iii) from a daily 
Auction Period to a 35-day Auction Period, the next Auction Period shall begin on the 
date of the conversion (i.e., the Interest Payment Date for the prior Auction Period) and 
shall end on Monday (unless such Monday is not followed by a Business Day, in which 
case on the next succeeding day which is followed by a Business Day) which is more 
than 28 days but no more than 35 days from such date of conversion; 

(c) if there is a conversion of a Series of ARS Bonds with Auctions generally 
conducted on Tuesdays (i) from a daily Auction Period to a seven-day Auction Period, 
the next Auction Period shall begin on the date of the conversion (i.e., the Interest 
Payment Date for the prior Auction Period) and shall end on the next succeeding Tuesday 
(unless such Tuesday is not followed by a Business Day, in which case on the next 
succeeding day which is followed by a Business Day), (ii) from a daily Auction Period to 
a 28-day Auction Period, the next Auction Period shall begin on the date of the 
conversion (i.e., the Interest Payment Date for the prior Auction Period) and shall end on 
the Tuesday (unless such Tuesday is not followed by a Business Day, in which case on 
the next succeeding day which is followed by a Business Day) which is more than 21 
days but not more than 28 days from such date of conversion, and (iii) from a daily 
Auction Period to a 35-day Auction Period, the next Auction Period shall begin on the 
date of the conversion (i.e., the Interest Payment Date for the prior Auction Period) and 
shall end on Tuesday (unless such Tuesday is not followed by a Business Day, in which 
case on the next succeeding day which is followed by a Business Day) which is more 
than 28 days but no more than 35 days from such date of conversion; 

(d) if there is a conversion of a Series of ARS Bonds with Auctions generally 
conducted on Wednesdays (i) from a daily Auction Period to a seven-day Auction Period, 
the next Auction Period shall begin on the date of the conversion (i.e., the Interest 
Payment Date for the prior Auction Period) and shall end on the next succeeding 
Wednesday (unless such Wednesday is not followed by a Business Day, in which case on 
the next succeeding day which is followed by a Business Day), (ii) from a daily Auction 
Period to a 28-day Auction Period, the next Auction Period shall begin on the date of the 
conversion (i.e., the Interest Payment Date for the prior Auction Period) and shall end on 
the Wednesday (unless such Wednesday is not followed by a Business Day, in which 
case on the next succeeding day which is followed by a Business Day) which is more 
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than 21 days but not more than 28 days from such date of conversion, and (iii) from a 
daily Auction Period to a 35-day Auction Period, the next Auction Period shall begin on 
the date of the conversion (i.e., the Interest Payment Date for the prior Auction Period) 
and shall end on Wednesday (unless such Wednesday is not followed by a Business Day, 
in which case on the next succeeding day which is followed by a Business Day) which is 
more than 28 days but no more than 35 days from such date of conversion; and 

(e) if there is a conversion of a Series of ARS Bonds with Auctions generally 
conducted on Thursdays (i) from a daily Auction Period to a seven-day Auction Period, 
the next Auction Period shall begin on the date of the conversion (i.e., the Interest 
Payment Date for the prior Auction Period) and shall end on the next succeeding 
Thursday (unless such Thursday is not followed by a Business Day, in which case on the 
next succeeding day which is followed by a Business Day), (ii) from a daily Auction 
Period to a 28-day Auction Period, the next Auction Period shall begin on the date of the 
conversion (i.e., the Interest Payment Date for the prior Auction Period) and shall end on 
the Thursday (unless such Thursday is not followed by a Business Day, in which case on 
the next succeeding day which is followed by a Business Day) which is more than 21 
days but not more than 28 days from such date of conversion, and (iii) from a daily 
Auction Period to a 35-day Auction Period, the next Auction Period shall begin on the 
date of the conversion (i.e., the Interest Payment Date for the prior Auction Period) and 
shall end on Thursday (unless such Thursday is not followed by a Business Day, in which 
case on the next succeeding day which is followed by a Business Day) which is more 
than 28 days but no more than 35 days from such date of conversion. 

Notwithstanding the foregoing, if an Auction is for an Auction Period of more than seven 
days and the Auction Rate on such Auction Date is the Maximum Interest Rate because 
Sufficient Clearing Bids do not exist, the Auction Period shall automatically change to a seven-
day Auction Period.  On the following Auction Date, the Auction shall be conducted for an 
Auction Period of the same length as the Auction Period prior to such automatic conversion.  If 
such Auction is successful, the Auction Period shall revert to the length prior to the automatic 
conversion, and, if such Auction is not successful, the Auction Period shall be another seven-day 
period. 

“Auction Procedures” means the procedures for conducting Auctions for a Series of ARS 
Bonds during an ARS Rate Period set forth in this Exhibit B. 

“Auction Rate” means for a Series of ARS Bonds, the rate of interest to be borne by such 
Series of ARS Bonds during each Auction Period determined in accordance with Section 2.03 of 
this Exhibit B, which:  (i) if Sufficient Clearing Bids exist, shall be the Winning Bid Rate, 
provided, however, if all of the ARS Bonds of such Series are the subject of Submitted Hold 
Orders, such rate shall be the All Hold Rate with respect to such Series of ARS Bonds; and (ii) if 
Sufficient Clearing Bids do not exist, such rate shall be the Maximum Interest Rate with respect 
to such Series of ARS Bonds. 

“Available Bond” means for a Series of ARS Bonds on each Auction Date, the aggregate 
principal amount of such Series of ARS Bonds that are not the subject of Submitted Hold Orders. 
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“Bid” has the meaning specified in subsection (a) of Section 2.01 of this Exhibit B. 

“Bidder” means each Existing Owner and Potential Owner who places an Order. 

“Broker-Dealer” means any entity that is permitted by law to perform the function 
required of a Broker-Dealer described in this Exhibit B that is a member of, or a direct 
participant in, the Securities Depository, that has been selected by the Authority and that is a 
party to a Broker-Dealer Agreement with the Auction Agent. 

“Broker-Dealer Agreement” means an agreement approved by the Bond Insurer for a 
Series of Bonds among the Auction Agent, the Authority and a Broker-Dealer pursuant to which 
such Broker-Dealer agrees to follow the procedures described in this Exhibit B, as such 
agreement may from to time be amended or supplemented. 

“Broker-Dealer Deadline” means, with respect to an Order, the internal deadline 
established by the Broker-Dealer through which the Order was placed after which it will not 
accept Orders or any change in any Order previously placed with such Broker-Dealer; provided, 
however, that nothing shall prevent the Broker-Dealer from correcting Clerical Errors by the 
Broker-Dealer with respect to Orders from Bidders after the Broker-Dealer Deadline pursuant to 
the provisions herein.   Any Broker-Dealer may change the time or times of its Broker-Dealer 
Deadline as it relates to such Broker-Dealer by giving notice not less than two Business Days 
prior to the date such change is to take effect to Bidders who place Orders through such Broker-
Dealer.   

“Clerical Error” means a clerical error in the processing of an Order, and includes, but is 
not limited to, the following: (i) a transmission error, including but not limited to, an Order sent 
to the wrong address or number, failure to transmit certain pages or illegible transmission, (ii) 
failure to transmit an Order received from one or more Existing Owners or Potential Owners 
(including Orders from the Broker-Dealer which were not originated by the Auction Desk) prior 
to the Broker-Dealer Deadline or generated by the Broker-Dealer’s Auction Desk for its own 
account prior to the Submission Deadline or (iii) a typographical error.  Determining whether an 
error is a “Clerical Error” is within the reasonable judgment of the Broker-Dealer, provided that 
the Broker-Dealer has a record of the correct Order that shows it was so received or so generated 
prior to the Broker-Dealer Deadline or the Submission Deadline, as applicable. 

“Conversion Date” means the date on a Series of ARS Bonds are converted from an ARS 
Mode to a Mode other than an ARS Mode and begin to bear interest at a Daily Rate, a Weekly 
Rate, a Flexible Rate, a Term Rate or a Fixed Rate. 

“Error Correction Deadline” means one hour after the Auction Agent completes the 
dissemination of the results of the Auction to Broker-Dealers without regard to the time of 
receipt of such results by any Broker-Dealer; provided, however, in no event shall the Error 
Correction Deadline extend past 4:00 p.m., New York City time, unless the Auction Agent 
experiences technological failure or force majeure in disseminating the Auction results which 
causes a delay in dissemination past 3:00 p.m., New York City time. 

“Existing Owner” means a Person who is listed as the beneficial owner of ARS Bonds in 
the records of the Auction Agent; provided, however, that for purposes of conducting an 
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Auction, the Auction Agent may consider a Broker-Dealer acting on behalf of its customer as an 
Existing Owner. 

“Hold Order” has the meaning specified in subsection (a) of Section 2.01 of this 
Exhibit B. 

“Initial Period” means the period from the issue date of the Series 2007 Bond to and 
including September 2, 2008. 

“Interest Payment Date” with respect to Series 2007 Bond means September 1, 2007, 
March 1, 2008 and September 3, 2008 with respect to the Initial Period for the Series 2007 Bond, 
and thereafter for any Series of ARS Bonds (a) when used with respect to any Auction Period 
other than a daily Auction Period or a Special Auction Period, the Business Day immediately 
following such Auction Period, (b) when used with respect to a daily Auction Period, the first 
Business Day of the month immediately succeeding such Auction Period, (c) when used with 
respect to a Special Auction Period of (i) seven or more but fewer than one hundred eighty-three 
(183) days, the Business Day immediately following such Special Auction Period, or (ii) more 
than one hundred eighty-two (182) days, each March 1 and September 1 and on the Business 
Day immediately following such Special Auction Period and (d) the date when the final principal 
amount of the Bonds of a Series becomes due and payable, either at maturity or upon early 
redemption. 

“LIBOR” means, with respect to a Series of ARS Bonds, on any date of determination for 
an Auction Period for such Series of ARS Bonds, the offered rate (rounded up to the next highest 
one one-thousandth of one percent (0.001%)) for deposits in U.S. dollars for a one-month period 
which appears on the Telerate Page 3750 at approximately 11:00 a.m., London time, on such 
date, or if such date is not a date on which dealings in U.S. dollars are transacted in the London 
interbank market, then on the next preceding day on which such dealings were transacted in such 
market. 

“Maximum Interest Rate” means the lesser of 12% or the maximum rate permitted by 
applicable law. 

“Order” means a Hold Order, Bid or Sell Order. 

“Potential Owner” means any Person, including any Existing Owner, who may be 
interested in acquiring a beneficial interest in ARS Bonds in addition to ARS Bonds currently 
owned by such Person, if any; provided, however, that for purposes of conducting an Auction, 
the Auction Agent may consider a Broker-Dealer acting on behalf of its customer as a Potential 
Owner. 

“Principal Office” means, with respect to the Auction Agent of a Series of ARS Bonds, 
the office thereof designated in writing to the Authority, the Trustee and each Broker-Dealer. 

“Sell Order” has the meaning specified in subsection (a) of Section 2.01 of this Exhibit B. 

“Special Auction Period” means, with respect to a Series of ARS Bonds, (a) any period 
of one hundred eighty-two (182) days or less which is divisible by seven and which begins on an 
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Interest Payment Date and ends (i) in the case of a Series of ARS Bonds with Auctions generally 
conducted on Fridays, on a Sunday unless such Sunday is not followed by a Business Day, in 
which case on the next succeeding day which is followed by a Business Day, (ii) in the case of a 
Series of ARS Bonds with Auctions generally conducted on Mondays, on a Monday unless such 
Monday is not followed by a Business Day, in which case on the next succeeding day which is 
followed by a Business Day, (iii) in the case of a Series of ARS Bonds with Auctions generally 
conducted on Tuesdays, on a Tuesday unless such Tuesday is not followed by a Business Day, in 
which case on the next succeeding day which is followed by a Business Day, (iv) in the case of a 
Series of ARS Bonds with Auctions generally conducted on Wednesdays, on a Wednesday 
unless such Wednesday is not followed by a Business Day, in which case on the next succeeding 
day which is followed by a Business Day, and (v) in the case of a Series of ARS Bonds with 
Auctions generally conducted on Thursdays, on a Thursday unless such Thursday is not followed 
by a Business Day, in which case on the next succeeding day which is followed by a Business 
Day, or (b) any period which is longer than one hundred eighty-two (182) days, which begins on 
an Interest Payment Date and ends not later than the final scheduled Maturity Date and, in either 
case, is not otherwise within the definition of an Auction Period. 

“Submission Deadline” means 1:00 p.m. New York City time on each Auction Date for a 
Series of ARS Bonds not in a daily Auction Period, and 11:00 a.m., New York City time, on 
each Auction Date for such Series of ARS Bonds in a daily Auction Period, or such other time 
on such date as shall be specified from time to time by the Auction Agent pursuant to the 
Auction Agreement as the time by which Broker-Dealers are required to submit Orders to the 
Auction Agent.  Notwithstanding the foregoing, the Auction Agent will follow the Securities 
Industry and Financial Markets Association’s Early Market Close Recommendations for 
shortened trading days for the bond markets (the “SIFMA Recommendation”) unless the Auction 
Agent is instructed otherwise in writing by the Trustee or the Authority.  In the event of a 
SIFMA Recommendation with respect to an Auction Date, the Submission Deadline will be 
11:30 a.m., instead of 1:00 p.m., New York City time. 

“Submitted Bid” has the meaning specified in subsection (b) of Section 2.04 of this 
Exhibit B. 

“Submitted Hold Order” has the meaning specified in subsection (b) of Section 2.04 of 
this Exhibit B. 

“Submitted Order” has the meaning specified in subsection (b) of Section 2.04 of this 
Exhibit B. 

“Submitted Sell Order” has the meaning specified in subsection (b) of Section 2.04 of 
this Exhibit B. 

“Sufficient Clearing Bids” means with respect to a Series of ARS Bonds, an Auction for 
which the aggregate principal amount of such Series of ARS Bonds that are the subject of 
Submitted Bids by Potential Owners specifying one or more rates not higher than the Maximum 
Interest Rate is not less than the aggregate principal amount of such Series of ARS Bonds that 
are the subject of Submitted Sell Orders and of Submitted Bids by Existing Owners specifying 
rates higher than the Maximum Interest Rate. 
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“Winning Bid Rate” means with respect to a Series of ARS Bonds, the lowest rate 
specified in any Submitted Bid for such Series of ARS Bonds which if selected by the Auction 
Agent as the ARS Rate for such Series of ARS Bonds would cause the aggregate principal 
amount of such Series of ARS Bonds that are the subject of Submitted Bids specifying a rate not 
greater than such rate to be not less than the aggregate principal amount of Available Bonds. 

ARTICLE II 
 

AUCTION PROCEDURES 

Section 2.01.  Orders by Existing Owners and Potential Owners. 

(a) Prior to the Broker-Dealer Deadline on each Auction Date: 

(i) each Existing Owner may submit to a Broker-Dealer, in writing or by such 
other method as shall be reasonably acceptable to such Broker-Dealer, one or more 
Orders as to: 

(A) the principal amount of the ARS Bonds, if any, held by such 
Existing Owner, which such Existing Owner commits to continue to hold for the 
next succeeding Auction Period without regard to the Auction Rate for such 
Auction Period; 

(B) the principal amount of the ARS Bonds, if any, held by such 
Existing Owner, which such Existing Owner commits to continue to hold for the 
next succeeding Auction Period if the Auction Rate for the next succeeding 
Auction Period is not less than the rate per annum specified in such Order (and if 
the Auction Rate is less than such specified rate, the effect of the Order shall be as 
set forth in paragraph (b)(i)(A) of this Section); and/or 

(C) the principal amount of the ARS Bonds, if any, held by such 
Existing Owner which such Existing Owner offers to sell on the first Business 
Day of the next succeeding Auction Period (or on the same day in the case of a 
daily Auction Period) without regard to the Auction Rate for the next succeeding 
Auction Period; and 

(ii) each Potential Owner may submit to a Broker-Dealer, in writing or by 
such other method as shall be reasonably acceptable to such Broker-Dealer, an Order as 
to the principal amount of ARS Bonds, which each such Potential Owner offers to 
purchase if the Auction Rate for the next succeeding Auction Period is not less than the 
rate per annum then specified by such Potential Owner. 

For the purposes hereof, an Order containing the information referred to in clause (i)(A) 
above is herein referred to as a “Hold Order,” an Order containing the information referred to in 
clause (i)(B) or (ii) above is herein referred to as a “Bid,” and an Order containing the 
information referred to in clause (i)(C) above is herein referred to as a “Sell Order.” 
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No Auction Desk of a Broker-Dealer shall accept as an Order a submission (whether 
received from an Existing Owner or a Potential Owner or generated by the Broker-Dealer for its 
own account) which does not conform to the requirements of the Auction Procedures, including, 
but not limited to, submissions which are not in Authorized Denominations, specify a rate which 
contains more than three figures to the right of the decimal point or specify an amount greater 
than the amount of Outstanding ARS Bonds.  No Auction Desk of a Broker-Dealer shall accept a 
Bid or Sell Order which is conditioned on being filled in whole or a Bid which does not specify a 
specific interest rate. 

(b) (i) A Bid by an Existing Owner shall constitute an offer to sell on the first 
Business Day of the next succeeding Auction Period (or the same day in the case of a daily 
Auction Period): 

(A) the principal amount of the ARS Bonds specified in such Bid if the 
rate determined by the Auction Procedures on such Auction Date shall be less 
than the rate specified therein; or 

(B) such principal amount or a lesser principal amount of the ARS 
Bonds to be determined as described in subsection (a)(v) of Section 2.05 hereof if 
the Auction Rate for the next succeeding Auction Period shall be equal to such 
specified rate; or 

(C) a lesser principal amount of the ARS Bonds to be determined as 
described in subsection (b)(iv) of Section 2.05 of this Exhibit B if such specified 
rate shall be higher than the Maximum Interest Rate and Sufficient Clearing Bids 
do not exist. 

(ii) A Sell Order by an Existing Owner shall constitute an offer to sell: 

(A) the principal amount of the ARS Bonds specified in such Sell 
Order; or 

(B) such principal amount or a lesser principal amount of the ARS 
Bonds as described in subsection (b)(iv) of Section 2.05 of this Exhibit B if 
Sufficient Clearing Bids do not exist. 

(iii) A Bid by a Potential Owner shall constitute an offer to purchase: 

(A) the principal amount of the ARS Bonds specified in such Bid if the 
Auction Rate for the next succeeding Auction Period shall be higher than the rate 
specified therein; or 

(B) such principal amount or a lesser principal amount of the ARS 
Bonds as described in subsection (a)(vi) of Section 2.05 of this Exhibit B if the 
Auction Rate for the next succeeding Auction Period shall be equal to such 
specified rate. 

(c) Anything herein to the contrary notwithstanding: 
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(i) If an Order or Orders covering all of the ARS Bonds held by an Existing 
Owner is not submitted to the Broker-Dealer of record for such Existing Owner prior to 
the Broker-Dealer Deadline, such Broker-Dealer shall deem a Hold Order to have been 
submitted on behalf of such Existing Owner covering the principal amount of ARS 
Bonds held by such Existing Owner and not subject to Orders submitted to such Broker-
Dealer; provided, however, that if there is a conversion from one Auction Period to a 
longer Auction Period and Orders have not been submitted to such Broker-Dealer prior to 
the Broker-Dealer Deadline covering the aggregate principal amount of ARS Bonds to be 
converted held by such Existing Owner, such Broker-Dealer shall deem a Sell Order to 
have been submitted on behalf of such Existing Owner covering the principal amount of 
ARS Bonds to be converted held by such Existing Owner not subject to Orders submitted 
to such Broker-Dealer.; 

(ii) for purposes of any Auction, any Order by any Existing Owner or 
Potential Owner shall be revocable until the Broker-Dealer Deadline, and after the 
Broker-Dealer Deadline, all such Orders shall be irrevocable, except as provided in 
Sections 2.02(e)(ii) and 2.02(f); and 

(iii) for purposes of any Auction other than during a daily Auction Period, any 
ARS Bonds sold or purchased pursuant to subsection (b)(i), (ii) or (iii) above shall be 
sold or purchased at a price equal to 100% of the principal amount thereof; provided that, 
for purposes of any Auction during a daily Auction Period, such sale or purchase price 
shall be 100% of the principal amount thereof plus accrued interest to the date of sale or 
purchase. 

Section 2.02.   Submission of Orders by Broker-Dealers to Auction Agent. 

(a) Each Broker-Dealer shall submit to the Auction Agent in writing, or by such 
Electronic Means as shall be reasonably acceptable to the Auction Agent, prior to the 
Submission Deadline on each Auction Date for Bonds of a Series, all Orders with respect to ARS 
Bonds accepted by such Broker-Dealer in accordance with Section 2.01 above and specifying 
with respect to each Order or aggregation of Orders pursuant to Section 2.02(b) below: 

(i) the name of the Broker-Dealer; 

(ii) the number of Bidders placing Orders, if requested by the Auction Agent; 

(iii) the aggregate principal amount of the ARS Bonds, if any, that are the 
subject of such Order; 

(iv) to the extent that such Bidder is an Existing Owner: 

(A) the principal amount of the ARS Bonds, if any, subject to any Hold 
Order placed by such Existing Owner; 

(B) the principal amount of the ARS Bonds, if any, subject to any Bid 
placed by such Existing Owner and the rate specified in such Bid; and 
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(C) the principal amount of the ARS Bonds, if any, subject to any Sell 
Order placed by such Existing Owner. 

(v) the extent such Bidder is a Potential Owner, the rate specified in such Bid. 

(b) If more than one Bid is submitted to a Broker-Dealer on behalf of any single 
Potential Owner, the Broker-Dealer shall aggregate each Bid on behalf of such Potential Owner 
submitted with the same rate and consider such Bids as a single Bid and shall consider each Bid 
submitted with a different rate a separate Bid with the rate and the principal amount of the ARS 
Bonds specified therein. 

A Broker-Dealer may aggregate the Orders of different Potential Owners with those of 
other Potential Owners on whose behalf the Broker-Dealer is submitting Orders and may 
aggregate the Orders of different Existing Owners with other Existing Owners on whose behalf 
the Broker-Dealer is submitting Orders; provided, however, Bids may only be aggregated if the 
interest rates on the Bids are the same. 

(c) Neither the Authority, the Trustee nor the Auction Agent shall be responsible for 
the failure of any Broker-Dealer to submit an Order to the Auction Agent on behalf of any 
Existing Owner or Potential Owner. 

(d) Nothing contained herein shall preclude a Broker-Dealer from placing an Order 
for some or all of the ARS Bonds for its own account. 

(e) Until the Submission Deadline, a Broker-Dealer may withdraw or modify any 
Order previously submitted to the Auction Agent (i) for any reason if the Order was generated by 
the Auction Desk of the Broker-Dealer for the account of the Broker-Dealer or (ii) to correct a 
Clerical Error in the case of any other Order, including Orders from the Broker-Dealer which 
were not originated by the Auction Desk. 

(f) After the Submission Deadline and prior to the Error Correction Deadline, a 
Broker-Dealer may: 

(i) submit to the Auction Agent an Order received from an Existing Owner, 
Potential Owner or a Broker-Dealer which is not an Order originated by the Auction 
Desk, in each case prior to the Broker-Dealer Deadline, or an Order generated by the 
Broker-Dealer’s Auction Desk for its own account prior to the Submission Deadline 
(provided that in each case the Broker-Dealer has a record of such Order and the time 
when such Order was received or generated) and not submitted to the Auction Agent 
prior to the Submission Deadline as a result of (A) an event of force majeure or a 
technological failure which made delivery prior to the Submission Deadline impossible 
or, under the conditions then prevailing, impracticable or (B) a Clerical Error on the part 
of the Broker-Dealer; or  

(ii) modify or withdraw an Order received from an Existing Owner or 
Potential Owner or generated by the Broker-Dealer (whether generated by the Broker-
Dealer’s Auction Desk or elsewhere within the Broker-Dealer) for its own account and 
submitted to the Auction Agent prior to the Submission Deadline or pursuant to clause (i) 



 

B-14 
 SF1 1445588 47922/34 

above, if the Broker-Dealer determines that such Order contained a Clerical Error on the 
part of the Broker-Dealer. 

In the event a Broker-Dealer makes a submission, modification or withdrawal pursuant to 
this Section 2.02(f) and the Auction Agent has already run the Auction, the Auction Agent shall 
rerun the Auction, taking into account such submission, modification or withdrawal.  Each 
submission, modification or withdrawal of an Order submitted pursuant to this Section 2.02(f) by 
a Broker-Dealer after the Submission Deadline and prior to the Error Correction Deadline shall 
constitute a representation by the Broker-Dealer that (A) in the case of a newly submitted Order 
or portion thereof or revised Order, the failure to submit such Order prior to the Submission 
Deadline resulted from an event described in clause (i) above and such Order was received from 
an Existing Owner or Potential Owner or is an Order received from the Broker-Dealer that was 
not originated by the Auction Desk, in each case, prior to the Broker-Dealer Deadline, or 
generated internally by such Broker-Dealer’s Auction Desk for its own account prior to the 
Submission Deadline or (B) in the case of a modified or withdrawn Order, such Order was 
received from an Existing Owner, a Potential Owner or the Broker-Dealer which was not 
originated by the Auction Desk prior to the Broker-Dealer Deadline, or generated internally by 
such Broker-Dealer’s Auction Desk for its own account prior to the Submission Deadline and 
such Order as submitted to the Auction Agent contained a Clerical Error on the part of the 
Broker-Dealer and that such Order has been modified or withdrawn solely to effect a correction 
of such Clerical Error, and in the case of either (A) or (B), as applicable, the Broker-Dealer has a 
record of such Order and the time when such Order was received or generated.  The Auction 
Agent shall be entitled to rely conclusively (and shall have no liability for relying) on such 
representation for any and all purposes of the Auction Procedures.  

(g) If after the Auction Agent announces the results of an Auction, a Broker-Dealer 
becomes aware that an error was made by the Auction Agent, the Broker-Dealer shall 
communicate such awareness to the Auction Agent prior to 5:00 p.m. New York City time on the 
Auction Date (or 2:00 pm. New York City time in the case of Bonds in a daily Auction Period).  
If the Auction Agent determines there has been such an error (as a result of either a 
communication from a Broker-Dealer or its own discovery) prior to 3:00 p.m. New York City 
time on the first day of the Auction Period with respect to which such Auction was conducted, 
the Auction Agent shall correct the error and notify each Broker-Dealer that submitted Bids or 
held a position in Bonds in such Auction of the corrected results.   

(h) Nothing contained herein shall preclude the Auction Agent from: 

(i) advising a Broker-Dealer prior to the Submission Deadline that it has not 
received Sufficient Clearing Bids for the ARS Bonds; provided, however, that if the 
Auction Agent so advises any Broker-Dealer, it shall so advise all Broker-Dealers; or 

(ii) verifying the Orders of a Broker-Dealer prior to or after the Submission 
Deadline; provided, however, that if the Auction Agent verifies the Orders of any Broker-
Dealer, it shall verify the Orders of all Broker-Dealers requesting such verification. 
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Section 2.03.  Treatment of Orders by the Auction Agent. 

(a) If the Auction Agent receives an Order which does not conform to the 
requirements of the Auction Procedures, the Auction Agent may contact the Broker-Dealer 
submitting such Order until one hour after the Submission Deadline and inform such Broker-
Dealer that it may resubmit such Order so that it conforms to the requirements of the Auction 
Procedures.  Upon being so informed, such Broker-Dealer may correct and resubmit to the 
Auction Agent any such Order that, solely as a result of a Clerical Error on the part of such 
Broker-Dealer, did not conform to the requirements of the Auction Procedures when previously 
submitted to the Auction Agent.  Any such resubmission by a Broker-Dealer shall constitute a 
representation by such Broker-Dealer that the failure of such Order to have so conformed was 
solely as a result of a Clerical Error on the part of such Broker-Dealer.  If the Auction Agent has 
not received a corrected conforming Order within one hour and fifteen minutes of the 
Submission Deadline, the Auction Agent shall, if and to the extent applicable, adjust or apply 
such Order, as the case may be, in conformity with the provisions of subsections (b), (c) or (d) of 
this Section 2.03 and, if the Auction Agent is unable to so adjust or apply such Order, the 
Auction Agent shall reject such Order. 

(b) If any rate specified in any Bid contains more than three figures to the right of the 
decimal point, the Auction Agent shall round such rate up to the next highest one thousandth of 
one percent (0.001%). 

(c) If one or more Orders covering in the aggregate more than the number of Units of 
Outstanding Bonds of a particular Series  are submitted by a Broker-Dealer to the Auction 
Agent, such Orders shall be considered valid in the following order of priority:  

(i) all Hold Orders shall be considered Hold Orders, but only up to and 
including in the aggregate principal amount of ARS Bonds for which such Broker-Dealer 
is the Broker-Dealer of record; 

(ii) (A) any Bid of a Broker-Dealer shall be considered valid as a Bid of an 
Existing Owner up to and including the excess of the principal amount of ARS Bonds for 
which such Broker-Dealer is the Broker-Dealer of record over the principal amount of 
ARS Bonds subject to Hold Orders referred to in clause (i) above; 

(B) subject to clause (A) above, all Bids of a Broker-Dealer with the 
same rate shall be aggregated and considered a single Bid of an Existing Owner 
up to and including the excess of the principal amount of ARS Bonds for which 
such Broker-Dealer is the Broker-Dealer of record over the principal amount of 
ARS Bonds for which such Broker-Dealer is the Broker-Dealer of record subject 
to Hold Orders referred to in clause (i) above; 

(C) subject to clause (A) above, if more than one Bid with different 
rates is submitted by a Broker-Dealer, such Bids shall be considered Bids of an 
Existing Owner in the ascending order of their respective rates up to the amount 
of the excess of the principal amount of ARS Bonds for which such Broker-
Dealer is the Broker-Dealer of record over the principal amount of ARS Bonds 
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for which such Broker-Dealer is the Broker-Dealer of record subject to Hold 
Orders referred to in clause (i) above; and 

(D) the principal amount of ARS Bonds subject to Bids not considered 
to be Bids for which such Broker-Dealer is the Broker-Dealer of record under this 
clause (ii) shall be treated as the subject of a Bid by a Potential Owner;  

(iii) all Sell Orders shall be considered Sell Orders, but only up to and 
including the principal amount of ARS Bonds equal to the excess of the principal amount 
of ARS Bonds for which such Broker-Dealer is the Broker-Dealer of record over the sum 
of the principal amount of ARS Bonds considered to be subject to Hold Orders pursuant 
to clause (i) above and the principal amount of ARS Bonds considered to be subject to 
Bids for which such Broker-Dealer is the Broker-Dealer of record pursuant to clause (ii) 
above. 

(d) If any Order is for other than an integral amount of ARS Bonds in Authorized 
Denominations, then the Auction Agent shall round the amount down to the nearest number of 
whole amount of ARS Bonds in Authorized Denominations, and the Auction Agent shall 
conduct the Auction Procedures as if such Order had been submitted in such number of principal 
amount of ARS Bonds in Authorized Denominations. 

(e) For purposes of any Auction other than during a daily Auction Period, if an 
Auction Agent has been notified by the Trustee or the Authority that any portion of an Order by 
a Broker-Dealer relates to a ARS Bond which has been called for redemption on or prior to the 
Interest Payment Date next succeeding such Auction, the Order shall be invalid with respect to 
such portion and the Auction Agent shall conduct the Auction Procedures as if such portion of 
such Order had not been submitted. 

(f) For purposes of any Auction other than during a daily Auction Period, no portion 
of a ARS Bond which the Auction Agent has been notified by the Trustee or the Authority has 
been called for redemption on or prior to the Interest Payment Date next succeeding such 
Auction shall be included in the calculation of Available Bonds for such Auction.   

(g) If an Order or Orders covering all of the ARS Bonds is not submitted by a Broker-
Dealer of record prior to the Submission Deadline, the Auction Agent shall deem a Hold Order 
to have been submitted on behalf of such Broker-Dealer covering the principal amount of ARS 
Bonds for which such Broker-Dealer is the Broker-Dealer of record and not subject to Orders 
submitted to the Auction Agent; provided, however, that if there is a conversion from one 
Auction Period to a longer Auction Period and Orders have not been submitted by such Broker-
Dealer prior to the Submission Deadline covering the principal amount of ARS Bonds to be 
converted for which such Broker-Dealer is the Broker-Dealer of record, the Auction Agent shall 
deem a Sell Order to have been submitted on behalf of such Broker-Dealer covering the principal 
amount of ARS Bonds to be converted for which such Broker-Dealer is the Broker-Dealer of 
record not subject to Orders submitted by such Broker-Dealer. 
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Section 2.04.  Determination of ARS Rate. 

(a) If requested by the Trustee or a Broker-Dealer, not later than 10:30 a.m., New 
York City time (or such other time as may be agreed to by the Auction Agent and all Broker-
Dealers), on each Auction Date for the ARS Bonds, the Auction Agent shall advise such Broker-
Dealer (and thereafter confirm to the Trustee, if requested) of the All Hold Rate and the ARS 
Index.  Such advice, and confirmation, shall be made by telephone or other Electronic Means 
acceptable to the Auction Agent. 

(b) Promptly after the Submission Deadline for the ARS Bonds on each Auction 
Date, the Auction Agent shall assemble all Orders submitted or deemed submitted to it by the 
Broker-Dealers (each such Order as submitted or deemed submitted by a Broker-Dealer being 
hereinafter referred to as a “Submitted Hold Order,” a “Submitted Bid” or a “Submitted Sell 
Order,” as the case may be, and collectively as a “Submitted Order”) and shall determine (i) the 
Available Bonds, (ii) whether there are Sufficient Clearing Bids, and (iii) the Auction Rate. 

(c) In the event the Auction Agent shall fail to calculate or, for any reason, fails to 
provide the Auction Rate on the Auction Date, for any Auction Period (i) if the preceding 
Auction Period was a period of 35 days or less, (A) a new Auction Period shall be established for 
the same length of time as the preceding Auction Period, if the failure to make such calculation 
was because there was not at the time a duly appointed and acting Auction Agent or Broker-
Dealer, and the ARS Rate for the new Auction Period shall be the ARS Rate for the new Auction 
Period shall be the same as the ARS Rate for the preceding Auction Period or, (B) if the failure 
to make such calculation was for any other reason or if the ARS Index is not ascertainable on 
such date, the prior Auction Period shall be extended to the seventh day following the day that 
would have been the last day of the preceding Auction Period (or if such seventh day is not 
followed by a Business Day then to the next succeeding day that is followed by a Business Day) 
and the ARS Rate for the period as so extended shall be the same as the ARS Rate for the 
Auction Period prior to the extension, and (ii) if the preceding Auction Period was a period of 
greater than 35 days, (A) a new Auction Period shall be established for a period that ends on the 
seventh day following the day that was the last day of the preceding Auction Period, (or if such 
seventh day is not followed by a Business Day then to the next succeeding day which is followed 
by a Business Day) if the failure to make such calculation was because there was not at the time 
a duly appointed and acting Auction Agent or Broker-Dealer, and the ARS Rate for the new 
Auction Period shall be the Maximum Interest Rate or, (B) if the failure to make such calculation 
was for any other reason or if the ARS Index is not ascertainable on such date, the prior Auction 
Period shall be extended to the seventh day following the day that would have been the last day 
of the preceding Auction Period (or if such seventh day is not followed by a Business Day then 
to the next succeeding day that is followed by a Business Day) and the ARS Rate for the period 
as so extended shall be the same as the ARS Rate for the Auction Period prior to the extension.  
In the event a new Auction Period is established as set forth in clause (ii) (A) above, an Auction 
shall be held on the last Business Day of the new Auction Period to determine an Auction Rate 
for an Auction Period beginning on the Business Day immediately following the last day of the 
new Auction Period and ending on the date on which the Auction Period otherwise would have 
ended had there been no new Auction Period or Auction Periods subsequent to the last Auction 
Period for which a Winning Bid Rate had been determined.  In the event an Auction Period is 
extended as set forth in clause (i) (B) or (ii) (B) above, an Auction shall be held on the last 
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Business Day of the Auction Period as so extended to determine an Auction Rate for an Auction 
Period beginning on the Business Day immediately following the last day of the extended 
Auction Period and ending on the date on which the Auction Period otherwise would have ended 
had there been no extension of the prior Auction Period. 

(d) Notwithstanding the foregoing, neither new nor extended Auction Periods shall 
total more than 35 days in the aggregate.  If at the end of the 35 days the Auction Agent fails to 
calculate or provide the Auction Rate, or there is not at the time a duly appointed and acting 
Auction Agent or Broker-Dealer, the ARS Rate shall be the Maximum Interest Rate. 

(e) In the event of a failed conversion from an Auction Period to any other period or 
in the event of a failure to change the length of the current Auction Period due to the lack of 
Sufficient Clearing Bids at the Auction on the Auction Date for the first new Auction Period, the 
ARS Rate for the next Auction Period shall be the Maximum Interest Rate and the Auction 
Period shall be a seven-day Auction Period.   

(f) If the Bonds are no longer maintained in book-entry-only form by the Securities 
Depository, then the Auctions shall cease and the ARS Rate shall be the Maximum Interest Rate. 

Section 2.05.  Allocation of the ARS Bond. 

(a) In the event of Sufficient Clearing Bids for a Series of ARS Bonds, subject to the 
further provisions of subsections (c) and (d) below, Submitted Orders for such Series of ARS 
Bonds shall be accepted or rejected as follows in the following order of priority: 

(i) the Submitted Hold Order of each Existing Owner shall be accepted, thus 
requiring each such Existing Owner to continue to hold the ARS Bonds that are the 
subject of such Submitted Hold Order; 

(ii) the Submitted Sell Order of each Existing Owner shall be accepted and the 
Submitted Bid of each Existing Owner specifying any rate that is higher than the 
Winning Bid Rate shall be rejected, thus requiring each such Existing Owner to sell the 
ARS Bonds that are the subject of such Submitted Sell Order or Submitted Bid; 

(iii) the Submitted Bid of each Existing Owner specifying any rate that is 
lower than the Winning Bid Rate shall be accepted, thus requiring each such Existing 
Owner to continue to hold the ARS Bonds that are the subject of such Submitted Bid; 

(iv) the Submitted Bid of each Potential Owner specifying any rate that is 
lower than the Winning Bid Rate shall be accepted, thus requiring each such Potential 
Owner to purchase the ARS Bonds that are the subject of such Submitted Bid; 

(v) the Submitted Bid of each Existing Owner specifying a rate that is equal to 
the Winning Bid Rate shall be accepted, thus requiring each such Existing Owner to 
continue to hold the ARS Bonds that are the subject of such Submitted Bid, but only up 
to and including the principal amount of the ARS Bonds obtained by multiplying (A) the 
aggregate principal amount of Outstanding ARS Bonds that are not the subject of 
Submitted Hold Orders described in paragraph (i) above or of Submitted Bids described 
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in paragraphs (iii) or (iv) above by (B) a fraction the numerator of which shall be the 
principal amount of Outstanding ARS Bonds held by such Existing Owner subject to 
such Submitted Bid and the denominator of which shall be the aggregate principal 
amount of the Outstanding ARS Bonds subject to such Submitted Bids made by all such 
Existing Owners that specified a rate equal to the Winning Bid Rate, and the remainder, 
if any, of such Submitted Bid shall be rejected, thus requiring each such Existing Owner 
to sell any excess amount of such ARS Bonds; 

(vi) the Submitted Bid of each Potential Owner specifying a rate that is equal 
to the Winning Bid Rate shall be accepted, thus requiring each such Potential Owner to 
purchase the ARS Bonds that are the subject of such Submitted Bid, but only in an 
amount equal to the principal amount of the ARS Bonds obtained by multiplying (A) the 
aggregate principal amount of Outstanding ARS Bonds that are not the subject of 
Submitted Hold Orders described in paragraph (i) above or of Submitted Bids described 
in paragraphs (iii), (iv) or (v) above by (B) a fraction the numerator of which shall be the 
principal amount of Outstanding ARS Bonds subject to such Submitted Bid and the 
denominator of which shall be the sum of the aggregate principal amount of Outstanding 
ARS Bonds subject to such Submitted Bids made by all such Potential Owners that 
specified a rate equal to the Winning Bid Rate, and the remainder of such Submitted Bid 
shall be rejected; and 

(vii) the Submitted Bid of each Potential Owner specifying any rate that is 
higher than the Winning Bid Rate shall be rejected. 

(b) In the event there are not Sufficient Clearing Bids for a Series of ARS Bonds, 
Submitted Orders, for such Series of ARS Bonds shall be accepted or rejected as follows in the 
following order of priority: 

(i) the Submitted Hold Order of each Existing Owner shall be accepted, thus 
requiring each such Existing Owner to continue to hold the ARS Bonds that are the 
subject of such Submitted Hold Order; 

(ii) the Submitted Bid of each Existing Owner specifying any rate that is not 
higher than the Maximum Interest Rate, shall be accepted, thus requiring each such 
Existing Owner to continue to hold the ARS Bonds that are the subject of such Submitted 
Bid; 

(iii) the Submitted Bid of each Potential Owner specifying any rate that is not 
higher than the Maximum Interest Rate, shall be accepted, thus requiring each such 
Potential Owner to purchase the ARS Bonds that are the subject of such Submitted Bid; 

(iv) the Submitted Sell Orders of each Existing Owner shall be accepted as 
Submitted Sell Orders and the Submitted Bids of each Existing Owner specifying any 
rate that is higher than the Maximum Interest Rate, shall be deemed to be and shall be 
accepted as Submitted Sell Orders, in both cases only up to and including the principal 
amount of the ARS Bonds obtained by multiplying (A) the aggregate principal amount of 
the ARS Bonds subject to Submitted Bids described in paragraph (iii) of this subsection 
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(b) by (B) a fraction the numerator of which shall be the principal amount of Outstanding 
ARS Bonds held by such Existing Owner subject to such Submitted Sell Order or such 
Submitted Bid deemed to be a Submitted Sell Order and the denominator of which shall 
be the principal amount of Outstanding ARS Bonds subject to all such Submitted Sell 
Orders and such Submitted Bids deemed to be Submitted Sell Orders, and the remainder 
of each such Submitted Sell Order or Submitted Bid shall be deemed to be and shall be 
accepted as a Hold Order and each such Existing Owner shall be required to continue to 
hold such excess amount of the ARS Bonds; and 

(v) the Submitted Bid of each Potential Owner specifying any rate that is 
higher than the Maximum Interest Rate shall be rejected. 

Section 2.06.  Notice of ARS Rate. 

(a) On each Auction Date, the Auction Agent shall notify by each Broker-Dealer that 
participated in the Auction held on such Auction Date by Electronic Means acceptable to the 
Auction Agent and the applicable Broker-Dealer of the following with respect to the ARS Bonds 
for which an Auction was held on such Auction Date: 

(i) the ARS Rate determined on such Auction Date for the succeeding 
Auction Period; 

(ii) whether Sufficient Clearing Bids existed for the determination of the 
Winning Bid Rate; 

(iii) if such Broker-Dealer submitted a Bid or a Sell Order on behalf of an 
Existing Owner whether such Bid or Sell Order was accepted or rejected and the 
principal amount of the ARS Bonds, if any, to be sold by such Existing Owner; 

(iv) if such Broker-Dealer submitted a Bid on behalf of a Potential Owner, 
whether such Bid was accepted or rejected, in whole or in part, and the principal amount 
of the ARS Bonds, if any, to be purchased by such Potential Owner; 

(v) if the aggregate principal amount of the ARS Bonds to be sold by all 
Existing Owners on whose behalf such Broker-Dealer submitted Bids or Sell Orders is 
different from the aggregate principal amount of the ARS Bonds to be purchased by all 
Potential Owners on whose behalf such Broker-Dealer submitted a Bid, the name or 
names of one or more Broker- Dealers (and the Agent Member, if any, of each such other 
Broker Dealer) and the principal amount of the ARS Bonds to be (A) purchased from one 
or more Existing Owners on whose behalf such other Broker-Dealers submitted Bids or 
Sell Orders or (B) sold to one or more Potential Owners on whose behalf such Broker-
Dealer submitted Bids; and 

(vi) the immediately succeeding Auction Date. 

(b) On each Auction Date, each Broker-Dealer that submitted an Order on behalf of 
any Existing Owner or Potential Owner shall:  (i) if requested by an Existing Owner or a 
Potential Owner, advise each Existing Owner or Potential Owner on whose behalf such Broker-
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Dealer submitted an Order as to (A) the ARS Rate determined on such Auction Date, (B) 
whether any Bid or Sell Order submitted on behalf of each such Existing Owner or Potential 
Owner was accepted or rejected and (C) the immediately succeeding Auction Date; (ii) instruct 
each Potential Owner on whose behalf such Broker-Dealer submitted a Bid that was accepted, in 
whole or in part, to instruct such Potential Owner’s Agent Member to pay to such Broker-Dealer 
(or its Agent Member) through the Securities Depository the amount necessary to purchase the 
principal amount of such ARS Bonds to be purchased pursuant to such Bid (including, with 
respect to such ARS Bonds in a daily Auction Period, accrued interest if the purchase date is not 
an Interest Payment Date for such ARS Bond) against receipt of such ARS Bonds; and (iii) 
instruct each Existing Owner on whose behalf such Broker-Dealer submitted a Sell Order that 
was accepted or a Bid that was rejected, in whole or in part, to instruct such Existing Owner’s 
Agent Member to deliver to such Broker-Dealer (or its Agent Member) through the Securities 
Depository the principal amount of such ARS Bonds to be sold pursuant to such Bid or Sell 
Order against payment therefor. 

(c) The Auction Agent shall give notice of the Auction Rate to the Authority and 
Trustee by mutually acceptable Electronic Means and the Trustee shall promptly give notice of 
such Auction Rate to the Securities Depository. 

Section 2.07.  ARS Index. 

(a) For ARS Bonds in an Auction Period of 35 days or less the ARS Index is LIBOR.  
The ARS Index with respect to ARS Bonds in any Auction Period of more than 35 days shall be 
the rate on United States Treasury Securities having a maturity which most closely approximates 
the length of the Auction Period as last published in The Wall Street Journal or such other source 
as may be mutually agreed upon by Authority and the Broker-Dealer.  If either rate is 
unavailable, the ARS Index shall be an index or rate agreed to by all Broker-Dealers and 
consented to by the Authority.  For the purpose of this definition an Auction Period of 35 days or 
less means a 35-day Auction Period or shorter Auction Period, i.e. a 35-day Auction Period 
which is extended because of a holiday would still be considered an Auction Period of 35 days or 
less. 

(b) If for any reason on any Auction Date the ARS Index shall not be determined as 
hereinabove provided, the ARS Index shall be the ARS Index for the Auction Period ending on 
such Auction Date. 

(c) The determination of the ARS Index as provided herein shall be conclusive and 
binding upon the Authority, the Trustee, the Broker-Dealers, the Auction Agent and the Owners 
of such Series of ARS Bonds. 

Section 2.08.  Miscellaneous Provisions Regarding Auctions. 

(a) In this Exhibit B, each reference to the purchase, sale or holding of “ARS Bonds” 
shall refer to beneficial interests in such ARS Bonds, unless the context clearly requires 
otherwise. 

(b) During an ARS Rate Period with respect to a Series of ARS Bonds, the provisions 
of this Indenture, and the definitions contained therein and described in this Exhibit B, including 



 

B-22 
 SF1 1445588 47922/34 

without limitation the definitions of Maximum Interest Rate, All Hold Rate, ARS Index, Interest 
Payment Date, and the ARS Rate, may be amended pursuant to this Indenture, subject to the 
prior written consent of the Bond Insurer for such Series of Bonds, by obtaining the consent of 
the Owners of all of the ARS Bonds of such Series then outstanding as follows: 

If on the first Auction Date occurring at least twenty (20) days after the date on which 
notice of such proposed amendment was given by the Trustee to the Owners of the ARS Bonds 
Outstanding, such notice to be given by mail to each Owner at its address as it appears on the 
registration books of the Trustee, (i) the ARS Rate which is determined on such date is the 
Winning Bid Rate or All Hold Rate and (ii) there is delivered to the Trustee a Favorable Opinion 
of Special Counsel the proposed amendment shall be deemed to have been consented to by the 
Owners of all of the ARS Bonds outstanding bearing interest at an ARS Rate. 

(c) If the Securities Depository notifies the Authority that it is unwilling or unable to 
continue as registered owner of the ARS Bonds or if at any time the Securities Depository shall 
no longer be registered or in good standing under the Securities Exchange Act of 1934, as 
amended, or other applicable statute or regulation and a successor to the Securities Depository is 
not appointed by the Authority within ninety (90) days after the Authority receives notice or 
becomes aware of such condition, as the case may be, the Auctions shall cease and the Authority 
shall execute and the Trustee shall authenticate and deliver certificates representing the ARS 
Bonds.  Such ARS Bonds shall be registered in such names and Authorized Denominations as 
the Securities Depository, pursuant to instructions from the Agent Members or otherwise, shall 
instruct the Authority and the Trustee. 

(d) During an ARS Period, so long as the ownership of ARS Bonds is maintained in 
book-entry form by the Securities Depository, an Existing Owner or a beneficial owner may sell, 
transfer or otherwise dispose of an ARS Bonds only pursuant to a Bid or Sell Order in 
accordance with the Auction Procedures or to or through a Broker-Dealer, provided that (i) in the 
case of all transfers other than pursuant to Auctions, such Existing Owner or its Broker-Dealer or 
its Agent Member advises the Auction Agent of such transfer and (ii) a sale, transfer or other 
disposition of ARS Bonds from a customer of a Broker-Dealer who is listed on the records of 
that Broker-Dealer as the Owner of such ARS Bonds to that Broker-Dealer or another customer 
of that Broker-Dealer shall not be deemed to be a sale, transfer or other disposition for purposes 
of this paragraph if such Broker-Dealer remains the Existing Owner of the ARS Bonds so sold, 
transferred or disposed of immediately after such sale, transfer or disposition. 

Section 2.09.  Changes in Auction Period or Auction Date. 

(a) Changes in Auction Period.  (i) During any ARS Rate Period, the Authority may, 
from time to time on the Interest Payment Date immediately following the end of any Auction 
Period, change the length of the Auction Period with respect to all of ARS Bonds among daily, 
seven-days, 28-days, 35-days, three months, six months and a Special Auction Period in order to 
accommodate economic and financial factors that may affect or be relevant to the length of the 
Auction Period and the interest rate borne by the ARS Bonds.  The Authority shall initiate the 
change in the length of the Auction Period by giving written notice to the Trustee, the Series 
2007 Bonds Insurer, the applicable Auction Agent, the applicable Broker-Dealers and the 
Securities Depository that the Auction Period shall change if the conditions described herein are 
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satisfied and the proposed effective date of the change, such notice to be provided at least ten 
(10) Business Days prior to the Auction Date for such Auction Period.  Any change in the length 
of an Auction Period to an Auction Period longer than 35 days shall be subject to the prior 
written consent of the Series 2007 Bond Insurer.  

(ii) Any such changed Auction Period shall be for a period of one day, seven-
days, 28-days, 35-days, three months, six months or a Special Auction Period and shall 
apply to all ARS Bonds of a Series. 

(iii) The change in length of the Auction Period for the ARS Bonds subject to 
change shall take effect only if Sufficient Clearing Bids exist at the Auction on the 
Auction Date for such new Auction Period.  For purposes of the Auction for such new 
Auction Period, except to the extent any Existing Owner submits an Order with respect to 
such ARS Bonds, each Existing Owner of an ARS Bonds subject to change shall be 
deemed to have submitted Sell Orders with respect to all ARS Bonds of a Series if the 
change is to a longer Auction Period and a Hold Order if the change is to a shorter 
Auction Period.  If there are not Sufficient Clearing Bids for the first Auction Period, the 
Auction Rate for the new Auction Period shall be the Maximum Interest Rate, and the 
Auction Period shall be a seven-day Auction Period. 

(b) Changes in Auction Date.  During any ARS Rate Period, the Auction Agent, with 
the written consent of the Authority, may specify an earlier or later Auction Date for the ARS 
Bonds (but in no event shall such date be more than five (5) Business Days earlier or later) than 
the Auction Date that would otherwise be determined in accordance with the definition of 
“Auction Date” in order to conform with then current market practice with respect to similar 
securities or to accommodate economic and financial factors that may affect or be relevant to the 
day of the week constituting an Auction Date and the interest rate borne on the ARS Bonds.  The 
Auction Agent shall provide notice of its determination to specify an earlier Auction Date for an 
Auction Period by means of a written notice delivered at least forty-five (45) days prior to the 
proposed changed Auction Date to the Trustee, the Authority, the Broker-Dealers and the 
Securities Depository.  In the event the Auction Agent specifies an earlier Auction Date, the days 
of the week on which an Auction Period begins and ends, the day of the week on which a Special 
Auction Period ends and the Interest Payment Date relating to a Special Auction Period shall be 
adjusted accordingly. 

(c) Changes Resulting from Unscheduled Holidays.  If, in the opinion of the Auction 
Agent and the Broker-Dealers, there is insufficient notice of an unscheduled holiday to allow the 
efficient implementation of the Auction Procedures set forth herein, the Auction Agent and the 
Broker-Dealers may, as they deem appropriate, set a different Auction Date and adjust any 
Interest Payment Dates and Auction Periods affected by such unscheduled holiday.   

ARTICLE III 
 

AUCTION AGENT 

Section 3.01 Auction Agent. 
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(a) The Auction Agent for the ARS Bonds shall be appointed by the Trustee, at the 
written direction of the Authority, and shall perform the functions specified herein.  The Auction 
Agent shall designate its Principal Office and signify its acceptance of the duties and obligations 
imposed upon it hereunder by a written instrument, delivered to the Authority, the Trustee and 
each Broker-Dealer, which written instrument may be in the form of an Auction Agreement.  
Notwithstanding that the Auction Agent may be the agent of the Trustee, the Trustee shall not be 
liable in any way for any action taken, suffered or omitted, or for any error of judgment made by 
the Auction Agent, whether in the performance of its duties under the Auction Agreement or 
otherwise. 

(b) Subject to any applicable governmental restrictions, the Auction Agent may be or 
become the owner of or trade in ARS Bonds with the same rights as if such entity were not the 
Auction Agent. 

3.02 Qualifications of Auction Agent; Resignation; Removal.   

The Auction Agent shall be (a) a bank or trust company organized under the laws of the 
United States or any state or territory thereof having a combined capital stock, surplus and 
undivided profits of at least $30,000,000, or (b) a member of NASD having a capitalization of at 
least $30,000,000 and, in either case, authorized by law to perform all the duties imposed upon it 
by this Indenture and a member of, or a participant in, the Securities Depository.  The Auction 
Agent may at any time resign and be discharged of the duties and obligations created by this 
Indenture by giving at least ninety (90) days notice to the Authority, the Trustee, the Insurer and 
the Broker-Dealers.  The Auction Agent may be removed at any time by written notice, delivered 
by the Trustee, upon the written direction of the Authority, to the Auction Agent and the Series 
2007 Bond Insurer.  Upon any such resignation or removal, the Trustee, upon the written 
direction of the Authority, shall appoint a successor Auction Agent approved by the Series 2007 
Bond Insurer meeting the requirements of this section.  In the event of the resignation or removal 
of the Auction Agent, the Auction Agent shall pay over, assign and deliver any moneys and any 
ARS Bonds held by it in such capacity to its successor.  The Auction Agent shall continue to 
perform its duties hereunder until its successor has been appointed by the Trustee.  In the event 
that the Auction Agent has not been compensated for its services, the Auction Agent may 
terminate the Auction Agreement by giving at least thirty (30) days notice to the Authority, the 
Trustee, the Insurer and the Broker-Dealers, and if it has not received such compensation by the 
expiration of such thirty (30) days, the Auction Agent may resign even if a successor Auction 
Agent has not been appointed. 
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EXHIBIT C 

FORM OF REQUISITION - PROJECT FUND 

REQUISITION NO.___ - PROJECT FUND 

Re: Modesto Public Financing Authority Lease Revenue Refunding and Capital Improvement 
Bonds, Series 2007  

The City of Modesto (the “City”) hereby requests The Bank of New York Trust 
Company, N.A. (the Trustee”), as trustee under that certain Indenture (the Indenture) between 
the Modesto Public Financing Authority (the “Authority”) and the Trustee, dated as of April 1, 
2007 relating to the Authority’s Lease Revenue Refunding and Capital Improvement Bonds, 
Series 2007 (the Bonds”), to pay to the following persons the following amounts for the 
following purposes from the Project Fund: 

 

Item No. To Amount Purpose 

    

    

    

The Authority hereby certifies that obligations in the amounts stated above have been 
incurred by the Authority or the City (as agent of the Authority) and are presently due and 
payable, and that each item is a proper charge against the indicated fund and has not been 
previously paid from said fund or from the proceeds of the Bonds. 

Dated: _________________ 
CITY OF MODESTO 

By: _______________________________________ 
Authorized Representative 

MODESTO PUBLIC FINANCING AUTHORITY 

By: _______________________________________ 
Authorized Representative 
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EXHIBIT D 

FORM OF REQUISITION - COSTS OF ISSUANCE FUND 

REQUISITION NO. ___ - COSTS OF ISSUANCE FUND 

TO: The Bank of New York Trust Company, N.A. 

RE: Disbursement from the Cost of Issuance Fund pursuant to Section 3.03 of the Indenture, 
dated as of April 1, 2007 (the “Indenture”), by and between THE BANK OF NEW 
YORK TRUST COMPANY, N.A., as Trustee (the “Trustee”) and MODESTO PUBLIC 
FINANCING AUTHORITY (the “Authority”) relating to Modesto Public Financing 
Authority Lease Revenue Refunding and Capital Improvement Bonds, Series 2007  

You are here by instructed to pay as Costs of Issuance of the Authority’s Lease Revenue 
Refunding and Capital Improvements Bonds, Series 2007 (the “Series 2007 Bonds”) from the 
Cost of Issuance Fund as provided in Section 3.03 of the Indenture the amounts set forth on 
Exhibit A hereto, to the persons or entities designated therein as Payee.  These Costs of Issuance 
have been properly incurred, are a proper charge against the Costs of Issuance Fund and have not 
been the basis of any previous disbursements. 

Dated: _________________, 200__. 
MODESTO PUBLIC FINANCING AUTHORITY 

By: _______________________________________ 
Authorized Representative 



 

 
 SF1 1445588 47922/34 

Schedule A 

Item No. Payee Amount Purpose 
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1

FACILITY LEASE 

THIS FACILITY LEASE, dated as of April 1, 2007, by and between MODESTO 
PUBLIC FINANCING AUTHORITY (the “Authority”), a joint exercise powers authority duly 
organized and existing under and by virtue of the laws of the State of California, as lessor, and 
the CITY OF MODESTO (the “City”), a charter city and municipal corporation duly organized 
and existing under the laws of the State of California, as lessee; 

WITNESSETH: 

WHEREAS, the Authority previously issued its Lease Revenue Bonds, Series 1997 (John 
Thurman Field Renovation Project) (the “1997 Bonds”) and Lease Revenue Bonds, Series 1998 
(Capital Improvements and Refinancing Project) (the “1998 Bonds”) to assist in the financing of 
certain public capital improvements in the City of Modesto, California (the “City”); 

WHEREAS, the 1998 Bonds were issued pursuant to a trust indenture, dated as of March 
1, 1998 (the “1998 Indenture”) by and between the Authority and The Bank of New York Trust 
Company, N.A., as successor trustee thereunder (the “1998 Trustee”); 

WHEREAS, the City has determined to refund all of the 1997 Bonds and a portion of the 
1998 Bonds and to finance certain additional improvements to John Thurman Field, as set forth 
in Exhibit C hereto, as the same may be changed from time to time (the “2007 Project”); 

WHEREAS, the Authority intends to assist the City in financing the 2007 Project by 
issuing the Modesto Public Financing Authority Lease Revenue Refunding and Capital 
Improvement Bonds, Series 2007 (the “Series 2007 Bonds”) pursuant to a bond indenture, dated 
as of April 1, 2007 (the “Indenture”), by and between the Authority and The Bank of New York 
Trust Company, N.A. (the “Trustee”), as trustee; 

WHEREAS, the Authority previously leased certain properties to the City pursuant to a 
Lease/Purchase Agreement, dated as of March 1, 1998, as amended by Amendment No. 1 to 
Lease/Purchase Agreement, dated June 15, 2000 and Amendment No. 2 to Lease/Purchase 
Agreement, dated October 15, 2002 (as so amended, the “1998 Lease”) under which the City is 
obligated to make lease payments for the lease of properties thereunder (the “Leased Property”); 

WHEREAS, pursuant to Section 7.2 of the 1998 Lease, the City may sublease the Leased 
Property or any portions thereof, as provided in the 1998 Lease; 

WHEREAS, in consideration of the Authority’s assistance in financing the 2007 Project 
through the issuance of the Series 2007 Bonds and in consideration of the corresponding 
reduction in lease payments payable by the City under the 1998 Lease as a result of the partial 
refunding of the 1998 Bonds, the City will sublease to the Authority, pursuant to a sublease, 
dated as of April 1, 2007 (the “Sublease”) by and between the City and the Authority and in 
accordance with the terms of the 1998 Lease, the Leased Property, as more fully described in 
Exhibit A hereto; 

WHEREAS, the Authority will lease back to the City the Leased Property pursuant to the 
terms of this Facility Lease and the City will be obligated to make base rental payments to the 
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Authority for the lease of the Leased Property and such other facilities as may from time to time 
be leased hereunder; 

WHEREAS, pursuant to the terms of the 1998 Lease, the obligation of the City to make 
lease payments under the 1998 Lease (as reduced to reflect the partial refunding of the 1998 
Bonds)  will remain the obligations of the City and no portion of the Leased Property subleased 
to the Authority pursuant to the Sublease will be used for a purpose other than a governmental 
function authorized under the provisions of the Constitution and laws of the State of California; 

WHEREAS, the fair rental value of the Leased Property will be sufficient to support the 
aggregate annual lease payments payable by the City under the 1998 Lease and under this 
Facility Lease; 

WHEREAS, all acts, conditions and things required by law to exist, to have happened 
and to have been performed precedent to and in connection with the execution and entering into 
of this Facility Lease do exist, have happened and have been performed in regular and due time, 
form and manner as required by law, and the parties hereto are now duly authorized to execute 
and enter into this Facility Lease; 

NOW, THEREFORE, in consideration of the mutual covenants herein, the parties hereto 
agree as follows: 

ARTICLE I 
 

DEFINITIONS 

Section 1.01.  Definitions. 

Unless the context otherwise requires, the terms defined in this Section shall, for all 
purposes of this Facility Lease, have the meanings herein specified, which meanings shall be 
equally applicable to both the singular and plural forms of any of the terms herein defined. 
Capitalized terms not otherwise defined herein shall have the meanings assigned to such terms in 
the Indenture. 

Additional Payments 

The term “Additional Payments” means all amounts payable to the Authority or the 
Trustee or any other person from the City as Additional Payments pursuant to Section 3.02 
hereof. 

Authority 

The term “Authority” means (i) Modesto Public Financing Authority, acting as lessor 
hereunder; (ii) any surviving, resulting or transferee entity; and (iii) except where the context 
requires otherwise, any assignee of the Authority. 
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Base Rental Payments 

The term “Base Rental Payments” means all amounts payable to the Authority from the 
City as Base Rental Payments pursuant to Section 3.01 hereof. 

Base Rental Payment Schedule 

The term “Base Rental Payment Schedule” means the schedule of Base Rental Payments 
payable to the Authority from the City pursuant to Section 3.01 hereof and attached hereto as 
Exhibit B, as it may from time to time be supplemented, modified or amended pursuant Section 
10.06 hereof. 

City 

The term “City” means the City of Modesto, California, a charter city and municipal 
corporation duly organized and existing under the laws of the State of California. 

City-County Administration Building 

The term “City-County Administration Building” means the one-half interest in the City-
County Administration Building constituting a Leased Unit of the Leased Property, as more fully 
described in Exhibit A hereto. 

Communication Dispatch Center 

The term “Communication Dispatch Center” means the communication dispatch center 
constituting a Leased Unit of the Leased Property, as more fully described in Exhibit A hereto. 

Deferred Rental 

The term “Deferred Rental” shall have the meaning specified in Section 3.04 hereof. 

Event of Default 

The term “Event of Default” shall have the meaning specified in Section 6.01 hereof. 

Facility Lease 

The term “Facility Lease” means this Facility Lease, as originally executed and recorded 
or as it may from time to time be supplemented, modified or amended pursuant to the provisions 
hereof and of the Indenture. 

Indenture 

The term “Indenture” means the bond indenture, dated as of April 1, 2007, by and among 
the Trustee and the Authority and acknowledged by the City, pursuant to which the Trustee will 
execute and deliver the Series 2007 Bonds, as originally executed or as it may from time to time 
be supplemented, modified or amended by a Supplemental Indenture entered into pursuant to the 
provisions of the Indenture. 
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Leased Unit(s) 

The term “Leased Unit(s)” means (i) the Public Parking Garage, (ii) the City-County 
Administration Building, (iii) the Police Headquarters, (iv) the Communication Dispatch Center, 
and (v) Miscellaneous Properties, all as more fully set forth and described in Exhibit A hereto, 
together with any additional real property added or substituted thereto by any supplement or 
amendment hereto, as provided in Section 2.04 hereof. 

Leased Property 

The term “Leased Property” means, collectively, all of the Leased Units, each situated in 
the City of Modesto, State of California, described in Exhibit A attached hereto and made a part 
hereof, together with any additional real property added or substituted thereto by any supplement 
or amendment hereto, as provided in Section 2.04 hereof. 

Maximum Annual Base Rental Payments 

The term “Maximum Annual Base Rental Payments” means the maximum annual 
amounts (exclusive of Deferred Rental) payable to the Authority from the City as Base Rental 
Payments, as specified in Exhibit B hereto. 

Miscellaneous Properties 

The term “Miscellaneous Properties” means the miscellaneous properties, collectively 
constituting a Leased Unit of the Leased Property, as more fully described in Exhibit A hereto. 

1998 Lease 

The term “1998 Lease” means the Lease/Purchase Agreement, dated as of March 1, 1998, 
as amended by Amendment No. 1 to Lease/Purchase Agreement, dated June 15, 2000 and 
Amendment No. 2 to Lease/Purchase Agreement, dated October 15, 2002, each by and between 
the City and the Authority. 

Police Headquarters 

The term “Police Headquarters” means the police headquarters building constituting a 
Leased Unit of the Leased Property, as more fully described in Exhibit A hereto. 

Public Parking Garage 

The term “Public Parking Garage” means the public parking garage constituting a Leased 
Unit of the Leased Property, as more fully described in Exhibit A hereto. 

Related Obligations 

The term “Related Obligations” means the obligations of the Authority under any hedge 
agreement (including without limitation, any Swap), credit agreement, liquidity agreement or 
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similar agreement or, State vehicle license intercept program, or tax increment reimbursement 
agreement, entered into in connection with or related to the Bonds or a series thereof. 

Rental Payment Period 

The term “Rental Payment Period” means the twelve month period commencing 
August 15 of each year and ending the following August 14, and the initial period commencing 
on the effective date hereof and ending the following August 14, 2007. 

Series 2007 Bonds 

The term “Series 2007 Bonds” means the Bonds designated “Modesto Public Financing 
Authority Lease Revenue Refunding and Capital Improvement Bonds, Series 2007” issued by 
the Authority under and pursuant to Section 2.01 of the Indenture. 

Sublease 

The term “Sublease” means the sublease, dated April 1, 2007, by and between the City 
and the Authority. 

2007 Project 

The term “2007 Project” means the refunding of all of the 1997 Bonds and a portion of 
the 1998 Bonds and the financing of certain improvements to John Thurman Field, and payment 
of any costs associated with financing of said projects, as set forth in Exhibit C hereto, as the 
same may be amended from time to time as provided herein. 

ARTICLE II 
 

LEASE OF LEASED PROPERTY AND PROJECT; 
TERM; REMOVAL OR SUBSTITUTION 

Section 2.01.  Lease of Leased Property.  The Authority hereby subleases to the City and 
the City hereby subleases from the Authority the Leased Property, subject, however, to all 
easements, encumbrances, and restrictions that exist at the time of the commencement of the 
term of this Facility Lease. The Leased Property shall consist of the real properties described in 
Exhibit A, as the same may be amended from time to time, pursuant to Section 2.04 herein.  

Section 2.02.  Term; Occupancy.  The term of this Facility Lease shall commence on the 
date of recordation of this Facility Lease in the office of the County Recorder of Stanislaus 
County, State of California, or on April 18, 2007, whichever is earlier, and shall end on 
September 1, 2033, unless such term is extended or sooner terminated as hereinafter provided. If 
on such termination date, the Series of Bonds corresponding to the Base Rental Payments 
attributable to the Leased Property, or if applicable, the related Leased Unit, and all other 
amounts then due hereunder with respect to such Leased Property or Leased Unit (as the case 
may be), including any Reserve Facility Costs and amounts due under any Related Obligations, 
shall not be fully paid, or if the rental payable hereunder with respect to such Leased Property or 
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Leased Unit (as the case may be) shall have been abated at any time and for any reason, then the 
term of this Facility Lease with respect to such Leased Property or Leased Unit (as the case may 
be) shall be extended until all Bonds and Related Obligations of such Series corresponding to the 
Base Rental Payments attributable to such Leased Property or Leased Unit (as the case may be) 
and all other amounts then due hereunder with respect to such Leased Property or Leased Unit 
(as the case may be), including any Reserve Facility Costs and amounts due under any Related 
Obligations, shall be fully paid, except that the term of this Facility Lease as to such Leased 
Property or Leased Unit (as the case may be) shall in no event be extended beyond ten (10) years 
after such date. If prior to such date, all Bonds of a Series corresponding to the Base Rental 
Payments attributable to the Leased Property, or if applicable, the related Leased Unit and all 
other amounts then due hereunder with respect to such Leased Property or Leased Unit (as the 
case may be), including any Reserve Facility Costs and amounts due under any Related 
Obligations, shall be fully paid, or provision therefor made, the term of this Facility Lease with 
respect to such Leased Property or Leased Unit (as the case may be) shall end ten (10) days 
thereafter or upon written notice by the City to the Authority, whichever is earlier. 

Section 2.03.  [Reserved.]  

Section 2.04.  Removal or Substitution of Leased Property.  Pursuant to Section 6.08 of 
the Indenture, the City may remove or substitute real property as part of the Leased Property for 
purposes of the Facility Lease, but only after the City shall have filed with the Authority and the 
Trustee, with copies to each rating agency then providing a rating for the Bonds, all of the 
following: 

(a) Executed copies of the Facility Lease or amendments thereto containing 
the amended description of the Leased Property, including the legal description of the 
Leased Property as modified if necessary; 

(b) A Certificate of the City with copies of the Facility Lease or a site lease, if 
needed, or amendments thereto containing the amended description of the Leased 
Property stating that such documents have been duly recorded in the official records of 
the County Recorder of Stanislaus County, State of California; 

(c) A Certificate of the City evidencing that the annual fair rental value of the 
Leased Property which will constitute the Leased Property after such removal or 
substitution will be at least equal to 100% of the maximum amount of Base Rental 
Payments for (i) the 1998 Bonds and (ii) all Series of Bonds becoming due in the then 
current year ending August 14 through and including each year during which any Series 
of Bonds would be Outstanding or in any subsequent year ending August 15 through and 
including each year during which any Series of Bonds would be Outstanding; 

(d) A Certificate of the City stating that, based upon review of such 
instruments, certificates or any other matters described in such Certificate of the City, the 
City has good merchantable title to the Leased Property which will constitute the Leased 
Property after such substitution. The term “good merchantable title” shall mean such title 
as is satisfactory and sufficient for the needs and operations of the City; 
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(e) A Certificate of the City stating that such removal or substitution does not 
adversely affect the City’s use and occupancy of the Leased Property;  

(f) An Opinion of Counsel (as such term is defined in the Indenture) stating 
that such amendment or modification (i) is authorized or permitted by the Constitution 
and laws of the State and the Indenture; (ii) complies with the terms of the Constitution 
and laws of the State and of this Indenture; (iii) will, upon the execution and delivery 
thereof, be valid and binding upon the Authority and the City; and (iv) will not cause the 
interest on the Bonds to be included in gross income for federal income tax purposes; and 

(g) A Certificate of the City stating that all conditions to the release or 
substitution of such property under the 1998 Lease have been satisfied. 

Section 2.05.  Subordination to the 1998 Lease.  Notwithstanding any provisions of this 
Facility Lease to the contrary, this Facility Lease and the rights granted to the City hereunder are 
subordinate to the right of the City and the 1998 Trustee under the 1998 Lease, the 1998 
Indenture and the rights granted thereunder. 

ARTICLE III 
 

RENTAL PAYMENTS; USE OF PROCEEDS 

Section 3.01.  Base Rental Payments.  The City agrees to pay to the Authority, as Base 
Rental Payments for the use and occupancy of each Leased Unit of the Leased Property (subject 
to the provisions of Sections 3.04, 3.06 and 7.01 of this Facility Lease) annual rental payments, 
in accordance with the Base Rental Payment Schedule attached hereto as Exhibit B and made a 
part hereof. Base Rental Payments shall be calculated on an annual basis, for the twelve-month 
periods commencing on August 15 and ending on August 14, except that the first Rental 
Payment Period shall commence on the date of recordation of this Facility Lease or a 
memorandum thereof in the office of the County Recorder of the County of Stanislaus, State of 
California and shall end on August 14, 2007.  Base Rental Payments for the two Rental Payment 
Periods ending August 14, 2007 and August 14, 2008, respectively, shall be made in semi-annual 
installments, on August 14, 2007, February 14, 2008 and August 14, 2008.  Thereafter, Base 
Rental Payments shall be made in twelve (12) monthly installments, payable on the fifteenth 
(15th) day of each calendar month (each, together with the prior referenced semi-annual payment 
dates a “Base Rental Payment Date”).  Base Rental Payments for each annual period shall be 
based upon the Estimated Based Rental Payments as set forth in the Base Rental Payment 
Schedule in Exhibit B, provided that in the event that the amount required by the Authority to 
pay the principal of and interest on the Bonds and any Related Obligations varies from such Base 
Rental Payment Schedule, the City shall be obligated to increase the payment in any Rental 
Payment Period to an amount equal to the Maximum Annual Base Rental Payment payable in 
such period as set forth in Exhibit B, plus any Deferred Rental as described in Section 3.04 
below; and provided further that to the extent the Authority has received revenues available to 
pay debt service on the Bonds and any amounts due with respect to the Related Obligations and 
the Authority has deposited such revenues with the Trustee by the business day preceding the 
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fifteenth (15th) day of any month in which a Base Rental Payment is due, the City shall receive a 
credit to the extent of such revenues on the installment of the Base Rental Payment for said 
month. 

Each Base Rental Payment shall be for the use of the Leased Property for the twelve (12) 
month period commencing on August 15 of the period in which such installments are payable. 

For the purpose of calculating the amount of Base Rental Payments relating to additional 
Series of Bonds and Related Obligations bearing interest at a variable rate, the Authority shall 
assume an interest rate of twelve percent (12%) per annum or such lower rate as shall be agreed 
to by the City and Authority and evidenced in a schedule attached hereto.  If a Series of Bonds 
are in the Fixed Rate Mode or are converted to the Fixed Rate Mode, the Base Rental Payments 
may be made on a semiannual basis pursuant to a schedule prepared by the Authority and agreed 
to by the City.  

Each annual payment of Base Rental Payments (to be payable in installments as 
aforesaid) shall be for the use of the Leased Property. 

If the term of this Facility Lease shall have been extended pursuant to Section 2.02 
hereof, Base Rental Payment installments shall continue to be due on the fifteenth (15th) day of 
each calendar month in each year, and payable prior thereto as hereinabove described, continuing 
to and including the date of termination of this Facility Lease. Upon such extension of this 
Facility Lease, the City shall deliver to the Trustee a Certificate setting forth the extended rental 
payment schedule, which schedule shall establish the Base Rental Payments at Maximum 
Annual Base Rental Payment or such lesser amount sufficient to pay all unpaid principal and 
interest on the Bonds and Related Obligations plus interest and to pay any Reserve Facility 
Costs. 

The City and the Authority hereby agree that on each day on which Base Rental 
Payments are payable during the term of the lease of the Leased Property, there shall be applied 
as a credit against the Base Rental Payments payable on such date for the Leased Property the 
amounts by which such Base Rental Payments for the Leased Property when added to the funds 
held pursuant to the Indenture (other than the Reserve Fund) and available to pay debt service on 
the Bonds and any Related Obligations exceeds such payment obligations due and payable on or 
before the fifteenth day of the immediately succeeding month. 

Section 3.02.  Additional Payments.  The City shall also pay such amounts (herein called 
the “Additional Payments”) as shall be required by the Authority for the payment of all costs and 
expenses incurred by the Authority in connection with the execution, performance or 
enforcement of this Facility Lease or any pledge of Base Rental Payments payable hereunder, the 
Indenture, the Reserve Facility, its interest and the lease of the Leased Property to the City, 
including but not limited to payment of all fees, costs and expenses and all administrative costs 
of the Authority related to the Bonds, the Related Obligations, the Leased Property and the 
Project, including, without limiting the generality of the foregoing, salaries and wages of 
employees, all expenses, compensation and indemnification of the Trustee payable by the 
Authority under the Indenture, fees of auditors, accountants, auction agents, broker-dealers or 
attorneys, and fees and expenses payable to any bond insurer, and all other necessary 
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administrative costs of the Authority or charges required to be paid by it in order to maintain its 
existence or to comply with the terms of the Bonds or of the Indenture; but not including in 
Additional Payments amounts required to pay the principal of or interest on the Bonds or the 
portion of the Reserve Facility Costs related thereto or payments on Related Obligations or the 
payment of any Regular Swap Payments or Extraordinary Swap Payments. 

Such Additional Payments shall be billed to the City by the Authority or the Trustee from 
time to time, together with a statement certifying that the amount billed has been paid by the 
Authority or by the Trustee on behalf of the Authority, for one or more of the items above 
described, or that such amount is then payable by the Authority or the Trustee for such items. 
Amounts so billed shall be paid by the City to the billing party within 30 days after receipt of the 
bill by the City. The City reserves the right to audit billings for Additional Payments although 
exercise of such right shall in no way affect the duty of the City to make full and timely payment 
for all Additional Payments. 

The Authority has issued and may in the future issue bonds and has entered into and may 
in the future enter into leases to finance facilities other than the Leased Property and the Project. 
The administrative costs of the Authority shall be allocated among said facilities and the Leased 
Property, as hereinafter in this paragraph provided. The fees of the Trustee under the Indenture, 
and any other expenses directly attributable to the Leased Property shall be included in the 
Additional Payments payable hereunder. The fees of any trustee or paying agent under any 
indenture securing any additional Series of Bonds of the Authority, and any other expenses 
directly attributable to any facilities other than the Leased Property, shall not be included in the 
administrative costs of the Leased Property and shall not be paid from the Additional Payments 
payable hereunder. Any expenses of the Authority not directly attributable to any particular 
leased property or project of the Authority shall be equitably allocated among all such leased 
property or projects, including the Project, in accordance with sound accounting practice. In the 
event of any question or dispute as to such allocation, the written opinion of an independent firm 
of certified public accountants, employed by the Authority to consider the question and render an 
opinion thereon, shall be a final and conclusive determination as to such allocation. The Trustee 
may conclusively rely upon the Written Request of the Authority, with the approval of a duly 
authorized representative of the City, endorsed thereon, in making any determination that costs 
are payable as Additional Payments hereunder, and shall not be required to make any 
investigation as to whether or not the items so requested to be paid are expenses of operation of 
the Leased Property. 

Section 3.03.  Fair Rental Value.  The payment of up to the Maximum Annual Base 
Rental Payments (as shown on Exhibit B) and Additional Payments, together with the lease 
payments made under the 1998 Lease, for each rental period during the term of this Facility 
Lease shall constitute the total rental for said rental period and shall be paid by the City in each 
Rental Payment Period for and in consideration of the right of use and occupancy of, and 
continued quiet use and enjoyment of, the Leased Property during each such period for which 
said rental is to be paid. The parties hereto have agreed and determined that such total rental 
payable for each Rental Payment Period represents the fair rental value of the Leased Property 
for each such period. In making such determination, consideration has been given to the 
appraised value of the Leased Property, costs of acquisition, demolition, site preparation, design, 
construction and financing of the Leased Property, other obligations of the parties under this 
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Facility Lease, the uses and purposes which may be served by the Leased Property and the 
benefits therefrom which will accrue to the City and the general public. 

Section 3.04.  Payment Provisions; Deferred Rental.  At the request of the City, the 
Authority is issuing the Series 2007 Bonds as variable rate bonds, and entering into an interest 
rate swap transaction in an effort to provide a lower cost to the City for the lease of the Leased 
Property.  It is contemplated by the parties hereto that the amount of Base Rental Payments to be 
payable by the City to the Authority during each Rental Payment Period will be equal to the 
Estimated Base Rental Payments shown in Exhibit B.  In the event that the amount needed in 
such Rental Payment Period by the Authority to pay the principal of and interest on the Bonds 
and any Related Obligations is more than the Estimated Base Rental Payments for such Rental 
Payment Period, the City will be obligated to pay up to the Maximum Annual Base Rental 
Payment for such Rental Payment Period.  Further, the City agrees that if in any year the 
Maximum Annual Base Rental Payment exceeds the amount needed by the Authority to pay the 
principal of and interest on the Bonds and any Related Obligations coming due on or before 
September 1 following the end of such Rental Payment Period, the excess amount may be 
deferred by the Authority, at its sole option, on such terms and conditions as it shall determine 
are necessary to protect the interests of the owners of the Bonds and the Providers of any Related 
Obligations, and thereupon such excess amount (the “Deferred Rental”) need not be paid by the 
City to the Authority at that time, but instead shall be deferred until such subsequent time as the 
Authority shall have need for such payment; provided that the Deferred Rental shall not cause 
the Maximum Annual Base Rental Payment in any Rental Payment Period to exceed 150% of 
the Estimated Base Rental Payment for such Rental Payment Period as shown in Exhibit B. 

 Each installment of Base Rental Payments and Additional Payments payable hereunder 
shall be paid in lawful money of the United States of America to or upon the order of the 
Authority at the corporate trust office of the Trustee, or such other place as the Authority shall 
designate. Any such installment of rental accruing hereunder which shall not be paid when due 
and payable under the terms of this Facility Lease shall bear interest at the rate of twelve percent 
(12%) per annum, or such lesser rate of interest as may be permitted by law, from the date when 
the same is due hereunder until the same shall be paid. Notwithstanding any dispute between the 
Authority and the City, the City shall make all Base Rental Payments and Additional Payments 
when due without deduction or offset of any kind and shall not withhold any Base Rental 
Payments or Additional Payments pending the final resolution of such dispute. In the event of a 
determination that the City was not liable for said Base Rental Payments or Additional Payments 
or any portion thereof, said payments or excess of payments, as the case may be, shall be 
credited against subsequent Base Rental Payments or Additional Payments due hereunder or 
refunded at the time of such determination. Amounts required to be deposited by the City with 
the Trustee pursuant to this Section on any date shall be reduced to the extent of amounts on 
deposit in the Revenue Fund and available therefor. 

All payments received shall be applied first to the Base Rental Payments due hereunder 
and thereafter to all Additional Payments due hereunder, but no such application of any 
payments which are less than the total rental due and owing shall be deemed a waiver of any 
default hereunder. 
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Nothing contained in this Facility Lease shall prevent the City from making from time to 
time contributions or advances to the Authority for any purpose now or hereafter authorized by 
law, including the making of repairs to, or the restoration of, the Leased Property in the event of 
damage to or the destruction of the Leased Property. 

Section 3.05.  Appropriations Covenant.  The City covenants to take such action as may 
be necessary to include all Estimated Base Rental Payments and Additional Payments due 
hereunder and all lease payments and additional payments under the 1998 Lease in its annual 
budgets, and to make necessary annual appropriations for such payments, and for such additional 
amounts as required below.  The City will deliver to the Authority and the Trustee within ninety 
(90) days of adoption of the City budget copies of the portion of each annual City budget relating 
to the payment of Estimated Base Rental Payments and Additional Payments hereunder and 
lease payments and additional payment under the 1998 Lease as so calculated.  If in any fiscal 
year, the amount initially budgeted is insufficient to pay actual Debt Service on the Series 2007 
Bonds and payments with respect to Related Obligations, the City shall, by supplemental budget 
in such fiscal year, appropriate and pay such additional amounts until the total amount 
appropriated for Base Rental Payments equals Maximum Annual Base Rental Payments for such 
year as provided in Exhibit B. The covenants on the part of the City herein contained shall be 
deemed to be and shall be construed to be duties imposed by law and it shall be the duty of each 
and every public official of the City to take such action and do such things as are required by law 
in the performance of the official duty of such officials to enable the City to carry out and 
perform the covenants and agreements in this Facility Lease agreed to be carried out and 
performed by the City.   

The Authority and the City understand and intend that the obligation of the City to pay 
Base Rental Payments and Additional Payments hereunder shall constitute a current expense of 
the City and shall not in any way be construed to be a debt of the City in contravention of any 
applicable constitutional or statutory limitation or requirement concerning the creation of 
indebtedness by the City, nor shall anything contained herein constitute a pledge of the general 
tax revenues, funds or moneys of the City. Base Rental Payments and Additional Payments due 
hereunder shall be payable only from current funds which are budgeted and appropriated or 
otherwise legally available for the purpose of paying Base Rental Payments and Additional 
Payments or other payments due hereunder as consideration for use of the Leased Property. This 
Facility Lease shall not create an immediate indebtedness for any aggregate payments which 
may become due hereunder in the event that the term of this Facility Lease is continued. The 
City has not pledged the full faith and credit of the City, the State of California or any agency or 
department thereof to the payment of the Base Rental Payments and Additional Payments or any 
other payments due hereunder. 

Section 3.06.  Rental Abatement.  The Base Rental Payments and Additional Payments 
shall be abated proportionately during any period in which by reason of any damage or 
destruction (other than by condemnation, which is hereinafter provided for, or planned 
demolition as part of the Project) there is substantial interference with the use and occupancy of 
the Leased Property by the City, in the proportion in which the initial cost of that portion of the 
Leased Property rendered unusable bears to the initial cost of the whole of the Leased Property. 
Such abatement shall continue for the period commencing with such damage or destruction and 
ending with the substantial completion of the work of repair or reconstruction. In the event of 
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any such damage or destruction, this Facility Lease shall continue in full force and effect and the 
City waives the benefits of California Civil Code Section 1932(2) and 1933(4) and of Title 11 of 
the United States Code, Section 365(h) and any and all other rights to terminate this Facility 
Lease by virtue of any such damage or destruction. 

Notwithstanding the foregoing, such abatement shall not result to the extent of moneys 
held by the Trustee under the Indenture (including, particularly, without limitation, the Reserve 
Fund, Principal Account and Interest Account), or to the extent such Base Rental Payments are 
made from proceeds of insurance and rental interruption insurance as provided in Section 5.01 
and 5.03 herein.  

Section 3.07.  Use of Proceeds.  The parties hereto agree that the proceeds of the Series 
2007 Bonds, together with amounts provided with respect to the Prior Bonds, will be used to 
finance the 2007 Project, to establish the Reserve Fund with respect to the Series 2007 Bonds, 
and to pay the costs of issuing the Series 2007 Bonds and incidental and related expenses. The 
City agrees to act as agent of the Authority and use the proceeds to implement the 2007 Project 
with due diligence. 

ARTICLE IV 
 

MAINTENANCE; ALTERATIONS AND ADDITIONS 

Section 4.01.  Maintenance and Utilities.  During such time as the City is in possession of 
the Leased Property, all maintenance and repair, both ordinary and extraordinary, of the Leased 
Property shall be the responsibility of the City, which shall at all times maintain or otherwise 
arrange for the maintenance of the Leased Property in first class condition, and the City shall pay 
for or otherwise arrange for the payment of all utility services supplied to the Leased Property, 
and shall pay for or otherwise arrange for payment of the cost of the repair and replacement of 
the Leased Property resulting from ordinary wear and tear or want of care on the part of the City 
or any assignee or sublessee thereof or any other cause and shall pay for or otherwise arrange for 
the payment of all insurance policies required to be maintained with respect to the Leased 
Property. In exchange for the rental herein provided, the Authority agrees to provide only the 
Leased Property. 

Section 4.02.  Changes to the Leased Property.  Subject to Section 8.02 hereof and the 
provisions of the 1998 Lease, the City, at its own expense, shall have the right to remodel the 
Leased Property or to make additions, modifications and improvements to the Leased Property. 
All such additions, modifications and improvements shall thereafter comprise part of the Leased 
Property and be subject to the provisions of this Facility Lease. Such additions, modifications 
and improvements shall not damage the Leased Property or cause them to be used for purposes 
other than those authorized under the provisions of state and federal law; and the Leased 
Property, upon completion of any additions, modifications and improvements made pursuant to 
this Section, shall be of a value which is at least equal to the value of the Leased Property 
immediately prior to the making of such additions, modifications and improvements. 

Section 4.03.  Installation of City’s Equipment.  The City and any sublessee may at any 
time and from time to time, in its sole discretion and at its own expense, install or permit to be 
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installed other items of equipment or other personal property in or upon the Leased Property. All 
such items shall remain the sole property of such party, in which neither the Authority nor the 
Trustee shall have any interest, and may be modified or removed by such party at any time 
provided that such party shall repair and restore any and all damage to the Leased Property 
resulting from the installation, modification or removal of any such items. Nothing in this 
Facility Lease shall prevent the City from purchasing items to be installed pursuant to this 
Section under a conditional sale or lease purchase contract, or subject to a vendor’s lien or 
security agreement as security for the unpaid portion of the purchase price thereof, provided that 
no such lien or security interest shall attach to any part of the Leased Property. 

ARTICLE V 
 

INSURANCE 

Section 5.01.  Fire and Extended Coverage Insurance.  The City shall procure or cause to 
be procured and maintain or cause to be maintained, throughout the term of this Facility Lease, 
insurance against loss or damage to any structures constituting any part of the Leased Property 
by fire and lightning, with extended coverage insurance, vandalism and malicious mischief 
insurance and sprinkler system leakage insurance. Said 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. Such 
insurance shall be in an amount equal to the replacement cost (without deduction for 
depreciation) of all structures constituting any part of the Leased Property, excluding the cost of 
excavations, of grading and filling, and of the land (except that such insurance may be subject to 
deductible clauses for any one loss of not to exceed $500,000 or comparable amount adjusted for 
inflation), or, in the alternative, shall be in an amount and in a form sufficient (together with 
moneys held under the Indenture), in the event of total or partial loss, to enable all outstanding 
Bonds to be redeemed. 

In the event of any damage to or destruction of any part of the Leased Property, caused 
by the perils covered by such insurance, the Authority, except as hereinafter provided, and 
subject to the terms of the 1998 Lease and the 1998 Indenture, shall cause the proceeds of such 
insurance to be utilized for the repair, reconstruction or replacement of the damaged or destroyed 
portion of the Leased Property, and the Trustee shall hold said proceeds separate and apart from 
all other funds, in a special fund to be designated the “Insurance and Condemnation Fund,” to the 
end that such proceeds shall be applied to the repair, reconstruction or replacement of the Leased 
Property to at least the same good order, repair and condition as they were in prior to the damage 
or destruction, insofar as the same may be accomplished by the use of said proceeds. The Trustee 
shall permit withdrawals of said proceeds from time to time upon receiving the Written Request 
of the Authority, stating that the Authority has expended moneys or incurred liabilities in an 
amount equal to the amount therein requested to be paid over to it for the purpose of repair, 
reconstruction or replacement, and specifying the items for which such moneys were expended, 
or such liabilities were incurred. Any balance of said proceeds not required for such repair, 
reconstruction or replacement shall be treated by the Trustee as Base Rental Payments and 
applied in the manner provided by Section 5.02 of the Indenture. Alternatively, the Authority, at 
its option, with the written consent of the City, and if the proceeds of such insurance together 
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with any other moneys then available for the purpose are at least sufficient to redeem an 
aggregate principal amount of outstanding Bonds, equal to the amount of Base Rental Payment 
attributable to the portion of the Leased Property so destroyed or damaged (determined by 
reference to the proportion which the cost of such portion of the Leased Property bears to the 
cost of the Leased Property), may elect not to repair, reconstruct or replace the damaged or 
destroyed portion of the Leased Property and thereupon shall cause said proceeds to be used for 
the redemption of outstanding Bonds pursuant to Section 4.01 of the Indenture. 

As an alternative to providing the insurance required by the first paragraph of this 
Section, or any portion thereof, the City may provide a self insurance method or plan of 
protection if and to the extent such self insurance method or plan of protection shall afford 
reasonable coverage for the risks required to be insured against, in light of all circumstances, 
giving consideration to cost, availability and similar plans or methods of protection adopted by 
public entities in the State of California other than the City. So long as such method or plan is 
being provided to satisfy the requirements of this Facility Lease, there shall be filed annually 
with the Trustee a statement of an actuary, insurance consultant or other qualified person (which 
may be the Risk Manager of the City), stating that, in the opinion of the signer, the substitute 
method or plan of protection is in accordance with the requirements of this Section and, when 
effective, would afford reasonable coverage for the risks required to be insured against. There 
shall also be filed a Certificate of the City setting forth the details of such substitute method or 
plan. In the event of loss covered by any such self insurance method, the liability of the City 
hereunder shall be limited to the amounts in the self insurance reserve fund or funds created 
under such method. 

Any insurance required by this Section 5.01, to the extent permitted, shall not be a 
duplication of the insurance maintained under the 1998 Lease.  

Section 5.02.  Liability Insurance.  Except as hereinafter provided, the City shall procure 
or cause to be procured and maintain or cause to be maintained, throughout the term of this 
Facility Lease, a standard comprehensive general liability insurance policy or policies in 
protection of the Authority and the City and their respective members, directors, officers, agents 
and employees, and the Trustee, indemnifying said parties against all direct or contingent loss or 
liability for damages for personal injury, death or property damage occasioned by reason of the 
operation of the Leased Property, with minimum liability limits of $1,000,000 for personal injury 
or death of each person and $3,000,000 for personal injury or deaths of two or more persons in 
each accident or event, and in a minimum amount of $500,000 for damage to property resulting 
from each accident or event. Such public liability and property damage insurance may, however, 
be in the form of a single limit policy in the amount of $3,000,000 covering all such risks. Such 
liability insurance may be maintained as part of or in conjunction with any other liability 
insurance carried by the City. 

As an alternative to providing the insurance required by the first paragraph of this 
Section, or any portion thereof, the City may provide a self insurance method or plan of 
protection if and to the extent such self insurance method or plan of protection shall afford 
reasonable protection to the Authority and the City and their respective members, directors, 
officers, agents and employees, and the Trustee, in light of all circumstances, giving 
consideration to cost, availability and similar plans or methods of protection adopted by public 
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entities in the State of California other than the City. So long as such method or plan is being 
provided to satisfy the requirements of this Facility Lease, there shall be filed annually with the 
Trustee a statement of an actuary, independent insurance consultant or other qualified person 
(which may be the Risk Manager of the City), stating that, in the opinion of the signer, the 
substitute method or plan of protection is in accordance with the requirements of this Section 
and, when effective, would afford reasonable protection to the Authority and the City and their 
respective members, directors, officers, agents and employees, and the Trustee against loss and 
damage from the hazards and risks covered thereby. There shall also be filed a Certificate of the 
City setting forth the details of such substitute method or plan. 

Any insurance required by this Section 5.02, to the extent permitted, shall not be a 
duplication of the insurance maintained under the 1998 Lease.  

Section 5.03.  Rental Interruption or Use and Occupancy Insurance.  The City shall 
procure or cause to be procured and maintain or cause to be maintained, rental interruption or use 
and occupancy insurance to cover loss, total or partial, of the rental income from or the use of the 
Leased Property as the result of any of the hazards covered by the insurance required by 
Section 5.01 hereof, in an amount sufficient to pay the part of the total rent hereunder attributable 
to the portion of the Leased Property rendered unusable (determined by reference to the 
proportion which the cost of such portion bears to the cost of the Leased Property) for a period of 
at least two years, except that such insurance may be subject to a deductible clause of not to 
exceed two hundred fifty thousand dollars ($250,000) or a comparable amount adjusted for 
inflation. Any proceeds of such insurance shall be used by the Trustee to reimburse to the City 
any rental theretofore paid by the City under this Facility Lease attributable to such structure for 
a period of time during which the payment of rental under this Facility Lease is abated, and any 
proceeds of such insurance not so used shall be applied as provided in Section 3.01 (to the extent 
required for the payment of Base Rental Payments) and in Section 3.02 (to the extent required 
for the payment of Additional Payments) and any remainder shall be treated as Revenue under 
the Indenture. 

Section 5.04.  Worker’s Compensation.  The City shall also maintain worker’s 
compensation insurance issued by a responsible carrier authorized under the laws of the State of 
California to insure its employees against liability for compensation under the Worker’s 
Compensation Insurance and Safety Act now in force in California, or any act hereafter enacted 
as an amendment or supplement thereto. As an alternative, such insurance may be maintained as 
part of or in conjunction with any other insurance carried by the City. Such insurance may be 
maintained by the City in the form of self-insurance. 

Section 5.05.  Title Insurance.  The City shall obtain, for the benefit of the Authority and 
the Trustee, upon the execution and delivery of this Facility Lease, title insurance on the Leased 
Property in an amount not less than $61,430,000, subject only to Permitted Encumbrances.  Any 
title insurance held under the 1998 Lease shall satisfy, on a dollar to dollar basis, the 
requirements of this Section 5.05, so long as the Trustee is named as an additional insured, it 
being understood that the rights of the Trustee shall be subject to the prior rights of the 1998 
Trustee. 
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Section 5.06.  Insurance Proceeds; Form of Policies.  All policies of insurance required 
by Sections 5.01 and 5.03 hereof shall name the City, the Authority and the Trustee as insured 
and shall contain a lender’s loss payable endorsement in favor of the Trustee.  Any such policies 
may also name the 1998 Trustee as an insured if the policies are intended to satisfy both the 
requirements of this Facility Lease and the 1998 Lease.  The Trustee shall, to the extent 
practicable, collect, adjust and receive all moneys which may become due and payable under any 
such policies, may compromise any and all claims thereunder and shall apply the proceeds of 
such insurance as provided in Sections 5.01 and 5.03.  All policies of insurance required by this 
Facility Lease shall provide that the Trustee shall be given thirty (30) days notice of each 
expiration thereof or any intended cancellation thereof or reduction of the coverage provided 
thereby. The Trustee shall not be responsible for the sufficiency of any insurance herein required 
and shall be fully protected in accepting payment on account of such insurance or any 
adjustment, compromise or settlement of any loss agreed to by the City. The City shall pay when 
due the premiums for all insurance policies required by this Facility Lease, and shall promptly 
furnish evidence of such payments to the Authority. 

The City shall deliver to the Authority and the Trustee on an annual basis a written 
Certificate of an officer of the City stating whether such policies satisfy the requirements of this 
Facility Lease, setting forth the insurance policies then in force pursuant to this Article, the 
names of the insurers which have issued the policies, the amounts thereof and the property and 
risks covered thereby, and, if any self-insurance program is being provided, the annual report of 
an actuary, independent insurance consultant or other qualified person containing the information 
required for such self-insurance program and described in Sections 5.01, 5.02 and 5.04. Delivery 
to the Trustee of the certificate, under the provisions of this Section shall not confer 
responsibility upon the Trustee as to the sufficiency of coverage or amounts of such policies. If 
so requested in writing by the Trustee, the City shall also deliver to the Trustee certificates or 
duplicate originals or certified copies of each insurance policy described in such schedule.  

ARTICLE VI 
 

DEFAULTS AND REMEDIES 

Section 6.01.  Defaults and Remedies.  

(a) If the City shall fail to pay any Base Rental Payments or Additional Payments 
payable hereunder when the same becomes due, time being expressly declared to be of the 
essence of this Facility Lease, or the City shall fail to keep, observe or perform any other term, 
covenant or condition contained herein to be kept or performed by the City for a period of sixty 
(60) days after notice of the same has been given to the City by the Authority or the Trustee or 
for such additional time as is reasonably required, in the sole discretion of the Authority, to 
correct the same, or upon the happening of any of the events specified in subsection (b) of this 
Section (any such case above being an “Event of Default”), the City shall be deemed to be in 
default hereunder and it shall be lawful for the Authority to exercise any and all remedies 
available pursuant to law or granted pursuant to this Facility Lease. Upon any such default, the 
Authority, in addition to all other rights and remedies it may have at law, shall have the option, 
without terminating this Facility Lease, but subject to the terms of the 1998 Lease (i) to collect 
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each installment of rent as it becomes due and enforce any other terms or provision hereof to be 
kept or performed by the City, regardless of whether or not the City has abandoned the Leased 
Property, or (ii) to exercise any and all rights of entry and re-entry upon the Leased Property. So 
long as this Facility Lease is not terminated the City shall remain liable and agrees to keep or 
perform all covenants and conditions herein contained to be kept or performed by the City and, if 
the Leased Property is not re-let, to pay the full amount of the rent to the end of the term of this 
Facility Lease or, in the event that the Leased Property is re-let, to pay any deficiency in rent that 
results therefrom; and further agrees to pay said rent and/or rent deficiency punctually at the 
same time and in the same manner as hereinabove provided for the payment of rent hereunder 
(without acceleration), notwithstanding the fact that the Authority may have received in previous 
years or may receive thereafter in subsequent years rental in excess of the rental herein specified, 
and notwithstanding any entry or re-entry by the Authority or suit in unlawful detainer, or 
otherwise, brought by the Authority for the purpose of effecting such entry or re-entry or 
obtaining possession of the Leased Property. Should the Authority elect to enter or re-enter as 
herein provided, the City hereby irrevocably appoints the Authority as the agent and attorney-in-
fact of the City to re-let the Leased Property, or any part thereof, from time to time, either in the 
Authority’s name or otherwise, upon such terms and conditions and for such use and period as 
the Authority may deem advisable, and to remove all persons in possession thereof and all 
personal property whatsoever situated upon the Leased Property and to place such personal 
property in storage in any warehouse or other suitable place located in the City of Modesto, 
California, for (to the extent permitted by law) the account of and at the expense of the City, and 
the City (to the extent permitted by law) hereby exempts and agrees to save harmless the 
Authority from any costs, loss or damage whatsoever arising out of, in connection with, or 
incident to any such re-entry upon and re-letting of the Leased Property and removal and storage 
of such property by the Authority or its duly authorized agents in accordance with the provisions 
herein contained. The City agrees that the terms of this Facility Lease constitute full and 
sufficient notice of the right of the Authority to re-let the Leased Property and to do all other acts 
to maintain or preserve the Leased Property as the Authority deems necessary or desirable in the 
event of such re-entry without effecting a surrender of this Facility Lease, and further agrees that 
no acts of the Authority in effecting such re-letting shall constitute a surrender or termination of 
this Facility Lease irrespective of the use or the term for which such re-letting is made or the 
terms and conditions of such re-letting, or otherwise. The City further waives the right to any 
rental obtained by the Authority in excess of the rental herein specified and hereby conveys and 
releases such excess to the Authority as compensation to the Authority for its services in re-
letting the Leased Property or any part thereof. The City further agrees to the extent permitted by 
law to pay the Authority the reasonable cost of any alterations or additions to the Leased 
Property necessary to place the Leased Property in condition for re-letting immediately upon 
notice to the City of the completion and installation of such additions or alterations. 

The City hereby waives any and all claims for damages caused or which may be caused 
by the Authority in re-entering and taking possession of the Leased Property as herein provided 
and all claims for damages that may result from the destruction of or injury to the Leased 
Property and all claims for damages to or loss of any property belonging to the City, or any other 
person, that may be in or upon the Leased Property. 

(b) If (1) the City’s interest in this Facility Lease or any part thereof is assigned or 
transferred, either voluntarily or by operation of law or otherwise, without the written consent of 
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the Authority, as hereinafter provided for, or (2) the City or any assignee shall file any petition or 
institute any proceeding under any act or acts, state or federal, dealing with or relating to the 
subject or subjects of bankruptcy or insolvency, or under any amendment of such act or acts, 
either as a bankrupt or as an insolvent, or as a debtor, or in any similar capacity, wherein or 
whereby the City asks or seeks or prays to be adjudicated a bankrupt, or is to be discharged from 
any or all of the City’s debts or obligations, or offers to the City’s creditors to effect a 
composition or extension of time to pay the City’s debts or asks, seeks or prays for 
reorganization or to effect a plan of reorganization, or for a readjustment of the City’s debts, or 
for any other similar relief, or if any such petition or any such proceedings of the same or similar 
kind or character be filed or be instituted or taken against the City, or if a receiver of the business 
or of the property or assets of the City shall be appointed by any court, except a receiver 
appointed at the instance or request of the Authority, or if the City shall make a general or any 
assignment for the benefit of the City’s creditors, or if (3) the City shall abandon or vacate the 
Leased Property, then the City shall be deemed to be in default hereunder. 

(c) The Authority shall in no event be in default in the performance of any of its 
obligations hereunder or imposed by any statute or rule of law unless and until the Authority 
shall have failed to perform such obligations within sixty (60) days or such additional time as is 
reasonably required to correct any such default after notice by the City to the Authority properly 
specifying wherein the Authority has failed to perform any such obligation. In the event of 
default by the Authority, the City shall be entitled to pursue any remedy provided by law. 

(d) In addition to the other remedies set forth in this Section, upon the occurrence of 
an event of default as described in this Section, the Authority shall be entitled to proceed to 
protect and enforce the rights vested in the Authority by this Facility Lease or by law. The 
provisions of this Facility Lease and the duties of the City and of its trustees, officers or 
employees shall be enforceable by the Authority by mandamus or other appropriate suit, action 
or proceeding in any court of competent jurisdiction. Without limiting the generality of the 
foregoing, the Authority shall have the right to bring the following actions: 

(1) Accounting. By action or suit in equity to require the City and its trustees, 
officers and employees and its assigns to account as the trustee of an express trust. 

(2) Injunction. By action or suit in equity to enjoin any acts or things which 
may be unlawful or in violation of the rights of the Authority. 

(3) Mandamus. By mandamus or other suit, action or proceeding at law or in 
equity to enforce the Authority’s rights against the City (and its board, officers and 
employees) and to compel the City to perform and carry out its duties and obligations 
under the law and its covenants and agreements with the City as provided herein. 

The exercise of any rights or remedies under this Facility Lease shall not permit 
acceleration of Base Rental Payments. 

Each and all of the remedies given to the Authority hereunder or by any law now or 
hereafter enacted are cumulative and the single or partial exercise of any right, power or 
privilege hereunder shall not impair the right of the Authority to other or further exercise thereof 
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or the exercise of any or all other rights, powers or privileges. The term “re-let” or “re-letting” as 
used in this Section shall include, but not be limited to, re-letting by means of the operation by 
the Authority of the Leased Property. If any statute or rule of law validly shall limit the remedies 
given to the Authority hereunder, the Authority nevertheless shall be entitled to whatever 
remedies are allowable under any statute or rule of law. 

In the event the Authority shall prevail in any action brought to enforce any of the terms 
and provisions of this Facility Lease, the City agrees to pay a reasonable amount as and for 
attorney’s fees incurred by the Authority in attempting to enforce any of the remedies available 
to the Authority hereunder, whether or not a lawsuit has been filed and whether or not any 
lawsuit culminates in a judgment. 

Section 6.02.  Waiver.  Failure of the Authority to take action on any default on the part 
of the City shall not be, or be construed as, a waiver thereof, nor shall any custom or practice 
which may grow up between the parties in the course of administering this instrument be 
construed to waive or to lessen the right of the Authority to insist upon performance by the City 
of any term, covenant or condition hereof, or to exercise any rights given the Authority on 
account of such default. A waiver of a particular default shall not be deemed to be a waiver of 
the same or any subsequent default. The acceptance of rent hereunder shall not be, or be 
construed to be, a waiver of any term, covenant or condition of this Facility Lease. 

ARTICLE VII 
 

EMINENT DOMAIN; PREPAYMENT 

Section 7.01.  Eminent Domain.  If the whole of the Leased Property or so much thereof 
as to render the remainder unusable for the purposes for which it was used by the City shall be 
taken under the power of eminent domain, the term of this Facility Lease shall cease as of the 
day that possession shall be so taken. If less than the whole of the Leased Property shall be taken 
under the power of eminent domain and the remainder of the Leased Units is usable for the 
purposes for which it was used by the City at the time of such taking, then this Facility Lease 
shall continue in full force and effect as to such remainder, and the parties waive the benefits of 
any law to the contrary, and in such event there shall be a partial abatement of the Base Rental 
Payments due hereunder in an amount equivalent to the amount by which the annual payments of 
principal and interest on the Outstanding Bonds will be reduced by the application of the award 
in eminent domain to the redemption of outstanding Bonds. So long as any of the Bonds shall be 
outstanding, any award made in eminent domain proceedings for taking the Leased Property or 
any of the Leased Units thereof shall be paid to the Trustee and applied to the prepayment of the 
Base Rental Payments as provided in Section 7.02, but subject to the terms of the 1998 Lease. 
Any such award made after all of the Base Rental Payments and Additional Payments have been 
fully paid, or provision therefor made, shall be paid to the to the City. 

Section 7.02.  Prepayment. 

(a) Subject to the terms of the 1998 Lease, the City shall prepay on any date from 
insurance (including proceeds of title insurance) and eminent domain proceeds, to the extent 
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provided in Sections 5.01 and 7.01 hereof (provided, however, that in the event of partial damage 
to or destruction of the Leased Property caused by perils covered by insurance, if in the judgment 
of the Authority the insurance proceeds are sufficient to repair, reconstruct or replace the 
damaged or destroyed Leased Unit of the Leased Property, such proceeds shall be held by the 
Trustee and used to repair, reconstruct or replace the damaged or destroyed Leased Unit of the 
Leased Property, pursuant to the procedure set forth in Section 5.01 for proceeds of insurance), 
all or any part of Base Rental Payments then unpaid so that the aggregate annual amounts of 
Base Rental Payments which shall be payable after such prepayment date shall be as nearly 
proportional as practicable to the aggregate annual amounts of Base Rental Payments unpaid 
prior to the prepayment date (taking into account the reduction in Base Rental Payments 
allocable to future interest on the Bonds that are redeemed), at a prepayment amount equal to the 
redemption payment of the maximum amount of Bonds, including the principal thereof and the 
interest thereon to the date of redemption, plus any applicable premium redeemable from such 
proceeds. 

(b) The City may prepay, from any source of available funds, all or any portion of 
Base Rental Payments by depositing with the Trustee moneys or securities as provided in 
Article X of the Indenture sufficient to defease or redeem all or a portion of a Series of Bonds 
corresponding to such Base Rental Payments when due; provided that the City furnishes the 
Trustee with an Opinion of Counsel that such deposit will not cause interest on such Series of 
Bonds to be includable in gross income for federal income tax purposes. The City agrees that if 
following such prepayment the Leased Property are damaged or destroyed or taken by eminent 
domain, it is not entitled to, and by such prepayment waives the right of, abatement of such 
prepaid Base Rental Payments and shall not be entitled to any reimbursement of such Base 
Rental Payments. 

(c) Before making any prepayment pursuant to this Section, the City shall, within five 
(5) days following the event creating such right or obligation to prepay, give written notice to the 
Authority and the Trustee describing such event and specifying the date on which the 
prepayment will be made, which date shall be not less than forty-five (45) days from the date 
such notice is given. 

(d) When (1) there shall have been deposited with the Trustee at or prior to the due 
dates of the Base Rental Payments or the date when the City may exercise its option to purchase 
the Leased Property or any of the Leased Unit thereof, in trust for the benefit of the Owners of 
the Bonds and irrevocably appropriated and set aside to the payment of the Base Rental 
Payments or option price, sufficient moneys and Permitted Investments described in 
subsection (1) of the definition thereof in the Indenture, not redeemable prior to maturity, the 
principal of and interest on which when due will provide money sufficient to pay all principal, 
premium, if any, and interest on the Bonds to the due date of the Bonds or date when the City 
may exercise its option to purchase the Leased Property, as the case may be; (2) all requirements 
of Section 10.01 of the Indenture have been satisfied; and (3) an agreement shall have been 
entered into with the Trustee for the payment of its fees and expenses so long as any of the 
Bonds shall remain unpaid, then and in that event the right, title and interest of the Authority 
herein and the obligations of the City hereunder shall thereupon cease, terminate, become void 
and be completely discharged and satisfied (except for the right of the Authority and the 
obligation of the City to have such moneys and such Permitted Investments applied to the 
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payment of the Base Rental Payments or option price) and the Authority’s interest in and title to 
the Project or applicable portion or item thereof shall be transferred and conveyed to the City. In 
such event, the Authority shall cause an accounting for such period or periods as may be 
requested by the City to be prepared and filed with the Authority and evidence such discharge 
and satisfaction, and the Authority shall pay over to the City as an overpayment of Base Rental 
Payments all such moneys or Permitted Investments held by it pursuant hereto other than such 
moneys and such Permitted Investments as are required for the payment or prepayment of the 
Base Rental Payments or the option price and the fees and expenses of the Trustee, which 
moneys and Permitted Investments shall continue to be held by the Trustee in trust for the 
payment of Base Rental Payments or the option price and the fees and expenses of the Trustee, 
and shall be applied by the Authority to the payment of the Base Rental Payments or the option 
price and the fees and expenses of the Trustee. 

ARTICLE VIII 
 

COVENANTS 

Section 8.01.  Right of Entry.  The Authority and its assignees shall have the right to 
enter upon and to examine and inspect the Leased Property during reasonable business hours 
(and in emergencies at all times) (a) to inspect the same, (b) for any purpose connected with the 
Authority’s or the City’s rights or obligations under this Facility Lease, and (c) for all other 
lawful purposes. 

Section 8.02.  Liens.  In the event the City shall at any time during the term of this 
Facility Lease cause any changes, alterations, additions, improvements, or other work to be done 
or performed or materials to be supplied, in or upon the Leased Property, the City shall pay, 
when due, all sums of money that may become due for, or purporting to be for, any labor, 
services, materials, supplies or equipment furnished or alleged to have been furnished to or for 
the City in, upon or about the Leased Property and shall keep the Leased Property free of any 
and all mechanics’ or materialmen’s liens or other liens against the Leased Property or the 
Authority’s interest therein. In the event any such lien attaches to or is filed against the Leased 
Property or the Authority’s interest therein, the City shall cause each such lien to be fully 
discharged and released at the time the performance of any obligation secured by any such lien 
matures or becomes due, except that if the City desires to contest any such lien it may do so in 
good faith.  If any such lien shall be reduced to final judgment and such judgment or such 
process as may be issued for the enforcement thereof is not promptly stayed, or if so stayed and 
said stay thereafter expires, the City shall forthwith pay and discharge said judgment. The City 
agrees to and shall, to the maximum extent permitted by law, indemnify and hold the Authority 
and the Trustee and their respective members, directors, agents, successors and assigns, harmless 
from and against, and defend each of them against, any claim, demand, loss, damage, liability or 
expense (including attorney’s fees) as a result of any such lien or claim of lien against the Leased 
Property or the Authority’s interest therein. 

Section 8.03.  Quiet Enjoyment.  The parties hereto mutually covenant that the City, by 
keeping and performing the covenants and agreements herein contained and not in default 
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hereunder, shall at all times during the term of this Facility Lease peaceably and quietly have, 
hold and enjoy the Leased Property without suit, trouble or hindrance from the Authority. 

Section 8.04.  Authority Not Liable.  The Authority and its members, directors, officers, 
agents and employees shall not be liable to the City or to any other party whomsoever for any 
death, injury or damage that may result to any person or property by or from any cause 
whatsoever in, on or about the Leased Property. The City, to the extent permitted by law, shall 
indemnify and hold the Authority and its members, directors, officers, agents and employees, 
harmless from, and defend each of them against, any and all claims, liens and judgments arising 
from the construction or operation of the Leased Property, including, without limitation, death of 
or injury to any person or damage to property whatsoever occurring in, on or about the Leased 
Property regardless of responsibility for negligence, but excepting the active negligence of the 
person or entity seeking indemnity. 

Section 8.05.  Assignment and Subleasing.  Neither this Facility Lease nor any interest of 
the City hereunder shall be mortgaged, pledged, assigned, sublet or transferred by the City by 
voluntary act or by operation of law or otherwise, except with the prior written consent of the 
Authority, which, in the case of subletting, shall not be unreasonably withheld; provided such 
subletting shall not affect the tax-exempt status of the interest on the Bonds. No such mortgage, 
pledge, assignment, sublease or transfer shall in any event affect or reduce the obligation of the 
City to make the Base Rental Payments and Additional Payments required hereunder. 

Section 8.06.  Title to Leased Property; No Merger of Interests.  During the term of this 
Facility Lease, the Authority shall hold a leasehold estate to the Leased Property and any and all 
additions which comprise fixtures, repairs, replacement or modifications thereof, except for those 
fixtures, repairs, replacements or modifications which are added thereto by the City and which 
may be removed without damaging the Leased Property, and except for any items added to the 
Leased Property by the City pursuant to Section 4.02 hereof. This provision shall not operate to 
the benefit of any insurance company if there is a rental interruption covered by insurance 
pursuant to Section 5.03 hereof. 

The leasing by the Authority to the City of the Leased Property pursuant to the 1998 
Lease, the leasing by the City to the Authority of the Leased Property pursuant to the Sublease 
and the leasing by the Authority to the City of such Leased Property pursuant hereto shall not 
effect or result in a merger of the City’s leasehold estate pursuant to this Facility Lease, and the 
Authority shall continue to have and hold a leasehold estate in the Leased Property pursuant to 
the Sublease throughout the term thereof. As to the Leased Property, this Facility Lease shall be 
deemed and constitute a sub-sublease. 

Section 8.07.  Tax Covenants.  The City and the Authority will not make any use of the 
proceeds of the obligations provided herein or any other funds of the City or the Authority which 
will cause such obligations to be “arbitrage bonds” subject to federal income taxation by reason 
of Section 148 of the Code. The City and the Authority will not make any use of the proceeds of 
the obligations provided herein or any other funds of the City or the Authority which will cause 
such obligations to be “federally guaranteed” and subject to inclusion in gross income for federal 
income tax purposes by reason of Section 149(b) of the Code. To that end, so long as any rental 
payments are unpaid, the City and the Authority, with respect to such proceeds and such other 
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funds, will comply with all requirements of such Sections 148 and 149(b) and all regulations of 
the United States Department of the Treasury issued thereunder to the extent that such 
requirements are, at the time, applicable and in effect. 

The City further covenants that it will not use or permit the use of the facilities financed 
or refinanced by the proceeds of the Bonds by any person not an “exempt person” within the 
meaning of Section 141(a) of the Code or by an “exempt person” (including the City) in an 
“unrelated trade or business,” in such manner or to such extent as would result in the inclusion of 
interest received hereunder in gross income for federal income tax purposes under Section 103 of 
the Code. 

If at any time the City is of the opinion that for purposes of this Section it is necessary to 
restrict or limit the yield on or change in any way the investment of any moneys held by the 
Trustee or the City or the Authority under this Facility Lease or the Indenture, the City shall so 
instruct the Trustee or the appropriate officials of the City in writing, and the Trustee or the 
appropriate officials of the City, as the case may be, shall take such actions as may be necessary 
in accordance with such instructions. 

In furtherance of the covenants of the City set forth above, the City will comply with the 
Tax Certificate and will instruct the Trustee in writing as necessary to comply with the Tax 
Certificate. The Trustee and the Authority may conclusively rely on any such written 
instructions, and the City hereby agrees to hold harmless the Trustee and the Authority for any 
loss, claim, damage, liability or expense incurred by the Authority for any actions taken by the 
Authority in accordance with such instructions. 

The City and the Authority shall at all times do and perform all acts and things permitted 
by law which are necessary or desirable in order to assure that the interest on the Bonds will be 
excluded from gross income for federal income tax purposes and shall take no action that would 
result in such interest not being excluded from gross income for federal income tax purposes. 

Section 8.08.  Continuing Disclosure.  The City hereby covenants and agrees that it will 
comply with and carry out all of the provisions of the Continuing Disclosure Agreement. 
Notwithstanding any other provision of this Facility Lease, failure of the City to comply with the 
Continuing Disclosure Agreement shall not be considered an event of default hereunder; 
however, the Trustee may (and, at the request of any Participating Underwriter (as defined in the 
Continuing Disclosure Agreement) or the Holders of at least 25% aggregate principal amount of 
Series 2007 Bonds Outstanding and provided satisfactory indemnification is provided to the 
Trustee, shall) or any Bondholder may take such actions as may be necessary and appropriate, 
including seeking mandate or specific performance by court order, to compel the City to comply 
with its obligations under this Section 8.08. 

Section 8.09.  Taxes.  The City shall pay or cause to be paid all taxes and assessments of 
any type or nature charged to the Authority or affecting the Leased Property or the respective 
interests or estates therein; provided that with respect to special assessments or other 
governmental charges that may lawfully be paid in installments over a period of years, the City 
shall be obligated to pay only such installments as are required to be paid during the term of this 
Facility Lease as and when the same become due. 
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The City shall also pay directly such amounts, if any, in each year as shall be required by 
the Authority for the payment of all license and registration fees and all taxes (including, without 
limitation, income, excise, license, franchise, capital stock, recording, sales, use, value-added, 
property, occupational, excess profits and stamp taxes), levies, imposts, duties, charges, 
withholdings, assessments and governmental charges of any nature whatsoever, together with 
any additions to tax, penalties, fines or interest thereon, including, without limitation, penalties, 
fines or interest arising out of any delay or failure by the City to pay any of the foregoing or 
failure to file or furnish to the Authority or the Trustee for filing in a timely manner any returns, 
hereinafter levied or imposed against the Authority or the Leased Property, the rentals and other 
payments required hereunder or any parts thereof or interests of the City or the Authority or the 
Trustee therein by any governmental authority. 

The City may, at the City’s expense and in its name, in good faith contest any such taxes, 
assessments and other charges and, in the event of any such contest, may permit the taxes, 
assessments or other charges so contested to remain unpaid during the period of such contest and 
any appeal therefrom unless the Authority or the Trustee shall notify the City that, in the opinion 
of independent counsel, by nonpayment of any such items, the interest of the Authority in the 
Leased Property will be materially endangered or the Leased Property, or any part thereof, will 
be subject to loss or forfeiture, in which event the City shall promptly pay such taxes, 
assessments or charges or provide the Authority with full security against any loss which may 
result from nonpayment, in form satisfactory to the Authority and the Trustee. 

Section 8.10.  Authority’s Purpose.  The Authority covenants that, prior to the discharge 
of this Facility Lease, it will not engage in any activities inconsistent with the purposes for which 
the Authority is organized. 

Section 8.11.  Purpose of Facility Lease.  The City covenants that during the term of this 
Facility Lease, except as hereinafter provided, (a) it will use, or cause the use of, the Leased 
Property for public purposes and for the purposes for which the Leased Property are customarily 
used, (b) it will not vacate or abandon the Leased Property or any part thereof, and (c) it will not 
make any use of the Leased Property which would jeopardize in any way the insurance coverage 
required to be maintained pursuant to Article V hereof. 

Section 8.12.  Compliance with 1998 Lease; Covenant Not to Terminate or Amend the 
1998 Lease.  The City agrees to comply with the terms of the 1998 Lease and make all payments 
due thereunder, as provided therein.  The City and the Authority covenant not to terminate or 
amend the 1998 Lease so long as the Series 2007 Bonds are outstanding, unless such a 
termination or amendment of the 1998 Lease would not have a material adverse effect on the 
holders of the Series 2007 Bonds. 
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ARTICLE IX 
 

DISCLAIMER OF WARRANTIES; 
VENDOR’S WARRANTIES; USE OF THE FACILITIES 

Section 9.01.  Disclaimer of Warranties.  THE AUTHORITY MAKES NO 
AGREEMENT, WARRANTY OR REPRESENTATION, EITHER EXPRESS OR IMPLIED, 
AS TO THE VALUE, DESIGN, CONDITION, MERCHANTABILITY, FITNESS FOR 
PARTICULAR PURPOSE OR FITNESS FOR USE OF THE FACILITIES OR THE PROJECT, 
OR WARRANTY WITH RESPECT THERETO.  THE CITY ACKNOWLEDGES THAT THE 
AUTHORITY IS NOT A MANUFACTURER OF THE FACILITIES OR THE PROJECT OR 
A DEALER THEREIN, THAT THE CITY LEASES THE FACILITIES AS-IS, IT BEING 
AGREED THAT ALL OF THE AFOREMENTIONED RISKS ARE TO BE BORNE BY THE 
CITY. In no event shall the Authority be liable for any incidental, indirect, special or 
consequential damage in connection with or arising out of this Facility Lease or the existence, 
furnishing, functioning or the City’s use of any item or products or services provided for in this 
Facility Lease. 

Section 9.02.  Vendor’s Warranties.  The Authority hereby irrevocably appoints the City 
its agent and attorney-in-fact during the term of this Facility Lease, so long as the City shall not 
be in default hereunder, to assert from time to time whatever claims and rights, including 
warranties of the Leased Property or the Project, which the Authority may have against the 
manufacturers, vendors and contractors of the Leased Property or the Project. The City’s sole 
remedy for the breach of such warranty, indemnification or representation shall be against the 
manufacturer or vendor or contractor of the Leased Property or of the Project, and not against the 
Authority, nor shall such matter have any effect whatsoever on the rights and obligations of the 
Authority with respect to this Facility Lease, including the right to receive full and timely 
payments hereunder. The City expressly acknowledges that the Authority makes, and has made, 
no representation or warranties whatsoever as to the existence or availability of such warranties 
of the manufacturer, vendor or contractor. 

Section 9.03.  Use of the Leased Property.  The City will not install, use, operate or 
maintain the Leased Property improperly, carelessly, in violation of any applicable law or in a 
manner contrary to that contemplated by this Facility Lease. The City shall provide all permits 
and licenses, if any, necessary for the installation and operation of the Leased Property. In 
addition, the City agrees to comply in all respects (including, without limitation, with respect to 
the use, maintenance and operation of the Leased Property) with all laws of the jurisdictions in 
which its operations may extend and any legislative, executive, administrative or judicial body 
exercising any power or jurisdiction over the Leased Property; provided, however, that the City 
may contest in good faith the validity or application of any such law or rule in any reasonable 
manner which does not, in the opinion of the Authority, adversely affect the estate of the 
Authority in and to the Leased Property or its interest or rights under this Facility Lease. 
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ARTICLE X 
 

MISCELLANEOUS 

Section 10.01.  Law Governing.  This Facility Lease shall be governed exclusively by the 
provisions hereof and by the laws of the State of California as the same from time to time exist. 

Section 10.02.  Notices.  All notices, statements, demands, consents, approvals, 
authorizations, offers, designations, requests, agreements or promises or other communications 
hereunder by either party to the other shall be in writing and shall be sufficiently given and 
served upon the other party if delivered personally or if mailed by United States registered mail, 
return receipt requested, postage prepaid: 

If to the City: City of Modesto 
1010 Tenth Street, Suite 5200 
Modesto, CA 95353 
Attention: Finance Director 
Telephone No.: (209) 577-5371 
Facsimile No.: (209) 571-5880 

If to the Authority:  Modesto Public Financing Authority 
c/o City of Modesto 
City Hall 
1010 Tenth Street, Suite 5200 
Modesto, CA 95353 
Attention: Auditor and Treasurer 
Telephone No.: (209) 577-5371 
Facsimile No.: (209) 571-5880 

If to the Trustee: The Bank of New York Trust Company, N.A. 
550 Kearny Street, Suite 600 
San Francisco, CA 94108-2527 
Facsimile No.: (415) 399-1647 

or to such other addresses as the respective parties may from time to time designate by notice in 
writing. A copy of any such notice or other document herein referred to shall also be delivered to 
the Trustee. 

Section 10.03.  Validity and Severability.  If for any reason this Facility Lease shall be 
held by a court of competent jurisdiction to be void, voidable, or unenforceable by the Authority 
or by the City, or if for any reason it is held by such a court that any of the covenants and 
conditions of the City hereunder, including the covenant to pay rentals hereunder, is 
unenforceable for the full term hereof, then and in such event this Facility Lease is and shall be 
deemed to be a lease under which the rentals are to be paid by the City annually in consideration 
of the right of the City to possess, occupy and use the Leased Property, and all of the rental and 
other terms, provisions and conditions of this Facility Lease, except to the extent that such terms, 
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provisions and conditions are contrary to or inconsistent with such holding, shall remain in full 
force and effect. 

Section 10.04.  Net-Net-Net Lease.  This Facility Lease shall be deemed and construed to 
be a “net-net-net lease” and the City hereby agrees that the rentals provided for herein shall be an 
absolute net return to the Authority, free and clear of any expenses, charges or set-offs 
whatsoever. 

Section 10.05.  Section Headings.  All section headings contained herein are for 
convenience of reference only and are not intended to define or limit the scope of any provision 
of this Facility Lease. 

Section 10.06.  Amendment or Termination.  The Authority and the City may at any time 
amend, modify or terminate this Facility Lease in accordance with the terms hereof and of the 
Indenture, or provide for the amendment of this Facility Lease to remove or substitute the Leased 
Property pursuant to Section 2.04 hereof, or to provide for the issuance of Additional Bonds 
pursuant to Section 3.07 of the Indenture. 

Section 10.07.  Execution.  This Facility Lease may be executed in any number of 
counterparts, each of which shall be deemed to be an original, but all together shall constitute but 
one and the same Lease. It is also agreed that separate counterparts of this Facility Lease may 
separately be executed by the Authority and the City, all with the same force and effect as though 
the same counterpart had been executed by both the Authority and the City. 



IN WITNESS WHEREOF, the Authority and the City have caused this Facility Lease to 
be executed by their respective officers thereunto duly authorized, all as of the day and year first 
above written. 

MODEST0 PUBLIC FINANCING AUTHORITY, 
as Lessor 

By: ,&{ddG 
Authbrized Officer 

M. WAyne P a d i l l a  

CITY OF MODESTO, 
as Lessee 

By: ,&%%!$d$d& 
~hthorized Officer 
M/ Wayne P a d i l l a  

Approved as to Form: 

By: SWX&&A L3& 
City Attorney 

i Susana A l c a l a  Wood 



STATE OF CALIFORNIA ) 
) ss. 

COUNTY OF STANISLAUS ) 

On April 11,2007, before me, Shanna Willis , Notary Public, personally 

appeared M. Wavne Padilla , personally known to me fcqnm&n 

l? 
UI to be the person@ whose name@ isfare subscribed to 

the within instrument and acknowledged to me that hekhdthey executed the same in hisffre*ttrerr 

authorized capaci tym,  and that by his- signature@ on the instrument the person@, or 

the entity upon behalf of which the person@ acted, executed the instrument. 

WITNESS my hand and official seal. 

&& 
Notary's Signature 



STATE OF CALIFORNIA ) 
) s s .  

COUNTY OF STANISLAUS ) 

On April 11, 2007, before me, Shanna Willis , Notary Public, personally 

appeared Susana Alcala Wood , personally known to me fmpmmHn 

to be the person@ whose name@ isfare subscribed to 

the within instrument and acknowledged to me that trtfshehhey executed the same in trftfherftherr 

authorized capaci tyw,  and that by trftfherfttreir signature@ on the instrument the person@, or 

the entity upon behalf of which the person@ acted, executed the instrument. 

WITNESS my hand and official seal. 

A&&& LL)&- 
Notary's Signature 
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EXHIBIT A 

DESCRIPTION OF THE LEASED PROPERTY 

All that certain real property situated in the City of Modesto, State of California, 
described as follows: 



... 
P a r c e l  o. I -- Graceda P ..-.--._, . , , 
All of!l:*ocks 531, 532 an;'E33 as per map f i l ed  ~ecunder 21, 1942 in 
Volume 15 of Mape, Stanlalaus County Recardrj. 

sta 1 No, 2 -- Flo d Park 
{irczls- A and'  as :ex parcel Map f i l ed  October 9 ,  1969 in volume 7 of 
Parcel Maps, Page 6 8 ,  Stanislaus County Records, 

Parcel No. 3 -- Comun5cation FacilSW 
An undivided one-halE in terest  in  the following: 

' 

Parcel 2 . a s  per Parcel Map filed September 24 ,  1979 i n  Volume 2 9  of 
Parcel Maps, Page l o o ,  Stanielaus County Recarde. 

Parcel No- 4 -- Poliae Facility 
Lots I thru 32, inclusive, in Block 71 of the CITY OF MODESTO, a. Per 
map recorded December 21, 1942 in Volume 15 of Mapa. Stanislaus county 
Records. 

!roG- w x m  
All that real property in the state of Cali'fornia, Count of 
Stanislaus, C i t y  of Hodeeeo, being a portion of the ~ottgeast quaeer 
of Section 32, Township 3 South, Range 9 E a s t ,  M o U n t  Diablo Base andh 
~eridian,  described as follows: 

That portion of the 20-foot alley i n  Block 71 as deiineated on the 
Officia3.  Ma of the C i t y  of  Modesto, as per map Ei led  pecembtr 21, 
1942, in vofume' 15 of Maps, Stanielaus County Recqrds, described as 
Pollows : 

Beginning ar. the most Sou~herly comer of Lot 16 ih .said Block 71, 
said point being on the Northeamtern line of said 2 0 . 0 0  Eoot a l l e  in 
Block 721 thence ascng said Norkheastern line of aaid alley, 43- 
29' 30@ West, 150.00 feet, to the most southerly corner oE Lot 10 in 
Block 71; thence South 46O ?0 '  30" West, 20 .00  feet, to the moet 
Northerly corner of ~ o t  22 xn Block 71, s a i d  point: being on the 
~outhwestern l i n e  of the 2 0 - 0 0  foot al ley in ~loek 71; thence along 
said Southwestern line of said alley, South 43O 2 9 @  3 d n  East, 1sO.00 
feet, to the most Easterly corner of Lot; 17 in Block 71, said point 
being on the Northweseern l i n e  of 8 0 - 0 0  faot "FW Street;-thence alorig 
aaid No*hweatcrn line of uFa Street, North 4 6 O  30' 30" 'East. 20 .00  
feet, to . the  point of beginnkng. 

.. ---.-- ' 

All that poltion of Block 67 of the City of Modesto, as per the official map thereof, filed in 
Book 15 of Maps, together with the abandoned alley thereln, lying in the south half of Section 
29, Townshp 3 South, Range 9 East, Mount Diablo Base and Meridian, City of Modesto, County 
of Stanislaus, State of Califomla, described as follows: 

BEGINNING at the north corner of said Block 67, said point being the intersedon of the 
Southwesterly line of 80.00 feet Wjde Ueventh Street with the southeasterly line af 
80.00 feet wide I( Street; thence on said Southeasterly line, South 46048'48" West 
253.06 feet; thence South 43009'48" East 167.50 feee; thence Nortf~ 4605012" East 
23.24 feet; thence South '43W9'48" East 17.52 feet. thence North 46g5(Y12" East 16.00 
feet thence South 43609r48u East 16.00 feet; thence South 46050'12" West 16.00 feet; 
thence South 43609'48" East 12.97 feet; thence South 46°48'4$" West 54.07 feet: 
thence North 88°11'12" West 30.10 feet to the northeasterly line of 70.00 feet wide IP* 
Street; thence on sald northeasterly line, South 43°10'10" fast 207.48 feat to the 
m ~ w e s t e r l y  line of 80.00 feet wide 3 Street; thence on said nolthwesterl line, Nortfi x 46'4730" East 305.16 feet to the southwestkrly line of 80.00 feet wide 11 Street; 
thence  or^ sald southwesterly fine, North 43u09'4844 weit 400.08 feet to the polnt of 
beginning. 

Chntalnlng 2.522 acres, more or less. 



arct&-..ao&+- swon Bar 
&i'ercel NO. 1 as gr ParcelkMap f i l e d  Janua?. 28, 1980  in  Volume 30 of 
Parcel Mape, Page 13, 8 tanislaus County ~ecorde . 
pel No. 8 -- ~ol lv~cood Pirrk 

t; 1 Blocrk 13158 of Hollyw~od Park 2 Per Map filed Pebmaq 
2 8 ,  in  BOO^ 27 of Mape, Page 44, Stanielaua *~ounty  Record8. 

paroe]. No. 9- - ~ i L v e t 8 i d ~  P& 
Parcel A: 
Parcels 1 and i - A  as per Parcel Map recorded May 16, 1966 in ~~~k 1 of 
Parcel Maps, Page 134, Stanislaus County Records. 

lkcepting Therefrom Parcels B-1 and 33-2 a@ Per Parcel Map f i l e d  awe 
5, 1974 in Book 19 of Parcel Mapa, Page 31, Stanislaus County Records. 

Parce'l. p: 
parcel No. A as p e t  map f iLed Jwe 5 ,  1974 in Book 19 of  Parcel ~ a p s ,  

.Page 31, Stanislaus County R ~ G O X ~ S .  
I .  

Parcel Ha. 1 0  - -. Sipherd P&~F, 
P a r c e l  B as per map recorded August 14, 1974 in Book 19 of Parcel 
M a p s ,  Page  7 5 ,  Stenlalaus County Records. - -  

. parcel Fa. 12 -- M c H e n w  Manshn 
, M t s  17 through 24 in Block 122 of the C i t y  of Modesto ae per  Hap file 
~ecember 21, 1942 in Volume 15 of Maps,  tani is la us County Records. 

~arde&. No. . l 4  - - Senixr Citizens Center 
LOCS 3.8 through 31 in Block 590 of the C i t y  of Modesto as per Map 
giled Decem3xr 21, 1942 in Volume 15 of Maps, Stanislaus County 
Records. 

- 

a_rcel No. J S  -- PazkLnq . Structure 
st 5 through 3.2 in Block 68 of* the C i t y  of Modesto ae per Map filed 
Decenibas 21, 1942 in Volume 15 o f  Mapa, Stanislaus County R e c a t - d ~ .  

Parcel No. 17 - - ~arkikq Cat: # 2'5 
Lots 28  through 32 in Block 55 of the C i t y  o f  Modesto as per Map filed 
December 21, 1942 in Volume 15 of Maps, Stanislaue County ~ecords- 

Paxcel No. 18 -- Btre StatSon 35 Z 
k t a  17 through 26 in Block 81 of the City of Modeeto as per Map f i l e d  
December 21, 1942 in Volume 1S of Mape, Stanislaus County Records- 

c 3  
tots I and 2 - 3 ~  B Z Q C ~  2283 o f  D Creek Estates No. 1 a8 per Map f i l e d  
December 13, 1966 In Volume 21 ,a Maps, Page 55,  Stanislaus ~ 0 U I I t y  
Records. 

r 



atael No. 2.0 - - Pi= ~ t a t i b n  # -6 . cartel No. c as per Parcel M& f i l e d  AugueC 17, 1977 in Book 25  of 
Parcel Maps, Page 83,  qbahislaue County Records. 

pateel No. 21 -- FZte Seat-ion # 7 
Parcel A as - p e t  ~ a t c e l  Map f i l ed  June 27,  1974 i 
Page 51, Eltanislaue County ~ecords. 

Pazcel. No- 22.  -- Fire St;alzi~q #. 5 

PARCEL 1: 

A l l  chat portion of Lot: 2 of the F ' x @ ~ ~ Q  Tract, as per map f i l e d  March 
4, 1903 Jrr Volume 1 of Mape, Page 7 6 ,  Shnis laus County Records, 
described as fallows : 

BEGINNING at a point on the east line of anid L o t  2 located on the 
centerline of a 50 foot public'road designated as Oakdale Road on said 
map, which poi.nk is located Notth O 0  30' West 396 feet Exom the 
southeast corner of said Lot 2 ;  thence f r o m  said point of beginning 
parallel  t;o the south line of saad -Lot 2. North 88 30' West 660 fee t  
to a p o i n t  on the west l i n e  of said Lot 2 ;  thence North 0 0  301 west 
along said west line of eaid Lot 2 a distan'ce of 153 -73 feet; thence 
east parallel with the eouth line 'of said Lot 2 ,  a distance of 660 
f e e t  to a point: on the east line of said Lot 2, bcated  on the center 
line of said Oakdale Road; bhence along the east l ine of satd k t  2 
and the centerline of said Oakdale Road, South q p '  3.0' East 174.24 f e e t  
to the point of beginning. 

ALSO EXCEPTING THEREFROM a l l  that portion thereoi lying northerly of 
the north line of ~urchell Court (formerly Northern Boulevard) 
extending wes~erly to the west line of Lot 2 .  

ALSO EXCEPTING THEREFROM a l l  that portion thereof lying w i t h i n  
Briggsmore Avenue, ~urchell Court and McEienry Avenue, 

ALSO EXCEPTXNG THEREFROM a l l  that certain property described in Deed 
to Chester D. Chambers, recorded March 10, 1964 i n  Book 1929 at P a g e  
641, and In D e e d  to S.W.A.P., a G o i n t  Venture, recorded July 10, 2962 
in Book 1780 at Page 1 4 5 ,   tani is la us County Records. 

PARCEL' 2 : 

All that portion of Lotot/ 2 of the Fresno Tract, as per map f i l e d  March 
4,  ,3903 in Vohune 1 -of Maps, Page 7 6 ,  Stanislaus County Records, 
saction 17, Township 3 South, Range 9 East, M-D . B . k M. , descxibed as 
follows : 

COMMENCING at: &point on the southerly l i n e  of the property conveyed 
to Chester D. Chambers by Deed recorded May 7 ,  1 9 5 9  in VaLume 1545 of 
of f ic ia l  Records at Page 321, as Xnstrument No. 13137, Seanialaus 
County Records, seid point being the northeastern comer of P a r c e l  "El4, 
on the western l i n e  o f  Timothy Avenue as shown on the nap entltled 
" S w e y  of a portion of  Lot 2 of the Fresno Track, f i l ed  April 16, 
1954 in Volume 6 ,  Record oE Gumeye, page 53, Stanislaus County 
Records; thence along a line at right angels to the western l ~ n e  of 
Timothy Avehue, North 8 3 O  301 East, 3 0 . 0 0  feet  to a point on the 
northerly extension of the centerline of Timothy Avenue; thence along 
said northerly extension, North ooO 30' West, 46.90 feet to the true 
point of begfnnin ; thence North 52'  29" Ea~t, 84.51 feat a 
point on the nordexn l i n e  of sa id  Chambers pro ert which is also 
the southern lihe of the property conveyed to tRe of Modesto by 
Deed recorded October 11, 1957, as I n s k m e n t  No, 26217, st;an%slaus 
County Records. satd l i n e  a160 being the southern l i n e  of Parcel "A" 
a8 per map of ~ d c o r d  of Survey filed July 6, ,1962 in Volume 9 of 



Suneye, Page  2 5 ,  ~tanielaus County Records; 

(cont;Ssued) 
0der No.: 904378 A 
Legal Deecription - ~ontinued 

thence along aaid line, South 8 8 O  32' 30" East, 142.76 feet to a 314 
inch i r o n  pzpe at the southeastern corner of aaid Parcel fiA'l, said 
corner being the northeaet corner of said Chambers property w M c h  is 
also a point on the weetern line of a 20 foot alley conveyed to the. 
city of Modesto by Deed xeeorded ~ctober 19, 1960 in Volume 1639 of 
~ i f i c i a l  ~ecords, at Page 695,  ae In6trUment No. 29947,  Stanislaus 
County Recordaj thence along eaid western line. South OOa 304 Eaet, 
6O.L;B feet; thence south 8 Z 0  47' 5 5 '  Weat, 155.59 feet to the point of 
beginning. 

All that portion of Lot: 2 of  the Fresno Tract, as per map Eflad ~ m c h  
4, 1903 in Volume I of Mape, Page 76, S t W s l a u s  County Records, 
described as folJows: 

BEGXNNING at the northeast comer of Parcel A, as shcswn on a Record ot 
Survey Map of a portion of Lot 2 oE the Freeno Tract, f i l e d  July 6, 
1962 in Volume 9 o f  ~ecord of Surveys, Page 25. Stgnislaue County . 
Recoxds; thence along the north line of Parcel 'aAIL,, South 89O 4 6 '  50" 
West 135.63 feet to the true point of beginning; thence continuing - 

:$:==27 
said north line South 89O 4G1 50m Weat 120.54 feet; thence south 

43" EasC 166.35 feek  to the southwest corner af property 
conveyed to t he  C i t y - o f  Modesto by ~ e e d  recorded March 10, 1964 in 
Volume 1929 of official  Records, Pa e 643, ae Xnskrument No, 9843, 
Stanislaus county Records; thence a90119 the west line of t h e  City q E  
Modeato property as conveyed by Deed above referred to and the 
northerly extension o f  sazd westerly line N o r t h  7" 52 '  29"  E a s t  X32.90 
f e e t ,  more or less, to the true point of beginning. 

A l l  that portion of Lot 2 o f  the Fresno Tract, as per map f i l e d  March 
4,  1903 i n  Volume 1 of Maps, Page 7 6 ,  Stanislaus County Records, 
described as followa: - 

BEGXNNXNG at t;he northeast corner of paz-cel D, as shown on a Record of 
survey Map of a portion of Lot 2 of the Freeno Tract, f i l ed  April 16, 
1954 in Volume 6 02 Record of Suweys, Page 53, Stanislaus C C J U ~ . ~ ; ~  
Records; thence North 83O 31' 3 O W  West along the noxth l ine  of said 
Pazcel D and i t e  westerly extension, a distance QE 155.02 feet, more 
or less, to the tzenterline of.Timothy Avenue, as shown on the Record 
of Survey above referred to 1 . thence . N o r t h  O Q  30 West, along the 
northerly extension of  aaid centerline of  Timothy Avenue to the 

. 

~outhwest: corner oe the property conveyed to the city o f  Modest0.b~ 
. Deed recorded March 10, 1964,  in Volume 1929 of O f f i c i a l  Records, Page' 

643, Elh Xnstrumex?t: No. 9643, Stanislaus County ~ecorde; thence Norkh 
82" 47'  5Sw E a s t  alon the eouth line of the City oE Modesto pwoperty, 
as conveyed by Deed &ve referred to, to the southeaet corner 
thereof, said paint being gn the west line QE the property conveyed t d  
the City of Modesto by Deed recorded October 19, 1960 in Volume 1639 
~e o f f ic ia l  Records, Page 695, as Instrument: No. 2 9 9 4 7 ,  stanialaus 
County Records: thence south along 'the west line of the.City of 
M ~ d e ~ t o  property as conveyed by Deed l a a t  above referred to, 71 - 83 
f ee t ,  more or less, to the point of  beginning. 



All that po*ion of W t  2 of the Fresno Tract, as per map f i l e d  March- 
4,  -1903 in Volume 1 o f  Naps, Page 76, s t a n i d  sue County Records, 
described as follaw~: 

COMMENCING at the 314 inch iron pipe set for the northeastern corner 
of parcel MA* , as per map of  Record of  Survey flied July 2 6 ,  1962 in 
Volume 9 of Record of Surveys, Page 2 5 ,  Stanislaue County Records; 
thence along the northern Lxne of aaid Parcel "A*, South EJgO 461 5 0 r  
West, 135.63 feet to the northeastern corner of the  property conveyed 
to Chester D. chambers by Deed recorded March 10, 1964 in %Iume 1929 
of O f f i c i a l  Records, Page' 641, as Ins tment  NO- 9 8 4 4 ,  S k a n i s l a u  
.count: Records2 thence along the eastern line of the Chambere property 
and tfla western line of the property conveyed to the C i t y  of Modesto 
by Deed recorded March 10, 1964 5n Volume 1929 of Q f f x c i n l  RecoMs, 
Page 643, ae Xnstrument No, 9843, ~ t a n i d a u s  County Records, South 070 
52'  2 9 '  West,. 332 .90  feat to' the southwestern corner of the City 
roperty as conveyed by Deed above referred to, and the true paat: of 

.%eginning; thence South 00° 30' 00" East, 48.44 feet. more or less, to 
a point on the aouthern line of property conveyed .to Chester D. 
Chambers by ~ e e d  xecordcd May 7, 1959 ,  aB- -Xnetrument No. 13137, 
Stanislaus County Records, said point being afi the cencexline of the 
6 0 . 0 0  foot Timothy Avenue, a6 shown oh a Record of Survey f i l e d  A p r i l  
16, 1954 ih Volume 6 of Record of Surveys, Page 53, Stanxslaue county 
Records; thence 'along eaid southern l i n e  o f  the. Wperty conveyed to 
Chambers by Deed laet  above referred to and theporch llne of Timothy 
Avenue aa shown on a Record of Survey filed April 16, 1954 in Volume 6 
of Record of Suwcys, Page 53,  stanislaus County Records, North 880 
30' Weat, 30.02 Feet to a pint on the we;restern line pf Timothy Avenue, 
as shown on said Record of Gurveys; thence along said western line, 
North 00° 3 0 '  00" West, 0.52 feet; thence along a tangent curve 
concave to the sputhweet having a radius of lS.00 f e e t ,  a central 
angle o f  46" 11' 13" and an arc length of 12.09 feet: to a poJnt of 
reverse curvature from which a radial line bearn Norkh 439 18' 47" 
Eaat; thence along said reverse curve concave ko the east, havfn a 
radius of 5 0 . 0 0  feet ,  a central angle of 9Ba 43 l 30". and an arc (length 

. of 86.15 feet; thence along a radial l i n e ,  South 3.70 57' 43" East, 
5 0 - 0 0  'eek to the southwest corner of the property conveyed lo the 
C i t y  of Modesto by the Deed referred to and the true point of 
beginning, 
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EXHIBIT B 

BASE RENTAL PAYMENT SCHEDULE 

Period Ending Estimated Base Rental Payments Maximum Annual Base Rental 
Payments* 

Closing Date to and 
including  

August 14, 2007 
$659,250.07  $758,137.58  

August 15, 2007 to and 
including  

February 14, 2008 
 2,153,839.58   2,476,915.52  

February 15, 2008 to 
and including 

August 14, 2008 
 3,408,839.11   3,920,164.98  

August 14, 2009  3,106,727.96   3,572,737.15  
August 14, 2010  3,194,146.97   3,673,269.02  
August 14, 2011  3,252,875.66   3,740,807.01  
August 14, 2012  3,332,161.05   3,831,985.21  
August 14, 2013  3,406,927.62   3,917,966.76  
August 14, 2014  3,453,003.87   3,970,954.45  
August 14, 2015  3,543,808.19   4,075,379.42  
August 14, 2016  3,629,189.95   4,173,568.44  
August 14, 2017  3,419,090.62   3,931,954.21  
August 14, 2018  3,504,472.50   4,030,143.38  
August 14, 2019  3,560,260.34   4,094,299.39  
August 14, 2020  3,635,700.94   4,181,056.08  
August 14, 2021  3,754,062.27   4,317,171.61  
August 14, 2022  3,841,021.91   4,417,175.20  
August 14, 2023  3,921,655.37   4,509,903.68  
August 14, 2024  3,995,962.45   4,595,356.82  
August 14, 2025  4,112,286.64   4,729,129.64  
August 14, 2026  4,196,305.32   4,825,751.12  
August 14, 2027  4,297,265.68   4,941,855.53  
August 14, 2028  4,220,891.31   4,854,025.01  
August 14, 2029  4,215,224.04   4,847,507.65  
August 14, 2030  4,229,209.74   4,863,591.20  
August 14, 2031  4,237,772.79   4,873,438.71  
August 14, 2032  4,240,913.49   4,877,050.51  
August 14, 2033  4,262,803.13  4,902,223.60 

   
  
* Exclusive of Deferred Rental. 
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EXHIBIT C 

DESCRIPTION OF THE 2007 PROJECT 

The 2007 Project consists of the acquisition, construction and improvement to John 
Thurman Field, located in the City of Modesto. 



Recording requested by 
and return to: 

CITY OF MODEST0 
C/O Sidley Austin LLP 
555 California Street, Suite 2000 
San Francisco, California 94 104 

Attention: Danielle Lan, Esq. 

Stanislaus, Count 
Lee Lundri an Go 
DOC- 8007-0048574-00 
Acct 502-Fidelity National Title 

Tuesday, RPR 17, 2007 08:00:00 
TtlPd $0.00 Nbr-000231 1874 

O J M / R 3 / 1 - 1 6  

SUBLEASE 

by and between the 

CITY OF MODEST0 

and the 

MODEST0 PUBLIC FINANCING AUTHORITY 

Dated as of April 1, 2007 

THIS TRANSACTION IS EXEMPT FROM FILING FEES PURSUANT TO CALIFORNIA GOVERNMENT CODE SECTION 6103 AND 
TRANSFER TAXES PURSUANT TO CALIFORNIA REVENUE AND TAXATION CODE SECTION 1 1928 
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This SUBLEASE (the “Sublease”), executed and entered into as of April 1, 2007, by and 
between the CITY OF MODESTO, a charter city and a municipal corporation duly organized 
and existing under the laws of the State of California, as lessor (the “City”), and the MODESTO 
PUBLIC FINANCING AUTHORITY, a joint powers agency duly organized and existing under 
the laws of the State of California, as lessee (the “Authority”); 

WITNESSETH: 

WHEREAS, the Authority previously issued its Lease Revenue Bonds, Series 1997 (John 
Thurman Field Renovation Project) (the “1997 Bonds”) and Lease Revenue Bonds, Series 1998 
(Capital Improvements and Refinancing Project) (the “1998 Bonds”) to assist in the financing of 
certain public capital improvements in the City; 

WHEREAS, the 1998 Bonds was issued pursuant to a trust indenture, dated as of March 
1, 1998 (the “1998 Indenture”) by and between the Authority and The Bank of New York Trust 
Company, N.A., as successor trustee thereunder (the “1998 Trustee”); 

WHEREAS, the Authority has determined to refund all of the 1997 Bonds and a portion 
of the 1998 Bonds and to finance certain additional improvements to John Thurman Field, as the 
same may be changed from time to time (the “2007 Project”); 

WHEREAS, the Authority intends to assist the City in financing the 2007 Project by 
issuing the Modesto Public Financing Authority Lease Revenue Refunding and Capital 
Improvement Bonds, Series 2007 (the “Series 2007 Bonds”) pursuant to a bond indenture, dated 
as of April 1, 2007 (the “Indenture”), by and between the Authority and The Bank of New York 
Trust Company, N.A. (the “Trustee”), as trustee; 

WHEREAS, CIFG Assurance North America, Inc. (the “Insurer”) is the bond insurer 
with respect to the Series 2007 Bonds. 

WHEREAS, the Authority previously leased certain properties to the City pursuant to a 
Lease/Purchase Agreement, dated as of March 1, 1998, as amended by Amendment No. 1 to 
Lease/Purchase Agreement, dated June 15, 2000 and Amendment No. 2 to Lease/Purchase 
Agreement, dated October 15, 2002 (as so amended, the “1998 Lease”) under which the City is 
obligated to make lease payments for the lease of properties thereunder (the “Leased Property”); 

WHEREAS, pursuant to Section 7.2 of the 1998 Lease, the City may sublease the Leased 
Property or any portions thereof, as provided in the 1998 Lease; 

WHEREAS, in consideration of the Authority’s assistance in financing the 2007 Project 
through the issuance of the Series 2007 Bonds and in consideration of the corresponding 
reduction in lease payments payable by the City under the 1998 Lease as a result of the partial 
refunding of the 1998 Bonds, the City will sublease to the Authority, pursuant to this Sublease 
and in accordance with the terms of the 1998 Lease, the Leased Property, as more fully described 
in Exhibit A hereto; 

WHEREAS, the Authority intends to lease back to the City the Leased Property pursuant 
to the terms of a Facility Lease, dated as of April 1, 2007 (the “Facility Lease”) by and between 
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the Authority and the City, pursuant to which the City will be obligated to make base rental 
payments to the Authority for the lease of the Leased Property thereunder; 

WHEREAS, the fair rental value of the Leased Property is sufficient to support the 
aggregate annual lease payments payable by the City under the 1998 Lease and under the 
Facility Lease; 

WHEREAS, pursuant to the terms of the 1998 Lease, the obligation of the City to make 
lease payments under the 1998 Lease will remain the obligations of the City and no portion of 
the Leased Property subleased to the Authority pursuant to this Sublease will be used for a 
purpose other than a governmental function authorized under the provisions of the Constitution 
and laws of the State of California; 

WHEREAS, all acts, conditions and things required by law to exist, to have happened 
and to have been performed precedent to and in connection with the execution and entering into 
of this Sublease do exist, have happened and have been performed in regular and due time, form 
and manner as required by law, and the parties hereto are now duly authorized to execute and 
enter into this Sublease; 

NOW, THEREFORE, IN CONSIDERATION OF THE PREMISES AND OF THE 
MUTUAL AGREEMENTS AND COVENANTS CONTAINED HEREIN AND FOR OTHER 
VALUABLE CONSIDERATION, THE PARTIES HERETO DO HEREBY AGREE AS 
FOLLOWS: 

SECTION 1. Subleased Premises. 

The City hereby subleases to the Authority (without option to purchase) and the 
Authority hereby subleases from the City, on the terms and conditions hereinafter set forth, the 
Leased Property, as more fully described in Exhibit A hereto. 

SECTION 2. Term. 

The term hereof shall commence as of the date hereof and shall remain in effect until the 
term of the Facility Lease expires as provided by Section 2.02 thereof, provided, however, that if 
Base Rental Payments (as defined therein) due under the Facility Lease remain unpaid at the 
expiration of the Lease term, then this Sublease shall not terminate until the earlier of 
(i) September 1, 2033, (ii) the date on which the Series 2007 Bonds have been paid in full, 
(iii) the termination of the term of the Facility Lease pursuant to Section 10.06 of the Facility 
Lease, or (iv) the termination of the term of the 1998 Lease. 

SECTION 3. Rental. 

The Authority shall pay to the City as and for rental hereunder the sum of One Dollar 
($1.00) on the date of initial issuance of the Series 2007 Bonds. 

SECTION 4. Purpose. 
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The Authority shall use the Leased Property solely for the purpose of leasing the Leased 
Property to the City pursuant to the Facility Lease; provided that in the event of default by the 
City under the Facility Lease the Authority may exercise the remedies provided in the Facility 
Lease. 

SECTION 5. Right to Sublease.   

The City covenants that it has a leasehold interest in the Leased Property and has the 
right, pursuant to Section 7.2 of the 1998 Lease to sublease the Leased Property to the Authority. 

SECTION 6. Assignments and Subleases. 

Unless the City shall be in default under the Facility Lease, the Authority may not, 
without the written consent of the City, assign its rights hereunder or sublet the Leased Property, 
except to the Trustee, the proceeds of which shall be used to pay costs of the 2007 Project. 

SECTION 7. Right of Entry. 

The City reserves the right for any of its duly authorized representatives to enter upon the 
Leased Property at any reasonable time to inspect the same or to make any repairs, 
improvements or changes necessary for the preservation thereof, which right is exercisable only 
so long as the City is not in default under the Facility Lease. 

SECTION 8. Termination. 

The Authority agrees, upon the termination hereof, to quit and surrender the Leased 
Property in the same good order and condition as the same was in at the time of commencement 
of the term hereunder (with such modifications and improvements as are contemplated by the 
Facility Lease), and with reasonable wear and tear excepted. 

SECTION 9. Default. 

In the event the Authority shall be in default in the performance of any obligation on its 
part to be performed under the terms of this Sublease, which default continues for 30 days 
following written notice to and demand for correction thereof by the City, the City may exercise 
any and all remedies granted by law which do not adversely affect the interests of the owners of 
the Series 2007 Bonds, with the consent of the Trustee; provided that the City may not terminate 
this Sublease and shall exercise only remedies providing for specific performance hereunder. 

SECTION 10. Quiet Enjoyment. 

The Authority at all times during the term hereof shall peaceably and quietly have, hold 
and enjoy all of the Leased Property. 

SECTION 11. Waiver of Personal Liability. 

All liabilities hereunder on the part of the Authority shall be solely liabilities of the 
Authority as a separate legal entity, and the City hereby releases each and every member, officer 
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and employee of the Authority of and from any personal or individual liability under this 
Sublease.  No member, officer or employee of the Authority shall at any time or under any 
circumstances be individually or personally liable hereunder for anything done or omitted to be 
done by the Authority hereunder. 

SECTION 12. Taxes. 

The City hereby agrees and covenants to pay any and all assessments of any kind or 
character and also all taxes, including possessory interest taxes, levied or assessed upon the 
Leased Property. 

SECTION 13. Eminent Domain. 

In the event the whole or any part of the Leased Property is taken by eminent domain 
proceedings, the interest of the Authority shall be recognized and is hereby determined to be the 
amount of the then unpaid or outstanding Series 2007 Bonds and all other amounts due under the 
Indenture and the Facility Lease attributable to such part of the Leased Property and any award 
in eminent domain proceedings shall be paid to the Trustee and the Trustee shall apply such 
award as provided in Section 7.02 of the Facility Lease, subject to the prior rights of the 1998 
Trustee. 

SECTION 14. Partial Invalidity. 

If any one or more of the agreements, conditions, covenants or terms hereof shall to any 
extent be declared invalid, unenforceable, void or voidable for any reason whatsoever by a court 
of competent jurisdiction, the finding or order or decree of which becomes final, none of the 
remaining agreements, conditions, covenants or terms hereof shall be affected thereby, and each 
provision of the Sublease shall be valid and enforceable to the fullest extent permitted by law. 

SECTION 15. Notices. 

All notices, statements, demands, consents, approvals, authorizations, offers, 
designations, requests or other communications hereunder by either party to the other shall be in 
writing and shall be sufficiently given and served upon the other party if delivered personally or 
if mailed by United States registered or certified mail, return receipt requested, postage prepaid, 
and, if to the City, addressed to the City at 1010 Tenth Street, Suite 5200, Modesto, CA 95353, 
attention: Finance Director, or if to the Authority, addressed to Modesto Public Financing 
Authority in the care of City of Modesto, City Hall, 1010 Tenth Street, Suite 5200, Modesto, CA 
95353, attention: Auditor and Treasurer, in all cases with a copy to the Trustee, or to such other 
addresses as the respective parties may from time to time designate by notice in writing. 

SECTION 16. No Merger of Interests. 

The leasing by the Authority to the City of the Leased Property pursuant to the 1998 
Lease, the subleasing by the City to the Authority of the Leased Property pursuant to this 
Sublease and the sub-subleasing by the Authority to the City of such Leased Property pursuant to 
the Facility Lease shall not effect or result in a merger of the Authority’s leasehold estate 
pursuant to this Sublease.  
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SECTION 17. Amendment. 

The Authority and the City may at any time agree to the amendment of this Sublease, 
with the prior written consent of the Insurer; provided, however, that the Authority and the City 
agree and recognize that this Sublease is entered into as contemplated by the terms of the 
Indenture, and accordingly, that any such amendment shall only be made or effected in 
accordance with and subject to the terms of the Indenture. 

SECTION 18. Compliance with 1998 Lease; Covenant Not to Terminate or Amend the 
1998 Lease. 

The City agrees to comply with the terms of the 1998 Lease and make all payments due 
thereunder, as provided therein.  The City and the Authority covenant not to terminate or amend 
the 1998 Lease so long as the Series 2007 Bonds are outstanding, unless such a termination or 
amendment of the 1998 Lease would not have a material adverse effect on the holders of the 
Series 2007 Bonds. 

SECTION 19. Subordination to the 1998 Lease. 

The City and the Authority hereby acknowledge that this Sublease and the rights granted 
hereunder are subordinate to the right of the City and the 1998 Trustee under the 1998 Lease, the 
1998 Indenture and the rights granted thereunder.   

SECTION 20. Section Headings. 

All section headings contained herein are for convenience of reference only and are not 
intended to define or limit the scope of any provision hereof. 

SECTION 21. Execution. 

This Sublease may be executed and entered into in several counterparts, each of which 
shall be deemed an original, and all of which shall constitute but one and the same instrument. 

SECTION 22. Governing Law. 

This Sublease shall be governed by and construed in accordance with the laws of the 
State of California. 



IN WITNESS WHEREOF, the parties hereto have executed and entered into the 
Sublease by their officers thereunto duly authorized as of the day and year first above written. 

MODEST0 PUBLIC FINANCING AUTHORITY, 
Lessee A 

By: /&zdA 
Authorized Officer 

M. Wayne Padilla 

CITY OF MODESTO, 
as Lessor 

, ,, /i' 
By: ,g$&$?$ ~t:-&~,>,' 

~hthorized Officer 
M.SJayne Padilla 

Approved as to F o m :  

By: 
City Attorney 
Susana Alcala Wood 



STATEOFCALIFORNIA ) 
) s s .  

COUNTY OF STANISLAUS ) 

On April 11, 2007, before me, Shanna Willis , Notary Public, personally 

appeared M. Wayne Padilla , personally known to me f m p m v m b  

to be the person@ whose name@ isfan subscribed to 

the within instrument and acknowledged to me that hekhefitrep executed the same in his- 

authorized capac i tyw,  and that by hisftnrHtnir signature@ on the instrument the person@, or 

the entity upon behalf of which the person@ acted, executed the instrument. 

WITNESS my hand and official seal. 

fl/& LL.:~L& 
Notary's Signature 



STATE OF CALIFORNIA ) 
) s s .  

COUNTY OF STANISLAUS ) 

On April 11, 2007, before me, Shanna Willis , Notary Public, personally 

appeared Susana Alcala Wood , personally known to me ferprevtetta - to be the personw whose name@ is* subscribed to 

the within instrument and acknowledged to me that Wsheftkcp executed the same in M e r f t h e i r  

authorized capacityftes), and that by irrsfhedtkr signature@ on the instrument the person@, or 

the entity upon behalf of which the person@ acted, executed the instrument. 

WITNESS my hand and official seal., 

u& 
Notary's Signature 
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A-1

EXHIBIT A 
Legal Description of the Sites 

 



... 
P a r c e l  o, 1 -- Graceda P ..-.--._.. , . 
All of !locks 531, 532 an%3 as per map f i led ~ecemder 21, 1942 in 
Volume 1s of Mape, Stanislaus county Recoxdo- 

1 N O  -- Flo~d Park 
g g c e l  Map filed October 9 ,  1969 i n  volume 7 of 
Parcel Maps, Page 6 8 ,  Stanislaus County Records - 
Patcel NQ. 3 -- Comunication FacilStv 
~ n Z i  ~otlowing: 
Parcel 2 as per Parcel Map filed Septeaiber 24, 1979 I n  Volume 2 9  of 
Parcel Maps, Page l o o ,  ~tanielaus County Records. 

Parcel No, 4 -- P o l J c e  F a c i X i t ~ .  
Lots 1.i;hru 32, inclusive,'in Block 71 of the CITY OF MODESTO, ae 
map recorded December 21, 1942 in Volume 15 of Mapa, Stanislau~ county. 
Records. 

All that real p x o p e r t y  in the state of Calffomia, Count of 
Stanislaus. C i t y  of Modesto, being a portion cf the ~oztf;east qua*== 
of Section 32, Township 3 South, Range 9 East, Mount: Diablo Base and 
~eridian,  described as follows: 

That portion of the 20-foot alley i n  B h c k  71 as deiineated on the 
of X f c i a l  Ma of the C i t y  of Modesto, as per map f i l e d  pecember 21, 
1942, in vof;ma IS of Maps, Iieanialaus County Records. described as 
Iollows : 

Beginning at the most Southerly comer of ILoe 16 in s a i d  Block 71, 
s a l d  point being on the Northeaetern line of said 2 0 . 0 0  foo t  a l l e  i n  
Block 721 thence alon said Northeastern line of eaid alley, ~or t f ;  43- 
2s' 30. Weet, 150.00 Beet, to the nost Southerly corner o f  ~ o t  10 in 
Block 71; thence south 46" 30' 30" West, 2 0 . 0 0  feet, t o  the w e e  
Northerly corner of Lot: 22 in Block 71, said  point: being on khe 
southwesretn l i n e  of the 2 0 - 0 0  foot alley in Block 71; thence along 
s a i d  Southwestern line of said alley, South 4 3 O  29'  30n East, 15O.00 
feet, to the most Easterly corner of I m C  17 in Block 71, said point 
being on the Northwestern l i n e  of 8Cl.00 foot "FU 8Crect;-thence along 
aaid Northwestern line of, *Fa Street, North 4 G e  30' 30" 'East. 20.00 
f ee t ,  to .the paSnF of beginning. 

'. ----- I 

All that portion, of Block 67 of the City of Modesto, as per the offidal map thereof, filed in 
Book 15 of Maps, together with the abandoned alley rhereln, lying in the south half of Sectian 
29, Township 3 South, Range 9 East, Mount Diablo Base and Meridian, City of Madesto, bunty 
of Stanislaus, State of' Califomla, described as follows: 

BEGINNING at the north comer of &d Block 67, sald point being h e  intersection of the 
southwesterly line of 80.00 feet wide Eleventh Street with the southeasterly line of' 
80.00 feet wide K Street; thence on said Soulheasterly line, South 46"48'48" West 
253.06 feet; thence South 43009'48" Eest 167.50 feet; thence North 46"50'12" East 
23.24 ket; thence South '43°~9'48n East 17.52 feee thence North 46950'12" East 16.00 
feet: thence South 43&09'48" East 16.00 feet; thence South 46a50'12" West 16-00 feet; 
thence South 43O09'48" East 12.97 feet; thence South 46048'48" West 54.07 feet; 
thence North 88011%!" West 30.10 feet to the northeasterly line of 70.00 feet wlde IP* 
Street; thence on sald northeasterly line, South 43Q10'10" East 207.48 feet to the 
northwesterly line of 80.00 feet wide 3 Sbreet; thence an said northyvested line,  no^ x %"473OW East 305.16 feet to the southwesterly line of 80.00 feet wide 11 Street; 
thence on sald southwesterly fine, North 43@Wr48" west 400.08 feet to the polnt of 
beginning. 

' Cantalning 2.522 acres, more or less. 



= e e l .  7 -- .We.sson Pax 
garcel No. Y. as per ParcelhMap f i led aanuaq 28. 4980 i n  Volume 3 0 of 
Parcel Maps, Page IS, Stanislaus County ~ecords . 
P a r c & ~ s &  
t 1 in BBloak 13158 of H o l l y ~ o d  Park 2 per Map filed February 

. 1 9 7 $  In Book 27 of Mape, Page 44, S ~ a n ~ ~ l ~ u s - ~ o u l l c y  Records. 

Parael N' . 9 - - ~ivezs ide  . 
Parcel A: 
Parce l s  1 and 1-A as par Parcel Map recorded May 3.6, 1966 in ~~~k I of 
Parcel Maps, Page 134, Stanislaus County Records. 

&cept;ing Therefrom Parcels B-1 and B-2 ae per Parcel Map el led awe 
5, 1974 in ~ o o k  19 of  Parcel Maps. Page 31, Stanislaus County Records. 

3?a+cel. .Bz 
parcel No. A as per map f i l e d  June 5 ,  1974 in Book 1 9  of Parcel 
Page 3 1, Stanislaus County ~eco~ds. . . 
Parcel. No. 3.Q 7 :  B i e e x d  park 
Parcel I3 as per map recorded August 14, 1974 in Book 19 of Parcel 
Maps, Page 7 5 ,  Stanielaus County Recorde. . - 

Parael No. 3.2 -- M c H e n w  ~anseon  
, b t s  17 through 24 in Block 122 of the C i t y  of Modesto as per Nap f l l a  

~ecember 21, 1942 in Volume 15 of Maps, ~tanislaue County Records. 

pard&*. ; lQ - - 8enio.t Ci tizene Center 
Lots 18 through 31 in Block 590 oe the c i t y  of Modesto as per Map 
f i l e d  December 21, 1942 in Volume 15 of Maps, Stanislaus County 
Records. 

arcel No. 1 5  -- P-ark1 ncr - Structue 
&t S khrough 12 in Block 68 of* the City  of Modesto ae per Map f i l e d  
December 21, 1942 in Volume 15 of Maps, Btanislaua County Records. 

P p  
28 t h r o ~ g h  32 i n  Block 55 of the C i t y  of Modesto as per Map filed' 

December 21, 1942 in Volume 15 o f  Maps, Stanislaus County Records. 

Pazcel EQ. Z8 - -  Pire Station # 1 
1 7  through 26 in Block 81 of the City o f  Modeero as per Map f i l e d  

December 21, 1942 in Volume 1s of Mape, Stanislaus County Records. 

-3 
Lots 1 and 2 in Block 2283 af  D Creek Estates No. 1 as per M a p  filed 
December 13. 1966 in Vol~me 21 ,% Maps, Page 55,  Stanislaus County 
Records, 



arael NO, 20 --r Fire Statibn # 6_ * 

5arcel No. c as per Parcel M ~ P  f i l e d  Auguet 17, 1977 in Book 2 5  of 
P u c e 1  Maps, Page 83, gkanialaue County Records. 

c t i a n  # 7 
Parcel A aa per pace1 Map filed June 27 ,  1974 f 
Page $1, Stanialaue County ~ecords. 

Parcel No. 22-.. -- Flire Station #. 

PARCEL 1: 

All that portion of Lot 2 of the Fregn~ Tract, a3 Per map f i&ed ~ a ~ ~ h  
4, ,1903 in Volume 1 of Mapa, Page 76, Scanislaus County Records, 
deecribed as f al2ows : 

BEGINNING at a point on the east line of s a i d  Lot 2 located on the 
centexline of a 50 foot public'xoad designated as oakdale Road said 
map, which p a t :  is locaeed North O 0  30' Meet 396 feet Exom the 
southeast comer of sa id  Mt: 2 ; thence f r o m  sa id  point of beginning 
parallel  to the south line of said Lot 2, Notth 88' 30' West 660 feet 
to a point on the west l ine  of said  Lot 2 ;  .thence North 0 0  30 '  West 
along aaid w e s t  line of aaid Lot 2 a dist.ance of 153 :73  feet; thence 
east parallel with the eouth line'of said Lot 2 ,  a dlstance of 660  
f e e t  to a point: on the east line of said W t  2,  located on the center 
line of said Oakdale Road; Fhence along +he east l ine of said fior 2 
and the centerline of s a i d  Oakdale Road. South ??'  3.0' East 1 7 4 . 2 4  fee t  
t o  the point of beginning. 

ALSO EXCEPTING THEREFROM all that portion thereof lying noeher ly  o f  
the norkh line of ~urchell Court (formerly Northern Boulevard) 
extending weaterly to the west line of Lot  2 .  

ALSO EXCEPTING THEREFROM a l l  that portion thereof ly ing w i t h i n  
Briggsmare Avenue, ~urchell Court and McHenry  Avenue. 

ALSO EXCEPTING THEREFROM al l  that certain property described in Deed 
to Chester D. Chambers, recorded   arch 10, 1964 i n  Book 1929 at Page  
641, and in Deed to S.W.A.P., a Jo in t  Venture, recorded July 10, 2962 
in Book 1700 at Page 145, ~tanielaus County Records. 

All that portion of b t r 2  of the h-esno Tract, as per map filed March 
4 ,  .I903 in Volume 1 of Maps, Page 76 ,  Stanislaus County Records, 
Sactian 17, Township 3 south, Range 9 East, M.D, B . & M., described as 
follows : 

COMMENCING at npoint  on the southerly line of the property conveyed 
to Chester D. Chambers by Deed recorded May 7 ,  1 9 5 9  i n  Volume 1545 of 
of f ic ia l  Records at Page 321, as Instrument No. 13137, Sranislaus 
County Records, s a i d  point: being the northeastern corner of P a r c e l  ''Eqf, 
on the western l i n e  of Timothy Avenue as shown an the map entitled 
"Survey of a portion of Lot 2 of the Fresno h a c k ,  filed April S6, 
1954 in Volume 6, Record oE Gunreye, page 53, Stanislaus Coun$y 
Records; thence along a line at right angels to the wearern l ~ n e  of 
Timothy Avenue, North 69O 30 f  Eaet, 3 0 . 0 0  feet to a point on the 
northerly extension of the centerline of  Timothy Avenue; thence along 
said northerly extension, North 00. 30' west, 46.90 f e e t  to the true 
point o f  beg3nnin r thence North 7O 52'  29" East, 84.51 Ceet to a 
point on the nort 8 ern l i n e  of  said chambers pxo ert which also 
the southern line af the property conveyed to tEe c ! ~ ~  of Modesto by 
Deed recorded October 11, 1957, as Inskment  No, 26217, ~ t a h i s l a u e  
County Records, sa/d l lne  a160 being the southem l i n e  oE Pame1 *A" 
a a  per map of ~ d c o r d  of Sutvey filed July 6,,1962 in Volume 9 of 



Sunreys, Page  2 5 ,  stanislaus County Records; 

(cone ltnuad) 
O d e r  No.= 904378 A 
Legal Deecription - ~ o n i i n ~ d  

thence along said line, 60~1th 8B0 32' 30" East, J42.76 feet to a 314 
lneh i r o n  pape at the southeastern corner of s a d  Parcel ''A", said 
corner being the northeast corner of said Chambere properky which  is 
also a point on the weetexh line of a 20 foot: alley conveyed to the. 
city of Modesto by Deed recorded ~ctober 19, 1960 in Volume 1639 of 
O f f i c i a l  Records, at Page 695,  as Instrument No. 29947,  Staj ,s laue 
County Records; thence along said restern kina, South QOa 30' East, 
60.58 feet; thence South 82" 47' 55'' West, 1 5 5 . 5 9  feet to the point of 
beginning. 

PARCEL 3: 

All that portion of Lot 2 oE the .Fresno T ~ a c t ,  as per map filed M - C ~  
4, 1903 Zn Volume I of Maps, Page 76, S t w s l a u s  County Records, 
described as fo3.&ows: 

BEGINNING at the northeast comer of Parcel A, as shown on a Record of. 
Survey Map of a portion of Lot 2 of the Freeno Tract, f i l e d  July 6, 
1962 fn Volume 9 of ~ecord of Surveys, Page 25, Stanislaue County . 
Recoxds; thence along the n o r k h  line of Parcel "AK,, South 89O 46 * 508' 
West 135:63 feet  to the true point of beginning; thence continuing - 

:;:nz7 
sald north line South 8 S 0  46 '  SO" West 120.54 feet; thence south 

43" EasC 166.35 f e e t  to the southwest corner of  property 
conveyed to the City-of Modesto by Deed recorded March 10, 1964 in 
Vohrne 1929 of O f f i c i a l  Rec~xda, Pa e 643, as Xnstrument No, 9843, 
Stanislaus County Records; thence apong the west line of the City qf 
Modesto property as conveyed by Deed above referred to and the 
northerly extension o f  sasd westerly line North 7" 52 '  29'' E a s t  132.90 
Eeet ,  more or less, to the t rue point of beginning. 

A l l  that portion of Lot 2 of the Fresno Tract, as per m a p  f i l e d  March 
4 ,  1903 i n  Volume 1 of Maps, Page 7 6 ,  ~tanislaur4 County Records, 
described as follows: - 

BEGXNNINQ at the northeast corner of P a r c e l  D, as ahown on a Record of 
Survey Map of a portion o f  Lot 2 of the Fretsno Tract, tiled April 16, 
1954 An Volume 6 of Record of S u w e y s ,  Page 53, Stanislaus County 
Records;  thence North 83" 31' 30. West along the north line of said 
P a c e 1  D and its westerly exteneion, a distance o f  155.02 feet, more 
or lees, to the centerline ofdTimothy Avenue, as shown on the Record 
of Survey above ref erred to]. thence .North O Q  30 ' West, along the 
northerly extension o f  said centerline of  Timothy Avenue to the 

- eouthwest corner o f  the property conveyed to the city of Modest?-by 
Deed recorded March 10, 1964,  in volume 1929 of O f f i c i a l  Records, page' 
693, as Xnstmment: No. 9843, ~rsnislaus Courrtzy ~ecorder; thence North 
8 Z 0  47'  55H East along the eouth line of the c i ty  of Modesto properry, 
aH corneyed by Deed above referred to, ra the southeast corner 
thereof, said paint being on the west line o f  the pxoperty conveyed td 
the C i t y  of Modesto by Deed recorded October 19, 1960 in Volume 1639 
of O f f i c i a l  Records, Page 695, a8 Xnstrument No. 2 9 9 4 7 ,   tani is la us 
County Records: thence south along the weat line of the .City oE 
Modeeto property as conveyed by Deed last abwe regerred to, 71-83 
feet, mare or less, to the point of beginning. 



~ l l  that po*ion of ~t 2 of the Fresno T ~ a c t ,  se per map f i l e d  March. 
4,  ' 1903  j,n volume 1 o f  Nape, Page 76, Stanzdaufi County Records, 
described as f c r l l o w ~ :  

c 0 - c ~ ~ ~  at the 314 inch iron pipe set f o r  the northeastern corner 
of Parcel nA', a8 per map of  Record of  Survey f i l e d  July 2 6 ,  1962 in 
Volume 9 of Record oE Surveys, Page 2 5 ,  Stanfslaue County Records; . 
thence along the northern line of said Parcel "A*, South 890 4 6 ~  50r 
Weat, 135.63 feet to the northeastern corner of the property conveyed 
to Chester D. chambers by Deed recorded March 10, 1964 in volume 1929 
of Off ic ia l  Records, Page 642, as TnatMunent NO. 9 8 4 4 ,  Stanislaw 
.count Recoxdsj thence along the eastern l i n e  of the Chambers propere* 
and tga western l i n e  of the property conveyed to the City of Modesto 
by Deed recorded March 10, 1964 i n  Volume 1929 of QEficlnl Records, 
Page 643, ae Xnstwnent  No. 9843, stani~laus County Reco*da, south 070 
52'  29" West,. 132.90 feet to the southwestern cornex oz the 
property as conveyed by Deed above referred to, and the true pomf: of 
.beginning; thence South o O O  30' 00" East, 48.44 feet. more or less, to 
a point on the gouthem line of progezty conveyed to Chester D. 
Chambeta by ~ e e d  recorded May 7, 1959,  aft-'Xnetrumenk NO. 13137, 
Stanislaua County Records, said point being the centerline of the 
6 0 . 0 0  foot Timothy Avenue. ae shown on a Record of Survey f i l e d  A p r i l  
16, 1954 i'n Volume 6 of Record of Surveys, Page  53, Stanxelaus County 
Records; thence 'along eaid southern l i n e  oE the. p ' r ~ p e r q  conveyed to 
Chambers by D e e d  Last above referred to and the north l lne  of Timothy 
Avenue ae shown on a Record of Survey filed lipxi1 16, 1954 in Volume 6 
of Record of Surveys, Page 5 3 ,  Stanislaus County Recorda, North 880 
30' Weet,  3 0 . 0 2  feet to a pint on the iveetern Line o f  Timothy Avenue, 
as shown on said Recozd of Gurveys; thence along said western l ine ,  
N o r t h  000  3 0 '  00'' West, 0 . 5 2  Eeet; thence along a tangent curve 
concave to the southwest having a radius of 1S.QO f e e t ,  a central 
angle o f  46" 11' 1 3 Y  and an arc length of 12.09 feet to a point oE 
reverae curvature f r o m  which a radial line bearn Noxkh 4B0 18' 47'' 
East; thence along said reverse curve concave ko the east=, havLn a 
radius of 5 0 . 0 0  f e e t ,  a central angle of 98O 43'  3CP. and an arc ?ength 

. of 06-15 feet; thence along a radial l i n e ,  South 3.70 57 ' 4;3" E a s t ,  
5 0 - 0 0  ,feet to the southwest corner of the pzoperty conveyed l o  the 
C i t y  of Modesto by the Deed referred to and the true point of 
beginning- 
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LEASE/PURCHASE AGREEMENT 

THIS LEASE/PURCHASE AGREEMENT, dated as of March 1, 1998, by and between 
the MODEST0 PUBLIC FINANCING AUTHORITY, a joint powers agency duly organized and 
existing under the laws of the State of California, as lessor (the "Lessor"), and the CITY OF 
MODESTO, California, a charter city and a municipal corporation duly organized and existing 
under the laws of the State of California, as lessee (the "Lessee"); 

W I T N E S S E T H :  ----------  

WHEREAS, the Lessor is authorized to issue its obligation pursuant to the Marks-Roos 
Local Bond Pooling Act of 1985, constituting Article 4, Chapter 5, Division 7, Title 1 
(commencing with Section 6584) of the California Government Code, as amended (the "Act"), 
for its purposes, including providing funds under a program to finance or refinance the "Cost" 
of various "Public Capital Improvements" (within the respective meanings of such terms in 
Sections 6585(d) and (g) of the Act); and 

WHEREAS, the Lessee is a "local agency" (within the meaning of such term in 
Section 6585(f) of the Act, a "Local Agency") and intends to undertake, in conjunction with the 
City-County Capital Improvements and Financing Agency (the "Financing Agency"), and the 
Redevelopment Agency of the City of Modesto (the "Redevelopment Agency"), the acquisition, 
construction and/or installation of certain public capital improvements, all as more fully described 
in Exhibit D hereto (each a Component of the Project and together with other improvements, the 
"Project") which facilities are Public Capital Improvements under the Act; and 

WHEREAS, in conjunction with the financing of the Project, the Lessee has determined 
to advance refund its Certificates of Participation (Capital Improvements Projects), which are 
currently outstanding in the aggregate principal amount of $3,250,000 (the "1986 Certificates"); 
and 

WHEREAS, in furtherance of the Project and the advance refunding of the 1986 
Certificates, the Lessee and the Redevelopment Agency have entered into Site Leases (recorded 
concurrently herewith), each dated the date hereof, with the Lessor (collectively, the "Site 
Leases") wherein the Lessee and the Redevelopment Agency, respectively, will lease to the Lessor 
certain real property (individually a "Site" and collectively, the "Sites"); and 

WHEREAS, in furtherance of the Project, the Financing Agency will lease to the Lessor 
rights of the Lessee consisting of the exclusive use and possession of certain air space, together 
with the use of common areas, in the administrative facilities to be constructed on the City 
County Administration Building Site pursuant to a Facility Lease, dated the date hereof, by and 
between the Lessor the Financing Agency; and 



WHEREAS, the Lessee will lease to the Lessor its one-half undivided interest in the 
Communications Dispatch Center, together with rights and interests of the Lessee to the use of 
common areas, pursuant to a Facility Lease (collectively, such facility leases are referred to herein 
as the "Facility Leases"), dated the date hereof, by and between the Lessee and the Lessor; and 

WHEREAS, the Lessor proposes to lease the Sites, together with the Components of the 
Project to be constructed and/or installed on the Sites, to the Lessee (collectively, the "Leased 
Property") and the Lessee proposes to lease the Leased Property from the Lessor, pursuant to and 
in accordance with the terms of this Lease; and 

WHEREAS, in order to provide funds to finance the costs of the acquisition and 
construction of Components of the Project, together with the advance refunding of the 1986. 
Certificates, the Lessor has authorized the issuance of its Lease Revenue Bonds, Series 1998 
(Capital Improvements and Refinancing Project) in an aggregate principal amount not to exceed 
$6 1,430,000; and 

WHEREAS, the Bonds will be issued and secured under a Trust Indenture (the 
"Indenture"), dated as of March 1, 1998, between the Lessor and Harris Trust Company of 
California, as trustee (the "Trustee"); and 

WHEREAS, pursuant to the Reimbursement Agreement, the Redevelopment Agency is 
obligated to pay to the Lessee the costs of the Component of the Project constituting the public 

(~. parking garage, together with related improvements, as more fully described on Exhibit D hereto; 
and 

WHEREAS, the Lessee has found and determined that the Leased Property as of the dated 
date hereof has fair value sufficient to make certain Lease Payments (as hereinafter defined) as 
set forth in Section 4.3 hereof; and 

WHEREAS, the Lessor has assigned all of its rights, title and interest under this Lease 
to the Trustee under the Indenture as security for the Bonds; 

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

ARTICLE I 

DEFINITIONS AND EXHIBITS 

SECTION 1.1 Definitions and Rules of Construction. Unless defined herein, or the 
context otherwise requires, the capitalized terms used herein shall for all purposes of this Lease 
have the meanings specified in the Indenture. Unless the context otherwise indicates, words 
importing the singular number shall include the plural number and vice versa. The terms 



"hereby", "hereof ', "hereto", "herein", "hereunder" and any similar terms, as used in this Lease, 
refer to this Lease as a whole. 

"Authorized Representative of the Lessee" means the City Manager or the Finance 
Director or any other person designated by the Governing Body of the Lessee to act on behalf 
of the Lessee under or with respect to this Lease, or with respect to the construction of the City- 
County Administration Building or the Communications Dispatch Center, the Project 
Administrator (as such term is defined in the Master Agreement), or designee thereof, as such 
person has been appointed by the Financing Agency. 

"Bond Insurer" means Ambac Assurance Corporation, a Wisconsin-domiciled stock 
insurance company. 

"Certificate of Completion" means, with respect to each Component of the Project, a 
certificate of the Authorized Representative of the Lessee certifying that such component of 
Project has been acquired, constructed, rehabilitated, remodeled, installed and accepted by the 
Lessee, and that all Project Costs therefor have been paid. 

"Components of the Pro-iect" means the Components of the Project as set forth on Exhibit 
D hereto. 

"Contractors" means the contractors or vendors from whom the Lessee has ordered or 
caused to be ordered or with whom the Lessee has contracted or caused to be contracted for the 
acquisition, construction, rehabilitation, remodeling and installation of the Project. 

"Costs" means the price paid or to be paid for the acquisition, construction, rehabilitation, 
remodeling or installation of each Component of the Project and related equipment, in accordance 
with the purchase order or contract therefor. Costs include the costs of site preparation necessary 
for the installation of each Component of the Project, as well as the administrative, engineering, 
legal, financial and other costs incurred by the Lessee (or entities performing such work for or 
on behalf of the Lessee), the Lessor (on behalf of the Lessee) and the Contractors in connection 
with the acquisition, construction, delivery, installation and financing of each Component of the 
Project. 

s count^" means the County of Stanislaus, California, a political subdivision organized and 
existing by virtue of the laws of the State of California. 

"Dated Date" means March 1, 1998. 

"Facility Leases" means the (i) Facility Lease (City-County Building), dated the date 
hereof, by and between the Financing Agency and the Lessor, relating to the lease of the Lessee's 
interest in the City-County Administration Building, together with its interests in the use of 
common areas, and (ii) Facility Lease (Communications Dispatch Center), dated the date hereof, 
by and between the Lessee and the Lessor, relating to the lease of the Lessee's undivided one-half 
interest in use of the Communications Dispatch Center, including the Lessee's undivided one-half 



interest in the Communications Center Site, together with its interests in the use of common 
areas. 

"Financine. Agency" means the City-County Capital Improvements and Financing Agency, 
duly organized and existing under a Joint Exercise of Powers Agreement, dated December 17, 
1996, by and between the County of Stanislaus and the Lessee. 

"Governing Body" means the City Council of the Lessee. 

"Insurance Consultant" means any independent, qualified person or firm reasonably 
believed by the Lessee to be knowledgeable with respect to insurance carried by, required for and 
available to the City of Modesto, including a pooled self-insurance program in which premiums 
are established on the basis of the recommendation of an actuary of national reputation. 

"Lease" means this Lease/Purchase Agreement, including all Exhibits hereto, and any duly 
authorized and executed amendment or supplement hereto. 

"Lease Payment" means any payment due from the Lessee to the Lessor under 
Sections 1.4 and 4.3 hereof. 

"Leased Unit(s) of the Proiect" means (i) the Public Parking Garage and related 
improvements, including the Public Parking Garage Site, (ii) the Lessee's interest in the City- 
County Administration Building, including the Site upon which such facility shall be constructed, 
including the rights and interests of the Lessee to the use of common areas related thereto, such 
facility to be located on the City-County Administration Site, (iii) the Public Parks Sites, (iv) the 
Lessee's undivided one-half interest in and to the Communications Dispatch Center, including the 
Lessee's undivided one-half interest in the Communications Center Site, (v) the Lessee's interest 
in and to the Police Headquarters Building, including the Police Headquarters Building Site, and 
(vi) the Lessee's interest in and to the Miscellaneous Public Property, all as more fully set forth 
in Exhibit B hereto. 

"Leased Propert$' means each Leased Unit of the Project and the Sites upon which such 
Leased Units of the Project are to be constructed or installed or are located, all as more fully set 
forth in Exhibit B hereto, as such property may be changed from time to time in accordance with 
Section 5.3 hereof. 

"Lessee" means the City of Modesto, a charter city and a municipal corporation duly 
organized and existing under the laws of the State, and a Local Agency under the Act, its 
successors and assigns. 

"Lessor" means the Modesto Public Financing Authority, a joint powers agency duly 
organized and existing under the laws of the State of California. 

"Master Agreement" means that certain Master Agreement, dated as of July 27, 1997, by 
and among the County, the City, the Redevelopment Agency, and the Financing Agency. 



"Motor Vehicle License Fee Revenues" means those amounts allocated to the Lessee by 
the State Controller pursuant to California Revenue and Taxation Code Section 11001, et seq. 

"Net Proceeds" means any insurance or condemnation proceeds, paid with respect to any 
Leased Unit of the Project, or component thereof, remaining after payment therefrom of all 
expenses incurred in the collection thereof. 

"Permitted Encumbrances" means, as of any particular time (i) with respect to each Site, 
the exceptions shown in the Title Report, dated March 1 1, 1998, to be issued by Fidelity National 
Title Insurance Company, (ii) the Reciprocal Easement, Access, Operations and Maintenance 
Agreement, among the Redevelopment Agency, and the Financing Agency; (iii) Memorandum 
of Understanding by and among the Lessee, the County of Stanislaus, the Redevelopment Agency 
and the Financing Agency; (iv) liens for general ad valorem taxes and assessments, if any, not 
then delinquent, or which the Lessee may, pursuant to provisions of Article V hereof, permit to 
remain unpaid; (v) this Lease, as it may be amended from time to time; (vi) the Site Leases; (vii) 
the Facility Leases; (viii) any right or claim of any mechanic, laborer, materialman, supplier or 
vendor not filed or perfected in the manner prescribed by law; (ix) easements, rights of way, 
mineral rights, drilling rights and other rights, reservations, covenants, conditions or restrictions 
which exist of record as of the Dated Date (or as of the date of execution of an amendment to 
this Lease in the event of additional Leased Units of the Project) and which Lessee certifies in 
writing will not materially impair the use of the Leased Property by the Lessee; and (x) 
easements, rights of way, mineral rights, drilling rights and other rights, reservations, covenants, 
conditions or restrictions established following the date of recordation of this Lease and to which 
the Lessor and the Lessee consent in writing. 

"Proiect" means the Project described in Exhibit D hereto. 

"Project Fund" means the Project Fund established under the Indenture. 

"Public Parks Sites" means all of the land constituting the sites of the Public Parks Sites 
as described on Exhibits B and C hereto, together with all other improvements, facilities and 
property thereon. 

"Redevelopment Agency" means the Redevelopment Agency of the City of Modesto. 

"Reimbursement Agreement" means the Reimbursement Agreement, dated the date hereof, 
by and between the Lessee and the Redevelopment Agency. 

"State" means the State of California. 

"Sites" means (i) City-County Administration Building Site (Parcel No. 6 as described on 
Exhibit C hereto), (ii) the Police Headquarters Building Site (Parcel No. 4 as described on 
Exhibit C hereto), (iii) the Communications Building Site (Parcel No. 3 as described on Exhibit 
C hereto), (iv) the Public Parking Garage Site (Parcel No. 5 as described on Exhibit C hereto), 
(v) the Public Park Sites (Parcels Nos. 1, 2, 7, 8, 9 and 10 as described on Exhibit C hereto), and 



(vi) the Miscellaneous Public Properties (Parcels Nos. 1 1, 12, 13, 14, 15, 16, 17, 18, 19, 20, 2 1 
and 22 as described on Exhibit C hereto). 

"Site Leases" means, collectively, (i) the Site Lease, dated as of the date hereof, by and 
between the Redevelopment Agency of the City of Modesto and the Lessor, relating to the lease 
of the site relating to the public parking garage (as further described on Exhibit B hereto), (ii) the 
Site Lease, dated the date hereof, by and between the City of Modesto and the Lessor, relating 
to the Public Parking Projects (as further described on Exhibit B hereto). 

"Term of this Lease" or "Term" means the time during which this Lease is in effect, as 
provided for in Section 1.5 of this Lease. 

"Termination Date" is defined in Section 4.2 hereof. 

"Trustee" means the Trustee appointed under the terms of the Indenture. 

"Underwriter" means, collectively, Stone & Youngberg LLC and Artemis Capital, as the 
original purchasers of the Bonds. 

SECTION 1.2 Exhibits. The following Exhibits are attached to, and by reference made 
a part of, this Lease: 

Exhibit A: Description of Lease Payments to be paid by the Lessee to the Trustee, 
as assignee of the Lessor. 

Exhibit B: General Description of the Leased Property. 

Exhibit C: Legal description of the Sites. 

Exhibit D: Components of the Project. 

Exhibit E: Addresses for Notices. 

SECTION 1.3 Agreement to Lease. The Lessor hereby leases the Leased Property to 
the Lessee, and the Lessee hereby leases the Leased Property from the Lessor, upon the terms 
and conditions as herein provided. 

SECTION 1.4 Lease Payments. As rental hereunder, the Lessee agrees to pay to the 
Lessor or its assigns, as the same may be subject to abatement as required by Section 4.7 and 
5.10 hereof, the Lease Payments with respect to the Leased Units of the Project constituting the 
Leased Property hereunder as described in Section 4.3 and Exhibit A thereto. 

SECTION 1.5 Term of Lease. The term of this Lease shall commence as of the Dated 
Date and shall end on the Termination Date. 



ARTICLE I1 

REPRESENTATIONS, COVENANTS AND WARRANTIES 

SECTION 2.1 Representations, Covenants and Warranties of the Lessee. The Lessee 
represents, covenants and warrants to the Lessor as follows: 

(a) Due Organization and Existence. The Lessee is a charter city and 
municipal corporation, duly organized and existing under the Constitution and laws of the 
State, and is a Local Agency with the meaning of Section 6585(f) of the Act. 

(b) Authorization: Enforceability. The Constitution and laws of the State, 
including the Charter of the Lessee, authorize the Lessee to enter into this Lease and to 
enter into the transactions contemplated by and to carry out its obligations hereunder, and 
the Lessee has duly authorized and executed this Lease. This Lease constitutes the legal, 
valid and binding obligations of the Lessee enforceable in accordance with its terms, 
except to the extent limited by applicable bankruptcy, insolvency, reorganization, morato- 
rium or similar laws or equitable principles affecting the rights of creditors generally. 

(c) No Conflicts or Default: No Liens or Encumbrances. Neither the execution 
and delivery of this Lease nor the fulfillment of or compliance with the terms and 
conditions hereof or thereof, nor the consummation of the transactions contemplated 
hereby or thereby, conflicts with or results in a breach of the terms, conditions or 
provisions of any restriction or any agreement or instrument to which the Lessee is now 
a party or by which the Lessee is bound, or constitutes a default under any of the 
foregoing, or results in the creation or imposition of any lien, charge or encumbrance 
whatsoever upon any of the property or assets of the Lessee, or upon the Leased Property 
except for the pledges contained in the Indenture and except for Permitted Encumbrances. 

(d) Essential Governmental Function. The Lessee hereby certifies that the lease 
by the Lessee of the Leased Property prsuant to this Agreement serves an essential 
governmental function of the Lessee, and shall be used for the benefit of the general 
public. 

(e) Execution and Delivery. The Lessee has duly authorized and executed this 
Lease in accordance with its Charter and the Constitution and laws of the State. 

(f) Proiect a Public Capital Improvement. The Project constitutes one or more 
Public Capital Improvements, and all disbursements from the Project Fund for the Project 
or to satisfy the obligations of the Lessee under this Lease will be for a Cost of the 
Project. 

(g) No Default. The Lessee is not in default under any provisions of the laws 
of the State which would adversely affect its existence or its powers referred to in 
subsection (b) of this Section 2.1. 



(h) No Litigation. There is no action, suit, proceeding, inquiry or investigation, 
at law or in equity, before or by any court, governmental agency, public board or body, 
pending or, to the best of its knowledge, threatened against the Lessee in any way 
contesting or affecting the validity or enforceability of this Lease or contesting the powers 
of the Lessee to execute and deliver this Lease or to consummate the transactions 
contemplated hereby or thereby. 

(i) General Tax and Arbitrage Covenant. The Lessee hereby covenants that, 
notwithstanding any other provision of this Lease, it will make no use of the proceeds of 
the Bonds or of any other amounts or property regardless of the source or take any action 
or refrain from taking any action that may cause the Bonds to be "arbitrage bonds" subject 
to federal income taxation within the meaning of Section 148 of the Code. 

The Lessee covenants that it will not make any use of the proceeds of the Bonds 
or any other funds of the Lessee or take or omit to take any other action that would cause 
the Bonds to be "private activity bonds" within the meaning of Section 141 of the Code, 
or "federally guaranteed" within the meaning of Section 149(b) of the Code. To that end, 
so long as any Lease Payment i~ unpaid, the Lessee, with respect to such proceeds and 
such other funds, will comply with all requirements of such Sections and all regulations 
of the United States Department of the Treasury to the extent that such requirements are, 
at the time, applicable and in effect. 

In addition, the Lessee hereby covenants that, notwithstanding any other provision 
of this Lease, it will make no use of the proceeds of the Bonds or any other funds of the 
Lessee or take or omit to take any other action that would adversely affect the exclusion 
of interest evidenced and represented by the Certificates of Participation (Government 
Center Project) 1998 Series A (the "Certificates") of the County from gross income for 
Federal income tax purposes and the exemption of interest evidenced and represented by 
the Certificates of the County from State of California personal income taxes. 

SECTION 2.2 Representations, Covenants and Warranties of the Lessor. The Lessor 
represents, covenants and warrants to the Lessee as follows: 

(a) Due Organization and Existence; Enforceability. The Lessor is a joint 
powers agency duly organized, existing and in good standing under and by virtue of the 
laws of the State, including, particularly, without limitation, Chapter 5, Division 7, Title 1 
(commencing with Section 6500) of the California Government Code, as amended, has 
the power to enter into this Lease and the Site Leases, is possessed of full power to own 
and hold real and personal property, and to lease and sell the same; and has duly 
authorized the execution and delivery of this Lease and the Site Leases. This Lease and 
the Site Leases constitute legal, valid and binding obligations of the Lessor enforceable 
in accordance with their respective terms, except to the extent limited by applicable 
bankruptcy, insolvency, reorganization, moratorium or similar laws or equitable principles 
affecting the rights of creditors generally. 



(b) No Conflicts or Defaults; No Liens or Encumbrances. Neither the execu- 
tion and delivery of this Lease and the Site Leases, nor the fulfillment of or compliance 
with the terms and conditions hereof or thereof, nor the consummation of the transactions 
contemplated hereby or thereby, conflicts with or results in a breach of the terms, condi- 
tions or provisions of the agreement pursuant to which the Lessor was formed or any 
restriction or any agreement or instrument to which the Lessor is now a party or by which 
the Lessor is bound, or constitutes a default under any of the foregoing, or results in the 
creation or imposition of any lien, charge or encumbrance whatsoever upon any of the 
property or assets of the Lessor, or upon the Leased Property except by the pledge 
contained in the Indenture and except for Permitted Encumbrances. 

(c) No Litigation. There is no action, suit, proceeding, inquiry or investigation, 
at law or in equity, before or by any court, governmental agency, public board or body, 
pending or, to the best of its knowledge, threatened against the Lessor in any way c 

r 
contesting or affecting the validity or enforceability of this Lease or the Site Leases or I 

contesting the powers of the Lessor to execute and deliver this Lease or the Site Leases t 

or to consummate the transactions contemplated hereby or thereby. 
k 

(d) Permitted Encumbrances. The Lessor covenants that the Permitted 
Encumbrances do not and will not interfere with the right of the use and possession of, 
and the continued quiet use and enjoyment of, the Leased Property during each such 
period for which said Leased Property is to be leased by the Lessee. c 

< 

(e) Execution and Delivery. The Lessor has duly authorized and executed this 
Lease and the Site Leases in accordance with the Constitution and laws of the State. 

(f) General Tax and Arbitrage Covenant. The Lessor covenants that, notwith- 
standing any other provision of this Lease, it will make no use of the proceeds of the 
Bonds or of any other amounts or property regardless of the source or take any action or 
refrain from taking any action that may cause the Bonds to be "arbitrage bonds" subject 
to Federal income taxation within the meaning of Section 148 of the Code. 

In addition, the Lessor covenants that it will not make any use of the proceeds of 
the Bonds or any other funds of the Lessee or take or omit to take any other action that 
would cause the Bonds to be "private activity bonds" within the meaning of Section 141 
of the Code, or "federally guaranteed" within the meaning of Section 149(b) of the Code. 
To that end, so long as any Lease Payment is unpaid, the Lessor with respect to such 
proceeds and such other funds, will comply with all requirements of such Sections and 
all regulations of the United States Department of the Treasury to the extent that such 
requirements are, at the time, applicable and in effect. 



ARTICLE I11 

FUNDING FOR THE PROJECT; 
ACQUISITION, CONSTRUCTION AND 

INSTALLATION OF THE COMPONENTS OF THE PROJECT 

SECTION 3.1 Availability of Monies. The Lessor hereby agrees to pay, or cause to 
be paid, the Costs of each Component of the Project as provided herein and in the Indenture. 
The Lessor has caused an amount at least equal to the Costs of each Component of the Project 
to be transferred to the Project Fund and deposited in a subaccount established for such 
Component of the Project in accordance with the Indenture. The Lessor hereby agrees to cause 
the Lessee to disburse or to cause the disbursement of funds from the Project Fund to pay, or to 
reimburse the payment of, certain Costs of the Project (which costs include amounts necessary 
for the construction and equipping of the Components of the Project) as provided in the 
Indenture. 

SECTION 3.2 Acquisition, Construction and Installation of the Project. The Lessee, 
on behalf of the Lessor, will enter into purchase orders and contracts, and will supervise and 
provide for, or cause to be supervised and provided for, the acquisition, construction, equipping 
and installation of each Component of the Project. The Lessee agrees that it will cause the work 
under said purchase orders and contracts to be diligently performed and that each Component of 
the Project, will be acquired, constructed, equipped and installed in accordance with the 
specifications approved by the Lessee and the Lessor on or prior to (i) with respect to the Parking 
Garage, December 1, 1998, (ii) with respect to the Communications Dispatch Center, March 1, 
1999, (iii) with respect to the City-County Administration Building and the Police Headquarters 
Building, March 1, 2000. The Lessee may change the specifications of any Component of the 
Project so long as such change does not (i) substantially alter the nature of the Component of the 
Project as a project financeable pursuant to the Act, (ii) substantially increase the cost of the 
Component of the Project, unless the Lessee has available monies to cover such increase, 
(iii) substantially lower the value of the Component of the Project or the fair rental value of the 
Component of the Project, (iv) materially lengthen the estimated time to completion of the 
Component of the Project, or (v) adversely affect the exclusion of interest on the Bonds from 
gross income for Federal income tax purposes and the exemption of interest on the Bonds from 
State of California personal income taxes. 

SECTION 3.3 Payment of Project Costs. Payment to the Contractors of the cost of 
acquiring, constructing, equipping and installing each Component of the Project shall be made 
from the monies deposited in the Project Fund as provided in Section 4.02 of the Indenture upon 
completion of a Requisition therefor. 

SECTION 3.4 Completion Certification. Upon completion of the construction, 
acquisition and equipping of each component of the Project, satisfactory to the Lessee, the Lessee 
shall deliver or cause to be delivered to the Trustee a Certificate of Completion with respect 
thereto. On the date of filing each Certificate of Completion, as indicated therein, all excess 



moneys remaining in the Project Fund relating to such Component of the Project sllafl be 
transferred by the Lessee as provided in Scction 4.02 of  the Indenture. 

ARTICLE 1V 

AGREEMENT TO LEASE; TERM OF 
LEASE; 1,EASE PAYMENTS; TITLE TO THE LEASED PROPERTY 

SECTION 4.1 Ameement to Leasc. The lcase of each Leased Unit of the Project 
(collectively, the Leased Property) by the Lessor to thc Lessee is made expressly subject to the 
terms and  condition.^ set forth herein. 

SECTION 4.2 Term of Lease. '[he Term of this Lease will commence on the date of 
recordation hcreof and will terminate on September 1, 2033, unless extended pursuant to this 
Section 4.2 or unless terminated prior thereto upon the earliest of any of thc following events 
(each a "Termination Date"): 

(a) the payment or prepayment by the Lessee of d l  Lease Payments due during 
the Term of this Lease and PI other amounts due and payable by the Lessee under the 
Tndenture; 

(b) the occurrence of an event of default under t11i.s Lease and the termination 
of this Lease by the Lessor or its assignee pursuant to Seclion 8.2(b) hereof; 

(6) the Leased Property is taken in whole pursuant to the power of condemna- 
tion or lost due to a defect in title and termination of this Lease pursuant to Section 5.12 
of this T,,ease. 

If on September 1, 203 3, the Lease Payments shall not be fully paid, then the Term shall 
be extendcd until all Lease Payments shall be fil ly paid., except that the Term shall in no evcnl 
be extended for a period of more than ten (10) years after such date. On each Lease Payment 
Date during .the extended Term, the Lessee shall provide the Trustee with a schcdule of payments 
showing the portion representing principal and the portion representing interest. 

SECTION 4.3 Lease Payments. Subject to Section 3.2 hereof (regarding the comple~iion 
of construction of each Component of thc Project, as applicable) the Lessee agrces to pay to the 
Lessor or its successors and assigns, as rental for the use and possession of each Leased Unit of 
the Project, thc Lease Paymcnts with respect thereto fiftcen days prior to the datc, and in thc 
amaunts set forth and iq accordance with the schedules set forth on Exhibit A hcreto, provided 
that the Lcssee shall receive credits toward such Ceasc Payments as provided in the Indenture and 
provided further that (except as otherwise provided herunder) Lease Payments are subject to 
abatement to ihe extent provided in Section 4.7. To thc extent permitted by law, the 1,essee 



(" further agrees to make additional Lease Payments pursuant to Section 4.07(e) of the Indenture. 
Notwithstanding the foregoing, there shall be no abatement of Lease Payments payable hereunder 
to the extent that such Lease Payments are allocable to the Leased Unit of the Project constituting 
the public parking facility, so long as such allocable Lease Payments are paid by the 
Redevelopment Agency to the ~ e s s e e  under the Reimbursement Agreement. 

Lease Payments for each annual rental period during the Term of this Lease shall 
constitute the total rental for said rental period and shall be paid by the Lessee in each rental 
period for and in consideration of the right of the use and possession of, and the continued quiet 
use and enjoyment of, each Leased Unit of the Project during each such period for which said 
rental is to be paid. The parties hereto have agreed and determined that such total rental 
represents the fair rental value of the Leased Property. In making such determination, 
consideration has been given to the fair market value of each Leased Unit of the Project, other 
obligations of the parties under this Lease, the uses and purposes which may be served by the 

C 
each Leased Unit of the Project and the benefits therefrom which will accrue to the Lessee and r. 
the general public. ,- 

C. 

Each Lease Payment shall be paid in lawful money of the United States of America to or - 

upon the order of the Lessor at the Principal Office of the Trustee. Any such installment of L 

rental accruing under this Lease which shall not be paid when due shall, subject to applicable law, . - - 
bear interest at a rate equal to the lower of (i) three percent (3%) per annum in excess of the 

@ - -. 
interest rate per annum then borne by the Bonds and (ii) the highest rate allowable by law, from 
the date when the same is due under this Lease until the same shall be paid. C: 

C 

The Lease Payments shall be paid from any source of legally available funds of the 
Lessee, and so long as the Leased Property is available for the Lessee's use, the Lessee covenants 
to take such action as may be necessary to include all Lease Payments due under this Lease (after 
giving credit for amounts required to be paid by the Redevelopment Agency under the 
Reimbursement Agreement) in its budgets and to maintain such items to the extent unpaid for that 
fiscal year in its budgets, and to make the necessary appropriations and supplemental 
appropriations to the extent necessary, for all such Lease Payments; which covenants of the 
Lessee shall be deemed to be, and shall be, ministerial duties imposed by law, and it shall be the 
duty of each and every public official of the Lessee to take such action and do such things as are 
required by law in the performance of the official duty of such officials to enable the Lessee to 
carry out and perform the covenants made by the Lessee in this Lease. In furtherance of the 
foregoing, the Lessee hereby covenants to take such action and to do such things as to cause the 
Redevelopment Agency to timely pay to the Lessee amounts payable by the Redevelopment 
Agency under the Reimbursement Agreement. 

In the event that any appropriation made by the Lessee in its annual budget is insufficient 
to pay all such Lease Payments, the Lessee further agrees and covenants to make a supplemental 
appropriation during the fiscal year of any such deficiency in an amount sufficient to make up 
any such deficiency. 



Section 4.4. Motor Vehicle License Intercept Program. The Lessee hereby elects 
pursuant to Section 37351.5 of the California Government Code to guarantee the payments 
payable hereunder by an apportionment of Motor Vehicle License Fee Revenues as provided in 
said Government Code Section. The Lessee shall provide notice to the State Controller of such 
election, a copy of which shall be provided to the Trustee, which notice shall include a copy of 
the Lease Payment Schedule contained in Exhibit A hereto and shall indicate that the Trustee has 
been appointed as trustee with respect to the Bonds. 

In the event that, for any reason, the funds otherwise available to the Lessee (excluding 
funds on deposit in the Debt Service Reserve Fund) will not be sufficient to make any payment 
due hereunder (including any Lease Payment) at the time that such payment is required, the 
Lessee shall so notify the Trustee in order that the Trustee may notify the State Controller as 
required pursuant to the Indenture. Notwithstanding the foregoing, in the event the Trustee shall 
not have received any Lease Payment due from the Lessee at the time required pursuant to 
Exhibit A hereto, the Trustee shall automatically and without notice to or from the Lessee notify 
the State Controller as required pursuant to the Indenture. 

The Lessee hereby covenants that so long as any Bonds remain Outstanding, the Lessee 
shall not issue or incur any obligation (other than this Lease) the payment of which is guaranteed 
by an apportionment of Motor Vehicle License Fee Revenues unless the ratio of (i) the least 
amount of Motor Vehicle License Fee Revenues received by the Lessee in any fiscal yearduring 
the five fiscal years preceding the proposed date of issuance of such obligation to (ii) the 

(, maximum annual debt service in any fiscal year scheduled to be paid with respect to the 
obligations secured by this Lease and the Bonds and such obligation proposed to be secured by 
an apportionment of Motor Vehicle License Fee Revenues, is greater than or equal to 2.5. 

SECTION 4.5 Possession and En-ioyment. During the Term of this Lease, the Lessor 
shall provide the Lessee with quiet use and enjoyment of the Leased Property, and the Lessee 
shall, during such Term, peaceably and quietly have and hold and enjoy the Leased Property, 
without suit, trouble or hindrance from the Lessor, except as expressly set forth in this Lease. 
The Lessor will, at the request of the Lessee and at the Lessee's cost, join in any legal action in 
which the Lessee asserts its right to such possession and enjoyment to the extent the Lessor may 
lawfully do so. Notwithstanding the foregoing, the Lessor shall have the right to inspect the 
Leased Property as provided in Section 6.3 hereof. 

SECTION 4.6 Title to the Leased Property. During the Term of this Lease, the Lessor 
shall hold a leasehold interest in the Leased Property and any and all additions, replacements or 
modifications, except as provided below and except for those modifications which are added to 
the Leased Property by the Lessee and which may be removed without damaging the Leased 
Property. 

If the Lessee has paid all Lease Payments during the Term of this Lease and the Bonds 
are no longer Outstanding under the Indenture, or upon deposit of the security deposit as provided 
in Section 4.7 hereof, all right, title and interest of the Lessor in and to the Leased Property shall 
be transferred to and vest in the Lessee. Additionally, if necessary, the Lessor shall authorize, 



execute and deliver to the Lessee any and all documents required to release any and all liens 
created under the provisions of this Lease and the Indenture, and any other documents required 
to terminate this Lease and consummate such release of liens. The Lessor agrees to defend and 
eliminate any claims adverse to the title to the Leased Property, and to save and hold the Lessee 
harmless therefrom; provided that the Lessor's obligations under this sentence shall not extend 
to claims arising out of actions by the Lessee or persons asserting claims under it; provided that 
the Lessee shall reimburse the Lessor for any costs incurred by the Lessor in defending or 
eliminating such claims, including reasonable attorneys' fees. 

SECTION 4.7 Security Deposit. Notwithstanding any other provision of this Lease, the 
Lessee may, on any date, secure the payment of Lease Payments by a deposit with the Trustee 
of: (a) an amount which, together with amounts on deposit under the Indenture which are to be 
credited to the Lessee's obligations hereunder to make Lease Payments, is sufficient to pay all 
unpaid Lease Payments as set forth on Exhibit A hereto (or with respect to any Leased Unit), 
when due or (b) United States Government Obligations, together with cash, if required, in such 
amount as will, in the opinion of an independent certified public accountant, together with interest 
to accrue thereon, be fully sufficient to pay all unpaid Lease Payments as set forth on Exhibit A 
hereto (or with respect to any Leased Unit), when due. Such deposit shall then be used to 
redeem or defease Bonds pursuant to the Indenture. Such deposit may not be made unless, prior 
to such deposit, the Lessee delivers to the Lessor and the Trustee an opinion of Bond Counsel 
that such deposit will not adversely affect the exclusion of interest on the Bonds from gross 
income for Federal income tax purposes and the exemption of interest on the Bonds from State 
of California personal income taxes. In the event of a deposit pursuant to this Section, all 
obligations of the Lessee under this Lease and all security provided by this Lease for said 
obligations (or obligations with respect to any Leased Unit), shall cease and terminate, excepting 
only the obligation of the Lessee to make, or cause to be made, Lease Payments as set forth on 
Exhibit A hereto, from the deposit made by the Lessee pursuant to this Section and the obligation 
of the Lessee to make any other payments required by this Lease. All Lessor's right, title and 
interest to the Leased Property shall vest in the Lessee on the date of said deposit automatically 
and without further action by the Lessee or the Lessor, provided that such right, title and interest 
shall be subject to the subsequent payment of Lease Payments as set forth on Exhibit A hereto, 
from said deposit and the payment of the payments in accordance with the provisions of this 
Lease. Said deposit shall be deemed to be and shall constitute a special fund for the payment of 
Lease Payments in accordance with the provisions of this Lease. 

SECTION 4.8 Abatement of Rental in the Event of Failure to Have Use and Possession 
of the Leased Property. Except as provided in this Section 4.8, the Lease Payments shall be 
abated in whole or in part during any period during which by reason of damage or destruction 
(other than by condemnation which is provided for in Section 5.12 of this Lease) there is substan- 
tial interference with the use and possession of any Leased Unit of the Project by the Lessee. 
The extent of any abatement shall be determined by the Lessee (taking into account the allocable 
portion of the total Lease Payments that such Leased Unit of the Project represents to the 
aggregate principal Components of Lease Payments hereto) such that the resulting Lease 
Payments represent fair rental value for use and possession of the portion of the Leased Property 
not damaged or destroyed; provided, however, that in the event such damage or destruction 



.x 

[' results in redemption of Bonds pursuant to Section 6.01 of the Indenture, the remaining Lease 
Payments (including credits to be applied thereto as provided in the Indenture) will be sufficient 
to pay all of the principal and interest on the remaining Outstanding Bonds. Such abatement shall 
not result to the extent of moneys received by the Lessee from the Redevelopment Agency 
pursuant to the Reimbursement Agreement and payable with respect to the Leased Unit of the 
Project constituting the public parking garage, and to the extent of moneys held by the Trustee 
under the Indenture which are to be credited toward the Lessee's Lease Payments under the terms 
of the Indenture (including, particularly, without limitation, the Debt Service Reserve Fund, 
Principal Payment Account and Interest Payment Account), or to the extent such Lease Payments 
are made from the Net Proceeds of insurance and rental interruption insurance, it being hereby 
declared that such moneys and Net Proceeds constitute special funds for the payment of the 
Lessee's Lease Payments. Subject to the preceding sentence, such abatement or adjustment, if 
any, shall continue for the period commencing with such damage or destruction and ending with 
the substantial completion of the work of repair or reconstruction, if any. In the, event of any 
such damage or destruction, this Lease shall continue in full force and effect and the Lessee 
waives any right to terminate this Lease by virtue of any such damage and destruction. 

SECTION 4.8 No Withholding. Notwithstanding any dispute between the Lessor and 
the Lessee, including a dispute as to the failure of any portion of the Leased Property in use by 
or possession of the Lessee to perform the task for which it is leased, the Lessee shall make all 
Lease Payments when due and shall not withhold any Lease Payments pending the final 
resolution of such dispute. 

ARTICLE V 

MAINTENANCE, TAXES, *INSURANCE; AND OTHER MATTERS 

SECTION 5.1 Maintenance and Taxes. Throughout the Term of this Lease, as part of 
the consideration for the rental of the Leased Property, all improvement, repair and maintenance 
of the Leased Property shall be the responsibility of the Lessee, and the Lessee shall pay for or 
otherwise arrange for the payment of the cost of the repair and replacement of the Leased 
Property resulting from ordinary wear and tear or want of care on the part of the Lessee thereof. 
The Lessee shall comply with, or cause the compliance with, any manufacturer's and vendor's 
requirements with respect to proper maintenance of the Leased Property, if any. In exchange for 
the Lease Payments herein provided, the Lessor agrees to provide only the Leased Property, as 
hereinbefore more specifically set forth. The Lessee waives the benefits of subsections 1 and 2 
of Section 1932 of the California Civil Code, but such waiver shall not limit any rights of the 
Lessee under the terms of this Lease. 

The Lessee shall also pay or cause to be paid to the Lessor all taxes of any type or nature 
charged to the Lessor or affecting the Leased Property or the respective interests or estates 
therein, including any sales and property taxes, or affecting the amount available to the Trustee 
from Lease Payments received under this Lease for the payment of the Bonds (including taxes 
or assessments assessed or levied by any governmental agency or district having power to levy 



taxes or assessments); provided, that with respect to governmental charges that may lawfully be 
paid in installments over a period of years, the Lessee shall be obligated to pay, or cause to be 
paid, only such installments as are required to be paid during the Term of this Lease as and when 
the same shall become due. 

The Lessee, at the Lessee's expense and in its name, may in good faith contest any such 
taxes and other charges and, in the event of any such contest, may permit the taxes or other 
charges so contested to remain unpaid during the period of such contest and any appeal therefrom 
unless the Lessor shall notify the Lessee that, in the opinion of Counsel retained by the Lessee, 
by nonpayment of any such items, the interest of the Lessor in the Leased Property will be 
materially endangered or the Leased Property or any part thereof will be subject to loss or 
forfeiture, in which event the Lessee shall promptly pay such taxes or charges or provide the 
Lessor with full security against any loss which may result from nonpayment, in form satisfactory 
to the Lessor. 

SECTION 5.2 Modification of Leased Property. The Lessee shall, at its own expense, 
have the right to modify the Leased Property (or any portion thereof) or to make additions and 
improvements thereto. All such additions and modifications shall thereafter comprise part of the 
Leased Property and be subject to the provisions of this Lease. Such additions and modifications 
shall not adversely affect the exclusion of interest on the Bonds from gross income for Federal 
income tax purposes and the exemption of interest on the Bonds from State of California personal 
income taxes and shall not in any way damage the Leased Property, substantially alter its nature 
or cause it to be used for purposes other than those authorized under the provisions of State and 
federal law, and the Leased Property, upon completion of any additions and modifications made 
pursuant to this Section, shall be of a value which is not substantially less than the value of the 
Leased Property immediately prior to the making of such additions or modifications and will not 
result in a decrease in the amount of Lease Payments payable hereunder. 

The Lessee will not permit any mechanic's or other lien to be established or remain 
against the Leased Property for labor or materials furnished in connection with any remodeling, 
additions, modifications, repairs, renewals or replacements made by the Lessee pursuant to this 
Section, provided that if any such lien is established and the Lessee shall first notify the Lessor 
of the Lessee's intention to do so, the Lessee may, in good faith, contest any lien filed or 
established against the Leased Property and in such event may permit the items so contested to 
remain undischarged and unsatisfied during the period of such contest and any appeal therefrom, 
and shall provide the Lessor with full security against any loss or forfeiture which might arise 
from the nonpayment of any such item, in form satisfactory to the Lessor. The Lessor will 
cooperate fully in any such contest, upon the request and at the expense of the Lessee. 

SECTION 5.3 Removal or Substitution of Leased Property. The Lessee may amend 
or change any Leased Property or any portion thereof at any time by delivering an amended 
Exhibit B to the Trustee and the Lessor. The Lessee reserves the right at any time to remove all 
or any portion of any Leased Units or to substitute public facilities, equipment andlor real 
property owned by the Lessee for all or any portion of the Leased Property provided that: 



(a) the Lessee obtains the written consent of the Lessor and provides written notice 
thereto to the Rating Agency, with a copy of such notice to the Bond Insurer. and 
written evidence from such Rating Agency that such s u b s t i t u t i ~ l ~ o _ t , ~ ~ s ,  
wi tk i ia l -XXs-ra t ing = the  Bonds; - 

(b) based upon findings of an independent MA1 real estate appraiser selected by the 
Lessee, the Lessee finds (and delivers a certificate to the Lessor and the Trustee setting forth its 
findings) that (i) the portion of the Leased Property remaining, or (ii) the substituted public 
facility, equipment and/or real property, as the case may be, has a fair market value such that the 
Lease Payments being made by the Lessee pursuant to this Lease will not be reduced; 

(c) the Lessee certifies to the Trustee and the Lessor that the remaining portion of the 
Leased Property or the substituted public facility, equipment andlor real property, as the case may 
be, has a useful life not less than the remaining term of this Lease; 

(d) in the event the substituted Leased Property consists of real property, the Lessee 
obtains or causes to be obtained a title insurance policy with endorsement or an endorsement to 
any existing title insurance policy so as to be payable to the Trustee for the benefit of the 
Owners. Such policy or endorsement shall be in form satisfactory to the Trustee, shall be in the 
amount equal to the principal component of Lease Payments attributable to the remaining portion 
of the Leased Property or the  substituted facility andlor real property, as the case may be,'and 
shall insure the leasehold interest of the Lessor to the remaining portion of the Leased Property 
or the substituted facility andlor real property; and 

(e) the Lessee provides the Lessor and the Trustee with an opinion of Bond Counsel 
that such removal or substitution, as the case may be, is authorized and in compliance with the 
Act and the Indenture and does not adversely affect the exclusion of interest on the Bonds from 
gross income for Federal income tax purposes and the exemption of interest on the Bonds from 
State of California personal income taxes. 

Notwithstanding anything in the Indenture or this Lease to the contrary, the Lessee is 
permitted to remove and release unimproved real property from that constituting the Leased 
Property, provided the Lessee shall have satisfied the requirements of (b), (c) and (d) above and 
shall have certified to the Trustee that such release will not adversely affect the Lessee's use and 
occupancy of the Leased Property and the remaining portion of the Sites. In addition, without 
satisfying the requirements of subsection (a) and (b) of this Section but satisfying the 
requirements of (c) a n ~ q ~  the City shall also be permitted to release (i) the real property and 
improvements constituting the Miscellaneous Public Properties as described on Exhibit C hereto 
upon the completion of the construction of the Police Headquarters Building and the delivery to 
the Trustee of a Certificate of Completion related thereto (provided such release occurs on or 
before March 1, 2000) and (ii) not more than approximately 15,000 square feet of the property 
constituting the Site upon which the Parking Garage will be located in order to effectuate the 
provisions of Master Agreement, so long as in each case the City shall certify to the Trustee, with 
a copy of such certification being delivered to the Bond Insurer, that such release shall not 
adversely affect the Lessee's ability to make Lease Payments hereunder in any respect. 



i - Upon the removal or substitution of any real property and improvements thereon for all 
or a portion of the Leased Property then existing, the Lessee, the Lessor and the Trustee shall 
execute and record with the Office of the County Recorder, County of Stanislaus, California, any 
document necessary to to the Lessee the real property and/or improvements being 
removed or substituted de the remaining or substituted real property and/or improve- 
ments thereon as all or a portion of the Leased Property. 

SECTION 5.4 Public Liability and Leased Propertv Damage Insurance. The Lessee 
shall procure and maintain, or cause to be procured and maintained, throughout the Term of this 
Lease, a standard comprehensive general insurance policy or policies in protection of the Lessor, 
the Lessee, the Trustee and their board members, officers, agents and employees. Said policy 
or policies shall provide for indemnification of said parties against direct or contingent loss or 
liability for damages for bodily and personal injury, death or property damage occasioned by 
reason of the use or operation of the Leased Property. Said policy or policies shall provide 
coverage in the minimum liability limits of $1,000,000 for personal injury or death of each 
person and $3,000,000 for personal injury or deaths of two or more persons in each accident or 
event (subject to a deductible clause of not to exceed $500,000) and $500,000 for damage to 
property resulting from each accident or event. 

SECTION 5.5 Fire and Extended Coverage. The Lessee shall procure and maintain, 
or cause to be procured and maintained, throughout the Term of this Lease, insurance against loss 
or damage to any part of the Leased Property by fire and lightning, with extended coverage and 

( 
vandalism and malicious mischief insurance. Said extended coverage insurance shall, as nearly 
as practicable, cover loss or damage by explosion, windstorm, riot, aircraft, vehicle damage, 
smoke, sprinkler damage, boiler explosion and such other hazards as are normally covered by 
such insurance. Such insurance shall be in an amount equal to 100% of the replacement cost of 
such building and structure, or any interest in which is or will be leased, in whole or in part, 
including any interest held as tenants in common, or otherwise, or the aggregate principal amount 
of the Bonds then Outstanding, whichever is greater (subject to a deductible clause of not to 
exceed 10% of such amount). 

SECTION 5.6 Rental Interruption Insurance. The Lessee shall procure and maintain, 
or cause to be procured and maintained, throughout the Term of this Lease, rental interruption 
insurance to cover loss, total or partial, of the use of any part of the Leased Property as the result 
of any of the hazards covered in the insurance required by Section 5.7 hereof and the resulting 
loss of rental income to the Trustee, as assignee of the Lessor and the Issuer, in an amount 
sufficient to pay the maximum remaining principal and interest portions of Lease Payments due 
under this Lease during a period of 24 months. The Net Proceeds of such insurance shall be paid 
to the Trustee for deposit in the Debt Service Fund and shall be credited towards the payment 
of the Lease Payments of the Lessee in the order in which such Lease Payments become due and 
payable. The Lessee may not provide self-insurance in lieu of the insurance required by this 
Section 5.6. 

SECTION 5.7 Self-Insurance. The Lessee may elect to self insure pursuant to 
Section 5.4 hereof if and to the extent such self-insurance method or plan of protection shall 



afford reasonable protection to the Lessor and the Trustee, in light of all circumstances, giving 
consideration to cost, availability and similar plans or methods of protection adopted by cities in 
the State of California other than the Lessee. If the Lessee chooses to self-insure, it must on at 
least an annual basis provide to the Trustee and the Lessor a certificate of an Insurance 
Consultant to the effect that the Lessee's general insurance reserves are adequate to provide the 
required amount of coverage. 

SECTION 5.8 Insurance of the Project. Notwithstanding the foregoing provisions of 
this Article V, the Lessee shall maintain, or cause each Contractor with respect to any Component 
of the Project to maintain, in force during the entire acquisition, construction and improvement 
of any Component of the Project, property damage insurance in an amount not less than the full 
value of all work done and materials, and equipment provided or delivered by each such 
Contractor, comprehensive liability insurance, worker's compensation insurance and other 
insurance required by law or customarily maintained with respect to similar projects. In the event 
the Lessee receives any damage or other moneys from any Contractor or its surety from any 
insurance policy or surety bond contract maintained pursuant to this Section 5.8, and such moneys 
are allocable to the Lessee's interest in such Component of the Project, all such moneys shall, 
unless applied as provided in Section 5.13(b) hereof, be retained in the Insurance and 
Condemnation Fund to the extent necessary to complete the acquisition, construction and 
installation of any Component of the Project. 

SECTION 5.9 Net Proceeds of Insurance; Form of Policies; Retaining of Insurance 

i - 
Consultant. (a) The policies of insurance required by Sections 5.5,5.6 and 5.7 of this Lease shall 
provide that all proceeds thereunder, to the extent of the Lessee's interest thereunder, shall be 
payable to the Trustee pursuant to a lender's loss payable endorsement. The Net Proceeds of 
policies of insurance under Section 5.5 hereof shall be paid to the Trustee to be applied as 
provided in Section 5.13 hereof. All policies of insurance required by this Lease and any 
statements of self-insurance, shall be in form satisfactory to the Lessor. The Lessee shall pay or 
cause to be paid when due the premiums for all insurance policies required by this Lease and 
shall promptly furnish or cause to be furnished evidence of such payments to the Lessor. All 
such policies shall provide that the Lessor and the Trustee shall be given thirty (30) days' notice 
of each expiration, any intended cancellation thereof or reduction of the coverage provided 
thereby; provided that if the Lessee shall have delivered to the Trustee a written report of an 
Insurance Consultant stating that the cost of obtaining an insurance policy or policies containing 
such 30-day notice provision is prohibitively expensive or that such policy may not be obtained, 
failure of the Lessee to comply with this covenant shall not constitute a default hereunder. The 
Lessee shall deliver or cause to be delivered to the Trustee on or before each anniversary of the 
Dated Date a certificate of the Authorized Representative of the Lessee that all insurance required 
under Article V of this Lease is in full force and effect. In the event that the Lessee obtains 
insurance through a pooled insurance program of governmental entities, an annual statement of 
memorandum of coverage delivered to the Trustee will satisfy the requirements of this 
Section 5.9. 

(b) The Trustee and the Lessor shall not be responsible for the sufficiency of any 
insurance herein required or payment of premium and shall be fully protected in accepting 



( -  payment on account of such insurance or any adjustment, compromise or settlement of any loss 
agreed to by the Lessee. 

SECTION 5.10 Advances. If the Lessee shall fail to perform any of its obligations under 
this Article, the Lessor may, but shall not be obligated to, take such action as may be necessary 
to cure such failure, including the advancement of money on behalf of the Lessee, and the Lessee 
shall be obligated to repay all such advances as soon as possible, with interest at the rate of 
twelve percent (12%) per annum from the date of the advance to the date of repayment, but in 
no event shall such rate exceed the maximum legal rate of interest. 

SECTION 5.1 1 Liens. The Lessee shall not, directly or indirectly, create, incur, assume 
or suffer to exist any pledge, lien, charge, encumbrance or claim on or with respect to the Leased 
Property, other than the respective rights of the Lessor, the Trustee and the Lessee as provided 
herein and in the Indenture and Permitted Encumbrances. Except as expressly provided in this 
Article, the Lessee shall promptly, at its own expense, take such action as may be necessary to 
duly discharge or remove any such mortgage, pledge, lien, charge, encumbrance or claim for 
which it is responsible, if the same shall arise at any time. The Lessee shall reimburse the Lessor 
for any expense incurred by it in order to discharge or remove any such pledge, lien, charge, 
eilcumbrance or claim. 

SECTION 5.12 Condemnation Awards; Title Insurance Proceeds. If all or part of the 
Leased Property is taken under the power of condemnation or lost due to a defect in title, the Net 

i 
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Proceeds from any award or insurance proceeds resulting therefrom shall be deposited with the 
Trustee pursuant to Section 5.13(b) hereof. If the Leased Property is taken or lost in whole 
pursuant to such condemnation proceedings or defect in title or is taken in part to such extent that 
the remaining portion of the Leased Property is no longer useful for the purposes originally 
intended, the remaining Lease Payment obligations of the Lessee will be abated (as provided in 
Section 4.8 hereof) and this Lease shall thereupon be terminated (except as provided herein). 
Otherwise, (a) this Lease shall continue in full force and effect and shall not be terminated by 
virtue of such taking or loss and the parties waive the benefit of any law to the contrary, and 
(b) there shall be a proportionate abatement (as provided in Section 4.8 hereof) of Lease 
Payments such that the resulting Lease Payments will be sufficient to pay all of the principal and 
interest with respect to the Outstanding Bonds, except to the extent payable from amounts 
received under the Reimbursement Agreement. If this Lease is terminated pursuant to the second 
sentence of this Section 5.12 and the amount of the related condemnation award would not be 
sufficient to cause a termination of the Lease pursuant to Section 4.2(a) hereof, the Lessee shall 
appeal the award pursuant to the applicable administrative and legal procedures and the obligation 
to pay any amount hereunder shall survive the termination of this Lease. Proceeds of any title 
insurance policy shall be applied as set forth in Section 5.13(b) hereof. 

SECTION 5.13 Application of Net Proceeds. 

(a) From Insurance Award. The Net Proceeds of any insurance award resulting from 
any damage to or destruction of any portion of the Leased Property by fire or other casualty shall 
be deposited in the Insurance and Condemnation Fund to be held and applied by the Trustee 



pursuant to Section 4.12 of the Indenture. Upon such deposit, the Authorized Representative of 
the Lessee shall file a certificate with the Trustee as provided in such Section and the Lessee shall 
repair and rebuild as provided in such Section and such Net Proceeds shall be applied by the 
Trustee as provided in such Section. 

(b) From Condemnation or Eminent Domain Award or Title Insurance Policy Pro- 
ceeds. The Net Proceeds of any condemnation or eminent domain award or insurance proceeds 
resulting from any event described in Section 5.12 of this Lease shall be deposited in the 
Insurance and Condemnation Fund to be held and applied by the Trustee pursuant to Section 4.12 
of the Indenture. Upon such deposit, the Authorized Representative of the Lessee shall file a 
certificate with the Trustee as provided in such Section and such Net Proceeds shall be applied 
by the Trustee as provided in such Certificate. 

SECTION 5.14 Title Insurance. The Lessee shall obtain and, throughout the term hereof, 
maintain or cause to be maintained title insurance on the Leased Property, in the form of an 
ALTA or CLTA leasehold title policy or policies, in an amount equal to the Principal Component 
of the Bonds. Such policy or policies of title insurance shall include an endorsement making 
amounts payable under the policy or policies payable to the Trustee for the benefit of the 
Bondholders and applied as set forth in Section 5.13(b) hereof. 

SECTION 5.15 Books and Records. The Lessee will at all times during the Term of this 
Lease keep proper books of record and account in which full, true and correct entries in confor- 
mity with applicable law shall be made of all dealings and transactions in relation to its activities. 
The Lessee will permit the Lessor, any authorized representatives of the Lessor and the Lessor's 
successors and assigns at reasonable times and intervals upon prior written notice to examine and 
make abstracts, subject to proprietary and confidentiality policies and agreements of or binding 
upon the Lessee, from the Lessee's books and records and to discuss the Lessee's affairs, finances 
and accounts with the Lessee's officers and independent accountants. 

SECTION 5.16 Continuing Disclosure. The Lessee hereby covenants and agrees that it 
will comply with and carry out all of the provisions of the Continuing Disclosure Agreement. 
Notwithstanding any other provision of this Lease, failure of the Lessee to comply with the Con- 
tinuing Disclosure Agreement shall not be considered an Event of Default; however, subject to 
satisfactory indemnity, as provided in Section 9.06 of the Indenture, the Trustee may (and, at the 
request of any Participating Underwriter or the Owners of at least 25% aggregate principal 
amount of Outstanding Bonds, shall) or any Owner or Beneficial Owner may take such actions 
as may be necessary and appropriate, including seeking mandate or specific performance by court 
order, to cause the Trustee or the Lessee to comply with its obligations under this Section 5.14. 
For purposes of this Section 5.16, (a) "Beneficial Owner" means any person which (a) has the 
power, directly or indirectly, to vote or consent with respect to, or to dispose of ownership of, 
any Bonds (including persons holding Bonds through nominees, depositories or other intermedi- 
aries), or (b) is treated as the owner of any Bonds for federal income tax purposes; (b) "Con- 
tinuing Disclosure Agreement" means that certain Continuing Disclosure Agreement between the 
Lessee and the Trustee dated the date of issuance and delivery of the Bonds, as originally 
executed and as it may be amended from time to time in accordance with the terms thereof; and 



(' (c) "Participating Underwriter" shall have the meaning ascribed thereto in the Continuing 
Disclosure Agreement. 

ARTICLE VI 

DISCLAIMER OF WARRANTIES; ACCESS 

SECTION 6.1 Disclaimer of Warranties. THE LESSOR MAKES NO WARRANTY 
OR REPRESENTATION, EITHER EXPRESS OR IMPLIED, AS TO THE VALUE, DESIGN, 
CONDITION, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OR 
FITNESS FOR THE USE CONTEMPLATED BY THE LESSEE OF THE LEASED 
PROPERTY OR ANY ITEM THEREOF OR ANY OTHER REPRESENTATION OR 
WARRANTY WITH RESPECT TO THE LEASED PROPERTY OR ANY ITEM THEREOF. 
IN NO EVENT SHALL THE LESSOR OR THE TRUSTEE BE LIABLE FOR INCIDENTAL, 
INDIRECT, SPECIAL OR CONSEQUENTIAL DAMAGES IN CONNECTION WITH OR 
ARISING OUT OF THIS LEASE OR FOR THE EXISTENCE, FURNISHING, FUNCTIONING 
OR THE LESSEE'S USE OF THE LEASED PROPERTY. 

SECTION 6.2 Lessee's Rieht to Enforce Warranties. The Lessee shall have all rights 
with respect to the warranties of the Contractors with respect to the Leased Property, and the 
right to enforce such warranties against the Contractors. If the Lessor is ever required or 
requested by the Lessee to enforce any warranty with respect to the Leased Property on behalf 
of the Lessee, the Lessee shall reimburse the Lessor for any costs incurred by the Lessor in the 
enforcement of such warranty, including reasonable attorneys' fees. 

SECTION 6.3 Lessor Access to the Leased Property and the Project. The Lessee agrees 
that the Lessor, any authorized representative of the Lessor and the Lessor's successors or assigns, 
shall have the right at all reasonable times to examine and inspect the Leased Property and any 
Component of the Project. The Lessee further agrees that the Lessor, any such representative, 
and the Lessor's successors or assigns shall have such rights of access to the Leased Property as 
may be reasonably necessary to cause the proper maintenance of the Leased Property in the event 
of failure by the Lessee to perform its obligations under this Lease. 

ARTICLE VII 

ASSIGNMENT, SUBLEASING AND INDEMNIFICATION 

SECTION 7.1 Assignment by Lessor. The Lessee and the Lessor acknowledge that this 
Lease, including the rights to receive the Lease Payments hereunder, and the rights of the Lessee 
to receive payments from the Agency under the Reimbursement Agreement and the rights to 
enforce the covenants, agreements, representations and warranties of the Lessee hereunder and 
all other rights and remedies of the Lessor hereunder (except the rights to expenses, fees and 
indemnification of the Lessor provided herein), have been pledged and assigned by the Lessor 



to the Trustee under the Indenture as security for the repayment of the Bonds. Lease Payments, 
including payments made by the Redevelopment Agency to the Lessee under the Reimbursement 
Agreement, shall be paid directly to the Trustee. The Trustee may exercise any of the rights and 
remedies assigned to it hereunder directly against the Lessee. It is expressly agreed that, 
notwithstanding such pledge and assignment, the Lessor shall retain all duties and obligations of 
the Lessor hereunder. 

SECTION 7.2 Assipnrnent and Subleasing by the Lessee. This Lease may be assigned 
or the Leased Property or any Leased Unit of the Project or portion thereof may be subleased by 
the Lessee, provided, that any such assignment or sublease shall be subject to all of the following 
conditions: 

(a) This Lease and the obligation of the Lessee to make Lease Payments under 
this Lease shall remain obligations of the Lessee; and 

(b) The sublessee or assignee shall become primarily liable on the obligations 
of the Lessee under this Lease to the extent of the interest subleased or assigned; and 

(c) The Lessee shall, within thirty (30) days after the delivery thereof, furnish 
or cause to be furnished to the Lessor and the Trustee a true and complete copy of such 
sublease or assignment; and 

(d) No such sublease or assignment by the Lessee shall cause the Leased 
Property to be used for a purpose other than a governmental function authorized under 
the provisions of the Constitution and laws of the State; and 

(e) The Lessee shall have delivered to the Trustee an opinion of Bond Counsel 
to the effect that such sublease or assignment shall not adversely affect the exclusion of 
interest on the Bonds from gross income for Federal income tax purposes and the 
exemption of interest on the Bonds from State of California personal income taxes. 

SECTION 7.3 Release and Indemnification Covenants. The Lessee shall and hereby 
agrees to the extent permitted by law to indemnify and save the Lessor, the members of the 
Lessor, and the Trustee and the members, officers and employees of each of the foregoing 
harmless from and against all claims, losses and damages, including legal fees and expenses, 
arising out of (a) the use, maintenance, condition or management of, or from any work or thing 
done on the Leased Property or any Component of the Project by the Lessee or at its direction 
or request, (b) any breach or default on the part of the Lessee in the performance of any of its 
obligations under this Lease, (c) any act or negligence of the Lessee or of any of its agents, 
contractors, servants, employees or licensees with respect to the Leased Property or any 
Component of the Project, (d) any act or negligence of any assignee or sublessee of the Lessee, 
or of any agents, contractors, servants, employees or licensees of any assignee or sublessee of the 
Lessee with respect to the Leased Property or any Component of the Project, (e) the acquisition, 
construction and installation of any Component of the Project or the authorization of payment of 
the Project Costs by the Lessee or authorization of payment of costs of repairs to the Leased 



Property or any Component of the Project, (f) the Trustee's acceptance or administration of the 
trust, or performance of its duties under the Indenture, (g) the sale of any Bonds and the carrying 
out of any of the transactions contemplated by the Bonds, or (h) any untrue statement or alleged 
untrue statement of any material fact or omission or alleged omission to state a material fact 
necessary to make the statements made, in light of the circumstances under which they were 
made, not misleading in any official statement or other disclosure document utilized in connection 
with the sale of the Bonds. No indemnification to the Lessor or the Trustee is required to be 
made by the Lessee under this Section 7.3 or elsewhere in this Lease for willful misconduct or 
negligence under this Lease by the Lessor, the Trustee, their officers, agents, employees, 
successors or assigns. 

ARTICLE VIII 

EVENTS OF DEFAULT AND REMEDIES 

SECTION 8.1 Events of Default Defined. The following shall be "events of default" 
under this Lease and the terms "events of default" and "default" shall mean, whenever they are 
used in this Lease, any one or more of the following events: 

(a) Failure by the Lessee to pay any Lease Payment at the time specified 
herein. 

(b) Failure by the Lessee to observe and perform any covenant, condition or 
agreement on its part to be observed or performed herein or in the Site Lease, other than 
as referred to in clause (a) of this Section, for a period of sixty (60) days after written 
notice specifying such failure and requesting that it be remedied has been given to the 
Lessee by the Lessor, the Trustee or the Owners of not less than twenty-five percent 
(25%) in aggregate principal amount of Bonds then outstanding; provided, however, if the 
failure stated in the notice cannot be corrected within the applicable period, the Lessor, 
the Trustee and such Owners will not unreasonably withhold their consent to an extension 
of such time if corrective action is instituted by the Lessee within the applicable period 
and diligently pursued until the default is corrected. 

(c) The filing by the Lessee of a voluntary petition in bankruptcy, or failure 
by the Lessee promptly to lift any execution, garnishment or attachment, or the filing of 
an involuntary petition in bankruptcy against the Lessee which petition shall not have 
been withdrawn within sixty (60) days, or assignment by the Lessee for the benefit of 
creditors, or the entry by the Lessee into an agreement of composition with creditors, or 
the approval by a court of competent jurisdiction of a petition applicable to the Lessee in 
any proceedings instituted under the provisions of the federal bankruptcy law or under any 
similar acts which may hereafter be enacted. 

SECTION 8.2 Remedies on Default. Whenever any event of default referred to in 
Section 8.1 hereof shall have happened and be continuing, it shall be lawful for the Lessor to 



exercise any and all remedies available pursuant to law or granted pursuant to this Lease; 
provided, however, that notwithstanding anything herein or in the Indenture to the contrary, 
THERE SHALL BE NO RIGHT UNDER ANY CIRCCTMSTANCES TO ACCELERATE THE 
LEASE PAYMENTS OR OTHERWISE DECLARE ANY LEASE PAYMENTS NOT THEN 
IN DEFAULT TO BE IMMEDIATELY DUE AND PAYABLE. Subject to the receipt of the 
opinions set forth in subparagraph (c) below, after the occurrence of an event of default 
hereunder, the Lessee will surrender possession of the Leased Property to the Lessor, if requested 
to do so by the Lessor, or by the Trustee or the Owners in accordance with the provisions of the 
Indenture. 

(a) No Termination: Re~ossession and Re-Lease on Behalf of Lessee. In the 
event the Lessor does not elect to terminate this Lease in the manner hereinafter provided 
for in subparagraph (b) hereof, the Lessor, to the extent permitted by law (subject to the 
receipt of the opinions set forth in subparagraph (c) below) may, with the consent of the 
Lessee, which consent is hereby irrevocably given, repossess the Leased Property and 
re-lease it for the account of the Lessee, in which event the Lessee's obligation will 
accrue from year to year in accordance with this Lease and the Lessee will continue to 
receive the value of the use of the Leased Property from year to year in the form of 
credits against its obligation to pay Lease Payments. The obligations of the Lessee shall 
remain the same as prior to such default, to pay Lease Payments whether the Lessor 
re-enters or not. The Lessee agrees to and shall remain liable for the payment of all 
Lease Payments and the performance of all conditions contained herein and shall reim- 
burse the Lessor for any deficiency arising out of the re-leasing of the Leased Property, 
or, in the event the Lessor is unable to re-lease the Leased Property, then for the full 
amount of all Lease Payments to the end of the Term of this Lease, but said Lease Pay- 
ments and/or deficiency shall be payable only at the same time and in the same manner 
as provided above for the payment of Lease Payments hereunder, notwithstanding such 
repossession by the Lessor or any suit, brought by the Lessor for the purpose of effecting 
such repossession of the Leased Property or the exercise of any other remedy by the 
Lessor. 

The Lessee hereby irrevocably appoints the Lessor as the agent and attorney-in-fact 
of the Lessee to repossess and re-lease the Leased Property, subject to the receipt of the 
opinions set forth in subparagraph (c) below, in the event of default by the Lessee in the 
performance of any covenants contained herein to be performed by the Lessee and to 
remove all personal property whatsoever situated upon the Leased Property, to place such 
property in storage or other suitable place in the County in which the Lessee is located, 
for the account of and at the expense of the Lessee, and the Lessee hereby exempts and 
agrees to save harmless the Lessor from any costs, loss or damage whatsoever arising or 
occasioned by any such repossession and re-leasing of the Leased Property. The Lessee 
hereby waives any and all claims for damage caused or which may be caused by the 
Lessor in repossessing the Leased Property as provided herein and all claims for damages 
that may result from the destruction of or the injury to the Leased Property and all claims 
for damages to or loss of any property belonging to the Lessee that may be in or upon 
the Leased Property. 



The Lessee agrees that the terms of this Lease constitute full and sufficient notice 
of the right of the Lessor to re-lease the Leased Property in the event of such repossession 
without effecting a surrender of this Lease (subject in such event to the receipt by the 
Lessor of the opinions set forth in subparagraph (c) below), and further agrees that no acts 
of the Lessor in effecting such re-leasing shall constitute a surrender or termination of this 
Lease irrespective of the term for which such re-leasing is made or the terms and 
conditions of such re-leasing, or otherwise, but that, on the contrary, in the event of such 
default by the Lessee the right to terminate this Lease shall vest in the Lessor to be 
effected in the sole and exclusive manner provided for in subparagraph (b) below. The 
Lessee further waives the right to any rental obtained by the Lessor in excess of the Lease 
Payments and, to the extent permitted by law, hereby conveys and releases such excess 
to the Lessor as compensation to the Lessor for its services in re-leasing the Leased 
Property. 

(b) Termination: Repossession and Re-Lease. In the event of the termination 
of this Lease by the Lessor at its option and in the manner hereinafter provided on 
account of default by the Lessee (and notwithstanding any repossession of the Leased 
Property by the Lessor in any manner whatsoever or the re-leasing of the Leased Property 
in accordance with the terms hereof), the Lessee nevertheless agrees to pay to the Lessor 
all costs, losses or damages howsoever arising or occurring payable at the same time and 
in the same manner as is provided herein in the case of payment of Lease Payments. Any 
proceeds of the re-lease or other disposition of the Leased Property by the Lessor shall 
be delivered to the Trustee for deposit first into the Interest Payment Account, and to the 
extent such account is funded to the extent then required under the Indenture, in the 
Principal Payment Account and shall be applied in accordance with the provisions of 
Article IV of the Indenture. Neither notice to pay rent or to deliver up possession of the 
Leased Property given pursuant to law nor any proceeding taken by the Lessor to recover 
possession of the Leased Property shall of itself operate to terminate this Lease, and no 
termination of this Lease on account of default by the Lessee shall be or become effective 
by operation of law, or otherwise, unless and until the Lessor shall have obtained the 
opinions set forth in subparagraph (c) below and given written notice to the Lessee of the 
election on the part of the Lessor to terminate this Lease. The Lessee covenants and 
agrees that no surrender of the Leased Property for the remainder of the Term hereof or 
any termination of this Lease shall be valid in any manner or for any purpose whatsoever 
unless stated or accepted by the Lessor by such written notice. No such termination shall 
be effected either by operation of law or act of the parties hereto, except only in the 
manner herein expressly provided. 

The Lessor and Lessee hereby agree that Section 195 1.2 of the California Civil 
Code shall apply to this Lease and that upon such termination, the Lessor may recover, 
in addition to all other damages available by contract or at law, from the Lessee: (i) the 
worth at the time of award of the unpaid rental which had been earned at the time of 
termination; (ii) the worth at the time of award of the amount by which the unpaid rental 
which would have been earned after termination until the time of award exceeds the 
amount of such rental loss that the Lessee proves could have been reasonably avoided; 



(iii) the worth at the time of award of the amount by which the unpaid rental for the 
balance of the term after the time of the award exceeds the amount of such rental loss that 
the Lessee proves could have been reasonably avoided; and (iv) any other amount 
necessary to compensate the Lessor for all the detriment proximately caused by the 
Lessee's failure to perform its obligations under this Lease or which in the ordinary 
course of things would be likely to result therefrom. The "worth at the time of award" 
of the amounts referred to in clauses (i), (ii) and (iii) above is computed by allowing 
interest at the legal rate of interest per annum at which judgments for money in the State 
of California bear interest. 

(c) Exceptions: City-County Administration Building. Parking Garage and 
Communications Center. Notwithstanding the foregoing, the Lessor, or the Trustee acting 

*: 
on behalf of the Lessor, shall have no right to repossess or reenter the Leased Unit of the 

I. 

Project comprising the City-County Administration Building until the Lessor, or the r 

Trustee acting on behalf of the Lessor, has first offered to the County in writing notice c 

that the County is entitled to assume the Lessee's obligations hereunder with respect to 
< 

the City-County Administration Building, including but not limited to the obligation of 
the Lessee to pay Lease Payments with respect thereto. The County shall respond in 
writing to the Lessor, or the Trustee, as applicable, no later than 30 days following the 
receipt of such notice. In the event the County determines not to assume Lessee's 
obligations hereunder with respect to the City-County Administration Building, the Lessor 
or the Trustee, as applicable, may thereupon proceed to repossess or reenter such facility 
or pursue any other remedy provided herein. The parties hereto acknowledge that the 
provisions set forth this paragraph are intended to permit the County to protect its interests 
in and to the City-County Administration Building and as such the parties hereto 
acknowledge that the County is a third-party beneficiary of this Agreement insofar as the 
County would be entitled to assume the Lessee's obligations with respect to the City- 
County Administration Building. 

Notwithstanding the foregoing, in accordance with Section 6.7 of the Master 
Agreement the Financing Agency shall be entitled, upon the occurrence of an Event of 
Default hereunder and a decision by the Trustee to terminate this Lease in accordance 
with Section 8.2(b) above, to exercise its "right of first refusal" with respect to the 
purchase of the Parking Garage, and the Lessor, or the Trustee acting on behalf of the 
Lessor, shall cause to be delivered to the Financing Agency notice of the occurrence of 
an Event of Default hereunder. The purchase price for the Parking Garage shall be the 
principal amount of the Lease Payments due and owing with respect to the Parking 
Garage, together with interest due on said principal amounts to the date such purchase is 
exercised. The Financing Agency shall within 30 days of the receipt of said notice 
respond to the Lessor, or the Trustee acting on behalf of the Lessor, whether the 
Financing Agency intends to purchase the Parking Garage. In the event the Financing 
Agency determines not to exercise its right to purchase the Parking Garage, the Lessor 
or the Trustee, as applicable, may thereupon proceed to exercise its remedies as provided 
herein. The parties hereto acknowledge that the provisions set forth in this paragraph are 
intended to permit the Financing Agency to protect its interests in and to the Parking 



Garage and as such the parties hereto acknowledge that the Financing Agency is a third- 
party beneficiary of this Agreement insofar as the Financing Agency would be entitled to 
exercise the "right of first refusal" with respect to the purchase of the Parking Garage 
from the Lessor, or the Trustee acting on behalf of the Lessor. 

In the event the County or the Financing Agency, as the case may be, determines 
to exercise their respective rights as set forth above, the Bond Insurer shall be 
immediately notified; provided however, that no action by the County or the Financing 
Agency to exercise any rights hereunder shall limit the rights and remedies of the Bond 
Insurer under this Agreement. 

In addition, the Lessor, or the Trustee acting on behalf of the Lessor, shall have 
no right to repossess or reenter Communications Dispatch Center, the sole remedy of the 
Lessor or the Trustee, as applicable, being to seek payment of Lease Payments therefor 
as and when the same become due. 

(d) Opinion of Bond Counsel. The repossession andlor re-leasing of the 
Leased Property, or the termination of this Lease as provided in subparagraph (b) above, 

. shall be subject to the written consent of the Lessor (which consent shall not be 
unreasonably withheld) and the opinion of Bond Counsel addressed to the Lessor that such 
repossession andlor re-leasing, or termination of the Lease, as applicable, will not 
adversely affect the exclusion of interest on the Bonds from gross income for Federal 
income tax purposes and the exemption of interest on the Bonds from State of California 
personal income taxes; provided however, the Trustee shall not be required to obtain such 
opinions provided it has received the consent of a majority in aggregate principal amounts 
of Bonds outstanding. 

SECTION 8.3 No Remedy Exclusive. No remedy conferred herein upon or reserved 
to the Lessor is intended to be exclusive and every such remedy shall be cumulative and shall be 
in addition to every other remedy given under this Lease or now or hereafter existing at law or 
in equity. Without limiting the generality of the foregoing, the Lessor may bring an action or 
suit in equity (i) to require the Lessee and its trustees, officers and employees to account as 
trustee of an express trust, (ii) to enjoin any acts or things which may be unlawful or in violation 
of the rights of the Lessor, or (iii) by mandamus to enforce the Lessor's rights against the Lessee 
(and its officers and employees) and to compel the Lessee to perform and carry out its duties and 
obligations under the law and its covenants and agreements with the Lessor as provided herein. 
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 Lessor to exercise any remedy reserved to it in this Article it shall not be necessary to give 
any notice, other than such notice as may be required in this Article or by law. 

SECTION 8.4 Apreement to Pay Attorneys' Fees and Expenses. In the event either 
party to this Lease should default under any of the provisions hereof and the nondefaulting party 
should employ attorneys or incur other expenses for the collection of moneys or the enforcement 



of performance or observance of any obligation or agreement on the part of the defaulting party 
contained herein, the defaulting party agrees that it will pay on demand to the nondefaulting party 
the reasonable fees of such attorneys and such other expenses so incurred by the nondefaulting 
party. 

SECTION 8.5 No Additional Waiver Implied bv One Waiver. In the event any 
agreement contained in this Lease should be breached by either party and thereafter waived by 
the other party, such waiver shall be limited to the particular breach so waived and shall not be 
deemed to waive any other breach hereunder. 

SECTION 8.6 Application of the Proceeds from the Re-Lease of the Leased Property. 
All amounts received by the Lessor under this Article VIII shall be credited towards the Lease 
Payments in order of Lease Payment Date. 

SECTION 8.7 Trustee and Owners to Exercise Rights. Such rights and remedies as are 
given to the Lessor under this Article VIII have been assigned by the Lessor to the Trustee under 
the Indenture, to which assignment the Lessee hereby consents. Such rights and remedies shall 
be exercised by the Trustee and the Owners as provided in the Indenture. The Trustee's rights 
to immunities and protection from liability under Section 7.3 and its rights to payment of its fees 
and expenses hereto shall survive its resignation or removal and the final payment or the 
defeasance of the Bonds (or the discharge of the Bonds or the defeasance of the lien of the 
Indenture). 

ARTICLE IX 

OPTION TO PREPAY 

SECTION 9.1 Option to Prepay. Subject to the terms and conditions of this Section, 
the Lessor hereby grants an option to the Lessee to prepay in whole or in part (and if in part, in 
integral multiples of $5,000), the Principal Components related to this Lease, or Principal 
Components related to any Leased Unit of the Project, in accordance with Section 12.01 of the 
Indenture. 

The Lessee and the Lessor hereby agree that such prepayment in part shall be credited 
towards the Lessee's obligations hereunder (and with respect to any Leased Unit of the Project, 
as specified by the Lessee) at the option of the Lessee either in inverse order of such obligations 
or pro rata (with respect to Principal Components) among Principal Payment Dates. A 
prepayment made pursuant to this Section 9.1 shall not cause a defeasance of Bonds unless the 
requirements of Section 4.6 hereof and Article XI1 of the Indenture are satisfied. 

SECTION 9.2 Credit for Amounts on Deposit. In the event of prepayment of the 
Principal Component related to this Lease in full under this Article IX, such that this Lease shall 
be terminated by its terms as provided in Section 4.2(a) hereof, all amounts then on deposit under 



the Indenture which are to be credited to the Lessee's obligations to make Lease Payments shall 
be credited towards the amounts then required to be so prepaid. 

ARTICLE X 

MISCELLANEOUS 

SECTION 10.1 Notices. All notices, certificates or other communications hereunder shall 
be sufficiently given and shall be deemed to have been received 48 hours after deposit in the 
United States mail in registered or certified form with postage fully prepaid when sent to the 
addresses shown on Exhibit E hereto. 

The Trustee, the Lessor, the Lessee, the Financing Agency and the Bond Insurer by notice 
given hereunder, may designate different addresses to which subsequent notices, certificates or 
other communications will be sent. 

SECTION 10.2 Binding Effect. This Lease shall inure to the benefit of and shall be 
binding upon the Lessor and the Lessee and their respective successors and assigns, and the 
Trustee shall be deemed a third party beneficiary of this Lease. 

SECTION 10.3 Severability. In the event any provision of this Lease shall be held 
invalid or unenforceable by any court of competent jurisdiction, such holding shall not invalidate 
or render unenforceable any other provision hereof. 

SECTION 10.4 Amendments, Changes and Modifications. This Lease may be amended 
or any of its terms modified with the written consent of the Lessee and the Lessor; provided, that 
no such amendment shall become effective unless approved in writing by the Trustee and 
provided further that all such amendments must comply with Section 11 -03 of the Indenture. 

SECTION 10.5 Net-net-net Lease. This Lease shall be deemed and construed to be a 
"net-net-net lease," and the Lessee hereby agrees that the Lease Payments shall be an absolute 
net return to the Lessor or its successors or assigns, free and clear of any expenses, charges or 
set-offs whatsoever. 

SECTION 10.6 Further Assurances and Corrective Instruments. The Lessor and the 
Lessee agree that they will, from time to time, execute, acknowledge and deliver, or cause to be 
executed, acknowledged and delivered, such supplements hereto and such further instruments as 
may reasonably be required for correcting any inadequate or incorrect description of the Leased 
Property (or any portion thereof) hereby leased or intended so to be or for carrying out the 
expressed intention of this Lease. 

SECTION 10.7 Execution in Counterparts. This Lease 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. 



I SECTION 10.8 Applicable Law. This Lease shall be governed by and construed in 
accordance with the laws of the State of California. 

SECTION 10.9 Lessor and Lessee Representatives. Whenever under the provisions of 
this Lease the approval of the Lessor or the Lessee is required, or the Lessor or the Lessee is 
required to take some action at the request of the other, such approval or such request shall be 
given for the Lessor by an authorized representative of the Lessor and for the Lessee by an 
Authorized Representative of the Lessee, and any party hereto shall be authorized to rely upon 
any such approval or request. 

SECTION 10.10 Captions. The captions or headings in this Lease are for convenience 
only and in no way define, limit or describe the scope or intent of any provisions or Section of 
this Lease. 



IN WITNESS WHEREOF, the Lessor has caused this Lease to be executed in its name 
by its duly authorized representative; and the Lessee has caused this Lease to be executed in its 
name by its duly authorized officer, all as of the Dated Date. 

MODEST0 PUBLIC FINANCING AUTHORITY, 
as Lessor 

CITY OF MODESTO, as Lessee 

By: iS%----7 
/ity Manager 



State of California ) 
) ss 

County of Stanislaus ) 

On ,%.ic a c-; \ ' f  4c1998 before me, --A13.c-r, -=; \ ?,, Lcx c,T , personally 

appeared7$ ; \\~,xc.\ '9 \Ax -/ , @ persona\ly k n k n  to me, or proved to me on 
the basis of satisfactory evidencQto be thevperson(s) whose name(s) is/are subscribed to the 
within instrument and acknowledged to me that he/she/they executed the same in his/her/their 
authorized capacity(ties), and that by hisheritheir signature(s) on the instrument the person(s), 
or the entity upon behalf of which person(s) acted, executed the instrument. 

WITNESS my hand and official seal. 

r .- . , ,,-..,-.,--&A, - ,,.. .?&.JLrK [Seal] 

COMM. #I045918 
NOTARY PUBLIC- CALIFORNIA 

STANISLAUS COUNTY Y 



(" State of California ) 
ss 

County of Stanislaus ) 

,a <ThL--$ 
On 01 i4 ?,cC! C , 1998 before me, \,&,% ,\,,,, :-;Lpe sonally 

appeared ;\ ,. ~ ~ , ' ~ b - . ~ ~ ~ c ~ ~ e ~ ~ ~ \  - , $ p e r s o ~ ~ l l y  &\wn to me, or b proved to me 
on the basis of satisfactory evidence to be thefperson(s) whose name(s) islare subscribed to the 
within instrument and acknowledged to me that he/she/they executed the same in his/her/their 
authorized capacity(ties), and that by his/her/their signature@) on the instrument the person(s), 
or the entity upon behalf of which person@) acted, executed the instrument. 

WITNESS my hand and official seal. 

~ i ~ n a t u r z - h 3 .  r-~.n.~- LSnn 
b . 3 (.'J 



State of California ) 
) ss. 

County of Stanislaus ) 

On March 9, 1998, before me, Rosemarie Havener. Notary Public l 

Notary Public 
personally appeared Michael D. Milich 

Name(s) of Signer(s) 

L o n a l l y  known to me -OR- proved to me on the basis of satisfactory evidence to be the 
person whose name is subscribed to the within 
instrument and acknowledged to me that he executed 
the same in his authorized capacity, and that by his 
signature on the instrument the person, or the entity 
upon behalf of which the person acted, executed the 
instrument. 

Capacity Claimed by Signer 
Individual 
Corporate Officer 

WITNESS my hand and official seal. 

- L Signature of Notary Public 

OPTIONAL 

Title(s) : 
Partner -- Limited General 
Attorney-in-fact 
Trustee 
GuardiardConservator 
Other: 

Signer is Representing: 
Name of Persons(s) or Entity(ies) 

Attention Notary: Although the information requested below is OPTIONAL, ii could prevent 
fraudulent attachment of this certificate to an unauthorized document. 

THIS CERTIFICATE Title or Type of Document 
MUST BE ATTACHED 
TO THE DOCUMENT Number of Pages Date of Document- 
DESCRIBED AT RIGHT: Signer(s) Other than Named Above 

W:MPPS\CAOFFICE\ROSIE\NOTARY\NOTA RY. WPD 



Exhibit A 

Public Parks 
Sites/Public 

City-County Communications Police Capital 
Administration Parking Garage Dispatch Center Headquarters Improvements 

Building Annual Semi-Annual Lease Semi-Annual Lease Building Semi-Annual Semi-Annual Total Annual 
Year Lease Payments Payments Payment Lease Payments Lease Payments Lease Payments 

See Attachment 2 Hereto 



Exhibit B 

GENERAL DESCRIPTION OF THE LEASED PROPERTY 

1. The Lessee's one-half undivided interest in and to portions of the City-County 
Administrative building, including the Lessee's one-half undivided interest in the Site 
upon which such facility will be constructed, together with the Lessee's rights and 
interests in the use of common areas, but excluding that certain airspace subdivision on 
the first floor of the City-County Administrative building. 

2. The public parking garage containing approximately 700 spaces to be used by the general 
public, including the Site upon which such facility is located. 

3. The Public Park Improvements, consisting of (i) the Floyd Neighborhood Park, (ii) the 
Riverside Neighborhood Park, (iii) the Sipherd Neighborhood Park (iv) the Wesson Ranch 
Neighborhood Park, and (v) the Park Graceada, including in each instance, all other 
improvements, facilities to be exclusively occupied or administered by the City. 

4. The Lessee's undivided fifty percent (50%) interest in and to the use of facilities 
constituting the Communications Dispatch Center, including its undivided fifty percent 
(50%) interest in and to the Site, and interests in the use of common areas. 

5. The Police Headquarters building, including the Site upon which such facility is located. 

6. The Miscellaneous Public Properties, such properties being located within the City and 
more commonly referred to as (i) Fire Station No. 1; (ii) Fire Station No. 3; (iii) Fire 
Station No. 5; (iv) Fire Station No. 6; (v) Fire Station No. 7; (vi) the McHenry Museum; 
(vii) the McHenry Mansion; (viii) the Community Center; (ix) the Senior Citizen Center; 
(x) Parking Lot No. 25; (xi) Parking Lot No. 3 and (xi) the Parking Structure. 



Exhibit C 

LEGAL DESCRIPTION OF THE SITES 

See Attachment 1 hereto 



Exhibit D 

COMPONENTS OF THE PROJECT 

The Project is a mixed use development proposed for downtown Modesto (referred to herein as 
the " 10th Street Place Project"), together with other capital improvements as more fully described 
below. The Components of the Project include the following: 

A joint administrative office building for the City of Modesto and the County of Stanislaus. The 
total square footage of the building is approximately 248,000, of which approximately 220,000 
will be office space for use by the City and County. Approximately 28,000 square will be used 
for retail space. The retail space will be located on the ground floor of the office building. The 
building is seven stories high, six stories of which are above grade and one below grade. 

A public parking garage of approximately 700 spaces. The garage will be five stories, four of 
which are above grade and one below grade. This Component includes a retail pad of 
approximately 12,000 square feet located adjacent to the public parking garage. 

The rehabilitation of an approximately 18,700 square foot Communications Dispatch Center 
jointly owned by the City and the County. The Communications Dispatch Center will be located 
on the Communications Dispatch Center Site. 

( An approximately 40,000 square foot Police Headquarters building will be constructed on the 
Police Site to provide administration, support and investigative activities for the City's police 
department. 



Exhibit E 

ADDRESSES FOR NOTICES 

If to the Lessee: 

If to the Lessor: 

City of Modesto 
1012 "I" Street, 2nd Floor 
Modesto, California 95353 
Attention: Director of Finance 

Modesto Public Financing Authority 
C/O City of Modesto 
1012 "I" Street, 2nd Floor 
Modesto, California 953 53 
Attention: President 

If to the Financing Agency: City-County Capital Improvements and Financing Agency 
(C/O Stanislaus County CEO's Office) 
1 100 H Street, 2nd Floor 
Modesto, California 95354 
Attention: Project Administrator 

If to the County County of Stanislaus 
80 1 1 1 th Street 
Modesto, California 96354 
Attention: Chief Executive Officer 

If to the Bond Insurer: Ambac Assurance Corporation 
One State Street Plaza 
New York, New York 10004 
Attention: Surveillance 

If to the Trustee: Harris Trust Company of California 
60 1 South Figueroa Avenue, 49th Floor 
Los Angeles, California 900 17 
Attention: Corporate Trust Department 



ATTACHMENT 1 

Parcel NO. 1 --  Graceda Bark 
All of Blocks 531, 532 and 533 as per map filed December 21, 1942  in 
Volume 15 of Maps, Stanislaus County Records. 

Parcel No. 2 -- Floyd Park 
Parcels A and B as per Parcel Map filed October 9, 1969 in Volume 7 of 
Parcel Maps, Page 68, Stanislaus County Records. 

Parcel Nol. 3 -- Co'lrmnication Facflitv 
~n undivided one-half interest in the following: 
Parcel 2 as per Parcel Map filed September 24, 1979'in Volume 29 of 
Parcel Maps, Page 100, Stanislaus County Records. 

Parcel Nol. 4 - -  Police Facility 
Lots 1 thru 32, inclusive. in Block 71 of the CITY OF MODESTO, as per 
map recorded December 21, 1942 in Volume 15 of M a p s ,  Stanislaus County 

TOGETHEX WITH 

1 that real property in the State of Ca 
anislaus, City of Modesto, being a port 
Section 32, Township 3 South, Range 9 

:ridian, described as follows: 

.liEornia, County of 
ion of the Northeast: 
E a ~ t ,  Mount Diablo B 

quarter 
,se and 

That portion of the 20-foot alley in Block 71 as delineated on the 
Official Ma of the City of Modesto, as per map filed December 21, 
1942, in Voyume 15 of Maps. Stanialaus County Records, described as 
follows : 

Beginning at the most Southerly corner of Lot 16 in said Block 71, 
said point being on the Northeaetern line of said 20.00 foot alley i n  
Block 7 1 ;  thence along said Northeastern line of said alley, North 43O 
29' 3011 West, 150.00 feet, t o  the most Southerly corner of Lot 10 in 
Block 71; thence South 46O 30' 30" West, 20.00 feet, to the most 
Northerly corner of Lot 22 in Block 71. said point being on the 
Southwestern line of the 20.00 foot alley in Block 71; thence along 
said Southwestern line of sa id  a l l e  , South 43O 2 9 '  30" East, 150.00 
feet, to the most Easterly corner o $ Lot 17 in Block 71, said point 
being on the Northwestern line of 80.00 foot "F1! Street; thence along 
said Northwestern line of "F" Street, North 46O 30' 30" East, 20.00 
feet, to the point of beginning. 

Parcel No. 5 --  Block 67 Redevelopment Agency 
Lots 1 through 7 and 25 through 32 in Block 67 of the City of Modesto 
as per Map filed December 21. 1942 in volume 15 of Maps, Stanislaus 
County Records 

Together with: 
All that portion of Lot 8 in Block 67 of the City of Modesto described 
as follows: 
Beginning at the most Northerly Corner of said Lot 8, thence South 43"  
31' 06" East along the northeasterly line of said lot, a distance of 
20.14 feet; thence South 46O 2 7 '  30" West a distance of 150.09 feet to 
the center line of said alley; thence North 4 3 O  31' 16" West along 
said center line a distance of 20.11 feet to the point of intersection 
with the southwesterly extension of the Northweeterly line of Lot 8; 
thence North 4 6 O  26'46" East along said extension and said 

t 
Northwesterly line of Lot 8 ,  a distance of 150.09 feet to the point of 

I, beginning. 



Also  Together w i t h :  
All  that portion of Lots 23 and 24 in Block 67 described as follows: 
Beginning at the moat westerly corner of Lot 24, thence North 46O 2 7 '  
0111 East alon the northwesterly line of said Lot 24 ,  a distance of 
95.17 feet; t 2 ence Aouth 4 3 O  32' 30" East, a distance of 33.11 feet; 
thence south 46O 27 ' 3011 West, a distance of 95.18 feet  to a point on 
the southwesterl line of Lot 23; thence North 430 31' 2811 West, along ;Y said southwester y Line of Lot 23 and the southwesterly line of Lot 24 
a histance of 33.10 feet t o  the point of beginning. 

Excepting therefrom the following described property: 
All that portion of Lot 25 i n  Block 67 described as followe: 
Beginning at the most easterly corner of Lot 25; thence South 4 6 O  2 7 '  
Olfl West along the southeasterly line of said Lot 2 5 ,  a dietance of 
44.92 feet; thence North 4 3 O  32' 30" West, a distance of 4.91 feet; 
thence North 4 6 O  2 7 '  30" EaGt, a distance of 54.92 feet to the 
centerline of the alley as shown on eaid map of Block 67; thence south 
43O 31' 16" East. along eaid alley centerline, a distance of4.96 
feet, to the point of intersection with the northeasterly extension of 
the southeasterly line of said Lot 25; thence South 4 6 O  2 7 '  01" West 
along said extension, a distance of 10.00 feet to the point of 
beginning. 

Parcel -NO. 6 - - Block 67 City-County C a p L t a l  Imrovements and 
Financina Acrency 
AII undivided one-half interest in and to the following: 
Lots 8 through 24 in Block 67 of the City of Modesto as per map filed 
December 21, 1942 in Volume 15 of Maps, Stanislaus County Records. 

Together vith the following described property: 
All that portion of Lot 25 in Block 67 described as follows: 
Beginning at the most easterly corner of Lot 25; thence South 4 6 O  2 7 '  
011' West alon the southeasterly line of said Lot 2 5 ,  a distance of 
44.92 feet; t i!! ence North 4 3 O  32' 30" West, a distance of 4 . 9 1  feet; 
thence North 4 6 O  2 7 '  30" East, a distance of 54.92 feet to the 
centerline of the alley as shown on said map of Block 67; thence South 
43O 31' 16" East, along said alley centerline, a diatance of 4 . 9 0  
feet, to the point of intersection with the northeasterly extension of 
the southeasterly line of said Lot 25; thence South 46O 2 7 '  01" West 
along said extension, a distance of 10.00 feet to the point of 
beginning- 

Excepting therefrom the following described property: 
All chat portion of Lot 8 in Block 67 of the City of Modesto described 
as follows: 
Beginning at the most Northerly Corner of said Lot 8, thence South 4 3 0  
31' 0611 East along the northeasterly line of eaid lot, a distance of 
20.14 feet; thence South 46" 2 7 '  30'' West a distance of 150.09 feet to 
the center line of said alley; thence North 43O 31' 1 b r  West along 
said center line a distance of 20.11 feet to the point of intersection 
w i t h  the southwesterly extension of the Northwesterly line of Lot  8; 
thence North 46O 26'4611 Eaet along said extension and said 
Northwesterly line of Lot 8, a distance o f  150.09 feet to the point of 
beginning, 

A l a o  excepting therefrom the following described property: 
~ l l  that portion of Lots 23 and 24 in Block 67 described as follows: 
Beginning at the moat westerly corner of Lot 24, thence ~ o r t h  4 6 O  2 7 '  
0It1 East along the northwesterly line of said Lot 24,  a distance of 
95 .17  f ee t ;  thence Aauth 43O 32' 30" Eaet, a distance of 33-11 feet; 
thence South 4 6 O  2 7 '  30" West, a distance of 95.10 feet to  a point on 
the southwester1 line of Lot 23; thence North 4 3 0  31' 2 8 "  West, along 
said southweeter f: y line of Lot 23 and the southwesterly line of Lot 24 
a distance of 33.10 feet to the point of beginning. 



Parcel no. 7 -- Wesson Park 
Parcel No. 1 as per Parcel Map filed January 28, 1980 in Volume 30 of 
Parcel Maps, Page 13, Stanislaus County Records. 

Parcel NO. 8 --  Kollwood Park 
Lot 1 in Block 13158 of Hollywood Park N o .  2 as per Map filed February 
28, 1978 in Book 27 of Maps, Page 44, Stanislaus County Recorde. 

Parcel ~ g .  9.- Rivetside Park 
Parcel A: 
Parcels 1 and 1-A as per Parcel Map recorded May 16, 1966 in Book 1 of 
Parcel Maps, Page 134, Stanislaus County Records. 

Excepting Therefrom Parcels B-1 and 8-2  as per Parcel Map filed June 
5, 1974 in Book 19 of Parcel Maps, Page 31, Stanislaus County Records. 

Parcel B: 
Parcel No. A as per map filed June 5, 1974 in Book 19 of Parcel Maps, 
Page 31, Stanislaus County R e c o r d s .  

Parcel No. 1 0  -- Si~herd Park 
Parcel B as per map recorded August 14, 1974 in Book 19 of Parcel 
Maps, Page 75, Stanislaus County Records. 

Parcel. No. 11 - -  Morris Community Center 
All of Block 603 of the City of Modesto as per map filed December 21, 
1942 in Volume 15 of Maps,  tani is la us County R e c o r d e .  

Parcel No. 12 --  M c H e n w  Plansion 
Lots 17 through 24 in Block 122 of the City of Modesto as per Map f i l e  
December 21, 1942 in Volume 15 of Maps, Stanislaue County Records. 

Parcel No. 13 - -  KcHenry Mu~lem 
Lote 27 through 32 in Block 113 of the City of Modeato as per Map 
filed December 21, 1942 in Volume 15 of Maps, Stanislaus County 
Records. 
Excepting therefrom Lot 27, the Southeasterly 3 feet of the 
Southwesterly 97 feet thereof. 

Parcel No..14 - -  Senior Citizens Center 
Lots 18 through-31 in Block 590 of the City of Modesto as per Map 
filed December 21, 1942 in Volume 15 of Maps, Stanislaus County 
Records 

Parcel No, 15 - -  Parkins Structure 
Lot 5 through 12 in Block 6 8  of the City of Modesto as per Map f i l e d  
December 2 1 ,  1942 in Volume 15 of Maps, Stanislaus County Records. 

P p  
Lots 2 9 ,  30, 31 and 32 in Block 94  of the City of Modeeto as per Map 
filed December 21, 1942 in Volume 15 of Maps, Stanislaus County 
Records. 

Parcel No. 17 -- Parkinq Lot # 25 
Lots 28 through 32 in Block 55 of the City of Modeeto as per Map filed 
December 21, 1942 in volume 15 of Maps, Stanislaus County Records. 

Parcel No. 28 -- Fire Station-# 1 
Lote 17 through 26 in Block 81 of the City of Modeeto as per Map f i l e d  
December 21, 1942 in Volume 15 of Maps, Stanislaus County Records. 

Parcel No. 19 --  F i r e  Station # 3 
~ o t s  1 and 2 in   lock 2283 of D Creek Estates No. 1 as per Map filed 
December 13, 1966 In volume 21 .or Maps, Page 55,  Stanislaus County 
R e c o r d s .  



Parcel No. 20 -- F i r e  Station # 6 
Parcel No. C as per Parcel M d p  f i l e d  Auguet 17, 1977 i n  Book 25 of 
Parcel Maps, Page 83, Stanislaus County Records. 

Parcel No. 21 -- F i r e  Sta t ion  # 7 
Parcel A as per Parcel Map filed June 27, 1974 in volume 19 of Maps, 
Page 51. stadslaus County Records. 

Parcel No. 22 -- F i r e  Station #. 5 

PARCEL 1: 

All that portion of Lot 2 of t he  Fresno Tract, as per map filed   arch 
4 ,  1903 in Volume 1 of Map, Page 76, Stanislaus County Records, 
described as follo~s: 

BEGINNING at a point on the east line of said Lot 2 located on the 
centerline of a 50 foot public'road designated ae Oakdale Road on said 
map, which point is located North O 0  3 0 '  West 396 feet from the 
southeast comer of said Lot 2 ;  thence from said point of beginning 
paral lel  to the south line of said Lot 2, North 88O 30' West 660 feet 
to a point on the west line of said Lot 2; thence North O 0  30' West 
along said west line of said Lot 2 a distance of 153.73 feet: thence 
east parallel with the eouth line of said Lot 2, a distance of 660 
fee t  to a point  on the east line of said Lot 2, located on the center 
line of eaid Oakdale Road-; thence along the east line of said Lot 2 
and the centerline of said Oakdale Road, South o o  30' East 174-24 feet 
t o  the point of beginning. 

ALSO EXCEPTING THEREFROM all that portion thereof lying northerly of 
the north line of Burchell Court (formerly Northern Boulevard) 
extending westerly to the west line of LOE 2. 

ALSO EXCEPTING THEREFROM all that portion thereof lying within 
Briggsmore Avenue, Burchell Court and McHenry Avenue. 

ALSO EXCEPTING THEREFROM a l l  that certain property described i n  Deed 
t o  Chester D. Chambers, recorded March 10, 1964 in Book 1929 at Page 
641, and in Deed to S.W.A.P., a Joint Venture, recorded July 10, 1962 
in Book 1780 at Page 145, ~tanialaus County Records. 

PARCEL 2 : 

All that portion of Lot 2 of the Fresno Tract, as per map f i l e d  March 
4 ,  1903 in Volume 1 of Maps, Page 76, Stanislaus County Records, 
section 17, Township 3 South, Range 9 East, M.D,B.& M., described as 
follows : 

COMMENCXNG at a point on the southerly line of the property conveyed 
to Chester D. Chambers by Deed recorded May 7, 1959 in Volume 1545 of 
official Records at Page 321, as Instrument No. 13137, Stanislaue 
County Records, said point being the northeastern corner of Parcel vEir 
on the western line of Timothy Avenue as shown on the  map entitled 
I1Survey of a portion of Lot 2 of the Fresno Tract, filed April 16, 
3954 in Volume 6, Record of Surveys, page 53, Stanislaus County 
Records; thence along a line at right angels to the western line of 
Timothy Avenue, North 8 9 O  30' East, 3 0 . 0 0  feet to a point on the 
northerly extension of the centerline of Timothy Avenue; thence along 
said northerly extension, North 0 0 °  30' West, 46.90 feet to the true 
point of beginning; thence North 7 O  5 2 '  29"  East, 84.51 feet to a 
point on the northern l ine  of said Chambers pro er ty ,  which is also 
the southern line of the property conveyed to t g e City of Modesto by 
Deed recorded October 11, 1957, as Instrument No. 26217, Stanislaus 
County Records, said line also being the southern line of Parcel "A" 
as Per m a p  of Record of Survey f i l e d  July 6, 1962 in Volume 9 of 



Surveye, Page 25, Stanislaus County Records ; 

( (cont inuad) 
order No.: 904378 A 
Legal Description - Continued 

thence along said line, South 8 8 O  32' 30" Eaet, 142.76 feet  to a 3 /4  
inch i ron  pipe at the southeastern corner of said Parcel I1A1l. said 
corner being the northeast corner of eaid Chambers property which is 
also a point an the western line of a 20 Foot alley conveyed to the 
City of Modesto by Deed recorded October 1 9 ,  1960 i n  Volume 1639  of 
of f i c ia l  Records, at Page 695, as Instrument No, 29947, Stanislaus 
County Records; thence along said western line. South 0 0 °  30' Eaet, 
60.58 Eeet; thence South 82' 47' 5 5 "  West, 1 5 5 . 5 9  feet to the point of 
beginning. 

PARCEL 3 :  

~ 1 1  that portion of Lot 2 of the Fresno Tract. as per map filed March 
4, 1903 in Volume 1 of Mape, Page 76, Stanislaus County ~ecords, 
described as follows: 

BEGINNING at the northeast corner of Paxcel A, as shown on a Record of 
Survey Map of a portion of Lot 2 of the Fresno Tract, filed July 6 ,  
1962 in Volume 9 of Record of Surveys, Page 25, Stanislaus County 
Records; thence along the north l ine  of Parcel "A1', South 8gD 4 6 '  50' 
West 135.63 feet to the t r u e  point of beginning; thence continuing 
along said north l i n e  South 8 9 O  4 6 '  5 0 "  West 120.54 feet; thence South 
37O 5 7 l  43" East 166.35 feet to the southwest corner of property 
conveyed to the City of Modesto by Deed recorded March 10, 1964 in 
Volume 1929 of Official  Records. Pa e 643, as Instrument No, 9843, 
Stanislaus County Records; thence a 7 ong the west line of the city of 
Modesto property as conveyed by Deed above referred to and the 
northerly extension of said westerly l ine North 7" 5 2 '  29"  East 132.90 
feet, more or less, to the true point of beginning. 

PARCEL 4 : 

All that portion of Lot 2 of the Fresno Tract, as per map f i l e d  March 
4, 1903 in Volume 1 of Maps, Page 7 6 ,  Stanislaus County R e c o r d s ,  
described as follows: 

BEGINNING at the northeast corner of Parcel D, as shown on a Record of 
Survey Map of a portion of Lot 2 of the Freeno Tract, filed April 16, 
1954 in Volume 6 of Record of Surveys, Page 53. Stanislaue County 
Records; thence North 83O 31' 3O1 I  West along the north line of said 
parcel D and its westerly extension. a distance of 155.02 feet, more 
or less, t o  the centerline of Timothy Avenue, as shown on the Record 
of Survey above referred to; thence.North o 0  30' West, along the 
northerly extension of said centerline of Timothy Avenue to the 
southwest corner of the property conveyed to the City of Modesto by 
Deed recorded March 10, 1964, in Volume 1929 of Official Records, Page 
643, as Instrument No. 9843, Stanislaus County Records; thence North 
82' 4 7 '  55" East along the 6011th line of the city of Modesto property. 
as conveyed by Deed above referred to, to the southeast corner 
thereof,-saidFpoint being on the west-line of the property conveyed t o  
the City of Modesto by Deed recorded October 1 9 ,  1960 i n  Volume 1639 
of Official Records, Page 695, as Instrument No. 29947. Stanislaus 
County Records; thence south along the west line of the-c i ty  oE 
Modesto property as conveyed by Deed last above referred to, 71.83 
feet, mare or less, to the point of beginning. 



PARCEL 5 :, 
I 

All that portion of Lot 2 of the Fresno Tract, as per map f i l e d  March 
4 ,  1903 in Volume 1 of Maps, Page 76, Stanislaus County Records, 
described as follows: 

C O ~ C I N G  a t  the 3 / 4  inch iron pipe s e t  for the northeastern corner 
of Parcel 'IA", as per map of Record of Survey filed July 2 6 ,  1962 in 
Volume 9 of Record of Surveys, Page 25, Stanislaue County Records; 
thence along the northern h n e  of said Parcel "Ar1, South 8 S 0  46' 5 0 "  
West, 135 .63  feet t o  the northeastern corner of the property conveyed 
to Chester D. Chambere by Deed recorded March 10. 1964 in Volume 1929 
of Official Records, Page 641, as Instrument No. 9844, Stanislaus 
County Records; thence along the eastern line of the Chambers property 
and the western line of the property conveyed to the City of Modesto 
by Deed recorded March 1 0 ,  1964 in Volume 1929 of Official Records, 
Page 643. as Instrument No, 9843, Stanislaus County Records, South 07O 
5 2 '  29" West, 132 .90  feet to the southwestern corner of the City 
property as conveyed by Deed above referred to, and the true point of 
beginning; thence South 0 0 °  3 0 '  0 0 "  E a s t ,  48 .44  feet, more o r  less. to 
a point on the southern line of property conveyed to Chester D. 
chambers by ~ e e d  recorded May 7, 1959, as Inetrument N o .  1 3 1 3 7 ,  
stanislaus County Records, said point being on the centerline of the 
60.00 foot Timothy Avenue, aa shorn on a Record of Survey filed April 
1 6 ,  1 9 5 4  i n  Volume 6 of Record of Surveys, Page 53, Stanlslaus County 
Records; thence along said southern line of the property conveyed to 
Chambers by Deed l a a t  above referred to and the north llne of Timothy 
Avenue as ahown on a Record of Survey f i l e d  ~ p r i l  16,  1954 in Volume 6 
of Record of Surveys, Page 53, Stanislaus County Records, North 88O 
30' Weat, 3 0 . 0 2  feet to a pint on the weetern l i n e  of Timothy Avenue, 
as shown on said Record of Sumeye; thence along said western line, 
North 00°  30' 00" West, 0.52 feet; thence along a tangent curve 
concave to the southwest having a radius of 1 5 - 0 0  feet, a central 
angle of 46O 11' 13" and an arc length of 12.09 feet to a point of 
reverse curvature from which a radial l i n e  bears North 4 3 O  18' 4 7 "  
Ea8t; thence along said reverse curve concave to the east. having a 
radius of 50.00 feet, a central angle of 98& 43 '  30" and an arc length 
of 86.15 feet; thence along a rad ia l  line, South 370 5 7 '  43'' East, 
50.00 feet to the southwest corner of the property conveyed to the 
City of Modesto by the Deed referred to and the true point of 
beginning - 



Exhibit A 
City-colmty AQnin Parking Garage 

Buildmg Lease Lease Payments 
Payments 

8/15/98 $ 574,580.52 $ 434,093.22 
2/15/99 $ 608,379.38 $ 459,628.13 
8/15/99 $ 608,379.38 $ 459,628.13 
2/15/00 $ 608,379.38 $ 459,628.13 
8/l5/00 $ 608,379.38 $ 459,628.13 
2/15/01 $ 608,379.38 $ 459,628.13 
8/15/01 $ 608,379.38 $ 459,628.13 
2/15/02 $ 608,379.38 $ 459,628.13 
8/15/02 $ 608,379.38 $ 459,628.13 
2/15/03 $ 608,379.38 $ 459,628.13 
8/15/03 $ 608,379.38 $ 469,628.13 
2/15/04 $ 608,379.38 $ 459,428.13 
8/15/04 $ 608,379.38 $ 494,428.13 
2/15/05 $ 608,379.38 $ 458,728.13 
8/15/05 $ 608,379.38 $ 508,728.13 
2/15/06 $ 608,379.38 $ 457,703.13 
8/15/06. $ 608,379.38 $ 537,703.13 
2/15/07 $ 608,379.38 $ 456,063.13 
8/15/07 $ 608,379.38 $ 551,063.13 
2/15/08 $ 608,379.38 $ 454,068.13 
8/15/08 S 608,379.38 $ 579,068.13 
2/15/09 $ 608,379.38 $ 451,411.88 
8/15/09 $ 608,379.38 $ 601,411.88 
2/15/10 $ 608,379.38 $ 448,130.63 
8/15/10 $ 613,379.38 $ 628,130.63 
2/15/11 $ 608,266.88 $ 444,080.63 
8/15/11 $ 613,266.88 $ 654,080.63 
2/15/12 $ 608,151.88 $ 439,250.63 

Communications 
Dispatch Ctr 

Lease Payments 
$ 57,322.47 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 60,694.38 
$ 80,694.38 
$ 60,244.38 
$ 90,244.38 
$ 59,554.38 

Police HQ 
Building 

Lease Payments 
$ 303,822.47 
$ 321,694.38 
$ 321,694.38 
$ 321,694.38 
$ 321,694.38 
$ 321,694.38 
$ 321,694.38 
$ 321,694.38 
$ 321,694.38 
$ 321,694.38 
$ 321,694.38 
$ 321,694.38 
$ 321,694.38 
$ 321,694.3 8 
$ 321,694.3 8 
$ 321,694.38 
$ 321,694.38 
$ 321,694.3 8 
$ 321,694.38 
$ 321,694.38 
$ 321,694.3 8 
$ 321,694.38 
$ 321,694.38 
$ 321,694.38 
$ 346,694.38 
$ 321,131.88 
$ 391,13 1.88 
$ 319,521.88 

Public Parks 
Project 

Lease Payments 
$ 66,343.68 
$ 70,246.25 
$ 70,246.25 
$ 70,246.25 
$ 70,246.25 
$ 70,246.25 
$ 315,246.25 
$ 65,346.25 
$ 320,346.25 
$ 60,246.25 
$ 325,246.25 
$ 54,946.25 
$ 329,946.25 
$ 49,446.25 
$ 339,446.25 
$ 43,501.25 
$ 343,501.25 
$ 37,351.25 
$ 3 47,3 5 1.25 
$ 30,841.25 
$ 355,841.25 
$ 23,935.00 
$ 363,935.00 
$ 16,497.50 
$ 371,497.50 
$ 8,5 10.00 
$ 378,5 10.00 
$ - 

Total 
Lease Payments 

Total 
Annual 

Lease Payments 
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Recording Requested By: 
City of Modesto, California 

Whcn Recordtd Mai I To: J 
Bmm & Wood LLP 1 
555 Califbrnia Street 1 
5 0 ~  Floor 1 
San Francisco, California 941 04 1 
Attn: Eric D. Tashmaa, Esq. 1 

This document is recorded for the bemfit of the City of Modesto, California and recording is fee- 
exempt under # 27383 of the Government Code. 

AMENDMENT NO. 1 TO LEASEFURCHASE AGREEMENT 

Dated June 15,2000 

between the 

MODESTO PUBLIC FINANCING AUTHORITY, 
asLessor 

CITY OF MODESTO, 
as Lessee 



AMENDMENT NO. 1 TO LEASE/PURCHASE AGREEMENT 

THIS AMENDMENT NO. 1 TO LEASERURCHASE AGREEMENT, dated June 15, 
2000, by and betwan the MODEST0 PUBLIC FINANCING AUTHORITY, a joint powers 
agency duly organized and existing under the laws of the State of California, ss lessor (the 
'2essor), and the CITY OF MODESTO, California, a charter city and a municipal corporation 
duly organized and existing under the laws of the State of California, as lessee (the "L,essee'") 
(the “Amendment No. 1 to Lease/Purcchase Agment")). and accepted and agreed to by BNY 
Western Trust Campany, as successor trustee (the 'Trustee") to Harris Trust Company of 
Califda, a state banking corporation duly o@zed and existing under and by virtue of the 
laws of the State of California, as trustee under the Trust Indenture, dated as of March 1, 1998, 
between the Authority and the Trustee. 

WHEREAS, the Lessor is authorized to issue its obligation pursuant to the Marks-Rws 
Local Bond Pooling Act of 1985, constituting Article 4, Chapter 5, Division 7, Title l 
(commencing with Section 6584) of the California Government Code, as amended (the "'Act"), 
for its purpose, including providing funds under a program to finance or refinance the 'Cost" of 
various "Public Capital Ixnpvernents" (within the respective meanings of such tern in 
Sections 6585(d) and (g) of the Act); and 

WHEREAS, the Lessee is a "local agency" (within the meaning of such term in 
Section 6585(f) of the Act, a "Local Agency') end undertook in conjunction with the City- 
County Capital Improvements and Financing Agency (the "Financing Agency") and the 
Redmlopmcnt Agency of the City of MOdesto (the "Agency"'), the acquisition, construction 
and/or hstallation of d n  public capital improvements (the "Project"), all as more fully 
described in the LwdPurchase Agreement, dated as of March 1. 1998. by and between the 
Lessor and the Lessee, as recorded in the Official Reoords of the County of Stanislaus 
Rccordu's Office on March 11, 1998 as Document number 98-002231 9-00 (the "1998 
Leasc/Purchase Agreement'), which facilities are Public Capital Improvcmcnts under the Act; 
and 

WHEREAS, in W e r m c e  of the Project, the Lessee and the Agency entered into two 
site leases (recorded w n c m t l y  with the 1998 LeasdPurchese Agresment), one of which is 
that certain Site Lease (Parking Garage), dated as of March 1. 1998 (the " 1 998 Site Lease") 
wherein the Agency leased to the Lessor certain real property (the "1 998 Site'"); and 

WHEREAS, the Lessor leased the 1998 Site, together with the Project constructed and/or 
installed on the 1998 Site, to the Lessee (the "Leased Property") and the Lessee leased the 
Leased Roperty, together with other leased property, from the Lessor, pursuant to and in 
accordance with the t a m s  of 1998 Leasflurchase Agreement; and 

WHEREAS, in ordu to provide hmds to finance the coats of the acquisition and 
construction of the Project, the Lessor issued its Lease Revenue Bonds, Series 1998 (Capital 
Improvements and Refinancing Project) in an agpgate principal amount of $6 1,430,000; and 



WHEREAS, (he Bonds wme issued a d  secured under a Trust Indenture (the 
"Indenture'"), dated as of March 1.1 998, betvwm the Lessor and the Tmtee; and 

WHEREAS, pursuant to a Reimbursement Agreement, dated as of March 1,1998, by and 
ktwecn the City and the Agency, the Agency b obligated to pay to the Lessee Be costs of the 
Rojcct wMtituting the public prulcing garage, together with dated impmvemcnts, kc more fully 
described in the 1998 LcasdPurchasc Agreement; and 

WHOREAS, the L,essee found and determined that the Ltased Properly as of March 1, 
1998 had fair value sdcient  ta make certain Lease Payments as defined and set forth in the 
1998 Lcase/Purchase Agreement; and 

WHEREAS, the Lessor assigned all of its rights, titlc and intcrcst under the 11998 
LeadPurchase Agreement to the Trustee under thc Indenture, as security for the Bonds; 

WHEREAS, Section 5.3 of the 1998 LeasclPurchasc Agmmcnt pcnnits the removal of 
Leased Property, including the release of not more than approxiaately 15,000 square fee[ of the 
propcrty constituting the site upon which the Parking Garagc will be located (the "Parking 
Garage Wail Site") subject to the satisfaction of certain conditions; 

WHEREAS, the City has requested the release of thc Parking Garage Rctail Sitc from the 
1998 Lcase~urchase Agmment and the 1998 Site [,ease; 

WIIEREAS, the City has provided to the Trustee an amended Exhibit C to the 1998 
LeasdPumhasc A p m c n t  which includes a new mctcs and bounds description for the 1998 Site 
which reflects thc reconveyance and release of the Parking Garage Retail Site; 

WHEREAS, all acts, conditions and things nquired by law to exist, to have happcncd 
and to have been pcrfonncd precedent 10 and in oonncetian with the execution and entering into 
of this Amendment No. 1 to Lcasc/Purchase Agnement (including the delivery of ccrlificates 
d opinions as required by Section 5.3 of the 1 998 LeadPurchasc Agrccmcnt) do exist, have 
happenad and have been performed in regular and due time, form and manner as rcquired by law, 
and the parties hereto am now duly authori7A to execute and enter into thc Amendment No. 1 to 
I&asc/Purchasc Agrcunent; 

NOW, THEREFORE, in consideration of the above premises and of the mutual 
covenants hcrcinaf&cr contained and for other good and valuable considemion, the parties hereto 
agree as follows: 

1. Exhibit C to the 1998 L e a s d P u h c  Agrccmenl is hereby amended in its 
entirely with the ssbsd tution of rhibit C attached herdo; and 

2. Except as sct forth in paragraph 1, the 1 998 LeasdPurchasc Agrccmcnt shall 
remain in fbll force and effect in accordance with its terms. 



IN WITNESS WIiIEREOF, the h s o r  has caUS6d this Amendment NO. 1 to 
LcadPurchasc Agreement to be executed in its name by its duly authorized representative; a d  
the Lessee has caused this Amendment No. 1 to LmdPwchase Agreement to be executed in its 
name by its duly authorized officer, dl as of the Dated Date. 

MODEST0 PUBLIC FINANCING AUTHORITY, 
as Lessor 

Executive Direct or 

CITY OF MODESTO, as Lesscc 

By: 

City Manager 

Acccptcd and Approvcd by 

BNY WESTERN TRUST COMPANY, 
successor to ijarris Trust Company of 
California 

Via President 



State of California 1 
1 Sk 

County of Stanislaus 1 

~ e m n a l l ~  appeared Jack R. Crist 

personally known to me, or 

proved lo me on the hasis of satisfactory evidence to bc the person($) whose name(s) Ware 

subscribed to the within instrument and acknowledged to me that hd&e&ycx~uted the same 
in hi&&#& authorized capacity@a& and that by hi- signatuw on the instrument 
the person@), or the entity upon behalf of which personCs)acted, executed the instrument. 

WITNESS my hand and official seal. 

[Seal] 



State of California 1 
) ss. 

Corny of Stanislaus 1 

~ n h ~  i t ,  ~wlrbefore me, L I ~ D A  C. K ~ $ 6  
[Insurt date] [Hem hut name of notary] 

personally appeared Jack R. Cr-ist - 

pd pcmna~~y k.nown to me, or 

proved to me on the basis of satisfactory evidence to be the person(s) whose name(s) idare 

subscribcd to the within instrument and acknowledged to me Ulet lddd&qwxecuted the m e  . 
in hiskdhek authorized capacity(&@, and that by hhhdtkkignaturcfa) on the instrument 
the pawn@, or the entity upon behalf of which person@) acted, exccuted the instrument. 

WITNESS my hand and official seal. 



State of California 1 
=. 

City Md County of Sari Francisco ) 

before me, % U ~ A  wn fi - 

&Here insert name of notary'] 

personally appeared Inga Keldsen 

pemon~lly known to me, or 

I$ proved to me on the basis ofsatisfrntory evidence to be the person(s) whose namc(s) idan 

subscribed to the within instnunat and arknowledgod to me that helsheW1ey executed the same 
in his/her/their authorized capacity(ties), end that by hidherhheir signature(s) on the instrument 
the pcrson(s), or the entity upon behalf of which person(s) acted, executed the instrument. 

WITNESS my hand and official seal. 



c -- F1o Park gze2=aflmaL B-a, ZX pa-1 *p f i l e d  October 9. 1969 in volume 7 o~ 
p , R, e t a n i a i ~ w  county m-ds- 

Pame1 No* 3 I- 
An u n d i ~  ded one-ha followingr 
Parcel 2'as par Pa& Hap f i lad  September 24,  1979 in  Volume 2s of 
P a r r c l  Maps, Page loo ,  ~ t d m l a u s  County Rccorde. 

rcel MQ. 4 -- Paliae FaciZitv 
t 1 t 32, inoluslvo, in B l o c k  71 of th. C I l Y  OF. MbbESTo, p e t  map recorded Deccmbcx 2 1 r  1942 i n  V ~ U E  15 of Mapa. Stanirrlau~ m t y  
Records. 

All that rcrl property in the State of Cdffornia, Count of 
btanitaluc, Cley of ~odesto, baing a pottion of the ~ordoaet  war 
of Soction 32, Township 3 South, Range 9 East, Veunt D i d l o  Bas= ~d 
Meridian, described a9 fallows: . . 
That rtlon af the 20-foot alley %XI Ol0ck 71 88 deiinecrtcd on the 
offic& n. of the city o f  Hadcsto, as per ma f i l ed  peccaber 21, 
1942. in ~ofume 25 of ~ a p o .  Stanielaua County ecor&. described as 
follows : 

Dcginning at thc m s t  Southerly comer of Lot 16 h eaid nlbck 71, 
snid p i n t  being on the Northcaotern l ine of sa id  30.00 foot alle in 
Dlock 71; thence along said Northeastern line of raid nlley, ~ort% 43. 
29'  30. west, 150.00 feet, to the m s t  Sautherl comer of mt 10 h 
Block 71; thence South 46. 301 30 .  Weat. 20.00 feat, to the asat 
Northaxly corner of Lot: 22 in Block 71. said point being on the 
Southwestern 15ne of tha 20.00 faat alley in Block 71; thence along 
said Southwcetcrn linc af said alle South 43. 29'  30' East, 150.00 
feet. to the most Eaeterly co- of'Lot 17 Sn Block 71, raid paint 
being on tho Northwu~tcrn l ine  of 00.00 fact 'Pm Stxeetr thanec along 
said N o r t h w t u t c m  linc of 'Fm S t r e e t .  North 46. 30' 30" Eant, 2 6 . 0 0  
Feet, to tho point of beginning. 

- -  - .. - . I.. --- 
All that portlon, of B k k  67 of the City of Modest~, as p r  the official map thcmf, flied in 
Book 15 of Maps, together with the abandoned alley tfiereln, lying in the south half of Sedlon 
29, Township 3 South, Range 9 East, Mount Dlabto Base and Meridian, sty of Modesto, County 
of Stantslaus, State of Califamla, described as ~ l ~ ~ :  

BEGWNING at the north a~ner of said Blodr 67, sald pdnt being the intersdon of the 
swth-dy llne of 80.00 ket  wMc Eleventh Sbeet with the southeadwiy llne d 
80.00 feet wide K Street; thence on said Soubeastetfy line, South 46048'48" West 
253.06 ket; thence South 43009'48" East 167.50 feet; thence North 46-50'12" East 
23.24 feet thenao Swth 43009'48" East 17.52 k c  t h e m  North 46@5012* East 26.00 
ket; thence South 43°09*48* East 16.00 k c  h n c e  South 46e50f12" West 16.00 fkt; 
thence Swth 43YW48" East 12.97 feet; henre South 46'48'W West 54.07 k&; 
thence North 88°1112* West 30.10 feet to the northeasterly line of 70.00 feet wlde 1p 
Sket; then= on sald northeasterly line, South 43a1410" East 207.48 f a t  m the 
nofiwesterly llne of 80.00 feet wade 3 Street; thence on said m t t f ~ ~ r l ~  Ilne, North 
46"47'3OU East 305.16 b e t  ta the sauthwestedy line of 80.W feet wide 11 Street; 
thence an sald southwesterly fine, North 43a09'48' west 400.08 feb to the polnt of 
miming . 

Cantainlng 2.522 acres, mom or less. 



f i led january 28, 1980 in  Voluna 30 og 
s county Records. 

arcel Xm, 8 mI H m d  Park 
&t 1 in Block i 3 m  Hollywood Park No. 2 8. p e r  Nap t i led p e b w  
28, 1978 in Book 2'1 og mpe. Page 44 ,  Stanislaus *County Reco-. 

parcel ~ e .  9- - nivexside ~ i r %  
Parcel Az 
Parcels I and &-A es per Parcel Map recarded May 16, 1966 In ~ o o k  1 of 
Parcel Wape. Page 134 .  ~ t d d a ~ s  Cwnty Record6. 

Gxceptlng Therefrom Parcels 8 - 2  and B-2 a8 per Parcel Map f i l ed  aunt 
5 ,  1974 m ~ o o k  19 of Parcel Map43. Page 31 ,  Stmlelaue county ~ ~ ~ ~ w ~ .  
Pazeell  8: 
parcel NO. A as per map f i led  ilune 5, 1974 in Beak 19 o i  Parcel mpe, 
Page 31, Stanislaus County Records. 

Parcel_ No. ZO -- SS~herd Par. 
Parcel B as per IMP recotded'hugust: 14, 1974 in Book 1 9  of pa-1 
M-6, Page 7 5 ,  Stanislaus County Records. ' 

Parcel, No. 11 -- Ma is Coxxuu'u~~it Canter 
A l l  0-f Block 603 of%e ~ z i i e s t o  as per map filed December 21, 
1942 i n  Volume 15 of Maps, Stanislaus County R ~ c Q ~ ~ E ,  

Parcel No. 1 2  -- M c H e n w  Mansioq 
Lots 15 through 24 in Bbck  122 of the c i t y  of Modesto ae 
December 21. 1942 in volume 15 o f  Hapa. Stanishue County rr ecords. Map file 

eel No I I cHe ae  L 3 3  of thc City a; Modeeta as per ~ a p  
f i l e d  December 21.  1942 in  Volume 15 of Maps, Stanlolaus County 
Records. 
Exce ting thezefroln Lot 2 7 ,  the Southeasterly 3 f c e t  oJ the R Sout westerly 97 feet thereof. 

gkizena Ceaker 
ck 590 of the C i k y  of Modesto as per  Map 
n Volume 15 crf Maps, Stanislaus County 

Records. 

arcel Ha. 1S -- PazkAm Sttucturs bt 5 through 12 in Block 68  of-= City af Modesto ar pep Map f i l e d  
December 21. 1 9 4 1  in Volume 15 of Haps, Stanislaus County Recards- 

1C, 
arcel No. 16 -- Parlf$ncr Got # 3 S- hts 29, 30, 31 and 32 i n  Block 94 af the City of Modeeto as per Map 

f i l e d  December 21, 1942 5n Volrnna 15 c F  Mape, Stanislaus County h) 
R e c o r d s .  QI 

n 
\J 

el NO .- 17 -- Par  ot 5 E: 28 through 32 i 5 f the City of Modearm as per Map f i l edg  
December 21. 1942 in volume 15 of Maps, Etahielaus Cauaty R e c o r d s -  - 

NO. B -- S C & ~ $ Q ~ J ,  
ur 

m n -  the City of Modeato as per Hap f i l e d g  
December 21, 1942 in Volume 15 of Mape. Stanislaus County R e c ~ m .  

.arcel Na. 19 -- F i m  Station Lts 1 and 2 in Block 2783 of Creek Estates NO. 1 as per Hap filed 
mcembcr 13. 1966 In V o h n c  21 -0 Mape, Page S5, StanisZaus County 
Records. 

7 



a+ael No. 2 0  - - F i r e  Station # 6 h 

. -. . %arcel ab. C as p e r  Parce3. f i l e d  August: 11, 1977 in Book 25 
- Parcel Xape, Page 83, Stanislaus Oounty Records. 

Patcat He, -21 -- Fire Ster on 1/ 7 
Parcel A ae per pared HaeEiled June 27. I974 i 
Page 51. Stanielaue Caunty Recozds. . 

parcel Xom 22 - - re at- 

All that portion of sot 2 of the Preeno Tract, ae per map g$led w h  
4, 1903 in Volume 1 of Haps, Page 76, brtanidaua County Recarde, 
described as fol lor~a:  

BEGINNING at a point an the saqt line of aaid Lot 2 located on tho 
centerline of a 50 foot public toed designated aa oakdale mad on said 
map, which point l a  located North OD 30' west 396 feet f r o m  the 
eautheast corner of eaid 2; thence f m m  a i d  point of beginning 
parallel to the eouth line of said 2. Neb atlo 30' West 660 feet 
to a point an the west l ine of said Lo(: 2 1  thence Notth a 0  308 West: 
alang said w e e t  line of maid Lot 2 a distance of 153.73 feet: thence 
east parallel with the eouth l ine of said Lot 2. a distance of 660 
feet to a oint on the east: l ine  of aaid Lot 2, located on the center 
1-e of ma ]e d O a k d a l e  bad;  theme along the east line a£ said k t  2 
and the centerline of said oakdale Road, South Q V '  30'  Eaat 374.24 feet 
ta the point of beginnlog. 

ALSO EXCEPTING THEREFROM all that prtion thereof lying northerly af 
the north line of ~urche11 Court [formerly Nozthern Boulevard) 
extending westerly to the weet line of Lot 2.  

ALSO QCCGPTINQ TIIERGPRC)M all that pottion thereof lying wi+hin 
Briggsmare Avenue, Bwehell Court and M e f l e w  Avenue. 

ALSO EXCEPTING THEREPROM sll that certain property described in Deed 
to Chester D. Chambere, recorded   arch 10, 1964 in Book 1929 at Page 
641, and in Deed to S.W.A.P., a i f ~ i h t  Venture, recoHed July 10, 3.962 
in Book 1780 at Page 145, stenielaurr County Records. 

. u'1, that: portion of ~ot!Z of tho ~resno Tract, as per nap f i l e d  March 
4 ,  ,1903 in Volume 1 of nape Page 76 ,  Stanielaue County Recorda, 
Bectlon 17, Towaehip 3 SOW&, Range 9 -st, M.D.B.& M., described as 
follows : L2 

e 
COMHENCZHG at a paint on the southerly l i n e  of the property 

O f f i c i a l  Recatds at: Page 321, as Xnstrument No- 13197, ~tan%~laue 
P Q D  to cheater D. Chambers by Deed recorded M a y  7.  3959 i n  V a l u m  154 of  N 

QI 
County R e c a r d 8 #  said ajmf being the northeastern comer of P ~ e l  @Erna 
on the uestsrn line 0% Timoehy Avenue aa ahom on the map sntztled 

of s portion of Lot 2 o f  the Pxeena m e t ,  f %led A p t i l  16, 
1954 in volume 6 ,  R e c o r d  oE S u m  e, page 53, Stanislaus Coun$y r !s 
Records1 thence alon a line at r ght angel8 co the veatezn lane of 
Timothy Avenue, Nortf! 89' 30q Eaet, 30.110 faat to a p d n t  on the 
northerly atension of the centerline of Tiaothy Avenue; thence along 8 
said northerly axtension. Noforth 00. 30' West, 46-90 feet ta the true 
point of beginning; thence N~rth 70 52'  29" Eaat, 84.51 feet to a 
point on the noahern line of eaid Chambere pro erty, which 5s also 
the southera line of the property conveyed ta t g e Clty of ~odesto by 
D e e d  recorded October 11, 1957, as Instrument No. 26217, stanislaus 
County Records, aaid line also bein the southern line og parcel "A" 
a m  Per U p  of Rdcord of SuWcy f l l e  3 July 6 .  1962 in Volume 9 of 



. I 

I 

u * 

' Sumeys, Page 2 5 ,  stanislaua bunty Recordsl 

'. ! (ccmtinuad) 
order NO. : 904378 A 
Ltgal b script ion - continued 

, 

thence alon said line, South Be0 32' 30r Eaet. 142.76 feet to a 3/4 
inch at the goutheastern C O ~ ~ X  of eaid Parcel .AY, @aid 
corner being the mrrthea~t comer of eazd Chambers pmpexty whit& i s  
a180 a point on the weatern line of a 20 foot a l l e  conveyed to the ir C l t  of Wodesto by Deed tscorded October 19, 1960 o Volume 1639 of 
O f d c i a l  R s o a r d e ,  at Page 695, as Instrument NO. 29947. S t ~ i s l a u a  
&uty  Reccrds; thence along said weetern l ine .  South OUO 301 gagt, 
60.58 feet; thenca South 82. 47'  55. west, 155.59 feet ta the point of 
beginning. 

All  that portion of Lot 2 of the Frcsno Tract. as per map f i l ea  M=& 
4 ,  1903 in VOIUW 1 of Map@, Page 7 6 ,  Gtanjalaua County Records, 
described as f ollowe : 

BEdINNINC3 a t  the northeast;. corner o f  P a s e l  A, as show on a R e c o d  of 
S u m  Map of a portion of Znt 2 o i  the Presne Tract, f i l e d  ;hrly 6, 
1962 Y n Volume 9 of Record of Sumeye, Page 25. Stanislaue County 
Recoxds; thence along the north line of Parcel =An; South 89O 4 6 '  50. 
West 135.63 feet to the true point of baginning; thence continuing 
alang said north line South %So rGr 50" Hest lZQ.54 feet7 thence south 
37O 57' 43n EasE 166.35 feet ta the 8 a u t h ~ s t  carnor oC propgzty 
conveyed to the C i t y  of Modesto by ~ e e d  recarded March 10, 1964 in 
volume 1929 of O f t i c i a 1  Records, Pa e 643 ,  as Xnstrument No, 9843, 
Stanislaus County Recorde; thence a 7 ong the west: line of the City of 
Moaesto property as con- ad by Deed above refezed to and the 
northerly extension of sa f d westerly line North 7.  52' 2 S W  East  232.90 
Peat. mare or less, to the true paint: of beginning. 

All that portion of hot 2 of the Fresno Tract, as per  map P i l e d  March 
4,  3903 in Volume 1 of Hags, Page 7 6 .  Stanislaup Couney Records, 
described as E~llows : 

BEQIZWZNQ at the northeast corner of Pazcel D, as shown on a R e c o d  of 
Surve Map of a portion of Lot 2 of the Ftesna Tract, f i l e d  April 16 ,  
1954 L v o l ~ ~  6 oi R ~ E c o ~ ~  of s - y ~ ,  Page 53. stantelaue domty a 
R e ~ r d s ;  thence North 83. 31' 30. Weat along the north line af said 
P-el D and tte westerly exteneion. a distance of iss.a2 feet, lnore O 
or l eas ,  to the centerline of Timothy Avenue, ae shown on the R e c o r d  h) 
o f  Survey abave referzed to, thence.North 00 3 O f  West, along the 01 
northerly extureion of said centetllna of Timothy Avenue to the 0 
~outbwest. corner o f  the propexty conveyed to the C i t y  of: Modeeta 
Deed =corded M a E h  l o  . 1964, in Volume 1929 of official Recolds. %ag* 
643, a8 Inatrumtnt No. 9843, St&nialaus County ~ecoede; thence N o a h  
82. 47' 55" E a s t  along the eouth line ot  thm city af ~odesto proporty.G 
a8 conveyed by Deed a m e  referred to, to the sautheaet ECJ= 
thereof, said aint: being on the weet line of the propslcty conveyed te 
the C i t y  of Mo % eat0 by ~ e e d  recorded October 19, 1960 in V o l m  3.639 
of official R e c o r d e ,  Page 695, as Instrumant No. 29947. ~ t a d s l a u e  
Comty Records: thence south almg the weet l ine  of the.City of 
Modeeto property as conveyad by Deed laet  abovc refezred to. 71.83 
fee t .  more or leee. to the point of beginning. 



All that portion of Xat 2 of the Fresno Tract, a8 per ma filed lqmCh 
4, 1903 i n  Volume 1 of Mape, Page 76,  Stanislaus gecards, 
described as follows r 

~ M K E N C I N G  at: tha 314 inch iron pipe set far the northeastern corner 
of Parce l  nk", as per rnap of Record of S w e  Ciled Jbly 26,  1962 in r volume 9 of Record of Surveys, Page 25, 6rm slaua County R~co&; 
thence along the northern llne of said Parcel *An, South OgO 4 6 1  SOL 
Weat, 135.63 feet to the northeastern COZneZ of the pm Qrty ~onveyed E to Cheater D. Qambew by Deed recorded March 10, 1964 n Volrmpe 1929 
af O f t i c i a 2  R e c o m b ,  Page 641, as XnBtZUIttent m- 9844, Stanislaus 
Count: RecordP; thence along the eastern line of the Chambere p=0perty 
and tge western 1Sne of  tho property conveyed to the Cdty of 
by Deed recorded March 10, 1964 in Volume 1929 of Official Records, 
Page 643, aa Instrument No. 9043, Btaaislaus munty Recorda, swth 070 
S 2 I  29*  West, 132.90 Feet to the southwestern corner o f  the City 
ro erty as conveyed by Deed above reterred to, and the true point of 

%e&anin9 1 thence South 00° 30 00 East 48.44 feet. more or less, to 
a point on the eouthcrn line of  property conveyed to Chester D. 
Chambere by Deed recorded May 7 ,  1959, as Znetrument; No. 33137, 
stanislaue Count Records, said p & n t  being on the cencerlinc of the 
60 .00  foot Timot K y Avenue, as &own ofi a Record o f  Gurney f i l e d  April 
16, 1954 in Volume 6 of k c o r d  of SwVey6, Pa e 53, Stanielaue County 
Records1 thence slang eaid ~authern line OF S e  p'ropcrt conwry~a to 
Chambers by Deed laet above referxed to and the north 1 P na a£ Timothy 
Avenue a8 ahown on a Record of Survey f i l e d  ~ p r i l  16, 1954 in VoZum 6 
of Recod of Surveys, Page 5 3 ,  stanislaus County Records, North 8 B 0  
30' Went, 30 .02  Feet ta a pint on the western line of Timothy Avenue, 
as shown on eaid Record of Gurveye: thonce along sa id  western line, 
~ a r t h  009 3 0 b  00" west, 0 . 5 2  fact; thence along a tangent curve 
concave to the south-t having a radius of 15-00 fcet, a central 
angle of  46- 111 13" and an arc length of 12.69 feet to a point of 
reveree curvature f r a m  w h i c h  a radial line beare Narkh 43 18 47 
Eaat;  thence along said xcverse eunre concave ko the east, havin a 
radius az 90.00 feet, a central angle of 9 8 O  43 30" and an arc ?ength 
of 86.15 feet; thence along a radial line, South 3 7 O  57 '  43" E a s t ,  
SO. 0 0  f cct to the southwest: comer of the pro cr ty  convcyed to the 
City of Modesto by the Deed referred to and t e true point of 
beginning. 

E 





Recording Requested By: 
City of Modesto, California 

When Rccordad W1 To: 
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5P Flm 
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Atm: Eric D. Tashman, Esq. 
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DOC- EQI~-~I 44ago-00 

This document is recorded for the b c d t  of the City of Modesto, California and recording is feb 
exempt under § 27383 of the Govemmmt Code. 

AMEIWMENT NO. 2 TO LEASEPURCHASE AGREEMENT 

Dated October 15,2002 

MODBSM) PUBLIC FINANCING AUTHORTTY, 
as Lessor 

and the 



AMENDMENT NO. 2 TO LEASEIPURCHASE AGREEMENT 

THIS AMENDMENT NO. 2 TO LEASWURCHASE AGREEMENT, dated 
October 15,2002, by and between the MODESTO PUBLIC FTNANCING AUTHORITY, a joint 
powas agancy duly orp iad  and existing unda the laws of the Stint of California, as l t s s a  
(the "bssor"), and the CITY OF MODESTO, Cal iWa,  a charter city and a municipal 
corporation duly organized and existing under thc laws of the State of Caliibmia, as lagsee (the 
"Lessee") (the "Amendment No. 2 to LemJPurchase Agreemcni"), and accepted and agmd to 
by BNY Westun Trua Company, as successor tmkc (Ihe "rwta") to Harris Trust Company 
of California, a state banking corporation duly organized and existing under and by virtue of the 
laws of the State of Califmia, as tmtee under the Trust Indenture, dated as of  March 1, 1998, 
between the Authority and the Trustee. 

W I T N E S S E T H :  ---------- 
WHEREAS, tbe IRSsor b authorized to h u e  its obligation pursuant to the Marks-ROO~ 

Local Bond Pooling Act of 1985, constituting Article4, Chapters, Division 7, Title 1 
(commencing with Section 6584) of the Califmia Govexnment Code, as mended (the YAct"), 
for its pupmts, including providing funds unda a program to fmce or refinance the "Cost" of 
various "Public Capital Impmvexnentsvv (withim the respective meanings of such temu in 
Sections 6585(d) and (g) of the Act); and 

WEBEAS, the k~sss  is a "local agencyn (witbin the meaning of such term in 
Won 6585(f) of the Act, a 'ZocaI Agency'") and undertook in conjunction witb the City- 
County Capital Impmveme51ts and Financing Agemy (the "Financing Agencyv'), and thc 
Redmlopmenl Agency o f  the City of Modesto (the "Agency"), the acquisition, wndmction 
andlor installdon of certain public capital impvemcnta (the "Pr~ject")~ all as more hlly 
described in the LeadPurchase Agreement, dated as of March 1, 1998, by and betwen the 
h m r  md ihc Lessee. as recorded in the Oflicial kcords of the County of h i s l a u s  
Recorder's Ofice on March 1 1, 1998 as Document number 98-00223 1 9-00 (the "1 998 
LeasdPmchase Agrwmcnt*), which fhcilities am Public Capital lmprovcmcnl~ under the Act; 
and 

WHEREAS, in firthane of the Project, the Lessee and the L#uwr entend into two site 
leases (recorded concurrently with the 1998 L m  Agreement), one of which is thai 
certain Site Lease (Parks Project, Police Headquartem Building and Miscellmeous Public 
Properties), da&d as of  March 1, 1998 (the "1 998 Site Lease") wherein the Lessee leased to the 
Lessor certain reaJ property (the "1998 Site"); and 

WHEREAS, the Lessor leased the 1998 Site, together with the Project constructed andfor 
installed on the 1998 Site, to the h s e e  (the '%eased Row) and the Lessee leased the 
Lcasea Property, together with other l e d  pmparty, fmm the Lessor, pufsuant to and in 
accordance with the terms of the 1998 LeaadPurchase Agreement; and 



WHEREAS, in o r b  to provide funds to finance the costs of the acquisition and 
construction of the Project, the Lessor issued its Lease Revenue Bwds, Series 1998 (Capital 
Improvements and Rehancing hject) in an aggregate principal mount of $61 ,430,000; and 

WHEREAS, rhe Bonds were issued and secured under a Trust Indenture (the 
"ha"), dated as of March 1,1998, between the Lessor and the Trustee; and 

WHEREAS, the LRSsee kund and determined that the Leased Property as of March 1, 
1998 hsd kir value sufficient to make certain Lease Payments as drfined and set forb in the 
1998 LeasdPurchtlse Agreunent; and 

WHEREAS, the h a o r  assigned all of its rights, title and interest under h e  1998 
ImdPwchase Agreement io the Trustee under the Indenture, as security for the Bonds; 

WHEREAS, Section 5.3 d the 19911 LeasePurch~e Agmmcnt permits the removal of 
Leased Pmperty, including the release of ihe real property and improvmcnts constituting the 
Miscellaneous Public Pmprrtiw as described in Exhibit C to the 1998 badPmchase 
Agretmmt and which includes the Parldng Lot No 3 Site (the "Parking Lot No. 3 Sb") subject 
to thc safidactjorr of certain conditions; 

W~IUEAS,  the Lessor and the Lessee executed that Amendment No. 1 to 
Ledurchase  Agreement lo release the Parking Garage Rstail Site from the 1998 
Lerrsc/Plachase Agreement, dated June IS, 2000; 

WHEREAS, the Lessee ha3 quested the release of the Par- Lot No. 3 Site born the 
1998 L e a s h n h e s e  Agreement and the 1998 Site Lease; 

WHEREAS, thc Lessee has provided to ihe Trustee m amendad Exhibit B and an 
amended W b i t  C to the 1998 ~ u ~ e  Agreement which includes a new metes and 
b o d  description for tht 1998 Site whicb thc reconveyance and mIcasc of ths Parking 
Lot No. 3 Site; 

WHEREASa all adq conditions and requid by law to exia ta hare happad 
md to have been p&md precedent to and in connection with the execution and entering into 
of this Amendment No. 2 to Leare@udme Agreement (including the delivery of certificabs 
d opinions as required by Section 5.3 of the 1998 LeasdPurchase Ageemat) do exist, have 
happened and have bem performed in regular and due time, form and m m u  as requ id  by law, 
and tbe parties hereto art now duly authorized to ex- d enter into thc Am-t No. 2 to 
LeadPurchaoc Agreement; 

NOW, THEREFORE, in consideration of the above p&a d of the mutusl 
covenants hneinaftn contained and for other good and valuable cwsihtion, the parties h e m  
agree ss foUoW8: 

1. Exhibit B to the 1998 Lais- Agreement is hereby amended in its 
enlirety with the substitution of Exhibit B aaacbed hereta; and 



2. Exhibit C to the 1998 LmdPUtChase Agreement is hereby amended in its 
entirety with the substitution of Bxhibit C mched hereto, and 

3. Except as set forth in paragraphs I and 2, the 1998 LeaselPurcbase Agreement 
shall d n  in full force and effht in accordance with its terms; and 

4. This Amendment No. 2 to LeasJRuebssa Agnunent may be executed in any 
numbez of counterparts and each of such countexparts shall for all purposes k deemed to be an 
original, and my and all such counterparts shall together c o f l s t i t ~  but one and the same 
iIlmmmt. 

[REMAINDER OF PAGE IN'IENTlONALLY LEFT BLANK] 



IN WITNESS WWEREOF, the Lessor has CBU& this Amendment No. 2 to 
LeasdRvohase Agreement to be executed in its name by its duly authorized rspnsea~ve; and 
the Lcsset has mused this Amendment No. 2 to LeasdPurchase Agreement to be executed in its 
m e  by itr duly authorized officer, al l  as of the day and year h t  above written. 

MODESTO PUBLIC FINANCING AUTHORJTY, 
as Lessor 

CITY OF MODESTO, as Lessee 

Jack R &'h - 
City Manager 

Accepted and Appmved by 

BNY WESTERN TRUST COMPANY, 
successor to Harris Trust Company of 
Califibmia, as Trustee 

By: , \ \gLAi@- 



State of Califmia 1 
1 a- 

County of Stanislaus ) 

~ n & i & a  before me, - 

[insert datq 

p e n ~ d l ~  a ~ ~ e d  Jack R. Crisf 

personally hewn to me, or 

( ) proved to me on the h i s  of satisfactory evidence to be the pason(s) whose namc(s) islare 

subsuibcd to the within instrument and acknowledged to me that hdshdhey executed the same 
in hidhuttheir authorized capsoity(ties), and that by hidbuheu signature(s) on the instrument 
the pmn(s) ,  or thc entity upon behalf of which pemn[s) acted, executed ihe he~~&ument. 

WITNESS my hand cmd official seal. 



State of Califbmia 1 
) as. 

County of Stanislaus 1 

~ m d l ~  m Jack R Crift 

PQ -nally b w n  io me, or 

( ) pmved to me on the basis of satidkctory evidence to be the pason(s) whose name(s) Ware 

subscribed to the within i n m e n 1  and ~knowldgcd to ma that helshehhey executed tbe same 
in hismWItheir authorized capacity(tics), and thac by hidhw/thair signature() on the instrum- 
the person(s), or the entity upw behalf of which penon(s) acted, executed the instrumcmt 

WITNESS my band and official seal. 



State of Califbmia 1 
1 3s. 

City and County of San Francisco ) 

subscribed to the within instrumeat and ahowledged to me that Wsh- executed the same 
ia Wher/bk authorized capacity(&@, and that by ~~ siynatm@on the instrument 
the personmr thc entity upon bchalfof which permn(sj-acted, executed the inslrument. 

WITNESS my hand and official seal. 



1. The Lessce'r onbhrlf undivided in- in and to ponions of the City-County 
Administrative buildg@, including the Lessee's onahalf undivided interest in the Site 
upon which such facility will be constructed, together with the Lessee's rights and 
int- in the we d common areas, but excluding that certain airspace subdivision on 
the first floor of the City-County Administrative building. 

2. The public parking garage containing approximately 700 space$ to be used by the g a d  
public, including the Site upon which such fhility is located,. 

3. The Public Park Improwmenta, cwsiding of (i) the Floyd Neighborhood Park, (ii) the 
Riverside ~eighborhood Park, (iii) the sipherd Neighborhood park (iv) the ~ e s k n  
Ranch ~eighborhood Park, and-(;) the P& Graceda, including in each instance, all 
other impmvements, ficilities to be excludvely oonrpid or administered by the City. 

4. The ]Lessee's undivided fifty percent (50%) interest in and to the use of Glitiss 
constituting the Communicationn Dispatch Center, including ita undivided 6Ay psrcem 
(50%) interest in a d  to the Site, and interests in the use of common mar. 

5. The Palie Headquartem building, including the Site upan which such faoility is located. 

6. The Miscellanco~r Public Properties, such propaticr being located within the City and 
mom commonly refbed to as (i) Fin Station No. 1; Gi) Fire Station No. 3; (iji) Fire 
Station No. 5; (iv) Fire Station No. 6; (v) Fire Station No. 7; (vi) the McHemy Museum; 
(vii) the McNenry Mansion; (viii) the Cornrrmnity Center; (ix) tbe Senior Citizen Center, 
(x) Puking Lot No. 25; and (xi) the Parking Structure. 



1 Map filed Oatabet  9, 1969 in  Vol- 7 af 
lrus County Records- 

mGETHm€ WITH 

A ~ I  chat -1 pmperty 5n the state o i  ~ . l i f o m i . .  munt 
Stanimbum. =icy oi W ~ B ~ B ~ O .  a po~tion of the 1~=dea=r puaaer 
of Section 31 ,  Tu#nship 3 South, Range 9 B e t ,  lhSnt D i d l o  Base and 
hridian, &scribed am follows : . - .  
mat ortian of thc 20-fwt allay in ~ I o c k  71 as deiineated on the 
o~ficE.1 y city of ~odesto. u per mp f i led paceder 21, 
2942. Sn VO uma 15 of Mapa. S tan in law County RecorCLa. dcrreribd ae 
f e l l - r  

Be inning at the moat Gwthcrly cornmr o f  fat X6 i n  a d d  Block 71, 
rr?d po in t  being ma the Northasstarn linm of said 20.00 Loot all= in 
Block 71;. thence .lo i a i a  Horthmastern l i n e  of said alley, ~tortc 43. 
29' 30. W e m t .  1~0.00?eet, ta tha mot Swtharl corner of Lot lo in 
Block 7x; fhmw Oouth 46. 30' 30. West. 1D.oO Zeeo. to the  lo.+ 
Northerly coxnw ef k t  22 in Dlock 71, a d d  point: being on tha 
Southwescam l5ne af the 20.00 foat alley in Block 71; thence along 
said Southweecern linm of sasd all South 43' 29' 30' Earl, 150.00 
faat. to Lh. m ~ l l t  Baatsrly corner Z'Lot 17 in Block 71. paid point 
k i n g  on t:hr Nerthwaatern line of 80.00 foot 8traet; thence along 
said lrlorthwestern l ina  of "Fa Street, North 46. 30' 30" 'Earat, 30.00 
feet, to thm p i h r  of beginning. 

I 

I . ..I. - 
-1- I ,*- ' - -.-.I- 

All that  portion, of Block 67 of the Cfty of Modesto, as per the offldal map thereof, filed in 
Book 15 of Maps, mgether with the abandoned a l ly  therein, lylng in the south half d Seaon 
29, Township 3 South. Range 9 East, Mount Mabb Base and Meridian, Clty of Modesb, Cbunty 
of StanMaus, State d Califomla, desalbed as follows: 

6K;INNMG at the north mmer of &'[el Block 67, said pdnt Wng the lntersectlan of the 
southwestedy llne of 80.00 kct wide Ekef~th  Sboet with the swtheasteHy fins of 
80.00 fbet wide K Sbeet: then- an sald Southeasberly line, South 46O48'48" West 
253.06 fist- thence South 43m09*48w East 167.50 feet; thence North 4b5012' East 
2324 feet; thence Swth 43@09'48" East 17.52 feet; thence North 46-5012# Easf 16-00 
ket; thence South 43'09'48" East 16.00 k c  thence South 46°50'12" West 16.M) m; 
thmce South 43aCt9848m East 12.97 h t ;  thence Swth 4W8'48" WVest 54.07 
thence North 88m1112w West 30.10 feet to the northeasterly line d 70.00 feet wide 10'" 
Sbeet thence an sald nWheasteify #net South 43m1010' East 207.48 bet to the 
mrthwestafy Dne of 80.00 Feet wlde f S b t :  thence m wid northwedwig line, North 
46'4730" East 305.16 h t  to the s o u t h m y  line of 80.00 feet wlde 11 Street 
then= on sald southwesteriy line, North 4TW48" west 400.08 feet m the polnt of 

I bedinning. 

' Contanlng 2.522 aars, more or less. 



. 
parcel. ao. 7 -- Wesew Park; 
Parcel No. i M per Parcel Hap f i led January 28, 19s 0 in v o h  30 

-. Parre1 Mapm, Page 13. G t d r r l a u a  Cormty &cords. . 
fl' \ 

.. 
ex # o m  

- 
.I- D ~ k :  Cf"1 In e z k k  rzgiz &&mod Park Horn 2 ae pBr Map filed Fcbnra& 

- 
28, 1978 i n  Book 27 o f  -pa. Page 44, Gtaniolaua wCounty Iteco*. 

p8r.oel No. 9- -  River~ide ~ a ~ ~ k  . 
Parcel A: 
Parcels 1 and 1-A as per Parcel Map recorded May 16, 1966 in ~~~k 1 .of 
Parcel Maps, Page  134, Stanislam County Records. 

mepting Therefrom P a n e l s  3-1 md 8 - 2  an per Parcel Map f i l e d  june 
5 ,  1974 m ~ o o k  19 of Parcel Mqa. Page 31, Stanislaus County Records. 

Paxcel B: 
Parcel No. A at3 per map filed june 5 ,  1974 in Book 19 og naps, -Page 31, Stanislaus County Records. 

arcel. Nm, 10  -- Sipherd Park 
!me1 8 as per map recorded August 14 .  1974 in Book 19 of Pa=eel 
Maps, Page 75.  Stanielaus County Rocorde. . ' 
parcel No. 11 -- MD i s  Cpmmun 
==he City o a per map f ilea Dece-er 21, 
1942 in Volume 15 of Maps, Stanislaus C ~ m t y  R e c ~ r d ~ .  

azeel No. 12 -- McHenzv Man~ion 
gate 17 through 24 in Block 122 o T  the C i t y  of Modasto as per Map file 
December 21, 1942 in volume 15 o f  Naps. Stanislaue County Records. 

m e e l  30b. 13 -- McHe Muer 

) Lots 27 through 32 innzock 1Q of the C l t y  oi[ aMode.ero as per ~ a p  
- f i l e d  December 21. 1942 in Volume 15 of Mapa, Stanialaus County 

Records. 
Exce ting therefrom Lot 27, the ~outheastcrly 3 i c e t  of the E Sout vescerly 97 feet thereof. 

P> 
Lots 18 through 31 in Block 590 ef the Ciky of Modeato &as per Map 
f i l ed  Decemkr 21. 1942 in Volume 15 af Maps, Stanislaue County 
Records. 

parcel No. 5 5  -- Park iw  Struct re 
Lot S through 12 in BLock 68 o h  City of Modesto as par M a p  f i l e d  
Deeembsr 21, 3942 in Volume 15 of Maps, atanislaus County Recorde. 

. 
parcel NO. 17 -- P&Z~&Q t 25 
Lots 28 threugh 32 in B l o Z  5! of the C i t y  of Nodeeto as per Ma f i l e d  E December 21, 1942 ha Volume 15 af Maps, Stazaielaus County Recor s- 

Eprcel No. 18 -- Firs Statian # Z 
Lots 17 through 26 in Block 81 oE the C i t y  of Modeeto as per Hap f i l e d  
De~embtr 21, 1942 in Volume I5 of Mapa, StanlslZaus County Records. 

Lsim # 3 
Lots 1 and 2 ia B l o c k  2283 of D r g  Creek Estates No. 1 as per  Map filed 

. D e c e e r  13, 1966 21 .a Maps, Page 55 ,  Stanislaus County Records. 



aruel  Ko, 20 -- Fir atibn # 6 a 

g-1 NO. c ae per na.p iDed A u p t  17. 1977 ip Book 25 of 
Parcel  Mapc, Page 83, Stanielaue Caunty ~ o c ~ r d s .  

arcex Ne. 23. -- Ffze S n # 7  
garce1 A as per Parcemiledlme 2 7 ,  1974 i w 0 l m  19 of Map, 
Page 51, StanAelaus Ccnrnty ~ecords. 

arcel No. 22 -- Pi- atatSon #. 5 
e 

-3 1: 

All that portion of Let 2 of the mesm T r a c t ,  4s Per m P  f i l e d  March 
4, .zso3 in VO~IUE 1 af Mape. Page 76, ~ t ~ i e l a u s  County Recorde, 
described as follows: 

BEI~MING at a point: on the east line of m i d  lht 2 located on tho 
c ~ t e x l i n e  02 a SO h o t  public 'road daeignated ae Oakdale mad said 
map, which point i s  located North 0. 30' Weet 396  feet fmm the 
southeast corner ot said &ot 2 ;  thence f m m  said point o f  begiinniW 
parallal to the south llne of said frat 2. No*h 88°'30a West 660 feet 
to a point on the west l ine  of said Lot 2; .thence North 0' 30' West. 
along said w e e t  l ine  of eaid Int 2 a distance of 153.73 feet: thence 
east parallel with the south line of said Lot 2, a distance of 550 
feet to a point on the east line of sald Lot 2, located on the center 
l i n e  of said oakdale mad; thence along the east line of said fjot 2 
and the centerline of said Oakdale Road, South q g '  3.0' E a s t  174 - 2 4  feet 
to the paint of beginning. 

-0 EXCEPTING !~!HEREFRo~JI: a l l  that ortion thereof lying northerly of 
the north line of Burchell Court t E ormerly Northern ~oulevard) 
extending westerly ko the west line 015 let 2. 

ALSO Q E C ~ P T I I ~ ~  -REFROM all that portion thereof lying within 
Briggemore Avtnue, 33wchell Court: and McHenry Awnue. 

U S 0   EXCEPT^^ THEREPROM all that certain property described i n  Deed 
t o  Chester D. Chambers, recorded ~ a ~ c h  10, 1964 in Book 1929 at Page 
641, and in Deed to S.W .Amp., a Joint Venture, ncorded July 10, 1962 
in Book 1780 at Page 145,  Staniela~a County Recoz*. 

P==; 3 L 

All that portSon of ~ o t l  a of  the Fresno Traet. as per map Piled M a r c h  
4,,1903 in Volulae 1 DP Maps Page 7 6 ,  Stanislaus County Records ,  
Section 17, ~owr~hip 3 sou&. Range 9 gut, M.D.B. 6r M.. desczibed as 
f o l l w a  : 

CWMENC5NO at a'potnt on the southmrly line of the property cormeyed 
to Chester D. Qtambora by Deed recorded May 7 .  1959 5x1 Volume 1545 of 
official &mads at Page 321, as Instrument No. 13137, sranlslaue 
C ~ u t y  Records, said oint being the northeastem comer of P a e e l  "Em, 
on the -stern l i n e  o 5 Timothy Avenue as ahown on the map entitled 
n8urvay of a portion of Lot 2 OE the Reeno Tract ,  filed A p r i l 1 6 ,  
2954 i n  Volume 6 ,  R e c o d  oE Burvo  e, page 53, stanisltaus~ County 
Recazdsi thence a1 a f Sxae at dght angel6 to the weetern l i n e  of 
Timot- A w e ,  NO= BgO 30' Eaet, 30.00 feat ta a point on the 
northmy e x t e ~ h n  of the canterline of Timthy A~enut3; thence along 
said northerly extension, North 00. 301  West, 46.90 feet to the true 

of beginni the- North 770 52 29" Ease ,  84-53 feet to a "iI; point on the nart e m  line of said Chambere p esty, oPhieh is also 
the southem line of the property comeytd to%* Czty OF ~ o d e ~ t o  
Deed recorded Qctobar 11, 1957, aa Instxmm~~t No. 26217, gtanirlaua 
County Recoda, said l g n e  a160 bcin the eouthern line of parcel "A* 1 Per map of ~ d c o x d  of Survey file July 6 ,  1962 in Volume 9 of 



thence al&n said line, South BBO 32 30" Eaet, 142.76 feet to a 3/4 
pfpe at the southeaseern corner of a d d  Parcel  .Am, eaid 

comr being the northeast corner of  said Chanbers pmperty whi& is 
also a point on the weetarn lime of a 20 foot alley ccmveyed to the 
city of ~odesto by wed recorded October 19, 1960 in Volume 1639 of 
official Recorde, at Page 635, as fnstmment No. 29947. Stanislaus 
m t y  Records i theme aloqg eaid western 1An@, South 00° 30 1 met, 
6O.SB feet; aence South 02.  47' 55. West. 1 S S - 5 9  feet to the point of 
begiruring . 

U 1  that portion of Lot: 2 of  the Fre8n~ Pact .  as per map filed March 
4, 1903 in Volume 1 of Mape, Page 76,  S t e a l a u s  county Records, 
described a0 follower : 

BEGT3CNNZNQ at the northeast come of Parcel A, as shown an a of 
Sunre Map of a portion of fnt 2 of the Freeno Tract, t i l e d  5uly 6 ,  
1962 r n Volume 9 of Record of S W ~ ~ S ,  Page 25, S t ~ i s l a u a  County 
Records; thence along the north line of parcel -A* South 89' 46'  50. 
We~t  135.63 feet to the t rue  point of beginning; thenee contiming 
alon anid north Line Sduth 8 g D  86'  50" Weat 120 .54  Pcct; thence south 
37O 4 3 ~  Ease 166.35 feet to the southest corner ot propazty 
conveyed to the C i t y  of Modesto by Dced recorded March lo, 1964 in 
Volume 1929 of official Records, Pa e 643, a8 Instnuncnt No, 9843, 

j stanislaus ~ O U L L ~ Y  Recorde;  thence a 9 on the w e s t  line the city qf 
Moderrto properky as conve d by Dced gave ref e m d  to and the 
ntartherly axtenslon or s a g  weatsely l i n e  North 7. 52' 29"  East  132.so 
feat, more or less, to the true point of beginning. 

All that po~tion of Lot 2 of the Fresno Tzaot ,  as per map filed Mareh 
4 ,  l9Q3 in Volume 1 of Haps, Page 7 6 ,  Stanislaua County Records, 
described as follows: 

BEGZNNINQ at thm P o r t h ~ ~ t  o m m u .  of' P a r c e l  0, aa shown on r Keca~cl af 
S w e  Map of a poxtion of  Lot 2 of the Presno %act, filed April 16, r 1954 n Volume 6 of Record of Swweys, Pag. 53. Stanishue m t y  
Becords; thence Noxtfi 83O 31' SO9 West along the north 1 i . x ~ ~  of said 
Pateel  D and ita weeterly actaneion, a distance of 155.02 feet,  m r e  
or lees, to the centcrXlxae oteTimothy Avenue, aa ahom on the Record 
of mey above refcmd tor thence .Nor th  Dm 30' Weet, along the 
mrt;b~rly wtensk%a oe eaid centerline of Timothy Avenue lx~ the 

, e~uthvest comer o f  the roperty corneyed to the city of ~ o d e s t o  by 
. Deed recorded -ch 10, E964, in  vvalme 1929 o f  official ~ecords, Pag@ 

6 * l r  a& Instzum+t No. 9643, Btanialaue county ~ e c ~ x d a ;  thence North 
82. 47' 55. Eaet a10 the eouth line of the cLty af Modesto property. 
a6 corneyed by Deed  %ve referzed to, to the sauthea~t aoxner 
t h e ~ ~ f ,  a d d  oint being on the west line of the prapart coaveyed td  B r7 the C i t y  of Mo esto by Deed recorded Qctober 19, 1960 in 01- 1639 
of Official mcorde, Page 695. as inrrtrumant NO. 29947 ,  ~tanielaus 
Coun+y Records: thence eouth a l o q  the west line of thefiity of 

, I  Modesto property as conveyed by Dced laot above ref erred to, 71 83 
feet. more or lesa,  to the posnt of beginning. 



; ~ 1  that po*ioa of ~ n t  3 of the Fzcsno Tract, as per ma f i l e d  ~f-h----  
1, '1903 ~n Volume 1 of ~ a p a ,  Page 76,  Stanislaw ~ ~ u n t y  Kecorda, 
described as fou-: . I 
W C I N G  at the 3/4 inch iron pipe set for the northeast- corner 
of Parcel mAr, as pw: map of R e c o d  of SWC f i l e d  JULY 26,  1962 in Y Volume 9 of Record o f  Gutvey6, Page 25, Stan elaue County Recoyds; 
thence along tihe northern line of eald Parcel .AR. South a90 46 1 SOU 
Weet, U5.63 feet to the northeastern CQ+ncr of the pgro erty eopy*cd 
to Chester D. Qlarabera by Deed tecorded Narch 1 0 ,  1964 % l g ~ g  
af official Records, Page' 641, aa Xnstrurneat NO. 9844, Stanislaus 
count h c ~ d s ;  thence along the eastern l5ne af the Chambere proparry 
and tL vestern line o f  the proparty ed to the City oF Modesto 
by becd recorded March 10, 1964 in Volume r929 of O f f i c i a l  Reco*, 
Page 643. ae Instrument No. 9843, ~ t a d e l a u a  County Records. south 070 
521 29. West,. 132.90 feat to' the s o ~ t h ~ s t e r n  corner of the city 
roperty as conveyed by Deed above ref erred to, and the true point of 

geginningl thence Smth 00.  30' OOn Bast, 48.44 feet, more or lass, to 
a point on the southern line of  property conveyed to Chester D. 
Chambere by need recorded May 7 ,  1959, aa Xnstxument No. 13137, 
Stan5elaue Count Records, said point being an the centexline of the 
60.00 foot: ~imot& ~vepue, as shown on a Record of G- eiled ~ p r i l  r 16, 1954 in Volume 6 of Record of Surveys, Page 53, Stan ~laue county 
Records; thence 'along maid southern line of thk. propert conveyed to 
Chambers by Deed loet & w e  tefcrred to and the norLh 1 Y ne of Timothy 
Avenue ae ehomr on a Record of Survey Filed A p d l  16. 1954 5x1 Volume 6 
of Record of Surveys, Page 53, Stanislaus Count Records, North 080 
30' Weet, 30 .01  feet f a  a i n t  on the treetern of Timothy -me, 
ae shown on a d d  Recozd of?BuweY8; thence along said western line, 
North 00° 30? 00" West, 0 . 5 2  feet; thence along a tangent curve 
cancave to the sputhweet: havfng a xadLus of lS-00 feet, a central 
angle of 46. 11' 13. and an arc length of 12.09 feet  to a point of 
reverne cuxvaturs f r o m  which a radSal line bears North  4s0 18' 47" 
E a s t ;  thence along eaid veverae curve concave to the east, havin a 
radiue of 5 0 . 0 0  Feat, a central angle of 9ae 43 '  3 O U ,  and an arc ?ength 
of 86-15 feet; thence along a radial line, South 370 57' 43u Bast, 
50.00 sect to the southwest corner of the re erty conveyed to the 
C i t  o f  Modesto by the Deed referred to an% tge true point of Y beg &ng. 



$62,275,000 
MODEST0 PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

CERTIFICATE REGARDING LEASEIPURCHASE 
AGREEMENT, SITE LEASES AND FACILITIES LEASES 

I, Jean Morris, hereby certify that I am the Secretary of the Commission of the 
Modesto Public Financing Authority (the "Authority"), a joint exercise of powers authority 
organized under the laws of the State of California, and that as such I am authorized to execute 
this Certificate on behalf of the Authority. 

I hereby further certify that there is attached hereto full, true and correct copies of 
the following documents: 

1. LeaselPurchase Agreement, dated as of March 1, 1998, as amended by 
Amendment No. 1 to LeaselPurchase Agreement, dated June 15, 2000 and 
Amendment No. 2 to LeaselPurchase Agreement, dated October 15, 2002 (as so 
amended, the "1998 Lease"), each by and between the Authority and the City. 

2. Site Lease (Parks Project, Police Headquarters Building and Miscellaneous Public 
Properties), dated as of March 1, 1998, as amended by Amendment No. 1 to Site 
Lease, dated October 15, 2002 (as so amended, the "Miscellaneous Site Lease"), 
each by and between the Authority and the City. 

3. Site Lease (Parking Garage), dated as of March 1, 1998, as amended by 
Amendment No. 1 to Site Lease, dated June 15, 2000 (as so amended, the 
"Parking Garage Site Lease"), each by and between the Authority and the 
Redevelopment Agency of the City of Modesto. 

4. Facilities Lease (Communications Dispatch Center), dated as of March 1, 1998 
(the "Dispatch Lease") by and between the Authority and the City. 

5. Facilities Lease (City-County Administration Building), dated as of March 1, 
1998 (the "Administration Building Lease") by and between the Authority and 
the City-County Capital Improvements and Financing Agency. 

I hereby further certify that the 1998 Lease, the Miscellaneous Site Lease, the 
Parking Garage Site Lease, the Dispatch Lease and the Administration Building Lease have not 
been amended, rescinded or modified, and are now in full force and effect. 



IN WITNESS WHEREOF, I have hereunto set my hand as of the date set forth herein. 

Dated: April 1 8, 2007 

MODESTO PUBLIC FINANCING AUTHORITY 

. 
By: 

Jean Morris 
Secretary 
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This SITE LEASE (the "Site Lease"), executed and entered into as of March 1, 1998, by 
and between the CITY OF MODESTO, a charter city and a municipal corporation duly organized 
and existing under the laws of the State of California, as lessor (the "City"), and the MODEST0 
PUBLIC FINANCING AUTHORITY, a joint powers agency duly organized and existing under 
the laws of the State of California, as lessee (the "Authority"); 

WITNESSETH: 

WHEREAS, the Authority intends to assist the City in the refunding of its Certificates of 
Participation (Capital Improvements Projects) which are currently outstanding in the aggregate 
principal amount of $61,430,000, together with the financing of the costs of public capital 
improvements related to the 10th Street Place Project, together with other capital improvements, 
through the issuance of the Authority's Lease Revenue Bonds, Series 1998 (Capital Improvements 
and Refinancing Project) (the "Bonds"); and 

WHEREAS, pursuant to this Site Lease, the City proposes to lease to the Authority the 
Sites upon which certain Leased Units of the Project (as more fully described in the Lease 
referred to below) will be constructed or installed; and 

WHEREAS, the Authority intends to lease back the Sites, together with the Leased Units 
of the Project (collectively, the "Leased Property") to the City pursuant to a Leaselpurchase 
Agreement to be executed and entered into as of the date hereof (the "Lease"); and 

WHEREAS, all acts, conditions and things required by law to exist, to have happened and 
to have been performed precedent to and in connection with the execution and entering into of 
this Site Lease do exist, have happened and have been performed in regular and due time, form 
and manner as required by law, and the parties hereto are now duly authorized to execute and 
enter into the Site Lease; 

NOW, THEREFORE, IN CONSIDERATION OF THE PREMISES AND OF THE 
MUTUAL AGREEMENTS AND COVENANTS CONTAINED HEREIN AND FOR OTHER 
VALUABLE CONSIDERATION, THE PARTIES HERETO DO HEREBY AGREE AS 
FOLLOWS: 

SECTION 1. Leased Premises. 

The City hereby leases to the Authority (without option to purchase) and the Authority 
hereby leases from the City, on the terms and conditions hereinafter set forth, the Sites, as more 
fully described in Exhibit A hereto. 

SECTION 2. Term. 

The term hereof shall commence as of the date hereof and shall remain in effect until the 
term of the Lease expires as provided by Section 4.2 thereof, provided, however, that if Lease 
Payments (as defined therein) due under the Lease remain' unpaid at the expiration of the Lease 
term, then this Site Lease shall not terminate until the earlier of ci) September 1, 2043, (ii) the 



date on which the Bonds have been paid in full or (iii) the expiration of the term of any lease 
executed and delivered pursuant to Section 8.2(b) of the Lease, unless such term is sooner 
terminated as hereinafter provided. 

SECTION 3. Rental. 

The Authority shall pay to the City as and for rental hereunder the sum of One Dollar 
($1.00) on the date of initial issuance of the Bonds. 

SECTION 4. Purpose. 

The Authority shall use the Sites solely for the purpose of leasing the Sites, together with 
the improvements to be constructed or installed thereon, to the City pursuant to the Lease; 
provided, that in the event of default by the City under the Lease the Authority may exercise the 
remedies provided in the Lease. 

SECTION 5. Owner in Fee. 

The City covenants that it is the owner in fee of the Sites, except as to easements and 
encumbrances which will not adversely affect the Lessee's use and occupancy of the Sites. 

SECTION 6 .  Assienments and Subleases. 

Unless the City shall be in default under the Lease, the Authority may not, without the 
written consent of the City, assign its rights hereunder or sublet the Sites, except to the trustee 
(the "Trustee") of the Authority's Bonds, the proceeds of which shall be used to pay costs of the 
Project (as defined in the Lease). 

SECTION 7. Right of Entry. 

The City reserves the right for any of its duly authorized representatives to enter upon the 
Sites at any reasonable time to inspect the same or to make any repairs, improvements or changes 
necessary for the preservation thereof, which right is exercisable only so long as the City is not 
in default under the Lease. 

SECTION 8. Termination. 

The Authority agrees, upon the termination hereof, to quit and surrender the Sites in the 
same good order and condition as the same was in at the time of commencement of the term 
hereunder (with such modifications and improvements as are contemplated by the Lease), 
reasonable wear and tear excepted, and agrees that any permanent improvements and structures 
existing upon the Sites at the time of the termination hereof shall remain thereon and title thereto 
shall vest in the City. 



SECTION 9. Default. 

In the event the Authority shall be in default in the performance of any obligation on its 
part to be performed under the terms of this Site Lease, which default continues for 30 days 
following written notice to and demand for correction thereof by the City, the City may exercise 
any and all remedies granted by law which do not adversely affect the interests of the owners of 
the Bonds, with the consent of the Trustee; provided that the City may not terminate this Site 
Lease and shall exercise only remedies providing for specific performance hereunder. 

SECTION 10. Ouiet Enioyment. 

The Authority at all times during the term hereof shall peaceably and quietly have, hold 
and enjoy all of the Sites. 

SECTION 1 1. Waiver of Personal Liability. 

All liabilities hereunder on the part of the Authority shall be solely liabilities of the 
Authority as a separate legal entity, and the City hereby releases each and every member, officer 
and employee of the Authority of and from any personal or individual liability under this Site 
Lease. No member, officer or employee of the Authority shall at any time or under any 
circumstances be individually or personally liable hereunder for anything done or omitted to be 
done by the Authority hereunder. 

SECTION 12. Taxes. 

The, City hereby agrees and covenants to pay any and all assessments of any kind or 
character and also all taxes, including possessory interest taxes, levied or assessed upon the Sites. 

SECTION 13. Eminent Domain. 

In the event the whole or any part of the Sites is taken by eminent domain proceedings, 
the interest of the Authority shall be recognized and the award shall be paid as provided in the 
Trust Indenture, dated as of March 1, 1998, pursuant to which the Bonds were issued. 

SECTION 14. Partial Invalidity. 

If any one or more of the agreements, conditions, covenants or terms hereof shall to any 
extent be declared invalid, unenforceable, void or voidable for any reason whatsoever by a court 
of competent jurisdiction, the finding or order or decree of which becomes final, none of the 
remaining agreements, conditions, covenants or terms hereof shall be affected thereby, and each 
provision of the Site Lease shall be valid and enforceable to the fullest extent permitted by law. 



SECTION 1 5. Notices. 

All approvals, authorizations, consents, demands, designations, notices, offers, requests, 
statements or other communications hereunder by either party to the other shall be in writing and 
shall be sufficiently giver, and served upon the other party if delivered personally or if mailed 
by United States registered or certified mail, return receipt requested, postage prepaid, and 
addressed as provided in Exhibit B hereof, with a copy to the Trustee, or to such other addresses 
as the respective parties may from time to time designate by notice in writing. 

SECTION 16. No Merger of Interests. 

The Leasehold estates under this Site Lease and the Lease shall not merge, whether by 
the exercise of any right or remedy hereunder or thereunder, by operation of law, or otherwise. 

SECTION 17. Section Headings. 

All section headings contained herein are for convenience of reference only and are not 
intended to define or limit the scope of any provision hereof. 

SECTION 1 8. Execution. 

This Site Lease may be executed and entered into in several counterparts, each of which 
shall be deemed an original, and all of which shall constitute but one and the same instrument. 

SECTION 19. Governing Law. 

This Site Lease shall be governed by and construed in accordance with the laws of the 
State of California. 



IN WITNESS WHEREOF, the parties hereto have executed and entered into the Site 
Lease by their officers thereunto duly authorized as of the day and year first above written. 

CITY OF MODEST0 

1 City Manager 

MODEST0 PUBLIC FINANCING 
AUTHORITY 



State of California 1 
) ss 

County of Stanislaus ) 

- 
On ~ l ~ . ~ c l L \  ~ f .  \q 7 before me; Act., ,Lcl ?,, \A - -,x*q, 

; tdL''pYiht, ( , personally 
appeared 3 . e U;:L&L TG dA-s \ ~'$ersonal ly  ldown to me, or proved 
to me on the basis of satisfactory evidence to be the person(s) whose name(s) islare subscribed 
to the within instrument and acknowledged to me that helshelthey executed the same in 
hishedtheir authorized capacity(ties), and that by hisherltheir signature(s) on the instrument the 
person(s), or the entity upon behalf of which person(s) acted, executed the instrument. 

WITNESS my hand and official seal. 



State of California 

County of Stanislaus 

before me,h cLcd. he! - ,\, A L i n ~ ,  hxYGii . ersonall y 
P \ 

", $$$erronally k d w n  to & proved 
to be the person(s) whose name(s) islare subscribed 

to the within instrument and acknowledged to me that helshelthey executed the same in 
hisherltheir authorized capacity(ties), and that by hisherltheir signature(s) on the instrument the 
person($, or the entity upon behalf of which person(s) acted, executed the instrument. 

WITNESS my hand and official seal. 



State of California ) 
) ss. 

County of Stanislaus ) 

On March 9, 1998, before me, Rosemarie Havener. Notary Public 
Notary Public 

personally appeared Michael D. Milich 
Name (s) of Signer (s) 

d o n a l l y  known to me -OR- proved to me on the basis of satisfactory evidence to be the 
person whose name is subscribed to the within 
instrument and acknowledged to me that he executed 
the same in his authorized capacity, and that by his 
signature on the instrument the person, or the entity 
upon behalf of which the person acted, executed the 
instrument. 

N 
ROSEMARIE HAVENER I 

COMM.#1127245 2 
s NOTARY PUBLIC-CALIMANIA 3 
ii 

STANISLAUS COUNTY 
My Comrn. Expires Feb. 16,2001 I 

WITNESS my hand and official seal. 

- w  1 

signature-of ~ o t a r y  Public 

OPTIONAL 

Capacity Claimed by Signer 
Individual 
Corporate Officer 
Title(s) : 
Partner -- Limited General 
Attorney-in-fact 
Trustee 
Guardian/Conservator 
Other: 

Signer is Representing: 
Name of Persons(s) or Entity (ies) 

Attention Notary: Although the information requested below is OPTIONAL, it could prevent 
fraudulent attachment of this certificate to an unauthorized document. 

THIS CERTIFICATE Title or Type of Document 
MUST BE ATTACHED 
TO THE DOCUMENT Number of Pages Date of Document 
DESCRIBED AT RIGHT: Signer(s) Other than Named Above 

W:\APPS\CAOFFICE\ROSIE\NOTARY\NOTARY. WPD 



EXHIBIT A 

Legal Description of the Sites 

1. The Police Headquarters Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

See Attachment 1 hereto. 

2. The Graceda Park Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

All of Blocks 531, 532 and 533, inclusive, as per map filed December 21, 1942 
in Volume 15 of Maps, Stanislaus County Records. 

3. The Floyd Park Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Parcels A and B as shown on that certain Parcel Map filed October 9, 1969 in 
Volume 7 of Parcel Maps, page 68, Stanislaus County Records. 

4. The Wesson Ranch Park Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Parcel 1 as shown and designated on that certain Parcel Map filed January 28, 
1980 in Volume 30 of Parcel Maps, at page 13, Stanislaus County Records. 

5. The Hollywood Park Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Lot 1 in Block 13158 of HOLLYWOOD PARK NO. 2, according to the Official 
Map thereof, filed in the office of the County Recorder of Stanislaus County, 
California, on February 28, 1978 in Book 27 of Maps, at Page 44. 



6. The Riverside Neighborhood Park Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

PARCEL ONE: 
Parcels 1 and 1-A as per Parcel Map recorded May 16, 1966 in Book 1 of Parcel 
Maps, Page 134, Stanislaus County Records. 

EXCEPTING THEREFROM Parcels B-1 and B-2 as per map filed June 5, 1974 
in Book 19 of Parcel Maps, Page 3 1, Stanislaus County Records. 

PARCEL TWO: 
Parcel A per map filed June 5, 1974 in Book 19 of Parcel Maps, Page 31, 
Stanislaus County Records. 

7. The Sipherd Park Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Parcel B as per map recorded August 14, 1974 in Book 19 of Parcel Maps, at 
Page 75, Stanislaus County Records. 

8. The Fire Station No. 1 Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Lots 17 thru 26, inclusive, in Block 81 of the CITY OF MODESTO, as per map thereof 
filed December 2 1, 1942 in Volume 15 of Maps, Stanislaus County Records. 

9. The Fire Station No. 3 Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Lots 1 and 2 in Block 2283 of DRY CREEK ESTATES NO. 1, according to the Official 
Map thereof filed in the Office of the Recorder of Stanislaus County, California, on 
December 13, 1966 in Volume 21 of Maps, Page 3, more 55. 

10. The Fire Station No. 5 Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 



See Attachment I1 hereto. 

11. The Fire Station No. 6 Site is described below. 

All that real propeity described in the County of Stanislaus, City of Modesto, described 
as follows: 

Parcel C as per Parcel Map recorded August 17,1977 in Book 25 of Parcel Maps, at Page 
83, Stanislaus County Records. 

12. The Fire Station No. 7 Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Parcel A as shown on that certain Parcel Map filed June 27, 1974 in Volume 19 of Parcel 
Maps, page 5 1, Stanislaus County Records. 

13. The McHenry Museum Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Lots 27 thru 32, inclusive, in Block 113 of the CITY OF MODESTO, per map recorded 
December 2 1, 1 942 in Volume 1 5 of Maps, Stanislaus County Records. 

14. The McHenry Mansion Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Lots 17 thru 24, inclusive, in Block 122 of the CITY OF MODESTO, according to the 
Official Map thereof, filed in the office of the Recorder of Stanislaus County, California, 
on December 21, 1942 in Volume 15 of Maps. 

15. The 800 E. Morris/Community Center Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

All of Block 603 of the CITY OF MODESTO, as per map filed December 21, 1942 in 
Volume 15 of Maps, Stanislaus County Records. 

16. The Senior Citizens Center Site is described below. 



c- All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Lots 18 thru 3 1, inclusive, in Block 590 of the CITY OF MODESTO, as per map filed 
December 2 1, 1942 in Volume 15 of Maps, Stanislaus County Records. 

17. The Parking Lot No. 25 Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Lots 28 thru 32, inclusive, in Block 55 of the CITY OF MODESTO, as per Map filed 
December 21, 1942 in Volume 15 of Maps, Stanislaus County Records. 

18. The Parking Lot No. 3 Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Lots 29, 30, 31 and 32 in Block 94 of the CITY OF MODESTO, as per Map filed 
December 21, 1942 in Volume 15 of Maps, Stanislaus County Records. 

19. The Parking Structure Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Lots 5-12 inclusive in Block 68 of the CITY OF MODESTO, according to the Official 
Map thereof, filed in the office of the Recorder of Stanislaus County, California, on 
December 21, 1942 in Volume 15 of Maps. 



ATTACHMENT I 

Lots 1 thru 32, inclusive, in Block 71 of-the CITY OF MODESTO, as per map 
recorded December 21, 1942in Volume 15 of Maps, Stanislaus County Records. 

All that real property in the State of California, County of Stanislaus, 
City of Modesto, being a portion of the Northeast quarter of Section 32, 
Township 3 South, Range 9 East, Mount Diablo Base and Meridian, described as 
follows : 

That portion of the 20-foot alley in Block 71 as delineated on the Official 
Map of the City of Modesto, as per map filed December 21, 1942, in Volume 15 
c f  Maps, Stanishus County Records, described as follows: 

Beginning at the most Southerly corner of Lot 16 in said Block 71, said 
point being on the Northeastern line of said 20.00 foot alley in Block 71; 
thence along said Northeastern line of said alley, North 43O 29' 30" West, 
150.00 feet, to the most Southerly corner of Lot 10 in Block 71; thence 
South 46O 30' 30'' West, 20.00 feet, to the most Northerly corner of Lot 22 
in Block 71, said point being on the Southwestern line of the 20.00 foot 
alley in Block 71; thence along said Southwestern line of said alley, South 
43O 29' 30" East, 150.00 feet, to the most Easterly corner of Lot 17 in 
Block 71, said point being on -the Northwestern line of 80.00 foot llF1f 
Street; thence along said Northwestern line of llFfl Street, North 46O 30' 30" 
East, 20.00 feet, to the point of beginning. 



ATTACHMENT I 1  

The land herein referred to is situated in the incorporated area of the City of 
Modesto, County of Stanislaus, State of California, and is described as follows: 

All that portion of Lot 2 of the Fresno Tract, as per map filed March 4, 1903 in 
Volume 1 of Maps, Page 76, Stanislaus County Records, described as follows: 

BEGINNING at a point on the east line of said Lot 2 located on the centerline of a 50 
foot public road designated as Oakdale Road on said map, which point is located North 
O0 30' West 396 feet from the southeast corner of said Lot 2; thence from said point 
of beginning parallel to the south line of said Lot 2, North 88O 30' West 660 feet to 
a point on the west line of said.Lot 2; thence North O0 30' West along said west line 
of said Lot 2 a distance of 153.73 feet; thence east parallel with the south line of 
said Lot 2, a distance of 660 feet to a point on the east line of said Lot 2, located 
on the center line of said Oakdale Road; thence along the east line of said Lot 2 and 
the centerline of said Oakdale Road, South O0 30' East 174.24 feet to the point of 
beginning. 

ALSO EXCEPTING THEREFROM all that portion thereof lying northerly of the north line of 
Burchell Court (formerly Northern Boulevard) extending westerly to the west line of 
Lot 2. 

ALSO EXCEPTING THEREFROM all that portion thereof lying within Briggsmore Avenue, 

j Burchell Court and McHenry Avenue. 

ALSO EXCEPTING THEREFROM all that certain property described in Deed to Chester D. 
Chambers, recorded March lo, 1964 in Book 1929 at Page 641, and in Deed to S.W.A.P., a 
Joint Venture, recorded July 10, 1962 in Book 1780 at Page 145, Stanislaus County 
Records. 

All that portion of Lot 2 of the Fresno Tract, as per map filed March 4, 1903 in 
Volume 1 of Maps, Page 76, Stanislaus County Records, Section 17, Township 3 South, 
Range 9 East, M.D.B.& M., described as follows: 

COMMENCING at a point on the southerly line of the property conveyed to Chester D. 
Chambers by Deed recorded May 7, 1959 in Volume 1545 of Official Records at Page 321, 
as Instrument No. 13137, Stanislaus County Records, said point being the northeastern 
corner of Parcel "En on the western line of Timothy Avenue as shown on the map 
entitled- nSurvey of a portion of Lot 2 of the Fresno Tract, filed April 16, 1954 in 
Volume 6, Record of Sunreys, page 53, Stanislaus County Records; thence along a line 
at right angels to the western line of Timothy Avenue, North 89O 3 0 '  East, 30.00 feet . 
to a point on the northerly extension of the centerline of Timothy Avenue; thence 
along said northerly extension, North 00° 30' West, 46.90 feet to the true point of 
beginning; thence North 7O 52' 29" East, 84.51 feet to a point on the northern line of 
said Chambers property, which is also the southern line of the 'property conveyed to 
the City of Modesto by Deed recorded October 11, 1957, as Instrument No. 26217, 
Stanislaus County Records, said line also being the southern line of Parcel "AH as Per 
map of Record of Survey filed July 6, 1962 in Volume 9 of Surveys, Page 25, Stanislaus 

i/ County Records; 
'\,., 

(continued) 



thence along said line, South 88' 32' 30" East, 142.76 feet to a 3/4 inch iron pipe at 
the southeastern corner of said Parcel "An, said corner being the northeast corner of 
said Chambers property which is also a point on the western line of a 20 foot alley 
conveyed to the City of Modesto by Deed recorded October 19, 1960 in Volume 1639 of 
Official Records, at Page 695, as Instrument No. 29947, Stanislaus County Records; 
thence along said western line, South 00' 30' East, 60.58 feet; thence South 82O 47' 
55" West, 155.59 feet to the point of beginning. 

All that portion of Lot 2 of the Fresno Tract, as per map filed March 4, 1903 in 
Volume 1 of Maps, Page 76, Stanislaus County Records, described as follows: 

BEGINNING at the northeast corner of Parcel A, as shown on a Record of Survey Map of a 
portion of Lot 2 of the Fresno Tract, filed July 6, 1962 in Volume 9 of Record of 
Surveys, Page 25, Stanislaus County Records; thence along the north line of Parcel 
"A", South 89O 46' 50" West 135.63 feet to the true point of beginning; thence 
continuing along said north line South 89O 46' 50" West 120.54 feet; thence South 37O 
57' 43" East 166.35 feet to the southwest corner of property conveyed to the City of 
Modesto by Deed recorded March 10, 1964 in Volume 1929 of Official Records, Page 643, 
as Instrument No. 9843, Stanislaus County Records; thence along the west line of the 
City of Modesto property as conveyed by Deed above referred to and the northerly 
extension of said westerly line North 7O 52' 29" East 132.90 feet, more or less, to 
the true point of beginning. 

All that portion of Lot 2 of the Fresno Tract, as per map filed March 4, 1903 in 
Volume 1 of Maps, Page 76, Stanislaus County Records, described as follows: 

BEGINNING at the northeast corner of Parcel D, as shown on a Record of Survey Map of a 
portion of Lot 2 of the Fresno Tract, filed April 16, 1954 in Volume 6 of Record of 
Surveys, Page 53, Stanislaus County Records; thence North 83O 31' 30" West along the 
north line of said Parcel D and its westerly extension, a distance of 155.02 feet, 
more or less, to the centerline of Timothy Avenue, as shown on the Record of Survey 
above referred to; thence North O0 30' West, along the northerly extension of said 
centerline of Timothy Avenue to the southwest corner of the property conveyed to the 
City of Modesto by Deed recorded March 10, 1964, in Volume 1929 of Official Records, 
Page 643, as Instrument No. 9843, Stanislaus County Records; thence North 82' 47' 55" 
East along the south line of the City of Modesto property, as conveyed by Deed above 
referred to, to the southeast corner thereof, said point being on the west line of the 
property conveyed to the City of Modesto by Deed recorded October 19, 1960 in Volume 
1639 of Official Records, Page 695, as Instrument No. 29947, Stanislaus County 
Records; thence south along the west line of the City of Modesto property as conveyed 
by Deed last above referred to; 71.83 feet, more or less, to the point of beginning. 

i 
\, 
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All that portion of Lot 2 of the Fresno Tract, as per map filed March 4, 1903 in 
Volume 1 of Maps, Page 76, Stanislaus County Records, described as follows: 

COMMENCING at the 3/4 inch iron pipe set for the northeastern corner of Parcel "An, as 
per map of Record of Survey filed July 26, 1962 in Volume 9 of Record of Surveys, Page 
25, Stanislaus County Records; thence along the northern line of said Parcel "Aw, 
South 8g0 46' 50" West, 135.63 feet to the northeastern corner of the property 
conveyed to Chester D. Chambers by Deed recorded March lo, 1964 in Volume 1929 of 
Official Records, Page 641, as Instrument No. 9844, Stanislaus County Records; thence 
along the eastern line of the Chambers property and the western line of the property 
conveyed to the City of Modesto by Deed recorded March lo, 1964 in Volume 1929 of 
Official Records, Page 643, as Instrument No. 9843, Stanislaus County Records, South 
07O 52' 29" West, 132.90 feet to the southwestern corner of the City property as 
conveyed by Deed above referred to, and the true point of beginning; thence South 00° 
30' 00" East, 48.44 feet, more or less, to a point on the southern line of property 
conveyed to Chester D. Chambers by Deed recorded May 7, 1959, as Instrument No. 13137, 
Stanislaus County Records, said point being on the centerline of the 60.00 foot 
Timothy Avenue, as shown on a Record of Survey filed April 16, 1954 in Volume 6 of 
Record of Surveys, Page 53, Stanislaus County Records; thence along said southern line 
of the property conveyed to Chambers by Deed last above referred to and the north line 
of Timothy Avenue as shown on a Record of Survey filed April 16, 1954 in Volume 6 of 
Record of Surveys, Page 53, Stanislaus County Records, North 88O 30' West, 30.02 feet 
to a pint on the western line of Timothy Avenue, as shown on said Record of Surveys; 
thence along said western line, North 00° 30' 00" West, 0.52 feet; thence along a 
tangent curve concave to the southwest having a radius of 15.00 feet, a central angle 
of 46O 11' 13" and an arc length of 12.09 feet to a point of reverse curvature from 
which a radial line bears North 43" 18' 47" East; thence along said reverse curve 
concave to the east, having a radius of 50.00 feet, a central angle of 98O 43' 30" and 
an arc length of 86.15 feet; thence along a radial line, South 37O 57' 43" East, 50.00 
feet to the southwest corner of the property conveyed to the City of Modesto by the 
Deed referred to and the true point of beginning. 



If to the Lessee: 

If to the Lessor: 

EXHIBIT B 

Notices 

Modesto Public Financing Authority 
C/O City of Modesto 
Finance Department 
City Hall 
101 2 "I" Street, 2nd Floor 
Modesto, California 95354 

City of Modesto 
Finance Department 
City Hall 
1012 "I" Street, 2nd Floor 
Modesto, California 95354 
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City of Modesto, M o d a  

WHEN RECORDED MAIL TO: 
Sidley A W h  Brown & Wood LLP 
555 m k ~  Street 
50th Floor 
San Francisco, California 941 04 

1 

Attention: Gric D. Tashman, Bsq. 
1 
1 

This document is recorded for the benefit of the City of Modesto and recording is fee-exempt 
under Section 27383 of the Government Code. 

AMENDMENT NO. 1 TO SITE LEASE 
(Parks Pmj- Police Headquartem Building and Misccl~anwus Public Properties) 

by and between the 

THE CITY OF MODESTO, 

and the 

MOlDESTO PUBLIC FINANCING A U T H O r n  



AMENDMENT NO. 1 TO SITE LEASE 

This AMENDMENT NO. 1 M SITE LEASE (the "Amendment No. 1 to Site Lease"), 
executed and entered into on October IS, 2002, by and between the CIW OF MODESTO, a 
charter city and a municipal oorpodon duly organized and existing under the lam of the State 
of Caiihrnia, as lessor (the "City"), end the MODESTO PUBLIC FWANClNG AUTHORITY, 
a joint exercise of powem agency duly orpnized and existing under the laws of the State of 
California, as lessee (the "Aurhority"), and accepted and agreed to by BNY Western Trust 
Comptmy, ar suceemr trustee (the 'Trustees) to Harris Tnut Company of California, a state 
W n g  association duly organized and existing unda and by virtue of the laws of the State of 
California, as trustee under the T w t  Indenture, dated as of March 1, 1998, k w c e n  the 
Authority and the Trustee; 

WHEREAS, the City and the County o f  Stani~laus (the "C~UII~~") ,  in conjundiw with 
Redevelopment Agency of the City of Modado and the City-County Capital Improvements end 
Financing Agency, in 1998 undertook a mixed used development to provide, among other uses, 
retail office uses, a cinema complex. a public parking prase, a City-County adminisbation 
building, together with other public capital impovemenb ( ~ l l ~ ~ t i v e l y ,  the 'I'roJect"); 

WHEREAS, the Authority dnd the City previously sxecutcd the Site Leaw ( P d  
Project, Police Headquarters Building and Miscellaneous Public Pmpdes), dated as of 
March 1,1998, and recorded in the official records of the County of Stanislaus Rbc0rder1s Office 
an March 1 1, 1998, as Document number 98-002231 5-00 (the "1 998 Site Lease") pursuant to 
which the City leased to the Authority the real property situated in the City of Modeib, Slate of 
California, described in Exhibit A thereto (the " 1998 Site"); and 

urHweAs, the Authority l d  back the 1998 Site, together with certain Leased Units 
of the Project ( r c f d  to therein as the ''Leased Pmperty"), to the City plrsuant to r 
LedPwchast Agmment, dated es of March 1,1998, between the Authority and the City, and 
recorded in the official records of the County d StsnisIerur Recoder's Ofice on March 11, 
1998, as Document number 98-00223 19-00 (the "1 998 L c a s e l P ~  Agreement'") and 

WHEREAS, S d o n  5.3 of the 1998 Lca&IPurchase Agreement pexmits the removal o f  
Leasod Property, including the release of the red pmptxty and improvermm~s constituting the 
Miscellaneous Public Properties as desrcribcd in Evhbit C to the 1998 Leas- 
Agreement and which includea the Parking Lot No. 3 Site (the "Parking Lot No. 3 Site"), subject 
to the satisfsction of certain conditions; and 

WHEREAS, the Authority and the City cxecukd that Amendment No. I to 
LeadPwhase A g m e a t  to =lease the Parking Oarage Rczail Site fiom the 1998 

A m a t j  dafed J m  35,2OW; 

WNEREAS, the City has r c q u d  the release of the Parking Lot No. 3 Site fmm the 
1998 W P u r c h a s e  Agreement and 1998 Site Lease; end 



WHEREAS, the City has provided to the Trustee an amended Exhibit B and an amended 
Exhibit C to the 1998 LeasdPurchcrse Agreement which includes a new metes and bounds 
description for the 1998 Site which rd iect~  the reconveyance snd relea~c of ths Parking Lot 
No. 3 Site; and 

WHEREAS, all a, conditions cmd things nquind by law to exist, to have happened 
and to have been perfomed precedent to and in connection with the execution and entering into 
of this Amadmatt No. I to 8ik Lease (including h e  delivery of certificates and opinions as 
q u i d  by S d a n  5.3 of the 1998 L e d &  Agreement) do exist, have happened and 
have baa ~ m e d  in regular and due time, bnm and manner as required by law, and the 
parties hcreto are now duly authorized to execute and enter into this Amendment No. 1 to Site 
-; 

NOW, THEREFORE. in consideration of the premises and of the mutual agreements md 
covenants contained h d n  and fnr otha valuable considemtion, the parties hersto do hereby 
agree as follows: 

1. Exhibit A to the 1998 Site Lerue is hmby amended in its entirety witb the 
substitution of Exhibit A attached he-; and 

2. Except as set fofi in paragraph 1, the 1998 Site Lease shall m a i n  in full fwee 
and cffcct in accordance with its tams. 

3. This Amendment No. 1 to Site Lwre may be executed in any number of 
counterparts and each of such camtaparts shall for dl purposes be deemed to be an original, and 
any and dl such wunterparta shall together constitute but one and tfis same instrument, 



IN m S  WHEREOF, the parties hereto have executed and entered into this 
Arnadmsnt No. 1 to Site Lease by their officers thersunto duly authorized as of t b  day and year 
fm abovewrim 

CITY OF MODESTO 

City Malyger 

MODESTO PU3LIC FINANCING AUTHORITY 

Executive Director 

Accepted A@ by 
BNY WESTERN TRUST COMPANY, 
succedsor to Harris Trwt Company 
of Calalifbmia, as Trustee 

By: 
Vice Pdsident 



State of Califotnia 1 
) ss. 

County of Stanis18us ) 

On &7J!?'-~L bcforc me, Lf 
D m  *I [Hum iusut nmne of notplr] 

m n d l y  appeand Jack R. Cn'st 

( ) personally known to me, or 

( ) proved to me on the baais dsatisfacto~ evidence to be the perew(s) whose name(s) idare 

subscribed to the within inrffnunent and acknowledged to me t.ha~ hdshdthey executed the same 
in hisntcrheir 8uthrized capacity(ties), and that by hbkdtheir ssigmtmc(~) on the instrument 
the parron(s), or the entity upon W1f of which peraon(s) acted, executed the instrument. 

WITNESS my hand and official seal. 



State of California I 
) ss. 

County of Stenislaus 1 

O n m D L  bef'm me, 
[insal dell?] 

~ m n a l l ~  a p l ~ d  Jack R. Crist - - . 

(s) penonally known to me, or 

(8) proved to me on the basis of satisfhcio y evidence to he the pasan(s) whose me(s)  idare 

subscribed to the within inrtnrmsnt and acknowledged to me that he~sheEthey executed the slnw 
in hidhcr/their authorized capacity(tiw), and that by hidher/their signature@) on the 'hstmnmcnt 
thc pason(s), or the entity upon behalf of which prmon(s) acted, executed the imirument. 

WITNESS my hand and official seal. 

Signature [Sd l  Cmm. f 1289723 



State of CaIifbmia 1 
) ss. 

City and County of San Fmcim ) 

() N o  be h n@ whose name@ is/- 

subsribad to the within instrument aud acknow1cdgcd to me that hdshelthey executed the same 
in I W k r & a u t h o ~  ~apacity(ti@~ and that bydGYhcrM si&natumo+n the instrument 
the person(h or the entity upon behalf of which pcrso~acted, executed the instrument. 

WITNESS my hand and official seal. 



Exhibit A 

Descri~tion of the Sim 

1. The Police Hcedqum~en Site is dmcribed below. 

All that d property described in the County of Stanislaus, City of Modem, described 
a3 follows: 

See Attachment 1 hereto. 

2. The Graceda Park Site is described below. 

AII that rcal property dmmibed in the County of Stanisleus, City of Modesto, -bed 
as follows: 

All of Blocks 531,532 and 533, inclusive, as per map filed December 21,1942 in 
Vohrme i 5 of Maps, Stanialaua County Records. 

3. The Floyd Park Site is described bclow. 

All that real property described in ihe County of Stanislaus, City of Modesto, described 
a$ follows: 

Parcels A and B as shown on that certain Pmrl Map filed October 9,1%9 in Volume 7 
of'Paral Maps, page 48, Stanislaus County Records. 

4. The Wessan Ranch Parlc Site is described below. 

AU that real property described in the County of Stanislaus, City of Modem, described 
as follows: 

P d  1 as shown and dwipatd on that certain P d  Map filed January 28,1980 in 
Volume 30 of Paroc1 Maps, at page 1 3, Ranislaus County R B C o h  

5. The HoHlywood Park Site is d d k d  Mow. 

All that real property desmibed in the County of Stanislaus, City of Modesto, described 
as fbllows: 

Lot 1 in Blodc 13158 of HOLLYWOOD PARKNO. 2, according to the Official Map 
thmfr filed in the office of the County Recorder of ~ * s l a u s  County, Cdalifomia, on 
February 28,1978 in Book 27 of Maps, at Page 44. 

6. The Riverside Neighborhood Park Site is dwctibed below. 

All that real property described in the County of Stanislaus, City of Modcsta, described 
as fbllows: 



PARCEL ONE: 
Parcels 1 end 1-A as per PmeJ Map recorded May 16,1966 in Book .I of Pard Maps, 
P a p  134, Stanislaus Cmty Records. 

EXCEPTING 'llER.EFROM Parcels B1 aad B-2 as per map filed June 5,1974 in Book 
19 of Parcel Maps, Page 3 1 ,  Stanislaus County Rtcords. 

PARCEL TWO: 
Pluoel A pcr map filed June 5,1974 in Book 19 of Pard Maps, Page 3 1, Stanislaus 
County Rwmds. 

7- The Siphad Park Site is described below. 

All that d pmperty dacribed in the County of Stsnislaw, City of Mod-, d a d b e d  
a5 follows: 

Parcel B as pa map reeaded August 14,1974 in Book 19 of Parcel Map, at Page 75, 
Stwislaus County Records. 

8. The Fire Station No. 1 Site is  deacribcd below. 

All tbat real pmpaty described in the County of Stadslaus, City of Modesto, described 
as fbllows: 

Lots 17 thru 26, inclusive, in Block 81 of the CITY OF MODESTO, aa per.map t h d  
filed December 2 1,1942 in Volume 15 of Maps, Stanislaus C o w  Rewrds. 

9. The Fire Station No. 3. Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, descsibed 
as ~llows: 

Lots 1 and 2 in Block 2283 o f  DRY CREEK ESTATES NO. 1. according to the OOtiiciaI 
Map thereof filed in the Ofllcs of the Ebcorder of Stanislaus County, California, on 
December 13,1966 in Volume 21 of Maps, Page 3, more 55. 

10. Thc Fire Station No. 5 Site is described below. 

All that d property dcscn'bed in the County of Stanislaus, City of Modesto, described 
as follows: 

See Attachment I1 hereto. 

11. The Fire Station No. 6 Site is dtscribed M o w .  

AU that real property descriiod in the County of StsnisIaus, City of Modcsto, described 
a3 follows: 



P m l  C a per Parcel Map mcorded August 17,1977 in Book 25 of Parcel Mapa, at Pege 
83, Stanislaus County Records. 

12. The F ~ I  Station No. 7 Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as fblIows: 

Parcel A as shown w that cer(ain Parcel Map filed June 27,1974 in Volume 19 of  P a r d  
Maps, page 51, Stanislaw County Records. 

13. The McHepvy Museum Sits i3 described below. 

AII that rral property described in ibe County of Stanislaus, City of ModestoI dewxibed 
as follows: 

Lots 27 Uw 32. inclusive, in Block 1 13 of the CITY OF MODESTO. per map ncordcd 
December 21.1 942 in Volume 15 of Maps, Stanislaus County Record9. 

14. The McHenry Mansion Site is described below. 

All that real property described in the County of Stanislauq City of Modtsto, described 
as follows: 

Lots 17 & 24, inchive, in Block 122 of the ClTY OF MODESTO, according to the 
Official Map them& filed in ihe office of the Rccordcr of Stanislaus C Q U ~ ~ ~  Calikmia, 
on December 2 1,1942 in Volume i 5 of Maps. 

15. The 800 E. MonidComrnuniiy Center Site is described below. 

All that real proopeay described in the County of Stanislaus, City of Modestom described 
8s follows: 

All of Block 603 of the CITY OF MODBSTO. as pa map filed December 2 1.1942 in 
Volume 15 of Map, Strmislaus County Recards. 

16. The Senior Citinns Center Site ie described below. 

All that ml pmpcrty described in the Counw of Stanislaus, City of Modesto, described 
a3 follows: 

Lots 18 thru 3 1, indusive, in Block 590 of the CITY OF MODESTO, as per map filed 
Decembu 21,1942 in Volume 15 af Maps, Stenislaw Colmty Records. 

17. The Parking Lot No. 25 Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 



Lots 24 lhru 32, inclusive, in Block 55 of the CITY OF MODESM, as per Map filed 
December 2 1,1942 in Volume 1 5 of Maps, Stanislaus County Records. 

18. n# Parking Srmoturc Site is desaibed below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follow: 

Lots 5-12 inclusive in Block 68 of the CITY OF MODESTO, axmiin8 to the Official 
Map thereof, filed in the office of the Reconler of Stanislaus County, Cdifbmia, on 
Dcccmber 21,1942 in Volume I 5 oFMap8. 
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$62,275,000 
MODEST0 PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

CERTIFICATE REGARDING LEASEIPURCHASE 
AGREEMENT, SITE LEASES AND FACILITIES LEASES 

I, Jean Morris, hereby certify that I am the Secretary of the Commission of the 
Modesto Public Financing Authority (the "Authority"), a joint exercise of powers authority 
organized under the laws of the State of California, and that as such I am authorized to execute 
this Certificate on behalf of the Authority. 

I hereby further certify that there is attached hereto full, true and correct copies of 
the following documents: 

1. LeaselPurchase Agreement, dated as of March 1, 1998, as amended by 
Amendment No. 1 to LeaselPurchase Agreement, dated June 15, 2000 and 
Amendment No. 2 to Lease/Purchase Agreement, dated October 15, 2002 (as so 
amended, the "1 998 Lease"), each by and between the Authority and the City. 

2. Site Lease (Parks Project, Police Headquarters Building and Miscellaneous Public 
Properties), dated as of March 1, 1998, as amended by Amendment No. 1 to Site 
Lease, dated October 15, 2002 (as so amended, the "Miscellaneous Site Lease"), 
each by and between the Authority and the City. 

3. Site Lease (Parking Garage), dated as of March 1, 1998, as amended by 
Amendment No. 1 to Site Lease, dated June 15, 2000 (as so amended, the 
"Parking Garage Site Lease"), each by and between the Authority and the 
Redevelopment Agency of the City of Modesto. 

4. Facilities Lease (Communications Dispatch Center), dated as of March 1, 1998 
(the "Dispatch Lease") by and between the Authority and the City. 

5. Facilities Lease (City-County Administration Building), dated as of March 1, 
1998 (the "Administration Building Lease") by and between the Authority and 
the City-County Capital Improvements and Financing Agency. 

I hereby further certify that the 1998 Lease, the Miscellaneous Site Lease, the 
Parking Garage Site Lease, the Dispatch Lease and the Administration Building Lease have not 
been amended, rescinded or modified, and are now in full force and effect. 



IN WITNESS WHEREOF, I have hereunto set my hand as of the date set forth herein. 

Dated: April 18,2007 

MODEST0 PUBLIC FINANCING AUTHORITY 

By: 
Jean Morris 

Secretary 
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and the 

MODEST0 PUBLIC FINANCING AUTHORITY 
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This SITE LEASE (the "Site Lease"), executed and entered into as of March 1, 1998, by 
and between the REDEVELOPMENT AGENCY OF THE CITY OF MODESTO, a 
redevelopment agency, public body corporate and politic duly organized and existing under the 
laws of the State of California, as lessor (the "Agency"), and the MODEST0 PUBLIC 
FINANCING AUTHORITY, a joint exercise of powers agency duly organized and existing under 
the laws of the State of California, as lessee (the "Authority"); 

WITNESSETH: 

WHEREAS, the City of Modesto (the "City") and the County of Stanislaus (the "County"), 
in conjunction with Agency and the City-County Capital Improvements and Financing Agency, 
have determined to undertake a mixed used development, including among other uses, retail and 
office uses, a City-County Administration building, together with other public capital 
improvements, including the rehabilitation of a Communication Dispatch Center and the 
acquisition and construction of a Police Headquarters Building (collectively, the "Project"); 

WHEREAS, the Authority intends to assist the Agency, the City and the County to, 
among other purposes, finance the costs of the Project through the issuance of the Authority's 
Lease Revenue Bonds, Series 1998 (10th Street Place Project) (the "Bonds"); and 

WHEREAS, pursuant to this Site Lease, the Agency proposes to lease to the Authority 
the real property situated in the City of Modesto, State of California, described in Exhibit A 
attached hereto (the "Site") upon the component of the Project (as more fully described in the 
Lease referred to below) constituting the Public Parking Garage will be constructed, installed and 
equipped; and 

WHEREAS, the Authority intends to lease back the Site, together with certain Leased 
Units of the Project (referred to therein as the "Leased Property"), to the City pursuant to a 
Leaselpurchase Agreement to be executed and entered into as of the date hereof (the "Lease"); 
and 

WHEREAS, all acts, conditions and things required by law to exist, to have happened and 
to have been performed precedent to and in connection with the execution and entering into of 
this Site Lease do exist, have happened and have been performed in regular and due time, form 
and manner as required by law, and the parties hereto are now duly authorized to execute and 
enter into the Site Lease; 

NOW, THEREFORE, IN CONSIDERATION OF THE PREMISES AND OF THE 
MUTUAL AGREEMENTS AND COVENANTS CONTAINED HEREIN AND FOR OTHER 
VALUABLE CONSIDERATION, THE PARTIES HERETO DO HEREBY AGREE AS 
FOLLOWS: 



SECTION 1. Leased Premises. 

The Agency hereby leases to the Authority (without option to purchase) and the Authority 
hereby leases from the Agency, on the terms and conditions hereinafter set forth, the Site, as 
more fully described in Exhibit A hereto. 

SECTION 2. Term. 

The term hereof shall commence as of the date hereof and shall remain in effect until the 
term of the Lease expires as provided by Section 4.2 thereof, provided, however, that if Lease 
Payments (as defined therein) due under the Lease remain unpaid at the expiration of the Lease 
term, then this Site Lease shall not terminate until the earlier of (i) September 1, 2043, (ii) the 
date on which the Bonds have been paid in full or (iii) the expiration of the term of any lease 
executed and delivered pursuant to Section 8.2(b) of the Lease, unless such term is sooner 
terminated as hereinafter provided. 

SECTION 3. Rental. 

The Authority shall pay to the Agency as and for rental hereunder the sum of One Dollar 
($1.00) on the date of initial issuance of the Bonds. 

SECTION 4. Purpose. 

% 

The Authority shall use the Site solely for the purpose of leasing the Site, together with 
the improvements to be constructed or installed thereon, to the City pursuant to the Lease; 
provided, that in the event of default by the Agency under the Lease the Authority may exercise 
the remedies provided in the Lease. 

SECTION 5. Owner in Fee. 

The Agency covenants that it is the owner in fee of the Site, except as to easements and 
other encumbrances which will not adversely affect the Lessee's use and occupancy of said Site. 

SECTION 6. Assignments and Subleases. 

Unless the City shall be in default under the Lease, the Authority may not, without the 
written consent of the City, assign its rights hereunder or sublet the Site, except to the trustee (the 
"Trustee") of the Authority's Bonds, the proceeds of which shall be used to pay costs of the 
Project (as defined in the Lease). 

SECTION 7. Right of Entrv. 

The Agency reserves the right for any of its duly authorized representatives to enter upon 
the Site at any reasonable time to inspect the same or to make any repairs, improvements or 
changes necessary for the preservation thereof, which right is exercisable only so long as the 
Agency is not in default under the Lease. 



SECTION 8. Termination. 

The Authority agrees, upon the termination hereof, to quit and surrender the Site in the 
same good order and condition as the same was in at the time of commencement of the term 
hereunder (with such modifications and improvements as are contemplated by the Lease), 
reasonable wear and tear excepted, and agrees that any permanent improvements and structures 
existing upon the Site at the time of the termination hereof shall remain thereon and title thereto 
shall vest in the Agency. 

SECTION 9. Default. 

In the event the Authority shall be in default in the performance of any obligation on its 
part to be performed under the terms of this Site Lease, which default continues for 30 days 
following written notice to and demand for correction thereof by the Agency, the Agency may 
exercise any and all remedies granted by law which do not adversely affect the interests of the 
owners of the Bonds, with the consent of the Trustee; provided that the Agency may not 
terminate this Site Lease and shall exercise only remedies providing for specific performance 
hereunder. 

SECTION 1 0. Quiet Eni oyment. 

The Authority at all times during the term hereof shall peaceably and quietly have, hold 
and enjoy all of the Site. 

SECTION 1 1. Waiver of Personal Liability. 

All liabilities hereunder on the part of the Authority shall be solely liabilities of the 
Authority as a separate legal entity, and the Agency hereby releases each and every member, 
officer and employee of the Authority of and from any personal or individual liability under this 
Site Lease. No member, officer or employee of the Authority shall at any time or under any 
circumstances be individually or personally liable hereunder for anything done or omitted to be 
done by the Authority hereunder. 

SECTION 12. Taxes. 

The Agency hereby agrees and covenants to pay any and all assessments of any kind or 
character and also all taxes, including possessory interest taxes, levied or assessed upon the Site. 

SECTION 13. Eminent Domain. 

In the event the whole or any part of the Site is taken by eminent domain proceedings, 
the interest of the Authority shall be recognized and the award shall be paid as provided in the 
Trust Indenture, dated as of March 1, 1998, pursuant to which the Bonds were issued. 



SECTION 14. Partial Invalidity. 

If any one or more of the agreements, conditions, covenants or terms hereof shall to any 
extent be declared invalid, unenforceable, void or voidable for any reason whatsoever by a court 
of competent jurisdiction, the finding or order or decree of which becomes final, none of the 
remaining agreements, conditions, covenants or terms hereof shall be affected thereby, and each 
provision of the Site Lease shall be valid and enforceable to the fullest extent permitted by law. 

SECTION 15. Notices. 

All approvals, authorizations, consents, demands, designations, notices, offers, requests, 
statements or other communications hereunder by either party to the other shall be in writing and 
shall be sufficiently given and served upon the other party if delivered personally or if mailed 
by United States registered or certified mail, return receipt requested, postage prepaid, and 
addressed as provided in Exhibit B hereof, with a copy to the Trustee, or to such other addresses 
as the respective parties may from time to time designate by notice in writing. 

SECTION 16. No Merger of Interests. 

The Leasehold estates under this Site Lease and the Lease shall not merge, whether by 
the exercise of any right or remedy hereunder or thereunder, by operation of law, or otherwise. 

SECTION 17. Section Headings. 

All section headings contained herein are for convenience of reference only and are not 
intended to define or limit the scope of any provision hereof. 

SECTION 1 8. Execution. 

This Site Lease may be executed and entered into in several counterparts, each of which 
shall be deemed an original, and all of which shall constitute but one and the same instrument. 

SECTION 19. Governing Law. 

This Site Lease shall be governed by and construed in accordance with the laws of the 
State of California. 



IN WITNESS WHEREOF, the parties hereto have executed and entered into the Site 
Lease by their officers thereunto duly authorized as of the day and year first above written. 

REDEVELOPMENT AGENCY OF THE 
CITY OF MODEST0 

/ Redevelopment Agency of tKe 
City of Modesto 

MODEST0 PUBLIC FINANCING 
AUTHORITY 



State of California 1 
ss 

County of Stanislaus 1 

erson(s) whose name(s) is/are subscribed to the 
within instrument and acknowledged towme that he/she/they executed the same in his/her/their 
authorized capacity(ties), and that by his/her/their signature(s) on the instrument the person@), 
or the entity upon behalf of which person(s) acted, executed the instrument. 

WITNESS my hand and official seal. 

?\ 

Signatur & 2 L~k-m 
h i..) 



State of California ) 
) ss 

County of Stanislaus 1 

-- 2. 
o n  ~ 1 1  t:. 1'1 9 F before me,A LU ,kt-,-. qGkwi 1 v: \k?;.*; , personally 

appeared 3 ; t.hr,TLcL % . Ll. -F!  , ,LO pe'lsonally know; to me, or U proved to 
me on the basis of satisfactory evidence% be the person(s) whose name(s) islare subscribed to 
the within instrument and acknowledged to me that helshelthey executed the same in his/her/their 
authorized capacity(ties), and that by hisherltheir signature(s) on the instrument the person(s), 
or the entity upon behalf of which person(s) acted, executed the instrument. 

WITNESS my hand and official seal. 
HURST 

'!:R!?f PLIBLIC - CALlFGI;NlA 
STAi'JiSLAUS COUNTY ;>,:2, i -..,.. My Comm. Exp~res No-j. 30, 1998 



State of California ) 
) ss. 

County of Stanislaus ) 

On March 9, 1998, before me, Rosemarie Havener. Notarv Public 9 

Notary Public 
personally appeared Michael D. Milich 

Name(s) of Signer(s) 

/ 
d personally known to me -OR- proved to me on the basis of satisfactory evidence to be the 

person whose name is subscribed to the within 
instrument and acknowledged to me that he executed 
the same in his authorized capacity, and that by his 
signature on the instrument the person, or the entity 
upon behalf of which the person acted, executed the 
instrument. y ROSEMARIE HAVENER [ 

0" COMM.Xl127245 5 
L 
5 

NOTARY PUBLIC-CALIFORNIA 9 
STANISLAUS COUNTY 

i MY C O ~ .  ~xpittts Feb. 18,2001 

Capacity Claimed by Signer 
Individual 
Corporate Officer 

WITNESS my hand and official seal. 

L. 

Signature of Notary Public 

OPTIONAL 

Title(s) : 
Partner -- Limited I7 General 
Attorney-in-fact 
Trustee 

I7 GuardianIConservator 
Other: 

Signer is Representing: 
Name of Persons(s) or Entity (ies) 

Attention Notary: Although the information requested below is OPTIONAL, it could prevent 
fraudulent attachment of this certzjicate to an unauthorized document. 

THIS CERTIFICATE Title or Type of Document 
MUST BE ATTACHED 
TO THE DOCUMENT Number of Pages Date of Document 
DESCRIBED AT RIGHT: Signer(s) Other than Named Above 



EXHIBIT A 

Legal Description of the Site 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Lots 1 through 7 and 25 through 32 in Block 67 of the City of Modesto 
as per Map flled December 21, 1942 in Volume 15 of Maps, Stanislaus 
County Records 

Together w i t h :  
All that portion of Lot 8 i n  Block 67 of the City of Modesto described 
as follows: 
Beginning a t  the moat Northerly Corner of said Lot 8, thence South 4 3 O  
31' 06" East along the northeasterly line of said lot, a distance of 
20.14 feet; thence SouCh 4 6 O  2 7 '  30" West a diatance of 150.09 feet to 
the center line of said alley; thence North 43O 31' l G n t  West along 
said center line a distance of 20.11 feet to the  point of intersection 
with the southwesterly extension of the Northwesterly line of Lot 8; 
thence North 4 6 O  26'46" East along said extension and said 
Northwesterly line of Lot 8, a diatance of 150.09 fee t  t o  the point of 
beginning. 

Also Together with: 
All that portion of Lots 23 and 24 in Block 67 described as followa: 
Beginning at the most westerly corner of Lot 24, thence North 460 27' 
01" East alon the northwesterly line of eaid Lot 24, a di~tance of 
95.17 feet; t z ence Aouth 43O 32' 30" E a s t ,  a distance of 33.11 feet; 
thence South 4 6 O  2 7 '  30" West, a distance of 95.18 feet to a point on 
the southwesterly line of Lot 23; thence North 430 31' 28' '  West, along 
said southwesterly line of Lot 23 and the eouthwesterly line of Lot 24 
a distance of 33.10 feet to the point of beginning. 

Excepting therefrom the following described property: 
All that portion of Lot 25 in Block 67 described as follows: 
Beginning at the most easterly comer of Lot 25; thence South 46O 27' 
01" West along the southeaaterly line of said Lot 25, a distance of 
44.92 feet; thence North 4 3 O  32' 30" West, a distance of 4.91 feet; 
thence North 46O 2 7 '  30" East, a distance of 54.92 feet to the 
centerline of t h e  alley as shown on said map of Block 67; thence South 
43O 31' 1 6 "  East, along said alley centerline, a distance of 4.90 
feet, t o  the point  of intersection with the northeasterly extension of 
the southeasterly line of said Lot 25; thence South 4 6 O  27' 01" West 
along said extension, a dlstance of 10.00 feet to the point of 
beginning. 



EXHIBIT B 

If to the Lessee: 

If to the Lessor: 

Notices 

Modesto Public Financing Authority 
C/O City of Modesto 
Finance Department 
City Hall 
1012 "I" Street, 2nd Floor 
Modesto, California 953 54 

Redevelopment Agency of the City of Modesto 
801 1 1 th Street 
Modesto, California 95354 



RECORDMO REQUESTED BY: 
HI W Ill llll H Ill Ill HI Ill l lllll I Ill1 I lllll l N 

Sianislwrr, h t  harder 
City of Modesto, Calif& ' h l h  b Lrhr Mficc 

) 1 DOC- 2W@-@a4826 1 -a@ 

WKEN RECORDED MAIL TO: 1 
BROWN & WOOD LLP 1 
555 California Stred 1 
50th Floor 1 
San Francisco, California 941 1 
Attention: Eric D. Tmhmm, Esq. 1 

This document is recorded for the benefit of the City of Modesto and receding is fee-exempt 
under Section 27383 of the Govemmt Code. 

AhdmMENT NO. 1 SITE LEASE 
Perkine O w e )  

by and b e t w a  the 

REDEVELOPMENT AGENCY OF THE CITY OF MODESTO, 

and the 

MODESTO PUBLlC FINANCING AUTHOmTY 

Dated June 15,2000 



AMENDMENT NO. 1 TO SITE LEASE 

This AMENDMENT NO. 1 TO SITE LEASE (the ^Amardmmt No. 1 to Site Lease"). 
executed and entered into w June 15,2000, by and between the REDEVELOPMENT AGENCY 
OF THE CI'W OF MODESTO. a redevelopmmt agency, public body omporate and politic duly 
aganized Qld misting under the laws of the State of Calihmia, as lesmr (the "Agency"), and 
Ihe MODESTO PUBLIC FINANCING A U T H O W ,  a joint exercise of pawas agency duly 
organized and existing under the laws of the State of California, as lessee (the "Authority'7, and 
accepted and agreed to by BNY Western Trust Company, as successor trustee (the 'Trustee") to 
Hhs T m t  Company of California, a state banking m i a t i o n  duly organized and existing 
under and by virtue of the laws of the State of California, as trustee under the Trust indenture. 
dated as of March 1,1998, between the Authority end the Trustee; 

WHEREAS, the City of Modesto (the "City") and the County of Stanislaus (the 
"County"), in cqjunction with Agency and the City-County Capital Impmvernents and 
Financing Ageacy, in 1998 undertook a mixed used development to provide. among other uses, 
retail office uses, a cinema complex, a public parking garage, a City-County administration 
building. togetha with other public capital impmvements (collectively, the "Project"); 

WHEREAS, the Authority and the Agemy previously executed the Site Lease (Parking 
Garage), dated as of March 1, 1998, and recorded in the official records of the County of 
Stanislaus Recorder's Oflice on March 11, 1998, as Document number 98-0022316-00 (the 
"1998 Site Lease") pursuant to which the Agency leased to the Authority the real property 
situated in the City of Modesto, State of Califda,  described in Exhibit A thereto (the "1998 
Site1'); and 

WHEREAS, the Authwity leased back the 1998 Site, together with certain Leased Units 
of the Project (refed to therein as the "Leased Property'), to the City pursuant to a 
Lease/Pumhase Agreement, dated a~ of March 1,1998, between the Authority and the City, and 
mcorded in the official records of the County of Stanislaus Recorder's Oflice on M m h  1 1 ,  
1 998, as Documen2 number 9840223 1 PO (the "1 998 L e d m h a s e  Agmmaf '7; and 

WHEREAS, Section 5.3 of the 1998 LewdPurchase Agreement p d t s  the removal of 
Leased Property, including Ulc release of not more than approximately 15,000 square feet of the 
pmperty constituting the site upon which the Psdcing Garage will be located (the "Parking 
Garage Retail Site"). subject to the satisfmticm of certain conditions; and 

WHEREAS, the City haa questad the release of the Parking Garage Retail Site h m  the 
1998 L e m h a s t  Agreement and 1998 Site Lease; 

WHEREAS, the City has provided to the Trustee an amended Exhibit C to the 1998 
LeasdPurchasc Agmmcmt which includes a new maes and bounds description for the 1998 Site 
which reflects the reconveyance and release of the Parking G q e  Retail Site; and 

WHEREAS, all acts, conditions and things required by law to exist. to have happened 
and to have been pdonned precedent to and in connection with the execution and entering into 



of Ibis Amdment No. 1 to Site Lease Cncluding the delivery of certificates and opinions a~ 
muired by Section 5.3 of the 1998 -C Agremrent) do aist, have happed and 
hsve been paformed in regular and due time, form and manner +muid by law, and the 
parlies hereto sre now duly authorized to executc and enta into (hc Amendmenl No. 1 to Site 
-9 

NOW, THEREFORE, in considmation of che prcmiscs and of the mutual agreemen& and 
covenants conLeined herein and for otha valuablc consideration, h e  m i e s  hcreto do h a b y  
agee as follows: 

1. Fxhibit A to thc 1998 Site L,ease is hereby amended in its entirety with the 
substitution of Exhibit A attachcd hcrcto; a d  

2. Exccpt as set forth in paragraph 1, the 1998 Site Lcasc shall remain in full force 
and effect in accordancc with its terms. 

IN W m B S S  WHEREOF, the parties hereto have executed and entered into the 
Amendment No. 1 to Site Luw by their ofiicers thereunto duly authorized as of the day and year 
first above written. 

REDEVELOPMENT AGENCY OF THE CITY OF 
MODESTO 

Acccptcd and Agmd by 
I3NY WESTERN TRUST COMIJANY, 
successor to lianis Trust Company 
of California 

r 

Exccutivc D ircctor 

MODESTO PUBLIC FINANCING AUTTIORITY 

n~ 
1nW Kcldscn 

Executive Director 

Vice President 



State of California 1 
1 =- 

County of Stanislaus 1 

0 n  Zrlh 12, laoobcfor~ me, - L W D A   kin)^ 
[insert W] [Here lnsert name of n-1 

personally appeared Jack R. Crist 

pcrsona1ly known to me, or 

U proved to me on the basis of sa t i swry  evidcnce ta be the puson(s) whose name(s) idare 

subscribed to the within instrument and acknowledged to me that h-executed the same 
in hi- authorized capacityQiw), and that by Whdhek signalunfs) on the instrument 
the person@, or the entity upon behalf of which pcrson@acted, executcd the instrument. 

WITNESS my hand and official scal. 

[S=lI 



State of California 1 
) ss. 

County of Stanislaus 1 

On Suuc rz.mobefore me, Cn K l r J &  
[insert d& pert insert name of nolary] 

fl penonally known to me, or 

0 proved to me on the basis of satisfactory evidenm to be the v n ( s )  whose nme(s) idare 

subscribed to the within instrument and acknowicdged to me that ht&hkhy cxmted the same 
in h i sk iedbk authorized c a p a c i t y o ,  and that by h-signatu- on the irr~tnunent 
the person@), or the entity upon behalf of which person@ acted, executed the instrument. 

WITNESS my hand and official seal. 

UNDAC. KING 1 
COMM. #I261299 

[S-11 I@-- St-- fl 



Stab of California 1 
=* 

City and County of San Francisco ) 

El personally known to me, or 

@ proved to me on the basis of satisfactory evidence to be the person(s) whose name(s) is/m 

subscribed to the within instrwncnt and ackmwIedged to me that he/shc/chcy executed the same 
in his/herWi authorized capacity(ties), and that by hidherltheir signature(s) on the i n s ~ m e n t  
the pcrson(s), or the entity upon behalf of which pcrson(s) a c t 4  executed the instrument. 

WITNRSS nly hand and andcia1 seal. 

Signatu~ n. [Seal] 



LEGAL O-ON OF THE S r E  

All that w o n  of Block 67 of the Qty of Mode*, as per the Mi~ld map thereof, filed in 
Book 15 of Maps, together wlth the abandoned a l l y  tfrereln, Wng ih the south half of Sactlon 
29, Township 3 buth, Range 9 Mount blablo Base and Merldlan, City of ModestD, m t y  
of Sranlslaus, State of Califurnla, described as fdlaws: 

BEGINNPIG at the nam comer of sad 6lodc 67, sald pdnt Wng the inksedan of the 
w u t h w d d y  llne of 80.00 feet wlde Eleventh Street with the S~utheasterly llne of 
80.00 feet 4de K Street thence an saId SoutheasMy Ilne, South 46°48'48u West 
253.06 thence buth 4300948" East 167.50 feet; thence North 46O5012' 
23.24 feet; thence South 43009'48" East 17.52 feet; thence North 4 6 9 l 2 "  East 16.00 

thence South 43.09'48" East 16.00 feet; then- South 46°50'12v West 16.00 k t ;  
theme South 43*09'48" East 12.97 fk* thence South 46'48'48" West 54.07 feet; 
thence North 88°11'12* West 30.10 bet b the nartheasterly llne of 70.00 feet wide 10'" 
Stmec thena an said northeastetfy ilne, huth 43°1(n0" East 207.48 fat to the 
rorthwerterly line of 80.00 feet wlde 1 Street; thence on said northwcsted~ line, Nocth 
46O473W East 305,X6 feet to the souehwesberfy llne of 80.00 fet  wide 11 Sbeet; 
t h e m  an sald southwesterly line, North 43O09'48" west 400.08 f k t  to the pdnt of 
beginning. 

Containing 2.522 acres, more w less. 



STRUMENP TO R E  A 
TRUE CERTlFlEC CCr-''! 
OF THE WECGXiI ;i\q 
THIS OFFICE. 

'hu**irlrw; A , . . 



$62,275,000 
MODEST0 PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

CERTIFICATE REGARDING LEASEIPURCHASE 
AGREEMENT, SITE LEASES AND FACILITIES LEASES 

I, Jean Morris, hereby certify that I am the Secretary of the Commission of the 
Modesto Public Financing Authority (the "Authority"), a joint exercise of powers authority 
organized under the laws of the State of California, and that as such I am authorized to execute 
this Certificate on behalf of the Autl~ority. 

I hereby further certify that there is attached hereto full, true and correct copies of 
the following documents: 

1. LeaselPurchase Agreement, dated as of March 1, 1998, as amended by 
Amendment No. 1 to LeaselPurchase Agreement, dated June 15, 2000 and 
Amendment No. 2 to LeaselPurchase Agreement, dated October 15, 2002 (as so 
amended, the "1 998 Lease"), each by and between the Authority and the City. 

2. Site Lease (Parks Project, Police Headquarters Building and Miscellaneous Public 
Properties), dated as of March 1, 1998, as amended by Amendment No. 1 to Site 
Lease, dated October 15, 2002 (as so amended, the "Miscellaneous Site Lease"), 
each by and between the Authority and the City. 

3. Site Lease (Parking Garage), dated as of March 1, 1998, as amended by 
Amendment No. 1 to Site Lease, dated June 15, 2000 (as so amended, the 
"Parking Garage Site Lease"), each by and between the Authority and the 
Redevelopment Agency of the City of Modesto. 

4. Facilities Lease (Communications Dispatch Center), dated as of March 1, 1998 
(the "Dispatch Lease") by and between the Authority and the City. 

5. Facilities Lease (City-County Administration Building), dated as of March 1, 
1998 (the "Administration Building Lease") by and between the Authority and 
the City-County Capital Improvements and Financing Agency. 

I hereby further certify that the 1998 Lease, the Miscellaneous Site Lease, the 
Parking Garage Site Lease, the Dispatch Lease and the Administration Building Lease have not 
been amended, rescinded or modified, and are now in full force and effect. 



IN WITNESS WHEREOF, I have hereunto set my hand as of the date set forth herein. 

Dated: April 1 8,2007 

MODEST0 PUBLIC FINANCING AUTHORITY 

By: 
Jean Morris 

Secretary 
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This FACILITIES LEASE (the "Facilities Lease"), executed and entered into as of 
March 1, 1998, by and between the CITY OF MODESTO, a charter city and a municipal 
corporation duly organized and existing under the laws of the State of California, as lessor (the 
"Lessor"), and the MODEST0 PUBLIC FINANCING AUTHORITY, a joint exercise of powers 
agency duly organized and existing under the laws of the State of California, as lessee (the 
"Lessee"); 

WITNESSETH: 

WHEREAS, the Lessor and the County of Stanislaus (the "County"), in conjunction with 
the City-County Capital Improvements and Financing Agency (the "Agency") and the 
Redevelopment Agency of the City of Modesto (the "Redevelopment Agency"), have determined 
to undertake a mixed-use development located in downtown Modesto, together with other related 
public improvements, including the rehabilitation of the Communications Dispatch Center 
(collectively, the "Project"); 

WHEREAS, the Lessee intends to assist the Lessor and Authority to, among other things, 
finance the costs of the Project through the issuance of the Authority's Lease Revenue Bonds, 
Series 1998 (Capital Improvements and Refinancing Project) (the "Bonds") pursuant to the terms 
of the Indenture of Trust (the "Indenture"), dated as of March 1, 1998, by and between the Lessee 
and Harris Trust Company of California, as trustee (the "Trustee"); and 

WHEREAS, pursuant to this Facilities Lease, the Lessor proposes to lease its undivided 
one-half interest in the component of the Project constituting the Communications Dispatch 
Center, together with its undivided one-half interest in the site upon which such facility is located, 
as more fully described in Exhibit A attached hereto (the "City Facilities") to the Lessee; and 

WHEREAS, the Lessee intends to lease-back the City Facilities, together with certain 
other real property and improvements, to the Lessor pursuant to a LeaseIPurchase Agreement to 
be executed and entered into as of the date hereof (the "Lease"), and payments required to be 
made by the City pursuant to such Lease shall secure payment of the Bonds; and 

WHEREAS, all acts, conditions and things required by law to exist, to have happened and 
to have been performed precedent to and in connection with the execution and entering into of 
this Facilities Lease do exist, have happened and have been performed in regular and due time, 
form and manner as required by law, and the parties hereto are now duly authorized to execute 
and enter into the Facilities Lease; 

NOW, THEREFORE, IN CONSIDERATION OF THE PREMISES AND OF THE 
MUTUAL AGREEMENTS AND COVENANTS CONTAINED HEREIN AND FOR OTHER 
VALUABLE CONSIDERATION, THE PARTIES HERETO DO HEREBY AGREE AS 
FOLLOWS: 



SECTION 1. Leased Premises. 

The Lessor hereby leases to the Lessee (without option to purchase) and the Lessor hereby 
leases from the Lessee, on the terms and conditions hereinafter set forth, the City Facilities, as 
more fully described in Exhibit A hereto. 

SECTION 2. Lessee Covenant to Issue Bonds. 

In consideration of the lease of the City Facilities by the Lessor to the Lessee as provided 
in Section 1 hereof, the Lessee hereby covenants to issue its Bonds and to apply or cause the 
proceeds thereof to be applied to pay the cost of the acquisition, construction and/or installation 
of the City Facilities. 

SECTION 3. Term. 

The term hereof shall commence as of the date hereof and shall remain in effect until the 
term of the Lease expires as provided by Section 4.2 thereof, provided, however, that if Lease 
Payments (as defined therein) due under the Lease remain unpaid at the expiration of the Lease 
term, then this Facilities Lease shall not terminate until the earlier of (i) September 1, 2043, 
(ii) the date on which the Bonds have been paid in full or (iii) the expiration of the term of any 
lease executed and delivered pursuant to Section 8.2(b) of the Lease, unless such term is sooner 
terminated as hereinafter provided. 

SECTION 4. Rental. 

The Lessor shall pay to the Lessee as and for rental hereunder the sum of One Dollar 
($1.00) on the date of initial issuance of the Bonds. 

SECTION 5. Purpose. 

The Lessor shall use the City Facilities solely for the purpose of subletting the City 
Facilities to the City pursuant to the Lease; provided, that in the event of default by the City 
under the Lease the Lessor may exercise the remedies provided in the Lease. 

SECTION 6. Owner in Fee. 

The Lessor covenants that it is a joint owner in fee as tenants in common (with a fifty 
percent ownership interest) of the Site (as described in Exhibit A hereto) upon which the City 
Facilities are located, subject to easements and other encumbrances which will not adversely 
affect the Lessee's use and occupancy of the Site. 

SECTION 7. Assi~nments and Subleases. 

Unless the Lessor shall be in default under the Lease, the Lessee may not, without the 
written consent of the Lessor, assign its rights hereunder or sublet the City Facilities, as 
contemplated by Section 5 hereof. 



SECTION 8. Right of Entry. 

The Lessor reserves the right for any of its duly authorized representatives to enter upon 
the City Facilities at any reasonable time to inspect the same or to make any repairs, 
improvements or changes necessary for the preservation thereof, which right is exercisable only 
so long as the Lessor is not in default under the Lease. 

SECTION 9. Termination. 

The Lessee agrees, upon the termination hereof, to quit and surrender the City Facilities 
in the same good order and condition as the same was in at the time of commencement of the 
term hereunder (with such modifications and improvements as are contemplated by the Lease), 
reasonable wear and tear excepted, and agrees that any permanent improvements and structures 
existing upon the City Facilities at the time of the termination hereof shall remain thereon and 
title thereto shall vest in the Lessor. 

SECTION 10. Default. 

In the event the Lessee shall be in default in the performance of any obligation on its part 
to be performed under the terms of this Facilities Lease, which default continues for 30 days 
following written notice to and demand for correction thereof by the Lessor, the Lessor may 
exercise any and all remedies granted by law which do not adversely affect the interests of the 
owners of the Bonds, with the consent of the Trustee; provided that the Lessor may not terminate 
this Facilities Lease and shall exercise only remedies providing for specific performance 
hereunder; and provided further that under no circumstances shall the Lessee have the right to 
repossess and relet the City Facilities in the event of a default by the Lessor under the Lease. 

SECTION 1 1. Ouiet Enioyment. 

The Lessee at all times during the term hereof shall peaceably and quietly have, hold and 
enjoy all of the City Facilities. 

SECTION 12. Waiver of Personal Liability. 

All liabilities hereunder on the part of the Lessee shall be solely liabilities of the Lessee 
as a separate legal entity, and the Lessor hereby releases each and every member, officer and 
employee of the Lessee of and from any personal or individual liability under this Facilities 
Lease. No member, officer or employee of the Lessee shall at any time or under any 
circumstances be individually or personally liable hereunder for anything done or omitted to be 
done by the Lessee hereunder. 

SECTION 13. Taxes. 

The Lessor hereby agrees and covenants to pay any and all assessments of any kind or 
character and also all taxes, including possessory interest taxes, levied or assessed upon the Site. 



SECTION 14. Eminent Domain. 

In the event the whole (or so much thereof as to render the remainder unusable for the 
proposes for which it was intended by the Lessor) or any part of the City Facilities is taken under 
the power of eminent domain, the proceeds of such proceedings thereof shall be paid to the 
Trustee for application in accordance with Section 4.12 of the Indenture. 

SECTION 15. Title Insurance. 

In the event that any proceeds are paid under the title policy delivered to the Lessor 
pursuant to such proceeds attributable to the City Facilities, as determined by the Lessor, shall 
be paid to the Trustee for application in accordance with Section 4.12 of the Indenture. 

SECTION 16. Liabilitv Insurance: Casualty Insurance; and Fire and Extended Coverage. 

(a) The Lessor hereby covenants to obtain and cause to be maintained throughout the 
term of this Facilities Lease, a standard comprehensive general liability insurance policy or 
policies, and insurance against loss or damage to any part of the City Facilities by reason of fire 
and lightning, with extended coverage and vandalism and malicious mischief, in protection of the 
Lessor, the Lessee, the Trustee and their respective members, directors, officers, agents and 
employees (the "Insured Parties"), indemnifying said parties against all direct or contingent loss 
or liability for damages for personal injury, death or property damage occasioned by reason of 
the operation of the Site or the City Facilities. 

(b) The standard comprehensive general liability insurance policy or policies required by 
this Section shall have minimum liability limits of minimum liability limits of one million dollars 
($1,000,000) for personal injury or death of each person and three million dollars ($3,000,000) 
for personal injury or deaths of two or more persons in each accident or event, and in a minimum 
amount of five hundred thousand dollars ($500,000) for damage to property resulting from each 
accident or event. Such public liability and property damage insurance may, however, be in the 
form of a single limit policy in the amount of three million dollars ($3,000,000) covering all such 
risks. Such liability insurance may be maintained as part of or in conjunction with any other 
liability insurance carried by the Lessor. 

(c) Casualty insurance and fire and extended coverage required by this Section shall be 
in an amount equal to the replacement cost (without deduction for depreciation) of all structures 
constituting any part of the City Facilities (less the cost of the land), excluding the cost of 
excavations, of grading and filling, and of the land (except that such insurance may be subject 
to deductible clauses for any one loss of not to exceed ten percent of such amount or a 
comparable deductible adjusted for inflation), or, in the alternative, shall be in an amount and in 
a form sufficient, in the event of total or partial loss, to enable the payment of an allocable 
portion of the Bonds attributed to the costs of the City Facilities then outstanding. Such casualty 
insurance may be maintained as part of or in conjunction with any other casualty insurance 
carried by the Lessor. 



(d) The proceeds of the liability insurance shall be applied to the payment of any claim 
covered by such policy. The proceeds of any casualty insurance and for any extended coverage 
shall be used for the repair, reconstruction or replacement of the damaged or destroyed portion 
of the City Facilities, and the Lessor shall hold any such proceeds separate and apart from all 
other funds held by the Lessor in a special fund to be designated the "Insurance and 
Condemnation Fund," to the end that such proceeds shall be applied to the repair, reconstruction 
or replacement of the City Facilities to at least the same good order, repair and condition as it 
was in prior to the damage or destruction, insofar as the same may be accomplished by the use 
of said proceeds. 

SECTION 17. Third-party Insureds. 

The insurance policies required by Sections 15 and 16 hereof shall name the Lessee and 
the Trustee as a third-party insured and shall include endorsements making amounts payable 
under such policies payable to the Lessee in accordance with its interest in the City Facilities 
hereunder described. 

SECTION 18. Partial Invalidity. 

If any one or more of the agreements, conditions, covenants or terms hereof shall to any 
extent be declared invalid, unenforceable, void or voidable for any reason whatsoever by a court 
of competent jurisdiction, the finding or order or decree of which becomes final, none of the 

( remaining agreements, conditions, covenants or terms hereof shall be affected thereby, and each 
provision of the Facilities Lease shall be valid and enforceable to the fullest extent permitted by 
law. 

SECTION 19. Notices. 

All approvals, authorizations, consents, demands, designations, notices, offers, requests, 
statements or other communications hereunder by either party to the other shall be in writing and 
shall be sufficiently given and served upon the other party if delivered personally or if mailed 
by United States registered or certified mail, return receipt requested, postage prepaid, and 
addressed as provided in Exhibit B hereof, with a copy to the Trustee, or to such other addresses 
as the respective parties may from time to time designate by notice in writing. 

SECTION 20. No Merger of Interests. 

The Leasehold estates under this Facilities Lease and the Lease shall not merge, whether 
by the exercise of any right or remedy hereunder or thereunder, by operation of law, or 
otherwise. 

SECTION 2 1 . Section Headings. 

All section headings contained herein are for convenience of reference only and are not 
intended to define or limit the scope of any provision hereof. 



SECTION 22. Execution. 

This Facilities Lease may be executed and entered into in several counterparts, each of 
which shall be deemed an original, and all of which shall constitute but one and the same 
instrument. 

SECTION 23. Governing: Law. 

This Facilities Lease shall be governed by and construed in accordance with the laws of cTZ 
h 

the State of California. F\ 



IN WITNESS WHEREOF, the parties hereto have executed and entered into the Facilities 
Lease by their officers thereunto duly authorized as of the day and year first above written. 

CITY OF MODEST0 

'/ City Manager 

MODEST0 PUBLIC FINANCING 
AUTHORITY 



State of California 1 
) ss 

County of Stanislaus ) 

n 
On rC\ b \$'j '3 before 

appeared ,\ ; ~ c k ~ G i a - ( ~  \. ",- -, E. - 
e -. 8'' 

to me on the basis of satisfactory evidence to be the person(s) whose name(s) islare subscribed 
to the within instrument and acknowledged to me that helshelthey executed the same in 
his/her/their authorized capacity(ties), and that by his/her/their signature(s) on the instrument the 
person(s), or the entity upon behalf of which person(s) acted, executed the instrument. 

WITNESS my hand and official seal. 



State of California 1 
ss 

County of Stanislaus ) 

- ,, a,,\ ,$-a\ before me, ,\ ,;, c,-! , ,B( ,., ,,,, T , ,  ; , personally 
a p p e a r e d A x  :L!~!,RcL A h %k , -  p , rw &rsonally &own to me, or proved 
to me on the basis of satisfactory evid&e to be the person(s) whose name(s) is/are subscribed 
to the within instrument and acknowledged to me that helshelthey executed the same in 
his/her/their authorized capacity(ties), and that by his/her/their signature(s) on the instrument the 
person(s), or the entity upon behalf of which person(s) acted, executed the instrument. C 

P 

WITNESS my hand and official seal. 

h 
L., 

Signature . LA, .-L,i.+X- [seal] 
\\ -. . y, '. ..', 

L.. 

JACQllELY N HURST ) 4 

COMM. 61045918 k -'a 

NOTARY FiliILIC-CPLlr5?NIS 2 - 3s - STA;JISLALJS COUNTY $9 n 

M y  Conm. Expires Nw 33. 1238 t 9 



(: 
State of California ) 

) ss. 
County of Stanislaus ) 

On March 9, 1998, before me, Rosemarie Havener. Notary Public 9 

Notary Public 
personally appeared Michael D. Milich 

Name(s) of Signer(s) 

&onally known to me -OR- El proved to me on the basis of satisfactory evidence to be the 
person whose name is subscribed to the within 
instrument and acknowledged to me that he executed 
the same in his authorized capacity, and that by his 
signature on the instrument the person, or the entity 
upon behalf of which the person acted, executed the 
instrument. 

4 ROSEMARIE HAVENER I 
COMM.#1127245 

iL 
'Z 

NOTARY PUBLIC-CALIFORNIA 8 
? 

STANISLAUS COUNTY "1 
My Comm. Expires Fsb. 18.2W1 I WITNESS my hand and official seal. 

C " Signature of Notary Public 

OPTIONAL 

Capacity Claimed by Signer 
Individual 
Corporate Officer 
Title(s) : 
Partner -- Limited General 
Attorney-in-fact 
Trustee 

El GuardianIConservator 
Other: 

Signer is Representing: 
Name of Persons(s) or Entity (ies) 

Attention Notary: Although the information requested below is OPTIONAL, it could prevent 
fraudulent attachment of this certificate to an unauthorized document. 

THIS CERTIFICATE Title or Type of Document 
MUST BE ATTACHED 
TO THE DOCUMENT Number of Pages Date of Document 
DESCRIBED AT RIGHT: Signer(s) Other than Named Above 

W:\APPS\CAOFFICE\ROSIE\NOTARY\NOTARY. WPD 



EXHIBIT A 

Description of the City Facilities 

The City Facilities shall consist of the City's undivided one-half interest in a building 
commonly referred to as the Communications Dispatch Center, together with the City's undivided 
one-half interest in the Site upon which said facility is located, and including the City's interest 
in the use of common areas. The Communications Dispatch Center is located on a 2.9 acre site 
at the comer of Oakdale Road and Bridgewood Way in the City of Modesto. 

Legal Description of the Site 

All that land, in the County of Stanislaus, State of California, City of Modesto, and 
described as "Parcel 2" (attached hereto as Attachment I) and designated on that certain parcel 
map filed in the office of the County Recorder of Stanislaus County, California, on September 
24, 1979 in volume 29 of parcel maps, at page 100. 



ATTACHMENT I 

An undivided one-half interest in the  following: 
Parcel 2 as per Parcel M a p  filed September 24, 1979 in volume 29 of 
Parcel Maps, P a g e  100. S t a n i d a u s  County Records. 



EXHIBIT B 

Notices 

If to the Lessee: 

If to the Lessor: 

Modesto Public Financing Authority 
c/o City of Modesto 
Finance Department 
City Hall 
1012 "I" Street, 2nd Floor 
Modesto, California 953 54 

City of Modesto 
Finance Department 
City Hall 
1012 "I" Street, 2nd Floor 
Modesto, California 953 54 



$62,275,000 
MODEST0 PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

CERTIFICATE REGARDING LEASE/PURCHASE 
AGREEMENT, SITE LEASES AND FACILITIES LEASES 

I, Jean Morris, hereby certify that I am the Secretary of the Commission of the 
Modesto Public Financing Authority (the "Authority"), a joint exercise of powers authority 
organized under the laws of the State of California, and that as such I am authorized to execute 
this Certificate on behalf of the Authority. 

I hereby further certify that there is attached hereto full, true and correct copies of 
the following documents: 

1. Leasepurchase Agreement, dated as of March 1, 1998, as amended by 
Amendment No. 1 to Leasepurchase Agreement, dated June 15, 2000 and 
Amendment No. 2 to Lease/Purchase Agreement, dated October 15, 2002 (as so 
amended, the "1998 Lease"), each by and between the Authority and the City. 

2. Site Lease (Parks Project, Police Headquarters Building and Miscellaneous Public 
Properties), dated as of March 1, 1998, as amended by Amendment No. 1 to Site 
Lease, dated October 15, 2002 (as so amended, the "Miscellaneous Site Lease"), 
each by and between the Authority and the City. 

3. Site Lease (Parking Garage), dated as of March 1, 1998, as amended by 
Amendment No. 1 to Site Lease, dated June 15, 2000 (as so amended, the 
"Parking Garage Site Lease"), each by and between the Authority and the 
Redevelopment Agency of the City of Modesto. 

4. Facilities Lease (Communications Dispatch Center), dated as of March 1, 1998 
(the "Dispatch Lease") by and between the Authority and the City. 

5. Facilities Lease (City-County Administration Building), dated as of March 1, 
1998 (the "Administration Building Lease") by and between the Authority and 
the City-County Capital Improvements and Financing Agency. 

I hereby further certify that the 1998 Lease, the Miscellaneous Site Lease, the 
Parking Garage Site Lease, the Dispatch Lease and the Administration Building Lease have not 
been amended, rescinded or modified, and are now in full force and effect. 



IN WITNESS WHEREOF, I have hereunto set my hand as of the date set forth herein. 

Dated: April 18,2007 

MODEST0 PUBLIC FINANCING AUTHORITY 

By: 
Jean Morris 

Secretary 
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This FACILITIES LEASE (the "Facilities Lease"), executed and entered into as of 
March 1, 1998, by and between the CITY-COUNTY CAPITAL IMPROVEMENTS AND 
FINANCING AGENCY, a joint exercise of powers agency duly organized and existing under the 
laws of the State of California, as lessor (the "Agency"), and the MODEST0 PUBLIC 
FINANCING AUTHORITY, a joint exercise of powers agency duly organized and existing under 
the laws of the State of California, as lessee (the "City JPA"); 

WITNESSETH: 

WHEREAS, the City of Modesto (the "City") and the County of Stanislaus (the "County"), 
in conjunction with the Agency and the Redevelopment Agency of the City of Modesto (the 
"Redevelopment Agency"), have determined to undertake the acquisition and developn~ent of a 
public administration building (the "City-County Administration Building") on a site described 
in Exhibit A hereto (the "Site") located in downtown Modesto in which the City and County will 
maintain their administrative offices, together with other related improvements (collectively, the 
"Project"); 

WHEREAS, in order to implement the Project, the City, the County, the Redevelopment 
Agency and the Agency have entered into, among other documents, a Master Agreement (the 
"Master Agreement"), dated July 22, 1997, which agreement sets for the responsibilities of the 
parties with respect to the development of the Project; and 

WHEREAS, in accordance with the Master Agreement, the Project and related 
improvements will be acquired, constructed and/or installed by the Agency, with the County 
serving as Project Administrator; and 

WHEREAS, the City JPA intends to assist the City and Agency to, among other things, 
finance the costs of the Project through the issuance of its Lease Revenue Bonds, Series 1998 
(Capital Improvements and Refinancing Project) (the "Bonds") pursuant to the terms of the 
Indenture of Trust (the "Indenture"), dated as of March 1, 1998, by and between the City JPA 
and the Harris Trust Company of California, as trustee (the "City Trustee"); and 

WHEREAS, pursuant to this Facilities Lease and a Facilities Leasepurchase Agreement, 
executed and entered into as of March 1, 1998, by and between the Agency and the County, the 
Agency proposes to lease to the City JPA and the Stanislaus County Capital Improvements 
Financing Authority (the "County PA"),  respectively, an undivided interest in the Site, the 
portions of the Project comprising the City-County Administration Building to be exclusively 
occupied or administered by the County and the City, as the case may be, together with non- 
exclusive rights to the common areas of the City-County Administration Building, as more fully 
described in Exhibit A attached hereto (the "County Facilities" or the "City Facilities," as 
applicable); and 

WHEREAS, the City P A  intends to lease the City Facilities, together with certain other 
real property, to the City pursuant to a Leasepurchase Agreement to be executed and entered into 
as of the date hereof (the "City Lease"), and payments required to made by the City pursuant to 
such City Lease shall secure payment of its Bonds; and 



WHEREAS, simultaneous with the issuance of the Bonds by the City P A ,  the County 
will cause the County P A ,  pursuant to the terms of the Trust Agreement (the "County Trust 
Agreement"), dated as of March 1, 1998, by and between the County JPA and BNY Western 
Trust Company, as trustee (the "County Trustee") to execute and deliver Certificates of 
Participation, Series A of 1998 (Downtown Center) (the "Certificates"), evidencing proportionate 
interest in the Owners thereof in Lease Payments to be made by the County under the terms of 
the Lease Agreement, dated as of March 1, 1998, by and between the County and the County 
P A ,  such Certificates being executed and delivered to pay the County's allocable costs related 
to the City-County Administration Building; and 

WHEREAS, all acts, conditions and things required by law to exist, to have happened and 
to have been performed precedent to and in connection with the execution and entering into of 
this Facilities Lease do exist, have happened and have been performed in regular and due time, 
form and manner as required by law, and the parties hereto are now duly authorized to execute 
and enter into the Facilities Lease; 

NOW, THEREFORE, IN CONSIDERATION OF THE PREMISES AND OF THE 
MUTUAL AGREEMENTS AND COVENANTS CONTAINED HEREIN AND FOR OTHER 
VALUABLE CONSIDERATION, THE PARTIES HERETO DO HEREBY AGREE AS 
FOLLOWS: 

SECTION 1. Leased Premises. 

The Agency hereby leases to the City JPA (without option to purchase) and the City P A  
hereby leases from the Agency, on the terms and conditions hereinafter set forth, an undivided 
one-half interest in the Site, and the City Facilities, as more fblly described and depicted in 
Exhibit B hereto, which consists of approximately 79,246 square feet in the City-County 
Administration Building to be occupied in part by the City on an exclusive basis and in part 
shared with the County, together with the non-exclusive rights to the use in and to the common 
areas in the City-County Administration Building. 

SECTION 2. City P A  Covenant to Issue Bonds. 
> 

In consideration of the lease of the City Facilities by the Agency to the City P A  as 
provided in Section 1 hereof, the City JPA hereby covenants to issue its Bonds and to apply or 
cause the proceeds thereof to be applied to pay the City's allocable cost of the acquisition, 
construction andlor installation of the Site and the City Facilities, together with the City's 
allocable costs other public capital improvements as contemplated by Section 4.5.5 of the Master 
Agreement. 

The Agency agrees to acquire, construct, delivery and install the Project and lease the City 
Facilities to the Authority hereunder. The Agency agrees to cause the Project to be acquired, 
constructed, delivered and installed with the proceeds of the Bonds made available by the City 
JPA, the proceeds of the Certificates contributed by the County P A  and other funds contributed 
or made available to the Agency. The proceeds of the Bonds will be allocated to the cost of the 
City Facilities. The Agency, or its agent, will arrange for, supervise and provide for, or cause 



to be supervised and provided for, the acquisition, construction, delivery and installation of the 
Project, which shall be completed on or before March 1, 2000. 

SECTION 3. Term. 

The term hereof shall commence as of the date hereof and shall remain in effect until the 
term of the City Lease expires as provided by Section 4.2 thereof, including any right of the 
extension of the term pursuant to such section; provided, however, that if, following an event of 
default under the City Lease, the City Facilities are relet in accordance with Section 8.2 of the 
City Lease, then this Facilities Lease shall not terminate until the expiration of the term of any 
lease executed and delivered pursuant to Section 8.2(b) of the City Lease. 

SECTION 4. Rental. 

The City JPA shall pay to the Agency as and for rental hereunder the sum of One Dollar 
($1.00) on the date of initial issuance of the Bonds. 

SECTION 5. Purpose. 

The City JPA shall use the City Facilities solely for the purpose of subletting the City 
Facilities to the City pursuant to the City Lease; provided, that in the event of default by the City 
under the City Lease the City JPA may exercise the remedies provided in the City Lease. 

SECTION 6. Owner in Fee. 

The Agency covenants that it is the owner in fee of the Site (as described in Exhibit A 
hereto) upon which the City Facilities will be located, subject to the exceptions shown on the 
Title Report delivered pursuant to Section 3.4.7.4 of the Master Agreement. 

SECTION 7. Assignments and Subleases. 

Unless the City shall be in default under the City Lease, the City JPA may not, without 
the written consent of the City, assign its rights hereunder or sublet the City Facilities, except as 
otherwise contemplated by Section 5 above. 

SECTION 8. Right of Entry. 

The Agency reserves the right for any of its duly authorized representatives to enter upon 
the City Facilities at any reasonable time to inspect the same or to make any repairs, 
improvements or changes necessary for the preservation thereof, which right is exercisable only 
so long as the Agency is not in default under the City Lease. 



SECTION 9. Termination. 

The City JPA agrees, upon the termination hereof, to quit and surrender the City Facilities 
in the same good order and condition as the same was in at the time of commencement of the 
term hereunder (with such modifications and improvements as are contemplated by the City 
Lease), reasonable wear and tear excepted, and agrees that any permanent improvements and 
structures existing upon the City Facilities at the time of the termination hereof shall remain 
thereon and title thereto shall vest in the Agency. 

SECTION 10. Default. 

In the event the City JPA shall be in default in the performance of any obligation on its 
part to be performed under the terms of this Facilities Lease, which default continues for 30 days 
following written notice to and demand for correction thereof by the Agency, the Agency may 
exercise any and all remedies granted by law which do not adversely affect the interests of the r 

owners of the Bonds, with the consent of the City Trustee; provided that the Agency may not : 

terminate this Facilities Lease and shall exercise only remedies providing for specific performance 
, 

hereunder. c 
- - 

SECTION 11. Ouiet Enioyment. H I 
- - 

The City JPA at all times during the term hereof shall peaceably and quietly have, hold u 
and enjoy all of the City Facilities. a 

SECTION 12. Waiver of Personal Liability. 

All liabilities hereunder on the part of the City JPA shall be solely liabilities of the City 
P A  as a separate legal entity, and the Agency hereby releases each and every member, officer 
and employee of the City JPA of and from any personal or individual liability under this 
Facilities Lease. No member, officer or employee of the City JPA shall at any time or under any 
circumstances be individually or personally liable hereunder for anything done or omitted to be 
done by the City JPA hereunder. 

SECTION 13. Taxes. 

The Agency hereby agrees and covenants to pay any and all assessments of any kind or 
character and also all taxes, including possessory interest taxes, levied or assessed upon the Site. 

SECTION 14. Eminent Domain. 

In the event the whole (or so much thereof as to render the remainder unusable for the 
proposes for which it was intended by the City) or any part of the City-County Administration 
Building is taken under the power of eminent domain, the proceeds of such proceedings allocable 
to the City Facilities, as determined by the Agency, shall be paid to the City Trustee for 
application in accordance with Section 4.12 of the Indenture. 



SECTION 15. Title Insurance. 

In the event that any proceeds are paid under the title policy delivered to the Agency 
pursuant to Section 3.4.7.4 of the Master Agreement, such proceeds attributable to the City 
Facilities, as determined by the Agency, shall be paid to the City Trustee for application in 
accordance with Section 4.12 of the Indenture. The amount paid to the City Trustee shall equal 
the amount of the proceeds received by the Agency multiplied by a fraction, the numerator of 
which is the outstanding principal amount of the Bonds and the denominator of which is the sum 
of the outstanding principal amount of the Certificates and the Bonds allocable to the financing 
of the City-County Administration Building. 

SECTION 16. Liability Insurance: Casualty Insurance: and Fire and Extended Coverage. 

(a) The Agency hereby covenants to obtain and cause to be maintained throughout the 
term of this Facilities Lease, a standard comprehensive general liability insurance policy or 
policies, and insurance against loss or damage to any part of the City-County Administration 
Building by reason of fire and lightning, with extended coverage and vandalism and malicious 
mischief, in protection of the City JPA, the City, the City Trustee for the Bonds, the County JPA, 
the County and the Certificates Trustee and their respective members, directors, officers, agents 
and employees (the "Insured Parties"), indemnifying said parties against all direct or contingent 
loss or liability for damages for personal injury, death or property damage occasioned by reason 
of the operation of the Site or the City-County Administration Building, including the City 
Facilities. 

(b) The standard comprehensive general liability insurance policy or policies required by 
this Section shall have minimum liability limits of minimum liability limits of one million dollars 
($1,000,000) for personal injury or death of each person and three million dollars ($3,000,000) 
for personal injury or deaths of two or more persons in each accident or event, and in a minimum 
amount of five hundred thousand dollars ($500,000) for damage to property resulting from each 
accident or event. Such public liability and property damage insurance may, however, be in the 
form of a single limit policy in the amount of three million dollars ($3,000,000) covering all such 
risks. Such liability insurance may be maintained as part of or in conjunction with any other 
liability insurance carried by the Agency, the City or the County. 

(c) Casualty insurance and fire and extended coverage required by this Section shall be 
in an amount equal to the replacement cost (without deduction for depreciation) of all structures 
constituting any part of the Project (less the cost of the land), excluding the cost of excavations, 
of grading and filling, and of the land (except that such insurance may be subject to deductible 
clauses for any one loss of not to exceed $100,000 for any one loss, or in the case of flood or 
earthquake, ten percent of such amount or a comparable deductible adjusted for inflation), or, in 
the alternative, shall be in an amount and in a form sufficient, in the event of total or partial loss, 
to enable the payment of all Bonds and Certificates then outstanding. Such casualty insurance 
may be maintained as part of or in conjunction with any other casualty insurance carried by the 
Agency. 



(d) The proceeds of the liability insurance shall be applied to the payment of any claim 
covered by such policy. The proceeds of any casualty insurance and for any extended coverage 
shall be used for the repair, reconstruction or replacement of the damaged or destroyed portion 
of the Project, and the Agency shall hold any such proceeds separate and apart from all other 
funds held by the Agency in a special fund to be designated the "Insurance and Condemnation 
Fund," to the end that such proceeds shall be applied to the repair, reconstruction or replacement 
of the Project to at least the same good order, repair and condition as it was in prior to the 
damage or destruction, insofar as the same may be accomplished by the use of said proceeds; 
provided, however, if the Agency determines that the repair, reconstruction or replacement is not 
feasible within 24 months from the date of loss, then any proceeds received as a result of damage 
to the City Facilities shall be paid to the City Trustee. 

SECTION 17. Third-party Insureds. I ' 

P 

The insurance policies required by Sections 15 and 16 hereof shall name the City JPA as P 

a third-party insured and shall include endorsements making amounts payable under such policies - 
payable to the City JPA in accordance with its interest in the Project hereunder described. G 

3 

SECTION 1 8. Partial Invalidity. z- 
2 
--. - 

If any one or more of the agreements, conditions, covenants or terms hereof shall to any u 
extent be declared invalid, unenforceable, void or voidable for any reason whatsoever by a court a 

of competent jurisdiction, the finding or order or decree of which becomes final, none of the 
remaining agreements, conditions, covenants or terms hereof shall be affected thereby, and each 
provision of the Facilities Lease shall be valid and enforceable to the fullest extent permitted by 
law. 

SECTION 19. Notices. 

All approvals, authorizations, consents, demands, designations, notices, offers, requests, 
statements or other communications hereunder by either party to the other shall be in writing and 
shall be sufficiently given and served upon the other party if delivered personally or if mailed 
by United States registered or certified mail, return receipt requested, postage prepaid, and 
addressed as provided in Exhibit C hereof, with a copy to the City Trustee, or to such other 
addresses as the respective parties may from time to time designate by notice in writing. 

SECTION 20. No Merger of Interests. 

The Leasehold estates under this Facilities Lease and the City Lease shall not merge, 
whether by the exercise of any right or remedy hereunder or thereunder, by operation of law, or 
otherwise. 

SECTION 2 1. Section Headings. 

All section headings contained herein are for convenience of reference only and are not 
intended to define or limit the scope of any provision hereof. 



SECTION 22. Execution. 

This Facilities Lease may be executed and entered into in several counterparts, each of 
which shall be deemed an original, and all of which shall constitute but one and the same 
instrument. 

SECTION 23. Governing Law. 

This Facilities Lease shall be governed by and construed in accordance with the laws of 
the State of California. 



IN WITNESS WHEREOF, the parties hereto have executed and entered into the Facilities 
Lease by their officers thereunto duly authorized as of the day and year first above written. 

CITY-COUNTY CAPITAL 
IMPROVEMENTS AND FINANCING 
AGENCY 

MODEST0 PUBLIC FINANCING 
AUTHORITY 



i. State of California 1 
ss 

County of Stanislaus) 

.- 

Rclj \$?% beforeme,~~cLc:lpcb&b,7- . N.bLcL:x- On rnc,+cc$- . - Y ~  KG z &, personally 
appeared- ; L;J.. . .. A , \_I1, . ik 1 ~2.2 ,&ersonally k h o i n  to me, or proved 
to me on the-basis of satisfactory eviden6Ato be the person(s) whose name(s) islare subscribed 
to the within instrument and acknowledged to me that helshelthey executed the same in 
his/herltheir authorized capac.ity(ties), and that by hislherltheir signature(s) on the instrument the 
person(s), or the entity upon behalf of which person(s) acted, executed the instrument. 

WITNESS my hand and official seal. 



State of California 1 
) ss. 

County of Stanislaus 1 

On March 9, 1998, before me, Rosemarie Havener. Notary Public 9 

Notary Public 
personally appeared Michael D. Milich 

Name(s) of Signer(s) 

&onally known to me -OR- proved to me on the basis of satisfactory evidence to be the 
person whose name is subscribed to the within 
instrument and acknowledged to me that he executed 
the same in his authorized capacity, and that by his 
signature on the instrument the person, or the entity 
upon behalf of which the person acted, executed the 
instrument. 

1 

1 
?.. 

ROSEMARIE HAVENER 1 
3 COMM.#1127245 
2 NOTARY PUBLIC- CALIFORNIA 8 
? STANISLAUS COUNTY 
1 My Cornm. Expires Feb. 18,2001 

Capacity Claimed by Signer 
Individual 
Corporate Officer 

WITNESS my hand and official seal. 

signature of Notary Public 

OPTIONAL 

Title(s) : 
Partner -- Limited General 
Attorney-in-fact 
Trustee 
GuardianIConservator 
Other: 

Signer is Representing: 
Name of Persons(s) or Entity (ies) 

Attention Notary: Although the information requested below is OPTIONAL, it could prevent 
fraudulent attachment of this certificate to an unauthorized document. 

THIS CERTIFICATE Title or Type of Document 
MUST BE ATTACHED 
TO THE DOCUMENT Number of Pages Date of Document 
DESCRIBED AT RIGHT: Signer(s) Other than Named Above 

W:MPPS\CAOFFICE\ROSIEWOTARY\NOTARY. WPD 



EXHIBIT A 

Description of the City Facilities 

The City Facilities shall consist of an undivided one-half interest in the Site (as described 
below) and approximately 79,246 square feet of the City-County Administration Building, such 
area to be exclusively occupied by the City, together with the City's interest in certain common 
areas in the City-County Administration Building, such joint-use area consisting of approximately 
80,032 square feet. 

The City Facilities are located in the City of Modesto, County of Stanislaus, described as C4 

i' 
follows: C \_. 

Pazcel No. 6 - - 
-* C 

AII undivided one-half interest in and to the following: 3;r 

Lots 8 through 24 in Block 67 of the City of Modesto as per map filed = 
December 21, 1942 in Volume 15 of Maps, Stanislaus County Records. 

(t 
a 

Together with the following described property: 
All that portion of Lot 25 in Block 67 described as follows: 
Beginning at the most easterly corner of Lot 25; thence South 4 6 O  2 7 '  
01" West alon the southeasterly line of eaid L o t  2 5 ,  a distance of 
44.92 feet; t z ence North 43O 32' 30' West, a distance of 4.91 feet; 
thence North 46O 2 7 '  30" East, a distance of 54.92 feet to the 
centerline of the alley as shown on said map of Block 67; thence South 
4 3 O  31' 16" East, along said alley centerline, a diatance of 4.90 
feet, to the point of intersection with the northeasterly extension of 
the southeasterly line of said Lot 25; thence South 46O 2 7 '  0l1I West 
along said extension, a distance of 10.00 Feet to the point of 
beginning. 

Excepting therefrom the followiag described property: 
All that portion of Lot 8 in Block 67 of the City of Modesto described 
as follows: 
Beginning at the most Northerly Corner of said Lot 8, thence South 4 3 O  
311 06" East along the northeasterly line of eaid lot, a distance of 
20.14 feet; thence South 46"  27' 30'' West a distance of 150-09 feet to 
the center line of said alley; thence North 43O 31' 16'' West along 
said center line a distance of 26.11 feet to the point of intersection 
with the southwesterly extension of the Northwesterly line of Lot 8; 
thence North 46O 26'46'' East along said extension and said 
Northweeterly line of Lot 8, a distance of 150.09 feet to the point of 
beginning. 

Also excepting therefrom the following described property: 
~ l l  that portion of Lots 23 and 24 in Block 67 described aa follows: 
Beginning at the moet westerly corner of Lot 24, thence North 4 6 O  2 7 '  
ol1I East along the northwesterly line of said Lot 24, a distance of 
95.17 feet; thence Aouth 43O 32' 30" Ea~t, a 'distance of 33-11 feet; 
thence South 4 6 O  27' 30" West, a diatance of 95.18 feet to a point on 
the southwester1 line of Lot 23; thence North 430 31' 28f1 West, along 
said southwester :: y line of Lot 23 and the southwesterly line of Lot 24 
a distance of 33.10 feet to the point of beginning. 



EXHIBIT B 

See Attachment 1 hereto 
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EXHIBIT C 

Notices 

If to the Lessee: 

If to the Lessor: 

Modesto Public Financing Authority 
C/O City of Modesto 
Finance Department 
City Hall 
1012 "1" Street, 2nd Floor 
Modesto, California 95354 

City-County Capital Improvement and Financing Agency 
c/o Stanislaus County CEO's Office 
1 1  00 H Street, 2nd Floor 
Modesto, California 953 54 
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AUCTION AGREEMENT 

Dated as of April 1, 2007 

Between 

THE BANK OF NEW YORK TRUST COMPANY, N.A., 
as Trustee 

and 

DEUTSCHE BANK TRUST COMPANY AMERICAS, 
as Auction Agent 

Relating to 

$62,275,000 
Modesto Public Financing Authority 

Lease Revenue Refunding and Capital Improvement Bonds 
Series 2007 
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AUCTION AGREEMENT 

THIS AUCTION AGREEMENT, dated as of April 1, 2007 (the “Auction Agreement”), 
between The Bank of New York Trust Company, N.A., a national banking association, as trustee 
(the “Trustee”) and Deutsche Bank Trust Company Americas, a New York Banking corporation, 
acting, as auction agent (together with its successors and assigns, the “Auction Agent”); 

WITNESSETH 

WHEREAS, in order to assist the City of Modesto (the “City”) in financing certain 
capital improvements located within the City, concurrently with the execution and delivery of 
this Auction Agreement, the Modesto Public Financing Authority (the “Authority”) is causing 
the execution and delivery of Lease Revenue Refunding and Capital Improvement Bonds, 
Series 2007 (the “Bonds”); and 

WHEREAS, the Bonds are being executed and delivered pursuant to that certain Trust 
Indenture, dated as of April 1, 2007 (the “Indenture”), by and between the Authority and the 
Trustee; and 

WHEREAS, the Bonds are initially being delivered in the form of auction rate securities, 
and such Bonds are referred to herein as “ARS” or “ARS Bonds”; and 

WHEREAS, the Trustee is entering into this Auction Agreement as agent for the 
registered owners of the ARS Bonds (the “Owners”) pursuant to the Indenture; and 

WHEREAS, the Auction Agent is to perform certain duties set forth herein; 

NOW, THEREFORE, the Trustee and the Auction Agent hereby agree as follows: 

Section 1.  Definitions and Rules of Construction. 

1.1.  Terms Defined by Reference to the Indenture.  Capitalized terms not defined herein 
shall have the respective meanings specified in the Indenture, including Exhibit B thereto. 

1.2.  Terms Defined Herein.  As used herein and in the exhibits hereto, the following 
terms shall have the following meanings, unless the context otherwise requires: 

(a) Auction Agent Acceptance Fee means an acceptance fee as set forth in a 
written agreement signed by the Auction Agent and the Authority. 

(b) Auction Agent Fee means the fees, other than the Auction Agent 
Acceptance Fee, set forth in a written agreement signed by the Auction Agent and the 
Authority. 

(c) Authorized Officer shall mean (i) in the case of the Auction Agent, each 
Director, Vice President, Assistant Vice President and Associate of the Auction Agent 
and every other officer or employee of the Auction Agent designated as an “Authorized 
Officer” for purposes hereof in a written communication to the Trustee, (ii) in the case of 
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the Authority, its Chief Financial Officer and every other officer or employee of the 
Authority designated an “Authorized Officer” for purposes hereof in a written 
communication delivered from the Authority to the Trustee, and (iii) in the case of the 
Trustee, each Senior Vice President, Vice President, Assistant Vice President, Senior 
Trust Officer, Trust Officer and Assistant Manager of the Trustee and every other officer 
or employee of the Trustee designated as an “Authorized Trustee Representative” for 
purposes hereof in a written communication from the Trustee to the Auction Agent. 

(d) Broker-Dealer Agreement shall mean each agreement among the 
Auction Agent, a Broker-Dealer and the Authority substantially in the form attached 
hereto as Exhibit A. 

(e) Broker-Dealer Fee shall represent the compensation to the Broker-Dealer 
for services rendered. 

(f) Broker-Dealer Fee Rate shall mean the rate at which the Broker-Dealer 
is to be compensated. 

(g) Existing Holder Registry shall mean the register maintained by the 
Auction Agent pursuant to Section 2.2(a)(i). 

(h) Participant of any Person means the member of, or participant in, the 
Securities Depository that will act on behalf of an Existing Holder or Potential Holder. 

(i) Person shall mean an individual, association, unincorporated organization, 
corporation, partnership, joint venture, business trust or a government or an agency or a 
political subdivision thereof, or any other entity. 

1.3.  Rules of Construction.  Unless the context or use indicates another or different 
meaning or intent, the following rules shall apply to the construction of this Auction Agreement. 

(a) Words importing the singular number shall include the plural number and 
vice versa. 

(b) The captions and headings herein are solely for convenience of reference 
and shall not constitute a part of this Auction Agreement nor shall they affect its 
meaning, construction or effect. 

(c) The words “herein,” “hereof,” and “hereunder” and other words of similar 
import refer to this Auction Agreement as a whole and not to any particular Section or 
other subdivision. 

(d) All references herein to a particular time of day shall be to New York City 
time. 

(e) Each reference to the “purchase,” “sale” or “holding” of ARS shall refer to 
beneficial ownership interests in ARS unless the context clearly requires otherwise. 



 

3 
 SF1 1449284 47922/34 

Section 2.  Auction. 

2.1.  Purpose; Appointment; Incorporation by Reference of Auction Procedures. 

(a) The Indenture provides that the interest rate on the ARS Bonds for each Auction 
Period shall be the ARS Rate which shall be, except as otherwise provided therein, the Auction 
Rate that an Auction Agent appointed by the Trustee determines to have resulted from 
implementation of the Auction Procedures.  The Trustee, at the written direction of the Borrower 
to the Trustee, hereby appoints Deutsche Bank Trust Company Americas as Auction Agent for 
purposes of the Auction Procedures and to perform such other obligations and duties as are 
herein or therein set forth.  The Auction Agent hereby accepts such appointment as Auction 
Agent and agrees that, on each Auction Date, it shall follow the procedures set forth in the 
Auction Procedures for the purpose of, among other things, determining the ARS Rate for each 
Auction Period (other than the Initial Interest Period). 

(b) Without prejudice to Section 5.1(a), all of the provisions contained in the Auction 
Procedures, provided in Exhibit B of the Indenture and other provisions relating to the Auction 
Procedures contained in the Indenture are incorporated herein by reference in their entirety and 
shall be deemed to be a part hereof to the same extent as if such provisions were fully set forth 
herein. 

2.2.  Preparation for each Auction; Maintenance of Registry of Existing Holders. 

(a) (i) Prior to each Auction Date in which a Broker-Dealer will participate, the 
Authority shall provide the Auction Agent with a manually signed Broker-Dealer Agreement 
executed by each such Broker-Dealer, if not previously so provided.  The Auction Agent shall 
maintain a current registry of Persons that are Broker-Dealers, compiled as described below, that 
are Holders of the Bonds (such registry being herein called the “Existing Holder Registry”).  
Such Persons shall constitute the Existing Holders for purposes of each Auction.  The Auction 
Agent may conclusively rely upon, as evidence of the identities of the Existing Holders, (A) the 
results of each Auction, and (B) notices from any Existing Holder, the Broker-Dealer of any 
Existing Holder as described in the first sentence of Section 2.2(a)(iii). 

  (ii) The Trustee shall notify the Auction Agent when any notice of redemption 
or partial defeasance is sent to the Securities Depository as Holder of the Bonds not later than 
11:00 a.m. on the date such notice is sent.  Prior to sending the notice, the Trustee shall verify 
with the Auction Agent the lottery publication date to be used in the notice.  In the event the 
Auction Agent receives from the Trustee written notice of any partial redemption or partial 
defeasance of any Bonds, the Auction Agent shall, at least three Business Days prior to the 
redemption date, or Defeasance Date (so long as the Auction Agent has been provided timely 
notice), as applicable, with respect to such Bonds, request the Securities Depository to notify the 
Auction Agent of the identities of the Participants (and the respective principal amounts) from 
the accounts of which Bonds have been called for redemption or partial defeasance and at least 
one Business Day prior to the redemption date, or defeasance date, as applicable, with respect to 
the Bonds being partially redeemed or defeased, the Auction Agent shall request each eligible 
Broker-Dealer to disclose to the Auction Agent (upon selection by such Participant of the 
Existing Holders whose Bonds are to be redeemed or defeased) the aggregate principal amount 
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of such Bonds of each such Existing Holder, if any, to be redeemed or defeased.  By the close of 
business on the day the Auction Agent receives any notice pursuant to this paragraph (ii), the 
Auction Agent shall forward the contents of such notice to the related Broker-Dealer by 
telephone, confirmed in writing. 

  (iii) The Auction Agent shall register in the Existing Holder Registry a transfer 
of the Bonds from an Existing Holder to another Person only if (A) such transfer is pursuant to 
an Auction or (B) if such transfer is made other than pursuant to an Auction, the Auction Agent 
has been notified in writing in a notice by the Existing Holder that is the transferor, or the 
Broker-Dealer of such Existing Holder, of such transfer.  The Auction Agent shall rescind a 
transfer made on the Existing Holder Registry if the Auction Agent has been notified in writing 
by the Broker-Dealer of any Person that (i) purchased any Bonds and the seller failed to deliver 
such Bonds or (ii) sold any Bonds and the purchaser failed to make payment to such Person upon 
delivery to the purchaser of such Bonds.  The Auction Agent is not required to accept any notice 
of transfer or rescission delivered prior to an Auction unless it is received by the Auction Agent 
by 3:00 p.m. on the Business Day next preceding the applicable Auction Date. 

(b) The Auction Agent may request, but shall have no duty to do so, that the Broker-
Dealers, as set forth in the Broker-Dealer Agreements, provide the Auction Agent with a list of 
their respective customers that such Broker-Dealers believe are beneficial holders of the Bonds 
and the aggregate principal amount of the Bonds beneficially owned by each such customer.  The 
Auction Agent shall treat as confidential any such information and shall not disclose any such 
information so provided to any Person other than the relevant Broker-Dealer, the Authority, the 
City, the Trustee and their respective agents; provided, however, that the Auction Agent reserves 
the right to disclose any such information as confidential information to its internal and external 
accountants, auditors and counsel, its regulators and examiners, and any other person if the 
Auction Agent has been advised by its counsel that it may be liable for a failure to effect such 
disclosure, or if it is ordered to do so by a court of competent jurisdiction or regulatory, judicial, 
quasi-judicial agent or authority having the authority to mandate such disclosures; provided, 
further, however, that the Auction Agent may refrain from making requested disclosures if in its 
sole discretion it receives adequate indemnity therefor. 

2.3.  Changes in Auction Period or Auction Date.  In connection with any changes in the 
Auction Period or the Auction Date, the Auction Agent shall deliver to the Trustee the items 
referred to in Section 2.09 of the Auction Procedures. 

2.4.  Notices to Existing Holders.  The Auction Agent shall be entitled to conclusively 
rely upon the address of each Existing Holder as such address is delivered by such Existing 
Holder in connection with any notice to Existing Holder required to be given by the Auction 
Agent. 

2.5.  Payment Defaults. 

(a) The Auction Agent shall deliver a copy of any notice received by it from the 
Trustee to the effect that a payment default on the Bonds has occurred to the Broker-Dealers on 
the Business Day of the receipt thereof or as soon as practicable thereafter by telecopy or other 
similar means. 
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(b) The Auction Agent shall deliver a copy of any notice received by it from the 
Trustee to the effect that a payment default on the Bonds has been cured to the Broker-Dealers 
on the Business Day of its receipt thereof or as soon as practicable thereafter by telecopy or other 
similar means. 

(c) If a payment default on the Bonds shall have occurred and be continuing, the 
Auction Procedures shall be suspended. 

2.6.  Broker-Dealers. 

(a) If the Auction Agent is provided with a copy of a Broker-Dealer Agreement 
which has been signed, it shall enter into such Broker-Dealer Agreement with relating to the 
ARS with Banc of America Securities LLC. 

(b) The Auction Agent shall from time to time enter into such other Broker-Dealer 
Agreements as the Authority shall request with written notice to the Trustee.  The Authority shall 
cause to be delivered to the Auction Agent, for execution by the Auction Agent, a Broker-Dealer 
Agreement manually signed by such Broker-Dealer.  The Auction Agent shall only be required 
to enter into a Broker-Dealer Agreement if such Broker-Dealer Agreement is in substantially the 
form attached hereto as Exhibit A and has been duly executed and delivered by the proposed 
Broker-Dealer. 

(c) The Auction Agent shall terminate any Broker-Dealer Agreement as set forth 
therein if so directed by the Authority in writing with prior written notice to the Trustee. 

2.7.  Ownership of ARS.  Neither the Authority, the City nor any Person controlled by the 
Authority or the City may submit any Order or Bid, directly or indirectly, in any Auction.  The 
Auction Agent shall have no duty to monitor compliance with this Section 2.7. 

2.8.  Access to and Maintenance of Auction Records.  The Auction Agent shall afford to 
the Authority, the City, the Bond Insurer and Trustee and their agents, independent public 
accountants and counsel, access at reasonable times during normal business hours to all books, 
records, documents and other information concerning the conduct and results of Auctions; 
provided that any such agent, accountant or counsel of the Authority, the City, the Bond Insurer 
or the Trustee, as applicable, shall furnish the Auction Agent with a letter from an Authorized 
Officer of the Authority, the City or the Trustee, as applicable, requesting that the Auction Agent 
afford such Person access.  The Auction Agent shall maintain records relating to any Auction for 
a period of two years after such Auction (unless requested by the Authority to maintain such 
records for such longer period, then for such longer period but not in excess of a total of four 
years after such Auction), and such records shall, in reasonable detail, accurately and fairly 
reflect the actions taken by the Auction Agent hereunder.  The Trustee agrees to keep any 
information regarding the customers of any Broker-Dealer received from the Auction Agent in 
connection with this Agreement or any Auction confidential and shall not disclose such 
information or permit the disclosure of such information without the prior written consent of the 
applicable Broker-Dealer to anyone except such agent, accountant or counsel engaged to audit or 
review the results of Auctions, or to its internal and external auditors and counsel, its regulators 
and examiners and any other Person if the Trustee has been advised by its counsel that it may be 
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liable for a failure to effect such disclosure or if ordered to do so by a court of competent 
jurisdiction or regulatory, judicial, quasi-judicial agent or authority having the authority to 
mandate such disclosure.  Any such agent, accountant or counsel engaged to audit or review the 
results of Auctions, before having access to such information, shall agree to keep such 
information confidential and not to disclose such information or permit disclosure of such 
information without the prior written consent of the applicable Broker-Dealer, except as may 
otherwise be required by law.  The Auction Agent shall not be responsible for any actions of the 
Trustee, the Authority, the City, or their respective agents, accountants or counsel for passing on 
confidential information as a result of access to records of the Auction Agent. 

2.9.  Membership in the Securities Depository.  As of the date hereof, the Auction Agent 
is a member of, or participant in, the Securities Depository.  The Auction Agent will provide the 
Trustee with notice at least 90 days prior to the date, if any, on which it shall resign as a member 
of, or participant in, the Securities Depository. 

2.10.  Change in Mode from an ARS Mode.  Pursuant to the Indenture, the Authority may 
cause the Mode with respect to the Bonds to be changed from an ARS Mode to a Daily Mode, 
Weekly Mode, Flexible Mode, Term Rate Mode or Fixed Rate Mode.  Assuming a successful 
change in Mode of the Bonds to a Daily Mode, Weekly Mode, Flexible Mode, Term Rate Mode 
or Fixed Rate Mode, and assuming the Auction Agent has not received a notice of a failed 
conversion from the Authority, the Auction Agent shall no longer conduct Auctions with respect 
to the Bonds.  If, however, in such case the Auction Agent receives a notice of a failed 
conversion, the Auction Agent shall follow the provisions of Section 2.15(C) of the Indenture.  
Upon the change in Mode of the Bonds to a Daily Mode, Weekly Mode, Flexible Mode, Term 
Rate Mode or Fixed Rate Mode, this Agreement shall automatically terminate; provided, 
however, in any case, the provisions of Section 3.4 hereof shall survive any such termination. 

2.11.  Notice of Conversion.  At least five days prior to a proposed ARS Conversion 
Date, the Trustee shall send a copy of any notice received pursuant to Indenture to the Securities 
Depository and the Auction Agent.  At the expense of the Authority, the Trustee shall make 
available or cause to be made available to the Securities Depository such other information as the 
Securities Depository may reasonably require in order to effect the exchange of the Bonds 
bearing interest at an ARS Rate for the Bonds bearing interest at a Daily Rate, Weekly Rate, 
Flexible Rate, Term Rate or Fixed Rate. 

2.12.  Tender of the Bonds.  Any Bonds to be converted to bear interest at a Daily Rate, 
Weekly Rate, Flexible Rate, Term Rate or Fixed Rate pursuant to Section 2.15(C) of the 
Indenture shall be subject to mandatory tender for purchase on the relevant Conversion Date at a 
price equal to the principal amount thereof plus accrued interest to the Conversion Date in 
accordance with Section 2.15(C) of the Indenture.  The Bonds subject to mandatory tender must 
be presented for payment as provided in Section 4.10 of the Indenture.  The Bonds which are 
subject to mandatory tender but are not presented for payment on the Conversion Date will be 
deemed to have been tendered and are subject to the provisions of Section 4.10 of the Indenture. 
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Section 3.  The Auction Agent. 

3.1.  Duties and Responsibilities of the Auction Agent. 

(a) The Auction Agent is acting solely as agent for the Trustee hereunder and owes 
no fiduciary duties to any other Person. 

(b) The Auction Agent undertakes to perform such duties and only such duties as are 
specifically set forth in this Auction Agreement or incorporated herein by reference from the 
Auction Procedures or the Broker-Dealer Agreement, and no implied covenants or obligations 
shall be read into this Auction Agreement or the Auction Procedures against the Auction Agent 
by reason of anything set forth in the Official Statement or any other offering material employed 
in connection with the offering and sale of the Bonds bearing interest at an ARS Rate or 
otherwise.   

(c) In the absence of willful misconduct or gross negligence on its part, the Auction 
Agent shall not be liable for any action taken, suffered or omitted or for any error of judgment 
made by it in the performance of its duties under this Auction Agreement.  The Auction Agent 
shall not be liable for any error of judgment made in good faith unless the Auction Agent shall 
have been negligent in ascertaining (or failing to ascertain) the pertinent facts. 

(d) The Auction Agent represents and warrants that, assuming this Auction 
Agreement is a legal, valid and binding agreement among the other parties hereto, this Auction 
Agreement is a legal, valid and binding agreement of the Auction Agent enforceable in 
accordance with its terms, except as such enforceability may be limited by laws relating to 
bankruptcy, insolvency, moratorium or similar laws affecting creditors rights generally and 
subject to general principles of equity (regardless of whether such enforceability is considered in 
a proceeding in equity or at law). 

(e) The Auction Agent shall not be responsible or liable for any failure or delay in the 
performance of its obligation under this Auction Agreement arising out of or caused, directly or 
indirectly, by circumstances beyond its reasonable control, including, without limitation, acts of 
God; earthquakes; fire; flood; wars; terrorism; similar military disturbances; sabotage; epidemic; 
riots; interruptions; loss or malfunctions of utilities, computer (hardware or software) or 
communications services; accidents; labor disputes; acts of civil or military authority or 
governmental action; it being understood that the Auction Agent shall use commercially 
reasonable efforts which are consistent with accepted practices in the banking industry to resume 
performance as soon as reasonably practicable under the circumstances. 

3.2.  Rights of the Auction Agent. 

(a) The Auction Agent may conclusively rely and shall be fully protected in acting or 
refraining from acting upon any communication authorized hereby and upon any written 
instruction, notice, request, direction, consent, report, certificate, bond certificate or other 
instrument, paper or document reasonably believed by it to be genuine.  The Auction Agent shall 
not be liable for acting upon any telephone communication authorized hereby which the Auction 
Agent believes in good faith to have been given by the Trustee, a Broker-Dealer, the Authority, 
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the City or the Securities Depository.  The Auction Agent may record telephone communications 
with the Authority, the City, the Trustee or with the Broker-Dealers or both. 

(b) The Auction Agent may consult with counsel of its choice, and the advice of such 
counsel shall be full and complete authorization and protection in respect of any action taken, 
suffered or omitted by it hereunder in good faith and in reliance thereon. 

(c) The Auction Agent shall not be required to advance, expend or risk its own funds 
or otherwise incur or become exposed to financial liability in the performance of its duties 
hereunder. 

(d) The Auction Agent may perform its duties and exercise its rights hereunder either 
directly or by or through agents or attorneys and shall not be responsible for misconduct or 
negligence on the part of, or for the supervision of, any agent or attorney appointed by it with 
due care hereunder. 

(e) The Auction Agent shall have no obligation or liability in respect of the 
registration or exemption therefrom of the Bonds (or any beneficial ownership interest therein) 
under federal or state securities laws in respect of the sufficient or the conformity of any transfer 
of the Bonds to the terms of the Auction Agreement, any Broker-Dealer Agreement, the 
Indenture or any other document contemplated by any thereof. 

3.3.  Auction Agent’s Disclaimer.  The Auction Agent and the Trustee make no 
representation as to the validity, adequacy or accuracy of the Broker-Dealer Agreement or the 
Bonds or any Official Statement or other offering material used in connection with the offer and 
sale of the Bonds or otherwise. 

3.4.  Compensation, Expenses and Indemnification of the Auction Agent.  The Authority 
shall pay (i) the Auction Agent Acceptance Fee on the date of payment for and delivery of the 
ARS Bonds, (ii) the Auction Agent Fee for the ARS Bonds on the first Interest Payment Date 
following the Closing Date and annually thereafter, and (iii) upon request of the Auction Agent 
and to the extent provided in the written agreement between the Authority and the Auction 
Agent, pursuant to which the Auction Agent has agreed to provide its services hereunder, 
reasonable expenses, disbursements and advances incurred or made by the Auction Agent in 
accordance with this Auction Agreement and any Broker-Dealer Agreement (including the 
reasonable compensation, expenses and disbursements of its agents and counsel), except any 
expense, disbursement or advance attributable to the gross negligence or bad faith of the Auction 
Agent.  The Auction Agent Fee represents compensation for the services of the Auction Agent in 
conducting Auctions for the benefit of the beneficial owners of the Bonds.  The Auction Agent 
Fee may be adjusted from time to time with the approval of the Authority upon a written request 
of the Auction Agent delivered to the Authority. 

The Authority shall indemnify the Auction Agent, its directors, officers, agents and 
employees, for, and hold it harmless against any loss, liability or expense incurred without 
willful misconduct or gross negligence on its part arising out of or in connection with its agency 
under this Auction Agreement and the Broker-Dealer Agreements, or the transactions 
contemplated hereby or thereby, including the costs and expenses of defending itself, its 
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directors, officers, agents and employees, against any claim of liability in connection with its 
exercise or performance of any of its duties hereunder or thereunder. 

3.5.  Broker-Dealer Fee.  While the ARS are in an Auction Period other than a daily 
Auction Period on each Interest Payment Date following each Auction Date, each Broker-Dealer 
shall be entitled to receive an amount equal to the product of (x) .25 of 1% multiplied by (y)(A) 
if an Auction was held on such Auction Date, the sum of the aggregate principal amount of ARS 
that were (1) the subject of a valid Hold Order of an Existing Owner submitted by such Broker-
Dealer, (2) the subject of a Submitted Bid of an Existing Owner submitted by such Broker-
Dealer and continued to be held by such Existing Owner as a result of such Auction, (3) the 
subject of a Submitted Bid of a Potential Owner and were purchased by such Potential Owner as 
a result of such Auctions and (4) deemed to be the subject of a Hold Order by an Existing Owner 
that were acquired by such Existing Owner from such Broker-Dealer or (B) if an Auction was 
not held on such Auction Date, the aggregate principal amount of Outstanding ARS that were 
acquired by an Existing Owner through such Broker-Dealer, multiplied by (z) a fraction, the 
numerator of which is (i) if the Auction Period is seven-days, 28-days, 35-days, three months or 
a Special Auction Period of one hundred eighty (180) days or less, the actual number of days in 
the Auction Period next succeeding such Auction Date or (ii) if the Auction Period is six months 
or a Special Auction Period of more than one hundred eighty (180) days, the number of days in 
the Auction Period next succeeding such Auction Date, calculated on the basis of twelve 30 day 
months in a year, and in either case the denominator of which is 360. 

If the ARS are in a daily Auction Period each Broker-Dealer shall be entitled to receive 
on each Interest Payment Date an amount equal to the sum calculated for each Auction Period in 
the preceding month of the product of (x) .25 of 1% multiplied by (y) the aggregate principal 
amount of ARS for each Auction Period that were (1) the subject of a valid Hold Order 
submitted by such Broker-Dealer, (2) the subject of a Submitted Bid of an Existing Owner 
submitted by such Broker-Dealer and continued to be held by such Existing Owner as a result of 
such Auction, (3) the subject of a Submitted Bid of a Potential Owner submitted by such Broker- 
Dealer and were purchased by such Potential Owner as a result of such Auction, (4) deemed to 
be the subject of a Hold Order by an Existing Owner that were acquired by such Existing Owner 
from such Broker-Dealer and (5) if an Auction was not held for any Auction Period, the 
aggregate principal amount of Outstanding ARS Bonds that were acquired by an Existing Owner 
through such Broker-Dealer, multiplied by (z) a fraction, the numerator of which is the number 
of days in the Auction Period and denominator of which is 360. 

The Broker-Dealer Fee shall be calculated by the Auction Agent, which shall be 
conclusive absent manifest error.  Such amounts shall be communicated by the Auction Agent to 
the Authority, the City and the Trustee by 4:00 P.M., New York City time, on the Business Day 
immediately preceding each Interest Payment Date.  On or before 3:00 P.M. on each Interest 
Payment Date, the Authority shall pay to the Trustee the Broker-Dealer Fee.  By 4:00 P.M. on 
each Interest Payment Date, the Trustee shall deliver to the Auction Agent the amount 
constituting the Broker-Dealer Fee, by wire transfer of immediately available funds to such 
account as the Auction Agent may designate.  The amount constituting the Broker-Dealer Fee 
shall be held by the Auction Agent on behalf of the Broker-Dealer and, immediately upon receipt 
of such Fee, the Auction Agent shall deliver such Fee to the Broker-Dealer pursuant to the 
written instructions of the Broker-Dealer.  If any Existing Owner who acquired ARS through a 
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Broker-Dealer transfers any such ARS to another Person other than pursuant to an Auction, the 
Broker-Dealer for the ARS so transferred shall continue to be the Broker-Dealer with respect to 
such ARS; provided, however, that if the transfer was effected by, or if the transferee is, another 
Person who has met the requirements specified in the definition of “Broker-Dealer” contained in 
the ARS and executed a Broker-Dealer Agreement, such Person shall be the Broker-Dealer for 
such ARS. 

Section 4.  Representations and Warranties of the Trustee.  The Trustee hereby 
represents and warrants that: 

(a) this Auction Agreement has been duly and validly authorized, executed 
and delivered by the Trustee and constitutes the legal, valid and binding limited 
obligation of the Trustee; 

(b) neither the execution and delivery of this Auction Agreement, the 
consummation of the transactions contemplated hereby nor the fulfillment of or 
compliance with the terms and conditions of this Auction Agreement will conflict with, 
or violate or result in a breach of the terms, conditions or provisions of, or constitute a 
default under the organizational documents of the Trustee, any law or regulation, any 
order or decree of any court or public corporation having jurisdiction over such party, or 
any mortgage, resolution, contract, agreement or undertaking to which the Trustee is a 
party or by which it is bound; and 

(c) any approvals, consents and orders of any governmental corporation, 
legislative body, board, agency or commission having jurisdiction over the Trustee which 
would constitute a condition precedent to or the absence of which would materially 
adversely affect the due performance by the Trustee of its obligations under this Auction 
Agreement have been obtained. 

Section 5.  Miscellaneous. 

5.1.  Term of Agreement. 

(a) This Auction Agreement shall remain in effect until (i) all ARS Bonds are 
prepaid, paid or purchased and cancelled, (ii) this Auction Agreement shall be terminated as 
provided in this Section 5.1, or (iii) the Auction Agent is removed as provided in this 
Section 5.1.  The Trustee shall, upon the written direction of the Authority, remove the Auction 
Agent.  Provided that a successor Auction Agent approved by the Bond Insurer has been 
appointed, the Auction Agent may terminate this Auction Agreement by giving at least ninety 
(90) days written notice to the Authority, the Bond Insurer and the Trustee, who shall give notice 
of the same to each Broker-Dealer.  In the event the Auction Agent has not been compensated for 
its services rendered hereunder, the Auction Agent may terminate this Auction Agreement by 
giving at least thirty (30) days notice to the Authority, the Bond Insurer and the Trustee (who 
shall give notice of the same to each Broker-Dealer), and if it has not received such 
compensation upon the expiration of such thirty (30) days, the Auction Agent may resign even if 
a successor Auction Agent has not been appointed.  The obligations of the Auction Agent under 
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Section 2 hereof shall be suspended so long as the ARS Bonds are not longer held by the 
Securities Depository in book-entry form. 

(b) Except as otherwise provided in this Section 5.1(b), the respective rights and 
duties of the Trustee and the Auction Agent under this Agreement shall cease upon termination 
of this Agreement.  The obligations of the Authority to the Auction Agent under Section 3.4 shall 
survive the termination of this Auction Agreement.  Upon termination of this Auction 
Agreement, the Broker-Dealer Agreements shall automatically terminate and the Auction Agent 
shall (i) promptly deliver to the Authority copies of all books and records maintained by it in 
connection with its duties hereunder if so requested in writing, and (ii) at the request of the 
Trustee promptly transfer to the Trustee or any successor Auction Agent any funds deposited by 
the Authority with the Auction Agent pursuant to this Auction Agreement which have not 
previously been distributed by the Auction Agent in accordance with this Auction Agreement. 

5.2.  Authority’s Obligations.  Notwithstanding anything herein to the contrary, the 
Authority’s payment obligations hereunder are payable as additional required payments under 
the Facility Lease. 

5.3.  Communications.  Except for (a) communications authorized to be by telephone 
(which shall be deemed to include such other electronic means acceptable to the parties using 
such means) pursuant to this Auction Agreement or the Auction Procedures and (b) 
communications in connection with Auctions (other than those expressly required to be in 
writing), all notices, requests and other communications to any party hereunder shall be in 
writing (for the purposes of this Auction Agreement, telecopy or other electronic communication 
acceptable to the parties shall be deemed to be in writing) and shall be given to such party, 
addressed to it, at its address, telecopy number or e-mail address, if any, set forth below: 

If to the Trustee, 
addressed: 

The Bank of New York Trust Company, N.A. 
555 Kearny Street, Suite 600 
San Francisco, CA 94108 
Attention:  Corporate Trust 
Telephone:  (415) 263-2418 
Fax:  (415) 399-1647 
E-Mail: jlibunao@bankofny.com 

If to the Auction Agent, 
addressed: 

Deutsche Bank Trust Company Americas 
60 Wall Street, 27th Floor 
New York, New York 10005 
Attention:  Kyshawn C. White 
Telephone: (212) 250-6658 
Fax: (212)797-8600 
Email: Kyshawn.White@db.com 
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If to the Authority, 
addressed: 

Modesto Public Financing Authority 
c/o City of Modesto 
City Hall 
1010 Tenth Street, Suite 5200 
Modesto, CA 95353 
Attention: Auditor and Treasurer 
Telephone: (209) 577-5371 
Fax: (209) 571-5880 
E-Mail: wpadilla@modestogov.com 

If to the Bond Insurer, 
addressed: 

CIFG Assurance North America, Inc. 
825 Third Avenue, 6th Floor 
New York, New York 10022 
Attention: General Counsel 
Telephone No.:  312-234-2732 
Email: surveillance@cifg.com, 
general.counsel@cifg.com 

or such other address, telecopier number or e-mail address, if any, as such party may hereafter 
specify for such purpose by notice to the other parties.  Each such notice, request or 
communication shall be effective (a) if given by telecopy, when such telecopy is transmitted to 
the telecopier number specified herein or (b) if given by any other means, when delivered at the 
address specified herein.  Communications shall be given on behalf of the parties hereto by one 
of their respective Authorized Officers. 

5.4.  Entire Agreement.  This Auction Agreement contains the entire agreement between 
the parties relating to the subject matter hereof, and there are no other representations, 
endorsements, promises, agreements or understandings, oral, written or inferred, between the 
parties hereto relating to the subject matter hereof. 

5.5.  Benefits; Successors and Assigns.  This Auction Agreement shall be binding upon, 
inure to the benefit of and be enforceable by the Trustee and the Auction Agent and their 
respective successors and assigns.  Nothing herein, express or implied, shall give to any Person, 
other than the Trustee, the Auction Agent, the Bond Insurer and their respective successors or 
assigns, any benefit of any legal or equitable right, remedy or claim hereunder, except as 
otherwise expressly stated, other than the rights expressly granted to the Authority herein.  The 
Bond Insurer shall be a third-party beneficiary of this Auction Agreement.  This Auction 
Agreement may not be assigned without the consent of the Bond Insurer. 

5.6.  Amendment, Waiver. 

(a) This Auction Agreement shall not be deemed or construed to be modified, 
amended, rescinded, cancelled or waived, in whole or in part, except by written instrument 
signed by a duly authorized representative of the parties hereto, and consented to in writing by a 
duly authorized representative of the Authority and the Bond Insurer. 
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(b) The failure of either party hereto to exercise any right or remedy hereunder in the 
event of a breach hereof by the other party shall not constitute a waiver of any such right or 
remedy with respect to any subsequent breach. 

(c) The Auction Agent may, but shall have no obligation to, execute any amendment 
or waiver which affects its rights, powers, immunities or indemnities hereunder. 

(d) Successor and Assigns.  This Auction Agreement shall be binding upon, inure to 
the benefit of, and be enforceable by, the respective successors and permitted assigns of each of 
the Trustee and the Auction Agent.  This Auction Agreement may not be assigned by either party 
hereto absent the prior written consent of the other party, which consent shall not be 
unreasonably withheld or delayed, except that the Trustee may assign or transfer this Auction 
Agreement to a successor trustee under the Indenture without the Auction Agent’s prior written 
consent. 

5.7.  Severability.  If any clause, provision or section hereof shall be ruled invalid or 
unenforceable by any court of competent jurisdiction, the invalidity or unenforceability of such 
clause, provision or section shall not affect any of the remaining clauses, provisions or sections 
hereof. 

5.8.  Execution in Counterparts.  This Auction 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. 

5.9.  Governing Law.  This Auction Agreement shall be governed by and construed in 
accordance with the laws of the State of New York (including, without limitation, 
Section 5-1401 of the New York General Obligations Law or any successor to such statute), 
without regard to conflict of laws principles.  ALL ACTIONS AND PROCEEDINGS ARISING 
OUT OF THIS AUCTION AGREEMENT OR ANY OF THE TRANSACTIONS 
CONTEMPLATED HEREBY SHALL BE BROUGHT IN THE UNITED STATES DISTRICT 
COURT IN THE COUNTY OF NEW YORK AND, IN CONNECTION WITH ANY SUCH 
ACTION OR PROCEEDING SUBMIT TO THE JURISDICTION OF, AND VENUE IN, 
SUCH COURT.  TO THE EXTENT PERMITTED BY LAW, EACH OF THE PARTIES 
HERETO ALSO IRREVOCABLY WAIVES ALL RIGHT TO TRIAL BY JURY IN ANY 
ACTION, PROCEEDING OR COUNTERCLAIM ARISING OUT OF THIS AUCTION 
AGREEMENT OR THE TRANSACTIONS CONTEMPLATED HEREBY. 

5.10.  Holidays.  The Trustee shall maintain with the Auction Agent a current list of its 
bank holidays. 

[SIGNATURE PAGE TO FOLLOW] 



IN WITNESS WHEREOF, the parties hereto have caused this Auction Agreement to be 
duly executed and delivered by their proper and duly Authorized Officers as of the date first 
above written. 

THE BANK OF NEW YORK TRUST 
COMPANY, N.A., as Trustee 

DEUTSCHE BANK TRUST COMPANY 
AMERICAS, as Auction Agent 

By: 
Authorized Signatory 

Authorized Signatory 

DIRECTION, ACKNOWLEDGEMENT AND AGREEMENT 

The Trustee is hereby directed to appoint The Bank of New York to act as Auction Agent 
pursuant to this Auction Agreement. The Authority hereby acknowledges and agrees to its 
obligations under Sections 3.4 and 3.5 hereof and agrees that such obligations shall survive the 
termination of this Auction Agreement for any reason and the resignation and removal of the 
Auction Agent. 

MODEST0 PUBLIC FIN CING AUTHORITY A 
BY: d& 

~ u d i t o r  and Treasurer 



IN WITNESS WHEREOF, the parties hereto have caused this Auction Agreement to be 
duly executed and delivered by their proper and duly Authorized Officers as of the date first 
above written. 

THE BANK OF NEW YORK TRUST 
COMPANY, N.A., as Trustee 

By: 
Authorized Signatory 

DEUTSCHE BANK TRUST COMPANY 
AMERICAS, as Auction Agent 

By: 
Authorized Signatory 

By: 
Authorized Signatory 

DIRECTION, ACKNOWLEDGEMENT AND AGREEMENT 

The Trustee is hereby directed to appoint The Bank of New York to act as Auction Agent 
pursuant to this Auction Agreement. The Authority hereby acknowledges and agrees to its 
obligations under Sections 3.4 and 3.5 hereof and agrees that such obligations shall survive the 
termination of this Auction Agreement for any reason and the resignation and removal of the 
Auction Agent. 

MODEST0 PUBLIC FINANCING AUTHORITY 

By: 
Auditor and Treasurer 
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Exhibit A 

Form of Broker-Dealer Agreement 

[See separate Broker-Dealer Agreement] 
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BROKER-DEALER AGREEMENT 

Dated as of April 1, 2007 

among 

DEUTSCHE BANK TRUST COMPANY AMERICAS, 
as Auction Agent 

and 

BANC OF AMERICA SECURITIES LLC 

and 

MODESTO PUBLIC FINANCING AUTHORITY 
relating to 

$62,275,000 
Modesto Public Financing Authority 

Lease Revenue Refunding and Capital Improvement Bonds 
Series 2007 
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BROKER-DEALER AGREEMENT 

THIS BROKER-DEALER AGREEMENT, dated as of April 1, 2007 (this “Broker-
Dealer Agreement”), among (i) DEUTSCHE BANK TRUST COMPANY AMERICAS, a New 
York Banking corporation, acting, as auction agent (together with its successors and assigns, the 
“Auction Agent”), acting solely as agent of The Bank of New York Trust Company, N.A. (the 
Trustee”), pursuant to authority granted to the Auction Agent in the Auction Agreement, dated as 
of April 1, 2007 (the “Auction Agreement”), between the Trustee and the Auction Agent, and 
acknowledged and agreed to by the Modesto Public Financing Authority, (ii) BANC OF 
AMERICA SECURITIES LLC, a Delaware limited liability company (“BD” or “Broker-
Dealer”); and (iii) the MODESTO PUBLIC FINANCING AUTHORITY, a joint exercise of 
powers agency duly established and existing under the laws of the State of California (the 
“Authority”); 

WITNESSETH 

WHEREAS, in order to assist the City of Modesto (the “City”) in financing certain 
capital improvements located within the City, concurrently with the execution and delivery of 
this Broker-Dealer Agreement, the Authority is causing the execution and delivery of Lease 
Revenue Refunding and Capital Improvement Bonds, Series 2007 (the “Bonds”); and 

WHEREAS, the Bonds are being executed and delivered pursuant to that certain Trust 
Indenture, dated as of April 1, 2007 (the “Indenture”), by and between the Authority and the 
Trustee; and 

WHEREAS, the Bonds are initially being delivered in the form of auction rate securities, 
and such Bonds are referred to herein as “ARS” or “ARS Bonds”; and 

WHEREAS, the Authority has appointed Banc of America Securities LLC to serve as 
initial Broker-Dealer for the ARS Bonds; and 

WHEREAS, BD is to perform certain duties set forth herein; and 

WHEREAS, the Indenture provides that initially, except as provided therein, the interest 
rate evidenced by the ARS Bonds will be the ARS Rate which shall be, except as otherwise 
provided therein, the rate per annum that the Auction Agent determines to have resulted from the 
implementation of the Auction Procedures (as such term is defined in the Indenture); and 

WHEREAS, Deutsche Bank Trust Company Americas has been appointed as Auction 
Agent for purposes of the Auction Agreement, and pursuant to Section 2.6(a) of the Auction 
Agreement, the Authority has requested and directed the Auction Agent to execute and deliver 
this Broker-Dealer Agreement; and 

WHEREAS, the Auction Procedures require the participation of one or more 
Broker-Dealers; 
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NOW, THEREFORE, the Auction Agent, as agent for the Trustee, BD, for the benefit 
of the Existing Owners and the Potential Owners (as such terms are defined in the Indenture) of 
the ARS, and the Authority agree as follows: 

Section 1.  Definitions and Rules of Construction. 

1.1. Terms Defined by Reference to the Indenture.  Capitalized terms not defined 
herein shall have the respective meanings specified in the Indenture, including Exhibit B thereto. 

1.2. Terms Defined Herein.  As used herein and in the exhibits hereto, the following 
terms shall have the following meanings, unless the context otherwise requires. 

(a) Authorized Denomination shall mean $25,000 and integral multiples thereof. 

(b) Authorized Officers shall mean each Director, Vice President, Assistant Vice 
President and Associate of the Auction Agent and every other officer or employee of the Auction 
Agent designated as an “Authorized Officer” for purposes hereof in a written communication 
from the Auction Agent to the BD. 

(c) BD Officer shall mean each officer or employee of BD designated as a “BD 
Officer” for purposes of this Broker-Dealer Agreement in a communication from BD to the 
Auction Agent. 

(d) Broker-Dealer Agreement shall mean this Broker-Dealer Agreement and any 
substantially similar agreement among the Auction Agent, the Authority and a Broker-Dealer. 

(e) Broker-Dealer Fee shall represent the compensation to the Broker-Dealer for 
services rendered. 

(f) Broker-Dealer Fee Rate shall mean the rate at which the Broker-Dealer is to be 
compensated. 

(g) Person shall mean an individual, association, unincorporated organization, 
corporation, partnership, joint venture, business trust or a government or an agency or a political 
subdivision thereof, or any other entity. 

(h) Settlement Procedures shall mean the Settlement Procedures for the ARS Bonds 
and shall be substantially in the form attached hereto as Exhibit A. 

(i) Submission Processing Representation shall have the meaning specified in 
Section 2.3(e). 

1.3. Rules of Construction; New York City Time.  Unless the context or rules 
indicates another or different meaning or intent, the following rules shall apply to the 
construction of this Broker-Dealer Agreement: 

(a) Words importing the singular number shall include the plural number and 
vice versa. 
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(b) The captions and headings herein are solely for convenience of reference 
and shall not constitute a part of this Broker-Dealer Agreement nor shall they affect its 
meaning, construction or effect. 

(c) The words “herein,” “hereof,” “hereto,” and “hereunder” and other words 
of similar import refer to this Broker-Dealer Agreement as a whole and not to any 
particular Section or other subdivision. 

(d) All references herein to a particular time of day shall be to New York City 
time. 

(e) Each reference to the “purchase,” “sale” or “holding” of ARS Bonds shall 
refer to beneficial ownership interests in ARS Bonds unless the context clearly requires 
otherwise. 

1.4. Warranties of BD.  BD hereby represents and warrants that this Broker-Dealer 
Agreement has been duly authorized, executed and delivered by BD and that, assuming the due 
authorization, execution and delivery hereof by the Auction Agent, this Broker-Dealer 
Agreement constitutes a valid and binding agreement of BD, enforceable against it in accordance 
with its terms. 

Section 2.  Auction. 

2.1. Purpose; Incorporation by Reference of Auction Procedures and Settlement 
Procedures. 

(a) The Auction Procedures will be followed by the Auction Agent for the purpose of 
determining the ARS Rate for the ARS Bonds for each Auction Period after the Initial Period.  
Each periodic implementation of such procedures is hereinafter referred to as an “Auction.” 

(b) All of the provisions contained in the Auction Procedures and the Settlement 
Procedures are incorporated herein by reference in their entirety and shall be deemed to be a part 
of this Broker-Dealer Agreement to the same extent as if such provisions were fully set forth 
herein. 

(c) BD agrees to act as, and assumes the obligations of, and limitations and 
restrictions placed upon, a Broker-Dealer under this Broker-Dealer Agreement.  BD understands 
that other Persons meeting the requirements specified in the definition of “Broker-Dealer” 
contained in the Indenture may execute Broker-Dealer Agreements and participate as Broker-
Dealers in Auctions.  BD agrees to handle customer orders in accordance with its respective 
duties under applicable securities laws and rules. 

(d) BD and other Broker-Dealers may participate in Auctions for their own accounts.  
The Authority may, however, by notice to BD and all other Broker-Dealers, prohibit all of the 
Broker-Dealers from submitting Bids in Auctions for their own accounts, provided that 
Broker-Dealers may continue to submit Hold Orders and Sell Orders.  Notwithstanding the 
foregoing, if BD is an affiliate of the Authority, BD may not submit Bids to purchase ARS in 
Auctions for its own account, but may submit Hold Orders and Sell Orders in Auctions with 
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respect to ARS otherwise acquired for its own account.  The Auction Agent shall be under no 
duty or liability with respect to monitoring compliance with this Section 2.1(d). 

2.2. Preparation for Each Auction. 

(a) Subject to the receipt by the Auction Agent of all relevant information, on each 
Auction Date for the ARS, the Auction Agent shall advise BD by telephone or any other 
electronic communication acceptable to the parties, as promptly as practicable, but in no event 
later than 10:30 a.m., New York City time, of the All-Hold Rate and the ARS Index. 

(b) The Auction Agent from time to time may request BD to provide it with the 
aggregate principal amounts of the ARS specifically held by each such BD as an Existing 
Holder; provided, however, that BD shall not be required to provide information as to the 
identity of Existing Holders other than BD, or  Potential Holders other than BD, in any Auction.  
Except as provided in the immediately preceding sentence, BD shall comply with any reasonable 
request for information, and the Auction Agent shall treat as confidential any such information, 
and shall not disclose any such information so provided to any Person other than the Trustee, the 
Authority, the Bond Insurer and BD; provided, however, that the Auction Agent reserves the 
right and is authorized to disclose any such information to its internal and external accountants, 
auditors and counsel, its regulators and examiners, and any other person if the Auction Agent has 
been advised by its counsel that it may be liable for a failure to effect such disclosure, or if (a) it 
is ordered to do so by a court of competent jurisdiction or a regulatory, judicial or quasi-judicial 
agency or authority having the authority to compel such disclosure, (b) it is advised by its 
counsel that its failure to do so would be unlawful or (c) the failure to do so would expose the 
Auction Agent to loss, liability, claim, damage or expense for which it has not received 
indemnity satisfactory to it. 

(c) Not later than 3:00 P.M. New York City time on the Business Day preceding each 
Auction Date, the Auction Agent shall notify BD of any change in the aggregate principal 
amount of ARS, as of the opening of business on such day by delivering a notice to BD by 
telecopy or other electronic communication acceptable to the parties. 

2.3. Auction Schedule; Method of Submission of Orders. 

(a) The Auction Agent shall conduct Auctions for the ARS in accordance with the 
schedule set forth below.  Such schedule may be changed at any time by the Auction Agent at 
the written direction of the Authority to reflect then currently accepted market practices for 
similar auctions.  The Auction Agent shall give notice of any such change to BD, the Authority 
and the Trustee, which notice shall be given prior to the close of business on the Business Day 
next preceding the first Auction Date on which any such change shall be effective.  
Notwithstanding the foregoing, the Auction Agent will follow the Securities Industry and 
Financial Markets Association’s Early Market Close Recommendations for shortened trading 
days for the bond markets (the “SIFMA Recommendation”) unless the Auction Agent is 
instructed otherwise.  In the event of a SIFMA Recommendation on an Auction Date, the 
Submission Deadline will be 11:30 A.M. New York City time instead of 1:00 P.M. New York 
City time, and as a result the notice set forth in Section 2.4 will occur earlier. 
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Time Event Event 

As promptly as practicable, but in no 
event later than 10:30 a.m. New York 
City time.  

Auction Agent advises the Broker-Dealers of the 
All Hold Rate and the ARS Index, as set forth in 
Section 2.2(a). 

9:30 A.M. – 1:00 P.M. (11:00 A.M. in the 
case of a daily Auction Period) 

Subject to a Submission Processing 
Representation (as defined below), Auction Agent 
assembles information communicated to it by 
Broker-Dealers as provided in Section 2.02 of 
Exhibit B to the Indenture.  Submission Deadline 
is 1:00 P.M. (11:00 A.M. in the case of a daily 
Auction Period). 

As soon as practical after 1:00 P.M. (by 
11:30 A.M. in the case of a daily Auction 
Period) 

Auction Agent makes determinations pursuant to 
Section 2.04(b) of Exhibit B to the Indenture. 

By approximately 3:00 P.M. but not later 
than the close of business (by 12:00 Noon 
in the case of a daily Auction Period) 

Submitted Bids and Submitted Sell Orders are 
accepted and rejected and ARS allocated as 
provided in Section 2.05 of Exhibit B to the 
Indenture.  Auction Agent gives notice of the 
Auction results as set forth in Section 2.4(a) 
hereof. 

Notwithstanding the above, Broker-Dealers may submit Orders to the Auction Agent after the 
Submission Deadline and prior to the Error Correction Deadline if the Orders were received by 
the Broker-Dealer from Existing Holders or Potential Holders, other than such Broker-Dealer 
acting for its own account, prior to the Submission Deadline and were time-stamped by such 
Broker-Dealer prior to the Submission Deadline.  Each Order submitted to the Auction Agent 
after the Submission Deadline and prior to the Error Correction Deadline shall constitute a 
representation by the Broker-Dealer that such Order was received by such Broker-Dealer from 
an Existing Owner or Potential Owner, other than such Broker-Dealer acting for its own account,  
prior to the Submission Deadline and was time-stamped by such Broker-Dealer prior to the 
Submission Deadline (the “Submission Processing Representation”). 

(b) BD agrees, for the purpose of implementing the Auctions, to contact Potential 
Owners, including Persons that are not Existing Owners, prior to the Submission Deadline on 
each Auction Date to determine the principal amount of ARS, if any, that each such Potential 
Owner offers to purchase if the rate determined by the Auction Procedures for the next 
succeeding Auction Period is not less than the rate per annum requested by such Potential 
Owner.  BD further agrees, upon request, to deliver a copy of the Auction Procedures and other 
relevant documents prepared for the purpose of disclosure to Potential Owners by the Authority 
relating to the ARS to each Potential Owner prior to such Potential Owner’s participation in any 
Auction. 
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(c) In each Auction in which BD submits one or more Orders, BD may aggregate the 
Orders of different Potential Owners or Existing Owners on whose behalf BD is submitting 
Orders; provided, however, Bids may only be aggregated if the interest rates on the Bids are the 
same when rounded pursuant to the provisions of the Auction Procedures.  Notwithstanding the 
foregoing, the Auction Agent may at any time request that such Orders be separate for each 
different Potential Owner or Existing Owner.  Each Order shall be in writing in substantially the 
form attached hereto as Exhibit B.  In the event that BD shall have aggregated Orders of different 
Potential Owners or Existing Owners and the rate specified in such Bid is the Winning Bid Rate, 
BD shall allocate the principal amount of ARS between such Potential Owners or Existing 
Owners in the manner set forth in Section 2.05 of Exhibit B of the Indenture unless BD shall 
have received the affirmative consent of a Potential Owner or an Existing Owner to a lesser 
allocation.  Such consent shall be obtained on a case by case basis for each Auction.  BD shall 
keep a written record of such consent indicating the Potential Owner or Existing Owner, the 
Auction to which the consent applies, the name of the individual who gave the consent and the 
date the consent was obtained. 

(d) BD shall deliver to the Auction Agent a written notice of transfers of ARS made 
through BD by an Existing Owner to another Person other than pursuant to an Auction.  The 
Auction Agent is not required to accept any such notice for an Auction if it is received by it after 
3:00 P.M. New York City time on the Business Day preceding such Auction. 

2.4. Notices. 

(a) On each Auction Date, the Auction Agent shall notify BD by telephone or other 
electronic communication acceptable to the parties of the results of the Auction as set forth in 
paragraph (a) of the Settlement Procedures.  As soon as reasonably practicable thereafter, the 
Auction Agent shall notify BD, if so requested, in writing of the disposition of all Orders 
submitted by BD in the Auction held on such Auction Date. 

(b) The Auction Agent shall notify BD of any change in the Auction schedule set 
forth in Section 2.3(a) hereof. 

(c) BD shall notify each Existing Owner or Potential Owner on whose behalf BD has 
submitted an Order as set forth in paragraph (b) of the Settlement Procedures, and take such 
other action as is required of BD pursuant to the Settlement Procedures. 

(d) The Auction Agent shall deliver to BD after receipt all notices and certificates 
which the Auction Agent is required to deliver to BD pursuant to Section 2 of the Auction 
Agreement at the times and in the manner set forth in the Auction Agreement. 

2.5. Compensation. 

(a) The initial Broker-Dealer Fee Rate shall equal .25 of 1% per annum.  The Broker-
Dealer Fee for the ARS shall be paid by the Authority and represents compensation for the 
services of the Broker-Dealer in facilitating Auctions for the benefit of the beneficial owners of 
the ARS Bonds.  The Broker-Dealer Fee Rate may be adjusted from time to time upon the 
agreement of the Authority and the Broker-Dealer. 
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(b) While the ARS are in an Auction Period other than a daily Auction Period on 
each Interest Payment Date following each Auction Date, each Broker-Dealer shall be entitled to 
receive an amount equal to the product of (x) .25 of 1% multiplied by (y)(A) if an Auction was 
held on such Auction Date, the sum of the aggregate principal amount of ARS that were (1) the 
subject of a valid Hold Order of an Existing Owner submitted by such Broker-Dealer, (2) the 
subject of a Submitted Bid of an Existing Owner submitted by such Broker-Dealer and continued 
to be held by such Existing Owner as a result of such Auction, (3) the subject of a Submitted Bid 
of a Potential Owner submitted by such Broker-Dealer and were purchased by such Potential 
Owner as a result of such Auction and (4) deemed to be the subject of a Hold Order by an 
Existing Owner that were acquired by such Existing Owner from such Broker-Dealer or (B) if an 
Auction was not held on such Auction Date, the aggregate principal amount of Outstanding ARS 
that were acquired by an Existing Owner through such Broker-Dealer, multiplied by (z) a 
fraction, the numerator of which is (i) if the Auction Period is seven days, 28 days, 35 days, three 
months or a Special Auction Period of 180 days or less, the actual number of days in the Auction 
Period next succeeding such Auction Date or (ii) if the Auction Period is six months or a Special 
Auction Period of more than 180 days, the number of days in the Auction Period next succeeding 
such Auction Date calculated on the basis of twelve 30 day months in a year, and in either case 
the denominator of which is 360. 

If the ARS are in a daily Auction Period each Broker-Dealer shall be entitled to receive 
on each Interest Payment Date an amount equal to the sum calculated for each Auction Period in 
the preceding month of the product of (x) .25 of 1% multiplied by (y) the aggregate principal 
amount of ARS for each Auction Period that were (1) the subject of a valid Hold Order 
submitted by such Broker-Dealer, (2) the subject of a Submitted Bid of an Existing Owner 
submitted by such Broker-Dealer and continued to be held by such Existing Owner as a result of 
such Auction, (3) the subject of a Submitted Bid of a Potential Owner submitted by such Broker- 
Dealer and were purchased by such Potential Owner as a result of such Auction, (4) deemed to 
be the subject of a Hold Order by an Existing Owner that were acquired by such Existing Owner 
from such Broker-Dealer and (5) if an Auction was not held for any Auction Period, the 
aggregate principal amount of Outstanding ARS that were acquired by an Existing Owner 
through such Broker-Dealer, multiplied by (z) a fraction, the numerator of which is the number 
of days in the Auction Period and denominator of which is 360. 

The Broker-Dealer Fee shall be calculated by the Auction Agent, which shall be 
conclusive absent manifest error.  Such amounts shall be communicated by the Auction Agent to 
the Authority and the Trustee by 4:00 P.M., New York City time, on the Business Day 
immediately preceding each Interest Payment Date.  On or before 3:00 P.M. New York City time 
on each Interest Payment Date, the Authority shall pay to the Trustee the Broker-Dealer Fee.  
By 4:00 P.M. on each Interest Payment Date, the Trustee shall deliver to the Auction Agent the 
amount constituting the Broker-Dealer Fee, by wire transfer of immediately available funds to 
such account as the Auction Agent may designate.  The amount constituting the Broker-Dealer 
Fee shall be held by the Auction Agent on behalf of the Broker-Dealer and, immediately upon 
receipt of such Fee, the Auction Agent shall deliver such Fee to the Broker-Dealer, pursuant to 
the written instructions of the Broker-Dealer.  If any Existing Owner who acquired ARS through 
a Broker-Dealer transfers any such ARS to another Person other than through an Auction, the 
Broker-Dealer for the ARS so transferred shall continue to be the Broker-Dealer with respect to 
such ARS, provided, however, that if the transfer was effected by, or if the transferee is, another 
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Person who has met the requirements specified in the definition of “Broker-Dealer” contained in 
the ARS and executed a Broker- Dealer Agreement, such Person shall be the Broker-Dealer for 
such ARS. 

2.6. Settlement. 

(a) If any Potential Owner on whose behalf BD has submitted an Order fails to 
deliver funds with respect to any Auction, BD shall promptly deliver such funds to the party 
entitled to receive such funds.  If any Existing Owner on whose behalf BD has submitted an 
Order fails to instruct its Agent Member to deliver ARS subject to such Order against payment 
therefor, BD shall instruct such Agent Member to deliver such ARS against payment therefor.  
The delivery of funds by BD for the purchase of ARS by a Potential Owner, as provided above, 
shall not relieve such Potential Owner of any liability to BD for payment for such ARS.  The 
Auction Agent shall have no duty or liability with respect to enforcement of this Section 2.6(a). 

(b) The Auction Agent, the Trustee and the Authority shall have no responsibility or 
liability with respect to the failure of an Existing Owner, a Potential Owner or its respective 
Agent Member to deliver ARS or to pay for ARS sold or purchased pursuant to the Auction 
Procedures or otherwise. 

Section 3.  The Auction Agent. 

3.1. Duties and Responsibilities of the Auction Agent. 

(a) The Auction Agent is acting solely as non-fiduciary agent of the Trustee and owes 
no duties, fiduciary or otherwise, to any other Person by reason of this Broker-Dealer Agreement 
or the Auction Agreement, and no implied duties, fiduciary or otherwise, shall be read into this 
Broker-Dealer Agreement against the Auction Agent. 

(b) The Auction Agent undertakes to perform such duties and only such duties as are 
expressly set forth herein, or expressly incorporated herein by reference pursuant to 
Section 2.1(b) hereof, to be performed by it, and no implied covenants or obligations shall be 
read into this Broker-Dealer Agreement against the Auction Agent. 

(c) In the absence of gross negligence or willful misconduct on its part the Auction 
Agent, whether acting directly or through agents or attorneys as provided in Section 3.2(d) 
hereof, shall not be liable for any action taken, suffered, or omitted or for any error of judgment 
made by it in the performance of its duties hereunder.  The Auction Agent shall not be liable for 
any error of judgment made in good faith unless the Auction Agent shall have been negligent in 
ascertaining the pertinent facts necessary to make such judgment.  In no event shall the Auction 
Agent be liable for special, indirect or consequential loss or damage of any kind whatsoever 
(including but not limited to loss of profit), even if the Auction Agent has been advised of the 
likelihood of such loss or damage and regardless of the form of action. 

(d) The Auction Agent shall not be: (i) required to and does not make any 
representations nor have any responsibilities as to the validity, accuracy, value or genuineness of 
any signatures or endorsements, other than its own on any document delivered pursuant to or as 
contemplated by this Broker-Dealer Agreement (ii) obligated to take any legal action hereunder 
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that might, in its judgment, involve any expense or liability, unless it has been furnished with 
indemnity satisfactory to the Auction Agent; and (iii) responsible for or liable in any respect on 
account of the identity, authority or rights of any Person, other than the Auction Agent, executing 
or delivering or purporting to execute or deliver any document under this Broker-Dealer 
Agreement. 

(e) The Auction Agent shall not be responsible or liable for any failure or delay in the 
performance of its obligations under this Broker-Dealer Agreement arising out of or caused, 
directly or indirectly, by circumstances beyond its reasonable control, including without 
limitation: acts of God; earthquakes; fires; floods; wars; civil or military disturbances; sabotage; 
terrorism; epidemics; riots; interruptions, loss or malfunctions of utilities or communications 
service; accidents; labor disputes; or acts of civil or military authority or governmental actions; it 
being understood that the Auction Agent shall use reasonable efforts which are consistent with 
accepted practices in the banking industry to resume performance as soon as practicable under 
the circumstances. 

(f) The Auction Agent shall have no obligation or liability with respect to the 
registration or exemption therefrom of the ARS (or any beneficial ownership interest therein) 
under federal or state securities laws or in respect of any transfer of the ARS (or any beneficial 
ownership interest therein) pursuant to the terms of this Broker-Dealer Agreement, the Auction  
Agreement, the Indenture, any other document contemplated by any of the foregoing. 

3.2. Rights of the Auction Agent. 

(a) The Auction Agent may conclusively rely upon, and shall be fully protected in 
acting or refraining from acting upon, any communication authorized hereby and upon any such 
written instruction, notice, request, direction, consent, report, certificate, share certificate or other 
instrument, paper or other document believed by it to be genuine.  The Auction Agent shall not 
be liable for acting or refraining from acting in good faith upon any such communication made 
by telephone, telecopier or other electronic communication acceptable to the parties which the 
Auction Agent reasonably believes (or has no reason not to believe) to have been given by the 
particular party or parties.  To the extent permitted by law, the Auction Agent may record 
telephone communications with the Broker-Dealers, and each of such Broker-Dealers may 
record telephone communications with the Auction Agent. 

(b) The Auction Agent may consult with counsel of its choice and the advice of such 
counsel shall be full and complete authorization and protection in respect of any action taken, 
suffered or omitted by it hereunder in good faith and in reliance thereon, if such counsel was  
selected by the Auction Agent with due care. 

(c) The Auction Agent shall not be required to advance, expend or risk its own funds 
or otherwise incur or become exposed to financial liability in the performance of its duties 
hereunder. 

(d) The Auction Agent may perform any of its duties and exercise its rights hereunder 
either directly or by or through agents or attorneys and the Auction Agent shall not be 
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responsible for any misconduct or negligence on the part of any agent or attorney appointed by it 
hereunder with due care. 

(e) The Auction Agent shall have no obligation to monitor, or liability in respect of, 
the registration or exemption therefrom of the ARS Bonds (or any beneficial ownership interest 
therein) under any federal or state securities laws or in respect of any transfer of the ARS Bonds 
(or any beneficial ownership interest therein) pursuant to the terms of this or any other Broker-
Dealer Agreement, the Auction Agreement, the Indenture, any other document contemplated by 
any thereof, or otherwise, including, but not limited to, compliance with any such laws in regards 
to any such registration, exemption or transfer or in respect of any of the Securities Depository’s 
procedures applicable to transactions between itself and its Agent Members or others. 

3.3. Auction Agent’s Disclaimer.  The Auction Agent makes no representations as to 
and shall have no liability with respect to the correctness of the recitals in, or the validity with 
respect to parties other than the Auction Agent, the accuracy, except for Section 3.6 in the 
Auction Agreement, or adequacy of, this Broker-Dealer Agreement, any other Broker-Dealer 
Agreement, the Auction Agreement, the Indenture, the ARS Bonds or any Official Statement or 
any other offering material used in connection with the offer and sale of the ARS Bonds or any 
other agreement or instrument executed in connection with the transactions contemplated herein 
or in any thereof. 

Section 4.  Disclosure. 

4.1. Disclosure. 

(a) The Authority agrees to supply to BD, at the Authority’s expense, such number of 
copies of the Official Statement, dated April 11, 2007, including any amendments thereto (the 
“Official Statement”), as BD shall reasonably request from time to time and, upon request of BD, 
to amend the Official Statement so that the Official Statement will not contain any untrue 
statement of a material fact or omit to state a material fact necessary in order to make the 
statements therein, in light of the circumstances under which they are made, not misleading. 

(b) If BD determines (upon consultation and mutual agreement with the Authority) 
that it is necessary or desirable to use a disclosure statement (other than the Official Statement), 
relating specifically to the ARS Bonds (a “Disclosure Statement”) in connection with the 
solicitation of Orders for the ARS Bonds, BD will notify the Authority, and the Authority will 
provide BD with a Disclosure Statement reasonably satisfactory to BD and its counsel.  The 
Authority will supply BD, at the Authority’s expense, with such number of copies of such 
Disclosure Statement as BD requests from time to time and will, upon request of BD, amend 
such Disclosure Statement (as well as the documents incorporated by reference therein) so that 
such Disclosure Statement will not contain any untrue statement of a material fact or omit to 
state a material fact necessary in order to make the statements therein, in light of the 
circumstances under which they are made, not misleading.  In connection with the use of any 
Disclosure Statement by BD in its solicitation of Orders for the ARS Bonds (other than the 
Official Statement), the Broker-Dealer may request that the Authority furnish to BD such 
certificates and opinions of counsel as would be customary in a public offering of the City’s tax-
exempt securities underwritten by BD. 
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Section 5.  Miscellaneous. 

5.1. Termination.  BD may resign at any time, upon thirty (30) days’ notice to the 
Authority, the Auction Agent and the Trustee; provided, however, that BD may suspend its 
duties hereunder on five (5) Business Days notice if it determines, in its reasonable judgment, 
that it is not advisable to attempt to Auction the ARS for any of the following reasons: (i) a 
pending or proposed change in applicable tax laws, (ii) hostilities involving the United States, 
(iii) a down-rating of the ARS, or (iv) an imposition of material restrictions on the ARS or 
similar obligations. The Auction Agent upon the written direction of the Authority may terminate 
this Broker-Dealer Agreement at any time on five (5) Business Days’ notice to the other parties 
hereto.  This Broker-Dealer Agreement shall terminate upon the resignation or removal of the 
BD pursuant to this Section 5.1 or termination of the Auction Agreement. 

5.2. Participant.  BD is and for the term of this Broker-Dealer Agreement shall remain 
a member of, a participant in, or an affiliate of such a member or participant in the Securities 
Depository; and will give the Auction Agent, each other Broker-Dealer, the Authority and the 
Trustee two (2) Business Days’ notice if it ceases to be so or if it changes its participation or 
affiliation to a different Securities Depository. 

5.3. Communications.  Except for (i) communications authorized to be by telephone 
pursuant to this Broker-Dealer Agreement or the Auction Procedures and (ii) communications in 
connection with Auctions (other than those expressly required to be in writing) all notices, 
requests and other communications to any party hereunder shall be in writing (for the purposes 
of this Broker-Dealer Agreement telecopy or similar writing or other electronic communication 
acceptable to the parties shall be deemed to be in writing) and shall be given to such party, 
addressed to it, at its address, telecopy number or e-mail address, if any, set forth on the 
following page and, where appropriate, reference the particular Auction to which such notice 
relates. 

If to BD addressed: Banc of America Securities LLC 
214 North Tryon Street 
Mail Code: NC1-027-14-01 
Charlotte, NC 28255 
Attention: Todd Bleakney 
Telephone No.: (704) 386-9028 
Facsimile: (704) 388-0393 
E-mail: todd.w.bleakney@bankofamerica.com 

If to the Auction Agent addressed: Deutsche Bank Trust Company Americas 
60 Wall Street, 27th Floor 
New York, New York 10005 
Attention:  Kyshawn C. White 
Telephone: (212) 250-6658 
Fax: (212)797-8600 
Email: Kyshawn.White@db.com 
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If to the Authority addressed:  Modesto Public Financing Authority 
c/o City of Modesto 
City Hall 
1010 Tenth Street, Suite 5200 
Modesto, CA 95353 
Attention: Auditor and Treasurer 
Telephone No.: (209) 577-5371 
Facsimile No.: (209) 571-5880 
E-Mail: wpadilla@modestogov.com 

If to the Bond Insurer: CIFG Assurance North America, Inc. 
825 Third Avenue, 6th Floor 
New York, New York 10022 
Attention: General Counsel 
Telephone No.:  312-234-2732 
Email: surveillance@cifg.com, 
general.counsel@cifg.com 

or such other address, telecopy number or e-mail address, if any, as such party may hereafter 
specify for such purpose by notice to the other party.  Each such notice, request or 
communication shall be effective (i) if given by telecopier, when such telecopy is transmitted to 
the telecopy number specified herein or (ii) if given by any other means, when delivered at the 
address specified herein.  Communications shall be given on behalf of BD by a BD Officer and 
on behalf of the Auction Agent by an Authorized Officer. 

5.4. Entire Agreement.  This Broker-Dealer Agreement, and the other agreements and 
instruments executed and delivered in connection with the issuance of the ARS, contain the 
entire agreement between the parties relating to the subject matter hereof, and there are no other 
representations, endorsements, promises, agreements or understandings, oral, written or inferred, 
between the parties relating to the subject matter hereof. 

5.5. Benefits; Successors and Assigns.  This Broker-Dealer Agreement shall be 
binding upon, inure to the benefit of, and be enforceable by, the respective successors and 
assigns of BD and the Auction Agent.  Nothing in this Broker-Dealer Agreement, express or 
implied, shall give to any Person, other than the Auction Agent, BD and the Bond Insurer and 
their respective successors and assigns, any benefit of any legal or equitable right, remedy or 
claim under this Broker-Dealer Agreement, other than the rights expressly granted to the 
Authority herein.  The Bond Insurer shall be a third-party beneficiary of this Broker-Dealer 
Agreement.  This Broker-Dealer Agreement may not be assigned without the consent of the 
Bond Insurer. 

5.6. Amendment; Waiver. 

(a) This Broker-Dealer Agreement shall not be deemed or construed to be modified, 
amended, rescinded, canceled or waived, in whole or in part, except by a written instrument 
signed by a duly authorized representative of each of the parties hereto and by the Bond Insurer. 
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(b) Failure of any party to this Broker-Dealer Agreement to exercise any right or 
remedy hereunder in the event of a breach of this Broker-Dealer Agreement by any other party 
shall not constitute a waiver of any such right or remedy with respect to any subsequent breach. 

5.7. Severability.  If any clause, provision or section of this Broker-Dealer Agreement 
shall be ruled invalid or unenforceable by any court of competent jurisdiction, the invalidity or 
unenforceability of such clause, provision or section shall not affect any of the remaining 
clauses, provisions or sections hereof. 

5.8. Execution in Counterparts.  This Broker-Dealer 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. 

5.9. Governing Law.  This Broker-Dealer Agreement shall be governed by and 
construed in accordance with the laws of the State of New York (including, without limitation, 
Section 5-1401 of the New York General Obligations Law or any successor to such statute). 

5.10. No Implied Duties.  Nothing contained in this Broker-Dealer Agreement, the 
Indenture or the Auction Agreement shall be deemed to imply any duties, covenants or 
obligations on the part of the Authority not otherwise expressly set forth herein or therein. 



IN WITNESS WHEREOF, the parties hereto have caused this Broker-Dealer Agreement 
to be duly executed and delivered by their proper and duly authorized officers as of the date first 
above written. 

DEUTSCHE BANK TRUST COMPANY 
AMERICAS, as Auctlanpl~ent 

,.. ' 

By: 
Authorized Signatory 

n 

By: 

BANC OF AMERICA SbCLRITIES LLC 

BY: ---- 

Authorized Signatory 

MODEST0 PUBLIC FINANCING 
AUTHOFUTY 

By: 
Auditor and Treasurer 



IN WITNESS WHEREOF, the parties hereto have caused this Broker-Dealer Agreement 
to be duly executed and delivered by their proper and duly authorized officers as of the date first 
above written. 

DEUTSCHE BANK TRUST COMPANY 
AMERICAS, as Auction Agent 

By: 
Authorized Signatory 

By: 
Authorized Signatory 

BANC OF AMERICA SECURITIES LLC 

MODEST0 PUBLIC FINANCING 
AUTHORITY 

By: 
Auditor and Treasurer 



IN WITNESS WHEREOF, the parties hereto have caused this Broker-Dealer Agreement 
to be duly executed and delivered by their proper and duly authorized officers as of the date first 
above written. 

DEUTSCHE BANK TRUST COMPANY 
AMERICAS, as Auction Agent 

Authorized Signatory 
t 

By: 
Authorized Signatory 

BANC OF AMERICA SECURITIES LLC 

By: 
Authorized Signatory 

MODEST0 PUBLIC FINANCING 
AUTHORITY 

By: d A  
~udi[or and Treasurer 
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Exhibit A 

SETTLEMENT PROCEDURES FOR ARS 

(a) On each Auction Date, the Auction Agent shall notify, by telephone or other 
electronic communication acceptable to the parties, each Broker-Dealer that participated in the 
Auction held on such Auction Date and submitted an Order on behalf of any Existing Owner or 
Potential Owner of: 

(i) the ARS Rate fixed for the succeeding Auction Period or, in the case of 
ARS in a daily Auction Period, the ARS Rate on the ARS fixed for the current Auction 
Period; 

(ii) whether Sufficient Clearing Bids existed for the determination of the 
Winning Bid Rate; 

(iii) if such Broker-Dealer submitted a Bid or a Sell Order on behalf of an 
Existing Owner, whether such Bid or Sell Order was accepted or rejected, in whole or in 
part, and the principal amount of ARS, if any, to be sold by such Existing Owner; 

(iv) if such Broker-Dealer submitted a Bid on behalf of a Potential Owner, 
whether such Bid was accepted or rejected, in whole or in part, and the principal amount 
of ARS, if any, to be purchased by such Potential Owner; 

(v) if the aggregate principal amount of ARS to be sold by all Existing 
Owners on whose behalf such Broker-Dealer submitted Bids or Sell Orders is different 
from the aggregate principal amount of ARS to be purchased by all Potential Owners on 
whose behalf such Broker-Dealer submitted a Bid, the name or names of one or more 
other Broker-Dealers (and the Agent Member, if any, of each such other Broker-Dealer) 
and the principal amount of ARS to be (A) purchased from one or more Existing Owners 
on whose behalf such other Broker- Dealers submitted Bids or Sell Orders or (B) sold to 
one or more Potential Owners on whose behalf such other Broker-Dealers submitted 
Bids; and 

(vi) the immediately succeeding Auction Date. 

(b) On each Auction Date, each Broker-Dealer that submitted an Order on behalf of 
any Existing Owner or Potential Owner shall: 

(i) advise each Existing Owner and Potential Owner on whose behalf such 
Broker-Dealer submitted a Bid or Sell Order whether such Bid or Sell Order was 
accepted or rejected, in whole or in part; 

(ii) instruct each Potential Owner on whose behalf such Broker-Dealer 
submitted a Bid that was accepted, in whole or in part, to instruct such Potential Owner’s 
Agent Member to pay to such Broker-Dealer (or its Agent Member) through the 
Securities Depository the amount necessary to purchase the principal amount of ARS to 
be purchased pursuant to such Bid (including, with respect to the ARS Bonds in a daily 
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Auction Period, accrued interest if the purchase date is not an Interest Payment Date for 
such ARS Bond) against receipt of such principal amount of ARS; 

(iii) instruct each Existing Owner on whose behalf such Broker-Dealer 
submitted a Sell Order that was accepted or a Bid that was rejected, in whole or in part, to 
instruct such Existing Owner’s Agent Member to deliver to such Broker-Dealer (or its 
Agent Member) through the Securities Depository the principal amount of ARS to be 
sold pursuant to such Bid or Sell Order against payment therefor; 

(iv) advise each Existing Owner on whose behalf such Broker-Dealer 
submitted an Order and each Potential Owner on whose behalf such Broker-Dealer 
submitted a Bid of the ARS Rate for the next succeeding Auction Period or, in the case of 
ARS in a daily Auction Period, the ARS Rate for the current Auction Period; 

(v) advise each Existing Owner on whose behalf such Broker-Dealer 
submitted an Order of the Auction Date of the next succeeding Auction; and 

(vi) advise each Potential Owner on whose behalf such Broker-Dealer 
submitted a Bid that was accepted, in whole or in part, of the Auction Date of the next 
succeeding Auction. 

(c) On the basis of the information provided to it pursuant to paragraph (a) above, 
each Broker-Dealer that submitted a Bid or Sell Order shall allocate any funds received by it 
pursuant to subparagraph (b) (ii) above, and any ARS received by it pursuant to (b) (iii) above, 
among the Potential Owners, if any, on whose behalf such Broker-Dealer submitted Bids, the 
Existing Owners, if any, on whose behalf such Broker-Dealer submitted Bids or Sell Orders, and 
any Broker-Dealer identified to it by the Auction Agent pursuant to subparagraph (a) (v) above. 

(d) On the Business Day after the Auction Date or, in the case of ARS in a daily 
Auction Period, on such Auction Date, the Securities Depository shall execute the transactions 
described above, debiting and crediting the accounts of the respective Agent Members as 
necessary to effect the purchase and sale of ARS as determined in the Auction. 
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Exhibit B 

ORDER 

$____________ 
Modesto Public Financing Authority 

Lease Revenue Refunding and Capital Improvement Bonds 
Series 2007 

(Auction Rate Securities) 

Attention: 

__________________ 
Date of Auction 

The undersigned Broker-Dealer places the Order listed below covering the ARS indicated 
(complete only one blank): 

$____________ ARS now held by Bidder (an Existing Owner), and the Order is a (check one): 

_____ Hold Order; or 

_____ Bid at rate of ______%; or 

_____ Sell Order. 

or 

$____________ ARS not now held by Bidder (a Potential Owner), and the Order is a Bid 
at a rate of _____%. 

Notes:  (1) If one or more Orders covering in the aggregate more than the number of 
Outstanding ARS held by any Existing Owner are submitted, such Orders 
shall be considered valid in the order or priority set forth in the Auction 
Procedures. 

 (2) A Hold Order may be placed only by an Existing Owner covering a number of 
Outstanding ARS not greater than the number of Outstanding ARS currently 
held. 

 (3) Potential Owners may make only Bids, each of which must specify a rate.  If 
more than one Bid is submitted on behalf of any Potential Owner, each Bid 
submitted shall be a separate Bid with the rate specified. 

 (4) Bids may contain no more than three figures to the right of the decimal point. 
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 (5) An Order must be submitted in an Authorized Denomination. 

Name of Broker-Dealer: ________________ 

By _________________________________ 
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$62,275,000 
MODESTO PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

TAX CERTIFICATE 

THIS TAX CERTIFICATE (the “Tax Certificate”) is being executed by the Modesto 
Public Financing Authority (the “Authority”), a joint exercise of powers authority duly organized 
and existing under the Joint Exercise of Powers Act (commencing with Section 6500 of the 
Government Code of the State of California), and the City of Modesto (the “City”), a charter city 
and municipal organization organized and existing under the laws of the State of California, in 
connection with the issuance by the Authority of its $62,275,000 aggregate principal amount of 
Lease Revenue Refunding and Capital Improvement Bonds, Series 2007 (the “Bonds”). 

WHEREAS, on February 11, 1997, the Authority issued its Lease Revenue Bonds Series 
1997 (John Thurman Field Renovation Project) (the “1997 Bonds”), in the principal amount of 
$3,600,000, the proceeds of which, net of issuance costs, were used to finance the rehabilitation 
and construction (the “1997 Project”) of the John Thurman Field baseball stadium (the 
“Stadium”); 

WHEREAS, certain Certificates of Participation (Capital Improvement Projects), 
evidencing the undivided fractional interests of the owners thereof in lease payments to be made 
by the City to the California Public Agency Leasing Corporation pursuant to a lease agreement, 
were executed and delivered for the benefit of the City in 1986 (the “1986 Certificates”), to 
finance various governmental capital improvements of the City (the “1986 Project”); and 

WHEREAS, on March 11, 1998, the Authority issued its Lease Revenue Bonds Series 
1998 (Capital Improvements and Refinancing Project) (the “1998 Bonds”), in the principal 
amount of $61,430,000, the proceeds of which, net of issuance costs, were used (i) to finance a 
portion of the acquisition and construction and installation of an administration building to be 
jointly used by the City and the County of Stanislaus (the “County”), the acquisition, 
construction, renovation and equipping of other public capital improvements of the City, 
including a public parking garage, a communications dispatch center and a police headquarters 
building (collectively, the “1998 Project” and, together with the 1997 Project, the “Prior 
Project”), and (ii) to advance refund the 1986 Certificates; 

WHEREAS, the Authority and the City have determined to provide funds, through the 
issuance of the Bonds, together with certain other moneys, (i) to refinance the 1997 Project, by 
current refunding within 90 days of the date hereof all of the $2,335,000 outstanding principal 
amount of the 1997 Bonds, as set forth in Exhibit A (the “1997 Refunded Bonds”), (ii) to 
refinance the 1998 Project, by advance refunding more than 90 days from the date hereof the pro 
rata portion of the $59,625,000 outstanding principal amount of the 1998 Bonds allocable to the 
1998 Project, as set forth in Exhibit A-3 (the “1998 Refunded Bonds”), (iii) to finance the cost of 
the acquisition and construction of certain public facilities located in the jurisdiction of the City 
(the “2007 Project” and, together with the Prior Project, the “Project”), (iv) to fund a debt service 
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reserve fund for the Bonds, (v) to pay CIFG Assurance North America, Inc. (the “Insurer”) a 
premium (the “Insurance Premium”) for a Municipal Bond Insurance Policy (the “Insurance 
Policy”) guaranteeing the payment of the principal of and interest on the Bonds when due, and 
(vi) to pay certain costs related to the issuance of the Bonds, including underwriter’s discount 
(“Costs of Issuance”); 

WHEREAS, the Internal Revenue Code of 1986, as amended (the “Code”), the Treasury 
Regulations (including final, temporary and proposed regulations) promulgated thereunder and 
the rulings with respect thereto, impose certain limitations on the use and investment of proceeds 
of the Bonds and certain other moneys relating to the Bonds; 

WHEREAS, certain provisions of the Code, and the Treasury Regulations promulgated 
thereunder and the rulings with respect thereto, set forth certain conditions under which the 
interest paid and to be paid on the Bonds will be excluded from gross income for federal income 
tax purposes; and 

WHEREAS, the Authority and the City have determined to execute this Tax Certificate 
in order to set forth certain terms and conditions relating to the use and investment of the 
proceeds of the Bonds, and of certain other moneys relating to the Bonds, in order to assure that 
interest on the Bonds will be excluded from gross income for federal income tax purposes; 

NOW, THEREFORE, pursuant to Section 1.148-2(b)(2) of the Treasury Regulations, 
the Authority and the City hereby certify, covenant and agree as follows: 

PART A. IN GENERAL 

Section 1.  Purpose of Tax Certificate.  The Authority and the City are executing this Tax 
Certificate with the understanding and acknowledgement that (a) Sidley Austin LLP (“Bond 
Counsel”) will rely on the representations and certifications made herein in rendering its opinion 
that interest on the Bonds is excluded from gross income for federal income tax purposes, and 
(b) the execution of this Tax Certificate is necessary to ensure that interest on the Bonds is 
excluded from gross income for federal income tax purposes. 

Section 2.  Delivery of Bonds.  The Bonds are being delivered on the date hereof to Banc 
of America Securities LLC, as underwriter of the Bonds (the “Underwriter”), pursuant to a 
negotiated sale. 

Section 3.  Purpose of Financing.  The Bonds are being issued pursuant to the laws of the 
State of California and an Indenture, dated as of April 1, 2007 (the “Indenture”), by and between 
the Authority and The Bank of New York Trust Company, N.A., (the “Trustee”), pursuant to the 
City’s Resolution No. 2007-216, adopted by the City Council of the City on April 3, 2007, and 
the Authority’s Resolution No. 010-2007, adopted by the Commission of the Authority on April 
3, 2007 (collectively, the “Resolutions”).  The proceeds of the Bonds, together with certain other 
available funds described below, are expected to be used for the following purposes: 

(a) to current refund the 1997 Refunded Bonds; 

(b) to advance refund the 1998 Refunded Bonds; 
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(c) to finance the costs of acquisition and construction of the 2007 Project; 

(d) to fund the Reserve Fund in an amount equal to the Reserve Fund 
Requirement; 

(e) to pay the Insurance Premium to the Insurer for the Insurance Policy to 
secure the payment of debt service on the Bonds; and 

(f) to pay Costs of Issuance. 

The Authority and the City covenant to use the proceeds of the Bonds solely for the 
above-described purposes, unless an opinion of Bond Counsel is received to the effect that a use 
other than those described above would not adversely affect the exclusion from gross income, for 
federal income tax purposes, of interest on the Bonds. 

Section 4.  Authority and the City Reliance on Other Parties.  The expectations of the 
Authority and the City concerning certain uses of proceeds derived from the sale of the Bonds 
and certain matters set forth herein are based in whole or in part upon the representations of the 
Underwriter, Public Financial Management, Inc., as Financial Advisor (the “Financial Advisor”), 
the Insurer, and Bank of America, N.A., as swap provider (the “Swap Provider”), and upon 
certain calculations performed by the Underwriter, as verified by The Arbitrage Group, Sugar 
Land, Texas, a firm of certified public accountants (the “Verification Agent”), as set forth in its 
Verification Report, dated April 18, 2007 (the “Verification Report”).  Neither the Authority nor 
the City is aware of any facts or circumstances that would cause it to question the accuracy or 
reasonableness of the representations made in the exhibits to this Tax Certificate and in the 
Verification Report. 

Section 5.  Single Issue.  All of the Bonds have been sold at substantially the same time, 
pursuant to the same plan of financing, and are reasonably expected to be paid from substantially 
the same source of funds (determined without regard to guarantees from unrelated parties).  No 
other governmental obligations have been, or will be, sold within 15 days of the Bonds, pursuant 
to the same plan of financing, and are reasonably expected to be paid from substantially the same 
source of funds (determined without regard to guarantees from unrelated parties). 

Section 6.  Multipurpose Issue.  For certain purposes of this Tax Certificate, the portion 
of the Bonds issued for the purpose of financing the costs of the acquisition, construction, 
equipping and improvement of the 2007 Project is referred to herein as the “Project Bonds,” the 
portion of the Bonds issued for the purpose of current refunding the 1997 Bonds, as set forth in 
Exhibit A-1, is referred to herein as the “Current Refunding Bonds,” and the portion of the 
Bonds issued for the purpose of advance refunding the Refunded 1998 Bonds, as set forth in 
Exhibit A-2, is referred to herein as the “Advance Refunding Bonds.” 

Section 7.  Definitions; Capitalized Terms.  All capitalized terms used in this Tax 
Certificate and not specifically defined herein will have the meanings ascribed to such terms in 
the Indenture. 
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PART B. USE OF BOND PROCEEDS AND THE PROJECT 

Section 1.  Governmental Use of Proceeds.  The Authority and the City represent the 
following with respect to the use of proceeds of the Bonds and the facilities financed or 
refinanced therewith: 

(a) 1998 Bonds and 1998 Project.  Since the date of issuance of the 1998 
Bonds, (i) no more than 10% of the proceeds of the 1998 Bonds or the 1998 Project has 
been used, for any activities that constitute a “Private Use” (as such term is defined in 
subsection (d) below), and (ii) no more than 10% of the principal of or interest on the 
1998 Bonds, directly or indirectly (including any underlying arrangement), has been 
secured by any interest in property (whether or not the Project) used for a Private Use or 
in payments in respect of property used for a Private Use.  On and after the date hereof, 
(i) no more than 10% of the proceeds of the Advance Refunding Bonds and no more than 
10% of the 1998 Project will be used for any activities that constitute a “Private Use” 
(defined in subsection (d) below), and (ii) no more than 10% of the principal of or 
interest on the Advance Refunding Bonds will be secured by any interest in property 
(whether or not the Project) used for a Private Use or in payments in respect of property 
used for a Private Use, or will be derived from payments in respect of property used for a 
Private Use. 

(b) 1997 Bonds and 1997 Project.  The proceeds of the 1997 Bonds were used 
to financed the construction of the Stadium, which has been and continues to be used in a 
Private Use.  The Stadium, however, is not pledged, directly or indirectly, to secure the 
payment of the principal of and interest on the Bonds.  Further, operating expenses with 
respect to the Stadium have, since the time the Stadium was placed in service, continued 
to exceed revenues received by the City with respect to the Stadium, and such 
relationship between revenues of the Stadium and expenses of operating the Stadium is 
reasonably expected by the City to continue indefinitely.  Accordingly, the Authority and 
the City reasonably expect that no amounts with respect to the Stadium are expected to be 
used, directly or indirectly, to pay more than 10% of the principal of and interest on the 
Bonds. 

(c) Project Bonds and 2007 Project.  On and after the date hereof, (i) no more 
than 10% of the proceeds of the Project Bonds and no more than 10% of the 2007 Project 
will be used for any activities that constitute a “Private Use” (defined in subsection (d) 
below), and (ii) no more than 10% of the principal of or interest on the Project Bonds will 
be secured by any interest in property (whether or not the 2007 Project) used for a Private 
Use or in payments in respect of property used for a Private Use, or will be derived from 
payments in respect of property used for a Private Use. 

(d) No Private Loan Financing.  No more than the lesser of $5,000,000 or 5% 
of the proceeds of the Bonds will be used to finance or refinance loans to any person 
other than to a state or local governmental unit (other than loans to finance any 
governmental tax or assessment of general application for a specific essential 
governmental function or loans which are used to acquire or carry Nonpurpose 
Investments (as such term is defined below in Part D below)). 
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(e) No Disproportionate or Unrelated Use.  No more than 5% of the proceeds 
of each of the Project Bonds, the 1998 Bonds, the 1997 Bonds or the Project has, since 
the date of issuance of the 1997 Bonds and through the date hereof, been used, or will be 
used, on and after the date hereof, for a Private Use that is unrelated or disproportionate 
(within the meaning of Section 141(b)(3)(B) of the Code) to the governmental use of the 
proceeds of the Project Bonds, the 1998 Bonds or the 1997 Bonds, respectively (an 
“Unrelated or Disproportionate Use”), and no more than 5% of the principal or interest 
on the Project Bonds, the 1998 Bonds or the 1997 Bonds, respectively directly or under 
any underlying arrangement, has, since the date of issuance of the 1997 Bonds and 
through the date hereof, been secured, or will, on and after the date hereof, be secured, 
directly or indirectly, by any interest in property used for a Private Use that is an 
Unrelated or Disproportionate Use or in payments in respect of property used for a 
Private Use that is an Unrelated or Disproportionate Use, or has been or will be derived 
from payments in respect of payments used for a Private use that is an Unrelated or 
Disproportionate Use. 

(f) Definition of Private Use.  For purposes of this Tax Certificate, the term 
“Private Use” means any activity that constitutes a trade or business that is carried on by 
persons or entities other than governmental entities.  The leasing of property financed 
with proceeds of the Bonds or the access of a person or entity other than a governmental 
unit to property or services on a basis other than as a member of the general public 
(“General Public Use”) will constitute a Private Use unless the Authority and the City 
obtain an opinion of Bond Counsel to the contrary.  Use of property refinanced with 
proceeds of the Bonds in a trade or business constitutes General Public Use only if the 
property is intended to be available and is in fact reasonably available for use on the same 
basis by natural persons not engaged in a trade or business.  As of the date hereof, no 
portion of the Project is leased, or is reasonably expected to be leased, by the Authority or 
the City (or a related party or agent) to a person or entity other than a governmental unit. 

(g) Management and Service Contracts.  With respect to management and 
service contracts, the determination of whether a particular use constitutes a Private Use 
under this Tax Certificate shall be determined on the basis of applying Revenue 
Procedure 97-13, 1997-1 C.B. 632, as amended by Revenue Procedure 2001-39, 2001-2 
C.B. 38 (collectively, “Revenue Procedure 97-13”).  As of the date hereof, no portion of 
the Project is or is reasonably expected to be subject to contracts or other arrangements 
with persons engaged in a trade or business (other than state or local governmental units 
or instrumentalities thereof) that involves the management of property or the provision of 
services that do not comply with the standards of Revenue Procedure 97-13. 

PART C. ARBITRAGE 

Section 1.  Bond Proceeds and Other Moneys.  On the basis of the facts, estimates and 
circumstances in existence on the date hereof, the Authority and the City reasonably expect the 
following with respect to the use of the proceeds of the Bonds and certain other moneys: 

(a) Proceeds of the Bonds and Other Moneys.  The total amount to be derived 
by the Authority from the sale of the Bonds, in the amount of $62,067,517.37 
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(representing the aggregate principal amount of the Bonds of $62,275,000, less 
Underwriter’s discount of $207,482.63) is expected to be needed and expended as 
follows: 

(i) $2,291,177.17 of the proceeds will be deposited on the date 
hereof in a special and irrevocable escrow fund (the “1997 Escrow Fund”) 
established by U.S. Bank National Association, as Escrow Agent; of such 
amount, (A) $2,224,319.00 will be invested in United States Treasury 
Certificates of Indebtedness, Notes and Bonds - State and Local Government 
Series, Time Deposit Series, described in 31 CFR Part 344 (“Time Deposit 
SLGs”) set forth in Exhibit F-1 attached hereto (the “1997 Escrow Proceeds 
SLGS”), and (B) $66,858.17 will be held uninvested as an initial cash deposit 
(the “1997 Escrow Proceeds Cash Deposit”); 

(ii) $56,619,946.84 of the proceeds will be deposited on the date 
hereof in a special and irrevocable escrow fund (the “1998 Escrow Fund”) 
established by The Bank of New York Trust Company, N.A., as Escrow 
Agent; of such amount, (A) $56,619,945.00 will be invested in Time Deposit 
SLGs set forth in Exhibit F-2 attached hereto (the “1998 Escrow Proceeds 
SLGS” and referred to collectively with the 1997 Escrow Proceeds SLGS as 
the “Proceeds SLGS”), and (B) $1.84 will be held uninvested as an initial 
cash deposit (the “1998 Escrow Proceeds Cash Deposit” and referred to 
collectively with the 1997 Escrow Proceeds Cash Deposit as the “Proceeds 
Cash Deposit”); 

(iii) $423,201.43 of the proceeds will be deposited on the date 
hereof in the Costs of Issuance Fund and used to pay Costs of Issuance 
within one year of the date hereof; 

(iv) $182,013.43 of the proceeds will be deposited on the date 
hereof in the Reserve Fund to fund a portion of the initial Reserve Fund 
Requirement;  

(v) $151,178.50 of the proceeds will be paid on the date hereof to 
the Bond Insurer as the Insurance Premium to obtain the Insurance Policy; 
and 

(vi) $2,400,000.00 of the proceeds will be deposited on the date 
hereof in the Project Fund and used to finance the acquisition and 
construction of the 2007 Project. 

(b) 1997 Reserve Fund.  There is currently on deposit in the 1997 Reserve 
Fund the amount of $320,484.78, which consists of proceeds derived from the sale of the 
1997 Bonds.  Of such amount, (i) $159,272.89 will be deposited into the 1997 Escrow 
Fund and (A) $154,786.00 will be applied to purchase Time Deposit SLGS set forth in 
Exhibit F-1 (the “1997 Escrow Reserve SLGS”, and referred to collectively with the 1997 
Escrow Proceeds SLGS as the “1997 Escrow Fund SLGS”), (B) $4,504.89 will be held 
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uninvested as an initial cash deposit (the “1997 Escrow Reserve Cash Deposit”), and (ii) 
the balance of $161,211.89 will be deposited in the Reserve Fund to fund a portion of the 
initial Reserve Fund Requirement. 

(c) 1997 Sweep Account.  There is currently on deposit in the sweep account 
created under the 1997 Indenture (the “1997 Sweep Account”) the amount of $147.68.  
Such amount will be deposited into the 1997 Escrow Fund and held uninvested as an 
initial cash deposit (the “1997 Escrow Sweep Cash Deposit” and referred to collectively 
with the 1997 Escrow Proceeds Cash Deposits and the 1997 Escrow Reserve Cash 
Deposits as the “1997 Escrow Cash Deposit”). 

(d) 1998 Reserve Fund.  There is currently on deposit in the 1998 Reserve 
Fund the amount of $4,981,284.38, which consists of proceeds derived from the sale of 
the 1998 Bonds.  Of such amount, (i) $343,650.47 will remain in the 1998 Reserve Fund 
as security for the 1998 Bonds not being refunded, (ii) $662,807.31 will be deposited into 
the 1998 Escrow Fund and (A) $662,807.00 will be applied to purchase the Time Deposit 
SLGS set forth in Exhibit F-2 (the “1998 Escrow Reserve SLGS” and referred to 
collectively with the 1998 Escrow Proceeds SLGS as the “1998 Escrow Fund SLGS”), 
and (B) $ .31 will be held uninvested as an initial cash deposit (the “1998 Escrow 
Reserve Cash Deposit” and referred to collectively with the 1998 Escrow Proceeds Cash 
Deposit as the “1998 Escrow Cash Deposit”) and (iii) the balance of $3,974,826.60 will 
be deposited in the Reserve Fund to fund a portion of the initial Reserve Fund 
Requirement. 

(e) Application of Mixed Escrow Rules to 1997 Escrow Fund.  The proceeds 
derived from the sale of the Bonds and amounts derived from the 1997 Reserve Fund are 
being used on a ratable basis to purchase the 1997 Escrow Fund SLGS, which mature on 
May 23, 2007, as set forth in Exhibit F-1.  May 23, 2007, is the single payment date out 
of the Escrow Fund for amounts to be used to pay the principal of and interest on and to 
redeem the 1997 Refunded Bonds.  Accordingly, the proceeds derived from the sale of 
the Bonds are being used for such purpose no later than amounts derived from the 1997 
Reserve Fund. 

(f) Application of Mixed Escrow Rules to 1998 Escrow Fund.  The proceeds 
derived from the sale of the Bonds and amounts derived from the 1998 Reserve Fund are 
being used on a ratable basis to purchase the 1998 Escrow Fund SLGS, as set forth in 
Exhibit F-2.  Accordingly, the proceeds derived from the sale of the Bonds are being used 
for such purpose no later than amounts derived from the 1998 Reserve Fund. 

(g) Sufficiency of the 1997 Escrow Fund.  The maturing principal amount of 
and interest on the 1997 Escrow Fund SLGS, together with the 1997 Escrow Cash 
Deposit, will be sufficient to pay the interest on the 1997 Refunded Bonds as due and to 
redeem the 1997 Refunded Bonds on May 23, 2007 at a redemption price of 102% and to 
pay interest accruing as of that date. 

(h) Sufficiency of the 1998 Escrow Fund.  The maturing principal amount of 
and interest on the 1998 Escrow Fund SLGS, together with the 1998 Escrow Cash 
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Deposit, will be sufficient to pay the interest on the 1998 Refunded Bonds as due and to 
redeem the 1998 Refunded Bonds at a redemption price of 101% on September 1, 2008. 

Section 2.  The Refunded Bonds. 

(a) The 1997 Bonds.  The Authority represents the following with respect to 
the 1997 Bonds: 

(i) Purposes and Unexpended Proceeds of the 1997 Bonds.  The 
1997 Bonds were issued to finance the rehabilitation and construction of the 
1997 Project.  Other than amounts on deposit in the 1997 Reserve Fund, all 
of the proceeds derived from the sale of the 1997 Bonds have been expended 
for the purpose for which the 1997 Bonds were issued.  There are no funds, 
accounts or investments that were reasonably expected to be used to pay debt 
service on the 1997 Bonds or that were pledged as collateral for the payment 
of debt service on the 1997 Bonds and for which there was reasonable 
assurance that amounts therein or investment earnings thereon would be 
available to pay debt service on the 1997 Bonds if the Authority or the City 
encountered financial difficulties. 

(ii) Purpose of Refunding.  The refunding of the 1997 Refunded 
Bonds is being effected to enable the Authority to realize present value debt 
service savings and thereby enhance the ability of the Authority and the City 
to finance additional capital improvements based on such present value debt 
service savings.  The refunding of the 1997 Refunded Bonds does not 
involve a device employed to obtain a material financial advantage apart 
from savings attributable to lower interest rates. 

(iii) Early Redemption.  The next succeeding date after the date 
hereof on which the 1997 Bonds are redeemable at the option of the 
Authority is May 23, 2007.  The 1997 Refunded Bonds will be redeemed on 
such date at a redemption price of 102% of the principal amount of the 1997 
Refunded Bonds maturing on or after that date.  May 23, 2007, is the first 
date after the date hereof on which the Current Refunding Bonds may be 
redeemed at the option of the Authority, in accordance with the notice and 
deposit requirements of the 1997 Indenture. 

(b) The 1998 Bonds.  The Authority represents the following with respect to 
the 1998 Bonds. 

(i) Purposes and Unexpended Proceeds of the 1998 Bonds.  The 
1998 Refunded Bonds were issued to finance the rehabilitation and 
construction of the 1998 Project.  Other than amounts on deposit in the 1998 
Reserve Fund, all of the proceeds derived from the sale of the 1998 Bonds 
have been expended for the purpose for which the 1998 Bonds were issued.  
There are no unexpended proceeds of the 1998 Bonds, nor are there any 
funds, accounts or investments that were reasonably expected to be used to 
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pay debt service on the 1998 Bonds or that were pledged as collateral for the 
payment of debt service on the 1998 Bonds and for which there was 
reasonable assurance that amounts therein or investment earnings thereon 
would be available to pay debt service on the 1998 Bonds if the Authority or 
the City encountered financial difficulties. 

(ii) Purpose of Refunding.  The refunding of the 1998 Refunded 
Bonds is being effected to enable the Authority to realize present value debt 
service savings and thereby enhance the ability of the Authority and the City 
to finance additional capital improvements based on such present value debt 
service savings.  The refunding of the 1998 Refunded Bonds does not 
involve a device employed to obtain a material financial advantage apart 
from savings attributable to lower interest rates. 

(iii) Early Redemption.  The next succeeding date after the date 
hereof on which the 1998 Bonds are redeemable at the option of the 
Authority is September 1, 2008.  The 1998 Refunded Bonds will be 
redeemed on such date at a redemption price of 101% of the principal 
amount of the 1998 Refunded Bonds maturing on or after that date.  
September 1, 2008, is the first date after the date hereof on which the 1998 
Refunded Bonds may be redeemed at the option of the Authority, in 
accordance with the notice and deposit requirements of the 1998 Indenture. 

(iv) Advance Refunding Limitation.  The 1998 Bonds were issued 
to finance a portion of the construction of improvements of the 1998 Project 
and to advance refund the 1986 Certificates.  As set forth in greater detail in 
Exhibit A-3, 94.447% of the 1998 Bonds is allocable to the 1998 Project and 
5.553% of the 1998 Bonds is allocable to the advance refunding of the 1986 
Certificates.  Pursuant to Section 1.148-9(h)(4)(ii) of the Treasury 
Regulations, which permits the allocation of the various purposes of a bond 
issue that contains a refunding component on the basis of ratable allocations 
of each of the outstanding maturities of such bond issue, each maturity of the 
1998 Bonds have been allocated pro rata to the 1998 Project and the advance 
refunding of the 1986 Certificates.  The 1998 Refunded Bonds consists solely 
of that portion of the 1998 Bonds allocable to the 1998 Project.  Accordingly, 
the application of proceeds of the Bonds to advance refund the 1998 
Refunded Bonds constitutes the first advance refunding of original bonds 
issued after 1985. 

Section 3.  No Overburdening.  The total proceeds derived by the Authority from the sale 
of the Bonds, and anticipated investment earnings thereon, together with other available funds 
described above and anticipated earnings thereon, do not exceed the total of the amounts 
necessary for the governmental purposes described above. 

Section 4.  No Sale or Disposition of the Project.  Neither the Authority nor the City will 
sell or otherwise dispose of any portion of the Project prior to the final maturity date of the 
Bonds of September 1, 2033. 
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Section 5.  No Reimbursement.  No proceeds derived from the sale of the Bonds and 
investment earnings thereon will be used to reimburse the Authority or the City for expenditures 
paid prior to the date hereof.   

Section 6.  Expenditure, Time and Due Diligence Tests for the Project Bonds.  The 
Authority and the City reasonably expect that at least 85% of the net sale proceeds (as such term 
is defined in Section 1.148-1(b) of the Treasury Regulations) of the Project Bonds will be 
allocated to expenditures for the 2007 Project within three years of the date hereof.  The 
Authority and the City reasonably expect that they have incurred, or will incur, within six 
months of the date hereof, a substantial binding obligation (i.e., not subject to contingencies 
within the control of either the Authority or the City, or a related party) to a third party to expend 
at least 5% of the net sale proceeds of the Project Bonds on the costs of the 2007 Project.  The 
completion of the 2007 Project and the allocation of net sale proceeds of the Project Bonds to 
expenditures for the 2007 Project will proceed with due diligence. 

Section 7.  Funds and Accounts.  The following represents the flow of funds under the 
Indenture: 

(a) In General.  The Indenture creates and establishes the following funds and 
accounts: 

(i) the Costs of Issuance Fund; 

(ii) the Project Fund; 

(iii) the Reserve Fund;  

(iv) the Revenue Fund, consisting of the Interest Account, 
Principal Account and Provider Payment Account; 

(v) the Insurance and Condemnation Fund; 

(vi) the Redemption Fund, and within such fund the Optional 
Redemption Account and Special Redemption Account;  

(vii) the Bond Purchase Fund, and within such fund the 
Remarketing Proceeds Account, the Liquidity Facility Account and the 
Authority Account; and 

(viii) the Rebate Fund. 

(b) Revenue Fund.  Under the Indenture, all Revenues are to be deposited in 
the following order of priority:  (i) to the Interest Account, the amount of interest 
becoming due and payable on such Interest Payment Date on all Bonds and any Regular 
Swap Payments becoming due and payable on Swaps, until the balance in said account is 
equal to said amount of payments due; (ii) to the Principal Account, on or before each 
September 1 commencing September 1, 2007 the amount of the principal payment or 
Sinking Fund Installment becoming due and payable on such September 1 (or the 
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succeeding Interest Payment Date if September 1 is not an Interest Payment Date), until 
the balance in said account is equal to said amount of such principal or Sinking Fund 
Installment; and (iii) to the Provider Payment Account, the amount of any Extraordinary 
Swap Payments or other amounts with respect to Related Obligations becoming due and 
payable on any date; provided however that payment of such amounts shall be 
subordinate to all amounts becoming due and payable on all Bonds and any Regular 
Swap Payments becoming due and payable on Swaps. 

On the fifteenth day of each month, following payment of principal of and interest on the 
Bonds and any Regular Swap Payments on Swaps and prior to the scheduled Base Rental 
Payment, any excess amount on deposit in the Revenue Fund shall be transferred to the 
Reserve Fund to the extent necessary to increase the amount therein to the Reserve Fund 
Requirement or to pay any Reserve Facility Costs then due and owing and any excess 
shall then be returned to the City as an excess payment of Base Rental Payments or 
applied to the next scheduled Base Rental Payment. 

(c) Reserve Fund.  The Reserve Fund will be funded on the date hereof in the 
amount of $4,318,051.92, which is equal to the Reserve Fund Requirement.  The 
Underwriter has advised in its Certificate attached hereto as Exhibit B, that (1) the 
Reserve Fund Requirement does not exceed the least of (i) 10% of the proceeds of the 
Bonds, (ii) maximum annual debt service on the Bonds, or (iii) 125% of average annual 
debt service on the Bonds, and (2) the funding of the Reserve Fund in an amount equal to 
the Reserve Fund Requirement was a condition to the issuance of the Insurance Policy 
and was therefore a vital factor in marketing the Bonds, facilitated the marketing of the 
Bonds at interest rates comparable to those of other bond issues of a similar type and 
purpose, and is not in excess of the amount considered necessary for such purpose.  For 
this purpose, the term “proceeds” means the aggregate stated principal amount of the 
Bonds, unless there is more than a de minimis amount of original issue discount or 
premium (as defined in Section 1.148-1(b) of the Treasury Regulations), in which case 
the term “proceeds” means the “issue price” of the Bonds (determined without regard to 
pre-issuance accrued interest).  The term “de minimis amount” means an amount of 
discount or premium that does not exceed 2% of the stated redemption price at maturity, 
plus any original issue premium attributable exclusively to reasonable underwriter’s 
discount. 

(d) Rebate Fund.  The Indenture establishes a Rebate Fund to serve as the 
repository for moneys to be deposited thereto and paid to the United States in order to 
satisfy the requirement of Section 148(f) of the Code and Sections 1.148-0 through 
1.148-10 and 1.150-1 and 1.150-2 of the Treasury Regulations promulgated thereunder, 
to pay a portion of the investment earnings on proceeds derived from the sale of the 
Bonds, the investment earnings thereon, and other amounts considered to be proceeds of 
the Bonds, to the United States.  Detailed guidelines regarding satisfaction of the such 
requirements are set forth in Part D of this Tax Certificate.  Moneys in the Rebate Fund 
are neither pledged to nor expected to be used to pay debt service on the Bonds.  
Proceeds of the Bonds and investment earnings thereon are not expected to be held in the 
Rebate Fund. 
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(e) No Other Funds as Security.  Other than the Interest Account and the 
Principal Account in the Revenue Fund and the Reserve Fund, there are no funds or 
accounts established pursuant to the Indenture, or otherwise, that are reasonably expected 
to be used to pay debt service on the Bonds, or to make payments to the Insurer, or that 
are pledged as collateral for the Bonds or the Insurance Policy, and for which there is a 
reasonable assurance that amounts on deposit therein will be available to pay debt service 
on the Bonds or to make payments to the Insurer if the Authority or the City encounters 
financial difficulties. 

(f) No Negative Pledges.  There are no amounts held under any agreement to 
maintain amounts at a particular level for the direct or indirect benefit of the Owners of 
the Bonds or guarantor of the Bonds, if any, excluding for this purpose amounts in which 
either the Authority or the City (or a substantial beneficiary) may grant rights that are 
superior to the rights of the Owners of the Bonds or guarantor of the Bonds, if any, and 
amounts that do not exceed reasonable needs for which they are maintained and as to 
which the required level is tested no more frequently than every six months and that may 
be spent without any substantial restriction other than a requirement to replenish the 
amount by the next testing date. 

Section 8.  Investment of Proceeds.  The proceeds derived from the sale of the Bonds and 
other amounts described in this Tax Certificate will be invested as follows: 

(a) Costs of Issuance.  Proceeds derived from the sale of the Bonds deposited 
in the Costs of Issuance Fund to be used to pay Costs of Issuance (other than 
Underwriter’s Discount) may be invested at an unrestricted yield until expended, for a 
period not to exceed 13 months from the date hereof.  Investment earnings on proceeds 
derived from the sale of the Bonds (other than Underwriter’s Discount) may be invested 
at an unrestricted yield for a period not to exceed one year from the date of receipt of the 
amount earned.  Proceeds derived from the sale of the Bonds to be used to pay 
Underwriter’s discount will be expended on the date hereof and will not be invested. 

(b) 1997 Escrow Proceeds SLGS.  Proceeds derived from the sale of the 
Bonds applied to acquire the 1997 Escrow Proceeds SLGS may be invested at an 
unrestricted yield until such amounts, together with the investment earnings thereon, are 
expended to pay debt service on the 1997 Refunded Bonds on May 23, 2007. 

(c) 1998 Escrow Proceeds SLGS.  Proceeds derived from the sale of the 
Bonds applied to acquire the 1998 Escrow Proceeds SLGS, together with the investment 
earnings thereon, will be invested at a yield not in excess of the yield on the Bonds until 
expended to pay debt service on the 1998 Refunded Bonds. 

(d) 1997 Escrow Reserve SLGS.  Proceeds derived from the sale of the 1997 
Bonds and transferred from the 1997 Reserve Fund to the 1997 Escrow Fund and applied 
to purchase the 1997 Escrow Reserve SLGS shall be invested at a yield not in excess of 
the 1997 Bonds. 
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(e) 1998 Escrow Reserve SLGS.  Proceeds derived from the sale of the 1998 
Bonds and transferred from the 1998 Reserve Fund to the 1998 Escrow Fund and applied 
to purchase the 1998 Escrow Reserve SLGS shall be invested at a yield not in excess of 
the 1998 Bonds. 

(f) 1997 Escrow Cash Deposit.  Amounts deposited in the 1997 Escrow Fund 
as the initial 1997 Escrow Cash Deposit shall be held uninvested until applied to pay debt 
service on the 1997 Refunded Bonds. 

(g) 1998 Escrow Cash Deposit.  Amounts deposited in the 1998 Escrow Fund 
as the initial 1998 Escrow Cash Deposit shall be held uninvested until applied to pay debt 
service on the 1998 Refunded Bonds. 

(h) Project Costs.  Proceeds derived from the sale of the Bonds deposited in 
the Project Fund to be used to finance the 2007 Project and to pay a portion of the interest 
on the Bonds during the period in which the 2007 Project is being acquired and 
constructed may be invested at an unrestricted yield until expended, for a period not to 
exceed three years from the date hereof and, thereafter, shall be invested at a yield not in 
excess of the yield with respect to the Bonds plus 0.125% or in Tax-Exempt Obligations 
(defined in Part D of this Tax Certificate).  Investment earnings on obligations acquired 
with such proceeds may be invested at an unrestricted yield for a period not exceeding 
three years from the date hereof or one year from the receipt thereof, whichever is longer, 
and, thereafter, shall be invested at a yield not in excess of the yield on the Bonds plus 
0.125% or in Tax-Exempt Obligations (defined in Part D of this Tax Certificate). 

(i) Insurance Premium.  Proceeds derived from the sale of the Bonds used to 
pay the Insurance Premium for the Insurance Policy to the Insurer will be expended on 
the date hereof and will not be invested. 

(j) Reserve Fund.  Amounts deposited in the Reserve Fund may be invested 
at an unrestricted yield to the extent that such amounts do not exceed the least of 
(i) maximum annual debt service on the Bonds, (ii) 125% of average annual debt service 
on the Bonds, and (iii) 10% of the proceeds of the Bonds.  Amounts in the Reserve Fund 
in excess of the least of such amounts will be invested at a yield not in excess of the yield 
on the Bonds or in Tax-Exempt Obligations (defined in Part D of this Tax Certificate). 

(k) Payment of Debt Service.  Amounts deposited in the Interest Account 
(other than Capitalized Interest), the Principal Account and the Provider Payment 
Account in the Revenue Fund may be invested at an unrestricted yield for a period not to 
exceed 13 months from the date of deposit of such amounts to such fund or account.  
Earnings on such amounts that are retained in such funds or accounts may be invested at 
an unrestricted yield for a period not to exceed one year from the date of receipt of the 
amount earned. 

(l) Replacement Proceeds.  Replacement proceeds (as such term is defined in 
Section 1.148-1(c) of the Treasury Regulations) may be invested at an unrestricted yield 
for a period of 30 days beginning on the date that the amounts are first treated as 
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replacement proceeds and, thereafter, shall be invested at a yield not in excess of the 
yield on the Bonds. 

(m) Applicable Definition of Materially Higher Yield for All Replacement 
Proceeds.  In the event that replacement proceeds arise during the term of the Bonds, 
then, after the expiration of the applicable periods during which amounts described in this 
Section 8 may be invested at an unrestricted yield, all amounts described in this Section 8 
shall be invested at a composite yield not in excess of the yield on the Bonds or in 
Tax-Exempt Obligations (defined in Part D of this Tax Certificate). 

(n) Yield Restricted Moneys.  Proceeds derived from the sale of the Bonds 
and other amounts described in this Section, and investment earnings thereon, that may 
not be invested at an unrestricted yield pursuant to this Section 8, will either (i) be 
invested at a yield not in excess of the yield on the Bonds, or (ii) be invested in Tax-
Exempt Obligations (defined in Part D of this Tax Certificate). 

(o) Minor Portion.  Amounts described in this Section 8 that may not be 
invested at an unrestricted yield as described above may be invested at an unrestricted 
yield to the extent such amounts do not exceed the lesser of 5% of the sale proceeds of 
the Bonds or $100,000 (the “Minor Portion”). 

(p) Rebate Fund.  Amounts held in the Rebate Fund, to the extent funded with 
amounts other than proceeds derived from the sale of the Bonds and investment earnings 
thereon, may be invested without regard to yield. 

Section 9.  Yield Reduction Payments.  Notwithstanding the provisions of Section 8 
above that require the Authority and the City to invest proceeds derived from the sale of the 
Bonds and investment earnings thereon at a yield not in excess of the yield on the Bonds, the 
yield on certain nonpurpose investments (described below), acquired with proceeds of the Bonds, 
will not be considered to be higher than the applicable yield limitation described in Section 8 
above if either the Authority or the City makes or causes to be made “yield reduction payments” 
to the United States at the time and in the amounts described in Section 1.148-5(c) of the 
Treasury Regulations. 

(a) In General.  The Treasury Regulations provide seven situations in which 
amounts paid to the United States (including payments of rebatable arbitrage) are treated 
as payments for a nonpurpose investment that reduces the yield on that investment, as 
follows: 

(i) nonpurpose investments during one of the temporary periods 
available for capital projects, restricted working capital expenditures, pooled 
financings, or investment proceeds; 

(ii) nonpurpose investments for variable yield bond issues for any 
computation period during which at least 5% of the value of the issue is 
represented by variable yield bonds; 
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(iii) nonpurpose investments allocable to transferred proceeds of a 
current refunding issue to the extent necessary to reduce the yield on such 
investments to the yield required by Section 148(a) of the Code; 

(iv) nonpurpose investments allocable to transferred proceeds of 
an advance refunding issue to the extent the investment of the refunding 
escrow allocable to other proceeds of the issue cannot, with zero-yielding 
investments, meet the yield required by Section 148(a) of the Code; 

(v) nonpurpose investments allocable to a reserve or replacement 
fund or a fund that is in excess of the sizing limits for a reasonably required 
reserve fund, but only to the extent that such amounts do not exceed 15% of 
the issue size or are not expected to pay debt service with respect to the issue; 

(vi) nonpurpose investments allocable to replacement proceeds of 
a refunded issue as a result of the application of the universal cap to amounts 
in a refunding escrow; and 

(vii) nonpurpose investments allocable to certain permanent funds 
not treated as replacement proceeds by operation of the effective date rule of 
Section 1.148-11(f) of the Treasury Regulations. 

(b) Advance Refundings.  Yield reduction payments, however, may not be 
used to reduce the yield on investments in the case of an advance refunding issue, except 
with respect to any “transferred proceeds” (within the meaning of Section 1.148-
9(c)(1)(ii) of the Treasury Regulations) of the Bonds and any amounts allocated to 
“replacement proceeds” of the 1998 Refunded Bonds as a result of the application of the 
“universal cap” (described in Section 11 below) as applied to amounts in a refunding 
escrow. 

(c) Consultation with Counsel.  The Authority and the City covenant to retain 
and consult with a nationally recognized bond counsel prior to making any “yield 
reduction payments” pursuant to Section 1.148-5(c) of the Treasury Regulations. 

Section 10.  Yield.  For purposes of this Tax Certificate, the term “yield” means as 
follows. 

(a) In General.  For purposes of calculating the yield on the Bonds, the term 
“yield” means the discount rate that, when used in computing the present value as of the 
issue date of all unconditionally payable payments of principal, interest and fees for 
qualified guarantees with respect to the Bonds and amounts reasonably expected to be 
paid as fees for qualified guarantees with respect to the Bonds, produces an amount equal 
to the present value, using the same discount rate, of the aggregate issue price of the 
Bonds as of the date hereof.  The yield on investments acquired with amounts described 
in Section 8 above, and the yield on the Bonds, will be calculated by the use of the same 
frequency interval of compounding interest.  For purposes of calculating the yield on 
investments acquired with or allocated to the proceeds of the Bonds, the term “yield” 
means the discount rate that, when used in computing the present value as of the date the 
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investment is first allocated to the proceeds of the Bonds of all unconditionally payable 
receipts from the investment, produces an amount equal to the present value of all 
unconditionally payable payments for the investment. 

(b) Issue Price.  For purposes of calculating the yield on the Bonds, the issue 
price of the Bonds (as defined in Section 1273 of the Code) is equal to the initial offering 
price to the public (excluding bond houses, brokers and similar persons or organizations 
acting in the capacity of underwriters or wholesalers) at which a substantial amount (at 
least 10%) of each maturity of the certificate was sold or was reasonably expected to be 
sold.  The aggregate issue price of the Bonds, determined in accordance with the 
preceding sentence and shown in the certificate of the Underwriter attached hereto as 
Exhibit B, is $62,275,000 (equal to $62,275,000 face amount of the Bonds). 

(c) Computation Periods.  Because the Bonds are being treated as variable 
yield Bonds, the yield on the Bonds is computed separately for each computation period.  
A computation period is the period between computation dates with respect to the Bonds.  
The Authority and the City are hereby electing to treat September 1, 2008, as the end of 
its first Computation Period.  After the conclusion of the first Computation Period, the 
Authority and the City must consistently treat either the last day of each Bond Year or the 
last day of each fifth Bond Year as a computation date. 

(d) Qualified Guarantee – Insurance Policy.  For purposes of computing the 
yield on the Bonds, the premium paid to obtain the Insurance Policy from the Insurer on 
the date hereof may be treated as additional interest on the Bonds. 

(i) Representations of the Underwriter.  The Underwriter has 
represented in its certificate attached hereto as Exhibit B that the present 
value of the premium paid to obtain the Insurance Policy from the Insurer is 
less than the present value of the interest reasonably expected to be saved as 
a result of obtaining the Insurance Policy (using the yield on the Bonds 
determined with regard to payment of the premium for the Insurance Policy 
as the discount factor for such purpose).  The Underwriter has further advised 
that, to the best of its knowledge, the premium paid to obtain the Insurance 
Policy from the Insurer on the date hereof was determined in arm’s length 
negotiations, was required as a condition to the issuance by the Insurer of the 
Insurance Policy, and represents a reasonable charge for the transfer of credit 
risk. 

(ii) Representations of the Insurer.  The Insurer has represented in 
its certificate attached hereto as Exhibit D that the premium paid to obtain the 
Insurance Policy does not include any payment for any direct or indirect 
services other than the transfer of credit risk.  No portion of the premium 
paid to obtain the Insurance Policy is refundable upon the redemption of the 
Bonds prior to their stated maturity or mandatory redemption dates. 
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Other than to the Insurer for the Insurance Policy, no amount has been or will be paid by 
or on behalf of the Authority or the City to any entity as a payment of a “qualified 
guarantee” (as such term is defined in Section 1.148-4(f) of the Treasury Regulations). 

(e) Qualified Hedges. 

(i) General.  Payments made or received by the Authority under a 
“qualified hedge” (as such term is defined in Treasury Regulation Section 
1.148-4(h)(2)) relating to the Bonds will be taken into account in determining 
the yield on the Bonds. 

(ii) Swap Agreement Entered Into Before Issue Date of the 
Bonds.  In a certificate executed April 11, 2007 and attached hereto as 
Exhibit G, for purposes of satisfying the identification requirements of 
Section 1.148-4(h)(2)(viii) of the Treasury Regulations, the Authority 
represented that (1) on April 11, 2007, the Authority entered into a swap 
agreement with Bank of America, N.A. (the “Counterparty”), having an 
initial notional principal amount of $61,200,000(the “Swap Agreement”), 
evidenced by a confirmation, dated April 12, 2007; (2) under the Swap 
Agreement effective as of the issue date of the Bonds, the Authority will 
make payments to the Counterparty based on application of a fixed rate of 
3.615% to the notional principal amount of the Swap Agreement, and the 
Counterparty will make payments to the Authority based on 63.7% of one 
month USD-LIBOR-BBA plus 0.154%; (3) the Swap Agreement was entered 
into in anticipation of the issuance of the Bonds, stating the purpose, issue 
price, maturity and issue date thereof, and that payments under the Swap 
Agreement will closely correspond in time to debt service payments with 
respect to the Bonds; (4) the Swap Agreement was entered into primarily to 
modify the Authority’s interest rate changes with respect to the portion of 
such Bonds, no amount is being paid by the Authority to the Counterparty to 
enter into the Swap Agreement and the notional principal amount of the 
Swap Agreement is expected to equal to a portion of the aggregate principal 
amount of the Bonds; and (5) the Swap Agreement is not expected to be 
terminated or otherwise closed substantially contemporaneously with the 
issuance of the Bonds. 

(iii) Qualified Hedge.  The Swap Agreement is a qualified hedge 
under Section 1.148-4(h) of the Treasury Regulation in that it satisfies each 
of the following requirements: (i) it is a contract that is entered into primarily 
to modify the Authority’s risk of interest rate changes with respect to the 
Bonds and it does not contain a “significant investment element” (i.e., an 
expected rate of return), (ii) it is entered into with a provider that is not a 
related party with respect to the Authority, (iii) it covers, in whole or in part, 
all of one or more groups of substantially identical bonds (i.e., all of the 
Bonds having the same interest rate, maturity and terms), (iv) it is based 
primarily on interest rate changes, (v) it does not hedge an amount larger than 
the Authority’s risk with respect to interest changes on the Bonds, (vi) the 
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payments received from the hedge provider under the contract correspond 
closely in time and amount to the specific interest payments being hedged on 
the Bonds, (vii) payments on the Swap Agreement do not begin to accrue on 
a date earlier than the issue date of the hedged Bonds and do not accrue 
longer than the hedged interest payments on the hedged Bonds, 
(viii) payments to the Counterparty are reasonably expected to be made from 
the same source of funds that, absent the Swap Agreement, will be 
reasonably expected to be used to pay principal of and interest on the Bonds, 
and (ix) pursuant to Sections 1.148-4(h)(2)(viii) and 1.148-4(h)(5)(iii) of the 
Treasury Regulations, the Swap Agreement has been identified by the 
Authority as a qualified hedge in a separate certificate, including specifically 
the hedge provider, the terms of the contract and the hedged bonds, the 
reasonably expected governmental purpose, issue price, maturity and issue 
date of the hedged bonds, the manner in which interest is reasonably 
expected to be computed and that Section 1.148-4(h)(5)(iii) applies.  Further, 
the Authority will note the existence of the Swap Agreement on the Internal 
Revenue Service Form 8038–G relating to the Bonds that is to be filed with 
the Internal Revenue Service in accordance with Part E, Section 6 below. 

(f) Yields.   

(i) Bond Yield.  In accordance with the above meaning of the 
term “yield,” (A) the yield on the Bonds has been determined by the 
Financial Advisor, as verified by the Verification Agent, for the first 
Installment Computation Period ending September 1, 2008 to be not less than 
3.7024%, (B) the yield on the 1997 Bonds is not less than 6.3035%, and (C) 
the yield on the 1998 Bonds is not less than 5.26962%. 

(ii) Escrow Securities Yield.  The composite semiannual yield on 
the (A) 1997 Escrow Reserve SLGS has been determined by the Financial 
Advisor, as verified by the Verification Agent in the Verification Report, to 
be no greater than 4.956961%, (B) 1998 Escrow Proceeds SLGS has been 
determined by the Financial Advisor, as verified by the Verification Agent in 
the Verification Report, to be no greater than 3.699412% and (C) 1998 
Escrow Reserve SLGS has been determined by the Underwriter, as verified 
by the Verification Agent in the Verification Report, to be no greater than 
4.885091% 

(g) Investments to be Acquired at Market Price.  Any investments acquired 
with amounts that may not be invested at an unrestricted yield pursuant to Section 8 of 
this Part C shall be purchased at prevailing market prices and shall be limited to securities 
or obligations for which there is an established market or shall be Time Deposit SLGs or 
“Tax-Exempt Obligations” (hereinafter defined in Part D of this Tax Certificate). 

(h) Investment Contract.  Neither the Authority nor the City has invested any 
proceeds of the Bonds pursuant to an investment contract (within the meaning of 
Section 1.148-1(b) of the Treasury Regulations).  In the event that either the Authority or 
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the City acquires an investment contract with any of the proceeds of the Bonds, the 
Authority or the City, as appropriate, and the provider of the investment contract will 
comply with, and will make certain representations in compliance with, 
Section 1.148-5(d) of the Treasury Regulations. 

Section 11.  Universal Cap.  Notwithstanding any restrictions on the investment of 
proceeds of the Bonds and other amounts set forth in Section 8 of this Part C, proceeds of the 
Bonds and other amounts that are treated as proceeds of the Bonds are allocated and remain 
allocated to the Bonds, and are thereby subject to the restrictions contained in this Tax 
Certificate, only to the extent that the value of such proceeds does not exceed the value of the 
outstanding Bonds.  This Section shall not apply to amounts on deposit in and allocable to the 
Interest Account and the Principal Account in the Revenue Fund. 

Section 12.  Excess Gross Proceeds.  Proceeds of the Advance Refunding Bonds will not 
constitute excess gross proceeds (as such term is defined in Section 1.148-10(c) of the Treasury 
Regulations) in an amount that is greater than one percent of the sale proceeds of the Refunding 
Bonds.  In this regard, excess gross proceeds constitutes all gross proceeds (including 
replacement proceeds) of the Advance Refunding Bonds, other than those that are allocable to 
the (i) payment of principal, interest or redemption premium on the 1998 Refunded Bonds, (ii) 
payment of pre-issuance accrued interest on the Advance Refunding Bonds, and interest on the 
Advance Refunding Bonds that accrues for a period up to the completion date of any capital 
project for which the 1998 Refunded Bonds were issued, plus one year, (iii) a reasonably 
required reserve or replacement fund for the Advance Refunding Bonds, (iv) payment of the 
Costs of Issuance of the Advance Refunding Bonds, (v) payment of the administrative costs 
allocable to repaying the 1998 Refunded Bonds, carrying and repaying the Advance Refunding 
Bonds, or investments of proceeds of the Advance Refunding Bonds, (vi) transferred proceeds 
allocable to expenditures for the governmental purpose of the 1998 Refunded Bonds, (vii) 
payment of interest on purpose investments, (viii) replacement proceeds in a sinking fund for the 
Advance Refunding Bonds, and (ix) qualified guarantee fees for the Advance Refunding Bonds 
or the 1998 Refunded Bonds.  For purposes of this Section 11, the term “transferred proceeds” 
includes all unexpended proceeds of the Refunded Bonds as of the date hereof. 

Section 13.  First Call Date for Refunded Bonds.  The Authority and the City will realize 
present value debt service savings (determined without regard to issuance and administrative 
expenses) in connection with the issuance of the Advance Refunding Bonds and the advance 
refunding of the 1998 Refunded Bonds.  Accordingly, pursuant to Section 149(d)(3)(A)(iii) of 
the Code, the 1998 Refunded Bonds will be redeemed not later than the earliest date on which 
such 1998 Refunded Bonds may be redeemed. 

Section 14.  No Advance Refunding Device.  The Refunded Bonds will be retired at a 
time no later than the Refunded Bonds would have been retired had the Bonds not been issued 
for the purpose of refunding the Refunded Bonds.  No device has been or will be employed in 
connection with the issuance of the Bonds in order to obtain a material financial advantage 
(based on arbitrage) apart from savings attributable to lower interest rates. 
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Section 15.  No Replacement. 

(a) In General.  No portion of the proceeds of the Bonds will be used as a 
substitute for other funds that were otherwise to be used to redeem the 1997 Refunded 
Bonds, the 1998 Refunded Bonds or to finance the cost of the Project and that have been 
or will be used to acquire, directly or indirectly, securities or obligations or other 
investment property producing a yield in excess of the yield on the Bonds. 

(b) Safe Harbor Against Back-End Replacement Proceeds.  In accordance 
with Section 1.148-1(c) of the Treasury Regulations regarding the safe harbor against the 
creation of “replacement proceeds,” as of the date hereof, the weighted average maturity 
of the Bonds does not exceed 120% of the remaining average reasonably expected 
economic life of the Project.  For this purpose, less than 25% of the Bonds and the 
1997 Bonds allocable to the 1997 Project and the 1998 Bonds allocable to the 1998 
Project was or will be used to finance or refinance the acquisition of land, and, therefore, 
land was not taken into account in determining the average economic life of the Project. 

Section 16.  No Abusive Arbitrage Device.  The Authority and the City have not and will 
not engage in a transaction or series of transactions enabling the Authority or the City to exploit 
the difference between tax-exempt and taxable interest rates to gain a material financial 
advantage and which increases the burden on the market for tax-exempt obligations, including 
selling obligations that would not otherwise be necessary or issuing obligations sooner or 
allowing them to remain outstanding longer than would otherwise be necessary.  No device has 
been or will be employed in connection with the issuance of the Bonds in order to obtain a 
material financial advantage (based on arbitrage) apart from savings attributable to lower interest 
rates. 

Section 17.  Covenants in the Indenture.  The Authority and the City has covenanted in 
Section 6.05 of the Indenture, that they shall make no use of the proceeds derived from the sale 
of the Bonds or any other moneys that would cause the Bonds to be “arbitrage bonds” within the 
meaning of Section 148 of the Code. 

PART D. REBATE REQUIREMENT  

Section 1.  In General.  The Authority and the City recognize that Section 148(f) of the 
Code, which sets forth the Rebate Requirement, requires that an amount equal to the sum of 
(i) the excess of the aggregate amount earned on all Nonpurpose Investments (defined below) 
over the amount that would have been earned if such Nonpurpose Investments had a yield equal 
to the yield on the Bonds, plus (ii) any income attributable to the excess described in (i), be paid 
to the United States.  The Authority has covenanted in the Indenture, to comply with the Rebate 
Requirement.  Accordingly, the Authority and the City covenant herein to comply with the 
Rebate Requirement, as set forth in Section 148(f) of the Code and the Treasury Regulations. 

Section 2.  Bond Year.  The Authority hereby selects September 1 to be the day on which 
each Bond Year ends.  The first Bond Year ends on September 1, 2007.   

Section 3.  Nonpurpose Investments.  The rules contained in this Part D relate to the 
requirement to comply with the provisions of Section 148(f) of the Code and the Treasury 



21 
 SF1 1451677 47922/34 

Regulations promulgated thereunder.  The rules contained in this Part D will apply to the 
investment of Gross Proceeds, (as defined below), in any security, obligation, annuity contract or 
any other investment-type property (as such term is defined in Section 1.148-1(b) of the Treasury 
Regulations) that is not acquired to carry out the governmental purpose of the Bonds 
(“Nonpurpose Investments”).  Nonpurpose Investments shall not include: 

(a) United States Treasury Demand Deposit Securities – State and Local 
Government Series; and 

(b) Tax-Exempt Obligations. 

For purposes of this Tax Certificate, the term “Tax-Exempt Obligations” shall include 
only obligations the interest on which is (i) excludable from gross income for federal income tax 
purposes, and (ii) not treated as an item of tax preference under Section 57(a)(5) of the Code.  
The term “Tax-Exempt Obligation” shall, however, include an interest in a regulated investment 
company (within the meaning of Section 851(a) of the Code) to the extent that at least 95% of 
the income to the holder of the interest is interest that is excludable from gross income under 
Section 103(a) of the Code and not treated as an item of tax preference under Section 57(a)(5) of 
the Code. 

Section 4.  Gross Proceeds.  For purposes of this Tax Certificate, the term “Gross 
Proceeds” means: 

(a) proceeds derived from the sale of the Bonds (other than pre-issuance 
accrued interest, if any); 

(b) amounts that are reasonably expected to be or are in fact used to pay debt 
service on the Bonds, including amounts on deposit in the Interest Account, the Principal 
Account and the Provider Payment Account in the Revenue Fund; 

(c) amounts pledged as security for the payment of debt service on the Bonds; 

(d) amounts treated as “transferred proceeds” of the Bonds, within the 
meaning of Section 1.148-1(b) of the Treasury Regulations, if any; 

(e) amounts treated as “replacement proceeds” of the Bonds, within the 
meaning of Section 1.148-1(c) of the Treasury Regulations, if any; and 

(f) investment earnings on amounts described in subsections (a)-(e) above. 

Section 5.  Yield.  Yield, for purposes of complying with the Rebate Requirement, is to 
be calculated pursuant to Section 10 of Part C of this Tax Certificate.  For purposes of 
calculating the yield on a Nonpurpose Investment, the purchase price will be the amount paid for 
such investment or, if different, the fair market value of such investment on the date it becomes 
Gross Proceeds. 

Section 6.  Market Price.  For purposes of this Tax Certificate, the purchase price and 
disposition price of a Nonpurpose Investment will be the fair market value of the investment on 
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an established market.  Accordingly, a premium may not be paid to adjust the yield on an 
investment, a lower interest rate than is usually paid may not adjust the yield on an investment 
and no transaction may result in a smaller profit or larger loss than would have resulted if the 
transaction had been at arm’s-length and had the yield on the Bonds not been relevant to either 
party.  In no event will the purchase price be increased by, or the disposition price be reduced by, 
brokerage or sales commissions, administrative expenses or similar expenses.  However, 
pursuant to Section 1.148-5(e)(2) of the Treasury Regulations, certain “qualified administrative 
costs” may be taken into account in determining the yield on investments.  Thus, such “qualified 
administrative costs” will be deemed to increase the payments for, or decrease the receipts from, 
the investments.  “Qualified administrative costs” are reasonable, direct, administrative costs, 
other than carrying costs, such as separately stated brokerage or selling commissions, but not 
legal and accounting fees, record keeping, custody and similar costs.  General overhead costs and 
similar indirect costs of the Authority such as employee salaries and office expenses and costs 
associated with computing arbitrage rebate are not qualified administrative costs. 

(a) Certificate of Deposit.  A certificate of deposit with a fixed interest rate, 
fixed principal payment schedule and a substantial penalty for early withdrawal will be 
deemed purchased for fair market value if the yield on the certificate of deposit is (i) not 
less than the yield on reasonably comparable direct obligations of the United States and 
(ii) not less than the highest yield published or posted by the provider on comparable 
certificates offered to the public. 

(b) Guaranteed Investment Contracts.  Investments pursuant to a guaranteed 
investment contract will be regarded as being made at fair market value if: 

(i) the Authority or the City makes a bona fide solicitation for a 
guaranteed investment contract that satisfies all of the following 
requirements: 

(A) the bid specifications are in writing and are timely 
forwarded to potential providers; 

(B) the bid specifications include all material terms that may 
directly or indirectly affect the yield or the cost of the guaranteed 
investment contract; 

(C) the bid specifications include a statement notifying 
potential providers that submission of a bid is a representation that the 
potential provider did not consult with any other potential provider about 
its bid, that the bid was determined without regard to any other formal or 
informal agreement that the potential provider has with the Authority or 
the City or any other person (whether or not in connection with the 
issuance of the Bonds), and that the bid is not being submitted solely as a 
courtesy to the Authority or the City or any other person for purposes of 
satisfying the requirements contained in Section 1.148-5(d)(6)(iii)(B)(1) or 
(2) of the Treasury Regulations; 
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(D) the terms of the bid specifications are commercially 
reasonable in that there is a legitimate business purpose for each term 
other than to increase the purchase price or reduce the yield of the 
guaranteed investment contracts; 

(E) the terms of the solicitation take into account the City’s 
reasonably expected deposit and drawdown schedule for the amounts to be 
invested; 

(F) all potential providers have an equal opportunity to bid and 
no potential provider is given the opportunity to review other bids (i.e., a 
“last look”) before providing a bid; and 

(G) at least three reasonably competitive providers are solicited 
for bids.  A “reasonably competitive provider” is a provider that has an 
established industry reputation as a competitive provider of the type of 
guaranteed investment contracts being purchased; 

(ii) The Authority or the City receives at least three bona fide bids 
on the guaranteed investment contract from providers that have no material 
financial interest in the issuance of the Bonds.  The following are deemed to 
have a material financial interest in the execution and delivery of the Bonds: 

(A) the lead underwriter in a negotiated underwriting 
transaction until 15 days after the issue date of the issue; 

(B) any entity acting as a financial advisor with respect to the 
purchase of the guaranteed investment contract at the time the bid 
specifications are forwarded to potential providers; and 

(C) a provider that is a related party to a provider that has a 
material financial interest in the execution and delivery of the Bonds; 

(iii) At least one of the three bids received by the Authority or the 
City is from a reasonably competitive provider; 

(iv) The winning bidder provides a certificate that lists all 
administrative costs that it is paying (or expects to pay) to third parties in 
connection with supplying the guaranteed investment contract; 

(v) The Authority or the City purchases the highest yielding 
guaranteed investment contract for which a bona fide bid was made 
(determined net of broker’s fees, if any); and 

(vi) The Authority or the City retains the following records with 
the bond documents until three years after the last outstanding Bond is 
redeemed: 
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(A) a copy of the guaranteed investment contract; 

(B) the receipt or other record amount actually paid by the 
Authority or the City for the guaranteed investment contract, including a 
record of any administrative costs paid by the Authority or the City, and 
the certification under subparagraph (iv) above; 

(C) a copy of each bid that is submitted (including the name of 
the person and entity submitting the bid), the time and date of the bid, and 
the bid results; and 

(D) the bid solicitation form and, if the terms of the guaranteed 
investment contract deviated from the bid solicitation form or a submitted 
bid is modified, a brief statement explaining the deviation and stating the 
purpose for the deviation. 

(c) Investments Traded on Established Market.  For other investments traded 
on an established market, the fair market value of the investment will be the actual price 
at which the investments are sold by a willing seller to a willing buyer.  When an actual 
transaction does not occur, the fair market price will be the mean between the bid and 
asked prices for such obligations on the date the investment is deemed to become, or 
ceases to be, proceeds of the Bonds. 

(d) Yield Restricted Amounts.  Where amounts must be restricted to a certain 
yield and investments cannot be purchased on an established market or a bona fide fair 
market price cannot be established at a yield that does not exceed the maximum 
permissible yield, the Authority or the City may acquire or hold Tax-Exempt securities, 
currency, or Time Deposit SLGs that yield no more than the maximum permissible yield.  
The Authority and the City recognize that Time Deposit SLGs are available at the Bureau 
of the Public Debt, and that, under current Treasury Department Regulations governing 
SLGs, Time Deposit SLGs may not be purchased until 7 calendar days after a 
subscription for them is tendered and received by the Bureau of Public Debt (5 calendar 
days in the case of subscriptions not in excess for $10 million).  Accordingly, the 
Authority and the City will act promptly in subscribing for Time Deposit SLGs in the 
event it is determined that such restricted investments are necessary. 

Section 7.  Record Keeping.  With respect to all Nonpurpose Investments acquired in any 
fund or account the Authority or the City shall record or cause to be recorded the following 
information: (a) purchase date, (b) purchase price, (c) information establishing that the purchase 
price is the fair market value as of such date (e.g., the published quoted bid by a dealer in such an 
investment on the date of purchase), (d) any accrued interest paid, (e) face amount, (f) coupon 
rate, (g) periodicity of interest payments, (h) disposition price, (i) any accrued interest received, 
and (j) disposition date.  To the extent any investment becomes a Nonpurpose Investment by 
becoming Gross Proceeds after it was originally purchased, it will be treated as if it were 
acquired at its fair market value at the time it becomes a Nonpurpose Investment. 
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Section 8.  Retention of Records.  Amounts determined to be required to be paid to the 
United States in compliance with the Rebate Requirement will be paid to the United States in 
accordance with the rules set forth in the Treasury Regulations.  Records of all determinations 
made hereunder will be retained by the Authority or the City until six years after the complete 
retirement of the Bonds. 

Section 9.  Bona Fide Debt Service Fund Exception.  As the Bonds are not private 
activity bonds and have an average maturity of greater than five years and a fixed rate of interest, 
amounts earned on moneys in the Interest Account, the Principal Account and the Provider 
Payment Account in the Revenue Fund shall not be taken into account for a Bond Year for 
purposes of complying with the Rebate Requirement. 

Section 10.  Expenditure Exceptions.  The Rebate Requirement will be considered 
satisfied with respect to the Project Bonds if either the Six-Month Exception (set forth in 
subsection (a) below), the Eighteen-Month Exception (set forth in subsection (b) below) or the 
Two-Year Exception (set forth in subsection (c) below) is satisfied.  The Rebate Requirement 
will be considered satisfied with respect to the Current Refunding Bonds if the Six-Month 
Exception (set forth in subsection (a) below) is satisfied.  Each of these expenditure exceptions 
will apply separately to the Project Bonds and the Current Refunding Bonds.  Accordingly, 
references in this Section 10 to “Bonds” shall mean “Project Bonds” or “Current Refunding 
Bonds,” as the case may be. 

(a) Six-Month Exception.  The Rebate Requirement will be considered 
satisfied if the following rule is met. 

(i) In General.  The Six-Month Exception will be treated as 
having been satisfied if (A) all Gross Proceeds of the Bonds are allocated to 
expenditures for the governmental purposes of the Bonds no later than the 
date that is six months after the date of issuance of the Bonds, and (B) the 
Rebate Requirement is satisfied with respect to (1) amounts on deposit in the 
Reserve Fund, (2) amounts on deposit in the Interest Account, the Principal 
Account and the Provider Payment Account in the Revenue Fund, (3) other 
Gross Proceeds that arise after six months from the date hereof but that are 
not reasonably anticipated to arise as of the date hereof, (4) repayment of any 
grants made with proceeds of the Bonds, and (5) sale or investment proceeds 
on payments under a purpose investment. 

(ii) Gross Proceeds. For purposes of satisfying clause (i)(A) 
above, the term Gross Proceeds excludes (A) amounts on deposit in the 
Reserve Fund, (B) amounts on deposit in the Interest Account, the Principal 
Account and the Provider Payment Account in the Revenue Fund, (C) other 
Gross Proceeds that arise after six months from the date hereof but that are 
not reasonably anticipated to arise as of the date hereof, (D) repayment of 
any grants made with proceeds of the Bonds, and (E) sale or investment 
proceeds on payments under any purpose investment. 
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(iii) Additional Six Months for Non-Private Activity Bonds.  The 
Six-Month Exception will be treated as satisfied if, in addition to satisfying 
clause (i)(B) of this subsection (a), all Gross Proceeds of the Bonds are 
expended as provided in clause (i)(A) of this subsection (a) except for an 
amount of Gross Proceeds that does not exceed 5% of the proceeds of the 
Bonds and such unexpended amount of Gross Proceeds is expended within 
one year from the date of issuance of the Bonds. 

(b) Eighteen-Month Exception.  The Rebate Requirement will be considered 
satisfied if the following rule is met. 

(i) In General.  The Eighteen-Month Exception will be treated as 
having been satisfied if (A) all Gross Proceeds of the Bonds (as defined in 
paragraph (ii) of subsection (a) above and substituting “eighteen months” for 
“six months” in clause (C) thereof) meet the Eighteen-Month Test, (B) the 
Rebate Requirement is satisfied with respect to (1) amounts on deposit in the 
Reserve Fund, (2) amounts on deposit in the Interest Account, the Principal 
Account and the Provider Payment Account in the Revenue Fund, (3) other 
Gross Proceeds that arise after six months from the date hereof but that are 
not reasonably anticipated to arise as of the date hereof, (4) repayment of any 
grants made with proceeds of the Bonds, and (5) sale or investment proceeds 
on payments under a purpose investment, and (C) all Gross Proceeds of the 
Bonds qualify for the three-year temporary period set forth in Section 1.148-
2(e)(2) of the Treasury Regulations. 

(ii) Eighteen-Month Test.  The Eighteen-Month Exception will be 
treated as satisfied if at least 15% of the Gross Proceeds of the Bonds have 
been allocated to expenditures for the governmental purposes of the Bonds 
within six months from the date of issuance of the Bonds, at least 60% of the 
Gross Proceeds have been allocated to expenditures for the governmental 
purposes of the Bonds within one year from the date of issuance of the 
Bonds, and all of the Gross Proceeds of the Bonds have been expended for 
the governmental purposes of the Bonds within 18 months from the date of 
issuance of the Bonds.  For purposes of determining compliance with the first 
two spending periods described above, the amount of investment proceeds 
that the Authority and the City reasonably expect to earn on the Gross 
Proceeds of the Bonds is $94,862.14. 

(iii) Reasonable Retainage.  For purposes of paragraph (ii) of this 
subsection (b), all of the Gross Proceeds of the Bonds will be treated as 
expended for the governmental purposes of the Bonds within 18 months from 
the date of issuance of the Bonds if all of such proceeds are allocated to 
expenditures for the governmental purposes of the Bonds within 30 months 
from the date of issuance of the Bonds and such amounts would have been 
expended for such purposes within 18 months from the date of issuance of 
the Bonds but for a reasonable retainage (as such term is defined below in 
subsection (d)) that does not exceed 5% of the net sale proceeds of the 
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Bonds.  For purposes of the preceding sentence, a reasonable retainage is an 
amount that is retained for reasonable business purposes relating to property 
financed with the proceeds of the Bonds.  A reasonable retainage may 
include, for example, an amount retained to ensure compliance with the 
terms of a construction contract in circumstances in which the amount 
retained is not yet payable, or in which the Authority and the City reasonably 
determine that a dispute exists regarding either completion of construction or 
payment. 

(iv) De Minimis Rule.  The Bonds will not fail to qualify for the 
Eighteen-Month Exception if (i) an amount that does not exceed the lesser of 
3% of the issue price of the Bonds and $250,000 is not spent within 18 
months from the date of issuance of the Bonds, and (ii) the Authority and the 
City continue to exercise due diligence to complete the Project. 

(v) Application to Multipurpose Issues.  The Eighteen-Month 
Exception will not apply to an issue any portion of which is treated as 
meeting the Two-Year Exception (defined below). 

(c) Two-Year Exception.  With respect to the “available construction 
proceeds” (defined below) of the Bonds, the Two-Year Exception will be treated as 
having been satisfied if the requirements of paragraphs (i) and (ii) are satisfied.  This 
expenditure exception applies only to the Project Bonds. 

(i) 75-Percent Test.  This paragraph will be satisfied if the 
Authority and the City reasonably expect as of the issue date of the Bonds 
that at least 75% of the “available construction proceeds” (defined below) of 
the Bonds will be allocated to construction expenditures (including 
reconstruction and rehabilitation) with respect to property that is owned by a 
governmental unit or an organization described in Section 501(c)(3) of the 
Code and exempt from federal income tax under Section 501(a) of the Code.  
On the date hereof, the Authority and the City have the reasonable 
expectation set forth in the preceding sentence. 

(ii) Two-Year Test.  This paragraph (ii) will be treated as satisfied 
if at least 10% of the available construction proceeds of the Bonds have been 
allocated to expenditures for the governmental purposes of the Bonds within 
the six-month period beginning on the date of issuance of the Bonds, at least 
45% of the available construction proceeds have been allocated to 
expenditures for the governmental purposes of the Bonds within the one-year 
period beginning on the date of issuance of the Bonds, at least 75% of the 
available construction proceeds of the Bonds have been allocated to 
expenditures for the governmental purposes of the Bonds within the 18-
month period beginning on the date of issuance of the Bonds, and all of the 
available construction proceeds of the Bonds have been allocated to 
expenditures for the governmental purposes of the Bonds within the two-year 
period beginning on the date of issuance of the Bonds.  
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(iii) De Minimis Rule.  The Bonds will not fail to qualify for the 
Two-Year Exception if (i) an amount that does not exceed the lesser of 3% of 
the issue price of the Bonds and $250,000 is not spent within two years from 
the date of issuance of the Bonds, and (ii) the Authority and the City continue 
to exercise due diligence to complete the Project. 

(d) Available Construction Proceeds. 

(i) In General.  For purposes of subsection (c) above, the term 
“available construction proceeds” means an amount equal to the issue price 
(determined in subsection 10(b) of Part C of this Tax Certificate) of the 
Bonds (or the portion thereof at least 75% of the available construction 
proceeds of which are to be used for the purposes described in paragraph (i) 
of subsection (c) above), plus investment earnings on the Bonds or, where 
applicable, the portion thereof, plus investment earnings on any reasonably 
required reserve or replacement fund not funded from proceeds of the Bonds, 
plus investment earnings on all of the above described investment earnings, 
minus the amount of the issue price of the Bonds (or, where applicable, the 
portion thereof) deposited in the Reserve Fund or to be applied to pay Costs 
of Issuance, minus pre-issuance accrued interest.  The term “available 
construction proceeds,” however, will not include payments on any 
obligation acquired to carry out the governmental purpose of the issue or the 
investment earnings thereon, and (subject to paragraph iii below) will not 
include investment earnings on amounts on deposit in the Reserve Fund after 
the earlier of two years from the date hereof or the date on which 
construction of the Project is substantially completed. 

(ii) Reasonable Retainage.  For purposes of paragraph (ii) of 
subsection (c), all of the available construction proceeds of the Bonds will be 
treated as expended for the governmental purposes of the Bonds within two 
years from the date of issuance of the Bonds if all of such proceeds are 
expended for the governmental purposes of the Bonds within three years 
from the date of issuance of the Bonds and such amounts would have been 
expended for such purposes within two years from the date of issuance of the 
Bonds but for a reasonable retainage.  For these purposes, a reasonable 
retainage is an amount that is retained for reasonable business purposes 
relating to property financed with the proceeds of the Bonds and that amount 
retained does not exceed 5% of the available construction proceeds of the 
Bonds as of the end of the fourth spending period referred to in paragraph (ii) 
of subsection (c) above.  Reasonable retainage may include, for example, an 
amount retained to ensure compliance with the terms of a construction 
contract in circumstances in which the amount retained is not yet payable, or 
in which the Authority or the City reasonably determines that a dispute exists 
regarding either completion of construction or payment. 

(iii) Investment Proceeds.  For purposes of determining 
compliance with the first three spending periods described in subsection 
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(c)(ii) above, the amount of investment proceeds that the Authority and the 
City reasonably expect as of the date hereof to earn on the investment of the 
Gross Proceeds of the Bonds that constitute Available Construction Proceeds 
is $119,098.52. 

(e) No Penalty Election.  The Authority, at the direction of the City, is not 
electing to have Section 148(f)(4)(C)(vii) of the Code apply to the Bonds.  Accordingly, 
in the event the available construction proceeds of the Bonds have not been expended 
within the time periods described in paragraph (ii) of subsection (c) above, the Authority 
and the City shall comply with the Rebate Requirement, as described above. 

Section 11.  Engagement of Experts.  The Authority and the City covenant that they will, 
at least one month prior to the end of each Bond Year, engage a firm competent to perform the 
calculations necessary to comply with the Rebate Requirement, as set forth in Section 148(f) of 
the Code and the Treasury Regulations. 

Section 12.  Survival of Defeasance.  Notwithstanding anything in this Tax Certificate to 
the contrary, the Rebate Requirement will survive the defeasance or payment in full of the 
Bonds. 

PART E. OTHER MATTERS 

Section 1.  [Reserved.] 

Section 2.  No Pooled Financing Bonds.  No portion of the proceeds derived from the sale 
of the Bonds will be used, directly or indirectly, to make or finance loans to two or more ultimate 
borrowers.  None of the Costs of Issuance with respect to the Bonds is contingent upon the 
occurrence of events subsequent to the date of issuance of the Bonds, and at least 95% of the 
Costs of Issuance will be paid within six months of the date hereof. 

Section 3.  No Hedge Bonds. 

(a) Prior Bonds.  The 1997 Bonds allocable to the 1997 Project, and the 1998 
Bonds allocable to the 1998 Project, satisfied the rules of Section 149(g) of the Code in 
that (i) the 1997 Bonds allocable to the 1997 Project and the 1998 Bonds allocable to the 
1998 Project qualified for the three-year temporary period set forth in 
Section 1.148-2(e)(2) of the Treasury Regulations (or applicable predecessor section), 
and (ii) no more than 50% of the net sale proceeds of the 1997 Bonds allocable to the 
1997 Project and the 1998 Bonds allocable to the 1998 Project, and no more than 50% of 
the net sale proceeds of the 1997 Bonds and the 1998 Bonds were invested in 
Nonpurpose Investments at a substantially guaranteed yield for four years or more.  
Accordingly, the 1997 Bonds allocable to the 1997 Project and the 1998 Project satisfy 
the rules of Section 149(g) of the Code. 

(b) Project Bonds.  Based on the representation contained in Section 6 of Part 
C of this Tax Certificate, the proceeds derived from the sale of the Project Bonds qualify 
for a three-year temporary period for investment without yield restriction.  Additionally, 
no more than 50% of the net sale proceeds of the Project Bonds will be invested in 
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Nonpurpose Investments at a substantially guaranteed yield for four years or more.  
Accordingly, the Project Bonds satisfy the requirements of Section 149(g) of the Code. 

Section 4.  No Federal Guarantee.  The Authority and the City will not directly or 
indirectly use or permit the use of any proceeds of the Bonds or any other funds of the Authority 
or the City, or take or omit to take any action, that would cause the Bonds to be considered 
“federally guaranteed” within the meaning of Section 149(b) of the Code.  The Authority and the 
City have not entered into, and the Authority and the City will not enter into, any (a) long-term 
service contracts with any federal governmental agency, (b) service contracts with any federal 
governmental agency under terms that are materially different from the terms of any contracts 
with any persons other than federal government agencies, and (c) leases of property to any 
federal government agency, that would cause the Bonds to be considered “federally guaranteed” 
within the meaning of Section 149(b) of the Code. 

Section 5.  Change in Use.  The Authority and the City represent, warrant and covenant 
that the Project will be used for governmental purposes of the Authority or the City, unless an 
opinion of Bond Counsel is received permitting any proposed change in use of the Project. 

Section 6.  Information Reporting.  The Authority and the City each certify that the 
information required by Section 149(e) of the Code and set forth in Internal Revenue Service 
Form 8038-G relating to the Bonds reflects its reasonable expectations with respect to the Bonds 
and the proceeds thereof as of the date of this Tax Certificate.  The Form 8038-G will be filed at 
the Internal Revenue Service Center, Ogden, Utah 84201 no later than the fifteenth day of the 
second calendar month following the close of the calendar year quarter in which the Bonds are 
issued. 

Section 7.  Retention of Records.  The Authority and the City covenant to maintain all 
records relating to the Bonds and the use and expenditure of the proceeds of the Bonds, as more 
specifically set forth below. 

(a) Types of Records Required to be Retained. The records that must be 
retained include, but are not limited to, the following: 

(i) General.  All legal and closing documents relating to the 
Bonds, including indentures, trust agreements, resolutions, public notices, tax 
certificates, opinions of counsel (issued at the time of closing or 
subsequently), amendments to the foregoing documents and any and all 
documents included in the transcript with respect to the Bonds. 

(ii) Expenditure of Gross Proceeds. 

(A) Documents evidencing the expenditure of proceeds from 
the sale of the Bonds and investment earnings thereon and the specific 
assets financed with such proceeds, including any declarations of official 
intent to reimburse expenditures, feasibility studies, projected draw 
schedules, requisitions and closing flow of funds memoranda; 
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(B) Documents setting forth all funds and accounts relating to 
the Bonds, including debt service funds, reserve funds, sinking funds and 
pledged funds, and any agreements with respect thereto; 

(C) Documents pertaining to the investment of the Gross 
Proceeds of the Bonds, including the purchase and sale of securities, Time 
Deposit SLGs subscriptions, yield calculations for each class of 
investments, actual investment income received from the investment of 
proceeds, projected investment income calculations expected to be 
received from the investment of proceeds, guaranteed investment 
contracts, rebate calculations, credit enhancement, swap transactions and 
verification reports; 

(iii) Disposition Proceeds.  Documents, if any, evidencing the sale 
or other disposition of the financed property; and 

(iv) Economic Life Data.  Documents supporting the economic 
life of the assets financed and refinanced with proceeds of the Bonds; 

(v) Allocations.  Documents evidencing any allocations with 
respect to the Gross Proceeds of the Bonds, 

(vi) Use of Financed Assets; Private Security or Payment. 

(A) Documents evidencing the use and ownership of the 
property financed and refinanced with proceeds of the Bonds, including 
contracts (leases, management contracts, service contracts and otherwise) 
with for the use and ownership of such property; and 

(B) Documents evidencing sources of payment or security for 
the Bonds, including liquidity covenants and negative covenants, and any 
agreements with respect thereto. 

(vii) Tax Returns and Related Information.  IRS Form 8038-G, 
8038-T and 8038-R, as applicable, and information relating to the pricing of 
the Bonds, yield calculations, weighted average maturity calculations, other 
information included in the 8038 statistics report, verification reports and 
arbitrage rebate reports. 

(viii) Required Retention Periods.  The Authority and the City 
covenant to retain the above described records for the following applicable 
periods until the date that is six years after the complete retirement of the 
Bonds. 

(b) Nonpurpose Investments.  With respect to all Nonpurpose Investments 
acquired in any fund or account in connection with the Bonds, the following information 
shall be recorded and retained: (i) purchase date, (ii) purchase price, (iii) information 
establishing that the purchase price is the fair market value as of such date (e.g., the 
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published quoted bid by a dealer in such an investment on the date of purchase), (iv) any 
accrued interest paid, (v) face amount, (vi) coupon rate, (vii) periodicity of interest 
payments, (viii) disposition price, (ix) any accrued interest received, and (x) disposition 
date. 

(c) Form of Records.  The Authority and the City covenant that all records 
will be kept in a manner that ensures complete access thereto for the applicable above 
described period either in hard copy or electronic format.  If the records are kept in 
electronic format, compliance is necessary with the requirements of Revenue Procedure 
97-22, 1997-1 C.B. 652, which provides guidance for maintaining books and records by 
using an electronic storage system that either images their hardcopy books and records or 
transfers their computerized books and records to an electronic storage media (e.g., an 
electronic data compression system). 

(d) Failure to Retain Records.  The Authority and the City acknowledge that a 
failure to maintain material records required to be retained by this Section may result in 
the loss of the exclusion of interest on the Bonds from gross income for federal tax 
purposes, could cause additional arbitrage rebate to be owed and could impact a conduit 
borrower’s entitlement to take certain deductions. 

Section 8.  Authorization to Execute Tax Certificate.  The undersigned are authorized 
representatives of the Authority and the City and are executing this Tax Certificate for and on 
behalf of the Authority and City.  To the best of the knowledge and belief of the undersigned, 
there are no other facts, estimates or circumstances that would materially change the expectations 
as set forth herein, and said expectations are reasonable. 
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EXHIBIT A 

REFUNDED BONDS 

1997 BONDS 

Maturity Date 
(November 1) Principal Amount 

Redemption Date 
(May 23 ) Redemption Price 

2016 $2,335,000 2007 102% 
    
    
    

 
1998 BONDS 

Maturity Date 
(September 1) Principal Amount 

Redemption Date 
(September 1) Redemption Price 

2009 $    460,000 September 1, 2008 101% 
2010 550,000 September 1, 2008 101% 
2011 645,000 September 1, 2008 101% 
2012 750,000 September 1, 2008 101% 
2013 855,000 September 1, 2008 101% 
2016* 3,270,000 September 1, 2008 101% 
2020* 6,360,000 September 1, 2008 101% 
2024* 9,165,000 September 1, 2008 101% 
2029* 16,405,000 September 1, 2008 101% 
2033* 17,000,000 September 1, 2008 101% 

 $55,460,000     
______________________ 
*  Term Bonds
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EXHIBIT A-1 

 

Allocation Computation for 1997 Refunded Bonds 

2007 Bond Proceeds Uses 
Percentage of 

2007 Issue 
 

$ 2,291,177.17 Deposit to 1997 Escrow 3.73696% Current Refunding
56,619,946.84 Deposit to 1998 Escrow 92.34857% Advance Refunding

    2,400,000.00 2007 Project 3.914446% New Money
$61,311,124.01    
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EXHIBIT A-2 

 

Allocation Computation for 1998 Refunded Bonds 

2007 Bond Proceeds Uses 
Percentage of 

2007 Issue 
 

$ 2,291,177.17 Deposit to 1997 Escrow 3.73696% Current Refunding
56,619,946.84 Deposit to 1998 Escrow 92.34857% Advance Refunding

    2,400,000.00 2007 Project 3.914446% New Money
$61,311,124.01    
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EXHIBIT A-3 

Computation of 1998 Bonds Allocable to 1998 Project 

1998 Par Allocation 

 Amount Percent of 
Total 

Project Fund $45,812,743.79  
Capitalized Interest $4,442,036.81   

Total New Money Amount 50,254,780.60 94.447% 
Escrow Deposit 3,358,393.51  
1986 DSRF Release 403,861.14  

Total Refunding 2,954,532.37 5.553% 

Total 53,209,312.97 100.000% 

1998 Par Amount $61,430,000.00  
Non-Refundable Par Amount $3,415,000.00  
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Bond Maturity 
Outstanding 

Principal 
Non-advance Refundable Par 

Outstanding 
Advance 

Refunded Par 

Percent Non-
advance 

Refundable Test 
Serial 9/1/2007 405,000 405,000 0 100.0000% TRUE 
Serial 9/1/2008 450,000 450,000 0 100.0000% TRUE 
Serial 9/1/2009 490,000 30,000 460,000 6.1224% TRUE 
Serial 9/1/2010 585,000 35,000 550,000 5.9829% TRUE 
Serial 9/1/2011 685,000 40,000 645,000 5.8394% TRUE 
Serial 9/1/2012 795,000 45,000 750,000 5.6604% TRUE 
Serial 9/1/2013 910,000 55,000 855,000 6.0440% TRUE 
Term16 9/1/2014 1,025,000 60,000 965,000 5.8537% TRUE 
Term16 9/1/2015 1,155,000 65,000 1,090,000 5.6277% TRUE 
Term16 9/1/2016 1,290,000 75,000 1,215,000 5.8140% TRUE 
Terrn20 9/1/2017 1,435,000 80,000 1,355,000 5.5749% TRUE 
Term20 9/1/2018 1,595,000 90,000 1,505,000 5.6426% TRUE 
Term20 9/1/2019 1,765,000 100,000 1,665,000 5.6657% TRUE 
Term20 9/1/2020 1,945,000 110,000 1,835,000 5.6555% TRUE 
Term24 9/1/2021 2,130,000 120,000 2,010,000 5.6338% TRUE 
Term24 9/1/2022 2,320,000 130,000 2,190,000 5.6034% TRUE 
Term24 9/1/2023 2,520,000 140,000 2,380,000 5.5556% TRUE 
Term24 9/1/2024 2,740,000 155,000 2,585,000 5.6569% TRUE 
Term29 9/1/2025 2,965,000 165,000 2,800,000 5.5649% TRUE 
Term29 9/1/2026 3,220,000 180,000 3,040,000 5.5901% TRUE 
Term29 9/1/2027 3,480,000 195,000 3,285,000 5.6034% TRUE 
Term29 9/1/2028 3,760,000 210,000 3,550,000 5.5851% TRUE 
Term29 9/1/2029' 3,950,000 220,000 3,730,000 5.5696% TRUE 
Term33 9/1/2030 4,165,000 235,000 3,930,000 5.6423% TRUE 
Term33 9/1/2031 4,380,000 245,000 4,135,000 5.5936% TRUE 
Term33 9/1/2032 4,610,000 260,000 4,350,000 5.6399% TRUE 
Term33 9/1/2033 4,855,000 270,000 4,585,000 5.5613% TRUE 

Total 59,625,000 4,165,000 55,460,000  
Percent  6.9853% 93.0147%  

Not including 2007/2008 58,770,000 3,310,000 55,460,000  
Percent  5.6321% 94.3679%  

 

.
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EXHIBIT B 

$62,275,000 
MODESTO PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

CERTIFICATE OF THE UNDERWRITER 

This Certificate is furnished by Banc of America Securities LLC as the Underwriter (the 
“Underwriter”) of the $62,275,000 aggregate principal amount of Modesto Public Financing 
Authority Lease Revenue Refunding and Capital Improvement Bonds, Series 2007 (the 
“Bonds”), being issued by the Modesto Public Financing Authority (the “Authority”) for the 
benefit of the City of Modesto (the “City”).  Capitalized terms used herein and not otherwise 
defined are to be defined by reference to the Tax Certificate to which this certificate is attached 
(the “Tax Certificate”). 

The undersigned does hereby certify as follows: 

(A) Issue Price 

1. The Underwriter reasonably expected on April 11, 2007, which is the date on 
which the Underwriter agreed to purchase the Bonds (the “Sale Date”), that the Bonds, 
consisting of a single maturity maturing on September 1, 2033, would be sold to the general 
public (excluding bond houses, brokers and similar persons or organizations acting in the 
capacity of underwriters or wholesalers), at their initial offering price, (the “Initial Public 
Offering Price”), as set forth on the cover page of the Official Statement of the Authority, dated 
April 11, 2007, with respect to the Bonds, and in Schedule 1 attached hereto. 

2. The Underwriter has made a bona fide offering of all of the Bonds to the general 
public (excluding bond houses, brokers and similar persons or organizations acting in the 
capacity of underwriters or wholesalers) at prices not in excess of the Initial Public Offering 
Price, which is equal to $62,275,000, representing the aggregate stated principal amount of the 
Bonds. 

3. The Underwriter first sold, as of the Sale Date, at least 10% of the aggregate 
principal amount of the Bonds to the general public (excluding bond houses, brokers and similar 
persons or organizations acting in the capacity of underwriters or wholesalers) at prices not in 
excess of the Initial Public Offering Price. 

4. The Initial Public Offering Price does not exceed the fair market value of the 
Bonds as of the Sale Date. 
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(B) Bond Insurance 

1. The present value of the premium paid to CIFG Assurance North America, Inc. 
(the “Insurer”) to obtain a municipal bond insurance policy with respect to the Bonds (the 
“Insurance Policy”) is less than the present value of the interest reasonably expected to be saved 
as a result of having the Insurance Policy, using the yield on the Bonds as the discount factor for 
this purpose. 

2. The premium paid to the Insurer obtain the Insurance Policy was determined in 
arm’s-length negotiations. 

3. The premium paid to the Insurer obtain the Insurance Policy represents a 
reasonable charge for the Insurance Policy. 

(C) Reserve Fund 

1. The Reserve Fund Requirement of $4,318,051.92 does not exceed the least of 
(i) 10% of the proceeds of the Bonds, (ii) maximum annual debt service on the Bonds, or 
(iii) 125% of average annual debt service on the Bonds. 

2. The funding of the Reserve Fund in an amount equal to the Reserve Fund 
Requirement was a condition to the issuance of the Insurance Policy, and was therefore a vital 
factor in marketing the Bonds, facilitated the marketing of the Bonds at an interest rate 
comparable to that of bonds and other obligations of a similar type, and was not in excess of the 
amount considered necessary for such purpose. 

(D) Determination of Underwriter’s Discount 

An affiliate of the Underwriter is the counterparty on a variable-to-fixed interest rate 
swap with the Authority with respect to the Bonds (the “Swap”).  The Swap will become 
effective concurrently with the conversion of the interest rate on the Bonds from a fixed interest 
rate to a rate determined every 7 days through an auction process, which conversion will occur 
on September 3, 2008.  The Underwriter’s Discount was negotiated in an arm’s-length 
transaction with the City (as the party in interest).  The amount of the Underwriter’s Discount 
was determined independently of the Swap.  The Underwriter’s Discount is comparable to the 
amount the Underwriter would expect to receive from other persons to underwrite a tax-exempt 
bond issue substantially similar to the Bonds without regard to any interest rate swap that may be 
executed in connection with such other bond issue. 

The undersigned recognizes that the representations set forth above will be relied upon by 
the Authority and the City in making certain of the representations set forth in the Tax Certificate 
and by Sidley Austin LLP, Bond Counsel, in rendering its opinion that the interest on the Bonds is 
not includable in the gross income of the owners thereof for federal income tax purposes.
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SCHEDULE 1 
TO EXHIBIT B 

 

INITIAL PUBLIC OFFERING PRICES 

 
Maturity Date 

  (September 1)   Principal Amount Interest Rate Price (% of Par) 

2033 $62,275,000 3.70%* 100.00 
____________________________ 
* Initial fixed rate from April 18, 2007 to September 3, 2008
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EXHIBIT C 

$62,275,000 
MODESTO PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

CERTIFICATE OF THE FINANCIAL ADVISOR 

This Certificate is furnished by Public Financial Management, Inc., as financial advisor 
(the “Financial Advisor”) to the Modesto Public Financing Authority (the “Authority”) with 
respect to the issuance of the Authority’s $62,275,000 aggregate principal amount of Modesto 
Public Financing Authority Lease Revenue Refunding and Capital Improvement’s Bonds, Series 
2007 (the “Bonds”), for purposes of establishing certain matters. 

Capitalized terms used and not defined herein are as defined in the Tax Certificate to 
which this certification is attached. 

A. Insurance Policy Authority 

1. The present value of the premium paid on the date hereof to CIFG Assurance 
North America, Inc. (the “Insurer”) to obtain the Insurance Policy with respect to the Bonds is 
less than the present value of the interest reasonably expected to be saved as a result of having 
the Insurance Policy, using the yield on the Bonds (taking into account the payment of the 
premium for the Insurance Policy) as the discount factor for purposes of computing such present 
value. 

2. The premium paid to obtain the Insurance Policy was determined in arm’s-length 
negotiations and was required as a condition to the issuance by the Insurer of the Insurance 
Policy. 

3. The premium paid to obtain the Insurance Policy represents a commercially 
reasonable charge for the transfer of credit risk.  To the best of our knowledge, such premium 
does not include any direct or indirect payment for a cost, risk or other element that is not 
customarily borne by guarantors of tax-exempt bonds in transactions in which the guarantor has 
no involvement other than as guarantor, and no non-guarantee services are being provided by the 
Insurer. 

B. Reserve Fund. 

The funding of the Reserve Fund in an amount equal to the Reserve Fund Requirement 
(as defined in the Contract) was a condition to obtaining the Insurance Policy and was therefore a 
vital factor in marketing the Bonds, facilitated the marketing of the Bonds at an interest rate 
comparable to that of bonds and other obligations of a similar type and is not in excess of the 
amount considered necessary for such purpose. 



The undersigned recognizes that the representations set forth above will be relied upon by 
the Modesto Public Financing Authority and the City of Modesto in making certain of the 
representations set forth in the Tax Certificate and by Sidley Austin LLP, Bond Counsel, in 
rendering its opinion that the interest on the Bonds is not includable in the gross income of .the 
owners thereof for federal income tax purposes. 

Dated: April 18, 2007 
PUBLIC HNANCIAL MANAGEMENT, INC. 

By: 

Managing Director 
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EXHIBIT D 

CERTIFICATE OF THE INSURER 

 
(Please see attached certificate.)



TAX CERTIFICATE OF BOND INSURER 

In connection with the issuance of Modesto Public Financing Authority Lease 
Revenue Refunding and Capital Improvement Bonds, Series 2007 in the aggregate 
principal amount of $62,275,000 (the "Bonds"), CIFG Assurance North America, Inc. 
("CIFG") is issuing a bond insurance policy and endorsements thereto (the "Policy") 
guaranteeing the payment of principal and interest when due on the Bonds, all as more 
fully set out in the Policy. 

The undersigned hereby certifies that he is authorized to execute and deliver this 
certificate and hereby makes the following representations on behalf of CIFG: 

1. The Policy is an unconditional and recourse obligation of CIFG (enforceable by 
or on behalf of the holders of the Bonds) to pay the scheduled payments of 
interest and principal on the Bonds in the event of a Nonpayment as defined in the 
Policy; 

2. The insurance premium of $151,178.50 was determined in arm's length 
negotiations in accordance with our standard procedures, is required to be paid as 
a condition to the issuance of the Policy and represents a reasonable charge for the 
transfer of credit risk; 

3. No portion of such premium represents a payment for any direct or indirect 
services other than the transfer of credit risk, including costs of underwriting or 
remarketing the Bonds or the cost of insurance for casualty of Bond financed 
property; 

4. CIFG is not a co-obligor on the Bonds and does not reasonably expect that it will 
be called upon to make any payment under the Policy; and 

5. The Issuer is not entitled to a refund for the Policy in the event the Bonds are 
retired prior to their stated maturity. 

Dated: April 18, 2007 

CIFG ASSURANCE NORTH AMERICA, INC. 

By: c 
Michael S. Knopf 
Managing Director and 
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EXHIBIT E 

FORM 8038-G 

 
(Please see attached form.)
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EXHIBIT F-1 

1997 ESCROW SECURITIES 

    

TYPE MATURITY DATE PAR AMOUNT COUPON 

I. Bond Proceeds Escrow Securities 

SLG 5/23/2007 $  2,224,319.00 4.990% 

SLG 9/1/2007 597,890.00 3.818 

SLG 3/1/2008 327,507.00 3.780 

SLG 9/1/2008 55,694,548.00 3.696 

 Total $56,619,945.00  

    

II. Prior Reserve Fund Escrow Securities 

SLG 5/23/2007 $154,768.00 4.990% 

SLG 9/1/2007 4,492.00 5.040 

SLG 9/1/2008 658,315.00 4.880 

 Total $662,807.00  
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EXHIBIT F-2 

1998 ESCROW SECURITIES 

    

TYPE MATURITY DATE PAR AMOUNT COUPON 

I. Bond Proceeds Escrow Securities 

SLG 9/1/2007 $     597,890.00 3.818% 

SLG 3/1/2008 327,507.00 3.780 

SLG 9/1/2008 55,694,548.00 3.696 

 Total $56,619,945.00  

II. Prior Reserve Fund Escrow Securities 

SLG 9/1/2007 $    4,492.00 5.040% 

SLG 9/1/2008 658,315.00 4.880 

 Total $662,807.00  
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EXHIBIT G 

SWAP IDENTIFICATION CERTIFICATE 

(Please see attached certificate.)
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CERTIFICATE OF THE MODESTO PUBLIC FINANCING AUTHORITY 
AND THE CITY OF MODESTO 

RE IDENTIFICATION OF VARIABLE-TO-FIXED RATE SWAP 

This certificate is being furnished by the Modesto Public Financing Authority (the 
“Authority”) and the City of Modesto (the “City”) in connection with the Authority’s entering into a 
swap agreement (the “Swap”), hereinafter described, for purposes of satisfying the identification 
requirements of Section 1.148-4(h)(2)(vii) of the Treasury Regulations for treatment of the Swap 
as a “qualified hedge,” which would enable the Authority and the City to take into account 
payments made or received by the Authority under the Swap, pursuant to Section 1.148-4(h)(1) 
of the Treasury Regulations, in determining the yield on certain bonds hereinafter described. 

1. On April 11, 2007, the Authority entered into the Swap, having an original 
notional amount of $61,200,000, with Bank of America, N.A. (the “Counterparty”).  The Swap is 
evidenced by a Confirmation, dated on April 12, 2007 (the “Confirmation”). 

2. Under the Swap, the Authority will make payments to the Counterparty 
based on application of a fixed rate of 3.615% to the notional amount of the Swap, and the 
Counterparty will make payments to the Authority based on 63.7% of USD-LIBOR-BBA plus 
0.154% (15.4 basis points) applied to the notional amount of the Swap.  The Swap is to be 
effective on September 3, 2008, and will terminate on September 1, 2033. 

3. The Swap is being entered into in anticipation of the issuance and 
delivery by the Authority for the benefit of the City of the Authority’s Lease Revenue Refunding 
and Capital Improvement Bonds, Series 2007 (the “Bonds”), which will be hedged with the 
Swap.  The Bonds will have an issue price equal to $62,275,000.  The Bonds are expected to 
be issued on April 18, 2007.  The Bonds will bear interest at an auction rate determined weekly 
through the implementation of auction procedures.  The Bonds are intended to be variable rate 
debt instruments within the meaning of Section 1.1275-5 of the Treasury Regulations.  The 
proceeds of the Bonds will be used to current refund certain outstanding bonds issued in 1997, 
to advance refund certain outstanding bonds issued in 1998 and to provide funds to finance 
capital improvements of the City.  Proceeds of the Bonds will also be used to fund a debt 
service reserve fund and to pay costs incurred in connection with the issuance of the Bonds.  
The final maturity of the Bonds is reasonably expected to be September 1, 2033.  Payments 
under the Swap will closely correspond in time to debt service payments on the Bonds. 

4. The Swap has been entered into primarily to modify the Authority’s risk of 
interest rate changes with respect to the Bonds.  No payments have been or are expected to be 
made by the Counterparty to the Authority or by the Authority to the Counterparty in connection 
with the Swap except as set forth in the Swap. The notional amount of the Swap is expected to 
equal the principal amount of the Bonds. 

5. The Swap is not expected to be terminated or otherwise closed 
substantially contemporaneously with the execution and delivery of the Bonds.  Accordingly, the 
Authority has been advised by Bond Counsel that Section 1.148-4(h)(5)(iii) applies to the Swap. 
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EXHIBIT H 

$62,275,000 
MODESTO PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

SWAP CERTIFICATE OF PFM ASSET MANAGEMENT LLC 
IN CONNECTION WITH SWAP AGREEMENT 

This Certificate is furnished by PFM Asset Management LLC (“PFMAM”), as financial 
advisor to the Modesto Public Financing Authority (the “Authority”), in connection with an 
interest rate swap agreement entered into pursuant to a Master Agreement, dated as of April 11, 
2007, and a Confirmation, dated as of April 12, 2007 (the Master Agreement and Confirmation 
collectively referred to herein as the “Swap Agreement”), hereinafter described.  The Swap 
Agreement is between the Authority and the Bank of America, N.A., as counterparty (the 
“Counterparty”).  PFMAM understands that the Swap Agreement was entered into in 
connection with, and in anticipation of, the issuance by City of Modesto (the “City”) of its Lease 
Revenue Refunding and Capital Improvements Bonds, Series 2007 (the “Bonds”), the proceeds 
of which will be used (i) to current refund certain certificates of participation executed and 
delivered for the benefit of the City in 1997, (ii) to advance refund certain bonds issued by the 
City in 1998, and (iii) to provide funds directly to finance certain capital projects of the City.  
PFMAM understands that this Certificate is necessary to support certain conclusions of Sidley 
Austin LLP, as Bond Counsel, regarding the yield on the Bonds for purposes of Section 148 of 
the Internal Revenue Code of 1986, as amended (the “Code”), and the Treasury Regulations 
thereunder. 

The undersigned HEREBY CERTIFIES as follows: 

1. On April 11, 2007 the Authority entered into the Swap Agreement with the 
Counterparty in the initial notional amount of $61,200,000.  The Swap Agreement is scheduled 
to become effective on September 3, 2008, concurrently with the conversion of the interest rate 
on the Bonds from a fixed interest rate to a rate determined every 7 days through an auction 
process.  The Swap Agreement is scheduled to terminate on September 1, 2033, and the Swap 
Agreement has a weighted average life of 16 years.  We understand that the Authority is entering 
into the Swap Agreement to provide a hedge against interest rate changes with respect to the 
Bonds, and that the Authority intends to include payments made or received by the Authority 
under the Swap Agreement in calculating the yield on the Bonds pursuant to Section 1.148-4(h) 
of the Treasury Regulations. 

2. Under the Swap Agreement, the Authority is required to make payments to the 
Counterparty semi-annually based on the application of a fixed rate of 3.615% (the “Fixed 
Rate”), multiplied by the notional amount of the Swap Agreement.  In consideration for 
payments to be made by the Authority to the Counterparty, the Counterparty is obligated to make 
payments to the Authority semi-annually (on the same date as the City’s payments) based on 



 

H-2 
 SF1 1451677 47922/34 

63.7% of USD-LIBOR-BBA (“One Month LIBOR”) plus .154% (15.4 basis points) applied to 
the notional amount of the Swap Agreement (the “Swap Floating Rate”).  No amount is being 
paid by the City or the Authority to a Counterparty to enter into the Swap Agreement, and except 
as provided in the next sentence, no amount is being paid by the Counterparty to the City or the 
Authority to enter into the Swap Agreement.  On the date hereof, PFMAM is being paid a swap 
advisory fee (the “Swap Fee”) of $57,800 by the Counterparty.  PFMAM understands that the 
Counterparty, in a separate certificate by such Counterparty, will identify its pro rata portion of 
the Swap Fee as an “acquisition payment” in accordance with Section 1.148-4(h) of the Treasury 
Regulations.  PFMAM represents that the Swap Fee, translates into an increase in interest rate on 
the Swap Agreement of no more than .01% (1.0 basis point). 

3. At the request of the City and Bond Counsel, PFMAM has analyzed the 
relationship between (a) a combination of the interest rates on (i) the City’s outstanding auction 
rate bonds, including its 2006 Water Revenue Certificates of Participation, and (ii) a proxy bond 
issue (the “Proxy Bonds”) for the period of time before the City had auction rate bonds 
outstanding, in order to be able to project the expected interest rates to be paid on the Bonds, and 
(b) One-Month LIBOR.  PFMAM compared 63.7% of One-Month LIBOR plus .154% against 
the interest rate on both the City’s outstanding auction rate bonds and the Proxy Bonds 
(collectively, the “Proxy Interest Rate”) over 10-year period from January 1997 to April 2007 
(the “Computation Period”).  The Computation Period is a reasonable period upon which to 
base the herein-described analysis, and the Computation Period was not selected to affect the 
mathematical relationship between the Proxy Interest Rate and 63.7% of One-Month LIBOR 
plus .154%. 

4. The Proxy Bonds were utilized in addition to the City’s outstanding auction rate 
bonds for purposes of the analysis described herein since the undersigned understands that the 
City has had a limited history of outstanding auction rate bonds, and it was thus necessary to 
develop our analysis over a longer time horizon to better reflect the municipal interest rate 
market.  For the portion of the Computation Period preceding the time the City had auction rate 
bonds outstanding, PFMAM used as the Proxy Bonds the De Young Museum Auction Rate 
Bond Series 2003.  This bond issue was selected as the Proxy Bonds such bond issue is similar to 
the Bonds in that each reflects (i) credit qualities similar to the Issuer and (ii) is supported by 
credit enhancement and liquidity similar to that supporting the Bonds.  Though other bond issues 
could have been used, the undersigned does not believe that any other bond issue would provide 
a better approximation of the interest rate on the Bonds than the Proxy Bonds. 

5. The Proxy Interest Rate was adjusted to reflect both changes in tax rates (proxy 
resets were adjusted, assuming the current 35% marginal tax rate) and the day-count conversion 
fraction (one month LIBOR is calculated on an actual/360 basis).  Accordingly, the Proxy 
Interest Rate, in addition to including the actual interest rates on the City’s auction rate bonds, 
provides a reasonable proxy for the interest rates that would have been paid by the City had the 
Bonds been outstanding during the Computation Period before the City had any auction rate 
bonds outstanding.  With respect to One-Month LIBOR, the undersigned used weekly levels of 
One-Month LIBOR from Bloomberg Reporting Service. 

6. The undersigned examined the relationship between the Proxy Interest Rate and 
the Swap Floating Rate over the Computation Period.  During the Computation Period, we 
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compared the average difference between the weekly Proxy Interest Rates and the weekly Swap 
Floating Rates for each 6-month period.  For the Computation Period, the average difference 
during any 6-month period was .01% and the maximum absolute difference during any 6-month 
period was .49%.  A chart showing the cumulative frequency distribution of the absolute 
differences between the Proxy Interest Rate and the Swap Floating Rate for each Period is 
attached as Schedule 1 to this Exhibit H.  The chart shows that 66.5% of the time during the 
Computation Period the absolute difference between the Proxy Interest Rate and the Floating 
Rate was less than 0.25%. 

7. Based upon the foregoing and (i) our knowledge of One-Month LIBOR, (ii) 
relevant historical market and credit conditions, and (iii) our experience as a swap advisor on 
comparable transactions, we reasonably expect that the Swap Floating Rate and the interest rate 
on the Bonds will be substantially the same, but not identical, throughout the term of the Swap 
Agreement.  This expectation is predicated on historical market relationships and no assurance 
can be given that actual future results will conform to present expectations.  We have discussed 
the above factors with the City and its Bond Counsel. 

8. In arriving at the opinions stated above we have reviewed: (1) quantitative 
analyses related to the creation of the Proxy Interest Rate provided to us by Banc of America 
Securities, Inc. (the “Underwriter”), (3) the Certificate of Counterparty dated April 18, 2007, 
and (5) information contained in the Swap Agreement, and we have performed such other 
analyses as we have deemed necessary and appropriate for the purpose. 

9. The ratio of the Authority’s reset rate on the Bonds (the “Authority’s Reset 
Rate”) and the Swap Floating Rate will vary from week to week over time and may cause a 
difference between the Authority’s Reset Rate for an interest rate period and the Swap Floating 
Rate for the same period.  You should note that the future relationship between the Swap 
Floating Rate and the Authority’s Reset Rate may be affected by many factors, including but not 
limited to (A) the general level of interest rates, (B) actual and projected changes in federal 
income tax laws, (C) changes in California tax laws, and (D) the supply and demand for United 
States Treasury securities and tax-exempt obligations, including tax-exempt bonds.  In addition, 
the future relationship between the Swap Floating Rate and the Authority’s Reset Rate may be 
affected by other factors that may include but are not limited to the creditworthiness of the City, 
the creditworthiness of credit support providers and the performance by the auction agent and the 
broker dealer with respect to the Bonds.  There is no way to accurately predict factors that may 
affect the relative interest rates of the LIBOR Index as compared to the Authority’s Reset Rate in 
the future. 

10. The Swap Agreement was negotiated at arm’s length between the Authority and 
the Counterparty, which is affiliated with the Underwriter. 

11. The Fixed Rate is an on-market, fair market value rate, comparable to what 
PFMAM believes the Counterparty would have quoted to other persons to enter into a reasonably 
comparable interest rate swap, if any, taking into full account the size, terms and conditions of 
the Swap Agreement, and with an entity similarly situated to the Authority, if any, including 
taxable business corporations and tax-exempt issuers, taking into account the security and 
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sources of payment provided for payments to the Counterparty, the risk profile of the such entity, 
structuring, and other terms inherent under the Swap Agreement. 

12. No portion of the amounts paid or payable by the Authority pursuant to the Swap 
Agreement constitutes compensation for services (including underwriting and similar services) 
unrelated to each Counterparty’s performance under the Swap Agreement. 

[SIGNATURE PAGE TO FOLLOW] 



We understand that the certifications contained herein will be relied upon by the 
Authority in making certain of the representations contained in a tax certificate executed by the 
Authority in connection with the delivery of the Bonds, and further understands that SidIey 
Austin LLP, as Bond Counsel, may rely upon this certificate, among other things, in providing its 
opinion with respect to the exclusion h m  gross income of the interest with mspect to the Bonds 
for federal income tax purposes. The opinions expmsd herein are not to be used, circulated, 
quoted or otherwise referred to for any other purpose without the express written consent of 
undersigned. Further. the opinions expressed herein are not a guarantee of the future trading 
relationship of the interest rates described herein wr a projection of future tax or interest rates. 

Dated: April 18,2007 

PFM ASSET MANAGEMENT LLC 

By: L7& 
' J e w  M. Pearsall 

Managing Director 
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EXHIBIT I 

$62,275,000 
MODESTO PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

SWAP PROVIDER CERTIFICATE 

This certificate is being delivered by Bank of America, N.A. (the “Swap 
Counterparty”), as counterparty with respect to an interest rate swap (the “Swap”) entered into 
by the Modesto Public Financing Authority (the “Authority”) and the Swap Counterparty under 
an ISDA Master Agreement, U.S. Municipal Counterparty Schedule and Credit Support Annex, 
dated as of April 11, 2007, and a Confirmation, dated April 12, 2007 (collectively, the “Swap 
Agreement”), with an effective date (the “Effective Date”) of September 3, 2008.  The Swap 
Agreement between the Authority and the Swap Counterparty has an initial notional amount of 
$61,200,000 and a termination date of September 1, 2033 (the “Termination Date”). Under the 
Swap Agreement, absent an early termination event, (i) the Authority will make payments to the 
Swap Counterparty based on a rate of 3.615% (the “Fixed Rate”) applied to the Notional 
Amount, and, in exchange, (ii) the Swap Counterparty will make payments to the Authority 
based on a floating rate (the “Floating Rate”) equal to 63.7% of one-month USD-LIBOR-BBA 
plus .154% (15.4 basis points) applied to the same Notional Amount, all as more fully described 
in the Swap Agreement. 

We have been advised that the Authority is delivering its $62,275,000 Lease Revenue 
Refunding and Capital Improvement Bonds, Series 2007 (the “Bonds”), the interest rate on 
which will be determined weekly through the implementation of certain auction procedures (the 
“Weekly Rate”) and the Authority is entering into the Swap Agreement to provide a hedge 
against interest rate changes with respect to the Bonds.  We understand that payments made and 
received with respect to the Swap may be taken into account in calculating the yield on the 
Bonds pursuant to Section 1.148-4(h) of the Treasury Regulations. 

In connection with the foregoing, the Swap Counterparty represents as follows: 

(1) The Floating Rate, which was used by the Swap Counterparty as the basis of the 
Swap Counterparty’s pricing of the Swap, was provided to the Swap Counterparty by the 
Authority and PFM Asset Management LLC (“PFMAM”), as Swap Advisor to the Authority.  
The Authority has indicated that PFMAM performed certain quantitative analysis to determine 
the Floating Rate.  The Swap Counterparty has not performed an analysis of the LIBOR Rate, 
nor has the Swap Counterparty reviewed the quantitative analysis PFMAM used in determining 
the Floating Rate. 

(2) The Swap Agreement was negotiated in an arm’s length transaction.  The Fixed 
Rate is comparable to the fixed rate the Swap Counterparty would have quoted to receive from 
other persons to enter into a reasonably comparable interest rate swap, if any, taking into full 
account the terms and conditions of the Swap Agreement, and with a counterparty similarly 
situated to the Authority, if any, taking into full account the security and sources of payment 
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provided for payments to the Swap Counterparty, the risk profile of such counterparty, 
structuring and other terms inherent under the Swap Agreement. 

(3) Amounts to be paid by the Authority under the Swap Agreement do not include 
any element of compensation for services rendered to or for the benefit of the Authority, 
including without limitation, underwriting, credit enhancement or other services rendered in 
connection with the delivery and sale of the Bonds or other debt instruments issued by or for the 
benefit of the Authority or its affiliates, other than services constituting the Swap Counterparty’s 
performance of its obligations under the Swap Agreement. 

(4) No payments have been or are expected to be made by the Swap Counterparty to 
the Authority or by the Authority to the Swap Counterparty in connection with the Swap 
Agreement except as set forth in the Swap Agreement. 

(5) Other than a swap advisory fee of $57,800 to be paid to PFM Asset Management 
LLC as financial advisor to the Authority, neither the Swap Counterparty nor any of its affiliates 
has made or expects to make any payments to third parties for the benefit of the Authority in 
connection with the Swap Agreement. 

The Swap Counterparty understands that the certifications contained herein will be relied 
upon by the Authority in making certain of the representations contained in a tax certificate 
executed by the Authority in connection with the issuance of the Bonds, and further understands 
that Sidley Austin LLP, as Bond Counsel, may rely upon this certificate, among other things, in 
providing its opinion with respect to the exclusion from gross income of the interest with respect 
to the Bonds pursuant to Section 103 of the Internal Revenue Code of 1986, as amended (the 
“Code”).  The Swap Counterparty makes no representation as to the legal sufficiency of the 
matters set forth herein.  The opinions expressed herein are not to be used, circulated, quoted or 
otherwise referred to for any other purpose without the express written consent of undersigned. 

[THE REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK.] 
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$62,275,000 
MODESTO PUBLIC FINANCING AUTHORITY  

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS  
SERIES 2007 

 

BOND PURCHASE CONTRACT 

 

April 11, 2007 

Modesto Public Financing Authority 
1010 10th Street 
Modesto, California 95354 
 
Ladies and Gentlemen: 

Banc of America Securities LLC (the “Underwriter”) offers to enter into this Bond 
Purchase Contract (the “Purchase Contract”) with the Modesto Public Financing Authority (the 
“Authority”), to be approved by the City of Modesto (the “City”), for the purchase by the 
Underwriter of the Modesto Public Financing Authority Lease Revenue Refunding and Capital 
Improvement Bonds Series 2007 (the “Bonds”) that will be issued pursuant to the Indenture, 
dated as of April 1, 2007 (the “Indenture”), between the Authority and The Bank of New York 
Trust Company, N.A., as trustee (the “Trustee”).   

This offer is made subject to the Authority’s acceptance and the City’s approval by 
execution of this Purchase Contract and delivery of the same to the Underwriter on or before 
11:59 p.m. on the date hereof, and, if not so accepted and approved, will be subject to withdrawal 
by the Underwriter upon notice delivered to the Authority and the City at any time prior to such 
acceptance.  Upon the Authority’s acceptance and the City’s approval hereof, the Purchase 
Contract will be binding upon the Authority, the City and the Underwriter.  Capitalized terms 
used in this Purchase Contract and not otherwise defined herein shall have the respective 
meanings set forth for such terms in the Indenture. 

Section 1. Purchase, Sale and Delivery.  Upon the terms and conditions and upon 
the basis of the representations set forth in this Purchase Contract, the Underwriter agrees to 
purchase, and the Authority agrees to cause the sale and delivery to the Underwriter of, all (but 
not less than all) of the Bonds at a purchase price of $62,067,517.37 (being an amount equal to 
the principal amount of the Bonds less an underwriter’s discount of $207,482.63). 

In connection with the execution and delivery of the Bonds, the Trustee and Deutsche 
Bank Trust Company Americas, as auction agent (the “Auction Agent”) will enter into an 
Auction Agreement, dated as of April 1, 2007 (the “Auction Agreement”) providing, among 
other things, the auction procedures the Auction Agent will follow for the purposes of 
determining the Auction Rate applicable to the Bonds and the Authority and the Auction Agent 
will enter into a Broker-Dealer Agreement, dated as of April 1, 2007 (the “Broker-Dealer 
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Agreement”) with Banc of America Securities LLC, as the broker-dealer with respect to the 
Bonds for the purposes of conducting each Auction.  The Auction Agreement and the Broker-
Dealer Agreement are referred to collectively as the “Auction Rate Agreements.” 

Section 2. Terms; Authorizing Instruments; Purpose.   

(a) The Bonds will be dated their date of delivery and mature on September 1, 2033.  
The Bonds will be issued as auction rate securities and initially bear interest for the first Auction 
Period as shown in Exhibit A attached hereto and thereafter at the rate calculated in accordance 
with the Indenture.  The Bonds will be special limited obligations of the Authority, payable 
solely from and secured solely by the Revenues.  The Revenues will consist primarily of Base 
Rental Payments to be made by the City to the Authority for the sublease of the Leased Property 
pursuant to the Facility Lease, dated as of April 1, 2007, by and between the Authority and the 
City (the “Facility Lease”).  The Authority will assign substantially all of its rights under the 
Facility Lease, including its right to receive Base Rental Payments, to the Trustee under and 
pursuant to the Indenture.  In order to effectuate the sublease of the Leased Property from the 
Authority to the City pursuant to the Facility Lease, the Authority will sublease the Leased 
Property from the City pursuant to a sublease, dated as of April 1, 2007 (the “Sublease”).  The 
Leased Property consists of certain real property, facilities and improvements leased by the 
Authority from the City, the Redevelopment Agency of the City of Modesto (the 
“Redevelopment Agency”) and the City-County Capital Improvements and Financing Agency 
(the “Financing Agency”) pursuant to separate site leases, each dated as of March 1, 1998 (the 
“City Site Lease”, the “Redevelopment Agency Site Lease” and the “Financing Agency Site 
Lease,” respectively, and, collectively, the “Site Leases”). 

(b) The proceeds of the sale of the Bonds will be used to (1) refund all of the 
outstanding Modesto Public Financing Authority Lease Revenue Bonds, Series 1997 (John 
Thurman Field Renovation Project) (the "1997 Bonds") and partially refund the Modesto Public 
Financing Authority Lease Revenue Bonds, Series 1998 (Capital Improvements and Refinancing 
Project) (the "1998 Bonds" and, together with the 1997 Bonds, the "Refunded Bonds") 
previously issued by the Authority, (2) finance the costs of certain public facilities located in the 
City of Modesto, (3) fund the Reserve Fund for the Bonds and (4) pay certain expenses related to 
the execution and delivery of the Bonds.  The refunding will occur pursuant to the terms of an 
Escrow Agreement related to the 1997 Bonds, dated as of April 1, 2007, by and between the 
Authority and U.S. Bank National Association and an Escrow Agreement related to the 1998 
Bonds, dated as of April 1, 2007, by and between the Authority and The Bank of New York 
Trust Company, N.A. (each, an "Escrow Agreement" and, collectively, the "Escrow 
Agreements"). 

(c) The payment of the principal and interest of the Bonds will be guaranteed by a 
financial guaranty insurance policy (the “Insurance Policy”) issued by CIFG Assurance North 
America, Inc. (the “Insurer”) simultaneously with the delivery of the Bonds.   

Section 3. Official Statement; Continuing Disclosure.  

(a) The Authority has delivered to the Underwriter the preliminary official statement, 
dated April 5, 2007 (the “Preliminary Official Statement”) and will deliver the final official 
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statement, dated the date hereof (as amended and supplemented from time to time pursuant to 
Section 5(i) or Section 6(i) of this Purchase Contract, the “Official Statement”) to the 
Underwriter pursuant to Section 4 herein. 

(b) The Authority hereby authorizes the use of the Official Statement and the 
information contained therein by the Underwriter in connection with the public offering and the 
sale of the Bonds prior to the date hereof.  The Authority consents to the use by the Underwriter 
prior to the date hereof of the Preliminary Official Statement in connection with the public 
offering of the Bonds.  As of its date, the Preliminary Official Statement has been deemed “final” 
by the Authority for purposes of Securities and Exchange Commission Rule 15c2-12(b)(1), 
except for the omission of certain information permitted to be omitted by such Rule.  Prior to the 
date hereof, the Authority has delivered to the Underwriter a certificate pursuant to Securities 
and Exchange Commission Rule 15c2-12 (“Rule 15c2-12”) relating to the Preliminary Official 
Statement. 

(c) In connection with issuance of the Bonds, and in order to assist the Underwriter 
with complying with the provisions of Rule 15c2-12, the City will enter into a continuing 
disclosure agreement countersigned by The Bank of New York Trust Company, N.A., as 
dissemination agent (the “Continuing Disclosure Agreement”), under which the City will 
undertake to provide certain financial and operating data as required by Rule 15c2-12.  The form 
of the Continuing Disclosure Agreement is attached as an appendix to the Preliminary Official 
Statement and the Official Statement. 

Section 4. Agreement to Notify Underwriter Regarding Official Statement.  The 
Authority will supply or cause to be supplied to the Underwriter the Official Statement, within 
seven business days of the date of this Purchase Contract and in time to accompany any 
confirmation that requests payment from any customer, in sufficient quantity as requested by the 
Underwriter to comply with Securities and Exchange Commission Rule 15c2-12(b)(4) and the 
rules of the Municipal Securities Rulemaking Board (the “MSRB”).  The Underwriter hereby 
agrees that it will not send any confirmation requesting payment for the purchase of any Bonds 
unless the confirmation is accompanied by or preceded by the delivery of a copy of the Official 
Statement.  The Underwriter agrees to: (i) provide the Authority with final pricing information 
on the Bonds on a timely basis prior to the Closing Date (as defined in Section 8 hereof), 
(ii) promptly file a copy of the Official Statement, including any supplements prepared by the 
Authority or the City, with a nationally recognized municipal securities information repository, 
(iii) promptly notify the Authority and the City of the end of the underwriting period (as such 
term is defined in Rule 15c2-12); provided, that the underwriting period will be assumed to have 
ended on the Closing Date unless the Underwriter shall have notified the Authority and the City 
in writing to the contrary; and (iv) take any and all other actions necessary to comply with 
applicable Securities and Exchange Commission rules and MSRB rules governing the offering, 
sale and delivery of the Bonds to ultimate purchasers. 

Section 5. Representations, Warranties and Covenants of the City.  The City 
hereby represents, warrants and agrees with the Underwriter that: 

(a) The City is, and will be on the Closing Date, a charter city and municipal 
corporation, organized and existing pursuant to the Constitution and laws of the State of 
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California (the “State”), with the full power and authority to execute and deliver the Official 
Statement and to enter into the Sublease, the Facility Lease, the Continuing Disclosure 
Agreement and this Purchase Contract (collectively, the “2007 City Agreements” and, together 
with the City Site Lease, the “City Agreements”). 

(b) By all necessary official action of the City, the City has duly authorized and 
approved the execution and delivery of the City Agreements and the Official Statement and the 
performance by the City of the obligations on its parts contained therein; and as of the date 
hereof, such authorizations and approvals (the “City Resolutions”) are in full force and effect and 
have not been amended, modified or rescinded. 

(c) The execution and delivery of the 2007 City Agreements and the Official 
Statement and compliance with the provisions on the City’s part contained herein and therein, 
will not in any material respect conflict with or constitute a breach of or default under any law, 
administrative regulation, judgment, decree, loan agreement, indenture, bond, note, resolution, 
agreement or other instrument to which the City is a party or is otherwise subject, nor will any 
such execution, delivery, adoption or compliance result in the creation or imposition of any lien, 
charge or other security interest or encumbrance of any nature whatsoever upon any of the 
properties or assets of the City under the terms of any such law, administrative regulation, 
judgment, decree, loan agreement, indenture, bond, note, resolution, agreement or other 
instrument, except as provided in the 2007 City Agreements. 

(d) The City is not in any material respect in breach of or default under any 
applicable law or administrative regulation of the State or the United States of America or any 
applicable judgment or decree or any loan agreement, indenture, bond, note, resolution, 
agreement or other instrument to which the City is a party or is otherwise subject, and no event 
has occurred and is continuing which, with the passage of time or the giving of notice or both, 
would constitute a default or an event of default under any such instrument. 

(e) Except as disclosed in the Official Statement, there is no action, suit, proceeding, 
inquiry or investigation, at law or in equity, before or by any court, governmental agency, public 
board or body pending or, to the best knowledge of the City, threatened against the City in any 
material respect affecting the existence of the City or the titles of its officers to their respective 
offices or seeking to prohibit, restrain or enjoin the sale, execution or delivery of the Bonds or 
the pledge of the Base Rental Payments under the Facility Lease or in any way contesting or 
affecting the validity or enforceability of the City Agreements or contesting the powers of the 
City or its authority to enter into, adopt or perform its obligations under any of the foregoing, or 
which would have a material adverse effect on the City’s ability to perform its obligations under 
the City Agreements or contesting in any way the completeness or accuracy of the Official 
Statement, or any amendment or supplement thereto. 

(f) The City will furnish such information, execute such instruments and take such 
other action in cooperation with the Underwriter as the Underwriter may reasonably request in 
order (i) to qualify the Bonds for offer and sale under the Blue Sky or other securities laws and 
regulations of such states and other jurisdictions of the United States as the Underwriter may 
designate and (ii) to determine the eligibility of the Bonds for investment under the laws of such 
states and other jurisdictions, and will use its best efforts to continue such qualification in effect 
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so long as required for distribution of the Bonds; provided, however, that in no event shall the 
City be required to take any action which would subject it to general or unlimited service of 
process in any jurisdiction in which it is not now so subject. 

(g) As of the date hereof, and except for statements regarding the Insurer and DTC 
and excluding the information contained in the Official Statement under the captions 
“INTRODUCTION- The Authority” and “ABSENCE OF LITIGATION” (solely as it relates to 
the Authority), as to which the City does not make any representation or warranty, the Official 
Statement does not contain any untrue statement of a material fact or omit to state a material fact 
necessary in order to make the statements made therein, in the light of the circumstances under 
which they were made, not misleading. 

(h) As of the date thereof and at all times subsequent thereto to and including the date 
which is 25 days following the End of the Underwriting Period (as defined in subparagraph (k) 
hereof) for the Bonds, and except for statements regarding the Insurer and DTC and excluding 
the information contained in the Official Statement under the captions “INTRODUCTION- The 
Authority” and “ABSENCE OF LITIGATION” (solely as it relates to the Authority), as to which 
the City does not make any representation or warranty, the Official Statement did not and will 
not contain any untrue statement of a material fact or omit to state a material fact necessary in 
order to make the statements made therein, in the light of the circumstances under which they 
were made, not misleading. 

(i) If between the date hereof and the date which is 25 days after the End of the 
Underwriting Period for the Bonds, and except for statements regarding the Insurer and DTC and 
excluding the information contained in the Official Statement under the captions 
“INTRODUCTION- The Authority” and “ABSENCE OF LITIGATION” (solely as it relates to 
the Authority), as to which the City does not make any representation or warranty, an event 
occurs which would cause the information contained in the Official Statement, as then 
supplemented or amended, to contain any untrue statement of a material fact or omit to state a 
material fact necessary in order to make the statements made therein, in the light of the 
circumstances under which they were made, not misleading, the City will notify the Underwriter, 
and, if in the opinion of the City, the Underwriter or their respective counsel, such event requires 
the preparation and publication of a supplement or amendment to the Official Statement, the City 
will forthwith prepare and furnish to the Underwriter (at the expense of the City) a reasonable 
number of copies of an amendment of or supplement to the Official Statement (in form and 
substance satisfactory to the Underwriter) which will amend or supplement the Official 
Statement so that it will not contain any untrue statement of a material fact or omit to state a 
material fact necessary in order to make the statements made therein, in the light of the 
circumstances under which they were made, not misleading. For the purposes of this subsection, 
between the date hereof and the date which is 25 days after the End of the Underwriting Period 
for the Bonds, the City will furnish such information with respect to itself as the Underwriter 
may from time to time reasonably request. 

(j) If the information contained in the Official Statement is amended or 
supplemented pursuant to subparagraph (i) hereof, at the time of each supplement or amendment 
thereto and (unless subsequently again supplemented or amended pursuant to such subparagraph) 
at all times subsequent thereto up to and including the date which is 25 days after the End of the 
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Underwriting Period for the Bonds, the portions of the Official Statement so supplemented or 
amended (including any financial and statistical data contained therein), except for statements 
regarding the Insurer and DTC and excluding the information contained in the Official Statement 
under the captions “INTRODUCTION- The Authority” and “ABSENCE OF LITIGATION” 
(solely as it relates to the Authority), as to which the City does not make any representation or 
warranty, will not contain any untrue statement of a material fact or omit to state a material fact 
necessary in order to make the statements made therein, in the light of the circumstances under 
which they were made, not misleading. 

(k) As used herein and for the purposes of the foregoing, the term “End of the 
Underwriting Period” for the Bonds shall mean the earlier of (i) the Closing Date unless the City 
shall have been notified in writing to the contrary by the Underwriter on or prior to the Closing 
Date or (ii) the date on which the End of the Underwriting Period for the Bonds has occurred 
under Rule 15c2-12; provided, however, that the City may treat as the End of the Underwriting 
Period for the Bonds the date specified as such in a notice from the Underwriter stating the date 
which is the End of the Underwriting Period. 

(l) The financial statements of, and other financial information regarding, the City 
contained in the Official Statement fairly present the financial position and results of the 
operations of the City as of the dates and for the periods therein set forth, and, to the best of the 
City’s knowledge, (i) the audited financial statements have been prepared in accordance with 
generally accepted accounting principles consistently applied and (ii) the other financial 
information has been determined on a basis substantially consistent with that of the City’s 
audited financial statements included in the Official Statement and except as disclosed in the 
Official Statement or otherwise disclosed in writing to the Underwriter, there has not been any 
materially adverse change in the financial condition of the City since June 30, 2006 and there has 
been no occurrence, circumstance or combination thereof which is reasonably expected to result 
in any such materially adverse change. 

(m) Except as disclosed in the Official Statement or otherwise disclosed in writing to 
the Underwriter, the City has not previously failed to comply in all material respects with any 
undertakings under Rule 15c2-12. 

Section 6. Representations, Warranties and Covenants of the Authority.  The 
Authority hereby represents, warrants and agrees with the Underwriter that: 

(a) The Authority is a public body corporate and politic, organized and existing 
pursuant to the laws of the State of California, including Section 6500 et seq. of the California 
Government Code, as amended, and the Joint Exercise of Powers Agreement, dated as of 
December 1, 1989 (the “JPA Agreement”), by and between the Authority and the Industrial 
Development Authority of the City of Modesto with the full power and authority to execute and 
deliver the Official Statement and to enter into the Indenture, the Sublease, the Facility Lease, 
the Auction Rate Agreements, the Escrow Agreements and this Purchase Contract (collectively, 
the "2007 Authority Agreements" and, together with the Site Leases, the “Authority 
Agreements”). 
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(b) By all necessary official action of the Authority, the Authority has duly 
authorized and approved the execution and delivery of the Authority Agreements and the 
Official Statement and the performance by the Authority of the obligations on its parts contained 
therein; and as of the date hereof, such authorizations and approvals (the “Authority Resolutions” 
and, together with the City Resolutions, the “Resolutions”) are in full force and effect and have 
not been amended, modified or rescinded. 

(c) The execution and delivery of the 2007 Authority Agreements and the Official 
Statement and compliance with the provisions on the Authority’s part contained herein and 
therein, will not in any material respect conflict with or constitute a breach of or default under 
any law, administrative regulation, judgment, decree, loan agreement, indenture, bond, note, 
resolution, agreement or other instrument to which the Authority is a party or is otherwise 
subject, nor will any such execution, delivery, adoption or compliance result in the creation or 
imposition of any lien, charge or other security interest or encumbrance of any nature whatsoever 
upon any of the properties or assets of the Authority under the terms of any such law, 
administrative regulation, judgment, decree, loan agreement, indenture, bond, note, resolution, 
agreement or other instrument, except as provided in the 2007 Authority Agreements. 

(d) The Authority is not in any material respect in breach of or default under any 
applicable law or administrative regulation of the State or the United States of America or any 
applicable judgment or decree or any loan agreement, indenture, bond, note, resolution, 
agreement or other instrument to which the Authority is a party or is otherwise subject, and no 
event has occurred and is continuing which, with the passage of time or the giving of notice or 
both, would constitute a default or an event of default under any such instrument. 

(e) Except as disclosed in the Official Statement, there is no action, suit, proceeding, 
inquiry or investigation, at law or in equity, before or by any court, governmental agency, public 
board or body pending or, to the best knowledge of the Authority, threatened against the 
Authority in any material respect affecting the existence of the Authority or the titles of its 
officers to their respective offices or seeking to prohibit, restrain or enjoin the sale, execution or 
delivery of the Bonds or the collection of the Base Rental Payments under the Facility Lease or 
in any way contesting or affecting the validity or enforceability of the Authority Agreements or 
contesting the powers of the Authority or its authority to enter into, adopt or perform its 
obligations under any of the foregoing, or which would have a material adverse effect on the 
Authority’s ability to perform its obligations under the Authority Agreements or contesting in 
any way the completeness or accuracy of the Official Statement, or any amendment or 
supplement thereto. 

(f) The Authority will furnish such information, execute such instruments and take 
such other action in cooperation with the Underwriter as the Underwriter may reasonably request 
in order (i) to qualify the Bonds for offer and sale under the Blue Sky or other securities laws and 
regulations of such states and other jurisdictions of the United States as the Underwriter may 
designate and (ii) to determine the eligibility of the Bonds for investment under the laws of such 
states and other jurisdictions, and will use its best efforts to continue such qualification in effect 
so long as required for distribution of the Bonds; provided, however, that in no event shall the 
Authority be required to take any action which would subject it to general or unlimited service of 
process in any jurisdiction in which it is not now so subject. 
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(g) As of the date hereof, the information contained in the Official Statement under 
the captions “INTRODUCTION- The Authority” and “ABSENCE OF LITIGATION” (solely as 
it relates to the Authority) does not contain any untrue statement of a material fact or omit to 
state a material fact necessary in order to make the statements made therein, in the light of the 
circumstances under which they were made, not misleading. 

(h) As of the date thereof and at all times subsequent thereto to and including the date 
which is 25 days following the End of the Underwriting Period (as defined in subparagraph (k) 
hereof) for the Bonds, the information contained in the Official Statement under the captions 
“INTRODUCTION- The Authority” and “ABSENCE OF LITIGATION” (solely as it relates to 
the Authority) did not and will not contain any untrue statement of a material fact or omit to state 
a material fact necessary in order to make the statements made therein, in the light of the 
circumstances under which they were made, not misleading. 

(i) If between the date hereof and the date which is 25 days after the End of the 
Underwriting Period for the Bonds, an event occurs which would cause the information 
contained in the Official Statement under the captions “INTRODUCTION- The Authority” and 
“ABSENCE OF LITIGATION” (solely as it relates to the Authority), as then supplemented or 
amended, to contain any untrue statement of a material fact or omit to state a material fact 
necessary in order to make the statements made therein, in the light of the circumstances under 
which they were made, not misleading, the Authority will notify the Underwriter, and, if in the 
opinion of the Authority, the Underwriter or their respective counsel, such event requires the 
preparation and publication of a supplement or amendment to the Official Statement, the 
Authority will forthwith prepare and furnish to the Underwriter (at the expense of the Authority) 
a reasonable number of copies of an amendment of or supplement to the Official Statement (in 
form and substance satisfactory to the Underwriter) which will amend or supplement the Official 
Statement so that it will not contain any untrue statement of a material fact or omit to state a 
material fact necessary in order to make the statements made therein, in the light of the 
circumstances under which they were made, not misleading. For the purposes of this subsection, 
between the date hereof and the date which is 25 days after the End of the Underwriting Period 
for the Bonds, the Authority will furnish such information with respect to itself as the 
Underwriter may from time to time reasonably request. 

(j) If the information contained in the Official Statement under the captions 
“INTRODUCTION- The Authority” and “ABSENCE OF LITIGATION” (solely as it relates to 
the Authority) is amended or supplemented pursuant to subparagraph (i) hereof, at the time of 
each supplement or amendment thereto and (unless subsequently again supplemented or 
amended pursuant to such subparagraph) at all times subsequent thereto up to and including the 
date which is 25 days after the End of the Underwriting Period for the Bonds, the portions of the 
Official Statement so supplemented or amended will not contain any untrue statement of a 
material fact or omit to state a material fact necessary in order to make the statements made 
therein, in the light of the circumstances under which they were made, not misleading. 

(k) As used herein and for the purposes of the foregoing, the term “End of the 
Underwriting Period” for the Bonds shall mean the earlier of (i) the Closing Date unless the 
Authority shall have been notified in writing to the contrary by the Underwriter on or prior to the 
Closing Date or (ii) the date on which the End of the Underwriting Period for the Bonds has 
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occurred under Rule 15c2-12; provided, however, that the Authority may treat as the End of the 
Underwriting Period for the Bonds the date specified as such in a notice from the Underwriter 
stating the date which is the End of the Underwriting Period. 

Section 7. Representation of the Underwriter.  The Underwriter represents that the 
Underwriter is in compliance in all material respects with the Securities and Exchange 
Commission order, dated May 31, 2006, relating to Administrative Proceeding 33-8684. 

Section 8. The Closing.   

(a) At 8:00 a.m., San Francisco time, on April 18, 2007, or on such earlier or later 
date as we mutually agree upon, (the “Closing Date”) the Authority will deliver or cause to be 
delivered to the Underwriter, at a location or locations to be designated by the Underwriter in 
New York, New York, the Bonds (delivered through the Trustee via the F.A.S.T. delivery book-
entry system of The Depository Trust Company, New York, New York (“DTC”)), duly 
executed, and at the offices of Sidley Austin LLP (“Bond Counsel”) in San Francisco, California, 
or such other place as we mutually agree upon, the other documents described herein.  The 
Underwriter shall accept such delivery and pay the purchase price of the Bonds as set forth in 
Section 1 of this Purchase Contract in immediately available funds to the order of the Trustee, 
less the premium for the Insurance Policy in the aggregate amount of $151,178.50, which the 
Underwriter will wire directly to the Insurer. 

(b) The Bonds shall be issued in fully registered form and shall be prepared and 
delivered as one certificate for each maturity registered in the name of a nominee of DTC.  It is 
anticipated that CUSIP identification numbers will be inserted on the Bonds, but neither the 
failure to provide such numbers nor any error with respect thereto shall constitute a cause for 
failure or refusal by the Underwriter to accept delivery of the Bonds in accordance with the terms 
of this Purchase Contract. 

Section 9. Conditions to Underwriter’s Obligations.  The Underwriter has entered 
into this Purchase Contract in reliance upon the representations and warranties of the City and 
the Authority contained herein and to be contained in the documents and instruments to be 
delivered on the Closing Date, and upon the performance by the City and the Authority of their 
respective obligations to be performed hereunder and under such documents and instruments to 
be delivered at or prior to the Closing Date.  The Underwriter’s obligations under this Purchase 
Contract are and shall also be subject to the following conditions: 

(a) The representations and warranties of the City and the Authority contained in this 
Purchase Contract shall be true and correct in all material respects on the date of this Purchase 
Contract and on and as of the Closing Date as if made on the Closing Date; 

(b) As of the Closing Date, the Official Statement may not have been amended, 
modified or supplemented, except in any case as may have been agreed to by the Underwriter; 

(c) (i) As of the Closing Date, the Resolutions, the City Agreements and the 
Authority Agreements shall be in full force and effect, and shall not have been amended, 
modified or supplemented, except as may have been agreed to by the Underwriter; and (ii) the 
City and the Authority shall perform or have performed all of their respective obligations 
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required under or specified in the Resolutions, the City Agreements and the Authority 
Agreements to be performed at or prior to the Closing Date; 

(d) As of the Closing Date, all necessary official action of the City and the Authority 
relating to the City Agreements, the Authority Agreements, the Resolutions, and the Official 
Statement, shall have been taken and shall be in full force and effect and shall not have been 
amended, modified or supplemented in any material respect; 

(e) Subsequent to the date of this Purchase Contract, up to and including the Closing 
Date, there shall not have occurred any change in or particularly affecting the City, as these 
matters are described in the Official Statement, which in the reasonable professional judgment of 
the Underwriter materially impairs the investment quality of the Bonds; 

(f) As of or prior to the Closing Date, the Underwriter shall have received each of the 
following documents: 

(1) Certified copies of the City Resolutions related to the 2007 City 
Agreements and the Authority Resolutions related to the 2007 Authority Agreements. 

(2) The 2007 City Agreements and 2007 Authority Agreements, each duly 
executed on behalf of the respective parties thereto. 

(3) The Insurance Policy, together with such legal opinions and certificates as 
may be reasonably requested by Bond Counsel, executed on behalf of the Insurer by its 
duly authorized officer. 

(4) The Preliminary Official Statement, a certificate pursuant to Securities and 
Rule 15c2-12 related to the Preliminary Official Statement and the Official Statement, 
with the Official Statement duly executed on behalf of the City and the Authority. 

(5) An approving opinion of Bond Counsel, dated the Closing Date, as to the 
validity of the Bonds and the exclusion of interest on the Bonds from federal gross 
income and State income taxation, addressed to the Authority substantially in the form 
attached as an appendix to the Official Statement, with a reliance letter to the Underwriter 
and the Insurer. 

(6) A supplemental opinion of Bond Counsel, addressed to the Underwriter, to 
the effect that: 

(i) The Bonds are not subject to registration pursuant to the 
registration requirements of the Securities Act of 1933, are municipal securities 
within the meaning of the Securities Exchange Act of 1934, as amended, and the 
Indenture is exempt from qualification as an indenture pursuant to the Trust 
Indenture Act of 1939. 

(ii) The Purchase Contract has been duly authorized, executed and 
delivered by the Authority, and, assuming due authorization, execution and 
delivery by the other parties thereto, constitutes the legal, valid and binding 



OHS West:260145908.9 11 

agreement of the Authority enforceable in accordance with its terms, subject to 
laws relating to bankruptcy, insolvency or other laws affecting the enforcement of 
creditors’ rights generally and the application of equitable principles if equitable 
remedies are sought and to the limitations on legal remedies against public 
agencies in the State of California; and 

(iii) The statements in the Official Statement under the captions “THE 
BONDS,” “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS” 
and “TAX MATTERS” and in APPENDIX A – “SUMMARY OF CERTAIN 
PROVISIONS OF THE LEGAL DOCUMENTS,” APPENDIX B – “ARS 
PROVISIONS” and APPENDIX G – “PROPOSED FORM OF OPINION OF 
BOND COUNSEL” to the extent they purport to summarize certain provisions of 
the City Agreements, the Authority Agreements, the Bonds and the opinion of 
such counsel, present a fair and accurate summary of such provisions and opinion 
for purposes of use in the Official Statement. 

(7) The defeasance opinion(s) of Bond Counsel related to the Refunded 
Bonds, dated the Closing Date and addressed to the respective Escrow Agent, the 
Authority, the Underwriter and the Insurer, in form and substance acceptable to the 
Underwriter; 

(8) The opinion of the City Attorney, dated the Closing Date and addressed to 
the Underwriter and the Insurer, to the effect that (i) the City is a charter city and 
municipal corporation  organized and existing pursuant to the Constitution and laws of 
the State; (ii) the City Resolutions were duly adopted at meetings of the City Council 
which was called and held pursuant to law and with all public notice required by law and 
at which a quorum was present and acting throughout and the City Resolutions are in full 
force and effect and have not been modified, amended or rescinded as of the Closing 
Date; (iii) to the best knowledge of such counsel after reasonable investigation, there is 
no action, suit, proceeding or investigation at law or in equity before or by any court, 
public board or body, pending or threatened against or affecting the City, challenging the 
existence of the City or the titles of its officers to their respective offices or seeking to 
prohibit, restrain or enjoin the sale, execution or delivery of the Bonds or the pledge of 
the Base Rental Payments under the Facility Lease or in any way contesting or affecting 
the validity or enforceability of the City Agreements or contesting the powers of the City 
or its authority to enter into, adopt or perform its obligations under any of the foregoing, 
or which would have a material adverse effect on the City’s ability to perform its 
obligations under the City Agreements or contesting in any way the completeness or 
accuracy of the Official Statement; (iv) the execution and delivery of the 2007 City 
Agreements and the Official Statement, the adoption of the City Resolutions and 
compliance by the City with the provisions of the foregoing, under the circumstances 
contemplated thereby, do not and will not in any material respect conflict with or 
constitute, on the part of the City, a breach or default under any agreement or instrument 
to which the City is a party or by which it is bound or, to the best knowledge of such 
counsel, any existing law, regulation, court order or consent decree to which the City is 
subject; (v) the Official Statement has been duly authorized, executed and delivered, and 
the City Agreements have been duly authorized, executed and delivered by the City and, 
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assuming due authorization, execution and delivery by the other parties thereto, constitute 
legal, valid and binding agreements of the City enforceable in accordance with their 
respective terms, subject to laws relating to bankruptcy, insolvency or other laws 
affecting the enforcement of creditors’ rights generally and the application of equitable 
principles if equitable remedies are sought and to the limitations on legal remedies 
against cities in the State of California; (vi) except as described in the Official Statement, 
no authorization, approval, consent or other order of the State or any other governmental 
authority or agency within the State having jurisdiction over the City is required for the 
valid authorization, execution, delivery and performance by the City of the City 
Agreements or for the adoption of the City Resolutions which has not been obtained; and 
(vii) to the best of such counsel’s knowledge, the information contained in the Official 
Statement (except for any financial or statistical data or forecasts, estimates, projections, 
assumptions or expressions of opinion, and information relating to DTC, the book-entry 
system, the Insurer, the Insurance Policy as to which no opinion need be expressed), does 
not contain any untrue statement of a material fact or omit to state a material fact 
necessary in order to make the statements made therein, in the light of the circumstances 
under which they were made, not misleading; 

(9) The opinion of counsel to the Authority, dated the Closing Date and 
addressed to the Underwriter and the Insurer, to the effect that (i) the Authority is a joint 
exercise of powers authority, duly organized and existing pursuant to the JPA Agreement 
and the laws of the State; (ii) the Authority Resolutions were duly adopted at meetings of 
the Governing Board which was called and held pursuant to law and with all public 
notice required by law and at which a quorum was present and acting throughout and the 
Authority Resolutions are in full force and effect and have not been modified, amended 
or rescinded as of the Closing Date; (iii) to the best knowledge of such counsel after 
reasonable investigation, there is no action, suit, proceeding or investigation at law or in 
equity before or by any court, public board or body, pending or threatened against or 
affecting the Authority, challenging the existence of the Authority or the titles of its 
officers to their respective offices or seeking to prohibit, restrain or enjoin the sale, 
execution or delivery of the Bonds or the collection of the Base Rental Payments under 
the Facility Lease or in any way contesting or affecting the validity or enforceability of 
the Authority Agreements or contesting the powers of the Authority or its authority to 
enter into, adopt or perform its obligations under any of the foregoing, or which would 
have a material adverse effect on the Authority’s ability to perform its obligations under 
the Authority Agreements or contesting in any way the completeness or accuracy of the 
Official Statement; (iv) the execution and delivery of the Authority Agreements, the 
adoption of the Authority Resolutions and compliance by the Authority with the 
provisions of the foregoing, under the circumstances contemplated thereby, do not and 
will not in any material respect conflict with or constitute, on the part of the Authority, a 
breach or default under the JPA Agreement or any other agreement or other instrument to 
which the Authority is a party or by which it is bound or, to the best knowledge of such 
counsel, any existing law, regulation, court order or consent decree to which the 
Authority is subject; (v) the Authority Agreements have been duly authorized, executed 
and delivered by the Authority and, assuming due authorization, execution and delivery 
by the other parties thereto, constitute legal, valid and binding agreements of the 
Authority enforceable in accordance with their respective terms, subject to laws relating 
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to bankruptcy, insolvency or other laws affecting the enforcement of creditors’ rights 
generally and the application of equitable principles if equitable remedies are sought and 
to the limitations on legal remedies against authorities in the State of California; (vi) 
except as described in the Official Statement, no authorization, approval, consent or other 
order of the State or any other governmental authority or agency within the State having 
jurisdiction over the Authority is required for the valid authorization, execution, delivery 
and performance by the Authority of the Authority Agreements or for the adoption of the 
Authority Resolutions which has not been obtained; and (vii) to the best of such counsel’s 
knowledge, the information regarding the Authority contained in the Official Statement 
(except for any financial or statistical data or forecasts, estimates, projections, 
assumptions or expressions of opinion, information relating to DTC, the book-entry 
system, the Insurer, the Insurance Policy as to which no opinion need be expressed) does 
not contain any untrue statement of a material fact or omit to state a material fact 
necessary in order to make the statements made therein, in the light of the circumstances 
under which they were made, not misleading; 

(10) The opinion of Counsel to the Redevelopment Agency, dated the Closing 
Date and addressed to the Underwriter and the Insurer, to the effect that (i) the 
Redevelopment Agency is a public body, corporate and politic, duly organized and 
existing under the laws of the State; (ii) by all necessary official action of the 
Redevelopment Agency, the Redevelopment Agency duly authorized and approved the 
execution and delivery of the Redevelopment Agency Site Lease and the performance by 
the Redevelopment Agency of the obligations on its parts contained therein; and as of the 
Closing Date, such authorizations and approvals (the “Redevelopment Agency 
Resolution”) are in full force and effect and have not been amended, modified or 
rescinded; (iii) to the best knowledge of such counsel after reasonable investigation, there 
is no action, suit, proceeding or investigation at law or in equity before or by any court, 
public board or body, pending or threatened against or affecting the Redevelopment 
Agency, challenging the existence of the Redevelopment Agency or the titles of its 
officers to their respective offices or in any way contesting or affecting the validity or 
enforceability of the Redevelopment Agency Site Lease or contesting the powers of the 
Redevelopment Agency or its authority to perform its obligations under the 
Redevelopment Agency Site Lease, or which would have a material adverse effect on the 
Redevelopment Agency’s ability to perform its obligations under the Redevelopment 
Agency Site Lease; (iv) compliance by the Redevelopment Agency with the provisions of 
the Redevelopment Agency Site Lease, under the circumstances contemplated thereby, 
does not in any material respect conflict with or constitute, on the part of the 
Redevelopment Agency, a breach or default under any agreement or instrument to which 
the Redevelopment Agency is a party or by which it is bound or, to the best knowledge of 
such counsel, any existing law, regulation, court order or consent decree to which the 
Redevelopment Agency is subject; (v) the Redevelopment Agency Site Lease constitutes 
legal, valid and binding agreements of the Redevelopment Agency enforceable in 
accordance with its terms, subject to laws relating to bankruptcy, insolvency or other 
laws affecting the enforcement of creditors’ rights generally and the application of 
equitable principles if equitable remedies are sought and to the limitations on legal 
remedies against cities in the State of California; and (vi) no authorization, approval, 
consent or other order of the State or any other governmental authority or agency within 
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the State having jurisdiction over the Redevelopment Agency is required for the valid 
performance by the Redevelopment Agency of the Redevelopment Agency Site Lease; 

(11) The opinion of counsel to the Financing Agency, dated the Closing Date 
and addressed to the Underwriter and the Insurer, to the effect that (i) the Financing 
Agency is a joint exercise of powers authority, duly organized and existing under laws of 
the State; (ii) by all necessary official action of the Financing Agency, the Financing 
Agency duly authorized and approved the execution and delivery of the Financing 
Agency Site Lease and the performance by the Financing Agency of the obligations on its 
parts contained therein; and as of the Closing Date, such authorizations and approvals 
(the “Financing Agency Resolution”) are in full force and effect and have not been 
amended, modified or rescinded; (iii) to the best knowledge of such counsel after 
reasonable investigation, there is no action, suit, proceeding or investigation at law or in 
equity before or by any court, public board or body, pending or threatened against or 
affecting the Financing Agency, challenging the existence of the Financing Agency or the 
titles of its officers to their respective offices or in any way contesting or affecting the 
validity or enforceability of the Financing Agency Site Lease or contesting the powers of 
the Financing Agency or its authority to perform its obligations under any of the 
foregoing, or which would have a material adverse effect on the Financing Agency’s 
ability to perform its obligations under the Financing Agency Site Lease; (iv) compliance 
by the Financing Agency with the provisions of the Financing Agency Site Lease, under 
the circumstances contemplated thereby, does not in any material respect conflict with or 
constitute, on the part of the Financing Agency, a breach or default under any agreement 
or other instrument to which the Financing Agency is a party or by which it is bound or, 
to the best knowledge of such counsel, any existing law, regulation, court order or 
consent decree to which the Financing Agency is subject; (v) the Financing Agency Site 
Lease constitutes legal, valid and binding agreements of the Financing Agency 
enforceable in accordance with its terms, subject to laws relating to bankruptcy, 
insolvency or other laws affecting the enforcement of creditors’ rights generally and the 
application of equitable principles if equitable remedies are sought and to the limitations 
on legal remedies against authorities in the State of California; and (vi) no authorization, 
approval, consent or other order of the State or any other governmental authority or 
agency within the State having jurisdiction over the Financing Agency is required for the 
valid performance by the Financing Agency of the Financing Agency Site Lease; 

(12) A certificate, dated the Closing Date, signed by a duly authorized 
representative of the City satisfactory to the Underwriter, in form and substance 
satisfactory to the Underwriter, to the effect that: 

(i) the representations and warranties of the City contained in Section 
5 of this Purchase Contract are accurate in all material aspects, as and if made on 
the Closing Date; 

(ii) the City Agreements have been duly executed and delivered and 
each constitutes a valid and legally binding obligation of the City enforceable in 
accordance with its terms, subject to laws relating to bankruptcy, insolvency or 
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other laws affecting the enforcement of creditors’ rights generally and the 
application of equitable principles if equitable remedies are sought; 

(iii) the City Resolutions are in full force and effect at the Closing Date 
and have not been amended, modified or supplemented, except as agreed to by the 
City and the Underwriter; 

(iv) the City has complied with all the agreements and satisfied all the 
conditions on its part to be performed or satisfied on or prior to the Closing Date; 

(v) subsequent to the date of the Official Statement and on or prior to 
the date of such certificate, there has been no material adverse change in the 
condition (financial or otherwise) of the City, whether or not arising in the 
ordinary course of the operations of the City, as described in the Official 
Statement; and 

(vi) the Official Statement does not contain any untrue or misleading 
statement of a material fact and does not omit to state any material fact necessary 
to make the statements therein, in the light of the circumstances under which they 
are made, not misleading. 

(13) A certificate, dated the Closing Date, signed by a duly authorized 
representative of the Authority satisfactory to the Underwriter, in form and substance 
satisfactory to the Underwriter, to the effect that: 

(i) the representations and warranties of the Authority contained in 
Section 6 of this Purchase Contract are accurate in all material aspects, as and if 
made on the Closing Date; 

(ii) the Authority Agreements have been duly executed and delivered 
and each constitutes a valid and legally binding obligation of the Authority 
enforceable in accordance with its terms, subject to laws relating to bankruptcy, 
insolvency or other laws affecting the enforcement of creditors’ rights generally 
and the application of equitable principles if equitable remedies are sought; 

(iii) the Authority Resolutions are in full force and effect at the Closing 
Date and have not been amended, modified or supplemented, except as agreed to 
by the Authority and the Underwriter; 

(iv) the Authority has complied with all the agreements and satisfied all 
the conditions on its part to be performed or satisfied on or prior to the Closing 
Date; and 

(v) the information contained in the Official Statement under the 
captions “INTRODUCTION- The Authority” and “ABSENCE OF 
LITIGATION” (solely as it relates to the Authority) does not contain any untrue 
or misleading statement of a material fact and does not omit to state any material 
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fact necessary to make the statements therein, in the light of the circumstances 
under which they are made, not misleading; 

(14) A certificate, dated the Closing Date, signed by a duly authorized 
representative of the Redevelopment Agency satisfactory to the Underwriter, in form and 
substance satisfactory to the Underwriter, to the effect that: 

(i) the Redevelopment Agency is a public body, corporate and politic, 
duly organized and existing under the laws of the State; 

(ii) by all necessary official action of the Redevelopment Agency, the 
Redevelopment Agency duly authorized and approved the execution and delivery 
of the Redevelopment Agency Site Lease and the performance by the 
Redevelopment Agency of the obligations on its parts contained therein; 

(iii) compliance with the provisions on the Redevelopment Agency’s 
part contained in the Redevelopment Agency Site Lease do not in any material 
respect conflict with or constitute a breach of or default under any law, 
administrative regulation, judgment, decree, loan agreement, indenture, bond, 
note, resolution, agreement or other instrument to which the Redevelopment 
Agency is a party or is otherwise subject, nor does any compliance result in the 
creation or imposition of any lien, charge or other security interest or 
encumbrance of any nature whatsoever upon any of the properties or assets of the 
Redevelopment Agency under the terms of any such law, administrative 
regulation, judgment, decree, loan agreement, indenture, bond, note, resolution, 
agreement or other instrument, except as provided in the Redevelopment Agency 
Site Lease; 

(iv) the Redevelopment Agency is not in any material respect in breach 
of or default under any applicable law or administrative regulation of the State or 
the United States of America or any applicable judgment or decree or any loan 
agreement, indenture, bond, note, resolution, agreement or other instrument to 
which the Redevelopment Agency is a party or is otherwise subject, and no event 
has occurred and is continuing which, with the passage of time or the giving of 
notice or both, would constitute a default or an event of default under any such 
instrument; 

(v) there is no action, suit, proceeding, inquiry or investigation, at law 
or in equity, before or by any court, governmental agency, public board or body 
pending or, to the best knowledge of the Redevelopment Agency, threatened 
against the Redevelopment Agency in any material respect affecting the existence 
of the Redevelopment Agency or the titles of its officers to their respective offices 
or in any way contesting or affecting the validity or enforceability of the 
Redevelopment Agency Site Lease or contesting the powers of the 
Redevelopment Agency or its Redevelopment Agency to perform its obligations 
under the Redevelopment Agency Site Lease, or which would have a material 
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adverse effect on the Redevelopment Agency’s ability to perform its obligations 
under the Redevelopment Agency Site Lease; 

(vi) the Redevelopment Agency Site Lease constitutes a valid and 
legally binding obligation of the Redevelopment Agency enforceable in 
accordance with its terms, subject to laws relating to bankruptcy, insolvency or 
other laws affecting the enforcement of creditors’ rights generally and the 
application of equitable principles if equitable remedies are sought; and 

(vii) the Redevelopment Agency Resolution is in full force and effect at 
the Closing Date and has not been amended, modified or supplemented; 

(15) A certificate, dated the Closing Date, signed by a duly authorized 
representative of the Financing Agency satisfactory to the Underwriter, in form and 
substance satisfactory to the Underwriter, to the effect that: 

(i) the Financing Agency is a joint exercise of powers Financing 
Agency, duly organized and existing under laws of the State; 

(ii) by all necessary official action of the Financing Agency, the 
Financing Agency duly authorized and approved the execution and delivery of the 
Financing Agency Site Lease and the performance by the Financing Agency of 
the obligations on its parts contained therein; 

(iii) compliance with the provisions on the Financing Agency’s part 
contained in the Financing Agency Site Lease, does not in any material respect 
conflict with or constitute a breach of or default under any law, administrative 
regulation, judgment, decree, loan agreement, indenture, bond, note, resolution, 
agreement or other instrument to which the Financing Agency is a party or is 
otherwise subject, nor does any compliance result in the creation or imposition of 
any lien, charge or other security interest or encumbrance of any nature 
whatsoever upon any of the properties or assets of the Financing Agency under 
the terms of any such law, administrative regulation, judgment, decree, loan 
agreement, indenture, bond, note, resolution, agreement or other instrument, 
except as provided in the Financing Agency Site Lease; 

(iv) the Financing Agency is not in any material respect in breach of or 
default under any applicable law or administrative regulation of the State or the 
United States of America or any applicable judgment or decree or any loan 
agreement, indenture, bond, note, resolution, agreement or other instrument to 
which the Financing Agency is a party or is otherwise subject, and no event has 
occurred and is continuing which, with the passage of time or the giving of notice 
or both, would constitute a default or an event of default under any such 
instrument; 

(v) there is no action, suit, proceeding, inquiry or investigation, at law 
or in equity, before or by any court, governmental agency, public board or body 
pending or, to the best knowledge of the Financing Agency, threatened against the 
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Financing Agency in any material respect affecting the existence of the Financing 
Agency or the titles of its officers to their respective offices or in any way 
contesting or affecting the validity or enforceability of the Financing Agency Site 
Lease or contesting the powers of the Financing Agency or its Financing Agency 
to enter into, adopt or perform its obligations under the Financing Agency Site 
Lease, or which would have a material adverse effect on the Financing Agency’s 
ability to perform its obligations under the Financing Agency Site Lease; 

(vi) the Financing Agency Site Lease constitutes a valid and legally 
binding obligation of the Financing Agency enforceable in accordance with its 
terms, subject to laws relating to bankruptcy, insolvency or other laws affecting 
the enforcement of creditors’ rights generally and the application of equitable 
principles if equitable remedies are sought; and 

(vii) the Financing Agency Resolution is in full force and effect at the 
Closing Date and has not been amended, modified or supplemented; 

(16) A certificate of an authorized officer of the Insurer, dated the Closing Date 
to the effect that the information relating to the Insurer contained in the Official 
Statement, in so far as such statements constitute summaries of the matters referred to 
therein, accurately reflect and fairly present the information purported to be shown and, 
in so far as such statements describe the Insurer, fairly and accurately describe the 
Insurer, and the Insurance Policy contained in the Official Statement, as of its date and as 
of the Closing Date, is a true and complete copy of the form of financial guaranty 
insurance policy. 

(17) The opinion, dated the Closing Date and addressed to the Underwriter and 
the Authority, of Stradling Yocca Carlson & Rauth, a Professional Corporation, 
disclosure counsel (“Disclosure Counsel”) to the effect that: 

(i) the Bonds are not subject to the registration requirements of the 
Securities Act of 1933, as amended, and the Indenture is exempt from 
qualification pursuant to the Trust Indenture Act of 1939, as amended.  No 
opinion is expressed with respect to the Insurance Policy; and  

(ii) based on Disclosure Counsel’s participation in conferences with 
representatives of the Underwriter, Orrick, Herrington & Sutcliffe LLP, as 
Underwriter’s counsel (“Underwriter’s Counsel”), the City, the City Attorney, the 
Authority, counsel to the Authority, Public Financial Management, Inc., as 
financial advisor, Bond Counsel and others, during which conferences the 
contents of the Official Statement and related matters were discussed, and in 
reliance thereon and on the records, documents, certificates and opinions 
described therein, Disclosure Counsel advises the Underwriter and the City that, 
during the course of its engagement as disclosure counsel on this matter, no 
information came to its attention that caused it to believe that the Official 
Statement as of its date and as of the date of such opinion (except for any 
financial or statistical data or forecasts, numbers, charts, estimates, projections, 
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assumptions or expressions of opinion, Appendices A, B, D, E, G and H or any 
information about book-entry, the DTC, the Insurer, the Insurance Policy  
included therein, as to which no opinion or view need be expressed) contained or 
contains any untrue statement of a material fact or omitted or omits to state a 
material fact necessary in order to make the statements made therein, in the light 
of the circumstances under which they were made, not misleading. 

(18) The opinion of counsel of the Trustee, dated the Closing Date, addressed 
to the Authority and the Underwriter to the effect that: 

(i) The Trustee is a national banking association duly organized, 
validly existing and in good standing under the laws of the United States of 
America, having full powers and authority and being qualified to enter into, 
accept and administer the trust created under the Indenture and to enter into the 
Indenture, the Continuing Disclosure Agreement and the Auction Agreement. 

(ii) The performance by the Trustee of the duties required under the 
Indenture, the Continuing Disclosure Agreement and the Auction Agreement has 
been duly authorized by all necessary corporate action on the part of the Trustee, 
and under present law do not contravene any law or government regulation or 
order presently binding on the Trustee or contravene any law or governmental 
regulation or order presently binding on the Trustee or the articles of 
association/articles of incorporation/charter, as applicable, or the bylaws of the 
Trustee or contravene any provision of or constitute a default under any indenture, 
trust agreement, contract or other instrument to which the Trustee is a party or by 
which the Trustee is bound. 

(iii) The performance by the Trustee of the duties required under the 
Indenture, the Continuing Disclosure Agreement and the Auction Agreement does 
not require the consent or approval of, the giving of notice to, the registration 
with, or the taking of any other action in respect of, any federal, state or other 
governmental agency or authority. 

(iv) The Indenture, the Continuing Disclosure Agreement and the 
Auction Agreement have been duly authorized, executed and delivered by the 
Trustee, and, assuming due authorization, execution and delivery by the other 
parties thereto, the Indenture, the Continuing Disclosure Agreement and the 
Auction Agreement constitute legal, valid and binding agreements of the Trustee 
enforceable in accordance with their respective terms, subject to laws relating in 
bankruptcy, insolvency or other laws affecting the enforcement of creditors’ 
rights generally and the application of equitable principles if equitable remedies 
are sought. 

(v) The Trustee has duly authorized the execution and delivery of the 
Indenture, the Continuing Disclosure Agreement and the Auction Agreement. 
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(vi) All approvals, consents and orders of any governmental authority 
or agency having jurisdiction in the matter which would constitute a condition 
precedent to the performance by the Trustee of its duties and obligations under the 
Indenture, the Continuing Disclosure Agreement and the Auction Agreement have 
been obtained and are in full force and effect. 

(19) A certificate or certificates, dated the Closing Date, in form and substance 
acceptable to the Underwriter, of an authorized officer of the Trustee to the effect that: 

(i) The Trustee is a national banking association duly organized and 
validly existing under the laws of the United States of America. 

(ii) The Trustee has full corporate trust powers and authority to serve 
as Trustee under the Indenture and to perform its obligations and duties under the 
Indenture, the Continuing Disclosure Agreement and the Auction Agreement, and 
the Indenture, the Continuing Disclosure Agreement and the Auction Agreement 
have been executed by a duly authorized officer of the Trustee. 

(iii) The Bonds have been duly authenticated by the Trustee. 

(iv) The Trustee’s action in serving as Trustee under the Indenture is in 
full compliance with, and does not conflict with, any applicable law or 
governmental regulation currently in effect, and does not conflict with or violate 
any contract to which the Trustee is a party or any administrative or judicial 
decision by which the Trustee is bound. 

(20) The opinion of counsel of each Escrow Agent, dated the Closing Date, 
addressed to the Authority, the Insurer and the Underwriter to the effect that: 

(i) The respective Escrow Agent is a national banking association 
duly organized, validly existing and in good standing under the laws of the United 
States of America, having full powers and authority and being qualified to enter 
into the respective Escrow Agreement. 

(ii) The performance by the respective Escrow Agent of the duties 
required under the respective Escrow Agreement has been duly authorized by all 
necessary corporate action on the part of the respective Escrow Agent, and under 
present law do not contravene any law or government regulation or order 
presently binding on the respective Escrow Agent or contravene any law or 
governmental regulation or order presently binding on the respective Escrow 
Agent or the articles of association/articles of incorporation/charter, as applicable, 
or the bylaws of the respective Escrow Agent or contravene any provision of or 
constitute a default under any indenture, trust agreement, contract or other 
instrument to which the respective Escrow Agent is a party or by which the 
respective Escrow Agent is bound. 

(iii) The performance by the respective Escrow Agent of the duties 
required under the respective Escrow Agreement does not require the consent or 
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approval of, the giving of notice to, the registration with, or the taking of any 
other action in respect of, any federal, state or other governmental agency or 
authority. 

(iv) The respective Escrow Agreement has been duly authorized, 
executed and delivered by the respective Escrow Agent, and, assuming due 
authorization, execution and delivery by the other parties thereto, the respective 
Escrow Agreement constitutes legal, valid and binding agreements of the 
respective Escrow Agent enforceable in accordance with their respective terms, 
subject to laws relating in bankruptcy, insolvency or other laws affecting the 
enforcement of creditors’ rights generally and the application of equitable 
principles if equitable remedies are sought. 

(v) The respective Escrow Agent has duly authorized the execution 
and delivery of the respective Escrow Agreement. 

(vi) All approvals, consents and orders of any governmental authority 
or agency having jurisdiction in the matter which would constitute a condition 
precedent to the performance by the respective Escrow Agent of its duties and 
obligations under the respective Escrow Agreement have been obtained and are in 
full force and effect. 

(21) A certificate or certificates, dated the Closing Date, in form and substance 
acceptable to the Underwriter, of an authorized officer of each Escrow Agent to the effect 
that: 

(i) The respective Escrow Agent is a national banking association 
duly organized and validly existing under the laws of the United States of 
America. 

(ii) The respective Escrow Agent has full corporate trust powers and 
authority to perform its obligations and duties under the respective Escrow 
Agreement and the respective Escrow Agreement  has been executed by a duly 
authorized officer of the respective Escrow Agent. 

(iii) The respective Escrow Agent’s action in serving as the escrow 
agent under the respective Escrow Agreement is in full compliance with, and does 
not conflict with, any applicable law or governmental regulation currently in 
effect, and does not conflict with or violate any contract to which the respective 
Escrow Agent is a party or any administrative or judicial decision by which the 
respective Escrow Agent is bound. 

(22) An arbitrage certificate relating to the Bonds duly signed on behalf of the 
Authority and the City. 

(23) Evidence of required filings with the California Debt and Investment 
Advisory Commission. 
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(24) A copy of the executed Blanket Issuer Letter of Representations by and 
between the City and DTC relating to the book entry system. 

(25) Evidence that insured ratings on the Bonds of “AAA” by Fitch Ratings 
(“Fitch”) and “AAA” Standard & Poor’s Ratings Services (“S&P”) and underlying 
ratings on the Bonds of “A+” by Fitch and “A” by S&P are in full force and effect on the 
Closing Date. 

(26) A certificate of the Auction Agent, dated the Closing Date, executed by an 
authorized representative of the Auction Agent, to the effect that: (i) the Auction Rate 
Agreements have been duly authorized, executed and delivered by the Auction Agent; (ii) 
the Auction Agent has full power and authority to carry out its obligations under the 
Auction Rate Agreements; and (iii) there is no action, suit, proceeding, inquiry or 
investigation at law or in equity before or by any court, public board or body pending or 
known to be threatened against or affecting the Auction Agent where an unfavorable 
decision, ruling or finding would adversely affect the transactions contemplated by the 
Auction Rate Agreements; 

(27) Verification report(s) of The Arbitrage Group related to the Refunded 
Bonds, dated the Closing Date, addressed to the respective Escrow Agent, the Authority, 
the Insurer and the Underwriter, in form and substance acceptable to the Underwriter, the 
Authority and Bond Counsel; and 

(28) Such additional legal opinions, certificates, proceedings, instruments and 
other documents as the Underwriter or Bond Counsel may reasonably request to evidence 
compliance by the City and the Authority with legal requirements, the truth and accuracy, 
as of the Closing Date, of the representations of the City and the Authority herein 
contained and of the Official Statement and the due performance or satisfaction by the 
City at or prior to such time of all agreements then to be performed and all conditions 
then to be satisfied by the City. 

All of the opinions, letters, certificates, instruments and other documents mentioned in 
this Purchase Contract shall be deemed to be in compliance with the provisions of this Purchase 
Contract if, but only if, they are in form and substance satisfactory to the Underwriter.  If the 
City or the Authority is unable to satisfy the conditions to the obligations of the Underwriter to 
purchase, to accept delivery of and to pay for the Bonds contained in this Purchase Contract or if 
the obligations of the Underwriter to purchase, to accept delivery of and to pay for the Bonds 
shall be terminated for any reason permitted by this Purchase Contract, this Purchase Contract 
shall terminate and neither the Underwriter, the City nor the Authority shall be under further 
obligations hereunder, except that the respective obligations of the Authority, the City and the 
Underwriter set forth in Section 12 of this Purchase Contract shall continue in full force and 
effect. 

Section 10. Conditions to the Authority’s and the City’s Obligations.  The 
performance by the Authority and the City of their respective obligations under this Purchase 
Contract are conditioned upon: (i) the performance by the Underwriter of its obligations 
hereunder and (ii) receipt by the Authority and the City of opinions addressed to the Authority 
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and the City, and receipt by the Underwriter of opinions addressed to the Underwriter, and the 
delivery of certificates being delivered on the Closing Date by persons and entities other than the 
City and the Authority. 

Section 11. Termination Events.  The Underwriter shall have the right to terminate 
the Underwriter’s obligations under this Purchase Contract to purchase, to accept delivery of and 
to pay for the Bonds by notifying the City of its election to do so if, after the execution hereof 
and prior to the Closing:  (1) the marketability of the Bonds or the market price thereof, in the 
reasonable opinion of the Underwriter, has been materially and adversely affected by any 
decision issued by a court of the United States (including the United States Tax Court) or of the 
State of California, by any ruling or regulation (final, temporary or proposed) issued by or on 
behalf of the Department of the Treasury of the United States, the Internal Revenue Service, or 
other governmental agency of the United States, or any governmental agency of the State of 
California, or by a tentative decision or announcement by any member of the House Ways and 
Means Committee, the Senate Finance Committee, or the Conference Committee with respect to 
contemplated legislation or by legislation enacted by, pending in, or favorably reported to either 
the House of Representatives or either House of the Legislature of the State of California, or 
formally proposed to the Congress of the United States by the President of the United States or to 
the Legislature of the State of California by the Governor of the State of California in an 
executive communication, affecting the tax status of the City or the Authority, its property or 
income, its obligations (including the Bonds) or the interest thereon or any tax exemption 
granted or authorized by the Internal Revenue Code of 1986, as amended; (2) the United States 
shall have become engaged in new hostilities which have resulted in a declaration of war or a 
national emergency, or there shall have occurred any other outbreak or escalation or re-escalation 
of hostilities, or a local, national or international calamity or crisis, financial or otherwise, the 
effect of such outbreak, calamity or crisis being such as, in the reasonable opinion of the 
Underwriter, would affect materially and adversely the ability of the Underwriter to market the 
Bonds; (3) there shall have occurred a general suspension of trading on the New York Stock 
Exchange or the declaration of a general banking moratorium by the United States, New York 
State or California State authorities; (4) a stop order, ruling, regulation or official statement by, 
or on behalf of, the Securities and Exchange Commission shall be issued or made to the effect 
that the execution and delivery of the Bonds is or would be in violation of any provision of the 
Securities Act of 1933, as then in effect, or of the Securities Exchange Act of 1934, as then in 
effect, or of the Trust Indenture Act of 1939, as then in effect; (5) legislation shall be enacted by 
the House of Representatives or the Senate of the Congress of the United States of America, or a 
decision by a court of the United States of America shall be rendered, or a ruling or regulation by 
or on behalf of the Securities and Exchange Commission or other governmental agency having 
jurisdiction of the subject matter shall be made or proposed to the effect that the Bonds are not 
exempt from registration, qualification or other similar requirements of the Securities Act of 
1933, as then in effect, or of the Trust Indenture Act of 1939, as then in effect; (6) in the 
reasonable judgment of the Underwriter, the market price of the Bonds, or the market price 
generally of obligations of the general character of the Bonds, might be materially and adversely 
affected because additional material restrictions not in force as of the date hereof shall have been 
imposed upon trading in securities generally by any governmental authority or by any national 
securities exchange; (7) the Comptroller of the Currency, The New York Stock Exchange, or 
other national securities exchange, or any governmental authority, shall impose, as to the Bonds 
or obligations of the general character of the Bonds, any material restrictions not now in force, or 
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increase materially those now in force, with respect to the extension of credit by, or the charge to 
the net capital requirements of, or financial responsibility requirements of the Underwriter; (8) a 
general banking moratorium shall have been established by federal, New York or State 
authorities; (9) any legislation, ordinance, rule or regulation shall be introduced in or be enacted 
by any governmental body, department or agency in the State or a decision of a court of 
competent jurisdiction within the State shall be rendered, which, in the reasonable opinion of the 
Underwriter, after consultation with the City, materially adversely affects the market price of the 
Bonds; (10) any federal or California court, authority or regulatory body shall take action 
materially and adversely affecting the collection or pledge of the Base Rental Payments under 
the Facility Lease; (11) any event occurring, or information becoming known which, in the 
reasonable opinion of the Underwriter, makes untrue in any material respect any statement or 
information contained in the Official Statement, or has the effect that the Official Statement 
contains any untrue statement of a material fact or omits to state a material fact necessary in 
order to make the statements made therein, in the light of the circumstances under which they 
were made, not misleading; or (12) the withdrawal or downgrading of the rating of the Bonds to 
less than “AAA” by Fitch or less than “AAA” by S&P. 

Section 12. Payment of Expenses.   

(a) The Underwriter shall be under no obligation to pay, and the City shall pay the 
following expenses incident to the performance of the City’s obligations hereunder: 

(i) the fees and disbursements of Bond Counsel and Disclosure Counsel; 

(ii) the cost of printing and delivering the Bonds, the Preliminary Official 
Statement, the Official Statement (and any amendment or supplement prepared pursuant to 
Section 5 or 6 of this Purchase Contract); 

(iii) the fees and disbursements of accountants, advisers and of any other 
experts or consultants retained by the Authority or the City; 

(iv) the premium for the Insurance Policy; and 

(v) any other expenses and costs of the Authority or the City incident to the 
performance of its obligations in connection with the authorization, issuance and sale of the 
Bonds, including, but not limited to, out of pocket expenses and regulatory expenses, and any 
other expenses agreed to by the parties. 

(b) The Underwriter shall pay all expenses incurred by them in connection with the 
public offering and distribution of the Bonds including, but not limited to: 

(i) all advertising expenses in connection with the offering of the Bonds; and 

(ii) the fees and expenses of Underwriter’s Counsel; 

(iii) all out-of-pocket disbursements and expenses incurred by the Underwriter 
in connection with the offering and distribution of the Bonds, except as provided in (a) above or 
as otherwise agreed to by the Underwriter and the City. 
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Section 13. Notices.  Any notice or other communication to be given to the Authority 
or the City under this Purchase Contract may be given by delivering the same in writing to the 
address set forth on the first page of this Purchase Contract, and any notice or other 
communication to be given to the Underwriter under this Purchase Contract may be given by 
delivering the same in writing to Banc of America Securities LLC, CA5-801-18-36, 600 
Montgomery Street, Suite 1800, San Francisco, California 94111-2719, Attention: Scott 
Nagelson, Principal. 

Section 14. Survival of Representations, Warranties, Agreements.  All of the 
representations, warranties and agreements of the City and the Authority contained in this 
Purchase Contract shall remain operative and in full force and effect regardless of: (a) any 
investigations made by or on behalf of the Underwriter or (b) delivery of and payment for the 
Bonds pursuant to this Purchase Contract.  The agreements contained in this Section and in 
Section 12 shall survive any termination of this Purchase Contract. 

Section 15. Benefit; No Assignment.  This Purchase Contract is made solely for the 
benefit of the City, the Authority and the Underwriter (including its successors and assigns), and 
no other person shall acquire or have any right hereunder or by virtue hereof.  The rights and 
obligations created by this Purchase Contract are not subject to assignment by the Underwriter, 
the Authority or the City without the prior written consent of the other party hereto. 

Section 16. Severability.  In the event that any provision of this Purchase Contract is 
held invalid or unenforceable by any court of competent jurisdiction, such holding shall not 
invalidate or render unenforceable any other provision of this Purchase Contract. 

Section 17. Counterparts.  This Purchase Contract may be executed in any number of 
counterparts, all of which taken together shall constitute one agreement, and any of the parties 
hereto may execute the Purchase Contract by signing any such counterpart. 

Section 18. Governing Law.  The validity, interpretation and performance of this 
Purchase Contract shall be governed by the laws of the State of California. 



Section 19. Effectiveness. 'This Purchase Contract shall become effective upon the 
execution of the acceptance hereof by an authorized officer of the Authority and approved by an 
authorized officer of the City, and shall be valid and enforceable as of the time of such 
acceptance and approval. 

Very truly yours, 

BANC OF AMERICA SECURITIES LLC 

By: l%l(Ly 
Principal 

Accepted: 

MODEST0 PUBLIC FINANCING AUTHORITY 

By: 
Auditor and Treasurer 

Approved: 

CITY OF MODEST0 

By: ' 

Director of FinanceITreasurer 



Section 19. Effectiveness. This Purchase Contract shall become effective upon the 
execution of the acceptance hereof by ail authorized officer of the Authoiity and approved by an 
authorized officer of the City, and shall be valid and enforceable as of the time of such 
acceptance and approval. 

Very truly yours, 

BANC OF AMERICA SECURITIES LLC 

By: 
Principal 

Accepted: 

MODEST0 PUBLIC FINANCING AUTHORITY 

By: 
~udit-or  and Treasurer 

Approved: 

CITY OF MODEST0 

Director of FinanceITreasurer 
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EXHIBIT A 

 
TERM OF THE BONDS 

 
 

The initial Auction Rate for the Bonds is 3.70%. 
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PRELIMINARY OFFICIAL STATEMENT DATED APRIL 5, 2007

NEW ISSUE -  FULL BOOK-ENTRY ONLY RATINGS:  (Insured) Fitch:  AAA; S&P:  AAA
(Underlying) Fitch:  A+; S&P: A

(See “RATINGS” herein)

In the opinion of Sidley Austin LLP, Bond Counsel, based on existing statutes, regulations, rulings and judicial decisions and assuming 
compliance with certain covenants in the documents pertaining to the Bonds and requirements of the Internal Revenue Code of 1986, as 
amended, as described herein, interest on the Bonds is not includable in the gross income of the owners of the Bonds for federal income 
tax purposes.  In the further opinion of Bond Counsel, interest on the Bonds is not treated as an item of tax preference in calculating the 
federal alternative minimum taxable income of individuals and corporations.  Interest on the Bonds, however, is included as an adjustment 
in the calculation of federal corporate alternative minimum taxable income and may therefore affect a corporation’s alternative minimum 
tax liability.  In the further opinion of Bond Counsel, interest on the Bonds is exempt from personal income taxes imposed by the State of 
California.  See “TAX MATTERS” herein.

$62,125,000*
MODESTO PUBLIC FINANCING AUTHORITY

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS
SERIES 2007

Dated:  Date of Delivery Price:  100% Due:  September 1, 2033

The Lease Revenue Refunding and Capital Improvement Refunding and Capital Improvement Bonds, Series 2007 are being issued pursuant 
to an Indenture, dated as of April 1, 2007, by and between the Modesto Public Financing Authority and The Bank of New York Trust Company, 
N.A., as Trustee, in order to provide funds to (i) refund certain bonds previously issued by the Authority, (ii) finance the costs of certain public 
facilities located in the City of Modesto, (iii) fund the Reserve Fund for the Bonds and (iv) pay the costs of issuance of the Bonds, as more fully 
described herein.

The Bonds are being initially issued as Auction Rate Securities in denominations of $25,000 or any integral multiple thereof and will initially 
bear interest at ARS Rates for the Initial Period and thereafter for generally successive 7-day Auction Periods.  Each ARS Rate will, except in 
certain cases, be equal to the annual interest rate that results from the implementation of the ARS provisions described in Appendix B hereto.  At 
the election of the City, the Auction Period for the Bonds may be changed or the Bonds may be converted to a Mode other than the ARS Mode as 
described herein.  While the Bonds are in the ARS Mode, a Beneficial Owner may sell, transfer or dispose of a Bond only in accordance with the 
ARS Provisions. This Official Statement describes the Bonds only while they are in the ARS Mode.

The Bonds are being issued in book-entry form only and, when issued, will be registered in the name of Cede & Co., as nominee of The 
Depository Trust Company, New York, New York.  Purchasers of interests in the Bonds will not receive certificates representing their beneficial 
ownership of the Bonds.  Principal of, redemption premium, if any, and interest on the Bonds are payable directly by the Trustee to DTC, which 
is obligated in turn to remit such principal, redemption premium, if any, and interest to DTC Participants for subsequent disbursement to the 
Beneficial Owners of the Bonds, as described herein.

The Bonds are subject to optional redemption, mandatory sinking fund redemption and extraordinary redemption prior 
to their maturity as described herein.  The Bonds will not be subject to optional tender, nor will they be purchased in the event 
sufficient clearing bids do no exist in any Auction, although they will be subject to mandatory purchase upon conversion to 
another Mode.

The Bonds are special obligations of the Authority, payable solely from and secured solely by a pledge of Revenues that consist primarily of:  
(i) Base Rental Payments to be received by the Authority from the City pursuant to a Facility Lease, dated as of April 1, 2007, by and between the 
Authority and the City and (ii)  Swap Revenues received by the Authority.  As described herein, the Revenues are also pledged, on a parity with 
the pledge thereof to secure payment of the Bonds and to secure the payment of Regular Swap Payments.

The Base Rental Payments are calculated to be sufficient to pay the principal of and interest on the Bonds when due as well as any Regular 
Swap Payments required to be made by the Authority.  The obligation of the City to make Base Rental Payments is a general fund obligation of 
the City, subject to abatement and to certain other conditions of the Facility Lease.

The scheduled payment of principal of and interest on the Bonds when due will be guaranteed under an insurance policy to be issued 
concurrently with the delivery of the Bonds by CIFG Assurance North America, Inc.

The Bonds are special limited obligations of the Authority payable solely from and secured solely by the Revenues pledged in the Indenture.  
The Bonds are not a debt of the Authority, the City, the State of California or any of its political subdivisions except the Authority to the extent 
described herein.  Neither the Authority, the City, the State nor any of its political subdivisions, except the Authority to the extent described 
herein, is liable thereon.  In no event shall the Bonds or any interest or redemption premium thereon be payable out of any funds or properties 
other than those of the Authority as set forth in the Indenture.  The Bonds do not constitute an indebtedness within the meaning of any 
constitutional or statutory debt limit or restriction.  Neither the members of the Authority, the City Council of the City or any members executing 
the Bonds are personally liable on the Bonds by reason of their issuance.

THIS COVER PAGE CONTAINS CERTAIN INFORMATION FOR GENERAL REFERENCE ONLY.  IT IS NOT INTENDED TO BE A 
SUMMARY OF THE SECURITY FOR OR THE TERMS OF THE BONDS.  INVESTORS ARE ADVISED TO READ THE ENTIRE OFFICIAL 
STATEMENT TO OBTAIN INFORMATION ESSENTIAL TO THE MAKING OF AN INFORMED INVESTMENT DECISION.  CAPITALIZED 
TERMS USED ON THIS COVER PAGE NOT OTHERWISE DEFINED SHALL HAVE THE MEANINGS SET FORTH HEREIN.

The Bonds will be offered when, as and if issued and received by the Underwriter, subject to the approval of validity by Sidley Austin LLP,
San Francisco, California, Bond Counsel.  Certain legal matters will be passed upon for the Underwriter by Orrick Herrington & Sutcliffe LLP; for 
the Authority and the City by the City Attorney and by Stradling Yocca Carlson & Rauth, a Professional Corporation, Newport Beach, California, 
Disclosure Counsel; for the Trustee by its General Counsel; and for the Bond Insurer by its General Counsel.  It is anticipated that the Bonds, in 
book-entry form will be available for delivery to DTC or its agent on or about April 18, 2007.

Dated:  April ___, 2007

*  Preliminary, subject to change.



$62,125,000* 

MODESTO PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 

SERIES 2007 

Length of 
Initial 

Auction 
Rate Period 

Initial Auction 
Date

Initial Interest 
Payment Date 

Auction 
Day 

Generally 

Auction 
Period

Generally 

Interest
Payment Day 

Generally CUSIP†

504 days September 2, 2008 September 1, 2007 Tuesday 7-Day Wednesday  

The Bonds will bear interest from the date of original delivery through the Initial Auction 
Date set forth above at the rate established by Banc of America Securities LLC, Underwriter for the 
Bonds, prior to the date of delivery.  Thereafter, the Bonds will bear interest for generally successive 
7-day Auction Periods, until the Auction Period is changed or the Bonds are converted to a different 
Mode, as described herein.  Interest will be payable on the Initial Interest Payment Date set forth 
above and thereafter on the day following the end of each Auction Period for the Bonds unless the 
Auction Period is changed to a daily Auction Period or a Special Auction Period of more than 182 
days or unless a different Mode is applicable to the Bonds. 

Deutsche Bank Trust Company Americas will act as the Auction Agent and Banc of America 
Securities LLC will act as the Broker-Dealer for the Bonds. 

* Preliminary, subject to change. 
† CUSIP® is a registered trademark of the American Bankers Association.  Copyright© 2007 Standard & Poor’s, a Division 

of the McGraw Hill Companies, Inc.  CUSIP® data herein is provided by Standard & Poor’s CUSIP Service Bureau.  This 
data is not intended to create a database and does not serve in any way as a substitute for the CUSIP Service Bureau.  
CUSIP® numbers are provided for convenience of reference only.  The Authority, the City and the Underwriter take no 
responsibility for the accuracy of such numbers. 
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All the information which the Modesto Public Financing Authority and the City of Modesto intend to 
present investors regarding the City and the Bonds is contained in this Official Statement.  While the City maintains 
an internet website for various purposes, none of the information on that website is intended to assist investors in 
making any investment decision, or to provide any continuing information, with respect to the Bonds or any other 
obligations of the City.  Moreover, none of the information on the website is incorporated herein by reference.  No 
dealer, broker, salesperson or other person has been authorized by the Authority, the City, the Bond Insurer or the 
Underwriter to give any information or to make any representations other than those contained in this Official 
Statement in connection with the offering made hereby and, if given or made, such other information or 
representations must not be relied upon as having been authorized by the Authority, the City, the Bond Insurer or the 
Underwriter.  This Official Statement does not constitute an offer to sell or the solicitation of an offer to buy nor 
shall there be any sale of the Bonds by a person in any jurisdiction in which it is unlawful for such person to make 
such an offer, solicitation or sale. 

This Official Statement is not to be construed as a contract with the purchasers of the Bonds.  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 a representation of facts. 

The information set forth herein has been obtained from sources which are believed to be reliable, but it is 
not guaranteed as to accuracy or completeness.  The information and expression of opinions herein are subject to 
change without notice and neither delivery of this Official Statement nor any sale made hereunder shall, under any 
circumstances, create any implication that there has been no change in the affairs of the City or the Bond Insurer 
since the date hereof.  All summaries of documents contained herein are made subject to the provisions of such 
documents and do not purport to be complete statements of any or all such provisions. 

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

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

CAUTIONARY INFORMATION REGARDING FORWARD-LOOKING STATEMENTS IN 
THIS OFFICIAL STATEMENT 

Certain statements included or incorporated by reference in this Official Statement constitute “Forward-
Looking Statements” within the meaning of the United States Private Securities Litigation Reform Act of 1995, 
Section 21E of the United States Securities Exchange Act of 1934, as amended, and Section 27A of the United 
States Securities Act of 1933, as amended.  Such statements are generally identifiable by the terminology used, such 
as “plan,” “expect,” “estimate,” “budget” and other similar words and include, but are not limited to, statements that 
describe possible future revenues and expenses of the City. 

The achievement of certain results or other expectations contained in such forward-looking statements 
involves known and unknown risks, uncertainties and other factors which may cause actual results, performance or 
achievements described to be materially different from any future results, performance or achievements expressed or 
implied by such forward-looking statements.  While the City has agreed to provide certain on-going financial and 
operating data (see “CONTINUING DISCLOSURE” and Appendix F hereto), it does not plan to issue any updates 
or revisions to those forward-looking statements if or when its expectations or events, conditions or circumstances 
on which statements are based change. 

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. 
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$62,125,000

MODESTO PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS  

SERIES 2007 

INTRODUCTION 

The purpose of this Official Statement, which includes the cover page and appendices hereto, 
is to set forth certain information concerning the offering by the Modesto Public Financing Authority 
(the “Authority”) of its Lease Revenue Refunding and Capital Improvement Bonds, Series 2007 (the 
“Bonds”).  This Introduction is qualified in its entirety by reference to the more detailed information 
included and referred to elsewhere in this Official Statement.  The offering of the Bonds to potential 
investors is made only by means of the entire Official Statement.  Descriptions and summaries of 
various documents set forth herein do not purport to be comprehensive or definitive, and references 
made to each such document for complete details of all terms and conditions thereof.  Terms used in 
this Introduction and not otherwise defined shall have the respective meanings assigned to them 
elsewhere in this Official Statement.  See Appendix A — “SUMMARY OF CERTAIN 
PROVISIONS OF THE LEGAL DOCUMENTS — Definitions” and Appendix B — “ARS 
PROVISIONS.” 

General

The Bonds are being issued by the Authority in order to provide funds to (i) refund certain 
bonds previously issued by the Authority, (ii) finance the costs of certain public facilities located in 
the City of Modesto (the “City”), (iii) fund the Reserve Fund for the Bonds and (iv) pay the costs of 
issuance of the Bonds, as more fully described herein.  See “THE REFUNDING PLAN,” “THE 
PROJECT” and “ESTIMATED SOURCES AND USES OF FUNDS.” 

The Authority issued its Lease Revenue Bonds Series 1997 (John Thurman Field Renovation 
Project) in 1997 in an aggregate principal amount of $3,600,000 (the “Series 1997 Bonds”) for the 
primary purpose of financing the rehabilitation and construction of the John Thurman Field baseball 
stadium.  In 1998 the Authority issued its Lease Revenue Bonds, Series 1998 (Capital Improvements 
and Refunding Project) (the “Series 1998 Bonds”) in an aggregate principal amount of $61,430,000 
for the primary purposes of providing funds to finance a portion of the 1998 Leased Property (as 
hereinafter defined) and refunding the City’s outstanding 1986 Certificates of Participation.  A 
portion of the proceeds derived from the sale of the Bonds will be applied to the refunding of all of 
the Series 1997 Bonds and a portion of the Series 1998 Bonds.  See “THE REFUNDING PLAN.” 

In connection with the issuance of the Series 1998 Bonds, each of (i) the City, (ii) the 
Redevelopment Agency of the City of Modesto (the “Redevelopment Agency”) and (iii) the 
City-County Capital Improvements and Financing Agency (the “City-County JPA”) leased its 
respective interest in certain real property, facilities and/or improvements to the Authority pursuant 
to separate leases (collectively, the “1998 Site Leases”), each dated as of March 1, 1998.  The 
Authority in turn leased such real property, facilities and/or improvements, together with the 
improvements that were to be constructed thereon, as applicable (collectively, the “1998 Leased 
Property”), to the City pursuant to the terms of the Lease/Purchase Agreement, dated as of March 1, 
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1998, as amended by and between the Authority and the City (the “1998 Lease”).  The City is 
required pursuant to the 1998 Lease to make payments in consideration of the use and possession of 
the 1998 Leased Property (the “1998 Lease Payments”).  1998 Lease Payments were designed to be 
sufficient in both time and amount to pay, when due, the principal of and interest on the Series 1998 
Bonds.  Thus, as a result of the refunding of a portion of the Series 1998 Bonds with the proceeds of 
the Bonds, the amount of the 1998 Lease Payments will be reduced. 

In connection with the issuance of the Bonds, the City will sublease substantially all of the 
1998 Leased Property to the Authority pursuant to the terms of a Sublease dated as of April 1, 2007 
by and between the Authority and the City; and the Authority will in turn sublease that property, 
together with any improvements to be constructed thereon, as applicable (collectively, the “Leased 
Property”), back to the City pursuant to the terms of the Facility Lease, dated as of April 1, 2007 by 
and between the Authority and the City (the “Facility Lease”).  The City is required pursuant to the 
Facility Lease to make payments in consideration of the use and possession of the Leased Property 
(the “Base Rental Payments”).   

The Facility Lease is subordinate to the 1998 Facility Lease.  Thus, if the City defaults on its 
payment obligations under the 1998 Lease, thereby causing a default under the Facility Lease, the 
Owners of the 1998 Bonds would be entitled to receive the benefit of any available City funds 
payable as 1998 Lease Payments before the owners of the Bonds would be entitled to receive such 
funds in connection with the City’s payment of the Base Rental Payments securing the Bonds.  
Moreover, if an event should occur that results in an abatement of the City’s obligation to make 
payments under the 1998 Lease and the Facility Lease (see “SECURITY AND SOURCES OF 
PAYMENT FOR THE BONDS — Abatement” and “RISK FACTORS — Abatement Risk”) any 
available insurance or condemnation proceeds would be applied first to make payments to the owners 
of the 1998 Bonds.   

Authority for Issuance 

The Bonds are being issued pursuant to the Marks-Roos Local Bond Pooling Act of 1985 
(Article 4, commencing with Section 6584, of Chapter 5, Division 7, Title 1 of the California 
Government Code), as amended from time to time (the “Bond Law”), resolutions adopted by the 
governing board of the Authority and the City Council of the City, and an Indenture, dated as of 
April 1, 2007 (the “Indenture”), by and between the Authority and The Bank of New York Trust 
Company, N.A., as trustee (the “Trustee”). 

The Bonds 

The Bonds will be dated as of the date on which they are issued and will mature on 
September 1, 2033 (the “Maturity Date”).  The Bonds will be initially issued in denominations of 
$25,000 and any integral multiple thereof as Auction Rate Securities (“ARS”) and will initially bear 
interest at ARS Rates determined in accordance with the ARS Provisions set forth in the Indenture.  
When they bear interest at ARS Rates, the Bonds are referred to “ARS Bonds.”  See Appendix B — 
“ARS PROVISIONS.”  The Bonds are subject to mandatory tender for purchase upon conversion to 
a Mode other than the ARS Mode; and they are also subject to optional redemption, mandatory 
sinking fund redemption and special mandatory redemption prior to the Maturity Date as described 
herein.  See “THE BONDS.” 
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Security and Sources of Payment for the Bonds 

The Bonds are special limited obligations of the Authority payable solely from and secured 
solely by the Revenues (as hereinafter defined) pledged therefor in the Indenture.  The Revenues 
consist primarily of:  (i) Base Rental Payments payable by the City, as sublessee, to the Authority, as 
sublessor, for the use and possession of the Leased Property and (iii) the Swap Revenues (as 
hereinafter defined). 

The Leased Property consists of:  (i) the Redevelopment Agency’s parking garage (the 
“Parking Garage”), which is located at the corner of 11th and K Streets and which contains 
approximately 700 parking spaces in a five story structure, (ii) the City’s one-half interest in the 
City-County JPA’s administration building (the “City-County Administration Building”), which is 
located on 10th Street and which consists of a seven story structure a portion of which is owned by 
the Redevelopment Agency and the remainder of which is owned by the City-County JPA, (iii) the 
City’s police headquarters building (the “Police Headquarters”) an approximately 40,000 square foot 
structure which is occupied by the City’s Police Department, (iv) five public parks – Riverside 
Neighborhood Park, Sipherd Neighborhood Park, Floyd Neighborhood Park, Wesson Ranch 
Neighborhood Park and Graceada Park, and certain other miscellaneous City properties (collectively, 
the “Miscellaneous Properties”) and (v) the City’s Communication Dispatch Center (the 
“Communication Dispatch Center”), which is located on Oakdale Road in the City.  The Facility 
Lease permits real property to be added or substituted in place of any of the foregoing under the 
circumstances described therein.  See APPENDIX A — “SUMMARY OF CERTAIN PROVISIONS 
OF THE LEGAL DOCUMENTS — THE FACILITY LEASE – Removal or Substitution of Leased 
Property.” 

Pursuant to the terms of the Facility Lease, the City is required to make the Base Rental 
Payments from any source of legally available funds in each year in which the City has use and 
possession of the Leased Property.  The Base Rental Payments are designed to be sufficient in both 
time and amount to pay, when due, (i) the principal of and interest on the Bonds and (ii) the Regular 
Swap Payments (as hereinafter defined).  The City has covenanted in the Facility Lease to take such 
action as may be necessary to include the Base Rental Payments in its annual budget and has further 
covenanted to make the necessary appropriations for all such Base Rental Payments.   

The amount of Base Rental Payments which the City is obligated to pay under the Facility 
Lease is subject to abatement during any period in which, by reason of failure to complete 
construction, damage or destruction (other than by condemnation), there is substantial interference 
with the City’s use and possession of the Leased Property or any component thereof.  Such 
adjustment or abatement will end with the construction, substantial replacement, or reconstruction of 
the Leased Property or the affected portion thereof.  The Base Rental Payments will not be abated to 
the extent that Net Proceeds of  and moneys held by the Trustee under the Indenture that are to be 
credited toward the payment of the Base Rental Payments are available, the City having determined 
that such moneys constitute special funds for payment of the Base Rental Payments.  See 
“SECURITY AND SOURCES OF PAYMENT FOR THE BONDS — Abatement.” 

The obligation of the City to pay the Base Rental Payments does not constitute either (a) an 
obligation for which the City is obligated to pledge any form of taxation or for which the City has 
pledged any form of taxation or (b) indebtedness within the meaning of any constitutional or 
statutory debt limitation or restriction. 
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The City has assumed responsibility under the Facility Lease for the operation, maintenance 
and repair of the Leased Property; and it is required to maintain, or cause to be maintained, insurance 
against loss or damage to any structures constituting any part of the Leased Property by fire and 
lightening, with extended coverage insurance, vandalism and malicious mischief insurance and 
sprinkler system leakage insurance, all subject to exceptions, exclusions and deductibles as set forth 
in the Facility Lease.    See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS — 
Property Insurance.”  Information with respect to the City is included in Appendix C — “CERTAIN 
INFORMATION REGARDING THE CITY” and Appendix D — “EXCERPTS FROM THE 
CITY’S AUDITED FINANCIAL STATEMENTS.” 

Swap Agreement 

In connection with the execution and delivery of the Bonds, the Authority has entered, or 
concurrently with the issuance of the Bonds will enter, into an interest rate swap agreement in the 
form of an ISDA Master Agreement (Local Currency – Single Jurisdiction), the U.S. Municipal 
Counterparty Schedule thereto, a Credit Support Annex and a Confirmation, each dated as of and 
entered into on April 11, 2007 (collectively, the “Swap Agreement”), with Bank of America, N.A. 
(the “Swap Provider”).  The Swap Agreement will become effective on September 3, 2008 and is 
scheduled to expire on the Maturity Date of the Bonds.  Pursuant to the Swap Agreement, the 
Authority will be required to make periodic payments to the Swap Provider calculated on the basis of 
a fixed rate of interest on an initial notional amount equal to the original principal amount of the 
Bonds.  The notional amount of the Swap Agreement is scheduled to be reduced on the same dates 
and in the same amounts as the principal amount of the Bonds is scheduled to be reduced.  The Swap 
Provider will be required to make periodic payments to the Authority calculated on the basis of a 
variable rate of interest equal to a percentage of LIBOR plus a fixed spread on the same initial 
notional amount.  The amounts payable by each party pursuant to the Swap Agreement are netted 
against the payments to be received by such party thereunder.  Certain of the amounts that may be 
payable by the Authority to the Swap Provider will be insured pursuant to a policy of interest rate 
swap insurance to be issued by the Bond Insurer (defined below) (the “Swap Policy”).  The 
Authority’s obligation under the Swap Agreement to make scheduled payments is a Parity 
Obligation.  See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS — Swap 
Agreement.”   

The Swap Provider and Banc of America Securities LLC, the Underwriter and 
Broker-Dealer, are affiliates, both being subsidiaries of the Bank of America Corporation.  See 
“CERTAIN RELATIONSHIPS.” 

Bond Insurance 

Concurrently with the issuance of the Bonds, CIFG Assurance North America, Inc. (the 
“Bond Insurer” or “CIFG”) will issue its financial guaranty insurance policy for the Bonds (the 
“Bond Insurance Policy”).  See “THE BOND INSURER” and Appendix G — “SPECIMEN 
FINANCIAL GUARANTY INSURANCE POLICY.”  

The City 

The City, which has an estimated population of approximately 208,107 as of January 1, 2006, 
is the county seat of Stanislaus County and was incorporated in 1884.  It covers approximately 
36 square miles.  The City operates under a council-manager form of government pursuant to a 
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charter adopted in 1963.  The City is located in central California, approximately 93 miles east of San 
Francisco.  See Appendix C — “CERTAIN INFORMATION REGARDING THE CITY.” 

The Authority 

The Authority was established pursuant to the provisions of Sections 6500 et seq. of the 
California Government Code and a Joint Exercise of Powers Agreement, dated as of 
December 1, 1989, by and between the City and the Industrial Development Authority of the City of 
Modesto.  The Authority was established for the purpose of financing the acquisition, construction, 
improvement and equipping of public capital improvements.  The governing board of the Authority 
consists of the City Council of the City. 

Tax Matters 

For a description of the tax treatment of interest on the Bonds, see “TAX MATTERS” and 
the proposed form of the opinion of Sidley Austin LLP, Bond Counsel, set forth in Appendix E. 

Continuing Disclosure 

The City has covenanted for the benefit of the Owners and Beneficial Owners of the Bonds to 
provide certain financial information and operating data relating to the City by not later than 
270 days following the end of the City’s Fiscal Year (presently June 30), commencing with the report 
for the 2006-07 Fiscal Year, and to provide notices of occurrence of certain enumerated events, if 
material.  See “CONTINUING DISCLOSURE” herein and Appendix F — “FORM OF 
CONTINUING DISCLOSURE AGREEMENT.” 

Other Matters 

This Official Statement speaks only as of its date, and the information and expressions of 
opinion contained herein are subject to change without notice.  Neither delivery of this Official 
Statement nor any sale of Bonds made hereunder shall, under any circumstances, create any 
implication that there has been no change in the affairs of the Authority or the City since the date 
hereof.  This Official Statement, including any supplement or amendment hereto, is intended to be 
deposited with one or more repositories. 

THE REFUNDING PLAN 

As noted above under “INTRODUCTION,” the Authority has heretofore issued its Series 
1997 Bonds to provide financing for the rehabilitation and construction of the John Thurman Field 
baseball stadium and its Series 1998 Bonds to provide funds to finance a portion of the 1998 Leased 
Property and refunding the City’s outstanding 1986 Certificates of Participation.  The Authority 
plans to apply a portion of the proceeds derived from the sale of the Bonds to the refunding of (i) all 
of the outstanding Series 1997 Bonds on May 23, 2007 at a redemption price equal to 102% of the 
principal amount thereof plus interest accrued to the date of redemption and (ii) an aggregate 
principal amount of $55,460,000 of the Series 1998 Bonds on September 1, 2008 at a redemption 
price equal to 101% of the principal amount thereof plus interest accrued to the date of redemption.  
The Series 1997 Bonds and the Series 1998 Bonds to be refunded are collectively referred to herein 
as the “Refunded Bonds.”
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Bond proceeds, together with certain funds made available through the defeasance of the 
Series 1997 Bonds, will be deposited in trust with U.S. Bank National Association (the “1997 
Escrow Agent”) pursuant to the 1997 Escrow Agreement, dated as of April 1, 2007, by and between 
the Authority and the 1997 Escrow Agent (the “1997 Escrow Agreement”).  The funds so deposited 
with the 1997 Escrow Agent will be applied to the purchase of Federal Securities (as defined in the 
1997 Escrow Agreement) (the “1997 Escrow Securities”) or held in cash, as provided in the 1997 
Escrow Agreement.  The 1997 Escrow Securities, together with interest thereon, and such cash are 
calculated to be sufficient to pay interest on the Series 1997 Bonds coming due through May 23, 
2007 and to pay the redemption price of the Series 1997 Bonds on said date.  Other Bond proceeds, 
together with certain funds made available through the defeasance of the Series 1998 Bonds, will be 
deposited in trust with The Bank of New York Trust Company, N.A. (the “1998 Escrow Agent”) 
pursuant to the 1998 Escrow Agreement, dated as of April 1, 2007, by and between the Authority and 
the 1998 Escrow Agent (the “1998 Escrow Agreement”).  The funds so deposited with the 1998 
Escrow Agent will be applied to the purchase of Federal Securities (as defined in the 1998 Escrow 
Agreement) (the “1998 Escrow Securities”) or held in cash, as provided in the 1998 Escrow 
Agreement.  The 1998 Escrow Securities, together with interest thereon, and such cash are calculated 
to be sufficient to pay the principal of and interest on the Series 1998 Bonds coming due through 
September 1, 2008 and to pay the redemption price of the Series 1998 Bonds on said date.  The 
accuracy of the aforesaid calculations will be verified by The Arbitrage Group.  See 
“VERIFICATION OF MATHEMATICAL ACCURACY.”  The aforesaid deposits with the 1997 
Escrow Agent and the 1998 Escrow Agent will result in the defeasance of the Refunded Bonds. 

Series 1998 Bonds in an aggregate amount of $4,165,000 will not be defeased but will 
remain outstanding.  Those Series 1998 Bonds will continue to be secured by the 1998 Lease 
Payments (although the amount of the 1998 Lease Payments will be reduced as a result of the partial 
refunding of the Series 1998 Bonds).  The City’s obligation to pay the 1998 Lease Payments is an 
obligation of its general fund, as is the City’s obligation to pay the Base Rental Payments. 

The 1997 Escrow Securities, the 1998 Escrow Securities and the other moneys held by the 
1997 Escrow Agent and the 1998 Escrow Agent pursuant to the respective Escrow Agreements are 
pledged to the payment of the Refunded Bonds and will not be not available for the payment of debt 
service on the Bonds. 

THE PROJECT 

In addition to defeasing the Refunded Bonds (see “THE REFUNDING PLAN” and 
“ESTIMATED SOURCES AND USES OF FUNDS”), the primary purpose for the issuance of the 
Bonds is to provide funds for the acquisition, construction and improvement of the Project.  The 
Project consists primarily of improvements to John Thurman Field (the “Stadium”), the baseball 
stadium used by the Modesto Nuts (the “Baseball Team”), a minor league team which is part of the 
Colorado Rockies organization.  The City has owned the land upon which the Stadium located since 
1905, and the Stadium opened in 1955.  The additional improvements that comprise the Project are 
proposed to be installed pursuant to the terms of a ten-year license agreement between the City and 
the Baseball Team that was approved by the City Council in September of 2006.   
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ESTIMATED SOURCES AND USES OF FUNDS 

The following table sets forth the estimated sources and uses of funds with respect to the 
Bonds.

Sources of Funds

Principal Amount of the Bonds  $  
Amounts Held for Refunded Bonds    
Less:  Underwriter’s Discount  ( )

Total Sources  $ 

Uses of Funds

Reserve Fund(1)    
Costs of Issuance Fund(2)    
To Escrow Agent for Defeasance of Refunded Bonds    
Project Fund   

Total Uses  $ 

(1) Equal to the Reserve Fund Requirement. 
(2) Includes legal and advisory fees, printing costs, rating agency fees, bond insurance premium and other miscellaneous

expenses.

THE BONDS 

General

The Bonds will be initially issued as Auction Rate Securities in the principal amount set forth 
on the cover page to this Official Statement.  The Bonds will be dated the date of their initial 
execution and delivery and will mature on the Maturity Date, subject to earlier redemption.  While 
they are in the ARS Mode, the Bonds will be issuable in fully registered form without coupons in 
denominations of $25,000 or any integral multiple thereof.  Upon their initial delivery, the Bonds 
will be registered in the name of Cede & Co., as nominee of The Depository Trust Company, New 
York, New York (“DTC”).  DTC will act as securities depository for the Bonds.  Ownership interests 
in the Bonds may be purchased in book entry form only.  See “Book-Entry-Only System” below. 

Book-Entry-Only System

The Bonds will be executed and delivered in book-entry form only.  Purchasers of the Bonds 
will not receive certificates representing their ownership interests in the Bonds purchased.  All 
payments with respect to the Bonds are to be made by the Trustee directly to DTC.  DTC is expected 
to credit such payments to the respective accounts of its Direct Participants which, in turn, are 
expected to make payment thereof to the purchasers of the Bonds. 

As long as Cede & Co. is the registered owner of the Bonds, references herein to the Owners 
of the Bonds shall refer to Cede & Co. and not to the beneficial owners of the Bonds (the “Beneficial 
Owners”).  Neither the Authority nor the City gives any assurance that DTC, its Direct Participants 
or others will distribute payments with respect to the Bonds or notices concerning the Bonds to the 
Beneficial Owners thereof or that DTC will otherwise serve and act in the manner described in this 
Official Statement.  See Appendix H — “BOOK-ENTRY SYSTEM” for a further description of 
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DTC and its book-entry system.  The information presented therein is based solely on information 
provided by DTC. 

The Authority may decide to discontinue the use of book-entry transfers through DTC (or a 
successor Securities Depository).  In that event, the Bonds will be printed and delivered to the 
Beneficial Owners and will be governed by the provisions of the Indenture with respect to the 
payment of principal and interest and rights of exchange and transfer. 

Interest Rate Provisions 

Initially, the ARS Rate for the Bonds will be determined in most cases (other than the Initial 
Period) for generally successive 7-day Auction Periods through the implementation of the ARS 
Provisions summarized in Appendix B — “ARS PROVISIONS.”  Interest with respect to the Bonds 
while they are in the ARS Mode will be payable on the date specified for such payment on the inside 
front cover hereof and on the Business Day immediately following each Auction Period (generally a 
Friday) unless the Auction Period is a daily Auction Period or a Special Auction Period of longer 
than 182 days.  The Auction Period for the Bonds may be changed in accordance with the procedures 
set forth in the ARS Provisions; and, at the election of the Authority, the Mode may be changed to a 
Mode other than the ARS Mode.  

This Official Statement in general describes the Bonds only while the Bonds are in the ARS 
Mode.  In the event the Bonds are converted to another Mode, the Authority will deliver a new 
offering document.  Investors should not rely upon the information in this Official Statement in the 
event the Bonds are converted to a Mode than the ARS Mode.   

ARS Provisions 

While the Bonds are in the ARS Mode, except as specifically otherwise provided in the 
Indenture, the provisions of the Indenture summarized in Appendix A — “SUMMARY OF 
CERTAIN PROVISIONS OF THE LEGAL DOCUMENTS” and the ARS Provisions summarized in 
Appendix B — “ARS PROVISIONS” will govern the interest rates per annum and the payment 
terms of the Bonds.  Banc of America Securities LLC will act as the initial broker-dealer with respect 
to the Bonds (in that capacity, the “Broker-Dealer”), and Deutsche Bank Trust Company Americas 
(the “Auction Agent”) will act as the initial Auction Agent. 

ARS Rate 

While the Bonds are in the ARS Mode, interest with respect to them will be payable at rates 
established pursuant to the Auction Procedures described in Appendix B — “ARS PROVISIONS.”  
In general, for each Auction Period (i) if Sufficient Clearing Bids exists, the rate applicable to the 
Bonds shall be the Winning Bid Rate, provided that if all of the ARS Bonds are the subject of 
Submitted Hold Orders, such rate shall be the All Hold Rate and (ii) if Sufficient Clearing Bids do 
not exist, such rate shall be the Maximum Interest Rate.  In no case may the ARS Rate exceed the 
Maximum Interest Rate. 

The Initial Period will commence on the date on which the Bonds are executed and delivered 
and will end on and include September 2, 2008.  Thereafter, each Auction Period shall be established 
pursuant to the ARS Provisions.  
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For the initial Auction Period, interest on the Bonds will be payable on September 1, 2007, 
March 1, 2008 and September 2, 2008.  Thereafter, “Interest Payment Date” with respect to the 
Bonds while they are in the ARS Mode means (a) when used with respect to any Auction Period 
other than a daily Auction Period or a Special Auction Period, the Business Day immediately 
following such Auction Period, (b) when used with respect to a daily Auction Period, the first 
Business Day of the month immediately succeeding such Auction Period, (c) when used with respect 
to a Special Auction Period of (i) 7 or more but fewer than 183 days, the Business Day immediately 
following such Special Auction Period or (ii) more than 182 days, each March 1 and September 1 
and the Business Day immediately following such Special Auction Period. 

Interest with respect to the Bonds accruing at an ARS Rate shall be computed on the basis of 
a 360-day year for the actual number of days elapsed if the Auction Period is less than 180 days and 
on the basis of a 360-day year composed of 12 30-day months if the Auction Period is 180 days or 
more. 

Mandatory Tender for Purchase upon Conversion 

The interest rate applicable to the Bonds may be converted from the ARS Rate to another rate 
at the election of the Authority upon the satisfaction of certain conditions as set forth in the 
Indenture.  In the event of such a conversion, the Bonds will be subject to mandatory tender for 
purchase on the first day of a new Interest Period at a Purchase Price equal to the principal amount 
thereof; and the Trustee is required to give notice of such mandatory tender in the manner set forth in 
the Indenture. 

Redemption

The Bonds are subject to mandatory tender for purchase in the event they are converted from 
the ARS Mode to another Mode.  See “THE BONDS — Mandatory Tender for Purchase upon 
Conversion.”  The Bonds are also subject to redemption as described under this caption.  However, 
except in the case of mandatory sinking fund redemptions, no amount of Bonds may be redeemed 
unless a proportionate amount of the Swap is terminated or reduced, so that following such 
redemption the remaining notional amount of the Swap is not greater than the remaining principal 
amount of the Bonds, unless the Bond Insurer waives the requirement for such reduction of the 
Swap.

Optional Redemption.  While the Bonds are in the ARS Mode, each Bond is subject to 
redemption prior to the Maturity Date, at the option of the Authority, which option shall be exercised 
at least 20 days prior to the date fixed for redemption, in whole or in part, on any Interest Payment 
Date immediately following the end of an Auction Period, at a Redemption Price equal to 100% of 
the principal amount of Bonds called for redemption, plus accrued interest to the date fixed for 
redemption, without premium.  

Mandatory Sinking Fund Redemption.  The Bonds are subject to mandatory redemption 
from Sinking Fund Installments prior to the Maturity Date, in part by lot, on September 1 of each 
year on and after September 1, 2007, in accordance with the schedule set forth below from and in the 
amount of the Sinking Fund Installments due and payable on such dates, at a redemption price equal 
to the sum of the principal amount thereof plus accrued and unpaid interest thereon to the 
Redemption Date, without a redemption premium; provided that, during the ARS Mode, if such 
September 1 is not an Interest Payment Date, the Redemption Date relating to such mandatory 
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sinking fund payment shall occur on the ARS Interest Payment Date immediately preceding such 
September 1.  In addition, if any Bonds have been optionally redeemed, the amounts of such Sinking 
Fund Installments shall be reduced as directed by the Authority, or if not so directed, proportionality 
in increments of Authorized Denominations, by the principal amount of all such Bonds so optionally 
prepaid.

Mandatory Sinking 
Fund Payment Date 

(September 1) 
Sinking Fund 

Payment

Mandatory Sinking  
Fund Payment Date 

(September 1) 
Sinking Fund 

Payment

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

Extraordinary Redemption from Insurance or Condemnation Proceeds.  The Bonds are 
subject to extraordinary redemption prior to the Maturity Date, at the option of the Authority, which 
option must be exercised at least 45 days prior to the date fixed for redemption, in whole or in part, in 
such amounts as selected by the Authority, on any date, from hazard insurance or condemnation 
proceeds or other insurance received with respect to the Leased Property and deposited in the Special 
Redemption Account, at a Redemption Price equal to 100% of the principal amount thereof, plus 
accrued interest to the date fixed for redemption, without premium.  See APPENDIX A — 
“SUMMARY OF CERTAIN PROVISIONS OF THE LEGAL DOCUMENTS — THE 
INDENTURE – Application of Insurance Proceeds.”
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Notice of Redemption.  When the redemption of Bonds is authorized as described above, the 
Trustee is required to give notice thereof.  Such notice must state the date of  such notice, the 
Redemption Price, the place or places of redemption (including the name and appropriate address or 
addresses of the Trustee), the CUSIP numbers (if any) of the Bonds to be redeemed, and, in the case 
of Bonds to be redeemed in part only, the respective portions of the principal amount thereof to be 
redeemed.  Each such notice shall also state that, subject to prior rescission, on said date there will 
become due and payable on each of said Bonds the Redemption Price thereof or of said specified 
portion of the principal amount thereof in the case of a Bond to be redeemed in part only, together 
with interest accrued thereon to the redemption date, and that from and after such redemption date 
interest thereon shall cease to accrue; and such notice shall require that said Bonds be then 
surrendered. 

Such notice must be mailed by the Trustee, at least 30 but not more 60 days before the date 
fixed for redemption to the respective Owners of the Bonds designated for redemption at their 
addresses appearing on the registration books of the Trustee.  Such notice is also required to be 
provided to Securities Depositories and Information Services.  Failure to receive such notice shall not 
invalidate any of the proceedings taken in connection with such redemption.   

Any notice of redemption may be rescinded by written notice given to the Trustee by the City 
no later than the date specified for redemption.  The Trustee shall give notice of such rescission as 
soon thereafter as possible cancelled in the same manner as the notice of redemption, and to the same 
persons, as notice of such redemption was given. 

If any Series of Bonds are to be redeemed in part and such Bonds are held by a Securities 
Depository, the Authority shall include in the notice of the call for redemption delivered to the 
Securities Depository (i) a date placed under an item entitled “Publication Date for Securities 
Depository Purposes” and such date shall be three Business Days after the Auction Date immediately 
preceding such redemption date (in the case of a daily Auction Period, such date shall be three 
Business Days immediately preceding the date of redemption) and (ii) an instruction to the Securities 
Depository to (x) determine on such Publication Date after the Auction held on the immediately 
preceding Auction Date has settled, the Securities Depository Participants whose Securities 
Depository positions shall be redeemed and the principal amount of such ARS Bonds to be redeemed 
from each such position (the “Securities Depository Redemption Information”), and (y) notify the 
Trustee immediately after such determination of (1) the positions of the Securities Depository 
Participants in such Bonds immediately prior to such Auction settlement, (2) the position of the 
Securities Depository Participants in such ARS Bonds immediately following such Auction 
settlement, and (3) the Securities Depository Redemption Information. Immediately upon receipt of 
the notice referred to in (y) of the preceding sentence, the Trustee shall send a copy of such notice to 
the Auction Agent. 

Effect of Redemption.  If notice of redemption has been duly given as described above and 
money for the payment of the Redemption Price of, together with interest accrued to the redemption 
date on, the Bonds (or portions thereof) so called for is held by the Trustee, then on the redemption 
date designated in such notice, the Bonds so called for redemption will become due and payable on 
the date fixed for redemption at the Redemption Price specified in such notice; and from and after the 
date so designated, interest on the Bonds so called for redemption (or portions thereof) shall cease to 
accrue, such Bonds (or portions thereof) shall cease to be entitled to any lien, benefit or security 
under the Indenture, and the Holders of such Bonds shall have no rights in respect thereof except to 
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receive payment of the Redemption Price thereof and accrued interest to the date fixed for 
redemption from funds held by the Trustee for such payment. 

Purchase in Lieu of Redemption

Subject to the provisions of the Indenture, the Authority has the option to purchase any Bond 
on any date on which it would be subject to optional redemption at a purchase price equal to the then 
applicable Redemption Price plus accrued interest thereon to the date of purchase. 

Parity Obligations

The Authority’s obligation to make the scheduled payments required pursuant to the Swap 
Agreement, and its obligations under the Insurance and Reimbursement Agreement are secured by a 
pledge of the Revenues on a parity with the pledge thereof securing the Bonds; and the Authority 
may issue or incur additional in the future that will also be secured on a Parity with the Bonds.  See 
“SECURITY AND SOURCES OF PAYMENT FOR THE BONDS — Additional Bonds and Parity 
Debt.”

The Facility Lease does not limit the power of the City to enter into other leases or contracts 
or to incur other liabilities payable from its general revenues.  

CERTAIN CONSIDERATIONS AFFECTING AUCTION RATE SECURITIES 

Role of Broker-Dealer 

Banc of America Securities LLC (the “Broker-Dealer”) has been appointed by the issuers or 
obligors of various auction rate securities to serve as a dealer in the auctions for those securities and 
is paid by the issuers or obligors for its services.  The Broker-Dealer receives broker-dealer fees from 
such issuers or obligors at an agreed-upon annual rate that is applied to the principal amount of 
securities sold or successfully placed through the Broker-Dealer in such auctions. 

The Broker-Dealer is designated in the Broker-Dealer Agreement as the Broker-Dealer to 
contact Existing Owners and Potential Owners and solicit Bids for the Bonds.  The Broker-Dealer 
will receive Broker-Dealer Fees from the Authority with respect to the Bonds sold or successfully 
placed through it in Auctions for the Bonds.  The Broker-Dealer may share a portion of such fees 
with other dealers that submit Orders through it that are filled in the Auction for the Bonds. 

Bidding by Broker-Dealer 

The Broker-Dealer is permitted, but not obligated, to submit Orders in Auctions for the 
Bonds for its own account either as a buyer or seller and routinely does so in the auction rate 
securities market in its sole discretion.  If the Broker-Dealer submits an Order for its own account, it 
would have an advantage over other Bidders because the Broker-Dealer would have knowledge of 
the other Orders placed through it in that Auction for the Bonds and thus, could determine the rate 
and size of its Order so as to increase the likelihood that (i) its Order will be accepted in the Auction 
for the Bonds and (ii) the Auction for the Bonds will clear at a particular rate.  For this reason, and 
because the Broker-Dealer is appointed and paid by the Authority to serve as a Broker-Dealer in the 
Auctions for the Bonds, the Broker-Dealer’s interests in serving as Broker-Dealer in an Auction for 
the Bonds may differ from those of Existing Owners and Potential Owners who participate in 
Auctions for the Bonds.  See “CERTAIN CONSIDERATIONS AFFECTING AUCTION RATE 
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SECURITIES — Role of Broker-Dealer.”  The Broker-Dealer would not have knowledge of Orders 
submitted to the Auction Agent by any other firm that is, or may in the future be, appointed to accept 
Orders pursuant to a Broker-Dealer Agreement. 

The Broker-Dealer is the only Broker-Dealer appointed by the Authority to serve as Broker-
Dealer in the Auctions for the Bonds, and as long as that remains the case it will be the only Broker-
Dealer that submits Orders to the Auction Agent in the Auctions for the Bonds.  As a result, in such 
circumstances, the Broker-Dealer may discern the clearing rate before the Orders are submitted to the 
Auction Agent and set the clearing rate with its Order. 

The Broker-Dealer routinely places bids in auctions generally for its own account to acquire 
securities for its inventory, to prevent an “Auction Failure” (which occurs if there are insufficient 
clearing bids and results in the auction rate being set at the maximum rate) or to prevent an auction 
from clearing at a rate that the Broker-Dealer believes does not reflect the market for such securities.  
The Broker-Dealer may place one or more Bids in an Auction for the Bonds for its own account to 
acquire the Bonds for its inventory, to prevent an Auction Failure or to prevent Auctions for the 
Bonds from clearing at a rate that the Broker-Dealer believes does not reflect the market for the 
Bonds.  The Broker-Dealer may place such Bids even after obtaining knowledge of some or all of the 
other Orders submitted through it.  When Bidding in an Auction for the Bonds for its own account, 
the Broker-Dealer also may Bid inside or outside the range of rates that it posts in its Price Talk.  See 
“CERTAIN CONSIDERATIONS AFFECTING AUCTION RATE SECURITIES — Price Talk.” 

The Broker-Dealer may encourage bidding by others in auctions generally for which it serves 
as broker-dealer.  The Broker-Dealer also may encourage bidding by others in Auctions for the 
Bonds, including to prevent an Auction Failure or to prevent an Auction for the Bonds from clearing 
at a rate that the Broker-Dealer believes does not reflect the market for the Bonds.  The 
Broker-Dealer may encourage such Bids even after obtaining knowledge of some or all of the other 
Orders submitted through it. 

Bids by the Broker-Dealer or by those it may encourage to place Bids are likely to affect 
(i) the Auction Rate — including preventing the Auction Rate from being set at the Maximum Rate 
or otherwise causing Bidders to receive a lower rate than they might have received had the Broker-
Dealer not bid or not encouraged others to bid and (ii) the allocation of the Bonds being auctioned — 
including displacing some Bidders who may have their Bids rejected or receive fewer Bonds than 
they would have received if the Broker-Dealer had not bid or encouraged others to bid.  Because of 
these practices, the fact that an Auction for the Bonds clears successfully does not mean that an 
investment in the Bonds involves no significant liquidity or credit risk.  The Broker-Dealer is not 
obligated to continue to place such Bids or to continue to encourage other Bidders to do so in any 
particular Auction for the Bonds to prevent an Auction Failure or an Auction for the Bonds from 
clearing at a rate the Broker-Dealer believes does not reflect the market for the Bonds.  Investors 
should not assume that the Broker-Dealer will place Bids or encourage others to do so or that 
Auction Failures will not occur.  Investors should also be aware that Bids by the Broker-Dealer or by 
those it may encourage to place Bids may cause lower Auction Rates to occur. 

The statements herein regarding Bidding by a Broker-Dealer apply only to a Broker-Dealer’s 
auction desk and any other business units of the Broker-Dealer that are not separated from the 
auction desk by an information barrier designed to limit inappropriate dissemination of bidding 
information. 
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In any particular Auction for the Bonds, if all Outstanding Bonds are the subject of Submitted 
Hold Orders, the Auction Rate for the next succeeding Auction Period will be the All Hold Rate 
(such a situation is called an “All Hold Auction”).  If the Broker-Dealer holds any Bonds for its own 
account on an Auction Date, it is the Broker-Dealer’s practice to submit a Sell Order into the Auction 
for the Bonds with respect to such Bonds, which would prevent that Auction for the Bonds from 
being an All Hold Auction.  The Broker-Dealer may, but is not obligated to, submit Bids for its own 
account in that same Auction for the Bonds, as set forth above. 

Price Talk 

Before the start of an Auction for the Bonds, the Broker-Dealer, in its discretion, may make 
available to its customers who are Existing Owners and Potential Owners the Broker-Dealer’s good 
faith judgment of the range of likely clearing rates for the Auction for the Bonds based on market and 
other information.  This is known as “Price Talk.”  Price Talk is not a guaranty that the Auction Rate 
established through the Auction for the Bonds will be within the Price Talk, and Existing Owners and 
Potential Owners are free to use it or ignore it.   

“All-or-Nothing” Bids 

The Broker-Dealer will not accept “all-or-nothing” Bids (i.e., Bids whereby the Bidder 
proposes to reject an allocation smaller than the entire quantity Bid) or any other type of Bid that 
allows the Bidder to avoid Auction Procedures that require the pro rata allocation of Bonds where 
there are not sufficient Sell Orders to fill all Bids at the Winning Bid Rate. 

No Assurances Regarding Auction Outcomes 

The Broker-Dealer provides no assurance as to the outcome of any Auction.  The Broker-
Dealer also does not provide any assurance that any Bid will be successful, in whole or in part, or 
that the Auction for the Bonds will clear at a rate that a Bidder considers acceptable.  Bids may be 
only partially filled, or not filled at all, and the Auction Rate on any Bonds purchased or retained in 
the Auction for the Bonds may be lower than the market rate for similar investments. 

The Broker-Dealer will not agree before an Auction to buy Bonds from or sell Bonds to a 
customer after the Auction. 

Deadlines

Each particular Auction for the Bonds has a formal deadline by which all Bids must be 
submitted by the Broker-Dealer to the Auction Agent.  This deadline is called the “Submission 
Deadline.”  To provide sufficient time to process and submit customer Bids to the Auction Agent 
before the Submission Deadline, the Broker-Dealer imposes an earlier deadline for all customers— 
called the “Broker-Dealer Deadline” — by which Bidders must submit Bids to the Broker-Dealer.  
The Broker-Dealer Deadline is subject to change by the Broker-Dealer.  Potential Owners should 
consult with the Broker-Dealer as to its Broker-Dealer Deadline.  The Broker-Dealer may allow for 
correction of clerical errors after the Broker-Dealer Deadline and prior to the Submission Deadline.  
The Broker-Dealer may submit Bids for its own account at any time until the Submission Deadline 
and may change Bids it has submitted for its own account at any time until the Submission Deadline.  
The Auction Procedures provide that until one hour after the Auction Agent completes the 
dissemination of the results of an Auction, new Orders can be submitted to the Auction Agent if such 
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Orders were received by the Broker-Dealer or generated by the Broker-Dealer for its own account 
prior to the Submission Deadline and the failure to submit such Orders prior to the Submission 
Deadline was the result of force majeure, a technological failure or a clerical error.  In addition until 
one hour after the Auction Agent completes the dissemination of the results of an Auction, a Broker-
Dealer may modify or withdraw an Order submitted to the Auction Agent prior to the Submission 
Deadline if the Broker-Dealer determines that such Order contained a clerical error.  In the event of 
such a submission, modification or withdrawal the Auction Agent will rerun the Auction, if 
necessary, taking into account such submission, modification or withdrawal. 

Existing Owner’s Ability to Resell Auction Rate Securities May Be Limited 

An Existing Owner may sell, transfer or dispose of a Bond (i) in an Auction for the Bonds, 
only pursuant to a Bid or Sell Order in accordance with the Auction Procedures, or (ii) outside an 
Auction for the Bonds, only to or through a Broker-Dealer. 

Existing Owners will be able to sell all of the Bonds that are the subject of their Submitted 
Sell Orders only if there are Bidders willing to purchase all those Bonds in the Auction for the 
Bonds.  If Sufficient Clearing Bids have not been made, Existing Owners that have submitted Sell 
Orders will not be able to sell in the Auction for the Bonds all, and may not be able to sell any, of the 
Bonds subject to such Submitted Sell Orders.  As discussed above (see “Bidding by Broker-Dealer”), 
the Broker-Dealer may submit a Bid in an Auction for the Bonds to avoid an Auction Failure, but it 
is not obligated to do so.  There may not always be enough Bidders to prevent an Auction Failure in 
the absence of the Broker-Dealer Bidding in the Auction for the Bonds for its own account or 
encouraging others to Bid.  Therefore, Auction Failures are possible, especially if the Bond Insurer’s 
credit were to deteriorate, if a market disruption were to occur or if, for any reason, the Broker-
Dealer were unable or unwilling to Bid. 

Between Auctions for the Bonds, there can be no assurance that a secondary market for the 
Bonds will develop or, if it does develop, that it will provide Existing Owners the ability to resell the 
Bonds on the terms or at the times desired by an Existing Owner.  The Broker-Dealer, in its own 
discretion, may decide to buy or sell the Bonds in the secondary market for its own account from or 
to investors at any time and at any price, including at prices equivalent to, below, or above par for the 
Bonds.  However, the Broker-Dealer is not obligated to make a market in the Bonds and may 
discontinue trading in the Bonds without notice for any reason at any time.  Existing Owners who 
resell between Auctions for the Bonds may receive an amount less than par, depending on market 
conditions.

If an Existing Owner purchased a Bond through a dealer which is not the Broker-Dealer for 
the Bonds, such Existing Owner’s ability to sell its Bonds may be affected by the continued ability of 
its dealer to transact trades for the Bonds through the Broker-Dealer. 

The ability to resell the Bonds will depend on various factors affecting the market for the 
Bonds, including news relating to the Bond Insurer, the attractiveness of alternative investments, 
investor demand for short term securities, the perceived risk of owning the Bonds (whether related to 
credit, liquidity or any other risk), the tax or accounting treatment accorded the Bonds (including 
U.S. generally accepted accounting principles as they apply to the accounting treatment of auction 
rate securities), reactions of market participants to regulatory actions (such as those described in 
“Securities and Exchange Commission Settlements” below) or press reports, financial reporting 
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cycles and market conditions generally.  Demand for the Bonds may change without warning, and 
declines in demand may be short-lived or continue for longer periods. 

Resignation of the Auction Agent or the Broker-Dealer Could Impact the Ability to Hold 

Auctions 

The Auction Agent Agreement provides that the Auction Agent may resign from its duties as 
Auction Agent by giving at least 90 days’ notice to the Authority, the Bond Insurer and the Trustee 
and does not require, as a condition to the effectiveness of such resignation, that a replacement 
Auction Agent be in place if its fee has not been paid.  The Broker-Dealer Agreement provides that 
the Broker-Dealer thereunder may resign upon 5 Business Days’ notice or immediately, in certain 
circumstances, and does not require, as a condition to the effectiveness of such resignation, that a 
replacement Broker-Dealer be in place.  For any Auction Period during which there is no duly 
appointed Auction Agent or Broker-Dealer, it will not be possible to hold Auctions for the Bonds, 
with the result that the interest rate on the Bonds will be determined as described in the Indenture. 

Securities and Exchange Commission Settlements 

On May 31, 2006, the U.S. Securities and Exchange Commission (the “SEC”) announced 
that it had settled its investigation of fifteen firms, including the Broker-Dealer, that participate in the 
auction rate securities market regarding their respective practices and procedures in this market.  The 
SEC alleged in the settlement that the firms had managed auctions for auction rate securities in which 
they participated in ways that were not adequately disclosed or that did not conform to disclosed 
auction procedures.  As part of the settlement, the Broker-Dealer agreed to pay a civil penalty.  
Information concerning the proceedings and the alleged conduct is set forth in the SEC’s Press 
Release No. 2006-83.  In addition, the Broker-Dealer, without admitting or denying the SEC’s 
allegations, agreed to provide to customers written descriptions of its material auction practices and 
procedures, and to implement procedures reasonably designed to detect and prevent any failures by 
the Broker-Dealer to conduct the auction process in accordance with disclosed procedures.  No 
assurance can be offered as to how the settlement may affect the market for auction rate securities or 
the Bonds.

In addition on January 9, 2007, the SEC announced that it had settled its investigation of 
three banks, including Deutsche Bank Trust Company Americas (the “Settling Auction Agents”), 
that participate as auction agents in the auction rate securities market, regarding their respective 
practices and procedures in this market.  The SEC alleged in the settlement that the Settling Auction 
Agents allowed broker-dealers in auctions to submit bids or revise bids after the submission 
deadlines and allowed broker-dealers to intervene in auctions in ways that affected the rates paid on 
the auction rate securities.  As part of the settlement, the Settling Auction Agents agreed to pay civil 
penalties.  In addition, each Settling Auction Agent, without admitting or denying the SEC’s 
allegations, agreed to provide to broker-dealers and issuers written descriptions of its material 
auction practices and procedures and to implement procedures reasonably designed to detect and 
prevent any failures by that Settling Auction Agent to conduct the auction process in accordance with 
disclosed procedures.  No assurance can be offered as to how the settlement may affect the market 
for auction rate securities or the Bonds. 
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SECURITY AND SOURCES OF PAYMENT FOR THE BONDS 

General

The Bonds are special limited obligations of the Authority payable solely from and secured 
solely by the Revenues pledged therefor in the Indenture, together with amounts on deposit from 
time to time in certain funds and accounts held by the Trustee under the Indenture.  The term 
“Revenues” is defined in the Indenture to include:  (i) all Base Rental Payments and other payments 
paid by the City and received by the Authority pursuant to the Facility Lease (but not Additional 
Payments), (ii) all interest or other income from any investment of any money in any fund or account 
(other than the Rebate Fund) established pursuant to the Indenture or the Facility Lease, (iii) Swap 
Revenues, if any, and (iv) any additional security provided for a Series of Bonds in a Supplemental 
Indenture.

Pursuant to the Indenture, the Authority has assigned to the Trustee, for the benefit of the 
Holders from time to time of the Bonds and any Providers, all of the rights of the Authority under the 
Facility Lease to receive and collect Base Rental Payments and other amounts (except for the right to 
receive any Additional Payments to the extent payable to the Authority and any rights of the 
Authority to indemnification), and the right to enforce all provisions, covenants and agreements of 
the Facility Lease with respect to the payment of Base Rental Payments, provided that these rights 
shall not extend to any right to terminate the Facility Lease or re-enter or re-let the Leased Property 
or any other possessory right to the Leased Property. 

THE BONDS ARE SPECIAL LIMITED OBLIGATIONS OF THE AUTHORITY.  THE 
BONDS ARE NOT A DEBT OF THE AUTHORITY, THE CITY, THE STATE OF CALIFORNIA 
OR ANY OF ITS POLITICAL SUBDIVISIONS EXCEPT THE AUTHORITY TO THE EXTENT 
DESCRIBED HEREIN.  NEITHER THE AUTHORITY, THE CITY, THE STATE NOR ANY OF 
ITS POLITICAL SUBDIVISIONS, EXCEPT THE AUTHORITY TO THE EXTENT DESCRIBED 
HEREIN, IS LIABLE THEREON.  IN NO EVENT SHALL THE BONDS OR ANY INTEREST 
OR REDEMPTION PREMIUM THEREON BE PAYABLE OUT OF ANY FUNDS OR 
PROPERTIES OTHER THAN THOSE OF THE AUTHORITY AS SET FORTH IN THE 
INDENTURE.  THE BONDS DO NOT CONSTITUTE AN INDEBTEDNESS WITHIN THE 
MEANING OF ANY CONSTITUTIONAL OR STATUTORY DEBT LIMIT OR RESTRICTION.  
NEITHER THE MEMBERS OF THE AUTHORITY, THE CITY COUNCIL OF THE CITY OR 
ANY MEMBERS EXECUTING THE BONDS ARE PERSONALLY LIABLE ON THE BONDS 
BY REASON OF THEIR ISSUANCE. 

Base Rental Payments 

Under the Facility Lease, the City agrees to pay to the Authority, as Base Rental Payments 
for the use and occupancy of the Leased Property, annual rental payments in accordance with the 
Base Rental Payment Schedule attached as Exhibit B to the Facility Lease.  The Facility Lease 
requires that the Base Rental Payments be made in 12 monthly installments, payable on the 15th day 
of each calendar month in the amount (which will vary from time to time) required by the Authority 
to pay the principal of and interest on the Bonds and any Related Obligations estimated to become 
due on before the 15th day of the following month.  Base Rental Payments for each annual period will 
be based upon the Estimated Based Rental Payments as set forth in the Base Rental Payment 
Schedule in Exhibit B to the Facility Lease provided that in the event that the amount required by the 
Authority to pay the principal of and interest on the Bonds and any Related Obligations varies from 
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such Base Rental Payment Schedule, the City may increase the payment in any Rental Payment 
Period to an amount equal to the Maximum Annual Base Rental Payment payable in such period as 
set forth in Exhibit B to the Facility Lease, plus any Deferred Rental as described in the Facility 
Lease.  The City is to receive credits towards such Base Rental Payments as provided for in the 
Facility Lease; and the obligation of the City to pay the Base Rental Payments is subject to abatement 
as provided in the Facility Lease and described below under the caption “Abatement.”  The Base 
Rental Payments are designed to be sufficient in both time and amount to pay, when due, the 
principal of and interest on the Bonds and Related Obligations. 

The Facility Lease also requires the City to pay certain additional amounts (the “Additional 
Payments”) as shall be required by the Authority for the payment of all costs and expenses incurred 
by the Authority in connection with the execution, performance or enforcement of the Facility Lease 
or any pledge of Base Rental Payments payable thereunder, the Indenture, the Reserve Facility, its 
interest and the lease of the Leased Property to the City, including but not limited to the payment of 
all fees, costs and expenses and all administrative costs of the Authority related to the Bonds, the 
Related Obligations, the Leased Property and the Project.  Such Additional Payments are to be billed 
to the City by the Authority or the Trustee from time to time and are to be paid by the City within 
30 days. 

The Facility Lease provides that the payment of Base Rental Payments and Additional 
Payments for each rental period during the term of the Facility Lease shall constitute the total rental 
for said rental period and shall be paid by the City in each rental payment period for and in 
consideration of the right of use and occupancy of, and continued quiet use and enjoyment of, the 
Leased Property during each such period for which said rental is to be paid.  The City and the 
Authority have agreed and determined that such total rental payable represents the fair rental value of 
the Leased Property for each such period.  In making such determination, consideration was given to 
the appraised value of the Leased Property, costs of acquisition, demolition, site preparation, design, 
construction and financing of the Leased Property, other obligations of the parties under the Facility 
Lease, the uses and purposes which may be served by the Leased Property and the benefits therefrom 
which will accrue to the City and the general public. 

The City is required under the Facility Lease to make the Base Rental Payments from any 
source of legally available funds in each year in which the City has use and possession of the Leased 
Property.  The City covenants in the Facility Lease to take such action as may be necessary to include 
all Base Rental Payments and Additional Payments due under the Facility Lease in its annual budgets 
and to make necessary annual appropriations for all such Base Rental Payments and Additional 
Payments as shall be required in order to provide funds therefor.  The City is required to deliver to 
the Authority and the Trustee within 90 days of adoption of its budget portions of such budget 
relating to the payment of Estimated Base Rental Payments and Additional Payments.  Within any 
fiscal year, if the amount initially budgeted is insufficient to pay actual debt service on the Bonds and 
Related Obligations, the City is required by supplemental budget in such fiscal year to appropriate 
and pay such additional amounts until the total amount appropriated for Base Rental Payments equals 
the Maximum Annual Base Rental Payment.  The aforesaid covenants on the part of the City are 
deemed under the Facility Lease to be, and required to be construed to be, duties imposed by law; 
and the Facility Lease provides that it shall be the duty of each and every public official of the City to 
take such action and do such things as are required by law in the performance of the official duty of 
such officials to enable the City to carry out and perform the aforesaid covenants and agreements. 
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Notwithstanding the foregoing, the obligation of the City to make Base Rental Payments 
under the Facility Lease does not constitute an obligation for which the City is obligated to pledge 
any form of taxation or for which it has pledged any form of taxation.  Neither the full faith and 
credit nor the taxing power of the City or the State or any of its political subdivisions is pledged to 
make Base Rental Payments under the Facility Lease. 

Abatement 

The Facility Lease provides that the Base Rental Payments and Additional Payments shall be 
abated proportionately during any period in which, by reason of any damage or destruction (other 
than by condemnation, which is discussed below, or planned demolition as part of the Project) there 
is substantial interference with the use and occupancy of the Leased Property by the City, in 
proportion in which the initial cost of that portion of the Leased Property rendered unusable bears to 
the initial cost of the whole of the Leased Property.  Such abatement will continue for the period 
commencing with such damage or destruction and ending with the substantial completion of the 
work of repair or reconstruction.  Notwithstanding the foregoing, such abatement shall not result to 
the extent of any moneys held by the Trustee under the Indenture (including, particularly, without 
limitation, the Reserve Fund, the Principal Account and the Interest Account), or to the extent such 
Base Rental Payments are made from proceeds of insurance and rental interruption insurance.  The 
Facility Lease also provides that it will continue in full force and effect in the event of any such 
damage or destruction; and, in connection therewith, the City waives the benefits of California Civil 
Code Section 1932(2) and 1933(4) and of Title 11 of the United States Code, Section 365(h) and any 
and all rights to terminate the Facility Lease by virtue of any such damage or destruction.   

In connection with eminent domain, the Facility Lease provides that if the whole of the 
Leased Property or so much thereof as to render the remainder unusable for the purposes for which it 
was used by the City shall be taken under the power of eminent domain, the term of the Facility 
Lease shall cease as of the date that possession shall be so taken.  However, if less than the whole of 
the Leased Property is taken under the power of eminent domain and the remainder is usable for the 
purposes for which it was used by the City at the time of such taking, then the Facility Lease shall 
continue in full force and effect as to such remainder, and there shall be a partial abatement of the 
rental due under the Facility Lease in an amount equivalent to the amount by which the annual 
payments of principal and interest on the Outstanding Bonds will be reduced by the application of the 
award in eminent domain to the redemption of Bonds.  The Facility Lease further provides that, as 
long as any of the Bonds remain outstanding, any award made in eminent domain proceedings for 
taking the Leased Property or any portion thereof shall be paid to the Trustee and applied to the 
prepayment of Base Rental Payments.  

Reserve Fund 

The Trustee is required by the Indenture to establish and maintain and hold in trust, so long 
as Bonds or Parity Debt to be secured thereby remain outstanding, a special fund designated as the 
“Reserve Fund.”  Upon the delivery of the Bonds, there will be deposited in the Reserve Fund an 
amount equal to the Reserve Fund Requirement.   

“Reserve Fund Requirement” means with respect to all Outstanding Bonds an amount equal 
to the lesser of (a) the maximum annual Debt Service attributable to the Outstanding Bonds and 
(b) one hundred twenty-five percent (125%) of the average annual Debt Service attributable to the 
Outstanding Bonds; provided that with respect to the calculation of the Reserve Fund Requirement 
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upon the issuance of an Additional Series of Bonds the amount calculated shall be the least of (a) or 
(b) above, or the amount derived by the addition of ten percent (10%) of the proceeds from the sale 
of such Series of Additional Bonds to the Reserve Fund and provided further, that the Reserve Fund 
Requirement shall be reduced to the extent necessary so that all amounts therein may be deposited 
from Bond Proceeds without requiring a portion thereof to be yield restricted in accordance with the 
requirements of the Internal Revenue Code of 1986, as amended (the “Code”).  The Reserve Fund 
Requirement shall be determined upon the issuance of a Series of Bonds, the defeasance or optional 
redemption of Bonds and the retirement of a Series of Bonds.  See Appendix A — “SUMMARY OF 
CERTAIN PROVISIONS OF THE LEGAL DOCUMENTS — THE INDENTURE – Reserve 
Fund.”

All money in the Reserve Fund is to be used and withdrawn by the Trustee solely for the 
purpose of funding the Interest Account or the Principal Account, in that order, in the event of any 
deficiency in either of such accounts on a Principal Payment Date or Interest Payment Date.  Money 
on deposit in the Interest Account is available to be used and withdrawn by the Trustee for the 
purpose of paying both interest on the Bonds and any Regular Swap Payments as they become due 
and payable.  Notwithstanding the foregoing, as long as the Authority is not in default under the 
Indenture, any cash amounts in the Reserve Fund in excess of the Reserve Fund Requirement are to 
be withdrawn from the Reserve Fund and transferred to the Revenue Fund or, if so directed by the 
Authority, deposited into a Project Fund during the construction of any Project on each July 1 
following the payment of any amounts due on such date and on each date Bonds are redeemed or 
defeased.

The Indenture permits the Authority to satisfy the Reserve Fund Requirement, in whole or in 
part, at any time by depositing with the Trustee for the credit of the Reserve Fund a Reserve Facility.  
If the Reserve Fund Requirement is satisfied by a Reserve Facility, the Trustee is to draw on such 
Reserve Facility in accordance with its terms and the terms of the Indenture, in a timely manner, to 
the extent necessary to fund any deficiency in the Interest Account or the Principal Account.  The 
Authority shall repay any draws under a Reserve Facility and any Reserve Facility Costs related 
thereto solely from Revenues. 

In the event the Authority causes a cash-funded reserve to be replaced with a Reserve 
Facility, amounts on deposit in the Reserve Fund shall, upon Written Request of the Authority to the 
Trustee, be transferred to the City and applied for any lawful purpose, subject, in the case of a 
transfer of moneys which are proceeds of Bonds, to the receipt by the Authority of an Opinion of 
Counsel that such transfer will not cause the interest on the Bonds to be included in gross income for 
purposes of federal income taxation.  

Property Insurance 

The Facility Lease requires the City to maintain throughout the term thereof insurance 
against loss of or damage to any structures constituting any part of the Leased Property, fire and 
lightening, with extended coverage insurance, vandalism and malicious insurance and sprinkler 
system leakage insurance, if available on the open market from reputable insurance companies at a 
reasonable cost, as determined by the City.  Such insurance must be in an amount equal to the 
replacement cost (without deduction for depreciation) of all structures constituting any part of the 
Leased Property, exclude the cost of excavations, of grading and filling, and of land (except that such 
insurance may be subject to deductible clauses for any one loss of not to exceed $500,000 or a 
comparable amount adjusted for inflation, or, in the alterative, shall be in an amount and in a form 
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sufficient (together with moneys held under the Indenture), in the event of a total or partial loss, to 
enable all outstanding Bonds to be redeemed. 

Except as hereinafter described, in the event of any damage to or destruction of any part of 
the Leased Property which is caused by any of the perils covered by such insurance the Authority 
shall cause the proceeds of such insurance to be utilized for the repair, reconstruction or replacement 
of the damaged or destroyed portion of the Leased Property; and the Trustee shall hold said proceeds 
separate and apart from all other funds in a special fund to be designated the “Insurance and 
Condemnation Fund,” to the end that such proceeds shall be applied to the repair, reconstruction or 
replacement of the Leased Property to at least the same good order, repair and condition as they were 
in prior to the damage or destruction, insofar as the same may be accomplished by the use of such 
proceeds.  Any balance of such proceeds not required for such repair, reconstruction or replacement 
shall be treated by the Trustee as Base Rental Payments. 

As an alternative to providing the insurance described above or any portion thereof, the City 
may provide a self-insurance method or plan of protection if and to the extent such self-insurance 
method or plan of protection shall afford reasonable coverage for the risks required to be insured 
against, in light of all circumstances, giving consideration to cost, availability and similar plans or 
methods of protection adopted by public entities in the State of California other than the City. 

Substitution and Release of Property 

The Indenture and the Facilities Lease allow the City to remove or substitute real property as 
part of the Leased Property, but only after satisfying certain conditions, including filing with the 
Authority and the Trustee (with copies to each rating agency then providing a rating for the Bonds) a 
Certificate of the City evidencing that the annual fair rental value of the Leased Property which will 
constitute the Leased Property after such removal or substitution will be at least equal to 100% of the 
maximum amount of Base Rental Payments for all Series of Bonds becoming due in the then-current 
year ending August 14 through and including each year during which any Series of Bonds would be 
Outstanding or in any subsequent year ending August 15 through and including each year during 
which any Series of Bonds would be Outstanding. 

Swap Agreement 

The Swap Agreement between the Authority and Bank of America, N.A. (the “Swap 
Provider”) will become effective on September 3, 2008 and is scheduled to expire on the Maturity 
Date of the Bonds.  Pursuant to the Swap Agreement, the Authority will be required to make periodic 
payments to the Swap Provider calculated on the basis of a fixed rate of interest on an initial notional 
amount equal to the principal amount of the Bonds; and the notional amount of the Swap Agreement 
is scheduled to be reduced on the same dates and in the same amounts as the principal amount of the 
Bonds is scheduled to be reduced.  The Swap Provider will be required to make periodic payments to 
the Authority calculated on the basis of a variable rate of interest equal to a percentage of LIBOR, 
plus a fixed spread on the same notional amount.  The amounts payable by each party pursuant to the 
Swap Agreement are netted against the payments to be received by such party thereunder.   

Certain of the amounts that may be payable by the Authority to the Swap Provider will be 
insured pursuant to a policy of interest rate swap insurance to be issued by the Bond Insurer (the 
“Swap Policy”).   
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The Authority’s obligation under the Swap Agreement to make scheduled payments is a 
Parity Obligation.  No arrangements made in respect of the Swap Agreement will alter the 
Authority’s obligation to pay the principal of and interest on the Bonds. 

Both the Authority and the Swap Provider have the right to terminate the Swap Agreement 
prior to its stated termination date under certain conditions.  Any such termination could result in an 
obligation on the part of the Authority or the Swap Provider to make termination payments to the 
other party, and the amount of such termination payments could be substantial.  Any obligation on 
the part of the Authority to make such a termination payment (other than a termination payment that 
is insured under the terms of the Swap Policy) will not be a Parity Obligation and will be subordinate 
to the Authority’s liabilities with respect to Parity Obligations. 

Neither the Trustee nor the Owners will have any rights under the Swap Agreement or 
against the Swap Provider. 

The Swap Provider and Banc of America Securities LLC, the Underwriter and Broker-
Dealer, are affiliates, both being subsidiaries of the Bank of America Corporation. 

Additional Bonds and Parity Debt 

The Indenture permits the Authority to issue Additional Bonds and to enter into any Related 
Obligations with respect thereto payable, in each case, from and secured by a pledge of and lien and 
charge upon the Revenues equal to the pledge, charge and liens securing the Outstanding Bonds 
theretofore issued under the Indenture upon the satisfaction of certain specific conditions.  Included 
among these conditions is a requirement that the Facility Lease shall have been amended, if 
necessary, so that the Base Rental Payments payable by the City thereunder in each Fiscal Year shall 
at least equal projected Debt Service, including Debt Service on the Additional Bonds, in each Fiscal 
Year.

Nothing in the Indenture prevents the Authority from issuing Bonds or incurring other 
obligations which are secured by a pledge of and lien on the Revenues subordinate to the lien 
established under the Indenture. 

THE BOND INSURER 

CIFG Assurance North America, Inc. 

The information set forth in the following paragraphs has been provided by CIFG Assurance 
North America, Inc. (“CIFG” or the “Bond Insurer”) for inclusion in this Official Statement.  CIFG 
does not accept any responsibility for the accuracy or completeness of this Official Statement or any 
information or disclosure contained herein, or omitted herefrom, other than with respect to the 
accuracy of the information regarding CIFG set forth under the heading “THE BOND INSURER.”  
CIFG makes no representation regarding the Bonds or the advisability of investing in the Bonds. 

General

CIFG is a monoline financial guaranty insurance company incorporated under the laws of the 
State of New York.  The address of the principal executive offices of the Bond Insurer is 825 Third 
Avenue, Sixth Floor, New York, New York 10022; its toll-free telephone number is (866) CIFG-212 
and its general telephone number is (212) 909-3939; and its website is located at www.cifg.com. 
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The Bond Insurer is a member of the CIFG Group of financial guaranty companies, which 
also includes CIFG Europe, a French insurance company licensed to do business in the European 
Union, and CIFG Guaranty, a dedicated French reinsurance corporation.  In addition to its capital and 
surplus as set forth below, the Bond Insurer is supported by a net worth maintenance agreement from 
CIFG Guaranty, which provides that CIFG Guaranty will maintain the Insurer’s New York statutory 
capital and surplus at no less than $80 million.  The Bond Insurer also may cede a substantial portion 
(not to exceed 90%) of its exposure on each transaction to CIFG Guaranty through a facultative 
reinsurance agreement. 

Each of the Bond Insurer, CIFG Europe and CIFG Guaranty has received an insurer financial 
strength rating of “AAA” from Fitch, an insurer financial strength rating of “Aaa” from Moody’s, 
and an insurer financial enhancement rating of “AAA” from Standard and Poor’s, the highest rating 
assigned by each rating agency.  Each such rating should be evaluated independently.  The ratings 
reflect the respective rating agency’s current assessment of each company’s capacity to pay claims 
on a timely basis and are not recommendations to buy, sell or hold the Bonds.  Such ratings may be 
subject to revision or withdrawal at any time. 

The Bond Insurer is licensed and subject to regulation as a financial guaranty insurance 
corporation under the laws of the State of New York, its state of domicile, and is licensed to do 
business in 48 jurisdictions.  The Bond Insurer is subject to Article 69 of the New York Insurance 
Law which, among other things, limits the business of such insurers to financial guaranty insurance 
and related lines, requires that such insurers maintain a minimum surplus to policyholders, 
establishes contingency, loss and unearned premium reserve requirements for such insurers, and 
limits the size of individual transactions and the volume of transactions that may be underwritten by 
such insurers.  Other provisions of the New York  Insurance Law applicable to non-life insurance 
companies such as the Insurer regulate, among other things, permitted investments, payment of 
dividends, transactions with affiliates, mergers, consolidations, acquisitions or sales of assets and 
incurrence of liabilities for borrowings. 

Capitalization.  The following tables set forth the capitalization of the Insurer on the basis of 
accounting principles generally accepted in the United States (“US GAAP”) and statutory accounting 
practices prescribed or permitted by the New York State Insurance Department, respectively. 

US GAAP September 30, 2006 
(in thousands of US dollars) 

US GAAP December 31, 2005 
(in thousands of US dollars) 

Total Assets ....................................   $ 369,050  $ 324,134 
Total Liabilities ..............................   $ 248,239  $ 202,042 
Shareholder’s Equity ......................   $ 120,811  $ 122,092 

Statutory Accounting Practices 
September 30, 2006 

in thousands of US dollars) 

Statutory Accounting Practices 
December 31, 2005 

in thousands of US dollars) 
Admitted Assets..............................   $ 183,468  $ 175,333 
Liabilities........................................   $ 78,045  $ 66,758 
Capital and Surplus.........................   $ 105,423  $ 108,575 

For further information concerning the Bond Insurer, see the audited financial statements of 
the Bond Insurer, including the notes thereto, prepared in accordance with US GAAP as of 
December 31, 2006 and 2005 and for each of the three years in the period ended December 31, 2006, 
which are available on the CIFG Group’s website at www.cifg.com. Copies of the most recent 
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audited annual and unaudited interim financial statements of the Insurer prepared in accordance with 
accounting principles prescribed or permitted by the New York State Insurance Department, are also 
available on the website and may be obtained, without charge, upon request to the Insurer at its 
address above, Attention: Finance Department. 

RISK FACTORS 

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

General

The Bonds are payable solely from, and are secured solely by, a pledge of Revenues and 
certain amounts on deposit from time to time in various funds and accounts.  The Revenues consist 
primarily of: (i) the Base Rental Payments and (ii) the Swap Revenues.  If for any of the reasons 
described herein, or for any other reason, the Authority does not collect sufficient Revenues to pay 
debt service on the Bonds, and the Related Obligations neither the Authority nor the City will be 
obligated to utilize any other of its resources, other than moneys on deposit in the Reserve Funds and 
in certain other funds and accounts, to pay debt service on the Bonds and the Related Obligations. 

Although the Base Rental Payments are payable from all funds lawfully available to the City, 
the Base Rental Payments are not secured by any pledge of or lien or taxes or other revenue of the 
City.  Subsequent to the defeasance of the Refunded Bonds, the City will remain liable on other 
obligations that are payable from its general revenues, including: its 1993 Refunding Certificates of 
Participation (Community Center Project) in a principal amount of $20,820,000 with a final maturity 
of November 1, 2023; its 1993 Refunding Certificates of Participation (Golf Course Project) in a 
principal amount of $5,650,000 with a final maturity of November 1, 2023 and its obligations to 
make payments to the Authority in connection with the Authority’s Series 1998 Bonds of which a 
principal amount of $4,165,000 will remain outstanding and which have a final maturity of 
September 1, 2033.  In addition, the City will retain the ability to enter into other obligations which 
may constitute additional charges against its revenues.  In the event the City’s revenue sources are 
less than its total obligations, the City could choose or could be required to pay those other 
obligations or to make expenditures necessary to preserve the health and welfare of the residents of 
the City before making the Base Rental Payments.  The same results could occur if, because of State 
constitutional limits on expenditures, the City is not permitted to appropriate and spend all of its 
available revenues.  See “Constitutional Limitations on Taxes and Expenditures.”  

Subordinate Obligation 

The Facility Lease is subordinate to the 1998 Lease.  If the City defaulted on its payment 
obligations under the 1998 Lease, resulting in a default under the Facility Lease, the Owners of the 
1998 Bonds would be entitled to receive payments prior to the owners of the Bonds.  Moreover, if an 
event should occur that results in an abatement of the City’s obligation to make payments under the 
1998 Lease and the Facility Lease (see “SECURITY AND SOURCES OF PAYMENT FOR THE 
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BONDS — Abatement” and “— Abatement Risk” below) any available insurance or condemnation 
proceeds would be applied first to make payments to the owners of the 1998 Bonds.    

Abatement Risk 

During any period in which, by reason of material damage or destruction, there is substantial 
interference with the use and possession by the City of any portion of the Lease Property, Base 
Rental Payments due under the Facility Lease will be abated proportionately.  Notwithstanding the 
foregoing, such abatement shall not result to the extent of any moneys held by the Trustee under the 
Indenture (including, particularly, without limitation, the Reserve Fund, the Principal Account and 
the Interest Account), or to the extent such Base Rental Payments are made from proceeds of 
insurance and rental interruption insurance.  However, as noted above under the caption “Subordinate 
Obligation,” insurance proceeds would be applied first to pay the obligations of the City under the 
1998 Lease and would therefor inure to the benefit of the owners of the 1998 Bonds before being 
made available to pay Base Rental Payments.  The City waives any and all right to terminate the 
Facility Lease by virtue of any such interference and the Facility Lease will continue in full force and 
effect.

Earthquakes, Floods and Other Natural Disasters 

Earthquakes, floods or other natural disasters could damage or destroy portions or all of the 
Leased Property and thereby result in an abatement of the City’s obligation to pay the Base Rental 
Payments as discussed above under the caption “Abatement Risk.”  The City is not required to insure 
the Leased Property against damage caused by earthquakes.  Natural disasters could also adversely 
affect economic activity in the City thereby negatively impacting the City’s finances.  Property 
within the City has been damaged by floods from time to time, most recently in January, 1997; and 
there are several geological faults in the greater San Francisco Bay area that have the potential to 
cause serious earthquakes which could result in damage to buildings, roads, bridges and other 
property within the City. 

State Budgets Concerns  

General.  Since 2001, the State has faced a series of severe financial challenges; and those 
challenges, or others similar to them in terms of their implications for revenues available to local 
agencies,  may occur in the future.  In response to those challenges, in a number of recent years, the 
State has shifted property taxes from cities, counties and special districts to the Educational Revenue 
Augmentation Fund (“ERAF”).  While no ERAF shift was required with respect to the State budget 
for Fiscal Year 2006-07, there an be no assurance that such shifts, or other similar transfers of 
revenues from local agencies, will not be required in future years in order to deal with State budget 
deficits.

On November 2, 2004, California voters approved Proposition 1A, which amends the State 
Constitution to significantly reduce the State’s authority over major local government revenue 
sources.  Under Proposition 1A, the State may not (i) reduce local sales tax rates or alter the method 
of allocating the revenue generated by such taxes, (ii) shift property taxes from local governments to 
schools or community colleges, (iii) change how property tax revenues are shared among local 
governments without two-third approval of both houses of the State Legislature, or (iv) decrease 
vehicle license fees revenues without providing local governments with equal replacement funding.  
Beginning in Fiscal Year 2008-09, the State may shift to schools and community colleges a limited 
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amount of local government property tax revenue if certain conditions are met, including (a) a 
proclamation by the Governor that the shift is needed due to a severe financial hardship of the State, 
and (b) approval of the shift by the State Legislature with a two-thirds vote of both houses.  Under 
such a shift, the State must repay local governments for their property tax losses, with interest, within 
three years.  Proposition 1A does allow the State to approve voluntary exchanges of local sales tax 
and property tax revenues among local governments within a county.   

Future State Budgets.  Based on the Legislative Analyst’s current projections of revenues 
and expenditures, presuming a continuation of the policies set forth under the 2006-07 Budget Act, 
the State could continue to face operating shortfalls in the range of $4.5 billion to $5 billion in each 
of Fiscal Years 2007-08 and 2008-09.  Any carryover reserve from Fiscal Year 2006-07 would be 
available to offset a portion of the projected shortfall in Fiscal Year 2007-08.  Notwithstanding the 
foregoing, no prediction can be made by the Authority or the City as to whether the State will 
continue to encounter budgetary problems in this or in any future Fiscal Years.  If the State were to 
do so, it is not clear what measures would be taken by the State to balance its budget, as required by 
law.  In addition, neither the Authority nor the City can predict the final outcome of future State 
budget negotiations, the impact that such budgets will have on its finances and operations or what 
actions will be taken in the future by the State Legislature and Governor to deal with changing State 
revenues and expenditures.  Current and future State budgets will be affected by national and State 
economic conditions and other factors, including the current economic downturn, over which the 
Authority and the City have no control. 

Constitutional Limitations on Taxes and Expenditures 

Article XIIIA of the California Constitution.  Section 1(a) of Article XIIIA of the California 
Constitution limits the maximum ad valorem tax on real property to 1% of full cash value (as defined 
in Section 2 of Article XIIIA), to be collected by each county and apportioned among the county and 
other public agencies and funds according to law.  Section 1(b) of Article XIIIA provides that the 1% 
limitation does not apply to ad valorem taxes to pay interest or redemption charges on 
(a) indebtedness approved by the voters prior to July 1, 1978 or (b) any bonded indebtedness for the 
acquisition or improvement of real property approved on or after July 1, 1978, by two-thirds of the 
votes cast by the voters voting on the proposition.  Section 2 of Article XIIIA defines “full cash 
value” to mean “the county assessor’s valuation of real property as shown on the 1975-76 tax bill 
under ‘full cash value’ or, thereafter, the appraised value of real property when purchased, newly 
constructed, or a change in ownership has occurred after the 1975 assessment.”  The full cash value 
may be adjusted annually to reflect inflation at a rate not to exceed 2% per year or to reflect a 
reduction in the consumer price index or comparable data for the area under the taxing jurisdiction, 
or reduced in the event of declining property values caused by substantial damage, destruction, or 
other factors.  Legislation enacted by the State Legislature to implement Article XIIIA provides that 
notwithstanding any other law, local agencies may not levy any ad valorem property tax except to 
pay debt service on indebtedness approved by the voters as described above. 

On June 18, 1992, following a number of challenges to the provisions of Article XIIIA, the 
United States Supreme Court upheld the decision in Nordlinger v. Hahn, a case involving residential 
property taxation decided by the State Court of Appeals.  The 8 to 1 majority held that the 
Article XIIIA assessment method serves a rational state interest by providing certainty regarding 
property taxes to homeowners and therefore does not violate provisions of the Equal Protection 
Clause codified in the 14th Amendment of the U.S. Constitution. 
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The effect of Article XIIIA on the City’s finances, then, has been to restrict ad valorem tax 
revenues for general purposes to the statutory allocation of the 1% levy while leaving intact the 
power to levy ad valorem taxes in whatever rate or amount may be required to pay debt service on its 
general obligation bonds.  The City cannot predict whether any further challenges to the State’s 
present system of property tax assessment will be made, or what the outcome of impact on any of the 
City of any such challenge might be. 

Article XIIIB of the California Constitution.  An initiative amendment to the California 
Constitution (Article XIIIB) was approved by the California electorate on November 6, 1979.  This 
amendment establishes limits on certain annual appropriations of state and local government entities.  
Initially, the limits are based generally on appropriations for the Fiscal Year 1978-79 with future 
adjustments permitted for changes in the cost of living, population and certain other factors.  The 
definition of appropriations subject to limitation is stated so as to exclude, among other things, 
(1) appropriations of proceeds received by a government entity from user fees to the extent such 
proceeds do not exceed the costs reasonably borne by such entity in providing the product or service, 
(2) the appropriations of any special district “which did not as of the 1977-78 fiscal year levy an ad 
valorem tax on property in excess of 12½ cents per $100 of assessed value”, and (3) ”appropriations 
required to pay the cost of interest and redemption charges, including the funding of any reserve or 
sinking fund required in connection therewith, on indebtedness existing or legally authorized as of 
January 1, 1979, or a bonded indebtedness thereafter approved .  .  .”  by vote of the electors of the 
issuing entity.  In addition, the amendment provides that nothing in it “will be construed to impair the 
ability of the State or any local government to meet its obligations with respect to existing or future 
bonded indebtedness.” 

Articles XIIIC and XIIID of the California Constitution.  An initiative measure entitled the 
“Right to Vote on Taxes Act” (the “Initiative”) was approved by the voters of the State of California 
at the November 5, 1996 general election.  The Initiative added Article XIIIC and Article XIIID to 
the California Constitution.  According to the “Title and Summary” of the Initiative prepared by the 
California Attorney General, the Initiative limits “the authority of local governments to impose taxes 
and property-related assessments, fees and charges.”   

Article XIIIC prohibits local governments from imposing, extending or increasing: (i) any 
general tax unless and until that tax is submitted to the electorate and approved by a majority vote or 
(ii) any special tax unless and until that tax is submitted to the electorate and approved by a two 
thirds vote.  In addition, Article XIIIC provides that the initiative power shall not be prohibited or 
otherwise limited in matters of reducing or repealing any local tax, assessment, fee or charge and that 
the power of initiative to affect local taxes, assessments, fees and charges shall be applicable to all 
local governments.   

Article XIIID defines the terms “fee” and “charge” to mean “any levy other than an ad 
valorem tax, a special tax or an assessment, imposed by an agency upon a parcel or upon a person as 
an incident of property ownership, including user fees or charges for a property-related service.”  A 
“property-related service” is defined as “a public service having a direct relationship to property 
ownership.”  Article XIIID further provides that reliance by an agency on any parcel map (including 
an assessor’s parcel map) may be considered a significant factor in determining whether a fee or 
charge is imposed as an incident of property ownership.   

Article XIIID requires that any agency imposing or increasing any property-related fee or 
charge must provide written notice thereof to the record owner of each identified parcel upon which 
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such fee or charge is to be imposed and must conduct a public hearing with respect thereto.  The 
proposed fee or charge may not be imposed or increased if a majority of owners of the identified 
parcels file written protests against it.

In addition, Article XIIID includes a number of limitations applicable to pre-existing fees and 
charges including provisions to the effect that (i) revenues derived from the fee or charge shall not 
exceed the funds required to provide the property-related service, (ii) such revenues shall not be used 
for any purpose other than that for which the fee or charge was imposed, (iii) the amount of a fee or 
charge imposed upon any parcel or person as an incident of property ownership shall not exceed the 
proportional cost of the service attributable to the parcel and (iv) no such fee or charge may be 
imposed for a service unless that service is actually used by, or immediately available to, the owner 
of the property in question.  Property-related fees or charges based on potential or future use of a 
service are not permitted.   

No assurance may be given that Articles XIIIC and XIIID will not have a material adverse 
impact on the City’s revenues. 

Other Initiative Measures 

Articles XIIIA, XIIIB, XIIIC and XIIID were adopted pursuant to California’s constitutional 
initiative process.  From time to time other initiative measures could be adopted by California voters, 
placing additional limitations on the ability of the City to increase revenues. 

Limited Recourse on Default 

If an event of default occurs and is continuing under the Facility Lease, there is no remedy of 
acceleration with respect to any Base Rental Payments which have not come due and payable in 
accordance with the Facility Lease.  The City will continue to be liable for Base Rental Payments as 
they become due and payable in accordance with the Facility Lease, and the Trustee will be required 
to seek a separate judgment each year for that year’s defaulted Base Rental Payments.  Any such suit 
for money damages would be subject to limitations on legal remedies against public agencies in the 
State, including a limitation on enforcement of judgments against funds or property needed to serve 
the public welfare and interest. 

Bankruptcy 

In addition to the limitations on remedies contained in the Indenture and the Facility Lease, 
the rights and remedies provided in those documents may be limited by, and are subject to, 
provisions of federal bankruptcy laws as the same currently exist or may be hereafter amended, as 
well as other laws and equitable principles that may affect creditors’ rights.  In the event of the 
bankruptcy of the City, its obligations under the Facility Lease could be set aside.   

TAX MATTERS 

In the opinion of Sidley Austin LLP, San Francisco, California, Bond Counsel, based on 
existing statues, regulations, rulings and judicial decisions and assuming compliance with certain 
covenants in the Indenture and the requirements of the Internal Revenue Code of 1986, as amended 
(the “Code”), regarding the use, expenditure and investment of proceeds of the Bonds and the timely 
payment of certain investment earnings to the United States, interest on the Bonds is not includable 
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in the gross income of the owners of the Bonds for federal income tax purposes.  Failure to comply 
with such covenants and requirements may cause interest on the Bonds to be included in gross 
income retroactively to the date of issuance of the Bonds. 

In the further opinion of Bond Counsel, interest on the Bonds is not treated as an item of tax 
preference in calculating the federal alternative minimum taxable income of individuals and 
corporations.  Interest on the Bonds, however, is included as an adjustment in the calculation of 
federal corporate alternative minimum taxable income and may therefore affect a corporation’s 
alternative minimum tax liability. 

Ownership of, or the receipt of interest on, tax-exempt obligations may result in collateral tax 
consequences to certain taxpayers, including, without limitation, financial institutions, property and 
casualty insurance companies, certain foreign corporations doing business in the United States, 
certain S corporations with excess passive income, individual recipients of Social Security or 
Railroad Retirement benefits, taxpayers that may be deemed to have incurred or continued 
indebtedness to purchase or carry tax-exempt obligations and taxpayers who may be eligible for the 
earned income tax credit.  Bond Counsel expresses no opinion with respect to any collateral tax 
consequences and, accordingly, prospective purchasers of the Bonds should consult their tax advisors 
as to the applicability of any collateral tax consequences. 

Certain requirements and procedures contained or referred to in the Indenture and other 
relevant documents pertaining 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.  Bond Counsel expresses no opinion as to the exclusion from gross income for federal 
income tax purposes of interest on the Bonds on and after the date on which any such change occurs 
or action is taken upon the advice or approval of counsel other than Bond Counsel. 

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 effect on the tax-exempt status of the Bonds.  Legislation or 
regulatory actions and proposals may also affect the economic value of tax exemption or the market 
price of the Bonds. 

The Tax Increase Prevention and Reconciliation Act of 2005, enacted on May 17, 2006, 
contains a provision under which interest paid on tax-exempt obligations will be subject to 
information reporting in a manner similar to interest paid on taxable obligations.  Although the new 
reporting requirement does not, in and of itself, affect the excludability of such interest from gross 
income for federal income tax purposes, the reporting requirement causes the payment of interest on 
the 2007 Bonds to be subject to backup withholding if such interest is paid to beneficial owners who 
(a) are not “exempt recipients,” and (b) either fail to provide certain identifying information (such as 
the beneficial owner’s taxpayer identification number) in the required manner or have been identified 
by the Internal Revenue Service (the “IRS”) as having failed to report all interest and dividends 
required to be shown on their income tax returns.  Generally, individuals are not exempt recipients, 
whereas corporations and certain other entities generally are exempt recipients.  Amounts withheld 
under the backup withholding rules from a payment to a beneficial owner would be allowed as a 
refund or a credit against such beneficial owner’s federal income tax liability provided the required 
information is furnished to the IRS. 
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In the further opinion of Bond Counsel, interest on the Bonds is exempt from personal 
income taxes imposed by the State of California. 

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

ABSENCE OF LITIGATION 

There is no action, suit, proceeding, inquiry or investigation, at law or in equity, before or by 
any court, regulatory agency, public board or body, pending or, to the knowledge or the Authority or 
the City, threatened against the Authority or the City, affecting the existence of the Authority or the 
City, or the titles of their respective officers to their respective offices or seeking to restrain or enjoin 
the sale or issuance of the Bonds, the application of the proceeds thereof in accordance with the 
Indenture, or in any way contesting or effecting the validity of the Bonds, the Indenture, the Facility 
Lease or the Site Lease, or any action of the Authority or the City contemplated by any of said 
documents, or in any way contesting the completeness or accuracy of this Official Statement or any 
amendment or supplement hereto, or contesting the powers of the Authority or the City or their 
respective authority with respect to the Bonds, nor to the knowledge to the Authority and the City is 
there any basis therefor.   

INDEPENDENT AUDITORS 

The basic financial statements of the City as of June 30, 2006, portions of which are included 
in Appendix D to this Official Statement, have been audited by Maze & Associates (the “Auditor”), 
independent certified public accountants, as set forth in their report.  The Auditor’s consent is not 
required for the inclusion of the City’s financial statements in this Official Statement, and no such 
consent has been requested or obtained. 

RATINGS 

Fitch Ratings (“Fitch”) and Standard & Poor’s Ratings Services (“S&P”) are expected to 
assign their ratings of “AAA” and “AAA”, respectively, to the Bonds with the understanding that 
upon delivery of the Bonds, the Bond Insurance Policy will be issued by the Insurer.  In addition, 
Fitch has assigned an underlying rating of “A+” to the Bonds and S&P has assigned an underlying 
rating of “A” to the Bonds.  Generally, rating agencies base their ratings on information and material 
furnished directly to them and on investigations, studies and assumptions made by them.  The ratings 
reflect only the views of such organizations and an explanation of the significance of such ratings 
may be obtained from Fitch Ratings, One State Street Plaza, New York, New York 10004 and 
Standard & Poor’s Ratings Services, 55 Water Street, New York, New York 10041.  There is no 
assurance that the ratings will continue for any given period of time or that they will not be revised 
downward or withdrawn entirely by such rating agencies, if, in the judgment of such rating agencies, 
circumstances so warrant.  Any such downward revision or withdrawal of such ratings may have an 
adverse effect on the market price of the Bonds. 

UNDERWRITING 

The Bonds are being purchased by Banc of America Securities LLC (the “Underwriter”), 
under a Purchase Contract pursuant to which the Underwriter has agreed to purchase all, but not less 
than all, of the Bonds for an aggregate purchase price of $_______________ (representing the 
principal amount of the Bonds, less Underwriter’s discount of $_____________).   
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FINANCIAL ADVISOR 

The City has retained Public Financial Management, Inc., San Francisco, California, as 
financial advisor with respect to the issuance of the Bonds.  Public Financial Management, Inc. is not 
obligated to undertake, and has not undertaken to make, an independent verification or to assume 
responsibility for the accuracy, completeness or fairness of the information contained in this Official 
Statement.  Public Financial Management, Inc. is an independent advisory firm and is not engaged in 
the business of underwriting, trading or distributing municipal securities or other public securities. 

APPROVAL OF LEGAL PROCEEDINGS 

The validity of the Bonds and certain other legal matters are subject to the approving opinion 
of Sidley Austin LLP, San Francisco, California, Bond Counsel.  A copy of the proposed form of the 
opinion of Bond Counsel is attached as Appendix E hereto.  Bond Counsel has undertaken no 
responsibility for the accuracy, completeness and fairness of this Official Statement.  Certain legal 
matters will be passed upon for the Underwriter by Orrick, Herrington & Sutcliffe LLP, for the 
Authority and the City by the City Attorney and by Stradling Yocca Carlson & Rauth, a Professional 
Corporation, Newport Beach, California, Disclosure Counsel; for the Trustee by its General Counsel; 
and for the Bond Insurer by its General Counsel. 

VERIFICATION OF MATHEMATICAL ACCURACY 

Concurrently with the issuance of the Bonds, The Arbitrage Group, independent accountants, 
will deliver a report with respect to the mathematical accuracy of certain computations, contained in 
schedules provided to them, which were prepared by the Underwriter, relative to the sufficiency of 
moneys and securities deposited into the escrow funds established pursuant to the 1997 Escrow 
Agreement and the 1998 Escrow Agreement to pay, when due the principal, whether at maturity or 
upon prior redemption, interest and redemption premium requirements of the Series 1997 Bonds and 
the Series 1998 Bonds.  The report of The Arbitrage Group will include the statement that the scope 
of its engagement is limited to verifying the mathematical accuracy of the aforesaid computations 
and that it has no obligation to update its report because of events occurring, or data or information 
coming to its attention, subsequent to the date of the report. 

CONTINUING DISCLOSURE 

The City has covenanted for the benefit of the owners of the Bonds to provide certain 
financial information and operating data and the City by not later than 270 days after the end of the 
City’s Fiscal Year (presently June 30) commencing with the report for the City’s 2006-07 Fiscal 
Year (the “Annual Reports”) and to provide notices of the occurrence of certain enumerated events, 
if deemed by the City to be material.  The Annual Reports will be filed by the Trustee, as 
Dissemination Agent on behalf of the City, with each Nationally Recognized Municipal Securities 
Information Repository and with any State Repository which may be designated by the State of 
California (collectively, the “Repositories”) and with the Underwriter.  The notices of material events 
will be filed by the Trustee, as Dissemination Agent on behalf of the City, with the Repositories with 
copies to the City and the Underwriter.  The specific nature of the information to be contained in the 
Annual Reports or the notices of material events is set forth in Appendix F — “FORM OF 
CONTINUING DISCLOSURE AGREEMENT.”  These covenants have been made in order to assist 
the Underwriter in complying with Rule 15c2 12(b)(5) of the Securities and Exchange Commission 
(the “Rule”).   
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The City believes that it has never failed in any material respect to comply with an 
undertaking pursuant to the Rule.  However, in October 2006, the City caused to be filed 
supplements to each of the five most recent annual reports that had been filed for it pursuant to the 
Continuing Disclosure Agreement executed by the City in connection with its Refunding Revenue 
Certificates of Participation (1997),Water Utility System Refinancing Project.  The five annual 
reports in question had not included certain data which the City believes (a) was not literally required 
to be included therein by the terms of the applicable Continuing Disclosure Agreement, (b) was not 
material or (c) could be calculated from data the City had included in such annual reports.  
Notwithstanding the City’s beliefs in this regard, it included the data in question in the aforesaid 
supplements.  Moreover, in rechecking its data in connection with the filing of the supplements, the 
City made certain additional revisions to the original information included in its original annual 
reports.  In addition to the foregoing, the City has determined that its annual report with respect to its 
Wastewater Collection and Treatment System for the Fiscal Year ended June 30, 2005 erroneously 
included payments received in settlement of certain litigation in “Gross Revenues” for purposes of 
calculating debt service coverage.  The City has since filed with the dissemination agent an amended 
annual report correcting that mistake. 

MISCELLANEOUS 

Reference is made herein to certain documents and reports which are brief summaries thereof 
which do not purport to be complete or definitive, and reference is made to such documents and 
complete statement of the contents thereof. 

Any statements in this Official Statement involving matters of opinion, whether or not 
expressly so stated, are intended as such and not as representations of fact.  This Official Statement is 
not to be construed as a contract or agreement between the Authority or the City and the purchasers 
or holder of any Bonds. 

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

MODESTO PUBLIC FINANCING AUTHORITY 

By:    
 Auditor and Treasurer 

CITY OF MODESTO  

By:    
 Finance Director/Treasurer 
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APPENDIX A 

SUMMARY OF CERTAIN PROVISIONS OF THE LEGAL DOCUMENTS 

The following is a summary of certain provisions of the Indenture, the Facility Lease and the 
Sublease which are not described elsewhere in this Official Statement.  These summaries do not 
purport to be to be complete or definitive and reference should be made to such documents for a full 
and complete statement of their provisions.  See “THE BONDS” and “SECURITY AND SOURCES 
OF PAYMENT FOR THE BONDS” for further descriptions of certain terms and provisions of the 
Bonds.  All capitalized terms not defined in this Official Statement have the meanings set forth in the 
Indenture.

DEFINITIONS 

“Act” means the Joint Exercise of Powers Act (being Chapter 5 of Division 7 of Title 1 of the 
Government Code of the State), as the same is now in effect and as from time to time amended or 
supplemented. 

“Additional Bonds” means any bonds issued under the Indenture pursuant to the provisions 
thereof and a Supplemental Indenture. 

“Additional Payments” means the payments so designated and required to be made by the 
City pursuant to the Facility Lease. 

“ARS” means Auction Rate Securities. 

“ARS Mode” means the Mode during which the Bonds evidence interest at the ARS Rate. 

“ARS Rate” shall have the meaning specified in Appendix B to this Official Statement. 

“ARS Rate Conversion Date” shall have the meaning specified in Appendix B to this Official 
Statement. 

“Authority Account” means the account by that name in the Bond Purchase Fund established 
pursuant to the Indenture. 

“Authorized Denominations” means, with respect to the Bonds in the ARS Mode, $25,000 
and any integral multiple thereof. 

“Authorized Officer” or “Authorized Representative” means, with respect to the Authority, 
any of its Chairperson, Vice Chairperson, Executive Director, Auditor and Treasurer or any other 
person designated as an Authorized Representative and, with respect to the City means the Mayor, 
City Manager, Finance Director or any other officer of the City designated by any such office as an 
Authorized Representative. 

“Base Rental Payments” means all amounts payable to the Authority from the City as Base 
Rental Payments pursuant to the Facility Lease. 
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“Base Rental Payment Schedule” means the schedule of Base Rental Payments payable to the 
Authority from the City pursuant to the Facility Lease and attached thereto as Exhibit B, as it may 
from time to time be supplemented, modified or amended. 

“Bond Insurance Policy” means the financial guaranty insurance policy insuring the payment 
when due of principal of and interest on the Bonds. 

“Bond Insurer” means CIFG Assurance North America, Inc., a financial guaranty insurance 
company incorporated under the laws of the State of New York, the Bond Insurer with respect to the 
Bonds.

“Bond Purchase Fund” means the fund by that name established pursuant to the Indenture. 

“Business Day” means any day on which banks located in New York, New York, San 
Francisco, California and the city in which the Principal Office of the Trustee is located are not 
required or authorized to be closed and on which The New York Stock Exchange is open. 

“Certificate,” “Statement,” “Request” and “Requisition” of the Authority or the City means, 
respectively, a written certificate, statement, request or requisition signed in the name of the 
Authority by its Authorized Officer or such other person as may be designated and authorized to sign 
for the Authority and signed in the name of the City by its Authorized Officer or such other person as 
may be designated and authorized to sign for the City in writing to the Trustee.  Any such instrument 
and supporting opinions or representations, if any, may, but need not, be combined in a single 
instrument with any other instrument, opinion or representation, and the two or more so combined 
shall be read and construed as a single instrument.  If and to the extent required by the Indenture, 
each such instrument shall include the statements provided for in the Indenture. 

“Code” means the Internal Revenue Code of 1986, or any successor statute thereto and any 
regulations promulgated thereunder. 

“Costs of Issuance” means all items of expense directly or indirectly payable by or 
reimbursable to the Authority or the City and related to the authorization, issuance, sale and delivery 
of the Bonds, including but not limited to advertising and printing costs, costs of preparation and 
reproduction of documents, filing and recording fees, initial fees and charges of the Trustee, initial 
and ongoing fees and charges of the Authority, legal fees and charges, fees and disbursements of 
consultants and professionals, title insurance fees, Rating Agency fees, fees and charges for 
preparation, execution, transportation and safekeeping of the Bonds, and any other cost, charge or fee 
in connection with the original issuance of the Bonds. 

“Costs of Issuance Fund” means the fund by that name established pursuant to the Indenture. 

“Daily Mode” means the Mode during which the Bonds evidence interest at the Daily Rate. 

“Daily Rate” means the per annum interest rate with the Bonds in the Daily Mode determined 
pursuant to the Indenture. 

“Daily Rate Period” means the period during which the Bonds in the Daily Mode evidences 
interest at a Daily Rate, which shall be from the Business Day upon which a Daily Rate is set to but 
not including the next succeeding Business Day. 
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“Date of Issuance,” with respect to the Bonds, means April 18, 2007. 

“Debt Service” means, for any Fiscal Year or other period, the sum of (a) the interest 
accruing during such Fiscal Year or other period on all Outstanding Bonds and Swaps assuming that 
all Outstanding Serial Bonds are retired as scheduled and that all Outstanding Term Bonds are 
redeemed or paid from sinking fund payments as scheduled (except to the extent that such interest is 
to be paid from the proceeds of sale of any Bonds so long as such funded interest is in an amount 
equal to the gross amount necessary to pay such interest on the Bonds and is invested in United 
States Government Obligations which mature no later than the related Interest Payment Date), (b) the 
principal amount of all Outstanding Serial Bonds maturing during such Fiscal Year or other period, 
and (c) the principal amount of all Outstanding Term Bonds required to be redeemed or paid 
(together with the premiums, if any, thereon) during such Fiscal Year or other period; provided, that 
the foregoing shall be subject to adjustment and recalculation as follows: 

(1) with respect to Capital Appreciation Bonds, the Accreted Value payment shall be 
deemed a principal payment; and 

(2) with respect to Swaps and Swapped Bonds, the interest payments shall be adjusted to 
give effect to the Swap in such manner and to such extent (1) as may be required under generally 
accepted accounting principles, consistently applied or (2) as shall be stated in a Certificate of the 
Authority (which Certificate shall be delivered to the Trustee concurrently with the later of the 
issuance of the Swapped Bonds or the execution of the Swap) in such manner as shall present fairly 
the reasonably expected Debt Service on the Swap and Swapped Bonds after the execution of the 
Swap; and 

(3) with respect to Variable Rate Bonds, the interest payments shall be calculated at a 
rate equal to 150% of the highest rate borne by such Bonds in the last 12 months or with respect to 
the initial issuance of such Variable Rate Bonds at 150% of the highest rate borne by a comparable 
issue of bonds as certified to by the Remarketing Agent or Broker-Dealer. 

“Depository” means DTC or another recognized securities depository selected by the 
Authority which maintains a book-entry system for the Bonds. 

“Electronic” means telecopy, facsimile transmission, e-mail transmission or other similar 
electronic means of communication providing evidence of transmission, including a telephonic 
communication confirmed by any other method set forth in this definition. 

“Eligible Bonds” means any Bonds other than Liquidity Facility Bonds or Bonds owned by, 
for the account of, or on behalf of, the Authority or the City. 

“Expiration Date” means (i) the date upon which a Liquidity Facility is scheduled to expire 
(taking into account any extensions of such Expiration Date by virtue of extensions of a particular 
Liquidity Facility, from time to time) in accordance with its terms, including without limitation 
termination upon delivery of an Alternate Liquidity Facility and (ii) the date upon which a Liquidity 
Facility terminates following voluntary termination by the Authority. 

“Extraordinary Swap Payment” means any termination payment or any payment other than a 
Regular Swap Payment due under or pursuant to a Swap. 



A-4

“Favorable Opinion of Bond Counsel” means an opinion of Bond Counsel addressed to the 
Authority and the Trustee to the effect that the action proposed to be taken is authorized or permitted 
by the laws of the State of California and the Indenture and will not result in the inclusion of interest 
on the Bonds in gross income for federal income tax purposes. 

“Fiscal Year” means the period beginning on July 1 of each year and ending on the next 
succeeding June 30, or any other annual accounting period selected and designated by the Authority 
as its Fiscal Year. 

“Fixed Rate” means the per annum interest rate or interest rates evidenced by Fixed Rate 
Bonds determined pursuant to the Indenture. 

“Fixed Rate Bonds” means the Bonds in a Fixed Rate Mode that are not Swapped Bonds. 

“Fixed Rate Mode” means the Mode during which Fixed Rate Bonds evidence interest at a 
Fixed Rate. 

“Fixed Rate Period” means, with respect to Fixed Rate Bonds converted to the Fixed Rate 
Mode, the period from the Mode Change Date upon which such Fixed Rate Bonds were converted to 
a Fixed Rate Mode to but not including the Maturity Date. 

“Flexible Mode” means the Mode during which the Bonds evidence interest at Flexible 
Rates.

“Flexible Rate” means the per annum interest rate determined for the Flexible Rate Bonds 
pursuant to the Indenture. 

“Flexible Rate Period” means, with respect to the Flexible Rate Bond, the period of from one 
(1) to three hundred ninety-seven (397) calendar days (which Flexible Rate Period must end on a day 
preceding a Business Day) during which a Flexible Rate Bond shall evidence interest at a Flexible 
Rate, as established by the Remarketing Agent pursuant to the Indenture. 

“Holder,” “Bondholder” or “Owner,” with respect to a Bond, means the Person in whose 
name such Bond is registered. 

“Interest Account” means the account by that name in the Revenue Fund established pursuant 
to the Indenture. 

“Interest Accrual Period” means the period during which Bonds accrue interest payable on 
the next Interest Payment Date applicable thereto.  Each Interest Accrual Period shall commence on 
(and include) the last Interest Payment Date to which interest has been paid (or, if no interest has 
been paid, from the date of original authentication and delivery of the Bonds) to, but not including, 
the Interest Payment Date on which interest is to be paid.  If, at the time of authentication of any 
Bond, interest is in default or overdue with respect to the Bonds, such Bond shall evidence interest 
from the date to which interest has previously been paid in full or made available for payment in full 
with respect to the Bonds. 

“Interest Payment Date” means each date on which interest is to be paid and is each date 
defined as an Interest Payment Date in the ARS Provisions set forth in Appendix B of this Official 
Statement, and any date that is an ARS Rate Conversion Date. 
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“Interest Period” means, for the Bonds in a particular Mode, the period of time that the Bonds 
evidence interest at the rate (per annum) which becomes effective at the beginning of such period, 
and shall include an ARS Rate Period, a Daily Rate Period, a Weekly Rate Period, a Flexible Rate 
Period, a Term Rate Period, and a Fixed Rate Period. 

“Joint Powers Agreement” means the Joint Exercise of Powers Agreement by and between 
the City and the Industrial Development Authority of the City of Modesto, dated as of December 1, 
1989 as originally executed and as it may from time to time be amended or supplemented. 

“Lease Default Event” means any Event of Default occurring under the Facility Lease. 

“Leased Property” means the real property described in the Facility Lease, together with all 
property subsequently added thereto, or any property substituted for all or any portion of the Leased 
Property in accordance with the Indenture or the Facility Lease. 

“Liquidity Agreement” means any reimbursement agreement, credit agreement, line of credit 
agreement, standby purchase agreement or other agreement, between a Bond Insurer or a Liquidity 
Facility Provider, as applicable, and the Authority and/or the City, as the same may be amended from 
time to time pursuant to its terms. 

“Liquidity Facility” means a line of credit, letter of credit, standby purchase agreement or 
similar liquidity facility issued by a commercial bank or other financial institution or, in the event of 
the delivery or availability of an Alternate Liquidity Facility, such Alternate Liquidity Facility. 

“Liquidity Facility Account” means the account by that name in the Bond Purchase Fund 
established pursuant to the Indenture. 

“Liquidity Facility Bonds” means Bonds purchased with moneys drawn under (or otherwise 
obtained pursuant to the terms of) a Liquidity Facility, but excluding Bonds no longer considered to 
be Liquidity Facility Bonds in accordance with the terms of the applicable Liquidity Facility. 

“Liquidity Facility Provider” means the commercial bank, insurance company, pension fund 
or other financial institution issuing (or having primary obligation, or acting as agent for the financial 
institutions obligated, under) a Liquidity Facility then in effect. 

“Long-Term Interest Period” means a Term Rate Period or a Fixed Rate Period. 

“Long-Term Mode” means a Term Rate Mode or a Fixed Rate Mode. 

“Mandatory Purchase Date” means any Mode Change Date (except a change in Mode 
between the Daily Mode and the Weekly Mode) and any date on which the Bonds may be prepaid by 
the Authority in a notice delivered to the Trustee, which Mandatory Purchase Date should be not less 
than forty-five (45) days (or such lesser period as shall be agreed to by the Trustee) after the 
Trustee’s receipt of such notice from the Authority, and which notice shall be accompanied by a 
Favorable Opinion of Bond Counsel. 

“Maturity Date” means the final date upon which principal is due on the Bonds, which is 
September 1, 2033. 
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“Maximum Annual Base Rental Payment” means the maximum annual payment which the 
City may be obligated to make with respect to the Base Rental Payments for the Project, as provided 
in the Facility Lease, or for any Subsequent Project, as provided and determined in a supplement to 
the Facility Lease. 

“Maximum Rate” means, with respect to all Bonds other than Liquidity Facility Bonds, 12% 
per annum, and with respect to Liquidity Facility Bonds, such rate as is provided for in the applicable 
Liquidity Facility and not greater than 25% per annum; provided, however, that the Maximum Rate 
shall not exceed the highest rate then permitted by law. 

“Mode” means, as the context may require, the ARS Mode, the Daily Mode, the Weekly 
Mode, the Flexible Mode, the Term Rate Mode, or the Fixed Rate Mode. 

“Mode Change Date” means with respect to the Bonds in a particular Mode, the day on 
which another Mode for the Bonds begins, and includes an ARS Rate Conversion Date and a 
Conversion Date. 

“Mode Change Notice” means the notice from the Authority to the other Notice Parties of the 
intention of the Authority to change the Mode with respect to the Bonds. 

“Nationally Recognized Municipal Securities Information Repository” or “NRMSIR” means 
each such repository identified by the Securities Exchange Commission as such from time to time. 

“1998 Bonds” means the Authority’s Lease Revenue Bonds, Series 1998 (Capital 
Improvements and Refinancing Project). 

“1998 Indenture” means trust indenture, dated as of March 1, 1998, by and between the 
Authority and the 1998 Trustee pursuant to which the 1998 Bonds were issued. 

“1998 Lease” means the Lease/Purchase Agreement, dated as of March 1, 1998, as amended 
by Amendment No. 1 to Lease/Purchase Agreement, dated June 15, 2000 and Amendment No. 2 to 
Lease/Purchase Agreement, dated October 15, 2002, each by and between the City and the Authority. 

“1998 Trustee” means The Bank of New York Trust Company, N.A., as successor trustee, 
under the 1998 Indenture. 

“Noticed Termination Date” means the date on which a Liquidity Facility Providers 
obligation to advance funds or purchase Bonds under a Liquidity Facility terminates as stated in the 
Liquidity Facility Providers notice of termination delivered pursuant to the Liquidity Facility due to a 
default under specified sections of the Liquidity Facility, which date of termination shall be twenty 
(20) days (or such longer period as is specified in the Liquidity Facility) after the date of receipt by 
the Trustee of such notice. 

“Notice Parties” means the Authority, the City, the Trustee, the Bond Insurer, if any, the 
Liquidity Facility Provider, if any, the Broker-Dealer, if any, the Auction Agent, if any, the 
Remarketing Agent, if any, and the Fixed Rate Remarketing Agent, if any. 

“Opinion of Counsel” means a written opinion of counsel of recognized standing in the field 
of law being addressed in such opinion retained the Authority. 
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“Outstanding,” when used as of any particular time with reference to Bonds, means (subject 
to the provisions of the Indenture relating to disqualified bonds) all Bonds theretofore, or thereupon 
being, authenticated and delivered by the Trustee under the Indenture except (1) Bonds theretofore 
canceled by the Trustee or surrendered to the Trustee for cancellation; (2) Bonds with respect to 
which all liability of the Authority shall have been discharged in accordance with the Indenture 
including Bonds (or portions of Bonds) referred to in the provision of the Indenture relating to 
disqualified bonds; and (3) Bonds for the transfer or exchange of or in lieu of or in substitution for 
which other Bonds shall have been authenticated and delivered by the Trustee pursuant to the 
Indenture and when used with reference to Swaps, means all Swaps that have not been terminated 
pursuant to the terms thereof and all Swaps pursuant to which the Authority has existing or future 
obligations.

“Permitted Encumbrances” means (1) liens for general ad valorem taxes and assessments, if 
any, not then delinquent, or which the City may, pursuant to the Facility Lease, permit to remain 
unpaid; (2) easements, rights of way, mineral rights, drilling rights and other rights, reservations, 
covenants, conditions or restrictions which exist of record as of the date of recordation of the Facility 
Lease in the office of the County Recorder of the County of Stanislaus and which the City certifies in 
writing will not materially impair the use of the Leased Property; (3) the Sublease, as it may be 
amended from time to time and the Facility Lease, as it may be amended from time to time; (4) the 
Indenture, as it may be amended from time to time; (5) any right or claim of any mechanic, laborer, 
materialman, supplier or vendor not filed or perfected in the manner prescribed by law; 
(6) easements, rights of way, mineral rights, drilling rights and other rights, reservations, covenants, 
conditions or restrictions to which the Authority and the City consent in writing and certify to the 
Trustee will not materially impair the ownership interests of the Authority or use of the Leased 
Property by the City; and (7) subleases and assignments of the City which will not adversely affect 
the exclusion from gross income of interest on the Bonds. 

“Permitted Investments” means any of the following obligations if and to the extent then 
permitted by law: 

(1) Federal Securities; 

(2) Obligations, participations, or other instruments of or issued by, or fully guaranteed 
as to interest and principal by, the Government National Mortgage Association (excluding stripped 
mortgage backed securities which are valued at greater than par on the unpaid principal); 

(3) Bills of exchange or time drafts drawn on and accepted by a commercial bank 
(including the Trustee or any of its affiliates), otherwise known as bankers acceptances, which are 
eligible for purchase by the Federal Reserve System and which are drawn on any bank the short-term 
obligations of which are rated in the highest letter and numerical rating category as provided by 
Moody’s and by S&P; provided, that purchases of eligible bankers acceptances may not exceed 
270 days’ maturity; 

(4) Commercial paper of “prime” quality of the highest ranking or of the highest letter 
and numerical rating category as provided by Moody’s and by S&P, which commercial paper is 
limited to issuing corporations that are organized and operating within the United States of America 
and that have total assets in excess of $500,000,000 and that have an “Al” or higher rating for the 
issuer’s unsecured debentures, other than commercial paper, as provided by Moody’s and by S&P; 
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provided, that purchases of eligible commercial paper may not exceed 180 days’ maturity nor 
represent more than 10% of the outstanding commercial paper of an issuing corporation; 

(5) Non-negotiable certificates of deposit issued by a state or national bank (including the 
Trustee or any of its affiliates) that have maturities of not more than 365 days or deposit accounts 
with a state or national bank and that are fully insured by the Federal Deposit Insurance Corporation 
or the short term obligations of which state or national bank are rated no lower that “Al” by Moody’s 
and “A+” by S&P; 

(6) Any repurchase agreement of any securities enumerated in subdivisions (1) and (2) 
with any state or national bank (including the Trustee or any of its affiliates) or government bond 
dealer reporting to, trading with, and recognized as a primary dealer by the Federal Reserve Bank of 
New York, which agreement is either (A) with any institution which has debt rated no lower than 
“Al” by Moody’s and “A+” by S&P or whose commercial paper is rated no lower than “P 1” by 
Moody’s and no lower than “A 1” by S&P; (B) with any corporation or other entity that falls under 
the jurisdiction of the Federal Bankruptcy Code; provided, that (a) the term of such repurchase 
agreement is less than one (1) year or due on demand; (b) the Trustee or a third party acting solely as 
agent for the Trustee has possession of the collateral; (c) the market value of the collateral (as 
determined at least once in every 14 days) exceeds the principal amount of the repurchase agreement 
plus accrued interest and the market value of the collateral is maintained at levels acceptable to 
Moody’s and to S&P; (d) failure to maintain the requisite collateral levels will require the Trustee to 
liquidate the collateral immediately; and (e) the repurchase agreement securities are free and clear of 
any third-party lien or claim; or (C) with financial institutions insured by the Federal Deposit 
Insurance Corporation or any broker-dealer with “retail customers” which falls under the jurisdiction 
of the Securities Investors Protection Corporation; provided, that: (a) the market value of the 
collateral (as determined at least once in every 14 days) exceeds the principal amount of the 
repurchase agreement plus accrued interest and the market value of the collateral is maintained at 
levels acceptable to Moody’s and to S&P; (b) the Trustee or a third party acting solely as agent for 
the Trustee has possession of the collateral; (c) the Trustee has a perfected first priority security 
interest in the collateral; (d) the collateral is free and clear of third-party liens and in the case of a 
Securities Investors Protection Corporation broker was not acquired pursuant to a repurchase 
agreement or reverse repurchase agreement; and (e) failure to maintain the requisite collateral 
percentage will require the Trustee to liquidate the collateral immediately; 

(7) Certificates, notes, warrants, bonds or other evidence of indebtedness of the State or 
any local agencies therein which are rated in the highest short-term rating category or within one of 
the three highest long-term rating categories by Moody’s and by S&P (excluding securities that do 
not have a fixed par value and/or whose terms do not promise a fixed dollar amount at maturity or 
call date); 

(8) For amounts less than $100,000, interest-bearing demand or time deposits (including 
certificates of deposit) in a nationally or state-chartered bank fully insured by the Federal Deposit 
Insurance Corporation, including the Trustee or any affiliate thereof, and of which an aggregate total 
of $100,000 is not exceeded in any one financial institution; 

(9) Investments in units of a money-market fund portfolio that is rated in the highest 
letter and numerical rating category by Moody’s and by S&P (including funds for which the Trustee, 
its affiliates or subsidiaries provide investment advisory or other management services) and that is 
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composed of obligations guaranteed by the full faith and credit of the United States of America or 
repurchase agreements collateralized by such obligations; 

(10) A guaranteed investment contract with a financial institution or insurance company 
(or guaranteed by a financial institution or insurance company) which has at the date of execution 
thereof an outstanding issue of unsecured, uninsured and unguaranteed debt obligations or a claims 
paying ability rated within the two highest rating categories of any Rating Agency;  

(11) The Local Agency Investment Fund or similar pooled fund operated by or on behalf 
of the State and which is authorized to accept investments by or on behalf of the Authority of the 
moneys held by the Trustee in any of the accounts or funds established pursuant to the Indenture to 
the extent deposits and withdrawals may be made by the Trustee directly; and 

(12) other forms of investments approved in writing by the related Bond Insurer. 

“Person” means an individual, corporation, firm, association, partnership, trust, joint venture 
or any other legal entity or group of entities, including a government or political subdivision or an 
agency or instrumentality thereof. 

“Principal Account” means the account by that name in the Revenue Fund established 
pursuant to the Indenture. 

“Project Fund” means the fund by that name established pursuant to the Indenture. 

“Provider Payment Account” means the account by that name established pursuant to the 
Indenture.

“Providers” means, collectively, the Swap Providers, the Liquidity Facility Providers, and the 
Reserve Facility Providers (if applicable) and any other party to an agreement with the City or the 
Authority in connection with the Bonds by which any Related Obligation is created. 

“Purchase Date” means any Mandatory Purchase Date. 

“Purchase Price” means an amount equal to the principal amount of the Bonds purchased on 
any Purchase Date, plus accrued interest to such Purchase Date (unless such Purchase Date is also an 
Interest Payment Date, in which case the Purchase Price shall not include accrued interest, which 
shall be paid in the normal course). 

“Rate Determination Date” means any date on which the interest rate with respect to the 
Bonds shall be determined, which shall be each Auction Date for the Bonds in the ARS Mode. 

“Record Date” means the Business Day immediately preceding each Interest Payment Date. 

“Redemption Price” means, with respect to any Bond (or portion thereof), the principal 
amount of such Bond (or portion) plus the applicable premium, if any, payable upon redemption 
thereof pursuant to the provisions of such Bond and the Indenture. 

“Regular Swap Payment” means any net payment (excluding any termination payment) due 
on any settlement date based on the swap rate pursuant to the Swap. 
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“Related Obligations” means the obligations of the Authority under any hedge agreement 
(including without limitation, any Swap), credit agreement, liquidity agreement or similar agreement 
entered into in connection with or related to the Bonds or a series thereof. 

“Reserve Facility” means a surety bond or insurance policy issued to the Trustee, on behalf 
of the Bondholders, by a company licensed to issue an insurance policy guaranteeing the timely 
payment of the principal of and interest on the Bonds if such entity shall be rated in the highest rating 
categories issued by Moody’s and by S&P, or a letter of credit issued or confirmed by a state or 
national bank, or a foreign bank with an agency or branch located in the United States, which has 
outstanding an issue of unsecured long term debt securities rated at least equal to the second highest 
rating category by Moody’s and S&P, or any combination thereof, deposited with the Trustee by the 
Authority to satisfy the Reserve Fund Requirement. 

“Reserve Facility Costs” means amounts owed with respect to repayment of draws on a 
Reserve Facility, including interest thereon at the rate specified in the agreement pertaining to such 
Reserve Facility and expenses owed to the provider of a Reserve Facility. 

“Reserve Fund Requirement” means with respect to all Outstanding Bonds an amount equal 
to the lesser of (i) the maximum annual Debt Service attributable to the Outstanding Bonds and 
(ii) 125% of average annual Debt Service attributable to the Outstanding Bonds; provided that with 
respect to the calculation of the Reserve Fund Requirement upon the issuance of a series of 
Additional Bonds the amount calculated shall be the least of (i) or (ii) above, or the amount derived 
by the addition of 10% of the proceeds from the sale of such series of Additional Bonds to the 
Reserve Fund and provided further that the Reserve Fund Requirement shall be reduced to the extent 
necessary so that all amounts therein may be deposited from Bond proceeds without requiring a 
portion thereof to be yield restricted in accordance with requirements of the Code. 

“Revenues” means: (i) all Base Rental Payments and other payments paid by the City and 
received by the Authority pursuant to the Facility Lease (but not Additional Payments), (ii) all 
interest or other income from any investment, pursuant to the Indenture, of any money in any fund or 
account (other than the Rebate Fund) established pursuant to the Indenture or the Facility Lease, 
(iii) Swap Revenues, if any, and (iv) any additional security, pursuant to the Indenture. 

“Securities Depository” means The Depository Trust Company and its successors and 
assigns, or any other securities depository selected as set forth in the Indenture. 

“Supplemental Indenture” means any indenture duly authorized and entered into between the 
Authority and the Trustee, supplementing, modifying or amending the Indenture or providing for the 
issuance of Additional Bonds and entered into as provided in the Indenture. 

“Swap” means an interest rate swap, cap, floor, collar or other hedging transaction which is 
entered into by the Authority for the purpose of managing interest rate risk with respect to specified 
Bonds which are being issued concurrently with the execution of the Swap, which are proposed to be 
issued in connection with such Swap, or which are Outstanding at the time of execution of such 
Swap.

“Swap Payment Date” means each date on which Regular Swap Payments are to be paid. 

“Swap Provider” means an entity which is a party to a Swap with the Authority. 
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“Swap Revenues” means the sum of money due to be paid by a Swap Party to the Authority 
pursuant to any Swap subject to any netting of payments provided by the applicable Swap. 

“Swapped Bonds” means the Bonds to which a Swap relates. 

“Tax Certificate” means the Tax Certificate and Agreement delivered by the Authority and 
the City at the time of issuance and delivery of the Bonds, as the same may be amended or 
supplemented in accordance with its terms. 

“Term Rate” means the per annum interest rate for the Bonds in the Term Rate Mode 
determined pursuant to the Indenture. 

“Term Rate Mode” means the Mode during which the Bonds evidence interest at a Term 
Rate.

“Term Rate Period” means the period from (and including) the Mode Change Date or the 
date of initial conversion of the Bonds to a Term Rate Mode, as applicable, to (but excluding) the last 
day of the first period that such Bonds shall be in the Term Rate Mode as established by the 
Authority pursuant to the Indenture and, thereafter, the period from (and including) the beginning 
date of each successive Interest Rate Period selected for the Bonds by the Authority pursuant to the 
Indenture while such Bonds are in the Term Rate Mode to (but excluding) the commencement date 
of the next succeeding Interest Period, including another Term Rate Period.  Except as otherwise 
provided in the Indenture, an Interest Period for Bonds in the Term Rate Mode must be at least one 
hundred eighty (180) days in length. 

“Variable Rate Bonds” means the Bonds that are not Swapped Bonds which bear interest in a 
Daily Mode, Weekly Mode, Flexible Mode or ARS Mode. 

“Weekly Mode” means the Mode during which the Bonds evidence interest at the Weekly 
Rate.

“Weekly Rate” means the per annum interest rate with respect to the Bonds in the Weekly 
Mode determined pursuant to the Indenture. 

“Weekly Rate Period” means the period during which the Bonds evidence interest at a 
Weekly Rate, which shall be the period commencing on Thursday of each week to and including 
Wednesday of the following week, except the first Weekly Rate Period which shall be from the 
Mode Change Date for such Bonds to and including the Wednesday of the following week and the 
last Weekly Rate Period which shall be from and including the Thursday of the week prior to the 
Mode Change Date to and including the day next preceding the Mode Change Date. 

THE INDENTURE 

Pledge and Assignment 

Subject only to the provisions of the Indenture permitting the application thereof for the 
purposes and on the terms and conditions set forth in the Indenture, there are pledged under the 
Indenture all of the Revenues and any other amounts held in any fund or account established 
pursuant to the Indenture (other than the Bond Purchase Fund and the Rebate Fund) to (1) secure the 
payment of the principal of and premium, if any, and interest on the Bonds in accordance with their 



A-12

terms, and (2) secure the payment of any Related Obligations.  Said pledge shall constitute a first lien 
on and security interest in such assets and shall attach, be perfected and be valid and binding from 
and after delivery by the Trustee of the Bonds, without any physical delivery thereof or further act. 

The Authority transfers in trust, grants a security interest in and assigns to the Trustee, for the 
benefit of the Holders from time to time of the Bonds and any Providers, all of the Revenues and 
other assets pledged in the preceding paragraph and all of the rights of the Authority under the 
Facility Lease to receive and collect Base Rental Payments and other amounts (except for (1) the 
right to receive any Additional Payments to the extent payable to the Authority and (2) any rights of 
the Authority to indemnification), and the right to enforce, whether by action at law or in equity or by 
other means, all provisions covenants and agreements of the Facility Lease with respect to the 
payment of Base Rental Payments.  The Trustee shall be entitled to and shall collect and receive all 
of the Revenues, and any Revenues 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 and shall take 
all steps actions and proceedings reasonably necessary in its judgment to enforce all of the rights of 
the Authority and all of the obligations of the City under the Facility Lease; provided that these rights 
shall not extend to any right to terminate the Facility Lease or re-enter or re-let the Leased Property 
or any other possessory right to the Leased Property. 

The Authority shall notify the Trustee of the execution of any Related Obligations.  The 
Swap Revenues shall be deposited in the Revenue Fund and Regular Swap Payments shall be paid 
from the Interest Account.  Any Extraordinary Swap Payments owed to the Swap Provider shall be 
paid from the Provider Payment Account on a subordinate basis to any amounts then due and owing 
on the Bonds payable under the Indenture. 

All Revenues shall be promptly deposited by the Trustee upon receipt thereof in a special 
fund designated as the “Revenue Fund”.  All Revenues deposited with the Trustee shall be held 
disbursed, allocated and applied by the Trustee only as provided in the Indenture. 

In order to carry out and effectuate the pledge, charge and lien on Swap Revenues contained 
in the Indenture, the Authority agrees and covenants that all Swap Revenues shall be transferred 
when received to the Trustee for deposit in the Revenue Fund. 

Allocation of Revenues 

The Trustee shall transfer from the Revenue Fund and deposit into the following respective 
accounts (each of which the Trustee is directed to establish and maintain within the Revenue Fund) 
the following amounts, in the following order of priority, the requirements of each such account 
(including the making up of any deficiencies in any such account resulting from lack of Revenues 
sufficient to make any earlier required deposit) at the time of deposit to be satisfied before any 
transfer is made to any account subsequent in priority: 

FIRST: on or before each Interest Payment Date and Swap Payment Date, to the Interest 
Account, the amount of interest becoming due and payable on such Interest Payment Date on all 
Bonds and any Regular Swap Payments becoming due and payable on Swaps, until the balance in 
said account is equal to said amount of payments due; and 
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SECOND: to the Principal Account, on or before each September 1 commencing 
September 1 2007 the amount of the principal payment or Sinking Fund Installment becoming due 
and payable on such September 1 (or the succeeding Interest Payment Date if September 1 is not an 
Interest Payment Date), until the balance in said account is equal to said amount of such principal or 
Sinking Fund Installment; and 

THIRD: to the Provider Payment Account, the amount of any Extraordinary Swap Payments 
or other amounts with respect to Related Obligations becoming due and payable on any date; 
provided however that payment of such amounts shall be subordinate to all amounts becoming due 
and payable on all Bonds and any Regular Swap Payments becoming due and payable on Swaps. 

Application of Interest Account 

All amounts in the Interest Account shall be used and withdrawn by the Trustee solely for the 
purpose of paying interest on the Bonds and any Regular Swap Payments as they shall become due 
and payable (including accrued interest on any Bonds purchased or redeemed prior to maturity 
pursuant to the Indenture). 

Application of Principal Account 

All amounts in the Principal Account shall be used and withdrawn by the Trustee solely to 
purchase or redeem or pay Sinking Fund Installments for a Series of Bonds or pay at maturity the 
Bonds of a Series as provided in the Indenture. 

Reserve Fund 

All money in the Reserve Fund shall be deposited with, used and withdrawn by the Trustee 
solely for the purpose of funding the Interest Account or the Principal Account, in that order, in the 
event of any deficiency in either of such accounts on a Principal Payment Date or Interest Payment 
Date or Swap Payment Date, except that so long as the Authority is not in default under the 
Indenture, any cash amounts in the Reserve Fund in excess of the Reserve Fund Requirement shall be 
withdrawn from the Reserve Fund and transferred to the Revenue Fund or, if so directed by the 
Authority, deposited into a Project Fund during construction of any Project on each July 1, following 
the payment of any amounts due on such date and on each date Bonds are redeemed or defeased.  
The Trustee shall notify the Authority if any withdrawal is made from the Reserve Fund for the 
purpose of funding the Interest Account or the Principal Account. 

The Authority may satisfy the Reserve Fund Requirement, in whole or in part, at any time by 
the deposit with the Trustee for the credit of the Reserve Fund of a Reserve Facility.  If the Reserve 
Fund Requirement is satisfied by a Reserve Facility, the Trustee shall draw on such Reserve Facility 
in accordance with its terms, in a timely manner, to the extent necessary to fund any such deficiency 
in the Interest Account or the Principal Account.  The Authority shall repay solely from Revenues 
any draws under a Reserve Facility and any Reserve Facility Costs related thereto.  Interest shall 
accrue and be payable on such draws and expenses from the date of payment by a Reserve Facility 
provider at the rate specified in the agreement with respect to such Reserve Facility. 

If the Authority causes a cash-funded Reserve Fund to be replaced with a Reserve Facility, 
amounts on deposit in the Reserve Fund shall, upon Written Request of the Authority to the Trustee, 
be transferred to the City and applied for any lawful purpose, subject, in the case where such moneys 
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are proceeds of Bonds, to the receipt by the Authority of an Opinion of Counsel that such transfer 
will not cause the interest on the Bonds to be included in gross income for purposes of federal 
income taxation. 

Application of Insurance Proceeds 

In the event of any damage to or destruction of any part of the Leased Property covered by 
insurance, the Authority shall cause the proceeds of such insurance to be utilized for the repair, 
reconstruction or replacement of the damaged or destroyed portion of the Leased Property, and the 
Trustee shall hold said proceeds in a fund established by the Trustee for such purpose separate and 
apart from all other funds designated the “Insurance and Condemnation Fund,” to the end that such 
proceeds shall be applied to the repair, reconstruction or replacement of the Leased Property to at 
least the same good order, repair and condition as it was in prior to the damage or destruction, insofar 
as the same may be accomplished by the use of said proceeds.  The Authority shall file a Certificate 
with the Trustee that sufficient funds from insurance proceeds or from any funds legally available to 
the Authority, or from any combination thereof, are available in the event it elects to repair 
reconstruct or replace the Leased Property.  The Trustee shall invest said proceeds in Permitted 
Investments pursuant to the Request of the Authority, as agent for the Authority under the Facility 
Lease, and withdrawals of said proceeds shall be made from time to time upon the filing with the 
Trustee of a Request of the Authority, stating that the Authority has expended moneys or incurred 
liabilities in an amount equal to the amount therein stated for the purpose of the repair, reconstruction 
or replacement of the Leased Property, and specifying the items for which such moneys were 
expended, or such liabilities were incurred, in reasonable detail.  Any balance of such proceeds not 
required for such repair reconstruction or replacement and the proceeds of use and occupancy 
insurance shall be paid to the Trustee as Base Rental Payments and applied in the manner provided in 
the Indenture.  Alternatively, the Authority, if the proceeds of such insurance together with any other 
moneys then available for such purpose are sufficient to prepay all, in case of damage or destruction 
in whole of the Leased Property, or that portion, in the case of partial damage or destruction of the 
Leased Property, of the Base Rental Payments and all other amounts relating to the damaged or 
destroyed portion of the Leased Property, may elect not to repair, reconstruct or replace the damaged 
or destroyed portion of the Leased Property and thereupon shall cause said proceeds to be deposited 
in the Special Redemption Account and used for the redemption of Outstanding Bonds pursuant to 
the Indenture.  The Authority shall not apply the proceeds of insurance as set forth in the Indenture to 
redeem the Bonds in part due to damage or destruction of a portion of the Leased Property unless the 
Base Rental Payments on the undamaged portion of the Leased Property will be sufficient to pay the 
scheduled principal and interest on the Bonds remaining unpaid after such redemption. 

Investment of Moneys 

All moneys in any of the funds and accounts established pursuant to the Indenture (other than 
the Bond Purchase Fund) shall be invested by the Trustee solely in Permitted Investments.  Moneys 
in the Bond Purchase Fund shall remain uninvested.  Permitted Investments shall be purchased at 
such prices as the Authority may direct.  In the absence of directions from the Authority, the Trustee 
shall invest in Permitted Investments specified in paragraph (9) of the definition thereof. 

Moneys in all funds and accounts (other than the Bond Purchase Fund) shall be invested in 
Permitted Investments maturing not later than the date on which it is estimated that such moneys will 
be required for the purposes specified in the Indenture.  Permitted Investments purchased under a 
repurchase agreement may be deemed to mature on the date or dates on which the Trustee may 
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deliver such Permitted Investments for repurchase under such agreement.  Permitted Investments 
purchased under an investment agreement may be deemed to mature on the date or dates on which 
the Trustee may withdraw the full amount invested therein, without penalty. 

Application of Provider Payment Account 

All amounts in the Provider Payment Account shall be used and withdrawn by the Trustee 
solely for the purpose of paying any amounts owed to Providers, including Extraordinary Swap 
Payments, when due.  To the extent amounts deposited therein are insufficient to pay all amounts 
owed to Providers, such amounts shall be applied on a pro rate basis to the payment of amounts owed 
to Providers. 

Particular Covenants 

Punctual Payment.  The Authority shall punctually cause to be paid the principal or 
Redemption Price and interest to become due in respect of all the Bonds, in strict conformity with the 
terms of the Bonds and of the Indenture, according to the true intent and meaning thereof, but only 
out of Revenues and other assets pledged for such payment as provided in the Indenture. 

Extension of Payment of Bonds.  Except as otherwise set forth in the Indenture, the Authority 
shall not directly or indirectly extend or assent to the extension of the maturity of any of the Bonds or 
the time of payment of any claims for interest by the purchase or funding of such Bonds or claims for 
interest or by any other arrangement and in case the maturity of any of the Bonds or the time of 
payment of any such claims for interest shall be extended, such Bonds or claims for interest shall not 
be entitled, in case of any default under the Indenture to the benefits of the Indenture, except subject 
to the prior payment in full of the principal of all of the Bonds then Outstanding and of all claims for 
interest thereon which shall not have been so extended.  Nothing in this paragraph shall be deemed to 
limit the right of the Authority to issue obligations for the purpose of refunding any Outstanding 
Bonds, and such issuance shall not be deemed to constitute an extension of maturity of Bonds. 

Against Encumbrances.  The Authority shall not create any pledge, lien, charge or other 
encumbrance upon the Revenues and other assets pledged or assigned under the Indenture while any 
of the Bonds or Swaps are Outstanding, except the pledges and assignments created by the Indenture, 
and will assist the Trustee in contesting any such pledge, lien, charge or other encumbrance which 
may be created.  Subject to this limitation the Authority expressly reserves the right to enter into one 
or more other indentures for any of its corporate purposes and reserves the right to issue other 
obligations for such purposes. 

Power to Issue Bonds and Make Pledge and Assignment.  The Authority is duly authorized 
pursuant to law to issue the Bonds and to enter into the Indenture and to pledge and assign the 
Revenues and other assets purported to be pledged and assigned respectively, under the Indenture in 
the manner and to the extent provided in the Indenture.  The Bonds and the provisions of the 
Indenture are and will be the legal, valid and binding limited obligations of the Authority in 
accordance with their terms, and the Authority and Trustee shall at all times, to the extent permitted 
by law, defend, preserve and protect said pledge and assignment of Revenues and other assets and all 
the rights of the Bondholders under the Indenture against all claims and demands of all Persons 
whomsoever. 
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Tax Covenants; Rebate Fund.  The Trustee shall establish and maintain a fund separate from 
any other fund or account established and maintained under the Indenture designated as the Rebate 
Fund.  There shall be deposited in the Rebate Fund such amounts as are required to be deposited 
therein pursuant to the Tax Certificate.  All money at any time deposited in the Rebate Fund shall be 
held by the Trustee in trust, to the extent required to satisfy the Rebate Requirement (as defined in 
the Tax Certificate), for payment to the United States of America.  Notwithstanding the provisions of 
the Indenture relating to the pledge of Revenues, the allocation of money in the Revenue Fund, the 
investments of money in any fund or account, the application of funds upon acceleration and the 
defeasance of Outstanding Bonds, all amounts required to be deposited into or on deposit in the 
Rebate Fund shall be governed exclusively by this Section and by the Tax Certificate.  The Trustee 
shall be deemed conclusively to have complied with such provisions if it follows the written 
directions of the Authority or the City, and shall have no liability or responsibility to enforce 
compliance by the Authority or the City with the terms of the Tax Certificate. 

Any funds remaining in the Rebate Fund after redemption and payment with respect to all of 
the Bonds and all other amounts due under the Indenture or under the Facility Lease or provision 
made therefor satisfactory to the Trustee, including accrued interest and payment of any applicable 
fees and expenses to the Trustee and satisfaction of the Rebate Requirement (as defined in the Tax 
Certificate), shall be withdrawn by the Trustee and remitted to or upon the direction of the Authority. 

The Authority shall not use or permit the use of any proceeds of the Bonds or any funds of 
the Authority, directly or indirectly, to acquire any securities or obligations, and shall not take or 
permit to be taken any other action or actions, which would cause any of the Bonds to be an 
“arbitrage bond” within the meaning of Section 148 of the Code “private activity bond” within the 
meaning of Section 141(a) of the Code, or “federally guaranteed” within the meaning of 
Section 149(b) of the Code and any such applicable requirements promulgated from time to time 
thereunder and under Section 103(c) of the Internal Revenue Code of 1954, as amended.  The 
Authority shall observe and not violate the requirements of Section 148 of the Code and any such 
applicable regulations.  The Authority shall comply with all requirements of Section 148 and 149(b) 
of the Code to the extent applicable to the Bonds.  In the event that at any time the Authority is of the 
opinion that for purposes of this paragraph it is necessary to restrict or to limit the yield on the 
investment of any moneys held by the Trustee under the Indenture, the Authority shall so instruct the 
Trustee under the Indenture in writing, and the Trustee shall take such action as may be necessary in 
accordance with such instructions. 

The Authority and the Trustee (as directed by the Authority) specifically covenant to comply 
with the provisions and procedures of the Tax Certificate; provided that the Trustee shall not be 
bound by this covenant if an Event of Default has occurred and continuing. 

The Authority shall not use or permit the use of any proceeds of the Bonds or any funds of 
the Authority, directly or indirectly, in any manner, and shall not take or omit to take any action that 
would cause any of the Bonds to be treated as an obligation not described in Section 103(a) of the 
Code.

If the Authority shall provide to the Trustee an Opinion of Counsel that any specified action 
required under this Section or the Tax Certificate is no longer required or that some further or 
different action is required to maintain the exclusion from federal income tax of interest on the Bonds 
the Trustee and the Authority may conclusively rely on such opinion in complying with the 
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requirements of this Section, and, notwithstanding the Indenture, the covenants under the Indenture 
shall be deemed to be modified to that extent. 

The Authority covenants that, in the event of any change in the Indenture or other relevant 
documents relating to the Bonds, or any other actions taken or omitted by the Authority, upon the 
advice or with the approving Opinion of Counsel other than Sidley Austin LLP, Bond Counsel in 
connection with the original execution and delivery of the Bonds, the Authority will, upon the 
making of any such change, or the taking or omission of any such other action, cause to be delivered 
an Opinion of Counsel (together with a reliance letter thereon addressed to the Bond Insurer for the 
Bonds and the Trustee) nationally recognized in the area of municipal bonds to the effect that the 
interest on the Bonds is excluded from gross income for federal income tax purposes. 

Amendments to Facility Lease or Sublease.  The Authority shall not supplement, amend, 
modify or terminate any of the terms of the Facility Lease or Sublease, or consent to any such 
supplement, amendment, modification or termination, without the prior written consent of the 
Trustee and the Bond Insurer.  The Trustee shall give such written consent (a) if such supplement, 
amendment, modification or termination will not materially adversely affect the interests of the 
Bondholders or result in any material impairment of the security given for the payment of the Bonds 
(provided that such supplement amendment or modification shall not be deemed to have such 
adverse effect or to cause such material impairment solely by reason of substitution of real property 
pursuant to the Facility Lease), (b) to accommodate the issuance of Additional Bonds pursuant to a 
Supplemental Indenture, (c) to add to the agreements, conditions, covenants and terms required to be 
observed or performed thereunder by any party thereto, or to surrender any right or power therein 
reserved to the Authority or the City, (d) to cure, correct or supplement any ambiguous or defective 
provision contained therein, which action does not materially adversely affect the interests of the 
Bondholders, (e) to accommodate any removal or substitution of the Leased Property in accordance 
with the Facility Lease, (f) to modify the legal description of the Leased Property to conform to the 
requirements of title insurance or otherwise to add or delete property descriptions to reflect 
accurately the description of the parcels intended or preferred to be included therein, or (g) the 
Trustee first obtains the written consent of the Bondholders of a majority in principal amount and 
Accreted Value, as the case may be, of the Bonds then Outstanding to such settlement, amendment, 
modification or termination; provided, that no such supplement, amendment, modification or 
termination shall reduce the amount of Base Rental Payments to be made to the Authority or the 
Trustee by the City pursuant to the Facility Lease, or extend the time for making such payments, or 
permit the creation of any lien prior to or on a parity with the lien created by the Indenture on the 
Base Rental Payments (except as expressly provided in the Facility Lease), in each case without the 
written consent of all of the Bondholders of the Bonds then Outstanding and the Bond Insurer. 

Leasehold Estate; Enforcement of Facility Lease.  The Authority will be, on the date of the 
delivery of the Bonds, the owner and lawfully possessed of the leasehold estate described in the 
Facility Lease, and the Facility Lease will be, on the date of delivery of the Bonds, a valid subsisting 
demise for the term therein set forth of the property which it purports to demise.  At the time of the 
delivery of the Bonds the City will be the owner in fee simple of the premises described therein, and 
the Facility Lease will be lawfully made by the City, and the covenants contained in the Facility 
Lease on the part of the City will be valid and binding.  At the time of the delivery of the Bonds, the 
Authority will have good right, full power and lawful authority to lease said leasehold estate, in the 
manner and form provided in the Facility Lease, and the Facility Lease will be duly and regularly 
executed.
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Without allowance for any days of grace which may or might exist or be allowed by law or 
granted pursuant to any terms or conditions of the Facility Lease, the Authority will in all respects 
promptly and faithfully keep, perform and comply with all the terms, provisions covenants, 
conditions and agreements of the Facility Lease to be kept, performed and complied with by it.  The 
Authority will not do or permit anything to be done, or omit or refrain from doing anything, in any 
case where any such act done or permitted to be done, or any such omission of or refraining from 
action, would or might be a ground for declaring a forfeiture of the Facility Lease, or would or might 
be a ground for cancellation or termination of the Facility Lease by the lessee thereunder.  The 
Authority will promptly deposit with the Trustee (to be held by the Trustee until the title and rights of 
the Trustee under the Indenture shall be released or reconvened) any and all documentary evidence 
received by it showing compliance with the provisions of the Facility Lease to be performed by the 
Authority.  The Authority, immediately upon its receiving or giving any notice, communication or 
other document in any way relating to or affecting the Facility Lease, or the leasehold estate thereby 
created, which mayor can in any manner affect the estate of the lessor or of the Authority in or under 
the Facility Lease, will deliver the same, or a copy thereof, to the Trustee. 

Waiver of Laws.  The Authority shall not at any time insist upon or plead in any manner 
whatsoever, or claim or take the benefit or advantage of, any stay or extension law now or at any 
time in force that may affect the covenants and agreements contained in the Indenture or in the 
Bonds, and all benefit or advantage of any such law or laws is waived by the Authority to the extent 
permitted by law. 

Further Assurances.  The Authority shall make, execute and deliver any and all such further 
indentures, instruments and assurances as may be reasonably necessary or proper to carry out the 
intention or to facilitate the performance of the Indenture and for the better assuring and confirming 
unto the Holders of the Bonds of the rights and benefits provided in the Indenture. 

Events of Default 

The following events shall be Events of Default: 

(A) default in the due and punctual payment of the principal or Redemption Price of any 
Bond when and as the same shall become due and payable, whether at maturity as therein expressed, 
by proceedings for redemption, by acceleration or otherwise or default in the redemption of any 
Bonds from Sinking Fund Installments in the amount and at the times provided therefor; 

(B) default in the due and punctual payment of any installment of interest on any Bond or 
any Regular Swap Payment when and as such interest installment or Regular Swap Payment shall 
become due and payable; 

(C) default in any material respect by the Authority in the observance of any of the other 
covenants, agreements or conditions on its part in the Indenture or in the Bonds contained, if such 
default shall have continued for a period of sixty (60) days after written notice thereof, specifying 
such default and requiring the same to be remedied, shall have been given to the Authority and the 
City by the Trustee, or to the Authority, the City and the Trustee by any of the Bond Insurer or the 
Holders of not less than twenty-five per cent (25%) in aggregate principal amount of the Bonds at the 
time Outstanding; or 

(D) an Event of Default occurring under the Facility Lease. 



A-19

Upon actual knowledge of the existence of any Event of Default, the Trustee shall notify the 
Authority, the City, and the Bond Insurer in writing as soon as practicable; provided, however, that 
the Trustee need not provide notice of any event of default pursuant to paragraph (D) above (a 
“Lease Default Event) if the City has expressly acknowledged the existence of such Lease Default 
Event in a writing delivered to the Trustee, the Bond Insurer and the Authority.  Additionally, the 
Trustee shall immediately notify the applicable Bond Insurer if at any time there are insufficient 
moneys to make any payments of principal of and/or interest on the Insured Bonds insured by such 
Bond Insurer and immediately upon the occurrence of any Event of Default under the Indenture and 
shall provide such additional information as such Bond Insurer shall reasonably request. 

Acceleration of Maturities 

Whenever any Event of Default has happened and be continuing, the Trustee may take the 
following remedial steps: 

(A) In the case of an Event of Default described in (A) or (B) under “Event of Default”, 
the Trustee may notify the Authority and the City of such Event of Default may make a demand for 
payment under the Indenture and may declare the principal of all obligations issued under the 
Indenture then outstanding to be due and immediately payable, and upon any such declaration the 
same shall become and shall be immediately due and payable, anything in the Indenture to the 
contrary notwithstanding; 

(B) In the case of an Event of Default described in (C) under “Event of Default”, the 
Trustee may take whatever action at law or in equity is necessary or desirable to enforce the 
performance, observance or compliance by the Authority with any covenant condition or agreement 
by the Authority under the Indenture; and 

(C) In the case of an Event of Default described in (D) under “Event of Default”, the 
Trustee may take whatever action the Authority would be entitled to take, and shall take whatever 
action the Authority would be required to take, pursuant to the Facility Lease in order to remedy the 
Lease Default Event. 

Application of Revenues and Other Funds After Default 

If an Event of Default shall occur and be continuing, all Revenues and any other funds then 
held or thereafter received by the Trustee under any of the provisions of the Indenture (subject to the 
provisions under the Indenture relating to disqualified bonds and other than moneys required to be 
deposited in the Rebate Fund or the Bond Purchase Fund) shall be applied by the Trustee as follows 
and in the following order: 

(1) To the payment of any expenses necessary in the opinion of the Trustee to protect the 
interests of the Holders of the Bonds and the Providers and payment of reasonable fees and expenses 
of the Trustee (including reasonable fees and disbursements of its counsel) incurred in and about the 
performance of its powers and duties under the Indenture; and 

(2) To the payment of the principal or Redemption Price of and interest then due on the 
Bonds (upon presentation of the Bonds to be paid, and stamping thereon of the payment if only 
partially paid, or surrender thereof if fully paid) and the Regular Swap Payments subject to the 
provisions of the Indenture, as follows: 
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(a) Unless the principal of all of the Bonds shall have become or have been 
declared due and payable 

FIRST: To the payment to the Persons entitled thereto of all installments of interest 
then due in the order of the maturity of such installments and any Regular Swap Payments, 
and, if the amount available shall not be sufficient to pay in full any installment or 
installments maturing on the same date, then to the payment thereof ratably, according to the 
amounts due thereon, to the Persons entitled thereto, without any discrimination or 
preference; and 

SECOND: To the payment to the Persons entitled thereto of the unpaid principal 
(including Sinking Fund Installments) or Redemption Price of any Bonds which shall have 
become due, whether at maturity or by call for redemption, in the order of their due dates, 
with interest on the overdue principal at the rate borne by the respective Bonds and, if the 
amount available shall not be sufficient to pay in full all the Bonds due on any date, together 
with such interest, then to the payment thereof ratably, according to the amounts of principal 
or Redemption Price due on such date to the Persons entitled thereto, without’ any 
discrimination or preference. 

THIRD: To the payment to the Providers entitled thereto of amounts due with respect 
to any Related Obligations, and, if the amount available shall not be sufficient to pay in full 
any amounts due with respect to any Related Obligations, then to the payment thereof 
ratably, according to the amounts due thereon, to the Providers entitled thereto without 
discrimination or preferences. 

(b) If the principal of all of the Bonds shall have become or have been declared 
due and payable 

FIRST: To the payment to the Persons entitled thereto of the principal and interest 
then due and unpaid upon the Bonds and any Regular Swap Payments, with interest on the 
overdue principal at the rate borne by the respective Bonds, and, if the amount available shall 
not be sufficient to pay in full the whole amount so due and unpaid, then to the payment 
thereof ratably, without preference or priority of principal over interest, or of interest over 
principal, or of any installment of interest over any other installment of interest, or of any 
Bond over any other Bond or of any principal or interest over any Regular Swap Payment, 
according to the amounts due respectively for principal and interest and Regular Swap 
Payments, to the Persons entitled thereto without any discrimination or preference. 

SECOND: To the extent funds remain available, to the payment to the Providers 
entitled thereto of amounts due with respect to any Related Obligations, and, if the amount 
available shall not be sufficient to pay in full any amounts due with respect to any Related 
Obligations, then to the payment thereof ratably, according to the amounts due thereon, to the 
Providers entitled thereto, without discrimination or preferences. 

Trustee to Represent Bondholders 

The Trustee is appointed (and the successive respective Holders of the Bonds, by taking and 
holding the same, shall be conclusively deemed to have so appointed the Trustee) as Trustee and true 
and lawful attorney-in-fact of the Holders of the Bonds for the purpose of exercising and prosecuting 
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on their behalf such rights and remedies as may be available to such Holders under the provisions of 
the Bonds, the Indenture, the Facility Lease, the Act and applicable provisions of any other law.  
Upon the occurrence and continuance of an Event of Default or other occasion giving rise to a right 
in the Trustee to represent the Bondholders, the Trustee in its discretion may, and upon the written 
request of the Holders of not less than twenty-five percent (25%) in aggregate principal amount of 
the Bonds then Outstanding, and upon being indemnified to its satisfaction therefor shall, proceed to 
protect or enforce its rights or the rights of such Holders by such appropriate action, suit, mandamus 
or other proceedings as it shall deem most effectual to protect and enforce any such right, at law or in 
equity, either for the specific performance of any covenant or agreement contained in the Indenture, 
or in aid of the execution of any power therein granted, or for the enforcement of any other 
appropriate legal or equitable right or remedy vested in the Trustee or in such Holders under the 
Indenture, the Facility Lease, the Act or any other law; and upon instituting such proceeding, the 
Trustee shall be entitled, as a matter of right, to the appointment of a receiver of the Revenues and 
other amounts and assets pledged under the Indenture pending such proceedings.  If more than one 
such request is received by the Trustee from the Holders, the Trustee shall follow the written request 
executed by the Holders of the greater percentage of Bonds then Outstanding in excess of twenty-five 
percent (25%).  All rights action under the Indenture or the Bonds or otherwise may be prosecuted 
and enforced by the Trustee without the possession of any of the Bonds or the production thereof in 
any proceeding relating thereto, and any such suit, action or proceeding instituted by the Trustee shall 
be brought in the name of the Trustee for the benefit and protection of all the Holders of such Bonds, 
subject to the provisions of the Indenture. 

Bondholders’ Direction of Proceedings 

Anything in the Indenture to the contrary notwithstanding, the Holders of a majority in 
aggregate principal amount of the Bonds then Outstanding shall, have the right, by an instrument or 
concurrent instruments in writing executed and delivered to the Trustee, and upon indemnifying the 
Trustee to its satisfaction therefor, to direct the method of conducting all remedial proceedings taken 
by the Trustee under the Indenture, provided that such direction shall not be otherwise than in 
accordance with law and the provisions of the Indenture, and that the Trustee shall have the right to 
decline to follow any such direction which in the opinion of the Trustee would be unjustly prejudicial 
to Bondholders not parties to such direction. 

Limitation on Bondholders’ Right to Sue 

No Holder of any Bond shall have the right to institute any suit, action or proceeding at law 
or in equity, for the protection or enforcement of any right or remedy under the Indenture, the 
Facility Lease, the Act or any other applicable law with respect to such Bond, unless (1) such Holder 
shall have given to the Trustee written notice of the occurrence of an Event of Default; (2) the 
Holders of not less than twenty-five per cent (25%) in aggregate principal amount of the Bonds then 
Outstanding shall have made written request upon the Trustee to exercise the powers granted or to 
institute such suit, action or proceeding in its own name; provided, however, that if more than one 
such request is received by the Trustee from the Holders, the Trustee shall follow the written request 
executed by the Holders of the greater percentage of Bonds then Outstanding in excess of twenty-five 
percent (25%); (3) such Holder or 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 (4) the Trustee shall have refused or omitted to comply with such request for a period of 
sixty (60) days after such written request shall have been received by, and said tender of indemnity 
shall have been made to, the Trustee. 
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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 or under law; it being understood and intended that no one or more Holders of Bonds shall 
have any right in any manner whatever by such Holders or Holders’ action to affect disturb or 
prejudice the security of the Indenture or the rights of any other Holders of Bonds, or to enforce any 
right under the Indenture, the Facility Lease, the Act or other applicable law with respect to the 
Bonds, except in the manner provided in the Indenture, and that all proceedings at law or in equity to 
enforce any such right shall be instituted, had and maintained in the manner provided in the Indenture 
and for the benefit and protection of all Holders of the Outstanding Bonds, subject to the provisions 
of the Indenture. 

Absolute Obligation of Authority 

Nothing in the Indenture, or in the Bonds, contained shall affect or impair the obligation of 
the Authority, which is absolute and unconditional, to pay the principal or Redemption Price of and 
interest on the Bonds to the respective Holders of the Bonds at their respective dates of maturity, or 
upon call for redemption, as provided in the Indenture, but only out of the Revenues and other assets 
pledged therefor, and not otherwise, or affect or impair the right of such Holders, which is also 
absolute and unconditional, to enforce such payment by virtue of the contract embodied in the Bonds. 

Termination of Proceedings 

In case any proceedings taken by the Trustee or anyone or more Bondholders on account of 
any Event of Default shall have been discontinued or abandoned for any reason or shall have been 
determined adversely to the Trustee or the Bondholders, then in every such case the Authority, the 
Trustee, the Bond Insurer, the Liquidity Facility Provider (if any) and the Bondholders, subject to 
any determination in such proceedings, shall be restored to their former positions and rights under the 
Indenture, severally and respectively, and all rights, remedies, powers and duties of the Authority, the 
Trustee, the Bond Insurer, the Liquidity Facility Provider (if any) and the Bondholders shall continue 
as though no such proceedings had been taken. 

Remedies Not Exclusive 

No remedy in the Indenture conferred upon or reserved to the Trustee or to the Holders of the 
Bonds or to any Provider is intended to be exclusive of any other remedy or remedies, and each and 
every such remedy, to the extent permitted by law, shall be cumulative and in addition to any other 
remedy given under the Indenture or now or thereafter existing at law or in equity or otherwise. 

No Waiver of Default 

No delay or omission of the Trustee or of any Holder of the Bonds or of any Provider to 
exercise any right or power arising upon the occurrence of any default shall impair any such right or 
power or shall be construed to be a waiver of any such default or an acquiescence therein; and every 
power and remedy given by the Indenture to the Trustee or to the Holders of the Bonds may be 
exercised from time to time and as often as may be deemed expedient. 
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Trustee

Duties, Immunities and Liabilities of Trustee.  The Trustee shall, prior to an Event of Default, 
and after the curing of all Events of Default which may have occurred, perform such duties and only 
such duties as are specifically set forth in the Indenture, and, except to the extent required by law, no 
implied covenants or obligations shall be read into the Indenture against the Trustee.  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 a prudent person that customarily engages in activities essentially similar to those 
provided for the Trustee under the Indenture would exercise or use under the circumstances in the 
conduct of such person’s own affairs. 

The Authority may, upon written request of the City shall, remove the Trustee at any time 
unless an Event of Default shall have occurred and then be continuing, and shall remove the Trustee 
if at any time requested to do so by an instrument or concurrent instruments in writing signed by the 
Holders of not less than a majority in aggregate principal amount of the Bonds then Outstanding (or 
their attorneys duly authorized in writing) or if at any time the Trustee shall cease to be eligible in 
accordance with this Section, or shall become incapable of acting, or shall be adjudged a bankrupt or 
insolvent, or a receiver of the Trustee or its property shall be appointed, or any public officer shall 
take control or charge of the Trustee or of its property or affairs for the purpose of rehabilitation, 
conservation or liquidation, in each case by giving written notice of such removal to the Trustee, and 
thereupon shall appoint a successor Trustee by an instrument in writing. 

The Trustee may at any time resign by giving written notice of such resignation to the 
Authority, the Bond Insurer, the Liquidity Facility Provider (if any), the City and by giving the 
Bondholders notice of such resignation by mail at the addresses shown on the registration books 
maintained by the Trustee.  Upon receiving such notice of resignation the Authority shall promptly 
appoint a successor Trustee by an instrument in writing.  The Trustee shall not be relieved of its 
duties until such successor Trustee has accepted appointment. 

Any removal or resignation of the Trustee and appointment of a successor Trustee shall only 
become effective upon acceptance of appointment by the successor Trustee.  If no successor Trustee 
shall have been appointed and have accepted appointment within thirty (30) days of giving notice of 
removal or notice of resignation as aforesaid, the resigning Trustee or any Bondholder (on behalf of 
such Bondholder and all other Bondholders) may petition any court of competent jurisdiction for the 
appointment of a successor Trustee, and such court may thereupon, after such notice (if any) as it 
may deem proper, appoint such successor Trustee.  Any successor Trustee appointed under the 
Indenture shall signify its acceptance of such appointment by executing and delivering to the 
Authority and to its predecessor Trustee.  Trustee a written acceptance thereof, and thereupon such 
successor Trustee, without any further act, deed or conveyance, shall become vested with all the 
moneys, estates, properties, rights, powers, trusts, duties and obligations of such predecessor Trustee, 
with like effect as if originally named Trustee in the Indenture; but nevertheless at the request of the 
successor Trustee, such predecessor Trustee shall execute and deliver any and all instruments of 
conveyance or further assurance and do such other things as may reasonably be required for more 
fully and certainly vesting in and confirming to such successor Trustee all the right, title and interest 
of such predecessor Trustee in and to any property held by it under the Indenture and shall pay over, 
transfer, assign and deliver to the successor Trustee any money or other property subject to the trusts 
and conditions set forth in the Indenture.  Upon the request of the successor Trustee, the Authority 
shall execute and deliver any and all instruments as may be reasonably required for more fully and 
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certainly vesting in and confirming to such successor Trustee all such moneys, estates, properties, 
rights, powers, trusts, duties and obligations.  Upon the acceptance of appointment by a successor 
Trustee as provided in this subsection, the Authority shall mail, or cause to be mailed, a notice of the 
succession of such Trustee to the trusts under the Indenture to the Bondholders at the addresses 
shown on the registration books maintained by the Trustee.  If the Authority fails to mail such notice 
within fifteen (15) days after acceptance of appointment by the successor Trustee, the successor 
Trustee shall cause such notice to be mailed at the expense of the Authority. 

The Trustee and any successor Trustee shall be a trust company or bank having a combined 
capital and surplus of at least seventy-five million dollars ($75,000,000) (or providing a guarantee of 
the full and prompt performance by the Trustee of its obligations under this Bond Indenture by a 
guarantor with such combined capital and surplus) and subject to supervision or examination by 
federal or state authority.  If such bank or trust company publishes a report of condition at least 
annually, pursuant to law or to the requirements of any supervising or examining authority above 
referred to, then for the purpose of this subsection the combined capital and surplus of such bank or 
trust company 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 this paragraph, the Trustee shall resign immediately in the manner 
and with the effect specified in this Section. 

Merger or Consolidation.  Any company into which the Trustee may be merged or converted 
or with which it may be consolidated or any company resulting from any merger, conversion or 
consolidation to which it shall be a party or any company to which the Trustee may sell or transfer all 
or substantially all of its corporate trust business provided such company shall be eligible under the 
Indenture, shall be the successor to such Trustee without the execution or filing of any paper or any 
further act anything in the Indenture to the contrary notwithstanding. 

Liability of Trustee.  The Trustee may become the owner of Bonds with the same rights it 
would have if it were not Trustee, and, to the extent permitted by law, may act as depositary for and 
permit any of its officers or directors to act as a member of, or in any other capacity with respect, any 
committee formed to protect the rights of Bondholders, whether or not such committee shall 
represent the Holders of a majority in principal amount of the Bonds then Outstanding. 

The Trustee shall not be liable for any error of judgment made in good faith by any of its 
officers, employees, agents or representatives, unless it shall be proved that the Trustee was negligent 
in ascertaining the pertinent facts. 

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 Holders of not less than twenty-five percent (25%) 
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. 

The Trustee shall be under no obligation to exercise any of the rights or powers vested in it 
by the Indenture at the request, order or direction of any of the Bondholders pursuant to the 
provisions of the Indenture, other than to make draws on a Liquidity Facility or Bond Insurance 
Policy in accordance with the terms of the Indenture, unless such Bondholders shall have offered to 
the Trustee security or indemnity, satisfactory to the Trustee, against the costs, expenses and 
liabilities which may be incurred therein or thereby.  The Trustee has no obligation or liability to the 
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Holders for the payment of interest on, principal of or premium, if any, with respect to the Bonds 
from its own funds, but rather the Trustee’s obligations shall be limited to the performance of its 
duties under the Indenture. 

Except with respect to Events of Default specified in the Indenture, the Trustee shall not be 
deemed to have knowledge of any Event of Default unless and until an officer at the Principal Office 
responsible for the administration of its duties under the Indenture shall have actual knowledge 
thereof or the Trustee shall have received written notice thereof at the Principal Office.  The Trustee 
shall not be bound to ascertain or inquire as to the performance or observance of any of the terms, 
conditions, covenants or agreements in the Indenture or of any of the documents executed in 
connection with the Bonds, or as to the existence of a default or Event of Default thereunder.  The 
Trustee shall not be responsible for the validity or effectiveness of any collateral given to or held by 
it.

The Trustee may execute any of the trusts or powers under the Indenture or perform any 
duties under the Indenture either directly or by or through attorneys-in-fact, agents, receivers, 
officers, employees or representatives, but shall be answerable for the negligence or misconduct of 
any such attorney-in-fact, agent, receiver, officer, employee or representative selected by it.  The 
Trustee shall be entitled to advice of counsel and other professionals concerning all matters of trust 
and its duty under the Indenture, but the Trustee shall not be answerable for the professional 
malpractice of any counselor other professional (including without limiting the generality of the 
foregoing, attorneys-in-law or certified public accountants) in connection with the rendering of such 
counsels or other professionals’ advice in accordance with the terms of the Indenture, if such 
counselor other professional was selected by the Trustee with due care. 

Modification or Amendment of the Indenture 

Amendments Permitted.  The Indenture and the rights and obligations of the Authority and of 
the Holders of the Bonds and of the Trustee and of any Swap Provider may be modified or amended 
from time to time and at any time by an indenture or indentures supplemental, which the Authority 
and the Trustee may enter into when, the City shall have filed with the Trustee the written consent of 
the Holders of a majority in aggregate principal amount of the Bonds then Outstanding.  No such 
modification or amendment shall (1) extend the stated maturity of any Bond, or reduce the amount of 
principal thereof, or extend the time of payment or change the method of computing the rate of 
interest thereon, or extend the time of payment of interest thereon, or reduce any premium payable 
upon the redemption thereof or change the Purchase Price to be paid to Holders tendering their 
Bonds, without the consent of the Holder of each Bond so affected, or (2) reduce the aforesaid 
percentage of Bonds, the consent of the Holders of which is required to effect any such modification 
or amendment, or permit the creation of any lien on the Revenues and other assets pledged under the 
Indenture prior to or on a parity with the lien created by the Indenture, or deprive the Holders of the 
Bonds or the Swap Provider of the lien created by the Indenture on such Revenues and other assets 
(except as expressly provided in the Indenture), without the consent of the Holders of all Bonds then 
Outstanding and the Swap Provider.  It shall not be necessary for the consent of the Bondholders to 
approve the particular form of any Supplemental Indenture, but it shall be sufficient if such consent 
shall approve the substance thereof.  Promptly after the execution by the Authority and the Trustee of 
any Supplemental Indenture, the Trustee shall mail a notice, setting forth in general terms the 
substance of such Supplemental Indenture to the Bondholders at the addresses shown on the 
registration books maintained by the Trustee.  Any failure to give such notice, or any defect therein, 
shall not, however, in any way impair or affect the validity of any such Supplemental Indenture. 
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The Indenture and the rights and obligations of the Authority, of the Trustee and of the 
Holders of the Bonds, except as it relates to the Swap Agreement, may also be modified or amended 
from time to time and at any time by an indenture or indentures supplemental, which the Authority 
and the Trustee may enter into without the necessity of obtaining the consent of any Bondholders, for 
any purpose that will not materially adversely affect the interests of the Holders of the Bonds, 
including (without limitation) anyone or more of the following purposes: 

(1) to add to the covenants and agreements of the Authority contained in the 
Indenture other covenants and agreements thereafter to be observed, to pledge or assign additional 
security for the Bonds (or any portion thereof), or to surrender any right or power reserved to or 
conferred upon the Authority; 

(2) to make such provisions for the purpose of curing any ambiguity 
inconsistency or omission, or of curing or correcting any defective provision, contained in the 
Indenture, or in regard to matters or questions arising under the Indenture, as the Authority or the 
Trustee may deem necessary or desirable; 

(3) to modify, amend or supplement the Indenture in such manner as to permit 
the qualification of the Indenture under the Trust Indenture Act of 1939, as amended, or any similar 
federal statute thereafter in effect, and to add such other terms, conditions and provisions as may be 
permitted by said act or similar federal statute; 

(4) to provide for the issuance of any Additional Bonds and to provide the terms 
of such Additional Bonds, subject to the conditions and upon compliance with the procedure set forth 
in Article III (which shall be deemed not to adversely affect Bondholders); 

(5) to evidence or give effect to, or to conform to the terms and provisions of any 
Liquidity Facility; 

(6) to evidence or give effect to, or to conform to the terms and provisions of any 
insurance policy, letter of credit, surety bond or other credit enhancement for the Bonds; 

(7) to facilitate and implement any book entry system (or any termination of a 
book entry system) with respect to the Bonds; 

(8) to maintain the exclusion from gross income of interest payable with respect 
to the Bonds; or 

(9) to make any modification or amendment to the Indenture which will be 
effective upon the remarketing of Bonds following the mandatory tender of the Bonds. 

Any Supplemental Indenture entered into pursuant to this paragraph shall not, for purposes of 
this paragraph, materially adversely affect the interest of the Bondholders so long as (a) all Bonds are 
insured by a Bond Insurance Policy or are Variable Rate Bonds, (b) each Bond Insurer shall be rated 
in the highest Rating Category by S&P and Moody’s and (c) if there are Variable Rate Bonds, the 
Supplemental Indenture shall not become effective until notice thereof shall have been given to 
Bondholders and thirty (30) days shall have passed during which time Owners of the Variable Rate 
Bonds shall have had the opportunity to tender their Bonds for purchase or if Bonds are ARS, a 
successful Auction has been conducted. 
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The Trustee may in its discretion, but shall not be obligated to, enter into any such 
Supplemental Indenture authorized by the Indenture which materially adversely affects the Trustee’s 
own rights, duties or immunities under the Indenture or otherwise.  In any event, the Trustee shall 
obtain the Swap Provider’s consent prior to entering into any Supplemental Indenture which 
materially adversely affects the Swap Providers rights, duties, or immunities under the Indenture or 
otherwise.

Effect of Supplemental Indenture.  Upon the execution of any Supplemental Indenture 
pursuant to this Article, the Indenture shall 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 Bonds Outstanding shall thereafter be determined, exercised and enforced 
under the Indenture subject in all respects to such modification and amendment, and all the terms and 
conditions of any such Supplemental Indenture shall be deemed to be part of the terms and 
conditions of the Indenture for any and all purposes. 

Defeasance

Discharge of Indenture.  The Bonds may be paid by the Authority or the Trustee on behalf of 
the Authority in any of the following ways: 

(A) by paying or causing to be paid the principal or Redemption Price of and interest on 
all Bonds Outstanding, as and when the same become due and payable; 

(B) by depositing with the Trustee, in trust, at or before maturity, moneys or securities in 
the necessary amount to pay when due or redeem all Bonds then Outstanding; or 

(C) by delivering to the Trustee, for cancellation by it, all Bonds then Outstanding. 

If the Authority shall also pay or cause to be paid all other sums payable under the Indenture 
by the Authority and under any Related Obligations and all Swaps have been terminated and are no 
longer outstanding, then and in that case at the election of the Authority (evidenced by a Certificate 
of the Authority filed with the Trustee signifying the intention of the Authority to discharge all such 
indebtedness and the Indenture), and notwithstanding that any Bonds shall not have been surrendered 
for payment, the Indenture and the pledge of Revenues and other assets made under the Indenture 
and all covenants, agreements and other obligations of the Authority under the Indenture (except as 
otherwise provided in the Indenture) shall cease, terminate become void and be completely 
discharged and satisfied.  In such event, upon the request of the Authority, the Trustee shall cause an 
accounting for such period or periods as may be requested by the Authority to be prepared and filed 
with the Authority and shall execute and deliver to the Authority all such instruments as may be 
necessary to evidence such discharge and satisfaction and the Trustee shall pay over, transfer, assign 
or deliver to the City all moneys or securities or other property held by it pursuant to the Indenture 
which are not required for the payment or redemption of Bonds not theretofore surrendered for such 
payment or redemption; provided that in all events moneys in the Rebate Fund shall be subject to the 
provisions of Indenture relating to the Rebate Fund. 

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 to payor redeem any Outstanding Bond 
(whether upon or prior to its maturity or the redemption date of such Bond) and pay any amounts due 
and payable on any Swaps then Outstanding, provided that, if such Bond is to be redeemed prior to 



A-28

maturity (a) notice of such redemption shall have been given as in Article IV provided or provision 
satisfactory to the Trustee shall have been made for the giving of such notice, and (b) the Trustee, the 
Bond Insurer, the Swap Provider and the Authority shall have received (i) verification report 
prepared by independent certified public accountants, or other verification agent (which may be the 
Remarketing Agent) satisfactory to the Trustee and the Authority, to the effect that the payment of 
the principal of and premium, if any, and interest on such Bonds then Outstanding and any and all 
other amounts required to be paid under the provisions of this Bond Indenture has been provided for 
in the manner set forth in this Bond Indenture and the Swap Agreement, and (ii) an Opinion of Bond 
Counsel addressed and delivered to the Trustee and the Authority to the effect that so providing for 
the payment of such Bond shall not adversely affect the exclusion of the interest on such Bond from 
gross income for federal income tax purposes, then all liability of the Authority in respect of such 
Bond shall cease, terminate and be completely discharged, except only that thereafter the Holder 
thereof shall be entitled to payment of the principal of and interest on such Bond by the Authority, 
and the Authority shall remain liable for such payments, but only out of such money or securities 
deposited with the Trustee as aforesaid for their payment. 

Notwithstanding anything in the Indenture to the contrary, if the interest on or principal of the 
related Insured Bonds shall have been paid by the related Bond Insurer pursuant to the related Bond 
Insurance Policy, the obligations of the Authority under the Indenture and under such Insured Bonds 
shall not be deemed discharged or satisfied, such Insured Bonds shall remain Outstanding for all the 
assignment and pledge contained in the Indenture and all obligations of the Authority under the 
Indenture shall continue to exist and run to the benefit of such Bond Insurer, and such Bond Insurer 
shall be subrogated to the rights of Holders of such Insured Bonds including, without limitation, any 
rights that the Holders of such Bonds may have in respect of securities law violations arising from 
the offer and sale of such Insured Bonds. 

Deposit of Money or Securities with Trustee.  Whenever in the Indenture it is provided or 
permitted that there be deposited with or held in trust by the Trustee money or securities in the 
necessary amount to payor redeem any Bonds, the money or securities to be so deposited or held may 
include money or securities held by the Trustee in the funds and accounts established pursuant to the 
Indenture (other than the Rebate Fund) and shall be: 

(A) lawful 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 (based on an assumed interest rate 
equal to the Maximum Rate for periods for which the actual interest rate on the Bonds cannot be 
determined), except that, in the case of Bonds which are to be redeemed prior to maturity and in 
respect of which notice of such redemption shall have been given or provision satisfactory to the 
Trustee shall have been made for the giving of such notice, the amount to be deposited or held shall 
be the principal amount or Redemption Price of such Bonds and all unpaid interest thereon to the 
redemption date; or 

(B) United States Government Obligations, the principal of and interest on which when 
due (without any income from the reinvestment thereof) will provide money sufficient to pay the 
principal or Redemption Price of and all unpaid interest to maturity (based on an assumed interest 
rate equal to the Maximum Rate for periods for which the actual interest rate on the Bonds cannot be 
determined), or to the redemption date, as the case may be, on the Bonds to be paid or redeemed, as 
such principal or Redemption Price and interest become due; provided that, in the case of Bonds 
which are to be redeemed prior to the maturity thereof, notice of such redemption shall have been 
given or provision satisfactory to the Trustee shall have been made for the giving of such notice; 
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provided, in each case, that the Trustee shall have been irrevocably instructed (by the terms 
of the Indenture or by Request of the Authority) to apply such money to the payment of such 
principal or Redemption Price and interest with respect to such Bonds, and provided further, that 
with respect to the deposit of United States Government Obligations pursuant to paragraph (B), the 
Trustee shall have received (i) a verification report from a firm of independent accountants or 
attorneys acceptable to the Trustee to the effect that the amount deposited is sufficient to make the 
payment specified therein and (ii) a defeasance opinion addressed to the Bond Insurer. 

Payment of Bonds After Discharge of Indenture.  Notwithstanding any provisions of the 
Indenture, any moneys held by the Trustee in trust for the payment of the principal of or premium, if 
any, or interest on, any Bonds and remaining unclaimed for three years (or, if shorter, one day before 
such moneys would escheat to the State of California under then applicable California law) after such 
principal or interest, as the case may be, has become due and payable (whether at maturity or upon 
call for redemption or by acceleration as provided in the Indenture), if such moneys were so held at 
such date, or three years (or, if shorter, one day before such moneys would escheat to the State of 
California under then applicable California law) after the date of deposit of such moneys if deposited 
after said date when all of the Bonds became due and payable, shall be repaid to the City free from 
the trusts created by the Indenture upon receipt of an indemnification agreement acceptable to the 
Authority and the Trustee indemnifying the Authority and the Trustee with respect to claims of 
Holders of Bonds which have not yet been paid and containing the agreement of the City to remain 
liable for the amount so repaid to the City, and all liability of the Authority and the Trustee with 
respect to such moneys shall thereupon cease; provided, however, that before the repayment of such 
moneys to the City as aforesaid, the Trustee may (at the cost of the City) first mail to the Holders of 
Bonds which have not yet been paid, at the addresses shown on the registration books maintained by 
the Trustee, a notice, in such form as may be deemed appropriate by the Trustee with respect to the 
Bonds so payable and not presented and with respect to the provisions relating to the repayment to 
the City of the moneys held for the payment thereof. 

Limited Liability of Authority 

Notwithstanding anything the Indenture or in the Bonds contained, the Authority shall not be 
required to advance any moneys derived from any source other than the Revenues and other assets 
pledged under the Indenture for any of the purposes in the Indenture mentioned, whether for the 
payment of the principal or Redemption Price of or interest on the Bonds or for any other purpose of 
the Indenture. 

The Bond Insurance Policy Provisions 

Payments with respect to claims for interest on and principal of the Bonds disbursed by the 
Trustee from proceeds of the Bond Insurance Policy shall not be considered to discharge the 
obligation of the Authority with respect to such Bonds, and the Bond Insurer shall become the owner 
of such unpaid Bond and claims for the interest in accordance with the tenor of the assignment made 
to it under the provisions of this subsection or otherwise. 

To the extent that the Indenture confers upon or give or grant to the Bond Insurer any right, 
remedy or claim under or by reason of the Indenture, the Bond Insurer is explicitly recognized as 
being a third party beneficiary under the Indenture and may enforce any such right, remedy or claim 
conferred, given or granted thereunder. 
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THE FACILITY LEASE 

Lease of Leased Property 

Pursuant to the Facility Lease, the Authority subleases to the City and the City subleases 
from the Authority the Leased Property, subject, however, to all easements, encumbrances, and 
restrictions that exist at the time of the commencement of the term of the Facility Lease.  The Leased 
Property shall consist of the real properties described in Exhibit A of the Facility Lease, as the same 
may be amended from time to time, pursuant to the terms thereof. 

Term; Occupancy 

The term of the Facility Lease shall commence on the date of recordation of the Facility 
Lease in the office of the County Recorder of Stanislaus County, State of California, or on April 18, 
2007, whichever is earlier, and shall end on September 1, 2033, unless such term is extended or 
sooner terminated.  If on such termination date, the Series of Bonds corresponding to the Base Rental 
Payments attributable to the Leased Property, or if applicable, the related Leased Unit, and all other 
amounts then due under the Facility Lease with respect to such Leased Property or Leased Unit (as 
the case may be), including any Reserve Facility Costs and amounts due under any Related 
Obligations, shall not be fully paid, or if the rental payable under the Facility Lease with respect to 
such Leased Property or Leased Unit (as the case may be) shall have been abated at any time and for 
any reason, then the term of the Facility Lease with respect to such Leased Property or Leased Unit 
(as the case may be) shall be extended until all Bonds and Related Obligations of such Series 
corresponding to the Base Rental Payments attributable to such Leased Property or Leased Unit (as 
the case may be) and all other amounts then due under the Facility Lease with respect to such Leased 
Property or Leased Unit (as the case may be), including any Reserve Facility Costs and amounts due 
under any Related Obligations, shall be fully paid, except that the term of the Facility Lease as to 
such Leased Property or Leased Unit (as the case may be) shall in no event be extended beyond ten 
(10) years after such date.  If prior to such date, all Bonds of a Series corresponding to the Base 
Rental Payments attributable to the Leased Property, or if applicable, the related Leased Unit and all 
other amounts then due under the Facility Lease with respect to such Leased Property or Leased Unit 
(as the case may be), including any Reserve Facility Costs and amounts due under any Related 
Obligations, shall be fully paid, or provision therefor made, the term of the Facility Lease with 
respect to such Leased Property or Leased Unit (as the case may be) shall end ten (10) days thereafter 
or upon written notice by the City to the Authority, whichever is earlier. 

Removal or Substitution of Leased Property 

Pursuant to the Indenture, the City may remove or substitute real property as part of the 
Leased Property for purposes of the Facility Lease, but only after the City shall have filed with the 
Authority and the Trustee, with copies to each rating agency then providing a rating for the Bonds, 
all of the following: 

(a) Executed copies of the Facility Lease or amendments thereto containing the amended 
description of the Leased Property, including the legal description of the Leased Property as modified 
if necessary; 

(b) A Certificate of the City with copies of the Facility Lease or a site lease, if needed, or 
amendments thereto containing the amended description of the Leased Property stating that such 
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documents have been duly recorded in the official records of the County Recorder of Stanislaus 
County, State of California; 

(c) A Certificate of the City evidencing that the annual fair rental value of the Leased 
Property which will constitute the Leased Property after such removal or substitution will be at least 
equal to 100% of the maximum amount of Base Rental Payments for (i) the 1998 Bonds and (ii) all 
Series of Bonds becoming due in the then current year ending August 14 through and including each 
year during which any Series of Bonds would be Outstanding or in any subsequent year ending 
August 15 through and including each year during which any Series of Bonds would be Outstanding; 

(d) A Certificate of the City stating that, based upon review of such instruments, 
certificates or any other matters described in such Certificate of the City, the City has good 
merchantable title to the Leased Property which will constitute the Leased Property after such 
substitution.  The term “good merchantable title” shall mean such title as is satisfactory and sufficient 
for the needs and operations of the City; 

(e) A Certificate of the City stating that such removal or substitution does not adversely 
affect the City’s use and occupancy of the Leased Property;  

(f) An Opinion of Counsel (as such term is defined in the Indenture) stating that such 
amendment or modification (i) is authorized or permitted by the Constitution and laws of the State 
and the Indenture; (ii) complies with the terms of the Constitution and laws of the State and of the 
Indenture; (iii) will, upon the execution and delivery thereof, be valid and binding upon the Authority 
and the City; and (iv) will not cause the interest on the Bonds to be included in gross income for 
federal income tax purposes; and 

(g) A Certificate of the City stating that all conditions to the release or substitution of 
such property under the 1998 Lease have been satisfied. 

Subordination to the 1998 Lease 

Notwithstanding any provisions of the Facility Lease to the contrary, the Facility Lease and 
the rights granted to the City under the Facility Lease are subordinate to the right of the City and the 
1998 Trustee under the 1998 Lease, the 1998 Indenture and the rights granted thereunder. 

Base Rental Payments 

The City agrees to pay to the Authority, as Base Rental Payments for the use and occupancy 
of the Leased Property (subject to certain the provisions of the Facility Lease) annual rental 
payments, in accordance with the Base Rental Payment Schedule attached to the Facility Lease. 

Each annual payment of Base Rental Payments (to be payable in installments as aforesaid) 
shall be for the use of the Leased Property. 

The City and the Authority agree that on each day on which Base Rental Payments are 
payable during the term of the lease of the Leased Property, there shall be applied as a credit against 
the Base Rental Payments payable on such date for the Leased Property the amounts by which such 
Base Rental Payments for the Leased Property when added to the funds held pursuant to the 
Indenture (other than the Reserve Fund) and available to pay debt service on the Bonds and any 
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Related Obligations exceeds such payment obligations due and payable on or before the fifteenth day 
of the immediately succeeding month. 

Additional Payments 

The City shall also pay such amounts (the “Additional Payments”) as shall be required by the 
Authority for the payment of all costs and expenses incurred by the Authority in connection with the 
execution, performance or enforcement of the Facility Lease or any pledge of Base Rental Payments 
payable under the Facility Lease, the Indenture, the Reserve Facility, its interest and the lease of the 
Leased Property to the City, including but not limited to payment of all fees, costs and expenses and 
all administrative costs of the Authority related to the Bonds, the Related Obligations, the Leased 
Property and the Project, including, without limiting the generality of the foregoing, salaries and 
wages of employees, all expenses, compensation and indemnification of the Trustee payable by the 
Authority under the Indenture, fees of auditors, accountants, auction agents, broker-dealers or 
attorneys, and fees and expenses payable to any bond insurer, and all other necessary administrative 
costs of the Authority or charges required to be paid by it in order to maintain its existence or to 
comply with the terms of the Bonds or of the Indenture; but not including in Additional Payments 
amounts required to pay the principal of or interest on the Bonds or the portion of the Reserve 
Facility Costs related thereto or payments on Related Obligations or the payment of any Regular 
Swap Payments or Extraordinary Swap Payments. 

The Authority has issued and may in the future issue bonds and has entered into and may in 
the future enter into leases to finance facilities other than the Leased Property and the Project.  The 
administrative costs of the Authority shall be allocated among said facilities and the Leased Property.  
The fees of the Trustee under the Indenture, and any other expenses directly attributable to the 
Leased Property shall be included in the Additional Payments payable under the Facility Lease.  The 
fees of any trustee or paying agent under any indenture securing any additional Series of Bonds of 
the Authority, and any other expenses directly attributable to any facilities other than the Leased 
Property, shall not be included in the administrative costs of the Leased Property and shall not be 
paid from the Additional Payments payable under the Facility Lease.  Any expenses of the Authority 
not directly attributable to any particular leased property or project of the Authority shall be equitably 
allocated among all such leased property or projects in accordance with sound accounting practice.  
In the event of any question or dispute as to such allocation, the written opinion of an independent 
firm of certified public accountants, employed by the Authority to consider the question and render 
an opinion thereon, shall be a final and conclusive determination as to such allocation.  The Trustee 
may conclusively rely upon the Written Request of the Authority, with the approval of a duly 
authorized representative of the City, endorsed thereon, in making any determination that costs are 
payable as Additional Payments under the Facility Lease, and shall not be required to make any 
investigation as to whether or not the items so requested to be paid are expenses of operation of the 
Leased Property. 

Fair Rental Value 

The payment of up to the Maximum Annual Base Rental Payments (as shown in the Facility 
Lease) and Additional Payments, together with the lease payments made under the 1998 Lease, for 
each rental period during the term of the Facility Lease shall constitute the total rental for said rental 
period and shall be paid by the City in each Rental Payment Period for and in consideration of the 
right of use and occupancy of, and continued quiet use and enjoyment of, the Leased Property during 
each such period for which said rental is to be paid.  The parties have agreed and determined that 
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such total rental payable for each Rental Payment Period represents the fair rental value of the 
Leased Property for each such period.  In making such determination, consideration has been given 
to the appraised value of the Leased Property, costs of acquisition, demolition, site preparation, 
design, construction and financing of the Leased Property, other obligations of the parties under the 
Facility Lease, the uses and purposes which may be served by the Leased Property and the benefits 
therefrom which will accrue to the City and the general public. 

Payment Provisions; Deferred Rental 

At the request of the City, the Authority is issuing the Bonds as variable rate bonds, and 
entering into an interest rate swap transaction in an effort to provide a lower cost to the City for the 
lease of the Leased Property.  It is contemplated by the parties that the amount of Base Rental 
Payments to be payable by the City to the Authority during each Rental Payment Period will be equal 
to the Estimated Base Rental Payments shown in an exhibit to the Facility Lease.  In the event that 
the amount needed in such Rental Payment Period by the Authority to pay the principal of and 
interest on the Bonds and any Related Obligations is more than the Estimated Base Rental Payments 
for such Rental Payment Period, the City will be obligated to pay up to the Maximum Annual Base 
Rental Payment for such Rental Payment Period.  Further, the City agrees that if in any year the 
Maximum Annual Base Rental Payment exceeds the amount needed by the Authority to pay the 
principal of and interest on the Bonds and any Related Obligations coming due on or before 
September 1 following the end of such Rental Payment Period, the excess amount may be deferred 
by the Authority, at its sole option, on such terms and conditions as it shall determine are necessary 
to protect the interests of the owners of the Bonds and the Providers of any Related Obligations, and 
thereupon such excess amount (the “Deferred Rental”) need not be paid by the City to the Authority 
at that time, but instead shall be deferred until such subsequent time as the Authority shall have need 
for such payment; provided that the Deferred Rental shall not cause the Maximum Annual Base 
Rental Payment in any Rental Payment Period to exceed 150% of the Estimated Base Rental 
Payment for such Rental Payment Period as shown in an exhibit to the Facility Lease. 

Notwithstanding any dispute between the Authority and the City, the City shall make all Base 
Rental Payments and Additional Payments when due without deduction or offset of any kind and 
shall not withhold any Base Rental Payments or Additional Payments pending the final resolution of 
such dispute.  In the event of a determination that the City was not liable for said Base Rental 
Payments or Additional Payments or any portion thereof, said payments or excess of payments, as 
the case may be, shall be credited against subsequent Base Rental Payments or Additional Payments 
due under the Facility Lease or refunded at the time of such determination.  Amounts required to be 
deposited by the City with the Trustee on any date shall be reduced to the extent of amounts on 
deposit in the Revenue Fund and available therefor. 

All payments received shall be applied first to the Base Rental Payments due under the 
Facility Lease and thereafter to all Additional Payments due under the Facility Lease, but no such 
application of any payments which are less than the total rental due and owing shall be deemed a 
waiver of any default under the Facility Lease. 

Nothing contained in the Facility Lease shall prevent the City from making from time to time 
contributions or advances to the Authority for any purpose now or thereafter authorized by law, 
including the making of repairs to, or the restoration of, the Leased Property in the event of damage 
to or the destruction of the Leased Property. 
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Appropriations Covenant 

The City covenants to take such action as may be necessary to include all Estimated Base 
Rental Payments and Additional Payments due under the Facility Lease and all lease payments and 
additional payments under the 1998 Lease in its annual budgets, and to make necessary annual 
appropriations for such payments, and for such additional amounts as required below.  The City will 
deliver to the Authority and the Trustee within ninety (90) days of adoption of the City budget copies 
of the portion of each annual City budget relating to the payment of Estimated Base Rental Payments 
and Additional Payments under the Facility Lease and lease payments and additional payment under 
the 1998 Lease as so calculated.  If in any fiscal year, the amount initially budgeted is insufficient to 
pay actual Debt Service on the Bonds and payments with respect to Related Obligations, the City 
shall, by supplemental budget in such fiscal year, appropriate and pay such additional amounts until 
the total amount appropriated for Base Rental Payments equals Maximum Annual Base Rental 
Payments for such year as provided in the exhibit to the Facility Lease.  The covenants on the part of 
the City contained in the Facility Lease shall be deemed to be and shall be construed to be duties 
imposed by law and it shall be the duty of each and every public official of the City to take such 
action and do such things as are required by law in the performance of the official duty of such 
officials to enable the City to carry out and perform the covenants and agreements in the Facility 
Lease agreed to be carried out and performed by the City. 

The Authority and the City understand and intend that the obligation of the City to pay Base 
Rental Payments and Additional Payments under the Facility Lease shall constitute a current expense 
of the City and shall not in any way be construed to be a debt of the City in contravention of any 
applicable constitutional or statutory limitation or requirement concerning the creation of 
indebtedness by the City, nor shall anything contained in the Facility Lease constitute a pledge of the 
general tax revenues, funds or moneys of the City.  Base Rental Payments and Additional Payments 
due under the Facility Lease shall be payable only from current funds which are budgeted and 
appropriated or otherwise legally available for the purpose of paying Base Rental Payments and 
Additional Payments or other payments due under the Facility Lease as consideration for use of the 
Leased Property.  The Facility Lease shall not create an immediate indebtedness for any aggregate 
payments which may become due under the Facility Lease in the event that the term of the Facility 
Lease is continued.  The City has not pledged the full faith and credit of the City, the State of 
California or any agency or department thereof to the payment of the Base Rental Payments and 
Additional Payments or any other payments due under the Facility Lease. 

Rental Abatement 

The Base Rental Payments and Additional Payments shall be abated proportionately during 
any period in which by reason of any damage or destruction (other than by condemnation, or planned 
demolition as part of the Project) there is substantial interference with the use and occupancy of the 
Leased Property by the City, in the proportion in which the initial cost of that portion of the Leased 
Property rendered unusable bears to the initial cost of the whole of the Leased Property.  Such 
abatement shall continue for the period commencing with such damage or destruction and ending 
with the substantial completion of the work of repair or reconstruction.  In the event of any such 
damage or destruction, the Facility Lease shall continue in full force and effect and the City waives 
the benefits of California Civil Code Section 1932(2) and 1933(4) and of Title 11 of the United 
States Code, Section 365(h) and any and all other rights to terminate the Facility Lease by virtue of 
any such damage or destruction. 
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Notwithstanding the foregoing, such abatement shall not result to the extent of moneys held 
by the Trustee under the Indenture (including, particularly, without limitation, the Reserve Fund, 
Principal Account and Interest Account), or to the extent such Base Rental Payments are made from 
proceeds of insurance and rental interruption insurance as provided in the Facility Lease. 

Maintenance, Alterations and Additions 

Maintenance and Utilities.  During such time as the City is in possession of the Leased 
Property, all maintenance and repair, both ordinary and extraordinary, of the Leased Property shall be 
the responsibility of the City, which shall at all times maintain or otherwise arrange for the 
maintenance of the Leased Property in first class condition, and the City shall pay for or otherwise 
arrange for the payment of all utility services supplied to the Leased Property, and shall pay for or 
otherwise arrange for payment of the cost of the repair and replacement of the Leased Property 
resulting from ordinary wear and tear or want of care on the part of the City or any assignee or 
sublessee thereof or any other cause and shall pay for or otherwise arrange for the payment of all 
insurance policies required to be maintained with respect to the Leased Property.  In exchange for the 
rental provided in the Facility Lease, the Authority agrees to provide only the Leased Property. 

Changes to the Leased Property.  Subject to the Facility Lease and the provisions of the 1998 
Lease, the City, at its own expense, shall have the right to remodel the Leased Property or to make 
additions, modifications and improvements to the Leased Property.  All such additions, modifications 
and improvements shall thereafter comprise part of the Leased Property and be subject to the 
provisions of the Facility Lease.  Such additions, modifications and improvements shall not damage 
the Leased Property or cause them to be used for purposes other than those authorized under the 
provisions of state and federal law; and the Leased Property, upon completion of any additions, 
modifications and improvements made, shall be of a value which is at least equal to the value of the 
Leased Property immediately prior to the making of such additions, modifications and 
improvements. 

Installation of City’s Equipment.  The City and any sublessee may at any time and from time 
to time, in its sole discretion and at its own expense, install or permit to be installed other items of 
equipment or other personal property in or upon the Leased Property.  All such items shall remain the 
sole property of such party, in which neither the Authority nor the Trustee shall have any interest, 
and may be modified or removed by such party at any time provided that such party shall repair and 
restore any and all damage to the Leased Property resulting from the installation, modification or 
removal of any such items.  Nothing in the Facility Lease shall prevent the City from purchasing 
items to be installed under a conditional sale or lease purchase contract, or subject to a vendor’s lien 
or security agreement as security for the unpaid portion of the purchase price thereof, provided that 
no such lien or security interest shall attach to any part of the Leased Property. 

Insurance

Fire and Extended Coverage Insurance.  The City shall procure or cause to be procured and 
maintain or cause to be maintained, throughout the term of the Facility Lease, insurance against loss 
or damage to any structures constituting any part of the Leased Property by fire and lightning, with 
extended coverage insurance, vandalism and malicious mischief insurance and sprinkler system 
leakage insurance.  Said 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.  Such insurance shall be in an amount equal to the replacement 
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cost (without deduction for depreciation) of all structures constituting any part of the Leased 
Property, excluding the cost of excavations, of grading and filling, and of the land (except that such 
insurance may be subject to deductible clauses for any one loss of not to exceed $500,000 or 
comparable amount adjusted for inflation), or, in the alternative, shall be in an amount and in a form 
sufficient (together with moneys held under the Indenture), in the event of total or partial loss, to 
enable all outstanding Bonds to be redeemed. 

In the event of any damage to or destruction of any part of the Leased Property, caused by the 
perils covered by such insurance, the Authority, and subject to the terms of the 1998 Lease and the 
1998 Indenture, shall cause the proceeds of such insurance to be utilized for the repair, reconstruction 
or replacement of the damaged or destroyed portion of the Leased Property, and the Trustee shall 
hold said proceeds separate and apart from all other funds, in a special fund to be designated the 
“Insurance and Condemnation Fund,” to the end that such proceeds shall be applied to the repair, 
reconstruction or replacement of the Leased Property to at least the same good order, repair and 
condition as they were in prior to the damage or destruction, insofar as the same may be 
accomplished by the use of said proceeds.  The Trustee shall permit withdrawals of said proceeds 
from time to time upon receiving the Written Request of the Authority, stating that the Authority has 
expended moneys or incurred liabilities in an amount equal to the amount therein requested to be 
paid over to it for the purpose of repair, reconstruction or replacement, and specifying the items for 
which such moneys were expended, or such liabilities were incurred.  Any balance of said proceeds 
not required for such repair, reconstruction or replacement shall be treated by the Trustee as Base 
Rental Payments and applied in the manner provided in the Indenture.  Alternatively, the Authority, 
at its option, with the written consent of the City, and if the proceeds of such insurance together with 
any other moneys then available for the purpose are at least sufficient to redeem an aggregate 
principal amount of outstanding Bonds, equal to the amount of Base Rental Payment attributable to 
the portion of the Leased Property so destroyed or damaged (determined by reference to the 
proportion which the cost of such portion of the Leased Property bears to the cost of the Leased 
Property), may elect not to repair, reconstruct or replace the damaged or destroyed portion of the 
Leased Property and thereupon shall cause said proceeds to be used for the redemption of 
outstanding Bonds pursuant to the Indenture. 

As an alternative to providing the insurance required by the first paragraph of this Section, or 
any portion thereof, the City may provide a self insurance method or plan of protection if and to the 
extent such self insurance method or plan of protection shall afford reasonable coverage for the risks 
required to be insured against, in light of all circumstances, giving consideration to cost, availability 
and similar plans or methods of protection adopted by public entities in the State of California other 
than the City.  So long as such method or plan is being provided to satisfy the requirements of the 
Facility Lease, there shall be filed annually with the Trustee a statement of an actuary, insurance 
consultant or other qualified person (which may be the Risk Manager of the City), stating that, in the 
opinion of the signer, the substitute method or plan of protection is in accordance with the 
requirements of this Section and, when effective, would afford reasonable coverage for the risks 
required to be insured against.  There shall also be filed a Certificate of the City setting forth the 
details of such substitute method or plan.  In the event of loss covered by any such self insurance 
method, the liability of the City under the Facility Lease shall be limited to the amounts in the self 
insurance reserve fund or funds created under such method. 

Any insurance required by the Facility Lease relating to fire and extended coverage 
insurance, to the extent permitted, shall not be a duplication of the insurance maintained under the 
1998 Lease. 



A-37

Liability Insurance.  Except as otherwise provided, the City shall procure or cause to be 
procured and maintain or cause to be maintained, throughout the term of the Facility Lease, a 
standard comprehensive general liability insurance policy or policies in protection of the Authority 
and the City and their respective members, directors, officers, agents and employees, and the Trustee, 
indemnifying said parties against all direct or contingent loss or liability for damages for personal 
injury, death or property damage occasioned by reason of the operation of the Leased Property, with 
minimum liability limits of $1,000,000 for personal injury or death of each person and $3,000,000 
for personal injury or deaths of two or more persons in each accident or event, and in a minimum 
amount of $500,000 for damage to property resulting from each accident or event.  Such public 
liability and property damage insurance may, however, be in the form of a single limit policy in the 
amount of $3,000,000 covering all such risks.  Such liability insurance may be maintained as part of 
or in conjunction with any other liability insurance carried by the City. 

As an alternative to providing the insurance required by the preceding paragraph, or any 
portion thereof, the City may provide a self insurance method or plan of protection if and to the 
extent such self insurance method or plan of protection shall afford reasonable protection to the 
Authority and the City and their respective members, directors, officers, agents and employees, and 
the Trustee, in light of all circumstances, giving consideration to cost, availability and similar plans 
or methods of protection adopted by public entities in the State of California other than the City.  So 
long as such method or plan is being provided to satisfy the requirements of the Facility Lease, there 
shall be filed annually with the Trustee a statement of an actuary, independent insurance consultant 
or other qualified person (which may be the Risk Manager of the City), stating that, in the opinion of 
the signer, the substitute method or plan of protection is in accordance with the requirements of this 
Section and, when effective, would afford reasonable protection to the Authority and the City and 
their respective members, directors, officers, agents and employees, and the Trustee against loss and 
damage from the hazards and risks covered thereby.  There shall also be filed a Certificate of the City 
setting forth the details of such substitute method or plan. 

Any insurance required under the Facility Lease relating to liability insurance, to the extent 
permitted, shall not be a duplication of the insurance maintained under the 1998 Lease. 

Rental Interruption or Use and Occupancy Insurance.  The City shall procure or cause to be 
procured and maintain or cause to be maintained, rental interruption or use and occupancy insurance 
to cover loss, total or partial, of the rental income from or the use of the Leased Property as the result 
of any of the hazards covered by the insurance required by the Facility Lease, in an amount sufficient 
to pay the part of the total rent under the Facility Lease attributable to the portion of the Leased 
Property rendered unusable (determined by reference to the proportion which the cost of such portion 
bears to the cost of the Leased Property) for a period of at least two years, except that such insurance 
may be subject to a deductible clause of not to exceed two hundred fifty thousand dollars ($250,000) 
or a comparable amount adjusted for inflation.  Any proceeds of such insurance shall be used by the 
Trustee to reimburse to the City any rental theretofore paid by the City under the Facility Lease 
attributable to such structure for a period of time during which the payment of rental under the 
Facility Lease is abated, and any proceeds of such insurance not so used shall be applied as provided 
in the Facility Lease (to the extent required for the payment of Base Rental Payments and to the 
extent required for the payment of Additional Payments) and any remainder shall be treated as 
Revenue under the Indenture. 

Worker’s Compensation.  The City shall also maintain worker’s compensation insurance 
issued by a responsible carrier authorized under the laws of the State of California to insure its 
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employees against liability for compensation under the Worker’s Compensation Insurance and Safety 
Act now in force in California, or any act enacted as an amendment or supplement thereto.  As an 
alternative, such insurance may be maintained as part of or in conjunction with any other insurance 
carried by the City.  Such insurance may be maintained by the City in the form of self-insurance. 

Title Insurance.  The City shall obtain, for the benefit of the Authority and the Trustee, upon 
the execution and delivery of the Facility Lease, title insurance on the Leased Property in an amount 
not less than $61,430,000, subject only to Permitted Encumbrances.  Any title insurance held under 
the 1998 Lease shall satisfy, on a dollar to dollar basis, the requirements of this paragraph, so long as 
the Trustee is named as an additional insured, it being understood that the rights of the Trustee shall 
be subject to the prior rights of the 1998 Trustee. 

Insurance Proceeds; Form of Policies.  All policies of insurance required by the Facility 
Lease relating to fire and extended coverage insurance and rental interruption and use and occupancy 
insurance shall name the City, the Authority and the Trustee as insured and shall contain a lender’s 
loss payable endorsement in favor of the Trustee.  Any such policies may also name the 1998 Trustee 
as an insured if the policies are intended to satisfy both the requirements of the Facility Lease and the 
1998 Lease.  The Trustee shall, to the extent practicable, collect, adjust and receive all moneys which 
may become due and payable under any such policies, may compromise any and all claims 
thereunder and shall apply the proceeds of such insurance as provided in Facility Lease.  All policies 
of insurance required by the Facility Lease shall provide that the Trustee shall be given thirty (30) 
days notice of each expiration thereof or any intended cancellation thereof or reduction of the 
coverage provided thereby.  The Trustee shall not be responsible for the sufficiency of any insurance 
required in the Facility Lease and shall be fully protected in accepting payment on account of such 
insurance or any adjustment, compromise or settlement of any loss agreed to by the City.  The City 
shall pay when due the premiums for all insurance policies required by the Facility Lease, and shall 
promptly furnish evidence of such payments to the Authority. 

Defaults and Remedies 

Defaults and Remedies.  (a) If the City shall fail to pay any Base Rental Payments or 
Additional Payments payable under the Facility Lease when the same becomes due, time being 
expressly declared to be of the essence of the Facility Lease, or the City shall fail to keep, observe or 
perform any other term, covenant or condition contained in the Facility Lease to be kept or 
performed by the City for a period of sixty (60) days after notice of the same has been given to the 
City by the Authority or the Trustee or for such additional time as is reasonably required, in the sole 
discretion of the Authority, to correct the same, or upon the happening of any of the events specified 
in paragraph (b) below (any such case above being an “Event of Default”), the City shall be deemed 
to be in default under the Facility Lease and it shall be lawful for the Authority to exercise any and 
all remedies available pursuant to law or granted pursuant to the Facility Lease.  Upon any such 
default, the Authority, in addition to all other rights and remedies it may have at law, shall have the 
option, without terminating the Facility Lease, but subject to the terms of the 1998 Lease (i) to collect 
each installment of rent as it becomes due and enforce any other terms or provision to be kept or 
performed by the City, regardless of whether or not the City has abandoned the Leased Property, or 
(ii) to exercise any and all rights of entry and re-entry upon the Leased Property.  So long as the 
Facility Lease is not terminated the City shall remain liable and agrees to keep or perform all 
covenants and conditions contained in the Facility Lease to be kept or performed by the City and, if 
the Leased Property is not re-let, to pay the full amount of the rent to the end of the term of the 
Facility Lease or, in the event that the Leased Property is re-let, to pay any deficiency in rent that 
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results therefrom; and further agrees to pay said rent and/or rent deficiency punctually at the same 
time and in the same manner as hereinabove provided for the payment of rent under the Facility 
Lease (without acceleration), notwithstanding the fact that the Authority may have received in 
previous years or may receive thereafter in subsequent years rental in excess of the rental specified in 
the Facility Lease, and notwithstanding any entry or re-entry by the Authority or suit in unlawful 
detainer, or otherwise, brought by the Authority for the purpose of effecting such entry or re-entry or 
obtaining possession of the Leased Property.  Should the Authority elect to enter or re-enter as 
provided in the Facility Lease, the City irrevocably appoints the Authority as the agent and attorney-
in-fact of the City to re-let the Leased Property, or any part thereof, from time to time, either in the 
Authority’s name or otherwise, upon such terms and conditions and for such use and period as the 
Authority may deem advisable, and to remove all persons in possession thereof and all personal 
property whatsoever situated upon the Leased Property and to place such personal property in storage 
in any warehouse or other suitable place located in the City of Modesto, California, for (to the extent 
permitted by law) the account of and at the expense of the City, and the City (to the extent permitted 
by law) exempts and agrees to save harmless the Authority from any costs, loss or damage 
whatsoever arising out of, in connection with, or incident to any such re-entry upon and re-letting of 
the Leased Property and removal and storage of such property by the Authority or its duly authorized 
agents in accordance with the provisions contained in the Facility Lease.  The City agrees that the 
terms of the Facility Lease constitute full and sufficient notice of the right of the Authority to re-let 
the Leased Property and to do all other acts to maintain or preserve the Leased Property as the 
Authority deems necessary or desirable in the event of such re-entry without effecting a surrender of 
the Facility Lease, and further agrees that no acts of the Authority in effecting such re-letting shall 
constitute a surrender or termination of the Facility Lease irrespective of the use or the term for 
which such re-letting is made or the terms and conditions of such re-letting, or otherwise.  The City 
further waives the right to any rental obtained by the Authority in excess of the rental specified in the 
Facility Lease and conveys and releases such excess to the Authority as compensation to the 
Authority for its services in re-letting the Leased Property or any part thereof.  The City further 
agrees to the extent permitted by law to pay the Authority the reasonable cost of any alterations or 
additions to the Leased Property necessary to place the Leased Property in condition for re-letting 
immediately upon notice to the City of the completion and installation of such additions or 
alterations.

The City waives any and all claims for damages caused or which may be caused by the 
Authority in re-entering and taking possession of the Leased Property as provided in the Facility 
Lease and all claims for damages that may result from the destruction of or injury to the Leased 
Property and all claims for damages to or loss of any property belonging to the City, or any other 
person, that may be in or upon the Leased Property. 

(b) If (1) the City’s interest in the Facility Lease or any part thereof is assigned or 
transferred, either voluntarily or by operation of law or otherwise, without the written consent of the 
Authority, or (2) the City or any assignee shall file any petition or institute any proceeding under any 
act or acts, state or federal, dealing with or relating to the subject or subjects of bankruptcy or 
insolvency, or under any amendment of such act or acts, either as a bankrupt or as an insolvent, or as 
a debtor, or in any similar capacity, wherein or whereby the City asks or seeks or prays to be 
adjudicated a bankrupt, or is to be discharged from any or all of the City’s debts or obligations, or 
offers to the City’s creditors to effect a composition or extension of time to pay the City’s debts or 
asks, seeks or prays for reorganization or to effect a plan of reorganization, or for a readjustment of 
the City’s debts, or for any other similar relief, or if any such petition or any such proceedings of the 
same or similar kind or character be filed or be instituted or taken against the City, or if a receiver of 
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the business or of the property or assets of the City shall be appointed by any court, except a receiver 
appointed at the instance or request of the Authority, or if the City shall make a general or any 
assignment for the benefit of the City’s creditors, or if (3) the City shall abandon or vacate the Leased 
Property, then the City shall be deemed to be in default under the Facility Lease. 

(c) The Authority shall in no event be in default in the performance of any of its 
obligations under the Facility Lease or imposed by any statute or rule of law unless and until the 
Authority shall have failed to perform such obligations within sixty (60) days or such additional time 
as is reasonably required to correct any such default after notice by the City to the Authority properly 
specifying wherein the Authority has failed to perform any such obligation.  In the event of default 
by the Authority, the City shall be entitled to pursue any remedy provided by law. 

(d) In addition to the other remedies set forth above, upon the occurrence of an event of 
default, the Authority shall be entitled to proceed to protect and enforce the rights vested in the 
Authority by the Facility Lease or by law.  The provisions of the Facility Lease and the duties of the 
City and of its trustees, officers or employees shall be enforceable by the Authority by mandamus or 
other appropriate suit, action or proceeding in any court of competent jurisdiction.  Without limiting 
the generality of the foregoing, the Authority shall have the right to bring the following actions: 

Accounting.  By action or suit in equity to require the City and its trustees, officers and 
employees and its assigns to account as the trustee of an express trust. 

Injunction.  By action or suit in equity to enjoin any acts or things which may be unlawful or 
in violation of the rights of the Authority. 

Mandamus.  By mandamus or other suit, action or proceeding at law or in equity to enforce 
the Authority’s rights against the City (and its board, officers and employees) and to compel the City 
to perform and carry out its duties and obligations under the law and its covenants and agreements 
with the City as provided in the Facility Lease. 

The exercise of any rights or remedies under the Facility Lease shall not permit acceleration 
of Base Rental Payments. 

Each and all of the remedies given to the Authority under the Facility Lease or by any law 
now or thereafter enacted are cumulative and the single or partial exercise of any right, power or 
privilege under the Facility Lease shall not impair the right of the Authority to other or further 
exercise thereof or the exercise of any or all other rights, powers or privileges.  The term “re-let” or 
“re-letting” shall include, but not be limited to, re-letting by means of the operation by the Authority 
of the Leased Property.  If any statute or rule of law validly shall limit the remedies given to the 
Authority under the Facility Lease, the Authority nevertheless shall be entitled to whatever remedies 
are allowable under any statute or rule of law. 

In the event the Authority shall prevail in any action brought to enforce any of the terms and 
provisions of the Facility Lease, the City agrees to pay a reasonable amount as and for attorney’s fees 
incurred by the Authority in attempting to enforce any of the remedies available to the Authority 
under the Facility Lease, whether or not a lawsuit has been filed and whether or not any lawsuit 
culminates in a judgment. 
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Waiver.  Failure of the Authority to take action on any default on the part of the City shall not 
be, or be construed as, a waiver thereof, nor shall any custom or practice which may grow up 
between the parties in the course of administering this instrument be construed to waive or to lessen 
the right of the Authority to insist upon performance by the City of any term, covenant or condition, 
or to exercise any rights given the Authority on account of such default.  A waiver of a particular 
default shall not be deemed to be a waiver of the same or any subsequent default.  The acceptance of 
rent under the Facility Lease shall not be, or be construed to be, a waiver of any term, covenant or 
condition of the Facility Lease. 

Eminent Domain; Prepayment 

Eminent Domain.  If the whole of the Leased Property or so much thereof as to render the 
remainder unusable for the purposes for which it was used by the City shall be taken under the power 
of eminent domain, the term of the Facility Lease shall cease as of the day that possession shall be so 
taken.  If less than the whole of the Leased Property shall be taken under the power of eminent 
domain and the remainder of the Leased Units is usable for the purposes for which it was used by the 
City at the time of such taking, then the Facility Lease shall continue in full force and effect as to 
such remainder, and the parties waive the benefits of any law to the contrary, and in such event there 
shall be a partial abatement of the Base Rental Payments due under the Facility Lease in an amount 
equivalent to the amount by which the annual payments of principal and interest on the Outstanding 
Bonds will be reduced by the application of the award in eminent domain to the redemption of 
outstanding Bonds.  So long as any of the Bonds shall be outstanding, any award made in eminent 
domain proceedings for taking the Leased Property or any of the Leased Units thereof shall be paid 
to the Trustee and applied to the prepayment of the Base Rental Payments as provided in the Facility 
Lease, but subject to the terms of the 1998 Lease.  Any such award made after all of the Base Rental 
Payments and Additional Payments have been fully paid, or provision therefor made, shall be paid to 
the to the City. 

Prepayment.  (a) Subject to the terms of the 1998 Lease, the City shall prepay on any date 
from insurance (including proceeds of title insurance) and eminent domain proceeds, to the extent 
provided in the Facility Lease (provided, however, that in the event of partial damage to or 
destruction of the Leased Property caused by perils covered by insurance, if in the judgment of the 
Authority the insurance proceeds are sufficient to repair, reconstruct or replace the damaged or 
destroyed Leased Property, such proceeds shall be held by the Trustee and used to repair, reconstruct 
or replace the damaged or destroyed Leased Property), all or any part of Base Rental Payments then 
unpaid so that the aggregate annual amounts of Base Rental Payments which shall be payable after 
such prepayment date shall be as nearly proportional as practicable to the aggregate annual amounts 
of Base Rental Payments unpaid prior to the prepayment date (taking into account the reduction in 
Base Rental Payments allocable to future interest on the Bonds that are redeemed), at a prepayment 
amount equal to the redemption payment of the maximum amount of Bonds, including the principal 
thereof and the interest thereon to the date of redemption, plus any applicable premium redeemable 
from such proceeds. 

(b) The City may prepay, from any source of available funds, all or any portion of Base 
Rental Payments by depositing with the Trustee moneys or securities as provided in the Indenture 
sufficient to defease or redeem all or a portion of a Series of Bonds corresponding to such Base 
Rental Payments when due; provided that the City furnishes the Trustee with an Opinion of Counsel 
that such deposit will not cause interest on such Series of Bonds to be includable in gross income for 
federal income tax purposes.  The City agrees that if following such prepayment the Leased Property 
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are damaged or destroyed or taken by eminent domain, it is not entitled to, and by such prepayment 
waives the right of, abatement of such prepaid Base Rental Payments and shall not be entitled to any 
reimbursement of such Base Rental Payments. 

(c) Before making any prepayment, the City shall, within five (5) days following the 
event creating such right or obligation to prepay, give written notice to the Authority and the Trustee 
describing such event and specifying the date on which the prepayment will be made, which date 
shall be not less than forty-five (45) days from the date such notice is given. 

(d) When (1) there shall have been deposited with the Trustee at or prior to the due dates 
of the Base Rental Payments or the date when the City may exercise its option to purchase the 
Leased Property or any of the Leased Unit thereof, in trust for the benefit of the Owners of the Bonds 
and irrevocably appropriated and set aside to the payment of the Base Rental Payments or option 
price, sufficient moneys and Permitted Investments described in paragraph (1) of the definition 
thereof in the Indenture, not redeemable prior to maturity, the principal of and interest on which 
when due will provide money sufficient to pay all principal, premium, if any, and interest on the 
Bonds to the due date of the Bonds or date when the City may exercise its option to purchase the 
Leased Property, as the case may be; (2) all requirements of the Indenture have been satisfied; and 
(3) an agreement shall have been entered into with the Trustee for the payment of its fees and 
expenses so long as any of the Bonds shall remain unpaid, then and in that event the right, title and 
interest of the Authority in the Facility Lease and the obligations of the City under the Facility Lease 
shall thereupon cease, terminate, become void and be completely discharged and satisfied (except for 
the right of the Authority and the obligation of the City to have such moneys and such Permitted 
Investments applied to the payment of the Base Rental Payments or option price) and the Authority’s 
interest in and title to the Project or applicable portion or item thereof shall be transferred and 
conveyed to the City.  In such event, the Authority shall cause an accounting for such period or 
periods as may be requested by the City to be prepared and filed with the Authority and evidence 
such discharge and satisfaction, and the Authority shall pay over to the City as an overpayment of 
Base Rental Payments all such moneys or Permitted Investments held by it other than such moneys 
and such Permitted Investments as are required for the payment or prepayment of the Base Rental 
Payments or the option price and the fees and expenses of the Trustee, which moneys and Permitted 
Investments shall continue to be held by the Trustee in trust for the payment of Base Rental 
Payments or the option price and the fees and expenses of the Trustee, and shall be applied by the 
Authority to the payment of the Base Rental Payments or the option price and the fees and expenses 
of the Trustee. 

Covenants 

Right of Entry.  The Authority and its assignees shall have the right to enter upon and to 
examine and inspect the Leased Property during reasonable business hours (and in emergencies at all 
times) (a) to inspect the same, (b) for any purpose connected with the Authority’s or the City’s rights 
or obligations under the Facility Lease, and (c) for all other lawful purposes. 

Liens.  In the event the City shall at any time during the term of the Facility Lease cause any 
changes, alterations, additions, improvements, or other work to be done or performed or materials to 
be supplied, in or upon the Leased Property, the City shall pay, when due, all sums of money that 
may become due for, or purporting to be for, any labor, services, materials, supplies or equipment 
furnished or alleged to have been furnished to or for the City in, upon or about the Leased Property 
and shall keep the Leased Property free of any and all mechanics’ or materialmen’s liens or other 
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liens against the Leased Property or the Authority’s interest therein.  In the event any such lien 
attaches to or is filed against the Leased Property or the Authority’s interest therein, the City shall 
cause each such lien to be fully discharged and released at the time the performance of any obligation 
secured by any such lien matures or becomes due, except that if the City desires to contest any such 
lien it may do so in good faith.  If any such lien shall be reduced to final judgment and such judgment 
or such process as may be issued for the enforcement thereof is not promptly stayed, or if so stayed 
and said stay thereafter expires, the City shall forthwith pay and discharge said judgment.  The City 
agrees to and shall, to the maximum extent permitted by law, indemnify and hold the Authority and 
the Trustee and their respective members, directors, agents, successors and assigns, harmless from 
and against, and defend each of them against, any claim, demand, loss, damage, liability or expense 
(including attorney’s fees) as a result of any such lien or claim of lien against the Leased Property or 
the Authority’s interest therein. 

Authority Not Liable.  The Authority and its members, directors, officers, agents and 
employees shall not be liable to the City or to any other party whomsoever for any death, injury or 
damage that may result to any person or property by or from any cause whatsoever in, on or about 
the Leased Property.  The City, to the extent permitted by law, shall indemnify and hold the 
Authority and its members, directors, officers, agents and employees, harmless from, and defend 
each of them against, any and all claims, liens and judgments arising from the construction or 
operation of the Leased Property, including, without limitation, death of or injury to any person or 
damage to property whatsoever occurring in, on or about the Leased Property regardless of 
responsibility for negligence, but excepting the active negligence of the person or entity seeking 
indemnity. 

Assignment and Subleasing.  Neither the Facility Lease nor any interest of the City under the 
Facility Lease shall be mortgaged, pledged, assigned, sublet or transferred by the City by voluntary 
act or by operation of law or otherwise, except with the prior written consent of the Authority, which, 
in the case of subletting, shall not be unreasonably withheld; provided such subletting shall not affect 
the tax-exempt status of the interest on the Bonds.  No such mortgage, pledge, assignment, sublease 
or transfer shall in any event affect or reduce the obligation of the City to make the Base Rental 
Payments and Additional Payments required under the Facility Lease. 

Title to Leased Property; No Merger of Interests.  During the term of the Facility Lease, the 
Authority shall hold a leasehold estate to the Leased Property and any and all additions which 
comprise fixtures, repairs, replacement or modifications thereof, except for those fixtures, repairs, 
replacements or modifications which are added thereto by the City and which may be removed 
without damaging the Leased Property, and except for any items added to the Leased Property by the 
City pursuant to the Facility Lease.  This provision shall not operate to the benefit of any insurance 
company if there is a rental interruption covered by insurance pursuant to the Facility Lease. 

The leasing by the Authority to the City of the Leased Property pursuant to the 1998 Lease, 
the leasing by the City to the Authority of the Leased Property pursuant to the Sublease and the 
leasing by the Authority to the City of such Leased Property shall not effect or result in a merger of 
the City’s leasehold estate pursuant to the Facility Lease, and the Authority shall continue to have 
and hold a leasehold estate in the Leased Property pursuant to the Sublease throughout the term 
thereof.  As to the Leased Property, the Facility Lease shall be deemed and constitute a sub-sublease. 

Tax Covenants.  The City and the Authority will not make any use of the proceeds of the 
obligations provided in the Facility Lease or any other funds of the City or the Authority which will 
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cause such obligations to be “arbitrage bonds” subject to federal income taxation by reason of 
Section 148 of the Code.  The City and the Authority will not make any use of the proceeds of the 
obligations provided in the Facility Lease or any other funds of the City or the Authority which will 
cause such obligations to be “federally guaranteed” and subject to inclusion in gross income for 
federal income tax purposes by reason of Section 149(b) of the Code.  To that end, so long as any 
rental payments are unpaid, the City and the Authority, with respect to such proceeds and such other 
funds, will comply with all requirements of such Sections 148 and 149(b) and all regulations of the 
United States Department of the Treasury issued thereunder to the extent that such requirements are, 
at the time, applicable and in effect. 

The City further covenants that it will not use or permit the use of the facilities financed or 
refinanced by the proceeds of the Bonds by any person not an “exempt person” within the meaning 
of Section 141(a) of the Code or by an “exempt person” (including the City) in an “unrelated trade or 
business,” in such manner or to such extent as would result in the inclusion of interest received under 
the Facility Lease in gross income for federal income tax purposes under Section 103 of the Code. 

If at any time the City is of the opinion that it is necessary to restrict or limit the yield on or 
change in any way the investment of any moneys held by the Trustee or the City or the Authority 
under the Facility Lease or the Indenture, the City shall so instruct the Trustee or the appropriate 
officials of the City in writing, and the Trustee or the appropriate officials of the City, as the case 
may be, shall take such actions as may be necessary in accordance with such instructions. 

In furtherance of the covenants of the City set forth above, the City will comply with the Tax 
Certificate and will instruct the Trustee in writing as necessary to comply with the Tax Certificate.  
The Trustee and the Authority may conclusively rely on any such written instructions, and the City 
agrees to hold harmless the Trustee and the Authority for any loss, claim, damage, liability or 
expense incurred by the Authority for any actions taken by the Authority in accordance with such 
instructions.

The City and the Authority shall at all times do and perform all acts and things permitted by 
law which are necessary or desirable in order to assure that the interest on the Bonds will be excluded 
from gross income for federal income tax purposes and shall take no action that would result in such 
interest not being excluded from gross income for federal income tax purposes. 

Continuing Disclosure.  The City covenants and agrees that it will comply with and carry out 
all of the provisions of the Continuing Disclosure Agreement.  Notwithstanding any other provision 
of the Facility Lease, failure of the City to comply with the Continuing Disclosure Agreement shall 
not be considered an event of default under the Facility Lease; however, the Trustee may (and, at the 
request of any Participating Underwriter (as defined in the Continuing Disclosure Agreement) or the 
Holders of at least 25% aggregate principal amount of Bonds Outstanding and provided satisfactory 
indemnification is provided to the Trustee, shall) or any Bondholder may take such actions as may be 
necessary and appropriate, including seeking mandate or specific performance by court order, to 
compel the City to comply with its obligations under this paragraph. 

Taxes.  The City shall pay or cause to be paid all taxes and assessments of any type or nature 
charged to the Authority or affecting the Leased Property or the respective interests or estates therein; 
provided that with respect to special assessments or other governmental charges that may lawfully be 
paid in installments over a period of years, the City shall be obligated to pay only such installments 
as are required to be paid during the term of the Facility Lease as and when the same become due. 
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Authority’s Purpose.  The Authority covenants that, prior to the discharge of the Facility 
Lease, it will not engage in any activities inconsistent with the purposes for which the Authority is 
organized.

Purpose of Facility Lease.  The City covenants that during the term of the Facility Lease (a) it 
will use, or cause the use of, the Leased Property for public purposes and for the purposes for which 
the Leased Property are customarily used, (b) it will not vacate or abandon the Leased Property or 
any part thereof, and (c) it will not make any use of the Leased Property which would jeopardize in 
any way the insurance coverage required to be maintained. 

Compliance with 1998 Lease; Covenant Not to Terminate or Amend the 1998 Lease.  The 
City agrees to comply with the terms of the 1998 Lease and make all payments due thereunder, as 
provided therein.  The City and the Authority covenant not to terminate or amend the 1998 Lease so 
long as the Bonds are outstanding, unless such a termination or amendment of the 1998 Lease would 
not have a material adverse effect on the holders of the Bonds. 

Amendment or Termination 

Amendment or Termination.  The Authority and the City may at any time amend, modify or 
terminate the Facility Lease in accordance with the terms thereof and of the Indenture, or provide for 
the amendment of the Facility Lease to remove or substitute the Leased Property, or to provide for 
the issuance of Additional Bonds pursuant to the Indenture. 

THE SUBLEASE 

Subleased Premises 

The City subleases to the Authority (without option to purchase) and the Authority subleases 
from the City, on the terms and conditions set forth in the Sublease, the Leased Property. 

Term

The terms of the Sublease shall remain in effect until the term of the Facility Lease expires as 
provided thereof, provided, however, that if Base Rental Payments (as defined therein) due under the 
Facility Lease remain unpaid at the expiration of the Lease term, then the Sublease shall not 
terminate until the earlier of (i) September 1, 2033, (ii) the date on which the Bonds have been paid 
in full, (iii) the termination of the term of the Facility Lease pursuant to the terms thereof, or (iv) the 
termination of the term of the 1998 Lease. 

Right to Sublease 

The City covenants that it has a leasehold interest in the Leased Property and has the right, 
pursuant to the 1998 Lease to sublease the Leased Property to the Authority. 

Termination

The Authority agrees, upon the termination of the Sublease, to quit and surrender the Leased 
Property in the same good order and condition as the same was in at the time of commencement of 
the term under the Sublease (with such modifications and improvements as are contemplated by the 
Facility Lease), and with reasonable wear and tear excepted. 
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Default

In the event the Authority shall be in default in the performance of any obligation on its part 
to be performed under the terms of the Sublease, which default continues for 30 days following 
written notice to and demand for correction thereof by the City, the City may exercise any and all 
remedies granted by law which do not adversely affect the interests of the owners of the Bonds, with 
the consent of the Trustee; provided that the City may not terminate the Sublease and shall exercise 
only remedies providing for specific performance under the Sublease. 

Eminent Domain 

In the event the whole or any part of the Leased Property is taken by eminent domain 
proceedings, the interest of the Authority shall be recognized and is determined to be the amount of 
the then unpaid or outstanding Bonds and all other amounts due under the Indenture and the Facility 
Lease attributable to such part of the Leased Property and any award in eminent domain proceedings 
shall be paid to the Trustee and the Trustee shall apply such award as provided in the Facility Lease, 
subject to the prior rights of the 1998 Trustee. 

No Merger of Interests 

The leasing by the Authority to the City of the Leased Property pursuant to the 1998 Lease, 
the subleasing by the City to the Authority of the Leased Property pursuant to the Sublease and the 
sub-subleasing by the Authority to the City of such Leased Property pursuant to the Facility Lease 
shall not effect or result in a merger of the Authority’s leasehold estate pursuant to the Sublease. 

Amendment

The Authority and the City may at any time agree to the amendment of the Sublease; 
provided, however, that the Authority and the City agree and recognize that the Sublease is entered 
into as contemplated by the terms of the Indenture, and accordingly, that any such amendment shall 
only be made or effected in accordance with and subject to the terms of the Indenture. 

Compliance with 1998 Lease; Covenant Not to Terminate or Amend the 1998 Lease 

The City agrees to comply with the terms of the 1998 Lease and make all payments due 
thereunder, as provided therein.  The City and the Authority covenant not to terminate or amend the 
1998 Lease so long as the Bonds are outstanding, unless such a termination or amendment of the 
1998 Lease would not have a material adverse effect on the holders of the Bonds. 

Subordination to the 1998 Lease 

The City and the Authority acknowledge that the Sublease and the rights granted under the 
Sublease are subordinate to the right of the City and the 1998 Trustee under the 1998 Lease, the 1998 
Indenture and the rights granted thereunder. 
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APPENDIX B 

ARS PROVISIONS 

ARTICLE I 

DEFINITIONS 

In addition to the words and terms elsewhere defined in the Indenture, the following words 
and terms as used in this Appendix B and elsewhere in the Indenture and Official Statement have the 
following meanings with respect to a Series of Bonds in an ARS Mode, unless the context or use 
indicates another or different meaning or intent: 

“Agent Member” means a member of, or participant in, the Securities Depository who shall 
act on behalf of a Bidder. 

“All Hold Rate” means, as of any Auction Date, 55% of the ARS Index in effect on such 
Auction Date. 

“ARS” means Auction Rate Securities. 

“ARS Bonds” means Bonds evidencing interest at the ARS Rate. 

“ARS Index” shall have the meaning specified in Section 2.07 of this Appendix B. 

“ARS Rate” means for each Series of Bonds, the rate of interest to be evidenced by such 
Series of Bonds during each Auction Period determined in accordance with Section 2.03 of this 
Appendix B; provided, however, that in no event may the ARS Rate exceed the Maximum Interest 
Rate.

“ARS Rate Conversion Date” means the date on which ARS Bonds convert from a Mode 
other than an ARS Mode to the ARS Mode for an ARS Rate Period and begin to evidence interest at 
an ARS Rate. 

“ARS Rate Period” means (i) any period of time commencing on the day following the Initial 
Period to but not including a Conversion Date for a Series of ARS Bonds and (ii) the period from and 
including an ARS Rate Conversion Date for a Series of Bonds to but excluding the next Conversion 
Date for such Series of Bonds. 

“Auction” means each periodic implementation of the Auction Procedures. 

“Auction Agent” means the auctioneer appointed in accordance with Section 3.01 or 3.02 of 
this Appendix B.  The initial Auction Agent for the Series 2007 Bonds shall be Deutsche Bank Trust 
Company Americas. 

“Auction Agreement” means an agreement between an Auction Agent and the Trustee 
approved by the Bond Insurer for a Series of Bonds pursuant to which an Auction Agent agrees to 
follow the procedures specified in this Appendix B with respect to ARS Bonds, as such agreement 
may from time to time be amended or supplemented. 
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“Auction Date” means, with respect to a Series of ARS Bonds, (a) if such Series of ARS 
Bonds are in a daily Auction Period, each Business Day, (b) if such Series of ARS Bonds are in a 
Special Auction Period, the last Business Day of the Special Auction Period, and (c) if such Series of 
ARS Bonds are in any other Auction Period, the Business Day next preceding each Interest Payment 
Date for such Series of ARS Bonds (whether or not an Auction shall be conducted on such date); 
provided, however, that the last Auction Date with respect to a Series of ARS Bonds in an Auction 
Period other than a daily Auction Period or a Special Auction Period shall be the earlier of (i) the 
Business Day next preceding the Interest Payment Date next preceding the Conversion Date for such 
Series of ARS Bonds and (ii) the Business Day next preceding the Interest Payment Date next 
preceding the final Maturity Date; and provided, further, that if a Series of ARS Bonds are in a daily 
Auction Period, the last Auction Date shall be the earlier of (x) the second Business Day next 
preceding the Conversion Date for such Series of ARS Bonds and (y) the Business Day next 
preceding the final Maturity Date.  The last Business Day of a Special Auction Period shall be the 
Auction Date for the Auction Period which begins on the next succeeding Business Day, if any.  On 
the second Business Day preceding the conversion from a daily Auction Period to another Auction 
Period, there shall be an Auction for the last daily Auction Period.  On the Business Day preceding 
the conversion from a daily Auction Period to another Auction Period, there shall be one Auction for 
the first Auction Period following the conversion.  The first Auction Date for the Series 2007 Bonds 
is September 2, 2008. 

“Auction Period” means with respect to a Series of ARS Bonds: 

(a) a Special Auction Period; 

(b) with respect to a Series of ARS Bonds in a daily Auction Period, a period 
beginning on each Business Day and extending to but not including the next succeeding 
Business Day unless such Business Day is the second Business Day preceding the conversion 
from a daily Auction Period to another Auction Period, in which case the daily Auction 
Period shall extend to, but not include, the next Interest Payment Date; 

(c) with respect to a Series of ARS Bonds in a seven day Auction Period and 
with Auctions generally conducted on (i) Fridays, a period of generally seven days beginning 
on a Monday (or the day following the last day of the prior Auction Period if the prior 
Auction Period does not end on a Sunday) and ending on the Sunday thereafter (unless such 
Sunday is not followed by a Business Day, in which case on the next succeeding day which is 
followed by a Business Day), (ii) Mondays, a period of generally seven days beginning on a 
Tuesday (or the day following the last day of the prior Auction Period if the prior Auction 
Period does not end on a Monday) and ending on the Monday thereafter (unless such 
Monday is not followed by a Business Day, in which case on the next succeeding day which 
is followed by a Business Day), (iii) Tuesdays, a period of generally seven days beginning on 
a Wednesday (or the day following the last day of the prior Auction Period if the prior 
Auction Period does not end on a Tuesday) and ending on the Tuesday thereafter (unless 
such Tuesday is not followed by a Business Day, in which case on the next succeeding day 
which is followed by a Business Day), (iv) Wednesdays, a period of generally seven days 
beginning on a Thursday (or the day following the last day of the prior Auction Period if the 
prior Auction Period does not end on a Wednesday) and ending on the Wednesday thereafter 
(unless such Wednesday is not followed by a Business Day, in which case on the next 
succeeding day which is followed by a Business Day), and (v) Thursdays, a period of 
generally seven days beginning on a Friday (or the day following the last day of the prior 
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Auction Period if the prior Auction Period does not end on a Thursday) and ending on the 
Thursday thereafter (unless such Thursday is not followed by a Business Day, in which case 
on the next succeeding day which is followed by a Business Day); 

(d) with respect to a Series of ARS Bonds in a 28-day Auction Period and with 
Auctions generally conducted on (i) Fridays, a period of generally 28 days beginning on a 
Monday (or the day following the last day of the prior Auction Period if the prior Auction 
Period does not end on a Sunday) and ending on the fourth Sunday thereafter (unless such 
Sunday is not followed by a Business Day, in which case on the next succeeding day which is 
followed by a Business Day), (ii) Mondays, a period of generally 28 days beginning on a 
Tuesday (or the day following the last day of the prior Auction Period if the prior Auction 
Period does not end on a Monday) and ending on the fourth Monday thereafter (unless such 
Monday is not followed by a Business Day, in which case on the next succeeding day which 
is followed by a Business Day), (iii) Tuesdays, a period of generally 28 days beginning on a 
Wednesday (or the day following the last day of the prior Auction Period if the prior Auction 
Period does not end on a Tuesday) and ending on the fourth Tuesday thereafter (unless such 
Tuesday is not followed by a Business Day, in which case on the next succeeding day which 
is followed by a Business Day), (iv) Wednesdays, a period of generally 28 days beginning on 
a Thursday (or the day following the last day of the prior Auction Period if the prior Auction 
Period does not end on a Wednesday) and ending on the fourth Wednesday thereafter (unless 
such Wednesday is not followed by a Business Day, in which case on the next succeeding 
day which is followed by a Business Day), and (v) Thursdays, a period of generally 28 days 
beginning on a Friday (or the day following the last day of the prior Auction Period if the 
prior Auction Period does not end on a Thursday) and ending on the fourth Thursday 
thereafter (unless such Thursday is not followed by a Business Day, in which case on the 
next succeeding day which is followed by a Business Day); 

(e) with respect to a Series of ARS Bonds in a 35-day Auction Period and with 
Auctions generally conducted on (i) Fridays, a period of generally 35 days beginning on a 
Monday (or the day following the last day of the prior Auction Period if the prior Auction 
Period does not end on Sunday) and ending on the fifth Sunday thereafter (unless such 
Sunday is not followed by a Business Day, in which case on the next succeeding day which is 
followed by a Business Day), (ii) Mondays, a period of generally 35 days beginning on a 
Tuesday (or the day following the last day of the prior Auction Period if the prior Auction 
Period does not end on Monday) and ending on the fifth Monday thereafter (unless such 
Monday is not followed by a Business Day, in which case on the next succeeding day which 
is followed by a Business Day), (iii) Tuesdays, a period of generally 35 days beginning on a 
Wednesday (or the day following the last day of the prior Auction Period if the prior Auction 
Period does not end on Tuesday) and ending on the fifth Tuesday thereafter (unless such 
Tuesday is not followed by a Business Day, in which case on the next succeeding day which 
is followed by a Business Day), (iv) Wednesdays, a period of generally 35 days beginning on 
a Thursday (or the day following the last day of the prior Auction Period if the prior Auction 
Period does not end on Wednesday) and ending on the fifth Wednesday thereafter (unless 
such Wednesday is not followed by a Business Day, in which case on the next succeeding 
day which is followed by a Business Day), and (v) Thursdays, a period of generally 35 days 
beginning on a Friday (or the day following the last day of the prior Auction Period if the 
prior Auction Period does not end on Thursday) and ending on the fifth Thursday thereafter 
(unless such Thursday is not followed by a Business Day, in which case on the next 
succeeding day which is followed by a Business Day); 
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(f) with respect to a Series of ARS Bonds in a three-month Auction Period, a 
period of generally three months (or shorter period upon a conversion from another Auction 
Period) beginning on the day following the last day of the prior Auction Period and ending on 
the first day of the month that is the third calendar month following the beginning date of 
such Auction Period (unless such first day of the month is not followed by a Business Day, in 
which case on the next succeeding day which is followed by a Business Day); and 

(g) with respect to a Series of ARS Bonds in a six-month Auction Period, a 
period of generally six months (or shorter period upon a conversion from another Auction 
Period) beginning on the day following the last day of the prior Auction Period and ending on 
the last day of the month which is the sixth calendar month following the beginning date of 
such Auction Period (such six month period to include the month when the six-month 
Auction Period commenced) and ending on the last day of every sixth month thereafter; 
provided that no six-month Auction Period for a Series of ARS Bonds may extend beyond 
the Maturity Date; 

provided, however, that: 

(a) if there is a conversion of a Series of ARS Bonds with Auctions generally 
conducted on Fridays (i) from a daily Auction Period to a seven-day Auction Period, the next 
Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date for 
the prior Auction Period) and shall end on the next succeeding Sunday (unless such Sunday 
is not followed by a Business Day, in which case on the next succeeding day which is 
followed by a Business Day), (ii) from a daily Auction Period to a 28-day Auction Period, the 
next Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date 
for the prior Auction Period) and shall end on the Sunday (unless such Sunday is not 
followed by a Business Day, in which case on the next succeeding day which is followed by 
a Business Day) which is more than 21 days but not more than 28 days from such date of 
conversion, and (iii) from a daily Auction Period to a 35-day Auction Period, the next 
Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date for 
the prior Auction Period) and shall end on Sunday (unless such Sunday is not followed by a 
Business Day, in which case on the next succeeding day which is followed by a Business 
Day) which is more than 28 days but no more than 35 days from such date of conversion; 

(b) if there is a conversion of a Series of ARS Bonds with Auctions generally 
conducted on Mondays (i) from a daily Auction Period to a seven-day Auction Period, the 
next Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date 
for the prior Auction Period) and shall end on the next succeeding Monday (unless such 
Monday is not followed by a Business Day, in which case on the next succeeding day which 
is followed by a Business Day), (ii) from a daily Auction Period to a 28-day Auction Period, 
the next Auction Period shall begin on the date of the conversion (i.e., the Interest Payment 
Date for the prior Auction Period) and shall end on the Monday (unless such Monday is not 
followed by a Business Day, in which case on the next succeeding day which is followed by 
a Business Day) which is more than 21 days but not more than 28 days from such date of 
conversion, and (iii) from a daily Auction Period to a 35-day Auction Period, the next 
Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date for 
the prior Auction Period) and shall end on Monday (unless such Monday is not followed by a 
Business Day, in which case on the next succeeding day which is followed by a Business 
Day) which is more than 28 days but no more than 35 days from such date of conversion; 
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(c) if there is a conversion of a Series of ARS Bonds with Auctions generally 
conducted on Tuesdays (i) from a daily Auction Period to a seven-day Auction Period, the 
next Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date 
for the prior Auction Period) and shall end on the next succeeding Tuesday (unless such 
Tuesday is not followed by a Business Day, in which case on the next succeeding day which 
is followed by a Business Day), (ii) from a daily Auction Period to a 28-day Auction Period, 
the next Auction Period shall begin on the date of the conversion (i.e., the Interest Payment 
Date for the prior Auction Period) and shall end on the Tuesday (unless such Tuesday is not 
followed by a Business Day, in which case on the next succeeding day which is followed by 
a Business Day) which is more than 21 days but not more than 28 days from such date of 
conversion, and (iii) from a daily Auction Period to a 35-day Auction Period, the next 
Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date for 
the prior Auction Period) and shall end on Tuesday (unless such Tuesday is not followed by a 
Business Day, in which case on the next succeeding day which is followed by a Business 
Day) which is more than 28 days but no more than 35 days from such date of conversion; 

(d) if there is a conversion of a Series of ARS Bonds with Auctions generally 
conducted on Wednesdays (i) from a daily Auction Period to a seven-day Auction Period, the 
next Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date 
for the prior Auction Period) and shall end on the next succeeding Wednesday (unless such 
Wednesday is not followed by a Business Day, in which case on the next succeeding day 
which is followed by a Business Day), (ii) from a daily Auction Period to a 28-day Auction 
Period, the next Auction Period shall begin on the date of the conversion (i.e., the Interest 
Payment Date for the prior Auction Period) and shall end on the Wednesday (unless such 
Wednesday is not followed by a Business Day, in which case on the next succeeding day 
which is followed by a Business Day) which is more than 21 days but not more than 28 days 
from such date of conversion, and (iii) from a daily Auction Period to a 35-day Auction 
Period, the next Auction Period shall begin on the date of the conversion (i.e., the Interest 
Payment Date for the prior Auction Period) and shall end on Wednesday (unless such 
Wednesday is not followed by a Business Day, in which case on the next succeeding day 
which is followed by a Business Day) which is more than 28 days but no more than 35 days 
from such date of conversion; and 

(e) if there is a conversion of a Series of ARS Bonds with Auctions generally 
conducted on Thursdays (i) from a daily Auction Period to a seven-day Auction Period, the 
next Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date 
for the prior Auction Period) and shall end on the next succeeding Thursday (unless such 
Thursday is not followed by a Business Day, in which case on the next succeeding day which 
is followed by a Business Day), (ii) from a daily Auction Period to a 28-day Auction Period, 
the next Auction Period shall begin on the date of the conversion (i.e., the Interest Payment 
Date for the prior Auction Period) and shall end on the Thursday (unless such Thursday is not 
followed by a Business Day, in which case on the next succeeding day which is followed by 
a Business Day) which is more than 21 days but not more than 28 days from such date of 
conversion, and (iii) from a daily Auction Period to a 35-day Auction Period, the next 
Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date for 
the prior Auction Period) and shall end on Thursday (unless such Thursday is not followed 
by a Business Day, in which case on the next succeeding day which is followed by a 
Business Day) which is more than 28 days but no more than 35 days from such date of 
conversion.
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Notwithstanding the foregoing, if an Auction is for an Auction Period of more than seven 
days and the Auction Rate on such Auction Date is the Maximum Interest Rate because Sufficient 
Clearing Bids do not exist, the Auction Period shall automatically change to a seven-day Auction 
Period.  On the following Auction Date, the Auction shall be conducted for an Auction Period of the 
same length as the Auction Period prior to such automatic conversion.  If such Auction is successful, 
the Auction Period shall revert to the length prior to the automatic conversion, and, if such Auction is 
not successful, the Auction Period shall be another seven-day period. 

“Auction Procedures” means the procedures for conducting Auctions for a Series of ARS 
Bonds during an ARS Rate Period set forth in this Appendix B. 

“Auction Rate” means for a Series of ARS Bonds, the rate of interest to be borne by such 
Series of ARS Bonds during each Auction Period determined in accordance with Section 2.03 of this 
Appendix B, which:  (i) if Sufficient Clearing Bids exist, shall be the Winning Bid Rate, provided, 
however, if all of the ARS Bonds of such Series are the subject of Submitted Hold Orders, such rate 
shall be the All Hold Rate with respect to such Series of ARS Bonds; and (ii) if Sufficient Clearing 
Bids do not exist, such rate shall be the Maximum Interest Rate with respect to such Series of ARS 
Bonds.

“Available Bond” means for a Series of ARS Bonds on each Auction Date, the aggregate 
principal amount of such Series of ARS Bonds that are not the subject of Submitted Hold Orders. 

“Bid” has the meaning specified in subsection (a) of Section 2.01 of this Appendix B. 

“Bidder” means each Existing Owner and Potential Owner who places an Order. 

“Broker-Dealer” means any entity that is permitted by law to perform the function required 
of a Broker-Dealer described in this Appendix B that is a member of, or a direct participant in, the 
Securities Depository, that has been selected by the Authority and that is a party to a Broker-Dealer 
Agreement with the Auction Agent. 

“Broker-Dealer Agreement” means an agreement approved by the Bond Insurer for a Series 
of Bonds among the Auction Agent, the Authority and a Broker-Dealer pursuant to which such 
Broker-Dealer agrees to follow the procedures described in this Appendix B, as such agreement may 
from to time be amended or supplemented. 

“Broker-Dealer Deadline” means, with respect to an Order, the internal deadline established 
by the Broker-Dealer through which the Order was placed after which it will not accept Orders or 
any change in any Order previously placed with such Broker-Dealer; provided, however, that nothing 
shall prevent the Broker-Dealer from correcting Clerical Errors by the Broker-Dealer with respect to 
Orders from Bidders after the Broker-Dealer Deadline pursuant to the provisions herein.   Any 
Broker-Dealer may change the time or times of its Broker-Dealer Deadline as it relates to such 
Broker-Dealer by giving notice not less than two Business Days prior to the date such change is to 
take effect to Bidders who place Orders through such Broker-Dealer.   

“Clerical Error” means a clerical error in the processing of an Order, and includes, but is not 
limited to, the following: (i) a transmission error, including but not limited to, an Order sent to the 
wrong address or number, failure to transmit certain pages or illegible transmission, (ii) failure to 
transmit an Order received from one or more Existing Owners or Potential Owners (including Orders 
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from the Broker-Dealer which were not originated by the Auction Desk) prior to the Broker-Dealer 
Deadline or generated by the Broker-Dealer’s Auction Desk for its own account prior to the 
Submission Deadline or (iii) a typographical error.  Determining whether an error is a “Clerical 
Error” is within the reasonable judgment of the Broker-Dealer, provided that the Broker-Dealer has a 
record of the correct Order that shows it was so received or so generated prior to the Broker-Dealer 
Deadline or the Submission Deadline, as applicable. 

“Conversion Date” means the date on a Series of ARS Bonds are converted from an ARS 
Mode to a Mode other than an ARS Mode and begin to bear interest at a Daily Rate, a Weekly Rate, 
a Flexible Rate, a Term Rate or a Fixed Rate. 

“Error Correction Deadline” means one hour after the Auction Agent completes the 
dissemination of the results of the Auction to Broker-Dealers without regard to the time of receipt of 
such results by any Broker-Dealer; provided, however, in no event shall the Error Correction 
Deadline extend past 4:00 p.m., New York City time, unless the Auction Agent experiences 
technological failure or force majeure in disseminating the Auction results which causes a delay in 
dissemination past 3:00 p.m., New York City time. 

“Existing Owner” means a Person who is listed as the beneficial owner of ARS Bonds in the 
records of the Auction Agent; provided, however, that for purposes of conducting an Auction, the 
Auction Agent may consider a Broker-Dealer acting on behalf of its customer as an Existing Owner. 

“Hold Order” has the meaning specified in subsection (a) of Section 2.01 of this Appendix B. 

“Initial Period” means the period from the issue date of the Series 2007 Bond to and 
including September 2, 2008. 

“Interest Payment Date” with respect to Series 2007 Bond means September 1, 2007, 
March 1, 2008 and September 3, 2008 with respect to the Initial Period for the Series 2007 Bond, and 
thereafter for any Series of ARS Bonds (a) when used with respect to any Auction Period other than 
a daily Auction Period or a Special Auction Period, the Business Day immediately following such 
Auction Period, (b) when used with respect to a daily Auction Period, the first Business Day of the 
month immediately succeeding such Auction Period, (c) when used with respect to a Special Auction 
Period of (i) seven or more but fewer than one hundred eighty-three (183) days, the Business Day 
immediately following such Special Auction Period, or (ii) more than one hundred eighty-two (182) 
days, each April 1 and October 1 and on the Business Day immediately following such Special 
Auction Period and (d) the date when the final principal amount of the Bonds of a Series becomes 
due and payable, either at maturity or upon early redemption. 

“LIBOR” means, with respect to a Series of ARS Bonds, on any date of determination for an 
Auction Period for such Series of ARS Bonds, the offered rate (rounded up to the next highest one 
one-thousandth of one percent (0.001%)) for deposits in U.S. dollars for a one-month period which 
appears on the Telerate Page 3750 at approximately 11:00 a.m., London time, on such date, or if such 
date is not a date on which dealings in U.S. dollars are transacted in the London interbank market, 
then on the next preceding day on which such dealings were transacted in such market. 

“Maximum Interest Rate” means the lesser of 12% or the maximum rate permitted by 
applicable law. 



B-8

“Order” means a Hold Order, Bid or Sell Order. 

“Potential Owner” means any Person, including any Existing Owner, who may be interested 
in acquiring a beneficial interest in ARS Bonds in addition to ARS Bonds currently owned by such 
Person, if any; provided, however, that for purposes of conducting an Auction, the Auction Agent 
may consider a Broker-Dealer acting on behalf of its customer as a Potential Owner. 

“Principal Office” means, with respect to the Auction Agent of a Series of ARS Bonds, the 
office thereof designated in writing to the Authority, the Trustee and each Broker-Dealer. 

“Sell Order” has the meaning specified in subsection (a) of Section 2.01 of this Appendix B. 

“Special Auction Period” means, with respect to a Series of ARS Bonds, (a) any period of 
one hundred eighty-two (182) days or less which is divisible by seven and which begins on an 
Interest Payment Date and ends (i) in the case of a Series of ARS Bonds with Auctions generally 
conducted on Fridays, on a Sunday unless such Sunday is not followed by a Business Day, in which 
case on the next succeeding day which is followed by a Business Day, (ii) in the case of a Series of 
ARS Bonds with Auctions generally conducted on Mondays, on a Monday unless such Monday is 
not followed by a Business Day, in which case on the next succeeding day which is followed by a 
Business Day, (iii) in the case of a Series of ARS Bonds with Auctions generally conducted on 
Tuesdays, on a Tuesday unless such Tuesday is not followed by a Business Day, in which case on the 
next succeeding day which is followed by a Business Day, (iv) in the case of a Series of ARS Bonds 
with Auctions generally conducted on Wednesdays, on a Wednesday unless such Wednesday is not 
followed by a Business Day, in which case on the next succeeding day which is followed by a 
Business Day, and (v) in the case of a Series of ARS Bonds with Auctions generally conducted on 
Thursdays, on a Thursday unless such Thursday is not followed by a Business Day, in which case on 
the next succeeding day which is followed by a Business Day, or (b) any period which is longer than 
one hundred eighty-two (182) days, which begins on an Interest Payment Date and ends not later 
than the final scheduled Maturity Date and, in either case, is not otherwise within the definition of an 
Auction Period. 

“Submission Deadline” means 1:00 p.m. New York City time on each Auction Date for a 
Series of ARS Bonds not in a daily Auction Period, and 11:00 a.m., New York City time, on each 
Auction Date for such Series of ARS Bonds in a daily Auction Period, or such other time on such 
date as shall be specified from time to time by the Auction Agent pursuant to the Auction Agreement 
as the time by which Broker-Dealers are required to submit Orders to the Auction Agent.  
Notwithstanding the foregoing, the Auction Agent will follow the Securities Industry and Financial 
Markets Association’s Early Market Close Recommendations for shortened trading days for the bond 
markets (the “SIFMA Recommendation”) unless the Auction Agent is instructed otherwise in writing 
by the Trustee or the Authority.  In the event of a SIFMA Recommendation with respect to an 
Auction Date, the Submission Deadline will be 11:30 a.m., instead of 1:00 p.m., New York City 
time. 

“Submitted Bid” has the meaning specified in subsection (b) of Section 2.04 of this 
Appendix B. 

“Submitted Hold Order” has the meaning specified in subsection (b) of Section 2.04 of this 
Appendix B. 
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“Submitted Order” has the meaning specified in subsection (b) of Section 2.04 of this 
Appendix B. 

“Submitted Sell Order” has the meaning specified in subsection (b) of Section 2.04 of this 
Appendix B. 

“Sufficient Clearing Bids” means with respect to a Series of ARS Bonds, an Auction for 
which the aggregate principal amount of such Series of ARS Bonds that are the subject of Submitted 
Bids by Potential Owners specifying one or more rates not higher than the Maximum Interest Rate is 
not less than the aggregate principal amount of such Series of ARS Bonds that are the subject of 
Submitted Sell Orders and of Submitted Bids by Existing Owners specifying rates higher than the 
Maximum Interest Rate. 

“Winning Bid Rate” means with respect to a Series of ARS Bonds, the lowest rate specified 
in any Submitted Bid for such Series of ARS Bonds which if selected by the Auction Agent as the 
ARS Rate for such Series of ARS Bonds would cause the aggregate principal amount of such Series 
of ARS Bonds that are the subject of Submitted Bids specifying a rate not greater than such rate to be 
not less than the aggregate principal amount of Available Bonds. 

ARTICLE II 

AUCTION PROCEDURES 

Section 2.01. Orders by Existing Owners and Potential Owners.

(a) Prior to the Broker-Dealer Deadline on each Auction Date: 

(i) each Existing Owner may submit to a Broker-Dealer, in writing or by 
such other method as shall be reasonably acceptable to such Broker-Dealer, one or 
more Orders as to: 

(A) the principal amount of the ARS Bonds, if any, held by such 
Existing Owner, which such Existing Owner commits to continue to hold for 
the next succeeding Auction Period without regard to the Auction Rate for 
such Auction Period; 

(B) the principal amount of the ARS Bonds, if any, held by such 
Existing Owner, which such Existing Owner commits to continue to hold for 
the next succeeding Auction Period if the Auction Rate for the next 
succeeding Auction Period is not less than the rate per annum specified in 
such Order (and if the Auction Rate is less than such specified rate, the effect 
of the Order shall be as set forth in paragraph (b)(i)(A) of this Section); 
and/or

(C) the principal amount of the ARS Bonds, if any, held by such 
Existing Owner which such Existing Owner offers to sell on the first Business 
Day of the next succeeding Auction Period (or on the same day in the case of 
a daily Auction Period) without regard to the Auction Rate for the next 
succeeding Auction Period; and 
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(ii) each Potential Owner may submit to a Broker-Dealer, in writing or by 
such other method as shall be reasonably acceptable to such Broker-Dealer, an Order 
as to the principal amount of ARS Bonds, which each such Potential Owner offers to 
purchase if the Auction Rate for the next succeeding Auction Period is not less than 
the rate per annum then specified by such Potential Owner. 

For the purposes hereof, an Order containing the information referred to in clause (i)(A) 
above is herein referred to as a “Hold Order,” an Order containing the information referred to in 
clause (i)(B) or (ii) above is herein referred to as a “Bid,” and an Order containing the information 
referred to in clause (i)(C) above is herein referred to as a “Sell Order.” 

No Auction Desk of a Broker-Dealer shall accept as an Order a submission (whether received 
from an Existing Owner or a Potential Owner or generated by the Broker-Dealer for its own account) 
which does not conform to the requirements of the Auction Procedures, including, but not limited to, 
submissions which are not in Authorized Denominations, specify a rate which contains more than 
three figures to the right of the decimal point or specify an amount greater than the amount of 
Outstanding ARS Bonds.  No Auction Desk of a Broker-Dealer shall accept a Bid or Sell Order 
which is conditioned on being filled in whole or a Bid which does not specify a specific interest rate. 

(b) (i) A Bid by an Existing Owner shall constitute an offer to sell on the 
first Business Day of the next succeeding Auction Period (or the same day in the case of a 
daily Auction Period): 

(A) the principal amount of the ARS Bonds specified in such Bid 
if the rate determined by the Auction Procedures on such Auction Date shall 
be less than the rate specified therein; or 

(B) such principal amount or a lesser principal amount of the ARS 
Bonds to be determined as described in subsection (a)(v) of Section 2.05 
hereof if the Auction Rate for the next succeeding Auction Period shall be 
equal to such specified rate; or 

(C) a lesser principal amount of the ARS Bonds to be determined 
as described in subsection (b)(iv) of Section 2.05 of this Appendix B if such 
specified rate shall be higher than the Maximum Interest Rate and Sufficient 
Clearing Bids do not exist. 

(ii) A Sell Order by an Existing Owner shall constitute an offer to sell: 

(A) the principal amount of the ARS Bonds specified in such Sell 
Order; or 

(B) such principal amount or a lesser principal amount of the ARS 
Bonds as described in subsection (b)(iv) of Section 2.05 of this Appendix B if 
Sufficient Clearing Bids do not exist. 

(iii) A Bid by a Potential Owner shall constitute an offer to purchase: 
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(A) the principal amount of the ARS Bonds specified in such Bid 
if the Auction Rate for the next succeeding Auction Period shall be higher 
than the rate specified therein; or 

(B) such principal amount or a lesser principal amount of the ARS 
Bonds as described in subsection (a)(vi) of Section 2.05 of this Appendix B if 
the Auction Rate for the next succeeding Auction Period shall be equal to 
such specified rate. 

(c) Anything herein to the contrary notwithstanding: 

(i) If an Order or Orders covering all of the ARS Bonds held by an 
Existing Owner is not submitted to the Broker-Dealer of record for such Existing 
Owner prior to the Broker-Dealer Deadline, such Broker-Dealer shall deem a Hold 
Order to have been submitted on behalf of such Existing Owner covering the 
principal amount of ARS Bonds held by such Existing Owner and not subject to 
Orders submitted to such Broker-Dealer; provided, however, that if there is a 
conversion from one Auction Period to a longer Auction Period and Orders have not 
been submitted to such Broker-Dealer prior to the Broker-Dealer Deadline covering 
the aggregate principal amount of ARS Bonds to be converted held by such Existing 
Owner, such Broker-Dealer shall deem a Sell Order to have been submitted on behalf 
of such Existing Owner covering the principal amount of ARS Bonds to be converted 
held by such Existing Owner not subject to Orders submitted to such Broker-Dealer.; 

(ii) for purposes of any Auction, any Order by any Existing Owner or 
Potential Owner shall be revocable until the Broker-Dealer Deadline, and after the 
Broker-Dealer Deadline, all such Orders shall be irrevocable, except as provided in 
Sections 2.02(e)(ii) and 2.02(f); and 

(iii) for purposes of any Auction other than during a daily Auction Period, 
any ARS Bonds sold or purchased pursuant to subsection (b)(i), (ii) or (iii) above 
shall be sold or purchased at a price equal to 100% of the principal amount thereof; 
provided that, for purposes of any Auction during a daily Auction Period, such sale or 
purchase price shall be 100% of the principal amount thereof plus accrued interest to 
the date of sale or purchase. 

Section 2.02.  Submission of Orders by Broker-Dealers to Auction Agent.

(a) Each Broker-Dealer shall submit to the Auction Agent in writing, or by such 
Electronic Means as shall be reasonably acceptable to the Auction Agent, prior to the 
Submission Deadline on each Auction Date for Bonds of a Series, all Orders with respect to 
ARS Bonds accepted by such Broker-Dealer in accordance with Section 2.01 above and 
specifying with respect to each Order or aggregation of Orders pursuant to Section 2.02(b) 
below:

(i) the name of the Broker-Dealer; 

(ii) the number of Bidders placing Orders, if requested by the Auction 
Agent;
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(iii) the aggregate principal amount of the ARS Bonds, if any, that are the 
subject of such Order; 

(iv) to the extent that such Bidder is an Existing Owner: 

(A) the principal amount of the ARS Bonds, if any, subject to any 
Hold Order placed by such Existing Owner; 

(B) the principal amount of the ARS Bonds, if any, subject to any 
Bid placed by such Existing Owner and the rate specified in such Bid; and 

(C) the principal amount of the ARS Bonds, if any, subject to any 
Sell Order placed by such Existing Owner. 

(v) the extent such Bidder is a Potential Owner, the rate specified in such 
Bid.

(b) If more than one Bid is submitted to a Broker-Dealer on behalf of any single 
Potential Owner, the Broker-Dealer shall aggregate each Bid on behalf of such Potential 
Owner submitted with the same rate and consider such Bids as a single Bid and shall consider 
each Bid submitted with a different rate a separate Bid with the rate and the principal amount 
of the ARS Bonds specified therein. 

A Broker-Dealer may aggregate the Orders of different Potential Owners with those of other 
Potential Owners on whose behalf the Broker-Dealer is submitting Orders and may aggregate the 
Orders of different Existing Owners with other Existing Owners on whose behalf the Broker-Dealer 
is submitting Orders; provided, however, Bids may only be aggregated if the interest rates on the 
Bids are the same. 

(c) Neither the Authority, the Trustee nor the Auction Agent shall be responsible 
for the failure of any Broker-Dealer to submit an Order to the Auction Agent on behalf of any 
Existing Owner or Potential Owner. 

(d) Nothing contained herein shall preclude a Broker-Dealer from placing an 
Order for some or all of the ARS Bonds for its own account. 

(e) Until the Submission Deadline, a Broker-Dealer may withdraw or modify any 
Order previously submitted to the Auction Agent (i) for any reason if the Order was 
generated by the Auction Desk of the Broker-Dealer for the account of the Broker-Dealer or 
(ii) to correct a Clerical Error in the case of any other Order, including Orders from the 
Broker-Dealer which were not originated by the Auction Desk. 

(f) After the Submission Deadline and prior to the Error Correction Deadline, a 
Broker-Dealer may: 

(i) submit to the Auction Agent an Order received from an Existing 
Owner, Potential Owner or a Broker-Dealer which is not an Order originated by the 
Auction Desk, in each case prior to the Broker-Dealer Deadline, or an Order 
generated by the Broker-Dealer’s Auction Desk for its own account prior to the 
Submission Deadline (provided that in each case the Broker-Dealer has a record of 
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such Order and the time when such Order was received or generated) and not 
submitted to the Auction Agent prior to the Submission Deadline as a result of (A) an 
event of force majeure or a technological failure which made delivery prior to the 
Submission Deadline impossible or, under the conditions then prevailing, 
impracticable or (B) a Clerical Error on the part of the Broker-Dealer; or  

(ii) modify or withdraw an Order received from an Existing Owner or 
Potential Owner or generated by the Broker-Dealer (whether generated by the 
Broker-Dealer’s Auction Desk or elsewhere within the Broker-Dealer) for its own 
account and submitted to the Auction Agent prior to the Submission Deadline or 
pursuant to clause (i) above, if the Broker-Dealer determines that such Order 
contained a Clerical Error on the part of the Broker-Dealer. 

In the event a Broker-Dealer makes a submission, modification or withdrawal pursuant to this 
Section 2.02(f) and the Auction Agent has already run the Auction, the Auction Agent shall rerun the 
Auction, taking into account such submission, modification or withdrawal.  Each submission, 
modification or withdrawal of an Order submitted pursuant to this Section 2.02(f) by a Broker-Dealer 
after the Submission Deadline and prior to the Error Correction Deadline shall constitute a 
representation by the Broker-Dealer that (A) in the case of a newly submitted Order or portion 
thereof or revised Order, the failure to submit such Order prior to the Submission Deadline resulted 
from an event described in clause (i) above and such Order was received from an Existing Owner or 
Potential Owner or is an Order received from the Broker-Dealer that was not originated by the 
Auction Desk, in each case, prior to the Broker-Dealer Deadline, or generated internally by such 
Broker-Dealer’s Auction Desk for its own account prior to the Submission Deadline or (B) in the 
case of a modified or withdrawn Order, such Order was received from an Existing Owner, a Potential 
Owner or the Broker-Dealer which was not originated by the Auction Desk prior to the Broker-
Dealer Deadline, or generated internally by such Broker-Dealer’s Auction Desk for its own account 
prior to the Submission Deadline and such Order as submitted to the Auction Agent contained a 
Clerical Error on the part of the Broker-Dealer and that such Order has been modified or withdrawn 
solely to effect a correction of such Clerical Error, and in the case of either (A) or (B), as applicable, 
the Broker-Dealer has a record of such Order and the time when such Order was received or 
generated.  The Auction Agent shall be entitled to rely conclusively (and shall have no liability for 
relying) on such representation for any and all purposes of the Auction Procedures.  

(g) If after the Auction Agent announces the results of an Auction, a Broker-
Dealer becomes aware that an error was made by the Auction Agent, the Broker-Dealer shall 
communicate such awareness to the Auction Agent prior to 5:00 p.m. New York City time on 
the Auction Date (or 2:00 pm. New York City time in the case of Bonds in a daily Auction 
Period).  If the Auction Agent determines there has been such an error (as a result of either a 
communication from a Broker-Dealer or its own discovery) prior to 3:00 p.m. New York City 
time on the first day of the Auction Period with respect to which such Auction was 
conducted, the Auction Agent shall correct the error and notify each Broker-Dealer that 
submitted Bids or held a position in Bonds in such Auction of the corrected results.   

(h) Nothing contained herein shall preclude the Auction Agent from: 

(i) advising a Broker-Dealer prior to the Submission Deadline that it has 
not received Sufficient Clearing Bids for the ARS Bonds; provided, however, that if 
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the Auction Agent so advises any Broker-Dealer, it shall so advise all Broker-
Dealers; or 

(ii) verifying the Orders of a Broker-Dealer prior to or after the 
Submission Deadline; provided, however, that if the Auction Agent verifies the 
Orders of any Broker-Dealer, it shall verify the Orders of all Broker-Dealers 
requesting such verification. 

Section 2.03.  Treatment of Orders by the Auction Agent.

(a) If the Auction Agent receives an Order which does not conform to the 
requirements of the Auction Procedures, the Auction Agent may contact the Broker-Dealer 
submitting such Order until one hour after the Submission Deadline and inform such Broker-
Dealer that it may resubmit such Order so that it conforms to the requirements of the Auction 
Procedures.  Upon being so informed, such Broker-Dealer may correct and resubmit to the 
Auction Agent any such Order that, solely as a result of a Clerical Error on the part of such 
Broker-Dealer, did not conform to the requirements of the Auction Procedures when 
previously submitted to the Auction Agent.  Any such resubmission by a Broker-Dealer shall 
constitute a representation by such Broker-Dealer that the failure of such Order to have so 
conformed was solely as a result of a Clerical Error on the part of such Broker-Dealer.  If the 
Auction Agent has not received a corrected conforming Order within one hour and fifteen 
minutes of the Submission Deadline, the Auction Agent shall, if and to the extent applicable, 
adjust or apply such Order, as the case may be, in conformity with the provisions of 
subsections (b), (c) or (d) of this Section 2.03 and, if the Auction Agent is unable to so adjust 
or apply such Order, the Auction Agent shall reject such Order. 

(b) If any rate specified in any Bid contains more than three figures to the right of 
the decimal point, the Auction Agent shall round such rate up to the next highest one 
thousandth of one percent (0.001%). 

(c) If one or more Orders covering in the aggregate more than the number of 
Units of Outstanding Bonds of a particular Series  are submitted by a Broker-Dealer to the 
Auction Agent, such Orders shall be considered valid in the following order of priority:  

(i) all Hold Orders shall be considered Hold Orders, but only up to and 
including in the aggregate principal amount of ARS Bonds for which such Broker-
Dealer is the Broker-Dealer of record; 

(ii) (A) any Bid of a Broker-Dealer shall be considered valid as a Bid 
of an Existing Owner up to and including the excess of the principal amount of ARS 
Bonds for which such Broker-Dealer is the Broker-Dealer of record over the principal 
amount of ARS Bonds subject to Hold Orders referred to in clause (i) above; 

(B) subject to clause (A) above, all Bids of a Broker-Dealer with 
the same rate shall be aggregated and considered a single Bid of an Existing 
Owner up to and including the excess of the principal amount of ARS Bonds 
for which such Broker-Dealer is the Broker-Dealer of record over the 
principal amount of ARS Bonds for which such Broker-Dealer is the Broker-
Dealer of record subject to Hold Orders referred to in clause (i) above; 
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(C) subject to clause (A) above, if more than one Bid with 
different rates is submitted by a Broker-Dealer, such Bids shall be considered 
Bids of an Existing Owner in the ascending order of their respective rates up 
to the amount of the excess of the principal amount of ARS Bonds for which 
such Broker-Dealer is the Broker-Dealer of record over the principal amount 
of ARS Bonds for which such Broker-Dealer is the Broker-Dealer of record 
subject to Hold Orders referred to in clause (i) above; and 

(D) the principal amount of ARS Bonds subject to Bids not 
considered to be Bids for which such Broker-Dealer is the Broker-Dealer of 
record under this clause (ii) shall be treated as the subject of a Bid by a 
Potential Owner;

(iii) all Sell Orders shall be considered Sell Orders, but only up to and 
including the principal amount of ARS Bonds equal to the excess of the principal 
amount of ARS Bonds for which such Broker-Dealer is the Broker-Dealer of record 
over the sum of the principal amount of ARS Bonds considered to be subject to Hold 
Orders pursuant to clause (i) above and the principal amount of ARS Bonds 
considered to be subject to Bids for which such Broker-Dealer is the Broker-Dealer 
of record pursuant to clause (ii) above. 

(d) If any Order is for other than an integral amount of ARS Bonds in Authorized 
Denominations, then the Auction Agent shall round the amount down to the nearest number 
of whole amount of ARS Bonds in Authorized Denominations, and the Auction Agent shall 
conduct the Auction Procedures as if such Order had been submitted in such number of 
principal amount of ARS Bonds in Authorized Denominations. 

(e) For purposes of any Auction other than during a daily Auction Period, if an 
Auction Agent has been notified by the Trustee or the Authority that any portion of an Order 
by a Broker-Dealer relates to a ARS Bond which has been called for redemption on or prior 
to the Interest Payment Date next succeeding such Auction, the Order shall be invalid with 
respect to such portion and the Auction Agent shall conduct the Auction Procedures as if 
such portion of such Order had not been submitted. 

(f) For purposes of any Auction other than during a daily Auction Period, no 
portion of a ARS Bond which the Auction Agent has been notified by the Trustee or the 
Authority has been called for redemption on or prior to the Interest Payment Date next 
succeeding such Auction shall be included in the calculation of Available Bonds for such 
Auction.

(g) If an Order or Orders covering all of the ARS Bonds is not submitted by a 
Broker-Dealer of record prior to the Submission Deadline, the Auction Agent shall deem a 
Hold Order to have been submitted on behalf of such Broker-Dealer covering the principal 
amount of ARS Bonds for which such Broker-Dealer is the Broker-Dealer of record and not 
subject to Orders submitted to the Auction Agent; provided, however, that if there is a 
conversion from one Auction Period to a longer Auction Period and Orders have not been 
submitted by such Broker-Dealer prior to the Submission Deadline covering the principal 
amount of ARS Bonds to be converted for which such Broker-Dealer is the Broker-Dealer of 
record, the Auction Agent shall deem a Sell Order to have been submitted on behalf of such 
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Broker-Dealer covering the principal amount of ARS Bonds to be converted for which such 
Broker-Dealer is the Broker-Dealer of record not subject to Orders submitted by such 
Broker-Dealer.

Section 2.04.  Determination of ARS Rate.

(a) If requested by the Trustee or a Broker-Dealer, not later than 10:30 a.m., New 
York City time (or such other time as may be agreed to by the Auction Agent and all Broker-
Dealers), on each Auction Date for the ARS Bonds, the Auction Agent shall advise such 
Broker-Dealer (and thereafter confirm to the Trustee, if requested) of the All Hold Rate and 
the ARS Index.  Such advice, and confirmation, shall be made by telephone or other 
Electronic Means acceptable to the Auction Agent. 

(b) Promptly after the Submission Deadline for the ARS Bonds on each Auction 
Date, the Auction Agent shall assemble all Orders submitted or deemed submitted to it by the 
Broker-Dealers (each such Order as submitted or deemed submitted by a Broker-Dealer 
being hereinafter referred to as a “Submitted Hold Order,” a “Submitted Bid” or a 
“Submitted Sell Order,” as the case may be, and collectively as a “Submitted Order”) and 
shall determine (i) the Available Bonds, (ii) whether there are Sufficient Clearing Bids, and 
(iii) the Auction Rate. 

(c) In the event the Auction Agent shall fail to calculate or, for any reason, fails 
to provide the Auction Rate on the Auction Date, for any Auction Period (i) if the preceding 
Auction Period was a period of 35 days or less, (A) a new Auction Period shall be established 
for the same length of time as the preceding Auction Period, if the failure to make such 
calculation was because there was not at the time a duly appointed and acting Auction Agent 
or Broker-Dealer, and the ARS Rate for the new Auction Period shall be ___% for any ARS 
Bond the interest on which is not includable in gross income of the Owner of such ARS Bond 
for federal income tax purposes and __% for any ARS Bond the interest on which is 
includable in gross income of the beneficial owner of such ARS Bond for federal income tax 
purposes if the ARS Index is ascertainable on such date (by the Auction Agent, if there is at 
the time an Auction Agent, or the Trustee, if at the time there is no Auction Agent) or, (B) if 
the failure to make such calculation was for any other reason or if the ARS Index is not 
ascertainable on such date, the prior Auction Period shall be extended to the seventh day 
following the day that would have been the last day of the preceding Auction Period (or if 
such seventh day is not followed by a Business Day then to the next succeeding day that is 
followed by a Business Day) and the ARS Rate for the period as so extended shall be the 
same as the ARS Rate for the Auction Period prior to the extension, and (ii) if the preceding 
Auction Period was a period of greater than 35 days, (A) a new Auction Period shall be 
established for a period that ends on the seventh day following the day that was the last day 
of the preceding Auction Period, (or if such seventh day is not followed by a Business Day 
then to the next succeeding day which is followed by a Business Day) if the failure to make 
such calculation was because there was not at the time a duly appointed and acting Auction 
Agent or Broker-Dealer, and the ARS Rate for the new Auction Period shall be ___% for any 
ARS Bond the interest on which is not includable in gross income of the Owner of such ARS 
Bond for federal income tax purposes and __% for any ARS Bond the interest on which is 
includable in gross income of the beneficial owner of such ARS Bond for federal income tax 
purposes if the ARS Index is ascertainable on such date (by the Auction Agent, if there is at 
the time an Auction Agent, or the Trustee, if at the time there is no Auction Agent) or, (B) if 
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the failure to make such calculation was for any other reason or if the ARS Index is not 
ascertainable on such date, the prior Auction Period shall be extended to the seventh day 
following the day that would have been the last day of the preceding Auction Period (or if 
such seventh day is not followed by a Business Day then to the next succeeding day that is 
followed by a Business Day) and the ARS Rate for the period as so extended shall be the 
same as the ARS Rate for the Auction Period prior to the extension.  In the event a new 
Auction Period is established as set forth in clause (ii) (A) above, an Auction shall be held on 
the last Business Day of the new Auction Period to determine an Auction Rate for an Auction 
Period beginning on the Business Day immediately following the last day of the new Auction 
Period and ending on the date on which the Auction Period otherwise would have ended had 
there been no new Auction Period or Auction Periods subsequent to the last Auction Period 
for which a Winning Bid Rate had been determined.  In the event an Auction Period is 
extended as set forth in clause (i) (B) or (ii) (B) above, an Auction shall be held on the last 
Business Day of the Auction Period as so extended to determine an Auction Rate for an 
Auction Period beginning on the Business Day immediately following the last day of the 
extended Auction Period and ending on the date on which the Auction Period otherwise 
would have ended had there been no extension of the prior Auction Period. 

(d) Notwithstanding the foregoing, neither new nor extended Auction Periods 
shall total more than 35 days in the aggregate.  If at the end of the 35 days the Auction Agent 
fails to calculate or provide the Auction Rate, or there is not at the time a duly appointed and 
acting Auction Agent or Broker-Dealer, the ARS Rate shall be the Maximum Interest Rate. 

(e) In the event of a failed conversion from an Auction Period to any other period 
or in the event of a failure to change the length of the current Auction Period due to the lack 
of Sufficient Clearing Bids at the Auction on the Auction Date for the first new Auction 
Period, the ARS Rate for the next Auction Period shall be the Maximum Interest Rate and the 
Auction Period shall be a seven-day Auction Period.   

(f) If the Bonds are no longer maintained in book-entry-only form by the 
Securities Depository, then the Auctions shall cease and the ARS Rate shall be the Maximum 
Interest Rate. 

Section 2.05.  Allocation of the ARS Bond.

(a) In the event of Sufficient Clearing Bids for a Series of ARS Bonds, subject to 
the further provisions of subsections (c) and (d) below, Submitted Orders for such Series of 
ARS Bonds shall be accepted or rejected as follows in the following order of priority: 

(i) the Submitted Hold Order of each Existing Owner shall be accepted, 
thus requiring each such Existing Owner to continue to hold the ARS Bonds that are 
the subject of such Submitted Hold Order; 

(ii) the Submitted Sell Order of each Existing Owner shall be accepted 
and the Submitted Bid of each Existing Owner specifying any rate that is higher than 
the Winning Bid Rate shall be rejected, thus requiring each such Existing Owner to 
sell the ARS Bonds that are the subject of such Submitted Sell Order or Submitted 
Bid;
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(iii) the Submitted Bid of each Existing Owner specifying any rate that is 
lower than the Winning Bid Rate shall be accepted, thus requiring each such Existing 
Owner to continue to hold the ARS Bonds that are the subject of such Submitted Bid; 

(iv) the Submitted Bid of each Potential Owner specifying any rate that is 
lower than the Winning Bid Rate shall be accepted, thus requiring each such Potential 
Owner to purchase the ARS Bonds that are the subject of such Submitted Bid; 

(v) the Submitted Bid of each Existing Owner specifying a rate that is 
equal to the Winning Bid Rate shall be accepted, thus requiring each such Existing 
Owner to continue to hold the ARS Bonds that are the subject of such Submitted Bid, 
but only up to and including the principal amount of the ARS Bonds obtained by 
multiplying (A) the aggregate principal amount of Outstanding ARS Bonds that are 
not the subject of Submitted Hold Orders described in paragraph (i) above or of 
Submitted Bids described in paragraphs (iii) or (iv) above by (B) a fraction the 
numerator of which shall be the principal amount of Outstanding ARS Bonds held by 
such Existing Owner subject to such Submitted Bid and the denominator of which 
shall be the aggregate principal amount of the Outstanding ARS Bonds subject to 
such Submitted Bids made by all such Existing Owners that specified a rate equal to 
the Winning Bid Rate, and the remainder, if any, of such Submitted Bid shall be 
rejected, thus requiring each such Existing Owner to sell any excess amount of such 
ARS Bonds; 

(vi) the Submitted Bid of each Potential Owner specifying a rate that is 
equal to the Winning Bid Rate shall be accepted, thus requiring each such Potential 
Owner to purchase the ARS Bonds that are the subject of such Submitted Bid, but 
only in an amount equal to the principal amount of the ARS Bonds obtained by 
multiplying (A) the aggregate principal amount of Outstanding ARS Bonds that are 
not the subject of Submitted Hold Orders described in paragraph (i) above or of 
Submitted Bids described in paragraphs (iii), (iv) or (v) above by (B) a fraction the 
numerator of which shall be the principal amount of Outstanding ARS Bonds subject 
to such Submitted Bid and the denominator of which shall be the sum of the 
aggregate principal amount of Outstanding ARS Bonds subject to such Submitted 
Bids made by all such Potential Owners that specified a rate equal to the Winning Bid 
Rate, and the remainder of such Submitted Bid shall be rejected; and 

(vii) the Submitted Bid of each Potential Owner specifying any rate that is 
higher than the Winning Bid Rate shall be rejected. 

(b) In the event there are not Sufficient Clearing Bids for a Series of ARS Bonds, 
Submitted Orders, for such Series of ARS Bonds shall be accepted or rejected as follows in 
the following order of priority: 

(i) the Submitted Hold Order of each Existing Owner shall be accepted, 
thus requiring each such Existing Owner to continue to hold the ARS Bonds that are 
the subject of such Submitted Hold Order; 

(ii) the Submitted Bid of each Existing Owner specifying any rate that is 
not higher than the Maximum Interest Rate, shall be accepted, thus requiring each 
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such Existing Owner to continue to hold the ARS Bonds that are the subject of such 
Submitted Bid; 

(iii) the Submitted Bid of each Potential Owner specifying any rate that is 
not higher than the Maximum Interest Rate, shall be accepted, thus requiring each 
such Potential Owner to purchase the ARS Bonds that are the subject of such 
Submitted Bid; 

(iv) the Submitted Sell Orders of each Existing Owner shall be accepted 
as Submitted Sell Orders and the Submitted Bids of each Existing Owner specifying 
any rate that is higher than the Maximum Interest Rate, shall be deemed to be and 
shall be accepted as Submitted Sell Orders, in both cases only up to and including the 
principal amount of the ARS Bonds obtained by multiplying (A) the aggregate 
principal amount of the ARS Bonds subject to Submitted Bids described in paragraph 
(iii) of this subsection (b) by (B) a fraction the numerator of which shall be the 
principal amount of Outstanding ARS Bonds held by such Existing Owner subject to 
such Submitted Sell Order or such Submitted Bid deemed to be a Submitted Sell 
Order and the denominator of which shall be the principal amount of Outstanding 
ARS Bonds subject to all such Submitted Sell Orders and such Submitted Bids 
deemed to be Submitted Sell Orders, and the remainder of each such Submitted Sell 
Order or Submitted Bid shall be deemed to be and shall be accepted as a Hold Order 
and each such Existing Owner shall be required to continue to hold such excess 
amount of the ARS Bonds; and 

(v) the Submitted Bid of each Potential Owner specifying any rate that is 
higher than the Maximum Interest Rate shall be rejected. 

Section 2.06.  Notice of ARS Rate.

(a) On each Auction Date, the Auction Agent shall notify by each Broker-Dealer 
that participated in the Auction held on such Auction Date by Electronic Means acceptable to 
the Auction Agent and the applicable Broker-Dealer of the following with respect to the ARS 
Bonds for which an Auction was held on such Auction Date: 

(i) the ARS Rate determined on such Auction Date for the succeeding Auction 
Period;

(ii) whether Sufficient Clearing Bids existed for the determination of the Winning 
Bid Rate; 

(iii) if such Broker-Dealer submitted a Bid or a Sell Order on behalf of an 
Existing Owner whether such Bid or Sell Order was accepted or rejected and the principal 
amount of the ARS Bonds, if any, to be sold by such Existing Owner; 

(iv) if such Broker-Dealer submitted a Bid on behalf of a Potential Owner, 
whether such Bid was accepted or rejected, in whole or in part, and the principal amount of 
the ARS Bonds, if any, to be purchased by such Potential Owner; 
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(v) if the aggregate principal amount of the ARS Bonds to be sold by all Existing 
Owners on whose behalf such Broker-Dealer submitted Bids or Sell Orders is different from 
the aggregate principal amount of the ARS Bonds to be purchased by all Potential Owners on 
whose behalf such Broker-Dealer submitted a Bid, the name or names of one or more Broker- 
Dealers (and the Agent Member, if any, of each such other Broker Dealer) and the principal 
amount of the ARS Bonds to be (A) purchased from one or more Existing Owners on whose 
behalf such other Broker-Dealers submitted Bids or Sell Orders or (B) sold to one or more 
Potential Owners on whose behalf such Broker-Dealer submitted Bids; and 

(vi) the immediately succeeding Auction Date. 

(b) On each Auction Date, each Broker-Dealer that submitted an Order on behalf 
of any Existing Owner or Potential Owner shall:  (i) if requested by an Existing Owner or a 
Potential Owner, advise each Existing Owner or Potential Owner on whose behalf such 
Broker-Dealer submitted an Order as to (A) the ARS Rate determined on such Auction Date, 
(B) whether any Bid or Sell Order submitted on behalf of each such Existing Owner or 
Potential Owner was accepted or rejected and (C) the immediately succeeding Auction Date; 
(ii) instruct each Potential Owner on whose behalf such Broker-Dealer submitted a Bid that 
was accepted, in whole or in part, to instruct such Potential Owner’s Agent Member to pay to 
such Broker-Dealer (or its Agent Member) through the Securities Depository the amount 
necessary to purchase the principal amount of such ARS Bonds to be purchased pursuant to 
such Bid (including, with respect to such ARS Bonds in a daily Auction Period, accrued 
interest if the purchase date is not an Interest Payment Date for such ARS Bond) against 
receipt of such ARS Bonds; and (iii) instruct each Existing Owner on whose behalf such 
Broker-Dealer submitted a Sell Order that was accepted or a Bid that was rejected, in whole 
or in part, to instruct such Existing Owner’s Agent Member to deliver to such Broker-Dealer 
(or its Agent Member) through the Securities Depository the principal amount of such ARS 
Bonds to be sold pursuant to such Bid or Sell Order against payment therefor. 

(c) The Auction Agent shall give notice of the Auction Rate to the Authority and 
Trustee by mutually acceptable Electronic Means and the Trustee shall promptly give notice 
of such Auction Rate to the Securities Depository. 

Section 2.07.  ARS Index.

(a) For ARS Bonds in an Auction Period of 35 days or less the ARS Index is 
______.  The ARS Index with respect to ARS Bonds in any Auction Period of more than 35 
days shall be the rate on United States Treasury Securities having a maturity which most 
closely approximates the length of the Auction Period as last published in The Wall Street 
Journal or such other source as may be mutually agreed upon by Authority and the Broker-
Dealer.  If either rate is unavailable, the ARS Index shall be an index or rate agreed to by all 
Broker-Dealers and consented to by the Authority.  For the purpose of this definition an 
Auction Period of 35 days or less means a 35-day Auction Period or shorter Auction Period, 
i.e. a 35-day Auction Period which is extended because of a holiday would still be considered 
an Auction Period of 35 days or less. 

(b) If for any reason on any Auction Date the ARS Index shall not be determined 
as hereinabove provided, the ARS Index shall be the ARS Index for the Auction Period 
ending on such Auction Date. 



B-21

(c) The determination of the ARS Index as provided herein shall be conclusive 
and binding upon the Authority, the Trustee, the Broker-Dealers, the Auction Agent and the 
Owners of such Series of ARS Bonds. 

Section 2.08.  Miscellaneous Provisions Regarding Auctions.

(a) In this Appendix B, each reference to the purchase, sale or holding of “ARS 
Bonds” shall refer to beneficial interests in such ARS Bonds, unless the context clearly 
requires otherwise. 

(b) During an ARS Rate Period with respect to a Series of ARS Bonds, the 
provisions of this Indenture, and the definitions contained therein and described in this 
Appendix B, including without limitation the definitions of Maximum Interest Rate, All Hold 
Rate, ARS Index, Interest Payment Date, and the ARS Rate, may be amended pursuant to 
this Indenture, subject to the prior written consent of the Bond Insurer for such Series of 
Bonds, by obtaining the consent of the Owners of all of the ARS Bonds of such Series then 
outstanding as follows: 

If on the first Auction Date occurring at least twenty (20) days after the date on which 
notice of such proposed amendment was given by the Trustee to the Owners of the ARS 
Bonds Outstanding, such notice to be given by mail to each Owner at its address as it appears 
on the registration books of the Trustee, (i) the ARS Rate which is determined on such date is 
the Winning Bid Rate or All Hold Rate and (ii) there is delivered to the Trustee a Favorable 
Opinion of Special Counsel the proposed amendment shall be deemed to have been 
consented to by the Owners of all of the ARS Bonds outstanding bearing interest at an ARS 
Rate.

(c) If the Securities Depository notifies the Authority that it is unwilling or 
unable to continue as registered owner of the ARS Bonds or if at any time the Securities 
Depository shall no longer be registered or in good standing under the Securities Exchange 
Act of 1934, as amended, or other applicable statute or regulation and a successor to the 
Securities Depository is not appointed by the Authority within ninety (90) days after the 
Authority receives notice or becomes aware of such condition, as the case may be, the 
Auctions shall cease and the Authority shall execute and the Trustee shall authenticate and 
deliver certificates representing the ARS Bonds.  Such ARS Bonds shall be registered in such 
names and Authorized Denominations as the Securities Depository, pursuant to instructions 
from the Agent Members or otherwise, shall instruct the Authority and the Trustee. 

(d) During an ARS Period, so long as the ownership of ARS Bonds is maintained 
in book-entry form by the Securities Depository, an Existing Owner or a beneficial owner 
may sell, transfer or otherwise dispose of an ARS Bonds only pursuant to a Bid or Sell Order 
in accordance with the Auction Procedures or to or through a Broker-Dealer, provided that 
(i) in the case of all transfers other than pursuant to Auctions, such Existing Owner or its 
Broker-Dealer or its Agent Member advises the Auction Agent of such transfer and (ii) a 
sale, transfer or other disposition of ARS Bonds from a customer of a Broker-Dealer who is 
listed on the records of that Broker-Dealer as the Owner of such ARS Bonds to that Broker-
Dealer or another customer of that Broker-Dealer shall not be deemed to be a sale, transfer or 
other disposition for purposes of this paragraph if such Broker-Dealer remains the Existing 
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Owner of the ARS Bonds so sold, transferred or disposed of immediately after such sale, 
transfer or disposition. 

Section 2.09.  Changes in Auction Period or Auction Date.

(a) Changes in Auction Period.  (i) During any ARS Rate Period, the Authority 
may, from time to time on the Interest Payment Date immediately following the end of any 
Auction Period, change the length of the Auction Period with respect to all of ARS Bonds 
among daily, seven-days, 28-days, 35-days, three months, six months and a Special Auction 
Period in order to accommodate economic and financial factors that may affect or be relevant 
to the length of the Auction Period and the interest rate borne by the ARS Bonds.  The 
Authority shall initiate the change in the length of the Auction Period by giving written 
notice to the Trustee, the Series 2007 Bonds Insurer, the applicable Auction Agent, the 
applicable Broker-Dealers and the Securities Depository that the Auction Period shall change 
if the conditions described herein are satisfied and the proposed effective date of the change, 
such notice to be provided at least ten (10) Business Days prior to the Auction Date for such 
Auction Period.  Any change in the length of an Auction Period to an Auction Period longer 
than 35 days shall be subject to the prior written consent of the Series 2007 Bond Insurer.  

(ii) Any such changed Auction Period shall be for a period of one day, 
seven-days, 28-days, 35-days, three months, six months or a Special Auction Period 
and shall apply to all ARS Bonds of a Series. 

(iii) The change in length of the Auction Period for the ARS Bonds 
subject to change shall take effect only if Sufficient Clearing Bids exist at the Auction 
on the Auction Date for such new Auction Period.  For purposes of the Auction for 
such new Auction Period, except to the extent any Existing Owner submits an Order 
with respect to such ARS Bonds, each Existing Owner of an ARS Bonds subject to 
change shall be deemed to have submitted Sell Orders with respect to all ARS Bonds 
of a Series if the change is to a longer Auction Period and a Hold Order if the change 
is to a shorter Auction Period.  If there are not Sufficient Clearing Bids for the first 
Auction Period, the Auction Rate for the new Auction Period shall be the Maximum 
Interest Rate, and the Auction Period shall be a seven-day Auction Period. 

(b) Changes in Auction Date.  During any ARS Rate Period, the Auction Agent, 
with the written consent of the Authority, may specify an earlier or later Auction Date for the 
ARS Bonds (but in no event shall such date be more than five (5) Business Days earlier or 
later) than the Auction Date that would otherwise be determined in accordance with the 
definition of “Auction Date” in order to conform with then current market practice with 
respect to similar securities or to accommodate economic and financial factors that may 
affect or be relevant to the day of the week constituting an Auction Date and the interest rate 
borne on the ARS Bonds.  The Auction Agent shall provide notice of its determination to 
specify an earlier Auction Date for an Auction Period by means of a written notice delivered 
at least forty-five (45) days prior to the proposed changed Auction Date to the Trustee, the 
Authority, the Broker-Dealers and the Securities Depository.  In the event the Auction Agent 
specifies an earlier Auction Date, the days of the week on which an Auction Period begins 
and ends, the day of the week on which a Special Auction Period ends and the Interest 
Payment Date relating to a Special Auction Period shall be adjusted accordingly. 
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(c) Changes Resulting from Unscheduled Holidays.  If, in the opinion of the 
Auction Agent and the Broker-Dealers, there is insufficient notice of an unscheduled holiday 
to allow the efficient implementation of the Auction Procedures set forth herein, the Auction 
Agent and the Broker-Dealers may, as they deem appropriate, set a different Auction Date 
and adjust any Interest Payment Dates and Auction Periods affected by such unscheduled 
holiday.   

ARTICLE III 

AUCTION AGENT 

Section 3.01.  Auction Agent.

(a) The Auction Agent for the ARS Bonds shall be appointed by the Trustee, at 
the written direction of the Authority, and shall perform the functions specified herein.  The 
Auction Agent shall designate its Principal Office and signify its acceptance of the duties and 
obligations imposed upon it hereunder by a written instrument, delivered to the Authority, the 
Trustee and each Broker-Dealer, which written instrument may be in the form of an Auction 
Agreement.  Notwithstanding that the Auction Agent may be the agent of the Trustee, the 
Trustee shall not be liable in any way for any action taken, suffered or omitted, or for any 
error of judgment made by the Auction Agent, whether in the performance of its duties under 
the Auction Agreement or otherwise. 

(b) Subject to any applicable governmental restrictions, the Auction Agent may 
be or become the owner of or trade in ARS Bonds with the same rights as if such entity were 
not the Auction Agent. 

Section 3.02.  Qualifications of Auction Agent; Resignation; Removal.

The Auction Agent shall be (a) a bank or trust company organized under the laws of the 
United States or any state or territory thereof having a combined capital stock, surplus and undivided 
profits of at least $30,000,000, or (b) a member of NASD having a capitalization of at least 
$30,000,000 and, in either case, authorized by law to perform all the duties imposed upon it by this 
Indenture and a member of, or a participant in, the Securities Depository.  The Auction Agent may at 
any time resign and be discharged of the duties and obligations created by this Indenture by giving at 
least ninety (90) days notice to the Authority, the Trustee, the Insurer and the Broker-Dealers.  The 
Auction Agent may be removed at any time by written notice, delivered by the Trustee, upon the 
written direction of the Authority, to the Auction Agent and the Series 2007 Bond Insurer.  Upon any 
such resignation or removal, the Trustee, upon the written direction of the Authority, shall appoint a 
successor Auction Agent approved by the Series 2007 Bond Insurer meeting the requirements of this 
section.  In the event of the resignation or removal of the Auction Agent, the Auction Agent shall pay 
over, assign and deliver any moneys and any ARS Bonds held by it in such capacity to its successor.  
The Auction Agent shall continue to perform its duties hereunder until its successor has been 
appointed by the Trustee.  In the event that the Auction Agent has not been compensated for its 
services, the Auction Agent may terminate the Auction Agreement by giving at least thirty (30) days 
notice to the Authority, the Trustee, the Insurer and the Broker-Dealers, and if it has not received 
such compensation by the expiration of such thirty (30) days, the Auction Agent may resign even if a 
successor Auction Agent has not been appointed. 
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APPENDIX C 

CERTAIN INFORMATION REGARDING THE CITY 

The Bonds are special limited obligations of the Authority payable solely from and secured 
solely by the Revenues pledged in the Indenture; they are not a debt of the City.  However, the Base 
Rental Payments payable by the City pursuant to the Facility Lease are expected to be a substantial 
component of the Revenues.  The following information with respect to the City is presented in that 
context.  Additional information with respect to the City contained in its comprehensive annual 
financial report for the fiscal year ended June 30, 2006.  A copy of that report is set forth in 
Appendix D. 

General

The City, which is the county seat of Stanislaus County, was incorporated in 1884.  It is 
located in the center of the northern San Joaquin Valley, approximately 93 miles east of the City and 
County of San Francisco, and encompasses an area of approximately 36 square miles. 

The City operates under a council-manager form of government pursuant to a charter initially 
adopted in 1951.  The City Council of the City (the “City Council”), consists of seven elected 
members, appoints the City Clerk and Auditor, the City Attorney, and the City Manager.  The City 
Manager heads the executive branch of government, implements the directives and policies of the 
City Council and manages the administrative and operational functions through the various 
department heads who are appointed by the City Manager. 

The City provides the full range of services normally associated with a municipality 
including police and fire protection, highways and streets, parks and recreation, library, planning and 
zoning, building and engineering, various maintenance services and administration.  The City also 
provides parking and airport facilities and water, sewer, and bus service.  The school districts in the 
City are separate governmental entities which receive no funding from the City. 

Population

The following table represents historical population statistics for the City, the County and the 
State.

CITY OF MODESTO 

Population Estimates(1)

Calendar Year City of Modesto Stanislaus County State of California 

2001 193,691 458,640 34,441,561 
2002 199,623 472,730 35,088,671 
2003 204,185 484,598 35,691,472 
2004 207,543 495,160 36,245,016 
2005 207,987 505,352 36,728,196 
2006 208,107 514,370 37,172,015 

(1) As of January 1. 
Source: California State Department of Finance, for Population Estimates for City, County and State, 2001-2006. 
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Employee Relations 

The City has approximately 1,325 authorized permanent positions and approximately 1,206 
actual full-time employees for Fiscal Year 2006-07 and had approximately 1,292 authorized full-time 
permanent and approximately 1,212 actual full-time employees for Fiscal Year 2005-06.  City 
employees are represented by six labor organizations, the principal of which is Modesto City 
Employees Association which represents approximately 40% of all City employees in a variety of 
classifications.

Approximately 95% of all City employees are covered under negotiated agreements.  The 
current agreements have expiration dates as follows: 

Modesto City Firefighters Association December 20, 2010 

Modesto Police Management Association June 22, 2009 

Modesto Police Officers Association December 22, 2008 

Modesto City Employees Association July 23, 2007 

Modesto Police Non-sworn Association July 23, 2007 

Modesto Confidential & Management Assoc June 25, 2007 

In August 2005, approximately 200 Modesto City Employees Association employees (field, 
clerical and technical) engaged in a one-day job action and picketing following impasse in the 
contract negotiations.  No city services were disrupted as a result of the job action.  The Association 
has subsequently reached agreement with the City on a contract which will expire in July 2007. 

On March 14, 2007 the City reached a settlement in the amount of $3.25 million with three 
former employees who alleged gender discrimination, harassment and retaliation.  The City expects 
to pay the settlement amount from its General Fund and does not expect such payment will have an 
adverse effect on the City’s ability to make Base Rental Payments under the Facility Lease.   

Insurance

The City is exposed to various risks of loss related to torts, damage to and loss of assets, 
errors and omissions, injuries to and illness of employees, and natural disasters.  The City maintains 
an Insurance Internal Service Fund to account for and finance its risks of loss.  Under this program, 
the City is self-insured for the following risks up to the maximum amount per claim shown:  
workers’ compensation - $750,000; liability - $1,000,000; and dental care - $1,200.  The City no 
longer self-insures for risks associated with employee illnesses and instead offers a variety of 
commercial plans to its employees.  The City obtains commercial insurance for property loss, airport 
liability, and for claims in excess of the preceding self-insured coverage amounts. 

For liability claims the City is one of twelve members of the Authority for California Cities 
Excess Liability (ACCEL) risk pool, which provides workers’ compensation insurance and general 
liability insurance for the member agencies.  This pool covers City claims between $1,000,000 and 
$5,000,000.  The City contributes its pro rata share of anticipated losses to the pool.  Should actual 
losses be greater than anticipated, the City will be assigned its pro rata share of the deficiency.  
Conversely, if actual losses are less than anticipated, the City will be refunded its pro rata share of 
the excess.  Total claims in the pool are estimated to be $2,000,000 for Fiscal Year 2006-07.  
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Commercial insurance covers claims over $5,000,000 in three excess layers of $10,000,000 each for 
an additional $30,000,000 per claim.  Settled claims have not exceeded the commercial coverage in 
any of the past five fiscal years.   

Employee Retirement System 

Retirement Plan.  The City contributes to the Public Employees’ Retirement System of the 
State of California (“PERS”), an agent multiple-employer public employee retirement program that 
acts as a common investment and administrative agent for participating entities in California.  The 
City’s total pension cost for the fiscal year ended June 30, 2006 was $11,748,699.  The City’s 
payments to PERS for the fiscal year ending June 30, 2007 are estimated to be $18,064,718. 

All full-time City employees are eligible to participate in the retirement program.  Benefits 
vest after five years of service.  Safety (fire and police) employees who retire at or after age 50 are 
entitled to an annual retirement benefit payable monthly for life in an amount equal to 3% percent of 
their average salary during the highest-paid 1-year period of employment, multiplied by their years of 
service.  All other covered employees may retire at age 55, with an annual benefit payable monthly 
for life equal to 2% percent of their average salary during the highest-paid 1-year period of 
employment, multiplied by their years of service.  These employees may retire at age 50 with 
reduced benefit at retirement.  The retirement program also provides death and disability benefits.  
These benefit provisions and all other requirements are established by state statute and City 
ordinance.  Under GASB 27, an employer reports an annual pension cost (APC) equal to the annual 
required contribution (ARC) plus an adjustment for the cumulative difference between the APC and 
the employer’s actual plan contributions for the year. 

The City pays most of the required employee contribution to the program, which totals 9% 
percent for safety and 7% percent for miscellaneous employees, in accordance with contractual 
agreements.  The City is required to contribute the remaining amounts necessary to fund the benefits 
for its members, using the actuarial basis adopted by the PERS Board of Administration.  The current 
rate is 9.124% of the annual covered payroll for miscellaneous employees and 24.421% for safety 
employees. 

In addition to the pension benefits described above, the City provides health care benefits to 
employees who retire from the City under contractual arrangement with all employee groups.  All 
full-time employees, except firefighters who receive a cash payout, are eligible to set-aside a 
percentage of accumulated sick leave upon retirement to be used for contributions towards future 
healthcare premiums to a choice of 4 insurance plans.  The City has no obligation to make health 
contributions for retirees who have no accumulated sick leave.  The estimated liability for current 
retirees’ future City contributions was $14,534,598 as of June 30, 2006.  The estimated current 
portion thereof, $1,659,707, is fully funded.  The long-term portion thereof is partially funded, with 
the balance being funded over time by charges to the City’s operating funds.  The City reports the 
current and long-term portions of this liability in the Employee Benefits Management Fund as part of 
the compensated absences liability balances.  For firefighters, the City’s obligation for retiree health 
benefits is not a function of accumulated sick leave.  Firefighters are covered under PERS Health 
plans and the City has a statutory obligation to make designated contributions to fund firefighters’ 
retiree health premiums.  The current statutory contribution is $80.80 per month. 

In June 2004, the Governmental Accounting Standards Board (“GASB”) issued Statement 
No. 45 (“GASB 45”), which addresses how state and local governments should account for and 
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report their costs and obligations related to post-employment health care and other non-pension 
benefits (“OPEB”).  GASB 45 generally requires that employers account for and report the annual 
cost of OPEB and the outstanding obligations and commitments related to OPEB in essentially the 
same manner as they currently do for pensions.  Annual OPEB costs for most employers will be 
based on actuarially determined amounts that, if paid on an ongoing basis, generally would provide 
sufficient resources to pay benefits as they come due.  The provisions of GASB 45 may be applied 
prospectively and do not require governments to fund their OPEB plans.  An employer may establish 
its OPEB liability at zero as of the beginning of the initial year of implementation.  However, the 
unfunded actuarial liability is required to be amortized over future periods on the income statement.  
GASB 45 also established disclosure requirements for information about the plans in which an 
employer participates, the funding policy followed, the actuarial valuation process and assumptions, 
and for certain employers, the extent to which the plan has been funded over time.  These disclosure 
requirements will be effective for the City’s Fiscal Year ending June 30, 2008.  GASB 45 may result 
in an increase in the annual expense recognized by the City for post retirement health care benefits.  
The City has retained the services of an actuary to determine the extent of the City’s OPEB liability.  
The amount of the liability and the increase in the annual expense to be recognized, if any, has not 
yet been determined by the City.   

Investment Policy 

The City invests its funds in accordance with the City’s Investment Policy, adopted by the 
City Council in 1984 and most recently amended in 2006.  In accordance with Sections 53601 et seq.
of the California Government Code, idle cash management and investment transactions are the 
responsibility of the City Finance Director/Treasurer.  Investments permitted under the Investment 
Policy include the following: 

Bonds issued by the City. 

United States Treasury notes, bonds, bills or certificates of indebtedness. 

Registered State of California warrants, treasury notes or bonds. 

Bonds, notes, warrants or indebtedness of local agencies within the State. 

Commercial paper of “prime” quality. 

Certificates of deposit and negotiable certificates of deposit. 

Investment in repurchase agreements or reverse repurchase agreements . 

Medium-term corporate notes. 

State of California Local Agency Investment Fund (LAIF). 

Funds are invested in the following order of priority: 

Safety- Preservation of principal and interest. 

Liquidity- Ability to readily convert investment to cask when needed. 

Yield - potential dollar earnings on an investment. 

The City’s cash management system is designed to accurately monitor and forecast 
expenditures and revenues, thus enabling the City to invest funds to the fullest extent possible.  The 
City attempts to obtain the highest yield when selecting an investment, provided the criteria for 
safety and liquidity are met. 
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Budgetary Process 

The fiscal year of the City begins on the first day of July of each year and ends on the 30th 
day of June of the following year. 

At such date as the City Manager determines, each department head must furnish to the City 
Manager an estimate of revenues and expenditures for such department for the ensuing fiscal year, 
detailed in such manner as may be prescribed by the City Manager.  In preparing the proposed 
budget, the City Manager reviews the estimates, holds conferences thereon with the respective 
department heads, and revises the estimates as the City Manager deems advisable. 

Prior to the beginning of each fiscal year, the City Manager submits to the City’s Finance 
Committee the proposed budget.  After reviewing and making such revisions as it deems advisable, 
the City Finance Committee recommends the proposed budget with revisions, if any, to the City 
Council.  The City Council determines the time for the holding of a public hearing thereon and 
causes to be published a notice thereof not less than ten days prior to the hearing date.  Copies of the 
proposed budget are available for inspection by the public in the office of the City Clerk at not less 
than ten days prior to the hearing.  At the conclusion of the public hearing, the City Council further 
considers the proposed budget and makes revisions thereto that it deems advisable.  On or before 
June 30 of each year, it adopts the budget with revisions, if any, by the affirmative vote of at least a 
majority of the total members of the City Council. 

From the effective date of the budget, the several amounts stated as proposed expenditures 
become appropriated to the several departments, offices and agencies for the objects and purposes 
named.  In accordance with the City’s financial policies, certain appropriations may be amended with 
the signed authorization of the City Manager, subsequent to the adoption of the original budget.  At 
any public meeting after the adoption of the budget, the City Council may amend or supplement the 
budget by a resolution adopted by the majority vote of the City Council.  All appropriations lapse at 
the end of the fiscal year to the extent that they have not been expended or lawfully encumbered. 

The City Council employs, at the beginning of each fiscal year, an independent certified 
public accountant who, at such time or times as specified by the City Council, at least annually, and 
at such other times as the City Council shall determine, examines the financial statements of the City 
in accordance with generally accepted auditing standards, including such tests of the accounting 
records and such other auditing procedures as such accountant considers necessary.  As soon as 
practicable after the end of the fiscal year, a final audit and report is submitted by such accountant to 
the City Council and copy of the financial statements as of the close of the fiscal year is published. 

Following is a table which shows the adopted final and actual General Fund Budget for 
Fiscal Year 2005-06 and the adopted General Fund Budget for Fiscal Year 2006-07. 
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CITY OF MODESTO 

General Fund Budgets 

For Fiscal Years 2005-06 and 2006-07 

Adopted 
Final 

Budget on a 
GAAP basis 

2005-06 

Actual on a 
GAAP Basis 

2005-06 

Variance with 
Adopted Final 

Budget 

Adopted 
Budget on a 
GAAP Basis 

2006-07 

Revenues:     
 Taxes  $ 46,870,082  $ 47,349,236  $ 479,154  $ 50,608,523 
 Licenses and permits   154,440   96,081   (58,359)   101,174 
 Intergovernmental   45,097,112   48,205,287   3,108,175   48,491,939 
 Charges for services (1)   14,982,086   14,953,869   (28,217)   16,241,225 
 Special assessments levied   156,000   65,909   (90,091)   158,500 
 Interest and rent   559,963   1,217,293   657,330   490,680 
 Fines and forfeitures   941,000   877,376   (63,624)   546,835 
 Miscellaneous   2,067,286   2,028,310   (38,976)   786,091
TOTAL REVENUES  $ 110,827,969  $114,810,175  $ 3,982,206  $ 117,424,967 
     
Expenditures and Transfers:     
 General Government  $ 14,132,003  $ 13,336,716  $ 761,847  $ 11,805,661 
 Community Development   5,849,006   5,201,794   647,212   6,313,766 
 Public works   1,956,291   1,719,587   236,704   6,713,599 
 Parks and recreation   12,523,831   11,560,029   963,802   12,046,068 
 Public safety   73,148,870   72,425,399   723,471   77,623,686 
Debt Service:     
 Principal retirement   9,917   9,916   1   9,917 
 Interest   1,061   1,061   0   1,061
TOTAL EXPENDITURES  $ 107,620,979  $104,287,942  $ 3,333,037  $ 114,513,758 
Excess of revenues over expenditures  $ 3,206,990  $ 10,522,233   
     
Other Financing Sources (Uses):       
 Transfers in  $ 2,301,925  $ 2,111,925  $ (190,000)  $ 2,337,022 
 Transfers out   (12,567,433)   (9,739,702)   2,827,731   (11,081,117)
TOTAL OTHER FINANCING 
SOURCES (USES) 

 $ (10,265,508)  $ (7,627,777)  $ 2,637,731  $ (8,744,095) 

     
NET CHANGE IN FUND 
BALANCE  $ (7,058,518)  $ 2,894,456  $ 9,952,974  $ (5,832,886) 
     
FUND BALANCES, July 1  $ 20,415,059  $ 20,415,059  $ --  $ 23,309,515 
     
FUND BALANCES, June 30  $ 13,356,541  $ 23,309,515  $ 9,952,974  $ 17,476,629

(1) Includes indirect cost recovery 
Source:  City of Modesto Financial Statements and City of Modesto Finance Department. 

Financial Statements 

The accounting policies of the City of Modesto conform to generally accepted accounting 
principles.  The audited financial statements of the City for the fiscal year ended June 30, 2006 are 
set forth in Appendix D.   
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Accounts of the City are organized on the basis of funds and account groups each of which is 
considered a separate accounting entity.  Operations of each fund are accounted for with a separate 
set of self-balancing accounts.  The various funds are grouped into broad categories, as follows:  
Governmental Funds (General, Special Revenue, Capital Projects and Debt Service), Proprietary 
Funds (Enterprise Funds, including the Sewer, Water, Parking, Airport, Golf Course and Community 
Center Funds; and Internal Service Funds), Fiduciary Funds (Agency). 

All Governmental Funds and Fiduciary Funds use the modified accrual basis of accounting.  
The Proprietary Funds use the accrual basis of accounting. 

The General Fund is the general operating fund of the City and is used to account for all 
financial resources except those required to be accounted for in another fund.  Revenues and 
expenditures in the City’s General Fund for Fiscal Years 2001-02 through 2005-06 are shown in the 
following table.  Taxes, Intergovernmental Revenues, Charges for Services, and Miscellaneous 
Revenue are the City’s major sources of revenues.  In Fiscal Year 2005-06 Taxes and 
Intergovernmental Revenues comprised 41.2% and 41.9% respectively, of General Fund revenues, 
followed by Charges for Services, 13.0% and Miscellaneous Revenue, 1.06%.  Major Fiscal Year 
2005-06 General Fund expenditures included 69.4% for Public Safety, 12.8% for General 
Government, and 10.9% for Parks and Recreation. 

Summary Financial Information 

The following tables present a statement of revenues, expenditures, and changes in fund 
balance for the City’s General Fund and the City’s General Fund balance sheet for the fiscal years 
ended June 30, 2002 through 2006 prepared by the City of Modesto Finance Department based on 
the City’s audited financial statements for fiscal years ending June 30, 2002 through June 30, 2006. 
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CITY OF MODESTO 

Statement of General Fund Revenues, Expenditures and Changes in Fund Balance 

Year Ended June 30 

2001-02 2002-03 2003-04 2004-05 2005-06 

Revenues:      
 Taxes  $ 35,522,028  $ 38,600,472  $ 39,511,646  $ 41,441,857  $ 47,349,236 
 Licenses and permits   173,348   169,108   199,097   63,652   96,081 
 Intergovernmental   41,803,124   40,612,942   39,246,030   46,874,556   48,205,287 
 Charges for services   15,372,308   16,448,226   13,845,944   15,544,008   14,953,869 
 Special assessments levied   256,646   218,294   76,119   106,442   65,909 
 Interest and rent   1,429,709   1,301,989   905,295   982,728   1,217,293 
 Net increase (decreased) in fair 

value of investments   324,154   (229,744)   (524,439)   46,933   16,814 
 Fines and forfeitures   546,199   576,168   524,050   562,876   877,376 
 Miscellaneous   1,075,837   1,458,583   1,245,979   774,837   2,028,310
TOTAL REVENUES  $ 96,503,353  $ 99,156,038  $ 95,029,721  $ 106,397,889  $ 114,810,175 
      
Expenditures and Transfers:      
 General Government  $ 10,100,976  $ 10,938,635  $ 11,482,386  $ 11,456,602  $ 13,336,716 
 Community and Development   4,354,977   4,277,758   4,461,865   4,975,859   5,146,011 
 Highways and Streets   6,127,102   6,046,662   --   --   -- 
 Public works   4,411,426   4,257,233   1,522,787   1,696,411   1,719,587 
 Parks and recreation   13,543,782   13,334,626   11,099,460   11,433,777   11,471,198 
 Public safety   51,697,705   55,550,490   61,126,497   69,403,326   72,205,341 
 Capital Outlay   1,015,003   2,083,805   1,214,088   646,818   398,112 
Debt Service:      
 Principal retirement   7,501   8,043   8,625   9,248   9,916 
 Interest   3,476   2,934   2,352   1,729   1,061
TOTAL EXPENDITURES  $ 91,261,948  $ 96,500,186  $ 90,918,060  $ 99,623,770  $ 104,287,942 
Excess (deficiency) of revenues over 
(under) expenditures  $ 5,241,405  $ 2,655,852  $ 4,111,661  $ 6,774,119  $ 10,522,233 
      
Other Financing Sources (Uses):      
 Operating transfers in  $ 4,637,518  $ 6,388,569  $ 1,965,408  $ 1,982,387  $ 2,111,925 
 Operating transfers out   (12,252,389)   (7,116,206)   (11,499,889)   (9,320,816)   (9,739,702) 
Proceeds of loan payable   191,835   --   --   --   --
TOTAL OTHER FINANCING 
SOURCES (USES)  $ (7,423,036)  $ (727,637)  $ (9,534,481)  $ (7,338,429)  $ (7,627,777) 
Excess (deficiency) of revenues and 
other sources over (under) expenditures 
and other uses  $ (2,181,631)  $ 1,928,215  $ (5,422,820)  $ (564,310)  $ 2,894,456 
      
FUND BALANCES, July 1  $ 26,655,605  $ 24,473,974  $ 26,402,189  $ 20,979,369  $ 20,415,059 
FUND BALANCES, June 30  $ 24,473,974  $ 26,402,189  $ 20,979,369  $ 20,415,059  $ 23,309,515

Source:  City of Modesto Comprehensive Annual Financial Statements, fiscal years 2001-02 through 2005-06. 
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CITY OF MODESTO 

General Fund Balance Sheets 

As of June 30 

Assets 2002 2003 2004 2005 2006 

Cash and cash equivalents  $ 17,355,651  $ 19,053,785  $ 11,110,511  $ 10,840,532  $ 9,141,367 
      
Receivables:      
 Accounts   453,374   371,249   376,284   241,970   354,635 
 Interest   62,235   84,836   16,456   252,418   272,623 
 Utilities, net    613,454   615,687   592,005   766,763   824,856 
 Taxes   7,880,490   9,073,783   9,077,338   8,760,074   10,485,306 
Due from governments   597,046   862,689   249,265   232,950   548,231 
Due from other funds   1,689,000   1,210,100   1,700,000   3,634,000   5,572,000 
Due from JPA   --   --   46,542   --   -- 
Notes receivable, net   92,283   92,283   92,283   92,283   92,283 
Prepaid expenses/expenditures   --   4,576   --   70,000   -- 
Restricted assets:      
 Cash and cash equivalents   1,460,797   1,390,184   1,445,486   1,445,486   1,845,018 
Advances to other funds   662,001   1,898,279   2,153,901   1,877,297   1,644,193
Total assets  $ 30,866,331  $ 34,657,451  $ 26,860,071  $ 28,213,773  $30,780,512 
      
Liabilities and Fund Balances      
Liabilities      
 Accounts payable  $ 2,536,338  $ 1,864,757  $ 1,707,233  $ 2,003,433  $ 2,241,841 
 Accrued salaries and benefits   2,099,671   2,397,879   453,761   774,239   1,116,500 
 Deferred revenues   295,551   602,442   274,222   1,537,541   364,061 
 Payable from restricted 

assets:
     

 Refundable deposits   1,460,797   1,390,184   1,445,486   1,483,501   1,845,119 
 Advances from other funds   --   2,000,000   2,000,000   2,000,000   1,903,476
Total Liabilities  $ 6,392,357  $ 8,255,262  $ 5,880,702  $ 7,798,714  $ 7,470,997 
Fund Balances:      
 Reserved  $ 1,961,061  $ 3,393,560  $ 3,327,569  $ 2,955,054  $ 2,702,381 
 Unreserved:      
 Designated, reported in:        
 General Fund   5,576,555   6,807,996   5,990,699   6,237,000   5,900,886 
 Undesignated, reported in:      
 General Fund   16,936,358   16,200,633   11,661,101   11,223,005   14,706,248 
Total Fund Balances   24,473,974   26,402,189   20,979,369   20,415,059   23,309,515
Total Liabilities and Fund 

Balances 
 $ 30,866,331  $ 34,657,451  $ 26,860,071  $ 28,213,773  $30,780,512

Source:  City of Modesto Comprehensive Annual Financial Statements for Fiscal Years 2001-02 through 2005-06. 

Financial Obligations 

Short Term Obligations.  The City has no short term obligations outstanding. 
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Equipment Leases.  The City has acquired ballpark parking lot lighting and land for a new 
park under capital lease agreements.  The related liabilities are included in obligations under capital 
leases in the governmental activities section.  The following is a schedule of the future minimum 
lease payments on capital leases as of June 30, 2006: 

Year Ending 
June 30 

2006  $ 463,803
Total Minimum Lease Payments  $ 463,803 

Less Interest   (18,899)
Present value of Net Minimum Lease Payments  $ 444,904 

Source:  City of Modesto Financial Statements, Fiscal Year 2005-06. 

Long Term Leases Evidenced by Certificates of Participation and Lease Revenue Bonds.
The City has the following certificate of participation and lease revenue bond transactions 
outstanding as of June 30, 2006: 

Title 
Principal

Outstanding Maturity 

1993 Refunding Certificates of Participation (Community Center Project)  $ 21,655,000 November 1, 2023 
1993 Refunding Certificates of Participation (Golf Course Project)   5,855,000 November 1, 2023 
1997 Lease Revenue Bonds (John Thurman Field Renovation Project)(1)   2,500,000(2) November 1, 2016 
1998 Lease Revenue Bonds (Capital Improvements and Refinancing Project)(1)   60,005,000(3) September 1, 2033 

 $ 90,015,000  

(1) Bonds of the Modesto Public Financing Authority in connection with which the City is obligated to make certain lease 
payments. 

(2) All of these bonds will be defeased upon the issuance of the Modesto Public Financing Authority’s Lease Revenue 
Refunding and Capital Improvement Bonds, Series 2007. 

(3) $54,700,000 of these bonds will be defeased upon the issuance of the Modesto Public Financing Authority’s Lease Revenue 
Refunding and Capital Improvement Bonds, Series 2007. 

Source:  City of Modesto Financial Statements, Fiscal Year 2005-06. 
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Overlapping Debt and Debt Ratios 

The following table summarizes direct and overlapping bonded debt within the City.   

CITY OF MODESTO 

Statement of Direct and Overlapping Debt as of June 30, 2006 

Direct and Overlapping Assessment Debt:
Net Debt 

Outstanding(1) 

Percentage
Applicable to 

the City(2)

Amount 
Applicable to  

the City
City of Modesto   $ 0 100.0%  $ 0 
  Total Direct And Overlapping Tax And Assessment Debt    $ 0 

Overlapping General Fund Debt – School Districts:    

Ceres Unified School District  $ 24,379,806 10.0%  $ 2,437,981 
Modesto High School District   24,328,337 72.5   17,638,044 
Modesto High School District    75,789,875 68.5   51,916,064 
Sylvan Union School District    9,110,000 85.0   7,743,500 
Salida Union School District   1,650,000 27.0   445,500 
Stanislaus Union School District   3,725,000 33.0   1,229,250 
Yosemite Community College District   94,445,000 28.2   26,633,490
  TOTAL OVERLAPPING DEBT  $ 233,428,018   $ 108,043,829 
  TOTAL DIRECT AND OVERLAPPING DEBT  $ 233,428,018   $ 108,043,829 

(1) Gross debt outstanding less applicable amounts in debt service funds. 
(2) Determined by ratio of assessed valuation of property subject to taxation in overlapping portion to valuation of all property 

subject to taxation in jurisdiction. 
Source:  Stanislaus County Auditor; calculated by Modesto Finance Department. 

Assessed Valuation and Tax Collections 

In California, property which is subject to ad valorem taxes is classified as “secured” or 
“unsecured.”  Secured and unsecured property are entered on separate parts of the assessment roll 
maintained by the county assessor.  The “secured roll” is that part of the assessment roll containing 
State assessed property and property the taxes on which are a lien on real property sufficient, in 
opinion of the assessor, to secure payment of the taxes.  Other property is placed on the “unsecured 
roll.”

The method of collecting delinquent taxes is substantially different for the two classifications 
of property.  The taxing authority has four ways of collecting unsecured personal property taxes:  
(a) filing a civil action against the taxpayer; (b) filing a certificate in the office of the county clerk 
specifying certain facts in order to obtain a judgment lien on certain property of the taxpayer; 
(c) filing a certificate of delinquency for record in the county recorder’s office, in order to obtain a 
lien on certain property of the taxpayer; and (d) seizure and sale of personal property improvements 
or possessory interest belonging or assessed to the assessee.  The exclusive means of enforcing the 
payment of delinquent taxes in respect of property on the secured roll is the sale of the property 
securing the taxes to the State for the amount of taxes which are delinquent. 

A 10% penalty is added to delinquent taxes which have been levied in respect of property on 
the secured roll.  In addition, property on the secured roll with respect to which taxes are delinquent 
is sold to the State on or about June 30 of the fiscal year.  Such property may thereafter be redeemed 
by payment of the delinquent taxes and a delinquent penalty, plus a redemption penalty of 1.5% per 
month to the time of redemption.  If taxes are unpaid for a period of five years or more, the property 



C-12

is deeded to the State and then is subject to sale by the county tax collector.  A 10% penalty also 
attaches to delinquent taxes in respect of property on the unsecured roll, and further, an additional 
penalty of 1.5% per month begins to accrue in respect of such taxes beginning the first day of the 
third month following the delinquency date. 

The valuation of property is determined as of March 1 each year and installments of taxes 
levied upon secured property become delinquent on the following December 10 and April 10.  Taxes 
on unsecured property are due March 1 and become delinquent August 31, and such taxes are levied 
at the prior year’s secured tax rate. 

The following tables set forth historical property tax levies and collections in the City and 
historical information as to the assessed values and actual value of taxable real and personal property.  
The one percent (1%) property tax is levied and collected by Stanislaus County and remitted to the 
City. 

City Assessed Valuations 

The County Assessor of Stanislaus County assesses all real and personal property in the City 
of Modesto for tax purposes except public utility property which is assessed by the State Board of 
Equalization.  California law exempts $7,000 of the assessed valuation of an owner occupied 
dwelling.  Effective with the 1980-81 fiscal year, State law also exempted 100% of the value of 
business inventories from taxation, rather than 50% as in prior years.  The law provides for 
reimbursements to local agencies based on their share of the revenues derived from the application of 
the maximum tax rate applied to business inventories in the 1979-80 fiscal year, with adjustments to 
reflect increases in population and the consumer price index. 

Revenue estimated to be lost to local taxing agencies due to such exemptions is reimbursed 
from State sources.  Such reimbursement is based upon total taxes due upon such exempt values and 
is not reduced by any amount for estimated delinquencies.  The table below presents a ten year 
history of assessed valuations of property within the City. 

CITY OF MODESTO 

Ten Year History of Assessed Valuations 

Fiscal Year 
Real Property 

Assessed Valuation(1)
Personal Property 

Assessed Valuation 

1997-98 $ 6,733,847,244 $314,105,845 
1998-99 6,814,118,056 364,091,322 
1999-00 7,113,017,315 374,764,312 
2000-01 8,284,751,572 465,640,345 
2001-02 9,240,625,466 400,351,138 
2002-03 10,005,769,331 229,231,096 
2003-04 10,516,523,400 433,048,483 
2004-05 11,405,079,179 504,487,150 
2005-06 12,734,371,632 513,206,844 
2006-07 14,625,040,482 556,920,513 

(1) All years shown at full cash value. 
Source:  Stanislaus County Assessor; last equalized roll. 



C-13

Tax Levies and Delinquencies 

Taxes are collected by the Stanislaus County Tax Collector and are currently distributed 
under the “Teeter Plan” (as described below).  Taxes and assessments on the secured roll are payable 
in two installments on November 1 and February 1 of each fiscal year, and become delinquent after 
December 10 and April 10, respectively.  A penalty of 10% is added to the first installment if not 
paid on or before December 10, and 10%, is added to the second installment if not paid on or before 
April 10.  At the end of the first year of delinquency, property is sold to the State. 

Under the Teeter Plan (as described below), a county forwards 100% of property tax levies, 
including taxes for prior years, to underlying governmental entities, including itself.  In exchange, the 
county keeps moneys from all delinquent taxes, interest, and penalties. 

The following table shows property tax levies and collections for the City. 

CITY OF MODESTO 

Property Tax Levies And Collections 

Fiscal Years 2001-02 to 2005-06 

Year Ended 
June 30 

Total Tax 
Levy(1)

Current Tax 
Collected 

Percent of Levy 
Collected 

Delinquent Tax 
Collections 

Total Tax 
Collections 

Total Collections 
as % of Current 

Levy(2)(3)

2001-02 $8,312,582 $8,249,461 99.24% $11,028 $8,260,489 99.37% 
2002-03 9,172,429 9,118,481 99.41 16,174 9,134,655 99.59 
2003-04 9,709,897 9,440,383 97.22 107,388 9,547,771 98.33 
2004-05 10,568,415 10,133,222 95.88 24,163 10,157,385 96.11 
2005-06 11,130,020 10,794,066 96.98 233,290 11,027,356 99.08 

(1) Totals include exempt organizations.
(2) Total collections include taxes resulting from “escaped assessments.”  These are comprised of assessments to property not 

known to exist when the original roll was compiled and other adjustments to the roll. 
(3) Since 1994, the City has participated in the County of Stanislaus “Teeter Plan” (as described below) which guarantees the 

City 100% of each year’s property tax levy in exchange for the County retaining late fees and delinquency penalties. 
Source:  City of Modesto, Comprehensive Annual Financial Report, Fiscal Year Ended June 30, 2005.  City of Modesto, 2006. 

Teeter Plan 

The Board of Supervisors of the County, in 1994, adopted the Alternative Method of 
Distribution of Tax Levies and Collections and of Tax Sale Proceeds (the “Teeter Plan”), as provided 
for in Section 4701 et seq. of the State Revenue and Taxation Code.  Pursuant to the Teeter Plan, the 
County establishes a tax losses reserve fund and a tax resources account and each entity levying 
property taxes in the County may draw on the amount of uncollected taxes and assessments credited 
to its fund, in the same manner as if the amount credited had been collected. 

The County is responsible for determining the amount of the tax levy on each parcel in the 
taxing entity, which is entered onto the secured real property tax roll.  Upon completion of the 
secured real property tax roll, the County’s Auditor-Controller determines the total amount of taxes 
and assessments actually extended on the roll for each fund for which a tax levy has been included, 
and apportions 100% of the tax and assessment levies to that fund’s credit.  Such moneys may 
thereafter be drawn against the taxing agency in the same manner as if the amount credited had been 
collected.  The County determines which moneys in the County treasury (including those credited to 
the tax losses reserve fund) shall be available to be drawn on to the extent of the amount if 
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uncollected taxes credited to each fund for which a levy has been included.  When amounts are 
received on the secured tax roll for the current year, or for redemption of tax-defaulted property, 
Teeter Plan moneys are distributed to the apportioned tax resources accounts. 

So long as the Teeter Plan remains in effect, the City’s receipt of revenues with respect to the 
levy of ad valorem property taxes will not be dependent upon actual collections of the ad valorem 
property taxes by the County.  However, under the statute creating the Teeter Plan, the Board of 
Supervisors could under certain circumstances terminate the Teeter Plan in its entirety and, in 
addition, the Board of Supervisors could terminate the Teeter Plan if the delinquency rate for all ad 
valorem property taxes levied within the City in any year exceeds 3%.  In the event that the Teeter 
Plan were terminated, the amount of the levy of ad valorem property taxes in the City would depend 
upon the collections of the ad valorem property taxes and delinquency rates experienced with respect 
to the parcels within the City. 

Although the County is entitled to draw on the full amount of taxes credited to the tax fund 
for a taxing entity in approximately October of each tax year, it has been the City’s experience that it 
receives approximately 55% of the tax allocations for the year by December 31, an additional 40% 
by April 30 and the final 5% by June 30. 

Non-Real Estate Taxes 

In addition to ad valorem taxes on real property, the City receives the following non-real 
estate taxes: 

Sales and Use Tax.  The sales and use tax ($22,287,940) and in lieu sales tax amount 
($7,339,967) accounted for approximately 38.0% of the City’s tax receipts in the General Fund in 
Fiscal Year 2005-06, an increase of approximately 3% from the prior Fiscal Year.  The 7.375% sales 
and use tax is levied and collected by the State, which returns to the City 0.95% of the amount of 
sales in the City. 

Business License Tax.  The City levies a business license tax which accounted for 
$10,374,157, or approximately 13.5% of the City’s tax receipts in the General Fund in Fiscal Year 
2005-06, a decrease of approximately 0.5% from the prior Fiscal Year.  The tax is paid by certain 
businesses located in the City at varying percentages of gross receipts. 

Other Taxes.  Other taxes levied by the City include the transient occupancy tax on hotel and 
motel bills, utility consumption, a real property transfer tax and a franchise fee. 
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The following table presents the tax revenues of the City for the last five Fiscal Years: 

CITY OF MODESTO 

General Fund Tax Revenues By Source 

 2001-02 2002-03 2003-04 2004-05 2005-06 

Sales and Use Tax  $ 27,061,426  $ 25,887,064  $ 27,150,743  $ 21,277,711  $ 22,287,940 
Utility Users Tax   12,516,962   13,732,571   14,718,858 15,622,652   17,584,060 
Property Taxes   9,132,278   10,169,004   11,294,599 11,316,694   14,318,747 
Business License Taxes   8,734,281   9,238,797   9,231,136 9,726,816   10,374,157 
Other Taxes(1)   5,138,507   5,460,100   4,267,053   10,086,397   12,412,239
Total  $ 62,583,454  $ 64,487,536  $ 66,662,389  $ 68,030,270  $ 76,977,143 

(1) Includes Transient Occupancy Tax, Franchise Tax and after Fiscal Year 2003-04, In-lieu Sales Tax. 
Source:  City of Modesto Finance Department. 

Motor Vehicle License Fees 

Prior to 2003, a significant revenue source of the City was State of California payments in-
lieu of taxes.  The City receives a portion of Department of Motor Vehicles license fees (“VLF”) 
collected statewide.  Payment of State assistance depends on the adoption by the State of its budget, 
including the appropriations therein providing for local assistance.  These revenues are shown in the 
accompanying financial statements as “intergovernmental revenues from other agencies.” 

Several years ago, the state-wide VLF was reduced by approximately two-thirds.  However, 
pursuant to legislation, the State continued to remit to cities and counties the same amount that those 
local agencies would have received if the VLF had not been reduced, known as the “VLF backfill.”  
On June 19, 2003, the State triggered an increase in VLF to be effective beginning October 1, 2003.  
The Governor signed an executive order on November 17, 2003 to reduce the VLF rate once again, 
eliminating the increase.  On December 17, 2003 the Governor issued another executive order, this 
time appropriating $2.625 billion to provide backfill funding for the city and county VLF funding in 
2003/04 which covered the backfill except for the VLF loan amounts. 

The State Legislature adopted AB 1768 which deferred payment to local agencies of the 
amount of the VLF backfill that related to the period from June 20, 2003 to September 30, 2003 
when the higher VLF went into effect, until August 2006.  This VLF “gap” or “loan” was 
approximately $1.2 billion statewide.  The City’s share of the “loan” was $3.4 million.  The State 
repaid its VLF loans in July 2005. 

The City’s budgeted VLF amount of $1,307,399 for Fiscal Year 2006/07 is based on 
projected amounts at the reduced VLF rates and does not include the property tax backfill provided 
for in current state legislation.  The State’s 2005/06 Budget realigned certain property tax revenues 
so that cities and counties would be kept whole with respect to the amount of the VLF backfill in 
future years.  The City accounts for this realignment of property taxes in-lieu of VLF in the same 
manner as VLF in its financial statements. 
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Largest Property Taxpayers 

The ten largest property-taxpayers in the City for 2005-06 and their percentage of total 
property taxes are shown in the following table: 

CITY OF MODESTO 

Principal Payers of Property Tax, 2005-06 

Property Taxpayer Type of Business 
Assessed 

Value
Percent of 

Total Taxes 

Doctors Medical Center of Modesto, Inc. Medical  $ 124,351,668 0.92% 
Macerich Vintage Fair Ltd.  Shopping Ctr.   89,022,304 0.66 
Foster Dairy Farms Food Processing   85,162,505 0.63 
Phenix Management Group Food Processing   55,134,550 0.41 
Stanislaus Partners Real Estate   50,125,907 0.37 
Liljenquist Modesto Co. Real Estate   47,400,844 0.35 
HRC Modesto, LLC Real Estate   33,813,000 0.25 
Pan Pacific Retail Properties Retail Properties   28,220,183 0.21 
Gallo Glass Company Manufacturing   22,365,373 0.17 
McClatchy Newspapers Corporation Publishing   22,265,538 0.17
TOTAL   $ 557,861,872 4.14% 

Source:  Stanislaus County Tax Collector. 

Employment 

The City forms part of the Modesto Metropolitan Area Labor Market (Stanislaus County) 
reported on periodically by the State Department of Employment Development.  As of calendar year 
2005, this labor market had a total civilian employment of 210,800. 

The following table summarizes the civilian labor force, employment and unemployment in 
the County for the calendar years 2002 through 2006.  These figures are county-wide statistics and 
may not necessarily accurately reflect employment trends in the City. 
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MODESTO METROPOLITAN STATISTICAL AREA 

Industry Employment and Labor Force 

(Annual Averages) 

 2002 2003 2004 2005 2006 
Civilian Labor Force      
Employment 198,900 201,500 204,600 210,800 227,100 
Unemployment 21,200 22,000 20,700 19,000 209,000 
Unemployment Rate 9.6% 9.8% 9.2% 8.3% 8.0% 
      
Wage and Salary Employment:      
Total Farm 13,900 14,000 13,800 14,100 14,100 
Natural Resources, Mining and 
Construction 

10,700 11,400 12,300 13,300 13,400 

Manufacturing 22,500 23,100 22,700 22,300 23,100 
Wholesale Trade 5,600 5,700 6,000 6,200 5,900 
Retail Trade 21,700 21,800 21,500 22,700 22,500 
Transport., Warehousing, Utilities 4,500 4,600 4,700 5,200 5,200 
Information 2,100 2,200 2,500 2,500 2,400 
Financial Activities 5,600 6,000 6,100 6,200 6,400 
Professional and Business Services 15,000 13,800 14,200 14,900 14,800 
Educational and Health Services 18,100 18,900 19,200 19,500 19,600 
Leisure and Hospitality 13,600 13,700 14,200 14,800 15,500 
Other Services 6,200 6,200 6,200 6,100 5,900 
Federal Government 1,200 1,200 1,200 1,200 1,200 
State Government 1,900 1,900 1,700 1,700 1,800 
Local Government   22,200   21,900   22,100   22,700   23,300
Total All Industries 164,600 166,300 168,500 173,300 172,500 

Note: Totals may not add up because of rounding. 
Source: Labor Division of the California State Employment Development Department. 

Industrial and Commercial Development 

The City is located in the heart of California’s Central Valley, a highly productive 
agricultural area.  The availability of low-cost power, modern sewage treatment and disposal 
facilities, a good supply of water, reasonably priced developable land and excellent transportation 
facilities have been important factors in the development of a sound and growing industrial base. 

Approximately 488 commercial manufacturing plants are located in and surrounding the 
City, comprising a growing manufacturing base.  Manufacturing accounts for approximately 11.7% 
of all wage and salary workers. 

There are over 4,200 total net acres of industrially-zoned lands within the Modesto sphere of 
influence, of which approximately 1,729 are within the City limits.  Most of Modesto’s large 
manufacturing employers are located in the Beard Industrial District, situated south of Yosemite 
Boulevard in eastern Modesto.  Such employers include E&J Gallo Winery, Frito-Lay, Del Monte, 
Parker Hannifin, Seneca, Georgia Pacific, and Weyerhaeuser.  This area, highly developed and 
provided with all utilities and services, is located outside the City but is served by the Modesto and 
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Empire Traction Company, a short-line railroad connecting with the Union Pacific  and Burlington 
Northern Santa Fe (BNSF) railroads in the metropolitan area.  The south Modesto industrial area, 
located within the City, is accessible by the Union Pacific railroad.  The largest manufacturing 
employers in Stanislaus County as of December, 2006, are as follows: 

STANISLAUS COUNTY 

Largest Manufacturing Employers as of December, 2006 

Name of Company Employment Product(s) 

E & J Gallo Wine 3311 Winery 
Del Monte Foods 2600 Fruit Products 
Signature Fruit 2321 Fruit Products 
Stanislaus Food Products 2300 Tomato Products 
Foster Farms 1512 Poultry Processor 
Con Agra 1000 Food Processing 
Racor 859 Filtration Products 
Frito-Lay 700 Snack Food Products 
Patterson Frozen Foods 650 Frozen Food Products 
Bronco Winery 620 Winery 

Source:  Modesto Chamber of Commerce. 

Construction Activity and Property Value 

“Single Family Housing,” includes detached, semi-detached, rowhouse and townhouse units.  
Rowhouses and townhouses are included when each unit is separated from the adjacent unit by an 
unbroken ground-to-roof party or fire wall.  Condominiums are included in single-family when they 
are of zero-lot-line or zero-property-line construction; when units are separated by an air space; or, 
when units are separated by an unbroken ground-to-roof party or fire wall.  “Multi-Family Housing,” 
includes duplexes, 3-4-unit structures and apartment-type structures with five units or more.  Multi-
family housing also includes condominium units in structures of more than one living unit that do not 
meet the above single-family housing definition.  “Residential Alterations and Additions,” means 
alterations, additions, and conversions to residential structures, excluding special installation permits 
for electrical, plumbing, heating, air-conditioning, or similar mechanical work, or installation of fire 
escapes, elevators, signs, etc. 

“New Commercial,” includes new hotels and motels, office and bank buildings, stores and 
other mercantile buildings, parking garages, service stations, and amusement and recreational 
buildings.  “New Industrial,” includes manufacturing plants and affiliated buildings.  “Other New 
Nonresidential,” includes churches and religious buildings, hospitals and institutional buildings, 
schools and educational buildings, residential garages, public works and utilities buildings, and 
miscellaneous nonresidential structures.  “Nonresidential Alterations and Additions,” means 
alterations, additions, and conversions to nonresidential structures, excluding special installation 
permits for electrical, plumbing, heating, air-conditioning, or similar mechanical work, or installation 
of fire escapes, elevators and signs, etc. 
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Provided below are the building permits and valuations for the City for calendar years 2002 
through 2006. 

CITY OF MODESTO 

Residential and Nonresidential Building Permit Valuations 

and Total Residential Building Permits 

2002 2003 2004 2005 2006 
Permit Valuation      
New Single-family  $ 216,245,472  $ 169,003,473  $ 69,473,535  $ 165,909,336  $ 81,650,097 
New Multi-family   1,719,426   6,087,705   20,721,736   1,719,478   3,812,649 
Res. Alterations & 
Additions   9,062,856   9,793,040   15,707,552   17,947,953   49,896,219
Total Residential  $ 227,027,754  $ 184,884,218  $ 105,902,823  $ 185,576,767  $ 135,358,965 
New Commercial   20,306,197   30,255,734   35,298,696   62,592,553   27,027,078 
New Industrial   6,580,320   1,183,692   2,003,992   0   2,279,197 
New Other   19,899,918   26,649,779   61,628,516   32,919,890   19,182,213 
Non-Res. Alterations 
& Additions   32,507,506   24,933,722   25,524,261   19,914,523   23,513,438 
Total Nonresidential   79,293,941   83,022,927   124,455,465   115426966   72,001,926
Total All Building  $ 306,321,695  $ 267,907,145  $ 230,358,288  $ 301,003,773  $ 207,360,891 
      
New Dwelling Units      
Single Family   1,067   1,105   348   872   380 
Multiple Family   21   78   297   9   35 
Total   1,088   1,183   645   881   415 

Note:  Totals may not add up because of rounding. 
Source:  Building Permit Summary, Construction Industry Research Board and City of Modesto. 
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Commercial Activity 

The City is the retail, financial and service center of Stanislaus County.  The City’s economy, 
while primarily agricultural, does include other economic sectors.  The table below summarizes 
taxable sales for the calendar years 2001 through 2005. 

CITY OF MODESTO 

Taxable Transactions 

Calendar Years 2001 through 2005 

(in Thousands of Dollars) 

Retail Outlets 2001 2002 2003 2004 2005 
Apparel stores  $ 112,847  $ 129,773  $ 126,372  $ 147,849  $ 168,064 
General merchandise 

stores
  499,333   507,438   518,024   539,780   549,742 

Food stores   115,743   119,423   136,462   162,515   168,121 
Eating and drinking places   219,205   235,337   245,609   259,861   272,313 
Home furnishing and 

appliances
  109,395   131,234   130,089   162,749   169,723 

Bldg. materials and farm 
implements 

  188,459   188,388   204,427   288,841   316,796 

Auto dealers and supplies   230,912   247,861   259,395   260,655   247,795 
Service stations   106,229   101,551   115,317   126,608   146,946 
Other retail stores   364,468   381,371   392,650   394,363   405,229
Subtotal  $1,946,591  $2,042,376  $2,128,345  $2,343,221  $2,444,729 
All Other Outlets   367,760   372,899   433,387   311,646   309,659
All Outlets  $2,314,351  $2,415,275  $2,561,732  $2,654,867  $2,754,388 

Source:  State of California, Board of Equalization. 
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The following table shows the dollar volume of taxable transactions in the County of 
Stanislaus from 2001 through 2005. 

COUNTY OF STANISLAUS 

Taxable Transactions 

Calendar Years 2001 through 2005 

(in Thousands of Dollars) 

Retail Outlets 2001 2002 2003 2004 2005 

Apparel stores  $ 127,711  $ 154,083  $ 154,867  $ 192,858  $ 213,850 
General merchandise 

stores   754,247   784,431   803,255   846,742   927,418 
Specialty stores   411,996   432,777   465,562   501,694   535,480 
Food stores   255,923   260,781   282,781   291,867   308,864 
Eating and drinking places   378,985   403,421   421,793   452,120   489,169 
Household   153,417   181,384   187,214   198,691   210,720 
Building materials   360,337   368,472   416,983   508,825   572,552 
Automotive   1,244,939   1,248,936   1,305,986   1,396,277   1,516,702 
Other retail stores   249,876   273,693   297,729   331,376   368,269
 Subtotal  $3,937,431  $ 4,107,978  $4,336,170  $4,720,450  $5,143,024 

Business and Personal 
Services

  214,161   233,862   224,429   240,245   253,838 

 All Other Outlets   1,421,077   1,494,025   1,614,893   1,804,973   1,889,038
All Outlets  $5,572,669  $ 5,825,865  $6,175,492  $6,765,668  $7,285,900 

Source: State of California, Board of Equalization. 



C-22

Agriculture 

The City is located in one of the most productive agricultural areas in the United States.  The 
County of Stanislaus ranks in the top ten of the nation’s counties in sales of agricultural products 
with production primarily in fruits, nuts, livestock and animal products.  There are 789,853 acres of 
farmland in production in the County of Stanislaus.  Following is a five year summary of farm 
production in the County of Stanislaus. 

STANISLAUS COUNTY 

Agricultural Production 

2001-2005 

Commodity 2001 2002 2003 2004 2005 

Fruit and Nut Crops $ 311,735,000 $  393,520,000 $  431,642,000  $ 616,452,000 $  686,897,000 
Vegetable Crops   100,153,000   105,508,000   105,667,000   125,903,000   91,454,000 
Field Crops   139,898,000   132,418,000   127,329,000   137,871,000   147,744,000 
Seed Crops   797,000   561,000   533,000   401,000   810,000 
Apiary   7,389,000   7,323,000   7,565,000   8,865,000   12,045,000 
Nursery Crops   68,960,000   85,889,000   99,164,000   111,272,000   71,240,000 
Livestock & Poultry   233,237,000   242,677,000   239,990,000   403,205,000   401,244,000 
Livestock & Poultry 

Products   491,131,000   400,075,000   443,042,000   574,465,000   566,161,000
 TOTALS $1,353,300,000 $ 1,367,971,000 $ 1,454,932,000  $1,978,434,000 $  1,977,595,000 

Source:  Stanislaus County Department of Agriculture. 

Fruit and nut crops amounted for nearly a third of the total annual gross value of farm 
production in Stanislaus County.  The production value of fruit and nut crops exceeded $640 million 
in 2005 to rank as the major commodity group in Stanislaus County.  In 2005, almonds headed the 
list of products in this group, with a gross value of more than $473 million.  The following table 
shows a listing of the leading agricultural commodities in 2005. 

LEADING FARM COMMODITIES IN STANISLAUS COUNTY 

Rank Commodity 
Gross Production Value in 

2005

1 Milk, All $546,848,000 
2 Almonds 473,043,000 
3 Cattle & Calves, All 196,253,000 
4 Chickens, All 161,480,000 
5 Walnuts 80,309,000 
6 Silage, All 59,928,000 
7 Peaches, All 46,273,000 
8 Alfalfa 43,953,000 
9 Deciduous Fruit & Nut Nursery 40,760,000 

10 Turkeys, All 38,762,000 

Source:  Stanislaus County 2006 Agricultural Crop Report. 
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Educational Facilities 

There are 24 public elementary schools, 4 junior high schools, 8 high schools, and 1 
continuation high school within the City, plus a number of private institutions of learning.  Higher 
education is provided by Modesto Junior College and California State University at Stanislaus, which 
offers both undergraduate and graduate degrees. 

Transportation

The City is traversed by three state highways.  Interstate 5, with which two of these state 
roads connects, passes approximately 20 miles to the west of the City of Modesto.  The City is served 
by truck and bus lines.  Rail service is provided by the Southern Pacific, Union Pacific and Santa Fe 
railroads.  The Modesto City-County airport has daily scheduled commuter service to San Francisco.  
The deepwater port of Stockton, California, located approximately 30 miles from the City, provides 
shipping to coastal and overseas markets. 
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   (209) 577-5369 FAX (209) 571-5880 1010 Tenth Street, P.O. Box 642, Modesto, CA 95353 
www.ci.modesto.ca.us [TDD (209) 526-9211 Hearing and Speech Impaired only]

December 22, 2006

To the Honorable Mayor, Members of the City Council, and Citizens of the City of Modesto:

The City of Modesto City Charter and Municipal Code require that a complete financial statement 
and report on the finances of the City be submitted to the City Council at the end of each fiscal
year.  This report is being submitted to fulfill that requirement for the fiscal year ended June 30,
2006.

City management assumes full responsibility for the completeness and reliability of the
information contained in this report.   We believe the data fairly represent the financial position
and results of operations of the City.   The disclosures necessary to enable the reader to
understand the City's financial affairs have been included. The City's accounting system has
been developed and maintained with due consideration given to the adequacy of internal
controls.    Because the cost of internal controls should not exceed the anticipated benefits, the
objective is to provide reasonable, rather than absolute, assurance that the financial statements
are free of any material misstatements.  The evaluation of the costs and benefits of particular
control requires estimates and judgments by management.

The Charter also requires an annual audit by an independent certified public accountant selected
by the City Council.   The accounting firm of Maze & Associates was selected in 2003 to perform 
the City's annual financial audits for a period of three years.  In 2006, this contract was extended 
for one year. The auditors have issued an unqualified (“clean”) opinion on the financial
statements for the year ended June 30, 2006, which is presented on page 3.  In addition to
meeting the City Charter audit requirements, the audit was also designed to meet the
requirements of the federal Single Audit Act of 1996 and related OMB Circular A-133.  The
auditor’s reports related specifically to the Single Audit will be presented separately at a later
date.

Management’s discussion and analysis (MD&A) immediately follows the independent auditor’s
report and provides a narrative introduction, overview, and analysis of the basic financial
statements.  MD&A is designed to be read in conjunction with this transmittal letter.

City of Modesto Profile

Modesto is a dynamic city located in the heart of California's San Joaquin Valley and is the retail, 
service and financial center of Stanislaus County.    The City currently occupies a land area of
approximately 36 square miles and serves a population of over 208,000.   Periodically, as allowed
by state statute, the City extends its corporate limits by annexation when deemed appropriate by
the City Council.

Incorporated in 1884, Modesto adopted its City Charter on March 12, 1951, and has operated
under the council- manager form of government since that date.  Under this form of government,
policy-making and legislative authority are vested in an elected council consisting of the Mayor
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and six members.  The Modesto City Council is elected by chair on a non-partisan basis,
meaning 6 members represent the entire City rather than specific geographical areas within the
City’s boundaries.   The Mayor is elected separately on a non-partisan basis.   The Mayor and
City Council are responsible for passing ordinances, adopting and amending the operating and
capital budgets, appointing various committee members, and hiring the City Manager, City
Attorney, and City Clerk/Auditor.   The City Manager of Modesto is charged with carrying out the 
policies and ordinances of the City Council, overseeing the day-to-day operations of the City, and 
for appointing the Deputy City Manager and department heads, with general responsibilities for
the Economic Development and Health, Safety & Culture components of the City’s Vision.
Support services departments, like Finance, Personnel and Information Technology report to the
City Manager.

The City provides services typically   associated   with   a municipality.  These include
administrative services; police and fire protection; highway, street, and utility infrastructure
construction and maintenance; sanitation; planning and zoning; recreational activities and cultural 
events. Parking, airport facilities, water, sewer, storm drainage and bus services are also
provided.

The City’s financial reporting entity includes all funds and activities of the City of Modesto as the
primary government and its component units, which are legally separate entities that operate
under the auspices of the City and provide services that supplement City services.  The City’s
component units are blended into the City’s funds because their governing boards consist of all
seven members of the City Council.  These component units are the Modesto Municipal Sewer
District No. 1, the Redevelopment Agency of the City of Modesto, the Modesto Public Financing
Authority and the City of Modesto Community Facilities Districts.

The annual operating budget serves as the foundation for Modesto’s financial planning and
control.  The proposed budget is adopted annually prior to July 1, by passage of a resolution.
The Council’s legally adopted budget level is at the fund level. During the fiscal year, the budget
may be modified.  The City Council has also adopted fiscal policies that delegate budget control
authority to the Council, City Manager and the Finance Director.

Local economy

Modesto area employment in retail and manufacturing remained strong over the past year.
Retail sector jobs account for one-sixth of Stanislaus County’s wage and salary workers with the 
manufacturing sector trailing close behind. Stanislaus County consistently ranks among the top
10 California counties in terms of annual agricultural production values.  The county’s leading
commodities are milk, almonds and poultry.

The unemployment rate has remained fairly steady for the last several years and is approximately 
7%.  Just over 10 years ago the unemployment rate was 15%. Since 2000, over 8,200 jobs have 
been added to the local economy, representing cumulative growth of more than 5%.  Industries
recording the most growth were: educational and health services; retail sales, and construction.
Employees within the community enjoy an average commute time of 26 minutes. 

Building permit activity has boomed over the past decade.  In fiscal year 1996, the City issued
4,186 permits with estimated cost of construction valued at $114 million.  Permit activity peaked
in 2001, when 7,155 permits with construction valued at $477 million were issued, and activity
has remained above 5,000 permits annually since 2001.  During fiscal year 2006, 5,968 permits
were issued valued at $298 million.

Since 2000, the City’s population grew 10.5% to 208,107.  This population growth is largely
attributable to the relatively low cost of housing compared to the Bay Area and to the growth of
employment within the region.

v

During the past ten years, public safety costs have risen not only in amount, but also as a
percentage of total expenditures.   Public safety represented 69.2% of total General Fund
expenditures in 2006, compared with 62.4% ten years ago.  Expenses for other governmental
functions have remained steady or decreased compared to total fund expenses during the same
time period.  Increased population, as well as higher salaries and charges for retirement, have
caused this relative increase in public safety charges.

Long-Term Financial Planning

In Fiscal Year 2003, the City Council adopted a policy of maintaining at least 8% of general fund 
expenditures in reserve.  At the end of Fiscal Year 2006, the general fund unreserved and
undesignated balance was $14.7 million representing 12.93% of total general fund outflows
(expenditures and transfers out).

State Impacts

Between Fiscal Years 1991 and 2005, the State of California diverted $36.6 million in local
revenues from the City of Modesto into its own coffers.  In 2005 the state enacted new legislation 
known as the Triple-Flip.  As the name implies, a series of revenue exchanges take place leaving 
the City with 25% less sales tax revenue and more property tax revenue in its place.  A similar
exchange takes place leaving the City with property tax revenue in place of 67% of the In-Lieu
Vehicle License Fees.  These exchanges not only affect the character and amount of the
revenues received by the City but also affect City cash flow, because a monthly stream of
payments has been replaced by semi-annual payments.

Important Financial Policies

In 2003, the City Council adopted a series of financial policies that direct how the City’s financial 
business is conducted.  In addition to the 8% General Fund reserve level, these policies include
direction on departmental annual budget savings, tracking of all transfers to the Redevelopment
Agency for future payback, capital budgeting, interfund loan interest rates and investment pool
interest allocation.  These policies were reviewed and revised at the start of the 2007 Fiscal Year.

Following the implementation of cost reduction strategies which included a hiring “chill” during the 
2004-2005 Fiscal Year, the City Council relaxed somewhat the limitation on new appropriations
and lifted the hiring “chill” during the current fiscal year.

Major Initiatives

During Fiscal Year 2005, California voters approved Proposition 1A.  This initiative places stricter 
controls on the state’s ability to divert local revenue.  While this protection is seen as beneficial to 
local government, local revenues are still affected by the Triple-Flip component of the legislation
described above.  In Fiscal Year 2006, the last payment to be made under the revised legislation
that shifted local property tax dollars to the Education Revenue Augmentation Fund was made.

Awards and Acknowledgments

For the twenty-second consecutive year, the Government Finance Officers Association of the
United States and Canada  (GFOA) awarded a Certificate of Achievement for Excellence in
Financial Reporting to the City of Modesto for its comprehensive annual financial report for the
fiscal year ended June 30, 2005.   The report also received the Outstanding Award for Financial 
Reporting from the California Society of Municipal Finance Officers (CSMFO).  To receive this
recognition, the City must publish an easily readable and efficiently organized report.   The report 
must satisfy both generally accepted accounting principles and applicable legal requirements.
Both awards are valid for a period of one year.   Effective with the fiscal year ending June 30,
2006, the CSMFO changed its program and will accept only reports not submitted to GFOA.  We
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Management’s Discussion and Analysis
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This section of the City of Modesto (City) comprehensive annual financial report presents a discussion and analysis 
of the City’s financial performance during the fiscal year ended June 30, 2006.  Please read it in conjunction with
the transmittal letter at the front of this report and the basic financial statements following this section.

FINANCIAL HIGHLIGHTS 

• The assets of the City exceeded liabilities at the close of the 2006 fiscal year by $702,468,163 (total net assets).
Of this amount, $64,246,970 (unrestricted net assets) may be used to meet ongoing obligations to citizens and
creditors, $120,937,678 is restricted for a specific purpose (restricted net assets), and $517,283,315 is invested 
in capital assets, net of related debt.

• The City’s total net assets increased by $69,959,566.  Approximately sixty-four percent of this increase is
attributable to governmental activities.

• As of June 30, 2006, the City’s governmental funds reported combined fund balances of $149,662,117, an
increase of $30,620,541 in comparison with the prior year.  Approximately 71% of the combined fund balances, 
$106,790,850 is available to meet the City’s current and future needs (unreserved fund balance).

• At the end of the fiscal year, the General Fund fund balance was $23,309,515, or 22% of total General Fund
expenditures.  Of this, $2.7 million is reserved for encumbrances and non-current assets, and $5.9 million is
designated for specific purposes, including $5.8 million appropriated in the fiscal year 2006-07 budget. The
unreserved/undesignated balance of $14,706,248 represents 14.1% of total General Fund outflows.  The City
Council has adopted a goal of maintaining an 8% reserve level.

• The City’s total long-term debt showed a net decrease of $2,446,523 in comparison with the prior year. The net 
decrease resulted from updated actuarial valuations for the insurance estimates ($2.4 million increase) and
normal decreases due to payments of principal ($3.7 million), combined with a decrease in compensated
absences of approximately $800,000. 

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis are intended to serve as an introduction to the City’s basic financial statements.  The
City’s basic financial statements comprise three components 1) Government-wide financial statements; 2) Fund

financial statements and 3) Notes to basic financial statements.  Required Supplementary Information is included in 
addition to the basic financial statements.

Government-wide Financial Statements are designed to provide readers with a broad overview of City
finances, in a manner similar to a private-sector business.

The statement of net assets presents information on all City assets and liabilities, with the difference between the
two reported as net assets.  Over time, increases or decreases in net assets may serve as a useful indicator of whether 
the financial position of the City is improving or deteriorating.

The statement of activities presents information showing how net assets changed during the most recent fiscal year.
All changes in net assets are reported as soon as the underlying event giving rise to the change occurs, regardless of
the timing of related cash flows.  Thus, revenues and expenses are reported in this statement for some items that will 
result in cash flows in future fiscal periods (e.g., uncollected taxes and earned but unused vacation leave).

Both of these government-wide financial statements distinguish functions of the City that are principally supported 
by taxes and intergovernmental revenues (governmental activities) from other functions that are intended to recover 
all or a portion of their costs through user fees and charges (business-type activities). The governmental activities of 
the City include general government, community development, highways and streets, public works, parks and
recreation, and public safety.  The business-type activities of the City include the water, sewer, parking, storm drain, 
airport, bus, golf and community center operations.

Component units are included in our basic financial statements and consist of legally separate entities for which the 
City is financially accountable and that have substantially the same board as the City Council, or provide services 
entirely to the City.  Examples are the Redevelopment Agency of the City of Modesto and the Modesto Public
Financing Authority.

Management’s Discussion and Analysis (continued)
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The government-wide financial statements can be found on pages 17-19 of this report.

Fund Financial Statements are groupings of related accounts that are used to maintain control over resources
that have been segregated for specific activities or objectives.  The City, like other state and local governments, uses 
fund accounting to ensure and demonstrate finance-related legal compliance.  All of the funds of the City can be
divided into three categories: governmental funds, proprietary funds and fiduciary funds.

Governmental funds are used to account for essentially the same functions reported as governmental activities in
the government-wide financial statements.  However, unlike the government-wide financial statements,
governmental funds financial statements focus on near-term inflows and outflows of spendable resources, as well as 
on balances of spendable resources available at the end of the fiscal year.  Such information may be useful in
evaluating the City’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is
useful to compare the information presented for governmental funds with similar information presented for
governmental activities in the government-wide financial statements.  By doing so, readers may better understand
the long-term impact of the government’s near-term financing decisions.  Both the governmental funds balance
sheet and the governmental funds statement of revenues, expenditures and changes in fund balances provide a
reconciliation to facilitate this comparison between governmental funds and governmental activities.

The City reports 18 individual governmental funds.  Information is presented separately in the governmental funds 
balance sheet and in the governmental funds statement of revenues, expenditures and changes in fund balances for
the General Fund, the Capital Grants Fund and the Capital Facilities Fund.  Data from the other governmental funds 
are combined into a single, aggregated presentation.  Individual fund data for each of these non-major governmental 
funds is provided in the form of combining statements elsewhere in this report.

The governmental funds financial statements can be found on pages 20-23 of this report

Proprietary funds are maintained two ways. Enterprise funds are used to report the same functions presented as
business-type activities in the government-wide financial statements.  The City uses enterprise funds to account for 
its Water, Sewer, Parking, Storm Drain, Airport, Bus, Golf and Community Center operations. Internal service
funds are an accounting device used to accumulate and allocate costs internally among the City’s various functions.
The City uses internal service funds to account for its Fleet Management, Central Services, Information and
Technology Services, Insurance, Employee Benefits Management and Building Services functions.  Because these
services predominantly benefit governmental rather than business-type functions, they have been included within
governmental activities in the government-wide financial statements.  Internal services benefiting business-type
functions have been allocated as “internal balances”.

Proprietary funds provide the same type of information as the government-wide financial statements, only in more
detail.  The Water and Sewer funds are considered to be major funds of the City.  The City’s six internal service
funds are combined into a single, aggregated presentation in the proprietary funds financial statements.  Individual
fund data for the internal service funds is provided in the form of combining statements elsewhere in this report.

The proprietary funds financial statements can be found on pages 24-27 of this report.

Fiduciary funds are used to account for resources held for the benefit of parties outside the government. Fiduciary
funds are not reflected in the government-wide financial statements because the resources of those funds are not
available to support the City's own programs. The accounting used for fiduciary funds is much like that used for
proprietary funds except for agency funds.

The fiduciary fund financial statements can be found on page 28 of this report.

Notes to Basic Financial Statements provide additional information that is essential to a full understanding of
the data provided in the government-wide and fund financial statements.  The notes can be found on pages 29-53 of 
this report.
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Required Supplementary Information is also presented.  The City adopts an annual appropriated budget.
Budgetary comparison schedules for the major governmental funds have been provided to demonstrate compliance
with this budget. 

Required supplementary information can be found on pages 56-58 of this report.

The combining and individual fund statements and schedules referred to earlier provide information for nonmajor
governmental, enterprise and internal service funds and are presented immediately following the required
supplementary information.  Combining and individual fund statements and schedules can be found on pages 62 –98
of this report.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position.  In the
case of the City, assets exceeded liabilities by $702,468,163 at the close of the most recent fiscal year.

                                                                                  Net Assets

Governmental activities Business-type activities Total

2006 2005 2006 2005 2006 2005

Current and other assets 235,175,812 $197,507,688 75,157,357 $54,304,523 310,330,169 $251,812,211

Capital assets 362,971,175 355,069,868 284,722,417 281,752,904 647,693,592 636,822,772

   Total assets 598,143,987 552,577,556 359,879,774 336,057,427 958,023,761 888,634,983

Current and other liabilities 15,574,156 14,240,830 6,429,320 5,886,911 22,003,476 20,127,741

Long-term liabilities 167,533,635 167,935,092 66,018,487 68,063,553 233,552,122 235,998,645

Total liabilities 183,107,791 182,175,922 72,447,807 73,950,464 255,555,598 256,126,386

Net assets:

 Invested in capital assets, 
   net of related debt 296,401,824 288,391,776 220,881,691 216,558,150 517,283,515 504,949,926

 Restricted net assets 120,937,678 88,725,341 120,937,678 88,725,341

 Unrestricted net assets (2,303,306) (6,715,483) 66,550,276 45,548,813 64,246,970 38,833,330

   Total net assets 415,036,196 $370,401,634 287,431,967 $262,106,963 702,468,163 $632,508,597

The largest portion of the City’s net assets, $517,283,515 (74 percent), reflects its investment in capital assets (e.g. 
land, buildings, improvements, furnishings and equipment, buses and fare boxes, pipelines, and infrastructure), less 
any related debt used to acquire those assets that is still outstanding.  The City uses these capital assets to provide
services to citizens; consequently, these assets are not available for future spending.  Although the City’s investment 
in its capital assets is reported net of related debt, it should be noted that the resources needed to repay this debt must 
be provided from other sources, since the capital assets themselves cannot be used to liquidate these liabilities.

Another significant portion of the City’s net assets represents unrestricted net assets of $64,246,970 (9 percent),
which may be used to meet the City’s ongoing obligations to citizens and creditors.

The remaining balance of the City’s net assets of $120,937,678 (17 percent) represents resources that are subject to 
external restrictions on how they may be used.

At the end of the 2006 fiscal year, the City reported positive balances in all three categories of net assets for the City 
as a whole.

The City’s net assets increased by $69,959,566 during the current fiscal year.  Approximately sixty-four percent of 
this increase is attributable to governmental activities.

Management’s Discussion and Analysis (continued)
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 The following table indicates the changes in net assets for governmental and business-type activities, as well as
comparative data for the prior year. 

Changes in Net Assets

Governmental activities Business-type activities Total

2006 2005 2006 2005 2006 2005

Revenues:

Program revenues:

   Charges for services $ 39,789,386 $ 43,486,604 $ 79,482,231 $ 67,250,435 $119,271,617 $110,737,039

   Operating grants and contributions 11,892,511 13,736,453 8,317,889 7,525,367 20,210,400 21,261,820

   Capital grants and contributions 38,484,548 22,799,320 10,467,873 8,498,408 48,952,421 31,297,728

General revenues:

   Taxes 52,816,226 46,294,592 207,749 260,064 53,023,975 46,554,656

  Intergovernmental revenue not 

      restricted for specific purposes 48,685,311 44,695,547 48,685,311 44,695,547

   Unrestricted investment earnings 3,255,401 4,463,080 2,504,291 1,819,870 5,759,692 6,282,950

   Settlements and recoveries 3,784,295 7,396,627 3,784,295 7,396,627

   Miscellaneous 2,827,161 3,792,340 2,827,161 3,792,340

           Total revenues 197,750,544 179,267,936 104,764,328 92,750,771 302,514,872 272,018,707

Expenses:

   General government 15,529,735 15,273,174 15,529,735 15,273,174

   Community development 12,241,213 14,105,411 12,241,213 14,105,411

   Highways and streets 26,025,311 23,721,458 26,025,311 23,721,458

   Public works 6,491,062 5,263,984 6,491,062 5,263,984

   Parks and recreation 11,733,698 13,334,330 11,733,698 13,334,330

   Public safety 74,500,043 71,239,341 74,500,043 71,239,341

   Interest on long-term debt 5,178,130 4,987,911 5,178,130 4,987,911

   Parking 1,287,450 1,162,479 1,287,450 1,162,479

   Water 29,989,775 30,691,348 29,989,775 30,691,348

   Sewer 22,716,100 22,422,268 22.716,100 22,422,268

   Storm drain 5,795,746 6,111,317 5,795,746 6,111,317

   Compost 941,919 941,919

   Airport 1,342,645 1,131,889 1,342,645 1,131,889

   Bus 12,119,311 11,074,907 12,119,311 11,074,907

   Golf 2,461,470 2,354,759 2,461,470 2,354,759

   Community center 2,465,644 2,323,169 2,465,644 2,323,169

          Total expenses 151,699,192 147,925,609 79,120,060 77,272,136 230,819,252 225,197,745

Increase in net assets before transfers 
    and special item 46,051,352 31,342,327 25,644,268 15,478,635 71,695,620 46,820,962

   Transfers (1,416,790) (1,306,914) 1,416,790 1,306,914

   Special item (1,736,054) (1,938,606) (1,736,054) (1,938,606)

Change in net assets 44,634,562 30,035,413 25,325,004 14,846,943 69,959,566 44,882,356

Net assets - beginning 370,401,634 340,366,221 262,106,963 247,260,020 632,508,597 587,626,241

Net assets – ending $415,036,196 $370,401,634 $287,431,967 $262,106,963 $702,468,163 $632,508,597
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Governmental activities. Governmental activities increased the City’s net assets by $44,634,562, accounting for
64 percent of the total growth in net assets of the City.  Charges for services are down about $3.7 million, mainly in 
Community Development and Highways and Streets due to lower building and construction revenues.  Taxes
(mainly Utility Users, Property and Business License taxes) increased about $6.3 million over 2005, due to rising
tax bases; tax rates remained the same.  Intergovernmental revenues (primarily sales tax) were up about $4.0
million.  However, the largest increase was in capital grants and contributions, with $30 million coming from
Community Facilities District (CFD) bonds issued in 2006.  These CFD bonds have no City commitment, so the
debt is not reported as long-term debt and the proceeds are recorded as revenues in these financial statements (see
Note III. B).

Expenses in total are up $3.8 million, or .3%, due to salary and wage increases (3-3.5%) and increased public
retirement funding rates.  Highways and Streets also included large projects for resurfacing Briggsmore Avenue
from Oakdale to Claus Roads, and the Pelandale Ave./SR99 interchange.

Business-type activities. Business-type activities increased the City’s net assets by $25,325,004.  As detailed in the 
schedule on page 12, the Water, Sewer, Storm Drain, Compost and Airport enterprises posted net incomes during
the period.  Net losses were experienced by Parking, Bus, Golf and Community Center operations.  Depreciation
expense, which is the major cause of these net losses, is not included in these funds’ budgets or revenue-setting
processes.

Charges for services are up about $12.2 million, due in part to a 20% City Council-approved water rate increase that 
became effective on July 1, 2005.   Settlements and recoveries revenue decreased $3.6 million, as PCE settlements 
slowed pending the outcome of litigation in 2006 (see Note II. L).  Finally, expenses across the board are up,
primarily due to general increases in salaries and benefits, and the rise in utilities, fuel and materials costs.

FINANCIAL ANALYSIS OF THE CITY’S FUNDS

As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements.

Governmental funds. The general government functions are contained in the general, special revenue, capital
projects, and debt service funds.  The focus of the City’s governmental funds is to provide information on near-term
inflows, outflows, and balances of spendable resources.  Such information is useful in assessing the City’s financing
requirements.  In particular, unreserved fund balance may serve as a useful measure of a government’s net resources 
available for spending at the end of the fiscal year.

At June 30, 2006, the City’s governmental funds reported combined fund balances of $149,662,117, an increase of 
$30,620,541 from the prior year.  Approximately 71% of the combined fund balances $106,790,850 constitutes
unreserved fund balance, which is available to meet the City’s current and future needs. The remainder of fund
balance is reserved to indicate that it is not available for new spending because it has been committed: 1) to pay debt 
service (8,255,446); 2) to reflect advances to other funds, loans receivable and deposits that are long-term that do not 
represent available spendable resources ($15,253,461); 3) to liquidate contractual commitments of the period
($15,116,878); and 4) to meet Redevelopment Agency low and moderate income housing set-aside requirements
($4,245,482).

The General Fund is the chief operating fund of the City.  At June 30, 2006, unreserved fund balance of the General 
Fund was $20,607,134 while total fund balance was $23,309,515.  As a measure of the General Fund’s liquidity, it 
may be useful to compare both unreserved fund balance and total fund balance to total fund expenditures.
Unreserved fund balance represents 20 percent of total fund expenditures, while total fund balance represents 22
percent of that same amount.  The prior year ratios were 18% and 20%, respectively.  The use of the fund balance
reserves was planned and budgeted during the year.

Revenues of governmental funds totaled $194,420,231 in fiscal year 2005-2006, which represents an increase of
14.3% from fiscal year 2004-2005.

Expenditures of governmental funds totaled $161,262,932 in fiscal year 2005-2006, representing an increase of
3.5% over the prior year. 

The following table presents governmental fund revenues from various sources, with comparisons to the prior year:
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Revenues Classified by Source – Governmental Funds
               FY 2006 FY 2005 Increase (decrease)

Revenues by Source Amount
Percent of 

Total Amount
Percent of 

Total Amount
Percent
Change

Taxes 52,816,596 27.2% $ 46,295,678 27.2% 6,520,918 14.1%

Licenses and permits 146,854 0.1% 128,754 0.1% 18,100 14.1%

Intergovernmental 64,759,658 33.3% 73,889,063 43.5% (9,129,405) -12.4%

Charges for services 37,802,149 19.4% 41,660,016 24.5% (3,857,867) -9.3%

Special assessments 65,909 0.0% 107,696 0.1% (41,787) -38.7%

Interest and rent 3,755,169 1.9% 3,146,452 1.9% 608,717 19.3%

Net increase (decrease) in fair value 103,036 0.1% 186,515 0.1% (83,479) -44.8%

Fines and forfeits 1,675,926 0.9% 1,646,472 1.0% 29,454 1.8%

Contribution from property owners 30,473,773 15.7% 30,473,773 100.0%

Miscellaneous 2,821,161 1.5% 2,991,745 1.7% (170,584) -5.7%

      Total $194,420,231 100.0% $170,052,391 100.0% $24,367,840 14.3%

• Taxes –Utility Users taxes, Property taxes, Redevelopment Agency Tax Increment (an allocation of property taxes) and
Business license taxes all increased over the prior year ($2, $3.1, $.6, and $.6 million, respectively), while the other tax
categories showed only slight increases.

• Intergovernmental – State sales taxes and motor vehicle license fees make up over half of these revenues.   Sales tax was up 
$3 million, but vehicle license fees were down $1.4 million because 2005 included a one-time receipt of $3.2 million due
from the State of California for payments withheld in prior years.  The balance of the overall decline is due to lower grant 
revenues because several large capital projects were completed in the prior year. 

• Charges for services – Included in this category are the Capital Facilities and Community Facility District Fees charged to 
mitigate the impact of new development on City infrastructure needs.  These fees decreased $3.8 million from the prior year, 
due to an overall slowing of new construction.

• Contributions from property owners – This source is new this year, and represents the proceeds of bonds issued by the
Community Facility Districts which will be repaid by district charges to property owners.   The City has no commitment for 
the repayment of these bonds.

The following table presents expenditures by function compared to prior year amounts.

                         Expenditures By Function
                      Governmental Funds

FY 2006 FY 2005 Increase/(Decrease)

Expenditures by Function Amount
Percent of 

Total Amount
Percent of 

Total Amount
Percent
Change

General government 14,111,535 8.8% $ 11,819,603 7.6% 2,291,932 19.4%

Community development 12,296,072 7.6% 12,832,640 8.2% (536,568) -4.2%

Highways and streets 14,357,041 8.9% 12,152,087 7.8% 2,204,954 18.1%

Public works 5,647,023 3.5% 5,053,030 3.2% 593,993 11.8%

Parks and recreation 11,662,263 7.2% 12,021,937 7.7% (359,674) -3.0%

Public safety 74,527,875 45.9% 70,882,176 45.5% 3,645,699 5.1%

Capital outlay 21,563,774 13.3% 24,412,735 15.7% (2,848,961) -11.7%

Debt Service-principal retirement 1,901,827 1.2% 1,666,764 1.1% 235,063 14.1%

Debt Service-interest charges 4,576,780 2.8% 4,425,980 2.8% 150,800 3.4%

Debt Service-other 618,742 0.4% 553,645 0.4% 65,097 11.8%

     Total $161,262,932 100.0% $155,820,597 100.0% $5,442,334 3.5%

The following provides an explanation of the expenditures by function that changed significantly over the prior year.
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• General government –Expenditures increased about $2.3 million, or 19.4% over the prior year.  $1.2 million
was for outside legal counsel for new litigation and $900k was an allocation to the workers compensation
Insurance internal service fund.

• Highways and streets – Expenditures increased $2.2 million or 18.1%, including $1.2 million in the Capital
Facility Fees fund.

• Public safety –Expenditures increased about $3 million, or 5.1% over the prior year.  An increase in employer-
paid PERS retirement contributions and cost of living increases contributed significantly toward this increase. 

• Capital outlay –The decrease of $2.8 million reflects the completion of the replacement of the 9th Street Bridge 
and Kansas/Needham Overpass in the prior  year.

Other financing sources and uses are presented below to illustrate changes from the prior year:

Other Financing Sources (Uses)
Governmental Funds

Increase/(Decrease)
FY 2006 FY 2005 Amount Percent

Transfers in $17,724,718 $17,962,442 (237,724) -1.3%
Transfers out (20,267,476) (19,644,937) (622,539) -3.2%
Sale of assets 6,000 928,595 (922,595) 100.00%

    Net financing sources (uses) $(2,536,758) $ (753,900) $(1,782,858) 236.5%

• Transfers - The City uses interfund transfers to: (1) move revenues from the funds that collect them in
accordance with statutory and/or budgetary requirements,  (2) use unrestricted revenues collected in the General 
Fund to help finance various programs and capital projects accounted for in other funds in accordance with
budgetary authorization, and (3) move cash to debt service funds from the funds responsible for payment as
debt service payments become due. 

The net transfers from governmental funds for 2006 were $2,543,028, compared to $1,682,495, in the prior
year.  This net transfer is to the proprietary funds, and consists mainly of the operating subsidy to Community
Center operations and funding to the Fleet internal services fund for vehicle and equipment replacement.

The annual totals for both transfers in and out vary, depending on the nature of the activities that are undertaken 
each year.

The current year excess of revenues and other financing sources over expenditures and other financing uses is
presented in the following table:

Statement of Revenues, Expenditures, and Changes in Fund Balances
Governmental Funds

Major Funds Nonmajor Funds

Capital Capital Community Special Capital Debt

General Grants Facility Fees Facility Revenue Projects Service

Fund Fund Fund Districts Funds Funds Funds Total

Revenues $114,810,175 $2,854,861 $13,208,912 $35,553,805 $22,508,256 $ 2,763,248 $2,720,974 $194,420,231

Expenditures (104,287,942) (6,917,486) (9,334,329) (6,758,111) (26,308,813) (1,438,612) (6,217,639) (161,262,932)

Other financing sources/
    (uses), net (7,627,777) 2,295,683 10,494 (234,194) 717,011 (1,590,073) 3,892,098 (2,536,758)

Net change in fund balances 2,894,456 (1,766,942) 3,885,077 28,561,500 (3,083,546) (265,437) 395,433 30,620,541

Fund balance July 1 20,415,059 (2,669,258) 38,222,036 13,573,867 30,525,477 11,114,382 7,860,013 119,041,576

Fund balance June 30 $23,309,515 ($4,436,200) $42,107,113 $42,135,367 $27,441,931 $10,848,945 $8,255,446 $149,662,117

Management’s Discussion and Analysis (continued)

12

The fund balance of the City’s General Fund increased by $2,894,456 during the fiscal year.  Total revenues
increased $8.4 million, while expenditures increased $4.7 million over the prior year.

The Capital Grants Fund’s fund balance deficit is due to the timing difference that exists between the realization of 
expenditures on reimbursable grant projects and the actual receipt of funding from the granting agency. 

Capital Facility Fee revenues decreased $1.6 million from the prior year, while expenditures on capital projects
increased by $5.6 million.  Yet, revenues still exceeded expenditures by $3.9 million.

Community Facility Districts became a major fund in 2006 because of the receipt $30 million from bonds issued
during the year, as previously discussed.  Regular CFD charges were $1.4 million less than 2005, but expenditures
increased almost $2 million.  Significant expenditures on capital projects are expected to occur within the next 3
years.

Proprietary funds.  The City’s proprietary funds provide the same type of information found in the government-
wide financial statements, but in more detail.

The following table shows actual revenues, expenses and results of operations of enterprise funds for the current
fiscal year:

Major Funds Nonmajor Funds

Storm Community

Water Sewer Parking Drain Compost Airport Bus Golf Center Total

Operating revenues $42,639,348 $23,083,280 $1,176,061 $5,277,304 $1,317,105 $577,688 $2,645,622 $2,222,738 $543,085 $79,482,231

Operating expenses (28,672,955) (20,809,387) (1,279,104) (5,889,410) (950,637) (1,326,453) (12,171,868) (2,159,640) (2,484,552) (75,744,006)

Operating income (loss) 13,966,393 2,273,893 (103,043) (612,106) 366,468 (748,765) (9,526,246) 63,098 (1,941,467) 3,738,225

Non-operating revenues 

     (expenses), net 318,834 1,007,528 5,448 22,010 (9,189) 419,117 8,655,787 (228,937) 502,918 10,693,516

Income (loss) before capital

     contributions, transfers
      and special items

14,285,227 3,281,421 (97,595) (590,096) 357,279 (329,648) (870,459) (165,839) (1,438,549) 14,431,741

Contributions, transfers and
      special items

3,345,787 2,215,159 1,327,331 696,690 1,327,301 467,053 65,288 704,000 10,148,609

      Net income (loss) $17,631,014 $5,496,580 $ (97,595) $737,235 $1,053,969 $997,635 $  (403,406) $  (100,551) $  (734,549) $24,580,350

The Water, Sewer, Storm Drain, Compost and Airport enterprises posted net incomes during the period.  It is
important to note that while the Water and Sewer funds show rather healthy operating results, capital improvement
expenditures and debt service principal payments incurred during the year are not reflected in the expenditure totals 
shown above.  Net losses were experienced by the other enterprise funds.  Golf and Community Center normally
receive annual operating subsidies from the General fund, but these subsidies do not cover depreciation expenses,
resulting in net losses overall.   Also, the Golf fund did not receive a subsidy in 2006.  Revenues in the Water utility 
fund rose during the year due to an average 15% rate increase, as well as normal growth in the customer base.
Compost operations were previously part of the Sewer enterprise fund because of the use of bio-solids in the
compost mixture.  Since that nexus has been significantly reduced, compost operations are now reported as a stand-
alone enterprise fund.

GENERAL FUND BUDGETARY HIGHLIGHTS

Budget to actual information for the major governmental funds are presented as Required Supplementary
Information, beginning on page 56 of this report.

While the City Council amended the budget several times, the differences between the original budget and the final 
amended budget for the General Fund were relatively minor.  The estimated revenues increased about $7.6 million, 
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while total appropriations were increased $4.6 million, or about 4.4%.   These amendments, generally, were to adjust 
the actual beginning balances and carryovers after closing the prior fiscal year, and to reflect adjustments to current
estimates based on the periodic monitoring of revenue and expenditures throughout the year.

Revenues came in $4 million more than estimates, primarily in Motor Vehicle License fees ($3 million) due to
budgetary uncertainties with the State’s “triple flip” restructuring.  Also, interest revenues came in about $700,000
more than estimated, due to higher returns on investments.

Expenditures, overall, were $3.3 million under budget, primarily due to efforts of departments to realize savings, and 
certain purchases being deferred to future periods.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital assets

The City’s investment in capital assets for its governmental and business-type activities as of June 30, 2006,
amounted to $636,822,772 (net of accumulated depreciation).  The total increase in the City’s investment in capital 
assets for the current period was 1.7 percent.

Capital assets, net of depreciation, for the governmental and business-type activities are presented below to illustrate 
changes from the prior year:

Governmental activities Business-type activities Total
Increase/

(Decrease)

2006 2005 2006 2005 2006 2005
Percent
Change

Land $ 22,982,481 $22,081,279 $26,539,639 $26,001,514 $49,522,120 $48,082,793                3.0%

Buildings 21,142,099 19,313,523 48,322,570 50,762,320 69,464,669 70,075,843 -0.9%

Improvements 16,668,974 16,990,103 59,863,277 64,197,749 76,532,251 81,187,852 -5.7%

Furnishings and 
equipment 8,059,702 7,550,416 2,893,008 3,154,512 10,952,710 10,704,928                 2.3%

Equipment pool 15,232,410 14,245,320 15,232,410 14,245,320 6.9%

Streets 234,966,127 233,954,645 234,966,127 233,954,645 0.4%

Signalization 6,583,733 6,700,751 6,583,733 6,700,751 -1.7%

Bridges 25,239,107 25,024,283 25,239,107 25,024,283 0.9%

Buses and fare boxes 8,197,997 8,914,629 8,197,997 8,914,629 -8.0%

Pipelines 110,263,919 107,571,640 110,263,919 107,571,640 2.5%

Construction in 
progress 12,096,542 9,209,548 28,642,007 21,150,540 40,738,549 31,360,088 34.2%

Total $362,971,175 $355,069,868 $284,722,417 $281,752,904 $647,693,592 $636,822,772 1.7%

Major capital asset events during the current fiscal year included the following:

• Construction in progress – Work continued on the Virginia Corridor Pedestrian/Bicycle trail on the old Union
Pacific railroad right of way, as well as other parks development such as Merle Park, Maddux Youth Center and 
a joint fire/police/recreation facility at Marshall Park.

• Equipment – The Fire department purchased a new ladder truck costing $700,000.

The City’s infrastructure assets are recorded at historical cost in the government-wide financial statements.
Depreciation expense is recorded using the straight-line method, based on estimated useful life of the asset.
Additional information on the City’s capital assets can be found in note II.B on pages 39-40 of this report.

Long-term debt

At June 30, 2006, the City had total long-term liabilities outstanding of $233,552,122, net of unamortized discounts 
and deferred amounts on refunding, as compared to $235,998,645 in the prior year. This amount was comprised of
$62,505,000 of lease revenue bonds, $46,275,078 of certificates of participation, $36,842,020 of revenue bonds
payable, $61,616,953 of estimated compensated absences, $16,331,110 of claims liability, $2,601,674 of loans
payable, $2,177,761 of developer advances, $667,492 of capital leases, and $4,535,034 of notes payable.  During the 
year, retirement of debt and other reductions amounted to $18,832,635, and new debt and other additions totaled
$16,386,112.  The additions were related to new estimates for compensated absences and claims liabilities ($8.9 and 
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$7.5 million, respectively).  Additional information on the City’s long-term debt can be found in note II.C on pages 
39-43 of this report.

Modesto maintains an Employee Benefits internal service fund (EBF) to pay a portion of retiree health benefits and
other employee related expenses.  While the City has yet to implement GASB Statement No. 45 related to Other
Post Employment Benefits, the City has consistently included an estimate of its retiree health care obligation from
sick-leave conversion in its compensated absences liability.  As of June 30, 2006, this amounts to approximately
$54.6 million of the $61.6 million listed above.  This contributes significantly to the EBF’s unfunded liability of
more than $45 million.  Additional information on the City’s EBF can be found in Notes II-H and III-G.

Economic Factors and Next Year’s Budget and Rates

• Consumer Price Index - The national CPI has been relatively stable during the past six years. In 2000, the CPI-
Western Urban was 3.5 %.  In June 2006, the CPI-Western Urban increased 4.1%.

• Taxable Sales - Taxable sales growth has ranged from 11% to 5.7% during the last couple of years.  In future
years, annual taxable sales growth is projected at 4.4%. 

• Building Permit Activity - Building permit activity, which had been extremely robust for several years, has
leveled off with 5,797 total permits in 2004, 5,892 in 2005 and 5,968 for the year ended June 30, 2006.  The
average construction value of these permits decreased from about $57,000 to $50,000.

• Utility Service Charges - Water utility rates were increased an average of 15% effective July 1, 2006.  This is
one in a series of increases adopted by the City Council and is intended to fund major capital improvements to
the water system. 

All of these factors were considered in preparing the City’s budget for fiscal year 2006.

During the current fiscal year, unreserved fund balance in the General Fund increased by $3,047,129, to
$20,507,134.  Of this amount, $5.9 million is designated for specific purposes, including $5.8 million appropriated 
in the fiscal year 2006-07 budget.  The unreserved/undesignated balance of $14,706,248 presents 14.1% of total
General Fund outflows, versus the City Council’s target of 8%.  The budget adopted for fiscal year 2006-2007
maintains this target reserve level.

Requests for Information

This financial report is designed to provide a general overview of the City’s finances for all those with an interest in 
the City’s financial condition. Questions concerning any of the information provided in this report and requests for
additional financial information should be addressed to the City of Modesto, Attention: Finance Department, P.O.
Box 642, Modesto, CA   95353.
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BASIC FINANCIAL STATEMENTS

CITY OF MODESTO

STATEMENT OF NET ASSETS

June 30, 2006

Governmental Business-type
Activities Activities Total

ASSETS
Cash and cash equivalents $ 179,383,700 $ 59,095,752 $ 238,479,452
Accounts receivable, net 1,665,060 426,296 2,091,356
Interest receivable 920,077 393,977 1,314,054
Utility billings receivable, net 856,362 8,291,254 9,147,616
Taxes receivable 11,094,539 3,940 11,098,479
Due from governments, net 11,100,278 3,635,812 14,736,090
Notes receivable, net 13,270,036 13,270,036
Prepaid expenses 780,000 1,003,000 1,783,000
Property held for resale 630,000 630,000
Internal balances (837,201) 837,201
Inventories 516,919 516,919
Unamortized costs of debt issuance 840,125 840,125
Investments in joint ventures 16,423,042 16,423,042
Capital assets:
  Land and construction in progress 35,079,023 55,181,646 90,260,669
  Other capital assets, net of accumulated depreciation 327,892,152 229,540,771 557,432,923

Total assets 598,143,987 359,879,774 958,023,761

LIABILITIES
Accounts payable 7,610,606 2,415,957 10,026,563
Accrued salaries and benefits 1,341,285 227,808 1,569,093
Approved loans payable 589,219 589,219
Interest payable 1,244,326 633,918 1,878,244
Unearned revenues 2,728,304 2,124,426 4,852,730
Refundable deposits 2,060,416 1,027,211 3,087,627
Long-term liabilities:
  Due within one year 9,960,789 3,000,479 12,961,268
  Due in more than one year 157,572,846 63,018,008 220,590,854

Total liabilities 183,107,791 72,447,807 255,555,598

NET ASSETS
Invested in capital assets, net of related debt 296,401,824 220,881,691 517,283,515
Restricted for:
  Capital projects 78,526,510 78,526,510
  Housing and community development 18,188,683 18,188,683
  Other purposes 21,114,567 21,114,567
Unrestricted 804,612 66,550,276 67,354,888

Total net assets $ 415,036,196 $ 287,431,967 $ 702,468,163

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO

STATEMENT OF ACTIVITIES

Year ended June 30, 2006

Operating Capital
Charges for Grants and Grants and

Expenses Services Contributions Contributions
FUNCTIONS/PROGRAMS:
  Governmental activities:
    General government $ 15,529,735 $ 4,179,505
    Community development 12,241,213 9,466,082 $ 30,473,773
    Highways and streets 26,025,311 12,104,089 $ 4,699,992 5,762,921
    Public works 6,491,062 1,986,957 316,384
    Parks and recreation 11,733,698 4,928,366 3,222,811 2,247,854
    Public safety 74,500,043 7,124,387 3,653,324
    Interest on long-term debt 5,178,130
      Total governmental activities 151,699,192 39,789,386 11,892,511 38,484,548

  Business-type activities:
    Parking 1,287,450 1,176,061

Water 29,989,775 42,639,348 4,156,357
Sewer 22,716,100 23,083,280 3,343,231

    Storm Drain 5,795,746 5,277,304 1,132,034
    Compost 941,919 1,317,105 30,070
    Airport 1,342,645 577,688 50,351 1,327,385
    Bus 12,119,311 2,645,622 8,267,538 478,796
    Golf 2,461,470 2,222,738
    Community Center 2,465,644 543,085
      Total business-type activities 79,120,060 79,482,231 8,317,889 10,467,873

Total $ 230,819,252 $ 119,271,617 $ 20,210,400 $ 48,952,421

General revenues:
  Taxes:
    Utility users tax
    Property taxes, levied for general purposes
    Property taxes, generated by and allocated to the airport
    Tax increments for redevelopment agency
    Transient occupancy tax
    Franchise tax
    Business license tax, levied for general purposes
    Business license tax, levied for downtown improvement district
    Business license tax, generated by and allocated to the airport
    Intergovernmental revenue not restricted to specific programs:
     Sales tax
     Motor vehicle license fee
     Other
  Unrestricted investment earnings
  Miscellaneous
Transfers, net
Settlements and recoveries
Special item - PCE legal fees

    Total general revenues, transfers and special item

Change in net assets

Net assets, July 1

Net assets, June 30
The notes to basic financial statements are an integral part of this statement.
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Program Revenues

Governmental Business-type
Activities Activities Total

$ (11,350,230) $ (11,350,230)
27,698,642 27,698,642
(3,458,309) (3,458,309)
(4,187,721) (4,187,721)
(1,334,667) (1,334,667)

(63,722,332) (63,722,332)
(5,178,130) (5,178,130)

(61,532,747) (61,532,747)

$ (111,389) (111,389)
16,805,930 16,805,930

3,710,411 3,710,411
613,592 613,592
405,256 405,256
612,779 612,779

(727,355) (727,355)
(238,732) (238,732)

(1,922,559) (1,922,559)
19,147,933 19,147,933

(61,532,747) 19,147,933 (42,384,814)

17,583,690 17,583,690
14,318,747 14,318,747

166,641 166,641
4,450,836 4,450,836
2,181,467 2,181,467
3,693,307 3,693,307

10,374,157 10,374,157
214,022 214,022

41,108 41,108

29,627,835 29,627,835
14,986,883 14,986,883

4,070,593 4,070,593
3,255,401 2,504,291 5,759,692
2,827,161 2,827,161

(1,416,790) 1,416,790
3,784,295 3,784,295

(1,736,054) (1,736,054)

106,167,309 6,177,071 112,344,380

44,634,562 25,325,004 69,959,566

370,401,634 262,106,963 632,508,597

$ 415,036,196 $ 287,431,967 $ 702,468,163
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CITY OF MODESTO

BALANCE SHEET - GOVERNMENTAL FUNDS

June 30, 2006

Capital Community
Capital Facility Facilities Other Total

General Grants Fees Districts Governmental Governmental

ASSETS
Cash and cash equivalents $ 9,141,367 $ 257 $ 44,019,271 $ 13,977,058 $ 21,994,093 $ 89,132,046
Cash and cash equivalents with
 fiscal agent 29,091,868 11,072,496 40,164,364
Receivables:
  Accounts 354,635 9,341 33 466,993 831,002
  Interest 272,623 210,696 58,998 158,201 700,518
  Utilities, net 824,856 31,506 856,362
  Taxes 10,485,306 104,390 504,843 11,094,539
Due from governments 548,231 5,416,376 84,108 5,012,876 11,061,591
Due from other funds 5,572,000 5,572,000
Notes receivable, net 92,283 13,177,753 13,270,036
Prepaid expenses/expenditures 780,000 780,000
Restricted assets:
  Cash and cash equivalents 1,845,018 214,297 2,059,315
Advances to other funds 1,644,193 148,451 1,792,644

Total assets $ 30,780,512 $ 5,425,974 $ 44,314,108 $ 43,446,611 $ 53,347,212 $ 177,314,417

LIABILITIES AND FUND BALANCES
Liabilities:
  Accounts payable $ 2,241,841 $ 623,716 $ 748,685 $ 684,018 $ 1,795,856 $ 6,094,116
  Accrued salaries and benefits 1,116,500 4,553 135,797 1,256,850
  Approved loans payable 589,219 589,219
  Due to other funds 4,443,000 1,129,000 5,572,000
  Deferred revenues 364,061 4,795,458 17,434 408,376 2,798,250 8,383,579
  Payable from restricted assets:
    Refundable deposits 1,845,119 214,297 1,000 2,060,416
  Advances from other funds 1,903,476 1,440,876 351,768 3,696,120

Total liabilities 7,470,997 9,862,174 2,206,995 1,311,244 6,800,890 27,652,300

Fund balances:
  Reserved 2,702,381 1,337,898 1,992,255 3,231,123 33,607,610 42,871,267
  Unreserved:
    Designated, reported in:
      General fund 5,900,886 5,900,886
      Special revenue funds 12,314,680 12,314,680
      Capital projects funds 40,114,858 38,904,244 (492,592) 78,526,510
    Undesignated, reported in:
      General fund 14,706,248 14,706,248
      Special revenue funds 1,116,624 1,116,624
      Capital projects funds (5,774,098) (5,774,098)

Total fund balances 23,309,515 (4,436,200) 42,107,113 42,135,367 46,546,322 149,662,117

Total liabilities and fund balances $ 30,780,512 $ 5,425,974 $ 44,314,108 $ 43,446,611 $ 53,347,212 $ 177,314,417

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO

RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF NET ASSETS - GOVERNMENTAL ACTIVITIES

June 30, 2006

Total fund balances - total governmental funds $ 149,662,117

Amounts reported for governmental activities in the statement of net assets are
 different because:

Capital assets used in governmental activities are not financial resources and,
 therefore, are not reported in the governmental funds.

General capital assets:
Nondepreciable $ 34,257,990
Depreciable 78,434,583
Accumulated depreciation on general capital assets (36,249,289)

Infrastructure:
Depreciable 465,959,564
Accumulated depreciation on infrastructure (199,170,597) 343,232,251

Other long-term assets are not available to pay for current-period expenditures and,
 therefore, are:

Deferred in the governmental funds, or $ 5,655,275
Investments in joint ventures 16,423,042 22,078,317

Internal service funds are used by management to charge the costs of activities
 to individual funds.  The assets and liabilities of internal service funds are
 included in governmental activities in the statement of net assets. (9,277,625)

Some liabilities are not due and payable in the current period and therefore are not
 reported in the funds.

Bonds payable and other long-term debt $ (89,414,538)
Accrued interest (1,244,326) (90,658,864)

Net assets of governmental activities $ 415,036,196

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES

IN FUND BALANCES - GOVERNMENTAL FUNDS
Year ended June 30, 2006

Capital Community
Capital Facility Facility Other Total

General Grants Fees Districts Governmental Governmental

REVENUES:
  Taxes $ 47,349,236 $ 5,467,360 $ 52,816,596
  Licenses and permits 96,081 50,773 146,854
  Intergovernmental 48,205,287 $ 2,854,861 $ 112,128 13,587,382 64,759,658
  Charges for services 14,953,869 12,186,244 $ 4,615,308 6,046,728 37,802,149
  Special assessments levied 65,909 65,909
  Interest and rent 1,217,293 884,879 423,364 1,229,633 3,755,169
  Net increase in fair value 
  of investments 16,814 25,661 33,735 26,826 103,036
  Fines and forfeits 877,376 798,550 1,675,926
  Contribution from property owners 30,473,773 30,473,773
  Miscellaneous 2,028,310 7,625 785,226 2,821,161
    Total revenues 114,810,175 2,854,861 13,208,912 35,553,805 27,992,478 194,420,231

EXPENDITURES:
  Current:
    General government 13,336,716 96,077 678,742 14,111,535
    Community development 5,146,011 1,884,276 5,265,785 12,296,072
    Highways and streets 603,259 1,572,273 12,181,509 14,357,041
    Public works 1,719,587 3,927,436 5,647,023
    Parks and recreation 11,471,198 158,085 14,544 18,436 11,662,263
    Public safety 72,205,341 6,413 2,316,121 74,527,875
  Capital outlay 398,112 6,156,142 7,187,022 4,873,835 2,948,663 21,563,774
  Debt service:
    Principal retirement 9,916 421,468 1,470,443 1,901,827
    Interest 1,061 36,532 4,539,187 4,576,780
    Other 618,742 618,742
      Total expenditures 104,287,942 6,917,486 9,334,329 6,758,111 33,965,064 161,262,932

EXCESS OF REVENUES
OVER (UNDER) EXPENDITURES 10,522,233 (4,062,625) 3,874,583 28,795,694 (5,972,586) 33,157,299

OTHER FINANCING SOURCES 
  (USES):
  Transfers in 2,111,925 2,295,683 969,002 65,806 12,282,302 17,724,718
  Transfers out (9,739,702) (964,508) (300,000) (9,263,266) (20,267,476)
  Sale of Assets 6,000 6,000
    TOTAL OTHER FINANCING 
     SOURCES (USES) (7,627,777) 2,295,683 10,494 (234,194) 3,019,036 (2,536,758)

NET CHANGE IN FUND 
BALANCES 2,894,456 (1,766,942) 3,885,077 28,561,500 (2,953,550) 30,620,541
  FUND BALANCES, July 1 20,415,059 (2,669,258) 38,222,036 13,573,867 49,499,872 119,041,576

FUND BALANCES, June 30 $ 23,309,515 $ (4,436,200) $ 42,107,113 $ 42,135,367 $ 46,546,322 $ 149,662,117

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND

BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES -GOVERNMENTAL ACTIVITIES

Year Ended June 30, 2006

Net change in fund balances - total governmental funds $ 30,620,541

Amounts reported for governmental activities in the statement of activities are
 different because:

Governmental funds report capital outlay as expenditures.  However, in the 
 statement of activities the cost of those assets is allocated over their estimated
 useful lives and reported as depreciation expense.

Capital outlay $ 21,563,774
Depreciation expense (14,984,083) 6,579,691

In the statement of activities, only the gain or loss on the sales of capital assets
 is reported, whereas in the governmental funds, the proceeds from such sales
 increase financial resources.  Thus, the change in net assets differs from the
 change in fund balances by the cost of the assets sold. (1,595,152)

Developer donations of infrastructure assets are not included in the fund statements.
Thus, the change in net assets differs from the change in fund balance by the value
of these asset donations. 1,529,376

Revenues in the statement of activities that do not provide current financial
 resources are not reported as revenues in the funds.

Change in deferred revenue $ 2,397,741
Change in investment in joint venture (1,519,073) 878,668

The issuance of long-term debt provides current financial resources to governmental
 funds, while the repayment of the principal of long-term debt consumes the current
 financial resources of governmental funds.  Neither transaction, however, has any
 effect on net assets.

Principal retirement 1,901,827

Some expenses reported in the statement of activities do not require the use of
 current financial resources and therefore are not reported as expenditures in
 governmental funds.

Change in accrued interest 28,933

Internal service funds are used by management to charge the costs of certain
 activities to individual funds.  The net revenue (expense) of internal service
 funds is reported with governmental activities. 4,690,678

Change in net assets of governmental activities $ 44,634,562

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO
STATEMENT OF NET ASSETS - PROPRIETARY FUNDS

June 30, 2006

Enterprise
Other Total Internal

Water Sewer Enterprise Enterprise Service
ASSETS

Current assets:
  Cash and cash equivalents $ 23,549,341 $ 23,764,487 $ 6,247,047 $ 53,560,875 $ 48,027,975
  Cash and cash equivalents with fiscal agent 273,350 3,621,532 612,784 4,507,666
  Receivables:
    Accounts 1,440 58,709 366,147 426,296 834,058
    Interest 124,354 208,228 61,395 393,977 219,559
    Utilities, net 5,292,161 2,440,681 558,412 8,291,254
    Taxes 3,940 3,940
  Due from governments 127,064 3,508,748 3,635,812 38,687
  Prepaid expenses 1,003,000 1,003,000
  Inventories 516,919
  Property held for resale 630,000 630,000
  Advances to other funds 1,903,476
      Total current assets 30,247,586 30,220,701 11,984,533 72,452,820 51,540,674

Noncurrent assets:
  Restricted assets-cash and cash equivalents 664,110 363,101 1,027,211
  Unamortized costs of issuance 240,613 599,512 840,125
  Land and construction in progress 10,241,729 26,615,981 18,323,936 55,181,646 821,033
  Other capital assets, net of accumulated depreciation 65,827,962 104,251,720 59,461,089 229,540,771 18,917,891

      Total assets 107,222,000 162,051,015 89,769,558 359,042,573 71,279,598

LIABILITIES
Current liabilities:
  Accounts payable $ 818,584 $ 341,524 $ 1,255,849 $ 2,415,957 $ 1,516,490
  Accrued salaries and benefits 68,500 99,803 59,505 227,808 84,435
  Interest payable 275,213 302,907 55,798 633,918
  Current portion - compensated absences 2,769,104
  Current portion - claims liability 5,156,560
  Current portion - long-term debt 977,764 1,650,000 275,955 2,903,719 26,587
  Current portion - developer advances 96,760 96,760
  Deferred revenues 2,124,426 2,124,426
      Total current liabilities 2,236,821 2,394,234 3,771,533 8,402,588 9,553,176

Noncurrent liabilities:
  Payable from restricted assets -
   refundable deposits 664,110 363,101 1,027,211
  Compensated absences 58,847,850
  Claims liability 11,174,550
  Long-term debt:
    Revenue bonds payable 35,192,020 35,192,020
    Loan payable 1,958,276 1,958,276
    Notes payable 144,446
    Obligations under capital leases 151,633 151,633
    Certificates of participation 17,985,078 5,650,000 23,635,078
  Developer advances 2,081,001 2,081,001
      Total noncurrent liabilities 22,688,465 35,555,121 5,801,633 64,045,219 70,166,846

      Total liabilities 24,925,286 37,949,355 9,573,166 72,447,807 79,720,022

NET ASSETS
Invested in capital assets, net of related debt 55,148,573 94,025,681 71,707,437 220,881,691 19,567,891
Unrestricted 27,148,141 30,075,979 8,488,955 65,713,075 (28,008,315)

      Total net assets $ 82,296,714 $ 124,101,660 $ 80,196,392 286,594,766 $ (8,440,424)

Adjustment to reflect the consolidation of internal service fund activities related to
   enterprise funds. 837,201

Net assets of business-type activities $ 287,431,967

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO

STATEMENT OF REVENUES, EXPENSES, AND CHANGES

IN FUND NET ASSETS - PROPRIETARY FUNDS

Year ended June 30, 2006

Other Total Internal
Water Sewer Enterprise Enterprise Service

OPERATING REVENUES:
  Charges for services $ 42,639,348 $ 23,057,564 $ 13,450,725 $ 79,147,637 $ 73,979,591
  Sales 2,616,588
  Cost of sales (2,604,232)
  Miscellaneous 25,716 308,878 334,594
      Total operating revenues 42,639,348 23,083,280 13,759,603 79,482,231 73,991,947

OPERATING EXPENSES:
  Salaries and wages 3,921,478 4,991,009 3,574,322 12,486,809 4,072,026
  Contractual services 1,716,729 2,791,417 10,808,264 15,316,410 1,013,441
  Utilities 1,703,202 1,048,853 576,197 3,328,252 473,011
  Maintenance and supplies 3,425,200 2,542,441 3,660,229 9,627,870 4,085,997
  Water purchases 10,674,717 10,674,717
  Insurance 133,175 245,008 176,119 554,302 11,054,260
  Claims expense 7,458,436
  Employee benefits 1,427,839 1,852,398 1,290,449 4,570,686 37,751,321
  Administration services 2,186,919 1,425,147 1,599,526 5,211,592 1,492,365
  Allocated indirect administrative costs 1,049,489 760,932 684,216 2,494,637 264,010
  Other 50,641 124,429 235,925 410,995 160,718
  Depreciation 2,383,566 5,027,753 3,656,417 11,067,736 2,838,477
      Total operating expenses 28,672,955 20,809,387 26,261,664 75,744,006 70,664,062

OPERATING INCOME (LOSS) 13,966,393 2,273,893 (12,502,061) 3,738,225 3,327,885

NONOPERATING REVENUES (EXPENSES)
  Operating grants 8,317,889 8,317,889
  Gain (Loss) on disposition of capital assets (241,380) (46,939) (24,043) (312,362) (241,883)
  Tax revenue 207,749 207,749
  Tax expense (84,556) (91,215) (17,286) (193,057)
  Interest income 487,165 694,320 161,180 1,342,665 895,959
  Net increase in fair value of investments 14,009 32,123 7,089 53,221 20,310
  Rental income 33,060 39,182 1,036,163 1,108,405
  Settlements and recoveries 1,334,259 2,450,036 3,784,295
  Interest expense (1,209,884) (2,034,714) (321,587) (3,566,185) (11,541)
  Amortization of costs of issuance (13,839) (35,265) (49,104)
      Total nonoperating revenues (expenses) 318,834 1,007,528 9,367,154 10,693,516 662,845

INCOME (LOSS) BEFORE CAPITAL
 CONTRIBUTIONS AND TRANSFERS 14,285,227 3,281,421 (3,134,907) 14,431,741 3,990,730

Capital contributions 4,156,357 3,343,231 2,968,285 10,467,873 318,634
Transfers in 608,400 1,741,437 2,349,837 1,712,361
Transfers out (95,385) (715,603) (122,059) (933,047) (586,393)
Special item (715,185) (1,020,869) (1,736,054)

CHANGE IN NET ASSETS 17,631,014 5,496,580 1,452,756 24,580,350 5,435,332

NET ASSETS, July 1 64,665,700 118,605,080 78,743,636 (13,875,756)

NET ASSETS, June 30 $ 82,296,714 $ 124,101,660 $ 80,196,392 $ (8,440,424)

Adjustment to reflect the consolidation of internal service fund activities related to
    enterprise funds. 744,654

Change in net assets of business-type activities $ 25,325,004

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO

STATEMENT OF CASH FLOWS - PROPRIETARY FUNDS

Year ended June 30, 2006

Enterprise
Other Total Internal

Water Sewer Enterprise Enterprise Service

CASH FLOWS FROM OPERATING ACTIVITIES:
  Receipts from customers and users $ 41,033,042 $ 23,086,747 $ 14,635,268 $ 78,755,057 $ 1,076,798
  Receipts from interfund services provided 797,367 119,091 23,910 940,368 72,377,540
  Payments to suppliers (18,027,267) (6,229,721) (13,430,505) (37,687,493) (16,163,026)
  Payment of insurance claims (5,089,127)
  Payments to employees (5,331,913) (6,812,624) (4,847,597) (16,992,134) (42,611,729)
  Payments for interfund services used (3,541,710) (4,078,294) (3,924,272) (11,544,276) (2,200,479)
Net cash provided (used) by operating activities 14,929,519 6,085,199 (7,543,196) 13,471,522 7,389,977

CASH FLOWS FROM NONCAPITAL FINANCING
 ACTIVITIES:
  Operating grants received 6,593,915 6,593,915
  Taxes received 207,749 207,749
  Settlements and recoveries 1,334,259 2,450,036 3,784,295
  Transfers in 608,400 1,438,124 2,046,524 1,712,361
  Transfers out (95,385) (1,643,481) (122,059) (1,860,925) (586,393)
 Repayments of advances to other funds 96,524
Net cash provided (used) by noncapital financing
 activities 1,238,874 1,414,955 8,117,729 10,771,558 1,222,492

CASH FLOWS FROM CAPITAL AND RELATED
 FINANCING ACTIVITIES:
  Acquisition and construction of capital assets (5,170,271) (1,126,014) (1,904,104) (8,200,389) (4,264,019)
  Principal repayments (1,033,670) (990,000) (262,899) (2,286,569) (45,588)
  Interest paid (1,123,749) (1,926,462) (323,310) (3,373,521) (11,541)
  Capital grants received 1,550,637 1,550,637
  Connection fees for capital purposes 3,029,293 705,614 3,734,907
Net cash used by capital and related 
 financing activities (4,298,397) (3,336,862) (939,676) (8,574,935) (4,321,148)

CASH FLOWS FROM INVESTING ACTIVITIES:
  Interest received 445,467 660,350 165,747 1,271,564 875,832
  Net increase in the fair value of investments 14,009 32,123 7,089 53,221 20,310
Net cash provided by investing activities 459,476 692,473 172,836 1,324,785 896,142

Net increase (decrease) in cash and cash equivalents 12,329,472 4,855,765 (192,307) 16,992,930 5,138,677
CASH AND CASH EQUIVALENTS, JULY 1 12,157,329 22,893,355 7,052,138 42,102,822 42,889,298

CASH AND CASH EQUIVALENTS, JUNE 30 $ 24,486,801 $ 27,749,120 $ 6,859,831 $ 59,095,752 $ 48,027,975

RECONCILIATION TO STATEMENT OF NET ASSETS:
  Cash and cash equivalents $ 23,549,341 $ 23,764,487 $ 6,247,047 $ 53,560,875 $ 48,027,975
  Cash and cash equivalents with fiscal agent 273,350 3,621,532 612,784 4,507,666
  Restricted assets-cash and cash equivalents 664,110 363,101 1,027,211

TOTAL CASH AND CASH EQUIVALENTS $ 24,486,801 $ 27,749,120 $ 6,859,831 $ 59,095,752 $ 48,027,975
(continued)

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO

STATEMENT OF CASH FLOWS - PROPRIETARY FUNDS (Continued)

Year ended June 30, 2006

Enterprise
Other Total Internal

Water Sewer Enterprise Enterprise Service

RECONCILIATION OF OPERATING INCOME (LOSS)
 TO NET CASH PROVIDED (USED) BY OPERATING
 ACTIVITIES:
  Operating income (loss) $ 13,966,393 $ 2,273,893 $ (12,502,061) $ 3,738,225 $ 3,327,885
  Adjustments to reconcile operating income (loss) to
   net cash provided (used) by operating activities:
    Depreciation 2,383,566 5,027,753 3,656,417 11,067,736 2,838,477
    Rental income 33,060 39,182 1,036,163 1,108,405
    Taxes paid (84,556) (91,215) (17,084) (192,855)
    Special item (715,185) (1,020,869) (1,736,054)
    Change in assets and liabilities:

     (Increase) in accounts receivable (1,440) 109,052 (38,880) 68,732 (537,609)
    (Increase) in utilities receivable (1,002,841) (73,545) (9,538) (1,085,924)
    (Increase) in taxes receivable (569) (569)
     Decrease in notes receivable 3,096
     (Increase) in prepaid expenses (61,825) (61,825)
     (Increase) in inventories (141,322)
     (Decrease) in accounts payable and
      accrued expenses 232,661 (257,704) 402,985 377,942 321,619
     Increase in accrued salaries and benefits 17,404 30,783 17,174 65,361 31,873
     Increase in compensated absences (823,351)
     (Decrease) in claims liability 2,369,309
     Increase in deferred revenues (88,372) (88,372)
     Increase (decrease) in refundable deposits 162,851 47,869 210,720

      Total adjustments 963,126 3,811,306 4,958,865 9,733,297 4,062,092
Net cash provided (used) by operating activities $ 14,929,519 $ 6,085,199 $ (7,543,196) $ 13,471,522 $ 7,389,977

NONCASH INVESTING, CAPITAL AND FINANCING
 ACTIVITIES:
  Capital assets transferred in $ 862,587 $ 45,682 $ 749,502 $ 1,657,771 $ 318,634
  Developer infrastructure contributions 264,477 2,591,935 370,166 3,226,578

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO
STATEMENT OF FIDUCIARY NET ASSETS -AGENCY FUNDS

June 30, 2006

Agency
Funds

ASSETS
Cash and cash equivalents $ 2,546,703
Cash and cash equivalents held with fiscal agent 4,512,890

$ 7,059,593

LIABILITIES
Due to special district bondholders $ 5,763,312
Deposits held as agent for others 1,296,281

$ 7,059,593

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO

NOTES TO BASIC FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2006

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. THE FINANCIAL REPORTING ENTITY

The City of Modesto (the City) was incorporated in 1884 and operates under a Council-Manager form of
government as authorized by its charter adopted in 1951.  The City Council consists of seven elected members.
The following services are provided by the City to its citizens: public safety (police and fire), highways and streets,
drinking water, wastewater collection and treatment, storm drainage, public transit, recreation and social services,
public improvements, community development, planning and zoning, and general administrative services.

These financial statements present the financial status of the City and its component units.  The component units
discussed in the following paragraphs are included in the City's reporting entity because the City is financially
accountable for their operations.

1. The Redevelopment Agency of the City of Modesto (the Agency) was established by the City as a separate 
legal entity in accordance with state law.  The purpose of the Agency is to encourage new investment and 
reinvestment within legally designated redevelopment areas in partnership with property owners.

2. The Modesto Public Financing Authority was established as a separate legal entity whose sole purpose is to 
provide financing for various City capital projects.

3. The Modesto Municipal Sewer District is a separate legal entity formed under the Municipal Sewer and Water
Facilities Law of 1911.  The purpose of the District is to provide financing for needed sewerage facilities in the
Modesto urban area.

4. The City of Modesto has established several Community Facilities Districts to provide funding and
reimbursement mechanisms for public facilities and services required by each District Specific Plan.  These 
Districts are the vehicles used to ensure that all landowners in the Districts contribute to the cost of public 
improvements.  There are currently eight active Districts, which are combined for presentation in these
financial statements.  Individual component unit financial statements are prepared for each District.

Although  these component units are legally separate from the City, they are reported on a blended basis as part of
the primary government because their boards consist of all seven members of the City Council.  Component unit 
financial statements may be obtained from the City's Finance Department.

The joint ventures and jointly governed organization described in Note III - E are not considered part of the
reporting entity because the City is not financially accountable for their operations.

B. GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

The government-wide financial statements (i.e., the statement of net assets and the statement of activities) report
information on all of the nonfiduciary activities of the primary government and its component units.  For the most 
part, the effect of interfund activity has been removed from these statements.  Governmental activities, which 
normally are supported by taxes and intergovernmental revenues, are reported separately from business-type
activities, which rely to a significant extent on fees and charges for support.

The statement of activities demonstrates the degree to which the direct expenses of a given function or segment 
are offset by program revenues.  Direct expenses are those that are clearly identifiable with a specific function or
segment.  Program revenues include 1) charges to customers or applicants who purchase, use, or directly benefit
from goods, services, or privileges provided by a given function or segment and 2) grants and contributions that 
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are restricted to meeting the operational or capital requirements of a particular function or segment.  Taxes and 
other items not properly included among program revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary funds, even 
though the latter are excluded from the government-wide financial statements.  Major individual governmental 
funds and major individual enterprise funds are reported as separate columns in the fund financial statements.

C. BASIS OF PRESENTATION, BASIS OF ACCOUNTING, AND MEASUREMENT FOCUS

The government-wide financial statements are reported using the economic resources measurement focus and the
accrual basis of accounting, as are the proprietary fund statements.  Agency funds have no measurement focus.
Revenues are recorded when earned and expenses are recorded when a liability is incurred, regardless of the 
timing of related cash flows.  Property taxes are recognized as revenues in the year for which they are levied.
Grants and similar items are recognized as revenue as soon as all eligibility requirements imposed by the provider
have been met.

Governmental fund financial statements are reported using the current financial resources measurement focus and
the modified accrual basis of accounting.  Revenues are recognized as soon as they are both measurable and 
available.  Revenues are considered to be available when they are collectible within the current period or soon 
enough thereafter to pay liabilities of the current period.  For this purpose, the City considers revenues to be
available if they are collected within 60 days of the end of the current fiscal period.  Expenditures generally are 
recorded when a liability is incurred, as under accrual accounting.  However, principal and interest expenditures 
are recorded as fund liabilities when due or when amounts have been accumulated in the debt service funds for 
payments to be made early in the following year.

Substantially all property taxes, taxpayer-assessed taxes (such as sales and use, utility users, business license, 
transient occupancy, franchise fees, and gas taxes), interest, special assessments levied, state and federal grants,
and charges for current services are all considered to be susceptible to accrual and so have been recognized as 
revenues of the current fiscal period.  Revenues from licenses, permits, and fines and forfeits are considered to be
measurable and available only when cash is received by the City.

The City reports the following major governmental funds:

The General Fund is the City’s primary operating fund.  It accounts for all financial resources of the general government,
except those required to be accounted for in another fund.

The Capital Grants Fund accounts for receipts and disbursements of a variety of Governmental Fund capital grants.

The Capital Facility Fees Fund accounts for special fees collected on new building permits to be used for construction of
growth related projects, including police department expansion, fire department expansion, expressway loop, street lights,
parks, new traffic signals, city hall expansion, wastewater treatment, streets, public transportation, and air quality
improvements.

The Community Facilities Districts Fund accounts for the construction of public improvements deemed to benefit
properties against which special taxes are levied.

The City reports the following major proprietary funds:

The Water Fund accounts for all revenues collected by the City for the purpose of financing the construction, operation, 
and maintenance of the City water distribution system.  Revenues are derived from water service charges and various 
installation fees.

The Sewer Fund accounts for revenues collected by the City for the purpose of financing the construction, operation, and
maintenance of the City sewer system.  Revenues include, but are not limited to, sewer service charges and sewer lateral
charges.
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Additionally, the City reports the following fund types:

Internal service funds account for fleet management, central services, technology and information services, 
insurance, employee benefits management, and building services provided to other departments or agencies
of the City on a cost-reimbursement basis.

Agency funds account for cash and investments held by the City as agent for various assessment districts, 
governmental entities and non-public organizations.  Agency funds cannot be major funds.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989, generally are 
followed in both the government-wide – business-type activities and proprietary fund financial statements to the 
extent that those standards do not conflict with or contradict guidance of the Governmental Accounting Standards
Board.  Governments also have the option of following subsequent private-sector guidance for their business-type
activities and enterprise funds, subject to this same limitation.  The City has elected not to follow subsequent
private-sector guidance.

As a general rule, the effect of interfund activity has been eliminated from the government-wide financial
statements.  Exceptions to this general rule are exchange or exchange-like transactions between functions of the 
government.  Eliminations of these charges would distort the direct costs and program revenues reported for the 
various functions concerned.

Amounts reported as program revenues include 1) charges to customers or applicants for goods, services, or 
privileges provided, 2) operating grants and contributions, and 3) capital grants and contributions, including special
assessments.  Internally dedicated resources are reported as general revenues rather than as program revenues.
Likewise, general revenues include all taxes.

Proprietary funds distinguish operating revenues and expenses from nonoperating items.  Operating revenues and
expenses generally result from providing services and producing and delivering goods in connection with a
proprietary fund’s principal ongoing operations.  The principal operating revenues of the enterprise and internal 
service funds are charges to customers for sales and services.  The Water and Sewer Funds also recognize as 
operating revenue the portion of tap fees intended to recover the cost of connecting new customers to the
systems.  Operating expenses for enterprise and internal service funds include the cost of sales and services, 
administrative expenses, and depreciation on capital assets.  All revenues and expenses not meeting this
definition are reported as nonoperating revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the City’s policy to use restricted
resources first, then unrestricted resources as they are needed.

The preparation of financial statements in conformity with accounting principles generally accepted in the United 
States of America requires management to make estimates and assumptions.  These estimates and assumptions
affect the reported amounts of assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period.  Actual results could differ from those estimates.

D. ASSETS, LIABILITIES, AND NET ASSETS OR EQUITY

1. Cash and Cash Equivalents

Cash and investments (including restricted assets) held in the City's investment pool are reported as cash and
cash equivalents on the statement of net assets and balance sheet because funds can spend cash at any time
without prior notice or penalty.  All investments with fiscal agents are also considered cash equivalents
because they are highly liquid and have maturities of 3 months or less at the time of purchase.  Investments 
are stated at fair value.   Valuations are obtained by using quotations obtained from independent published 
sources.
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2. Restricted Assets - Cash and Cash Equivalents

Refundable deposits of the General Fund and the Community Facilities Districts Capital Projects Fund are
classified as restricted assets – cash and cash equivalents on the governmental funds balance sheet because
their use is restricted for repayment of those refundable deposits.   Refundable deposits in the Water and 
Sewer funds are also classified as restricted assets on the proprietary funds statement of net assets.

3. Receivables and Payables

Balances representing lending/borrowing transactions between funds outstanding at the end of the fiscal year
are reported as either "due from/due to other funds" (amounts due within one year), or "advances to/from other
funds" (non-current portions of interfund lending/borrowing transactions). Any residual balances outstanding
between the governmental activities and business-type activities are reported in the government-wide financial
statements as “internal balances.”  Advances to other funds are offset by a fund balance reserve in applicable
governmental funds to indicate they are not available for appropriation and are not expendable available
financial resources.

All property taxes are collected and allocated by the County of Stanislaus to the various taxing entities.
Property taxes are determined annually as of March 1 and attach as an enforceable lien on real property as of
January 1.   Taxes are due November 1 and February 1 and are delinquent if not paid by December 10 and 
April 10, respectively.   The City participates in the County "Teeter Plan" method of property tax distribution.
Under the Teeter Plan, the County remits property taxes to the City based on assessments, not on collections,
according to the following schedule:  55 percent in December, 40 percent in April, and 5 percent at the end of
the fiscal year.  Property tax is recognized when it is available and measurable.  The City considers property
tax as available if it is received within 60 days after year-end.

Revenue from taxpayer-assessed taxes (sales and use, business license, transient occupancy, utility users, 
gas, and franchise fees) are accrued in the governmental funds when they are both measurable and available.
The City considers these revenues available if they are received during the period when settlement of prior 
fiscal year accounts payable occurs.  Historically, the majority of these taxes are received within 60 days of the
fiscal year end; therefore, revenue from taxpayer-assessed taxes is accrued if it is received by August 31.

Grant and entitlement revenues are recorded as receivables in the funds when they are susceptible to accrual
(i.e., when all eligibility requirements have been met). The corresponding governmental fund revenues are 
recorded when they become available, with the differences recorded as deferred revenue.  The corresponding
proprietary fund revenues are recorded as nonoperating revenues when the receivables are recorded.  Some
grant and entitlement revenues are not susceptible to accrual, in which case the corresponding revenues are
recorded when received.   The total amount due from governments for grants, entitlements, and shared
receivables and revenues at June 30, 2006 is $14,736,090.

Utility service accounts receivable are reported net of $383,084 allowance for doubtful collections and include
unbilled receivables using actual amounts billed in July for June services.  Accounts receivable are reported
net of $1,061,498 allowance for doubtful collections, and are based on miscellaneous receivables from the 
City’s invoice system as well as other receivables accrued at year end.

4. Inventories

Inventories of material and supplies held by proprietary funds are stated at average cost.

5. Capital Assets

Capital assets, which include property, plant and equipment, and infrastructure assets (e.g., roads, bridges, 
sidewalks, and similar items), are reported in the applicable governmental or business-type activities columns
in the government-wide financial statements.  Capital assets are defined by the government as assets with an
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initial, individual cost of more than $5,000 and an estimated useful life in excess of two years.  Such assets 
are recorded at historical cost or estimated historical cost if purchased or constructed.  Donated capital assets
are recorded at estimated fair value at the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend 
assets lives are not capitalized.  Major outlays for capital assets and improvements are capitalized as projects
are constructed.

Depreciation is recorded using the straight line method over the estimated useful lives of the assets, which are
75 years for pipelines, 30 years for buildings, 20 years for improvements, 12 years for buses, 10 years for 
furnishings and equipment, 2 to 10 years for vehicles, 30 to  50 years for streets, 20 years for signalization, 
and 50 years for bridges.  Operating expenses include depreciation on all depreciable capital assets.

Capital leases are recorded as an asset and an obligation at an amount equal to the present value at the
beginning of the lease term of minimum lease payments during the lease term.

6. Compensated Absences

All earned vacation, holiday, and compensating time, and a portion of accumulated sick leave payable upon 
termination or retirement, are accrued in the Employee Benefits Management Internal Service Fund as
compensated absences.  Estimated sick leave termination payments have been calculated using the
Governmental Accounting Standards Board Statement 16 vesting method.  Under this method, a liability is 
accrued for a portion of the sick leave balances of all employees who are currently eligible, or are assumed to
become eligible in the future, to receive a payment for sick leave upon termination, as well as amounts set 
aside to pay future health care premiums.   As of June 30, 2006, the total estimated liability for all
compensated absences, including sick leave, is $61,616,953.  The estimated current portion of $2,769,103  is
funded by charges to all operating funds.  The estimated long-term portion is $58,847,850.

7. Fund Equity

In the fund financial statements, governmental funds report reservations of fund balance for amounts that are
not available for appropriation or are legally restricted by outside parties for use for a specific purpose.
Designations of fund balance represent tentative management plans that are subject to change.

E. OTHER SIGNIFICANT ACCOUNTING POLICIES

1. Employee Benefits

The City established the Employee Benefits Management Internal Service Fund to account for all
compensated absences and non-insurance benefits.  Insurance benefits for current employees are paid from
the Insurance Internal Service Fund.  The Employee Benefits Management Fund is reimbursed based on
actual benefits paid and leave taken, through payroll charges to the City's operating funds.  Leave earned but 
not taken is being funded over time by budgeted charges to the operating funds.

2. Interfund Transactions

The City transfers resources among funds in the course of normal operations.  Interfund service provided and
used, such as equipment pool rental, are accounted for as revenues and expenditures or expenses.
Transactions to reimburse a fund for expenditures/expenses initially made from it that are applicable to
another fund are recorded as expenditures/expenses in the correct fund and as reductions of
expenditures/expenses in the original fund.  All other interfund transactions are reported as transfers.
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II. DETAILED NOTES

A. CASH AND INVESTMENTS

The City maintains a cash and investment pool that is used by all funds.  Each fund’s portion of the City’s cash and
investment pool is displayed on the balance sheet and proprietary and fiduciary fund statements of net assets as 
“cash and cash equivalents.”  Each fund is allocated interest on average monthly cash balances held by the funds
throughout the year.   A majority of the interest from the Fleet Management Internal Service Fund is credited to the
General Fund in accordance with the City’s policy.  Certain deposits held in trust are displayed on the
governmental funds balance sheet and the proprietary funds statement of net assets as "restricted assets - cash 
and cash equivalents."  The City also maintains "cash and cash equivalents with fiscal agent" which represent 
monies held by fiscal agents for payment of various City debt and capital projects costs.

Investments Authorized by the California Government Code and the City’s Investment Policy

The City’s investment policy and the California Government Code allow the City to invest in the following types of
instruments, and the table also identifies certain provisions of the California Government Code, or the City’s
investment policy where it is more restrictive:

Minimum Maximum Maximum
Maximum Credit Percentage Investment in

Authorized Investment Type Maturity Quality Of Portfolio One Issuer

City of Modesto Bonds 5 years N/A None None

U.S. Treasury Obligations 5 yeas N/A None None

State of California Securities   5 years AAA None None

California Municipal Securities 5 years AAA None None

Federal Agency Securities 5 years N/A None None

Bankers’ Acceptances 180 days N/A 40% 10% or $1 million

Commercial Paper 270 days Top rating category 25% 10%

Certificates of Deposit 1 year N/A 20% of 
surplus None

Negotiable Certificates of Deposit 5 years AA 30% None

Repurchase Agreements 90 days Top rating category None None

Reverse Repurchase Agreements 92 days N/A 20% None
Medium Term Corporate Notes 5 years AA - 30% None
Money Market Funds N/A Top rating category None None
California Local Agency Investment Fund N/A N/A None None

Mortgage and Asset-Backed Securities 5 years AA 20% of 
surplus None

Investments are stated at fair value.   The City’s investment in the Local Agency Investment Fund (LAIF) is
$44,118,475.  The value of the pool shares in LAIF, which may be withdrawn on demand, is determined on an 
amortized cost basis, which is not materially different than the fair value of the City’s portion in the pool.  The total
amount invested by all public agencies in LAIF is $63,366,260,064.   The Local Investment Advisory Board (Board)
has oversight responsibility for LAIF.  The Board consists of five members as designated by state statute.

Investments Authorized by Debt Agreements

The City must maintain required amounts of cash and investments with trustees or fiscal agents under the terms of
certain debt issues.  These funds are unexpended bond proceeds or are pledged as reserves to be used if the City 
fails to meet its obligations under these debt issues.  The California Government Code requires these funds to be
invested in accordance with City ordinance, bond indentures or State statute.  All current bond indentures
authorize the same investments as the City’s investment policy.  In addition some bond indentures authorize
investments in guaranteed investment contracts with maturity dates of September 1, 2033 and November 1, 2016
and a repurchase agreement with a maximum maturity of May 27, 2013.
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Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an
investment.  Generally, the longer the maturity of an investment, the greater the sensitivity of its fair value to
changes in market interest rates.   The following table summarizes the City’s interest rate risk, based on maturity
dates of various investments:

Remaining Time to Maturity

Investment Type Total
Less Than 1 

Year 1 – 2 Years 2 – 3 Years
Over

5 Years
U.S. Treasury Notes $24,465,131 $4,943,750 $16,509,790 $3,011,591
Federal agency securities
   Bonds 20,265,938 11,671,874 8,594,064
   Notes 64,154,962 32,592,295 11,075,574 20,487,093
   Discount notes 5,941,255 5,941,255
Commercial Paper 38,739,006 38,739,006
LAIF 44,118,475 44,118,475
Cash in banks (overdraft) (1,212,329) (1,212,329)
Held by trustee:

   Money market funds 3,254,702 3,254,702
   Commercial Paper 5,360,534 5,360,534
   U.S. Treasury Bill 1,684,559 1,684,559
   U.S. Treasury Notes 1,296,313 1,296,313
   Federal Agency discount
     Notes 13,661,439 13,661,439
   Federal agency securities 
     notes 16,536,319 13,394,169 3,142,150
   Repurchase agreements 1,977,051 $1,977,051

Guaranteed investment
      contracts 5,295,690  5,295,690
    Total $245,539,045 $175,446,042 $39,321,578 $23,498,684 $7,272,741

Maturity dates for callable notes are based on call dates.

Disclosures Related to Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of the
investment.  This is measured by the assignment of a rating by a nationally recognized statistical rating
organization.  Presented below is the rating as of June 30, 2006 for each investment type: 

Investment Type Total
Exempt from 
Disclosure

AAA and
A-1+ Not Rated

U.S. Treasury Notes $24,465,131 $24,465,131
Federal agency securities 90,362,155 $90,362,155
Commercial Paper 38,739,006 38,739,006
LAIF 44,118,475 44,118,475
Cash in banks (overdraft) (1,212,329) (1,212,329)
Held by trustee:
   Money market funds 3,254,702 3,254,702
   Commercial Paper 5,360,534 5,360,534
   U.S. Treasury Bill 1,684,559 1,684,559
   U.S. Treasury Notes 1,296,313 1,296,313
   Federal Agency notes 13,661,439 13,661,439
   Federal agency securities notes 16,536,319 16,536,319
   Repurchase agreements 1,977,051 $1,977,051

Guaranteed investment   contracts 5,295,690 5,295,690
    Total $245,539,045 $26,233,674 $167,914,155 $51,391,216
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Concentration of Credit Risk

The City’s investment policy contains no limitations on the amount that can be invested in any one issuer beyond 
that stipulated by the California Government Code.  Investments in any one issuer, other than U. S. Treasury
securities, mutual funds, and external investment pools, that represent 5% or more of total entity-wide investments
are as follows at June 30, 2006:

Issuer Investment Type
Reported
Amount

Percent of
Portfolio

Fannie Mae (FNMA) Federal agency securities $35,714,087 15.0%
Freddie Mac (FHLMC) Federal agency securities 53,751,134 22.5%
Federal Home Loan Bank Federal agency securities 31,094,639 13.0%

Investments in any one issuer, other than U. S. Treasury securities, mutual funds, and external investment pools,
that represent 5% or more of governmental fund investments, fund level investments were as follows at June 30,

      2006:

Issuer Investment Type
Reported
Amount

Community Facilities Districts:
   Fannie Mae (FNMA) Federal agency securities $  6,688,076
   Freddie Mac (FHLMC) Federal agency securities 14,024,225
   Federal Home Loan Bank Federal agency securities 2,889,469
   Merrill Lynch Commercial paper 2,338,729

Other Governmental Funds:
    AIGMFL Investment Agreement Guaranteed investment contract 4,981,284
    Lehman Government Securities Repurchase agreement 1,977,051

Investments in any one issuer, other than U. S. Treasury securities, mutual funds, and external investment pools,
that represent 5% or more of enterprise funds were for the Sewer Enterprise Fund as follows at June 30, 2006:

Issuer Investment Type
Reported
Amount

Fannie Mae (FNMA) Federal agency securities $3,453,839

      Investments in any one issuer, other than U. S. Treasury securities, mutual funds, and external investment pools,
that represent 5% or more of Agency Fund investments were as follows at June 30, 2006:

Issuer Investment Type
Reported
Amount

Freddie Mac (FHMLC) Federal agency securities $1,587,025
Fannie Mae (FNMA) Federal agency securities 1,555,125
Credit Suisse First Boston Commercial paper 700,571

Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial institution, the City will not be 
able to recover its deposits or will not be able to recover collateral securities that are in the possession of an outside party.
Under California Government Code Section 53651, depending on specific types of eligible securities, a bank must deposit 
eligible securities posted as collateral with its Agent having a fair value of 105% to 150% of the City’s cash on deposit.  All of 
the City’s deposits are either insured by the Federal Depository Insurance Corporation (FDIC) or collateralized with pledged 
securities held in the trust department of the financial institution in the City’s name.

The custodial credit risk for investments is the risk that, in the event of the failures of the counterparty (e.g. broker-dealer) to a 
transaction, the City will not be able to recover the value of its investment or collateral securities that are in the possession of 
another party.  The City’s investment policy limits its exposure to custodial credit risk by requiring that all security transactions
entered into by the City, including collateral for repurchase agreements, be conducted on a delivery-versus-payment basis.
Securities are to be held by a third party custodian.
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B. CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2006 was as follows:

Beginning Ending
Balance Additions Deletions Balance

Governmental activities:
Capital assets, not being depreciated:
  Land $22,081,279 $1,439,327  $   538,125 $22,982,481
  Construction in progress 9,209,548 2,886,994 12,096,542
Total capital assets, not being depreciated 31,290,827 4,326,321 538,125 35,079,023

Capital assets, being depreciated:
  Buildings 28,504,623 2,724,322 31,228,945
  Improvements other than buildings 36,813,148 1,075,864 37,889,012
  Furnishings and equipment 16,253,004 2,029,250 320,837 17,961,417
  Equipment pool 26,101,661 3,609,642 1,666,132 28,045,171
  Streets 414,200,120 12,032,915 253,303 425,979,732
  Signalization 13,399,019 827,281 14,226,300
  Bridges 25,499,161 254,371 25,753,532
Total capital assets, being depreciated 560,770,736 22,553,645 2,240,272 581,084,109

Less accumulated depreciation for:
  Buildings (9,191,100) (895,746) (10,086,846)
  Improvements other than buildings (19,823,045) (1,396,993) (21,220,038)
  Furnishings and equipment (8,702,588) (1,418,489) 219,359 (9,901,715)
  Equipment pool (11,856,341) (2,359,360) 1,402,940 (12,812,761)
  Streets (180,245,475) (10,768,130) (191,013,605)
  Signalization (6,698,268) (944,299) (7,642,567)
  Bridges (474,878) (39,547) (514,425)
Total accumulated depreciation (236,991,695) (17,822,561) 1,622,299 (253,191,957)

Total capital assets, being depreciated, net 323,779,041 4,731,084 617,973 327,892,152

Governmental activities capital assets, net $355,069,868 $9,057,405 $1,156,098 $362,686,175

Beginning Ending
Balance Additions Deletions Balance

Business-type activities:
Capital assets, not being depreciated:
  Land $26,001,514   $   538,125 26,539,639
  Construction in progress 21,150,540 7,763,333 $271,906 28,642,007
Total capital assets, not being depreciated 47,152,054 8,301,498 271,906 55,181,646

Capital assets, being depreciated:
  Buildings 82,823,385 84,540 82,907,925
  Improvements other than buildings 136,472,897 1,281,460 134,754,357
  Furnishings and equipment 5,743,215 228,086 5,971,301
  Buses and fareboxes 15,116,742 104,445 15,221,187

Pipelines 127,554,420 4,309,126 131,863,546
Total capital assets, being depreciated 367,710,659 6,007,657 373,718,316

Less accumulated depreciation for:
  Buildings (32,061,065) (2,524,290) (34,585,355)
  Improvements other than buildings (72,275,148) (5,615,932) (77,891,080)
  Furnishings and equipment (2,588,703) (489,590) (3,078,293)
  Buses and fareboxes (6,202,113) (821,077) (7,023,190)
  Pipelines (19,982,780) (1,616,847) (21,599,627)
Total accumulated depreciation (133,109,809) (11,067,736) (144,177,545)

Total capital assets, being depreciated, net 234,600,850 (5,060,079) 229,540,771

Business-type activities capital assets, net $281,752,904 $3,241,419 $271,906 $284,722,417
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Depreciation expense was charged to functions/programs as follows:

Governmental activities:
  General government $     97,218
  Community development 83,778
  Highways and streets, including depreciation of
   general infrastructure assets 11,818,154
  Public works 981,022
  Parks and recreation 359,275
  Public safety 1,644,637
  Capital assets held by the government’s internal
   service funds are charged to the various functions
   based on their usage of the assets 2,838,477

Total depreciation expense – governmental activities $17,822,561

Business-type activities:
  Parking $   388,499
Water 2,383,566

  Sewer 5,027,753
  Storm Drain 577,784
  Compost 65,227
Airport 411,413
 Bus 1,125,709
  Golf 311,818
  Community center 775,967

Total depreciation expense – business-type activities $11,067,736
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C. LONG-TERM DEBT

Loans Payable

Governmental activities:

Loan payable to the California Energy Commission for the purpose of reimbursing the City 
for costs of replacing incandescent bulbs for traffic signals with Light Emitting diodes
(LED’s); interest at 3%; semi-annual installments on December 22 and June 22, in the
amount of $20,776 , including interest, through June 22, 2007.    $   40,634

No-interest loan payable to the Stanislaus County Economic Development Bank loan
program, to pay master plan costs incurred by the City’s Redevelopment Agency for the 
Kansas Avenue Business Park Project; no obligation to begin repayments until project is 
complete and revenue stream begins; final payment due in 2015 if not repaid sooner. 405,000

Total governmental activities loans payable $ 445,634

Business-type activities:

Water Enterprise Fund:

Loan payable to the State of California Department of Water Resources, assumed from Del
Este Water Company at acquisition, for purposes of upgrading the water delivery system; 
interest at 3.2%; semi-annual installments on April 1 and October 1 of $132,360, including
interest, through October 1, 2015. $ 2,156,040

Annual debt service requirements to maturity for loans payable are as follows:

Governmental Activities Business-type Activities
Year Ending June 30, Principal Interest Principal Interest

2007            $ 40,634 $917 $   197,764 $  66,955
2008 203,976 60,743
2009 210,745 53,974
2010 217,380 47,339
2011 224,343 40,376
2012-2016 405,000 1,101,832 89,404

  Total           $445,634 $917 $2,156,040 $358,791
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Certificates of Participation

Governmental activities:

1993 Refunding Certificates of Participation (Community Center Project); serial certificates 
with annual maturities on November 1, in amounts from $835,000 to $1,040,000; interest 
rates from 5.4% - 5.6%; term certificates at 5.6% in the amount of $4,740,000 maturing
November 1, 2014, and in the amount of $12,235,000 at 5.0% maturing November 1, 2023,
with annual payments of $1,090,000 to $1,610,000 beginning in 2011. $ 21,655,000

Business-type activities:

Golf Enterprise Fund:

1993 Refunding Certificates of Participation (Golf Course Project); serial certificates with 
annual maturities on November 1, in amounts from $205,000 to $235,000; interest rates 
from 5.4% to 5.5%; term certificates at 5.6% in the amount of $1,390,000 due November 1,
2014, and in the amount of $3,585,000 at 5.0% due November 1, 2023, with annual
payments ranging from $250,000 to $480,000 beginning in 2010. $   5,855,000

Water Enterprise Fund:

1997 Refunding Certificates of Participation (Water Utility System Project); serial certificates
with annual maturities on October 1, in amounts from $780,000 to $1,050,000; interest rates
from 4.625% to 5.0%; term certificates at 5.4% in the amount of $6,145,000 maturing on 
October 1, 2017, and in the amount of $7,965,000 at 5.43% maturing on October 1, 2022, 
with annual payments from $1,015,000 to $1,765,000 beginning in 2013. 20,450,000

Total principal balances – business-type activities 26,305,000

Less:
     Unamortized bond discount – Water Enterprise Fund (385,551)

     Deferred amount on refunding – Water Enterprise Fund (1,299,371)

Total business-type activities certificates of participation $ 24,620,078

       Annual debt service requirements to maturity for certificates of participation are as follows:

Governmental Activities Business-type Activities
Year Ending June 30, Principal Interest Principal Interest

2007 $     835,000 $ 1,111,365 $    985,000 $ 1,313,655
2008 885,000 1,064,925 1,030,000 1,265,125
2009 935,000 1,015,318 1,080,000 1,213,460
2010 985,000 962,517 1,135,000 1,158,241
2011 1,040,000 906,310 1,195,000 1,099,103
2012-2016 6,080,000 3,574,330 7,005,000 4,476,789
2017-2021 6,295,000 1,968,125 9,060,000 2,427,601
2022-2024 4,600,000 352,750 4,815,000 283,981

  Total $21,655,000 $10,955,640 $26,305,000 $13,237,955
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Lease Revenue Bonds – Governmental activities:

1997 Lease Revenue Bonds (John Thurman Field Renovation Project); term certificates 
bearing interest at 6.125% maturing November 1, 2016, with mandatory annual redemption
of amounts from $165,000 to $305,000 on November 1. $   2,500,000

1998 Lease Revenue Bonds (Capital Improvements and Refinancing Project); serial
certificates with annual maturities on September 1, in amounts from $380,000 to $910,000; 
interest payments at 4.1% to 4.8%; term certificates totaling $55,305,000, maturing in 2016,
2020, 2024, 2029, and 2033, bearing interest rates of 4.75% to 5.125%, with annual
payments beginning in 2014.  Of the total principal, $18,405,000 is payable through a
reimbursement agreement with the Redevelopment Agency. 60,005,000

Total lease revenue bonds $ 62,505,000

      Annual debt service requirements to maturity for lease revenue bonds are as follows:

Year Ending June 30, Principal Interest

2007 $    545,000 $ 3,124,228
2008 580,000 3,097,520
2009 635,000 3,068,427
2010 685,000 3,036,508
2011 795,000 3,000,224
2012-2016 5,835,000 14,231,419
2017-2021 8,335,000 12,386,365
2022-2026 12,675,000 9,855,349
2027-2031 18,575,000 6,011,083
2032-2034 13,845,000 1,088,678

  Total $62,505,000 $58,899,801

Revenue Bonds – Business-type activities:

Sewer Enterprise Fund:

Wastewater Treatment Facility Revenue Bonds, Series 2005 Series A and B; Series A
(non-taxable) interest payable on November 1 and May 1; serial certificates with annual 
maturities on November 1, in amounts from $575,000 to $3,230,000, with interest rates from
3.0% to 5.25%; Series B (taxable) interest payable on November 1 and May 1; serial
certificates with annual maturities on November 1, in amounts from $1,075,000 to
$1,115,000, with interest rates from 4.14% to 4.40%.

$ 38,245,000

Plus:    Unamortized bond premium 2,172,605

Less:  Deferred amount on refunding (3,575,585)

Total business-type activities revenue bonds $ 36,842,020
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Annual debt service requirements to maturity for  revenue bonds are as follows:

Annual debt service requirements to maturity for these notes payable are as follows:

Year Ending June 30, Principal Interest

2007 $   169,588 $  238,940
2008 178,226 232,373
2009 187,968 224,759
2010 196,816 216,184
2011 207,778 206,685
2012-2016 1,026,658 881,955
2017-2021 1,286,000 572,603
2022-2025 1,282,000 157,947

  Total $4,535,034 $2,731,446

Year Ending June 30, Principal Interest
2007 $ 1,650,000  $1,786,563
2008 1,710,000 1,722,230
2009 1,660,000 1,663,875
2010 1,710,000 1,613,325
2011 1,765,000 1,543,550
2012-2016 10,290,000 6,262,625
2017-2021 13,165,000 3,410,544
2022-2023 6,295,000 334,819

  Total $38,245,000 $18,337,531

Notes Payable – Governmental activities:

Note payable to the Federal Housing and Development Department for the purpose of
constructing the Neighborhood Center at Marshall Park and the expansion of the Maddux 
Youth Center;  to be repaid using future Community Development Block Grant revenue;
interest rates from 2.31% to 6.01%; semi-annual installments on August 1 and February 1 
through August 2024.

$4,364,000

Fleet Management Internal Service Fund:

Note payable for the acquisition of property related to the Police Fleet Shop; variable
interest rate with a minimum of 6% and a maximum of 9%; monthly payments of $3,010, 
including interest, through February 2012. 171,034

Total notes payable $4,535,034
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Changes in Long-Term Liabilities

Long-term liability activity for the year ended June 30, 2006, was as follows:

Beginning
Balance Additions Reductions

Ending
Balance

Due Within
One Year

Governmental activities:
Loans payable $   485,077 $   39,443 $      445,634 $     40,634
Certificates of participation 22,455,000 800,000 21,655,000 835,000
Lease revenue bonds 63,000,000 495,000 62,505,000 545,000
Notes payable 4,696,076 161,042 4,535,034 169,588
Obligations under capital leases 896,833 451,929 444,904 444,904
Compensated absences 62,440,305 $8,927,676 9,751,028 61,616,953 2,769,103
Claims liability 13,961,801 7,458,436 5,089,127 16,331,110 5,156,560
  Governmental activities long-
   term liabilities $167,935,092 $16,386,112 $16,787,569 $167,533,635 $9,960,789
Business-type activities:
Loan payable $  2,347,602 $191,562 $  2,156,040 $  197,764
Certificates of participation 27,240,000 935,000 26,305,000 985,000
    Unamortized discounts (407,726) (22,175) (385,551)
    Deferred amount on 
    refunding (1,374,107) (74,736) (1,299,371)
Revenue bonds 39,235,000   990,000 38,245,000 1,650,000
    Unamortized premium 2,300,405 127,800 2,172,605
    Deferred amount on 
    refunding (3,847,977) (272,392) (3,575,585)
Capital lease 290,487 67,899 222,588 70,955
Developer advances 2,279,869 102,108 2,177,761 96,760
  Business-type activities long-
   term liabilities $68,063,553 $2,045,066 $66,018,487 $3,000,479

Principal balances are reported on the government-wide and enterprise funds statements of net assets net of 
unamortized issuance discounts and deferred amounts on refunding.

Internal service funds predominantly serve the governmental funds.  Accordingly, long-term liabilities for them are
included as part of the above totals for governmental activities.  At year end $171,034 of internal service funds 
obligations under notes payable are included in the above amounts.  Also, the compensated absences and claims
liability balances relate to the internal service funds, and as such they are liquidated by the internal service funds.
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D. OBLIGATIONS UNDER CAPITAL LEASES

Governmental Funds:

The City has acquired ballfield parking lot lighting and land for a park under capital lease agreements.  The related
liability is included in obligations under capital leases under governmental activities.  The following is a schedule of
the future minimum lease payments on the capital lease as of June 30, 2006:

Year Ending June 30,

2007 $463,803

Total minimum lease payments   463,803
Less:  amount representing interest (18,899)

Present value of minimum lease payments $444,904

Assets subject to the above capital leases valued at $2,062,962, net of $34,787 accumulated depreciation, have 
been presented under governmental activities.  Rental expenses incurred under operating leases are not material.

Enterprise Funds

     Two wheel loaders, valued at $371,458, net of $44,520 accumulated depreciation, are being leased under a capital
     lease arrangement.   The following is a schedule of the future minimum lease payments on this capital lease as of
    June 30, 2006:

Year Ending June 30,

2007 $ 80,971
2008 80,972
2009 80,972
Total minimum lease payments    242,915
Less:  amount representing interest (20,327)

Present value of minimum lease payments $222,588
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E.  DEVELOPER ADVANCES

The Del Este Water Company (Del Este) entered into various agreements with developers under which
infrastructure components were either constructed on behalf of Del Este or cash was advanced to the company to
construct the infrastructure.  Agreements in existence at the time of the City’s acquisition of Del Este were
assumed by the City.  The terms of repayment call for no interest, with principal paid over a 40-year period.  As of
June 30, 2006, the total outstanding balance due under the agreements is $2,177,761.  The total annual payments
fluctuate depending on the ending date of each agreement.   At June 30, 2006, the amount of $96,760 due during
fiscal year 2007, has been reported as “current portion-developer advances” on the Proprietary Funds statement of
net assets. The remaining $2,081,001 of outstanding principal has been reported under noncurrent liabilities, as 
“developer advances.”

F. INTERFUND BALANCES

Interfund balances as of June 30, 2006 consist of the following:

Due to General Fund from:
Capital Grants Fund $4,443,000
Non Major Special Revenue Funds 1,129,000
Total due to/due from $5,572,000

Advances from General Fund to:
Capital Facility Fees Fund $1,292,425
Other governmental funds 351,768

Total advances from General Fund 1,644,193
Advances from other governmental funds to Capital Facility Fees Fund 148,451
Advances from internal service funds to General Fund 1,903,476
Total advances from/advances to $3,696,120

All balances reported as “due to/due from” are short-term loans to cover temporary fund cash shortages as of June
30, 2006, and were repaid early in fiscal year 2007.  Balances reported as “advance to/advance from”  were for 
capital projects expenditures and are either in the process of being repaid or have scheduled repayments in future
years.  $3,411,626 of advances are not currently scheduled for repayment during 2007.
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G. RESERVES AND DESIGNATIONS OF FUND BALANCES

The City’s reserves and designations at June 30, 2006 are comprised of the following:

Capital
Capital
Facility

Community
Facility

Other

General Grants Fees Districts Governmental

Reserved for:
Encumbrances $965,905 $1,337,898 $1,992,255 $3,231,123 $7,589,697
Loan programs and
   prepaids 92,283 13,368,534
Interfund advances 1,644,193 148,451
Set-aside requirement 4,245,482
Debt service 8,255,446

  Total reserved $2,702,381 $1,337,898 $1,992,255 $3,231,123 $33,607,610

Designated for:
Pending projects $40,114,858 $38,904,244 $14,930,006
Subsequent year 
expenditures $5,900,886

  Total designated $5,900,886 $40,114,858 $38,904,244 $14,930,006

1. Reserve for encumbrances - Amounts reserved for encumbrances represent the total of outstanding purchase
orders and contracts which are scheduled for reappropriation in the next fiscal year.

2. Reserve for loan programs - Amounts equal to the outstanding housing program and small business notes 
receivable are reserved in the Housing and Community Development Fund Special Revenue Fund, General 
Fund and the Redevelopment Agency Capital Projects Fund.

3. Reserve for interfund advances - The City reserves an amount in each fund equal to the advances to other 
funds.

4. Reserve for Redevelopment Agency set-aside requirement - The portion of fund balance relating to State 
required low-to-moderate income housing set-aside, has been reserved in the Redevelopment Agency Capital
Projects Fund.

5. Reserve for debt service - The total fund balances of the debt service funds are reserved for future debt
service requirements.

6. Designation for pending projects - Designations for pending projects are established to fund projects approved
but not yet appropriated.

7. Designation for subsequent year expenditures - Designations for subsequent year expenditures represent that
portion of fund balance set aside for fiscal year 2006/07.
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H. DEFICIT FUND EQUITY

The Capital Grants Capital Projects Fund has a deficit fund balance of $4,436,200.  Recognition of deferred
revenue is expected to cure this deficit. 

The Golf Enterprise Fund has a net assets deficit of $1,474,655, due to a change in accounting policy several 
years ago, as well as revenues not keeping up with expenses.  The City originally classified the 1993 Refunding 
Certificates of Participation as debt of the governmental funds, with construction proceeds transferred to the Golf
Enterprise Fund when the certificates were issued.  However, since the Golf Fund is paying, and is expected to 
continue paying, the entire debt service cost, it was decided that the balance of the debt should be recorded in the
Golf fund.  The Golf fund also is struggling due to competition and lagging revenues.   Depreciation expense
further contributes to the deficit.

The Employee Benefits Management Internal Service Fund has a net assets deficit of  $45,402,585.   It exists 
partially because the total compensated absences balance previously classified as debt of the governmental funds
was included in this fund at its inception several years ago, and has never been fully funded.  In addition, the City 
normally contracts for an actuarial valuation of the sick leave liability on an annual basis.   Because the City will be
required to implement GASB 45, which will change the way post-retirement benefits are presented, it was decided
that for this fiscal year the sick leave would again be estimated.     The City is continuing to charge a higher benefit
rate to help reduce this deficit.  In addition, one-time revenues having to do with employee benefits are deposited
to this fund.

I. INTERFUND TRANSFERS

The following is a schedule of interfund transfers.

                                                                                     Transfers from:
Capital Community Other

General Capital Facility Facility Govern    Other Internal

Transfers to: Fund Grants Fees Districts mental Sewer Enterprise Service Total

General Fund $565,772 $6,120,902 $608,400 $1,059,288 $1,386,150 $9,739,702
Capital Facility 
Fees $345,000 $112,542 $60,755 120,000 326,211 964,508
Community Facility 

District 300,000 300,000
Other
Governmental 1,480,779 2,183,141 5,583,817 15,529 9,263,266

Water 95,385 95,385

Sewer 171,932 5,051 538,620 715,603

Other Enterprise 18,829 103,230 122,059

Internal Service 458,393 128,000 586,393

Grand Total $2,111,925 $2,295,683 $969,002 $65,806 $12,282,302 $608,400 $1,741,437 $1,712,361 $21,786,916

In general, the City uses interfund transfers to (1) move revenues from the funds that collect them to the funds that
statute or budget requires to expend them, (2) use unrestricted revenues collected in the General Fund to help 
finance various programs and capital projects accounted for in other funds in accordance with budgetary
authorization, and (3) move cash to debt service funds from the funds responsible for payment as debt service
payments become due. 
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J. NOTES RECEIVABLE

The notes receivable in the Other Governmental Funds of $13,177,753, net of $73,182, allowance for doubtful 
accounts, consist of loans made for low-income housing rehabilitation, property improvement and small business
origination. The loans are collateralized by deeds of trust on the improved properties, are generally interest free 
with the exception of a small number of direct loans bearing annual interest at 3 or 5 percent and, with a few
exceptions, require no repayment of principal until the loans reach maturity. 

The General Fund notes receivable of $92,283 consist of small business loans.  These notes were determined to
be ineligible for federal grant funds; therefore, the General Fund purchased them from the Housing and
Community Development Special Revenue Fund.

K. APPROVED LOANS PAYABLE

The approved loans payable in the Housing and Community Development Special Revenue Fund of  $589,219 
consist of amounts being held for rehabilitation of properties using funds provided by federal grants.  The liability is
expected to be liquidated within one year.

L. SPECIAL ITEMS

These expenses in the Water and Sewer Enterprise funds represent legal costs incurred in pursuit of mitigating 
damages from the manufacturers of perchlorethylene, or PCE, a common chemical used in the dry cleaning
industry.  This chemical has seeped into the groundwater through sewer lines when improperly disposed, and 
threatens the City’s groundwater supplies.  Modesto has been proactive in attempting to recover damages and 
future cleanup costs from the dry cleaners and their insurers, and has also instituted litigation with the
manufacturers.  In the current year the City received $3,784,295 in insurance recoveries and settlements from 
some of the smaller defendants.

III. OTHER INFORMATION

A. RISK MANAGEMENT

The City is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets; errors 
and omissions; injuries to and illnesses of employees; and natural disasters.  The City maintains the Insurance 
Internal Service Fund to account for and finance its risks of loss.  Under this program, the City is self-insured for 
the following risks up to the maximum amount per claim as follows:  workers' compensation $750,000; liability 
$1,000,000; employee disability $216,000; and dental care $1,200.   In July 1995, the City dropped its self -insured
health plan, and now offers a variety of commercial plans to its employees.    The City purchases commercial
insurance for property loss, airport liability, and for claims in excess of the preceding self-insured coverage
amounts.

For liability claims, the City is one of twelve members of the Authority for California Cities Excess Liability (ACCEL)
risk pool.  This pool covers City claims between $1,000,000 and $4,000,000.  The purpose of the pool is to spread
the adverse effect of losses among the member agencies.  The City contributes its pro rata share of anticipated 
losses to the pool.  Should actual losses among participants be greater than anticipated, the City will be assessed
its pro rata share of that deficiency.  Conversely, if the actual losses are less than anticipated, the City will be 
refunded its pro rata share of the excess.  Commercial insurance covers claims over $5,000,000 in two excess 
layers of $10,000,000 each, for an additional $20,000,000 per claim.  Settled claims have not exceeded this
commercial coverage in any of the past five fiscal years.

All operating funds participate in the program and make payments to the Insurance Fund based on historical cost
and/or actuarial estimates of the amounts needed to pay prior and current year claims, and to allow accrual of 
estimated incurred but not reported claims and allocated loss adjustment expenses.  Insurance premiums to 
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commercial insurers are also processed through the Insurance Fund. The total claims liability at June 30, 2006 is
$16,331,110 consisting of $13,267,000 workers' compensation, $2,599,000 general liability, $305,535 dental,
$114,060 disability, and $45,515 vision.   Workers’ compensation and general liability claims liabilities are
estimated on an actuarial basis. The current portion of the total claims liability is estimated to be $5,156,560 and 
the balance of $11,174,550 is reported as a long-term liability on the statement of net assets.  These claim
estimates are based on the requirements of Governmental Accounting Standards Board Statement 10, and include
estimated claims incurred but not yet reported and allocated loss adjustment expenses as of June 30, 2006.
Changes in the Insurance Fund claims liability during the fiscal years ended June 30, 2005 and June 30, 2006 
were:

Claims Liability Current-Year Claims and Current-Year Claims Liability
July 1 Changes in Estimates Claim Payments June 30

2004-05 $16,089,306 $2,874,266 $(5,001,771) $13,961,801
2005-06 $13,961,801 $7,458,436 $(5,089,127) $16,331,110

B. COMMUNITY FACILITIES DEBT WITHOUT CITY COMMITMENT

Special assessment and community facilities districts have been established in various areas of the City to provide
improvements to properties located in those districts.  Properties are assessed for the cost of the improvements; 
these assessments are payable solely by the property owners over the term of the debt issued to finance the 
improvements.  The City is not legally obligated to pay these debts or be the purchaser of last resort of foreclosed
properties in the special assessment districts, nor is it obligated to advance City funds to repay this debt in the 
event of default by any property owners.  The City functions as an agent for the property owners by collecting 
assessments and forwarding collections to trustees for payment to bond holders.  At June 30, 2006, the balance of
these districts’ outstanding debt was as follows:

Issue Outstanding Amount
Village One #2 Community Facilities District $31,085,000
Fairview Village Community Facilities District $4,960,000

C. CONDUIT DEBT OBLIGATIONS

From time to time, the City has issued revenue bonds to provide financial assistance to private-sector entities for
the acquisition and construction of industrial, commercial, health care, and multiple-family housing facilities
deemed to be in the public interest. The bonds are secured by the property financed and are payable solely from
developer payments on the underlying mortgage loans.  Upon repayment of the bonds, ownership of the acquired
facilities transfers to the private-sector entity served by the bond issuance.  Neither the City, the State, nor any 
political subdivision thereof is obligated in any manner for repayment of the bonds.  Accordingly, the bonds are 
considered conduit debt obligations and are not reported as liabilities in the accompanying financial statements.

As of June 30, 2006 there were seven series of conduit revenue bonds outstanding.  The aggregate principal 
amount payable for these multiple-family housing and health care facility bond issues, issued between 1993 and 
2002, was $44,960,000.

D. COMMITMENTS AND CONTINGENCIES

The City is involved in litigation relating to tort claims, workers' compensation claims and other claims such as 
contract actions and inverse condemnation actions for which the City is self-insured.  Management and the City's
legal counsel anticipate there will be no material effect on the financial statements beyond the amounts accrued in
the Insurance Internal Service Fund.

The City receives funding from a number of federal, state and local grant programs, principally the Federal
Highway Administration, Community Development Block Grants, and Federal Transit Administration grants.
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These programs are subject to financial and compliance review by the grantors.  Accordingly, the City's
compliance with applicable grant requirements will be determined at some future date.  Expenditures, if any, which
may be disallowed by the granting agencies cannot be determined at this time.  The City does not expect the 
undeterminable amounts of disallowed expenditures, if any, to materially affect the basic financial statements.
Receipt of these federal, state and local grant revenues is not assured in the future.

The City has commitments of $28,547,529  of June 30, 2006 for contracts awarded but not completed and other 
outstanding purchase orders.   This amount consists of  $965,905 in the General Fund, $1,337,898 in the Capital
Grants Fund, $1,992,256 in the Capital Facility Fees Fund, $3,231,123 in the Community Facilities Districts Funds,
$7,589,697 in other governmental funds, $11,563,255 in the enterprise funds, and $1,867,391 in the internal
service funds.   Commitments of the governmental funds are recorded as fund balance reserves for encumbrances
on the balance sheet.   As of June 30, 2006, there are major contracts and other purchase orders outstanding for
the 9th Street bridge replacement, various new parks, storm drain improvements, water and sewer system
improvements, a sewer emergency repair, major street improvements, and the purchase of replacement trucks for
the City fleet.

E. JOINT VENTURES AND JOINTLY GOVERNED ORGANIZATION

Tuolumne River Regional Park

The City participates with Stanislaus County and the City of Ceres in the operation and development of the
Tuolumne River Regional Park (TRRP).  The governing body consists of 2 members from the County Board of 
Supervisors, 2 members from the Modesto City Council, and 1 member from the Ceres City Council.  The TRRP 
board prepares the annual budget, which must be approved by both cities' councils and the board of supervisors.
Each participant has an equity interest in the capital assets of TRRP based on the percentage of cumulative
contributions paid.  The City's contribution to TRRP was $132,4861 for the fiscal year ended June 30, 2006.  As of
June 30, 2006 the City's investment in this joint venture was $1,032,840, and is included in governmental activities
on the statement of net assets.  Financial statements for TRRP are prepared by the City of Modesto Finance
Department.

Stanislaus Drug Enforcement Agency

Stanislaus County (County) and the cities of Modesto, Oakdale, Ceres, Patterson, Turlock, Riverbank and
Newman are the participants in the Stanislaus Drug Enforcement Agency (SDEA).  The purpose of the SDEA is to
maintain a specially trained police unit to assist each of the participating agencies in the enforcement of drug
control laws, and to study, plan, and set priorities for effective enforcement of such laws throughout Stanislaus 
County.  The governing board consists of the sheriff of Stanislaus County and the chief of police of each
participating city.  All participants contribute to the funding of the SDEA budgeted expenditures, based on
population and assessed property value.  The City's contribution to the SDEA for the fiscal year ended June 30, 
2006 was $608,266, consisting of a $209,038 cash contribution and in-kind services valued at $399,228.  The 
City's investment in this joint venture was estimated to be $416,016as of June 30, 2006, based on the most recent
available information.  This amount is reported in governmental activities in the statement of net assets.
Financial statements of the SDEA are prepared by the City of Modesto Finance Department.

City-County Capital Improvements and Financing Agency

The City and Stanislaus County formed the City-County Capital Improvements and Financing Agency (Agency) to
provide for the design, construction, ownership, operation, management and financing of a City-County
administration center located in Modesto’s downtown redevelopment area.   The governing body is a commission
consisting of 2 members of the City Council, 2 members of the County Board of Supervisors, the County Chief 
Executive Officer, and the City Manager.   The commission is responsible for developing an annual budget and 
determining the annual contribution rates, subject to approval by both the City and the County.  The Stanislaus 
County Auditor Controller  was the fiscal administrator during the construction phase, which was finaled at the end
of June 2003.   Since then, the City of Modesto has been the fiscal administrator.  For the fiscal year ended June 
30, 2006, the City’s contribution to the Agency was $631,986. The City’s equity interest in the Agency is 
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$14,974,186, equal to its fixed asset contributions to date net of depreciation, and is reported in governmental 
activities as investments in joint ventures in the Statement of Net Assets.    Financial statements of the Agency  will
be available from the Agency after the initial audit of the Agency’s books has been completed.

Stanislaus Waste-to-Energy Financing Agency

The City participates with Stanislaus County in the Stanislaus Waste-to-Energy Financing Agency (Agency).  The
Agency was created to provide financing for a facility that generates power from solid waste.  The costs of
operating the Agency, if any, are shared equally by the participants.  The governing body consists of 2 members 
each from the County Board of Supervisors and the Modesto City Council.  As of June 30, 2006, the City has no 
equity interest.   Stanislaus County Treasurer's office prepares the Agency's financial statements.

Regional Fire Training Center

The City has entered into an agreement with the Yosemite Community College District (YCCD) and Stanislaus 
County for the use and management of the regional fire training center at Modesto Junior College.  The executive 
board consists of the YCCD Chancellor, the President of Modesto Junior College, the City Manager of the City of
Modesto, and the Chief Executive Officer of Stanislaus County.  The YCCD is responsible for accounting and for
monitoring the center's budget.  All three entities share in the operating costs.  Initial construction costs were paid
by the YCCD from borrowed funds, with the City and County reimbursing a portion of these costs in exchange for
future use of the center.  The City has paid its share of the construction costs in full.  Title to the constructed asset
is held by the YCCD; therefore, the City has no equity interest.

F. TREATMENT AND DELIVERY AGREEMENT

In 1992, the City entered into a treatment and delivery agreement with the Modesto Irrigation District (MID) and the
Del Este Water Company (Del Este).  The City assumed Del Este’s interest and obligations under the agreement
when it acquired Del Este in July 1995.   Under the agreement, MID built and operates a surface water treatment 
plant on the Tuolumne River for the purpose of providing a long-term source of domestic treated water for the City.
MID is the sole owner of the project, and has all management and operations responsibility.  In exchange for the 
treated water, the City has agreed to pay:  all debt service on bonds issued by MID for the construction of the 
project; a raw water charge as set forth in the agreement; project operation, administration, and maintenance
costs; and insurance on the project.   Gross revenues of the City's Water Fund are irrevocably pledged for the 
punctual payment of the MID debt service and all obligations of the City under any parity debt.  Current parity debt
of the City consists of the 1997 Water System Improvement Project Refunding Certificates of Participation, and the
California Safe Drinking Water Act loan (Note II-C).  The minimum annual amount payable to MID, consisting of 
the debt service component only, is $6,690,994.  The treatment plant completed all tests and began commercial 
operations on May 15, 1995, at which time the City began paying for raw water and operations.   The total cash 
paid to MID during the fiscal year ended June 30, 2006 was $10,736,542, which is reported as "water purchases"
expense on the proprietary funds statement of revenues, expenses and changes in net assets in the amount of 
$10,674,717, and as prepaid expense of $1,003,000.  Prior year prepaid expense of $941,175 reduced the amount
of cash paid during the current fiscal year. The total outstanding on the MID bonds is $76,710,000.

G. POST-RETIREMENT HEALTH CARE BENEFITS

In addition to the pension benefits described below in Note III-H, the City provides health care benefits to
employees who retire from the City, under contractual agreements with all employee groups.  All full-time
employees, except firefighters who receive a cash payout, are eligible to set aside a percentage of accumulated 
sick leave upon retirement, to be used for payment of future health care premiums to a choice of four insurance 
plans.  The City has no obligation to pay premiums for retirees with no accumulated sick leave.  The estimated 
liability for current retirees' future premiums is $14,534,598 as of June 30, 2006.  The estimated current portion of
$1,659,707 is fully funded.  The long-term portion $12,874,891 is partially funded, with the balance being funded 
over time by charges to the City's operating funds.  The current and long-term portions are reported in the
Employee Benefits Management Fund as part of the compensated absences liability balances.
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H. DEFINED BENEFIT PENSION PLAN

Plan Description

The City contributes to the California Public Employees Retirement System (CalPERS), an agent multiple-
employer public employee defined benefit pension plan, which acts as a common investment and administrative 
agent for participating public entities in California.  CalPERS provides retirement and disability benefits, and death
benefits to plan members and beneficiaries.   Benefit provisions and all other requirements are established by 
state statute and city ordinance.  Copies of CalPERS’ annual financial report may be obtained from their executive
office: 400 P Street, Sacramento, CA 95814.  An annual financial report for the City’s portion of the plan is not 
available.

Funding Policy

Participants are required to contribute 7% (9% for safety employees) of their annual covered salary, of which the 
City pays the majority on behalf of the employees.   The City is required to contribute at an actuarially determined
rate; the current rate is 9.029% of annual covered payroll for non-safety employees and 25.370% for safety
employees. The contribution requirements of plan members and the City are established and may be amended by 
CalPERS.

Annual Pension Cost

For 2006, the City’s annual pension cost of $11,748,699 for CalPERS was equal to the City’s required and actual
contributions.  The required contribution was determined as part of the June 30, 2003 actuarial valuation using  the
entry age normal actuarial cost method. This is a projected benefit cost method, which takes into account those 
benefits that are expected to be earned in the future as well as those already accrued.  The actuarial assumptions 
included (a) 7.75% investment rate of return (net of administrative expenses), (b) projected annual merit or
seniority salary increases that vary by length of service, and (c) no post-retirement benefit increases.    Both (a) 
and (b) included an inflation component of 3.0%.  The actuarial value of the City’s CalPERS assets was
determined using techniques that smooth the effects of short-term volatility in the market value of investments over
a three-year period (smoothed market value).  The City’s CalPERS unfunded actuarial accrued liability is being 
amortized as a level percentage of projected payroll on a closed basis.  The remaining amortization period at  June
30, 2005 was 32 years for both the miscellaneous and safety plans.

THREE-YEAR TREND INFORMATION FOR PERS – ALL PLANS

Annual Pension Percentage of Net Pension
Fiscal Year Cost (APC) APC Contributed Obligation

6/30/04 $4,348,620 100% -
6/30/05 $8,276,570 100% -
6/30/06 $11,748,699 100% -
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SCHEDULE OF FUNDING PROGRESS FOR PERS
Overfunded

Overfunded (Underfunded)
Entry Age (Underfunded) Actuarial

Actuarial Actuarial Actuarial Liability as
Actuarial Value of Accrued Accrued Funded Covered Percentage of
Valuation Assets Liability Liability Ratio Payroll Covered Payroll

Date (A) (B) (A – B) (A/B) (C) [(A – B)/C]

6/30/03:
Misc. $194,253,457 $198,259,563 $(4,006,106) 98.0% $39,440,399 10.2%

Safety 208,797,417 237,995,854 (29,198,437) 87.7% 25,316,473 (115.3)%

6/30/04:
Misc. $204,261,809 $212,669,957 $(8,408,148) 96.0% $41,083,600 20.5%

Safety 221,621,121 257,554,567 (35,933,446) 86.0% 29,085,514 (123.5)%

6/30/05:
Misc. $218,307,677 $231,079,054 $12,771,377 94.5% $62,221,273 30.2%

Safety 239,178,942 273,741,974 34,563,032 87.4% 30,117,501 114.8%

I. SUBSEQUENT EVENTS

1. On November 2, 2006, the City issued $46,275,000 of Water Revenue Certificates of Participation.  The
proceeds of the certificates will be used to finance the acquisition and construction of various additions,
betterments, extensions and improvements to the City’s water system.  The proceeds will also be used to fund
a parity reserve fund and to provide for payment of the interest estimated to accrue on the certificates through 
October 1, 2007.

2. On December 14, 2006, the City issued $16,535,000 of Wastewater Revenue Bonds.  The proceeds of the 
bonds will be used to finance the planning, design, acquisition, construction and improvement of its wastewater
treatment and conveyance facilities.  The proceeds will also be used to fund a parity reserve fund and pay the 
costs of issuance.

3. In the 1950’s and 1960’s, the City operated a landfill facility outside the city limits.  This facility was closed in 
1968, to the standards in effect at that time.  Testing has indicated that methane emissions in the area have 
recently exceeded State standards.  The City is in the process of engaging a consultant to 1) assess the cause
and magnitude of these methane emissions, and 2) develop and recommend a plan of mitigation.  Potential 
costs of mitigation are not known at this time.
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CITY OF MODESTO
SCHEDULE OF REVENUES - BUDGET (GAAP BASIS)

AND ACTUAL - GENERAL FUND
Year ended June 30, 2006

Variance with
Final Budget -

Positive
Original Final Actual (Negative)

TAXES:
 Utility users tax $ 16,694,128 $ 16,694,128 $ 17,584,060 $ 889,932
 Property tax 12,840,000 15,128,738 14,318,747 (809,991)
 Transient occupancy tax 2,217,721 2,217,721 2,181,467 (36,254)
 Franchise tax 2,677,701 2,751,373 2,890,805 139,432
 Business license tax 10,078,122 10,078,122 10,374,157 296,035

   Total taxes 44,507,672 46,870,082 47,349,236 479,154

LICENSES AND PERMITS 154,440 154,440 96,081 (58,359)

INTERGOVERNMENTAL:
 Sales tax 22,204,353 22,204,353 22,287,940 83,587
 In-lieu sales tax 6,888,771 7,339,967 7,339,967
 Motor vehicle license fees 10,385,000 12,044,703 14,986,883 2,942,180
 State 1,913,000 2,420,678 2,605,856 185,178
 County 148,600 148,600 245,808 97,208
 Federal 295,000 308,804 86,129 (222,675)
 Other intergovernmental 511,657 630,007 652,704 22,697

   Total intergovernmental 42,346,381 45,097,112 48,205,287 3,108,175

CHARGES FOR SERVICES:
 General government 3,024,636 3,024,636 3,099,666 75,030
 Community development 3,879,109 3,954,109 3,528,268 (425,841)
 Public works 945,609 1,052,418 1,054,087 1,669
 Parks and recreation 1,922,645 1,939,233 1,853,623 (85,610)
 Public safety 1,466,014 1,858,195 2,268,970 410,775
 Other current charges for services 263,000 263,000 263,000
 Indirect cost recovery 2,890,495 2,890,495 2,886,255 (4,240)

   Total charges for services 14,391,508 14,982,086 14,953,869 (28,217)

SPECIAL ASSESSMENT 156,000 156,000 65,909 (90,091)

INTEREST AND RENT 512,530 559,963 1,217,293 657,330

NET INCREASE (DECREASE) IN FAIR VALUE
 OF INVESTMENTS 16,814 16,814

FINES AND FORFEITURES 609,000 941,000 877,376 (63,624)

MISCELLANEOUS:
 Mandated cost recovery 100,000 227,254 127,254
 Other 556,893 1,967,286 1,801,056 (166,230)

   Total miscellaneous 556,893 2,067,286 2,028,310 (38,976)

   Total revenues $ 103,234,424 $ 110,827,969 $ 114,810,175 $ 3,982,206

The notes to required supplementary information are an integral part of this schedule
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CITY OF MODESTO
SCHEDULE OF EXPENDITURES BY FUNCTION - BUDGET

(GAAP BASIS) AND ACTUAL - GENERAL FUND
Year ended June 30, 2006

Variance with
Final Budget -

Positive
Original Final Actual (Negative)

General government:
City council $ 213,253 $ 213,253 $ 194,297 $ 18,956
Personnel/training 1,424,308 1,542,847 1,382,206 160,641
City manager 1,186,362 1,262,041 1,115,329 146,712
City attorney 1,806,534 3,043,626 2,898,489 145,137
City clerk/auditor 508,834 542,057 476,692 65,365
Finance 5,860,772 6,322,477 5,845,693 476,784
Other 1,205,702 1,457,450 (251,748)

Total general government 11,000,063 14,132,003 13,370,156 761,847

Community development 5,525,049 5,849,006 5,201,794 647,212

Public works:
Engineering and Transportation Dept:

Construction administration/permits 735,457 799,127 688,819 110,308
Engineering administration 1,024,723 1,157,164 1,030,768 126,396

Total public works 1,760,180 1,956,291 1,719,587 236,704

Parks and recreation:
Operations and Maintenance Dept:

Service and maintenance 5,820,624 5,918,250 5,173,051 745,199
Graffiti abatement 297,697 297,697 294,357 3,340

Community Services & Neighborhood Connection:
Administration 783,575 815,162 741,999 73,163
Planning and development 514,749 461,549 448,734 12,815
Culture 1,288,596 1,318,798 1,280,629 38,169
Recreation division 2,930,130 3,015,585 2,983,009 32,576
Facilities 644,804 696,790 638,250 58,540

Total parks and recreation 12,280,175 12,523,831 11,560,029 963,802

Public safety:
Fire protection 23,960,376 23,989,693 23,865,064 124,629
Police protection 48,510,517 49,159,177 48,560,335 598,842

Total public safety 72,470,893 73,148,870 72,425,399 723,471

   Total expenditures by department 103,036,360 107,610,001 104,276,965 3,333,036

Debt service:
Principal retirement 9,917 9,917 9,916 1
Interest 1,061 1,061 1,061

   Total debt service 10,978 10,978 10,977 1

Total expenditures $ 103,047,338 $ 107,620,979 $ 104,287,942 $ 3,333,037

The notes to required supplementary information are an integral part of this schedule
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CITY OF MODESTO

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

YEAR ENDED JUNE 30, 2006

BUDGETARY INFORMATION - The City follows these procedures annually in establishing the budgetary data
reflected in the budgetary comparison schedules:

1. The City Manager submits to the City Council a proposed budget for the fiscal year commencing the following
July 1.  The budget includes proposed expenditures and the means of financing them.

2. The City Council reviews the proposed budget at specially scheduled sessions, which are open to the public.
The Council also conducts a public hearing on the proposed budget to obtain comments from interested
persons.

3. Prior to July 1, the budget is legally adopted through passage of an ordinance.  This budget is reported as the 
Original Budget in the budgetary comparison schedules.

4. During the fiscal year, changes to the adopted budget may be authorized, as follows:
a. Items requiring City Council action - appropriation of fund balance reserves; transfers of appropriations 

between funds; appropriation of any non-departmental revenue; new interfund loans or advances; and 
creation of new capital projects or increases to existing capital projects.

b. Items delegated to the City Manager - transfers between departments within funds; appropriation of
unbudgeted departmental revenues; and approval of transfers that increase salary and benefit
appropriations.

c. Items delegated to the Finance Director - approval authority over any changes in or transfers from
budgeted allocations for Internal Service Fund charges.

d. Items delegated to Department Heads - allocation of departmental appropriations to line item level.

5. Formal budgetary accounting is employed as a management tool for all funds.  Annual budgets are legally 
adopted and amended as required for the general, special revenue, enterprise and internal service funds.
Project length budgets are adopted for the capital projects funds.  All budgets are prepared on a basis
consistent with generally accepted accounting principles (GAAP), and budgetary comparisons for the general
and major special revenue funds are presented on this basis in the required supplementary information.  A 
debt service payment schedule for the debt service funds is also approved as part of the budget process.

6. Budget amounts are reflected after all authorized amendments and revisions.  This budget is reported as the
Final Budget in the budgetary comparison schedules.

7. For each legally adopted operating budget, expenditures may not exceed budgeted appropriations at the
activity level.  The legal appropriation basis is at the level called "department".  A "department" for legal
appropriation purposes may be a single organization (e.g., City Attorney), or an entire department having
multiple organizations within the same fund (e.g., Operations and Maintenance), or an entire fund (e.g.,
Downtown Improvement District).  All departments and funds completed the year within their legally authorized
expenditures.  Encumbrance accounting, under which purchase orders, contracts and other commitments are
recorded to reserve the applicable appropriations, is employed in the governmental funds.

The City does, however, honor the contracts represented by year-end encumbrances and the subsequent 
year's appropriations provide authority to complete these transactions.

COMBINING AND INDIVIDUAL FUND

STATEMENTS AND SCHEDULES
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Nonmajor Governmental Funds

Nonmajor Special Revenue Funds

Special Revenue Funds include funds which are restricted as to use by the Federal or State governments, and special
purpose funds established by authority of the City Council.  Nonmajor Special Revenue Funds include:

OPERATING GRANTS FUND – To account for a variety of governmental fund operating grants, including law
enforcement grants.

LOCAL TRANSPORTATION FUND – To account for revenues and expenditures of Local Transportation Fund
allocations for streets, urban trails, and non-motorized facilities.  Allocations for the City bus system are reported
directly in the Bus Enterprise Fund.

TRAFFIC SAFETY FUND – To account for receipts and expenditures of traffic safety fines.

SPECIAL GAS TAX STREET IMPROVEMENT FUND – To account for State-collected, locally-shared gas  tax
monies.  These funds may be used for all street purposes including construction, purchase of rights-of-way, and
maintenance.

DOWNTOWN IMPROVEMENT DISTRICT FUND – To account for the fiscal activities of Business Improvement Area
A of the City of Modesto.

HOUSING AND COMMUNITY DEVELOPMENT FUND – To account for grants and other monies received and
disbursed for projects developed and administered under the Housing and Community Development Act of 1974.

STRATEGIC PLANNING AND DEVELOPMENT FUND – Established to provide a funding source for future village 
planning, general plan update and other large expenses related to planning and development.  This fund was originally 
financed with an apportionment of the PERS rebate related to AB702.  Subsequent funding has been provided by
transfers from the General Fund.  Future funding will be provided by fees imposed on private development.

Nonmajor Capital Projects Funds

Capital Projects Funds are used to account for financial resources to be used for the acquisition or construction of 
major capital facilities other than those financed by proprietary funds.  Nonmajor Capital Projects Funds include:

SPECIAL FUND FOR CAPITAL OUTLAYS – To account for capital outlay authorized by the City Council.  No monies
placed in this fund are to be disbursed except for this purpose unless authorized by a vote of the people.

PARKS FUND – To account for a discretionary transfer of General Fund property tax revenue to provide for the
development of parks within the City, as directed by the City Council.

McHENRY MANSION RESTORATION FUND – To account for donations and other revenues received and
appropriated for the purpose of restoring the McHenry Mansion.

REDEVELOPMENT AGENCY FUND – To account for the construction of capital projects financed by the
Redevelopment Agency of the City of Modesto.

IMPROVEMENT DISTRICTS FUND – To account for the construction of public improvements deemed to benefit
properties against which special assessments are levied.

Nonmajor Debt Service Funds

Debt Service Funds are used to account for the accumulation of resources for, and the payment of, general long-term
debt principal and interest.  Nonmajor Debt Service Funds include:

REDEVELOPMENT AGENCY FUND – To account for certificates of participation issued to finance the acquisitions 
and construction of the Modesto Centre Plaza.

PUBLIC FINANCING AUTHORITY FUND – To account for payment of debt issued to finance projects authorized by
the Modesto Public Financing Authority.
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CITY OF MODESTO
COMBINING BALANCE SHEET - NONMAJOR GOVERNMENTAL FUNDS

June 30, 2006

Special Gas Downtown
Operating Local Traffic Tax Street Improvement

Grants Transportation Safety Improvement District

ASSETS
Cash and cash equivalents $ 691,189 $ 353 $ 200,667 $ 6,300,726 $ 57,188
Cash and cash equivalents
  with fiscal agent
Receivables:
  Accounts 386,283
  Interest 6,232 15,965 31,225 2,409
  Utilities, net 8,364 23,142
  Taxes 206,773
Due from governments 930,967 3,088,176 556,156
Notes receivable, net
Prepaid expenses/deposits
Advances to other funds

      Total assets $ 2,023,035 $ 3,104,494 $ 200,667 $ 7,118,022 $ 59,597

LIABILITIES AND FUND
BALANCES

Liabilities:
  Accounts payable $ 160,709 $ 31,310 $ 27,727 $ 611,927
  Accrued salaries and benefits 57,912 67,758
 Due to other funds 1,129,000
  Approved loans payable
  Deferred revenues 619,951 1,934,910 243,389
   Refundable deposits
  Advances from other funds

Total liabilities 838,572 3,095,220 27,727 923,074

Fund balances:
  Reserved for:
    Encumbrances 74,591 2,522 962,607
    Loan programs and prepaids
   Interfund advances
    Set-aside requirement
    Debt service
  Unreserved/designated for:
    Pending projects 172,940 5,232,341 $ 59,597
  Unreserved/undesignated 1,109,872 6,752

Total fund balances 1,184,463 9,274 172,940 6,194,948 59,597

Total liabilities and fund balances $ 2,023,035 $ 3,104,494 $ 200,667 $ 7,118,022 $ 59,597
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Special Revenue Capital Projects
Housing and Strategic Special Fund McHenry Redevelop- Improvem-
Community Planning and for Capital Mansion ment ment
Development Development Outlays Parks Restoration Agency Districts

$ 2,382,261 $ 1,641,097 $ 1,913,617 $ 1,406,735 $ 6,352 $ 6,141,457 $ 27,597

3,793,980

80,710
6,750 7,160 5,816 4,833 191 15,757

437,577
12,245,270 932,483

780,000
148,451

$ 18,946,548 $ 1,648,257 $ 2,067,884 $ 1,411,568 $ 6,543 $ 7,869,697 $ 27,597

$ 158,519 $ 16,231 $ 146,425 $ 30 $ 7,524 $ 27,597
10,127

589,219

1,000
351,768

757,865 16,231 146,425 351,798 8,524 27,597

17,407 1,297,449 4,880,926 354,195
11,656,051 1,712,483

148,451
4,245,482

6,515,225 334,577 1,059,770 $ 6,543 1,549,013
(3,107,918)

18,188,683 1,632,026 1,921,459 1,059,770 6,543 7,861,173

$ 18,946,548 $ 1,648,257 $ 2,067,884 $ 1,411,568 $ 6,543 $ 7,869,697 $ 27,597
(continued)
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CITY OF MODESTO
COMBINING BALANCE SHEET - NONMAJOR GOVERNMENTAL FUNDS (Continued)

June 30, 2006

Public
Redevelopment Financing

Agency Authority Total

ASSETS
Cash and cash equivalents $ 1,224,854 $ 21,994,093
Cash and cash equivalents
  with fiscal agent 1,979,630 $ 5,298,886 11,072,496
Receivables:
  Accounts 466,993
  Interest 61,863 158,201
  Utilities, net 31,506
  Taxes 298,070 504,843
Due from governments 5,012,876
Notes receivable, net 13,177,753
Prepaid expenses/deposits 780,000
Advances to other funds 148,451

      Total assets $ 3,564,417 $ 5,298,886 $ 53,347,212

LIABILITIES AND FUND
BALANCES

Liabilities:
  Accounts payable $ 607,857 $ 1,795,856
  Accrued salaries and benefits 135,797
  Due to other funds 1,129,000
  Approved loans payable 589,219
  Deferred revenues 2,798,250
   Refundable deposits 1,000
  Advances from other funds 351,768

Total liabilities 607,857 6,800,890

Fund balances:
  Reserved for:
    Encumbrances 7,589,697
    Loan programs 13,368,534
   Interfund advances 148,451
    Set-aside requirement 4,245,482
    Debt service 2,956,560 $ 5,298,886 8,255,446
  Unreserved/designated for:
    Pending projects 14,930,006
  Unreserved/undesignated (1,991,294)

Total fund balances 2,956,560 5,298,886 46,546,322

Total liabilities and fund balances $ 3,564,417 $ 5,298,886 $ 53,347,212
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Debt Service
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CITY OF MODESTO

COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES

IN FUND BALANCES - NONMAJOR GOVERNMENTAL FUNDS

Year ended June 30, 2006

Special Gas Downtown
Operating Local Traffic Tax Street Improvement

Grants Transportation Safety Improvement District
REVENUES:
  Taxes $ 802,502 $ 214,022
  Licenses and permits $ 44,000 6,773
  Intergovernmental 1,943,352 $ 2,711,734 5,614,266
  Charges for services 3,111,846 1,585,804
  Interest and rent 36,552 19,618 74,855 1,265
  Net increase (decrease) in fair
   value of investments 6,592 705 1,144 36
  Fines and forfeits 5,280 $ 793,270
  Miscellaneous 495,355 78,391
    Total revenues 5,642,977 2,732,057 793,270 8,163,735 215,323

EXPENDITURES:
  Current:
    General government 678,742
    Community development 200,743
    Highways and streets 20,779 12,160,034
    Public works 3,784,471
    Parks and recreation 10,152
    Public safety 1,955,764 360,357
  Capital outlay:
    General government
    Community development
    Highways and streets 377,428 1,302,346
    Public works 1,658
    Parks and recreation 321,134
    Public safety 88,336
  Debt service:
    Principal retirement 39,443
    Interest 2,110
    Other
      Total expenditures 6,838,599 399,865 360,357 13,503,933 200,743

EXCESS (DEFICIENCY) OF
 REVENUES OVER (UNDER)
 EXPENDITURES (1,195,622) 2,332,192 432,913 (5,340,198) 14,580

OTHER FINANCING SOURCES (USES):
  Transfers in 1,349,628 5,157,376
  Transfers out (2,322,918) (1,130,000) (574,189)

    TOTAL OTHER FINANCING
     SOURCES (USES) 1,349,628 (2,322,918) (1,130,000) 4,583,187

NET CHANGE IN FUND BALANCES 154,006 9,274 (697,087) (757,011) 14,580
FUND BALANCES, July 1 1,030,457 870,027 6,951,959 45,017
FUND BALANCES, June 30 $ 1,184,463 $ 9,274 $ 172,940 $ 6,194,948 $ 59,597
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Special Revenue Capital Projects
Housing and Strategic Special Fund McHenry Redevelop- Improve-
Community Planning and for Capital Mansion ment ment

Development Development Outlays Parks Restoration Agency Districts

$ 2,268,387

$ 3,151,545 $ 166,485
97,545 $ 1,226,000 4,878 $ 20,655

300,545 40,385 75,352 21,820 $ 140 122,703

11,029 994 988 531 4 2,676

21,687 111,164 31,500 47,129
3,582,351 1,378,543 279,203 90,135 144 2,393,766

2,940,389 1,266,621 830,436 $ 27,596
696

142,965
8,284

14,411
429,126

93,947 141,863
178,414

136,000
233,180

3,738,695 1,266,621 430,433 150,147 830,436 27,596

(156,344) 111,922 (151,230) (60,012) 144 1,563,330 (27,596)

91,755 898,293
(1,462,886) (300,000) (850,579) (330,330) (1,399,212)

(1,462,886) (300,000) (758,824) 567,963 (1,399,212)

(1,619,230) (188,078) (910,054) 507,951 144 164,118 (27,596)
19,807,913 1,820,104 2,831,513 551,819 6,399 7,697,055 27,596

$ 18,188,683 $ 1,632,026 $ 1,921,459 $ 1,059,770 $ 6,543 $ 7,861,173 $
(continued)
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CITY OF MODESTO

COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES

IN FUND BALANCES - NONMAJOR GOVERNMENTAL FUNDS (Continued)

Year ended June 30, 2006

Public
Redevelopment Financing

Agency Authority Total
REVENUES:
  Taxes $ 2,182,449 $ 5,467,360
  Licenses and permits 50,773
  Intergovernmental 13,587,382
  Charges for services 6,046,728
  Interest and rent 268,774 $ 267,624 1,229,633
  Net increase (decrease) in fair
   value of investments 2,127 26,826
  Fines and forfeits 798,550
  Miscellaneous 785,226
    Total revenues 2,453,350 267,624 27,992,478

EXPENDITURES:
  Current:
    General government 678,742
    Community developement 5,265,785
    Highways and streets 12,181,509
    Public works 3,927,436
    Parks and recreation 18,436
    Public safety 2,316,121
  Capital outlay:
    General government 14,411
    Community developement 429,126
    Highways and streets 1,679,774
    Public works 1,658
    Parks and recreation 556,944
    Public safety 266,750
  Debt service:
    Principal retirement 800,000 495,000 1,470,443
    Interest 1,155,110 3,148,787 4,539,187
    Other 610,706 8,036 618,742
      Total expenditures 2,565,816 3,651,823 33,965,064

EXCESS (DEFICIENCY) OF
 REVENUES OVER (UNDER)
 EXPENDITURES (112,466) (3,384,199) (5,972,586)
OTHER FINANCING SOURCES
 (USES):
  Transfers in 1,399,212 3,386,038 12,282,302
  Transfers out (893,152) (9,263,266)

    TOTAL OTHER FINANCING
SOURCES (USES) 506,060 3,386,038 3,019,036

NET CHANGE IN FUND BALANCES 393,594 1,839 (2,953,550)
FUND BALANCES, July 1 2,562,966 5,297,047 49,499,872
FUND BALANCES, June 30 $ 2,956,560 $ 5,298,886 $ 46,546,322
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CITY OF MODESTO

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE -

BUDGET (GAAP BASIS) AND ACTUAL - OPERATING GRANTS SPECIAL REVENUE FUND

Year ended June 30, 2006

Variance with
Final Budget -

Positive
Original Final Actual (Negative)

REVENUES:
 Licenses and permits $ 50,000 $ 50,000 $ 44,000 $ (6,000)
  Intergovernmental 3,629,019 4,724,725 1,943,352 (2,781,373)
 Charges for services 2,959,169 3,132,208 3,111,846 (20,362)
  Interest and rent - interest 36,552 36,552
  Net increase in fair value of investments 6,592 6,592
 Fines and forfeits 300 300 5,280 4,980
 Miscellaneous 362,665 377,065 495,355 118,290
      Total revenues 7,001,153 8,284,298 5,642,977 (2,641,321)

EXPENDITURES;
 General government 1,178,630 1,244,990 678,742 566,248
 Public works 4,093,257 4,525,644 3,784,471 741,173
 Parks and recreation 53,740 577,020 331,286 245,734
 Public safety 3,474,801 4,029,091 2,044,100 1,984,991
  Total expenditures 8,800,428 10,376,745 6,838,599 3,538,146

DEFICIENCY OF REVENUES (UNDER) EXPENDITURES (1,799,275) (2,092,447) (1,195,622) 896,825

OTHER FINANCING SOURCES:
  Transfers in 1,353,211 1,353,211 1,349,628 (3,583)

NET CHANGE IN FUND BALANCE (446,064) (739,236) 154,006 893,242
FUND BALANCES, JULY 1 1,030,457 1,030,457 1,030,457

FUND BALANCES, JUNE 30 $ 584,393 $ 291,221 $ 1,184,463 $ 893,242
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CITY OF MODESTO

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE -

BUDGET (GAAP BASIS) AND ACTUAL - LOCAL TRANSPORTATION SPECIAL REVENUE FUND

Year ended June 30, 2006

Variance with
Final Budget -

Positive
Original Final Actual (Negative)

REVENUES:
  Intergovernmental $ 3,357,708 $ 3,357,708 $ 2,711,734 $ (645,974)
  Interest and rent - interest 19,618 19,618
  Net increase in fair value of investments 705 705
      Total revenues 3,357,708 3,357,708 2,732,057 (625,651)

EXPENDITURES;
  Highways and streets 1,520,879 1,520,879 398,207 1,122,672
  Parks and recreation 1,658 1,658 1,658
   Total expenditures 1,522,537 1,522,537 399,865 1,122,672

EXCESS OF REVENUES OVER EXPENDITURES 1,835,171 1,835,171 2,332,192 497,021

OTHER FINANCING SOURCES (USES):
  Transfers out (2,377,000) (2,285,094) (2,322,918) (37,824)
      TOTAL OTHER FINANCING SOURCES (USES) (2,377,000) (2,285,094) (2,322,918) (37,824)

NET CHANGE IN FUND BALANCE (541,829) (449,923) 9,274 459,197
FUND BALANCES, JULY 1

FUND BALANCE (DEFICITS), JUNE 30 $ (541,829) $ (449,923) $ 9,274 $ 459,197
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CITY OF MODESTO

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE -

BUDGET (GAAP BASIS) AND ACTUAL - TRAFFIC SAFETY SPECIAL REVENUE FUND

Year ended June 30, 2006

Variance with
Final Budget -

Positive
Original Final Actual (Negative)

REVENUES
  Motor vehicle fines $ 825,000 $ 825,000 $ 793,270 $ (31,730)

EXPENDITURES;
  Public safety 502,738 360,357 142,381

EXCESS OF REVENUES OVER EXPENDITURES 825,000 322,262 432,913 (174,111)

OTHER FINANCING USES:
  Transfers out (1,130,000) (1,130,000) (1,130,000)

NET CHANGE IN FUND BALANCE (305,000) (807,738) (697,087) (174,111)
FUND BALANCES, JULY 1 870,027 870,027 870,027

FUND BALANCES, JUNE 30 $ 565,027 $ 62,289 $ 172,940 $ (174,111)
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CITY OF MODESTO

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN

FUND BALANCE - BUDGET (GAAP BASIS) AND ACTUAL - SPECIAL

GAS TAX STREET IMPROVEMENT SPECIAL REVENUE FUND

Year ended June 30, 2006

Variance with
Final Budget -

Budget Positive
Original Final Actual (Negative)

REVENUES:
  Intergovernmental:
    State grants $ 3,693,720 $ 4,359,444 $ 4,476,986 $ 117,542
    Federal grants 782,603 782,603 1,137,280 354,677
   Other grants 100 100 (100)
      Total intergovernmental revenues 4,476,423 5,142,147 5,614,266 472,119

 Taxes 700,000 788,961 802,502 13,541
 Licenses and permits 10,724 10,724 6,773 (3,951)
 Charges for services 1,302,713 1,581,713 1,585,804 4,091
 Interest and rent 74,855 74,855
 Net decrease in fair value of investments 1,144 1,144
 Miscellaneous 21,328 49,165 78,391 29,226
      Total revenues 6,511,188 7,572,710 8,163,735 591,025

EXPENDITURES:
 Current:
  Highway and streets 13,354,741 14,735,748 13,462,380 1,273,368
 Debt service:
  Principal retirement 39,443 39,443 39,443
  Interest 2,110 2,110 2,110
   Total expenditures 13,396,294 14,777,301 13,503,933 1,273,368

EXCESS OF REVENUES OVER EXPENDITURES (6,885,106) (7,204,591) (5,340,198) 1,864,393

OTHER FINANCING SOURCES (USES):
  Transfers in 5,128,227 5,128,227 5,157,376 29,149
  Transfers out (86,882) (87,082) (574,189) (487,107)
      TOTAL OTHER FINANCING SOURCES (USES) 5,041,345 5,041,145 4,583,187 (457,958)

NET CHANGE IN FUNDS BALANCE (1,843,761) (2,163,446) (757,011) 1,406,435
FUND BALANCES, JULY 1 6,951,959 6,951,959 6,951,959

FUND BALANCES, JUNE 30 $ 5,108,198 $ 4,788,513 $ 6,194,948 $ 1,406,435
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CITY OF MODESTO

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND

BALANCE - BUDGET (GAAP BASIS) AND ACTUAL - DOWNTOWN

IMPROVEMENT DISTRICT SPECIAL REVENUE FUND

Year ended June 30, 2006

Variance with
Final Budget -

Positive
Original Final Actual (Negative)

REVENUES:
  Taxes - business license tax $ 210,000 $ 210,000 $ 214,022 $ 4,022
  Interest and rent - interest 500 500 1,265 765
  Net increase in fair value of investments 36 36
      Total revenues 210,500 210,500 215,323 4,823

EXPENDITURES - community development
  Downtown improvement district administration:
    Professional and contractual services 160,260 165,260 166,239 (979)
    Materials and supplies 7,500 7,500 7,092 408
    Other 28,000 28,000 27,412 588
      Total expenditures 195,760 200,760 200,743 17

NET CHANGE IN FUND BALANCE 14,740 9,740 14,580 4,840
FUND BALANCES, JULY 1 45,017 45,017 45,017

FUND BALANCES, JUNE 30 $ 59,757 $ 54,757 $ 59,597 $ 4,840
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CITY OF MODESTO

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN

FUND BALANCE - BUDGET (GAAP BASIS) AND ACTUAL - HOUSING

AND COMMUNITY DEVELOPMENT SPECIAL REVENUE FUND

Year ended June 30, 2006

Variance with
Final Budget -

Positive
Original Final Actual (Negative)

REVENUES:
  Intergovernmental - federal grants $ 4,332,932 $ 4,646,202 $ 3,151,545 $ (1,494,657)
  Charges for services 127,496 127,496 97,545 (29,951)
  Interest and rent - interest 400,000 420,000 300,545 (119,455)
 Net increase in fair value of investments 11,029 11,029
  Miscellaneous 21,687 21,687
      Total revenues 4,860,428 5,193,698 3,582,351 (1,611,347)

EXPENDITURES - community development
  Housing program 2,764,933 2,625,203 1,925,183 700,020
  Removal of architectural barriers 2,539,173 2,999,689 1,444,332 1,555,357
 Debt service:
  Principal retirement 136,000 136,000 136,000
  Interest 233,180 233,180 233,180
      Total expenditures 5,673,286 5,994,072 3,738,695 2,255,377

EXCESS OF REVENUES OVER EXPENDITURES (812,858) (800,374) (156,344) 644,030

OTHER FINANCING USES:
  Transfers out (1,624,669) (1,462,886) 161,783
      TOTAL OTHER FINANCING SOURCES (USES) (1,624,669) (1,462,886) 161,783

NET CHANGE IN FUND BALANCE (812,858) (2,425,043) (1,619,230) 805,813
FUND BALANCES, JULY 1 19,807,913 19,807,913 19,807,913

FUND BALANCES, JUNE 30 $ 18,995,055 $ 17,382,870 $ 18,188,683 $ 805,813

74

Budget

CITY OF MODESTO

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN

FUND BALANCE - BUDGET (GAAP BASIS) AND ACTUAL - STRATEGIC

PLANNING AND DEVELOPMENT SPECIAL REVENUE FUND

Year ended June 30, 2006

Variance with
Final Budget -

Positive
Original Final Actual (Negative)

REVENUES:
 Charges for services $ 1,294,509 $ 1,294,509 $ 1,226,000 $ (68,509)
 Interest and rent - interest 40,385 40,385
 Net increase in fair value of investments 994 994
 Miscellaneous 111,114 111,114 111,164 50
      Total revenues 1,405,623 1,405,623 1,378,543 (27,080)

EXPENDITURES;
  Community development 3,272,595 1,266,621 2,005,974
  Total expenditures 3,272,595 1,266,621 2,005,974

EXCESS (DEFICIENCY) OF REVENUES OVER 
(UNDER) EXPENDITURES 1,405,623 (1,866,972) 111,922 1,978,894

OTHER FINANCING USES:
  Transfers out (300,000) (300,000) (300,000)
      TOTAL OTHER FINANCING SOURCES (USES) (300,000) (300,000) (300,000)

NET CHANGE IN FUND BALANCE 1,105,623 (2,166,972) (188,078) 1,978,894
FUND BALANCES, JULY 1 1,820,104 1,820,104 1,820,104

FUND BALANCES, JUNE 30 $ 2,925,727 $ (346,868) $ 1,632,026 $ 1,978,894
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Nonmajor Enterprise Funds

Enterprise Funds are established to account for activities that render services on a user-charge basis to the general 
public.  Nonmajor Enterprise Funds include:

PARKING FUND – Revenues in this fund consist of charges for off-street parking and the downtown parking garage,
as well as in-lieu parking fees.  The revenue is used to develop and maintain parking facilities.

STORM DRAIN FUND – To account for storm drain improvements, operations and maintenance.  The activities of the
fund include street cleaning, rock well maintenance, and compliance with Federal and State water quality standards on
storm water discharge.

COMPOST FUND – To account for tip fees charged at the City’s composting facility for processing various
compostable materials and the sale of compost product.  Excess revenues over expenses are set aside to protect the
enterprise against market fluctuations, and to provide for capital improvements to the facility infrastructure.

AIRPORT FUND – To account for all airport operations as stipulated in the City-Stanislaus County agreement of 
January 1968.  Amounts received from the Federal government, State of California, and Stanislaus County, requiring
matching amounts by the City, are recorded in this fund and are appropriated to finance approved capital projects.

BUS FUND – Pursuant to the terms of a Federal grant agreement, the City has agreed to provide mass transportation 
service.  All operating, maintenance, and capital expenditures are appropriated in this fund.  Buses are operated by a
private contractor under the terms of a supervisory agreement with the City.  A separate contract agreement provides
Dial-a-Ride service for the elderly and handicapped.

GOLF FUND – Revenues in this fund consist of fees charged for using the City’s golf courses.  The revenue is used to
improve, operate, and maintain golf courses.

COMMUNITY CENTER FUND – Accounted for in this fund are all amounts collected for the purpose of operating and
maintaining the Modesto Centre Plaza Community Center.  Revenues include room rental, catering fees, ticket sales,
and other charges for using the center.
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CITY OF MODESTO

COMBINING STATEMENT OF NET ASSETS - NON MAJOR ENTERPRISE FUNDS

June 30, 2006

Storm
Parking Drain Compost

ASSETS
Current assets:
  Cash and cash equivalents $ 1,067,156 $ 883,536 $ 366,544
  Cash and cash equivalents with fiscal agent
  Receivables:
    Accounts 8,825 5,930 263,172
    Interest 3,442 37,951 822
    Utilities, net 558,412
  Due from governments 4,538
 Property held for resale 630,000

      Total current assets 1,709,423 1,490,367 630,538

Capital assets:
  Land and construction in progress 3,142,479 1,818,415
  Other capital assets, net of accumulated depreciation 8,003,588 15,658,887 658,317

      Total assets 12,855,490 18,967,669 1,288,855

LIABILITIES
Current liabilities:
  Accounts payable 30,572 102,789 3,704
  Accrued salaries and benefits 4,400 18,549 3,641
  Interest payable 4,953
  Current portion - long-term debt 70,955
  Deferred revenues (9,684)
      Total current liabilities 34,972 111,654 83,253

Noncurrent liabilities:
    Obligations under capital leases 151,633
    Certificates of participation

      Total liabilities 34,972 111,654 234,886

NET ASSETS
Invested in capital assets, net of related debt 11,146,067 17,477,302 587,362
Unrestricted 1,674,451 1,378,713 466,607

      Total net assets $ 12,820,518 $ 18,856,015 $ 1,053,969
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Community
Airport Bus Golf Center Total

$ 1,390,515 $ 1,846,214 $ 253,324 $ 439,758 $ 6,247,047
612,784 612,784

11,621 6,026 16,607 53,966 366,147
4,412 9,148 5,394 226 61,395

558,412
422,629 3,080,432 1,149 3,508,748

630,000

1,829,177 4,941,820 889,258 493,950 11,984,533

3,697,735 5,405,525 494,938 3,764,844 18,323,936
5,612,652 14,627,250 3,259,831 11,640,564 59,461,089

11,139,564 24,974,595 4,644,027 15,899,358 89,769,558

398,288 683,643 3,540 33,313 1,255,849
6,199 16,104 10,612 59,505

50,845 55,798
205,000 275,955

13,425 1,911,388 209,297 2,124,426
417,912 2,611,135 468,682 43,925 3,771,533

151,633
5,650,000 5,650,000

417,912 2,611,135 6,118,682 43,925 9,573,166

9,310,387 20,032,775 (2,100,231) 15,405,408 71,859,070
1,411,265 2,330,685 625,576 450,025 8,337,322

$ 10,721,652 $ 22,363,460 $ (1,474,655) $ 15,855,433 $ 80,196,392
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CITY OF MODESTO

COMBINING STATEMENT OF REVENUES, EXPENSES, AND

CHANGES IN FUND NET ASSETS - NON MAJOR ENTERPRISE FUNDS

Year ended June 30, 2006

Parking Storm Drain Compost

OPERATING REVENUES:
  Charges for services $ 1,176,061 $ 5,273,902 $ 1,317,105
  Miscellaneous 3,402
      Total operating revenues 1,176,061 5,277,304 1,317,105

OPERATING EXPENSES:
  Salaries and wages 245,229 1,074,081 238,417
  Contractual services 251,374 1,651,553 74,483
  Utilities 104,984 100,190 1,914
  Maintenance and supplies 74,033 881,600 346,691
  Insurance 26,264 7,647 3,065
  Employee benefits 51,378 436,164 131,585
  Administration services 101,249 899,490 83,851
  Allocated indirect administrative costs 26,679 249,352
  Other 9,415 11,549 5,404
  Depreciation 388,499 577,784 65,227
      Total operating expenses 1,279,104 5,889,410 950,637

OPERATING INCOME (LOSS) (103,043) (612,106) 366,468

NONOPERATING REVENUES (EXPENSES)
  Operating grants
  Gain (Loss) on disposition of capital assets 4,912
  Tax revenue
  Tax expense (16,551)
  Interest income 21,414 16,665 140
  Net increase in fair value of investments 585 433 3,743
  Rental income
  Interest expense (13,072)
      Total nonoperating revenues (expenses) 5,448 22,010 (9,189)

INCOME (LOSS) BEFORE CAPITAL
 CONTRIBUTIONS AND TRANSFERS (97,595) (590,096) 357,279

Capital contributions 1,132,034 30,070
Transfers in 298,647 666,620
Transfers out (103,350)

CHANGE IN NET ASSETS (97,595) 737,235 1,053,969

NET ASSETS (DEFICIT), July 1 12,918,113 18,118,780

NET ASSETS (DEFICIT), June 30 $ 12,820,518 $ 18,856,015 $ 1,053,969
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Community
Airport Bus Golf Center Total

$ 574,011 $ 2,352,734 $ 2,222,736 $ 534,176 $ 13,450,725
3,677 292,888 2 8,909 308,878

577,688 2,645,622 2,222,738 543,085 13,759,603

322,823 847,030 846,742 3,574,322
103,593 7,041,782 1,628,646 56,833 10,808,264

93,413 85,250 3,565 186,881 576,197
99,906 1,877,910 57,740 322,349 3,660,229
63,347 17,322 10,012 48,462 176,119

118,147 324,870 228,305 1,290,449
21,463 432,479 50,580 10,414 1,599,526
38,256 277,794 92,135 684,216
54,092 141,722 5,144 8,599 235,925

411,413 1,125,709 311,818 775,967 3,656,417
1,326,453 12,171,868 2,159,640 2,484,552 26,261,664

(748,765) (9,526,246) 63,098 (1,941,467) (12,502,061)

50,351 8,267,538 8,317,889
(28,955) (24,043)
207,749 207,749

(735) (17,286)
25,900 70,450 24,813 1,798 161,180

677 1,554 95 2 7,089
164,130 316,245 54,670 501,118 1,036,163

(308,515) (321,587)
419,117 8,655,787 (228,937) 502,918 9,367,154

(329,648) (870,459) (165,839) (1,438,549) (3,134,907)

1,327,385 478,796 2,968,285
6,882 65,288 704,000 1,741,437

(84) (18,625) (122,059)

997,653 (403,406) (100,551) (734,549) 1,452,756

9,723,999 22,766,866 (1,374,104) 16,589,982 78,743,636

$ 10,721,652 $ 22,363,460 $ (1,474,655) $ 15,855,433 $ 80,196,392
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CITY OF MODESTO

COMBINING STATEMENT OF CASH FLOWS - NONMAJOR ENTERPRISE FUNDS

Year ended June 30, 2006

Storm
Parking Drain Compost

CASH FLOWS FROM OPERATING ACTIVITIES:
  Receipts from customers and users $ 1,171,223 $ 5,244,115 $ 1,164,719
  Receipts from interfund services provided 23,910
  Payments to suppliers (400,574) (1,822,347) (255,998)
  Payments to employees (293,534) (1,505,418) (369,630)
  Payments for interfund services used (196,523) (1,947,221) (279,644)
Net cash provided (used) by operating activities 280,592 (6,961) 259,447

CASH FLOWS FROM NONCAPITAL FINANCING
 ACTIVITIES:
  Operating grants received
  Taxes received
  Transfers in 298,647 363,307
  Transfers out (103,350)
Net cash provided (used) by noncapital financing
 activities 195,297 363,307

CASH FLOWS FROM CAPITAL AND RELATED
 FINANCING ACTIVITIES:
  Acquisition and construction of capital assets (2) (109,720) (6,569)
  Principal repayments (67,899)
  Interest paid (13,072)
  Capital grants received 96,906
Net cash used by capital and related
 financing activities (2) (12,814) (87,540)

CASH FLOWS FROM INVESTING ACTIVITIES:
  Interest received 20,682 17,804 (1,310)
  Net increase in the fair value of investments 585 433 3,743
Net cash provided by investing activities 21,267 18,237 2,433

Net increase (decrease) in cash and cash equivalents 301,857 193,759 537,647
CASH AND CASH EQUIVALENTS, JULY 1 765,299 689,777 (171,103)

CASH AND CASH EQUIVALENTS, JUNE 30 $ 1,067,156 $ 883,536 $ 366,544

RECONCILIATION TO STATEMENT OF NET ASSETS:
  Cash and cash equivalents $ 1,067,156 $ 883,536 $ 366,544
  Cash and cash equivalents with fiscal agent

TOTAL CASH AND CASH EQUIVALENTS $ 1,067,156 $ 883,536 $ 366,544
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Community
Airport Bus Golf Center Total

$ 759,909 $ 2,963,721 $ 2,279,820 $ 1,051,761 $ 14,635,268
23,910

101,874 (8,832,946) (1,697,396) (523,118) (13,430,505)
(438,279) (1,167,767) (1,072,969) (4,847,597)
(196,326) (1,025,498) (150,447) (128,613) (3,924,272)
227,178 (8,062,490) 431,977 (672,939) (7,543,196)

50,351 6,543,564 6,593,915
207,749 207,749

6,882 65,288 704,000 1,438,124
(84) (18,625) (122,059)

258,016 6,531,821 65,288 704,000 8,117,729

(1,230,223) (478,796) (6,691) (72,103) (1,904,104)
(195,000) (262,899)
(310,238) (323,310)

974,935 478,796 1,550,637

(255,288) (511,929) (72,103) (939,676)

25,304 76,048 24,805 2,414 165,747
677 1,554 95 2 7,089

25,981 77,602 24,900 2,416 172,836

255,887 (1,453,067) 10,236 (38,626) (192,307)
1,134,628 3,299,281 855,872 478,384 7,052,138

$ 1,390,515 $ 1,846,214 $ 866,108 $ 439,758 $ 6,859,831

$ 1,390,515 $ 1,846,214 $ 253,324 $ 439,758 $ 6,247,047
612,784 612,784

$ 1,390,515 $ 1,846,214 $ 866,108 $ 439,758 $ 6,859,831
(continued)
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CITY OF MODESTO

COMBINING STATEMENT OF CASH FLOWS - NON MAJOR ENTERPRISE FUNDS (Continued)

Year ended June 30, 2006

Storm
Parking Drain Compost

RECONCILIATION OF OPERATING INCOME (LOSS)
 TO NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES:
  Operating income (loss) $ (103,043) $ (612,106) $ 366,468
  Adjustments to reconcile operating income (loss) to
   net cash provided (used) by operating activities:
    Depreciation 388,499 577,784 65,227
    Rental income
    Taxes paid (16,551)
    Change in assets and liabilities:

    (Increase) decrease in accounts receivable 104,534 259 (152,386)
   (Increase) in utilities receivable (9,538)
    Increase (decrease) in accounts payable and
      accrued expenses 13,452 31,813 (20,234)
   Increase in accrued salaries and benefits 3,073 4,827 372
    Increase in deferred revenues (109,372)

      Total adjustments 383,635 605,145 (107,021)
Net cash provided (used) by operating activities $ 280,592 $ (6,961) $ 259,447

NONCASH INVESTING, CAPITAL AND FINANCING
 ACTIVITIES:
  Capital assets transferred from other funds $ 664,962 $ 84,540
  Developer infrastructure contributions 370,166
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Community
Airport Bus Golf Center Total

$ (748,765) $ (9,526,246) $ 63,098 $ (1,941,467) $ (12,502,061)

411,413 1,125,709 311,818 775,967 3,656,417
164,130 316,245 54,670 501,118 1,036,163

(533) (17,084)

4,464 1,854 (5,163) 7,558 (38,880)
(9,538)

380,353 15,815 (21) (18,193) 402,985
2,691 4,133 2,078 17,174

13,425 7,575 (88,372)
975,943 1,463,756 368,879 1,268,528 4,958,865

$ 227,178 $ (8,062,490) $ 431,977 $ (672,939) $ (7,543,196)

$ 749,502
370,166
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Internal Service Funds

Internal Service Funds are established to finance and account for services and commodities furnished by a designated
agency of a governmental unit to other departments of the same governmental unit.  Since the services and
commodities are supplied exclusively to other departments of a governmental jurisdiction, they are distinguishable from
those public services which are rendered to the public in general and which are accounted for in General, Special 
Revenue, or Enterprise Funds.  Internal Service Funds include:

FLEET MANAGEMENT FUND – To provide the maintenance necessary for the City’s equipment pool, which serves
the needs of all City departments.

CENTRAL SERVICES FUND – To provide office supplies, various maintenance and construction materials, records
storage, and mail services to all City departments.

INFORMATION AND TECHNOLOGY SERVICES FUND – To finance and account for the replacement, upgrade and
maintenance of the City’s network and technology infrastructure, and to develop and implement a coordinated City-
wide information technology plan.

INSURANCE FUND – To finance and account for the City’s insurance and risk management programs.

EMPLOYEE BENEFITS MANAGEMENT FUND – To account for all compensated absences and other employee 
benefits.  Insurance benefits for current employees are accounted for in the Insurance Fund.

BUILDING SERVICES FUND – To account for the true cost of occupying and maintaining office space, to better
reflect the value of that space, and to accumulate amounts for future building repair costs.D
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CITY OF MODESTO

COMBINING STATEMENT OF NET ASSETS - INTERNAL SERVICE FUNDS

June 30, 2006

Information
Fleet Central & Technology

Management Services Services Insurance

ASSETS
Current assets:
  Cash and cash equivalents $ 12,073,921 $ 275,339 $ 2,217,145 $ 16,514,047
  Receivables:
    Accounts receivable 8,125 821,403
    Interest 11,593 1,249 6,681 143,485
  Inventories 516,919
 Due from governments 38,687
 Advances to other funds 1,903,476
      Total current assets 14,035,802 793,507 2,223,826 17,478,935

Noncurrent assets:
  Land and construction in progress 821,033
  Other capital assets, net of accumulated depreciation 16,272,661 67,480 2,352,511 28,751

      Total assets 31,129,496 860,987 4,576,337 17,507,686

LIABILITIES
Current liabilities:
  Accounts payable 129,980 184,928 66,155 355,307
  Accrued salaries and benefits 21,540 4,188 32,222 6,965
  Current portion - compensated absences
  Current portion - claims liability 5,156,560
  Current portion - long-term debt 26,587
      Total current liabilities 178,107 189,116 98,377 5,518,832

Noncurrent liabilities:
  Compensated absences
  Claims liability 11,174,550
  Long-term debt:
    Notes payable 144,446

      Total liabilities 322,553 189,116 98,377 16,693,382

NET ASSETS
Invested in capital assets, net of related debt 16,922,661 67,480 2,352,511 28,751
Unrestricted 13,884,282 604,391 2,125,449 785,553

      Total net assets $ 30,806,943 $ 671,871 $ 4,477,960 $ 814,304
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Employee
Benefits Building

Management Services Total

$ 16,905,858 $ 41,665 $ 48,027,975

4,530 834,058
56,551 219,559

516,919
38,687

1,903,476
16,966,939 41,665 51,540,674

821,033
5,405 191,083 18,917,891

16,972,344 232,748 71,279,598

757,085 23,035 1,516,490
890 18,630 84,435

2,769,104 2,769,104
5,156,560

26,587
3,527,079 41,665 9,553,176

58,847,850 58,847,850
11,174,550

144,446

62,374,929 41,665 79,720,022

5,405 191,083 19,567,891
(45,407,990) (28,008,315)

$ (45,402,585) $ 191,083 $ (8,440,424)
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CITY OF MODESTO

COMBINING STATEMENT OF REVENUES, EXPENSES, AND CHANGES

IN FUND NET ASSETS - INTERNAL SERVICE FUNDS

Year ended June 30, 2006

Information
Fleet Central & Technology

Management Services Services Insurance

OPERATING REVENUES:
  Charges for services $ 7,953,420 $ 306,351 $ 3,546,441 $ 21,316,594
  Sales 2,616,588
  Cost of sales (2,604,232)
      Total operating revenues 7,953,420 318,707 3,546,441 21,316,594

OPERATING EXPENSES:
  Salaries and wages 1,083,045 200,178 1,437,826 355,025
  Contractual services 430,497 70,071 250,566 51,811
  Utilities 8,098 919 273,257 945
  Maintenance and supplies 2,404,170 41,384 1,353,121 11,468
  Insurance 52,881 3,516 12,864 10,976,444
  Claims expense 7,458,436
  Employee benefits 456,818 88,848 517,423 133,042
  Administration services 73,752 6,565 551 1,283,028
  Allocated indirect administrative costs 264,010
  Other 16,419 566 53,668 30,083
  Depreciation 2,433,441 9,598 356,103 8,808
      Total operating expenses 7,223,131 421,645 4,255,379 20,309,090

OPERATING INCOME (LOSS) 730,289 (102,938) (708,938) 1,007,504

NONOPERATING REVENUES (EXPENSES)
  Loss on disposition of capital assets (171,110) (70,773)
  Interest income 152,100 8,546 39,171 348,395
  Net increase (decrease) in fair value of investments 212 1,134 9,577
  Interest expense (11,083) (458)

      Total nonoperating revenues (expenses) (30,093) 8,758 (30,926) 357,972

INCOME (LOSS) BEFORE CAPITAL
 CONTRIBUTIONS AND TRANSFERS 700,196 (94,180) (739,864) 1,365,476

Capital contributions 304,210
Transfers in 251,179 1,461,182
Transfers out (586,393)

CHANGE IN NET ASSETS 669,192 (94,180) 721,318 1,365,476

NET ASSETS (DEFICITS), July 1 30,137,751 766,051 3,756,642 (551,172)

NET ASSETS (DEFICITS), June 30 $ 30,806,943 $ 671,871 $ 4,477,960 $ 814,304
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Employee
Benefits Building

Management Services Total

$ 38,633,482 $ 2,223,303 $ 73,979,591
2,616,588

(2,604,232)
38,633,482 2,223,303 73,991,947

46,890 949,062 4,072,026
51,950 158,546 1,013,441

189,792 473,011
35,484 240,370 4,085,997

364 8,191 11,054,260
7,458,436

36,157,104 398,086 37,751,321
46,668 81,801 1,492,365

264,010
56,031 3,951 160,718

1,562 28,965 2,838,477
36,396,053 2,058,764 70,664,062

2,237,429 164,539 3,327,885

(241,883)
354,923 (7,176) 895,959

9,604 (217) 20,310
(11,541)

364,527 (7,393) 662,845

2,601,956 157,146 3,990,730

14,424 318,634
1,712,361
(586,393)

2,601,956 171,570 5,435,332

(48,004,541) 19,513 (13,875,756)

$ (45,402,585) $ 191,083 $ (8,440,424)
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CITY OF MODESTO

COMBINING STATEMENT OF CASH FLOWS - INTERNAL SERVICE FUNDS

Year ended June 30, 2006

Information
Fleet Central & Technology

Management Services Services Insurance

CASH FLOWS FROM OPERATING ACTIVITIES:
  Receipts from customers and users $ 153,585 $ 34,642 $ 836,081
  Receipts from interfund services provided 7,753,023 284,065 $ 3,546,441 19,955,559
  Payments to suppliers (2,691,075) (68,231) (1,903,045) (10,999,355)
  Payment of insurance claims (5,089,127)
  Payments to employees (1,534,437) (288,535) (1,938,570) (485,190)
  Payments for interfund services used (515,269) (70,596) (57,323) (1,329,363)
Net cash provided (used) by operating activities 3,165,827 (108,655) (352,497) 2,888,605

CASH FLOWS FROM NONCAPITAL  FINANCING ACTIVITIES:
  Transfers in 251,179 1,461,182
  Transfers out (586,393)
 Repayment of advances to other funds 96,524
   Due to other funds
Net cash provided (used) by noncapital financing activities (238,690) 1,461,182

CASH FLOWS FROM CAPITAL AND RELATED 
FINANCING ACTIVITIES:
   Acquisition and construction of capital assets (3,341,583) (24,413) (898,022)
   Proceeds from sale of capital assets 101,024 13,877
   Principal repayments (25,043) (20,545)
   Interest paid (11,083) (458)
Net cash used by capital and related financing activities (3,276,685) (24,413) (905,148)

CASH FLOWS FROM INVESTING ACTIVITIES:
   Interest received 152,100 8,281 38,074 335,828
   Net increase in the fair value of investments 212 1,134 9,577
Net cash provided by investing activities 152,100 8,493 39,208 345,405

Net increase (decrease) in cash and cash equivalents (197,448) (124,575) 242,745 3,234,010
CASH AND CASH EQUIVALENTS, JULY 1 12,271,369 399,914 1,974,400 13,280,037

CASH AND CASH EQUIVALENTS, JUNE 30 $ 12,073,921 $ 275,339 $ 2,217,145 $ 16,514,047
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Employee
Benefits Building

Management Services Total

$ 13,803 $ 1,038,111
38,615,149 $ 2,223,303 72,377,540

35,116 (536,436) (16,163,026)
(5,089,127)

(37,023,970) (1,341,027) (42,611,729)
(51,852) (176,076) (2,200,479)

1,588,246 169,764 7,351,290

1,712,361
(586,393)

96,524
(125,000) (125,000)
(125,000) 1,097,492

(1) (4,264,019)
114,901
(45,588)
(11,541)

(1) (4,206,247)

347,299 (5,750) 875,832
9,604 (217) 20,310

356,903 (5,967) 896,142

1,945,149 38,796 5,138,677
14,960,709 2,869 42,889,298

$ 16,905,858 $ 41,665 $ 48,027,975
(continued)
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CITY OF MODESTO

COMBINING STATEMENT OF CASH FLOWS - INTERNAL SERVICE FUNDS (Continued)

Year ended June 30, 2006

Information
Fleet Central & Technology

Management Services Services Insurance

RECONCILIATION OF OPERATING INCOME (LOSS) TO
 NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES:
  Operating income (loss) $ 730,289 $ (102,938) $ (708,938) $ 1,007,504
  Adjustments to reconcile operating income (loss) to 
   net cash provided (used) by operating activities:
    Depreciation 2,433,441 9,598 356,103 8,808
    Change in assets and liabilities:
      (Increase) decrease in accounts receivable (8,125) (524,954)
      (Increase) decrease in due from governments (38,687)
      (Increase) in notes receivable
      Decrease in inventories (141,400)
      Increase (decrease) in accounts payable and accrued expenses 43,483 125,594 (16,341) 25,061
     Increase in accrued salaries and benefits payable 5,426 491 16,679 2,877
      Increase in compensated absences
      Decrease in claims liability 2,369,309
        Total adjustments 2,435,538 (5,717) 356,441 1,881,101
Net cash provided (used) by operating activities $ 3,165,827 $ (108,655) $ (352,497) $ 2,888,605

NONCASH INVESTING, CAPITAL AND FINANCING ACTIVITIES:
  Capital assets transferred in $ 304,210
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Employee
Benefits Building

Management Services Total

$ 2,237,429 $ 164,539 $ 3,327,885

1,562 28,965 2,838,477

(4,530) (537,609)
(38,687)

3,096 3,096
78 (141,322)

173,761 (29,939) 321,619
279 6,121 31,873

(823,351) (823,351)
2,369,309

(649,183) 5,225 4,023,405
$ 1,588,246 $ 169,764 $ 7,351,290

$ 14,424 $ 318,634
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AGENCY FUNDS

Agency Funds account for assets held by the City as an agent for individuals, governmental entities and non-public
organizations.

Special Districts – To account for collection of special district assessments from property owners and forwarding 
these collections to trustees for payment to bondholders.

Tuolumne River Regional Park – To account for cash and investments of the Tuolumne River Regional Park, a  joint
powers agency between the City of Modesto, Stanislaus County and City of Ceres.  The agency provides financing, 
development, and maintenance of the Tuolumne River Regional Park facilities. The cash and investments of  the  Park
are invested as part of the City’s investment pool.

City-County Capital Improvements and Financing Agency - To account for cash and investments of the City-
County Capital Improvements and Financing Agency, a joint powers agency between the City of Modesto and
Stanislaus County.  The agency built and maintains a joint City-County government complex in downtown Modesto.
The cash and investments of  the  Agency are invested as part of the City’s investment pool.

Stanislaus Drug Enforcement Agency -  To account for cash and investments of the Stanislaus Drug Enforcement 
Agency, a joint powers agency between Stanislaus County and the cities of Modesto, Oakdale, Turlock, Ceres,
Hughson, Newman, Patterson, and Waterford.  The agency’s purpose is to maintain a specially trained police unit to
assist each of the participating agencies in the enforcement of drug control laws, and to study, plan, and set priorities 
for effective enforcement of such laws throughout Stanislaus County.    Cash and investments of the Agency are
invested in the City’s investment pool.

.
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CITY OF MODESTO

STATEMENT OF CHANGES IN ASSETS AND LIABILITIES AGENCY FUNDS

Year ended June 30, 2006

Balance Balance
June 30, 2005 Additions Deletions June 30, 2006

Special Districts

ASSETS
Cash and cash equivalents $ 120,416 $ 1,357,817 $ 227,811 $ 1,250,422
Cash and cash equivalents with fiscal agent 118,313 5,614,107 1,219,530 4,512,890

$ 238,729 $ 6,971,924 $ 1,447,341 $ 5,763,312
`

LIABILITIES
Due to special district bondholders $ 238,729 $ 6,971,924 $ 1,447,341 $ 5,763,312

Tuolumne River Regional Park

ASSETS
Cash and cash equivalents $ 315,698 $ 444,203 $ 725,975 $ 33,926

LIABILITIES
Deposits held as agent for others $ 315,698 $ 444,203 $ 725,975 $ 33,926

City/County Joint Powers Financing Authority

ASSETS
Cash and cash equivalents $ 113,595 $ 1,409,491 $ 1,428,366 $ 94,720

LIABILITIES
Deposits held as agent for others $ 113,595 $ 1,409,491 $ 1,428,366 $ 94,720

Stanislaus Drug Enforcement Agency

ASSETS
Cash and cash equivalents $ 0 $ 3,084,151 $ 1,916,516 $ 1,167,635

LIABILITIES
Deposits held as agent for others $ 0 $ 3,084,151 $ 1,916,516 $ 1,167,635

Totals - All Agency Funds

ASSETS
Cash and cash equivalents $ 549,709 $ 6,295,662 $ 4,298,668 $ 2,546,703
Cash and cash equivalents with fiscal agent 118,313 5,614,107 1,219,530 4,512,890

$ 668,022 $ 11,909,769 $ 5,518,198 $ 7,059,593

LIABILITIES
Due to special district bondholders $ 238,729 $ 6,971,924 $ 1,447,341 $ 5,763,312
Deposits held as agent for others 429,293 4,937,845 4,070,857 1,296,281

$ 668,022 $ 11,909,769 $ 5,518,198 $ 7,059,593
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Statistical  Section

This part of the Comprehensive Annual Financial Report presents detailed information to aid in understanding what the information
in the financial statements, note disclosures, and required supplementary information says about the City’s overall financial health.
In contrast to the financial section, the statistical section information is not subject to independent audit.

Financial Trends
These schedules contain trend information to help the reader understand how the City’s financial performance has changed 
over time.

1. Net Assets by Component
2. Changes in Net Assets
3. Fund Balances of Governmental Funds
4.    Changes in Fund Balance of Governmental Funds

Revenue Capacity
This schedule gives information on the City’s most significant local revenue source, the water user charges:

1.  Water Utility System – Ten Largest Customers
2.  Water revenues by customer class
3.  Water rates

Debt Capacity
These schedules present information to help the reader assess the affordability of the City’s current levels of outstanding debt
and the City’s ability to issue additional debt in the future:

1. Ratio of Outstanding Debt by Type
2. Computation of Direct and Overlapping Debt
3. Computation of Legal Bonded Debt Margin
4. Bonded Debt Pledged Revenue Coverage, Wastewater Revenue Bonds
5. Continuing Disclosure Requirements:

a. Wastewater Revenue Bonds
b. Modesto Public Financing Authority Lease Revenue Bonds, Series 1997
c. Water Utility System Refunding Revenue Certificates of Participation, and Modesto Irrigation District 

Financing Authority Domestic Water Project Refunding Revenue Bonds

Demographic and Economic Information
These schedules offer demographic and economic indicators to help the reader understand the environment within which the 
City’s financial activities take place:

1.     Demographic and Economic Statistics
2.     Principal Employers

Operating Information
These schedules contain service and infrastructure data to help the reader understand how the information in the City’s 
financial report relates to the services the City provides and the activities it performs:

1. Full-Time Equivalent City Government Employees by Function
2. Operating Indicators by Function/Program
3. Capital Asset Statistics by Function/Program

Sources:  Unless otherwise noted, the information in these schedules is derived from the Comprehensive Annual Financial Reports
for the relevant year.  The City implemented GASB Statement No. 34 in 2002; however, for schedules presenting entity-wide
information, the City has elected to include information beginning in fiscal year 2003.

CITY OF MODESTO

NET ASSETS BY COMPONENT

Last Four Fiscal Years

(accrual basis of accounting)

2003 2004 2005 2006

Governmental activities
Invested in capital assets, 

net of related debt $259,156,770 $275,171,096 $288,391,776 $296,401,824
Restricted 65,766,576 76,577,126 88,725,341 120,937,678
Unrestricted 2,530,581 (11,382,001) (6,715,483) (2,303,306)

Total governmental activities net assets $327,453,927 $340,366,221 $370,401,634 $415,036,196

Business-type activities
Invested in capital assets, 

net of related debt $206,792,699 $209,230,461 $216,558,150 $220,881,691
Restricted 756,245 763,190
Unrestricted 28,786,201 37,266,369 45,548,813 66,550,276

Total business-type activities net assets $236,335,145 $247,260,020 $262,106,963 $287,431,967

Primary government
Invested in capital assets, 

net of related debt $465,949,469 $484,401,557 $504,949,926 $517,283,515
Restricted 66,522,821 77,340,316 88,725,341 120,937,678
Unrestricted 31,316,782 25,884,368 38,833,330 64,246,970

Total primary government net assets $563,789,072 $587,626,241 $632,508,597 $702,468,163
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CITY OF MODESTO

CHANGES IN NET ASSETS

Last Four Fiscal Years

(Accrual Basis of Accounting)

2003 2004 2005 2006
Expenses
Governmental Activities:

General Government $12,557,259 $13,954,909 $15,273,174 $15,529,735
Community Development 13,823,955 $10,517,243 $14,105,411 $12,241,213
Highways and streets 19,656,219 23,136,950 23,721,458 26,025,311
Public works 6,843,742 6,458,522 5,263,984 6,491,062
Parks and Recreation 16,723,475 12,682,746 13,334,330 11,733,698
Public safety 64,410,214 68,258,235 71,239,341 74,500,043
Interest on Long Term Debt 4,612,885 4,515,439 4,987,911 5,178,130

Total Governmental Activities Expenses 138,627,749 139,524,044 147,925,609 151,699,192
Business-Type Activities:

Parking 1,153,145 651,330 1,162,479 1,287,450
Water 30,874,820 27,051,982 30,691,348 29,989,775
Sewer 23,266,170 21,386,084 22,422,268 22,716,100
Storm Drain 5,940,261 5,327,334 6,111,317 5,795,746
Compost 941,919
Airport 971,865 1,120,922 1,131,889 1,342,645
Bus 9,745,477 10,122,176 11,074,907 12,119,311
Golf 2,475,913 2,432,202 2,354,759 2,461,470
Community Center 2,390,517 2,078,752 2,323,169 2,465,644

Total Business-Type Activities Expenses 76,818,168 70,170,782 77,272,136 79,120,060
Total Primary Government Expenses $215,445,917 $209,694,826 $225,197,745 $230,819,252

Program Revenues
Governmental Activities:

Charges for Services:
General Government $3,453,403 $3,321,760 $3,252,732 $4,179,505
Community Development 11,566,306 9,592,055 11,294,130 9,466,082
Highway and streets 1,303,305 2,005,336 14,081,840 12,104,089
Public Safety 9,173,932 9,267,650 2,024,509 1,986,957
Parks and Recreation 3,835,652 3,992,598 4,821,884 4,928,366
Public Safety 5,925,096 6,794,911 8,011,509 7,124,387
Operating Grants and Contributions 9,413,521 15,975,814 13,736,453 11,892,511
Capital Grants and Contributions 23,297,198 18,368,908 22,799,320 38,484,548

Total Government Activities Program Revenues 67,968,413 69,319,032 80,022,377 90,166,445
Business-Type Activities:

Charges for Services:
Parking 824,917 890,263 908,920 1,176,061
Water 28,200,885 31,353,046 31,315,920 42,639,348
Sewer 23,556,044 25,292,995 24,419,607 23,083,280
Storm Drain 5,169,831 5,227,844 5,162,217 5,277,304
Compost 1,317,105
Airport 590,960 559,479 559,215 577,688
Bus 2,137,065 2,077,503 2,264,506 2,645,622
Golf 2,120,689 2,160,223 2,115,712 2,222,738
Community Center 467,229 496,680 504,338 543,085
Operating Grants and Contributions 5,119,474 6,217,613 7,525,367 8,317,889
Capital Grants and Contributions 13,603,460 10,145,892 8,498,408 10,467,873

Total Business-Type Activities Program Revenue 81,790,554 84,421,538 83,274,210 98,267,993
Total Primary Government Program Revenues $149,758,967 $153,740,570 $163,296,587 $188,434,438

Net (Expense)/Revenue
Governmental Activities ($70,659,336) ($70,205,012) ($67,903,232) ($61,532,747)
Business-Type Activities 4,972,386 14,250,756 6,002,074 19,147,933
Total Primary Government Net Expense ($65,686,950) ($55,954,256) ($61,901,158) ($42,384,814)
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CITY OF MODESTO

CHANGES IN NET ASSETS

(continued)

Last Four Fiscal Years

(Accrual Basis of Accounting)

2003 2004 2005 2006

General Revenues and Other Changes in Net Assets
Governmental Activities:

Taxes:
Utility Users Tax $13,732,571 $14,659,986 $15,621,566 $17,583,690
Property taxes, levied for general purposes 10,169,004 11,294,599 11,316,694 14,318,747
Tax increments for redevelopment agency 2,631,695 3,183,871 3,909,452 4,450,836
Transient occupancy tax 2,097,901 2,110,909 2,098,303 2,181,467
Franchise tax 3,360,976 3,455,535 3,420,453 3,693,307
Business license tax, levied for general purposes 9,238,797 9,231,136 9,726,816 10,374,157
Business license tax, levied for downtown improvement district 172,847 190,644 201,308 214,022

Grants and contributions not restricted to specific programs:
Sales tax 25,887,064 27,151,779 26,589,449 29,627,835
Motor vehicle license fee 11,746,283 9,052,449 16,403,864 14,986,883
Other 922,237 1,204,485 1,702,234 4,070,593

Unrestricted investment earnings 3,645,205 1,004,974 4,463,080 3,255,401
Miscellaneous 2,220,976 2,479,871 3,792,340 2,827,161

Transfers (1,824,890) (1,902,932) (1,306,914) (1,416,790)
Total Government Activities 84,000,666 83,117,306 97,938,645 106,167,309
Business-Type Activities:

Taxes:
Property taxes, generated by and allocated to the airport 166,043 204,091 239,518 166,641
Business license tax, generated by and allocated to the airport 21,816 7,870 20,546 41,108

Unrestricted investment earnings 2,003,214 857,751 1,819,870 2,504,291
Miscellaneous 1,306,914

Transfers 1,824,890 1,902,932 7,396,627 1,416,790
Settlements and Recoveries 3,784,295
Special item (4,753,884) (6,298,525) (1,938,606) (1,736,054)

Total Business-Type Activities (737,921) (3,325,881) 8,844,869 6,177,071
Total Primary Government $83,262,745 $79,791,425 $106,783,514 $112,344,380

Change in Net Assets
Governmental Activities $13,341,330 $12,912,294 $30,035,413 $44,634,562
Business-Type Activities 4,234,465 10,924,875 14,846,943 25,325,004
Total Primary Government $17,575,795 $23,837,169 $44,882,356 $69,959,566

Note:  'the City has elected to show only four years of data for this schedule.
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CITY OF MODESTO

FUND BALANCES OF GOVERNMENTAL FUNDS

Last Five Fiscal Years

(Modified Accrual Basis of Accounting)

2002 2003 2004 2005 2006

General Fund
Reserved $1,961,061 $3,393,560 $3,327,569 $2,955,054 $2,702,381
Unreserved 22,512,913 23,008,629 17,651,800 17,460,005 20,607,134

Total General Fund $24,473,974 $26,402,189 $20,979,369 $20,415,059 $23,309,515 (a)

All Other Governmental Funds
Reserved $35,241,185 $31,889,387 $40,013,124 $40,160,539 $40,168,886
Unreserved, reported in:
  Special revenue funds (6,013,102) 1,844,576 15,398,402 15,931,290 13,431,304
  Capital project funds 36,152,800 40,102,394 29,172,787 42,534,688 72,752,412

Total all other governmental funds $65,380,883 $73,836,357 $84,584,313 $98,626,517 $126,352,602

(a) The change in total fund balance for the General Fund and other governmental funds 
is explained in Management's Discussion and Analysis.

Note:  The City has elected to show only five years of data for this schedule.
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CITY OF MODESTO

CHANGES IN FUND BALANCE OF GOVERNMENTAL FUNDS

Last Five Fiscal Years

(Modified Accrual Basis of Accounting)

Fiscal Year Ended June 30,
2002 2003 2004 2005 2006

Revenues
Taxes $37,855,427 $41,405,014 $44,185,552 $46,295,678 $52,816,596
Licenses, permits and fees 173,348 169,108 250,129 128,754 146,854
Intergovernmental 62,726,570 66,228,880 70,583,373 73,889,063 64,759,658
Charges for services 33,633,119 31,789,634 33,203,507 41,660,016 37,802,149
Special assessments levied 823,091 2,015,090 386,368 107,696 65,909
Interest and rent 3,418,440 3,712,219 2,911,392 3,146,452 3,755,169
Net increase in fair value of investments 647,793 (339,331) (1,458,065) 186,515 103,036
Fines and forfeits 1,055,966 1,030,389 1,294,193 1,646,472 1,675,926
Contribution from property owners 30,473,773
Miscellaneous 1,111,982 2,220,976 2,479,871 2,991,745 2,821,161

Total Revenues 141,445,736 148,231,979 153,836,320 170,052,391 194,420,231

Expenditures
Current:

General government 10,168,110 11,352,860 11,878,443 11,819,603 14,111,535
Community development 7,950,839 13,123,011 10,113,628 12,832,640 12,296,072
Highways and streets 7,994,279 8,559,729 11,568,810 12,152,087 14,357,041
Public works 4,622,232 5,420,867 4,876,115 5,053,030 5,647,023
Parks and recreation 13,969,712 14,848,478 11,374,052 12,021,937 11,662,263
Public safety 52,812,553 56,576,055 62,747,623 70,882,176 74,527,875

Capital outlay 23,082,610 19,031,609 33,092,718 24,412,735 21,563,774
Debt service:

Principal retirement 1,422,501 3,111,203 1,563,472 1,666,764 1,901,827
Interest 4,621,270 4,580,409 4,502,666 4,425,980 4,576,780
Other 29,611 57,038 18,355 553,645 618,742

Total Expenditures 126,673,717 136,661,259 151,735,882 155,820,597 161,262,932

Excess of revenues over
 (under) expenditures 14,772,019 11,570,720 2,100,438 14,231,794 33,157,299

Other Financing Sources (Uses)
Transfers in 18,838,748 14,601,556 19,332,436 17,962,442 17,724,718
Transfers out (21,098,333) (15,441,935) (20,819,979) (19,644,937) (20,267,476)
Proceeds of capital lease 2,020,418
Proceeds of loan payable 191,835 192,759 212,241
Proceeds of notes payable 4,500,000
Sale of Assets 928,595 6,000

Total other financing sources (uses) (47,332) (647,620) 3,224,698 (753,900) (2,536,758)

Net Change in fund balances 14,724,687 10,923,100 5,325,136 13,477,894 30,620,541
FUND BALANCES, July 1 75,130,170 89,315,446 100,238,546 105,563,682 119,041,576

FUND BALANCES, June 30 $89,854,857 $100,238,546 $105,563,682 $119,041,576 $149,662,117
Debt service as a percentage of

noncapital expenditures 0.06198 0.07000 0.05389 0.04884 0.04886

Note : The City has elected to show only five years of data for this schedule.
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CITY OF MODESTO

REVENUE CAPACITY - MOST SIGNIFICANT LOCAL REVENUE SOURCE

WATER UTILITY CHARGES

(Fiscal Year ended June 30, 2006)

Ten Largest Customers of Water Utility System,  Year Ended 6/30/06
% of Total Water Sales % of Total Water

Customer Business Type Usage (ccf) (1) Usage Revenue ($) Sales Revenue
1)   Signature Foods Cannery 503,795 1.45% $522,634 1.27%
2)   Modesto City Schools Education 413,695 1.19 504,923 1.23
3)   Stanislaus Foods Cannery 416,744 1.20 441,305 1.07
4)   Foster Farms Dairy Processor 320,805 0.82 328,345 0.80
5)   Modesto Irrigation District Power Company 196,337 0.56 219,219 0.53
6)   Stanislaus County Government 158,775 0.46 208,767 0.51
7)   E&J Gallo Winery Winery 147,772 0.43 169,434 0.41
8)   Sylvan Union School District Education 141,167 0.41 163,366 0.40
9)   Yosemite Community College Community College 129,288 0.37 158,762 0.39
10) Del Monte Foods Cannery 109,911 0.32 117,906 0.29
        Total Top Ten 2,538,289 7.30% $2,834,661 6.90%

Total Flat/Metered Revenues (Water Sales) $41,107,414
(1) "ccf" means "hundred cubic feet"

Water Sales Revenue, Year Ended 6/30/06
Residential - flat rates $26,590,878
Commercial, industrial and municipal - metered rates 14,516,536

Total Water Sales $41,107,414

The average monthly flat rate service charge for residential customers is: $33.37

Commercial Accounts:
Meter Size

3/4" $10.82
1" 15.34

1 1/2" 26.55
2" 40.06
3" 76.12
4" 116.63
6" 229.14
8" 364.19

10" 521.80
12" 971.95

In addition to these minimum charges, commercial accounts are charged $1.01 per 100 cubic feet of water used.

Water rates for both metered and flat rate services were increased on July 1, 2005.

Source:
City of Modesto-Customer Services

Note:  Information about Water Utility Customers was not available for the year ended June 30, 1997
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Current Water Rates and Charges as of 6/30/06

CITY OF MODESTO

RATIO OF OUTSTANDING DEBT BY TYPE

Last Ten Fiscal Years

Governmental Activities

Certificates Lease Obligations

Fiscal Loans of Revenue Notes Under

Year Payable Participation Bonds Payable Capital Leases Total

1997 $664,187 $37,970,000 $3,600,000 $1,204,153 $43,438,340
1998 639,725 34,100,000 64,935,000 1,264,963 100,939,688
1999 33,490,000 64,835,000 1,462,933 99,787,933
2000 32,800,000 64,730,000 514,333 98,044,333
2001 25,280,000 64,615,000 329,594 90,224,594
2002 191,835 24,625,000 64,250,000 $262,807 2,153,350 91,482,992
2003 348,273 23,935,000 63,865,000 241,880 1,753,685 90,143,838
2004 523,363 23,215,000 63,455,000 4,719,663 1,335,182 93,248,208
2005 485,077 22,455,000 63,000,000 4,696,076 896,833 91,532,986
2006 446,634 21,655,000 62,505,000 4,535,034 444,904 89,588,578

Business-Type Activities

Certificates Total Percentage

Fiscal Loans of Revenue Capital Primary of Personal Per

Year Payable Participation Bonds Leases Total Government Income (a) Capita (a)

1997 $3,681,208 $23,785,000 $48,665,000 $28,389 $76,131,208 $119,569,548 3.26% 665.13
1998 3,532,306 25,585,000 47,740,000 4,201 76,857,306 177,796,994 4.48% 973.38
1999 3,378,635 24,900,000 46,780,000 75,058,635 174,846,568 4.26% 947.16
2000 3,220,042 24,355,000 45,780,000 73,355,042 171,399,375 3.87% 910.31
2001 3,056,210 30,525,000 44,735,000 78,316,210 168,540,804 3.82% 895.13
2002 2,887,342 29,765,000 43,640,000 76,292,342 167,775,334 3.55% 844.79
2003 2,713,066 28,965,000 42,490,000 74,168,066 164,311,904 3.33% 808.22
2004 2,533,380 28,125,000 41,285,000 71,943,380 165,191,588 3.09% 801.12
2005 2,347,602 27,240,000 39,235,000 290,487 68,822,602 160,355,588 2.87% 772.30
2006 2,156,040 26,305,000 38,245,000 222,588 66,706,040 156,294,618 N/A 751.03

Note:  debt amounts are gross outstanding at year end without eliminating any premiums, discounts, or other amortization amounts.

Sources: City of Modesto
State of California, Department of Finance (population)
U.S. Department of commerce, Bureau of the Census (income)

(a) See Demographic Statistics for personal income and population data.
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CITY OF MODESTO

COMPUTATION OF DIRECT AND OVERLAPPING DEBT

June 30, 2006

Percentage Amount
Net Debt Applicable to Applicable to

Jurisdiction Outstanding (1) City of Modesto (2) City of Modesto

Direct debt:
City of Modesto $ 0 100% $ 0

Overlapping General Obligation debt - school districts:
Ceres Unified District 24,379,806 10.0 2,437,981
Modesto Elementary School District 24,328,337 72.5 17,638,044
Modesto High School District 75,789,875 68.5 51,916,064
Sylvan School District 9,110,000 85.0 7,743,500
Salida Union Elementary District 1,650,000 27.0 445,500
Stanislaus Union School District 3,725,000 33.0 1,229,250
Yosemite Community College District 94,445,000 28.2 26,633,490

Total overlapping debt 233,428,018 108,043,829

Total direct and overlapping debt $ 233,428,018 $ 108,043,829

NOTES: source of data for School Districts:  Stanislaus County Auditor.
(1) Gross debt outstanding less applicable amounts in debt service funds.
(2) Determined by ratio of assessed valuation of property subject to taxation
      in overlapping portion to valuation of all property subject to taxation
      in the jurisdiction.
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CITY OF MODESTO

COMPUTATION OF LEGAL DEBT MARGIN

June 30, 2006

  Net assessed value (1) $ 12,501,638,097

  Plus homeowners' exemption (1) 241,045,263

       Gross assessed value (1) $ 12,742,683,360

  Debt limit - 15% of gross assessed value (2) $ 1,911,402,504

  Amount of debt applicable to debt limit:
    Total general bonded debt, including
      special assessment debt $ 0

  Less:  Assets in debt service funds
    available for payment of principal $ 0
  Other deductions:  Special assessment debt 0

       Total deductions 0

       Total amount of debt applicable to debt limit 0

       Legal debt margin $ 1,911,402,504

Notes: (1) Source of Data:  Stanislaus County Auditor; Last Equalized Roll (AC2703, including aircraft)
(2) Section 43605 California Government Code.

Note: The City has elected to show only one year of data for this schedule
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CITY OF MODESTO

 REVENUE BOND COVERAGE

WASTEWATER REVENUE BONDS

Last ten fiscal years

Net Revenue Debt

Fiscal Gross Operating Available for Service

Year Revenue (1) Expenses (2) Debt Service Requirements(3) Coverage

1997 $19,239,545 $11,068,264 $8,171,281 $1,721,999 4.75
1998 20,191,250 11,192,431 8,998,819 3,637,239 2.47
1999 20,192,478 11,204,247 8,988,231 3,551,320 2.53
2000 19,490,824 12,380,840 7,109,984 3,549,445 2.00
2001 21,102,892 13,244,750 7,858,142 3,549,180 2.21
2002 22,288,061 17,117,917 5,170,144 3,550,017 1.46
2003 24,623,786 15,664,660 8,959,126 3,551,958 2.52
2004 26,123,771 16,687,958 9,435,813 3,550,120 2.67
2005 25,701,300 16,476,917 9,224,383 3,549,633 2.60
2006 24,695,878 16,044,781 8,651,097 2,916,462 2.97

Notes: (1) Consists of all receipts of the Sewer fund, including charges for services, interest and rental income, 
connection fees, not dedicated to capital spending purposes.
(2) Total Sewer Fund operating expenses exclusive of depreciation.  Beginning with 2005, the portion 
of transfers out to other funds, if any, that would have otherwise been an operating expense of the
the Sewer Fund have been included.
(3 )Includes total principal and interest of Wastewater Treatment Facility Revenue Bonds, Series 1993 and
1997, and Refunding Revenue Bonds, Series 1987 and 1996, through 2005.  During the 2005 fiscal year,
these issues were refunded by Wastewater Refunding Revenue Bonds, Series 2005 A and 2005 B.  The
first debt service payment on the refunding bonds was November 1, 2005.

111

0.00

1.00

2.00

3.00

4.00

5.00

6.00

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

CITY OF MODESTO

CONTINUING DISCLOSURE REQUIREMENTS INFORMATION

Year Ended June 30, 2006

Wastewater Revenue Refunding Bonds, Series 2005 A and B

Connection charge information:   The Sewer Enterprise imposes connection fees on a on-time basis to new users of the
sewer system and to users who significantly expand their usage.  The fees have three components:

Connection charge: $500 per Equivalent Dwelling Unit for residential units and $2,000 per acre
       for commercial and industrial property

Sub-trunk sewer charge: $645 per acre
Connection (lateral) charge: $33 per linear foot of lot frontage adjacent to the sewer line.

Customer Base by Type of Account
Number of % of Total % of Customer

Category Accounts Accounts Revenues
Residential 57,301 95.27% 52.6%
Commercial 2,796 4.65% 15.8%
Industrial 51 0.08% 31.6%

Total 60,148 100.00% 100.00%

Ten Largest Users of Sewer Facilities,  Year Ended 6/30/06
Sewer Fee % of Customer

User Revenue Revenues
1)   Stanislaus Foods 1,516,289$ 6.84%
2)   Signature Fruit 1,339,435 6.04%
3)   Del Monte Foods 1,242,836 5.60%
4)   E & J Gallo Winery 666,441 3.01%
5)   Frito-Lay, Inc. 492,188 2.22%
6)   City of Ceres 436,985 1.97%
7)   Foster Farms 414,412 1.87%
8)   Modesto Tallow 396,231 1.79%
9)   Nestle Food Company 161,893 0.73%
10) Conagra Foods 114,730 0.52%
        Total (Top Ten Customers) 6,781,440$ 30.58%

        Total (All Customers) 22,176,107$

The average single-family residence monthly sewer charge is $14.26.            .

Minimum Charge Charge Per 1,000
Commercial Group First 1,680 Cubic Feet Gallons Additonal

Group 1 $21.95 $1.73
Group 2 $25.29 $2.04
Group 3 $31.00 $2.47
Group 4 $37.19 $2.98

Industrial users pay a minimum charge of $10.00, with additional charges of:   $892.23 per million gallons of flow,
$105.52 per 1,000 pounds of excess biochemical oxygen demand (BOD), and $97.14 per 1,000 pounds of excess 
suspended solids (SS).

The Annual Budget of the City of Modesto is available from the City of Modesto Finance Department.

Updates of other required disclosures may be found elsewhere in this report, as follows:
Statement of Revenues, Expenses and Changes in Fund Net Assets Page 25
Principal Amount of Bonds and Other Parity Debt Page 41 (Note III-C)
Historical Debt Service Coverage Page 111

(continued)
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CITY OF MODESTO

CONTINUING DISCLOSURE REQUIREMENTS INFORMATION (continued)

Year Ended June 30, 2006

Modesto Public Financing Authority Lease Revenue Bonds, Series 1997
John Thurman Field Renovation Project

Update of Stadium and Insurance Information

In 1997, the City of Modesto renovated and improved the John Thurman Field stadium in order to fulfill its agreement
obligations with the Modesto A's minor league professional baseball team and for the A's to continue playing baseball in
Modesto. This Project was partially funded by the Series 1997 Lease Revenue Bonds. The improvements met or
exceeded the requirements of the Professional Baseball Agreement between Major League Baseball and the National
Association of Professional Baseball Leagues, which governs minor league baseball. Stadium improvements included
expansion of seating from 2,500 to 4,000; expanded parking capacity, with improved lighting and security; renovation to
the club house for both the Modesto Nuts (replaced the Modesto A's) and visiting teams; expansion of outfield
dimensions; and addition of a state-of-the-art public address and speaker system. The Modesto A's played their home
games in the renovated stadium from opening day, May 7, 1997, through the 2004 season.

In September, 2004, the Colorado Rockies signed a two-year player development contract with Modesto's minor league
franchise. This contract assured that the City of Modesto would have minor league baseball at John Thurman Field
through the 2006 season. In October 2006, the City of Modesto entered into a ten-year license agreement and a field
maintenance agreement with the Modesto Nuts Baseball Club. In order to secure a ten-year committment from the
franchise owners, the City of Modesto agreed to stadium improvements that include a new scoreboard, a
banquet/entertainment building, new grounds-crew area, improved picnic area, fieldwork and lighting renovation. Funding
for these improvements will come from the Parks Capital Projects Fund and the refinancing of the existing John Thurman
Field bonds. The refinancing will allow the city to lower the interest rate on the existing debt and will provide an additional
$2.4 million in new bond proceeds to finance these capital projects.

All insurance required by the Lease Revenue Bond legal documents is currently in full effect. Coverage includes public
liability, property damage, fire and extended coverage, and rental interruption insurance.

The Annual Budget of the City of Modesto is available from the City of Modesto Finance Department.

                                        (continued)
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CITY OF MODESTO

CONTINUING DISCLOSURE REQUIREMENTS INFORMATION (continued)

Year Ended June 30, 2006

1997 Water Utility System Refinancing Project, Refunding Revenue Certificates of Participation, and
Modesto Irrigation District Financing Authority Domestic Water Project Refunding Revenue Bonds, Series 1998D

Reserve Account Requirement as of 6/30/06 $0  (covered by surety bond, issued by Federal Guaranty
Insurance Company)

Balance in Parity Reserve Account as of 6/30/06 $0

Balance in Rate Stabilization Account as of 6/30/06 $2,846,800

Ten Largest Customers of Water Utility System,  Year Ended 6/30/06
% of Total Water Sales % of Total Water

Customer Business Type Usage (ccf) (1) Usage Revenue ($) Sales Revenue
1)   Signature Foods Cannery 503,795 1.45% $522,634 1.27%
2)   Modesto City Schools Education 413,695 1.19 504,923 1.23
3)   Stanislaus Foods Cannery 416,744 1.20 441,305 1.07
4)   Foster Farms Dairy Processor 320,805 0.82 328,345 0.80
5)   Modesto Irrigation District Power Company 196,337 0.56 219,219 0.53
6)   Stanislaus County Government 158,775 0.46 208,767 0.51
7)   E&J Gallo Winery Winery 147,772 0.43 169,434 0.41
8)   Sylvan Union School District Education 141,167 0.41 163,366 0.40
9)   Yosemite Community College Community College 129,288 0.37 158,762 0.39
10) Del Monte Foods Cannery 109,911 0.32 117,906 0.29
        Total Top Ten 2,538,289 7.30% $2,834,661 6.90%

Total Flat/Metered Revenues (Water Sales) $41,107,414
(1) "ccf" means "hundred cubic feet"

Water Sales Revenue, Year Ended 6/30/06
Residential - flat rates $26,590,878
Commercial, industrial and municipal - metered rates 14,516,536
    Total Water Sales $41,107,414

The average monthly flat rate service charge for residential customers is $33.37.

Current Water Rates and Charges as of 6/30/06- Commercial Accounts
Meter Size

3/4" $10.82
1" 15.34

1 1/2" 26.55
2" 40.06
3" 76.12
4" 116.63
6" 229.14
8" 364.19

10" 521.80
12" 971.95

In addition to these minimum charges, commercial accounts are charge $1.01 per 100 cubic feet of water used.

Water rates for both metered and flat rate services were increased on July 1, 2005.

(1)  Water Fund parity debt obligation, issued by the Modesto Irrigation District Financing Authority, on behalf of the
City, and pursuant to the 1992 Treatment and Delivery Agreement between the District and the City.   Balance of
these bonds as of 6/30/06 is $76,170,000. (continued)
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CITY OF MODESTO

CONTINUING DISCLOSURE REQUIREMENTS INFORMATION

1997 Water Utility System Refinancing Project, Refunding Revenue Certificates of Participation, and
Modesto Irrigation District Financing Authority Domestic Water Project Refunding Revenue Bonds, Series 1998D

Water Utility System - Debt Service Coverage
Fiscal Year 2006

Gross Operating Revenues:
    Charges for services $42,639,348
    Connection charges 1,728,873
    Settlements and recoveries 1,334,259
    Interest and rental income 534,234
    Deposit to rate stabilization fund (153,200)
         Total Gross Operating Revenues 46,083,514

Operating Expenses:
    Total operating expenses 28,672,955
    Less:  Depreciation (2,383,566)
              T&DA debt service component paid to MID (6,690,994)
    Plus:  Property taxes 84,556
               Operating transfers 95,385
          Total Operating Expenses 19,778,336

Net Operating Revenues $26,305,178

Total Debt Service:
    1997 Refunding Certificates of Participation 1,790,658
    Treatment & Delivery Agreement 6,690,994
    CDWR Loan 264,654
         Total Debt Service $8,746,306

Debt Service Coverage (Net Operating Revenues/Total Debt Service) 3.01

Updates of other required disclosures may be found elsewhere in this report, as follows:

Water Utility System Statement of Net Assets Page 24
Water Utility System Revenues and Expenses Page 25
Principal Amount of Certificates Outstanding Page 40 (Note III-C)
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CITY OF MODESTO

DEMOGRAPHIC AND ECONOMIC STATISTICS

Last ten fiscal years

Total Per Capita Stanislaus City
Fiscal City Personal Personal Unemployment County Population
Year Population Income Income       Rate (%) Population % of County

1997 179,770 $3,668,027,080 $20,404 13.7% 419,480 42.86%
1998 182,660 $3,966,644,560 21,716 13.3% 427,642 42.71%
1999 184,600 $4,106,242,400 22,244 11.6% 432,990 42.63%
2000 188,286 $4,425,097,572 23,502 7.9% 441,364 42.66%
2001 188,286 $4,417,566,132 23,462 7.9% 446,997 42.12%
2002 198,600 $4,722,310,800 23,778 9.6% 469,512 42.30%
2003 203,300 $4,935,310,800 24,276 10.4% 481,604 42.21%
2004 206,200 $5,337,487,000 25,885 9.4% 491,900 41.92%
2005 207,634 $5,588,469,110 26,915 8.3% 504,482 41.16%
2006 208,107 N/A N/A 8.3% 514,370 40.46%

Source: California State Department of Finance
N/A denotes information is not available
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CITY OF MODESTO

Principal Employers

2005-06
Percentage

Number of of Total City
Employer Employees Rank Employment

Signature Foods 4,100 1 4.1%

Modesto City Schools 4,000 2 4.0%

E & J Gallo Winery 3,425 3 3.5%

Del Monte Foods 2,600 4 2.6%

Memorial Medical Center 2,600 5 2.6%

Doctors Medical Center 2,300 6 2.3%

Stanislaus Food Products 2,000 7 2.0%

Modesto Junior College 1,866 8 1.9%

City of Modesto 1,691 9 1.7%

ConAgra 1,400 10 1.4%

     Subtotal 25,982 26.2%

Total City Employment 99,100

Total City  Population 208,107

Source: Stanislaus Economic Development & Workforce Alliance
Note: Information about Principal Employers was not available for the fiscal year 1996-97.
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CITY OF MODESTO

FULL-TIME CITY GOVERNMENT EMPLOYEES BY FUNCTION

Last Four Fiscal Years

2003 2004 2005 2006

Function

General government 88.25 88.25 62.25 79.00
Community development 51.00 56.00 53.00 54.00
Public works 221.80 219.00 159.00 159.50
Parks and recreation 56.25 52.50 130.50 112.50
Public safety 519.00 546.00 563.00 567.75
Parking 2.00 2.00 2.00 2.00
Water 70.00 76.00 76.00 81.00
Sewer 108.00 108.00 107.00 103.00
Storm Drain 20.00 22.00 22.00 22.00
Compost 7.00
Airport 7.00 6.00 6.00 6.00
Bus 14.00 15.00 16.00 16.00
Community Center 9.75 9.25 9.50 9.50
Internal services 88.75 89.00 87.00 86.00

Total 1,255.80 1,289.00 1,206.25 1,305.25

Source:  City of Modesto

118

0

100

200

300

400

500

600

700

800

900

1,000

1,100

1,200

1,300

1,400

2003 2004 2005 2006

Fiscal Year

FT
E

's

Internal services
Community Center
Bus
Airport
Compost
Storm Drain
Sewer
Water
Parking
Public safety
Parks and recreation
Public works
Community development
General government

D
-63



CITY OF MODESTO

OPERATING INDICATOR BY FUNCTION

2006

Function/Program

Public safety:
Fire:
    Fire calls for service 20,200
    Primary fire inspections conducted 1,006

Police:
    Police calls for Service 129,225
    Law violations:
        Part I and Part II crimes 63,954
        Physical arrests (adult and juvenile) 13,054
        Traffic violations 23,104
        Parking violations 16,874

Public works
Street resurfacing (miles) 9.98
Potholes repaired (square miles) 30,252

Airport:
Number of passengers enplaned 23,969
Number of tennant aircraft 201
Number of hangers 109
Number of runways 2
Annual fuel consumption in gallons 998,978

Bus Service:
Number of buses 43
Number of routes 19
Total route miles 305
Average weekday number of passengers 11,206
Total number of passengers carried 3,629,191

Community Development
Permits issued in 20055-2006 5,968
Estimated cost of construction $298,025,900
Building Inspections made 49,852

Culture and recreation:
Community Services:
        Recreation class participants 5,291

Solid Waste:
Recyclables Processed (tons per year) 582

Source: City of Modesto - Various Departments
Note:  The City has elected to show only one year of data for this schedule
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CITY OF MODESTO

CAPITAL ASSET STATISTICS BY FUNCTION/PROGRAM

2006

Function/Program

Public safety:
Fire stations 11
Police stations 1
Police patrol units 98

Public works
Traffic & Streets
Miles of streets (1) 672
Street lights 13,358
Traffic Signals 140

Water:
Miles of water mains N/A
Fire hydrants 7,060
Storage capacity (thousands of gallons) N/A

Wastewater:
Miles of sanitary sewers 480.8
Miles of storm sewers 130.2
Number of treatment plants (2) 2
Treatment capacity (millions of gallons) 70

Community services:
City parks 75
City parks acreage 1,088
Playgrounds 55
City trails 4
City trails miles 11
Regional park acreage 324
Regional park facilities:
      Golf courses (18 holes) 2
      Golf courses (9 holes) 1
      Clubhouse and banquet facility 8
      Historic house 4
Community gardens 2
Community centers 6
Senior centers 1
Sports centers 1
Performing arts centers 1 (Under construction)
Swimming pools 16
Tennis courts 37
Baseball/softball diamonds 24
Soccer/football fields 22

(1) Information now reported from the City's GIS system and is more accurate.
(2) The City has both a Primary and a Secondary treatment facility.
Source: City of Modesto - Various Departments
Note: N/A denotes information is not available.
Note:  The City has elected to show only one year of data for this schedule
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APPENDIX E 

PROPOSED FORM OF OPINION OF BOND COUNSEL  

________, 2007 

Modesto Public Financing Authority 
Modesto, California 

City of Modesto 
Modesto, California 

$___________ 

Modesto Public Financing Authority 

Lease Revenue Refunding and Capital Improvement Bonds 

Series 2007 

Ladies and Gentlemen: 

We have acted as bond counsel in connection with the issuance by the Modesto Public 
Financing Authority (the “Authority”) of its Lease Revenue Refunding and Capital Improvement 
Bonds, Series 2007 (the “Bonds”) in the aggregate principal amount of $_______.  The Bonds are 
issued pursuant to Article 4 of Chapter 5 of Division 7 of Title 1 of the Government Code of the 
State of California and an Indenture, dated as of ____ 1, 2007 (the “Indenture”) between the 
Authority and The Bank of New York Trust Company, N.A., as trustee (the “Trustee”).  Capitalized 
terms not otherwise defined herein shall have the meanings set forth in the Indenture. 

In connection with the issuance of the Bonds, the City of Modesto (the “City”) has leased 
certain properties to the Authority pursuant to a sublease, dated as of ____ 1, 2007 (the “Sublease”) 
between the Authority and the City.  The Authority has in turn leased such properties to the City 
pursuant to the terms of a facility lease, dated as of ___ 1, 2007 (the “Facility Lease”) between the 
City and the Authority.  The Bonds are secured as to payment from the Base Rental Payments to be 
made by the City to the Authority under the Facility Lease and certain other revenues and moneys 
pledged under the Indenture. 

We have examined a certified copy of the record of proceedings relating to the execution and 
delivery of the Bond and such other documents and records of the Authority and the City as we have 
deemed necessary for the purpose of this opinion.  We have assumed the genuineness of all 
documents and signatures presented to us.  We have not undertaken to verify independently, and 
have assumed, the accuracy of the factual matters represented, warranted or certified in the 
documents.  Furthermore, we have assumed compliance with all covenants and agreements contained 
in the Indenture, the Facility Lease and the Sublease, including (without limitation) covenants and 
agreements compliance with which is necessary to assure that future actions, omissions or events will 
not cause interest on the Bonds to be included in gross income for federal income tax purposes. 

Certain requirements and procedures contained or referred to in the Indenture, the Facility 
Lease and the Sublease, or other documents pertaining 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 
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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 the exclusion from gross income for 
federal income tax purposes of interest on the Bonds on and after the date on which any such change 
occurs or action is taken upon the advice or approval of counsel other than ourselves. 

Based on the foregoing and our examination of existing constitutional, statutory and 
decisional law, such legal proceedings and such other documents as we deem necessary to render this 
opinion, we are of the opinion that: 

1. The Bonds have been duly authorized, executed and delivered by the Authority and 
are legal, valid and special limited obligations of the Authority, payable from Revenues pledged 
therefore under the Indenture. 

2. The Indenture has been duly authorized, executed and delivered by the Authority and 
constitutes a legal, valid and binding obligation of the Authority. 

3. The Facility Lease has been duly authorized, executed and delivered by the City and 
the Authority and constitutes the legal, valid and binding obligation of the parties thereto. 

4. The Sublease has been duly authorized, executed and delivered by the City and the 
Authority and constitutes the legal, valid and binding obligation of the parties thereto. 

5. Based on existing statutes, regulations, rulings and judicial decisions and assuming 
compliance by the Authority and the City with certain covenants in the Indenture, the Facility Lease 
and Sublease and requirements of the Internal Revenue Code of 1986, as amended (the “Code”), 
regarding the use, expenditure and investment of proceeds of the Bond and the timely payment of 
certain investment earnings to the United States, interest on the Bonds is not includable in the gross 
income of the owners of the Bonds for federal income tax purposes.  Failure to comply with such 
covenants and requirements may cause interest on the Bonds to be included in gross income 
retroactively to the date of issuance of the Bonds. 

6. Interest on the Bonds is not treated as an item of tax preference in calculating the 
federal alternative minimum taxable income of individuals and corporations.  Interest on the Bonds, 
however, is included as an adjustment in the calculation of federal corporate alternative minimum 
taxable income and may therefore affect a corporation’s alternative minimum tax liability. 

7. Interest on the Bonds is exempt from personal income taxes imposed by the State of 
California.

We express no opinion with respect to any collateral tax consequences resulting from the 
ownership or disposition of, or the accrual or receipt of interest on, the Bonds. 

With respect to the opinions expressed herein, the rights and obligations under the Bonds, the 
Indenture, the Facility Lease and the Sublease are subject to bankruptcy, insolvency, reorganization, 
arrangement, fraudulent conveyance, moratorium and other laws relating to or affecting the 
enforcement of creditors’ rights generally, to the application of equitable principles (regardless of 
whether such enforceability is considered in equity or at law), to the exercise of judicial discretion in 
appropriate cases and to the limitations on legal remedies against joint exercise of powers authorities 
or cities in the State of California.  In addition, we express no opinion with respect to any 
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indemnification, contribution, penalty, choice of law, choice of forum, consent to non jury trial or 
waiver provisions contained in the foregoing documents. 

The opinions expressed herein are based on an analysis of existing laws, regulations, rulings 
and court decisions.  Such opinions may be adversely affected by actions taken or events occurring, 
including a change in law, regulation or ruling (or in the application or official interpretation of any 
law, regulation or ruling) after the date hereof.  We have not undertaken to determine, or to inform 
any person, whether such actions are taken or such events occur, and we have no obligation to update 
this opinion in light of such actions or events. 

Respectfully submitted, 
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APPENDIX F 

FORM OF CONTINUING DISCLOSURE AGREEMENT 

This CONTINUING DISCLOSURE AGREEMENT (the “Disclosure Agreement”) is 
executed and delivered by the CITY OF MODESTO (the “City”) and THE BANK OF NEW YORK 
TRUST COMPANY, N.A., in its capacity as Dissemination Agent (the “Dissemination Agent”), in 
connection with the issuance by the Modesto Public Financing Authority (the “Authority”) of its 
$__________ Lease Revenue Refunding and Capital Improvement Bonds, Series 2007 
(the “Bonds”).  The City is an “obligated person” with respect to the Bonds within the meaning of the 
Securities and Exchange Commission’s Rule 15c2-12(b)(5) (the “Rule”).  The Bonds are being 
issued pursuant to an Indenture, dated as of April 1, 2007 (the “Indenture”), by and between the 
Authority and The Bank of New York Trust Company, N.A., San Francisco, California, as trustee 
(the “Trustee”).  The City and the Dissemination Agent covenant and agree as follows: 

SECTION 1. Purpose of the Disclosure Agreement.  This Disclosure Agreement is being 
executed and delivered by the City and the Dissemination Agent for the benefit of the Holders and 
Beneficial Owners of the Bonds and in order to assist the Participating Underwriter in complying 
with the Rule. 

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 2, the following terms shall have the following meanings: 

“Annual Report” shall mean any Annual Report provided by the City pursuant to, and as 
described in, Sections 3 and 4 of this Disclosure Agreement. 

“Beneficial Owner” shall mean any person which (a) has the power, directly or indirectly, to 
vote or consent with respect to, or to dispose of ownership of, any Bonds (including persons holding 
Bonds through nominees, depositories or other intermediaries), or (b) is treated as the owner of any 
Bonds for federal income tax purposes. 

“Central Post Office” means the DisclosureUSA website maintained by the Municipal 
Advisory Council of Texas or any successor thereto, or any other organization or method approved 
by the staff or members of the Securities and Exchange Commission as an intermediary through 
which issuers may, in compliance with the Rule, make filings required by this Disclosure Agreement. 

“Disclosure Representative” shall mean the City Manager or Finance Director of the City, or 
their designee, or such other officer or employee as the City shall designate in writing to the Trustee 
and the Dissemination Agent from time to time. 

“Dissemination Agent” shall mean The Bank of New York Trust Company, N.A., acting in 
the capacity as Dissemination Agent hereunder, or any successor Dissemination Agent designated in 
writing by the City and which has filed with the Trustee a written acceptance of such designation. 

“Fiscal Year” shall mean the period beginning on July 1 of each year and ending on the next 
succeeding June 30, or any twelve month or fifty-two week period hereafter selected by the City, 
with notice of such selection or change in fiscal year to be provided as set forth herein. 
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“Holders” shall mean either the registered owners of the Bonds, or, if the Bonds are 
registered in the name of The Depository Trust Company or another recognized depository, any 
applicable participant in such depository system. 

“Listed Events” shall mean any of the events listed in Section 5(a) of this Disclosure 
Agreement. 

“National Repository” shall mean any Nationally Recognized Municipal Securities 
Information Repository for purposes of the Rule.  The Nationally Recognized Municipal Securities 
Information Repositories for purposes of the Rule are identified in the Securities and Exchange 
Commission website located at www.sec.gov/consumer/nrmsir.htm.

“Participating Underwriter” shall mean any of the original underwriters of the Bonds required 
to comply with the Rule in connection with the offering of the Bonds. 

“Repository” shall mean each National Repository and each 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. 

“State” shall mean the State of California. 

“State Repository” shall mean any public or private repository or entity designated by the 
State as a state repository for the purpose of the Rule and recognized as such by the Securities and 
Exchange Commission.  As of the date of this Disclosure Agreement, there is no State Repository. 

SECTION 3. Provision of Annual Reports.

(a) The City shall, or shall cause the Dissemination Agent to, not later than 270 days 
after the end of the City’s Fiscal Year (presently March 31 of the subsequent year following the end 
of the City’s Fiscal Year), commencing with the report for the end of the 2006-07 Fiscal Year, 
prepare 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 of the City 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 not available by that date.  If the City’s Fiscal Year changes, the 
City 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 City shall provide the Annual Report to the 
Dissemination Agent (if other than the City) and the Trustee.  If by fifteen (15) Business Days prior 
to such date, the Dissemination Agent has not received a copy of the Annual Report from the City, 
the Dissemination Agent shall contact the City to determine if the City is in compliance with 
subsection (a).  The City reserves the right to make this filing through the Central Post Office. 

(c) If the Dissemination Agent is unable to verify that an Annual Report of the City has 
been provided to the Repositories by the date required in subsection (a), the Dissemination Agent 
shall send a notice to each Repository in substantially the form attached hereto as Appendix A. 
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(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) to the extent the City has provided the Dissemination Agent with the Annual 
Report, file a report with the City 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.  The Dissemination 
Agent shall have no responsibility for the content of any Annual Report. 

SECTION 4. Content of Annual Reports.  The Annual Report of the City shall contain or 
include by reference the following: 

(i) the Annual Budget of the City; 

(ii) the Comprehensive Annual Financial Report of the City and, to the extent not 
contained in said Report or if said Report is no longer being prepared, the 
audited financial statements of the City for the prior Fiscal Year, prepared in 
accordance with generally accepted accounting principles as promulgated to 
apply to governmental entities from time to time by the Government 
Accounting Standards Board.  If the audited financial statements of the City 
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; and 

(iii) the principal amount of the Bonds and any other Parity Debt outstanding. 

SECTION 5. Reporting of Significant Events.

(a) Pursuant to the provisions of this Section 5, the City shall give, or cause to be given, 
notice of the occurrence of any of the following events with respect to the Bonds, if the City 
determines that such event is material under federal securities law: 

1. principal and interest payment delinquencies; 

2. non-payment related defaults; 

3. modifications to rights of Bondholders; 

4. optional, contingent or unscheduled bond calls; 

5. defeasances; 

6. rating changes; 

7. adverse tax opinions or events adversely affecting the tax-exempt status of the 
Bonds;

8. unscheduled draws on credit enhancements reflecting financial difficulties; 
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9. unscheduled draws on the insurance policies reflecting financial difficulties; 

10. substitution of the provider of any municipal bond insurance, or any failure 
by any insurer to perform on any municipal bond insurance policy; and 

11. release, substitution or sale of property securing repayment of the Bonds. 

(b) Whenever the City obtains knowledge of the occurrence of a Listed Event, the City 
shall as soon as possible determine if such event would be material under applicable federal 
securities laws. 

(c) If the City determines that knowledge of the occurrence of a Listed Event would be 
material under applicable federal securities laws, the City shall promptly notify the Dissemination 
Agent in writing.  Such notice shall instruct the Dissemination Agent to report the occurrence 
pursuant to subsection (e). 

(d) If the City determines that the Listed Event would not be material under applicable 
federal securities laws, the City shall so notify the Dissemination Agent in writing and instruct the 
Dissemination Agent not to report the occurrence pursuant to subsection (e). 

(e) If the Dissemination Agent has been instructed by the City to report the occurrence of 
a Listed Event, the Dissemination Agent shall file a notice of such occurrence with the Municipal 
Securities Rulemaking Board or the Repositories with a copy to the City.  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 event is given to the Holders of 
affected Bonds pursuant to the Indenture. 

(f) The City reserves the right to make such notice of significant event filings through 
the Central Post Office. 

SECTION 6. Termination of Reporting Obligation.  The obligations of the City under this 
Disclosure Agreement shall terminate upon the defeasance, prior redemption or payment in full of all 
of the Bonds. 

SECTION 7. Dissemination Agent.  The City may, from time to time, appoint or engage a 
Dissemination Agent to assist it in carrying 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 City pursuant to this Disclosure Agreement.  If at any time there is not any 
other designated Dissemination Agent, the Trustee shall be the Dissemination Agent.  The initial 
Dissemination Agent shall be The Bank of New York Trust Company, N.A.  The Dissemination 
Agent shall be entitled to compensation for its services as Dissemination Agent and reimbursement 
for its out-of-pocket expenses, attorney’s fees, costs and advances made or incurred in the 
performance of its duties under this Disclosure Agreement in accordance with its written fee 
schedule provided to the City, as such fee schedule may be amended from time to time in writing. 

SECTION 8. Amendment; Waiver.  Notwithstanding any other provision of this Disclosure 
Agreement, the City and the Dissemination Agent may amend this Disclosure Agreement (and the 
Dissemination Agent shall agree to any amendment so requested by the City that does not adversely 



F-5

affect the Dissemination Agent’s rights and obligations) and any provision of this Disclosure 
Agreement may be waived, provided that the following conditions are satisfied: 

(i) 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; 

(ii) 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 

(iii) 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 
City 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 City.  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, 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 City 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 City chooses to include any 
information 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 City shall not have any obligation under 
this Disclosure 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 City or the Dissemination Agent to 
comply with any provision of this Disclosure Agreement, the Dissemination Agent may (and, at the 
request of any Participating Underwriter or the Holders of at least 25% aggregate principal amount of 
Outstanding Bonds, shall (to the extent indemnified to its satisfaction)) 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 City or the Dissemination Agent, as the 
case may be, to comply with its obligations under this Disclosure Agreement.  A default under this 
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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 City or the Dissemination 
Agent to comply with this Disclosure Agreement shall be an action to compel performance. 

In accepting the appointment under this Disclosure Agreement, the Dissemination Agent is 
not acting in a fiduciary capacity to the Holders or Beneficial Owners of the Bonds, the City, the 
Participating Underwriters or any other party or person. 

No provision of this Disclosure Agreement shall require the Dissemination Agent to risk or 
advance or expend its own funds or incur any financial liability. 

SECTION 11. Duties, Immunities and Liabilities of Dissemination Agent.  The 
Dissemination Agent shall have only such duties as are specifically set forth in this Disclosure 
Agreement, and the City agrees to indemnify and save the Dissemination Agent, its 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 negligence or willful misconduct.  The 
Dissemination Agent shall have the right to resign from its duties as Dissemination Agent upon thirty 
(30) days notice to the City and the Trustee.  The obligations of the City under this Section shall 
survive resignation or removal of the Dissemination Agent and 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 City: City of Modesto 
1010 10th Street, Suite 5200 
Modesto, California 95353 
Attention: Finance Director 
Telephone: (209) 577-5371 
Facsimile: (209) 571-5880 

To the Dissemination Agent: The Bank of New York Trust Company, N.A. 
550 Kearny Street, Suite 600 
San Francisco, California  94108 
Attention:  Corporate Trust 
Fax:  (415) 399-1647 
Telephone:  (415) 263-2418 

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 City, the Dissemination Agent, the Participating Underwriter and Holders and Beneficial Owners 
from time to time of the Bonds, and shall create no rights in any other person or entity. 
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SECTION 14. Signature.  This Disclosure Agreement has been executed by the undersigned 
on the date hereof, and such signature binds the City and the Dissemination Agent to the undertaking 
herein provided. 

Dated: ______________, 2007 

CITY OF MODESTO 

By: 
Director of Finance 

THE BANK OF NEW YORK TRUST 
COMPANY, N.A., Dissemination Agent 

By: 
Authorized Officer 
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APPENDIX A 

NOTICE TO REPOSITORIES OF FAILURE TO FILE ANNUAL REPORT 

Name of Obligated Party: City of Modesto 

Name of Issue: Modesto Public Financing Authority, Lease Revenue Refunding and 
Capital Improvement Bonds, Series 2007  

Date of Delivery: ___________, 2007 

NOTICE IS HEREBY GIVEN that the City has not provided an Annual Report with respect 
to the above-named Bonds as required by Section 3 of the Continuing Disclosure Agreement, dated 
________ 1, 2007, between the City and The Bank of New York Trust Company, N.A., as 
Dissemination Agent.  The City has informed the undersigned that it anticipates that the Annual 
Report will be filed by ____________________________.

Dated: ________________________ 

The Bank of New York Trust Company, N.A., 
as Dissemination Agent 

By: 
Authorized Officer 

cc:  City of Modesto 
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SPECIMEN MUNICIPAL BOND INSURANCE POLICY 
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CIFGNA Bonds-1 (8-04)

CIFG Assurance North America, Inc.
825 Third Avenue, Sixth Floor

New York, NY 10022
For information, contact (212) 909-3939

Toll-free (866) 243-4212

FINANCIAL GUARANTY INSURANCE POLICY

ISSUER: ____________________ Policy No.: CIFG NA-##

CUSIP: _____________________�� Effective Date: _______, 200_

OBLIGATIONS: ____________________________________________________

CIFG ASSURANCE NORTH AMERICA, INC. (“CIFG NA”), for consideration received, hereby UNCONDITIONALLY AND
IRREVOCABLY GUARANTEES to each Policyholder, subject only to the terms and conditions of this Policy (which includes each
endorsement hereto), the full and complete payment by or on behalf of the Issuer of Regular Payments of principal of and interest on the
Obligations.

For the further protection of each Policyholder, CIFG NA irrevocably and unconditionally guarantees:

(1) payment of any amount required to be paid under this Policy by CIFG NA following CIFG NA’s receipt of notice and instruments of
assignment as described in Endorsement No. 1 hereto and

(2) payment of the amount of any distribution of principal of and interest on the Obligations made during the Term of this Policy to such
Policyholder that is subsequently avoided in whole or in part as a preference payment under applicable law, all as described in Endorsement No.
1 hereto.

CIFG NA shall be subrogated to the rights of each Policyholder to receive payments under the Obligations to the extent of any payment by
CIFG NA hereunder. Upon disbursement in respect of an Obligation, CIFG NA shall become the owner of the Obligation, appurtenant coupon, if
any, and all rights to payment of principal thereof or interest thereon.

The following terms shall have the meanings specified below, subject to and including any modifications set forth in any endorsement
hereto, for all purposes of this Policy. “Effective Date,” “Issuer” and “Obligations” mean, respectively, the Effective Date, Issuer and Obligations
referenced above. “Policyholder” means, if the Obligations are in book-entry form, the registered owner of any Obligation as indicated on the
registration books maintained by or on behalf of the Issuer for such purpose or, if the Obligations are in bearer form, the holder of any Obligation;
provided, however, that any trustee acting on behalf of and for the benefit of such registered owner or holder shall be deemed to be the
Policyholder to the extent of such trustee’s authority. “Regular Payments” means payments of interest and principal which are agreed to be made
during the Term of this Policy in accordance with the original terms of the Obligations when issued and without regard to any amendment or
modification of such Obligations thereafter; payments which become due on an accelerated basis as a result of (a) a default by the Issuer or any
other person, (b) an election by the Issuer to pay principal or other amounts on an accelerated basis or (c) any other cause, shall not constitute
“Regular Payments” unless CIFG NA shall elect, in its sole discretion, to pay such principal due upon such acceleration together with any
accrued interest to the date of acceleration. “Term of this Policy” has the meaning set forth in Endorsement No. 1 hereto.

This Policy sets forth in full the undertaking of CIFG NA, and shall not be modified, altered or affected by any other agreement or
instrument, including any modification or amendment thereto or to the Obligations (except a contemporaneous or subsequent agreement or
instrument given by CIFG NA or to which CIFG NA has given its written consent) or by the merger, consolidation or dissolution of the Issuer.
The premiums paid in respect of this Policy are nonrefundable for any reason whatsoever, including payment, or provision being made for
payment, of the Obligations prior to maturity. This Policy may not be cancelled or revoked during the Term of this Policy, including for
nonpayment of premium due to CIFG NA. Payments under this Policy may not be accelerated except at the sole option of CIFG NA.

In witness whereof, CIFG ASSURANCE NORTH AMERICA, INC. has caused this Policy to be executed on its behalf by its Authorized
Officer.

CIFG ASSURANCE NORTH AMERICA, INC.

By ____________________________________________
Authorized Officer
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APPENDIX H 

BOOK ENTRY SYSTEM 

The information in this Appendix concerning DTC and DTC’s book entry only system has been 
obtained from sources that the Authority believes to be reliable, but the Authority takes no responsibility for 
the completeness or accuracy thereof.  The following description of the procedures and recordkeeping with 
respect to beneficial ownership in the Bonds, payment of principal, premium, if any, and interest with respect 
to the Bonds to all DTC Participants or to Beneficial Owners, confirmation and transfers of Beneficial 
Ownership interests in the Bonds and other related transactions by and between DTC, DTC Participants and 
Beneficial Owners is based solely on information provided by DTC. 

The Depository Trust Company (“DTC”), New York, NY, will act as securities depository for the 
Bonds.  The Bonds will be issued as fully-registered securities registered in the name of Cede & Co. (DTC’s 
partnership nominee) or such other name as may be requested by an authorized representative of DTC.  One 
fully-registered security Bond will be issued for each maturity of the Bonds, each in the aggregate principal 
amount of such maturity, and will be deposited with DTC. 

DTC, the world’s largest securities depository, is a limited-purpose trust company organized under 
the New York Banking Law, a “banking organization” within the meaning of the 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.  DTC holds and provides asset servicing for over 2.2 million issues of 
U.S. and non-U.S. equity issues, corporate and municipal debt issues, and money market instruments from 
over 100 countries that DTC’s participants (“Direct Participants”) deposit with DTC.  DTC also facilitates 
the post-trade settlement among Direct Participants of sales and other securities transactions in deposited 
securities, through electronic computerized book-entry transfers and pledges between Direct Participants’ 
accounts.  This eliminates the need for physical movement of securities certificates.  Direct Participants 
include both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, clearing corporations, 
and certain other organizations.  DTC is a wholly-owned subsidiary of The Depository Trust & Clearing 
Corporation (“DTCC”).  DTCC, in turn, is owned by a number of Direct Participants of DTC and Members 
of the National Securities Clearing Corporation, Fixed Income Clearing Corporation, and Emerging Markets 
Clearing Corporation, (NSCC, FICC, and EMCC, also subsidiaries of DTCC), as well as by the New York 
Stock Exchange, Inc., the American Stock Exchange LLC, and the National Association of Securities 
Dealers, Inc.  Access to the DTC system is also available to others such as both U.S. and non-U.S. securities 
brokers and dealers, banks, trust companies, and clearing corporations that clear through or maintain a 
custodial relationship with a Direct Participant, either directly or indirectly (“Indirect Participants”).  DTC 
has Standard & Poor’s highest rating:  AAA.  The DTC Rules applicable to its Participants are on file with 
the Securities and Exchange Commission. 

Purchases of Bonds under the DTC system must be made by or through Direct Participants, which 
will receive credit for the Bonds on DTC’s records.  The ownership interest of each actual purchaser of each 
Bond (a “Beneficial Owner”) is in turn to be recorded on the Direct and Indirect Participants’ records.  
Beneficial Owners will not receive written confirmation from DTC of their purchases.  Beneficial Owners 
are, however, expected to receive written confirmations providing details of the transaction, as well as 
periodic statements of their holdings, from the Direct or Indirect Participant through which the Beneficial 
Owner entered into the transaction.  Transfers of ownership interests in the Bonds are to be accomplished by 
entries made on the books of Direct and Indirect Participants acting on behalf of Beneficial Owners.  
Beneficial Owners will not receive actual Bonds, except in the event that use of the book-entry system for the 
Bonds is discontinued. 
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To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC are registered 
in the name of DTC’s partnership nominee, Cede & Co, or such other name as may be requested by an 
authorized representative of DTC.  The deposit of Bonds with DTC and their registration in the name of 
Cede & Co. or such other DTC nominee do not effect any change in beneficial ownership.  DTC has no 
knowledge of the actual Beneficial Owners of the Bonds; DTC’s records reflect only the identity of the 
Direct Participants to whose accounts such Bonds are credited, which may or may not be the Beneficial 
Owners.  The Direct 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 Direct Participants, by Direct 
Participants to Indirect Participants, and by Direct 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 effect from time to time.  Beneficial Owners of Bonds may wish to take certain steps to 
augment the transmission to them of notices of significant events with respect to the Bonds, such as 
redemptions, tenders, defaults, and proposed amendments to the Bond documents. For example, Beneficial 
Owners of Bonds may wish to ascertain that the nominee holding the Bonds for their benefit has agreed to 
obtain and transmit notices to Beneficial Owners. In the alternative, Beneficial Owners may wish to provide 
their names and addresses to the registrar and request that copies of notices be provided directly to them. 

Redemption notices shall be sent to DTC.  If less than all of the Bonds within a maturity are being 
prepaid, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such 
maturity to be prepaid. 

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to 
Bonds unless authorized by a Direct Participant in accordance with DTC’s procedures. 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 Direct Participants to whose 
accounts Bonds are credited on the record date (identified in a listing attached to the Omnibus Proxy). 

Redemption proceeds, principal and interest payments on the Bonds will be made to Cede & Co., or 
such other nominee as may be requested by an authorized representative of DTC.  DTC’s practice is to credit 
Direct Participants’ accounts upon DTC’s receipt of funds and corresponding detail information from the 
Authority or the Trustee, on the payable date in accordance with their respective holdings shown on DTC’s 
records.  Payments by Participants to Beneficial Owners will be governed by standing instructions and 
customary practices, as is 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 Participant and not of DTC, the Trustee or 
the Authority, subject to any statutory or regulatory requirements as may be in effect from time to time.  
Payment of redemption proceeds, principal and interest payments to Cede & Co. (or such other nominee as 
may be requested by an authorized representative of DTC) is the responsibility of the Authority or the 
Trustee, disbursement of such payments to Direct Participants will be the responsibility of DTC, and 
disbursement of such payments to the Beneficial Owners will be the responsibility of Direct and Indirect 
Participants.

DTC may discontinue providing its services as securities depository with respect to the Bonds at any 
time by giving reasonable notice to the Authority or the Trustee.  Under such circumstances, in the event that 
a successor securities depository is not obtained, Bonds are required to be printed and delivered. 

The Authority may decide to discontinue use of the system of book-entry transfers through DTC 
(or a successor securities depository).  In that event, Bonds will be printed and delivered. 
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MODEST0 PUBLIC FINANCING AUTHORITY 
LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 

SERIES 2007 

CERTIFICATE AS TO FINALITY 
OF THE PRELIMINARY OFFICIAL STATEMENT 

I, Wayne Padilla, hereby certify that I am the duly appointed, qualified and acting Auditor 
and Treasurer of the Modesto Public Financing Authority (the "Authority") and as such I am 
authorized to execute this Certificate on behalf of the Authority. 

I hereby further certify that there has been delivered to Banc of America Securities LLC, as 
the underwriter (the "Underwriter") of the Authority's Lease Revenue Rehnding and Capita1 
Improvement Refunding and Capital Improvement Bonds, Series 2007 (the "Bonds"), a preliminary 
official statement, dated April 5, 2007 (the "Preliminary Official Statement"), which the Authority 
deems to be final as of its date for purposes of Rule 15~2-12 promulgated under the Securities 
Exchange Act of 1934, as amended ("Rule 15c2-12"), except for the information permitted by Rule 
1 5 ~ 2 -  12 to be omitted therefrom with respect to the Bonds. 

The Authority hereby approves of the use and distribution by the Underwriter of the Official 
Statement. 

IN WITNESS WHEREOF, I hereunto set my hand this sth day of April, 2007. 

MODEST0 PUBLIC FINANCING AUTHORITY 

By: 
Wayne ~adi l la ,  Auditor and Treasurer 



ORRICK, HERRINGTON a SUTCLIFFE LLP 

666 FIFTH AVENUE 
NEW YORK, NY 10103-0001 

O R R I C K  
tel 212-506-5000 
fox 212-506-5151 

MODEST0 PUBLIC FINANCING AUTHORITY 
Lease Revenue Refunding and Capital Improvement Bonds 

Series 2007 

Blue Sky Memorandum 

April 5,2007 

Banc of America Securities LLC 
600 Montgomery Street 
San Francisco, California 94 1 1 1 

Ladies and Gentlemen: 

Based on the latest information available to us, we submit herewith a Blue Sky Memorandum 
(the "Memorandum") with respect to the offer and sale of the above-mentioned Lease Revenue Refunding and 
Capital Improvement Bonds Series 2007 (the "Bonds") of the Modesto Public Financing Authority 
(the "Authority"). 

The Memorandum relates to the requirements applicable to the offer and sale of the Bonds to 
the public in the jurisdictions therein referred to by persons registered or licensed as brokers or dealers under the 
securities laws of such jurisdictions and to selected classes of persons in such jurisdictions by persons not 
registered .therein as brokers or dealers. The Memorandum does not cover the requirements or restrictions, if any, 
under the laws of any of the jurisdictions covered, with respect to use, distribution or consent of advertising 
materials. 

The Memorandum is based upon our examination of the securities laws of the several 
jurisdictions and the rules and regulations, where published, of the authorities administering such laws, all as 
reported in standard unofficial compilations (our most recently reviewed supplement to which is dated March 23, 
2007). Special rulings have not been obtained from the authorities administering such laws. 

The Memorandum is based upon the fact that the Authority is a public instrumentality the State 
of California authorized to issue securities, the Bonds are exempt pursuant to Section 3(a)(2) of the Securities Act 
of 1933, as amended (the "Act") from the registration provisions of the Act and are, therefore, "covered 
securities" as that term is defined in the Act, and the scheduled payment of principal of and interest on the Bonds 
when due will be guaranteed under an insurance policy to be issued by CIFG Assurance North America, Inc. 

We have prepared this survey as attorneys admitted to practice in New York and California and 
have not obtained opinions of local counsel in other jurisdictions. The statements made in the Memorandum are 
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subject to the qualification that broad discretionary powers exist in the securities commissions (or other 
administrative agencies or officials) of many jurisdictions, authorizing them, among other things, to withdraw the 
exempt status accorded by statute to particular transactions and classes of securities, to impose special 
requirements with respect to any offering of securities, and to prohibit or restrict the distribution of advertising 
matter. 

Any statement herein with respect to sales to banks, savings institutions, trust companies, 
insurance companies or other institutions refers only to requirements of the securities laws relating to such sales 
and does not purport to cover the question of whether the Bonds will be legal for investment by such institutions. 
This information is given as of the date hereof and we disclaim any obligation to update this Memorandum for 
events occurring or coming to our attention after the date hereof or any changes in law which may hereafter 
occur. The Memorandum is h i s h e d  for general informational purposes only and is not to be relied upon as an 
opinion of counsel. 

ORRICK, HERRINGTON & SUTCLIFFE LLP 

OHS EAST: 1601 76468.1 
43002-9 
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MODEST0 PUBLIC FINANCING AUTHORITY 
Lease Revenue Refunding and Capital Improvement Bonds 

Series 2007 

Blue Sky Memorandum 

April 5,2007 

SECTION I 

SALES TO THE PUBLIC BY PERSONS REGISTERED OR LICENSED 
AS BROKERS OR DEALERS 

It is believed that offers and sales of the Bonds to the public may be made in the following 
jurisdictions, without registration of the Bonds or any filings being made in such jurisdictions with respect 
thereto, but only by brokers or dealers registered or licensed in the respective jurisdictions: 

Alabama 
Alaska 
Arizona 
Arkansas 
California 
Colorado 
Connecticut 
Delaware 
District of 
Columbia 

Florida 
Georgia 
Guam 
Hawaii 

Idaho 
lllinois 
Indiana 
Iowa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 
Massachusetts 
Michigan 
Minnesota 
Mississippi 
Missouri 

Montana 
Nebraska 
Nevada 
New Jersey 
New Mexico 
New ~ o r k ( ' )  
North Carolina 
North Dakota 
~ h i o ' ~ '  
Oklahoma 
Oregon 
Pennsylvania 
Puerto Rico 
Rhode Island 

South Carolina 
South Dakota 
Tennessee 
Texas 
Utah 
Vermont 
Virginia 
~ a s h i n ~ t o n ' ~ '  
West Virginia 
Wisconsin 
Wyoming 

(1) We will make the requisite filing in respect of the Bonds. 

(2) Provided at the time of the first sale of the Bonds in this jurisdiction, there is no default in the payment of any 
of the interest or principal on the Bonds, nor are there any adjudications or pending suits adversely affecting their 
validity. 

OHS EAST: 160 176468.1 
43002-9 
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(3) Provided the Bonds are rated at least A+ by Standard & Poor's Corporation or the equivalent by Moody's 
Investors Service, Inc. If not so rated, the Bonds may be offered or sold only to the institutions and other persons 
described in Section 11 of the Memorandum for this jurisdiction. 

Before the Bonds may be offered or sold to the public by registered or licensed brokers or 
dealers in the jurisdiction listed below, it is believed that action must be taken to confirm preemption of 
applicable state securities laws with respect to offers and sales of the Bonds therein. We have not been asked to 
take such action. Therefore, offers and sales of the Bonds in this jurisdiction may only be made to the 
institutional investors described in Section 11 of the Memorandum for such jurisdiction: 

New Hampshire 

OHS EAST: 160 176468.1 
43002- 9 
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SECTION I1 

OFFERS AND SALES BY PERSONS NOT REGISTERED OR LICENSED 
AS BROKERS OR DEALERS 

A. Offers and Sales to Brokers or Dealers 

It is believed that ofers and sales of the Bonds to brokers or dealers may be made in the 
following jurisdictions, without registration of the Bonds or any filings being made in such jurisdictions with 
respect thereto, and that persons making such offers or sales need not be registered or licensed as brokers or 
dealers in the respective jurisdictions, except as indicated by footnote. 

Alabama 
Alaska(1) 
Arizona 
Arkansas( 1 ) 
California(2) 
Colorado(3) 
Connecticut( 1) 
Delaware( 1) 
District of 

Columbia(4) 
Florida 
Georgia 
Guam( 1 ) 
Hawaii( 1) 

Idaho(1) 
Illinois 
Indiana( 1 ) 
Iowa(1) 
Kansas 
Kentucky 
Louisiana 
Maine(5) 
Maryland( 1 ) 
Massachusetts( 1) 
Michigan(1) 
Minnesota( 1) 
Mississippi( 1 ) 
Missouri(6) 

Montana 
Nebraska 
Nevada(7) 
New Hampshire( 1) 
New Jersey(8) 
New Mexico(9) 
New Y ork( 1 0) 
North Carolina( 1) 
North Dakota 
Ohio 
Oklahoma(1) 
Oregon 
Pennsylvania( 1) 
Puerto Rico( 1) 

Rhode Island(l1) 
South Carolina(l2) 
South Dakota(1) 
Tennessee( 1 3) 
Texas(l4) 
Utah(1) 
Vennont(l5) 
Virginia 
Washington 
West Virginia(1) 
Wisconsin(l6) 
Wyoming( 1) 

(1) Provided the offeror or seller is a registered or licensed broker or dealer in this jurisdiction, or has no 
place of business in this jurisdiction and effects transactions in this jurisdiction exclusively with or 
through registered or licensed brokers or dealers or the institutions specified in the next section of the 
Memorandum. 

(2) Provided the offeror or seller is a licensed broker-dealer in California, or has no place of business in 
California and either effects transactions exclusively with a licensed broker-dealer or is registered as a 
broker-dealer under the Securities Exchange Act of 1934, has not had any certificate denied or revoked 
under the California Corporate Securities Law of 1968 or any predecessor statute, and directs offers to 
sell or buy into California exclusively with licensed broker-dealers or the institutions specified in the 
next section of the Memorandum. 

(3) Provided offeror or seller is a registered or licensed broker-dealer in Colorado, or has no place of 
business in Colorado and is registered as a broker-dealer under the Securities Exchange Act of 1934 and 
transacts business exclusively with (a) other broker-dealers licensed or exempt therefrom in Colorado 
(except when the broker-dealer is acting as a clearing broker-dealer for such other broker-dealers), 
(b) individuals who are existing customers of the broker-dealer and whose principal place of residence is 

OHS EAST: 160 176468.1 
43002- 9 
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not Colorado, (c) the financial or institutional investors specified in the next section of the 
Memorandum, and (d) no more than five other persons in any 12 consecutive months. 

(4) Provided the offeror or seller is registered or licensed as a broker-dealer in the District of Columbia. 

Provided that the offeror or seller (a) is registered as a broker-dealer in Maine, (b) is registered as a 
broker-dealer under the Securities Exchange Act of 1934 and effects transactions in Maine exclusively 
with the issuer of the securities involved in the transactions, other broker-dealers licensed or exempt in 
Maine (except when the offeror or seller is acting as a clearing broker-dealer for such other 
broker-dealers) and financial and institutional investors acting for themselves or in a fiduciary capacity, 
or (c) is registered as a broker-dealer under the Securities Exchange Act of 1934 and is licensed under 
the securities act of the state in which the broker-dealer maintains its principal place of business and has 
no place of business in Maine, if the broker-dealer offers and sells in Maine to persons who are existing 
customers of the broker-dealer and who represent that they have no principal place of residence in 
Maine. 

(6) Provided offeror or seller is a licensed dealer or broker in Missouri, or has no place of business in 
Missouri and effects transactions in Missouri exclusively with broker-dealers registered or not required 
to be registered in Missouri or the institutions listed below (other than an investment adviser which is not 
registered under the Investment Advisers Act of 1940, is affiliated with the offeror or seller, or which has 
investments under management of less than $100,000,000 acting for the account of others pursuant to 
discretionary authority in a signed record.) 

Provided the offeror or seller is a licensed broker-dealer in Nevada, or has no place of business in 
Nevada, is registered as a broker-dealer under the Securities Exchange Act of 1934, or is exempt from 
such registration, and (a) effects transactions in Nevada exclusively with other broker-dealers licensed or 
exempt from licensing in Nevada, or the institutions specified in the next section of the Memorandum, or 
(b) is licensed under the securities laws of the jurisdiction in which it maintains a place of business and 
(i) offers and sells in Nevada to a person who is an existing customer of the broker-dealer and whose 
principal place of residence is not in Nevada, or (ii) during any 12 consecutive months does not effect 
transactions with more than five persons in Nevada in addition to the issuers of securities involved in the 
transactions, financial or institutional investors or broker-dealers, whether or not the offeror or an offeree 
is then present in Nevada. 

(8) Provided the offeror or seller is a registered broker-dealer in New Jersey, or effects transactions in New 
Jersey exclusively with or through registered broker-dealers or the institutions specified in the next 
section of the Memorandum. 

(9) Provided the offeror or seller is a licensed broker or dealer in New Mexico, or has no place of business in 
New Mexico and is registered as a broker-dealer under the Securities Exchange Act of 1934 and effects 
transactions in New Mexico exclusively with other broker-dealers licensed or exempt under the New 
Mexico Securities Act of 1986 or the institutions specified in the next section of the Memorandum. 

(10) We will make the requisite filing. 

OHS EAST: 1601 76468.1 
43002- 9 
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(1 1) Provided the offeror or seller is a registered broker-dealer in Rhode Island, or has no place of business in 
Rhode Island, is registered or exempt from registration as a broker-dealer under the Securities Exchange 
Act of 1934, and (a) effects transactions exclusively with other licensed or exempt broker-dealers or the 
institutions specified in the next section of the Memorandum, or (b) is a registered broker-dealer in the 
state where it maintains a place of business and sells to persons in Rhode Island that are existing 
customers of the broker-dealer and whose principal place of residence is not Rhode Island. 

(12) Provided the offeror or seller is a registered broker-dealer in South Carolina, or has no place of business 
in South Carolina, or is registered or exempt from registration as a broker-dealer under the Securities 
Exchange Act of 1934, and effects transactions exclusively with other licensed or exempt broker-dealers 
or the institutions specified in the next section of the Memorandum. 

(13) Provided the offeror or seller is a registered broker-dealer in Tennessee, or has no place of business in 
Tennessee, is registered as a broker-dealer with the Securities and Exchange Commission or the National 
Association of Securities Dealers, Inc., and effects transactions in Tennessee exclusively with or through 
other broker-dealers or the institutions specified in the next section of the Memorandum. 

(14) Provided the offeree or purchaser is a registered dealer in Texas actually engaged in buying and selling 
securities. 

(15) Provided the offeror or seller is a registered broker-dealer in Vermont or has no place of business in 
Vermont and deals exclusively with broker-dealers registered pursuant to Section 15 of the Securities 
Exchange Act of 1934 that are also registered or exempt from registration in Vermont. 

(16) Provided the offeror or seller is a registered broker-dealer in Wisconsin or effects transactions in 
Wisconsin exclusively for the account of or exclusively in offers to sell or sales to brokers or dealers or 
the institutions specified in the next section of the Memorandum. 

B. Offers and Sales to Specified Institutions 

It is believed that offers and sales of the Securities to the institutions specified may be made in 
the following jurisdictions, without registration of the Securities or any filings being made in such jurisdictions 
with respect ,thereto, and that persons making such offers or sales need not be registered or licensed as dealers 
therein, except as otherwise indicated. However, the Memorandum does not cover the status of .the Securities 
with respect to eligibility for investment by any of such institutions. 

Alabama Any bank, savings institution, credit union, trust company, insurance company, 
investment company as defined in the Investment Company Act of 1940, pension or 
profit-sharing trust, or other financial institution or institutional buyer; whether the 
purchaser is acting for itself or in some fiduciary capacity. 

Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit-sharing trust, 
whether the purchaser is acting for itself or in some fiduciary capacity. 

OHS EAST: 1601 76468.1 
43002- 9 
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Arizona Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit sharing trust or 
other financial institution or institutional buyer, whether the purchaser is acting for 
itself or in a fiduciary capacity. 

Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit-sharing trust, or 
other financial institution or institutional buyer; whether the purchaser is acting for 
itself or in some fiduciary capacity. 

(a) Any bank, savings and loan association, trust company, insurance company, 
investment company registered under the Investment Company Act of 1940, or pension 
or profit-sharing trust (other than a pension or profit-sharing trust of the issuer, a 
self-employed individual retirement plan or an individual retirement account); (b) any 
organization described in Section 501(c)(3) of the Internal Revenue Code, as amended 
to December 29, 198 1, which has total assets (including endowment, annuity and life 
income funds) of not less than $5,000,000 according to its most recent audited financial 
statement; (c) any corporation which has a net worth on a consolidated basis of not less 
than $14,000,000 according to its most recent audited financial statement; (d) any 
wholly-owned subsidiary of any of the foregoing institutional investors; or (e) the 
federal government, any agency or instrumentality of the federal government, any 
corporation wholly-owned by the federal government, any state, any city, city and 
county, or county, or any agency or instrumentality of a state, city, city and county, or 
county, or any state university or state college and any retirement system for the benefit 
of employees of any of the foregoing; provided that any purchaser listed in (a) through 
(e) above represents that it is purchasing for its own account (or for such trust account) 
for investment and not with a view to or for sale in connection with any distribution of 
the Securities. 

Any financial or institutional investor, whether the purchaser is acting for itself or in 
some fiduciary capacity, which includes: (a) a depository institution which is defined 
as: (i) a person that is organized or chartered, or is doing business or holds an 
authorization certificate, under the laws of a state or of the United States which 
authorizes the person to receive deposits, including deposits in savings, share, 
certificate, or other deposit accounts, and that is supervised and examined for the 
protection of depositors by an official or agency of a state or the United States, or (ii) a 
trust company or other institution that is authorized by federal or state law to exercise 
fiduciary powers of the type a national bank is permitted to exercise under the authority 
of the comptroller of the currency and is supervised and examined by an official or 
agency of a state or the United States; (b) an insurance company; (c) a separate account 
of an insurance company; (d) an investment company registered under the Investment 
Company Act of 1940; (e) a business development company as defined in the 
Investment Company Act of 1940; (f) any private business development company as 
defined in the Investment Advisers Act of 1940; (g) an employee pension, 
profit-sharing or benefit plan if the plan has total assets in excess of $5,000,000 or its 
investment decisions are made by a named fiduciary, as defined in the Employee 

OHS EAST: 1601 76468.1 
43002- 9 
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Retirement Income Security Act of 1974, that is a broker-dealer registered under the 
Securities Exchange Act of 1934, an investment adviser registered or exempt from 
registration under the Investment Advisers Act of 1940, a depository institution, or an 
insurance company; (h) an entity, but not an individual, a substantial part of whose 
business activities consist of investing, purchasing, selling, or trading in securities of 
more than one issuer and not of its own issue and that has total assets in excess of 
$5,000,000 as of the end of its latest fiscal year; (i) a small business investment 
company licensed by the federal small business administration under the Small 
Business Investment Act of 1958; and (j) any other institutional buyer. 

Any bank and trust company, national banking association, savings bank, savings and 
loan association, federal savings and loan association, credit union, federal credit 
union, trust company, insurance company, investment company as defined in the 
Investment Company Act of 1940, pension or profit-sharing trust, or other financial 
institution or institutional buyer; whether the purchaser is acting for itself or in some 
fiduciary capacity. 

Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit-sharing trust, or 
other financial institution or institutional buyer, which includes, but is not limited to, 
an "accredited investor" as defined in SEC Rule 50 l(a)(l)-(4), (7) and (8), 17 C.F.R. 
8230.501 (a)(l)-(4), (7), (8), excluding, however, any self-directed employee benefit 
plan with investment decisions made solely by persons that are "accredited investors" 
as defined in Rule 501(a)(5)-(6); any "qualified institutional buyer" as that term is 
defined in SEC Rule 144A(a)(l), 17 C.F.R. §230.144A(a)(l); and a corporation, 
partnership, trust, estate, or other entity (excluding individuals) having a net worth of 
not less than $5 million or a wholly-owned subsidiary of such entity, as long as the 
entity was not formed for the purpose of acquiring the specific securities; whether the 
purchaser is acting for itself or in some fiduciary capacity. 

District of Columbia(5) Any financial or institutional investor, whether acting for itself or others in a fiduciary 
capacity, which means: (a) a depository institution, which means: (i) a person that is 
organized, chartered or holds an authorization certificate under the laws of a state or of 
the United States to receive deposits, including a savings, share, certificate or deposit 
account, and that is supervised and examined for the protection of depositors by an 
official or agency of a state or the United States, and (ii) a trust company or other 
institution that is authorized by federal or state law to exercise fiduciary powers of the 
type that a national bank is permitted to exercise under the authority of the Comptroller 
of the Currency and is supervised and examined by an official or agency of a state or 
.the United States (except an insurance company or other organization primarily 
engaged in the insurance business, or a Morris Plan bank, industrial loan company or a 
similar bank or company unless its deposits are insured by a federal agency); (b) an 
insurance company or separate account of an insurance company; (c) an investment 
company registered under the Investment Company Act of 1940; (d) an employee 
pension, profit-sharing or benefit plan, provided the plan has total assets in excess of 
$5,000,000, or the investment decisions are made by a named fiduciary, as defined in 
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Florida 

Georgia 

the Employee Retirement Income Security Act of 1974, that is either a broker-dealer 
registered under the Securities Exchange Act of 1934, an investment adviser registered 
or exempt from registration under the Investment Advisers Act of 1940, a depository 
institution or an insurance company; (e) a business development company as defined 
by the Investment Company Act of 1940; (9 a "qualified institutional buyer" as 
defined in SEC Rule 144A, C.F.R. 8230.144A; (g) an accredited investor as defined in 
SEC Rule 501(a), 17 C.F.R. §230.501(a); (h) a limited liability company with net 
assets of at least $500,000; or (i) any other financial institution or institutional buyer. 

Any bank or trust company, savings institution, insurance company, investment 
company as defined by the Investment Company Act of 1940, or pension or 
profit-sharing trust or qualified institutional buyer as defined in Securities and 
Exchange Commission Rule 144A as it existed on November 1, 1992, whether any of 
such entities is acting in its individual or fiduciary capacity; provided that such offer or 
sale of securities is not for the direct or indirect promotion of any scheme or enterprise 
with the intent of violating or evading any provision of the Florida Securities Laws. 

Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, real estate investment trust, small 
business investment corporation, pension or profit-sharing plan or trust, or other 
financial institution; whether the purchaser is acting for itself or in some fiduciary 
capacity. 

Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit-sharing trust, or 
other financial institution or institutional buyer; whether the purchaser is acting for 
itself or in some fiduciary capacity. 

Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit-sharing trust, or 
other financial institution or institutional buyer, which includes any organization within 
the scope of Section 501(c)(3) of the Internal Revenue Code of 1986, as amended, 
whether the purchaser is acting for itself or in some fiduciary capacity. 

Any banking institution organized under the laws of the United States, member bank 
of the Federal Reserve System, or any other banking institution doing business under 
the laws of a state or of the United States, a substantial portion of the business of 
which consists of receiving deposits or exercising fiduciary powers similar to those 
permitted to be exercised by national banks under the authority of the Comptroller of 
the Currency pursuant to Section 1 of Public Law 87-722, and which is supervised 
and examined by a state or federal agency having supervision over banks, and which 
is not operated for the purpose of evading the Idaho Uniform Securities Act of 2004; 
a receiver, conservator, or other liquidating agent of any of the foregoing; a savings 
institution, trust company, credit union, or similar institution organized or chartered 
under the laws of a state or of the United States, authorized to receive deposits, and 
supervised and examined by an official or agency of a state or the United States 
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Illinois 

whose deposits or share accounts are insured to the maximum amount authorized by 
statute by the Federal Deposit Insurance Corporation, the National Credit Union 
Share Insurance Fund, or a successor authorized by federal law (other than a Morris 
Plan bank or an industrial loan company); an international financial institution of 
which the United States is a member and whose securities are exempt from 
registration under the Securities Act of 1933; an insurance company or separate 
account of an insurance company; an investment company; an employee pension, 
profit-sharing, or benefit plan if the plan has total assets in excess of $10,000,000 or 
its investment decisions are made by a named fiduciary, as defined in ERISA, that is 
a broker-dealer registered under the Securities Exchange Act of 1934, an investment 
adviser registered or exempt from registration under the Investment Advisers Act of 
1940, an investment adviser registered under the Idaho Uniform Securities Act of 
2004, a depository institution, or an insurance company; a plan established and 
maintained by a state, a political subdivision of a state, or an agency or 
instrumentality of a state or a political subdivision of a state for the benefit of its 
employees, if the plan has total assets in excess of $10,000,000 or its investment 
decisions are made by a duly designated public official or by a named fiduciary, as 
defined in ERISA, that is a broker-dealer registered under the Securities Exchange 
Act of 1934, an investment adviser registered or exempt from registration under the 
Investment Advisers Act of 1940, an investment adviser registered under the Idaho 
Uniform Securities Act of 2004, a depository institution, or an insurance company; a 
trust with total assets in excess of $10,000,000, if its trustee is a depository 
institution, and its participants are exclusively employee pension, profit-sharing, or 
benefit or governmental plans described above regardless of the size of their assets, 
except a trust that includes as participants self-directed individual retirement 
accounts or similar self-directed plans; an organization described in Section 
501(c)(3) of the Internal Revenue Code, corporation, Massachusetts trust or similar 
business trust, limited liability company, or partnership, not formed for the specific 
purpose of acquiring the Securities, with total assets in excess of $10,000,000; a 
small business investment company licensed by the Small Business Administration 
under Section 301(c) of the Small Business Investment Act of 1958 with total assets 
in excess of $10,000,000; a private business development company as defined in 
Section 202(a)(22) of the Investment Advisers Act of 1940 with total assets in excess 
of $10,000,000; a person registered under the Investment Advisers Act of 1940 
acting for its own account; a "qualified institutional buyer" as defined in Rule 
144A(a)(l), other than Rule 144A(a)(l)(H), adopted under the Securities Act; a 
"major U.S. institutional investor" as defined in Rule 15a-6(b)(4)(i) adopted under 
the Securities Exchange Act of 1934; or any other person, other than an individual, of 
institutional character with total assets in excess of $10,000,000 not organized for the 
specific purpose of evading the Idaho Uniform Securities Act of 2004. 

Any corporation, bank, savings bank, savings institution, trust company, insurance 
company, building and loan association, pension h n d  or pension trust, employees' 
profit-sharing trust, other financial institution (including any manager of investment 
accounts on behalf of other than natural persons, who, with affiliates, exercises sole 
investment discretion with respect to such accounts and provided such accounts exceed 
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ten in number and have a fair market value of not less than $10,000,000 at the end of 
the calendar month preceding the month during which the Securities are sold) or 
institutional investor (including investment companies, universities and other 
organizations whose primary purpose is to invest its own assets or those held in trust by 
it for others, trust accounts and individual or group retirement accounts in which a 
bank, trust company, insurance company or savings and loan institution acts in a 
fiduciary capacity, and foundations and endowment funds exempt from taxation under 
the Internal Revenue Code, a principal business function of which is to invest funds to 
produce income in order to carry out the purpose of the foundation or h d ) ,  or any 
government or political subdivision or instrumentality thereof, whether the purchaser is 
acting for itself or in some fiduciary capacity; any partnership or other association 
engaged as a substantial part of its business or operations in purchasing or holding 
securities; any trust in respect of which a bank or trust company is trustee or co-trustee; 
any entity in which at least 90% of the equity is owned by: (i) persons described in this 
paragraph herein, (ii) any natural person who has, or is reasonably believed by the 
person offering the Securities to have (a) a net worth or joint net worth with the 
person's spouse, at the time of the offer, sale or issuance of the Securities, in excess of 
$1,000,000, or (b) an income or joint income with that person's spouse of $200,000 in 
each of the two most recent fiscal years and reasonably expects such an income in the 
current year, (iii) any person, not a natural person, 90% of the equity interest thereof is 
owned by persons described in (a) or (b) immediately above, or (iv) any person who is, 
or is reasonably believed by the person offering the Securities to be, a director, 
executive officer, or general partner of the issuer of the Securities or any director, 
executive officer or general partner of a general partner of that issuer (executive officer 
shall mean the president, any vice president in charge of a principal business unit, 
division or function such as sales, administration or finance, or any other officer or 
other person who performs a policy making function for the issuer); any employee 
benefit plan within the meaning of Title I of the Employee Retirement Income Security 
Act of 1974 ("ERISA") if (a) the investment decision is made by a plan fiduciary as 
defined in Section 3(2 1) of ERISA and such plan fiduciary is either a bank, savings and 
loan association, insurance company, registered investment adviser or an investment 
adviser registered under the Investment Advisers Act of 1940, or (b) the plan has total 
assets in excess of $5,000,000, or (c) in the case of a self-directed plan, investment 
decisions are made solely by persons that are described in this paragraph herein; any 
plan established and maintained by, and for the benefit of the employees of, any state 
or political subdivision or agency or instrumentality thereof if such plan has total assets 
in excess of $5,000,000; or any organization described in Section 50 1 (c)(3) of the 
Internal Revenue Code of 1986, any Massachusetts or similar business trust, or any 
partnership, if such organization, trust, or partnership has total assets in excess of 
$5,000,000. 

Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit-sharing trust, or 
other financial institution or institutional buyer; or Qualified Institutional Buyer as 
defined in Rule 144A of the Securities Act of 1933, as amended, whether the purchaser 
is acting for itself or in some fiduciary capacity. 
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Any banking institution organized under the laws of the United States, member bank 
of the Federal Reserve System, or any other banking institution doing business under 
the laws of a state or of the United States, a substantial portion of the business of 
which consists of receiving deposits or exercising fiduciary powers similar to those 
permitted to be exercised by national banks under the authority of the Comptroller of 
the Currency pursuant to Section 1 of Public Law 87-722, and which is supervised 
and examined by a state or federal agency having supervision over banks, and which 
is not operated for the purpose of evading the Iowa Uniform Securities Act; a 
receiver, conservator, or other liquidating agent of any of the foregoing; a savings 
institution, trust company, credit union, or similar institution organized or chartered 
under the laws of a state or of the United States, authorized to receive deposits, and 
supervised and examined by an official or agency of a state or the United States 
whose deposits or share accounts are insured to the maximum amount authorized by 
statute by the Federal Deposit Insurance Corporation, the National Credit Union 
Share Insurance Fund, or a successor authorized by federal law (other than a Morris 
Plan bank or an industrial loan company); an international financial institution of 
which the United States is a member and whose securities are exempt from 
registration under the Securities Act of 1933; an insurance company or separate 
account of an insurance company; an investment company; an employee pension, 
profit-sharing, or benefit plan if the plan has total assets in excess of $5,000,000 or 
its investment decisions are made by a named fiduciary, as defined in ERISA, that is 
a broker-dealer registered under the Securities Exchange Act of 1934, an investment 
adviser registered or exempt from registration under the Investment Advisers Act of 
1940, an investment adviser registered under the Iowa Uniform Securities Act, a 
depository institution, or an insurance company; a plan established and maintained 
by a state, a political subdivision of a state, or an agency or instrumentality of a state 
or a political subdivision of a state for the benefit of its employees, if the plan has 
total assets in excess of $5,000,000 or its investment decisions are made by a duly 
designated public official or by a named fiduciary, as defined in ERISA, that is a 
broker-dealer registered under the Securities Exchange Act of 1934, an investment 
adviser registered or exempt from registration under the Investment Advisers Act of 
1940, an investment adviser registered under the Iowa Uniform Securities Act, a 
depository institution, or an insurance company; a trust with total assets in excess of 
$5,000,000, if its trustee is a depository institution, and its participants are 
exclusively employee pension, profit-sharing, or benefit or governmental plans 
described above regardless of the size of their assets, except a trust that includes as 
participants self-directed individual retirement accounts or similar self-directed 
plans; an organization described in Section 501(c)(3) of the Internal Revenue Code, 
corporation, Massachusetts trust or similar business trust, limited liability company, 
or partnership, not formed for the specific purpose of acquiring the Securities, with 
total assets in excess of $5,000,000; a small business investment company licensed 
by the Small Business Administration under Section 301(c) of the Small Business 
Investment Act of 1958 with total assets in excess of $5,000,000; a private business 
development company as defined in Section 202(a)(22) of the Investment Advisers 
Act of 1940 with total assets in excess of $5,000,000; a person registered under the 
Investment Advisers Act of 1940 acting for its own account; a "qualified institutional 

OHS EAST: 160 176468.1 
43002- 9 



O R R I C K  

Kansas 

buyer" as defined in Rule 144A(a)(l), other than Rule 144A(a)(l)(H), adopted under 
the Securities Act; a "major U.S. institutional investor" as defined in Rule 15a- 
6(b)(4)(i) adopted under the Securities Exchange Act of 1934; or any other person, 
other than an individual, of institutional character with total assets in excess of 
$5,000,000 not organized for the specific purpose of evading the Iowa Uniform 
Securities Act. 

Any banking institution organized under the laws of the United States, member bank 
of the Federal Reserve System, or any other banking institution doing business under 
the laws of a state or of the United States, a substantial portion of the business of 
which consists of receiving deposits or exercising fiduciary powers similar to those 
permitted to be exercised by national banks under the authority of the Comptroller of 
the Currency pursuant to Section 1 of Public Law 87-722, and which is supervised 
and examined by a state or federal agency having supervision over banks, and which 
is not operated for the purpose of evading the Kansas Uniform Securities Act; a 
receiver, conservator, or other liquidating agent of any of the foregoing; a savings 
institution, trust company, credit union, or similar institution organized or chartered 
under the laws of a state or of the United States, authorized to receive deposits, and 
supervised and examined by an official or agency of a state or the United States 
whose deposits or share accounts are insured to the maximum amount authorized by 
statute by the Federal Deposit Insurance Corporation, the National Credit Union 
Share Insurance Fund, or a successor authorized by federal law (other than a Morris 
Plan bank or an industrial loan company); an international financial institution of 
which the United States is a member and whose securities are exempt from 
registration under the Securities Act of 1933; an insurance company or separate 
account of an insurance company; an investment company; an employee pension, 
profit-sharing, or benefit plan if the plan has total assets in excess of $10,000,000 or 
its investment decisions are made by a named fiduciary, as defined in ERISA, that is 
a broker-dealer registered under the Securities Exchange Act of 1934, an investment 
adviser registered or exempt from registration under the Investment Advisers Act of 
1940, an investment adviser registered in Kansas, a depository institution, or an 
insurance company; a plan established and maintained by a state, a political 
subdivision of a state, or an agency or instrumentality of a state or a political 
subdivision of a state for the benefit of its employees, if the plan has total assets in 
excess of $10,000,000 or its investment decisions are made by a duly designated 
public official or by a named fiduciary, as defined in ERISA, that is a broker-dealer 
registered under the Securities Exchange Act of 1934, an investment adviser 
registered or exempt from registration under the Investment Advisers Act of 1940, an 
investment adviser registered in Kansas, a depository institution, or an insurance 
company; a trust (except a trust that includes as participants self-directed individual 
retirement accounts or similar self-directed plans) with total assets in excess of 
$10,000,000 if its trustee is a depository institution, and its participants are 
exclusively employee pension, profit-sharing, or benefit or governmental plans 
described above regardless of the size of their assets; an organization described in 
Section 50 1 (c)(3) of the Internal Revenue Code, corporation, Massachusetts trust or 
similar business trust, limited liability company, or partnership, not formed for the 
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Kentucky 

Louisiana 

specific purpose of acquiring the Securities, with total assets in excess of 
$10,000,000; a small business investment company licensed under Section 30 1 (c) of 
the Small Business Investment Act of 1958 with total assets in excess of 
$10,000,000; a private business development company as defined in Section 
202(a)(22) of the Investment Advisers Act of 1940 with total assets in excess of 
$10,000,000; a person registered under the Investment Advisers Act of 1940 acting 
for its own account; a qualified institutional buyer as defined in Rule 144A(a)(l), 
other than Rule 144A(a)(l)(H), adopted under the Securities Act of 1933; a "major 
U.S. institutional investor" as defined in Rule 15a-6(b)(4)(i) adopted under the 
Securities Exchange Act of 1934; or any other person, other than an individual, of 
institutional character with total assets in excess of $10,000,000 not organized for the 
specific purpose of evading the Kansas Uniform Securities Act. 

Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit-sharing trust, or 
other financial institution or institutional buyer (which includes but is not limited to 
Qualified Institutional Buyers as defined in Rule 144A of the Securities and Exchange 
Commission); whether .the purchaser is acting for itself or in some fiduciary capacity. 

Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, real estate investment trust, small 
business investment corporation, pension or profit-sharing plan or trust, or other 
financial institution; whether the purchaser is acting for itself or in some fiduciary 
capacity. 

Any banking institution organized under the laws of the United States, member bank 
of the Federal Reserve System, or any other banking institution doing business under 
the laws of a state or of the United States, a substantial portion of the business of 
which consists of receiving deposits or exercising fiduciary powers similar to those 
permitted to be exercised by national banks under the authority of the Comptroller of 
the Currency pursuant to Section 1 of Public Law 87-722, and which is supervised 
and examined by a state or federal agency having supervision over banks, and which 
is not operated for the purpose of evading the Maine Uniform Securities Act; a 
receiver, conservator, or other liquidating agent of any of the foregoing; a savings 
institution, trust company, credit union, or similar institution organized or chartered 
under the laws of a state or of the United States, authorized to receive deposits, and 
supervised and examined by an official or agency of a state or the United States 
whose deposits or share accounts are insured to the maximum amount authorized by 
statute by the Federal Deposit Insurance Corporation, the National Credit Union 
Share Insurance Fund, or a successor authorized by federal law (other than a Morris 
Plan bank or an industrial loan company); an international financial institution of 
which the United States is a member and whose securities are exempt from 
registration under the Securities Act of 1933; an insurance company or separate 
account of an insurance company; an investment company; an employee pension, 
profit-sharing, or benefit plan if the plan has total assets in excess of $10,000,000 or 
its investment decisions are made by a named fiduciary, as defined in ERISA, that is 
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a broker-dealer registered under the Securities Exchange Act of 1934, an investment 
adviser registered or exempt from registration under the Investment Advisers Act of 
1940, an investment adviser registered in Maine, a depository institution, or an 
insurance company; a plan established and maintained by a state, a political 
subdivision of a state, or an agency or instrumentality of a state or a political 
subdivision of a state for the benefit of its employees, if the plan has total assets in 
excess of $10,000,000 or its investment decisions are made by a duly designated 
public official or by a named fiduciary, as defined in ERISA, that is a broker-dealer 
registered under the Securities Exchange Act of 1934, an investment adviser 
registered or exempt from registration under the Investment Advisers Act of 1940, an 
investment adviser registered in Maine, a depository institution, or an insurance 
company; a trust (except a trust that includes as participants self-directed individual 
retirement accounts or similar self-directed plans) with total assets in excess of 
$10,000,000 if its trustee is a depository institution, and its participants are 
exclusively employee pension, profit-sharing, or benefit or governmental plans 
described above regardless of the size of their assets; an organization described in 
Section 501(c)(3) of the Internal Revenue Code, corporation, Massachusetts trust or 
similar business trust, limited liability company, or partnership, not formed for the 
specific purpose of acquiring the Securities, with total assets in excess of 
$10,000,000; a small business investment company licensed under Section 30 1 (c) of 
the Small Business Investment Act of 1958 with total assets in excess of $5,000,000; 
a private business development company as defined in Section 202(a)(22) of the 
Investment Advisers Act of 1940 with total assets in excess of $5,000,000; a person 
registered under the Investment Advisers Act of 1940 acting for its own account; a 
qualified institutional buyer as defined in Rule 144A(a)(I), other than RuIe 
144A(a)(l)(H), adopted under the Securities Act of 1933; a "major U.S. institutional 
investor" as defined in Rule 15a-6(b)(4)(i) adopted under the Securities Exchange 
Act of 1934; or any other person, other than an individual, of institutional character 
with total assets in excess of $10,000,000 not organized for the specific purpose of 
evading the Maine Uniform Securities Act. 

Any bank, savings and loan association, trust company, insurance company, 
investment company as defined in the Investment Company Act of 1940, pension or 
profit-sharing trust that is an employee benefit plan with assets of not less than 
$1,000,000, broker-dealer, an employee benefit plan with assets of not less than 
$1,000,000, a governmental instrumentality or agency, or an investment adviser with 
assets under management of not less than $1,000,000; whether acting for itself or as 
trustee or fiduciary with investment control; or any other institutional investor as 
designated by rule or order of the commissioner, which includes a Qualified 
Institutional Buyer as defined in Rule 144A of the Securities and Exchange 
Commission, and persons defined as "accredited investors" pursuant to Rule 
50 l(a)(l)-(3), (7) and (8) of Federal Regulation D. 

Massachusetts(1) Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit-sharing trust 
which includes: (a) any entity with total assets in excess of $5 million and which is: 
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(i) an employee benefit plan within the meaning of the Employee Retirement Income 
Security Act of 1974 ("ERISA"), as amended or (ii) a self-directed employee benefit 
plan within the meaning of ERISA, with investment decisions made by a person that is 
an accredited investor as defined in s. 501(a) of SEC Regulation D (17 CPR 
230.501(a)), or (b) any employee benefit plan within the meaning of ERISA with 
investment decisions made by a plan fiduciary, as defined in Section 2(2 1) of ERISA, 
which is either a bank, savings and loan association, insurance company or registered 
investment adviser, or (c) an employee benefit plan established and maintained by a 
state or its political subdivisions, or any agency or instrumentality of a state or its 
political subdivisions; any other financial institution or institutional buyer, which 
includes but is not limited to: (a) a Small Business Investment Company licensed by 
the United States Small Business Administration under the Small Business Investment 
Act of 1958, as amended; (b) a private business development company as defined in 
Section 202(a)(22) of the Investment Advisers Act of 1940, as amended; (c) a Business 
Development Company as defined in Section 2(a)(48) of the Investment Company Act 
of 1940, as amended; (d) an entity with total assets in excess of $5,000,000 and which 
is either: (i) a company (whether a corporation, a Massachusetts or similar business 
trust or a partnership) not formed for the specific purpose of acquiring the securities 
offered, a substantial part of whose business activities consists of investing, purchasing, 
selling or trading in securities issued by others and whose investment decisions made 
by persons who are reasonably believed by the seller to have such knowledge and 
experience in financial and business matters as to be capable of evaluating the merits 
and risks of investments or (ii) an organization described in Section 501(c)(3) of the 
Internal Revenue Code; and (e) a Qualified Institutional Buyer as defined in 17 CFR 
230.144A(a); whether the purchaser is acting for itself or in some fiduciary capacity. 

Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit-sharing trust the 
assets of which are managed by a bank or trust company or other institutional manager, 
the treasurer of the State of Michigan, the federal national mortgage association, the 
federal home loan mortgage corporation, the government national mortgage 
association, broker-dealer or other financial institution (which includes but is, not 
limited to federal or state savings and loan associations or credit unions), whether any 
of the above listed purchasers is acting for itself or in some fiduciary capacity, or a 
lender approved by the federal housing administration and who has satisfied any 
additional requirements established by the Michigan Securities Administrator by rule 
or order. 

Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit-sharing trust, or 
other financial institution or institutional buyer, which includes but is not limited to a 
corporation with a class of equity securities registered under Section 12(b) or 12(g) of 
the Securities Exchange Act of 1934, a "qualified institutional buyer" within the 
meaning of SEC Rule 144A, as amended, and a person who is an "accredited investor" 
within the meaning of Rule 501(a) of Regulation D adopted by the Securities and 
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Exchange Commission; whether the purchaser is acting for itself or in some fiduciary 
capacity. 

Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit-sharing trust, or 
other financial institution or institutional buyer, which includes but is not limited to: 
(a) any of the following entities, acting for its own account or the accounts of other 
institutional buyers, that in the aggregate owns and invests on a discretionary basis at 
least $100,000,000 in securities of issuers that are not affiliated with the entity: (i) any 
insurance company as defined in Section 2(13) of the Securities Act of 1933, (ii) any 
investment company registered under the Investment Company Act of 1940 or any 
business development company as defined in Section 2(a)(48) of the Investment 
Company Act of 1940, (iii) any Small Business Investment Company licensed by the 
United States Small Business Administration under 30 1 (c) or (d) of the Small Business 
Investment Act of 1958, (iv) any plan established and maintained by a state, its 
political subdivisions, or any agency or instrumentality of a state or its political 
subdivisions, for the benefit of its employees, (v) any employee benefit plan within the 
meaning of Title I of the Employee Retirement Income Security Act of 1974, (vi) any 
trust fund whose trustee is a bank or trust company and whose participants are 
exclusively plans of the types identified in (iv) and (v) above, except trust funds that 
include as participants individual retirement accounts or H.R. 10 plans, (vii) any 
business development company as defined in Section 202(a)(22) of the Investment 
Advisers Act of 1940, (viii) any organization described in Section 501(c)(3) of the 
Internal Revenue Code, corporation (other than a bank as defined in Section 3(a)(2) of 
the Securities Act of 1933 or a savings and loan association or other institution 
referenced in Section 3(a)(5)(A) of the Securities Act of 1933 or a foreign bank or 
savings and loan association or equivalent institution), partnership, or Massachusetts or 
similar business trust, and (ix) any investment adviser registered under the Investment 
Advisers Act of 1940; (b) any dealer registered pursuant to Section 15 of the Securities 
Exchange Act of 1934, acting for its own account or the accounts of other institutional 
buyers, that in the aggregate owns and invests on a discretionary basis at least 
$10,000,000 of securities of issuers that are not affiliated with the dealer, provided that 
securities constituting the whole or a part of an unsold allotment to or subscription by a 
dealer as a participant in a public offering shall not be deemed to be owned by such 
dealer; (c) any dealer registered pursuant to Section 15 of the Securities Exchange Act 
of 1934 acting in a riskless principal transaction on behalf of an institutional buyer; 
(d) any investment company registered under the Investment Company Act of 1940, 
acting for its own account or for the accounts of other institutional buyers, that is part 
of a family of investment companies which own in the aggregate at least $100,000,000 
in securities of issuers, other than issuers that are affiliated with the investment 
company or are part of such family of investment companies ("family of investment 
companies" means any two or more investment companies registered under the 
Investment Company Act of 1940, except for a unit investment trust whose assets 
consist solely of shares of one or more registered investment companies, that have the 
same investment adviser (or, in the case of a unit investment trust, the same depositor), 
provided that for purposes of this Section: (i) each series of a series company (as 
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defined in Rule 18f-2 under the Investment Company Act of 1940) shall be deemed to 
be a separate investment company and (ii) investment companies shall be deemed to 
have the same adviser (or depositor) if their advisers (or depositors) are 
majority-owned subsidiaries of the same parent, or if one investment company's 
adviser (or depositor)) is a majority-owned subsidiary of the other investment 
company's adviser (or depositor)); (e) any entity, all of the equity owners of which are 
institutional buyers, acting for its own account or the accounts of other institutional 
buyers; or (f) any bank as defined in Section 3(a)(2) of the Securities Act of 1933, any 
savings and loan association or other institution as referenced in Section 3(a)(5)(A) of 
the Securities Act of 1933, or any foreign bank or savings and loan association or 
equivalent institution, acting for its own account or the accounts of other institutional 
buyers, that in the aggregate owns and invests on a discretionary basis at least 
$100,000,000 in securities of issuers that are not affiliated with it and that has an 
audited net worth of at least $25,000,000 as demonstrated in its latest annual financial 
statements, as of a date not more than 16 months preceding the date of sale of the 
securities offered in the case of a United States bank or savings and loan association, 
and not more than 18 months preceding such date of sale for a foreign bank or savings 
and loan association or equivalent institution; whether the purchaser is acting for itself 
or as a trustee. 

Any banking institution organized under the laws of the United States, member bank 
of the Federal Reserve System, or any other banking institution doing business under 
the laws of a state or of the United States, a substantial portion of the business of 
which consists of receiving deposits or exercising fiduciary powers similar to those 
permitted to be exercised by national banks under the authority of the Comptroller of 
the Currency pursuant to Section 1 of Public Law 87-722, and which is supervised 
and examined by a state or federal agency having supervision over banks, and which 
is not operated for the purpose of evading the Missouri Securities Act of 2003; a 
receiver, conservator, or other liquidating agent of any of the foregoing; a savings 
institution, trust company, credit union, or similar institution organized or chartered 
under the laws of a state or of the United States, authorized to receive deposits, and 
supervised and examined by an official or agency of a state or the United States 
whose deposits or share accounts are insured to the maximum amount authorized by 
statute by the Federal Deposit Insurance Corporation, the National Credit Union 
Share Insurance Fund, or a successor authorized by federal law (other than a Morris 
Plan bank or an industrial loan company); a trust company organized or chartered 
under the laws of Missouri; an international financial institution of which the United 
States is a member and whose securities are exempt from registration under the 
Securities Act of 1933; an insurance company or separate account of an insurance 
company; an investment company; an employee pension, profit-sharing, or benefit 
plan if the plan has total assets in excess of $10,000,000 or its investment decisions 
are made by a named fiduciary, as defined in ERISA, that is a broker-dealer 
registered under the Securities Exchange Act of 1934, an investment adviser 
registered or exempt from registration under the Investment Advisers Act of 1940, an 
investment adviser registered under the Missouri Securities Act of 2003, a depository 
institution, or an insurance company; a plan established and maintained by a state, a 
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Montana 
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political subdivision of a state, or an agency or instrumentality of a state or a political 
subdivision of a state for the benefit of its employees, if the plan hasdotal assets in 
excess of $10,000,000 or its investment decisions are made by a duly designated 
public official or by a named fiduciary, as defined in ERISA, that is a broker-dealer 
registered under the Securities Exchange Act of 1934, an investment adviser 
registered or exempt from registration under the Investment Advisers Act of 1940, an 
investment adviser registered under the Missouri Securities Act of 2003, a depository 
institution, or an insurance company; a trust with total assets in excess of 
$10,000,000, if its trustee is a depository institution, and its participants are 
exclusively employee pension, profit-sharing, or benefit or governmental plans 
described above regardless of the size of their assets, except a trust that includes as 
participants self-directed individual retirement accounts or similar self-directed 
plans; an organization described in Section 501(c)(3) of the Internal Revenue Code, 
corporation, Massachusetts trust or similar business trust, limited liability company, 
or partnership, not formed for the specific purpose of acquiring the Securities, with 
total assets in excess of $10,000,000; a small business investment company licensed 
by the Small Business Administration under Section 301(c) of the Small Business 
Investment Act of 1958 with total assets in excess of $10,000,000; a private business 
development company as defined in Section 202(a)(22) of the Investment Advisers 
Act of 1940 with total assets in excess of $10,000,000; a person registered under the 
Investment Advisers Act of 1940 acting for its own account; a "qualified institutional 
buyer" as defined in Rule 144A(a)(l), other than Rule 144A(a)(l)(H), adopted under 
the Securities Act; a "major U.S. institutional investor" as defined in Rule 15a- 
6(b)(4)(i) adopted under the Securities Exchange Act of 1934; or any other person, 
other than an individual, of institutional character with total assets in excess of 
$10,000,000 not organized for the specific purpose of evading the Missouri 
Securities Act of 2003. 

Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit-sharing trust, or 
other financial institution or institutional buyer, which includes, but is not limited to, a 
Qualified Institutional Buyer as defined in Rule 144A of the Securities and Exchange 
Commission; whether the purchaser is acting for itself or in some fiduciary capacity. 

Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit-sharing trust, or 
other financial institution or institutional buyer or an individual accredited investor, 
whether the purchaser is acting for itself or in some fiduciary capacity. The term 
"individual accredited investor" means (a) any director, executive officer, or general 
partner of the issuer of the securities being offered or sold, or any director, executive 
officer, or general partner of a general partner of that issuer, (b) any manager of a 
limited liability company that is the issuer of the securities being offered or sold, 
(c) any natural person whose individual net worth, or joint net worth with that person's 
spouse, at the time of his or her purchase, exceeds one million dollars, or (d) any 
natural person who had an individual income in excess of two hundred thousand 
dollars in each of the two most recent years or joint income with that person's spouse in 
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excess of three hundred thousand dollars in each of those years and has a reasonable 
expectation of reaching the same income level in the current year. In addition to the 
foregoing, a "financial institution or institutional investor" includes, but is not limited 
to, any (i) bank as defined in Section 3(a)(2) of the Securities Act of 1933, whether 
acting in its individual or fiduciary capacity; (ii) insurance company as defined in 
Section 2(13) of the Securities Act of 1933; (iii) business development company as 
defined in Section 2(a)(48) of the Investment Company Act of 1940; (iv) or small 
business investment company licensed by the Small Business Administration under 
Section 301(c) or (d) of the Small Business Investment Act of 1958. As used above, 
"pension or profit-sharing trust" is defined as an employee benefit plan, as defined in 
Title I of the Employee Retirement Income Security Act of 1974 ("ERISA"), if the 
investment decisions are made by a "plan fiduciary" (as defined in ERISA) which is 
either a bank, insurance company or registered investment adviser, or if the employee 
benefit plan has total assets in excess of $5,000,000. 

Any financial or institutional investor, including but not limited to: (a) a depository 
institution, which means: (i) a person that is organized, chartered or holding an 
authorization certificate under .the laws of a state or of the United States which 
authorizes the person to receive deposits, including a savings, share, certificate or 
deposit account, and that is supervised and examined for the protection of depositors by 
an official or agency of a state of the United States, or (ii) a trust company or other 
institution that is authorized by federal or state law to exercise fiduciary powers of the 
type a national bank is permitted to exercise under the authority of the Comptroller of 
the Currency and is supervised and examined by an official or agency of a state or the 
United States (except a Morris Plan bank, industrial loan company, or a similar bank or 
company unless its deposits are insured by a federal agency); (b) an insurance company 
or separate account of an insurance company; (c) an investment company as defined in 
the Investment Company Act of 1940; (d) an employee pension, profit-sharing or 
benefit plan if the plan has total assets in excess of $5,000,000 or its investment 
decisions are made by a named fiduciary, as defined in the Employee Retirement 
Income Security Act of 1974, that is either a broker-dealer registered under the 
Securities Exchange Act of 1934, an investment adviser registered or exempt from 
registration under the Investment Advisers Act of 1940, a depository institution, or an 
insurance company; or (e) any other institutional buyer; whether the purchaser is acting 
for itself or in some fiduciary capacity other than as an agent. 

New Hampshire(l4) Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit-sharing trust, a 
venture capital company which operates a small business investment company under 
the Small Business Investment Act of 1958, as amended, or other financial institution 
or institutional buyer; whether the purchaser is acting for itself or in some fiduciary 
capacity. 

New Jersey(l5) Any bank, savings and loan association or building and loan association operating 
pursuant to the Savings and Loan Act of New Jersey, federal savings and loan 
association or an association or credit union organized under the laws of the United 
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New Mexico(l6) 

New Y ork( 1 7) 

States or any state, territory, or possession of the United States, the District of 
Columbia or Puerto Rico whose accounts are insured by a federal corporation or 
agency, any trust company, insurance company, investment company as defined in the 
Investment Company Act of 1940, pension or profit-sharing trust, or other financial 
institution or institutional buyer, which includes, but is not limited to, a "qualified 
institutional buyer" as defined in SEC Rule 144A; whether the purchaser is acting for 
itself or in some fiduciary capacity. 

Any financial or institutional investor, which means: (a) a depository institution, which 
includes: (i) a person which is organized, chartered or holding an authorization 
certificate under the laws of a state or of the United States which authorizes the person 
to receive deposits, including a savings, share, certificate or deposit account, and which 
is regulated, supervised and examined for the protection of depositors by an official or 
agency of a state or the United States and is insured by the federal depository isurance 
corporation, the federal savings and loan insurance corporation, or the national credit 
union share insurance fund, or (ii) a trust company or other institution that is authorized 
by federal or state law to exercise fiduciary powers of the type a national bank is 
permitted to exercise under the authority of the Comptroller of the Currency and is 
regulated, supervised and examined by an official or agency of a state or the United 
States (except a Morris Plan bank, industrial loan company or a similar bank or 
company); (b) an insurance company or separate account of an insurance company; 
(c) an investment company as defined in the Investment Company Act of 1940; (d) an 
employee pension, profit-sharing or benefit plan, provided the plan has total assets in 
excess of $5,000,000, or the investment decisions are made by one or more plan 
fiduciaries, as defined in the Employee Retirement Income Security Act of 1974, so 
long as at least one of such plan fiduciaries is either a broker-dealer registered under 
the Securities Exchange Act of 1934, an investment adviser registered or exempt from 
registration under the Investment Advisers Act of 1940, a depository institution or an 
insurance company; (e) a business development company as defined by the Investment 
Company Act of 1940; (f) a small business investment company licensed by the Small 
Business Administration under Section 30 1 (c) or (d) of the Small Business Investment 
Act of 1958; (g) an entity, other than a natural person, which is directly engaged in the 
business of, and derives at least eighty percent of its annual gross income from, 
investing, purchasing, selling or trading in securities of more than one issuer and not of 
its own issue, and that has gross assets in excess of $5,000,000 at the end of its latest 
fiscal year; (h) an entity organized and operated not for private profit as described in 
Section 501(c)(3) of the Internal Revenue Code with total assets in excess of 
$5,000,000; or (i) a state, a political subdivision of a state, or an agency or corporate or 
other instrumentality of a state or a political subdivision of a state; whether the 
purchaser is acting for itself or in some fiduciary capacity other than as an agent. 

Any state or national bank, trust company or savings institution incorporated under the 
laws and subject to the examination, supervision and control of any state or of the 
United States or of any insular possession thereof, or any syndicate, corporation or 
group formed for the specific purpose of acquiring the Securities for resale to the 
public directly or through other syndicates or groups. 
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North Carolina(l8) 

North Dakota 

Any corporation which has a net worth in excess of one million dollars as determined 
by generally accepted accounting principles, bank, savings institution, trust company, 
insurance company, investment company as defined in the Investment Company Act of 
1940, pension or profit-sharing trust, other financial institution or institutional buyer, 
whether ,the purchaser is acting for itself or in some fiduciary capacity. 

Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit-sharing trust, or 
similar benefit plan, or other financial institution or qualified institutional buyer, or any 
government or political subdivision or instrumentality thereof, whether the purchaser is 
acting for itself or in a fiduciary capacity. 

Any corporation, bank, trust company, building and loan association, savings 
association incorporated or organized under the laws of the United States or of any 
state thereof, or of Canada or any province thereof, and subject to regulation or 
supervision by such country, state or province, any insurance company, pension fund 
or trust, employees' profit-sharing fund or trust, any association engaged, as a 
substantial part of its business or operations, in purchasing or holding securities, any 
trust in respect of which a bank is trustee or co-trustee, or any Qualified Institutional 
Buyer as defined in Rule 144A of the Securities and Exchange Commission. 

Any banking institution organized under the laws of the United States, member bank 
of the Federal Reserve System, or any other banking institution doing business under 
the laws of a state or of the United States, a substantial portion of the business of 
which consists of receiving deposits or exercising fiduciary powers similar to those 
permitted to be exercised by national banks under the authority of the Comptroller of 
the Currency pursuant to Section 1 of Public Law 87-722, and which is supervised 
and examined by a state or federal agency having supervision over banks, and which 
is not operated for the purpose of evading the Oklahoma Uniform Securities Act of 
2004; a receiver, conservator, or other liquidating agent of any of the foregoing; a 
savings institution, trust company, credit union, or similar institution organized or 
chartered under the laws of a state or of the United States, authorized to receive 
deposits, and supervised and examined by an official or agency of a state or the 
United States whose deposits or share accounts are insured to the maximum amount 
authorized by statute by the Federal Deposit Insurance Corporation, the National 
Credit Union Share Insurance Fund, or a successor authorized by federal law (other 
than a Morris Plan bank or an industrial loan company); an international financial 
institution of which the United States is a member and whose securities are exempt 
from registration under the Securities Act of 1933; an insurance company or separate 
account of an insurance company; an investment company; an employee pension, 
profit-sharing, or benefit plan if the plan has total assets in excess of $10,000,000 or 
its investment decisions are made by a named fiduciary, as defined in ERISA, that is 
a broker-dealer registered under the Securities Exchange Act of 1934, an investment 
adviser registered or exempt from registration under the Investment Advisers Act of 
1940, an investment adviser registered under the Oklahoma Uniform Securities Act 
of 2004, a depository institution, or an insurance company; a plan established and 
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Oregon 

maintained by a state, a political subdivision of a state, or an agency or 
instrumentality of a state or a political subdivision of a state for the benefit of its 
employees, if the plan has total assets in excess of $10,000,000 or its investment 
decisions are made by a duly designated public official or by a named fiduciary, as 
defined in ERISA, that is a broker-dealer registered under the Securities Exchange 
Act of 1934, an investment adviser registered or exempt from registration under the 
Investment Advisers Act of 1940, an investment adviser registered under the 
Oklahoma Uniform Securities Act of 2004, a depository institution, or an insurance 
company; a trust with total assets in excess of $10,000,000, if its trustee is a 
depository institution, and its participants are exclusively employee pension, profit- 
sharing, or benefit or governmental plans described above regardless of the size of 
their assets, except a trust that includes as participants self-directed individual 
retirement accounts or similar self-directed plans; an organization described in 
Section 501(c)(3) of the Internal Revenue Code, corporation, Massachusetts trust or 
similar business trust, limited liability company, or partnership, not formed for the 
specific purpose of acquiring the Securities, with total assets in excess of 
$10,000,000; a small business investment company licensed by the Small Business 
Administration under Section 30 1 (c) of the Small Business Investment Act of 1958 
with total assets in excess of $10,000,000; a private business development company 
as defined in Section 202(a)(22) of the Investment Advisers Act of 1940 with total 
assets in excess of $10,000,000; a person registered under the Investment Advisers 
Act of 1940 acting for its own account; a "qualified institutional buyer" as defined in 
Rule 144A(a)(l), other than Rule 144A(a)(l)(H), adopted under the Securities Act; a 
"major U.S. institutional investor" as defined in Rule 15a-6(b)(4)(i) adopted under 
the Securities Exchange Act of 1934; or any other person, other than an individual, of 
institutional character with total assets in excess of $10,000,000 not organized for .the 
specific purpose of evading the Oklahoma Uniform Securities Act of 2004. 

Any bank, savings institution, trust company, insurance company, investment 
company, pension or profit-sharing trust, mortgage broker or mortgage banker, or other 
financial institution or institutional buyer, including but not limited to, the Federal 
National Mortgage Association, the Federal Home Loan Mortgage Corporation, the 
Federal Housing Administration, the United States Veterans Administration and ,the 
Government National Mortgage Association, and Qualified Institutional Buyer as 
defined in Rule 144A of the Securities and Exchange Commission; whether the 
purchaser is acting for itself or in some fiduciary capacity when the purchaser has 
discretionary authority to make investment decisions. 

Pennsylvania( 1 ) Any institutional investor (which means a bank, savings bank, savings institution, 
savings and loan association, thrift institution, trust company or similar organization 
which is organized or chartered under .the laws of a state or of .the United States, is 
authorized to and receives deposits and is supervised and examined by an official or 
agency of a state or of the United States if its deposits are insured by the Federal 
Deposit Insurance Corporation or a successor authorized by Federal law), an insurance 
company, pension or profit-sharing plan or trust (provided that for a Keogh, IRA or 
SEP, plan or trust assets must be $5,000,000 or more, or, the plan or trust must have 
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Puerto Rico(7) 

retained, on an on-going basis, the services of a person knowledgeable and experienced 
in financial and business matters to render professional investment management advice 
and the plan or trust must have investments of $500,000 or more in securities), or 
investment company as defined in the Investment Company Act of 1940, or other 
financial institution; (b) any person, other than an individual, who controls any of the 
foregoing; (c) any corporation or business trust or wholly-owned subsidiary of such 
person which has been in existence for 18 months and which has a tangible net worth 
on a consolidated basis, as reflected in its most recent audited financial statements of 
$10,000,000 or more; (d) any college, university or other public or private institution 
which has received exempt status under Section 501(c)(3) of the Internal Revenue 
Code and which has total endowment or trust funds (including annuity and life income 
funds) of $5,000,000 or more according to its most recent audited financial statements, 
provided that the aggregate dollar amount of securities sold to such person shall not 
exceed five percent of such endowment or trust funds; (e) any wholly-owned 
subsidiary of a bank as defined in the Pennsylvania Securities Act of 1972 and 
applicable regulations thereunder; (f) any person, except an individual or an entity 
whose securityholders consist entirely of one individual or group of individuals who 
are related, which is organized primarily for the purpose of purchasing, in non-public 
offerings, securities of corporations or issuers engaged in research and development 
activities in conjunction with a corporation and which complies with certain investor 
suitability requirements, beneficial ownership restrictions, and capitalization 
requirements as set forth in the Regulations of the Pennsylvania Securities 
Commission; (g) any small business investment company as defined in Section 103 of 
the Small Business Investment Act of 1958 which either has a total capital of 
$1,000,000 or more, or is controlled by institutional investors as defined in the 
Pennsylvania Securities Act of 1972 and applicable regulations thereunder; (h) any 
seed capital fund (as defined in Section 2 and authorized in Section 6 of the 
Pennsylvania Small Business Incubators Act); (i) any business development credit 
corporation (as authorized by the Pennsylvania Business Development Credit 
Corporation Law); ('j) any person whose securityholders consist solely of institutional 
investors or broker-dealers; (k) a person as to which the issuer reasonably believed 
qualified as an institutional investor as herein described at the time of the offer or sale 
of the Securities on the basis of written representations made to the issuer by the 
purchaser; (1) a qualified institutional buyer as that term is defined 17 CFR 230.144A; 
or (m) the federal government, any state, territory, or possession of the United States, 
the District of Columbia or Puerto Rico, or any agency or political subdivision thereof, 
except public school districts of the state of Pennsylvania; whether the buyer is acting 
for itself or in some fiduciary capacity. 

Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Companies Act of Puerto Rico, pension or profit-sharing 
trust, Qualified Institutional Buyer as defined in Rule 144A of the Securities and 
Exchange Commission, or other financial institution or institutional buyer; whether the 
purchaser is acting for itself or in some fiduciary capacity. 
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Rhode Island(20) Any financial or institutional investor, which includes: (a) a "depository institution", 
which means: (i) a person which is organized, chartered, or holding an authorization 
certificate under the laws of a state or of the United States which authorizes the person 
to receive deposits, including a savings, share, certificate or deposit account, and which 
is supervised and examined for the protection of depositors by an official or agency of 
a state or the United States, or (ii) a trust company or other institution that is authorized 
by federal or state law to exercise fiduciary powers of the type a national bank is 
permitted to exercise under the authority of the comptroller of the currency and is 
supervised and examined by an official or agency of a state or the United States; (b) an 
insurance company; (c) a separate account of an insurance company; (d) an investment 
company as defined in the Investment Company Act of 1940; (e) an employee 
pension, profit-sharing or benefit plan if the plan has total assets in excess of five 
million dollars ($5,000,000), or if investment decisions are made by a plan fiduciary, as 
defined in the Employee Retirement Income Security Act of 1974, which is either a 
broker-dealer registered under the Securities Exchange Act of 1934, an investment 
adviser registered or exempt from registration under the Investment Advisers Act of 
1940, a depository institution, or an insurance company; (f) any other institutional 
buyer; and a Qualified Institutional Buyer as defined under Rule 144A; whether the 
purchaser is acting for itself or in some fiduciary capacity. 

South Carolina(1) Any banking institution organized under the laws of the United States, member bank 
of the Federal Reserve System, or any other banking institution doing business under 
the laws of a state or of the United States, a substantial portion of the business of 
which consists of receiving deposits or exercising fiduciary powers similar to those 
permitted to be exercised by national banks under the authority of the Comptroller of 
the Currency pursuant to Section 1 of Public Law 87-722, and which is supervised 
and examined by a state or federal agency having supervision over banks, and which 
is not operated for the purpose of evading the South Carolina Uniform Securities Act 
of 2005; a receiver, conservator, or other liquidating agent of any of the foregoing; a 
savings institution, trust company, credit union, or similar institution organized or 
chartered under the laws of a state or of the United States, authorized to receive 
deposits, and supervised and examined by an official or agency of a state or the 
United States whose deposits or share accounts are insured to the maximum amount 
authorized by statute by the Federal Deposit Insurance Corporation, the National 
Credit Union Share Insurance Fund, or a successor authorized by federal law (other 
than a Morris Plan bank or an industrial loan company); an international financial 
institution of which the United States is a member and whose securities are exempt 
from registration under the Securities Act of 1933; an insurance company or separate 
account of an insurance company; an investment company; an employee pension, 
profit-sharing, or benefit plan if the plan has total assets in excess of $10,000,000 or 
its investment decisions are made by a named fiduciary, as defined in ERISA, that is 
a broker-dealer registered under the Securities Exchange Act of 1934, an investment 
adviser registered or exempt from registration under the Investment Advisers Act of 
1940, an investment adviser registered under the South Carolina Uniform Securities 
Act of 2005, a depository institution, or an insurance company; a plan established 
and maintained by a state, a political subdivision of a state, or an agency or 
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instrumentality of a state or a political subdivision of a state for the benefit of its 
employees, if the plan has total assets in excess of $10,000,000 or its investment 
decisions are made by a duly designated public official or by a named fiduciary, as 
defined in ERISA, that is a broker-dealer registered under the Securities Exchange 
Act of 1934, an investment adviser registered or exempt from registration under the 
Investment Advisers Act of 1940, an investment adviser registered under the South 
Carolina Uniform Securities Act of 2005, a depository institution, or an insurance 
company; a trust with total assets in excess of $10,000,000, if its trustee is a 
depository institution, and its participants are exclusively employee pension, profit- 
sharing, or benefit or governmental plans described above regardless of the size of 
their assets, except a trust that includes as participants self-directed individual 
retirement accounts or similar self-directed plans; an organization described in 
Section 501(c)(3) of the Internal Revenue Code, corporation, Massachusetts trust or 
similar business trust, limited liability company, or partnership, not formed for the 
specific purpose of acquiring the Securities, with total assets in excess of 
$10,000,000; a small business investment company licensed by the Small Business 
Administration under Section 30 1 (c) of the Small Business Investment Act of 195 8 
with total assets in excess of $10,000,000; a private business development company 
as defined in Section 202(a)(22) of the Investment Advisers Act of 1940 with total 
assets in excess of $10,000,000; a person registered under the Investment Advisers 
Act of 1940 acting for its own account; a "qualified institutional buyer" as defined in 
Rule 144A(a)(l), other than Rule 144A(a)(l)(H), adopted under the Securities Act; a 
"major U.S. institutional investor" as defined in Rule 15a-6(b)(4)(i) adopted under 
the Securities Exchange Act of 1934; or any other person, other than an individual, of 
institutional character with total assets in excess of $10,000,000 not organized for the 
specific purpose of evading the South Carolina Uniform Securities Act of 2005. 

South Dakota(1) Any banking institution organized under the laws of the United States, member bank 
of the Federal Reserve System, or any other banking institution doing business under 
the laws of a state or of the United States, a substantial portion of the business of 
which consists of receiving deposits or exercising fiduciary powers similar to those 
permitted to be exercised by national banks under the authority of the Comptroller of 
the Currency pursuant to Section 1 of Public Law 87-722, and which is supervised 
and examined by a state or federal agency having supervision over banks, and which 
is not operated for the purpose of evading the South Dakota Uniform Securities Act 
of 2002; a receiver, conservator, or other liquidating agent of any of the foregoing; a 
savings institution, trust company, credit union, or similar institution organized or 
chartered under the laws of a state or of the United States, authorized to receive 
deposits, and supervised and examined by an official or agency of a state or the 
United States whose deposits or share accounts are insured to the maximum amount 
authorized by statute by the Federal Deposit Insurance Corporation, the National 
Credit Union Share Insurance Fund, or a successor authorized by federal law (other 
than a Morris Plan bank or an industrial loan company); an international financial 
institution of which the United States is a member and whose securities are exempt 
from registration under the Securities Act of 1933; an insurance company or separate 
account of an insurance company; an investment company; an employee pension, 
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Texas 

profit-sharing, or benefit plan if the plan has total assets in excess of $10,000,000 or 
its investment decisions are made by a named fiduciary, as defined in ERISA, that is 
a broker-dealer registered under the Securities Exchange Act of 1934, an investment 
adviser registered or exempt from registration under the Investment Advisers Act of 
1940, an investment adviser registered under the South Dakota Uniform Securities 
Act of 2002, a depository institution, or an insurance company; a plan established 
and maintained by a state, a political subdivision of a state, or an agency or 
instrumentality of a state or a political subdivision of a state for the benefit of its 
employees, if the plan has total assets in excess of $10,000,000 or its investment 
decisions are made by a duly designated public official or by a named fiduciary, as 
defined in ERISA, that is a broker-dealer registered under the Securities Exchange 
Act of 1934, an investment adviser registered or exempt from registration under the 
Investment Advisers Act of 1940, an investment adviser registered under the South 
Dakota Uniform Securities Act of 2002, a depository institution, or an insurance 
company; a trust with total assets in excess of $10,000,000, if its trustee is a 
depository institution, and its participants are exclusively employee pension, profit- 
sharing, or benefit or governmental plans described above regardless of the size of 
their assets, except a trust that includes as participants self-directed individual 
retirement accounts or similar self-directed plans; an organization described in 
Section 50 1 (c)(3) of the Internal Revenue Code, corporation, Massachusetts trust or 
similar business trust, limited liability company, or partnership, not formed for the 
specific purpose of acquiring the Securities, with total assets in excess of 
$10,000,000; a small business investment company licensed by the Small Business 
Administration under Section 30 1 (c) of the Small Business Investment Act of 1958 
with total assets in excess of $10,000,000; a private business development company 
as defined in Section 202(a)(22) of the Investment Advisers Act of 1940 with total 
assets in excess of $10,000,000; a person registered under the Investment Advisers 
Act of 1940 acting for its own account; a "qualified institutional buyer" as defined in 
Rule 144A(a)(l), other than Rule 144A(a)(l)(H), adopted under the Securities Act; a 
"major U.S. institutional investor" as defined in Rule 15a-6(b)(4)(i) adopted under 
the Securities Exchange Act of 1934; or any other person, other than an individual, of 
institutional character with total assets in excess of $10,000,000 not organized for the 
specific purpose of evading the South Dakota Uniform Securities Act of 2002. 

Any bank, trust company, insurance company, investment company registered under 
the Investment Company Act of 1940, a holding company which controls any of the 
foregoing, a trust or fund over which any of the foregoing has or shares investment 
discretion, a pension or profit sharing plan, an institutional buyer (as defined by the 
Tennessee Commissioner of Insurance by rule), or any other person engaged as a 
substantial part of its business in investing securities (unless such other person is a 
broker-dealer), provided that each such institutional purchaser has a net worth in excess 
of $1,000,000. 

Any bank, trust company, building and loan association, insurance company, surety or 
guaranty company, savings institution, state or federally chartered credit union or 
savings and loan association, federal savings bank, investment company as defined in 
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the Investment Company Act of 1940, small business investment company as defined 
in the Small Business Investment Act of 1958, as amended, registered dealer actually 
engaged in buying and selling securities, an "accredited investor" (as that term is 
defined in Rule 501(a)(l)-(4), (7) and (8) promulgated by the SEC under ,the Securities 
Act of 1933, as amended (" 1933 Act"), as made effective in SEC Release Number 33- 
6389, as amended in Release Numbers 33-6437, 33-6663, 33-6758, and 33-6825), 
excluding, however, any self-directed employee benefit plan with investment decisions 
made solely by persons that are "accredited investors" as defined in Rule 501(a)(5)-(6), 
any "qualified institutional buyer" (as that term is defined in Rule 144(A)(1) 
promulgated by the SEC under the 1933 Act, as made effective in SEC Release 
Number 33-6862 and amended in SEC Release Number 33-6963), or a corporation, 
partnership, trust, estate, or other entity (excluding individuals) having net worth of not 
less than $5 million or a wholly-owned subsidiary of such entity (as long as the entity 
was not formed for the purpose of acquiring the Securities), provided in all the above 
instances that such institution is acting for its own account or as a bona fide trustee of a 
trust organized and existing other than for the purpose of acquiring the Securities. 

Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit-sharing trust, or 
other financial institution or institutional buyer; whether the purchaser is acting for 
itself or in some fiduciary capacity. 

Any banking institution organized under the laws of the United States, member bank 
of the Federal Reserve System, or any other banking institution doing business under 
the laws of a state or of the United States, a substantial portion of the business of 
which consists of receiving deposits or exercising fiduciary powers similar to those 
permitted to be exercised by national banks under the authority of the Comptroller of 
the Currency pursuant to Section 1 of Public Law 87-722, and which is supervised 
and examined by a state or federal agency having supervision over banks, and which 
is not operated for the purpose of evading the Vermont Uniform Securities Act 
(2002); a receiver, conservator, or other liquidating agent of any of the foregoing; a 
savings institution, trust company, credit union, or similar institution organized or 
chartered under the laws of a state or of the United States, authorized to receive 
deposits, and supervised and examined by an official or agency of a state or the 
United States whose deposits or share accounts are insured to the maximum amount 
authorized by statute by the Federal Deposit Insurance Corporation, the National 
Credit Union Share Insurance Fund, or a successor authorized by federal law (other 
than a Morris Plan bank or an industrial loan company); an international financial 
institution of which the United States is a member and whose securities are exempt 
from registration under the Securities Act of 1933; an insurance company or separate 
account of an insurance company; an investment company; an employee pension, 
profit-sharing, or benefit plan if the plan has total assets in excess of $10,000,000 or 
its investment decisions are made by a named fiduciary, as defined in ERISA, that is 
a broker-dealer registered under the Securities Exchange Act of 1934, an investment 
adviser registered or exempt from registration under the Investment Advisers Act of 
1940, an investment adviser registered under the Vermont Uniform Securities Act 
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(2002), a depository institution, or an insurance company; a plan established and 
maintained by a state, a political subdivision of a state, or an agency or 
instrumentality of a state or a political subdivision of a state for the benefit of its 
employees, if the plan has total assets in excess of $10,000,000 or its investment 
decisions are made by a duly designated public official or by a named fiduciary, as 
defined in ERISA, that is a broker-dealer registered under the Securities Exchange 
Act of 1934, an investment adviser registered or exempt from registration under the 
Investment Advisers Act of 1940, an investment adviser registered under the 
Vermont Uniform Securities Act (2002), a depository institution, or an insurance 
company; a trust (except a trust that includes as participants self-directed individual 
retirement accounts or similar self-directed plans) with total assets in excess of 
$10,000,000 if its trustee is a depository institution, and its participants are 
exclusively employee pension, profit-sharing, or benefit or governmental plans 
described above regardless of the size of their assets; an organization described in 
Section 501 (c)(3) of the Internal Revenue Code, corporation, Massachusetts trust or 
similar business trust, limited liability company, or partnership, not formed for the 
specific purpose of acquiring the Securities, with total assets in excess of 
$10,000,000; a small business investment company licensed under Section 30 1 (c) of 
the Small Business Investment Act of 1958 with total assets in excess of 
$10,000,000; a private business development company as defined in Section 
202(a)(22) of the Investment Advisers Act of 1940 with total assets in excess of 
$10,000,000; a person registered under the Investment Advisers Act of 1940 acting 
for its own account; a qualified institutional buyer as defined in Rule 144A(a)(l), 
other than Rule 144A(a)(l)(H), adopted under the Securities Act of 1933; a "major 
U.S. institutional investor" as defined in Rule 15a-6(b)(4)(i) adopted under the 
Securities Exchange Act of 1934; or any other person, other than an individual, of 
institutional character with total assets in excess of $10,000,000 not organized for the 
specific purpose of evading the Vermont Uniform Securities Act (2002). 

Virginia Any corporation, investment company, or pension or profit-sharing trust. 

Washington(1) Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit-sharing trust, or 
other financial institution or institutional buyer, which includes: (a) a corporation, 
business trust, or partnership, or a wholly-owned subsidiary of such an entity, which 
has been operating for at least 12 months and which has a net worth on a consolidated 
basis of at least $10,000,000 as determined by the entity's most recent audited financial 
statements, such statements to be dated within 16 months of the transaction in the 
securities offered; (b) any entity which has been granted exempt status under Section 
501(c)(3) of the Internal Revenue Code of 1986 and which has a total endowment or 
trust funds of $5,000,000 or more according to its most recent audited financial 
statements, such statements to be dated within 16 months of the transaction in the 
securities offered; (c) any wholly-owned subsidiary of a bank, savings institution, 
insurance company, or investment company as defined in the Investment Company Act 
of 1940; or (d) any Qualified Institutional Buyer as defined in, and pursuant to, Rule 
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West Virginia(1) 

144A of the Securities and Exchange Commission; excluding, however, in each of the 
above cases, a natural person, individual retirement account (IRA), Keogh account, or 
other self-directed pension plan; whether the purchaser is acting for itself or in some 
fiduciary capacity. 

Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit-sharing trust, or 
other financial institution or institutional buyer; whether the purchaser is acting for 
itself or in some fiduciary capacity. 

Any bank, savings bank, savings institution, credit union, trust company, insurer, 
investment adviser, or savings and loan association (if the purchaser is acting for itself 
or as trustee with investment control), an investment company as defined under 15 
USC 80a-3 or a pension or profit-sharing trust (provided the trust is administered by 
any of the above institutions that have investment control), the State of Wisconsin or 
any agency or political subdivision thereof, the federal government or any agency or 
instrumentality thereof, or other financial institution or institutional investor designated 
by rule or order of the Commissioner, including any endowment or trust fund of a 
charitable organization specified in Section 170(b)(l)(A) of the Internal Revenue Code, 
any issuer which has any class of securities registered under Section 12 of the 
Securities Exchange Act of 1934, and any wholly-owned subsidiary thereof, any 
venture capital company which either: (i) operates a small business investment 
company licensed under the Small Business Investment Act of 1958, as amended 15 
USC sec. 63 1, or (ii) is a corporation, partnership or association whose net assets 
exceed $1,000,000 and either: (a) whose principal purpose as stated in its articles, 
by-laws or other organizational instruments is investing in securities or (b) whose 
primary business is investing in developmental stage companies or "eligible small 
business companies" as defined in the regulations of the Small Business Administration 
at 13 CFR 108.2., any "Qualified Institutional Buyer" as defined and listed in 

,230.144A under the Securities Act of 1933, as amended inclusive to October 22, 1992, 
whether acting for its own account or the accounts of other qualified institutional 
buyers that in the aggregate owns and invests on a discretionary basis at least $100 
million in securities of issuers that are not affiliated with the Qualified Institutional 
Buyer, any entity, all of the equity owners of which are institutional investors as 
described herein, acting for its own account or the accounts of other institutional 
investors, or any "accredited investor" as defined and listed in Sec. 230.501(a)(l), (2), 
(3) or (7) of Regulation D under Sections 4(2) and 3(b) of the Securities Act of 1933. 

Any bank, savings institution, trust company, insurance company, investment company 
as defined in the Investment Company Act of 1940, pension or profit-sharing trust, or 
other financial institution or institutional buyer; whether the purchaser is acting for 
itself or in some fiduciary capacity. 
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(1) Provided the offeror or seller is a registered or licensed broker or dealer in this jurisdiction, or has no 
place of business in this jurisdiction and effects transactions in this jurisdiction exclusively with or 
through registered or licensed brokers or dealers or these specified institutions. 

(2) Provided the offeror or seller is a licensed broker-dealer in California, or has no place of business in 
California and is registered as a broker-dealer under the Securities Exchange Act of 1934, has not had 
any certificate denied or revoked under the California Corporate Securities Law of 1968 or any 
predecessor statute, and directs offers to sell or buy into California exclusively with licensed 
broker-dealers or these specified institutions. 

(3) Provided offeror or seller is a registered or licensed broker-dealer in Colorado, or has no place of 
business in Colorado and is registered as a broker-dealer under the Securities Exchange Act of 1934 and 
transacts business exclusively with (a) other broker-dealers licensed or exempt therefrom in Colorado 
(except when the broker-dealer is acting as a clearing broker-dealer for such other broker-dealers), 
(b) individuals who are existing customers of the broker-dealer and whose principal place of residence is 
not Colorado, (c) these specified financial or institutional investors, and (d) no more than five other 
persons in any 12 consecutive months. 

.) Provided the offeror or seller is a registered or licensed broker or dealer in Delaware, or has no place of 
business in Delaware and effects transactions in Delaware exclusively with or through registered or 
licensed brokers or dealers or these specified institutions. If the offeror or seller is a registered broker- 
dealer in Delaware, offers or sales of the Securities may also be made to an "accredited investor" as 
defined in SEC Rule 50 l(a)(l)-(4), (7) and (8), excluding, however, any self-directed employee benefit 
plan with investment decisions made solely by persons that are "accredited investors" as defined in SEC 
Rule 50 1 (a)(5)-(6). 

(5) Provided the offeror or seller is a registered or licensed broker-dealer in the District of Columbia, or has 
no place of business in the District of Columbia and effects transactions in the District of Columbia 
exclusively with or through registered or licensed broker-dealers or these specified institutions. In 
addition, if the offeror or seller is a registered or licensed broker-dealer in the District of Columbia, 
offers and sales of the Securities may also be made to the following financial or institutional investors: 

(a) and employee pension, profit-sharing or benefit plan, provided the plan has total assets in excess of 
$5,000,000, or the investment decisions are made by a named fiduciary, as defined in the Employee 
Retirement Income Security Act of 1974, that is either a broker dealer registered under the Securities 
Exchange Act of 1934, an investment adviser registered or exempt from registration under the 
Investment Advisers Act of 1940, a depository institution or an insurance company; 

(b) a business development company as defined by the Investment Company Act of 1940; 

(c) a "Qualified institutional buyer" as defined in SEC Rule 144A, 17 C.F.R. 5230.144A; 

(d) an accredited investor as defined in SEC Rule 501(a), 17 C.F.R. §230.501(a); and 
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(e) a limited liability company with net assets of at least $500,000. Qualified Institutional Buyers as 
defined in Rule 144A of the Securities and Exchange Commission. 

(6) Provided the offeror or seller is a registered broker-dealer in Hawaii, or has no place of business in 
Hawaii and effects transactions in Hawaii exclusively with or through registered broker-dealers or these 
specified institutions. In addition, if the offeror or seller is a registered broker-dealer in Hawaii, offers or 
sales of the Securities may also be made to any organization within the scope of Section 501 (c)(3) of the 
Internal Revenue Code of 1956, as amended. 

(7) Provided the offeror or seller is a registered broker-dealer in this jurisdiction, or has no place of business 
in this jurisdiction and effects transactions in this jurisdiction exclusively with or through registered 
broker-dealers or these specified institutions. In addition, if the offeror or seller is a registered 
broker-dealer, offers or sales of the Securities may also be made to Qualified Institutional Buyers as 
defined in Rule 144A of the Securities and Exchange Commission. 

(8) Provided the offeror or seller is a registered or licensed broker or dealer in Iowa, or has no place of 
business in Iowa and effects transactions in Iowa exclusively with or through registered broker-dealers or 
these specified institutions. If the offeror or seller is a registered broker-dealer in Iowa, offers and sales 
of the Securities may also be made to: 

(a) any bank or any savings and loan association or other institution as defined in section 
3(a)(5)(A) of the Securities Act of 1933, whether acting in its individual or fiduciary capacity; any 
broker or dealer registered pursuant to section 15 of the Securities Exchange Act of 1934; any insurance 
company as defined in section 2(13) of the Securities Act of 1933; any investment company registered 
under the Investment Company Act of 1940 or a business development company as defined in section 
2(a)(48) of that Act; any Small Business Investment Company licensed by the U.S. Small Business 
Administration under section 301(c) or (d) of the Small Business Investment Act of 1958; any plan 
established and maintained by a state, its political subdivisions, or any agency or instrumentality of a 
state or its political subdivisions, for the benefit of its employees, if such plan has total assets in excess of 
$5,000,000; any employee benefit plan within the meaning of the Employee Retirement Income Security 
Act of 1974 ("ERISA") if the investment decision is made by a plan fiduciary, as defined in section 
3(2 1) of ERISA, which is either a bank, savings and loan association, insurance company, or registered 
investment adviser, or if the employee benefit plan has total assets in excess of $5,000,000 or, if a 
self-directed plan, with investment decisions made solely by persons that are institutional buyers; 

(b) any private business development company as defined in section 202(a)(22) of the 
Investment Advisers Act of 1940; 

(c) any organization described in section 50 1 (c)(3) of the Internal Revenue Code, corporation, 
Massachusetts or similar business trust, or partnership, not formed for the specific purpose of acquiring 
the Securities, with total assets in excess of $5,000,000; 

(d) any director, executive officer, or general partner of the issuer of the Securities, or any 
director, executive oficer, or general partner of a general partner of that issuer; 
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(e) any natural person whose individual net worth, or joint net worth with that person's spouse, 
at the time of the purchase exceeds $1,000,000; 

(f) any natural person who had an individual income in excess of $200,000 in each of the two 
most recent years or joint income with that person's spouse in excess of $300,000 in each of those years 
and has a reasonable expectation of reaching the same income level in the current year; 

(g) any trust, with total assets in excess of $5,000,000, not formed for the specific purpose of 
acquiring the Securities, whose investment decisions are directed by a person who has such knowledge 
and experience in financial and business matters that the person is capable of evaluating the merits and 
risks of the prospective investment; 

(h) any entity in which all of the equity owners are institutional buyers; 

(i) any venture or seed capital company which is a corporation, partnership or association that 
has been in existence for five (5) years or whose net assets exceed $250,000 and: (1) whose principal 
purpose as stated in its articles, by-laws or other organizational instruments is investing in securities, or 
(2) whose primary business is investing in developmental stage companies or "eligible small business 
companies" as that term is defined in the regulations of the Small Business Administration; and 

(j) any Qualified Institutional Buyer as defined in Rule 144A of the Securities and Exchange 
Commission. 

Provided that the offeror or seller (a) is registered as a broker-dealer in Maine, (b) is registered as a 
broker-dealer under the Securities Exchange Act of 1934 and effects transactions in Maine exclusively 
with the issuer of the securities involved in the transactions, other broker-dealers licensed or exempt in 
Maine (except when the offeror or seller is acting as a clearing broker-dealer for such other 
broker-dealers) and financial and institutional investors acting for themselves or in a fiduciary capacity, 
or (c) is registered as a broker-dealer under the Securities Exchange Act of 1934 and is licensed under 
the securities act of the state in which the broker-dealer maintains its principal place of business and has 
no place of business in Maine, if the broker-dealer offers and sells in Maine to persons who are existing 
customers of .the broker-dealer and who represent that they have no principal place of residence in 
Maine. 

(10) Provided the offeror or seller is a registered or licensed broker-dealer in Maryland, or has no place of 
business in Maryland and effects transactions in Maryland exclusively with or through registered or 
licensed broker-dealers or these specified institutions. If the offeror or seller is a Maryland registered 
broker-dealer, offers and sales may also be made to an employee benefit plan with assets of not less than 
$1,000,000, a governmental instrumentality or agency, and to an investment adviser with assets under 
management of not less than $1,000,000, whether acting for itself or as a trustee or a fiduciary with 
investment control, a Qualified Institutional Buyer as defined in Rule 144A of the Securities and 
Exchange Commission, and persons defined as "accredited investors" pursuant to Rule 501(a)(l)-(3), (7) 
and (8) of Federal Regulation D. 

(1 1) Provided the offeror or seller is registered as a broker-dealer in Missouri, or has no place of business in 
Missouri and effects transactions in Missouri exclusively with or through other registered broker-dealers 
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or these specified institutions. If the offeror or seller is a Missouri registered broker-dealer, offers and 
sales of the Securities may also be made to (a) an endowment or trust fund of a charitable organization 
specified in section 170(b)(l)(A) of the Internal Revenue Code; (b) an issuer which has any class of 
securities registered under Section 12 of the Securities Exchange Act of 1934, and any wholly-owned 
subsidiary thereof; (c) any other corporation, partnership or association which has been in existence for 
10 years or whose net assets exceed $500,000 and whose principal purpose as stated in its articles, 
bylaws or other organizational instrument is investing in securities; and (d) any Qualified Institutional 
Buyer as defined in Rule 144A of the Securities and Exchange Commission. 

(12) Provided the person has no place of business in this state and effects transaction in this state exclusively 
with or .through the issuers of the securities, other broker-dealers or banks, savings institutions, trust 
companies, insurance companies, investment companies as defined in the Investment Company Act of 
1940, pension or profit-sharing trusts, or other financial institutions or institutional buyers as defined in 
this state. 

Provided the offeror or seller is a licensed broker-dealer in Nevada, or has no place of business in 
Nevada, is registered as a broker-dealer under the Securities Exchange Act of 1934, or is exempt from 
such registration, and (a) effects transactions in Nevada exclusively with other broker-dealers licensed or 
exempt from licensing in Nevada, or these specified institutions, or (b) is licensed under the securities 
laws of the jurisdiction in which it maintains a place of business and (i) offers and sells in Nevada to a 
person who is an existing customer of the broker-dealer and whose principal place of residence is not in 
Nevada, or (ii) during any 12 consecutive months does not effect transactions with more than five 
persons in Nevada in addition to the issuers of securities involved in the transactions, financial or 
institutional investors or broker-dealers, whether or not the offeror or an offeree is then present in 
Nevada. 

(14) Provided the offeror or seller is a registered or licensed broker or dealer in New Hampshire, or has no 
place of business in New Hampshire and effects transactions in New Hampshire exclusively with other 
brokers or dealers licensed or these specified institutions. 

(15) Provided the offeror or seller is a registered or licensed broker or dealer in New Jersey or effects 
transactions in New Jersey exclusively with or through registered or licensed brokers or dealers or these 
specified institutions. 

(16) Provided the offeror or seller is a licensed broker-dealer in New Mexico, or has no place of business in 
New Mexico, is registered as a broker-dealer under the Securities Exchange Act of 1934 and effects 
transactions in New Mexico exclusively with other broker-dealers licensed or exempt under the New 
Mexico Securities Act of 1986 or these specified institutions. 

(17) We will make the requisite filing. 

(18) Provided the offeror or seller is registered as a dealer in North Carolina, or has no place of business in 
North Carolina and effects transactions in North Carolina exclusively with or through other registered 
dealers or these specified institutions. If the offeror or seller is a North Carolina registered dealer, offers 
and sales of the Securities may also be made to any corporation which has a net worth in excess of 
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$1,000,000 as determined by generally accepted accounting principles, in addition to the specified 
persons and institutions. 

(19) Provided the offeror or seller is a registered or licensed broker or dealer in Ohio. 

(20) Provided the offeror or seller is a registered broker-dealer in Rhode Island, or has no place of business in 
Rhode Island, is registered or exempt from registration as a broker-dealer under the Securities Exchange 
Act of 1934, and (a) effects transactions exclusively with other licensed or exempt broker-dealers or 
these specified institutions, or (b) is a registered broker-dealer in the state where it maintains a place of 
business and sells to persons in Rhode Island that are existing customers of the broker-dealer and whose 
principal place of residence is not Rhode Island. In addition, if the offeror or seller is a registered 
broker-dealer, offers and sales may also be made to Qualified Institutional Buyers as defined in Rule 
144A of the Securities and Exchange Commission. 

(21) Provided the offeror or seller is a registered broker-dealer in Tennessee, or has no place of business in 
Tennessee, is registered as a broker-dealer with the Securities and Exchange Commission or the National 
Association of Securities Dealers, Inc. and effects transactions in Tennessee exclusively with or through 
other brokers-dealers or these specified institutions. 

(22) Provided the offeror or seller is a registered broker-dealer in Vermont. 

(23) Provided the offeror or seller is a registered broker-dealer in Wisconsin or effects transactions in 
Wisconsin exclusively for the account of or exclusively in offers to sell or sales to brokers or dealers or 
these specified institutions. 
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NEW ISSUE ‑  FULL BOOK‑ENTRY ONLY	 RATINGS:  (Insured) Fitch:  AAA; S&P:  AAA
(Underlying) Fitch:  A+; S&P: A

(See “RATINGS” herein)

In the opinion of Sidley Austin llp, Bond Counsel, based on existing statutes, regulations, rulings and judicial decisions and assuming 
compliance with certain covenants in the documents pertaining to the Bonds and requirements of the Internal Revenue Code of 1986, as 
amended, as described herein, interest on the Bonds is not includable in the gross income of the owners of the Bonds for federal income tax 
purposes.  In the further opinion of Bond Counsel, interest on the Bonds is not treated as an item of tax preference in calculating the federal 
alternative minimum taxable income of individuals and corporations.  Interest on the Bonds, however, is included as an adjustment in 
the calculation of federal corporate alternative minimum taxable income and may therefore affect a corporation’s alternative minimum 
tax liability.  In the further opinion of Bond Counsel, interest on the Bonds is exempt from personal income taxes imposed by the State of 
California.  See “TAX MATTERS” herein.

$62,275,000
MODESTO PUBLIC FINANCING AUTHORITY

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS
SERIES 2007

Dated:  Date of Delivery	 Price:  100%	 Due:  September 1, 2033

The Lease Revenue Refunding and Capital Improvement Refunding and Capital Improvement Bonds, Series 2007 are being issued 
pursuant to an Indenture, dated as of April 1, 2007, by and between the Modesto Public Financing Authority and The Bank of New York 
Trust Company, N.A., as Trustee, in order to provide funds to (i) refund certain bonds previously issued by the Authority, (ii) finance the 
costs of certain public facilities located in the City of Modesto, (iii) fund the Reserve Fund for the Bonds and (iv) pay the costs of issuance 
of the Bonds, as more fully described herein.  

The Bonds are being initially issued as Auction Rate Securities in denominations of $25,000 or any integral multiple thereof and will 
initially bear interest at ARS Rates for the Initial Period and thereafter for generally successive 7-day Auction Periods.  Each ARS Rate 
will, except in certain cases, be equal to the annual interest rate that results from the implementation of the ARS provisions described in 
Appendix B hereto.  At the election of the City, the Auction Period for the Bonds may be changed or the Bonds may be converted to a Mode 
other than the ARS Mode as described herein.  While the Bonds are in the ARS Mode, a Beneficial Owner may sell, transfer or dispose of a 
Bond only in accordance with the ARS Provisions.  This Official Statement describes the Bonds only while they are in the ARS Mode.

The Bonds are being issued in book-entry form only and, when issued, will be registered in the name of Cede & Co., as nominee of 
The Depository Trust Company, New York, New York.  Purchasers of interests in the Bonds will not receive certificates representing their 
beneficial ownership of the Bonds.  Principal of, redemption premium, if any, and interest on the Bonds are payable directly by the Trustee 
to DTC, which is obligated in turn to remit such principal, redemption premium, if any, and interest to DTC Participants for subsequent 
disbursement to the Beneficial Owners of the Bonds, as described herein.

The Bonds are subject to optional redemption, mandatory sinking fund redemption and extraordinary redemption 
prior to their maturity as described herein.  The Bonds will not be subject to optional tender, nor will they be purchased 
in the event sufficient clearing bids do no exist in any Auction, although they will be subject to mandatory purchase upon 
conversion to another Mode.

The Bonds are special obligations of the Authority, payable solely from and secured solely by a pledge of Revenues that consist 
primarily of:  (i) Base Rental Payments to be received by the Authority from the City pursuant to a Facility Lease, dated as of April 1, 2007, 
by and between the Authority and the City and (ii)  Swap Revenues received by the Authority.  As described herein, the Revenues are also 
pledged, on a parity with the pledge thereof to secure payment of the Bonds and to secure the payment of Regular Swap Payments. 

The Base Rental Payments are calculated to be sufficient to pay the principal of and interest on the Bonds when due as well as any 
Regular Swap Payments required to be made by the Authority.  The obligation of the City to make Base Rental Payments is a general fund 
obligation of the City, subject to abatement and to certain other conditions of the Facility Lease.  

The scheduled payment of principal of and interest on the Bonds when due will be guaranteed under an insurance policy to be issued 
concurrently with the delivery of the Bonds by CIFG Assurance North America, Inc.

The Bonds are special limited obligations of the Authority payable solely from and secured solely by the Revenues pledged in the 
Indenture.  The Bonds are not a debt of the Authority, the City, the State of California or any of its political subdivisions except the 
Authority to the extent described herein.  Neither the Authority, the City, the State nor any of its political subdivisions, except the 
Authority to the extent described herein, is liable thereon.  In no event shall the Bonds or any interest or redemption premium thereon 
be payable out of any funds or properties other than those of the Authority as set forth in the Indenture.  The Bonds do not constitute an 
indebtedness within the meaning of any constitutional or statutory debt limit or restriction.  Neither the members of the Authority, the 
City Council of the City or any members executing the Bonds are personally liable on the Bonds by reason of their issuance.

THIS COVER PAGE CONTAINS CERTAIN INFORMATION FOR GENERAL REFERENCE ONLY.  IT IS NOT INTENDED 
TO BE A SUMMARY OF THE SECURITY FOR OR THE TERMS OF THE BONDS.  INVESTORS ARE ADVISED TO READ THE 
ENTIRE OFFICIAL STATEMENT TO OBTAIN INFORMATION ESSENTIAL TO THE MAKING OF AN INFORMED INVESTMENT 
DECISION.  CAPITALIZED TERMS USED ON THIS COVER PAGE NOT OTHERWISE DEFINED SHALL HAVE THE MEANINGS 
SET FORTH HEREIN.

The Bonds will be offered when, as and if issued and received by the Underwriter, subject to the approval of validity by Sidley Austin llp, 
San Francisco, California, Bond Counsel.  Certain legal matters will be passed upon for the Underwriter by Orrick Herrington & Sutcliffe llp; 
for the Authority and the City by the City Attorney and by Stradling Yocca Carlson & Rauth, a Professional Corporation, Newport Beach, 
California, Disclosure Counsel; for the Trustee by its General Counsel; and for the Bond Insurer by its General Counsel.  It is anticipated 
that the Bonds, in book‑entry form will be available for delivery to DTC or its agent on or about April 18, 2007.

Dated:  April 11, 2007
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Length of 
Initial 
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Rate Period 

Initial Auction 
Date

Initial Interest 
Payment Date 

Auction 
Day 

Generally 

Auction 
Period

Generally 

Interest
Payment 

Day 
Generally CUSIP†

504 days September 2, 2008 September 1, 2007 Tuesday 7-Day Wednesday 607796AX7 

The Bonds will bear interest from the date of original delivery through the Initial Auction 
Date set forth above at the rate established by Banc of America Securities LLC, Underwriter for the 
Bonds, prior to the date of delivery.  Thereafter, the Bonds will bear interest for generally successive 
7-day Auction Periods, until the Auction Period is changed or the Bonds are converted to a different 
Mode, as described herein.  Interest will be payable on the Initial Interest Payment Date set forth 
above and thereafter on the day following the end of each Auction Period for the Bonds unless the 
Auction Period is changed to a daily Auction Period or a Special Auction Period of more than 182 
days or unless a different Mode is applicable to the Bonds. 

Deutsche Bank Trust Company Americas will act as the Auction Agent and Banc of America 
Securities LLC will act as the Broker-Dealer for the Bonds. 

† CUSIP® is a registered trademark of the American Bankers Association.  Copyright© 2007 Standard & Poor’s, a Division 
of the McGraw Hill Companies, Inc.  CUSIP® data herein is provided by Standard & Poor’s CUSIP Service Bureau.  This 
data is not intended to create a database and does not serve in any way as a substitute for the CUSIP Service Bureau.  
CUSIP® numbers are provided for convenience of reference only.  The Authority, the City and the Underwriter take no 
responsibility for the accuracy of such numbers. 
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All the information which the Modesto Public Financing Authority and the City of Modesto intend to 
present investors regarding the City and the Bonds is contained in this Official Statement.  While the City maintains 
an internet website for various purposes, none of the information on that website is intended to assist investors in 
making any investment decision, or to provide any continuing information, with respect to the Bonds or any other 
obligations of the City.  Moreover, none of the information on the website is incorporated herein by reference.  No 
dealer, broker, salesperson or other person has been authorized by the Authority, the City, the Bond Insurer or the 
Underwriter to give any information or to make any representations other than those contained in this Official 
Statement in connection with the offering made hereby and, if given or made, such other information or 
representations must not be relied upon as having been authorized by the Authority, the City, the Bond Insurer or the 
Underwriter.  This Official Statement does not constitute an offer to sell or the solicitation of an offer to buy nor 
shall there be any sale of the Bonds by a person in any jurisdiction in which it is unlawful for such person to make 
such an offer, solicitation or sale. 

This Official Statement is not to be construed as a contract with the purchasers of the Bonds.  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 a representation of facts. 

The information set forth herein has been obtained from sources which are believed to be reliable, but it is 
not guaranteed as to accuracy or completeness.  The information and expression of opinions herein are subject to 
change without notice and neither delivery of this Official Statement nor any sale made hereunder shall, under any 
circumstances, create any implication that there has been no change in the affairs of the City or the Bond Insurer 
since the date hereof.  All summaries of documents contained herein are made subject to the provisions of such 
documents and do not purport to be complete statements of any or all such provisions. 

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

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

CAUTIONARY INFORMATION REGARDING FORWARD-LOOKING STATEMENTS IN 
THIS OFFICIAL STATEMENT 

Certain statements included or incorporated by reference in this Official Statement constitute “Forward-
Looking Statements” within the meaning of the United States Private Securities Litigation Reform Act of 1995, 
Section 21E of the United States Securities Exchange Act of 1934, as amended, and Section 27A of the United 
States Securities Act of 1933, as amended.  Such statements are generally identifiable by the terminology used, such 
as “plan,” “expect,” “estimate,” “budget” and other similar words and include, but are not limited to, statements that 
describe possible future revenues and expenses of the City. 

The achievement of certain results or other expectations contained in such forward-looking statements 
involves known and unknown risks, uncertainties and other factors which may cause actual results, performance or 
achievements described to be materially different from any future results, performance or achievements expressed or 
implied by such forward-looking statements.  While the City has agreed to provide certain on-going financial and 
operating data (see “CONTINUING DISCLOSURE” and Appendix F hereto), it does not plan to issue any updates 
or revisions to those forward-looking statements if or when its expectations or events, conditions or circumstances 
on which statements are based change. 

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. 
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$62,275,000 

MODESTO PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS  

SERIES 2007 

INTRODUCTION 

The purpose of this Official Statement, which includes the cover page and appendices hereto, 
is to set forth certain information concerning the offering by the Modesto Public Financing Authority 
(the “Authority”) of its Lease Revenue Refunding and Capital Improvement Bonds, Series 2007 (the 
“Bonds”).  This Introduction is qualified in its entirety by reference to the more detailed information 
included and referred to elsewhere in this Official Statement.  The offering of the Bonds to potential 
investors is made only by means of the entire Official Statement.  Descriptions and summaries of 
various documents set forth herein do not purport to be comprehensive or definitive, and references 
made to each such document for complete details of all terms and conditions thereof.  Terms used in 
this Introduction and not otherwise defined shall have the respective meanings assigned to them 
elsewhere in this Official Statement.  See Appendix A — “SUMMARY OF CERTAIN 
PROVISIONS OF THE LEGAL DOCUMENTS — Definitions” and Appendix B — “ARS 
PROVISIONS.” 

General

The Bonds are being issued by the Authority in order to provide funds to (i) refund certain 
bonds previously issued by the Authority, (ii) finance the costs of certain public facilities located in 
the City of Modesto (the “City”), (iii) fund the Reserve Fund for the Bonds and (iv) pay the costs of 
issuance of the Bonds, as more fully described herein.  See “THE REFUNDING PLAN,” “THE 
PROJECT” and “ESTIMATED SOURCES AND USES OF FUNDS.” 

The Authority issued its Lease Revenue Bonds Series 1997 (John Thurman Field Renovation 
Project) in 1997 in an aggregate principal amount of $3,600,000 (the “Series 1997 Bonds”) for the 
primary purpose of financing the rehabilitation and construction of the John Thurman Field baseball 
stadium.  In 1998 the Authority issued its Lease Revenue Bonds, Series 1998 (Capital Improvements 
and Refunding Project) (the “Series 1998 Bonds”) in an aggregate principal amount of $61,430,000 
for the primary purposes of providing funds to finance a portion of the 1998 Leased Property (as 
hereinafter defined) and refunding the City’s outstanding 1986 Certificates of Participation.  A 
portion of the proceeds derived from the sale of the Bonds will be applied to the refunding of all of 
the Series 1997 Bonds and a portion of the Series 1998 Bonds.  See “THE REFUNDING PLAN.” 

In connection with the issuance of the Series 1998 Bonds, each of (i) the City, (ii) the 
Redevelopment Agency of the City of Modesto (the “Redevelopment Agency”) and (iii) the 
City-County Capital Improvements and Financing Agency (the “City-County JPA”) leased its 
respective interest in certain real property, facilities and/or improvements to the Authority pursuant 
to separate leases (collectively, the “1998 Site Leases”), each dated as of March 1, 1998.  The 
Authority in turn leased such real property, facilities and/or improvements, together with the 
improvements that were to be constructed thereon, as applicable (collectively, the “1998 Leased 
Property”), to the City pursuant to the terms of the Lease/Purchase Agreement, dated as of March 1, 
1998, as amended by and between the Authority and the City (the “1998 Lease”).  The City is 
required pursuant to the 1998 Lease to make payments in consideration of the use and possession of 
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the 1998 Leased Property (the “1998 Lease Payments”).  1998 Lease Payments were designed to be 
sufficient in both time and amount to pay, when due, the principal of and interest on the Series 1998 
Bonds.  Thus, as a result of the refunding of a portion of the Series 1998 Bonds with the proceeds of 
the Bonds, the amount of the 1998 Lease Payments will be reduced. 

In connection with the issuance of the Bonds, the City will sublease substantially all of the 
1998 Leased Property to the Authority pursuant to the terms of a Sublease dated as of April 1, 2007 
by and between the Authority and the City; and the Authority will in turn sublease that property, 
together with any improvements to be constructed thereon, as applicable (collectively, the “Leased 
Property”), back to the City pursuant to the terms of the Facility Lease, dated as of April 1, 2007 by 
and between the Authority and the City (the “Facility Lease”).  The City is required pursuant to the 
Facility Lease to make payments in consideration of the use and possession of the Leased Property 
(the “Base Rental Payments”).   

The Facility Lease is subordinate to the 1998 Facility Lease.  Thus, if the City defaults on its 
payment obligations under the 1998 Lease, thereby causing a default under the Facility Lease, the 
Owners of the 1998 Bonds would be entitled to receive the benefit of any available City funds 
payable as 1998 Lease Payments before the owners of the Bonds would be entitled to receive such 
funds in connection with the City’s payment of the Base Rental Payments securing the Bonds.  
Moreover, if an event should occur that results in an abatement of the City’s obligation to make 
payments under the 1998 Lease and the Facility Lease (see “SECURITY AND SOURCES OF 
PAYMENT FOR THE BONDS — Abatement” and “RISK FACTORS — Abatement Risk”) any 
available insurance or condemnation proceeds would be applied first to make payments to the owners 
of the 1998 Bonds.   

Authority for Issuance 

The Bonds are being issued pursuant to the Marks-Roos Local Bond Pooling Act of 1985 
(Article 4, commencing with Section 6584, of Chapter 5, Division 7, Title 1 of the California 
Government Code), as amended from time to time (the “Bond Law”), resolutions adopted by the 
governing board of the Authority and the City Council of the City, and an Indenture, dated as of 
April 1, 2007 (the “Indenture”), by and between the Authority and The Bank of New York Trust 
Company, N.A., as trustee (the “Trustee”). 

The Bonds 

The Bonds will be dated as of the date on which they are issued and will mature on 
September 1, 2033 (the “Maturity Date”).  The Bonds will be initially issued in denominations of 
$25,000 and any integral multiple thereof as Auction Rate Securities (“ARS”) and will initially bear 
interest at ARS Rates determined in accordance with the ARS Provisions set forth in the Indenture.  
When they bear interest at ARS Rates, the Bonds are referred to “ARS Bonds.”  See Appendix B — 
“ARS PROVISIONS.”  The Bonds are subject to mandatory tender for purchase upon conversion to 
a Mode other than the ARS Mode; and they are also subject to optional redemption, mandatory 
sinking fund redemption and special mandatory redemption prior to the Maturity Date as described 
herein.  See “THE BONDS.” 
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Security and Sources of Payment for the Bonds 

The Bonds are special limited obligations of the Authority payable solely from and secured 
solely by the Revenues (as hereinafter defined) pledged therefor in the Indenture.  The Revenues 
consist primarily of:  (i) Base Rental Payments payable by the City, as sublessee, to the Authority, as 
sublessor, for the use and possession of the Leased Property and (iii) the Swap Revenues (as 
hereinafter defined). 

The Leased Property consists of:  (i) the Redevelopment Agency’s parking garage (the 
“Parking Garage”), which is located at the corner of 11th and K Streets and which contains 
approximately 700 parking spaces in a five story structure, (ii) the City’s one-half interest in the 
City-County JPA’s administration building (the “City-County Administration Building”), which is 
located on 10th Street and which consists of a seven story structure a portion of which is owned by 
the Redevelopment Agency and the remainder of which is owned by the City-County JPA, (iii) the 
City’s police headquarters building (the “Police Headquarters”) an approximately 40,000 square foot 
structure which is occupied by the City’s Police Department, (iv) five public parks – Riverside 
Neighborhood Park, Sipherd Neighborhood Park, Floyd Neighborhood Park, Wesson Ranch 
Neighborhood Park and Graceada Park, and certain other miscellaneous City properties (collectively, 
the “Miscellaneous Properties”) and (v) the City’s Communication Dispatch Center (the 
“Communication Dispatch Center”), which is located on Oakdale Road in the City.  The Facility 
Lease permits real property to be added or substituted in place of any of the foregoing under the 
circumstances described therein.  See APPENDIX A — “SUMMARY OF CERTAIN PROVISIONS 
OF THE LEGAL DOCUMENTS — THE FACILITY LEASE – Removal or Substitution of Leased 
Property.” 

Pursuant to the terms of the Facility Lease, the City is required to make the Base Rental 
Payments from any source of legally available funds in each year in which the City has use and 
possession of the Leased Property.  The Base Rental Payments are designed to be sufficient in both 
time and amount to pay, when due, (i) the principal of and interest on the Bonds and (ii) the Regular 
Swap Payments (as hereinafter defined).  The City has covenanted in the Facility Lease to take such 
action as may be necessary to include the Base Rental Payments in its annual budget and has further 
covenanted to make the necessary appropriations for all such Base Rental Payments.   

The amount of Base Rental Payments which the City is obligated to pay under the Facility 
Lease is subject to abatement during any period in which, by reason of failure to complete 
construction, damage or destruction (other than by condemnation), there is substantial interference 
with the City’s use and possession of the Leased Property or any component thereof.  Such 
adjustment or abatement will end with the construction, substantial replacement, or reconstruction of 
the Leased Property or the affected portion thereof.  The Base Rental Payments will not be abated to 
the extent that Net Proceeds of  and moneys held by the Trustee under the Indenture that are to be 
credited toward the payment of the Base Rental Payments are available, the City having determined 
that such moneys constitute special funds for payment of the Base Rental Payments.  See 
“SECURITY AND SOURCES OF PAYMENT FOR THE BONDS — Abatement.” 

The obligation of the City to pay the Base Rental Payments does not constitute either (a) an 
obligation for which the City is obligated to pledge any form of taxation or for which the City has 
pledged any form of taxation or (b) indebtedness within the meaning of any constitutional or 
statutory debt limitation or restriction. 
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The City has assumed responsibility under the Facility Lease for the operation, maintenance 
and repair of the Leased Property; and it is required to maintain, or cause to be maintained, insurance 
against loss or damage to any structures constituting any part of the Leased Property by fire and 
lightening, with extended coverage insurance, vandalism and malicious mischief insurance and 
sprinkler system leakage insurance, all subject to exceptions, exclusions and deductibles as set forth 
in the Facility Lease.  See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS — 
Property Insurance.”  Information with respect to the City is included in Appendix C — “CERTAIN 
INFORMATION REGARDING THE CITY” and Appendix D — “EXCERPTS FROM THE 
CITY’S AUDITED FINANCIAL STATEMENTS.” 

Swap Agreement 

In connection with the execution and delivery of the Bonds, the Authority has entered, or 
concurrently with the issuance of the Bonds will enter, into an interest rate swap agreement in the 
form of an ISDA Master Agreement (Local Currency – Single Jurisdiction), the U.S. Municipal 
Counterparty Schedule thereto, a Credit Support Annex and a Confirmation, each dated as of and 
entered into on April 11, 2007 (collectively, the “Swap Agreement”), with Bank of America, N.A. 
(the “Swap Provider”).  The Swap Agreement will become effective on September 3, 2008 and is 
scheduled to expire on the Maturity Date of the Bonds.  Pursuant to the Swap Agreement, the 
Authority will be required to make periodic payments to the Swap Provider calculated on the basis of 
a fixed rate of interest on an initial notional amount equal to the original principal amount of the 
Bonds.  The notional amount of the Swap Agreement is scheduled to be reduced on the same dates 
and in the same amounts as the principal amount of the Bonds is scheduled to be reduced.  The Swap 
Provider will be required to make periodic payments to the Authority calculated on the basis of a 
variable rate of interest equal to a percentage of LIBOR plus a fixed spread on the same initial 
notional amount.  The amounts payable by each party pursuant to the Swap Agreement are netted 
against the payments to be received by such party thereunder.  Certain of the amounts that may be 
payable by the Authority to the Swap Provider will be insured pursuant to a policy of interest rate 
swap insurance to be issued by the Bond Insurer (defined below) (the “Swap Policy”).  The 
Authority’s obligation under the Swap Agreement to make scheduled payments is a Parity 
Obligation.  See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS — Swap 
Agreement.”   

The Swap Provider and Banc of America Securities LLC, the Underwriter and 
Broker-Dealer, are affiliates, both being subsidiaries of the Bank of America Corporation.  See 
“CERTAIN RELATIONSHIPS.” 

Bond Insurance 

Concurrently with the issuance of the Bonds, CIFG Assurance North America, Inc. (the 
“Bond Insurer” or “CIFG”) will issue its financial guaranty insurance policy for the Bonds (the 
“Bond Insurance Policy”).  See “THE BOND INSURER” and Appendix G — “SPECIMEN 
FINANCIAL GUARANTY INSURANCE POLICY.”  

The City 

The City, which has an estimated population of approximately 208,107 as of January 1, 2006, 
is the county seat of Stanislaus County and was incorporated in 1884.  It covers approximately 
36 square miles.  The City operates under a council-manager form of government pursuant to a 
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charter adopted in 1963.  The City is located in central California, approximately 93 miles east of San 
Francisco.  See Appendix C — “CERTAIN INFORMATION REGARDING THE CITY.” 

The Authority 

The Authority was established pursuant to the provisions of Sections 6500 et seq. of the 
California Government Code and a Joint Exercise of Powers Agreement, dated as of 
December 1, 1989, by and between the City and the Industrial Development Authority of the City of 
Modesto.  The Authority was established for the purpose of financing the acquisition, construction, 
improvement and equipping of public capital improvements.  The governing board of the Authority 
consists of the City Council of the City. 

Tax Matters 

For a description of the tax treatment of interest on the Bonds, see “TAX MATTERS” and 
the proposed form of the opinion of Sidley Austin LLP, Bond Counsel, set forth in Appendix E. 

Continuing Disclosure 

The City has covenanted for the benefit of the Owners and Beneficial Owners of the Bonds to 
provide certain financial information and operating data relating to the City by not later than 
270 days following the end of the City’s Fiscal Year (presently June 30), commencing with the report 
for the 2006-07 Fiscal Year, and to provide notices of occurrence of certain enumerated events, if 
material.  See “CONTINUING DISCLOSURE” herein and Appendix F — “FORM OF 
CONTINUING DISCLOSURE AGREEMENT.” 

Other Matters 

This Official Statement speaks only as of its date, and the information and expressions of 
opinion contained herein are subject to change without notice.  Neither delivery of this Official 
Statement nor any sale of Bonds made hereunder shall, under any circumstances, create any 
implication that there has been no change in the affairs of the Authority or the City since the date 
hereof.  This Official Statement, including any supplement or amendment hereto, is intended to be 
deposited with one or more repositories. 

THE REFUNDING PLAN 

As noted above under “INTRODUCTION,” the Authority has heretofore issued its Series 
1997 Bonds to provide financing for the rehabilitation and construction of the John Thurman Field 
baseball stadium and its Series 1998 Bonds to provide funds to finance a portion of the 1998 Leased 
Property and refunding the City’s outstanding 1986 Certificates of Participation.  The Authority 
plans to apply a portion of the proceeds derived from the sale of the Bonds to the refunding of (i) all 
of the outstanding Series 1997 Bonds on May 23, 2007 at a redemption price equal to 102% of the 
principal amount thereof plus interest accrued to the date of redemption and (ii) a portion of the 
Series 1998 Bonds in the aggregate principal amount of $55,460,000 on September 1, 2008 at a 
redemption price equal to 101% of the principal amount thereof plus interest accrued to the date of 
redemption.  The Series 1997 Bonds and the Series 1998 Bonds to be refunded are collectively 
referred to herein as the “Refunded Bonds.”
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Bond proceeds, together with certain funds made available through the defeasance of the 
Series 1997 Bonds, will be deposited in trust with U.S. Bank National Association (the “1997 
Escrow Agent”) pursuant to the 1997 Escrow Agreement, dated as of April 1, 2007, by and between 
the Authority and the 1997 Escrow Agent (the “1997 Escrow Agreement”).  The funds so deposited 
with the 1997 Escrow Agent will be applied to the purchase of Federal Securities (as defined in the 
1997 Escrow Agreement) (the “1997 Escrow Securities”) or held in cash, as provided in the 1997 
Escrow Agreement.  The 1997 Escrow Securities, together with interest thereon, and such cash are 
calculated to be sufficient to pay interest on the Series 1997 Bonds coming due through May 23, 
2007 and to pay the redemption price of the Series 1997 Bonds on said date.  Other Bond proceeds, 
together with certain funds made available through the defeasance of the Series 1998 Bonds, will be 
deposited in trust with The Bank of New York Trust Company, N.A. (the “1998 Escrow Agent”) 
pursuant to the 1998 Escrow Agreement, dated as of April 1, 2007, by and between the Authority and 
the 1998 Escrow Agent (the “1998 Escrow Agreement”).  The funds so deposited with the 1998 
Escrow Agent will be applied to the purchase of Federal Securities (as defined in the 1998 Escrow 
Agreement) (the “1998 Escrow Securities”) or held in cash, as provided in the 1998 Escrow 
Agreement.  The 1998 Escrow Securities, together with interest thereon, and such cash are calculated 
to be sufficient to pay the principal of and interest on the Series 1998 Bonds coming due through 
September 1, 2008 and to pay the redemption price of the Series 1998 Bonds on said date.  The 
accuracy of the aforesaid calculations will be verified by The Arbitrage Group.  See 
“VERIFICATION OF MATHEMATICAL ACCURACY.”  The aforesaid deposits with the 1997 
Escrow Agent and the 1998 Escrow Agent will result in the defeasance of the Refunded Bonds. 

Series 1998 Bonds in an aggregate amount of $4,165,000 will not be defeased but will 
remain outstanding.  Those Series 1998 Bonds will continue to be secured by the 1998 Lease 
Payments (although the amount of the 1998 Lease Payments will be reduced as a result of the partial 
refunding of the Series 1998 Bonds).  The City’s obligation to pay the 1998 Lease Payments is an 
obligation of its general fund, as is the City’s obligation to pay the Base Rental Payments. 

The 1997 Escrow Securities, the 1998 Escrow Securities and the other moneys held by the 
1997 Escrow Agent and the 1998 Escrow Agent pursuant to the respective Escrow Agreements are 
pledged to the payment of the Refunded Bonds and will not be not available for the payment of debt 
service on the Bonds. 

THE PROJECT 

In addition to defeasing the Refunded Bonds (see “THE REFUNDING PLAN” and 
“ESTIMATED SOURCES AND USES OF FUNDS”), the primary purpose for the issuance of the 
Bonds is to provide funds for the acquisition, construction and improvement of the Project.  The 
Project consists primarily of improvements to John Thurman Field (the “Stadium”), the baseball 
stadium used by the Modesto Nuts (the “Baseball Team”), a minor league team which is part of the 
Colorado Rockies organization.  The City has owned the land upon which the Stadium located since 
1905, and the Stadium opened in 1955.  The additional improvements that comprise the Project are 
proposed to be installed pursuant to the terms of a ten-year license agreement between the City and 
the Baseball Team that was approved by the City Council in September of 2006.   
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ESTIMATED SOURCES AND USES OF FUNDS 

The following table sets forth the estimated sources and uses of funds with respect to the 
Bonds.

Sources of Funds

Principal Amount of the Bonds  $ 62,275,000.00 
Amounts Held for Refunded Bonds   4,958,266.37 
Less:  Underwriter’s Discount  ( 207,482.63)

Total Sources  $ 67,025,783.74

Uses of Funds

Reserve Fund(1)  $ 4,318,051.92 
Costs of Issuance Fund(2)   574,381.92 
To Escrow Agent for Defeasance of Refunded Bonds   59,733,349.90 
Project Fund   2,400,000.00

Total Uses  $ 67,025,783.74

(1) Equal to the Reserve Fund Requirement. 
(2) Includes legal and advisory fees, printing costs, rating agency fees, bond insurance premium and other miscellaneous

expenses.

THE BONDS 

General

The Bonds will be initially issued as Auction Rate Securities in the principal amount set forth 
on the cover page to this Official Statement.  The Bonds will be dated the date of their initial 
execution and delivery and will mature on the Maturity Date, subject to earlier redemption.  While 
they are in the ARS Mode, the Bonds will be issuable in fully registered form without coupons in 
denominations of $25,000 or any integral multiple thereof.  Upon their initial delivery, the Bonds 
will be registered in the name of Cede & Co., as nominee of The Depository Trust Company, New 
York, New York (“DTC”).  DTC will act as securities depository for the Bonds.  Ownership interests 
in the Bonds may be purchased in book entry form only.  See “Book-Entry-Only System” below. 

Book-Entry-Only System

The Bonds will be executed and delivered in book-entry form only.  Purchasers of the Bonds 
will not receive certificates representing their ownership interests in the Bonds purchased.  All 
payments with respect to the Bonds are to be made by the Trustee directly to DTC.  DTC is expected 
to credit such payments to the respective accounts of its Direct Participants which, in turn, are 
expected to make payment thereof to the purchasers of the Bonds. 

As long as Cede & Co. is the registered owner of the Bonds, references herein to the Owners 
of the Bonds shall refer to Cede & Co. and not to the beneficial owners of the Bonds (the “Beneficial 
Owners”).  Neither the Authority nor the City gives any assurance that DTC, its Direct Participants 
or others will distribute payments with respect to the Bonds or notices concerning the Bonds to the 
Beneficial Owners thereof or that DTC will otherwise serve and act in the manner described in this 
Official Statement.  See Appendix H — “BOOK-ENTRY SYSTEM” for a further description of 
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DTC and its book-entry system.  The information presented therein is based solely on information 
provided by DTC. 

The Authority may decide to discontinue the use of book-entry transfers through DTC (or a 
successor Securities Depository).  In that event, the Bonds will be printed and delivered to the 
Beneficial Owners and will be governed by the provisions of the Indenture with respect to the 
payment of principal and interest and rights of exchange and transfer. 

Interest Rate Provisions 

Initially, the ARS Rate for the Bonds will be determined in most cases (other than the Initial 
Period) for generally successive 7-day Auction Periods through the implementation of the ARS 
Provisions summarized in Appendix B — “ARS PROVISIONS.”  Interest with respect to the Bonds 
while they are in the ARS Mode will be payable on the date specified for such payment on the inside 
front cover hereof and on the Business Day immediately following each Auction Period (generally a 
Friday) unless the Auction Period is a daily Auction Period or a Special Auction Period of longer 
than 182 days.  The Auction Period for the Bonds may be changed in accordance with the procedures 
set forth in the ARS Provisions; and, at the election of the Authority, the Mode may be changed to a 
Mode other than the ARS Mode.  

This Official Statement in general describes the Bonds only while the Bonds are in the ARS 
Mode.  In the event the Bonds are converted to another Mode, the Authority will deliver a new 
offering document.  Investors should not rely upon the information in this Official Statement in the 
event the Bonds are converted to a Mode than the ARS Mode.   

ARS Provisions 

While the Bonds are in the ARS Mode, except as specifically otherwise provided in the 
Indenture, the provisions of the Indenture summarized in Appendix A — “SUMMARY OF 
CERTAIN PROVISIONS OF THE LEGAL DOCUMENTS” and the ARS Provisions summarized in 
Appendix B — “ARS PROVISIONS” will govern the interest rates per annum and the payment 
terms of the Bonds.  Banc of America Securities LLC will act as the initial broker-dealer with respect 
to the Bonds (in that capacity, the “Broker-Dealer”), and Deutsche Bank Trust Company Americas 
(the “Auction Agent”) will act as the initial Auction Agent. 

ARS Rate 

While the Bonds are in the ARS Mode, interest with respect to them will be payable at rates 
established pursuant to the Auction Procedures described in Appendix B — “ARS PROVISIONS.”  
In general, for each Auction Period (i) if Sufficient Clearing Bids exists, the rate applicable to the 
Bonds shall be the Winning Bid Rate, provided that if all of the ARS Bonds are the subject of 
Submitted Hold Orders, such rate shall be the All Hold Rate and (ii) if Sufficient Clearing Bids do 
not exist, such rate shall be the Maximum Interest Rate.  In no case may the ARS Rate exceed the 
Maximum Interest Rate. 

The Initial Period will commence on the date on which the Bonds are executed and delivered 
and will end on and include September 2, 2008.  Thereafter, each Auction Period shall be established 
pursuant to the ARS Provisions.  
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For the initial Auction Period, interest on the Bonds will be payable on September 1, 2007, 
March 1, 2008 and September 3, 2008.  Thereafter, “Interest Payment Date” with respect to the 
Bonds while they are in the ARS Mode means (a) when used with respect to any Auction Period 
other than a daily Auction Period or a Special Auction Period, the Business Day immediately 
following such Auction Period, (b) when used with respect to a daily Auction Period, the first 
Business Day of the month immediately succeeding such Auction Period, (c) when used with respect 
to a Special Auction Period of (i) 7 or more but fewer than 183 days, the Business Day immediately 
following such Special Auction Period or (ii) more than 182 days, each March 1 and September 1 
and the Business Day immediately following such Special Auction Period. 

Interest with respect to the Bonds accruing at an ARS Rate shall be computed on the basis of 
a 360-day year for the actual number of days elapsed if the Auction Period is less than 180 days and 
on the basis of a 360-day year composed of 12 30-day months if the Auction Period is 180 days or 
more. 

Mandatory Tender for Purchase upon Conversion 

The interest rate applicable to the Bonds may be converted from the ARS Rate to another rate 
at the election of the Authority upon the satisfaction of certain conditions as set forth in the 
Indenture.  In the event of such a conversion, the Bonds will be subject to mandatory tender for 
purchase on the first day of a new Interest Period at a Purchase Price equal to the principal amount 
thereof; and the Trustee is required to give notice of such mandatory tender in the manner set forth in 
the Indenture. 

Redemption

The Bonds are subject to mandatory tender for purchase in the event they are converted from 
the ARS Mode to another Mode.  See “THE BONDS — Mandatory Tender for Purchase upon 
Conversion.”  The Bonds are also subject to redemption as described under this caption.  However, 
except in the case of mandatory sinking fund redemptions, no amount of Bonds may be redeemed 
unless a proportionate amount of the Swap is terminated or reduced, so that following such 
redemption the remaining notional amount of the Swap is not greater than the remaining principal 
amount of the Bonds, unless the Bond Insurer waives the requirement for such reduction of the 
Swap.

Optional Redemption.  While the Bonds are in the ARS Mode, each Bond is subject to 
redemption prior to the Maturity Date, at the option of the Authority, which option shall be exercised 
at least 20 days prior to the date fixed for redemption, in whole or in part, on any Interest Payment 
Date immediately following the end of an Auction Period, at a Redemption Price equal to 100% of 
the principal amount of Bonds called for redemption, plus accrued interest to the date fixed for 
redemption, without premium.  

Mandatory Sinking Fund Redemption.  The Bonds are subject to mandatory redemption 
from Sinking Fund Installments prior to the Maturity Date, in part by lot, on September 1 of each 
year on and after September 1, 2007, in accordance with the schedule set forth below from and in the 
amount of the Sinking Fund Installments due and payable on such dates, at a redemption price equal 
to the sum of the principal amount thereof plus accrued and unpaid interest thereon to the 
Redemption Date, without a redemption premium; provided that, during the ARS Mode, if such 
September 1 is not an Interest Payment Date, the Redemption Date relating to such mandatory 
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sinking fund payment shall occur on the ARS Interest Payment Date immediately preceding such 
September 1.  In addition, if any Bonds have been optionally redeemed, the amounts of such Sinking 
Fund Installments shall be reduced as directed by the Authority, or if not so directed, proportionality 
in increments of Authorized Denominations, by the principal amount of all such Bonds so optionally 
prepaid.

Mandatory Sinking 
Fund Payment Date 

(September 1) 
Sinking Fund 

Payment

Mandatory Sinking  
Fund Payment Date 

(September 1) 
Sinking Fund 

Payment

2007 $   825,000 2021 $2,275,000 
2008 250,000 2022 2,450,000 
2009 925,000 2023 2,625,000 
2010 1,050,000 2024 2,800,000 
2011 1,150,000 2025 3,025,000 
2012 1,275,000 2026 3,225,000 
2013 1,400,000 2027 3,450,000 
2014 1,500,000 2028 3,500,000 
2015 1,650,000 2029 3,625,000 
2016 1,800,000 2030 3,775,000 
2017 1,650,000 2031 3,925,000 
2018 1,800,000 2032 4,075,000 
2019 1,925,000 2033 4,250,000 
2020 2,075,000   

Extraordinary Redemption from Insurance or Condemnation Proceeds.  The Bonds are 
subject to extraordinary redemption prior to the Maturity Date, at the option of the Authority, which 
option must be exercised at least 45 days prior to the date fixed for redemption, in whole or in part, in 
such amounts as selected by the Authority, on any date, from hazard insurance or condemnation 
proceeds or other insurance received with respect to the Leased Property and deposited in the Special 
Redemption Account, at a Redemption Price equal to 100% of the principal amount thereof, plus 
accrued interest to the date fixed for redemption, without premium.  See APPENDIX A — 
“SUMMARY OF CERTAIN PROVISIONS OF THE LEGAL DOCUMENTS — THE 
INDENTURE – Application of Insurance Proceeds.”

Notice of Redemption.  When the redemption of Bonds is authorized as described above, the 
Trustee is required to give notice thereof.  Such notice must state the date of  such notice, the 
Redemption Price, the place or places of redemption (including the name and appropriate address or 
addresses of the Trustee), the CUSIP numbers (if any) of the Bonds to be redeemed, and, in the case 
of Bonds to be redeemed in part only, the respective portions of the principal amount thereof to be 
redeemed.  Each such notice shall also state that, subject to prior rescission, on said date there will 
become due and payable on each of said Bonds the Redemption Price thereof or of said specified 
portion of the principal amount thereof in the case of a Bond to be redeemed in part only, together 
with interest accrued thereon to the redemption date, and that from and after such redemption date 
interest thereon shall cease to accrue; and such notice shall require that said Bonds be then 
surrendered. 

Such notice must be mailed by the Trustee, at least 30 but not more 60 days before the date 
fixed for redemption to the respective Owners of the Bonds designated for redemption at their 
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addresses appearing on the registration books of the Trustee.  Such notice is also required to be 
provided to Securities Depositories and Information Services.  Failure to receive such notice shall not 
invalidate any of the proceedings taken in connection with such redemption.   

Any notice of redemption may be rescinded by written notice given to the Trustee by the City 
no later than the date specified for redemption.  The Trustee shall give notice of such rescission as 
soon thereafter as possible cancelled in the same manner as the notice of redemption, and to the same 
persons, as notice of such redemption was given. 

If any Series of Bonds are to be redeemed in part and such Bonds are held by a Securities 
Depository, the Authority shall include in the notice of the call for redemption delivered to the 
Securities Depository (i) a date placed under an item entitled “Publication Date for Securities 
Depository Purposes” and such date shall be three Business Days after the Auction Date immediately 
preceding such redemption date (in the case of a daily Auction Period, such date shall be three 
Business Days immediately preceding the date of redemption) and (ii) an instruction to the Securities 
Depository to (x) determine on such Publication Date after the Auction held on the immediately 
preceding Auction Date has settled, the Securities Depository Participants whose Securities 
Depository positions shall be redeemed and the principal amount of such ARS Bonds to be redeemed 
from each such position (the “Securities Depository Redemption Information”), and (y) notify the 
Trustee immediately after such determination of (1) the positions of the Securities Depository 
Participants in such Bonds immediately prior to such Auction settlement, (2) the position of the 
Securities Depository Participants in such ARS Bonds immediately following such Auction 
settlement, and (3) the Securities Depository Redemption Information. Immediately upon receipt of 
the notice referred to in (y) of the preceding sentence, the Trustee shall send a copy of such notice to 
the Auction Agent. 

Effect of Redemption.  If notice of redemption has been duly given as described above and 
money for the payment of the Redemption Price of, together with interest accrued to the redemption 
date on, the Bonds (or portions thereof) so called for is held by the Trustee, then on the redemption 
date designated in such notice, the Bonds so called for redemption will become due and payable on 
the date fixed for redemption at the Redemption Price specified in such notice; and from and after the 
date so designated, interest on the Bonds so called for redemption (or portions thereof) shall cease to 
accrue, such Bonds (or portions thereof) shall cease to be entitled to any lien, benefit or security 
under the Indenture, and the Holders of such Bonds shall have no rights in respect thereof except to 
receive payment of the Redemption Price thereof and accrued interest to the date fixed for 
redemption from funds held by the Trustee for such payment. 

Purchase in Lieu of Redemption

Subject to the provisions of the Indenture, the Authority has the option to purchase any Bond 
on any date on which it would be subject to optional redemption at a purchase price equal to the then 
applicable Redemption Price plus accrued interest thereon to the date of purchase. 

Parity Obligations

The Authority’s obligation to make the scheduled payments required pursuant to the Swap 
Agreement, and its obligations under the Insurance and Reimbursement Agreement are secured by a 
pledge of the Revenues on a parity with the pledge thereof securing the Bonds; and the Authority 
may issue or incur additional in the future that will also be secured on a Parity with the Bonds.  See 
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“SECURITY AND SOURCES OF PAYMENT FOR THE BONDS — Additional Bonds and Parity 
Debt.”

The Facility Lease does not limit the power of the City to enter into other leases or contracts 
or to incur other liabilities payable from its general revenues.  

CERTAIN CONSIDERATIONS AFFECTING AUCTION RATE SECURITIES 

Role of Broker-Dealer 

Banc of America Securities LLC (the “Broker-Dealer”) has been appointed by the issuers or 
obligors of various auction rate securities to serve as a dealer in the auctions for those securities and 
is paid by the issuers or obligors for its services.  The Broker-Dealer receives broker-dealer fees from 
such issuers or obligors at an agreed-upon annual rate that is applied to the principal amount of 
securities sold or successfully placed through the Broker-Dealer in such auctions. 

The Broker-Dealer is designated in the Broker-Dealer Agreement as the Broker-Dealer to 
contact Existing Owners and Potential Owners and solicit Bids for the Bonds.  The Broker-Dealer 
will receive Broker-Dealer Fees from the Authority with respect to the Bonds sold or successfully 
placed through it in Auctions for the Bonds.  The Broker-Dealer may share a portion of such fees 
with other dealers that submit Orders through it that are filled in the Auction for the Bonds. 

Bidding by Broker-Dealer 

The Broker-Dealer is permitted, but not obligated, to submit Orders in Auctions for the 
Bonds for its own account either as a buyer or seller and routinely does so in the auction rate 
securities market in its sole discretion.  If the Broker-Dealer submits an Order for its own account, it 
would have an advantage over other Bidders because the Broker-Dealer would have knowledge of 
the other Orders placed through it in that Auction for the Bonds and thus, could determine the rate 
and size of its Order so as to increase the likelihood that (i) its Order will be accepted in the Auction 
for the Bonds and (ii) the Auction for the Bonds will clear at a particular rate.  For this reason, and 
because the Broker-Dealer is appointed and paid by the Authority to serve as a Broker-Dealer in the 
Auctions for the Bonds, the Broker-Dealer’s interests in serving as Broker-Dealer in an Auction for 
the Bonds may differ from those of Existing Owners and Potential Owners who participate in 
Auctions for the Bonds.  See “CERTAIN CONSIDERATIONS AFFECTING AUCTION RATE 
SECURITIES — Role of Broker-Dealer.”  The Broker-Dealer would not have knowledge of Orders 
submitted to the Auction Agent by any other firm that is, or may in the future be, appointed to accept 
Orders pursuant to a Broker-Dealer Agreement. 

The Broker-Dealer is the only Broker-Dealer appointed by the Authority to serve as Broker-
Dealer in the Auctions for the Bonds, and as long as that remains the case it will be the only Broker-
Dealer that submits Orders to the Auction Agent in the Auctions for the Bonds.  As a result, in such 
circumstances, the Broker-Dealer may discern the clearing rate before the Orders are submitted to the 
Auction Agent and set the clearing rate with its Order. 

The Broker-Dealer routinely places bids in auctions generally for its own account to acquire 
securities for its inventory, to prevent an “Auction Failure” (which occurs if there are insufficient 
clearing bids and results in the auction rate being set at the maximum rate) or to prevent an auction 
from clearing at a rate that the Broker-Dealer believes does not reflect the market for such securities.  
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The Broker-Dealer may place one or more Bids in an Auction for the Bonds for its own account to 
acquire the Bonds for its inventory, to prevent an Auction Failure or to prevent Auctions for the 
Bonds from clearing at a rate that the Broker-Dealer believes does not reflect the market for the 
Bonds.  The Broker-Dealer may place such Bids even after obtaining knowledge of some or all of the 
other Orders submitted through it.  When Bidding in an Auction for the Bonds for its own account, 
the Broker-Dealer also may Bid inside or outside the range of rates that it posts in its Price Talk.  See 
“CERTAIN CONSIDERATIONS AFFECTING AUCTION RATE SECURITIES — Price Talk.” 

The Broker-Dealer may encourage bidding by others in auctions generally for which it serves 
as broker-dealer.  The Broker-Dealer also may encourage bidding by others in Auctions for the 
Bonds, including to prevent an Auction Failure or to prevent an Auction for the Bonds from clearing 
at a rate that the Broker-Dealer believes does not reflect the market for the Bonds.  The 
Broker-Dealer may encourage such Bids even after obtaining knowledge of some or all of the other 
Orders submitted through it. 

Bids by the Broker-Dealer or by those it may encourage to place Bids are likely to affect 
(i) the Auction Rate — including preventing the Auction Rate from being set at the Maximum Rate 
or otherwise causing Bidders to receive a lower rate than they might have received had the Broker-
Dealer not bid or not encouraged others to bid and (ii) the allocation of the Bonds being auctioned — 
including displacing some Bidders who may have their Bids rejected or receive fewer Bonds than 
they would have received if the Broker-Dealer had not bid or encouraged others to bid.  Because of 
these practices, the fact that an Auction for the Bonds clears successfully does not mean that an 
investment in the Bonds involves no significant liquidity or credit risk.  The Broker-Dealer is not 
obligated to continue to place such Bids or to continue to encourage other Bidders to do so in any 
particular Auction for the Bonds to prevent an Auction Failure or an Auction for the Bonds from 
clearing at a rate the Broker-Dealer believes does not reflect the market for the Bonds.  Investors 
should not assume that the Broker-Dealer will place Bids or encourage others to do so or that 
Auction Failures will not occur.  Investors should also be aware that Bids by the Broker-Dealer or by 
those it may encourage to place Bids may cause lower Auction Rates to occur. 

The statements herein regarding Bidding by a Broker-Dealer apply only to a Broker-Dealer’s 
auction desk and any other business units of the Broker-Dealer that are not separated from the 
auction desk by an information barrier designed to limit inappropriate dissemination of bidding 
information. 

In any particular Auction for the Bonds, if all Outstanding Bonds are the subject of Submitted 
Hold Orders, the Auction Rate for the next succeeding Auction Period will be the All Hold Rate 
(such a situation is called an “All Hold Auction”).  If the Broker-Dealer holds any Bonds for its own 
account on an Auction Date, it is the Broker-Dealer’s practice to submit a Sell Order into the Auction 
for the Bonds with respect to such Bonds, which would prevent that Auction for the Bonds from 
being an All Hold Auction.  The Broker-Dealer may, but is not obligated to, submit Bids for its own 
account in that same Auction for the Bonds, as set forth above. 

Price Talk 

Before the start of an Auction for the Bonds, the Broker-Dealer, in its discretion, may make 
available to its customers who are Existing Owners and Potential Owners the Broker-Dealer’s good 
faith judgment of the range of likely clearing rates for the Auction for the Bonds based on market and 
other information.  This is known as “Price Talk.”  Price Talk is not a guaranty that the Auction Rate 
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established through the Auction for the Bonds will be within the Price Talk, and Existing Owners and 
Potential Owners are free to use it or ignore it.   

“All-or-Nothing” Bids 

The Broker-Dealer will not accept “all-or-nothing” Bids (i.e., Bids whereby the Bidder 
proposes to reject an allocation smaller than the entire quantity Bid) or any other type of Bid that 
allows the Bidder to avoid Auction Procedures that require the pro rata allocation of Bonds where 
there are not sufficient Sell Orders to fill all Bids at the Winning Bid Rate. 

No Assurances Regarding Auction Outcomes 

The Broker-Dealer provides no assurance as to the outcome of any Auction.  The Broker-
Dealer also does not provide any assurance that any Bid will be successful, in whole or in part, or 
that the Auction for the Bonds will clear at a rate that a Bidder considers acceptable.  Bids may be 
only partially filled, or not filled at all, and the Auction Rate on any Bonds purchased or retained in 
the Auction for the Bonds may be lower than the market rate for similar investments. 

The Broker-Dealer will not agree before an Auction to buy Bonds from or sell Bonds to a 
customer after the Auction. 

Deadlines

Each particular Auction for the Bonds has a formal deadline by which all Bids must be 
submitted by the Broker-Dealer to the Auction Agent.  This deadline is called the “Submission 
Deadline.”  To provide sufficient time to process and submit customer Bids to the Auction Agent 
before the Submission Deadline, the Broker-Dealer imposes an earlier deadline for all customers— 
called the “Broker-Dealer Deadline” — by which Bidders must submit Bids to the Broker-Dealer.  
The Broker-Dealer Deadline is subject to change by the Broker-Dealer.  Potential Owners should 
consult with the Broker-Dealer as to its Broker-Dealer Deadline.  The Broker-Dealer may allow for 
correction of clerical errors after the Broker-Dealer Deadline and prior to the Submission Deadline.  
The Broker-Dealer may submit Bids for its own account at any time until the Submission Deadline 
and may change Bids it has submitted for its own account at any time until the Submission Deadline.  
The Auction Procedures provide that until one hour after the Auction Agent completes the 
dissemination of the results of an Auction, new Orders can be submitted to the Auction Agent if such 
Orders were received by the Broker-Dealer or generated by the Broker-Dealer for its own account 
prior to the Submission Deadline and the failure to submit such Orders prior to the Submission 
Deadline was the result of force majeure, a technological failure or a clerical error.  In addition until 
one hour after the Auction Agent completes the dissemination of the results of an Auction, a Broker-
Dealer may modify or withdraw an Order submitted to the Auction Agent prior to the Submission 
Deadline if the Broker-Dealer determines that such Order contained a clerical error.  In the event of 
such a submission, modification or withdrawal the Auction Agent will rerun the Auction, if 
necessary, taking into account such submission, modification or withdrawal. 

Existing Owner’s Ability to Resell Auction Rate Securities May Be Limited 

An Existing Owner may sell, transfer or dispose of a Bond (i) in an Auction for the Bonds, 
only pursuant to a Bid or Sell Order in accordance with the Auction Procedures, or (ii) outside an 
Auction for the Bonds, only to or through a Broker-Dealer. 
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Existing Owners will be able to sell all of the Bonds that are the subject of their Submitted 
Sell Orders only if there are Bidders willing to purchase all those Bonds in the Auction for the 
Bonds.  If Sufficient Clearing Bids have not been made, Existing Owners that have submitted Sell 
Orders will not be able to sell in the Auction for the Bonds all, and may not be able to sell any, of the 
Bonds subject to such Submitted Sell Orders.  As discussed above (see “Bidding by Broker-Dealer”), 
the Broker-Dealer may submit a Bid in an Auction for the Bonds to avoid an Auction Failure, but it 
is not obligated to do so.  There may not always be enough Bidders to prevent an Auction Failure in 
the absence of the Broker-Dealer Bidding in the Auction for the Bonds for its own account or 
encouraging others to Bid.  Therefore, Auction Failures are possible, especially if the Bond Insurer’s 
credit were to deteriorate, if a market disruption were to occur or if, for any reason, the Broker-
Dealer were unable or unwilling to Bid. 

Between Auctions for the Bonds, there can be no assurance that a secondary market for the 
Bonds will develop or, if it does develop, that it will provide Existing Owners the ability to resell the 
Bonds on the terms or at the times desired by an Existing Owner.  The Broker-Dealer, in its own 
discretion, may decide to buy or sell the Bonds in the secondary market for its own account from or 
to investors at any time and at any price, including at prices equivalent to, below, or above par for the 
Bonds.  However, the Broker-Dealer is not obligated to make a market in the Bonds and may 
discontinue trading in the Bonds without notice for any reason at any time.  Existing Owners who 
resell between Auctions for the Bonds may receive an amount less than par, depending on market 
conditions.

If an Existing Owner purchased a Bond through a dealer which is not the Broker-Dealer for 
the Bonds, such Existing Owner’s ability to sell its Bonds may be affected by the continued ability of 
its dealer to transact trades for the Bonds through the Broker-Dealer. 

The ability to resell the Bonds will depend on various factors affecting the market for the 
Bonds, including news relating to the Bond Insurer, the attractiveness of alternative investments, 
investor demand for short term securities, the perceived risk of owning the Bonds (whether related to 
credit, liquidity or any other risk), the tax or accounting treatment accorded the Bonds (including 
U.S. generally accepted accounting principles as they apply to the accounting treatment of auction 
rate securities), reactions of market participants to regulatory actions (such as those described in 
“Securities and Exchange Commission Settlements” below) or press reports, financial reporting 
cycles and market conditions generally.  Demand for the Bonds may change without warning, and 
declines in demand may be short-lived or continue for longer periods. 

Resignation of the Auction Agent or the Broker-Dealer Could Impact the Ability to Hold 

Auctions 

The Auction Agent Agreement provides that the Auction Agent may resign from its duties as 
Auction Agent by giving at least 90 days’ notice to the Authority, the Bond Insurer and the Trustee 
and does not require, as a condition to the effectiveness of such resignation, that a replacement 
Auction Agent be in place if its fee has not been paid.  The Broker-Dealer Agreement provides that 
the Broker-Dealer thereunder may resign upon 5 Business Days’ notice or immediately, in certain 
circumstances, and does not require, as a condition to the effectiveness of such resignation, that a 
replacement Broker-Dealer be in place.  For any Auction Period during which there is no duly 
appointed Auction Agent or Broker-Dealer, it will not be possible to hold Auctions for the Bonds, 
with the result that the interest rate on the Bonds will be determined as described in the Indenture. 
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Securities and Exchange Commission Settlements 

On May 31, 2006, the U.S. Securities and Exchange Commission (the “SEC”) announced 
that it had settled its investigation of fifteen firms, including the Broker-Dealer, that participate in the 
auction rate securities market regarding their respective practices and procedures in this market.  The 
SEC alleged in the settlement that the firms had managed auctions for auction rate securities in which 
they participated in ways that were not adequately disclosed or that did not conform to disclosed 
auction procedures.  As part of the settlement, the Broker-Dealer agreed to pay a civil penalty.  
Information concerning the proceedings and the alleged conduct is set forth in the SEC’s Press 
Release No. 2006-83.  In addition, the Broker-Dealer, without admitting or denying the SEC’s 
allegations, agreed to provide to customers written descriptions of its material auction practices and 
procedures, and to implement procedures reasonably designed to detect and prevent any failures by 
the Broker-Dealer to conduct the auction process in accordance with disclosed procedures.  No 
assurance can be offered as to how the settlement may affect the market for auction rate securities or 
the Bonds.

In addition on January 9, 2007, the SEC announced that it had settled its investigation of 
three banks, including Deutsche Bank Trust Company Americas (the “Settling Auction Agents”), 
that participate as auction agents in the auction rate securities market, regarding their respective 
practices and procedures in this market.  The SEC alleged in the settlement that the Settling Auction 
Agents allowed broker-dealers in auctions to submit bids or revise bids after the submission 
deadlines and allowed broker-dealers to intervene in auctions in ways that affected the rates paid on 
the auction rate securities.  As part of the settlement, the Settling Auction Agents agreed to pay civil 
penalties.  In addition, each Settling Auction Agent, without admitting or denying the SEC’s 
allegations, agreed to provide to broker-dealers and issuers written descriptions of its material 
auction practices and procedures and to implement procedures reasonably designed to detect and 
prevent any failures by that Settling Auction Agent to conduct the auction process in accordance with 
disclosed procedures.  No assurance can be offered as to how the settlement may affect the market 
for auction rate securities or the Bonds. 

SECURITY AND SOURCES OF PAYMENT FOR THE BONDS 

General

The Bonds are special limited obligations of the Authority payable solely from and secured 
solely by the Revenues pledged therefor in the Indenture, together with amounts on deposit from 
time to time in certain funds and accounts held by the Trustee under the Indenture.  The term 
“Revenues” is defined in the Indenture to include:  (i) all Base Rental Payments and other payments 
paid by the City and received by the Authority pursuant to the Facility Lease (but not Additional 
Payments), (ii) all interest or other income from any investment of any money in any fund or account 
(other than the Rebate Fund) established pursuant to the Indenture or the Facility Lease, (iii) Swap 
Revenues, if any, and (iv) any additional security provided for a Series of Bonds in a Supplemental 
Indenture.

Pursuant to the Indenture, the Authority has assigned to the Trustee, for the benefit of the 
Holders from time to time of the Bonds and any Providers, all of the rights of the Authority under the 
Facility Lease to receive and collect Base Rental Payments and other amounts (except for the right to 
receive any Additional Payments to the extent payable to the Authority and any rights of the 
Authority to indemnification), and the right to enforce all provisions, covenants and agreements of 
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the Facility Lease with respect to the payment of Base Rental Payments, provided that these rights 
shall not extend to any right to terminate the Facility Lease or re-enter or re-let the Leased Property 
or any other possessory right to the Leased Property. 

THE BONDS ARE SPECIAL LIMITED OBLIGATIONS OF THE AUTHORITY.  THE 
BONDS ARE NOT A DEBT OF THE AUTHORITY, THE CITY, THE STATE OF CALIFORNIA 
OR ANY OF ITS POLITICAL SUBDIVISIONS EXCEPT THE AUTHORITY TO THE EXTENT 
DESCRIBED HEREIN.  NEITHER THE AUTHORITY, THE CITY, THE STATE NOR ANY OF 
ITS POLITICAL SUBDIVISIONS, EXCEPT THE AUTHORITY TO THE EXTENT DESCRIBED 
HEREIN, IS LIABLE THEREON.  IN NO EVENT SHALL THE BONDS OR ANY INTEREST 
OR REDEMPTION PREMIUM THEREON BE PAYABLE OUT OF ANY FUNDS OR 
PROPERTIES OTHER THAN THOSE OF THE AUTHORITY AS SET FORTH IN THE 
INDENTURE.  THE BONDS DO NOT CONSTITUTE AN INDEBTEDNESS WITHIN THE 
MEANING OF ANY CONSTITUTIONAL OR STATUTORY DEBT LIMIT OR RESTRICTION.  
NEITHER THE MEMBERS OF THE AUTHORITY, THE CITY COUNCIL OF THE CITY OR 
ANY MEMBERS EXECUTING THE BONDS ARE PERSONALLY LIABLE ON THE BONDS 
BY REASON OF THEIR ISSUANCE. 

Base Rental Payments 

Under the Facility Lease, the City agrees to pay to the Authority, as Base Rental Payments 
for the use and occupancy of the Leased Property, annual rental payments in accordance with the 
Base Rental Payment Schedule attached as Exhibit B to the Facility Lease.  The Facility Lease 
requires that the Base Rental Payments be made in 12 monthly installments, payable on the 15th day 
of each calendar month in the amount (which will vary from time to time) required by the Authority 
to pay the principal of and interest on the Bonds and any Related Obligations estimated to become 
due on before the 15th day of the following month.  Base Rental Payments for each annual period will 
be based upon the Estimated Based Rental Payments as set forth in the Base Rental Payment 
Schedule in Exhibit B to the Facility Lease provided that in the event that the amount required by the 
Authority to pay the principal of and interest on the Bonds and any Related Obligations varies from 
such Base Rental Payment Schedule, the City may increase the payment in any Rental Payment 
Period to an amount equal to the Maximum Annual Base Rental Payment payable in such period as 
set forth in Exhibit B to the Facility Lease, plus any Deferred Rental as described in the Facility 
Lease.  The City is to receive credits towards such Base Rental Payments as provided for in the 
Facility Lease; and the obligation of the City to pay the Base Rental Payments is subject to abatement 
as provided in the Facility Lease and described below under the caption “Abatement.”  The Base 
Rental Payments are designed to be sufficient in both time and amount to pay, when due, the 
principal of and interest on the Bonds and Related Obligations. 

The Facility Lease also requires the City to pay certain additional amounts (the “Additional 
Payments”) as shall be required by the Authority for the payment of all costs and expenses incurred 
by the Authority in connection with the execution, performance or enforcement of the Facility Lease 
or any pledge of Base Rental Payments payable thereunder, the Indenture, the Reserve Facility, its 
interest and the lease of the Leased Property to the City, including but not limited to the payment of 
all fees, costs and expenses and all administrative costs of the Authority related to the Bonds, the 
Related Obligations, the Leased Property and the Project.  Such Additional Payments are to be billed 
to the City by the Authority or the Trustee from time to time and are to be paid by the City within 
30 days. 



18

The Facility Lease provides that the payment of Base Rental Payments and Additional 
Payments for each rental period during the term of the Facility Lease shall constitute the total rental 
for said rental period and shall be paid by the City in each rental payment period for and in 
consideration of the right of use and occupancy of, and continued quiet use and enjoyment of, the 
Leased Property during each such period for which said rental is to be paid.  The City and the 
Authority have agreed and determined that such total rental payable represents the fair rental value of 
the Leased Property for each such period.  In making such determination, consideration was given to 
the appraised value of the Leased Property, costs of acquisition, demolition, site preparation, design, 
construction and financing of the Leased Property, other obligations of the parties under the Facility 
Lease, the uses and purposes which may be served by the Leased Property and the benefits therefrom 
which will accrue to the City and the general public. 

The City is required under the Facility Lease to make the Base Rental Payments from any 
source of legally available funds in each year in which the City has use and possession of the Leased 
Property.  The City covenants in the Facility Lease to take such action as may be necessary to include 
all Base Rental Payments and Additional Payments due under the Facility Lease in its annual budgets 
and to make necessary annual appropriations for all such Base Rental Payments and Additional 
Payments as shall be required in order to provide funds therefor.  The City is required to deliver to 
the Authority and the Trustee within 90 days of adoption of its budget portions of such budget 
relating to the payment of Estimated Base Rental Payments and Additional Payments.  Within any 
fiscal year, if the amount initially budgeted is insufficient to pay actual debt service on the Bonds and 
Related Obligations, the City is required by supplemental budget in such fiscal year to appropriate 
and pay such additional amounts until the total amount appropriated for Base Rental Payments equals 
the Maximum Annual Base Rental Payment.  The aforesaid covenants on the part of the City are 
deemed under the Facility Lease to be, and required to be construed to be, duties imposed by law; 
and the Facility Lease provides that it shall be the duty of each and every public official of the City to 
take such action and do such things as are required by law in the performance of the official duty of 
such officials to enable the City to carry out and perform the aforesaid covenants and agreements. 

Notwithstanding the foregoing, the obligation of the City to make Base Rental Payments 
under the Facility Lease does not constitute an obligation for which the City is obligated to pledge 
any form of taxation or for which it has pledged any form of taxation.  Neither the full faith and 
credit nor the taxing power of the City or the State or any of its political subdivisions is pledged to 
make Base Rental Payments under the Facility Lease. 

Abatement 

The Facility Lease provides that the Base Rental Payments and Additional Payments shall be 
abated proportionately during any period in which, by reason of any damage or destruction (other 
than by condemnation, which is discussed below, or planned demolition as part of the Project) there 
is substantial interference with the use and occupancy of the Leased Property by the City, in 
proportion in which the initial cost of that portion of the Leased Property rendered unusable bears to 
the initial cost of the whole of the Leased Property.  Such abatement will continue for the period 
commencing with such damage or destruction and ending with the substantial completion of the 
work of repair or reconstruction.  Notwithstanding the foregoing, such abatement shall not result to 
the extent of any moneys held by the Trustee under the Indenture (including, particularly, without 
limitation, the Reserve Fund, the Principal Account and the Interest Account), or to the extent such 
Base Rental Payments are made from proceeds of insurance and rental interruption insurance.  The 
Facility Lease also provides that it will continue in full force and effect in the event of any such 
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damage or destruction; and, in connection therewith, the City waives the benefits of California Civil 
Code Section 1932(2) and 1933(4) and of Title 11 of the United States Code, Section 365(h) and any 
and all rights to terminate the Facility Lease by virtue of any such damage or destruction.   

In connection with eminent domain, the Facility Lease provides that if the whole of the 
Leased Property or so much thereof as to render the remainder unusable for the purposes for which it 
was used by the City shall be taken under the power of eminent domain, the term of the Facility 
Lease shall cease as of the date that possession shall be so taken.  However, if less than the whole of 
the Leased Property is taken under the power of eminent domain and the remainder is usable for the 
purposes for which it was used by the City at the time of such taking, then the Facility Lease shall 
continue in full force and effect as to such remainder, and there shall be a partial abatement of the 
rental due under the Facility Lease in an amount equivalent to the amount by which the annual 
payments of principal and interest on the Outstanding Bonds will be reduced by the application of the 
award in eminent domain to the redemption of Bonds.  The Facility Lease further provides that, as 
long as any of the Bonds remain outstanding, any award made in eminent domain proceedings for 
taking the Leased Property or any portion thereof shall be paid to the Trustee and applied to the 
prepayment of Base Rental Payments.  

Reserve Fund 

The Trustee is required by the Indenture to establish and maintain and hold in trust, so long 
as Bonds or Parity Debt to be secured thereby remain outstanding, a special fund designated as the 
“Reserve Fund.”  Upon the delivery of the Bonds, there will be deposited in the Reserve Fund an 
amount equal to the Reserve Fund Requirement.   

“Reserve Fund Requirement” means with respect to all Outstanding Bonds an amount equal 
to the lesser of (a) the maximum annual Debt Service attributable to the Outstanding Bonds and 
(b) one hundred twenty-five percent (125%) of the average annual Debt Service attributable to the 
Outstanding Bonds; provided that with respect to the calculation of the Reserve Fund Requirement 
upon the issuance of an Additional Series of Bonds the amount calculated shall be the least of (a) or 
(b) above, or the amount derived by the addition of ten percent (10%) of the proceeds from the sale 
of such Series of Additional Bonds to the Reserve Fund and provided further, that the Reserve Fund 
Requirement shall be reduced to the extent necessary so that all amounts therein may be deposited 
from Bond Proceeds without requiring a portion thereof to be yield restricted in accordance with the 
requirements of the Internal Revenue Code of 1986, as amended (the “Code”).  The Reserve Fund 
Requirement shall be determined upon the issuance of a Series of Bonds, the defeasance or optional 
redemption of Bonds and the retirement of a Series of Bonds.  See Appendix A — “SUMMARY OF 
CERTAIN PROVISIONS OF THE LEGAL DOCUMENTS — THE INDENTURE – Reserve 
Fund.”

All money in the Reserve Fund is to be used and withdrawn by the Trustee solely for the 
purpose of funding the Interest Account or the Principal Account, in that order, in the event of any 
deficiency in either of such accounts on a Principal Payment Date or Interest Payment Date.  Money 
on deposit in the Interest Account is available to be used and withdrawn by the Trustee for the 
purpose of paying both interest on the Bonds and any Regular Swap Payments as they become due 
and payable.  Notwithstanding the foregoing, as long as the Authority is not in default under the 
Indenture, any cash amounts in the Reserve Fund in excess of the Reserve Fund Requirement are to 
be withdrawn from the Reserve Fund and transferred to the Revenue Fund or, if so directed by the 
Authority, deposited into a Project Fund during the construction of any Project on each July 1 
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following the payment of any amounts due on such date and on each date Bonds are redeemed or 
defeased.

The Indenture permits the Authority to satisfy the Reserve Fund Requirement, in whole or in 
part, at any time by depositing with the Trustee for the credit of the Reserve Fund a Reserve Facility.  
If the Reserve Fund Requirement is satisfied by a Reserve Facility, the Trustee is to draw on such 
Reserve Facility in accordance with its terms and the terms of the Indenture, in a timely manner, to 
the extent necessary to fund any deficiency in the Interest Account or the Principal Account.  The 
Authority shall repay any draws under a Reserve Facility and any Reserve Facility Costs related 
thereto solely from Revenues. 

In the event the Authority causes a cash-funded reserve to be replaced with a Reserve 
Facility, amounts on deposit in the Reserve Fund shall, upon Written Request of the Authority to the 
Trustee, be transferred to the City and applied for any lawful purpose, subject, in the case of a 
transfer of moneys which are proceeds of Bonds, to the receipt by the Authority of an Opinion of 
Counsel that such transfer will not cause the interest on the Bonds to be included in gross income for 
purposes of federal income taxation.  

Property Insurance 

The Facility Lease requires the City to maintain throughout the term thereof insurance 
against loss of or damage to any structures constituting any part of the Leased Property, fire and 
lightening, with extended coverage insurance, vandalism and malicious insurance and sprinkler 
system leakage insurance, if available on the open market from reputable insurance companies at a 
reasonable cost, as determined by the City.  Such insurance must be in an amount equal to the 
replacement cost (without deduction for depreciation) of all structures constituting any part of the 
Leased Property, exclude the cost of excavations, of grading and filling, and of land (except that such 
insurance may be subject to deductible clauses for any one loss of not to exceed $500,000 or a 
comparable amount adjusted for inflation, or, in the alterative, shall be in an amount and in a form 
sufficient (together with moneys held under the Indenture), in the event of a total or partial loss, to 
enable all outstanding Bonds to be redeemed. 

Except as hereinafter described, in the event of any damage to or destruction of any part of 
the Leased Property which is caused by any of the perils covered by such insurance the Authority 
shall cause the proceeds of such insurance to be utilized for the repair, reconstruction or replacement 
of the damaged or destroyed portion of the Leased Property; and the Trustee shall hold said proceeds 
separate and apart from all other funds in a special fund to be designated the “Insurance and 
Condemnation Fund,” to the end that such proceeds shall be applied to the repair, reconstruction or 
replacement of the Leased Property to at least the same good order, repair and condition as they were 
in prior to the damage or destruction, insofar as the same may be accomplished by the use of such 
proceeds.  Any balance of such proceeds not required for such repair, reconstruction or replacement 
shall be treated by the Trustee as Base Rental Payments. 

As an alternative to providing the insurance described above or any portion thereof, the City 
may provide a self-insurance method or plan of protection if and to the extent such self-insurance 
method or plan of protection shall afford reasonable coverage for the risks required to be insured 
against, in light of all circumstances, giving consideration to cost, availability and similar plans or 
methods of protection adopted by public entities in the State of California other than the City. 
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Substitution and Release of Property 

The Indenture and the Facilities Lease allow the City to remove or substitute real property as 
part of the Leased Property, but only after satisfying certain conditions, including filing with the 
Authority and the Trustee (with copies to each rating agency then providing a rating for the Bonds) a 
Certificate of the City evidencing that the annual fair rental value of the Leased Property which will 
constitute the Leased Property after such removal or substitution will be at least equal to 100% of the 
maximum amount of Base Rental Payments for all Series of Bonds becoming due in the then-current 
year ending August 14 through and including each year during which any Series of Bonds would be 
Outstanding or in any subsequent year ending August 15 through and including each year during 
which any Series of Bonds would be Outstanding. 

Swap Agreement 

The Swap Agreement between the Authority and Bank of America, N.A. (the “Swap 
Provider”) will become effective on September 3, 2008 and is scheduled to expire on the Maturity 
Date of the Bonds.  Pursuant to the Swap Agreement, the Authority will be required to make periodic 
payments to the Swap Provider calculated on the basis of a fixed rate of interest on an initial notional 
amount equal to the principal amount of the Bonds; and the notional amount of the Swap Agreement 
is scheduled to be reduced on the same dates and in the same amounts as the principal amount of the 
Bonds is scheduled to be reduced.  The Swap Provider will be required to make periodic payments to 
the Authority calculated on the basis of a variable rate of interest equal to a percentage of LIBOR, 
plus a fixed spread on the same notional amount.  The amounts payable by each party pursuant to the 
Swap Agreement are netted against the payments to be received by such party thereunder.   

Certain of the amounts that may be payable by the Authority to the Swap Provider will be 
insured pursuant to a policy of interest rate swap insurance to be issued by the Bond Insurer (the 
“Swap Policy”).   

The Authority’s obligation under the Swap Agreement to make scheduled payments is a 
Parity Obligation.  No arrangements made in respect of the Swap Agreement will alter the 
Authority’s obligation to pay the principal of and interest on the Bonds. 

Both the Authority and the Swap Provider have the right to terminate the Swap Agreement 
prior to its stated termination date under certain conditions.  Any such termination could result in an 
obligation on the part of the Authority or the Swap Provider to make termination payments to the 
other party, and the amount of such termination payments could be substantial.  Any obligation on 
the part of the Authority to make such a termination payment (other than a termination payment that 
is insured under the terms of the Swap Policy) will not be a Parity Obligation and will be subordinate 
to the Authority’s liabilities with respect to Parity Obligations. 

Neither the Trustee nor the Owners will have any rights under the Swap Agreement or 
against the Swap Provider. 

The Swap Provider and Banc of America Securities LLC, the Underwriter and Broker-
Dealer, are affiliates, both being subsidiaries of the Bank of America Corporation. 
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Additional Bonds and Parity Debt 

The Indenture permits the Authority to issue Additional Bonds and to enter into any Related 
Obligations with respect thereto payable, in each case, from and secured by a pledge of and lien and 
charge upon the Revenues equal to the pledge, charge and liens securing the Outstanding Bonds 
theretofore issued under the Indenture upon the satisfaction of certain specific conditions.  Included 
among these conditions is a requirement that the Facility Lease shall have been amended, if 
necessary, so that the Base Rental Payments payable by the City thereunder in each Fiscal Year shall 
at least equal projected Debt Service, including Debt Service on the Additional Bonds, in each Fiscal 
Year.

Nothing in the Indenture prevents the Authority from issuing Bonds or incurring other 
obligations which are secured by a pledge of and lien on the Revenues subordinate to the lien 
established under the Indenture. 

THE BOND INSURER 

CIFG Assurance North America, Inc. 

The information set forth in the following paragraphs has been provided by CIFG Assurance 
North America, Inc. (“CIFG” or the “Bond Insurer”) for inclusion in this Official Statement.  CIFG 
does not accept any responsibility for the accuracy or completeness of this Official Statement or any 
information or disclosure contained herein, or omitted herefrom, other than with respect to the 
accuracy of the information regarding CIFG set forth under the heading “THE BOND INSURER.”  
CIFG makes no representation regarding the Bonds or the advisability of investing in the Bonds. 

General

CIFG is a monoline financial guaranty insurance company incorporated under the laws of the 
State of New York.  The address of the principal executive offices of the Bond Insurer is 825 Third 
Avenue, Sixth Floor, New York, New York 10022; its toll-free telephone number is (866) CIFG-212 
and its general telephone number is (212) 909-3939; and its website is located at www.cifg.com. 

The Bond Insurer is a member of the CIFG Group of financial guaranty companies, which 
also includes CIFG Europe, a French insurance company licensed to do business in the European 
Union, and CIFG Guaranty, a dedicated French reinsurance corporation.  In addition to its capital and 
surplus as set forth below, the Bond Insurer is supported by a net worth maintenance agreement from 
CIFG Guaranty, which provides that CIFG Guaranty will maintain the Insurer’s New York statutory 
capital and surplus at no less than $80 million.  The Bond Insurer also may cede a substantial portion 
(not to exceed 90%) of its exposure on each transaction to CIFG Guaranty through a facultative 
reinsurance agreement. 

Each of the Bond Insurer, CIFG Europe and CIFG Guaranty has received an insurer financial 
strength rating of “AAA” from Fitch, an insurer financial strength rating of “Aaa” from Moody’s, 
and an insurer financial enhancement rating of “AAA” from Standard and Poor’s, the highest rating 
assigned by each rating agency.  Each such rating should be evaluated independently.  The ratings 
reflect the respective rating agency’s current assessment of each company’s capacity to pay claims 
on a timely basis and are not recommendations to buy, sell or hold the Bonds.  Such ratings may be 
subject to revision or withdrawal at any time. 
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The Bond Insurer is licensed and subject to regulation as a financial guaranty insurance 
corporation under the laws of the State of New York, its state of domicile, and is licensed to do 
business in 48 jurisdictions.  The Bond Insurer is subject to Article 69 of the New York Insurance 
Law which, among other things, limits the business of such insurers to financial guaranty insurance 
and related lines, requires that such insurers maintain a minimum surplus to policyholders, 
establishes contingency, loss and unearned premium reserve requirements for such insurers, and 
limits the size of individual transactions and the volume of transactions that may be underwritten by 
such insurers.  Other provisions of the New York  Insurance Law applicable to non-life insurance 
companies such as the Insurer regulate, among other things, permitted investments, payment of 
dividends, transactions with affiliates, mergers, consolidations, acquisitions or sales of assets and 
incurrence of liabilities for borrowings. 

Capitalization.  The following tables set forth the capitalization of the Insurer on the basis of 
accounting principles generally accepted in the United States (“US GAAP”) and statutory accounting 
practices prescribed or permitted by the New York State Insurance Department, respectively. 

US GAAP September 30, 2006 
(in thousands of US dollars) 

US GAAP December 31, 2005 
(in thousands of US dollars) 

Total Assets ....................................   $ 369,050  $ 324,134 
Total Liabilities ..............................   $ 248,239  $ 202,042 
Shareholder’s Equity ......................   $ 120,811  $ 122,092 

Statutory Accounting Practices 
September 30, 2006 

in thousands of US dollars) 

Statutory Accounting Practices 
December 31, 2005 

in thousands of US dollars) 
Admitted Assets..............................   $ 183,468  $ 175,333 
Liabilities........................................   $ 78,045  $ 66,758 
Capital and Surplus.........................   $ 105,423  $ 108,575 

For further information concerning the Bond Insurer, see the audited financial statements of 
the Bond Insurer, including the notes thereto, prepared in accordance with US GAAP as of 
December 31, 2006 and 2005 and for each of the three years in the period ended December 31, 2006, 
which are available on the CIFG Group’s website at www.cifg.com. Copies of the most recent 
audited annual and unaudited interim financial statements of the Insurer prepared in accordance with 
accounting principles prescribed or permitted by the New York State Insurance Department, are also 
available on the website and may be obtained, without charge, upon request to the Insurer at its 
address above, Attention: Finance Department. 

RISK FACTORS 

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

The Bonds are payable solely from, and are secured solely by, a pledge of Revenues and 
certain amounts on deposit from time to time in various funds and accounts.  The Revenues consist 
primarily of: (i) the Base Rental Payments and (ii) the Swap Revenues.  If for any of the reasons 
described herein, or for any other reason, the Authority does not collect sufficient Revenues to pay 
debt service on the Bonds, and the Related Obligations neither the Authority nor the City will be 
obligated to utilize any other of its resources, other than moneys on deposit in the Reserve Funds and 
in certain other funds and accounts, to pay debt service on the Bonds and the Related Obligations. 

Although the Base Rental Payments are payable from all funds lawfully available to the City, 
the Base Rental Payments are not secured by any pledge of or lien or taxes or other revenue of the 
City.  Subsequent to the defeasance of the Refunded Bonds, the City will remain liable on other 
obligations that are payable from its general revenues, including: its 1993 Refunding Certificates of 
Participation (Community Center Project) in a principal amount of $20,820,000 with a final maturity 
of November 1, 2023; its 1993 Refunding Certificates of Participation (Golf Course Project) in a 
principal amount of $5,650,000 with a final maturity of November 1, 2023 and its obligations to 
make payments to the Authority in connection with the Authority’s Series 1998 Bonds of which a 
principal amount of $4,165,000 will remain outstanding and which have a final maturity of 
September 1, 2033.  In addition, the City will retain the ability to enter into other obligations which 
may constitute additional charges against its revenues.  In the event the City’s revenue sources are 
less than its total obligations, the City could choose or could be required to pay those other 
obligations or to make expenditures necessary to preserve the health and welfare of the residents of 
the City before making the Base Rental Payments.  The same results could occur if, because of State 
constitutional limits on expenditures, the City is not permitted to appropriate and spend all of its 
available revenues.  See “Constitutional Limitations on Taxes and Expenditures.”  

Subordinate Obligation 

The Facility Lease is subordinate to the 1998 Lease.  If the City defaulted on its payment 
obligations under the 1998 Lease, resulting in a default under the Facility Lease, the Owners of the 
1998 Bonds would be entitled to receive payments prior to the owners of the Bonds.  Moreover, if an 
event should occur that results in an abatement of the City’s obligation to make payments under the 
1998 Lease and the Facility Lease (see “SECURITY AND SOURCES OF PAYMENT FOR THE 
BONDS — Abatement” and “— Abatement Risk” below) any available insurance or condemnation 
proceeds would be applied first to make payments to the owners of the 1998 Bonds.    

Abatement Risk 

During any period in which, by reason of material damage or destruction, there is substantial 
interference with the use and possession by the City of any portion of the Lease Property, Base 
Rental Payments due under the Facility Lease will be abated proportionately.  Notwithstanding the 
foregoing, such abatement shall not result to the extent of any moneys held by the Trustee under the 
Indenture (including, particularly, without limitation, the Reserve Fund, the Principal Account and 
the Interest Account), or to the extent such Base Rental Payments are made from proceeds of 
insurance and rental interruption insurance.  However, as noted above under the caption “Subordinate 
Obligation,” insurance proceeds would be applied first to pay the obligations of the City under the 
1998 Lease and would therefor inure to the benefit of the owners of the 1998 Bonds before being 
made available to pay Base Rental Payments.  The City waives any and all right to terminate the 
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Facility Lease by virtue of any such interference and the Facility Lease will continue in full force and 
effect.

Earthquakes, Floods and Other Natural Disasters 

Earthquakes, floods or other natural disasters could damage or destroy portions or all of the 
Leased Property and thereby result in an abatement of the City’s obligation to pay the Base Rental 
Payments as discussed above under the caption “Abatement Risk.”  The City is not required to insure 
the Leased Property against damage caused by earthquakes.  Natural disasters could also adversely 
affect economic activity in the City thereby negatively impacting the City’s finances.  Property 
within the City has been damaged by floods from time to time, most recently in January, 1997; and 
there are several geological faults in the greater San Francisco Bay area that have the potential to 
cause serious earthquakes which could result in damage to buildings, roads, bridges and other 
property within the City. 

State Budgets Concerns  

General.  Since 2001, the State has faced a series of severe financial challenges; and those 
challenges, or others similar to them in terms of their implications for revenues available to local 
agencies,  may occur in the future.  In response to those challenges, in a number of recent years, the 
State has shifted property taxes from cities, counties and special districts to the Educational Revenue 
Augmentation Fund (“ERAF”).  While no ERAF shift was required with respect to the State budget 
for Fiscal Year 2006-07, there an be no assurance that such shifts, or other similar transfers of 
revenues from local agencies, will not be required in future years in order to deal with State budget 
deficits.

On November 2, 2004, California voters approved Proposition 1A, which amends the State 
Constitution to significantly reduce the State’s authority over major local government revenue 
sources.  Under Proposition 1A, the State may not (i) reduce local sales tax rates or alter the method 
of allocating the revenue generated by such taxes, (ii) shift property taxes from local governments to 
schools or community colleges, (iii) change how property tax revenues are shared among local 
governments without two-third approval of both houses of the State Legislature, or (iv) decrease 
vehicle license fees revenues without providing local governments with equal replacement funding.  
Beginning in Fiscal Year 2008-09, the State may shift to schools and community colleges a limited 
amount of local government property tax revenue if certain conditions are met, including (a) a 
proclamation by the Governor that the shift is needed due to a severe financial hardship of the State, 
and (b) approval of the shift by the State Legislature with a two-thirds vote of both houses.  Under 
such a shift, the State must repay local governments for their property tax losses, with interest, within 
three years.  Proposition 1A does allow the State to approve voluntary exchanges of local sales tax 
and property tax revenues among local governments within a county.   

Future State Budgets.  Based on the Legislative Analyst’s current projections of revenues 
and expenditures, presuming a continuation of the policies set forth under the 2006-07 Budget Act, 
the State could continue to face operating shortfalls in the range of $4.5 billion to $5 billion in each 
of Fiscal Years 2007-08 and 2008-09.  Any carryover reserve from Fiscal Year 2006-07 would be 
available to offset a portion of the projected shortfall in Fiscal Year 2007-08.  Notwithstanding the 
foregoing, no prediction can be made by the Authority or the City as to whether the State will 
continue to encounter budgetary problems in this or in any future Fiscal Years.  If the State were to 
do so, it is not clear what measures would be taken by the State to balance its budget, as required by 
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law.  In addition, neither the Authority nor the City can predict the final outcome of future State 
budget negotiations, the impact that such budgets will have on its finances and operations or what 
actions will be taken in the future by the State Legislature and Governor to deal with changing State 
revenues and expenditures.  Current and future State budgets will be affected by national and State 
economic conditions and other factors, including the current economic downturn, over which the 
Authority and the City have no control. 

Constitutional Limitations on Taxes and Expenditures 

Article XIIIA of the California Constitution.  Section 1(a) of Article XIIIA of the California 
Constitution limits the maximum ad valorem tax on real property to 1% of full cash value (as defined 
in Section 2 of Article XIIIA), to be collected by each county and apportioned among the county and 
other public agencies and funds according to law.  Section 1(b) of Article XIIIA provides that the 1% 
limitation does not apply to ad valorem taxes to pay interest or redemption charges on 
(a) indebtedness approved by the voters prior to July 1, 1978 or (b) any bonded indebtedness for the 
acquisition or improvement of real property approved on or after July 1, 1978, by two-thirds of the 
votes cast by the voters voting on the proposition.  Section 2 of Article XIIIA defines “full cash 
value” to mean “the county assessor’s valuation of real property as shown on the 1975-76 tax bill 
under ‘full cash value’ or, thereafter, the appraised value of real property when purchased, newly 
constructed, or a change in ownership has occurred after the 1975 assessment.”  The full cash value 
may be adjusted annually to reflect inflation at a rate not to exceed 2% per year or to reflect a 
reduction in the consumer price index or comparable data for the area under the taxing jurisdiction, 
or reduced in the event of declining property values caused by substantial damage, destruction, or 
other factors.  Legislation enacted by the State Legislature to implement Article XIIIA provides that 
notwithstanding any other law, local agencies may not levy any ad valorem property tax except to 
pay debt service on indebtedness approved by the voters as described above. 

On June 18, 1992, following a number of challenges to the provisions of Article XIIIA, the 
United States Supreme Court upheld the decision in Nordlinger v. Hahn, a case involving residential 
property taxation decided by the State Court of Appeals.  The 8 to 1 majority held that the 
Article XIIIA assessment method serves a rational state interest by providing certainty regarding 
property taxes to homeowners and therefore does not violate provisions of the Equal Protection 
Clause codified in the 14th Amendment of the U.S. Constitution. 

The effect of Article XIIIA on the City’s finances, then, has been to restrict ad valorem tax 
revenues for general purposes to the statutory allocation of the 1% levy while leaving intact the 
power to levy ad valorem taxes in whatever rate or amount may be required to pay debt service on its 
general obligation bonds.  The City cannot predict whether any further challenges to the State’s 
present system of property tax assessment will be made, or what the outcome of impact on any of the 
City of any such challenge might be. 

Article XIIIB of the California Constitution.  An initiative amendment to the California 
Constitution (Article XIIIB) was approved by the California electorate on November 6, 1979.  This 
amendment establishes limits on certain annual appropriations of state and local government entities.  
Initially, the limits are based generally on appropriations for the Fiscal Year 1978-79 with future 
adjustments permitted for changes in the cost of living, population and certain other factors.  The 
definition of appropriations subject to limitation is stated so as to exclude, among other things, 
(1) appropriations of proceeds received by a government entity from user fees to the extent such 
proceeds do not exceed the costs reasonably borne by such entity in providing the product or service, 
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(2) the appropriations of any special district “which did not as of the 1977-78 fiscal year levy an ad 
valorem tax on property in excess of 12½ cents per $100 of assessed value”, and (3) ”appropriations 
required to pay the cost of interest and redemption charges, including the funding of any reserve or 
sinking fund required in connection therewith, on indebtedness existing or legally authorized as of 
January 1, 1979, or a bonded indebtedness thereafter approved .  .  .”  by vote of the electors of the 
issuing entity.  In addition, the amendment provides that nothing in it “will be construed to impair the 
ability of the State or any local government to meet its obligations with respect to existing or future 
bonded indebtedness.” 

Articles XIIIC and XIIID of the California Constitution.  An initiative measure entitled the 
“Right to Vote on Taxes Act” (the “Initiative”) was approved by the voters of the State of California 
at the November 5, 1996 general election.  The Initiative added Article XIIIC and Article XIIID to 
the California Constitution.  According to the “Title and Summary” of the Initiative prepared by the 
California Attorney General, the Initiative limits “the authority of local governments to impose taxes 
and property-related assessments, fees and charges.”   

Article XIIIC prohibits local governments from imposing, extending or increasing: (i) any 
general tax unless and until that tax is submitted to the electorate and approved by a majority vote or 
(ii) any special tax unless and until that tax is submitted to the electorate and approved by a two 
thirds vote.  In addition, Article XIIIC provides that the initiative power shall not be prohibited or 
otherwise limited in matters of reducing or repealing any local tax, assessment, fee or charge and that 
the power of initiative to affect local taxes, assessments, fees and charges shall be applicable to all 
local governments.   

Article XIIID defines the terms “fee” and “charge” to mean “any levy other than an ad 
valorem tax, a special tax or an assessment, imposed by an agency upon a parcel or upon a person as 
an incident of property ownership, including user fees or charges for a property-related service.”  A 
“property-related service” is defined as “a public service having a direct relationship to property 
ownership.”  Article XIIID further provides that reliance by an agency on any parcel map (including 
an assessor’s parcel map) may be considered a significant factor in determining whether a fee or 
charge is imposed as an incident of property ownership.   

Article XIIID requires that any agency imposing or increasing any property-related fee or 
charge must provide written notice thereof to the record owner of each identified parcel upon which 
such fee or charge is to be imposed and must conduct a public hearing with respect thereto.  The 
proposed fee or charge may not be imposed or increased if a majority of owners of the identified 
parcels file written protests against it.

In addition, Article XIIID includes a number of limitations applicable to pre-existing fees and 
charges including provisions to the effect that (i) revenues derived from the fee or charge shall not 
exceed the funds required to provide the property-related service, (ii) such revenues shall not be used 
for any purpose other than that for which the fee or charge was imposed, (iii) the amount of a fee or 
charge imposed upon any parcel or person as an incident of property ownership shall not exceed the 
proportional cost of the service attributable to the parcel and (iv) no such fee or charge may be 
imposed for a service unless that service is actually used by, or immediately available to, the owner 
of the property in question.  Property-related fees or charges based on potential or future use of a 
service are not permitted.   
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No assurance may be given that Articles XIIIC and XIIID will not have a material adverse 
impact on the City’s revenues. 

Other Initiative Measures 

Articles XIIIA, XIIIB, XIIIC and XIIID were adopted pursuant to California’s constitutional 
initiative process.  From time to time other initiative measures could be adopted by California voters, 
placing additional limitations on the ability of the City to increase revenues. 

Limited Recourse on Default 

If an event of default occurs and is continuing under the Facility Lease, there is no remedy of 
acceleration with respect to any Base Rental Payments which have not come due and payable in 
accordance with the Facility Lease.  The City will continue to be liable for Base Rental Payments as 
they become due and payable in accordance with the Facility Lease, and the Trustee will be required 
to seek a separate judgment each year for that year’s defaulted Base Rental Payments.  Any such suit 
for money damages would be subject to limitations on legal remedies against public agencies in the 
State, including a limitation on enforcement of judgments against funds or property needed to serve 
the public welfare and interest. 

Bankruptcy 

In addition to the limitations on remedies contained in the Indenture and the Facility Lease, 
the rights and remedies provided in those documents may be limited by, and are subject to, 
provisions of federal bankruptcy laws as the same currently exist or may be hereafter amended, as 
well as other laws and equitable principles that may affect creditors’ rights.  In the event of the 
bankruptcy of the City, its obligations under the Facility Lease could be set aside.   

TAX MATTERS 

In the opinion of Sidley Austin LLP, San Francisco, California, Bond Counsel, based on 
existing statues, regulations, rulings and judicial decisions and assuming compliance with certain 
covenants in the Indenture and the requirements of the Internal Revenue Code of 1986, as amended 
(the “Code”), regarding the use, expenditure and investment of proceeds of the Bonds and the timely 
payment of certain investment earnings to the United States, interest on the Bonds is not includable 
in the gross income of the owners of the Bonds for federal income tax purposes.  Failure to comply 
with such covenants and requirements may cause interest on the Bonds to be included in gross 
income retroactively to the date of issuance of the Bonds. 

In the further opinion of Bond Counsel, interest on the Bonds is not treated as an item of tax 
preference in calculating the federal alternative minimum taxable income of individuals and 
corporations.  Interest on the Bonds, however, is included as an adjustment in the calculation of 
federal corporate alternative minimum taxable income and may therefore affect a corporation’s 
alternative minimum tax liability. 

Ownership of, or the receipt of interest on, tax-exempt obligations may result in collateral tax 
consequences to certain taxpayers, including, without limitation, financial institutions, property and 
casualty insurance companies, certain foreign corporations doing business in the United States, 
certain S corporations with excess passive income, individual recipients of Social Security or 
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Railroad Retirement benefits, taxpayers that may be deemed to have incurred or continued 
indebtedness to purchase or carry tax-exempt obligations and taxpayers who may be eligible for the 
earned income tax credit.  Bond Counsel expresses no opinion with respect to any collateral tax 
consequences and, accordingly, prospective purchasers of the Bonds should consult their tax advisors 
as to the applicability of any collateral tax consequences. 

Certain requirements and procedures contained or referred to in the Indenture and other 
relevant documents pertaining 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.  Bond Counsel expresses no opinion as to the exclusion from gross income for federal 
income tax purposes of interest on the Bonds on and after the date on which any such change occurs 
or action is taken upon the advice or approval of counsel other than Bond Counsel. 

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 effect on the tax-exempt status of the Bonds.  Legislation or 
regulatory actions and proposals may also affect the economic value of tax exemption or the market 
price of the Bonds. 

The Tax Increase Prevention and Reconciliation Act of 2005, enacted on May 17, 2006, 
contains a provision under which interest paid on tax-exempt obligations will be subject to 
information reporting in a manner similar to interest paid on taxable obligations.  Although the new 
reporting requirement does not, in and of itself, affect the excludability of such interest from gross 
income for federal income tax purposes, the reporting requirement causes the payment of interest on 
the 2007 Bonds to be subject to backup withholding if such interest is paid to beneficial owners who 
(a) are not “exempt recipients,” and (b) either fail to provide certain identifying information (such as 
the beneficial owner’s taxpayer identification number) in the required manner or have been identified 
by the Internal Revenue Service (the “IRS”) as having failed to report all interest and dividends 
required to be shown on their income tax returns.  Generally, individuals are not exempt recipients, 
whereas corporations and certain other entities generally are exempt recipients.  Amounts withheld 
under the backup withholding rules from a payment to a beneficial owner would be allowed as a 
refund or a credit against such beneficial owner’s federal income tax liability provided the required 
information is furnished to the IRS. 

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

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

ABSENCE OF LITIGATION 

There is no action, suit, proceeding, inquiry or investigation, at law or in equity, before or by 
any court, regulatory agency, public board or body, pending or, to the knowledge or the Authority or 
the City, threatened against the Authority or the City, affecting the existence of the Authority or the 
City, or the titles of their respective officers to their respective offices or seeking to restrain or enjoin 
the sale or issuance of the Bonds, the application of the proceeds thereof in accordance with the 
Indenture, or in any way contesting or effecting the validity of the Bonds, the Indenture, the Facility 
Lease or the Site Lease, or any action of the Authority or the City contemplated by any of said 
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documents, or in any way contesting the completeness or accuracy of this Official Statement or any 
amendment or supplement hereto, or contesting the powers of the Authority or the City or their 
respective authority with respect to the Bonds, nor to the knowledge to the Authority and the City is 
there any basis therefor.   

INDEPENDENT AUDITORS 

The basic financial statements of the City as of June 30, 2006, portions of which are included 
in Appendix D to this Official Statement, have been audited by Maze & Associates (the “Auditor”), 
independent certified public accountants, as set forth in their report.  The Auditor’s consent is not 
required for the inclusion of the City’s financial statements in this Official Statement, and no such 
consent has been requested or obtained. 

RATINGS 

Fitch Ratings (“Fitch”) and Standard & Poor’s Ratings Services (“S&P”) are expected to 
assign their ratings of “AAA” and “AAA”, respectively, to the Bonds with the understanding that 
upon delivery of the Bonds, the Bond Insurance Policy will be issued by the Insurer.  In addition, 
Fitch has assigned an underlying rating of “A+” to the Bonds and S&P has assigned an underlying 
rating of “A” to the Bonds.  Generally, rating agencies base their ratings on information and material 
furnished directly to them and on investigations, studies and assumptions made by them.  The ratings 
reflect only the views of such organizations and an explanation of the significance of such ratings 
may be obtained from Fitch Ratings, One State Street Plaza, New York, New York 10004 and 
Standard & Poor’s Ratings Services, 55 Water Street, New York, New York 10041.  There is no 
assurance that the ratings will continue for any given period of time or that they will not be revised 
downward or withdrawn entirely by such rating agencies, if, in the judgment of such rating agencies, 
circumstances so warrant.  Any such downward revision or withdrawal of such ratings may have an 
adverse effect on the market price of the Bonds. 

UNDERWRITING 

The Bonds are being purchased by Banc of America Securities LLC (the “Underwriter”), 
under a Purchase Contract pursuant to which the Underwriter has agreed to purchase all, but not less 
than all, of the Bonds for an aggregate purchase price of $62,067,517.37 (representing the principal 
amount of the Bonds, less Underwriter’s discount of $207,482.63).   

FINANCIAL ADVISOR 

The City has retained Public Financial Management, Inc., San Francisco, California, as 
financial advisor with respect to the issuance of the Bonds.  Public Financial Management, Inc. is not 
obligated to undertake, and has not undertaken to make, an independent verification or to assume 
responsibility for the accuracy, completeness or fairness of the information contained in this Official 
Statement.  Public Financial Management, Inc. is an independent advisory firm and is not engaged in 
the business of underwriting, trading or distributing municipal securities or other public securities. 

APPROVAL OF LEGAL PROCEEDINGS 

The validity of the Bonds and certain other legal matters are subject to the approving opinion 
of Sidley Austin LLP, San Francisco, California, Bond Counsel.  A copy of the proposed form of the 
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opinion of Bond Counsel is attached as Appendix E hereto.  Bond Counsel has undertaken no 
responsibility for the accuracy, completeness and fairness of this Official Statement.  Certain legal 
matters will be passed upon for the Underwriter by Orrick, Herrington & Sutcliffe LLP, for the 
Authority and the City by the City Attorney and by Stradling Yocca Carlson & Rauth, a Professional 
Corporation, Newport Beach, California, Disclosure Counsel; for the Trustee by its General Counsel; 
and for the Bond Insurer by its General Counsel. 

VERIFICATION OF MATHEMATICAL ACCURACY 

Concurrently with the issuance of the Bonds, The Arbitrage Group, independent accountants, 
will deliver a report with respect to the mathematical accuracy of certain computations, contained in 
schedules provided to them, which were prepared by the Underwriter, relative to the sufficiency of 
moneys and securities deposited into the escrow funds established pursuant to the 1997 Escrow 
Agreement and the 1998 Escrow Agreement to pay, when due the principal, whether at maturity or 
upon prior redemption, interest and redemption premium requirements of the Series 1997 Bonds and 
the Series 1998 Bonds.  The report of The Arbitrage Group will include the statement that the scope 
of its engagement is limited to verifying the mathematical accuracy of the aforesaid computations 
and that it has no obligation to update its report because of events occurring, or data or information 
coming to its attention, subsequent to the date of the report. 

CONTINUING DISCLOSURE 

The City has covenanted for the benefit of the owners of the Bonds to provide certain 
financial information and operating data and the City by not later than 270 days after the end of the 
City’s Fiscal Year (presently June 30) commencing with the report for the City’s 2006-07 Fiscal 
Year (the “Annual Reports”) and to provide notices of the occurrence of certain enumerated events, 
if deemed by the City to be material.  The Annual Reports will be filed by the Trustee, as 
Dissemination Agent on behalf of the City, with each Nationally Recognized Municipal Securities 
Information Repository and with any State Repository which may be designated by the State of 
California (collectively, the “Repositories”) and with the Underwriter.  The notices of material events 
will be filed by the Trustee, as Dissemination Agent on behalf of the City, with the Repositories with 
copies to the City and the Underwriter.  The specific nature of the information to be contained in the 
Annual Reports or the notices of material events is set forth in Appendix F — “FORM OF 
CONTINUING DISCLOSURE AGREEMENT.”  These covenants have been made in order to assist 
the Underwriter in complying with Rule 15c2 12(b)(5) of the Securities and Exchange Commission 
(the “Rule”).   

The City believes that it has never failed in any material respect to comply with an 
undertaking pursuant to the Rule.  However, in October 2006, the City caused to be filed 
supplements to each of the five most recent annual reports that had been filed for it pursuant to the 
Continuing Disclosure Agreement executed by the City in connection with its Refunding Revenue 
Certificates of Participation (1997),Water Utility System Refinancing Project.  The five annual 
reports in question had not included certain data which the City believes (a) was not literally required 
to be included therein by the terms of the applicable Continuing Disclosure Agreement, (b) was not 
material or (c) could be calculated from data the City had included in such annual reports.  
Notwithstanding the City’s beliefs in this regard, it included the data in question in the aforesaid 
supplements.  Moreover, in rechecking its data in connection with the filing of the supplements, the 
City made certain additional revisions to the original information included in its original annual 
reports.  In addition to the foregoing, the City has determined that its annual report with respect to its 



The City believes that it has never failed in any material respect to comply with an 
undertaking pursuant to the Rule. However, in October 2006, the City caused to be filed 
supplements to each of the five most recent annual reports that had been filed for it pursuant to the 
Continuing Disclosure Agreement executed by the City in connection with its Refunding Revenue 
Certificates of Participation (1997),Water Utility System Refinancing Project. The five annual 
reports in question had not included certain data which the City believes (a) was not literally required 
to be included therein by the terms of the applicable Continuing Disclosure Agreement, (b) was not 
material or (c) could be calculated from data the City had included in such annual reports. 
Notwithstanding the City's beliefs in this regard, it included the data in question in the aforesaid 
supplements. Moreover, in rechecking its data in connection with the filing of the supplements, the 
City made certain additional revisions to the original information included in its original annual 
reports. In addition to the foregoing, the City has determined that its annual report with respect to its 
Wastewater Collection and Treatment System for the Fiscal Year ended June 30, 2005 erroneously 
included payments received in settlement of certain litigation in "Gross Revenues" for purposes of 
calculating debt service coverage. The City has since filed with the dissemination agent an amended 
annual report correcting that mistake. 

MISCELLANEOUS 

Reference is made herein to certain documents and reports which are brief summaries thereof 
which do not purport to be complete or definitive, and reference is made to such documents and 
complete statement of the contents thereof. 

Any statements in this Official Statement involving matters of opinion, whether or not 
expressly so stated, are intended as such and not as representations of fact. This Official Statement is 
not to be construed as a contract or agreement between the Authority or the City and the purchasers 
or holder of any Bonds. 

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

MODEST0 PUBLIC FI ANCING AUTHORITY r, 
By: da/L 

Auditor hnd Treasurer 

CITY OF MODEST0 
r l  

By: M~L 
Finance birector/~reasurer 
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APPENDIX A 

SUMMARY OF CERTAIN PROVISIONS OF THE LEGAL DOCUMENTS 

The following is a summary of certain provisions of the Indenture, the Facility Lease and the 
Sublease which are not described elsewhere in this Official Statement.  These summaries do not 
purport to be to be complete or definitive and reference should be made to such documents for a full 
and complete statement of their provisions.  See “THE BONDS” and “SECURITY AND SOURCES 
OF PAYMENT FOR THE BONDS” for further descriptions of certain terms and provisions of the 
Bonds.  All capitalized terms not defined in this Official Statement have the meanings set forth in the 
Indenture.

DEFINITIONS 

“Act” means the Joint Exercise of Powers Act (being Chapter 5 of Division 7 of Title 1 of the 
Government Code of the State), as the same is now in effect and as from time to time amended or 
supplemented. 

“Additional Bonds” means any bonds issued under the Indenture pursuant to the provisions 
thereof and a Supplemental Indenture. 

“Additional Payments” means the payments so designated and required to be made by the 
City pursuant to the Facility Lease. 

“ARS” means Auction Rate Securities. 

“ARS Mode” means the Mode during which the Bonds evidence interest at the ARS Rate. 

“ARS Rate” shall have the meaning specified in Appendix B to this Official Statement. 

“ARS Rate Conversion Date” shall have the meaning specified in Appendix B to this Official 
Statement. 

“Authority Account” means the account by that name in the Bond Purchase Fund established 
pursuant to the Indenture. 

“Authorized Denominations” means, with respect to the Bonds in the ARS Mode, $25,000 
and any integral multiple thereof. 

“Authorized Officer” or “Authorized Representative” means, with respect to the Authority, 
any of its Chairperson, Vice Chairperson, Executive Director, Auditor and Treasurer or any other 
person designated as an Authorized Representative and, with respect to the City means the Mayor, 
City Manager, Finance Director or any other officer of the City designated by any such office as an 
Authorized Representative. 

“Base Rental Payments” means all amounts payable to the Authority from the City as Base 
Rental Payments pursuant to the Facility Lease. 
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“Base Rental Payment Schedule” means the schedule of Base Rental Payments payable to the 
Authority from the City pursuant to the Facility Lease and attached thereto as Exhibit B, as it may 
from time to time be supplemented, modified or amended. 

“Bond Insurance Policy” means the financial guaranty insurance policy insuring the payment 
when due of principal of and interest on the Bonds. 

“Bond Insurer” means CIFG Assurance North America, Inc., a financial guaranty insurance 
company incorporated under the laws of the State of New York, the Bond Insurer with respect to the 
Bonds.

“Bond Purchase Fund” means the fund by that name established pursuant to the Indenture. 

“Business Day” means any day on which banks located in New York, New York, San 
Francisco, California and the city in which the Principal Office of the Trustee is located are not 
required or authorized to be closed and on which The New York Stock Exchange is open. 

“Certificate,” “Statement,” “Request” and “Requisition” of the Authority or the City means, 
respectively, a written certificate, statement, request or requisition signed in the name of the 
Authority by its Authorized Officer or such other person as may be designated and authorized to sign 
for the Authority and signed in the name of the City by its Authorized Officer or such other person as 
may be designated and authorized to sign for the City in writing to the Trustee.  Any such instrument 
and supporting opinions or representations, if any, may, but need not, be combined in a single 
instrument with any other instrument, opinion or representation, and the two or more so combined 
shall be read and construed as a single instrument.  If and to the extent required by the Indenture, 
each such instrument shall include the statements provided for in the Indenture. 

“Code” means the Internal Revenue Code of 1986, or any successor statute thereto and any 
regulations promulgated thereunder. 

“Costs of Issuance” means all items of expense directly or indirectly payable by or 
reimbursable to the Authority or the City and related to the authorization, issuance, sale and delivery 
of the Bonds, including but not limited to advertising and printing costs, costs of preparation and 
reproduction of documents, filing and recording fees, initial fees and charges of the Trustee, initial 
and ongoing fees and charges of the Authority, legal fees and charges, fees and disbursements of 
consultants and professionals, title insurance fees, Rating Agency fees, fees and charges for 
preparation, execution, transportation and safekeeping of the Bonds, and any other cost, charge or fee 
in connection with the original issuance of the Bonds. 

“Costs of Issuance Fund” means the fund by that name established pursuant to the Indenture. 

“Daily Mode” means the Mode during which the Bonds evidence interest at the Daily Rate. 

“Daily Rate” means the per annum interest rate with the Bonds in the Daily Mode determined 
pursuant to the Indenture. 

“Daily Rate Period” means the period during which the Bonds in the Daily Mode evidences 
interest at a Daily Rate, which shall be from the Business Day upon which a Daily Rate is set to but 
not including the next succeeding Business Day. 
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“Date of Issuance,” with respect to the Bonds, means April 18, 2007. 

“Debt Service” means, for any Fiscal Year or other period, the sum of (a) the interest 
accruing during such Fiscal Year or other period on all Outstanding Bonds and Swaps assuming that 
all Outstanding Serial Bonds are retired as scheduled and that all Outstanding Term Bonds are 
redeemed or paid from sinking fund payments as scheduled (except to the extent that such interest is 
to be paid from the proceeds of sale of any Bonds so long as such funded interest is in an amount 
equal to the gross amount necessary to pay such interest on the Bonds and is invested in United 
States Government Obligations which mature no later than the related Interest Payment Date), (b) the 
principal amount of all Outstanding Serial Bonds maturing during such Fiscal Year or other period, 
and (c) the principal amount of all Outstanding Term Bonds required to be redeemed or paid 
(together with the premiums, if any, thereon) during such Fiscal Year or other period; provided, that 
the foregoing shall be subject to adjustment and recalculation as follows: 

(1) with respect to Capital Appreciation Bonds, the Accreted Value payment shall be 
deemed a principal payment; and 

(2) with respect to Swaps and Swapped Bonds, the interest payments shall be adjusted to 
give effect to the Swap in such manner and to such extent (1) as may be required under generally 
accepted accounting principles, consistently applied or (2) as shall be stated in a Certificate of the 
Authority (which Certificate shall be delivered to the Trustee concurrently with the later of the 
issuance of the Swapped Bonds or the execution of the Swap) in such manner as shall present fairly 
the reasonably expected Debt Service on the Swap and Swapped Bonds after the execution of the 
Swap; and 

(3) with respect to Variable Rate Bonds, the interest payments shall be calculated at a 
rate equal to 150% of the highest rate borne by such Bonds in the last 12 months or with respect to 
the initial issuance of such Variable Rate Bonds at 150% of the highest rate borne by a comparable 
issue of bonds as certified to by the Remarketing Agent or Broker-Dealer. 

“Depository” means DTC or another recognized securities depository selected by the 
Authority which maintains a book-entry system for the Bonds. 

“Electronic” means telecopy, facsimile transmission, e-mail transmission or other similar 
electronic means of communication providing evidence of transmission, including a telephonic 
communication confirmed by any other method set forth in this definition. 

“Eligible Bonds” means any Bonds other than Liquidity Facility Bonds or Bonds owned by, 
for the account of, or on behalf of, the Authority or the City. 

“Expiration Date” means (i) the date upon which a Liquidity Facility is scheduled to expire 
(taking into account any extensions of such Expiration Date by virtue of extensions of a particular 
Liquidity Facility, from time to time) in accordance with its terms, including without limitation 
termination upon delivery of an Alternate Liquidity Facility and (ii) the date upon which a Liquidity 
Facility terminates following voluntary termination by the Authority. 

“Extraordinary Swap Payment” means any termination payment or any payment other than a 
Regular Swap Payment due under or pursuant to a Swap. 
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“Favorable Opinion of Bond Counsel” means an opinion of Bond Counsel addressed to the 
Authority and the Trustee to the effect that the action proposed to be taken is authorized or permitted 
by the laws of the State of California and the Indenture and will not result in the inclusion of interest 
on the Bonds in gross income for federal income tax purposes. 

“Fiscal Year” means the period beginning on July 1 of each year and ending on the next 
succeeding June 30, or any other annual accounting period selected and designated by the Authority 
as its Fiscal Year. 

“Fixed Rate” means the per annum interest rate or interest rates evidenced by Fixed Rate 
Bonds determined pursuant to the Indenture. 

“Fixed Rate Bonds” means the Bonds in a Fixed Rate Mode that are not Swapped Bonds. 

“Fixed Rate Mode” means the Mode during which Fixed Rate Bonds evidence interest at a 
Fixed Rate. 

“Fixed Rate Period” means, with respect to Fixed Rate Bonds converted to the Fixed Rate 
Mode, the period from the Mode Change Date upon which such Fixed Rate Bonds were converted to 
a Fixed Rate Mode to but not including the Maturity Date. 

“Flexible Mode” means the Mode during which the Bonds evidence interest at Flexible 
Rates.

“Flexible Rate” means the per annum interest rate determined for the Flexible Rate Bonds 
pursuant to the Indenture. 

“Flexible Rate Period” means, with respect to the Flexible Rate Bond, the period of from one 
(1) to three hundred ninety-seven (397) calendar days (which Flexible Rate Period must end on a day 
preceding a Business Day) during which a Flexible Rate Bond shall evidence interest at a Flexible 
Rate, as established by the Remarketing Agent pursuant to the Indenture. 

“Holder,” “Bondholder” or “Owner,” with respect to a Bond, means the Person in whose 
name such Bond is registered. 

“Interest Account” means the account by that name in the Revenue Fund established pursuant 
to the Indenture. 

“Interest Accrual Period” means the period during which Bonds accrue interest payable on 
the next Interest Payment Date applicable thereto.  Each Interest Accrual Period shall commence on 
(and include) the last Interest Payment Date to which interest has been paid (or, if no interest has 
been paid, from the date of original authentication and delivery of the Bonds) to, but not including, 
the Interest Payment Date on which interest is to be paid.  If, at the time of authentication of any 
Bond, interest is in default or overdue with respect to the Bonds, such Bond shall evidence interest 
from the date to which interest has previously been paid in full or made available for payment in full 
with respect to the Bonds. 

“Interest Payment Date” means each date on which interest is to be paid and is each date 
defined as an Interest Payment Date in the ARS Provisions set forth in Appendix B of this Official 
Statement, and any date that is an ARS Rate Conversion Date. 
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“Interest Period” means, for the Bonds in a particular Mode, the period of time that the Bonds 
evidence interest at the rate (per annum) which becomes effective at the beginning of such period, 
and shall include an ARS Rate Period, a Daily Rate Period, a Weekly Rate Period, a Flexible Rate 
Period, a Term Rate Period, and a Fixed Rate Period. 

“Joint Powers Agreement” means the Joint Exercise of Powers Agreement by and between 
the City and the Industrial Development Authority of the City of Modesto, dated as of December 1, 
1989 as originally executed and as it may from time to time be amended or supplemented. 

“Lease Default Event” means any Event of Default occurring under the Facility Lease. 

“Leased Property” means the real property described in the Facility Lease, together with all 
property subsequently added thereto, or any property substituted for all or any portion of the Leased 
Property in accordance with the Indenture or the Facility Lease. 

“Liquidity Agreement” means any reimbursement agreement, credit agreement, line of credit 
agreement, standby purchase agreement or other agreement, between a Bond Insurer or a Liquidity 
Facility Provider, as applicable, and the Authority and/or the City, as the same may be amended from 
time to time pursuant to its terms. 

“Liquidity Facility” means a line of credit, letter of credit, standby purchase agreement or 
similar liquidity facility issued by a commercial bank or other financial institution or, in the event of 
the delivery or availability of an Alternate Liquidity Facility, such Alternate Liquidity Facility. 

“Liquidity Facility Account” means the account by that name in the Bond Purchase Fund 
established pursuant to the Indenture. 

“Liquidity Facility Bonds” means Bonds purchased with moneys drawn under (or otherwise 
obtained pursuant to the terms of) a Liquidity Facility, but excluding Bonds no longer considered to 
be Liquidity Facility Bonds in accordance with the terms of the applicable Liquidity Facility. 

“Liquidity Facility Provider” means the commercial bank, insurance company, pension fund 
or other financial institution issuing (or having primary obligation, or acting as agent for the financial 
institutions obligated, under) a Liquidity Facility then in effect. 

“Long-Term Interest Period” means a Term Rate Period or a Fixed Rate Period. 

“Long-Term Mode” means a Term Rate Mode or a Fixed Rate Mode. 

“Mandatory Purchase Date” means any Mode Change Date (except a change in Mode 
between the Daily Mode and the Weekly Mode) and any date on which the Bonds may be prepaid by 
the Authority in a notice delivered to the Trustee, which Mandatory Purchase Date should be not less 
than forty-five (45) days (or such lesser period as shall be agreed to by the Trustee) after the 
Trustee’s receipt of such notice from the Authority, and which notice shall be accompanied by a 
Favorable Opinion of Bond Counsel. 

“Maturity Date” means the final date upon which principal is due on the Bonds, which is 
September 1, 2033. 
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“Maximum Annual Base Rental Payment” means the maximum annual payment which the 
City may be obligated to make with respect to the Base Rental Payments for the Project, as provided 
in the Facility Lease, or for any Subsequent Project, as provided and determined in a supplement to 
the Facility Lease. 

“Maximum Rate” means, with respect to all Bonds other than Liquidity Facility Bonds, 12% 
per annum, and with respect to Liquidity Facility Bonds, such rate as is provided for in the applicable 
Liquidity Facility and not greater than 25% per annum; provided, however, that the Maximum Rate 
shall not exceed the highest rate then permitted by law. 

“Mode” means, as the context may require, the ARS Mode, the Daily Mode, the Weekly 
Mode, the Flexible Mode, the Term Rate Mode, or the Fixed Rate Mode. 

“Mode Change Date” means with respect to the Bonds in a particular Mode, the day on 
which another Mode for the Bonds begins, and includes an ARS Rate Conversion Date and a 
Conversion Date. 

“Mode Change Notice” means the notice from the Authority to the other Notice Parties of the 
intention of the Authority to change the Mode with respect to the Bonds. 

“Nationally Recognized Municipal Securities Information Repository” or “NRMSIR” means 
each such repository identified by the Securities Exchange Commission as such from time to time. 

“1998 Bonds” means the Authority’s Lease Revenue Bonds, Series 1998 (Capital 
Improvements and Refinancing Project). 

“1998 Indenture” means trust indenture, dated as of March 1, 1998, by and between the 
Authority and the 1998 Trustee pursuant to which the 1998 Bonds were issued. 

“1998 Lease” means the Lease/Purchase Agreement, dated as of March 1, 1998, as amended 
by Amendment No. 1 to Lease/Purchase Agreement, dated June 15, 2000 and Amendment No. 2 to 
Lease/Purchase Agreement, dated October 15, 2002, each by and between the City and the Authority. 

“1998 Trustee” means The Bank of New York Trust Company, N.A., as successor trustee, 
under the 1998 Indenture. 

“Noticed Termination Date” means the date on which a Liquidity Facility Providers 
obligation to advance funds or purchase Bonds under a Liquidity Facility terminates as stated in the 
Liquidity Facility Providers notice of termination delivered pursuant to the Liquidity Facility due to a 
default under specified sections of the Liquidity Facility, which date of termination shall be twenty 
(20) days (or such longer period as is specified in the Liquidity Facility) after the date of receipt by 
the Trustee of such notice. 

“Notice Parties” means the Authority, the City, the Trustee, the Bond Insurer, if any, the 
Liquidity Facility Provider, if any, the Broker-Dealer, if any, the Auction Agent, if any, the 
Remarketing Agent, if any, and the Fixed Rate Remarketing Agent, if any. 

“Opinion of Counsel” means a written opinion of counsel of recognized standing in the field 
of law being addressed in such opinion retained the Authority. 
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“Outstanding,” when used as of any particular time with reference to Bonds, means (subject 
to the provisions of the Indenture relating to disqualified bonds) all Bonds theretofore, or thereupon 
being, authenticated and delivered by the Trustee under the Indenture except (1) Bonds theretofore 
canceled by the Trustee or surrendered to the Trustee for cancellation; (2) Bonds with respect to 
which all liability of the Authority shall have been discharged in accordance with the Indenture 
including Bonds (or portions of Bonds) referred to in the provision of the Indenture relating to 
disqualified bonds; and (3) Bonds for the transfer or exchange of or in lieu of or in substitution for 
which other Bonds shall have been authenticated and delivered by the Trustee pursuant to the 
Indenture and when used with reference to Swaps, means all Swaps that have not been terminated 
pursuant to the terms thereof and all Swaps pursuant to which the Authority has existing or future 
obligations.

“Permitted Encumbrances” means (1) liens for general ad valorem taxes and assessments, if 
any, not then delinquent, or which the City may, pursuant to the Facility Lease, permit to remain 
unpaid; (2) easements, rights of way, mineral rights, drilling rights and other rights, reservations, 
covenants, conditions or restrictions which exist of record as of the date of recordation of the Facility 
Lease in the office of the County Recorder of the County of Stanislaus and which the City certifies in 
writing will not materially impair the use of the Leased Property; (3) the Sublease, as it may be 
amended from time to time and the Facility Lease, as it may be amended from time to time; (4) the 
Indenture, as it may be amended from time to time; (5) any right or claim of any mechanic, laborer, 
materialman, supplier or vendor not filed or perfected in the manner prescribed by law; 
(6) easements, rights of way, mineral rights, drilling rights and other rights, reservations, covenants, 
conditions or restrictions to which the Authority and the City consent in writing and certify to the 
Trustee will not materially impair the ownership interests of the Authority or use of the Leased 
Property by the City; and (7) subleases and assignments of the City which will not adversely affect 
the exclusion from gross income of interest on the Bonds. 

“Permitted Investments” means any of the following obligations if and to the extent then 
permitted by law: 

(1) Federal Securities; 

(2) Obligations, participations, or other instruments of or issued by, or fully guaranteed 
as to interest and principal by, the Government National Mortgage Association (excluding stripped 
mortgage backed securities which are valued at greater than par on the unpaid principal); 

(3) Bills of exchange or time drafts drawn on and accepted by a commercial bank 
(including the Trustee or any of its affiliates), otherwise known as bankers acceptances, which are 
eligible for purchase by the Federal Reserve System and which are drawn on any bank the short-term 
obligations of which are rated in the highest letter and numerical rating category as provided by 
Moody’s and by S&P; provided, that purchases of eligible bankers acceptances may not exceed 
270 days’ maturity; 

(4) Commercial paper of “prime” quality of the highest ranking or of the highest letter 
and numerical rating category as provided by Moody’s and by S&P, which commercial paper is 
limited to issuing corporations that are organized and operating within the United States of America 
and that have total assets in excess of $500,000,000 and that have an “Al” or higher rating for the 
issuer’s unsecured debentures, other than commercial paper, as provided by Moody’s and by S&P; 
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provided, that purchases of eligible commercial paper may not exceed 180 days’ maturity nor 
represent more than 10% of the outstanding commercial paper of an issuing corporation; 

(5) Non-negotiable certificates of deposit issued by a state or national bank (including the 
Trustee or any of its affiliates) that have maturities of not more than 365 days or deposit accounts 
with a state or national bank and that are fully insured by the Federal Deposit Insurance Corporation 
or the short term obligations of which state or national bank are rated no lower that “Al” by Moody’s 
and “A+” by S&P; 

(6) Any repurchase agreement of any securities enumerated in subdivisions (1) and (2) 
with any state or national bank (including the Trustee or any of its affiliates) or government bond 
dealer reporting to, trading with, and recognized as a primary dealer by the Federal Reserve Bank of 
New York, which agreement is either (A) with any institution which has debt rated no lower than 
“Al” by Moody’s and “A+” by S&P or whose commercial paper is rated no lower than “P 1” by 
Moody’s and no lower than “A 1” by S&P; (B) with any corporation or other entity that falls under 
the jurisdiction of the Federal Bankruptcy Code; provided, that (a) the term of such repurchase 
agreement is less than one (1) year or due on demand; (b) the Trustee or a third party acting solely as 
agent for the Trustee has possession of the collateral; (c) the market value of the collateral (as 
determined at least once in every 14 days) exceeds the principal amount of the repurchase agreement 
plus accrued interest and the market value of the collateral is maintained at levels acceptable to 
Moody’s and to S&P; (d) failure to maintain the requisite collateral levels will require the Trustee to 
liquidate the collateral immediately; and (e) the repurchase agreement securities are free and clear of 
any third-party lien or claim; or (C) with financial institutions insured by the Federal Deposit 
Insurance Corporation or any broker-dealer with “retail customers” which falls under the jurisdiction 
of the Securities Investors Protection Corporation; provided, that: (a) the market value of the 
collateral (as determined at least once in every 14 days) exceeds the principal amount of the 
repurchase agreement plus accrued interest and the market value of the collateral is maintained at 
levels acceptable to Moody’s and to S&P; (b) the Trustee or a third party acting solely as agent for 
the Trustee has possession of the collateral; (c) the Trustee has a perfected first priority security 
interest in the collateral; (d) the collateral is free and clear of third-party liens and in the case of a 
Securities Investors Protection Corporation broker was not acquired pursuant to a repurchase 
agreement or reverse repurchase agreement; and (e) failure to maintain the requisite collateral 
percentage will require the Trustee to liquidate the collateral immediately; 

(7) Certificates, notes, warrants, bonds or other evidence of indebtedness of the State or 
any local agencies therein which are rated in the highest short-term rating category or within one of 
the three highest long-term rating categories by Moody’s and by S&P (excluding securities that do 
not have a fixed par value and/or whose terms do not promise a fixed dollar amount at maturity or 
call date); 

(8) For amounts less than $100,000, interest-bearing demand or time deposits (including 
certificates of deposit) in a nationally or state-chartered bank fully insured by the Federal Deposit 
Insurance Corporation, including the Trustee or any affiliate thereof, and of which an aggregate total 
of $100,000 is not exceeded in any one financial institution; 

(9) Investments in units of a money-market fund portfolio that is rated in the highest 
letter and numerical rating category by Moody’s and by S&P (including funds for which the Trustee, 
its affiliates or subsidiaries provide investment advisory or other management services) and that is 
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composed of obligations guaranteed by the full faith and credit of the United States of America or 
repurchase agreements collateralized by such obligations; 

(10) A guaranteed investment contract with a financial institution or insurance company 
(or guaranteed by a financial institution or insurance company) which has at the date of execution 
thereof an outstanding issue of unsecured, uninsured and unguaranteed debt obligations or a claims 
paying ability rated within the two highest rating categories of any Rating Agency;  

(11) The Local Agency Investment Fund or similar pooled fund operated by or on behalf 
of the State and which is authorized to accept investments by or on behalf of the Authority of the 
moneys held by the Trustee in any of the accounts or funds established pursuant to the Indenture to 
the extent deposits and withdrawals may be made by the Trustee directly; and 

(12) other forms of investments approved in writing by the related Bond Insurer. 

“Person” means an individual, corporation, firm, association, partnership, trust, joint venture 
or any other legal entity or group of entities, including a government or political subdivision or an 
agency or instrumentality thereof. 

“Principal Account” means the account by that name in the Revenue Fund established 
pursuant to the Indenture. 

“Project Fund” means the fund by that name established pursuant to the Indenture. 

“Provider Payment Account” means the account by that name established pursuant to the 
Indenture.

“Providers” means, collectively, the Swap Providers, the Liquidity Facility Providers, and the 
Reserve Facility Providers (if applicable) and any other party to an agreement with the City or the 
Authority in connection with the Bonds by which any Related Obligation is created. 

“Purchase Date” means any Mandatory Purchase Date. 

“Purchase Price” means an amount equal to the principal amount of the Bonds purchased on 
any Purchase Date, plus accrued interest to such Purchase Date (unless such Purchase Date is also an 
Interest Payment Date, in which case the Purchase Price shall not include accrued interest, which 
shall be paid in the normal course). 

“Rate Determination Date” means any date on which the interest rate with respect to the 
Bonds shall be determined, which shall be each Auction Date for the Bonds in the ARS Mode. 

“Record Date” means the Business Day immediately preceding each Interest Payment Date. 

“Redemption Price” means, with respect to any Bond (or portion thereof), the principal 
amount of such Bond (or portion) plus the applicable premium, if any, payable upon redemption 
thereof pursuant to the provisions of such Bond and the Indenture. 

“Regular Swap Payment” means any net payment (excluding any termination payment) due 
on any settlement date based on the swap rate pursuant to the Swap. 
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“Related Obligations” means the obligations of the Authority under any hedge agreement 
(including without limitation, any Swap), credit agreement, liquidity agreement or similar agreement 
entered into in connection with or related to the Bonds or a series thereof. 

“Reserve Facility” means a surety bond or insurance policy issued to the Trustee, on behalf 
of the Bondholders, by a company licensed to issue an insurance policy guaranteeing the timely 
payment of the principal of and interest on the Bonds if such entity shall be rated in the highest rating 
categories issued by Moody’s and by S&P, or a letter of credit issued or confirmed by a state or 
national bank, or a foreign bank with an agency or branch located in the United States, which has 
outstanding an issue of unsecured long term debt securities rated at least equal to the second highest 
rating category by Moody’s and S&P, or any combination thereof, deposited with the Trustee by the 
Authority to satisfy the Reserve Fund Requirement. 

“Reserve Facility Costs” means amounts owed with respect to repayment of draws on a 
Reserve Facility, including interest thereon at the rate specified in the agreement pertaining to such 
Reserve Facility and expenses owed to the provider of a Reserve Facility. 

“Reserve Fund Requirement” means with respect to all Outstanding Bonds an amount equal 
to the lesser of (i) the maximum annual Debt Service attributable to the Outstanding Bonds and 
(ii) 125% of average annual Debt Service attributable to the Outstanding Bonds; provided that with 
respect to the calculation of the Reserve Fund Requirement upon the issuance of a series of 
Additional Bonds the amount calculated shall be the least of (i) or (ii) above, or the amount derived 
by the addition of 10% of the proceeds from the sale of such series of Additional Bonds to the 
Reserve Fund and provided further that the Reserve Fund Requirement shall be reduced to the extent 
necessary so that all amounts therein may be deposited from Bond proceeds without requiring a 
portion thereof to be yield restricted in accordance with requirements of the Code. 

“Revenues” means: (i) all Base Rental Payments and other payments paid by the City and 
received by the Authority pursuant to the Facility Lease (but not Additional Payments), (ii) all 
interest or other income from any investment, pursuant to the Indenture, of any money in any fund or 
account (other than the Rebate Fund) established pursuant to the Indenture or the Facility Lease, 
(iii) Swap Revenues, if any, and (iv) any additional security, pursuant to the Indenture. 

“Securities Depository” means The Depository Trust Company and its successors and 
assigns, or any other securities depository selected as set forth in the Indenture. 

“Supplemental Indenture” means any indenture duly authorized and entered into between the 
Authority and the Trustee, supplementing, modifying or amending the Indenture or providing for the 
issuance of Additional Bonds and entered into as provided in the Indenture. 

“Swap” means an interest rate swap, cap, floor, collar or other hedging transaction which is 
entered into by the Authority for the purpose of managing interest rate risk with respect to specified 
Bonds which are being issued concurrently with the execution of the Swap, which are proposed to be 
issued in connection with such Swap, or which are Outstanding at the time of execution of such 
Swap.

“Swap Payment Date” means each date on which Regular Swap Payments are to be paid. 

“Swap Provider” means an entity which is a party to a Swap with the Authority. 
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“Swap Revenues” means the sum of money due to be paid by a Swap Party to the Authority 
pursuant to any Swap subject to any netting of payments provided by the applicable Swap. 

“Swapped Bonds” means the Bonds to which a Swap relates. 

“Tax Certificate” means the Tax Certificate and Agreement delivered by the Authority and 
the City at the time of issuance and delivery of the Bonds, as the same may be amended or 
supplemented in accordance with its terms. 

“Term Rate” means the per annum interest rate for the Bonds in the Term Rate Mode 
determined pursuant to the Indenture. 

“Term Rate Mode” means the Mode during which the Bonds evidence interest at a Term 
Rate.

“Term Rate Period” means the period from (and including) the Mode Change Date or the 
date of initial conversion of the Bonds to a Term Rate Mode, as applicable, to (but excluding) the last 
day of the first period that such Bonds shall be in the Term Rate Mode as established by the 
Authority pursuant to the Indenture and, thereafter, the period from (and including) the beginning 
date of each successive Interest Rate Period selected for the Bonds by the Authority pursuant to the 
Indenture while such Bonds are in the Term Rate Mode to (but excluding) the commencement date 
of the next succeeding Interest Period, including another Term Rate Period.  Except as otherwise 
provided in the Indenture, an Interest Period for Bonds in the Term Rate Mode must be at least one 
hundred eighty (180) days in length. 

“Variable Rate Bonds” means the Bonds that are not Swapped Bonds which bear interest in a 
Daily Mode, Weekly Mode, Flexible Mode or ARS Mode. 

“Weekly Mode” means the Mode during which the Bonds evidence interest at the Weekly 
Rate.

“Weekly Rate” means the per annum interest rate with respect to the Bonds in the Weekly 
Mode determined pursuant to the Indenture. 

“Weekly Rate Period” means the period during which the Bonds evidence interest at a 
Weekly Rate, which shall be the period commencing on Thursday of each week to and including 
Wednesday of the following week, except the first Weekly Rate Period which shall be from the 
Mode Change Date for such Bonds to and including the Wednesday of the following week and the 
last Weekly Rate Period which shall be from and including the Thursday of the week prior to the 
Mode Change Date to and including the day next preceding the Mode Change Date. 

THE INDENTURE 

Pledge and Assignment 

Subject only to the provisions of the Indenture permitting the application thereof for the 
purposes and on the terms and conditions set forth in the Indenture, there are pledged under the 
Indenture all of the Revenues and any other amounts held in any fund or account established 
pursuant to the Indenture (other than the Bond Purchase Fund and the Rebate Fund) to (1) secure the 
payment of the principal of and premium, if any, and interest on the Bonds in accordance with their 
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terms, and (2) secure the payment of any Related Obligations.  Said pledge shall constitute a first lien 
on and security interest in such assets and shall attach, be perfected and be valid and binding from 
and after delivery by the Trustee of the Bonds, without any physical delivery thereof or further act. 

The Authority transfers in trust, grants a security interest in and assigns to the Trustee, for the 
benefit of the Holders from time to time of the Bonds and any Providers, all of the Revenues and 
other assets pledged in the preceding paragraph and all of the rights of the Authority under the 
Facility Lease to receive and collect Base Rental Payments and other amounts (except for (1) the 
right to receive any Additional Payments to the extent payable to the Authority and (2) any rights of 
the Authority to indemnification), and the right to enforce, whether by action at law or in equity or by 
other means, all provisions covenants and agreements of the Facility Lease with respect to the 
payment of Base Rental Payments.  The Trustee shall be entitled to and shall collect and receive all 
of the Revenues, and any Revenues 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 and shall take 
all steps actions and proceedings reasonably necessary in its judgment to enforce all of the rights of 
the Authority and all of the obligations of the City under the Facility Lease; provided that these rights 
shall not extend to any right to terminate the Facility Lease or re-enter or re-let the Leased Property 
or any other possessory right to the Leased Property. 

The Authority shall notify the Trustee of the execution of any Related Obligations.  The 
Swap Revenues shall be deposited in the Revenue Fund and Regular Swap Payments shall be paid 
from the Interest Account.  Any Extraordinary Swap Payments owed to the Swap Provider shall be 
paid from the Provider Payment Account on a subordinate basis to any amounts then due and owing 
on the Bonds payable under the Indenture. 

All Revenues shall be promptly deposited by the Trustee upon receipt thereof in a special 
fund designated as the “Revenue Fund”.  All Revenues deposited with the Trustee shall be held 
disbursed, allocated and applied by the Trustee only as provided in the Indenture. 

In order to carry out and effectuate the pledge, charge and lien on Swap Revenues contained 
in the Indenture, the Authority agrees and covenants that all Swap Revenues shall be transferred 
when received to the Trustee for deposit in the Revenue Fund. 

Allocation of Revenues 

The Trustee shall transfer from the Revenue Fund and deposit into the following respective 
accounts (each of which the Trustee is directed to establish and maintain within the Revenue Fund) 
the following amounts, in the following order of priority, the requirements of each such account 
(including the making up of any deficiencies in any such account resulting from lack of Revenues 
sufficient to make any earlier required deposit) at the time of deposit to be satisfied before any 
transfer is made to any account subsequent in priority: 

FIRST: on or before each Interest Payment Date and Swap Payment Date, to the Interest 
Account, the amount of interest becoming due and payable on such Interest Payment Date on all 
Bonds and any Regular Swap Payments becoming due and payable on Swaps, until the balance in 
said account is equal to said amount of payments due; and 
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SECOND: to the Principal Account, on or before each September 1 commencing 
September 1 2007 the amount of the principal payment or Sinking Fund Installment becoming due 
and payable on such September 1 (or the succeeding Interest Payment Date if September 1 is not an 
Interest Payment Date), until the balance in said account is equal to said amount of such principal or 
Sinking Fund Installment; and 

THIRD: to the Provider Payment Account, the amount of any Extraordinary Swap Payments 
or other amounts with respect to Related Obligations becoming due and payable on any date; 
provided however that payment of such amounts shall be subordinate to all amounts becoming due 
and payable on all Bonds and any Regular Swap Payments becoming due and payable on Swaps. 

Application of Interest Account 

All amounts in the Interest Account shall be used and withdrawn by the Trustee solely for the 
purpose of paying interest on the Bonds and any Regular Swap Payments as they shall become due 
and payable (including accrued interest on any Bonds purchased or redeemed prior to maturity 
pursuant to the Indenture). 

Application of Principal Account 

All amounts in the Principal Account shall be used and withdrawn by the Trustee solely to 
purchase or redeem or pay Sinking Fund Installments for a Series of Bonds or pay at maturity the 
Bonds of a Series as provided in the Indenture. 

Reserve Fund 

All money in the Reserve Fund shall be deposited with, used and withdrawn by the Trustee 
solely for the purpose of funding the Interest Account or the Principal Account, in that order, in the 
event of any deficiency in either of such accounts on a Principal Payment Date or Interest Payment 
Date or Swap Payment Date, except that so long as the Authority is not in default under the 
Indenture, any cash amounts in the Reserve Fund in excess of the Reserve Fund Requirement shall be 
withdrawn from the Reserve Fund and transferred to the Revenue Fund or, if so directed by the 
Authority, deposited into a Project Fund during construction of any Project on each July 1, following 
the payment of any amounts due on such date and on each date Bonds are redeemed or defeased.  
The Trustee shall notify the Authority if any withdrawal is made from the Reserve Fund for the 
purpose of funding the Interest Account or the Principal Account. 

The Authority may satisfy the Reserve Fund Requirement, in whole or in part, at any time by 
the deposit with the Trustee for the credit of the Reserve Fund of a Reserve Facility.  If the Reserve 
Fund Requirement is satisfied by a Reserve Facility, the Trustee shall draw on such Reserve Facility 
in accordance with its terms, in a timely manner, to the extent necessary to fund any such deficiency 
in the Interest Account or the Principal Account.  The Authority shall repay solely from Revenues 
any draws under a Reserve Facility and any Reserve Facility Costs related thereto.  Interest shall 
accrue and be payable on such draws and expenses from the date of payment by a Reserve Facility 
provider at the rate specified in the agreement with respect to such Reserve Facility. 

If the Authority causes a cash-funded Reserve Fund to be replaced with a Reserve Facility, 
amounts on deposit in the Reserve Fund shall, upon Written Request of the Authority to the Trustee, 
be transferred to the City and applied for any lawful purpose, subject, in the case where such moneys 
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are proceeds of Bonds, to the receipt by the Authority of an Opinion of Counsel that such transfer 
will not cause the interest on the Bonds to be included in gross income for purposes of federal 
income taxation. 

Application of Insurance Proceeds 

In the event of any damage to or destruction of any part of the Leased Property covered by 
insurance, the Authority shall cause the proceeds of such insurance to be utilized for the repair, 
reconstruction or replacement of the damaged or destroyed portion of the Leased Property, and the 
Trustee shall hold said proceeds in a fund established by the Trustee for such purpose separate and 
apart from all other funds designated the “Insurance and Condemnation Fund,” to the end that such 
proceeds shall be applied to the repair, reconstruction or replacement of the Leased Property to at 
least the same good order, repair and condition as it was in prior to the damage or destruction, insofar 
as the same may be accomplished by the use of said proceeds.  The Authority shall file a Certificate 
with the Trustee that sufficient funds from insurance proceeds or from any funds legally available to 
the Authority, or from any combination thereof, are available in the event it elects to repair 
reconstruct or replace the Leased Property.  The Trustee shall invest said proceeds in Permitted 
Investments pursuant to the Request of the Authority, as agent for the Authority under the Facility 
Lease, and withdrawals of said proceeds shall be made from time to time upon the filing with the 
Trustee of a Request of the Authority, stating that the Authority has expended moneys or incurred 
liabilities in an amount equal to the amount therein stated for the purpose of the repair, reconstruction 
or replacement of the Leased Property, and specifying the items for which such moneys were 
expended, or such liabilities were incurred, in reasonable detail.  Any balance of such proceeds not 
required for such repair reconstruction or replacement and the proceeds of use and occupancy 
insurance shall be paid to the Trustee as Base Rental Payments and applied in the manner provided in 
the Indenture.  Alternatively, the Authority, if the proceeds of such insurance together with any other 
moneys then available for such purpose are sufficient to prepay all, in case of damage or destruction 
in whole of the Leased Property, or that portion, in the case of partial damage or destruction of the 
Leased Property, of the Base Rental Payments and all other amounts relating to the damaged or 
destroyed portion of the Leased Property, may elect not to repair, reconstruct or replace the damaged 
or destroyed portion of the Leased Property and thereupon shall cause said proceeds to be deposited 
in the Special Redemption Account and used for the redemption of Outstanding Bonds pursuant to 
the Indenture.  The Authority shall not apply the proceeds of insurance as set forth in the Indenture to 
redeem the Bonds in part due to damage or destruction of a portion of the Leased Property unless the 
Base Rental Payments on the undamaged portion of the Leased Property will be sufficient to pay the 
scheduled principal and interest on the Bonds remaining unpaid after such redemption. 

Investment of Moneys 

All moneys in any of the funds and accounts established pursuant to the Indenture (other than 
the Bond Purchase Fund) shall be invested by the Trustee solely in Permitted Investments.  Moneys 
in the Bond Purchase Fund shall remain uninvested.  Permitted Investments shall be purchased at 
such prices as the Authority may direct.  In the absence of directions from the Authority, the Trustee 
shall invest in Permitted Investments specified in paragraph (9) of the definition thereof. 

Moneys in all funds and accounts (other than the Bond Purchase Fund) shall be invested in 
Permitted Investments maturing not later than the date on which it is estimated that such moneys will 
be required for the purposes specified in the Indenture.  Permitted Investments purchased under a 
repurchase agreement may be deemed to mature on the date or dates on which the Trustee may 
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deliver such Permitted Investments for repurchase under such agreement.  Permitted Investments 
purchased under an investment agreement may be deemed to mature on the date or dates on which 
the Trustee may withdraw the full amount invested therein, without penalty. 

Application of Provider Payment Account 

All amounts in the Provider Payment Account shall be used and withdrawn by the Trustee 
solely for the purpose of paying any amounts owed to Providers, including Extraordinary Swap 
Payments, when due.  To the extent amounts deposited therein are insufficient to pay all amounts 
owed to Providers, such amounts shall be applied on a pro rate basis to the payment of amounts owed 
to Providers. 

Particular Covenants 

Punctual Payment.  The Authority shall punctually cause to be paid the principal or 
Redemption Price and interest to become due in respect of all the Bonds, in strict conformity with the 
terms of the Bonds and of the Indenture, according to the true intent and meaning thereof, but only 
out of Revenues and other assets pledged for such payment as provided in the Indenture. 

Extension of Payment of Bonds.  Except as otherwise set forth in the Indenture, the Authority 
shall not directly or indirectly extend or assent to the extension of the maturity of any of the Bonds or 
the time of payment of any claims for interest by the purchase or funding of such Bonds or claims for 
interest or by any other arrangement and in case the maturity of any of the Bonds or the time of 
payment of any such claims for interest shall be extended, such Bonds or claims for interest shall not 
be entitled, in case of any default under the Indenture to the benefits of the Indenture, except subject 
to the prior payment in full of the principal of all of the Bonds then Outstanding and of all claims for 
interest thereon which shall not have been so extended.  Nothing in this paragraph shall be deemed to 
limit the right of the Authority to issue obligations for the purpose of refunding any Outstanding 
Bonds, and such issuance shall not be deemed to constitute an extension of maturity of Bonds. 

Against Encumbrances.  The Authority shall not create any pledge, lien, charge or other 
encumbrance upon the Revenues and other assets pledged or assigned under the Indenture while any 
of the Bonds or Swaps are Outstanding, except the pledges and assignments created by the Indenture, 
and will assist the Trustee in contesting any such pledge, lien, charge or other encumbrance which 
may be created.  Subject to this limitation the Authority expressly reserves the right to enter into one 
or more other indentures for any of its corporate purposes and reserves the right to issue other 
obligations for such purposes. 

Power to Issue Bonds and Make Pledge and Assignment.  The Authority is duly authorized 
pursuant to law to issue the Bonds and to enter into the Indenture and to pledge and assign the 
Revenues and other assets purported to be pledged and assigned respectively, under the Indenture in 
the manner and to the extent provided in the Indenture.  The Bonds and the provisions of the 
Indenture are and will be the legal, valid and binding limited obligations of the Authority in 
accordance with their terms, and the Authority and Trustee shall at all times, to the extent permitted 
by law, defend, preserve and protect said pledge and assignment of Revenues and other assets and all 
the rights of the Bondholders under the Indenture against all claims and demands of all Persons 
whomsoever. 
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Tax Covenants; Rebate Fund.  The Trustee shall establish and maintain a fund separate from 
any other fund or account established and maintained under the Indenture designated as the Rebate 
Fund.  There shall be deposited in the Rebate Fund such amounts as are required to be deposited 
therein pursuant to the Tax Certificate.  All money at any time deposited in the Rebate Fund shall be 
held by the Trustee in trust, to the extent required to satisfy the Rebate Requirement (as defined in 
the Tax Certificate), for payment to the United States of America.  Notwithstanding the provisions of 
the Indenture relating to the pledge of Revenues, the allocation of money in the Revenue Fund, the 
investments of money in any fund or account, the application of funds upon acceleration and the 
defeasance of Outstanding Bonds, all amounts required to be deposited into or on deposit in the 
Rebate Fund shall be governed exclusively by this Section and by the Tax Certificate.  The Trustee 
shall be deemed conclusively to have complied with such provisions if it follows the written 
directions of the Authority or the City, and shall have no liability or responsibility to enforce 
compliance by the Authority or the City with the terms of the Tax Certificate. 

Any funds remaining in the Rebate Fund after redemption and payment with respect to all of 
the Bonds and all other amounts due under the Indenture or under the Facility Lease or provision 
made therefor satisfactory to the Trustee, including accrued interest and payment of any applicable 
fees and expenses to the Trustee and satisfaction of the Rebate Requirement (as defined in the Tax 
Certificate), shall be withdrawn by the Trustee and remitted to or upon the direction of the Authority. 

The Authority shall not use or permit the use of any proceeds of the Bonds or any funds of 
the Authority, directly or indirectly, to acquire any securities or obligations, and shall not take or 
permit to be taken any other action or actions, which would cause any of the Bonds to be an 
“arbitrage bond” within the meaning of Section 148 of the Code “private activity bond” within the 
meaning of Section 141(a) of the Code, or “federally guaranteed” within the meaning of 
Section 149(b) of the Code and any such applicable requirements promulgated from time to time 
thereunder and under Section 103(c) of the Internal Revenue Code of 1954, as amended.  The 
Authority shall observe and not violate the requirements of Section 148 of the Code and any such 
applicable regulations.  The Authority shall comply with all requirements of Section 148 and 149(b) 
of the Code to the extent applicable to the Bonds.  In the event that at any time the Authority is of the 
opinion that for purposes of this paragraph it is necessary to restrict or to limit the yield on the 
investment of any moneys held by the Trustee under the Indenture, the Authority shall so instruct the 
Trustee under the Indenture in writing, and the Trustee shall take such action as may be necessary in 
accordance with such instructions. 

The Authority and the Trustee (as directed by the Authority) specifically covenant to comply 
with the provisions and procedures of the Tax Certificate; provided that the Trustee shall not be 
bound by this covenant if an Event of Default has occurred and continuing. 

The Authority shall not use or permit the use of any proceeds of the Bonds or any funds of 
the Authority, directly or indirectly, in any manner, and shall not take or omit to take any action that 
would cause any of the Bonds to be treated as an obligation not described in Section 103(a) of the 
Code.

If the Authority shall provide to the Trustee an Opinion of Counsel that any specified action 
required under this Section or the Tax Certificate is no longer required or that some further or 
different action is required to maintain the exclusion from federal income tax of interest on the Bonds 
the Trustee and the Authority may conclusively rely on such opinion in complying with the 
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requirements of this Section, and, notwithstanding the Indenture, the covenants under the Indenture 
shall be deemed to be modified to that extent. 

The Authority covenants that, in the event of any change in the Indenture or other relevant 
documents relating to the Bonds, or any other actions taken or omitted by the Authority, upon the 
advice or with the approving Opinion of Counsel other than Sidley Austin LLP, Bond Counsel in 
connection with the original execution and delivery of the Bonds, the Authority will, upon the 
making of any such change, or the taking or omission of any such other action, cause to be delivered 
an Opinion of Counsel (together with a reliance letter thereon addressed to the Bond Insurer for the 
Bonds and the Trustee) nationally recognized in the area of municipal bonds to the effect that the 
interest on the Bonds is excluded from gross income for federal income tax purposes. 

Amendments to Facility Lease or Sublease.  The Authority shall not supplement, amend, 
modify or terminate any of the terms of the Facility Lease or Sublease, or consent to any such 
supplement, amendment, modification or termination, without the prior written consent of the 
Trustee and the Bond Insurer.  The Trustee shall give such written consent (a) if such supplement, 
amendment, modification or termination will not materially adversely affect the interests of the 
Bondholders or result in any material impairment of the security given for the payment of the Bonds 
(provided that such supplement amendment or modification shall not be deemed to have such 
adverse effect or to cause such material impairment solely by reason of substitution of real property 
pursuant to the Facility Lease), (b) to accommodate the issuance of Additional Bonds pursuant to a 
Supplemental Indenture, (c) to add to the agreements, conditions, covenants and terms required to be 
observed or performed thereunder by any party thereto, or to surrender any right or power therein 
reserved to the Authority or the City, (d) to cure, correct or supplement any ambiguous or defective 
provision contained therein, which action does not materially adversely affect the interests of the 
Bondholders, (e) to accommodate any removal or substitution of the Leased Property in accordance 
with the Facility Lease, (f) to modify the legal description of the Leased Property to conform to the 
requirements of title insurance or otherwise to add or delete property descriptions to reflect 
accurately the description of the parcels intended or preferred to be included therein, or (g) the 
Trustee first obtains the written consent of the Bondholders of a majority in principal amount and 
Accreted Value, as the case may be, of the Bonds then Outstanding to such settlement, amendment, 
modification or termination; provided, that no such supplement, amendment, modification or 
termination shall reduce the amount of Base Rental Payments to be made to the Authority or the 
Trustee by the City pursuant to the Facility Lease, or extend the time for making such payments, or 
permit the creation of any lien prior to or on a parity with the lien created by the Indenture on the 
Base Rental Payments (except as expressly provided in the Facility Lease), in each case without the 
written consent of all of the Bondholders of the Bonds then Outstanding and the Bond Insurer. 

Leasehold Estate; Enforcement of Facility Lease.  The Authority will be, on the date of the 
delivery of the Bonds, the owner and lawfully possessed of the leasehold estate described in the 
Facility Lease, and the Facility Lease will be, on the date of delivery of the Bonds, a valid subsisting 
demise for the term therein set forth of the property which it purports to demise.  At the time of the 
delivery of the Bonds the City will be the owner in fee simple of the premises described therein, and 
the Facility Lease will be lawfully made by the City, and the covenants contained in the Facility 
Lease on the part of the City will be valid and binding.  At the time of the delivery of the Bonds, the 
Authority will have good right, full power and lawful authority to lease said leasehold estate, in the 
manner and form provided in the Facility Lease, and the Facility Lease will be duly and regularly 
executed.
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Without allowance for any days of grace which may or might exist or be allowed by law or 
granted pursuant to any terms or conditions of the Facility Lease, the Authority will in all respects 
promptly and faithfully keep, perform and comply with all the terms, provisions covenants, 
conditions and agreements of the Facility Lease to be kept, performed and complied with by it.  The 
Authority will not do or permit anything to be done, or omit or refrain from doing anything, in any 
case where any such act done or permitted to be done, or any such omission of or refraining from 
action, would or might be a ground for declaring a forfeiture of the Facility Lease, or would or might 
be a ground for cancellation or termination of the Facility Lease by the lessee thereunder.  The 
Authority will promptly deposit with the Trustee (to be held by the Trustee until the title and rights of 
the Trustee under the Indenture shall be released or reconvened) any and all documentary evidence 
received by it showing compliance with the provisions of the Facility Lease to be performed by the 
Authority.  The Authority, immediately upon its receiving or giving any notice, communication or 
other document in any way relating to or affecting the Facility Lease, or the leasehold estate thereby 
created, which mayor can in any manner affect the estate of the lessor or of the Authority in or under 
the Facility Lease, will deliver the same, or a copy thereof, to the Trustee. 

Waiver of Laws.  The Authority shall not at any time insist upon or plead in any manner 
whatsoever, or claim or take the benefit or advantage of, any stay or extension law now or at any 
time in force that may affect the covenants and agreements contained in the Indenture or in the 
Bonds, and all benefit or advantage of any such law or laws is waived by the Authority to the extent 
permitted by law. 

Further Assurances.  The Authority shall make, execute and deliver any and all such further 
indentures, instruments and assurances as may be reasonably necessary or proper to carry out the 
intention or to facilitate the performance of the Indenture and for the better assuring and confirming 
unto the Holders of the Bonds of the rights and benefits provided in the Indenture. 

Events of Default 

The following events shall be Events of Default: 

(A) default in the due and punctual payment of the principal or Redemption Price of any 
Bond when and as the same shall become due and payable, whether at maturity as therein expressed, 
by proceedings for redemption, by acceleration or otherwise or default in the redemption of any 
Bonds from Sinking Fund Installments in the amount and at the times provided therefor; 

(B) default in the due and punctual payment of any installment of interest on any Bond or 
any Regular Swap Payment when and as such interest installment or Regular Swap Payment shall 
become due and payable; 

(C) default in any material respect by the Authority in the observance of any of the other 
covenants, agreements or conditions on its part in the Indenture or in the Bonds contained, if such 
default shall have continued for a period of sixty (60) days after written notice thereof, specifying 
such default and requiring the same to be remedied, shall have been given to the Authority and the 
City by the Trustee, or to the Authority, the City and the Trustee by any of the Bond Insurer or the 
Holders of not less than twenty-five per cent (25%) in aggregate principal amount of the Bonds at the 
time Outstanding; or 

(D) an Event of Default occurring under the Facility Lease. 
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Upon actual knowledge of the existence of any Event of Default, the Trustee shall notify the 
Authority, the City, and the Bond Insurer in writing as soon as practicable; provided, however, that 
the Trustee need not provide notice of any event of default pursuant to paragraph (D) above (a 
“Lease Default Event) if the City has expressly acknowledged the existence of such Lease Default 
Event in a writing delivered to the Trustee, the Bond Insurer and the Authority.  Additionally, the 
Trustee shall immediately notify the applicable Bond Insurer if at any time there are insufficient 
moneys to make any payments of principal of and/or interest on the Insured Bonds insured by such 
Bond Insurer and immediately upon the occurrence of any Event of Default under the Indenture and 
shall provide such additional information as such Bond Insurer shall reasonably request. 

Acceleration of Maturities 

Whenever any Event of Default has happened and be continuing, the Trustee may take the 
following remedial steps: 

(A) In the case of an Event of Default described in (A) or (B) under “Event of Default”, 
the Trustee may notify the Authority and the City of such Event of Default may make a demand for 
payment under the Indenture and may declare the principal of all obligations issued under the 
Indenture then outstanding to be due and immediately payable, and upon any such declaration the 
same shall become and shall be immediately due and payable, anything in the Indenture to the 
contrary notwithstanding; 

(B) In the case of an Event of Default described in (C) under “Event of Default”, the 
Trustee may take whatever action at law or in equity is necessary or desirable to enforce the 
performance, observance or compliance by the Authority with any covenant condition or agreement 
by the Authority under the Indenture; and 

(C) In the case of an Event of Default described in (D) under “Event of Default”, the 
Trustee may take whatever action the Authority would be entitled to take, and shall take whatever 
action the Authority would be required to take, pursuant to the Facility Lease in order to remedy the 
Lease Default Event. 

Application of Revenues and Other Funds After Default 

If an Event of Default shall occur and be continuing, all Revenues and any other funds then 
held or thereafter received by the Trustee under any of the provisions of the Indenture (subject to the 
provisions under the Indenture relating to disqualified bonds and other than moneys required to be 
deposited in the Rebate Fund or the Bond Purchase Fund) shall be applied by the Trustee as follows 
and in the following order: 

(1) To the payment of any expenses necessary in the opinion of the Trustee to protect the 
interests of the Holders of the Bonds and the Providers and payment of reasonable fees and expenses 
of the Trustee (including reasonable fees and disbursements of its counsel) incurred in and about the 
performance of its powers and duties under the Indenture; and 

(2) To the payment of the principal or Redemption Price of and interest then due on the 
Bonds (upon presentation of the Bonds to be paid, and stamping thereon of the payment if only 
partially paid, or surrender thereof if fully paid) and the Regular Swap Payments subject to the 
provisions of the Indenture, as follows: 
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(a) Unless the principal of all of the Bonds shall have become or have been 
declared due and payable 

FIRST: To the payment to the Persons entitled thereto of all installments of interest 
then due in the order of the maturity of such installments and any Regular Swap Payments, 
and, if the amount available shall not be sufficient to pay in full any installment or 
installments maturing on the same date, then to the payment thereof ratably, according to the 
amounts due thereon, to the Persons entitled thereto, without any discrimination or 
preference; and 

SECOND: To the payment to the Persons entitled thereto of the unpaid principal 
(including Sinking Fund Installments) or Redemption Price of any Bonds which shall have 
become due, whether at maturity or by call for redemption, in the order of their due dates, 
with interest on the overdue principal at the rate borne by the respective Bonds and, if the 
amount available shall not be sufficient to pay in full all the Bonds due on any date, together 
with such interest, then to the payment thereof ratably, according to the amounts of principal 
or Redemption Price due on such date to the Persons entitled thereto, without’ any 
discrimination or preference. 

THIRD: To the payment to the Providers entitled thereto of amounts due with respect 
to any Related Obligations, and, if the amount available shall not be sufficient to pay in full 
any amounts due with respect to any Related Obligations, then to the payment thereof 
ratably, according to the amounts due thereon, to the Providers entitled thereto without 
discrimination or preferences. 

(b) If the principal of all of the Bonds shall have become or have been declared 
due and payable 

FIRST: To the payment to the Persons entitled thereto of the principal and interest 
then due and unpaid upon the Bonds and any Regular Swap Payments, with interest on the 
overdue principal at the rate borne by the respective Bonds, and, if the amount available shall 
not be sufficient to pay in full the whole amount so due and unpaid, then to the payment 
thereof ratably, without preference or priority of principal over interest, or of interest over 
principal, or of any installment of interest over any other installment of interest, or of any 
Bond over any other Bond or of any principal or interest over any Regular Swap Payment, 
according to the amounts due respectively for principal and interest and Regular Swap 
Payments, to the Persons entitled thereto without any discrimination or preference. 

SECOND: To the extent funds remain available, to the payment to the Providers 
entitled thereto of amounts due with respect to any Related Obligations, and, if the amount 
available shall not be sufficient to pay in full any amounts due with respect to any Related 
Obligations, then to the payment thereof ratably, according to the amounts due thereon, to the 
Providers entitled thereto, without discrimination or preferences. 

Trustee to Represent Bondholders 

The Trustee is appointed (and the successive respective Holders of the Bonds, by taking and 
holding the same, shall be conclusively deemed to have so appointed the Trustee) as Trustee and true 
and lawful attorney-in-fact of the Holders of the Bonds for the purpose of exercising and prosecuting 
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on their behalf such rights and remedies as may be available to such Holders under the provisions of 
the Bonds, the Indenture, the Facility Lease, the Act and applicable provisions of any other law.  
Upon the occurrence and continuance of an Event of Default or other occasion giving rise to a right 
in the Trustee to represent the Bondholders, the Trustee in its discretion may, and upon the written 
request of the Holders of not less than twenty-five percent (25%) in aggregate principal amount of 
the Bonds then Outstanding, and upon being indemnified to its satisfaction therefor shall, proceed to 
protect or enforce its rights or the rights of such Holders by such appropriate action, suit, mandamus 
or other proceedings as it shall deem most effectual to protect and enforce any such right, at law or in 
equity, either for the specific performance of any covenant or agreement contained in the Indenture, 
or in aid of the execution of any power therein granted, or for the enforcement of any other 
appropriate legal or equitable right or remedy vested in the Trustee or in such Holders under the 
Indenture, the Facility Lease, the Act or any other law; and upon instituting such proceeding, the 
Trustee shall be entitled, as a matter of right, to the appointment of a receiver of the Revenues and 
other amounts and assets pledged under the Indenture pending such proceedings.  If more than one 
such request is received by the Trustee from the Holders, the Trustee shall follow the written request 
executed by the Holders of the greater percentage of Bonds then Outstanding in excess of twenty-five 
percent (25%).  All rights action under the Indenture or the Bonds or otherwise may be prosecuted 
and enforced by the Trustee without the possession of any of the Bonds or the production thereof in 
any proceeding relating thereto, and any such suit, action or proceeding instituted by the Trustee shall 
be brought in the name of the Trustee for the benefit and protection of all the Holders of such Bonds, 
subject to the provisions of the Indenture. 

Bondholders’ Direction of Proceedings 

Anything in the Indenture to the contrary notwithstanding, the Holders of a majority in 
aggregate principal amount of the Bonds then Outstanding shall, have the right, by an instrument or 
concurrent instruments in writing executed and delivered to the Trustee, and upon indemnifying the 
Trustee to its satisfaction therefor, to direct the method of conducting all remedial proceedings taken 
by the Trustee under the Indenture, provided that such direction shall not be otherwise than in 
accordance with law and the provisions of the Indenture, and that the Trustee shall have the right to 
decline to follow any such direction which in the opinion of the Trustee would be unjustly prejudicial 
to Bondholders not parties to such direction. 

Limitation on Bondholders’ Right to Sue 

No Holder of any Bond shall have the right to institute any suit, action or proceeding at law 
or in equity, for the protection or enforcement of any right or remedy under the Indenture, the 
Facility Lease, the Act or any other applicable law with respect to such Bond, unless (1) such Holder 
shall have given to the Trustee written notice of the occurrence of an Event of Default; (2) the 
Holders of not less than twenty-five per cent (25%) in aggregate principal amount of the Bonds then 
Outstanding shall have made written request upon the Trustee to exercise the powers granted or to 
institute such suit, action or proceeding in its own name; provided, however, that if more than one 
such request is received by the Trustee from the Holders, the Trustee shall follow the written request 
executed by the Holders of the greater percentage of Bonds then Outstanding in excess of twenty-five 
percent (25%); (3) such Holder or 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 (4) the Trustee shall have refused or omitted to comply with such request for a period of 
sixty (60) days after such written request shall have been received by, and said tender of indemnity 
shall have been made to, the Trustee. 
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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 or under law; it being understood and intended that no one or more Holders of Bonds shall 
have any right in any manner whatever by such Holders or Holders’ action to affect disturb or 
prejudice the security of the Indenture or the rights of any other Holders of Bonds, or to enforce any 
right under the Indenture, the Facility Lease, the Act or other applicable law with respect to the 
Bonds, except in the manner provided in the Indenture, and that all proceedings at law or in equity to 
enforce any such right shall be instituted, had and maintained in the manner provided in the Indenture 
and for the benefit and protection of all Holders of the Outstanding Bonds, subject to the provisions 
of the Indenture. 

Absolute Obligation of Authority 

Nothing in the Indenture, or in the Bonds, contained shall affect or impair the obligation of 
the Authority, which is absolute and unconditional, to pay the principal or Redemption Price of and 
interest on the Bonds to the respective Holders of the Bonds at their respective dates of maturity, or 
upon call for redemption, as provided in the Indenture, but only out of the Revenues and other assets 
pledged therefor, and not otherwise, or affect or impair the right of such Holders, which is also 
absolute and unconditional, to enforce such payment by virtue of the contract embodied in the Bonds. 

Termination of Proceedings 

In case any proceedings taken by the Trustee or anyone or more Bondholders on account of 
any Event of Default shall have been discontinued or abandoned for any reason or shall have been 
determined adversely to the Trustee or the Bondholders, then in every such case the Authority, the 
Trustee, the Bond Insurer, the Liquidity Facility Provider (if any) and the Bondholders, subject to 
any determination in such proceedings, shall be restored to their former positions and rights under the 
Indenture, severally and respectively, and all rights, remedies, powers and duties of the Authority, the 
Trustee, the Bond Insurer, the Liquidity Facility Provider (if any) and the Bondholders shall continue 
as though no such proceedings had been taken. 

Remedies Not Exclusive 

No remedy in the Indenture conferred upon or reserved to the Trustee or to the Holders of the 
Bonds or to any Provider is intended to be exclusive of any other remedy or remedies, and each and 
every such remedy, to the extent permitted by law, shall be cumulative and in addition to any other 
remedy given under the Indenture or now or thereafter existing at law or in equity or otherwise. 

No Waiver of Default 

No delay or omission of the Trustee or of any Holder of the Bonds or of any Provider to 
exercise any right or power arising upon the occurrence of any default shall impair any such right or 
power or shall be construed to be a waiver of any such default or an acquiescence therein; and every 
power and remedy given by the Indenture to the Trustee or to the Holders of the Bonds may be 
exercised from time to time and as often as may be deemed expedient. 



A-23

Trustee

Duties, Immunities and Liabilities of Trustee.  The Trustee shall, prior to an Event of Default, 
and after the curing of all Events of Default which may have occurred, perform such duties and only 
such duties as are specifically set forth in the Indenture, and, except to the extent required by law, no 
implied covenants or obligations shall be read into the Indenture against the Trustee.  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 a prudent person that customarily engages in activities essentially similar to those 
provided for the Trustee under the Indenture would exercise or use under the circumstances in the 
conduct of such person’s own affairs. 

The Authority may, upon written request of the City shall, remove the Trustee at any time 
unless an Event of Default shall have occurred and then be continuing, and shall remove the Trustee 
if at any time requested to do so by an instrument or concurrent instruments in writing signed by the 
Holders of not less than a majority in aggregate principal amount of the Bonds then Outstanding (or 
their attorneys duly authorized in writing) or if at any time the Trustee shall cease to be eligible in 
accordance with this Section, or shall become incapable of acting, or shall be adjudged a bankrupt or 
insolvent, or a receiver of the Trustee or its property shall be appointed, or any public officer shall 
take control or charge of the Trustee or of its property or affairs for the purpose of rehabilitation, 
conservation or liquidation, in each case by giving written notice of such removal to the Trustee, and 
thereupon shall appoint a successor Trustee by an instrument in writing. 

The Trustee may at any time resign by giving written notice of such resignation to the 
Authority, the Bond Insurer, the Liquidity Facility Provider (if any), the City and by giving the 
Bondholders notice of such resignation by mail at the addresses shown on the registration books 
maintained by the Trustee.  Upon receiving such notice of resignation the Authority shall promptly 
appoint a successor Trustee by an instrument in writing.  The Trustee shall not be relieved of its 
duties until such successor Trustee has accepted appointment. 

Any removal or resignation of the Trustee and appointment of a successor Trustee shall only 
become effective upon acceptance of appointment by the successor Trustee.  If no successor Trustee 
shall have been appointed and have accepted appointment within thirty (30) days of giving notice of 
removal or notice of resignation as aforesaid, the resigning Trustee or any Bondholder (on behalf of 
such Bondholder and all other Bondholders) may petition any court of competent jurisdiction for the 
appointment of a successor Trustee, and such court may thereupon, after such notice (if any) as it 
may deem proper, appoint such successor Trustee.  Any successor Trustee appointed under the 
Indenture shall signify its acceptance of such appointment by executing and delivering to the 
Authority and to its predecessor Trustee.  Trustee a written acceptance thereof, and thereupon such 
successor Trustee, without any further act, deed or conveyance, shall become vested with all the 
moneys, estates, properties, rights, powers, trusts, duties and obligations of such predecessor Trustee, 
with like effect as if originally named Trustee in the Indenture; but nevertheless at the request of the 
successor Trustee, such predecessor Trustee shall execute and deliver any and all instruments of 
conveyance or further assurance and do such other things as may reasonably be required for more 
fully and certainly vesting in and confirming to such successor Trustee all the right, title and interest 
of such predecessor Trustee in and to any property held by it under the Indenture and shall pay over, 
transfer, assign and deliver to the successor Trustee any money or other property subject to the trusts 
and conditions set forth in the Indenture.  Upon the request of the successor Trustee, the Authority 
shall execute and deliver any and all instruments as may be reasonably required for more fully and 
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certainly vesting in and confirming to such successor Trustee all such moneys, estates, properties, 
rights, powers, trusts, duties and obligations.  Upon the acceptance of appointment by a successor 
Trustee as provided in this subsection, the Authority shall mail, or cause to be mailed, a notice of the 
succession of such Trustee to the trusts under the Indenture to the Bondholders at the addresses 
shown on the registration books maintained by the Trustee.  If the Authority fails to mail such notice 
within fifteen (15) days after acceptance of appointment by the successor Trustee, the successor 
Trustee shall cause such notice to be mailed at the expense of the Authority. 

The Trustee and any successor Trustee shall be a trust company or bank having a combined 
capital and surplus of at least seventy-five million dollars ($75,000,000) (or providing a guarantee of 
the full and prompt performance by the Trustee of its obligations under this Bond Indenture by a 
guarantor with such combined capital and surplus) and subject to supervision or examination by 
federal or state authority.  If such bank or trust company publishes a report of condition at least 
annually, pursuant to law or to the requirements of any supervising or examining authority above 
referred to, then for the purpose of this subsection the combined capital and surplus of such bank or 
trust company 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 this paragraph, the Trustee shall resign immediately in the manner 
and with the effect specified in this Section. 

Merger or Consolidation.  Any company into which the Trustee may be merged or converted 
or with which it may be consolidated or any company resulting from any merger, conversion or 
consolidation to which it shall be a party or any company to which the Trustee may sell or transfer all 
or substantially all of its corporate trust business provided such company shall be eligible under the 
Indenture, shall be the successor to such Trustee without the execution or filing of any paper or any 
further act anything in the Indenture to the contrary notwithstanding. 

Liability of Trustee.  The Trustee may become the owner of Bonds with the same rights it 
would have if it were not Trustee, and, to the extent permitted by law, may act as depositary for and 
permit any of its officers or directors to act as a member of, or in any other capacity with respect, any 
committee formed to protect the rights of Bondholders, whether or not such committee shall 
represent the Holders of a majority in principal amount of the Bonds then Outstanding. 

The Trustee shall not be liable for any error of judgment made in good faith by any of its 
officers, employees, agents or representatives, unless it shall be proved that the Trustee was negligent 
in ascertaining the pertinent facts. 

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 Holders of not less than twenty-five percent (25%) 
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. 

The Trustee shall be under no obligation to exercise any of the rights or powers vested in it 
by the Indenture at the request, order or direction of any of the Bondholders pursuant to the 
provisions of the Indenture, other than to make draws on a Liquidity Facility or Bond Insurance 
Policy in accordance with the terms of the Indenture, unless such Bondholders shall have offered to 
the Trustee security or indemnity, satisfactory to the Trustee, against the costs, expenses and 
liabilities which may be incurred therein or thereby.  The Trustee has no obligation or liability to the 
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Holders for the payment of interest on, principal of or premium, if any, with respect to the Bonds 
from its own funds, but rather the Trustee’s obligations shall be limited to the performance of its 
duties under the Indenture. 

Except with respect to Events of Default specified in the Indenture, the Trustee shall not be 
deemed to have knowledge of any Event of Default unless and until an officer at the Principal Office 
responsible for the administration of its duties under the Indenture shall have actual knowledge 
thereof or the Trustee shall have received written notice thereof at the Principal Office.  The Trustee 
shall not be bound to ascertain or inquire as to the performance or observance of any of the terms, 
conditions, covenants or agreements in the Indenture or of any of the documents executed in 
connection with the Bonds, or as to the existence of a default or Event of Default thereunder.  The 
Trustee shall not be responsible for the validity or effectiveness of any collateral given to or held by 
it.

The Trustee may execute any of the trusts or powers under the Indenture or perform any 
duties under the Indenture either directly or by or through attorneys-in-fact, agents, receivers, 
officers, employees or representatives, but shall be answerable for the negligence or misconduct of 
any such attorney-in-fact, agent, receiver, officer, employee or representative selected by it.  The 
Trustee shall be entitled to advice of counsel and other professionals concerning all matters of trust 
and its duty under the Indenture, but the Trustee shall not be answerable for the professional 
malpractice of any counselor other professional (including without limiting the generality of the 
foregoing, attorneys-in-law or certified public accountants) in connection with the rendering of such 
counsels or other professionals’ advice in accordance with the terms of the Indenture, if such 
counselor other professional was selected by the Trustee with due care. 

Modification or Amendment of the Indenture 

Amendments Permitted.  The Indenture and the rights and obligations of the Authority and of 
the Holders of the Bonds and of the Trustee and of any Swap Provider may be modified or amended 
from time to time and at any time by an indenture or indentures supplemental, which the Authority 
and the Trustee may enter into when, the City shall have filed with the Trustee the written consent of 
the Holders of a majority in aggregate principal amount of the Bonds then Outstanding.  No such 
modification or amendment shall (1) extend the stated maturity of any Bond, or reduce the amount of 
principal thereof, or extend the time of payment or change the method of computing the rate of 
interest thereon, or extend the time of payment of interest thereon, or reduce any premium payable 
upon the redemption thereof or change the Purchase Price to be paid to Holders tendering their 
Bonds, without the consent of the Holder of each Bond so affected, or (2) reduce the aforesaid 
percentage of Bonds, the consent of the Holders of which is required to effect any such modification 
or amendment, or permit the creation of any lien on the Revenues and other assets pledged under the 
Indenture prior to or on a parity with the lien created by the Indenture, or deprive the Holders of the 
Bonds or the Swap Provider of the lien created by the Indenture on such Revenues and other assets 
(except as expressly provided in the Indenture), without the consent of the Holders of all Bonds then 
Outstanding and the Swap Provider.  It shall not be necessary for the consent of the Bondholders to 
approve the particular form of any Supplemental Indenture, but it shall be sufficient if such consent 
shall approve the substance thereof.  Promptly after the execution by the Authority and the Trustee of 
any Supplemental Indenture, the Trustee shall mail a notice, setting forth in general terms the 
substance of such Supplemental Indenture to the Bondholders at the addresses shown on the 
registration books maintained by the Trustee.  Any failure to give such notice, or any defect therein, 
shall not, however, in any way impair or affect the validity of any such Supplemental Indenture. 
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The Indenture and the rights and obligations of the Authority, of the Trustee and of the 
Holders of the Bonds, except as it relates to the Swap Agreement, may also be modified or amended 
from time to time and at any time by an indenture or indentures supplemental, which the Authority 
and the Trustee may enter into without the necessity of obtaining the consent of any Bondholders, for 
any purpose that will not materially adversely affect the interests of the Holders of the Bonds, 
including (without limitation) anyone or more of the following purposes: 

(1) to add to the covenants and agreements of the Authority contained in the 
Indenture other covenants and agreements thereafter to be observed, to pledge or assign additional 
security for the Bonds (or any portion thereof), or to surrender any right or power reserved to or 
conferred upon the Authority; 

(2) to make such provisions for the purpose of curing any ambiguity 
inconsistency or omission, or of curing or correcting any defective provision, contained in the 
Indenture, or in regard to matters or questions arising under the Indenture, as the Authority or the 
Trustee may deem necessary or desirable; 

(3) to modify, amend or supplement the Indenture in such manner as to permit 
the qualification of the Indenture under the Trust Indenture Act of 1939, as amended, or any similar 
federal statute thereafter in effect, and to add such other terms, conditions and provisions as may be 
permitted by said act or similar federal statute; 

(4) to provide for the issuance of any Additional Bonds and to provide the terms 
of such Additional Bonds, subject to the conditions and upon compliance with the procedure set forth 
in Article III (which shall be deemed not to adversely affect Bondholders); 

(5) to evidence or give effect to, or to conform to the terms and provisions of any 
Liquidity Facility; 

(6) to evidence or give effect to, or to conform to the terms and provisions of any 
insurance policy, letter of credit, surety bond or other credit enhancement for the Bonds; 

(7) to facilitate and implement any book entry system (or any termination of a 
book entry system) with respect to the Bonds; 

(8) to maintain the exclusion from gross income of interest payable with respect 
to the Bonds; or 

(9) to make any modification or amendment to the Indenture which will be 
effective upon the remarketing of Bonds following the mandatory tender of the Bonds. 

Any Supplemental Indenture entered into pursuant to this paragraph shall not, for purposes of 
this paragraph, materially adversely affect the interest of the Bondholders so long as (a) all Bonds are 
insured by a Bond Insurance Policy or are Variable Rate Bonds, (b) each Bond Insurer shall be rated 
in the highest Rating Category by S&P and Moody’s and (c) if there are Variable Rate Bonds, the 
Supplemental Indenture shall not become effective until notice thereof shall have been given to 
Bondholders and thirty (30) days shall have passed during which time Owners of the Variable Rate 
Bonds shall have had the opportunity to tender their Bonds for purchase or if Bonds are ARS, a 
successful Auction has been conducted. 
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The Trustee may in its discretion, but shall not be obligated to, enter into any such 
Supplemental Indenture authorized by the Indenture which materially adversely affects the Trustee’s 
own rights, duties or immunities under the Indenture or otherwise.  In any event, the Trustee shall 
obtain the Swap Provider’s consent prior to entering into any Supplemental Indenture which 
materially adversely affects the Swap Providers rights, duties, or immunities under the Indenture or 
otherwise.

Effect of Supplemental Indenture.  Upon the execution of any Supplemental Indenture 
pursuant to this Article, the Indenture shall 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 Bonds Outstanding shall thereafter be determined, exercised and enforced 
under the Indenture subject in all respects to such modification and amendment, and all the terms and 
conditions of any such Supplemental Indenture shall be deemed to be part of the terms and 
conditions of the Indenture for any and all purposes. 

Defeasance

Discharge of Indenture.  The Bonds may be paid by the Authority or the Trustee on behalf of 
the Authority in any of the following ways: 

(A) by paying or causing to be paid the principal or Redemption Price of and interest on 
all Bonds Outstanding, as and when the same become due and payable; 

(B) by depositing with the Trustee, in trust, at or before maturity, moneys or securities in 
the necessary amount to pay when due or redeem all Bonds then Outstanding; or 

(C) by delivering to the Trustee, for cancellation by it, all Bonds then Outstanding. 

If the Authority shall also pay or cause to be paid all other sums payable under the Indenture 
by the Authority and under any Related Obligations and all Swaps have been terminated and are no 
longer outstanding, then and in that case at the election of the Authority (evidenced by a Certificate 
of the Authority filed with the Trustee signifying the intention of the Authority to discharge all such 
indebtedness and the Indenture), and notwithstanding that any Bonds shall not have been surrendered 
for payment, the Indenture and the pledge of Revenues and other assets made under the Indenture 
and all covenants, agreements and other obligations of the Authority under the Indenture (except as 
otherwise provided in the Indenture) shall cease, terminate become void and be completely 
discharged and satisfied.  In such event, upon the request of the Authority, the Trustee shall cause an 
accounting for such period or periods as may be requested by the Authority to be prepared and filed 
with the Authority and shall execute and deliver to the Authority all such instruments as may be 
necessary to evidence such discharge and satisfaction and the Trustee shall pay over, transfer, assign 
or deliver to the City all moneys or securities or other property held by it pursuant to the Indenture 
which are not required for the payment or redemption of Bonds not theretofore surrendered for such 
payment or redemption; provided that in all events moneys in the Rebate Fund shall be subject to the 
provisions of Indenture relating to the Rebate Fund. 

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 to payor redeem any Outstanding Bond 
(whether upon or prior to its maturity or the redemption date of such Bond) and pay any amounts due 
and payable on any Swaps then Outstanding, provided that, if such Bond is to be redeemed prior to 
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maturity (a) notice of such redemption shall have been given as in Article IV provided or provision 
satisfactory to the Trustee shall have been made for the giving of such notice, and (b) the Trustee, the 
Bond Insurer, the Swap Provider and the Authority shall have received (i) verification report 
prepared by independent certified public accountants, or other verification agent (which may be the 
Remarketing Agent) satisfactory to the Trustee and the Authority, to the effect that the payment of 
the principal of and premium, if any, and interest on such Bonds then Outstanding and any and all 
other amounts required to be paid under the provisions of this Bond Indenture has been provided for 
in the manner set forth in this Bond Indenture and the Swap Agreement, and (ii) an Opinion of Bond 
Counsel addressed and delivered to the Trustee and the Authority to the effect that so providing for 
the payment of such Bond shall not adversely affect the exclusion of the interest on such Bond from 
gross income for federal income tax purposes, then all liability of the Authority in respect of such 
Bond shall cease, terminate and be completely discharged, except only that thereafter the Holder 
thereof shall be entitled to payment of the principal of and interest on such Bond by the Authority, 
and the Authority shall remain liable for such payments, but only out of such money or securities 
deposited with the Trustee as aforesaid for their payment. 

Notwithstanding anything in the Indenture to the contrary, if the interest on or principal of the 
related Insured Bonds shall have been paid by the related Bond Insurer pursuant to the related Bond 
Insurance Policy, the obligations of the Authority under the Indenture and under such Insured Bonds 
shall not be deemed discharged or satisfied, such Insured Bonds shall remain Outstanding for all the 
assignment and pledge contained in the Indenture and all obligations of the Authority under the 
Indenture shall continue to exist and run to the benefit of such Bond Insurer, and such Bond Insurer 
shall be subrogated to the rights of Holders of such Insured Bonds including, without limitation, any 
rights that the Holders of such Bonds may have in respect of securities law violations arising from 
the offer and sale of such Insured Bonds. 

Deposit of Money or Securities with Trustee.  Whenever in the Indenture it is provided or 
permitted that there be deposited with or held in trust by the Trustee money or securities in the 
necessary amount to payor redeem any Bonds, the money or securities to be so deposited or held may 
include money or securities held by the Trustee in the funds and accounts established pursuant to the 
Indenture (other than the Rebate Fund) and shall be: 

(A) lawful 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 (based on an assumed interest rate 
equal to the Maximum Rate for periods for which the actual interest rate on the Bonds cannot be 
determined), except that, in the case of Bonds which are to be redeemed prior to maturity and in 
respect of which notice of such redemption shall have been given or provision satisfactory to the 
Trustee shall have been made for the giving of such notice, the amount to be deposited or held shall 
be the principal amount or Redemption Price of such Bonds and all unpaid interest thereon to the 
redemption date; or 

(B) United States Government Obligations, the principal of and interest on which when 
due (without any income from the reinvestment thereof) will provide money sufficient to pay the 
principal or Redemption Price of and all unpaid interest to maturity (based on an assumed interest 
rate equal to the Maximum Rate for periods for which the actual interest rate on the Bonds cannot be 
determined), or to the redemption date, as the case may be, on the Bonds to be paid or redeemed, as 
such principal or Redemption Price and interest become due; provided that, in the case of Bonds 
which are to be redeemed prior to the maturity thereof, notice of such redemption shall have been 
given or provision satisfactory to the Trustee shall have been made for the giving of such notice; 
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provided, in each case, that the Trustee shall have been irrevocably instructed (by the terms 
of the Indenture or by Request of the Authority) to apply such money to the payment of such 
principal or Redemption Price and interest with respect to such Bonds, and provided further, that 
with respect to the deposit of United States Government Obligations pursuant to paragraph (B), the 
Trustee shall have received (i) a verification report from a firm of independent accountants or 
attorneys acceptable to the Trustee to the effect that the amount deposited is sufficient to make the 
payment specified therein and (ii) a defeasance opinion addressed to the Bond Insurer. 

Payment of Bonds After Discharge of Indenture.  Notwithstanding any provisions of the 
Indenture, any moneys held by the Trustee in trust for the payment of the principal of or premium, if 
any, or interest on, any Bonds and remaining unclaimed for three years (or, if shorter, one day before 
such moneys would escheat to the State of California under then applicable California law) after such 
principal or interest, as the case may be, has become due and payable (whether at maturity or upon 
call for redemption or by acceleration as provided in the Indenture), if such moneys were so held at 
such date, or three years (or, if shorter, one day before such moneys would escheat to the State of 
California under then applicable California law) after the date of deposit of such moneys if deposited 
after said date when all of the Bonds became due and payable, shall be repaid to the City free from 
the trusts created by the Indenture upon receipt of an indemnification agreement acceptable to the 
Authority and the Trustee indemnifying the Authority and the Trustee with respect to claims of 
Holders of Bonds which have not yet been paid and containing the agreement of the City to remain 
liable for the amount so repaid to the City, and all liability of the Authority and the Trustee with 
respect to such moneys shall thereupon cease; provided, however, that before the repayment of such 
moneys to the City as aforesaid, the Trustee may (at the cost of the City) first mail to the Holders of 
Bonds which have not yet been paid, at the addresses shown on the registration books maintained by 
the Trustee, a notice, in such form as may be deemed appropriate by the Trustee with respect to the 
Bonds so payable and not presented and with respect to the provisions relating to the repayment to 
the City of the moneys held for the payment thereof. 

Limited Liability of Authority 

Notwithstanding anything the Indenture or in the Bonds contained, the Authority shall not be 
required to advance any moneys derived from any source other than the Revenues and other assets 
pledged under the Indenture for any of the purposes in the Indenture mentioned, whether for the 
payment of the principal or Redemption Price of or interest on the Bonds or for any other purpose of 
the Indenture. 

The Bond Insurance Policy Provisions 

Payments with respect to claims for interest on and principal of the Bonds disbursed by the 
Trustee from proceeds of the Bond Insurance Policy shall not be considered to discharge the 
obligation of the Authority with respect to such Bonds, and the Bond Insurer shall become the owner 
of such unpaid Bond and claims for the interest in accordance with the tenor of the assignment made 
to it under the provisions of this subsection or otherwise. 

To the extent that the Indenture confers upon or give or grant to the Bond Insurer any right, 
remedy or claim under or by reason of the Indenture, the Bond Insurer is explicitly recognized as 
being a third party beneficiary under the Indenture and may enforce any such right, remedy or claim 
conferred, given or granted thereunder. 
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THE FACILITY LEASE 

Lease of Leased Property 

Pursuant to the Facility Lease, the Authority subleases to the City and the City subleases 
from the Authority the Leased Property, subject, however, to all easements, encumbrances, and 
restrictions that exist at the time of the commencement of the term of the Facility Lease.  The Leased 
Property shall consist of the real properties described in Exhibit A of the Facility Lease, as the same 
may be amended from time to time, pursuant to the terms thereof. 

Term; Occupancy 

The term of the Facility Lease shall commence on the date of recordation of the Facility 
Lease in the office of the County Recorder of Stanislaus County, State of California, or on April 18, 
2007, whichever is earlier, and shall end on September 1, 2033, unless such term is extended or 
sooner terminated.  If on such termination date, the Series of Bonds corresponding to the Base Rental 
Payments attributable to the Leased Property, or if applicable, the related Leased Unit, and all other 
amounts then due under the Facility Lease with respect to such Leased Property or Leased Unit (as 
the case may be), including any Reserve Facility Costs and amounts due under any Related 
Obligations, shall not be fully paid, or if the rental payable under the Facility Lease with respect to 
such Leased Property or Leased Unit (as the case may be) shall have been abated at any time and for 
any reason, then the term of the Facility Lease with respect to such Leased Property or Leased Unit 
(as the case may be) shall be extended until all Bonds and Related Obligations of such Series 
corresponding to the Base Rental Payments attributable to such Leased Property or Leased Unit (as 
the case may be) and all other amounts then due under the Facility Lease with respect to such Leased 
Property or Leased Unit (as the case may be), including any Reserve Facility Costs and amounts due 
under any Related Obligations, shall be fully paid, except that the term of the Facility Lease as to 
such Leased Property or Leased Unit (as the case may be) shall in no event be extended beyond ten 
(10) years after such date.  If prior to such date, all Bonds of a Series corresponding to the Base 
Rental Payments attributable to the Leased Property, or if applicable, the related Leased Unit and all 
other amounts then due under the Facility Lease with respect to such Leased Property or Leased Unit 
(as the case may be), including any Reserve Facility Costs and amounts due under any Related 
Obligations, shall be fully paid, or provision therefor made, the term of the Facility Lease with 
respect to such Leased Property or Leased Unit (as the case may be) shall end ten (10) days thereafter 
or upon written notice by the City to the Authority, whichever is earlier. 

Removal or Substitution of Leased Property 

Pursuant to the Indenture, the City may remove or substitute real property as part of the 
Leased Property for purposes of the Facility Lease, but only after the City shall have filed with the 
Authority and the Trustee, with copies to each rating agency then providing a rating for the Bonds, 
all of the following: 

(a) Executed copies of the Facility Lease or amendments thereto containing the amended 
description of the Leased Property, including the legal description of the Leased Property as modified 
if necessary; 

(b) A Certificate of the City with copies of the Facility Lease or a site lease, if needed, or 
amendments thereto containing the amended description of the Leased Property stating that such 
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documents have been duly recorded in the official records of the County Recorder of Stanislaus 
County, State of California; 

(c) A Certificate of the City evidencing that the annual fair rental value of the Leased 
Property which will constitute the Leased Property after such removal or substitution will be at least 
equal to 100% of the maximum amount of Base Rental Payments for (i) the 1998 Bonds and (ii) all 
Series of Bonds becoming due in the then current year ending August 14 through and including each 
year during which any Series of Bonds would be Outstanding or in any subsequent year ending 
August 15 through and including each year during which any Series of Bonds would be Outstanding; 

(d) A Certificate of the City stating that, based upon review of such instruments, 
certificates or any other matters described in such Certificate of the City, the City has good 
merchantable title to the Leased Property which will constitute the Leased Property after such 
substitution.  The term “good merchantable title” shall mean such title as is satisfactory and sufficient 
for the needs and operations of the City; 

(e) A Certificate of the City stating that such removal or substitution does not adversely 
affect the City’s use and occupancy of the Leased Property;  

(f) An Opinion of Counsel (as such term is defined in the Indenture) stating that such 
amendment or modification (i) is authorized or permitted by the Constitution and laws of the State 
and the Indenture; (ii) complies with the terms of the Constitution and laws of the State and of the 
Indenture; (iii) will, upon the execution and delivery thereof, be valid and binding upon the Authority 
and the City; and (iv) will not cause the interest on the Bonds to be included in gross income for 
federal income tax purposes; and 

(g) A Certificate of the City stating that all conditions to the release or substitution of 
such property under the 1998 Lease have been satisfied. 

Subordination to the 1998 Lease 

Notwithstanding any provisions of the Facility Lease to the contrary, the Facility Lease and 
the rights granted to the City under the Facility Lease are subordinate to the right of the City and the 
1998 Trustee under the 1998 Lease, the 1998 Indenture and the rights granted thereunder. 

Base Rental Payments 

The City agrees to pay to the Authority, as Base Rental Payments for the use and occupancy 
of the Leased Property (subject to certain the provisions of the Facility Lease) annual rental 
payments, in accordance with the Base Rental Payment Schedule attached to the Facility Lease. 

Each annual payment of Base Rental Payments (to be payable in installments as aforesaid) 
shall be for the use of the Leased Property. 

The City and the Authority agree that on each day on which Base Rental Payments are 
payable during the term of the lease of the Leased Property, there shall be applied as a credit against 
the Base Rental Payments payable on such date for the Leased Property the amounts by which such 
Base Rental Payments for the Leased Property when added to the funds held pursuant to the 
Indenture (other than the Reserve Fund) and available to pay debt service on the Bonds and any 
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Related Obligations exceeds such payment obligations due and payable on or before the fifteenth day 
of the immediately succeeding month. 

Additional Payments 

The City shall also pay such amounts (the “Additional Payments”) as shall be required by the 
Authority for the payment of all costs and expenses incurred by the Authority in connection with the 
execution, performance or enforcement of the Facility Lease or any pledge of Base Rental Payments 
payable under the Facility Lease, the Indenture, the Reserve Facility, its interest and the lease of the 
Leased Property to the City, including but not limited to payment of all fees, costs and expenses and 
all administrative costs of the Authority related to the Bonds, the Related Obligations, the Leased 
Property and the Project, including, without limiting the generality of the foregoing, salaries and 
wages of employees, all expenses, compensation and indemnification of the Trustee payable by the 
Authority under the Indenture, fees of auditors, accountants, auction agents, broker-dealers or 
attorneys, and fees and expenses payable to any bond insurer, and all other necessary administrative 
costs of the Authority or charges required to be paid by it in order to maintain its existence or to 
comply with the terms of the Bonds or of the Indenture; but not including in Additional Payments 
amounts required to pay the principal of or interest on the Bonds or the portion of the Reserve 
Facility Costs related thereto or payments on Related Obligations or the payment of any Regular 
Swap Payments or Extraordinary Swap Payments. 

The Authority has issued and may in the future issue bonds and has entered into and may in 
the future enter into leases to finance facilities other than the Leased Property and the Project.  The 
administrative costs of the Authority shall be allocated among said facilities and the Leased Property.  
The fees of the Trustee under the Indenture, and any other expenses directly attributable to the 
Leased Property shall be included in the Additional Payments payable under the Facility Lease.  The 
fees of any trustee or paying agent under any indenture securing any additional Series of Bonds of 
the Authority, and any other expenses directly attributable to any facilities other than the Leased 
Property, shall not be included in the administrative costs of the Leased Property and shall not be 
paid from the Additional Payments payable under the Facility Lease.  Any expenses of the Authority 
not directly attributable to any particular leased property or project of the Authority shall be equitably 
allocated among all such leased property or projects in accordance with sound accounting practice.  
In the event of any question or dispute as to such allocation, the written opinion of an independent 
firm of certified public accountants, employed by the Authority to consider the question and render 
an opinion thereon, shall be a final and conclusive determination as to such allocation.  The Trustee 
may conclusively rely upon the Written Request of the Authority, with the approval of a duly 
authorized representative of the City, endorsed thereon, in making any determination that costs are 
payable as Additional Payments under the Facility Lease, and shall not be required to make any 
investigation as to whether or not the items so requested to be paid are expenses of operation of the 
Leased Property. 

Fair Rental Value 

The payment of up to the Maximum Annual Base Rental Payments (as shown in the Facility 
Lease) and Additional Payments, together with the lease payments made under the 1998 Lease, for 
each rental period during the term of the Facility Lease shall constitute the total rental for said rental 
period and shall be paid by the City in each Rental Payment Period for and in consideration of the 
right of use and occupancy of, and continued quiet use and enjoyment of, the Leased Property during 
each such period for which said rental is to be paid.  The parties have agreed and determined that 
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such total rental payable for each Rental Payment Period represents the fair rental value of the 
Leased Property for each such period.  In making such determination, consideration has been given 
to the appraised value of the Leased Property, costs of acquisition, demolition, site preparation, 
design, construction and financing of the Leased Property, other obligations of the parties under the 
Facility Lease, the uses and purposes which may be served by the Leased Property and the benefits 
therefrom which will accrue to the City and the general public. 

Payment Provisions; Deferred Rental 

At the request of the City, the Authority is issuing the Bonds as variable rate bonds, and 
entering into an interest rate swap transaction in an effort to provide a lower cost to the City for the 
lease of the Leased Property.  It is contemplated by the parties that the amount of Base Rental 
Payments to be payable by the City to the Authority during each Rental Payment Period will be equal 
to the Estimated Base Rental Payments shown in an exhibit to the Facility Lease.  In the event that 
the amount needed in such Rental Payment Period by the Authority to pay the principal of and 
interest on the Bonds and any Related Obligations is more than the Estimated Base Rental Payments 
for such Rental Payment Period, the City will be obligated to pay up to the Maximum Annual Base 
Rental Payment for such Rental Payment Period.  Further, the City agrees that if in any year the 
Maximum Annual Base Rental Payment exceeds the amount needed by the Authority to pay the 
principal of and interest on the Bonds and any Related Obligations coming due on or before 
September 1 following the end of such Rental Payment Period, the excess amount may be deferred 
by the Authority, at its sole option, on such terms and conditions as it shall determine are necessary 
to protect the interests of the owners of the Bonds and the Providers of any Related Obligations, and 
thereupon such excess amount (the “Deferred Rental”) need not be paid by the City to the Authority 
at that time, but instead shall be deferred until such subsequent time as the Authority shall have need 
for such payment; provided that the Deferred Rental shall not cause the Maximum Annual Base 
Rental Payment in any Rental Payment Period to exceed 150% of the Estimated Base Rental 
Payment for such Rental Payment Period as shown in an exhibit to the Facility Lease. 

Notwithstanding any dispute between the Authority and the City, the City shall make all Base 
Rental Payments and Additional Payments when due without deduction or offset of any kind and 
shall not withhold any Base Rental Payments or Additional Payments pending the final resolution of 
such dispute.  In the event of a determination that the City was not liable for said Base Rental 
Payments or Additional Payments or any portion thereof, said payments or excess of payments, as 
the case may be, shall be credited against subsequent Base Rental Payments or Additional Payments 
due under the Facility Lease or refunded at the time of such determination.  Amounts required to be 
deposited by the City with the Trustee on any date shall be reduced to the extent of amounts on 
deposit in the Revenue Fund and available therefor. 

All payments received shall be applied first to the Base Rental Payments due under the 
Facility Lease and thereafter to all Additional Payments due under the Facility Lease, but no such 
application of any payments which are less than the total rental due and owing shall be deemed a 
waiver of any default under the Facility Lease. 

Nothing contained in the Facility Lease shall prevent the City from making from time to time 
contributions or advances to the Authority for any purpose now or thereafter authorized by law, 
including the making of repairs to, or the restoration of, the Leased Property in the event of damage 
to or the destruction of the Leased Property. 
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Appropriations Covenant 

The City covenants to take such action as may be necessary to include all Estimated Base 
Rental Payments and Additional Payments due under the Facility Lease and all lease payments and 
additional payments under the 1998 Lease in its annual budgets, and to make necessary annual 
appropriations for such payments, and for such additional amounts as required below.  The City will 
deliver to the Authority and the Trustee within ninety (90) days of adoption of the City budget copies 
of the portion of each annual City budget relating to the payment of Estimated Base Rental Payments 
and Additional Payments under the Facility Lease and lease payments and additional payment under 
the 1998 Lease as so calculated.  If in any fiscal year, the amount initially budgeted is insufficient to 
pay actual Debt Service on the Bonds and payments with respect to Related Obligations, the City 
shall, by supplemental budget in such fiscal year, appropriate and pay such additional amounts until 
the total amount appropriated for Base Rental Payments equals Maximum Annual Base Rental 
Payments for such year as provided in the exhibit to the Facility Lease.  The covenants on the part of 
the City contained in the Facility Lease shall be deemed to be and shall be construed to be duties 
imposed by law and it shall be the duty of each and every public official of the City to take such 
action and do such things as are required by law in the performance of the official duty of such 
officials to enable the City to carry out and perform the covenants and agreements in the Facility 
Lease agreed to be carried out and performed by the City. 

The Authority and the City understand and intend that the obligation of the City to pay Base 
Rental Payments and Additional Payments under the Facility Lease shall constitute a current expense 
of the City and shall not in any way be construed to be a debt of the City in contravention of any 
applicable constitutional or statutory limitation or requirement concerning the creation of 
indebtedness by the City, nor shall anything contained in the Facility Lease constitute a pledge of the 
general tax revenues, funds or moneys of the City.  Base Rental Payments and Additional Payments 
due under the Facility Lease shall be payable only from current funds which are budgeted and 
appropriated or otherwise legally available for the purpose of paying Base Rental Payments and 
Additional Payments or other payments due under the Facility Lease as consideration for use of the 
Leased Property.  The Facility Lease shall not create an immediate indebtedness for any aggregate 
payments which may become due under the Facility Lease in the event that the term of the Facility 
Lease is continued.  The City has not pledged the full faith and credit of the City, the State of 
California or any agency or department thereof to the payment of the Base Rental Payments and 
Additional Payments or any other payments due under the Facility Lease. 

Rental Abatement 

The Base Rental Payments and Additional Payments shall be abated proportionately during 
any period in which by reason of any damage or destruction (other than by condemnation, or planned 
demolition as part of the Project) there is substantial interference with the use and occupancy of the 
Leased Property by the City, in the proportion in which the initial cost of that portion of the Leased 
Property rendered unusable bears to the initial cost of the whole of the Leased Property.  Such 
abatement shall continue for the period commencing with such damage or destruction and ending 
with the substantial completion of the work of repair or reconstruction.  In the event of any such 
damage or destruction, the Facility Lease shall continue in full force and effect and the City waives 
the benefits of California Civil Code Section 1932(2) and 1933(4) and of Title 11 of the United 
States Code, Section 365(h) and any and all other rights to terminate the Facility Lease by virtue of 
any such damage or destruction. 
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Notwithstanding the foregoing, such abatement shall not result to the extent of moneys held 
by the Trustee under the Indenture (including, particularly, without limitation, the Reserve Fund, 
Principal Account and Interest Account), or to the extent such Base Rental Payments are made from 
proceeds of insurance and rental interruption insurance as provided in the Facility Lease. 

Maintenance, Alterations and Additions 

Maintenance and Utilities.  During such time as the City is in possession of the Leased 
Property, all maintenance and repair, both ordinary and extraordinary, of the Leased Property shall be 
the responsibility of the City, which shall at all times maintain or otherwise arrange for the 
maintenance of the Leased Property in first class condition, and the City shall pay for or otherwise 
arrange for the payment of all utility services supplied to the Leased Property, and shall pay for or 
otherwise arrange for payment of the cost of the repair and replacement of the Leased Property 
resulting from ordinary wear and tear or want of care on the part of the City or any assignee or 
sublessee thereof or any other cause and shall pay for or otherwise arrange for the payment of all 
insurance policies required to be maintained with respect to the Leased Property.  In exchange for the 
rental provided in the Facility Lease, the Authority agrees to provide only the Leased Property. 

Changes to the Leased Property.  Subject to the Facility Lease and the provisions of the 1998 
Lease, the City, at its own expense, shall have the right to remodel the Leased Property or to make 
additions, modifications and improvements to the Leased Property.  All such additions, modifications 
and improvements shall thereafter comprise part of the Leased Property and be subject to the 
provisions of the Facility Lease.  Such additions, modifications and improvements shall not damage 
the Leased Property or cause them to be used for purposes other than those authorized under the 
provisions of state and federal law; and the Leased Property, upon completion of any additions, 
modifications and improvements made, shall be of a value which is at least equal to the value of the 
Leased Property immediately prior to the making of such additions, modifications and 
improvements. 

Installation of City’s Equipment.  The City and any sublessee may at any time and from time 
to time, in its sole discretion and at its own expense, install or permit to be installed other items of 
equipment or other personal property in or upon the Leased Property.  All such items shall remain the 
sole property of such party, in which neither the Authority nor the Trustee shall have any interest, 
and may be modified or removed by such party at any time provided that such party shall repair and 
restore any and all damage to the Leased Property resulting from the installation, modification or 
removal of any such items.  Nothing in the Facility Lease shall prevent the City from purchasing 
items to be installed under a conditional sale or lease purchase contract, or subject to a vendor’s lien 
or security agreement as security for the unpaid portion of the purchase price thereof, provided that 
no such lien or security interest shall attach to any part of the Leased Property. 

Insurance

Fire and Extended Coverage Insurance.  The City shall procure or cause to be procured and 
maintain or cause to be maintained, throughout the term of the Facility Lease, insurance against loss 
or damage to any structures constituting any part of the Leased Property by fire and lightning, with 
extended coverage insurance, vandalism and malicious mischief insurance and sprinkler system 
leakage insurance.  Said 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.  Such insurance shall be in an amount equal to the replacement 
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cost (without deduction for depreciation) of all structures constituting any part of the Leased 
Property, excluding the cost of excavations, of grading and filling, and of the land (except that such 
insurance may be subject to deductible clauses for any one loss of not to exceed $500,000 or 
comparable amount adjusted for inflation), or, in the alternative, shall be in an amount and in a form 
sufficient (together with moneys held under the Indenture), in the event of total or partial loss, to 
enable all outstanding Bonds to be redeemed. 

In the event of any damage to or destruction of any part of the Leased Property, caused by the 
perils covered by such insurance, the Authority, and subject to the terms of the 1998 Lease and the 
1998 Indenture, shall cause the proceeds of such insurance to be utilized for the repair, reconstruction 
or replacement of the damaged or destroyed portion of the Leased Property, and the Trustee shall 
hold said proceeds separate and apart from all other funds, in a special fund to be designated the 
“Insurance and Condemnation Fund,” to the end that such proceeds shall be applied to the repair, 
reconstruction or replacement of the Leased Property to at least the same good order, repair and 
condition as they were in prior to the damage or destruction, insofar as the same may be 
accomplished by the use of said proceeds.  The Trustee shall permit withdrawals of said proceeds 
from time to time upon receiving the Written Request of the Authority, stating that the Authority has 
expended moneys or incurred liabilities in an amount equal to the amount therein requested to be 
paid over to it for the purpose of repair, reconstruction or replacement, and specifying the items for 
which such moneys were expended, or such liabilities were incurred.  Any balance of said proceeds 
not required for such repair, reconstruction or replacement shall be treated by the Trustee as Base 
Rental Payments and applied in the manner provided in the Indenture.  Alternatively, the Authority, 
at its option, with the written consent of the City, and if the proceeds of such insurance together with 
any other moneys then available for the purpose are at least sufficient to redeem an aggregate 
principal amount of outstanding Bonds, equal to the amount of Base Rental Payment attributable to 
the portion of the Leased Property so destroyed or damaged (determined by reference to the 
proportion which the cost of such portion of the Leased Property bears to the cost of the Leased 
Property), may elect not to repair, reconstruct or replace the damaged or destroyed portion of the 
Leased Property and thereupon shall cause said proceeds to be used for the redemption of 
outstanding Bonds pursuant to the Indenture. 

As an alternative to providing the insurance required by the first paragraph of this Section, or 
any portion thereof, the City may provide a self insurance method or plan of protection if and to the 
extent such self insurance method or plan of protection shall afford reasonable coverage for the risks 
required to be insured against, in light of all circumstances, giving consideration to cost, availability 
and similar plans or methods of protection adopted by public entities in the State of California other 
than the City.  So long as such method or plan is being provided to satisfy the requirements of the 
Facility Lease, there shall be filed annually with the Trustee a statement of an actuary, insurance 
consultant or other qualified person (which may be the Risk Manager of the City), stating that, in the 
opinion of the signer, the substitute method or plan of protection is in accordance with the 
requirements of this Section and, when effective, would afford reasonable coverage for the risks 
required to be insured against.  There shall also be filed a Certificate of the City setting forth the 
details of such substitute method or plan.  In the event of loss covered by any such self insurance 
method, the liability of the City under the Facility Lease shall be limited to the amounts in the self 
insurance reserve fund or funds created under such method. 

Any insurance required by the Facility Lease relating to fire and extended coverage 
insurance, to the extent permitted, shall not be a duplication of the insurance maintained under the 
1998 Lease. 
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Liability Insurance.  Except as otherwise provided, the City shall procure or cause to be 
procured and maintain or cause to be maintained, throughout the term of the Facility Lease, a 
standard comprehensive general liability insurance policy or policies in protection of the Authority 
and the City and their respective members, directors, officers, agents and employees, and the Trustee, 
indemnifying said parties against all direct or contingent loss or liability for damages for personal 
injury, death or property damage occasioned by reason of the operation of the Leased Property, with 
minimum liability limits of $1,000,000 for personal injury or death of each person and $3,000,000 
for personal injury or deaths of two or more persons in each accident or event, and in a minimum 
amount of $500,000 for damage to property resulting from each accident or event.  Such public 
liability and property damage insurance may, however, be in the form of a single limit policy in the 
amount of $3,000,000 covering all such risks.  Such liability insurance may be maintained as part of 
or in conjunction with any other liability insurance carried by the City. 

As an alternative to providing the insurance required by the preceding paragraph, or any 
portion thereof, the City may provide a self insurance method or plan of protection if and to the 
extent such self insurance method or plan of protection shall afford reasonable protection to the 
Authority and the City and their respective members, directors, officers, agents and employees, and 
the Trustee, in light of all circumstances, giving consideration to cost, availability and similar plans 
or methods of protection adopted by public entities in the State of California other than the City.  So 
long as such method or plan is being provided to satisfy the requirements of the Facility Lease, there 
shall be filed annually with the Trustee a statement of an actuary, independent insurance consultant 
or other qualified person (which may be the Risk Manager of the City), stating that, in the opinion of 
the signer, the substitute method or plan of protection is in accordance with the requirements of this 
Section and, when effective, would afford reasonable protection to the Authority and the City and 
their respective members, directors, officers, agents and employees, and the Trustee against loss and 
damage from the hazards and risks covered thereby.  There shall also be filed a Certificate of the City 
setting forth the details of such substitute method or plan. 

Any insurance required under the Facility Lease relating to liability insurance, to the extent 
permitted, shall not be a duplication of the insurance maintained under the 1998 Lease. 

Rental Interruption or Use and Occupancy Insurance.  The City shall procure or cause to be 
procured and maintain or cause to be maintained, rental interruption or use and occupancy insurance 
to cover loss, total or partial, of the rental income from or the use of the Leased Property as the result 
of any of the hazards covered by the insurance required by the Facility Lease, in an amount sufficient 
to pay the part of the total rent under the Facility Lease attributable to the portion of the Leased 
Property rendered unusable (determined by reference to the proportion which the cost of such portion 
bears to the cost of the Leased Property) for a period of at least two years, except that such insurance 
may be subject to a deductible clause of not to exceed two hundred fifty thousand dollars ($250,000) 
or a comparable amount adjusted for inflation.  Any proceeds of such insurance shall be used by the 
Trustee to reimburse to the City any rental theretofore paid by the City under the Facility Lease 
attributable to such structure for a period of time during which the payment of rental under the 
Facility Lease is abated, and any proceeds of such insurance not so used shall be applied as provided 
in the Facility Lease (to the extent required for the payment of Base Rental Payments and to the 
extent required for the payment of Additional Payments) and any remainder shall be treated as 
Revenue under the Indenture. 

Worker’s Compensation.  The City shall also maintain worker’s compensation insurance 
issued by a responsible carrier authorized under the laws of the State of California to insure its 
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employees against liability for compensation under the Worker’s Compensation Insurance and Safety 
Act now in force in California, or any act enacted as an amendment or supplement thereto.  As an 
alternative, such insurance may be maintained as part of or in conjunction with any other insurance 
carried by the City.  Such insurance may be maintained by the City in the form of self-insurance. 

Title Insurance.  The City shall obtain, for the benefit of the Authority and the Trustee, upon 
the execution and delivery of the Facility Lease, title insurance on the Leased Property in an amount 
not less than $61,430,000, subject only to Permitted Encumbrances.  Any title insurance held under 
the 1998 Lease shall satisfy, on a dollar to dollar basis, the requirements of this paragraph, so long as 
the Trustee is named as an additional insured, it being understood that the rights of the Trustee shall 
be subject to the prior rights of the 1998 Trustee. 

Insurance Proceeds; Form of Policies.  All policies of insurance required by the Facility 
Lease relating to fire and extended coverage insurance and rental interruption and use and occupancy 
insurance shall name the City, the Authority and the Trustee as insured and shall contain a lender’s 
loss payable endorsement in favor of the Trustee.  Any such policies may also name the 1998 Trustee 
as an insured if the policies are intended to satisfy both the requirements of the Facility Lease and the 
1998 Lease.  The Trustee shall, to the extent practicable, collect, adjust and receive all moneys which 
may become due and payable under any such policies, may compromise any and all claims 
thereunder and shall apply the proceeds of such insurance as provided in Facility Lease.  All policies 
of insurance required by the Facility Lease shall provide that the Trustee shall be given thirty (30) 
days notice of each expiration thereof or any intended cancellation thereof or reduction of the 
coverage provided thereby.  The Trustee shall not be responsible for the sufficiency of any insurance 
required in the Facility Lease and shall be fully protected in accepting payment on account of such 
insurance or any adjustment, compromise or settlement of any loss agreed to by the City.  The City 
shall pay when due the premiums for all insurance policies required by the Facility Lease, and shall 
promptly furnish evidence of such payments to the Authority. 

Defaults and Remedies 

Defaults and Remedies.  (a) If the City shall fail to pay any Base Rental Payments or 
Additional Payments payable under the Facility Lease when the same becomes due, time being 
expressly declared to be of the essence of the Facility Lease, or the City shall fail to keep, observe or 
perform any other term, covenant or condition contained in the Facility Lease to be kept or 
performed by the City for a period of sixty (60) days after notice of the same has been given to the 
City by the Authority or the Trustee or for such additional time as is reasonably required, in the sole 
discretion of the Authority, to correct the same, or upon the happening of any of the events specified 
in paragraph (b) below (any such case above being an “Event of Default”), the City shall be deemed 
to be in default under the Facility Lease and it shall be lawful for the Authority to exercise any and 
all remedies available pursuant to law or granted pursuant to the Facility Lease.  Upon any such 
default, the Authority, in addition to all other rights and remedies it may have at law, shall have the 
option, without terminating the Facility Lease, but subject to the terms of the 1998 Lease (i) to collect 
each installment of rent as it becomes due and enforce any other terms or provision to be kept or 
performed by the City, regardless of whether or not the City has abandoned the Leased Property, or 
(ii) to exercise any and all rights of entry and re-entry upon the Leased Property.  So long as the 
Facility Lease is not terminated the City shall remain liable and agrees to keep or perform all 
covenants and conditions contained in the Facility Lease to be kept or performed by the City and, if 
the Leased Property is not re-let, to pay the full amount of the rent to the end of the term of the 
Facility Lease or, in the event that the Leased Property is re-let, to pay any deficiency in rent that 
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results therefrom; and further agrees to pay said rent and/or rent deficiency punctually at the same 
time and in the same manner as hereinabove provided for the payment of rent under the Facility 
Lease (without acceleration), notwithstanding the fact that the Authority may have received in 
previous years or may receive thereafter in subsequent years rental in excess of the rental specified in 
the Facility Lease, and notwithstanding any entry or re-entry by the Authority or suit in unlawful 
detainer, or otherwise, brought by the Authority for the purpose of effecting such entry or re-entry or 
obtaining possession of the Leased Property.  Should the Authority elect to enter or re-enter as 
provided in the Facility Lease, the City irrevocably appoints the Authority as the agent and attorney-
in-fact of the City to re-let the Leased Property, or any part thereof, from time to time, either in the 
Authority’s name or otherwise, upon such terms and conditions and for such use and period as the 
Authority may deem advisable, and to remove all persons in possession thereof and all personal 
property whatsoever situated upon the Leased Property and to place such personal property in storage 
in any warehouse or other suitable place located in the City of Modesto, California, for (to the extent 
permitted by law) the account of and at the expense of the City, and the City (to the extent permitted 
by law) exempts and agrees to save harmless the Authority from any costs, loss or damage 
whatsoever arising out of, in connection with, or incident to any such re-entry upon and re-letting of 
the Leased Property and removal and storage of such property by the Authority or its duly authorized 
agents in accordance with the provisions contained in the Facility Lease.  The City agrees that the 
terms of the Facility Lease constitute full and sufficient notice of the right of the Authority to re-let 
the Leased Property and to do all other acts to maintain or preserve the Leased Property as the 
Authority deems necessary or desirable in the event of such re-entry without effecting a surrender of 
the Facility Lease, and further agrees that no acts of the Authority in effecting such re-letting shall 
constitute a surrender or termination of the Facility Lease irrespective of the use or the term for 
which such re-letting is made or the terms and conditions of such re-letting, or otherwise.  The City 
further waives the right to any rental obtained by the Authority in excess of the rental specified in the 
Facility Lease and conveys and releases such excess to the Authority as compensation to the 
Authority for its services in re-letting the Leased Property or any part thereof.  The City further 
agrees to the extent permitted by law to pay the Authority the reasonable cost of any alterations or 
additions to the Leased Property necessary to place the Leased Property in condition for re-letting 
immediately upon notice to the City of the completion and installation of such additions or 
alterations.

The City waives any and all claims for damages caused or which may be caused by the 
Authority in re-entering and taking possession of the Leased Property as provided in the Facility 
Lease and all claims for damages that may result from the destruction of or injury to the Leased 
Property and all claims for damages to or loss of any property belonging to the City, or any other 
person, that may be in or upon the Leased Property. 

(b) If (1) the City’s interest in the Facility Lease or any part thereof is assigned or 
transferred, either voluntarily or by operation of law or otherwise, without the written consent of the 
Authority, or (2) the City or any assignee shall file any petition or institute any proceeding under any 
act or acts, state or federal, dealing with or relating to the subject or subjects of bankruptcy or 
insolvency, or under any amendment of such act or acts, either as a bankrupt or as an insolvent, or as 
a debtor, or in any similar capacity, wherein or whereby the City asks or seeks or prays to be 
adjudicated a bankrupt, or is to be discharged from any or all of the City’s debts or obligations, or 
offers to the City’s creditors to effect a composition or extension of time to pay the City’s debts or 
asks, seeks or prays for reorganization or to effect a plan of reorganization, or for a readjustment of 
the City’s debts, or for any other similar relief, or if any such petition or any such proceedings of the 
same or similar kind or character be filed or be instituted or taken against the City, or if a receiver of 
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the business or of the property or assets of the City shall be appointed by any court, except a receiver 
appointed at the instance or request of the Authority, or if the City shall make a general or any 
assignment for the benefit of the City’s creditors, or if (3) the City shall abandon or vacate the Leased 
Property, then the City shall be deemed to be in default under the Facility Lease. 

(c) The Authority shall in no event be in default in the performance of any of its 
obligations under the Facility Lease or imposed by any statute or rule of law unless and until the 
Authority shall have failed to perform such obligations within sixty (60) days or such additional time 
as is reasonably required to correct any such default after notice by the City to the Authority properly 
specifying wherein the Authority has failed to perform any such obligation.  In the event of default 
by the Authority, the City shall be entitled to pursue any remedy provided by law. 

(d) In addition to the other remedies set forth above, upon the occurrence of an event of 
default, the Authority shall be entitled to proceed to protect and enforce the rights vested in the 
Authority by the Facility Lease or by law.  The provisions of the Facility Lease and the duties of the 
City and of its trustees, officers or employees shall be enforceable by the Authority by mandamus or 
other appropriate suit, action or proceeding in any court of competent jurisdiction.  Without limiting 
the generality of the foregoing, the Authority shall have the right to bring the following actions: 

Accounting.  By action or suit in equity to require the City and its trustees, officers and 
employees and its assigns to account as the trustee of an express trust. 

Injunction.  By action or suit in equity to enjoin any acts or things which may be unlawful or 
in violation of the rights of the Authority. 

Mandamus.  By mandamus or other suit, action or proceeding at law or in equity to enforce 
the Authority’s rights against the City (and its board, officers and employees) and to compel the City 
to perform and carry out its duties and obligations under the law and its covenants and agreements 
with the City as provided in the Facility Lease. 

The exercise of any rights or remedies under the Facility Lease shall not permit acceleration 
of Base Rental Payments. 

Each and all of the remedies given to the Authority under the Facility Lease or by any law 
now or thereafter enacted are cumulative and the single or partial exercise of any right, power or 
privilege under the Facility Lease shall not impair the right of the Authority to other or further 
exercise thereof or the exercise of any or all other rights, powers or privileges.  The term “re-let” or 
“re-letting” shall include, but not be limited to, re-letting by means of the operation by the Authority 
of the Leased Property.  If any statute or rule of law validly shall limit the remedies given to the 
Authority under the Facility Lease, the Authority nevertheless shall be entitled to whatever remedies 
are allowable under any statute or rule of law. 

In the event the Authority shall prevail in any action brought to enforce any of the terms and 
provisions of the Facility Lease, the City agrees to pay a reasonable amount as and for attorney’s fees 
incurred by the Authority in attempting to enforce any of the remedies available to the Authority 
under the Facility Lease, whether or not a lawsuit has been filed and whether or not any lawsuit 
culminates in a judgment. 
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Waiver.  Failure of the Authority to take action on any default on the part of the City shall not 
be, or be construed as, a waiver thereof, nor shall any custom or practice which may grow up 
between the parties in the course of administering this instrument be construed to waive or to lessen 
the right of the Authority to insist upon performance by the City of any term, covenant or condition, 
or to exercise any rights given the Authority on account of such default.  A waiver of a particular 
default shall not be deemed to be a waiver of the same or any subsequent default.  The acceptance of 
rent under the Facility Lease shall not be, or be construed to be, a waiver of any term, covenant or 
condition of the Facility Lease. 

Eminent Domain; Prepayment 

Eminent Domain.  If the whole of the Leased Property or so much thereof as to render the 
remainder unusable for the purposes for which it was used by the City shall be taken under the power 
of eminent domain, the term of the Facility Lease shall cease as of the day that possession shall be so 
taken.  If less than the whole of the Leased Property shall be taken under the power of eminent 
domain and the remainder of the Leased Units is usable for the purposes for which it was used by the 
City at the time of such taking, then the Facility Lease shall continue in full force and effect as to 
such remainder, and the parties waive the benefits of any law to the contrary, and in such event there 
shall be a partial abatement of the Base Rental Payments due under the Facility Lease in an amount 
equivalent to the amount by which the annual payments of principal and interest on the Outstanding 
Bonds will be reduced by the application of the award in eminent domain to the redemption of 
outstanding Bonds.  So long as any of the Bonds shall be outstanding, any award made in eminent 
domain proceedings for taking the Leased Property or any of the Leased Units thereof shall be paid 
to the Trustee and applied to the prepayment of the Base Rental Payments as provided in the Facility 
Lease, but subject to the terms of the 1998 Lease.  Any such award made after all of the Base Rental 
Payments and Additional Payments have been fully paid, or provision therefor made, shall be paid to 
the to the City. 

Prepayment.  (a) Subject to the terms of the 1998 Lease, the City shall prepay on any date 
from insurance (including proceeds of title insurance) and eminent domain proceeds, to the extent 
provided in the Facility Lease (provided, however, that in the event of partial damage to or 
destruction of the Leased Property caused by perils covered by insurance, if in the judgment of the 
Authority the insurance proceeds are sufficient to repair, reconstruct or replace the damaged or 
destroyed Leased Property, such proceeds shall be held by the Trustee and used to repair, reconstruct 
or replace the damaged or destroyed Leased Property), all or any part of Base Rental Payments then 
unpaid so that the aggregate annual amounts of Base Rental Payments which shall be payable after 
such prepayment date shall be as nearly proportional as practicable to the aggregate annual amounts 
of Base Rental Payments unpaid prior to the prepayment date (taking into account the reduction in 
Base Rental Payments allocable to future interest on the Bonds that are redeemed), at a prepayment 
amount equal to the redemption payment of the maximum amount of Bonds, including the principal 
thereof and the interest thereon to the date of redemption, plus any applicable premium redeemable 
from such proceeds. 

(b) The City may prepay, from any source of available funds, all or any portion of Base 
Rental Payments by depositing with the Trustee moneys or securities as provided in the Indenture 
sufficient to defease or redeem all or a portion of a Series of Bonds corresponding to such Base 
Rental Payments when due; provided that the City furnishes the Trustee with an Opinion of Counsel 
that such deposit will not cause interest on such Series of Bonds to be includable in gross income for 
federal income tax purposes.  The City agrees that if following such prepayment the Leased Property 
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are damaged or destroyed or taken by eminent domain, it is not entitled to, and by such prepayment 
waives the right of, abatement of such prepaid Base Rental Payments and shall not be entitled to any 
reimbursement of such Base Rental Payments. 

(c) Before making any prepayment, the City shall, within five (5) days following the 
event creating such right or obligation to prepay, give written notice to the Authority and the Trustee 
describing such event and specifying the date on which the prepayment will be made, which date 
shall be not less than forty-five (45) days from the date such notice is given. 

(d) When (1) there shall have been deposited with the Trustee at or prior to the due dates 
of the Base Rental Payments or the date when the City may exercise its option to purchase the 
Leased Property or any of the Leased Unit thereof, in trust for the benefit of the Owners of the Bonds 
and irrevocably appropriated and set aside to the payment of the Base Rental Payments or option 
price, sufficient moneys and Permitted Investments described in paragraph (1) of the definition 
thereof in the Indenture, not redeemable prior to maturity, the principal of and interest on which 
when due will provide money sufficient to pay all principal, premium, if any, and interest on the 
Bonds to the due date of the Bonds or date when the City may exercise its option to purchase the 
Leased Property, as the case may be; (2) all requirements of the Indenture have been satisfied; and 
(3) an agreement shall have been entered into with the Trustee for the payment of its fees and 
expenses so long as any of the Bonds shall remain unpaid, then and in that event the right, title and 
interest of the Authority in the Facility Lease and the obligations of the City under the Facility Lease 
shall thereupon cease, terminate, become void and be completely discharged and satisfied (except for 
the right of the Authority and the obligation of the City to have such moneys and such Permitted 
Investments applied to the payment of the Base Rental Payments or option price) and the Authority’s 
interest in and title to the Project or applicable portion or item thereof shall be transferred and 
conveyed to the City.  In such event, the Authority shall cause an accounting for such period or 
periods as may be requested by the City to be prepared and filed with the Authority and evidence 
such discharge and satisfaction, and the Authority shall pay over to the City as an overpayment of 
Base Rental Payments all such moneys or Permitted Investments held by it other than such moneys 
and such Permitted Investments as are required for the payment or prepayment of the Base Rental 
Payments or the option price and the fees and expenses of the Trustee, which moneys and Permitted 
Investments shall continue to be held by the Trustee in trust for the payment of Base Rental 
Payments or the option price and the fees and expenses of the Trustee, and shall be applied by the 
Authority to the payment of the Base Rental Payments or the option price and the fees and expenses 
of the Trustee. 

Covenants 

Right of Entry.  The Authority and its assignees shall have the right to enter upon and to 
examine and inspect the Leased Property during reasonable business hours (and in emergencies at all 
times) (a) to inspect the same, (b) for any purpose connected with the Authority’s or the City’s rights 
or obligations under the Facility Lease, and (c) for all other lawful purposes. 

Liens.  In the event the City shall at any time during the term of the Facility Lease cause any 
changes, alterations, additions, improvements, or other work to be done or performed or materials to 
be supplied, in or upon the Leased Property, the City shall pay, when due, all sums of money that 
may become due for, or purporting to be for, any labor, services, materials, supplies or equipment 
furnished or alleged to have been furnished to or for the City in, upon or about the Leased Property 
and shall keep the Leased Property free of any and all mechanics’ or materialmen’s liens or other 
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liens against the Leased Property or the Authority’s interest therein.  In the event any such lien 
attaches to or is filed against the Leased Property or the Authority’s interest therein, the City shall 
cause each such lien to be fully discharged and released at the time the performance of any obligation 
secured by any such lien matures or becomes due, except that if the City desires to contest any such 
lien it may do so in good faith.  If any such lien shall be reduced to final judgment and such judgment 
or such process as may be issued for the enforcement thereof is not promptly stayed, or if so stayed 
and said stay thereafter expires, the City shall forthwith pay and discharge said judgment.  The City 
agrees to and shall, to the maximum extent permitted by law, indemnify and hold the Authority and 
the Trustee and their respective members, directors, agents, successors and assigns, harmless from 
and against, and defend each of them against, any claim, demand, loss, damage, liability or expense 
(including attorney’s fees) as a result of any such lien or claim of lien against the Leased Property or 
the Authority’s interest therein. 

Authority Not Liable.  The Authority and its members, directors, officers, agents and 
employees shall not be liable to the City or to any other party whomsoever for any death, injury or 
damage that may result to any person or property by or from any cause whatsoever in, on or about 
the Leased Property.  The City, to the extent permitted by law, shall indemnify and hold the 
Authority and its members, directors, officers, agents and employees, harmless from, and defend 
each of them against, any and all claims, liens and judgments arising from the construction or 
operation of the Leased Property, including, without limitation, death of or injury to any person or 
damage to property whatsoever occurring in, on or about the Leased Property regardless of 
responsibility for negligence, but excepting the active negligence of the person or entity seeking 
indemnity. 

Assignment and Subleasing.  Neither the Facility Lease nor any interest of the City under the 
Facility Lease shall be mortgaged, pledged, assigned, sublet or transferred by the City by voluntary 
act or by operation of law or otherwise, except with the prior written consent of the Authority, which, 
in the case of subletting, shall not be unreasonably withheld; provided such subletting shall not affect 
the tax-exempt status of the interest on the Bonds.  No such mortgage, pledge, assignment, sublease 
or transfer shall in any event affect or reduce the obligation of the City to make the Base Rental 
Payments and Additional Payments required under the Facility Lease. 

Title to Leased Property; No Merger of Interests.  During the term of the Facility Lease, the 
Authority shall hold a leasehold estate to the Leased Property and any and all additions which 
comprise fixtures, repairs, replacement or modifications thereof, except for those fixtures, repairs, 
replacements or modifications which are added thereto by the City and which may be removed 
without damaging the Leased Property, and except for any items added to the Leased Property by the 
City pursuant to the Facility Lease.  This provision shall not operate to the benefit of any insurance 
company if there is a rental interruption covered by insurance pursuant to the Facility Lease. 

The leasing by the Authority to the City of the Leased Property pursuant to the 1998 Lease, 
the leasing by the City to the Authority of the Leased Property pursuant to the Sublease and the 
leasing by the Authority to the City of such Leased Property shall not effect or result in a merger of 
the City’s leasehold estate pursuant to the Facility Lease, and the Authority shall continue to have 
and hold a leasehold estate in the Leased Property pursuant to the Sublease throughout the term 
thereof.  As to the Leased Property, the Facility Lease shall be deemed and constitute a sub-sublease. 

Tax Covenants.  The City and the Authority will not make any use of the proceeds of the 
obligations provided in the Facility Lease or any other funds of the City or the Authority which will 
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cause such obligations to be “arbitrage bonds” subject to federal income taxation by reason of 
Section 148 of the Code.  The City and the Authority will not make any use of the proceeds of the 
obligations provided in the Facility Lease or any other funds of the City or the Authority which will 
cause such obligations to be “federally guaranteed” and subject to inclusion in gross income for 
federal income tax purposes by reason of Section 149(b) of the Code.  To that end, so long as any 
rental payments are unpaid, the City and the Authority, with respect to such proceeds and such other 
funds, will comply with all requirements of such Sections 148 and 149(b) and all regulations of the 
United States Department of the Treasury issued thereunder to the extent that such requirements are, 
at the time, applicable and in effect. 

The City further covenants that it will not use or permit the use of the facilities financed or 
refinanced by the proceeds of the Bonds by any person not an “exempt person” within the meaning 
of Section 141(a) of the Code or by an “exempt person” (including the City) in an “unrelated trade or 
business,” in such manner or to such extent as would result in the inclusion of interest received under 
the Facility Lease in gross income for federal income tax purposes under Section 103 of the Code. 

If at any time the City is of the opinion that it is necessary to restrict or limit the yield on or 
change in any way the investment of any moneys held by the Trustee or the City or the Authority 
under the Facility Lease or the Indenture, the City shall so instruct the Trustee or the appropriate 
officials of the City in writing, and the Trustee or the appropriate officials of the City, as the case 
may be, shall take such actions as may be necessary in accordance with such instructions. 

In furtherance of the covenants of the City set forth above, the City will comply with the Tax 
Certificate and will instruct the Trustee in writing as necessary to comply with the Tax Certificate.  
The Trustee and the Authority may conclusively rely on any such written instructions, and the City 
agrees to hold harmless the Trustee and the Authority for any loss, claim, damage, liability or 
expense incurred by the Authority for any actions taken by the Authority in accordance with such 
instructions.

The City and the Authority shall at all times do and perform all acts and things permitted by 
law which are necessary or desirable in order to assure that the interest on the Bonds will be excluded 
from gross income for federal income tax purposes and shall take no action that would result in such 
interest not being excluded from gross income for federal income tax purposes. 

Continuing Disclosure.  The City covenants and agrees that it will comply with and carry out 
all of the provisions of the Continuing Disclosure Agreement.  Notwithstanding any other provision 
of the Facility Lease, failure of the City to comply with the Continuing Disclosure Agreement shall 
not be considered an event of default under the Facility Lease; however, the Trustee may (and, at the 
request of any Participating Underwriter (as defined in the Continuing Disclosure Agreement) or the 
Holders of at least 25% aggregate principal amount of Bonds Outstanding and provided satisfactory 
indemnification is provided to the Trustee, shall) or any Bondholder may take such actions as may be 
necessary and appropriate, including seeking mandate or specific performance by court order, to 
compel the City to comply with its obligations under this paragraph. 

Taxes.  The City shall pay or cause to be paid all taxes and assessments of any type or nature 
charged to the Authority or affecting the Leased Property or the respective interests or estates therein; 
provided that with respect to special assessments or other governmental charges that may lawfully be 
paid in installments over a period of years, the City shall be obligated to pay only such installments 
as are required to be paid during the term of the Facility Lease as and when the same become due. 
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Authority’s Purpose.  The Authority covenants that, prior to the discharge of the Facility 
Lease, it will not engage in any activities inconsistent with the purposes for which the Authority is 
organized.

Purpose of Facility Lease.  The City covenants that during the term of the Facility Lease (a) it 
will use, or cause the use of, the Leased Property for public purposes and for the purposes for which 
the Leased Property are customarily used, (b) it will not vacate or abandon the Leased Property or 
any part thereof, and (c) it will not make any use of the Leased Property which would jeopardize in 
any way the insurance coverage required to be maintained. 

Compliance with 1998 Lease; Covenant Not to Terminate or Amend the 1998 Lease.  The 
City agrees to comply with the terms of the 1998 Lease and make all payments due thereunder, as 
provided therein.  The City and the Authority covenant not to terminate or amend the 1998 Lease so 
long as the Bonds are outstanding, unless such a termination or amendment of the 1998 Lease would 
not have a material adverse effect on the holders of the Bonds. 

Amendment or Termination 

Amendment or Termination.  The Authority and the City may at any time amend, modify or 
terminate the Facility Lease in accordance with the terms thereof and of the Indenture, or provide for 
the amendment of the Facility Lease to remove or substitute the Leased Property, or to provide for 
the issuance of Additional Bonds pursuant to the Indenture. 

THE SUBLEASE 

Subleased Premises 

The City subleases to the Authority (without option to purchase) and the Authority subleases 
from the City, on the terms and conditions set forth in the Sublease, the Leased Property. 

Term

The terms of the Sublease shall remain in effect until the term of the Facility Lease expires as 
provided thereof, provided, however, that if Base Rental Payments (as defined therein) due under the 
Facility Lease remain unpaid at the expiration of the Lease term, then the Sublease shall not 
terminate until the earlier of (i) September 1, 2033, (ii) the date on which the Bonds have been paid 
in full, (iii) the termination of the term of the Facility Lease pursuant to the terms thereof, or (iv) the 
termination of the term of the 1998 Lease. 

Right to Sublease 

The City covenants that it has a leasehold interest in the Leased Property and has the right, 
pursuant to the 1998 Lease to sublease the Leased Property to the Authority. 

Termination

The Authority agrees, upon the termination of the Sublease, to quit and surrender the Leased 
Property in the same good order and condition as the same was in at the time of commencement of 
the term under the Sublease (with such modifications and improvements as are contemplated by the 
Facility Lease), and with reasonable wear and tear excepted. 
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Default

In the event the Authority shall be in default in the performance of any obligation on its part 
to be performed under the terms of the Sublease, which default continues for 30 days following 
written notice to and demand for correction thereof by the City, the City may exercise any and all 
remedies granted by law which do not adversely affect the interests of the owners of the Bonds, with 
the consent of the Trustee; provided that the City may not terminate the Sublease and shall exercise 
only remedies providing for specific performance under the Sublease. 

Eminent Domain 

In the event the whole or any part of the Leased Property is taken by eminent domain 
proceedings, the interest of the Authority shall be recognized and is determined to be the amount of 
the then unpaid or outstanding Bonds and all other amounts due under the Indenture and the Facility 
Lease attributable to such part of the Leased Property and any award in eminent domain proceedings 
shall be paid to the Trustee and the Trustee shall apply such award as provided in the Facility Lease, 
subject to the prior rights of the 1998 Trustee. 

No Merger of Interests 

The leasing by the Authority to the City of the Leased Property pursuant to the 1998 Lease, 
the subleasing by the City to the Authority of the Leased Property pursuant to the Sublease and the 
sub-subleasing by the Authority to the City of such Leased Property pursuant to the Facility Lease 
shall not effect or result in a merger of the Authority’s leasehold estate pursuant to the Sublease. 

Amendment

The Authority and the City may at any time agree to the amendment of the Sublease; 
provided, however, that the Authority and the City agree and recognize that the Sublease is entered 
into as contemplated by the terms of the Indenture, and accordingly, that any such amendment shall 
only be made or effected in accordance with and subject to the terms of the Indenture. 

Compliance with 1998 Lease; Covenant Not to Terminate or Amend the 1998 Lease 

The City agrees to comply with the terms of the 1998 Lease and make all payments due 
thereunder, as provided therein.  The City and the Authority covenant not to terminate or amend the 
1998 Lease so long as the Bonds are outstanding, unless such a termination or amendment of the 
1998 Lease would not have a material adverse effect on the holders of the Bonds. 

Subordination to the 1998 Lease 

The City and the Authority acknowledge that the Sublease and the rights granted under the 
Sublease are subordinate to the right of the City and the 1998 Trustee under the 1998 Lease, the 1998 
Indenture and the rights granted thereunder. 
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APPENDIX B 

ARS PROVISIONS 

ARTICLE I 

DEFINITIONS 

In addition to the words and terms elsewhere defined in the Indenture, the following words 
and terms as used in this Appendix B and elsewhere in the Indenture and Official Statement have the 
following meanings with respect to a Series of Bonds in an ARS Mode, unless the context or use 
indicates another or different meaning or intent: 

“Agent Member” means a member of, or participant in, the Securities Depository who shall 
act on behalf of a Bidder. 

“All Hold Rate” means, as of any Auction Date, 55% of the ARS Index in effect on such 
Auction Date. 

“ARS” means Auction Rate Securities. 

“ARS Bonds” means Bonds evidencing interest at the ARS Rate. 

“ARS Index” shall have the meaning specified in Section 2.07 of this Appendix B. 

“ARS Rate” means for each Series of Bonds, the rate of interest to be evidenced by such 
Series of Bonds during each Auction Period determined in accordance with Section 2.03 of this 
Appendix B; provided, however, that in no event may the ARS Rate exceed the Maximum Interest 
Rate.

“ARS Rate Conversion Date” means the date on which ARS Bonds convert from a Mode 
other than an ARS Mode to the ARS Mode for an ARS Rate Period and begin to evidence interest at 
an ARS Rate. 

“ARS Rate Period” means (i) any period of time commencing on the day following the Initial 
Period to but not including a Conversion Date for a Series of ARS Bonds and (ii) the period from and 
including an ARS Rate Conversion Date for a Series of Bonds to but excluding the next Conversion 
Date for such Series of Bonds. 

“Auction” means each periodic implementation of the Auction Procedures. 

“Auction Agent” means the auctioneer appointed in accordance with Section 3.01 or 3.02 of 
this Appendix B.  The initial Auction Agent for the Series 2007 Bonds shall be Deutsche Bank Trust 
Company Americas. 

“Auction Agreement” means an agreement between an Auction Agent and the Trustee 
approved by the Bond Insurer for a Series of Bonds pursuant to which an Auction Agent agrees to 
follow the procedures specified in this Appendix B with respect to ARS Bonds, as such agreement 
may from time to time be amended or supplemented. 
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“Auction Date” means, with respect to a Series of ARS Bonds, (a) if such Series of ARS 
Bonds are in a daily Auction Period, each Business Day, (b) if such Series of ARS Bonds are in a 
Special Auction Period, the last Business Day of the Special Auction Period, and (c) if such Series of 
ARS Bonds are in any other Auction Period, the Business Day next preceding each Interest Payment 
Date for such Series of ARS Bonds (whether or not an Auction shall be conducted on such date); 
provided, however, that the last Auction Date with respect to a Series of ARS Bonds in an Auction 
Period other than a daily Auction Period or a Special Auction Period shall be the earlier of (i) the 
Business Day next preceding the Interest Payment Date next preceding the Conversion Date for such 
Series of ARS Bonds and (ii) the Business Day next preceding the Interest Payment Date next 
preceding the final Maturity Date; and provided, further, that if a Series of ARS Bonds are in a daily 
Auction Period, the last Auction Date shall be the earlier of (x) the second Business Day next 
preceding the Conversion Date for such Series of ARS Bonds and (y) the Business Day next 
preceding the final Maturity Date.  The last Business Day of a Special Auction Period shall be the 
Auction Date for the Auction Period which begins on the next succeeding Business Day, if any.  On 
the second Business Day preceding the conversion from a daily Auction Period to another Auction 
Period, there shall be an Auction for the last daily Auction Period.  On the Business Day preceding 
the conversion from a daily Auction Period to another Auction Period, there shall be one Auction for 
the first Auction Period following the conversion.  The first Auction Date for the Series 2007 Bonds 
is September 2, 2008. 

“Auction Period” means with respect to a Series of ARS Bonds: 

(a) a Special Auction Period; 

(b) with respect to a Series of ARS Bonds in a daily Auction Period, a period 
beginning on each Business Day and extending to but not including the next succeeding 
Business Day unless such Business Day is the second Business Day preceding the conversion 
from a daily Auction Period to another Auction Period, in which case the daily Auction 
Period shall extend to, but not include, the next Interest Payment Date; 

(c) with respect to a Series of ARS Bonds in a seven day Auction Period and 
with Auctions generally conducted on (i) Fridays, a period of generally seven days beginning 
on a Monday (or the day following the last day of the prior Auction Period if the prior 
Auction Period does not end on a Sunday) and ending on the Sunday thereafter (unless such 
Sunday is not followed by a Business Day, in which case on the next succeeding day which is 
followed by a Business Day), (ii) Mondays, a period of generally seven days beginning on a 
Tuesday (or the day following the last day of the prior Auction Period if the prior Auction 
Period does not end on a Monday) and ending on the Monday thereafter (unless such 
Monday is not followed by a Business Day, in which case on the next succeeding day which 
is followed by a Business Day), (iii) Tuesdays, a period of generally seven days beginning on 
a Wednesday (or the day following the last day of the prior Auction Period if the prior 
Auction Period does not end on a Tuesday) and ending on the Tuesday thereafter (unless 
such Tuesday is not followed by a Business Day, in which case on the next succeeding day 
which is followed by a Business Day), (iv) Wednesdays, a period of generally seven days 
beginning on a Thursday (or the day following the last day of the prior Auction Period if the 
prior Auction Period does not end on a Wednesday) and ending on the Wednesday thereafter 
(unless such Wednesday is not followed by a Business Day, in which case on the next 
succeeding day which is followed by a Business Day), and (v) Thursdays, a period of 
generally seven days beginning on a Friday (or the day following the last day of the prior 
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Auction Period if the prior Auction Period does not end on a Thursday) and ending on the 
Thursday thereafter (unless such Thursday is not followed by a Business Day, in which case 
on the next succeeding day which is followed by a Business Day); 

(d) with respect to a Series of ARS Bonds in a 28-day Auction Period and with 
Auctions generally conducted on (i) Fridays, a period of generally 28 days beginning on a 
Monday (or the day following the last day of the prior Auction Period if the prior Auction 
Period does not end on a Sunday) and ending on the fourth Sunday thereafter (unless such 
Sunday is not followed by a Business Day, in which case on the next succeeding day which is 
followed by a Business Day), (ii) Mondays, a period of generally 28 days beginning on a 
Tuesday (or the day following the last day of the prior Auction Period if the prior Auction 
Period does not end on a Monday) and ending on the fourth Monday thereafter (unless such 
Monday is not followed by a Business Day, in which case on the next succeeding day which 
is followed by a Business Day), (iii) Tuesdays, a period of generally 28 days beginning on a 
Wednesday (or the day following the last day of the prior Auction Period if the prior Auction 
Period does not end on a Tuesday) and ending on the fourth Tuesday thereafter (unless such 
Tuesday is not followed by a Business Day, in which case on the next succeeding day which 
is followed by a Business Day), (iv) Wednesdays, a period of generally 28 days beginning on 
a Thursday (or the day following the last day of the prior Auction Period if the prior Auction 
Period does not end on a Wednesday) and ending on the fourth Wednesday thereafter (unless 
such Wednesday is not followed by a Business Day, in which case on the next succeeding 
day which is followed by a Business Day), and (v) Thursdays, a period of generally 28 days 
beginning on a Friday (or the day following the last day of the prior Auction Period if the 
prior Auction Period does not end on a Thursday) and ending on the fourth Thursday 
thereafter (unless such Thursday is not followed by a Business Day, in which case on the 
next succeeding day which is followed by a Business Day); 

(e) with respect to a Series of ARS Bonds in a 35-day Auction Period and with 
Auctions generally conducted on (i) Fridays, a period of generally 35 days beginning on a 
Monday (or the day following the last day of the prior Auction Period if the prior Auction 
Period does not end on Sunday) and ending on the fifth Sunday thereafter (unless such 
Sunday is not followed by a Business Day, in which case on the next succeeding day which is 
followed by a Business Day), (ii) Mondays, a period of generally 35 days beginning on a 
Tuesday (or the day following the last day of the prior Auction Period if the prior Auction 
Period does not end on Monday) and ending on the fifth Monday thereafter (unless such 
Monday is not followed by a Business Day, in which case on the next succeeding day which 
is followed by a Business Day), (iii) Tuesdays, a period of generally 35 days beginning on a 
Wednesday (or the day following the last day of the prior Auction Period if the prior Auction 
Period does not end on Tuesday) and ending on the fifth Tuesday thereafter (unless such 
Tuesday is not followed by a Business Day, in which case on the next succeeding day which 
is followed by a Business Day), (iv) Wednesdays, a period of generally 35 days beginning on 
a Thursday (or the day following the last day of the prior Auction Period if the prior Auction 
Period does not end on Wednesday) and ending on the fifth Wednesday thereafter (unless 
such Wednesday is not followed by a Business Day, in which case on the next succeeding 
day which is followed by a Business Day), and (v) Thursdays, a period of generally 35 days 
beginning on a Friday (or the day following the last day of the prior Auction Period if the 
prior Auction Period does not end on Thursday) and ending on the fifth Thursday thereafter 
(unless such Thursday is not followed by a Business Day, in which case on the next 
succeeding day which is followed by a Business Day); 
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(f) with respect to a Series of ARS Bonds in a three-month Auction Period, a 
period of generally three months (or shorter period upon a conversion from another Auction 
Period) beginning on the day following the last day of the prior Auction Period and ending on 
the first day of the month that is the third calendar month following the beginning date of 
such Auction Period (unless such first day of the month is not followed by a Business Day, in 
which case on the next succeeding day which is followed by a Business Day); and 

(g) with respect to a Series of ARS Bonds in a six-month Auction Period, a 
period of generally six months (or shorter period upon a conversion from another Auction 
Period) beginning on the day following the last day of the prior Auction Period and ending on 
the last day of the month which is the sixth calendar month following the beginning date of 
such Auction Period (such six month period to include the month when the six-month 
Auction Period commenced) and ending on the last day of every sixth month thereafter; 
provided that no six-month Auction Period for a Series of ARS Bonds may extend beyond 
the Maturity Date; 

provided, however, that: 

(a) if there is a conversion of a Series of ARS Bonds with Auctions generally 
conducted on Fridays (i) from a daily Auction Period to a seven-day Auction Period, the next 
Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date for 
the prior Auction Period) and shall end on the next succeeding Sunday (unless such Sunday 
is not followed by a Business Day, in which case on the next succeeding day which is 
followed by a Business Day), (ii) from a daily Auction Period to a 28-day Auction Period, the 
next Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date 
for the prior Auction Period) and shall end on the Sunday (unless such Sunday is not 
followed by a Business Day, in which case on the next succeeding day which is followed by 
a Business Day) which is more than 21 days but not more than 28 days from such date of 
conversion, and (iii) from a daily Auction Period to a 35-day Auction Period, the next 
Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date for 
the prior Auction Period) and shall end on Sunday (unless such Sunday is not followed by a 
Business Day, in which case on the next succeeding day which is followed by a Business 
Day) which is more than 28 days but no more than 35 days from such date of conversion; 

(b) if there is a conversion of a Series of ARS Bonds with Auctions generally 
conducted on Mondays (i) from a daily Auction Period to a seven-day Auction Period, the 
next Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date 
for the prior Auction Period) and shall end on the next succeeding Monday (unless such 
Monday is not followed by a Business Day, in which case on the next succeeding day which 
is followed by a Business Day), (ii) from a daily Auction Period to a 28-day Auction Period, 
the next Auction Period shall begin on the date of the conversion (i.e., the Interest Payment 
Date for the prior Auction Period) and shall end on the Monday (unless such Monday is not 
followed by a Business Day, in which case on the next succeeding day which is followed by 
a Business Day) which is more than 21 days but not more than 28 days from such date of 
conversion, and (iii) from a daily Auction Period to a 35-day Auction Period, the next 
Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date for 
the prior Auction Period) and shall end on Monday (unless such Monday is not followed by a 
Business Day, in which case on the next succeeding day which is followed by a Business 
Day) which is more than 28 days but no more than 35 days from such date of conversion; 
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(c) if there is a conversion of a Series of ARS Bonds with Auctions generally 
conducted on Tuesdays (i) from a daily Auction Period to a seven-day Auction Period, the 
next Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date 
for the prior Auction Period) and shall end on the next succeeding Tuesday (unless such 
Tuesday is not followed by a Business Day, in which case on the next succeeding day which 
is followed by a Business Day), (ii) from a daily Auction Period to a 28-day Auction Period, 
the next Auction Period shall begin on the date of the conversion (i.e., the Interest Payment 
Date for the prior Auction Period) and shall end on the Tuesday (unless such Tuesday is not 
followed by a Business Day, in which case on the next succeeding day which is followed by 
a Business Day) which is more than 21 days but not more than 28 days from such date of 
conversion, and (iii) from a daily Auction Period to a 35-day Auction Period, the next 
Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date for 
the prior Auction Period) and shall end on Tuesday (unless such Tuesday is not followed by a 
Business Day, in which case on the next succeeding day which is followed by a Business 
Day) which is more than 28 days but no more than 35 days from such date of conversion; 

(d) if there is a conversion of a Series of ARS Bonds with Auctions generally 
conducted on Wednesdays (i) from a daily Auction Period to a seven-day Auction Period, the 
next Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date 
for the prior Auction Period) and shall end on the next succeeding Wednesday (unless such 
Wednesday is not followed by a Business Day, in which case on the next succeeding day 
which is followed by a Business Day), (ii) from a daily Auction Period to a 28-day Auction 
Period, the next Auction Period shall begin on the date of the conversion (i.e., the Interest 
Payment Date for the prior Auction Period) and shall end on the Wednesday (unless such 
Wednesday is not followed by a Business Day, in which case on the next succeeding day 
which is followed by a Business Day) which is more than 21 days but not more than 28 days 
from such date of conversion, and (iii) from a daily Auction Period to a 35-day Auction 
Period, the next Auction Period shall begin on the date of the conversion (i.e., the Interest 
Payment Date for the prior Auction Period) and shall end on Wednesday (unless such 
Wednesday is not followed by a Business Day, in which case on the next succeeding day 
which is followed by a Business Day) which is more than 28 days but no more than 35 days 
from such date of conversion; and 

(e) if there is a conversion of a Series of ARS Bonds with Auctions generally 
conducted on Thursdays (i) from a daily Auction Period to a seven-day Auction Period, the 
next Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date 
for the prior Auction Period) and shall end on the next succeeding Thursday (unless such 
Thursday is not followed by a Business Day, in which case on the next succeeding day which 
is followed by a Business Day), (ii) from a daily Auction Period to a 28-day Auction Period, 
the next Auction Period shall begin on the date of the conversion (i.e., the Interest Payment 
Date for the prior Auction Period) and shall end on the Thursday (unless such Thursday is not 
followed by a Business Day, in which case on the next succeeding day which is followed by 
a Business Day) which is more than 21 days but not more than 28 days from such date of 
conversion, and (iii) from a daily Auction Period to a 35-day Auction Period, the next 
Auction Period shall begin on the date of the conversion (i.e., the Interest Payment Date for 
the prior Auction Period) and shall end on Thursday (unless such Thursday is not followed 
by a Business Day, in which case on the next succeeding day which is followed by a 
Business Day) which is more than 28 days but no more than 35 days from such date of 
conversion.
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Notwithstanding the foregoing, if an Auction is for an Auction Period of more than seven 
days and the Auction Rate on such Auction Date is the Maximum Interest Rate because Sufficient 
Clearing Bids do not exist, the Auction Period shall automatically change to a seven-day Auction 
Period.  On the following Auction Date, the Auction shall be conducted for an Auction Period of the 
same length as the Auction Period prior to such automatic conversion.  If such Auction is successful, 
the Auction Period shall revert to the length prior to the automatic conversion, and, if such Auction is 
not successful, the Auction Period shall be another seven-day period. 

“Auction Procedures” means the procedures for conducting Auctions for a Series of ARS 
Bonds during an ARS Rate Period set forth in this Appendix B. 

“Auction Rate” means for a Series of ARS Bonds, the rate of interest to be borne by such 
Series of ARS Bonds during each Auction Period determined in accordance with Section 2.03 of this 
Appendix B, which:  (i) if Sufficient Clearing Bids exist, shall be the Winning Bid Rate, provided, 
however, if all of the ARS Bonds of such Series are the subject of Submitted Hold Orders, such rate 
shall be the All Hold Rate with respect to such Series of ARS Bonds; and (ii) if Sufficient Clearing 
Bids do not exist, such rate shall be the Maximum Interest Rate with respect to such Series of ARS 
Bonds.

“Available Bond” means for a Series of ARS Bonds on each Auction Date, the aggregate 
principal amount of such Series of ARS Bonds that are not the subject of Submitted Hold Orders. 

“Bid” has the meaning specified in subsection (a) of Section 2.01 of this Appendix B. 

“Bidder” means each Existing Owner and Potential Owner who places an Order. 

“Broker-Dealer” means any entity that is permitted by law to perform the function required 
of a Broker-Dealer described in this Appendix B that is a member of, or a direct participant in, the 
Securities Depository, that has been selected by the Authority and that is a party to a Broker-Dealer 
Agreement with the Auction Agent. 

“Broker-Dealer Agreement” means an agreement approved by the Bond Insurer for a Series 
of Bonds among the Auction Agent, the Authority and a Broker-Dealer pursuant to which such 
Broker-Dealer agrees to follow the procedures described in this Appendix B, as such agreement may 
from to time be amended or supplemented. 

“Broker-Dealer Deadline” means, with respect to an Order, the internal deadline established 
by the Broker-Dealer through which the Order was placed after which it will not accept Orders or 
any change in any Order previously placed with such Broker-Dealer; provided, however, that nothing 
shall prevent the Broker-Dealer from correcting Clerical Errors by the Broker-Dealer with respect to 
Orders from Bidders after the Broker-Dealer Deadline pursuant to the provisions herein.   Any 
Broker-Dealer may change the time or times of its Broker-Dealer Deadline as it relates to such 
Broker-Dealer by giving notice not less than two Business Days prior to the date such change is to 
take effect to Bidders who place Orders through such Broker-Dealer.   

“Clerical Error” means a clerical error in the processing of an Order, and includes, but is not 
limited to, the following: (i) a transmission error, including but not limited to, an Order sent to the 
wrong address or number, failure to transmit certain pages or illegible transmission, (ii) failure to 
transmit an Order received from one or more Existing Owners or Potential Owners (including Orders 
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from the Broker-Dealer which were not originated by the Auction Desk) prior to the Broker-Dealer 
Deadline or generated by the Broker-Dealer’s Auction Desk for its own account prior to the 
Submission Deadline or (iii) a typographical error.  Determining whether an error is a “Clerical 
Error” is within the reasonable judgment of the Broker-Dealer, provided that the Broker-Dealer has a 
record of the correct Order that shows it was so received or so generated prior to the Broker-Dealer 
Deadline or the Submission Deadline, as applicable. 

“Conversion Date” means the date on a Series of ARS Bonds are converted from an ARS 
Mode to a Mode other than an ARS Mode and begin to bear interest at a Daily Rate, a Weekly Rate, 
a Flexible Rate, a Term Rate or a Fixed Rate. 

“Error Correction Deadline” means one hour after the Auction Agent completes the 
dissemination of the results of the Auction to Broker-Dealers without regard to the time of receipt of 
such results by any Broker-Dealer; provided, however, in no event shall the Error Correction 
Deadline extend past 4:00 p.m., New York City time, unless the Auction Agent experiences 
technological failure or force majeure in disseminating the Auction results which causes a delay in 
dissemination past 3:00 p.m., New York City time. 

“Existing Owner” means a Person who is listed as the beneficial owner of ARS Bonds in the 
records of the Auction Agent; provided, however, that for purposes of conducting an Auction, the 
Auction Agent may consider a Broker-Dealer acting on behalf of its customer as an Existing Owner. 

“Hold Order” has the meaning specified in subsection (a) of Section 2.01 of this Appendix B. 

“Initial Period” means the period from the issue date of the Series 2007 Bond to and 
including September 2, 2008. 

“Interest Payment Date” with respect to Series 2007 Bond means September 1, 2007, 
March 1, 2008 and September 3, 2008 with respect to the Initial Period for the Series 2007 Bond, and 
thereafter for any Series of ARS Bonds (a) when used with respect to any Auction Period other than 
a daily Auction Period or a Special Auction Period, the Business Day immediately following such 
Auction Period, (b) when used with respect to a daily Auction Period, the first Business Day of the 
month immediately succeeding such Auction Period, (c) when used with respect to a Special Auction 
Period of (i) seven or more but fewer than one hundred eighty-three (183) days, the Business Day 
immediately following such Special Auction Period, or (ii) more than one hundred eighty-two (182) 
days, each April 1 and October 1 and on the Business Day immediately following such Special 
Auction Period and (d) the date when the final principal amount of the Bonds of a Series becomes 
due and payable, either at maturity or upon early redemption. 

“LIBOR” means, with respect to a Series of ARS Bonds, on any date of determination for an 
Auction Period for such Series of ARS Bonds, the offered rate (rounded up to the next highest one 
one-thousandth of one percent (0.001%)) for deposits in U.S. dollars for a one-month period which 
appears on the Telerate Page 3750 at approximately 11:00 a.m., London time, on such date, or if such 
date is not a date on which dealings in U.S. dollars are transacted in the London interbank market, 
then on the next preceding day on which such dealings were transacted in such market. 

“Maximum Interest Rate” means the lesser of 12% or the maximum rate permitted by 
applicable law. 
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“Order” means a Hold Order, Bid or Sell Order. 

“Potential Owner” means any Person, including any Existing Owner, who may be interested 
in acquiring a beneficial interest in ARS Bonds in addition to ARS Bonds currently owned by such 
Person, if any; provided, however, that for purposes of conducting an Auction, the Auction Agent 
may consider a Broker-Dealer acting on behalf of its customer as a Potential Owner. 

“Principal Office” means, with respect to the Auction Agent of a Series of ARS Bonds, the 
office thereof designated in writing to the Authority, the Trustee and each Broker-Dealer. 

“Sell Order” has the meaning specified in subsection (a) of Section 2.01 of this Appendix B. 

“Special Auction Period” means, with respect to a Series of ARS Bonds, (a) any period of 
one hundred eighty-two (182) days or less which is divisible by seven and which begins on an 
Interest Payment Date and ends (i) in the case of a Series of ARS Bonds with Auctions generally 
conducted on Fridays, on a Sunday unless such Sunday is not followed by a Business Day, in which 
case on the next succeeding day which is followed by a Business Day, (ii) in the case of a Series of 
ARS Bonds with Auctions generally conducted on Mondays, on a Monday unless such Monday is 
not followed by a Business Day, in which case on the next succeeding day which is followed by a 
Business Day, (iii) in the case of a Series of ARS Bonds with Auctions generally conducted on 
Tuesdays, on a Tuesday unless such Tuesday is not followed by a Business Day, in which case on the 
next succeeding day which is followed by a Business Day, (iv) in the case of a Series of ARS Bonds 
with Auctions generally conducted on Wednesdays, on a Wednesday unless such Wednesday is not 
followed by a Business Day, in which case on the next succeeding day which is followed by a 
Business Day, and (v) in the case of a Series of ARS Bonds with Auctions generally conducted on 
Thursdays, on a Thursday unless such Thursday is not followed by a Business Day, in which case on 
the next succeeding day which is followed by a Business Day, or (b) any period which is longer than 
one hundred eighty-two (182) days, which begins on an Interest Payment Date and ends not later 
than the final scheduled Maturity Date and, in either case, is not otherwise within the definition of an 
Auction Period. 

“Submission Deadline” means 1:00 p.m. New York City time on each Auction Date for a 
Series of ARS Bonds not in a daily Auction Period, and 11:00 a.m., New York City time, on each 
Auction Date for such Series of ARS Bonds in a daily Auction Period, or such other time on such 
date as shall be specified from time to time by the Auction Agent pursuant to the Auction Agreement 
as the time by which Broker-Dealers are required to submit Orders to the Auction Agent.  
Notwithstanding the foregoing, the Auction Agent will follow the Securities Industry and Financial 
Markets Association’s Early Market Close Recommendations for shortened trading days for the bond 
markets (the “SIFMA Recommendation”) unless the Auction Agent is instructed otherwise in writing 
by the Trustee or the Authority.  In the event of a SIFMA Recommendation with respect to an 
Auction Date, the Submission Deadline will be 11:30 a.m., instead of 1:00 p.m., New York City 
time. 

“Submitted Bid” has the meaning specified in subsection (b) of Section 2.04 of this 
Appendix B. 

“Submitted Hold Order” has the meaning specified in subsection (b) of Section 2.04 of this 
Appendix B. 
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“Submitted Order” has the meaning specified in subsection (b) of Section 2.04 of this 
Appendix B. 

“Submitted Sell Order” has the meaning specified in subsection (b) of Section 2.04 of this 
Appendix B. 

“Sufficient Clearing Bids” means with respect to a Series of ARS Bonds, an Auction for 
which the aggregate principal amount of such Series of ARS Bonds that are the subject of Submitted 
Bids by Potential Owners specifying one or more rates not higher than the Maximum Interest Rate is 
not less than the aggregate principal amount of such Series of ARS Bonds that are the subject of 
Submitted Sell Orders and of Submitted Bids by Existing Owners specifying rates higher than the 
Maximum Interest Rate. 

“Winning Bid Rate” means with respect to a Series of ARS Bonds, the lowest rate specified 
in any Submitted Bid for such Series of ARS Bonds which if selected by the Auction Agent as the 
ARS Rate for such Series of ARS Bonds would cause the aggregate principal amount of such Series 
of ARS Bonds that are the subject of Submitted Bids specifying a rate not greater than such rate to be 
not less than the aggregate principal amount of Available Bonds. 

ARTICLE II 

AUCTION PROCEDURES 

Section 2.01. Orders by Existing Owners and Potential Owners.

(a) Prior to the Broker-Dealer Deadline on each Auction Date: 

(i) each Existing Owner may submit to a Broker-Dealer, in writing or by 
such other method as shall be reasonably acceptable to such Broker-Dealer, one or 
more Orders as to: 

(A) the principal amount of the ARS Bonds, if any, held by such 
Existing Owner, which such Existing Owner commits to continue to hold for 
the next succeeding Auction Period without regard to the Auction Rate for 
such Auction Period; 

(B) the principal amount of the ARS Bonds, if any, held by such 
Existing Owner, which such Existing Owner commits to continue to hold for 
the next succeeding Auction Period if the Auction Rate for the next 
succeeding Auction Period is not less than the rate per annum specified in 
such Order (and if the Auction Rate is less than such specified rate, the effect 
of the Order shall be as set forth in paragraph (b)(i)(A) of this Section); 
and/or

(C) the principal amount of the ARS Bonds, if any, held by such 
Existing Owner which such Existing Owner offers to sell on the first Business 
Day of the next succeeding Auction Period (or on the same day in the case of 
a daily Auction Period) without regard to the Auction Rate for the next 
succeeding Auction Period; and 
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(ii) each Potential Owner may submit to a Broker-Dealer, in writing or by 
such other method as shall be reasonably acceptable to such Broker-Dealer, an Order 
as to the principal amount of ARS Bonds, which each such Potential Owner offers to 
purchase if the Auction Rate for the next succeeding Auction Period is not less than 
the rate per annum then specified by such Potential Owner. 

For the purposes hereof, an Order containing the information referred to in clause (i)(A) 
above is herein referred to as a “Hold Order,” an Order containing the information referred to in 
clause (i)(B) or (ii) above is herein referred to as a “Bid,” and an Order containing the information 
referred to in clause (i)(C) above is herein referred to as a “Sell Order.” 

No Auction Desk of a Broker-Dealer shall accept as an Order a submission (whether received 
from an Existing Owner or a Potential Owner or generated by the Broker-Dealer for its own account) 
which does not conform to the requirements of the Auction Procedures, including, but not limited to, 
submissions which are not in Authorized Denominations, specify a rate which contains more than 
three figures to the right of the decimal point or specify an amount greater than the amount of 
Outstanding ARS Bonds.  No Auction Desk of a Broker-Dealer shall accept a Bid or Sell Order 
which is conditioned on being filled in whole or a Bid which does not specify a specific interest rate. 

(b) (i) A Bid by an Existing Owner shall constitute an offer to sell on the 
first Business Day of the next succeeding Auction Period (or the same day in the case of a 
daily Auction Period): 

(A) the principal amount of the ARS Bonds specified in such Bid 
if the rate determined by the Auction Procedures on such Auction Date shall 
be less than the rate specified therein; or 

(B) such principal amount or a lesser principal amount of the ARS 
Bonds to be determined as described in subsection (a)(v) of Section 2.05 
hereof if the Auction Rate for the next succeeding Auction Period shall be 
equal to such specified rate; or 

(C) a lesser principal amount of the ARS Bonds to be determined 
as described in subsection (b)(iv) of Section 2.05 of this Appendix B if such 
specified rate shall be higher than the Maximum Interest Rate and Sufficient 
Clearing Bids do not exist. 

(ii) A Sell Order by an Existing Owner shall constitute an offer to sell: 

(A) the principal amount of the ARS Bonds specified in such Sell 
Order; or 

(B) such principal amount or a lesser principal amount of the ARS 
Bonds as described in subsection (b)(iv) of Section 2.05 of this Appendix B if 
Sufficient Clearing Bids do not exist. 
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(iii) A Bid by a Potential Owner shall constitute an offer to purchase: 

(A) the principal amount of the ARS Bonds specified in such Bid 
if the Auction Rate for the next succeeding Auction Period shall be higher 
than the rate specified therein; or 

(B) such principal amount or a lesser principal amount of the ARS 
Bonds as described in subsection (a)(vi) of Section 2.05 of this Appendix B if 
the Auction Rate for the next succeeding Auction Period shall be equal to 
such specified rate. 

(c) Anything herein to the contrary notwithstanding: 

(i) If an Order or Orders covering all of the ARS Bonds held by an 
Existing Owner is not submitted to the Broker-Dealer of record for such Existing 
Owner prior to the Broker-Dealer Deadline, such Broker-Dealer shall deem a Hold 
Order to have been submitted on behalf of such Existing Owner covering the 
principal amount of ARS Bonds held by such Existing Owner and not subject to 
Orders submitted to such Broker-Dealer; provided, however, that if there is a 
conversion from one Auction Period to a longer Auction Period and Orders have not 
been submitted to such Broker-Dealer prior to the Broker-Dealer Deadline covering 
the aggregate principal amount of ARS Bonds to be converted held by such Existing 
Owner, such Broker-Dealer shall deem a Sell Order to have been submitted on behalf 
of such Existing Owner covering the principal amount of ARS Bonds to be converted 
held by such Existing Owner not subject to Orders submitted to such Broker-Dealer.; 

(ii) for purposes of any Auction, any Order by any Existing Owner or 
Potential Owner shall be revocable until the Broker-Dealer Deadline, and after the 
Broker-Dealer Deadline, all such Orders shall be irrevocable, except as provided in 
Sections 2.02(e)(ii) and 2.02(f); and 

(iii) for purposes of any Auction other than during a daily Auction Period, 
any ARS Bonds sold or purchased pursuant to subsection (b)(i), (ii) or (iii) above 
shall be sold or purchased at a price equal to 100% of the principal amount thereof; 
provided that, for purposes of any Auction during a daily Auction Period, such sale or 
purchase price shall be 100% of the principal amount thereof plus accrued interest to 
the date of sale or purchase. 

Section 2.02.  Submission of Orders by Broker-Dealers to Auction Agent.

(a) Each Broker-Dealer shall submit to the Auction Agent in writing, or by such 
Electronic Means as shall be reasonably acceptable to the Auction Agent, prior to the 
Submission Deadline on each Auction Date for Bonds of a Series, all Orders with respect to 
ARS Bonds accepted by such Broker-Dealer in accordance with Section 2.01 above and 
specifying with respect to each Order or aggregation of Orders pursuant to Section 2.02(b) 
below:

(i) the name of the Broker-Dealer; 
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(ii) the number of Bidders placing Orders, if requested by the Auction 
Agent;

(iii) the aggregate principal amount of the ARS Bonds, if any, that are the 
subject of such Order; 

(iv) to the extent that such Bidder is an Existing Owner: 

(A) the principal amount of the ARS Bonds, if any, subject to any 
Hold Order placed by such Existing Owner; 

(B) the principal amount of the ARS Bonds, if any, subject to any 
Bid placed by such Existing Owner and the rate specified in such Bid; and 

(C) the principal amount of the ARS Bonds, if any, subject to any 
Sell Order placed by such Existing Owner. 

(v) the extent such Bidder is a Potential Owner, the rate specified in such 
Bid.

(b) If more than one Bid is submitted to a Broker-Dealer on behalf of any single 
Potential Owner, the Broker-Dealer shall aggregate each Bid on behalf of such Potential 
Owner submitted with the same rate and consider such Bids as a single Bid and shall consider 
each Bid submitted with a different rate a separate Bid with the rate and the principal amount 
of the ARS Bonds specified therein. 

A Broker-Dealer may aggregate the Orders of different Potential Owners with those of other 
Potential Owners on whose behalf the Broker-Dealer is submitting Orders and may aggregate the 
Orders of different Existing Owners with other Existing Owners on whose behalf the Broker-Dealer 
is submitting Orders; provided, however, Bids may only be aggregated if the interest rates on the 
Bids are the same. 

(c) Neither the Authority, the Trustee nor the Auction Agent shall be responsible 
for the failure of any Broker-Dealer to submit an Order to the Auction Agent on behalf of any 
Existing Owner or Potential Owner. 

(d) Nothing contained herein shall preclude a Broker-Dealer from placing an 
Order for some or all of the ARS Bonds for its own account. 

(e) Until the Submission Deadline, a Broker-Dealer may withdraw or modify any 
Order previously submitted to the Auction Agent (i) for any reason if the Order was 
generated by the Auction Desk of the Broker-Dealer for the account of the Broker-Dealer or 
(ii) to correct a Clerical Error in the case of any other Order, including Orders from the 
Broker-Dealer which were not originated by the Auction Desk. 

(f) After the Submission Deadline and prior to the Error Correction Deadline, a 
Broker-Dealer may: 

(i) submit to the Auction Agent an Order received from an Existing 
Owner, Potential Owner or a Broker-Dealer which is not an Order originated by the 
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Auction Desk, in each case prior to the Broker-Dealer Deadline, or an Order 
generated by the Broker-Dealer’s Auction Desk for its own account prior to the 
Submission Deadline (provided that in each case the Broker-Dealer has a record of 
such Order and the time when such Order was received or generated) and not 
submitted to the Auction Agent prior to the Submission Deadline as a result of (A) an 
event of force majeure or a technological failure which made delivery prior to the 
Submission Deadline impossible or, under the conditions then prevailing, 
impracticable or (B) a Clerical Error on the part of the Broker-Dealer; or  

(ii) modify or withdraw an Order received from an Existing Owner or 
Potential Owner or generated by the Broker-Dealer (whether generated by the 
Broker-Dealer’s Auction Desk or elsewhere within the Broker-Dealer) for its own 
account and submitted to the Auction Agent prior to the Submission Deadline or 
pursuant to clause (i) above, if the Broker-Dealer determines that such Order 
contained a Clerical Error on the part of the Broker-Dealer. 

In the event a Broker-Dealer makes a submission, modification or withdrawal pursuant to this 
Section 2.02(f) and the Auction Agent has already run the Auction, the Auction Agent shall rerun the 
Auction, taking into account such submission, modification or withdrawal.  Each submission, 
modification or withdrawal of an Order submitted pursuant to this Section 2.02(f) by a Broker-Dealer 
after the Submission Deadline and prior to the Error Correction Deadline shall constitute a 
representation by the Broker-Dealer that (A) in the case of a newly submitted Order or portion 
thereof or revised Order, the failure to submit such Order prior to the Submission Deadline resulted 
from an event described in clause (i) above and such Order was received from an Existing Owner or 
Potential Owner or is an Order received from the Broker-Dealer that was not originated by the 
Auction Desk, in each case, prior to the Broker-Dealer Deadline, or generated internally by such 
Broker-Dealer’s Auction Desk for its own account prior to the Submission Deadline or (B) in the 
case of a modified or withdrawn Order, such Order was received from an Existing Owner, a Potential 
Owner or the Broker-Dealer which was not originated by the Auction Desk prior to the Broker-
Dealer Deadline, or generated internally by such Broker-Dealer’s Auction Desk for its own account 
prior to the Submission Deadline and such Order as submitted to the Auction Agent contained a 
Clerical Error on the part of the Broker-Dealer and that such Order has been modified or withdrawn 
solely to effect a correction of such Clerical Error, and in the case of either (A) or (B), as applicable, 
the Broker-Dealer has a record of such Order and the time when such Order was received or 
generated.  The Auction Agent shall be entitled to rely conclusively (and shall have no liability for 
relying) on such representation for any and all purposes of the Auction Procedures.  

(g) If after the Auction Agent announces the results of an Auction, a Broker-
Dealer becomes aware that an error was made by the Auction Agent, the Broker-Dealer shall 
communicate such awareness to the Auction Agent prior to 5:00 p.m. New York City time on 
the Auction Date (or 2:00 pm. New York City time in the case of Bonds in a daily Auction 
Period).  If the Auction Agent determines there has been such an error (as a result of either a 
communication from a Broker-Dealer or its own discovery) prior to 3:00 p.m. New York City 
time on the first day of the Auction Period with respect to which such Auction was 
conducted, the Auction Agent shall correct the error and notify each Broker-Dealer that 
submitted Bids or held a position in Bonds in such Auction of the corrected results.   

(h) Nothing contained herein shall preclude the Auction Agent from: 
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(i) advising a Broker-Dealer prior to the Submission Deadline that it has 
not received Sufficient Clearing Bids for the ARS Bonds; provided, however, that if 
the Auction Agent so advises any Broker-Dealer, it shall so advise all Broker-
Dealers; or 

(ii) verifying the Orders of a Broker-Dealer prior to or after the 
Submission Deadline; provided, however, that if the Auction Agent verifies the 
Orders of any Broker-Dealer, it shall verify the Orders of all Broker-Dealers 
requesting such verification. 

Section 2.03.  Treatment of Orders by the Auction Agent.

(a) If the Auction Agent receives an Order which does not conform to the 
requirements of the Auction Procedures, the Auction Agent may contact the Broker-Dealer 
submitting such Order until one hour after the Submission Deadline and inform such Broker-
Dealer that it may resubmit such Order so that it conforms to the requirements of the Auction 
Procedures.  Upon being so informed, such Broker-Dealer may correct and resubmit to the 
Auction Agent any such Order that, solely as a result of a Clerical Error on the part of such 
Broker-Dealer, did not conform to the requirements of the Auction Procedures when 
previously submitted to the Auction Agent.  Any such resubmission by a Broker-Dealer shall 
constitute a representation by such Broker-Dealer that the failure of such Order to have so 
conformed was solely as a result of a Clerical Error on the part of such Broker-Dealer.  If the 
Auction Agent has not received a corrected conforming Order within one hour and fifteen 
minutes of the Submission Deadline, the Auction Agent shall, if and to the extent applicable, 
adjust or apply such Order, as the case may be, in conformity with the provisions of 
subsections (b), (c) or (d) of this Section 2.03 and, if the Auction Agent is unable to so adjust 
or apply such Order, the Auction Agent shall reject such Order. 

(b) If any rate specified in any Bid contains more than three figures to the right of 
the decimal point, the Auction Agent shall round such rate up to the next highest one 
thousandth of one percent (0.001%). 

(c) If one or more Orders covering in the aggregate more than the number of 
Units of Outstanding Bonds of a particular Series  are submitted by a Broker-Dealer to the 
Auction Agent, such Orders shall be considered valid in the following order of priority:  

(i) all Hold Orders shall be considered Hold Orders, but only up to and 
including in the aggregate principal amount of ARS Bonds for which such Broker-
Dealer is the Broker-Dealer of record; 

(ii) (A) any Bid of a Broker-Dealer shall be considered valid as a Bid 
of an Existing Owner up to and including the excess of the principal amount of ARS 
Bonds for which such Broker-Dealer is the Broker-Dealer of record over the principal 
amount of ARS Bonds subject to Hold Orders referred to in clause (i) above; 

(B) subject to clause (A) above, all Bids of a Broker-Dealer with 
the same rate shall be aggregated and considered a single Bid of an Existing 
Owner up to and including the excess of the principal amount of ARS Bonds 
for which such Broker-Dealer is the Broker-Dealer of record over the 
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principal amount of ARS Bonds for which such Broker-Dealer is the Broker-
Dealer of record subject to Hold Orders referred to in clause (i) above; 

(C) subject to clause (A) above, if more than one Bid with 
different rates is submitted by a Broker-Dealer, such Bids shall be considered 
Bids of an Existing Owner in the ascending order of their respective rates up 
to the amount of the excess of the principal amount of ARS Bonds for which 
such Broker-Dealer is the Broker-Dealer of record over the principal amount 
of ARS Bonds for which such Broker-Dealer is the Broker-Dealer of record 
subject to Hold Orders referred to in clause (i) above; and 

(D) the principal amount of ARS Bonds subject to Bids not 
considered to be Bids for which such Broker-Dealer is the Broker-Dealer of 
record under this clause (ii) shall be treated as the subject of a Bid by a 
Potential Owner;

(iii) all Sell Orders shall be considered Sell Orders, but only up to and 
including the principal amount of ARS Bonds equal to the excess of the principal 
amount of ARS Bonds for which such Broker-Dealer is the Broker-Dealer of record 
over the sum of the principal amount of ARS Bonds considered to be subject to Hold 
Orders pursuant to clause (i) above and the principal amount of ARS Bonds 
considered to be subject to Bids for which such Broker-Dealer is the Broker-Dealer 
of record pursuant to clause (ii) above. 

(d) If any Order is for other than an integral amount of ARS Bonds in Authorized 
Denominations, then the Auction Agent shall round the amount down to the nearest number 
of whole amount of ARS Bonds in Authorized Denominations, and the Auction Agent shall 
conduct the Auction Procedures as if such Order had been submitted in such number of 
principal amount of ARS Bonds in Authorized Denominations. 

(e) For purposes of any Auction other than during a daily Auction Period, if an 
Auction Agent has been notified by the Trustee or the Authority that any portion of an Order 
by a Broker-Dealer relates to a ARS Bond which has been called for redemption on or prior 
to the Interest Payment Date next succeeding such Auction, the Order shall be invalid with 
respect to such portion and the Auction Agent shall conduct the Auction Procedures as if 
such portion of such Order had not been submitted. 

(f) For purposes of any Auction other than during a daily Auction Period, no 
portion of a ARS Bond which the Auction Agent has been notified by the Trustee or the 
Authority has been called for redemption on or prior to the Interest Payment Date next 
succeeding such Auction shall be included in the calculation of Available Bonds for such 
Auction.

(g) If an Order or Orders covering all of the ARS Bonds is not submitted by a 
Broker-Dealer of record prior to the Submission Deadline, the Auction Agent shall deem a 
Hold Order to have been submitted on behalf of such Broker-Dealer covering the principal 
amount of ARS Bonds for which such Broker-Dealer is the Broker-Dealer of record and not 
subject to Orders submitted to the Auction Agent; provided, however, that if there is a 
conversion from one Auction Period to a longer Auction Period and Orders have not been 
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submitted by such Broker-Dealer prior to the Submission Deadline covering the principal 
amount of ARS Bonds to be converted for which such Broker-Dealer is the Broker-Dealer of 
record, the Auction Agent shall deem a Sell Order to have been submitted on behalf of such 
Broker-Dealer covering the principal amount of ARS Bonds to be converted for which such 
Broker-Dealer is the Broker-Dealer of record not subject to Orders submitted by such 
Broker-Dealer.

Section 2.04.  Determination of ARS Rate.

(a) If requested by the Trustee or a Broker-Dealer, not later than 10:30 a.m., New 
York City time (or such other time as may be agreed to by the Auction Agent and all Broker-
Dealers), on each Auction Date for the ARS Bonds, the Auction Agent shall advise such 
Broker-Dealer (and thereafter confirm to the Trustee, if requested) of the All Hold Rate and 
the ARS Index.  Such advice, and confirmation, shall be made by telephone or other 
Electronic Means acceptable to the Auction Agent. 

(b) Promptly after the Submission Deadline for the ARS Bonds on each Auction 
Date, the Auction Agent shall assemble all Orders submitted or deemed submitted to it by the 
Broker-Dealers (each such Order as submitted or deemed submitted by a Broker-Dealer 
being hereinafter referred to as a “Submitted Hold Order,” a “Submitted Bid” or a 
“Submitted Sell Order,” as the case may be, and collectively as a “Submitted Order”) and 
shall determine (i) the Available Bonds, (ii) whether there are Sufficient Clearing Bids, and 
(iii) the Auction Rate. 

(c) In the event the Auction Agent shall fail to calculate or, for any reason, fails 
to provide the Auction Rate on the Auction Date, for any Auction Period (i) if the preceding 
Auction Period was a period of 35 days or less, (A) a new Auction Period shall be established 
for the same length of time as the preceding Auction Period, if the failure to make such 
calculation was because there was not at the time a duly appointed and acting Auction Agent 
or Broker-Dealer, and the ARS Rate for the new Auction Period shall be the same as the ARS 
Rate for the preceding Auction Period or, (B) if the failure to make such calculation was for 
any other reason or if the ARS Index is not ascertainable on such date, the prior Auction 
Period shall be extended to the seventh day following the day that would have been the last 
day of the preceding Auction Period (or if such seventh day is not followed by a Business 
Day then to the next succeeding day that is followed by a Business Day) and the ARS Rate 
for the period as so extended shall be the same as the ARS Rate for the Auction Period prior 
to the extension, and (ii) if the preceding Auction Period was a period of greater than 35 
days, (A) a new Auction Period shall be established for a period that ends on the seventh day 
following the day that was the last day of the preceding Auction Period, (or if such seventh 
day is not followed by a Business Day then to the next succeeding day which is followed by a 
Business Day) if the failure to make such calculation was because there was not at the time a 
duly appointed and acting Auction Agent or Broker-Dealer, and the ARS Rate for the new 
Auction Period shall be the Maximum Interest Rate or, (B) if the failure to make such 
calculation was for any other reason or if the ARS Index is not ascertainable on such date, the 
prior Auction Period shall be extended to the seventh day following the day that would have 
been the last day of the preceding Auction Period (or if such seventh day is not followed by a 
Business Day then to the next succeeding day that is followed by a Business Day) and the 
ARS Rate for the period as so extended shall be the same as the ARS Rate for the Auction 
Period prior to the extension.  In the event a new Auction Period is established as set forth in 



B-17

clause (ii) (A) above, an Auction shall be held on the last Business Day of the new Auction 
Period to determine an Auction Rate for an Auction Period beginning on the Business Day 
immediately following the last day of the new Auction Period and ending on the date on 
which the Auction Period otherwise would have ended had there been no new Auction Period 
or Auction Periods subsequent to the last Auction Period for which a Winning Bid Rate had 
been determined.  In the event an Auction Period is extended as set forth in clause (i) (B) or 
(ii) (B) above, an Auction shall be held on the last Business Day of the Auction Period as so 
extended to determine an Auction Rate for an Auction Period beginning on the Business Day 
immediately following the last day of the extended Auction Period and ending on the date on 
which the Auction Period otherwise would have ended had there been no extension of the 
prior Auction Period. 

(d) Notwithstanding the foregoing, neither new nor extended Auction Periods 
shall total more than 35 days in the aggregate.  If at the end of the 35 days the Auction Agent 
fails to calculate or provide the Auction Rate, or there is not at the time a duly appointed and 
acting Auction Agent or Broker-Dealer, the ARS Rate shall be the Maximum Interest Rate. 

(e) In the event of a failed conversion from an Auction Period to any other period 
or in the event of a failure to change the length of the current Auction Period due to the lack 
of Sufficient Clearing Bids at the Auction on the Auction Date for the first new Auction 
Period, the ARS Rate for the next Auction Period shall be the Maximum Interest Rate and the 
Auction Period shall be a seven-day Auction Period.   

(f) If the Bonds are no longer maintained in book-entry-only form by the 
Securities Depository, then the Auctions shall cease and the ARS Rate shall be the Maximum 
Interest Rate. 

Section 2.05.  Allocation of the ARS Bond.

(a) In the event of Sufficient Clearing Bids for a Series of ARS Bonds, subject to 
the further provisions of subsections (c) and (d) below, Submitted Orders for such Series of 
ARS Bonds shall be accepted or rejected as follows in the following order of priority: 

(i) the Submitted Hold Order of each Existing Owner shall be accepted, 
thus requiring each such Existing Owner to continue to hold the ARS Bonds that are 
the subject of such Submitted Hold Order; 

(ii) the Submitted Sell Order of each Existing Owner shall be accepted 
and the Submitted Bid of each Existing Owner specifying any rate that is higher than 
the Winning Bid Rate shall be rejected, thus requiring each such Existing Owner to 
sell the ARS Bonds that are the subject of such Submitted Sell Order or Submitted 
Bid;

(iii) the Submitted Bid of each Existing Owner specifying any rate that is 
lower than the Winning Bid Rate shall be accepted, thus requiring each such Existing 
Owner to continue to hold the ARS Bonds that are the subject of such Submitted Bid; 
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(iv) the Submitted Bid of each Potential Owner specifying any rate that is 
lower than the Winning Bid Rate shall be accepted, thus requiring each such Potential 
Owner to purchase the ARS Bonds that are the subject of such Submitted Bid; 

(v) the Submitted Bid of each Existing Owner specifying a rate that is 
equal to the Winning Bid Rate shall be accepted, thus requiring each such Existing 
Owner to continue to hold the ARS Bonds that are the subject of such Submitted Bid, 
but only up to and including the principal amount of the ARS Bonds obtained by 
multiplying (A) the aggregate principal amount of Outstanding ARS Bonds that are 
not the subject of Submitted Hold Orders described in paragraph (i) above or of 
Submitted Bids described in paragraphs (iii) or (iv) above by (B) a fraction the 
numerator of which shall be the principal amount of Outstanding ARS Bonds held by 
such Existing Owner subject to such Submitted Bid and the denominator of which 
shall be the aggregate principal amount of the Outstanding ARS Bonds subject to 
such Submitted Bids made by all such Existing Owners that specified a rate equal to 
the Winning Bid Rate, and the remainder, if any, of such Submitted Bid shall be 
rejected, thus requiring each such Existing Owner to sell any excess amount of such 
ARS Bonds; 

(vi) the Submitted Bid of each Potential Owner specifying a rate that is 
equal to the Winning Bid Rate shall be accepted, thus requiring each such Potential 
Owner to purchase the ARS Bonds that are the subject of such Submitted Bid, but 
only in an amount equal to the principal amount of the ARS Bonds obtained by 
multiplying (A) the aggregate principal amount of Outstanding ARS Bonds that are 
not the subject of Submitted Hold Orders described in paragraph (i) above or of 
Submitted Bids described in paragraphs (iii), (iv) or (v) above by (B) a fraction the 
numerator of which shall be the principal amount of Outstanding ARS Bonds subject 
to such Submitted Bid and the denominator of which shall be the sum of the 
aggregate principal amount of Outstanding ARS Bonds subject to such Submitted 
Bids made by all such Potential Owners that specified a rate equal to the Winning Bid 
Rate, and the remainder of such Submitted Bid shall be rejected; and 

(vii) the Submitted Bid of each Potential Owner specifying any rate that is 
higher than the Winning Bid Rate shall be rejected. 

(b) In the event there are not Sufficient Clearing Bids for a Series of ARS Bonds, 
Submitted Orders, for such Series of ARS Bonds shall be accepted or rejected as follows in 
the following order of priority: 

(i) the Submitted Hold Order of each Existing Owner shall be accepted, 
thus requiring each such Existing Owner to continue to hold the ARS Bonds that are 
the subject of such Submitted Hold Order; 

(ii) the Submitted Bid of each Existing Owner specifying any rate that is 
not higher than the Maximum Interest Rate, shall be accepted, thus requiring each 
such Existing Owner to continue to hold the ARS Bonds that are the subject of such 
Submitted Bid; 
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(iii) the Submitted Bid of each Potential Owner specifying any rate that is 
not higher than the Maximum Interest Rate, shall be accepted, thus requiring each 
such Potential Owner to purchase the ARS Bonds that are the subject of such 
Submitted Bid; 

(iv) the Submitted Sell Orders of each Existing Owner shall be accepted 
as Submitted Sell Orders and the Submitted Bids of each Existing Owner specifying 
any rate that is higher than the Maximum Interest Rate, shall be deemed to be and 
shall be accepted as Submitted Sell Orders, in both cases only up to and including the 
principal amount of the ARS Bonds obtained by multiplying (A) the aggregate 
principal amount of the ARS Bonds subject to Submitted Bids described in paragraph 
(iii) of this subsection (b) by (B) a fraction the numerator of which shall be the 
principal amount of Outstanding ARS Bonds held by such Existing Owner subject to 
such Submitted Sell Order or such Submitted Bid deemed to be a Submitted Sell 
Order and the denominator of which shall be the principal amount of Outstanding 
ARS Bonds subject to all such Submitted Sell Orders and such Submitted Bids 
deemed to be Submitted Sell Orders, and the remainder of each such Submitted Sell 
Order or Submitted Bid shall be deemed to be and shall be accepted as a Hold Order 
and each such Existing Owner shall be required to continue to hold such excess 
amount of the ARS Bonds; and 

(v) the Submitted Bid of each Potential Owner specifying any rate that is 
higher than the Maximum Interest Rate shall be rejected. 

Section 2.06.  Notice of ARS Rate.

(a) On each Auction Date, the Auction Agent shall notify by each Broker-Dealer 
that participated in the Auction held on such Auction Date by Electronic Means acceptable to 
the Auction Agent and the applicable Broker-Dealer of the following with respect to the ARS 
Bonds for which an Auction was held on such Auction Date: 

(i) the ARS Rate determined on such Auction Date for the succeeding Auction 
Period;

(ii) whether Sufficient Clearing Bids existed for the determination of the Winning 
Bid Rate; 

(iii) if such Broker-Dealer submitted a Bid or a Sell Order on behalf of an 
Existing Owner whether such Bid or Sell Order was accepted or rejected and the principal 
amount of the ARS Bonds, if any, to be sold by such Existing Owner; 

(iv) if such Broker-Dealer submitted a Bid on behalf of a Potential Owner, 
whether such Bid was accepted or rejected, in whole or in part, and the principal amount of 
the ARS Bonds, if any, to be purchased by such Potential Owner; 

(v) if the aggregate principal amount of the ARS Bonds to be sold by all Existing 
Owners on whose behalf such Broker-Dealer submitted Bids or Sell Orders is different from 
the aggregate principal amount of the ARS Bonds to be purchased by all Potential Owners on 
whose behalf such Broker-Dealer submitted a Bid, the name or names of one or more Broker- 
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Dealers (and the Agent Member, if any, of each such other Broker Dealer) and the principal 
amount of the ARS Bonds to be (A) purchased from one or more Existing Owners on whose 
behalf such other Broker-Dealers submitted Bids or Sell Orders or (B) sold to one or more 
Potential Owners on whose behalf such Broker-Dealer submitted Bids; and 

(vi) the immediately succeeding Auction Date. 

(b) On each Auction Date, each Broker-Dealer that submitted an Order on behalf 
of any Existing Owner or Potential Owner shall:  (i) if requested by an Existing Owner or a 
Potential Owner, advise each Existing Owner or Potential Owner on whose behalf such 
Broker-Dealer submitted an Order as to (A) the ARS Rate determined on such Auction Date, 
(B) whether any Bid or Sell Order submitted on behalf of each such Existing Owner or 
Potential Owner was accepted or rejected and (C) the immediately succeeding Auction Date; 
(ii) instruct each Potential Owner on whose behalf such Broker-Dealer submitted a Bid that 
was accepted, in whole or in part, to instruct such Potential Owner’s Agent Member to pay to 
such Broker-Dealer (or its Agent Member) through the Securities Depository the amount 
necessary to purchase the principal amount of such ARS Bonds to be purchased pursuant to 
such Bid (including, with respect to such ARS Bonds in a daily Auction Period, accrued 
interest if the purchase date is not an Interest Payment Date for such ARS Bond) against 
receipt of such ARS Bonds; and (iii) instruct each Existing Owner on whose behalf such 
Broker-Dealer submitted a Sell Order that was accepted or a Bid that was rejected, in whole 
or in part, to instruct such Existing Owner’s Agent Member to deliver to such Broker-Dealer 
(or its Agent Member) through the Securities Depository the principal amount of such ARS 
Bonds to be sold pursuant to such Bid or Sell Order against payment therefor. 

(c) The Auction Agent shall give notice of the Auction Rate to the Authority and 
Trustee by mutually acceptable Electronic Means and the Trustee shall promptly give notice 
of such Auction Rate to the Securities Depository. 

Section 2.07.  ARS Index.

(a) For ARS Bonds in an Auction Period of 35 days or less the ARS Index is 
LIBOR.  The ARS Index with respect to ARS Bonds in any Auction Period of more than 35 
days shall be the rate on United States Treasury Securities having a maturity which most 
closely approximates the length of the Auction Period as last published in The Wall Street 
Journal or such other source as may be mutually agreed upon by Authority and the Broker-
Dealer.  If either rate is unavailable, the ARS Index shall be an index or rate agreed to by all 
Broker-Dealers and consented to by the Authority.  For the purpose of this definition an 
Auction Period of 35 days or less means a 35-day Auction Period or shorter Auction Period, 
i.e. a 35-day Auction Period which is extended because of a holiday would still be considered 
an Auction Period of 35 days or less. 

(b) If for any reason on any Auction Date the ARS Index shall not be determined 
as hereinabove provided, the ARS Index shall be the ARS Index for the Auction Period 
ending on such Auction Date. 

(c) The determination of the ARS Index as provided herein shall be conclusive 
and binding upon the Authority, the Trustee, the Broker-Dealers, the Auction Agent and the 
Owners of such Series of ARS Bonds. 
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Section 2.08.  Miscellaneous Provisions Regarding Auctions.

(a) In this Appendix B, each reference to the purchase, sale or holding of “ARS 
Bonds” shall refer to beneficial interests in such ARS Bonds, unless the context clearly 
requires otherwise. 

(b) During an ARS Rate Period with respect to a Series of ARS Bonds, the 
provisions of this Indenture, and the definitions contained therein and described in this 
Appendix B, including without limitation the definitions of Maximum Interest Rate, All Hold 
Rate, ARS Index, Interest Payment Date, and the ARS Rate, may be amended pursuant to 
this Indenture, subject to the prior written consent of the Bond Insurer for such Series of 
Bonds, by obtaining the consent of the Owners of all of the ARS Bonds of such Series then 
outstanding as follows: 

If on the first Auction Date occurring at least twenty (20) days after the date on which 
notice of such proposed amendment was given by the Trustee to the Owners of the ARS 
Bonds Outstanding, such notice to be given by mail to each Owner at its address as it appears 
on the registration books of the Trustee, (i) the ARS Rate which is determined on such date is 
the Winning Bid Rate or All Hold Rate and (ii) there is delivered to the Trustee a Favorable 
Opinion of Special Counsel the proposed amendment shall be deemed to have been 
consented to by the Owners of all of the ARS Bonds outstanding bearing interest at an ARS 
Rate.

(c) If the Securities Depository notifies the Authority that it is unwilling or 
unable to continue as registered owner of the ARS Bonds or if at any time the Securities 
Depository shall no longer be registered or in good standing under the Securities Exchange 
Act of 1934, as amended, or other applicable statute or regulation and a successor to the 
Securities Depository is not appointed by the Authority within ninety (90) days after the 
Authority receives notice or becomes aware of such condition, as the case may be, the 
Auctions shall cease and the Authority shall execute and the Trustee shall authenticate and 
deliver certificates representing the ARS Bonds.  Such ARS Bonds shall be registered in such 
names and Authorized Denominations as the Securities Depository, pursuant to instructions 
from the Agent Members or otherwise, shall instruct the Authority and the Trustee. 

(d) During an ARS Period, so long as the ownership of ARS Bonds is maintained 
in book-entry form by the Securities Depository, an Existing Owner or a beneficial owner 
may sell, transfer or otherwise dispose of an ARS Bonds only pursuant to a Bid or Sell Order 
in accordance with the Auction Procedures or to or through a Broker-Dealer, provided that 
(i) in the case of all transfers other than pursuant to Auctions, such Existing Owner or its 
Broker-Dealer or its Agent Member advises the Auction Agent of such transfer and (ii) a 
sale, transfer or other disposition of ARS Bonds from a customer of a Broker-Dealer who is 
listed on the records of that Broker-Dealer as the Owner of such ARS Bonds to that Broker-
Dealer or another customer of that Broker-Dealer shall not be deemed to be a sale, transfer or 
other disposition for purposes of this paragraph if such Broker-Dealer remains the Existing 
Owner of the ARS Bonds so sold, transferred or disposed of immediately after such sale, 
transfer or disposition. 
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Section 2.09.  Changes in Auction Period or Auction Date.

(a) Changes in Auction Period.  (i) During any ARS Rate Period, the Authority 
may, from time to time on the Interest Payment Date immediately following the end of any 
Auction Period, change the length of the Auction Period with respect to all of ARS Bonds 
among daily, seven-days, 28-days, 35-days, three months, six months and a Special Auction 
Period in order to accommodate economic and financial factors that may affect or be relevant 
to the length of the Auction Period and the interest rate borne by the ARS Bonds.  The 
Authority shall initiate the change in the length of the Auction Period by giving written 
notice to the Trustee, the Series 2007 Bonds Insurer, the applicable Auction Agent, the 
applicable Broker-Dealers and the Securities Depository that the Auction Period shall change 
if the conditions described herein are satisfied and the proposed effective date of the change, 
such notice to be provided at least ten (10) Business Days prior to the Auction Date for such 
Auction Period.  Any change in the length of an Auction Period to an Auction Period longer 
than 35 days shall be subject to the prior written consent of the Series 2007 Bond Insurer.  

(ii) Any such changed Auction Period shall be for a period of one day, 
seven-days, 28-days, 35-days, three months, six months or a Special Auction Period 
and shall apply to all ARS Bonds of a Series. 

(iii) The change in length of the Auction Period for the ARS Bonds 
subject to change shall take effect only if Sufficient Clearing Bids exist at the Auction 
on the Auction Date for such new Auction Period.  For purposes of the Auction for 
such new Auction Period, except to the extent any Existing Owner submits an Order 
with respect to such ARS Bonds, each Existing Owner of an ARS Bonds subject to 
change shall be deemed to have submitted Sell Orders with respect to all ARS Bonds 
of a Series if the change is to a longer Auction Period and a Hold Order if the change 
is to a shorter Auction Period.  If there are not Sufficient Clearing Bids for the first 
Auction Period, the Auction Rate for the new Auction Period shall be the Maximum 
Interest Rate, and the Auction Period shall be a seven-day Auction Period. 

(b) Changes in Auction Date.  During any ARS Rate Period, the Auction Agent, 
with the written consent of the Authority, may specify an earlier or later Auction Date for the 
ARS Bonds (but in no event shall such date be more than five (5) Business Days earlier or 
later) than the Auction Date that would otherwise be determined in accordance with the 
definition of “Auction Date” in order to conform with then current market practice with 
respect to similar securities or to accommodate economic and financial factors that may 
affect or be relevant to the day of the week constituting an Auction Date and the interest rate 
borne on the ARS Bonds.  The Auction Agent shall provide notice of its determination to 
specify an earlier Auction Date for an Auction Period by means of a written notice delivered 
at least forty-five (45) days prior to the proposed changed Auction Date to the Trustee, the 
Authority, the Broker-Dealers and the Securities Depository.  In the event the Auction Agent 
specifies an earlier Auction Date, the days of the week on which an Auction Period begins 
and ends, the day of the week on which a Special Auction Period ends and the Interest 
Payment Date relating to a Special Auction Period shall be adjusted accordingly. 

(c) Changes Resulting from Unscheduled Holidays.  If, in the opinion of the 
Auction Agent and the Broker-Dealers, there is insufficient notice of an unscheduled holiday 
to allow the efficient implementation of the Auction Procedures set forth herein, the Auction 
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Agent and the Broker-Dealers may, as they deem appropriate, set a different Auction Date 
and adjust any Interest Payment Dates and Auction Periods affected by such unscheduled 
holiday.   

ARTICLE III 

AUCTION AGENT 

Section 3.01.  Auction Agent.

(a) The Auction Agent for the ARS Bonds shall be appointed by the Trustee, at 
the written direction of the Authority, and shall perform the functions specified herein.  The 
Auction Agent shall designate its Principal Office and signify its acceptance of the duties and 
obligations imposed upon it hereunder by a written instrument, delivered to the Authority, the 
Trustee and each Broker-Dealer, which written instrument may be in the form of an Auction 
Agreement.  Notwithstanding that the Auction Agent may be the agent of the Trustee, the 
Trustee shall not be liable in any way for any action taken, suffered or omitted, or for any 
error of judgment made by the Auction Agent, whether in the performance of its duties under 
the Auction Agreement or otherwise. 

(b) Subject to any applicable governmental restrictions, the Auction Agent may 
be or become the owner of or trade in ARS Bonds with the same rights as if such entity were 
not the Auction Agent. 

Section 3.02.  Qualifications of Auction Agent; Resignation; Removal.

The Auction Agent shall be (a) a bank or trust company organized under the laws of the 
United States or any state or territory thereof having a combined capital stock, surplus and undivided 
profits of at least $30,000,000, or (b) a member of NASD having a capitalization of at least 
$30,000,000 and, in either case, authorized by law to perform all the duties imposed upon it by this 
Indenture and a member of, or a participant in, the Securities Depository.  The Auction Agent may at 
any time resign and be discharged of the duties and obligations created by this Indenture by giving at 
least ninety (90) days notice to the Authority, the Trustee, the Insurer and the Broker-Dealers.  The 
Auction Agent may be removed at any time by written notice, delivered by the Trustee, upon the 
written direction of the Authority, to the Auction Agent and the Series 2007 Bond Insurer.  Upon any 
such resignation or removal, the Trustee, upon the written direction of the Authority, shall appoint a 
successor Auction Agent approved by the Series 2007 Bond Insurer meeting the requirements of this 
section.  In the event of the resignation or removal of the Auction Agent, the Auction Agent shall pay 
over, assign and deliver any moneys and any ARS Bonds held by it in such capacity to its successor.  
The Auction Agent shall continue to perform its duties hereunder until its successor has been 
appointed by the Trustee.  In the event that the Auction Agent has not been compensated for its 
services, the Auction Agent may terminate the Auction Agreement by giving at least thirty (30) days 
notice to the Authority, the Trustee, the Insurer and the Broker-Dealers, and if it has not received 
such compensation by the expiration of such thirty (30) days, the Auction Agent may resign even if a 
successor Auction Agent has not been appointed. 
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APPENDIX C 

CERTAIN INFORMATION REGARDING THE CITY 

The Bonds are special limited obligations of the Authority payable solely from and secured 
solely by the Revenues pledged in the Indenture; they are not a debt of the City.  However, the Base 
Rental Payments payable by the City pursuant to the Facility Lease are expected to be a substantial 
component of the Revenues.  The following information with respect to the City is presented in that 
context.  Additional information with respect to the City contained in its comprehensive annual 
financial report for the fiscal year ended June 30, 2006.  A copy of that report is set forth in 
Appendix D. 

General

The City, which is the county seat of Stanislaus County, was incorporated in 1884.  It is 
located in the center of the northern San Joaquin Valley, approximately 93 miles east of the City and 
County of San Francisco, and encompasses an area of approximately 36 square miles. 

The City operates under a council-manager form of government pursuant to a charter initially 
adopted in 1951.  The City Council of the City (the “City Council”), consists of seven elected 
members, appoints the City Clerk and Auditor, the City Attorney, and the City Manager.  The City 
Manager heads the executive branch of government, implements the directives and policies of the 
City Council and manages the administrative and operational functions through the various 
department heads who are appointed by the City Manager. 

The City provides the full range of services normally associated with a municipality 
including police and fire protection, highways and streets, parks and recreation, library, planning and 
zoning, building and engineering, various maintenance services and administration.  The City also 
provides parking and airport facilities and water, sewer, and bus service.  The school districts in the 
City are separate governmental entities which receive no funding from the City. 

Population

The following table represents historical population statistics for the City, the County and the 
State.

CITY OF MODESTO 

Population Estimates(1)

Calendar Year City of Modesto Stanislaus County State of California 

2001 193,691 458,640 34,441,561 
2002 199,623 472,730 35,088,671 
2003 204,185 484,598 35,691,472 
2004 207,543 495,160 36,245,016 
2005 207,987 505,352 36,728,196 
2006 208,107 514,370 37,172,015 

(1) As of January 1. 
Source: California State Department of Finance, for Population Estimates for City, County and State, 2001-2006. 
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Employee Relations 

The City has approximately 1,325 authorized permanent positions and approximately 1,206 
actual full-time employees for Fiscal Year 2006-07 and had approximately 1,292 authorized full-time 
permanent and approximately 1,212 actual full-time employees for Fiscal Year 2005-06.  City 
employees are represented by six labor organizations, the principal of which is Modesto City 
Employees Association which represents approximately 40% of all City employees in a variety of 
classifications.

Approximately 95% of all City employees are covered under negotiated agreements.  The 
current agreements have expiration dates as follows: 

Modesto City Firefighters Association December 20, 2010 

Modesto Police Management Association June 22, 2009 

Modesto Police Officers Association December 22, 2008 

Modesto City Employees Association July 23, 2007 

Modesto Police Non-sworn Association July 23, 2007 

Modesto Confidential & Management Assoc June 25, 2007 

In August 2005, approximately 200 Modesto City Employees Association employees (field, 
clerical and technical) engaged in a one-day job action and picketing following impasse in the 
contract negotiations.  No city services were disrupted as a result of the job action.  The Association 
has subsequently reached agreement with the City on a contract which will expire in July 2007. 

On March 14, 2007 the City reached a settlement in the amount of $3.25 million with three 
employees who alleged gender discrimination, harassment and retaliation.  The City expects to pay 
the settlement amount from its General Fund and does not expect such payment will have an adverse 
effect on the City’s ability to make Base Rental Payments under the Facility Lease.   

Insurance

The City is exposed to various risks of loss related to torts, damage to and loss of assets, 
errors and omissions, injuries to and illness of employees, and natural disasters.  The City maintains 
an Insurance Internal Service Fund to account for and finance its risks of loss.  Under this program, 
the City is self-insured for the following risks up to the maximum amount per claim shown:  
workers’ compensation - $750,000; liability - $1,000,000; and dental care - $1,200.  The City no 
longer self-insures for risks associated with employee illnesses and instead offers a variety of 
commercial plans to its employees.  The City obtains commercial insurance for property loss, airport 
liability, and for claims in excess of the preceding self-insured coverage amounts. 

For liability claims the City is one of twelve members of the Authority for California Cities 
Excess Liability (ACCEL) risk pool, which provides workers’ compensation insurance and general 
liability insurance for the member agencies.  This pool covers City claims between $1,000,000 and 
$5,000,000.  The City contributes its pro rata share of anticipated losses to the pool.  Should actual 
losses be greater than anticipated, the City will be assigned its pro rata share of the deficiency.  
Conversely, if actual losses are less than anticipated, the City will be refunded its pro rata share of 
the excess.  Total claims in the pool are estimated to be $2,000,000 for Fiscal Year 2006-07.  
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Commercial insurance covers claims over $5,000,000 in three excess layers of $10,000,000 each for 
an additional $30,000,000 per claim.  Settled claims have not exceeded the commercial coverage in 
any of the past five fiscal years.   

Employee Retirement System 

Retirement Plan.  The City contributes to the Public Employees’ Retirement System of the 
State of California (“PERS”), an agent multiple-employer public employee retirement program that 
acts as a common investment and administrative agent for participating entities in California.  The 
City’s total pension cost for the fiscal year ended June 30, 2006 was $11,748,699.  The City’s 
payments to PERS for the fiscal year ending June 30, 2007 are estimated to be $18,064,718. 

All full-time City employees are eligible to participate in the retirement program.  Benefits 
vest after five years of service.  Safety (fire and police) employees who retire at or after age 50 are 
entitled to an annual retirement benefit payable monthly for life in an amount equal to 3% percent of 
their average salary during the highest-paid 1-year period of employment, multiplied by their years of 
service.  All other covered employees may retire at age 55, with an annual benefit payable monthly 
for life equal to 2% percent of their average salary during the highest-paid 1-year period of 
employment, multiplied by their years of service.  These employees may retire at age 50 with 
reduced benefit at retirement.  The retirement program also provides death and disability benefits.  
These benefit provisions and all other requirements are established by state statute and City 
ordinance.  Under GASB 27, an employer reports an annual pension cost (APC) equal to the annual 
required contribution (ARC) plus an adjustment for the cumulative difference between the APC and 
the employer’s actual plan contributions for the year. 

The City pays most of the required employee contribution to the program, which totals 9% 
percent for safety and 7% percent for miscellaneous employees, in accordance with contractual 
agreements.  The City is required to contribute the remaining amounts necessary to fund the benefits 
for its members, using the actuarial basis adopted by the PERS Board of Administration.  The current 
rate is 9.124% of the annual covered payroll for miscellaneous employees and 24.421% for safety 
employees. 

In addition to the pension benefits described above, the City provides health care benefits to 
employees who retire from the City under contractual arrangement with all employee groups.  All 
full-time employees, except firefighters who receive a cash payout, are eligible to set-aside a 
percentage of accumulated sick leave upon retirement to be used for contributions towards future 
healthcare premiums to a choice of 4 insurance plans.  The City has no obligation to make health 
contributions for retirees who have no accumulated sick leave.  The estimated liability for current 
retirees’ future City contributions was $14,534,598 as of June 30, 2006.  The estimated current 
portion thereof, $1,659,707, is fully funded.  The long-term portion thereof is partially funded, with 
the balance being funded over time by charges to the City’s operating funds.  The City reports the 
current and long-term portions of this liability in the Employee Benefits Management Fund as part of 
the compensated absences liability balances.  For firefighters, the City’s obligation for retiree health 
benefits is not a function of accumulated sick leave.  Firefighters are covered under PERS Health 
plans and the City has a statutory obligation to make designated contributions to fund firefighters’ 
retiree health premiums.  The current statutory contribution is $80.80 per month. 

In June 2004, the Governmental Accounting Standards Board (“GASB”) issued Statement 
No. 45 (“GASB 45”), which addresses how state and local governments should account for and 



C-4

report their costs and obligations related to post-employment health care and other non-pension 
benefits (“OPEB”).  GASB 45 generally requires that employers account for and report the annual 
cost of OPEB and the outstanding obligations and commitments related to OPEB in essentially the 
same manner as they currently do for pensions.  Annual OPEB costs for most employers will be 
based on actuarially determined amounts that, if paid on an ongoing basis, generally would provide 
sufficient resources to pay benefits as they come due.  The provisions of GASB 45 may be applied 
prospectively and do not require governments to fund their OPEB plans.  An employer may establish 
its OPEB liability at zero as of the beginning of the initial year of implementation.  However, the 
unfunded actuarial liability is required to be amortized over future periods on the income statement.  
GASB 45 also established disclosure requirements for information about the plans in which an 
employer participates, the funding policy followed, the actuarial valuation process and assumptions, 
and for certain employers, the extent to which the plan has been funded over time.  These disclosure 
requirements will be effective for the City’s Fiscal Year ending June 30, 2008.  GASB 45 may result 
in an increase in the annual expense recognized by the City for post retirement health care benefits.  
The City has retained the services of an actuary to determine the extent of the City’s OPEB liability.  
The amount of the liability and the increase in the annual expense to be recognized, if any, has not 
yet been determined by the City.   

Investment Policy 

The City invests its funds in accordance with the City’s Investment Policy, adopted by the 
City Council in 1984 and most recently amended in 2006.  In accordance with Sections 53601 et seq.
of the California Government Code, idle cash management and investment transactions are the 
responsibility of the City Finance Director/Treasurer.  Investments permitted under the Investment 
Policy include the following: 

Bonds issued by the City. 

United States Treasury notes, bonds, bills or certificates of indebtedness. 

Registered State of California warrants, treasury notes or bonds. 

Bonds, notes, warrants or indebtedness of local agencies within the State. 

Commercial paper of “prime” quality. 

Certificates of deposit and negotiable certificates of deposit. 

Investment in repurchase agreements or reverse repurchase agreements . 

Medium-term corporate notes. 

State of California Local Agency Investment Fund (LAIF). 

Funds are invested in the following order of priority: 

Safety- Preservation of principal and interest. 

Liquidity- Ability to readily convert investment to cask when needed. 

Yield - potential dollar earnings on an investment. 

The City’s cash management system is designed to accurately monitor and forecast 
expenditures and revenues, thus enabling the City to invest funds to the fullest extent possible.  The 
City attempts to obtain the highest yield when selecting an investment, provided the criteria for 
safety and liquidity are met. 
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Budgetary Process 

The fiscal year of the City begins on the first day of July of each year and ends on the 30th 
day of June of the following year. 

At such date as the City Manager determines, each department head must furnish to the City 
Manager an estimate of revenues and expenditures for such department for the ensuing fiscal year, 
detailed in such manner as may be prescribed by the City Manager.  In preparing the proposed 
budget, the City Manager reviews the estimates, holds conferences thereon with the respective 
department heads, and revises the estimates as the City Manager deems advisable. 

Prior to the beginning of each fiscal year, the City Manager submits to the City’s Finance 
Committee the proposed budget.  After reviewing and making such revisions as it deems advisable, 
the City Finance Committee recommends the proposed budget with revisions, if any, to the City 
Council.  The City Council determines the time for the holding of a public hearing thereon and 
causes to be published a notice thereof not less than ten days prior to the hearing date.  Copies of the 
proposed budget are available for inspection by the public in the office of the City Clerk at not less 
than ten days prior to the hearing.  At the conclusion of the public hearing, the City Council further 
considers the proposed budget and makes revisions thereto that it deems advisable.  On or before 
June 30 of each year, it adopts the budget with revisions, if any, by the affirmative vote of at least a 
majority of the total members of the City Council. 

From the effective date of the budget, the several amounts stated as proposed expenditures 
become appropriated to the several departments, offices and agencies for the objects and purposes 
named.  In accordance with the City’s financial policies, certain appropriations may be amended with 
the signed authorization of the City Manager, subsequent to the adoption of the original budget.  At 
any public meeting after the adoption of the budget, the City Council may amend or supplement the 
budget by a resolution adopted by the majority vote of the City Council.  All appropriations lapse at 
the end of the fiscal year to the extent that they have not been expended or lawfully encumbered. 

The City Council employs, at the beginning of each fiscal year, an independent certified 
public accountant who, at such time or times as specified by the City Council, at least annually, and 
at such other times as the City Council shall determine, examines the financial statements of the City 
in accordance with generally accepted auditing standards, including such tests of the accounting 
records and such other auditing procedures as such accountant considers necessary.  As soon as 
practicable after the end of the fiscal year, a final audit and report is submitted by such accountant to 
the City Council and copy of the financial statements as of the close of the fiscal year is published. 

Following is a table which shows the adopted final and actual General Fund Budget for 
Fiscal Year 2005-06 and the adopted General Fund Budget for Fiscal Year 2006-07. 
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CITY OF MODESTO 

General Fund Budgets 

For Fiscal Years 2005-06 and 2006-07 

Adopted 
Final 

Budget on a 
GAAP basis 

2005-06 

Actual on a 
GAAP Basis 

2005-06 

Variance with 
Adopted Final 

Budget 

Adopted 
Budget on a 
GAAP Basis 

2006-07 

Revenues:     
 Taxes  $ 46,870,082  $ 47,349,236  $ 479,154  $ 50,608,523 
 Licenses and permits   154,440   96,081   (58,359)   101,174 
 Intergovernmental   45,097,112   48,205,287   3,108,175   48,491,939 
 Charges for services (1)   14,982,086   14,953,869   (28,217)   16,241,225 
 Special assessments levied   156,000   65,909   (90,091)   158,500 
 Interest and rent   559,963   1,217,293   657,330   490,680 
 Fines and forfeitures   941,000   877,376   (63,624)   546,835 
 Miscellaneous   2,067,286   2,028,310   (38,976)   786,091
TOTAL REVENUES  $ 110,827,969  $114,810,175  $ 3,982,206  $ 117,424,967 
     
Expenditures and Transfers:     
 General Government  $ 14,132,003  $ 13,336,716  $ 761,847  $ 11,805,661 
 Community Development   5,849,006   5,201,794   647,212   6,313,766 
 Public works   1,956,291   1,719,587   236,704   6,713,599 
 Parks and recreation   12,523,831   11,560,029   963,802   12,046,068 
 Public safety   73,148,870   72,425,399   723,471   77,623,686 
Debt Service:     
 Principal retirement   9,917   9,916   1   9,917 
 Interest   1,061   1,061   0   1,061
TOTAL EXPENDITURES  $ 107,620,979  $104,287,942  $ 3,333,037  $ 114,513,758 
Excess of revenues over expenditures  $ 3,206,990  $ 10,522,233   
     
Other Financing Sources (Uses):       
 Transfers in  $ 2,301,925  $ 2,111,925  $ (190,000)  $ 2,337,022 
 Transfers out   (12,567,433)   (9,739,702)   2,827,731   (11,081,117)
TOTAL OTHER FINANCING 
SOURCES (USES) 

 $ (10,265,508)  $ (7,627,777)  $ 2,637,731  $ (8,744,095) 

     
NET CHANGE IN FUND 
BALANCE  $ (7,058,518)  $ 2,894,456  $ 9,952,974  $ (5,832,886) 
     
FUND BALANCES, July 1  $ 20,415,059  $ 20,415,059  $ --  $ 23,309,515 
     
FUND BALANCES, June 30  $ 13,356,541  $ 23,309,515  $ 9,952,974  $ 17,476,629

(1) Includes indirect cost recovery 
Source:  City of Modesto Financial Statements and City of Modesto Finance Department. 

Financial Statements 

The accounting policies of the City of Modesto conform to generally accepted accounting 
principles.  The audited financial statements of the City for the fiscal year ended June 30, 2006 are 
set forth in Appendix D.   
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Accounts of the City are organized on the basis of funds and account groups each of which is 
considered a separate accounting entity.  Operations of each fund are accounted for with a separate 
set of self-balancing accounts.  The various funds are grouped into broad categories, as follows:  
Governmental Funds (General, Special Revenue, Capital Projects and Debt Service), Proprietary 
Funds (Enterprise Funds, including the Sewer, Water, Parking, Airport, Golf Course and Community 
Center Funds; and Internal Service Funds), Fiduciary Funds (Agency). 

All Governmental Funds and Fiduciary Funds use the modified accrual basis of accounting.  
The Proprietary Funds use the accrual basis of accounting. 

The General Fund is the general operating fund of the City and is used to account for all 
financial resources except those required to be accounted for in another fund.  Revenues and 
expenditures in the City’s General Fund for Fiscal Years 2001-02 through 2005-06 are shown in the 
following table.  Taxes, Intergovernmental Revenues, Charges for Services, and Miscellaneous 
Revenue are the City’s major sources of revenues.  In Fiscal Year 2005-06 Taxes and 
Intergovernmental Revenues comprised 41.2% and 41.9% respectively, of General Fund revenues, 
followed by Charges for Services, 13.0% and Miscellaneous Revenue, 1.06%.  Major Fiscal Year 
2005-06 General Fund expenditures included 69.4% for Public Safety, 12.8% for General 
Government, and 10.9% for Parks and Recreation. 

Summary Financial Information 

The following tables present a statement of revenues, expenditures, and changes in fund 
balance for the City’s General Fund and the City’s General Fund balance sheet for the fiscal years 
ended June 30, 2002 through 2006 prepared by the City of Modesto Finance Department based on 
the City’s audited financial statements for fiscal years ending June 30, 2002 through June 30, 2006. 
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CITY OF MODESTO 

Statement of General Fund Revenues, Expenditures and Changes in Fund Balance 

Year Ended June 30 

2001-02 2002-03 2003-04 2004-05 2005-06 

Revenues:      
 Taxes  $ 35,522,028  $ 38,600,472  $ 39,511,646  $ 41,441,857  $ 47,349,236 
 Licenses and permits   173,348   169,108   199,097   63,652   96,081 
 Intergovernmental   41,803,124   40,612,942   39,246,030   46,874,556   48,205,287 
 Charges for services   15,372,308   16,448,226   13,845,944   15,544,008   14,953,869 
 Special assessments levied   256,646   218,294   76,119   106,442   65,909 
 Interest and rent   1,429,709   1,301,989   905,295   982,728   1,217,293 
 Net increase (decreased) in fair 

value of investments   324,154   (229,744)   (524,439)   46,933   16,814 
 Fines and forfeitures   546,199   576,168   524,050   562,876   877,376 
 Miscellaneous   1,075,837   1,458,583   1,245,979   774,837   2,028,310
TOTAL REVENUES  $ 96,503,353  $ 99,156,038  $ 95,029,721  $ 106,397,889  $ 114,810,175 
      
Expenditures and Transfers:      
 General Government  $ 10,100,976  $ 10,938,635  $ 11,482,386  $ 11,456,602  $ 13,336,716 
 Community and Development   4,354,977   4,277,758   4,461,865   4,975,859   5,146,011 
 Highways and Streets   6,127,102   6,046,662   --   --   -- 
 Public works   4,411,426   4,257,233   1,522,787   1,696,411   1,719,587 
 Parks and recreation   13,543,782   13,334,626   11,099,460   11,433,777   11,471,198 
 Public safety   51,697,705   55,550,490   61,126,497   69,403,326   72,205,341 
 Capital Outlay   1,015,003   2,083,805   1,214,088   646,818   398,112 
Debt Service:      
 Principal retirement   7,501   8,043   8,625   9,248   9,916 
 Interest   3,476   2,934   2,352   1,729   1,061
TOTAL EXPENDITURES  $ 91,261,948  $ 96,500,186  $ 90,918,060  $ 99,623,770  $ 104,287,942 
Excess (deficiency) of revenues over 
(under) expenditures  $ 5,241,405  $ 2,655,852  $ 4,111,661  $ 6,774,119  $ 10,522,233 
      
Other Financing Sources (Uses):      
 Operating transfers in  $ 4,637,518  $ 6,388,569  $ 1,965,408  $ 1,982,387  $ 2,111,925 
 Operating transfers out   (12,252,389)   (7,116,206)   (11,499,889)   (9,320,816)   (9,739,702) 
Proceeds of loan payable   191,835   --   --   --   --
TOTAL OTHER FINANCING 
SOURCES (USES)  $ (7,423,036)  $ (727,637)  $ (9,534,481)  $ (7,338,429)  $ (7,627,777) 
Excess (deficiency) of revenues and 
other sources over (under) expenditures 
and other uses  $ (2,181,631)  $ 1,928,215  $ (5,422,820)  $ (564,310)  $ 2,894,456 
      
FUND BALANCES, July 1  $ 26,655,605  $ 24,473,974  $ 26,402,189  $ 20,979,369  $ 20,415,059 
FUND BALANCES, June 30  $ 24,473,974  $ 26,402,189  $ 20,979,369  $ 20,415,059  $ 23,309,515

Source:  City of Modesto Comprehensive Annual Financial Statements, fiscal years 2001-02 through 2005-06. 
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CITY OF MODESTO 

General Fund Balance Sheets 

As of June 30 

Assets 2002 2003 2004 2005 2006 

Cash and cash equivalents  $ 17,355,651  $ 19,053,785  $ 11,110,511  $ 10,840,532  $ 9,141,367 
      
Receivables:      
 Accounts   453,374   371,249   376,284   241,970   354,635 
 Interest   62,235   84,836   16,456   252,418   272,623 
 Utilities, net    613,454   615,687   592,005   766,763   824,856 
 Taxes   7,880,490   9,073,783   9,077,338   8,760,074   10,485,306 
Due from governments   597,046   862,689   249,265   232,950   548,231 
Due from other funds   1,689,000   1,210,100   1,700,000   3,634,000   5,572,000 
Due from JPA   --   --   46,542   --   -- 
Notes receivable, net   92,283   92,283   92,283   92,283   92,283 
Prepaid expenses/expenditures   --   4,576   --   70,000   -- 
Restricted assets:      
 Cash and cash equivalents   1,460,797   1,390,184   1,445,486   1,445,486   1,845,018 
Advances to other funds   662,001   1,898,279   2,153,901   1,877,297   1,644,193
Total assets  $ 30,866,331  $ 34,657,451  $ 26,860,071  $ 28,213,773  $30,780,512 
      
Liabilities and Fund Balances      
Liabilities      
 Accounts payable  $ 2,536,338  $ 1,864,757  $ 1,707,233  $ 2,003,433  $ 2,241,841 
 Accrued salaries and benefits   2,099,671   2,397,879   453,761   774,239   1,116,500 
 Deferred revenues   295,551   602,442   274,222   1,537,541   364,061 
 Payable from restricted 

assets:
     

 Refundable deposits   1,460,797   1,390,184   1,445,486   1,483,501   1,845,119 
 Advances from other funds   --   2,000,000   2,000,000   2,000,000   1,903,476
Total Liabilities  $ 6,392,357  $ 8,255,262  $ 5,880,702  $ 7,798,714  $ 7,470,997 
Fund Balances:      
 Reserved  $ 1,961,061  $ 3,393,560  $ 3,327,569  $ 2,955,054  $ 2,702,381 
 Unreserved:      
 Designated, reported in:        
 General Fund   5,576,555   6,807,996   5,990,699   6,237,000   5,900,886 
 Undesignated, reported in:      
 General Fund   16,936,358   16,200,633   11,661,101   11,223,005   14,706,248 
Total Fund Balances   24,473,974   26,402,189   20,979,369   20,415,059   23,309,515
Total Liabilities and Fund 

Balances 
 $ 30,866,331  $ 34,657,451  $ 26,860,071  $ 28,213,773  $30,780,512

Source:  City of Modesto Comprehensive Annual Financial Statements for Fiscal Years 2001-02 through 2005-06. 

Financial Obligations 

Short Term Obligations.  The City has no short term obligations outstanding. 
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Equipment Leases.  The City has acquired ballpark parking lot lighting and land for a new 
park under capital lease agreements.  The related liabilities are included in obligations under capital 
leases in the governmental activities section.  The following is a schedule of the future minimum 
lease payments on capital leases as of June 30, 2006: 

Year Ending 
June 30 

2006  $ 463,803
Total Minimum Lease Payments  $ 463,803 

Less Interest   (18,899)
Present value of Net Minimum Lease Payments  $ 444,904 

Source:  City of Modesto Financial Statements, Fiscal Year 2005-06. 

Long Term Leases Evidenced by Certificates of Participation and Lease Revenue Bonds.
The City has the following certificate of participation and lease revenue bond transactions 
outstanding as of June 30, 2006: 

Title 
Principal

Outstanding Maturity 

1993 Refunding Certificates of Participation (Community Center Project)  $ 21,655,000 November 1, 2023 
1993 Refunding Certificates of Participation (Golf Course Project)   5,855,000 November 1, 2023 
1997 Lease Revenue Bonds (John Thurman Field Renovation Project)(1)   2,500,000(2) November 1, 2016 
1998 Lease Revenue Bonds (Capital Improvements and Refinancing Project)(1)   60,005,000(3) September 1, 2033 

 $ 90,015,000  

(1) Bonds of the Modesto Public Financing Authority in connection with which the City is obligated to make certain lease 
payments. 

(2) All of these bonds will be defeased upon the issuance of the Modesto Public Financing Authority’s Lease Revenue 
Refunding and Capital Improvement Bonds, Series 2007. 

(3) $54,700,000 of these bonds will be defeased upon the issuance of the Modesto Public Financing Authority’s Lease Revenue 
Refunding and Capital Improvement Bonds, Series 2007. 

Source:  City of Modesto Financial Statements, Fiscal Year 2005-06. 
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Overlapping Debt and Debt Ratios 

The following table summarizes direct and overlapping bonded debt within the City.   

CITY OF MODESTO 

Statement of Direct and Overlapping Debt as of June 30, 2006 

Direct and Overlapping Assessment Debt:
Net Debt 

Outstanding(1) 

Percentage
Applicable to 

the City(2)

Amount 
Applicable to  

the City
City of Modesto   $ 0 100.0%  $ 0 
  Total Direct And Overlapping Tax And Assessment Debt    $ 0 

Overlapping General Fund Debt – School Districts:    

Ceres Unified School District  $ 24,379,806 10.0%  $ 2,437,981 
Modesto High School District   24,328,337 72.5   17,638,044 
Modesto High School District    75,789,875 68.5   51,916,064 
Sylvan Union School District    9,110,000 85.0   7,743,500 
Salida Union School District   1,650,000 27.0   445,500 
Stanislaus Union School District   3,725,000 33.0   1,229,250 
Yosemite Community College District   94,445,000 28.2   26,633,490
  TOTAL OVERLAPPING DEBT  $ 233,428,018   $ 108,043,829 
  TOTAL DIRECT AND OVERLAPPING DEBT  $ 233,428,018   $ 108,043,829 

(1) Gross debt outstanding less applicable amounts in debt service funds. 
(2) Determined by ratio of assessed valuation of property subject to taxation in overlapping portion to valuation of all property 

subject to taxation in jurisdiction. 
Source:  Stanislaus County Auditor; calculated by Modesto Finance Department. 

Assessed Valuation and Tax Collections 

In California, property which is subject to ad valorem taxes is classified as “secured” or 
“unsecured.”  Secured and unsecured property are entered on separate parts of the assessment roll 
maintained by the county assessor.  The “secured roll” is that part of the assessment roll containing 
State assessed property and property the taxes on which are a lien on real property sufficient, in 
opinion of the assessor, to secure payment of the taxes.  Other property is placed on the “unsecured 
roll.”

The method of collecting delinquent taxes is substantially different for the two classifications 
of property.  The taxing authority has four ways of collecting unsecured personal property taxes:  
(a) filing a civil action against the taxpayer; (b) filing a certificate in the office of the county clerk 
specifying certain facts in order to obtain a judgment lien on certain property of the taxpayer; 
(c) filing a certificate of delinquency for record in the county recorder’s office, in order to obtain a 
lien on certain property of the taxpayer; and (d) seizure and sale of personal property improvements 
or possessory interest belonging or assessed to the assessee.  The exclusive means of enforcing the 
payment of delinquent taxes in respect of property on the secured roll is the sale of the property 
securing the taxes to the State for the amount of taxes which are delinquent. 

A 10% penalty is added to delinquent taxes which have been levied in respect of property on 
the secured roll.  In addition, property on the secured roll with respect to which taxes are delinquent 
is sold to the State on or about June 30 of the fiscal year.  Such property may thereafter be redeemed 
by payment of the delinquent taxes and a delinquent penalty, plus a redemption penalty of 1.5% per 
month to the time of redemption.  If taxes are unpaid for a period of five years or more, the property 
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is deeded to the State and then is subject to sale by the county tax collector.  A 10% penalty also 
attaches to delinquent taxes in respect of property on the unsecured roll, and further, an additional 
penalty of 1.5% per month begins to accrue in respect of such taxes beginning the first day of the 
third month following the delinquency date. 

The valuation of property is determined as of March 1 each year and installments of taxes 
levied upon secured property become delinquent on the following December 10 and April 10.  Taxes 
on unsecured property are due March 1 and become delinquent August 31, and such taxes are levied 
at the prior year’s secured tax rate. 

The following tables set forth historical property tax levies and collections in the City and 
historical information as to the assessed values and actual value of taxable real and personal property.  
The one percent (1%) property tax is levied and collected by Stanislaus County and remitted to the 
City. 

City Assessed Valuations 

The County Assessor of Stanislaus County assesses all real and personal property in the City 
of Modesto for tax purposes except public utility property which is assessed by the State Board of 
Equalization.  California law exempts $7,000 of the assessed valuation of an owner occupied 
dwelling.  Effective with the 1980-81 fiscal year, State law also exempted 100% of the value of 
business inventories from taxation, rather than 50% as in prior years.  The law provides for 
reimbursements to local agencies based on their share of the revenues derived from the application of 
the maximum tax rate applied to business inventories in the 1979-80 fiscal year, with adjustments to 
reflect increases in population and the consumer price index. 

Revenue estimated to be lost to local taxing agencies due to such exemptions is reimbursed 
from State sources.  Such reimbursement is based upon total taxes due upon such exempt values and 
is not reduced by any amount for estimated delinquencies.  The table below presents a ten year 
history of assessed valuations of property within the City. 

CITY OF MODESTO 

Ten Year History of Assessed Valuations 

Fiscal Year 
Real Property 

Assessed Valuation(1)
Personal Property 

Assessed Valuation 

1997-98 $ 6,733,847,244 $314,105,845 
1998-99 6,814,118,056 364,091,322 
1999-00 7,113,017,315 374,764,312 
2000-01 8,284,751,572 465,640,345 
2001-02 9,240,625,466 400,351,138 
2002-03 10,005,769,331 229,231,096 
2003-04 10,516,523,400 433,048,483 
2004-05 11,405,079,179 504,487,150 
2005-06 12,734,371,632 513,206,844 
2006-07 14,625,040,482 556,920,513 

(1) All years shown at full cash value. 
Source:  Stanislaus County Assessor; last equalized roll. 
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Tax Levies and Delinquencies 

Taxes are collected by the Stanislaus County Tax Collector and are currently distributed 
under the “Teeter Plan” (as described below).  Taxes and assessments on the secured roll are payable 
in two installments on November 1 and February 1 of each fiscal year, and become delinquent after 
December 10 and April 10, respectively.  A penalty of 10% is added to the first installment if not 
paid on or before December 10, and 10%, is added to the second installment if not paid on or before 
April 10.  At the end of the first year of delinquency, property is sold to the State. 

Under the Teeter Plan (as described below), a county forwards 100% of property tax levies, 
including taxes for prior years, to underlying governmental entities, including itself.  In exchange, the 
county keeps moneys from all delinquent taxes, interest, and penalties. 

The following table shows property tax levies and collections for the City. 

CITY OF MODESTO 

Property Tax Levies And Collections 

Fiscal Years 2001-02 to 2005-06 

Year Ended 
June 30 

Total Tax 
Levy(1)

Current Tax 
Collected 

Percent of Levy 
Collected 

Delinquent Tax 
Collections 

Total Tax 
Collections 

Total Collections 
as % of Current 

Levy(2)(3)

2001-02 $8,312,582 $8,249,461 99.24% $11,028 $8,260,489 99.37% 
2002-03 9,172,429 9,118,481 99.41 16,174 9,134,655 99.59 
2003-04 9,709,897 9,440,383 97.22 107,388 9,547,771 98.33 
2004-05 10,568,415 10,133,222 95.88 24,163 10,157,385 96.11 
2005-06 11,130,020 10,794,066 96.98 233,290 11,027,356 99.08 

(1) Totals include exempt organizations.
(2) Total collections include taxes resulting from “escaped assessments.”  These are comprised of assessments to property not 

known to exist when the original roll was compiled and other adjustments to the roll. 
(3) Since 1994, the City has participated in the County of Stanislaus “Teeter Plan” (as described below) which guarantees the 

City 100% of each year’s property tax levy in exchange for the County retaining late fees and delinquency penalties. 
Source:  City of Modesto, Comprehensive Annual Financial Report, Fiscal Year Ended June 30, 2005.  City of Modesto, 2006. 

Teeter Plan 

The Board of Supervisors of the County, in 1994, adopted the Alternative Method of 
Distribution of Tax Levies and Collections and of Tax Sale Proceeds (the “Teeter Plan”), as provided 
for in Section 4701 et seq. of the State Revenue and Taxation Code.  Pursuant to the Teeter Plan, the 
County establishes a tax losses reserve fund and a tax resources account and each entity levying 
property taxes in the County may draw on the amount of uncollected taxes and assessments credited 
to its fund, in the same manner as if the amount credited had been collected. 

The County is responsible for determining the amount of the tax levy on each parcel in the 
taxing entity, which is entered onto the secured real property tax roll.  Upon completion of the 
secured real property tax roll, the County’s Auditor-Controller determines the total amount of taxes 
and assessments actually extended on the roll for each fund for which a tax levy has been included, 
and apportions 100% of the tax and assessment levies to that fund’s credit.  Such moneys may 
thereafter be drawn against the taxing agency in the same manner as if the amount credited had been 
collected.  The County determines which moneys in the County treasury (including those credited to 
the tax losses reserve fund) shall be available to be drawn on to the extent of the amount if 
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uncollected taxes credited to each fund for which a levy has been included.  When amounts are 
received on the secured tax roll for the current year, or for redemption of tax-defaulted property, 
Teeter Plan moneys are distributed to the apportioned tax resources accounts. 

So long as the Teeter Plan remains in effect, the City’s receipt of revenues with respect to the 
levy of ad valorem property taxes will not be dependent upon actual collections of the ad valorem 
property taxes by the County.  However, under the statute creating the Teeter Plan, the Board of 
Supervisors could under certain circumstances terminate the Teeter Plan in its entirety and, in 
addition, the Board of Supervisors could terminate the Teeter Plan if the delinquency rate for all ad 
valorem property taxes levied within the City in any year exceeds 3%.  In the event that the Teeter 
Plan were terminated, the amount of the levy of ad valorem property taxes in the City would depend 
upon the collections of the ad valorem property taxes and delinquency rates experienced with respect 
to the parcels within the City. 

Although the County is entitled to draw on the full amount of taxes credited to the tax fund 
for a taxing entity in approximately October of each tax year, it has been the City’s experience that it 
receives approximately 55% of the tax allocations for the year by December 31, an additional 40% 
by April 30 and the final 5% by June 30. 

Non-Real Estate Taxes 

In addition to ad valorem taxes on real property, the City receives the following non-real 
estate taxes: 

Sales and Use Tax.  The sales and use tax ($22,287,940) and in lieu sales tax amount 
($7,339,967) accounted for approximately 38.0% of the City’s tax receipts in the General Fund in 
Fiscal Year 2005-06, an increase of approximately 3% from the prior Fiscal Year.  The 7.375% sales 
and use tax is levied and collected by the State, which returns to the City 0.95% of the amount of 
sales in the City. 

Business License Tax.  The City levies a business license tax which accounted for 
$10,374,157, or approximately 13.5% of the City’s tax receipts in the General Fund in Fiscal Year 
2005-06, a decrease of approximately 0.5% from the prior Fiscal Year.  The tax is paid by certain 
businesses located in the City at varying percentages of gross receipts. 

Other Taxes.  Other taxes levied by the City include the transient occupancy tax on hotel and 
motel bills, utility consumption, a real property transfer tax and a franchise fee. 
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The following table presents the tax revenues of the City for the last five Fiscal Years: 

CITY OF MODESTO 

General Fund Tax Revenues By Source 

 2001-02 2002-03 2003-04 2004-05 2005-06 

Sales and Use Tax  $ 27,061,426  $ 25,887,064  $ 27,150,743  $ 21,277,711  $ 22,287,940 
Utility Users Tax   12,516,962   13,732,571   14,718,858 15,622,652   17,584,060 
Property Taxes   9,132,278   10,169,004   11,294,599 11,316,694   14,318,747 
Business License Taxes   8,734,281   9,238,797   9,231,136 9,726,816   10,374,157 
Other Taxes(1)   5,138,507   5,460,100   4,267,053   10,086,397   12,412,239
Total  $ 62,583,454  $ 64,487,536  $ 66,662,389  $ 68,030,270  $ 76,977,143 

(1) Includes Transient Occupancy Tax, Franchise Tax and after Fiscal Year 2003-04, In-lieu Sales Tax. 
Source:  City of Modesto Finance Department. 

Motor Vehicle License Fees 

Prior to 2003, a significant revenue source of the City was State of California payments in-
lieu of taxes.  The City receives a portion of Department of Motor Vehicles license fees (“VLF”) 
collected statewide.  Payment of State assistance depends on the adoption by the State of its budget, 
including the appropriations therein providing for local assistance.  These revenues are shown in the 
accompanying financial statements as “intergovernmental revenues from other agencies.” 

Several years ago, the state-wide VLF was reduced by approximately two-thirds.  However, 
pursuant to legislation, the State continued to remit to cities and counties the same amount that those 
local agencies would have received if the VLF had not been reduced, known as the “VLF backfill.”  
On June 19, 2003, the State triggered an increase in VLF to be effective beginning October 1, 2003.  
The Governor signed an executive order on November 17, 2003 to reduce the VLF rate once again, 
eliminating the increase.  On December 17, 2003 the Governor issued another executive order, this 
time appropriating $2.625 billion to provide backfill funding for the city and county VLF funding in 
2003/04 which covered the backfill except for the VLF loan amounts. 

The State Legislature adopted AB 1768 which deferred payment to local agencies of the 
amount of the VLF backfill that related to the period from June 20, 2003 to September 30, 2003 
when the higher VLF went into effect, until August 2006.  This VLF “gap” or “loan” was 
approximately $1.2 billion statewide.  The City’s share of the “loan” was $3.4 million.  The State 
repaid its VLF loans in July 2005. 

The City’s budgeted VLF amount of $1,307,399 for Fiscal Year 2006/07 is based on 
projected amounts at the reduced VLF rates and does not include the property tax backfill provided 
for in current state legislation.  The State’s 2005/06 Budget realigned certain property tax revenues 
so that cities and counties would be kept whole with respect to the amount of the VLF backfill in 
future years.  The City accounts for this realignment of property taxes in-lieu of VLF in the same 
manner as VLF in its financial statements. 
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Largest Property Taxpayers 

The ten largest property-taxpayers in the City for 2005-06 and their percentage of total 
property taxes are shown in the following table: 

CITY OF MODESTO 

Principal Payers of Property Tax, 2005-06 

Property Taxpayer Type of Business 
Assessed 

Value
Percent of 

Total Taxes 

Doctors Medical Center of Modesto, Inc. Medical  $ 124,351,668 0.92% 
Macerich Vintage Fair Ltd.  Shopping Ctr.   89,022,304 0.66 
Foster Dairy Farms Food Processing   85,162,505 0.63 
Phenix Management Group Food Processing   55,134,550 0.41 
Stanislaus Partners Real Estate   50,125,907 0.37 
Liljenquist Modesto Co. Real Estate   47,400,844 0.35 
HRC Modesto, LLC Real Estate   33,813,000 0.25 
Pan Pacific Retail Properties Retail Properties   28,220,183 0.21 
Gallo Glass Company Manufacturing   22,365,373 0.17 
McClatchy Newspapers Corporation Publishing   22,265,538 0.17
TOTAL   $ 557,861,872 4.14% 

Source:  Stanislaus County Tax Collector. 

Employment 

The City forms part of the Modesto Metropolitan Area Labor Market (Stanislaus County) 
reported on periodically by the State Department of Employment Development.  As of calendar year 
2005, this labor market had a total civilian employment of 210,800. 

The following table summarizes the civilian labor force, employment and unemployment in 
the County for the calendar years 2002 through 2006.  These figures are county-wide statistics and 
may not necessarily accurately reflect employment trends in the City. 
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MODESTO METROPOLITAN STATISTICAL AREA 

Industry Employment and Labor Force 

(Annual Averages) 

 2002 2003 2004 2005 2006 
Civilian Labor Force      
Employment 198,900 201,500 204,600 210,800 227,100 
Unemployment 21,200 22,000 20,700 19,000 209,000 
Unemployment Rate 9.6% 9.8% 9.2% 8.3% 8.0% 
      
Wage and Salary Employment:      
Total Farm 13,900 14,000 13,800 14,100 14,100 
Natural Resources, Mining and 
Construction 

10,700 11,400 12,300 13,300 13,400 

Manufacturing 22,500 23,100 22,700 22,300 23,100 
Wholesale Trade 5,600 5,700 6,000 6,200 5,900 
Retail Trade 21,700 21,800 21,500 22,700 22,500 
Transport., Warehousing, Utilities 4,500 4,600 4,700 5,200 5,200 
Information 2,100 2,200 2,500 2,500 2,400 
Financial Activities 5,600 6,000 6,100 6,200 6,400 
Professional and Business Services 15,000 13,800 14,200 14,900 14,800 
Educational and Health Services 18,100 18,900 19,200 19,500 19,600 
Leisure and Hospitality 13,600 13,700 14,200 14,800 15,500 
Other Services 6,200 6,200 6,200 6,100 5,900 
Federal Government 1,200 1,200 1,200 1,200 1,200 
State Government 1,900 1,900 1,700 1,700 1,800 
Local Government   22,200   21,900   22,100   22,700   23,300
Total All Industries 164,600 166,300 168,500 173,300 172,500 

Note: Totals may not add up because of rounding. 
Source: Labor Division of the California State Employment Development Department. 

Industrial and Commercial Development 

The City is located in the heart of California’s Central Valley, a highly productive 
agricultural area.  The availability of low-cost power, modern sewage treatment and disposal 
facilities, a good supply of water, reasonably priced developable land and excellent transportation 
facilities have been important factors in the development of a sound and growing industrial base. 

Approximately 488 commercial manufacturing plants are located in and surrounding the 
City, comprising a growing manufacturing base.  Manufacturing accounts for approximately 11.7% 
of all wage and salary workers. 

There are over 4,200 total net acres of industrially-zoned lands within the Modesto sphere of 
influence, of which approximately 1,729 are within the City limits.  Most of Modesto’s large 
manufacturing employers are located in the Beard Industrial District, situated south of Yosemite 
Boulevard in eastern Modesto.  Such employers include E&J Gallo Winery, Frito-Lay, Del Monte, 
Parker Hannifin, Seneca, Georgia Pacific, and Weyerhaeuser.  This area, highly developed and 
provided with all utilities and services, is located outside the City but is served by the Modesto and 
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Empire Traction Company, a short-line railroad connecting with the Union Pacific  and Burlington 
Northern Santa Fe (BNSF) railroads in the metropolitan area.  The south Modesto industrial area, 
located within the City, is accessible by the Union Pacific railroad.  The largest manufacturing 
employers in Stanislaus County as of December, 2006, are as follows: 

STANISLAUS COUNTY 

Largest Manufacturing Employers as of December, 2006 

Name of Company Employment Product(s) 

E & J Gallo Wine 3311 Winery 
Del Monte Foods 2600 Fruit Products 
Signature Fruit 2321 Fruit Products 
Stanislaus Food Products 2300 Tomato Products 
Foster Farms 1512 Poultry Processor 
Con Agra 1000 Food Processing 
Racor 859 Filtration Products 
Frito-Lay 700 Snack Food Products 
Patterson Frozen Foods 650 Frozen Food Products 
Bronco Winery 620 Winery 

Source:  Modesto Chamber of Commerce. 

Construction Activity and Property Value 

“Single Family Housing,” includes detached, semi-detached, rowhouse and townhouse units.  
Rowhouses and townhouses are included when each unit is separated from the adjacent unit by an 
unbroken ground-to-roof party or fire wall.  Condominiums are included in single-family when they 
are of zero-lot-line or zero-property-line construction; when units are separated by an air space; or, 
when units are separated by an unbroken ground-to-roof party or fire wall.  “Multi-Family Housing,” 
includes duplexes, 3-4-unit structures and apartment-type structures with five units or more.  Multi-
family housing also includes condominium units in structures of more than one living unit that do not 
meet the above single-family housing definition.  “Residential Alterations and Additions,” means 
alterations, additions, and conversions to residential structures, excluding special installation permits 
for electrical, plumbing, heating, air-conditioning, or similar mechanical work, or installation of fire 
escapes, elevators, signs, etc. 

“New Commercial,” includes new hotels and motels, office and bank buildings, stores and 
other mercantile buildings, parking garages, service stations, and amusement and recreational 
buildings.  “New Industrial,” includes manufacturing plants and affiliated buildings.  “Other New 
Nonresidential,” includes churches and religious buildings, hospitals and institutional buildings, 
schools and educational buildings, residential garages, public works and utilities buildings, and 
miscellaneous nonresidential structures.  “Nonresidential Alterations and Additions,” means 
alterations, additions, and conversions to nonresidential structures, excluding special installation 
permits for electrical, plumbing, heating, air-conditioning, or similar mechanical work, or installation 
of fire escapes, elevators and signs, etc. 
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Provided below are the building permits and valuations for the City for calendar years 2002 
through 2006. 

CITY OF MODESTO 

Residential and Nonresidential Building Permit Valuations 

and Total Residential Building Permits 

2002 2003 2004 2005 2006 
Permit Valuation      
New Single-family  $ 216,245,472  $ 169,003,473  $ 69,473,535  $ 165,909,336  $ 81,650,097 
New Multi-family   1,719,426   6,087,705   20,721,736   1,719,478   3,812,649 
Res. Alterations & 
Additions   9,062,856   9,793,040   15,707,552   17,947,953   49,896,219
Total Residential  $ 227,027,754  $ 184,884,218  $ 105,902,823  $ 185,576,767  $ 135,358,965 
New Commercial   20,306,197   30,255,734   35,298,696   62,592,553   27,027,078 
New Industrial   6,580,320   1,183,692   2,003,992   0   2,279,197 
New Other   19,899,918   26,649,779   61,628,516   32,919,890   19,182,213 
Non-Res. Alterations 
& Additions   32,507,506   24,933,722   25,524,261   19,914,523   23,513,438 
Total Nonresidential   79,293,941   83,022,927   124,455,465   115426966   72,001,926
Total All Building  $ 306,321,695  $ 267,907,145  $ 230,358,288  $ 301,003,773  $ 207,360,891 
      
New Dwelling Units      
Single Family   1,067   1,105   348   872   380 
Multiple Family   21   78   297   9   35 
Total   1,088   1,183   645   881   415 

Note:  Totals may not add up because of rounding. 
Source:  Building Permit Summary, Construction Industry Research Board and City of Modesto. 
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Commercial Activity 

The City is the retail, financial and service center of Stanislaus County.  The City’s economy, 
while primarily agricultural, does include other economic sectors.  The table below summarizes 
taxable sales for the calendar years 2001 through 2005. 

CITY OF MODESTO 

Taxable Transactions 

Calendar Years 2001 through 2005 

(in Thousands of Dollars) 

Retail Outlets 2001 2002 2003 2004 2005 
Apparel stores  $ 112,847  $ 129,773  $ 126,372  $ 147,849  $ 168,064 
General merchandise 

stores
  499,333   507,438   518,024   539,780   549,742 

Food stores   115,743   119,423   136,462   162,515   168,121 
Eating and drinking places   219,205   235,337   245,609   259,861   272,313 
Home furnishing and 

appliances
  109,395   131,234   130,089   162,749   169,723 

Bldg. materials and farm 
implements 

  188,459   188,388   204,427   288,841   316,796 

Auto dealers and supplies   230,912   247,861   259,395   260,655   247,795 
Service stations   106,229   101,551   115,317   126,608   146,946 
Other retail stores   364,468   381,371   392,650   394,363   405,229
Subtotal  $1,946,591  $2,042,376  $2,128,345  $2,343,221  $2,444,729 
All Other Outlets   367,760   372,899   433,387   311,646   309,659
All Outlets  $2,314,351  $2,415,275  $2,561,732  $2,654,867  $2,754,388 

Source:  State of California, Board of Equalization. 
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The following table shows the dollar volume of taxable transactions in the County of 
Stanislaus from 2001 through 2005. 

COUNTY OF STANISLAUS 

Taxable Transactions 

Calendar Years 2001 through 2005 

(in Thousands of Dollars) 

Retail Outlets 2001 2002 2003 2004 2005 

Apparel stores  $ 127,711  $ 154,083  $ 154,867  $ 192,858  $ 213,850 
General merchandise 

stores   754,247   784,431   803,255   846,742   927,418 
Specialty stores   411,996   432,777   465,562   501,694   535,480 
Food stores   255,923   260,781   282,781   291,867   308,864 
Eating and drinking places   378,985   403,421   421,793   452,120   489,169 
Household   153,417   181,384   187,214   198,691   210,720 
Building materials   360,337   368,472   416,983   508,825   572,552 
Automotive   1,244,939   1,248,936   1,305,986   1,396,277   1,516,702 
Other retail stores   249,876   273,693   297,729   331,376   368,269
 Subtotal  $3,937,431  $ 4,107,978  $4,336,170  $4,720,450  $5,143,024 

Business and Personal 
Services

  214,161   233,862   224,429   240,245   253,838 

 All Other Outlets   1,421,077   1,494,025   1,614,893   1,804,973   1,889,038
All Outlets  $5,572,669  $ 5,825,865  $6,175,492  $6,765,668  $7,285,900 

Source: State of California, Board of Equalization. 
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Agriculture 

The City is located in one of the most productive agricultural areas in the United States.  The 
County of Stanislaus ranks in the top ten of the nation’s counties in sales of agricultural products 
with production primarily in fruits, nuts, livestock and animal products.  There are 789,853 acres of 
farmland in production in the County of Stanislaus.  Following is a five year summary of farm 
production in the County of Stanislaus. 

STANISLAUS COUNTY 

Agricultural Production 

2001-2005 

Commodity 2001 2002 2003 2004 2005 

Fruit and Nut Crops $ 311,735,000 $  393,520,000 $  431,642,000  $ 616,452,000 $  686,897,000 
Vegetable Crops   100,153,000   105,508,000   105,667,000   125,903,000   91,454,000 
Field Crops   139,898,000   132,418,000   127,329,000   137,871,000   147,744,000 
Seed Crops   797,000   561,000   533,000   401,000   810,000 
Apiary   7,389,000   7,323,000   7,565,000   8,865,000   12,045,000 
Nursery Crops   68,960,000   85,889,000   99,164,000   111,272,000   71,240,000 
Livestock & Poultry   233,237,000   242,677,000   239,990,000   403,205,000   401,244,000 
Livestock & Poultry 

Products   491,131,000   400,075,000   443,042,000   574,465,000   566,161,000
 TOTALS $1,353,300,000 $ 1,367,971,000 $ 1,454,932,000  $1,978,434,000 $  1,977,595,000 

Source:  Stanislaus County Department of Agriculture. 

Fruit and nut crops amounted for nearly a third of the total annual gross value of farm 
production in Stanislaus County.  The production value of fruit and nut crops exceeded $640 million 
in 2005 to rank as the major commodity group in Stanislaus County.  In 2005, almonds headed the 
list of products in this group, with a gross value of more than $473 million.  The following table 
shows a listing of the leading agricultural commodities in 2005. 

LEADING FARM COMMODITIES IN STANISLAUS COUNTY 

Rank Commodity 
Gross Production Value in 

2005

1 Milk, All $546,848,000 
2 Almonds 473,043,000 
3 Cattle & Calves, All 196,253,000 
4 Chickens, All 161,480,000 
5 Walnuts 80,309,000 
6 Silage, All 59,928,000 
7 Peaches, All 46,273,000 
8 Alfalfa 43,953,000 
9 Deciduous Fruit & Nut Nursery 40,760,000 

10 Turkeys, All 38,762,000 

Source:  Stanislaus County 2006 Agricultural Crop Report. 
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Educational Facilities 

There are 24 public elementary schools, 4 junior high schools, 8 high schools, and 1 
continuation high school within the City, plus a number of private institutions of learning.  Higher 
education is provided by Modesto Junior College and California State University at Stanislaus, which 
offers both undergraduate and graduate degrees. 

Transportation

The City is traversed by three state highways.  Interstate 5, with which two of these state 
roads connects, passes approximately 20 miles to the west of the City of Modesto.  The City is served 
by truck and bus lines.  Rail service is provided by the Southern Pacific, Union Pacific and Santa Fe 
railroads.  The Modesto City-County airport has daily scheduled commuter service to San Francisco 
and Los Angeles.  The deepwater port of Stockton, California, located approximately 30 miles from 
the City, provides shipping to coastal and overseas markets. 
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www.ci.modesto.ca.us [TDD (209) 526-9211 Hearing and Speech Impaired only]

December 22, 2006

To the Honorable Mayor, Members of the City Council, and Citizens of the City of Modesto:

The City of Modesto City Charter and Municipal Code require that a complete financial statement 
and report on the finances of the City be submitted to the City Council at the end of each fiscal
year.  This report is being submitted to fulfill that requirement for the fiscal year ended June 30,
2006.

City management assumes full responsibility for the completeness and reliability of the
information contained in this report.   We believe the data fairly represent the financial position
and results of operations of the City.   The disclosures necessary to enable the reader to
understand the City's financial affairs have been included. The City's accounting system has
been developed and maintained with due consideration given to the adequacy of internal
controls.    Because the cost of internal controls should not exceed the anticipated benefits, the
objective is to provide reasonable, rather than absolute, assurance that the financial statements
are free of any material misstatements.  The evaluation of the costs and benefits of particular
control requires estimates and judgments by management.

The Charter also requires an annual audit by an independent certified public accountant selected
by the City Council.   The accounting firm of Maze & Associates was selected in 2003 to perform 
the City's annual financial audits for a period of three years.  In 2006, this contract was extended 
for one year. The auditors have issued an unqualified (“clean”) opinion on the financial
statements for the year ended June 30, 2006, which is presented on page 3.  In addition to
meeting the City Charter audit requirements, the audit was also designed to meet the
requirements of the federal Single Audit Act of 1996 and related OMB Circular A-133.  The
auditor’s reports related specifically to the Single Audit will be presented separately at a later
date.

Management’s discussion and analysis (MD&A) immediately follows the independent auditor’s
report and provides a narrative introduction, overview, and analysis of the basic financial
statements.  MD&A is designed to be read in conjunction with this transmittal letter.

City of Modesto Profile

Modesto is a dynamic city located in the heart of California's San Joaquin Valley and is the retail, 
service and financial center of Stanislaus County.    The City currently occupies a land area of
approximately 36 square miles and serves a population of over 208,000.   Periodically, as allowed
by state statute, the City extends its corporate limits by annexation when deemed appropriate by
the City Council.

Incorporated in 1884, Modesto adopted its City Charter on March 12, 1951, and has operated
under the council- manager form of government since that date.  Under this form of government,
policy-making and legislative authority are vested in an elected council consisting of the Mayor
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and six members.  The Modesto City Council is elected by chair on a non-partisan basis,
meaning 6 members represent the entire City rather than specific geographical areas within the
City’s boundaries.   The Mayor is elected separately on a non-partisan basis.   The Mayor and
City Council are responsible for passing ordinances, adopting and amending the operating and
capital budgets, appointing various committee members, and hiring the City Manager, City
Attorney, and City Clerk/Auditor.   The City Manager of Modesto is charged with carrying out the 
policies and ordinances of the City Council, overseeing the day-to-day operations of the City, and 
for appointing the Deputy City Manager and department heads, with general responsibilities for
the Economic Development and Health, Safety & Culture components of the City’s Vision.
Support services departments, like Finance, Personnel and Information Technology report to the
City Manager.

The City provides services typically   associated   with   a municipality.  These include
administrative services; police and fire protection; highway, street, and utility infrastructure
construction and maintenance; sanitation; planning and zoning; recreational activities and cultural 
events. Parking, airport facilities, water, sewer, storm drainage and bus services are also
provided.

The City’s financial reporting entity includes all funds and activities of the City of Modesto as the
primary government and its component units, which are legally separate entities that operate
under the auspices of the City and provide services that supplement City services.  The City’s
component units are blended into the City’s funds because their governing boards consist of all
seven members of the City Council.  These component units are the Modesto Municipal Sewer
District No. 1, the Redevelopment Agency of the City of Modesto, the Modesto Public Financing
Authority and the City of Modesto Community Facilities Districts.

The annual operating budget serves as the foundation for Modesto’s financial planning and
control.  The proposed budget is adopted annually prior to July 1, by passage of a resolution.
The Council’s legally adopted budget level is at the fund level. During the fiscal year, the budget
may be modified.  The City Council has also adopted fiscal policies that delegate budget control
authority to the Council, City Manager and the Finance Director.

Local economy

Modesto area employment in retail and manufacturing remained strong over the past year.
Retail sector jobs account for one-sixth of Stanislaus County’s wage and salary workers with the 
manufacturing sector trailing close behind. Stanislaus County consistently ranks among the top
10 California counties in terms of annual agricultural production values.  The county’s leading
commodities are milk, almonds and poultry.

The unemployment rate has remained fairly steady for the last several years and is approximately 
7%.  Just over 10 years ago the unemployment rate was 15%. Since 2000, over 8,200 jobs have 
been added to the local economy, representing cumulative growth of more than 5%.  Industries
recording the most growth were: educational and health services; retail sales, and construction.
Employees within the community enjoy an average commute time of 26 minutes. 

Building permit activity has boomed over the past decade.  In fiscal year 1996, the City issued
4,186 permits with estimated cost of construction valued at $114 million.  Permit activity peaked
in 2001, when 7,155 permits with construction valued at $477 million were issued, and activity
has remained above 5,000 permits annually since 2001.  During fiscal year 2006, 5,968 permits
were issued valued at $298 million.

Since 2000, the City’s population grew 10.5% to 208,107.  This population growth is largely
attributable to the relatively low cost of housing compared to the Bay Area and to the growth of
employment within the region.

v

During the past ten years, public safety costs have risen not only in amount, but also as a
percentage of total expenditures.   Public safety represented 69.2% of total General Fund
expenditures in 2006, compared with 62.4% ten years ago.  Expenses for other governmental
functions have remained steady or decreased compared to total fund expenses during the same
time period.  Increased population, as well as higher salaries and charges for retirement, have
caused this relative increase in public safety charges.

Long-Term Financial Planning

In Fiscal Year 2003, the City Council adopted a policy of maintaining at least 8% of general fund 
expenditures in reserve.  At the end of Fiscal Year 2006, the general fund unreserved and
undesignated balance was $14.7 million representing 12.93% of total general fund outflows
(expenditures and transfers out).

State Impacts

Between Fiscal Years 1991 and 2005, the State of California diverted $36.6 million in local
revenues from the City of Modesto into its own coffers.  In 2005 the state enacted new legislation 
known as the Triple-Flip.  As the name implies, a series of revenue exchanges take place leaving 
the City with 25% less sales tax revenue and more property tax revenue in its place.  A similar
exchange takes place leaving the City with property tax revenue in place of 67% of the In-Lieu
Vehicle License Fees.  These exchanges not only affect the character and amount of the
revenues received by the City but also affect City cash flow, because a monthly stream of
payments has been replaced by semi-annual payments.

Important Financial Policies

In 2003, the City Council adopted a series of financial policies that direct how the City’s financial 
business is conducted.  In addition to the 8% General Fund reserve level, these policies include
direction on departmental annual budget savings, tracking of all transfers to the Redevelopment
Agency for future payback, capital budgeting, interfund loan interest rates and investment pool
interest allocation.  These policies were reviewed and revised at the start of the 2007 Fiscal Year.

Following the implementation of cost reduction strategies which included a hiring “chill” during the 
2004-2005 Fiscal Year, the City Council relaxed somewhat the limitation on new appropriations
and lifted the hiring “chill” during the current fiscal year.

Major Initiatives

During Fiscal Year 2005, California voters approved Proposition 1A.  This initiative places stricter 
controls on the state’s ability to divert local revenue.  While this protection is seen as beneficial to 
local government, local revenues are still affected by the Triple-Flip component of the legislation
described above.  In Fiscal Year 2006, the last payment to be made under the revised legislation
that shifted local property tax dollars to the Education Revenue Augmentation Fund was made.

Awards and Acknowledgments

For the twenty-second consecutive year, the Government Finance Officers Association of the
United States and Canada  (GFOA) awarded a Certificate of Achievement for Excellence in
Financial Reporting to the City of Modesto for its comprehensive annual financial report for the
fiscal year ended June 30, 2005.   The report also received the Outstanding Award for Financial 
Reporting from the California Society of Municipal Finance Officers (CSMFO).  To receive this
recognition, the City must publish an easily readable and efficiently organized report.   The report 
must satisfy both generally accepted accounting principles and applicable legal requirements.
Both awards are valid for a period of one year.   Effective with the fiscal year ending June 30,
2006, the CSMFO changed its program and will accept only reports not submitted to GFOA.  We
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Management’s Discussion and Analysis

5

This section of the City of Modesto (City) comprehensive annual financial report presents a discussion and analysis 
of the City’s financial performance during the fiscal year ended June 30, 2006.  Please read it in conjunction with
the transmittal letter at the front of this report and the basic financial statements following this section.

FINANCIAL HIGHLIGHTS 

• The assets of the City exceeded liabilities at the close of the 2006 fiscal year by $702,468,163 (total net assets).
Of this amount, $64,246,970 (unrestricted net assets) may be used to meet ongoing obligations to citizens and
creditors, $120,937,678 is restricted for a specific purpose (restricted net assets), and $517,283,315 is invested 
in capital assets, net of related debt.

• The City’s total net assets increased by $69,959,566.  Approximately sixty-four percent of this increase is
attributable to governmental activities.

• As of June 30, 2006, the City’s governmental funds reported combined fund balances of $149,662,117, an
increase of $30,620,541 in comparison with the prior year.  Approximately 71% of the combined fund balances, 
$106,790,850 is available to meet the City’s current and future needs (unreserved fund balance).

• At the end of the fiscal year, the General Fund fund balance was $23,309,515, or 22% of total General Fund
expenditures.  Of this, $2.7 million is reserved for encumbrances and non-current assets, and $5.9 million is
designated for specific purposes, including $5.8 million appropriated in the fiscal year 2006-07 budget. The
unreserved/undesignated balance of $14,706,248 represents 14.1% of total General Fund outflows.  The City
Council has adopted a goal of maintaining an 8% reserve level.

• The City’s total long-term debt showed a net decrease of $2,446,523 in comparison with the prior year. The net 
decrease resulted from updated actuarial valuations for the insurance estimates ($2.4 million increase) and
normal decreases due to payments of principal ($3.7 million), combined with a decrease in compensated
absences of approximately $800,000. 

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis are intended to serve as an introduction to the City’s basic financial statements.  The
City’s basic financial statements comprise three components 1) Government-wide financial statements; 2) Fund

financial statements and 3) Notes to basic financial statements.  Required Supplementary Information is included in 
addition to the basic financial statements.

Government-wide Financial Statements are designed to provide readers with a broad overview of City
finances, in a manner similar to a private-sector business.

The statement of net assets presents information on all City assets and liabilities, with the difference between the
two reported as net assets.  Over time, increases or decreases in net assets may serve as a useful indicator of whether 
the financial position of the City is improving or deteriorating.

The statement of activities presents information showing how net assets changed during the most recent fiscal year.
All changes in net assets are reported as soon as the underlying event giving rise to the change occurs, regardless of
the timing of related cash flows.  Thus, revenues and expenses are reported in this statement for some items that will 
result in cash flows in future fiscal periods (e.g., uncollected taxes and earned but unused vacation leave).

Both of these government-wide financial statements distinguish functions of the City that are principally supported 
by taxes and intergovernmental revenues (governmental activities) from other functions that are intended to recover 
all or a portion of their costs through user fees and charges (business-type activities). The governmental activities of 
the City include general government, community development, highways and streets, public works, parks and
recreation, and public safety.  The business-type activities of the City include the water, sewer, parking, storm drain, 
airport, bus, golf and community center operations.

Component units are included in our basic financial statements and consist of legally separate entities for which the 
City is financially accountable and that have substantially the same board as the City Council, or provide services 
entirely to the City.  Examples are the Redevelopment Agency of the City of Modesto and the Modesto Public
Financing Authority.

Management’s Discussion and Analysis (continued)

6

The government-wide financial statements can be found on pages 17-19 of this report.

Fund Financial Statements are groupings of related accounts that are used to maintain control over resources
that have been segregated for specific activities or objectives.  The City, like other state and local governments, uses 
fund accounting to ensure and demonstrate finance-related legal compliance.  All of the funds of the City can be
divided into three categories: governmental funds, proprietary funds and fiduciary funds.

Governmental funds are used to account for essentially the same functions reported as governmental activities in
the government-wide financial statements.  However, unlike the government-wide financial statements,
governmental funds financial statements focus on near-term inflows and outflows of spendable resources, as well as 
on balances of spendable resources available at the end of the fiscal year.  Such information may be useful in
evaluating the City’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is
useful to compare the information presented for governmental funds with similar information presented for
governmental activities in the government-wide financial statements.  By doing so, readers may better understand
the long-term impact of the government’s near-term financing decisions.  Both the governmental funds balance
sheet and the governmental funds statement of revenues, expenditures and changes in fund balances provide a
reconciliation to facilitate this comparison between governmental funds and governmental activities.

The City reports 18 individual governmental funds.  Information is presented separately in the governmental funds 
balance sheet and in the governmental funds statement of revenues, expenditures and changes in fund balances for
the General Fund, the Capital Grants Fund and the Capital Facilities Fund.  Data from the other governmental funds 
are combined into a single, aggregated presentation.  Individual fund data for each of these non-major governmental 
funds is provided in the form of combining statements elsewhere in this report.

The governmental funds financial statements can be found on pages 20-23 of this report

Proprietary funds are maintained two ways. Enterprise funds are used to report the same functions presented as
business-type activities in the government-wide financial statements.  The City uses enterprise funds to account for 
its Water, Sewer, Parking, Storm Drain, Airport, Bus, Golf and Community Center operations. Internal service
funds are an accounting device used to accumulate and allocate costs internally among the City’s various functions.
The City uses internal service funds to account for its Fleet Management, Central Services, Information and
Technology Services, Insurance, Employee Benefits Management and Building Services functions.  Because these
services predominantly benefit governmental rather than business-type functions, they have been included within
governmental activities in the government-wide financial statements.  Internal services benefiting business-type
functions have been allocated as “internal balances”.

Proprietary funds provide the same type of information as the government-wide financial statements, only in more
detail.  The Water and Sewer funds are considered to be major funds of the City.  The City’s six internal service
funds are combined into a single, aggregated presentation in the proprietary funds financial statements.  Individual
fund data for the internal service funds is provided in the form of combining statements elsewhere in this report.

The proprietary funds financial statements can be found on pages 24-27 of this report.

Fiduciary funds are used to account for resources held for the benefit of parties outside the government. Fiduciary
funds are not reflected in the government-wide financial statements because the resources of those funds are not
available to support the City's own programs. The accounting used for fiduciary funds is much like that used for
proprietary funds except for agency funds.

The fiduciary fund financial statements can be found on page 28 of this report.

Notes to Basic Financial Statements provide additional information that is essential to a full understanding of
the data provided in the government-wide and fund financial statements.  The notes can be found on pages 29-53 of 
this report.
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Management’s Discussion and Analysis (continued)
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Required Supplementary Information is also presented.  The City adopts an annual appropriated budget.
Budgetary comparison schedules for the major governmental funds have been provided to demonstrate compliance
with this budget. 

Required supplementary information can be found on pages 56-58 of this report.

The combining and individual fund statements and schedules referred to earlier provide information for nonmajor
governmental, enterprise and internal service funds and are presented immediately following the required
supplementary information.  Combining and individual fund statements and schedules can be found on pages 62 –98
of this report.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position.  In the
case of the City, assets exceeded liabilities by $702,468,163 at the close of the most recent fiscal year.

                                                                                  Net Assets

Governmental activities Business-type activities Total

2006 2005 2006 2005 2006 2005

Current and other assets 235,175,812 $197,507,688 75,157,357 $54,304,523 310,330,169 $251,812,211

Capital assets 362,971,175 355,069,868 284,722,417 281,752,904 647,693,592 636,822,772

   Total assets 598,143,987 552,577,556 359,879,774 336,057,427 958,023,761 888,634,983

Current and other liabilities 15,574,156 14,240,830 6,429,320 5,886,911 22,003,476 20,127,741

Long-term liabilities 167,533,635 167,935,092 66,018,487 68,063,553 233,552,122 235,998,645

Total liabilities 183,107,791 182,175,922 72,447,807 73,950,464 255,555,598 256,126,386

Net assets:

 Invested in capital assets, 
   net of related debt 296,401,824 288,391,776 220,881,691 216,558,150 517,283,515 504,949,926

 Restricted net assets 120,937,678 88,725,341 120,937,678 88,725,341

 Unrestricted net assets (2,303,306) (6,715,483) 66,550,276 45,548,813 64,246,970 38,833,330

   Total net assets 415,036,196 $370,401,634 287,431,967 $262,106,963 702,468,163 $632,508,597

The largest portion of the City’s net assets, $517,283,515 (74 percent), reflects its investment in capital assets (e.g. 
land, buildings, improvements, furnishings and equipment, buses and fare boxes, pipelines, and infrastructure), less 
any related debt used to acquire those assets that is still outstanding.  The City uses these capital assets to provide
services to citizens; consequently, these assets are not available for future spending.  Although the City’s investment 
in its capital assets is reported net of related debt, it should be noted that the resources needed to repay this debt must 
be provided from other sources, since the capital assets themselves cannot be used to liquidate these liabilities.

Another significant portion of the City’s net assets represents unrestricted net assets of $64,246,970 (9 percent),
which may be used to meet the City’s ongoing obligations to citizens and creditors.

The remaining balance of the City’s net assets of $120,937,678 (17 percent) represents resources that are subject to 
external restrictions on how they may be used.

At the end of the 2006 fiscal year, the City reported positive balances in all three categories of net assets for the City 
as a whole.

The City’s net assets increased by $69,959,566 during the current fiscal year.  Approximately sixty-four percent of 
this increase is attributable to governmental activities.
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 The following table indicates the changes in net assets for governmental and business-type activities, as well as
comparative data for the prior year. 

Changes in Net Assets

Governmental activities Business-type activities Total

2006 2005 2006 2005 2006 2005

Revenues:

Program revenues:

   Charges for services $ 39,789,386 $ 43,486,604 $ 79,482,231 $ 67,250,435 $119,271,617 $110,737,039

   Operating grants and contributions 11,892,511 13,736,453 8,317,889 7,525,367 20,210,400 21,261,820

   Capital grants and contributions 38,484,548 22,799,320 10,467,873 8,498,408 48,952,421 31,297,728

General revenues:

   Taxes 52,816,226 46,294,592 207,749 260,064 53,023,975 46,554,656

  Intergovernmental revenue not 

      restricted for specific purposes 48,685,311 44,695,547 48,685,311 44,695,547

   Unrestricted investment earnings 3,255,401 4,463,080 2,504,291 1,819,870 5,759,692 6,282,950

   Settlements and recoveries 3,784,295 7,396,627 3,784,295 7,396,627

   Miscellaneous 2,827,161 3,792,340 2,827,161 3,792,340

           Total revenues 197,750,544 179,267,936 104,764,328 92,750,771 302,514,872 272,018,707

Expenses:

   General government 15,529,735 15,273,174 15,529,735 15,273,174

   Community development 12,241,213 14,105,411 12,241,213 14,105,411

   Highways and streets 26,025,311 23,721,458 26,025,311 23,721,458

   Public works 6,491,062 5,263,984 6,491,062 5,263,984

   Parks and recreation 11,733,698 13,334,330 11,733,698 13,334,330

   Public safety 74,500,043 71,239,341 74,500,043 71,239,341

   Interest on long-term debt 5,178,130 4,987,911 5,178,130 4,987,911

   Parking 1,287,450 1,162,479 1,287,450 1,162,479

   Water 29,989,775 30,691,348 29,989,775 30,691,348

   Sewer 22,716,100 22,422,268 22.716,100 22,422,268

   Storm drain 5,795,746 6,111,317 5,795,746 6,111,317

   Compost 941,919 941,919

   Airport 1,342,645 1,131,889 1,342,645 1,131,889

   Bus 12,119,311 11,074,907 12,119,311 11,074,907

   Golf 2,461,470 2,354,759 2,461,470 2,354,759

   Community center 2,465,644 2,323,169 2,465,644 2,323,169

          Total expenses 151,699,192 147,925,609 79,120,060 77,272,136 230,819,252 225,197,745

Increase in net assets before transfers 
    and special item 46,051,352 31,342,327 25,644,268 15,478,635 71,695,620 46,820,962

   Transfers (1,416,790) (1,306,914) 1,416,790 1,306,914

   Special item (1,736,054) (1,938,606) (1,736,054) (1,938,606)

Change in net assets 44,634,562 30,035,413 25,325,004 14,846,943 69,959,566 44,882,356

Net assets - beginning 370,401,634 340,366,221 262,106,963 247,260,020 632,508,597 587,626,241

Net assets – ending $415,036,196 $370,401,634 $287,431,967 $262,106,963 $702,468,163 $632,508,597
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Governmental activities. Governmental activities increased the City’s net assets by $44,634,562, accounting for
64 percent of the total growth in net assets of the City.  Charges for services are down about $3.7 million, mainly in 
Community Development and Highways and Streets due to lower building and construction revenues.  Taxes
(mainly Utility Users, Property and Business License taxes) increased about $6.3 million over 2005, due to rising
tax bases; tax rates remained the same.  Intergovernmental revenues (primarily sales tax) were up about $4.0
million.  However, the largest increase was in capital grants and contributions, with $30 million coming from
Community Facilities District (CFD) bonds issued in 2006.  These CFD bonds have no City commitment, so the
debt is not reported as long-term debt and the proceeds are recorded as revenues in these financial statements (see
Note III. B).

Expenses in total are up $3.8 million, or .3%, due to salary and wage increases (3-3.5%) and increased public
retirement funding rates.  Highways and Streets also included large projects for resurfacing Briggsmore Avenue
from Oakdale to Claus Roads, and the Pelandale Ave./SR99 interchange.

Business-type activities. Business-type activities increased the City’s net assets by $25,325,004.  As detailed in the 
schedule on page 12, the Water, Sewer, Storm Drain, Compost and Airport enterprises posted net incomes during
the period.  Net losses were experienced by Parking, Bus, Golf and Community Center operations.  Depreciation
expense, which is the major cause of these net losses, is not included in these funds’ budgets or revenue-setting
processes.

Charges for services are up about $12.2 million, due in part to a 20% City Council-approved water rate increase that 
became effective on July 1, 2005.   Settlements and recoveries revenue decreased $3.6 million, as PCE settlements 
slowed pending the outcome of litigation in 2006 (see Note II. L).  Finally, expenses across the board are up,
primarily due to general increases in salaries and benefits, and the rise in utilities, fuel and materials costs.

FINANCIAL ANALYSIS OF THE CITY’S FUNDS

As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements.

Governmental funds. The general government functions are contained in the general, special revenue, capital
projects, and debt service funds.  The focus of the City’s governmental funds is to provide information on near-term
inflows, outflows, and balances of spendable resources.  Such information is useful in assessing the City’s financing
requirements.  In particular, unreserved fund balance may serve as a useful measure of a government’s net resources 
available for spending at the end of the fiscal year.

At June 30, 2006, the City’s governmental funds reported combined fund balances of $149,662,117, an increase of 
$30,620,541 from the prior year.  Approximately 71% of the combined fund balances $106,790,850 constitutes
unreserved fund balance, which is available to meet the City’s current and future needs. The remainder of fund
balance is reserved to indicate that it is not available for new spending because it has been committed: 1) to pay debt 
service (8,255,446); 2) to reflect advances to other funds, loans receivable and deposits that are long-term that do not 
represent available spendable resources ($15,253,461); 3) to liquidate contractual commitments of the period
($15,116,878); and 4) to meet Redevelopment Agency low and moderate income housing set-aside requirements
($4,245,482).

The General Fund is the chief operating fund of the City.  At June 30, 2006, unreserved fund balance of the General 
Fund was $20,607,134 while total fund balance was $23,309,515.  As a measure of the General Fund’s liquidity, it 
may be useful to compare both unreserved fund balance and total fund balance to total fund expenditures.
Unreserved fund balance represents 20 percent of total fund expenditures, while total fund balance represents 22
percent of that same amount.  The prior year ratios were 18% and 20%, respectively.  The use of the fund balance
reserves was planned and budgeted during the year.

Revenues of governmental funds totaled $194,420,231 in fiscal year 2005-2006, which represents an increase of
14.3% from fiscal year 2004-2005.

Expenditures of governmental funds totaled $161,262,932 in fiscal year 2005-2006, representing an increase of
3.5% over the prior year. 

The following table presents governmental fund revenues from various sources, with comparisons to the prior year:
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Revenues Classified by Source – Governmental Funds
               FY 2006 FY 2005 Increase (decrease)

Revenues by Source Amount
Percent of 

Total Amount
Percent of 

Total Amount
Percent
Change

Taxes 52,816,596 27.2% $ 46,295,678 27.2% 6,520,918 14.1%

Licenses and permits 146,854 0.1% 128,754 0.1% 18,100 14.1%

Intergovernmental 64,759,658 33.3% 73,889,063 43.5% (9,129,405) -12.4%

Charges for services 37,802,149 19.4% 41,660,016 24.5% (3,857,867) -9.3%

Special assessments 65,909 0.0% 107,696 0.1% (41,787) -38.7%

Interest and rent 3,755,169 1.9% 3,146,452 1.9% 608,717 19.3%

Net increase (decrease) in fair value 103,036 0.1% 186,515 0.1% (83,479) -44.8%

Fines and forfeits 1,675,926 0.9% 1,646,472 1.0% 29,454 1.8%

Contribution from property owners 30,473,773 15.7% 30,473,773 100.0%

Miscellaneous 2,821,161 1.5% 2,991,745 1.7% (170,584) -5.7%

      Total $194,420,231 100.0% $170,052,391 100.0% $24,367,840 14.3%

• Taxes –Utility Users taxes, Property taxes, Redevelopment Agency Tax Increment (an allocation of property taxes) and
Business license taxes all increased over the prior year ($2, $3.1, $.6, and $.6 million, respectively), while the other tax
categories showed only slight increases.

• Intergovernmental – State sales taxes and motor vehicle license fees make up over half of these revenues.   Sales tax was up 
$3 million, but vehicle license fees were down $1.4 million because 2005 included a one-time receipt of $3.2 million due
from the State of California for payments withheld in prior years.  The balance of the overall decline is due to lower grant 
revenues because several large capital projects were completed in the prior year. 

• Charges for services – Included in this category are the Capital Facilities and Community Facility District Fees charged to 
mitigate the impact of new development on City infrastructure needs.  These fees decreased $3.8 million from the prior year, 
due to an overall slowing of new construction.

• Contributions from property owners – This source is new this year, and represents the proceeds of bonds issued by the
Community Facility Districts which will be repaid by district charges to property owners.   The City has no commitment for 
the repayment of these bonds.

The following table presents expenditures by function compared to prior year amounts.

                         Expenditures By Function
                      Governmental Funds

FY 2006 FY 2005 Increase/(Decrease)

Expenditures by Function Amount
Percent of 

Total Amount
Percent of 

Total Amount
Percent
Change

General government 14,111,535 8.8% $ 11,819,603 7.6% 2,291,932 19.4%

Community development 12,296,072 7.6% 12,832,640 8.2% (536,568) -4.2%

Highways and streets 14,357,041 8.9% 12,152,087 7.8% 2,204,954 18.1%

Public works 5,647,023 3.5% 5,053,030 3.2% 593,993 11.8%

Parks and recreation 11,662,263 7.2% 12,021,937 7.7% (359,674) -3.0%

Public safety 74,527,875 45.9% 70,882,176 45.5% 3,645,699 5.1%

Capital outlay 21,563,774 13.3% 24,412,735 15.7% (2,848,961) -11.7%

Debt Service-principal retirement 1,901,827 1.2% 1,666,764 1.1% 235,063 14.1%

Debt Service-interest charges 4,576,780 2.8% 4,425,980 2.8% 150,800 3.4%

Debt Service-other 618,742 0.4% 553,645 0.4% 65,097 11.8%

     Total $161,262,932 100.0% $155,820,597 100.0% $5,442,334 3.5%

The following provides an explanation of the expenditures by function that changed significantly over the prior year.
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• General government –Expenditures increased about $2.3 million, or 19.4% over the prior year.  $1.2 million
was for outside legal counsel for new litigation and $900k was an allocation to the workers compensation
Insurance internal service fund.

• Highways and streets – Expenditures increased $2.2 million or 18.1%, including $1.2 million in the Capital
Facility Fees fund.

• Public safety –Expenditures increased about $3 million, or 5.1% over the prior year.  An increase in employer-
paid PERS retirement contributions and cost of living increases contributed significantly toward this increase. 

• Capital outlay –The decrease of $2.8 million reflects the completion of the replacement of the 9th Street Bridge 
and Kansas/Needham Overpass in the prior  year.

Other financing sources and uses are presented below to illustrate changes from the prior year:

Other Financing Sources (Uses)
Governmental Funds

Increase/(Decrease)
FY 2006 FY 2005 Amount Percent

Transfers in $17,724,718 $17,962,442 (237,724) -1.3%
Transfers out (20,267,476) (19,644,937) (622,539) -3.2%
Sale of assets 6,000 928,595 (922,595) 100.00%

    Net financing sources (uses) $(2,536,758) $ (753,900) $(1,782,858) 236.5%

• Transfers - The City uses interfund transfers to: (1) move revenues from the funds that collect them in
accordance with statutory and/or budgetary requirements,  (2) use unrestricted revenues collected in the General 
Fund to help finance various programs and capital projects accounted for in other funds in accordance with
budgetary authorization, and (3) move cash to debt service funds from the funds responsible for payment as
debt service payments become due. 

The net transfers from governmental funds for 2006 were $2,543,028, compared to $1,682,495, in the prior
year.  This net transfer is to the proprietary funds, and consists mainly of the operating subsidy to Community
Center operations and funding to the Fleet internal services fund for vehicle and equipment replacement.

The annual totals for both transfers in and out vary, depending on the nature of the activities that are undertaken 
each year.

The current year excess of revenues and other financing sources over expenditures and other financing uses is
presented in the following table:

Statement of Revenues, Expenditures, and Changes in Fund Balances
Governmental Funds

Major Funds Nonmajor Funds

Capital Capital Community Special Capital Debt

General Grants Facility Fees Facility Revenue Projects Service

Fund Fund Fund Districts Funds Funds Funds Total

Revenues $114,810,175 $2,854,861 $13,208,912 $35,553,805 $22,508,256 $ 2,763,248 $2,720,974 $194,420,231

Expenditures (104,287,942) (6,917,486) (9,334,329) (6,758,111) (26,308,813) (1,438,612) (6,217,639) (161,262,932)

Other financing sources/
    (uses), net (7,627,777) 2,295,683 10,494 (234,194) 717,011 (1,590,073) 3,892,098 (2,536,758)

Net change in fund balances 2,894,456 (1,766,942) 3,885,077 28,561,500 (3,083,546) (265,437) 395,433 30,620,541

Fund balance July 1 20,415,059 (2,669,258) 38,222,036 13,573,867 30,525,477 11,114,382 7,860,013 119,041,576

Fund balance June 30 $23,309,515 ($4,436,200) $42,107,113 $42,135,367 $27,441,931 $10,848,945 $8,255,446 $149,662,117
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The fund balance of the City’s General Fund increased by $2,894,456 during the fiscal year.  Total revenues
increased $8.4 million, while expenditures increased $4.7 million over the prior year.

The Capital Grants Fund’s fund balance deficit is due to the timing difference that exists between the realization of 
expenditures on reimbursable grant projects and the actual receipt of funding from the granting agency. 

Capital Facility Fee revenues decreased $1.6 million from the prior year, while expenditures on capital projects
increased by $5.6 million.  Yet, revenues still exceeded expenditures by $3.9 million.

Community Facility Districts became a major fund in 2006 because of the receipt $30 million from bonds issued
during the year, as previously discussed.  Regular CFD charges were $1.4 million less than 2005, but expenditures
increased almost $2 million.  Significant expenditures on capital projects are expected to occur within the next 3
years.

Proprietary funds.  The City’s proprietary funds provide the same type of information found in the government-
wide financial statements, but in more detail.

The following table shows actual revenues, expenses and results of operations of enterprise funds for the current
fiscal year:

Major Funds Nonmajor Funds

Storm Community

Water Sewer Parking Drain Compost Airport Bus Golf Center Total

Operating revenues $42,639,348 $23,083,280 $1,176,061 $5,277,304 $1,317,105 $577,688 $2,645,622 $2,222,738 $543,085 $79,482,231

Operating expenses (28,672,955) (20,809,387) (1,279,104) (5,889,410) (950,637) (1,326,453) (12,171,868) (2,159,640) (2,484,552) (75,744,006)

Operating income (loss) 13,966,393 2,273,893 (103,043) (612,106) 366,468 (748,765) (9,526,246) 63,098 (1,941,467) 3,738,225

Non-operating revenues 

     (expenses), net 318,834 1,007,528 5,448 22,010 (9,189) 419,117 8,655,787 (228,937) 502,918 10,693,516

Income (loss) before capital

     contributions, transfers
      and special items

14,285,227 3,281,421 (97,595) (590,096) 357,279 (329,648) (870,459) (165,839) (1,438,549) 14,431,741

Contributions, transfers and
      special items

3,345,787 2,215,159 1,327,331 696,690 1,327,301 467,053 65,288 704,000 10,148,609

      Net income (loss) $17,631,014 $5,496,580 $ (97,595) $737,235 $1,053,969 $997,635 $  (403,406) $  (100,551) $  (734,549) $24,580,350

The Water, Sewer, Storm Drain, Compost and Airport enterprises posted net incomes during the period.  It is
important to note that while the Water and Sewer funds show rather healthy operating results, capital improvement
expenditures and debt service principal payments incurred during the year are not reflected in the expenditure totals 
shown above.  Net losses were experienced by the other enterprise funds.  Golf and Community Center normally
receive annual operating subsidies from the General fund, but these subsidies do not cover depreciation expenses,
resulting in net losses overall.   Also, the Golf fund did not receive a subsidy in 2006.  Revenues in the Water utility 
fund rose during the year due to an average 15% rate increase, as well as normal growth in the customer base.
Compost operations were previously part of the Sewer enterprise fund because of the use of bio-solids in the
compost mixture.  Since that nexus has been significantly reduced, compost operations are now reported as a stand-
alone enterprise fund.

GENERAL FUND BUDGETARY HIGHLIGHTS

Budget to actual information for the major governmental funds are presented as Required Supplementary
Information, beginning on page 56 of this report.

While the City Council amended the budget several times, the differences between the original budget and the final 
amended budget for the General Fund were relatively minor.  The estimated revenues increased about $7.6 million, 
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while total appropriations were increased $4.6 million, or about 4.4%.   These amendments, generally, were to adjust 
the actual beginning balances and carryovers after closing the prior fiscal year, and to reflect adjustments to current
estimates based on the periodic monitoring of revenue and expenditures throughout the year.

Revenues came in $4 million more than estimates, primarily in Motor Vehicle License fees ($3 million) due to
budgetary uncertainties with the State’s “triple flip” restructuring.  Also, interest revenues came in about $700,000
more than estimated, due to higher returns on investments.

Expenditures, overall, were $3.3 million under budget, primarily due to efforts of departments to realize savings, and 
certain purchases being deferred to future periods.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital assets

The City’s investment in capital assets for its governmental and business-type activities as of June 30, 2006,
amounted to $636,822,772 (net of accumulated depreciation).  The total increase in the City’s investment in capital 
assets for the current period was 1.7 percent.

Capital assets, net of depreciation, for the governmental and business-type activities are presented below to illustrate 
changes from the prior year:

Governmental activities Business-type activities Total
Increase/

(Decrease)

2006 2005 2006 2005 2006 2005
Percent
Change

Land $ 22,982,481 $22,081,279 $26,539,639 $26,001,514 $49,522,120 $48,082,793                3.0%

Buildings 21,142,099 19,313,523 48,322,570 50,762,320 69,464,669 70,075,843 -0.9%

Improvements 16,668,974 16,990,103 59,863,277 64,197,749 76,532,251 81,187,852 -5.7%

Furnishings and 
equipment 8,059,702 7,550,416 2,893,008 3,154,512 10,952,710 10,704,928                 2.3%

Equipment pool 15,232,410 14,245,320 15,232,410 14,245,320 6.9%

Streets 234,966,127 233,954,645 234,966,127 233,954,645 0.4%

Signalization 6,583,733 6,700,751 6,583,733 6,700,751 -1.7%

Bridges 25,239,107 25,024,283 25,239,107 25,024,283 0.9%

Buses and fare boxes 8,197,997 8,914,629 8,197,997 8,914,629 -8.0%

Pipelines 110,263,919 107,571,640 110,263,919 107,571,640 2.5%

Construction in 
progress 12,096,542 9,209,548 28,642,007 21,150,540 40,738,549 31,360,088 34.2%

Total $362,971,175 $355,069,868 $284,722,417 $281,752,904 $647,693,592 $636,822,772 1.7%

Major capital asset events during the current fiscal year included the following:

• Construction in progress – Work continued on the Virginia Corridor Pedestrian/Bicycle trail on the old Union
Pacific railroad right of way, as well as other parks development such as Merle Park, Maddux Youth Center and 
a joint fire/police/recreation facility at Marshall Park.

• Equipment – The Fire department purchased a new ladder truck costing $700,000.

The City’s infrastructure assets are recorded at historical cost in the government-wide financial statements.
Depreciation expense is recorded using the straight-line method, based on estimated useful life of the asset.
Additional information on the City’s capital assets can be found in note II.B on pages 39-40 of this report.

Long-term debt

At June 30, 2006, the City had total long-term liabilities outstanding of $233,552,122, net of unamortized discounts 
and deferred amounts on refunding, as compared to $235,998,645 in the prior year. This amount was comprised of
$62,505,000 of lease revenue bonds, $46,275,078 of certificates of participation, $36,842,020 of revenue bonds
payable, $61,616,953 of estimated compensated absences, $16,331,110 of claims liability, $2,601,674 of loans
payable, $2,177,761 of developer advances, $667,492 of capital leases, and $4,535,034 of notes payable.  During the 
year, retirement of debt and other reductions amounted to $18,832,635, and new debt and other additions totaled
$16,386,112.  The additions were related to new estimates for compensated absences and claims liabilities ($8.9 and 
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$7.5 million, respectively).  Additional information on the City’s long-term debt can be found in note II.C on pages 
39-43 of this report.

Modesto maintains an Employee Benefits internal service fund (EBF) to pay a portion of retiree health benefits and
other employee related expenses.  While the City has yet to implement GASB Statement No. 45 related to Other
Post Employment Benefits, the City has consistently included an estimate of its retiree health care obligation from
sick-leave conversion in its compensated absences liability.  As of June 30, 2006, this amounts to approximately
$54.6 million of the $61.6 million listed above.  This contributes significantly to the EBF’s unfunded liability of
more than $45 million.  Additional information on the City’s EBF can be found in Notes II-H and III-G.

Economic Factors and Next Year’s Budget and Rates

• Consumer Price Index - The national CPI has been relatively stable during the past six years. In 2000, the CPI-
Western Urban was 3.5 %.  In June 2006, the CPI-Western Urban increased 4.1%.

• Taxable Sales - Taxable sales growth has ranged from 11% to 5.7% during the last couple of years.  In future
years, annual taxable sales growth is projected at 4.4%. 

• Building Permit Activity - Building permit activity, which had been extremely robust for several years, has
leveled off with 5,797 total permits in 2004, 5,892 in 2005 and 5,968 for the year ended June 30, 2006.  The
average construction value of these permits decreased from about $57,000 to $50,000.

• Utility Service Charges - Water utility rates were increased an average of 15% effective July 1, 2006.  This is
one in a series of increases adopted by the City Council and is intended to fund major capital improvements to
the water system. 

All of these factors were considered in preparing the City’s budget for fiscal year 2006.

During the current fiscal year, unreserved fund balance in the General Fund increased by $3,047,129, to
$20,507,134.  Of this amount, $5.9 million is designated for specific purposes, including $5.8 million appropriated 
in the fiscal year 2006-07 budget.  The unreserved/undesignated balance of $14,706,248 presents 14.1% of total
General Fund outflows, versus the City Council’s target of 8%.  The budget adopted for fiscal year 2006-2007
maintains this target reserve level.

Requests for Information

This financial report is designed to provide a general overview of the City’s finances for all those with an interest in 
the City’s financial condition. Questions concerning any of the information provided in this report and requests for
additional financial information should be addressed to the City of Modesto, Attention: Finance Department, P.O.
Box 642, Modesto, CA   95353.
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BASIC FINANCIAL STATEMENTS

CITY OF MODESTO

STATEMENT OF NET ASSETS

June 30, 2006

Governmental Business-type
Activities Activities Total

ASSETS
Cash and cash equivalents $ 179,383,700 $ 59,095,752 $ 238,479,452
Accounts receivable, net 1,665,060 426,296 2,091,356
Interest receivable 920,077 393,977 1,314,054
Utility billings receivable, net 856,362 8,291,254 9,147,616
Taxes receivable 11,094,539 3,940 11,098,479
Due from governments, net 11,100,278 3,635,812 14,736,090
Notes receivable, net 13,270,036 13,270,036
Prepaid expenses 780,000 1,003,000 1,783,000
Property held for resale 630,000 630,000
Internal balances (837,201) 837,201
Inventories 516,919 516,919
Unamortized costs of debt issuance 840,125 840,125
Investments in joint ventures 16,423,042 16,423,042
Capital assets:
  Land and construction in progress 35,079,023 55,181,646 90,260,669
  Other capital assets, net of accumulated depreciation 327,892,152 229,540,771 557,432,923

Total assets 598,143,987 359,879,774 958,023,761

LIABILITIES
Accounts payable 7,610,606 2,415,957 10,026,563
Accrued salaries and benefits 1,341,285 227,808 1,569,093
Approved loans payable 589,219 589,219
Interest payable 1,244,326 633,918 1,878,244
Unearned revenues 2,728,304 2,124,426 4,852,730
Refundable deposits 2,060,416 1,027,211 3,087,627
Long-term liabilities:
  Due within one year 9,960,789 3,000,479 12,961,268
  Due in more than one year 157,572,846 63,018,008 220,590,854

Total liabilities 183,107,791 72,447,807 255,555,598

NET ASSETS
Invested in capital assets, net of related debt 296,401,824 220,881,691 517,283,515
Restricted for:
  Capital projects 78,526,510 78,526,510
  Housing and community development 18,188,683 18,188,683
  Other purposes 21,114,567 21,114,567
Unrestricted 804,612 66,550,276 67,354,888

Total net assets $ 415,036,196 $ 287,431,967 $ 702,468,163

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO

STATEMENT OF ACTIVITIES

Year ended June 30, 2006

Operating Capital
Charges for Grants and Grants and

Expenses Services Contributions Contributions
FUNCTIONS/PROGRAMS:
  Governmental activities:
    General government $ 15,529,735 $ 4,179,505
    Community development 12,241,213 9,466,082 $ 30,473,773
    Highways and streets 26,025,311 12,104,089 $ 4,699,992 5,762,921
    Public works 6,491,062 1,986,957 316,384
    Parks and recreation 11,733,698 4,928,366 3,222,811 2,247,854
    Public safety 74,500,043 7,124,387 3,653,324
    Interest on long-term debt 5,178,130
      Total governmental activities 151,699,192 39,789,386 11,892,511 38,484,548

  Business-type activities:
    Parking 1,287,450 1,176,061

Water 29,989,775 42,639,348 4,156,357
Sewer 22,716,100 23,083,280 3,343,231

    Storm Drain 5,795,746 5,277,304 1,132,034
    Compost 941,919 1,317,105 30,070
    Airport 1,342,645 577,688 50,351 1,327,385
    Bus 12,119,311 2,645,622 8,267,538 478,796
    Golf 2,461,470 2,222,738
    Community Center 2,465,644 543,085
      Total business-type activities 79,120,060 79,482,231 8,317,889 10,467,873

Total $ 230,819,252 $ 119,271,617 $ 20,210,400 $ 48,952,421

General revenues:
  Taxes:
    Utility users tax
    Property taxes, levied for general purposes
    Property taxes, generated by and allocated to the airport
    Tax increments for redevelopment agency
    Transient occupancy tax
    Franchise tax
    Business license tax, levied for general purposes
    Business license tax, levied for downtown improvement district
    Business license tax, generated by and allocated to the airport
    Intergovernmental revenue not restricted to specific programs:
     Sales tax
     Motor vehicle license fee
     Other
  Unrestricted investment earnings
  Miscellaneous
Transfers, net
Settlements and recoveries
Special item - PCE legal fees

    Total general revenues, transfers and special item

Change in net assets

Net assets, July 1

Net assets, June 30
The notes to basic financial statements are an integral part of this statement.
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Program Revenues

Governmental Business-type
Activities Activities Total

$ (11,350,230) $ (11,350,230)
27,698,642 27,698,642
(3,458,309) (3,458,309)
(4,187,721) (4,187,721)
(1,334,667) (1,334,667)

(63,722,332) (63,722,332)
(5,178,130) (5,178,130)

(61,532,747) (61,532,747)

$ (111,389) (111,389)
16,805,930 16,805,930

3,710,411 3,710,411
613,592 613,592
405,256 405,256
612,779 612,779

(727,355) (727,355)
(238,732) (238,732)

(1,922,559) (1,922,559)
19,147,933 19,147,933

(61,532,747) 19,147,933 (42,384,814)

17,583,690 17,583,690
14,318,747 14,318,747

166,641 166,641
4,450,836 4,450,836
2,181,467 2,181,467
3,693,307 3,693,307

10,374,157 10,374,157
214,022 214,022

41,108 41,108

29,627,835 29,627,835
14,986,883 14,986,883

4,070,593 4,070,593
3,255,401 2,504,291 5,759,692
2,827,161 2,827,161

(1,416,790) 1,416,790
3,784,295 3,784,295

(1,736,054) (1,736,054)

106,167,309 6,177,071 112,344,380

44,634,562 25,325,004 69,959,566

370,401,634 262,106,963 632,508,597

$ 415,036,196 $ 287,431,967 $ 702,468,163

19

Changes in Net Assets
Net (Expense) Revenue and
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CITY OF MODESTO

BALANCE SHEET - GOVERNMENTAL FUNDS

June 30, 2006

Capital Community
Capital Facility Facilities Other Total

General Grants Fees Districts Governmental Governmental

ASSETS
Cash and cash equivalents $ 9,141,367 $ 257 $ 44,019,271 $ 13,977,058 $ 21,994,093 $ 89,132,046
Cash and cash equivalents with
 fiscal agent 29,091,868 11,072,496 40,164,364
Receivables:
  Accounts 354,635 9,341 33 466,993 831,002
  Interest 272,623 210,696 58,998 158,201 700,518
  Utilities, net 824,856 31,506 856,362
  Taxes 10,485,306 104,390 504,843 11,094,539
Due from governments 548,231 5,416,376 84,108 5,012,876 11,061,591
Due from other funds 5,572,000 5,572,000
Notes receivable, net 92,283 13,177,753 13,270,036
Prepaid expenses/expenditures 780,000 780,000
Restricted assets:
  Cash and cash equivalents 1,845,018 214,297 2,059,315
Advances to other funds 1,644,193 148,451 1,792,644

Total assets $ 30,780,512 $ 5,425,974 $ 44,314,108 $ 43,446,611 $ 53,347,212 $ 177,314,417

LIABILITIES AND FUND BALANCES
Liabilities:
  Accounts payable $ 2,241,841 $ 623,716 $ 748,685 $ 684,018 $ 1,795,856 $ 6,094,116
  Accrued salaries and benefits 1,116,500 4,553 135,797 1,256,850
  Approved loans payable 589,219 589,219
  Due to other funds 4,443,000 1,129,000 5,572,000
  Deferred revenues 364,061 4,795,458 17,434 408,376 2,798,250 8,383,579
  Payable from restricted assets:
    Refundable deposits 1,845,119 214,297 1,000 2,060,416
  Advances from other funds 1,903,476 1,440,876 351,768 3,696,120

Total liabilities 7,470,997 9,862,174 2,206,995 1,311,244 6,800,890 27,652,300

Fund balances:
  Reserved 2,702,381 1,337,898 1,992,255 3,231,123 33,607,610 42,871,267
  Unreserved:
    Designated, reported in:
      General fund 5,900,886 5,900,886
      Special revenue funds 12,314,680 12,314,680
      Capital projects funds 40,114,858 38,904,244 (492,592) 78,526,510
    Undesignated, reported in:
      General fund 14,706,248 14,706,248
      Special revenue funds 1,116,624 1,116,624
      Capital projects funds (5,774,098) (5,774,098)

Total fund balances 23,309,515 (4,436,200) 42,107,113 42,135,367 46,546,322 149,662,117

Total liabilities and fund balances $ 30,780,512 $ 5,425,974 $ 44,314,108 $ 43,446,611 $ 53,347,212 $ 177,314,417

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO

RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF NET ASSETS - GOVERNMENTAL ACTIVITIES

June 30, 2006

Total fund balances - total governmental funds $ 149,662,117

Amounts reported for governmental activities in the statement of net assets are
 different because:

Capital assets used in governmental activities are not financial resources and,
 therefore, are not reported in the governmental funds.

General capital assets:
Nondepreciable $ 34,257,990
Depreciable 78,434,583
Accumulated depreciation on general capital assets (36,249,289)

Infrastructure:
Depreciable 465,959,564
Accumulated depreciation on infrastructure (199,170,597) 343,232,251

Other long-term assets are not available to pay for current-period expenditures and,
 therefore, are:

Deferred in the governmental funds, or $ 5,655,275
Investments in joint ventures 16,423,042 22,078,317

Internal service funds are used by management to charge the costs of activities
 to individual funds.  The assets and liabilities of internal service funds are
 included in governmental activities in the statement of net assets. (9,277,625)

Some liabilities are not due and payable in the current period and therefore are not
 reported in the funds.

Bonds payable and other long-term debt $ (89,414,538)
Accrued interest (1,244,326) (90,658,864)

Net assets of governmental activities $ 415,036,196

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES

IN FUND BALANCES - GOVERNMENTAL FUNDS
Year ended June 30, 2006

Capital Community
Capital Facility Facility Other Total

General Grants Fees Districts Governmental Governmental

REVENUES:
  Taxes $ 47,349,236 $ 5,467,360 $ 52,816,596
  Licenses and permits 96,081 50,773 146,854
  Intergovernmental 48,205,287 $ 2,854,861 $ 112,128 13,587,382 64,759,658
  Charges for services 14,953,869 12,186,244 $ 4,615,308 6,046,728 37,802,149
  Special assessments levied 65,909 65,909
  Interest and rent 1,217,293 884,879 423,364 1,229,633 3,755,169
  Net increase in fair value 
  of investments 16,814 25,661 33,735 26,826 103,036
  Fines and forfeits 877,376 798,550 1,675,926
  Contribution from property owners 30,473,773 30,473,773
  Miscellaneous 2,028,310 7,625 785,226 2,821,161
    Total revenues 114,810,175 2,854,861 13,208,912 35,553,805 27,992,478 194,420,231

EXPENDITURES:
  Current:
    General government 13,336,716 96,077 678,742 14,111,535
    Community development 5,146,011 1,884,276 5,265,785 12,296,072
    Highways and streets 603,259 1,572,273 12,181,509 14,357,041
    Public works 1,719,587 3,927,436 5,647,023
    Parks and recreation 11,471,198 158,085 14,544 18,436 11,662,263
    Public safety 72,205,341 6,413 2,316,121 74,527,875
  Capital outlay 398,112 6,156,142 7,187,022 4,873,835 2,948,663 21,563,774
  Debt service:
    Principal retirement 9,916 421,468 1,470,443 1,901,827
    Interest 1,061 36,532 4,539,187 4,576,780
    Other 618,742 618,742
      Total expenditures 104,287,942 6,917,486 9,334,329 6,758,111 33,965,064 161,262,932

EXCESS OF REVENUES
OVER (UNDER) EXPENDITURES 10,522,233 (4,062,625) 3,874,583 28,795,694 (5,972,586) 33,157,299

OTHER FINANCING SOURCES 
  (USES):
  Transfers in 2,111,925 2,295,683 969,002 65,806 12,282,302 17,724,718
  Transfers out (9,739,702) (964,508) (300,000) (9,263,266) (20,267,476)
  Sale of Assets 6,000 6,000
    TOTAL OTHER FINANCING 
     SOURCES (USES) (7,627,777) 2,295,683 10,494 (234,194) 3,019,036 (2,536,758)

NET CHANGE IN FUND 
BALANCES 2,894,456 (1,766,942) 3,885,077 28,561,500 (2,953,550) 30,620,541
  FUND BALANCES, July 1 20,415,059 (2,669,258) 38,222,036 13,573,867 49,499,872 119,041,576

FUND BALANCES, June 30 $ 23,309,515 $ (4,436,200) $ 42,107,113 $ 42,135,367 $ 46,546,322 $ 149,662,117

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND

BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES -GOVERNMENTAL ACTIVITIES

Year Ended June 30, 2006

Net change in fund balances - total governmental funds $ 30,620,541

Amounts reported for governmental activities in the statement of activities are
 different because:

Governmental funds report capital outlay as expenditures.  However, in the 
 statement of activities the cost of those assets is allocated over their estimated
 useful lives and reported as depreciation expense.

Capital outlay $ 21,563,774
Depreciation expense (14,984,083) 6,579,691

In the statement of activities, only the gain or loss on the sales of capital assets
 is reported, whereas in the governmental funds, the proceeds from such sales
 increase financial resources.  Thus, the change in net assets differs from the
 change in fund balances by the cost of the assets sold. (1,595,152)

Developer donations of infrastructure assets are not included in the fund statements.
Thus, the change in net assets differs from the change in fund balance by the value
of these asset donations. 1,529,376

Revenues in the statement of activities that do not provide current financial
 resources are not reported as revenues in the funds.

Change in deferred revenue $ 2,397,741
Change in investment in joint venture (1,519,073) 878,668

The issuance of long-term debt provides current financial resources to governmental
 funds, while the repayment of the principal of long-term debt consumes the current
 financial resources of governmental funds.  Neither transaction, however, has any
 effect on net assets.

Principal retirement 1,901,827

Some expenses reported in the statement of activities do not require the use of
 current financial resources and therefore are not reported as expenditures in
 governmental funds.

Change in accrued interest 28,933

Internal service funds are used by management to charge the costs of certain
 activities to individual funds.  The net revenue (expense) of internal service
 funds is reported with governmental activities. 4,690,678

Change in net assets of governmental activities $ 44,634,562

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO
STATEMENT OF NET ASSETS - PROPRIETARY FUNDS

June 30, 2006

Enterprise
Other Total Internal

Water Sewer Enterprise Enterprise Service
ASSETS

Current assets:
  Cash and cash equivalents $ 23,549,341 $ 23,764,487 $ 6,247,047 $ 53,560,875 $ 48,027,975
  Cash and cash equivalents with fiscal agent 273,350 3,621,532 612,784 4,507,666
  Receivables:
    Accounts 1,440 58,709 366,147 426,296 834,058
    Interest 124,354 208,228 61,395 393,977 219,559
    Utilities, net 5,292,161 2,440,681 558,412 8,291,254
    Taxes 3,940 3,940
  Due from governments 127,064 3,508,748 3,635,812 38,687
  Prepaid expenses 1,003,000 1,003,000
  Inventories 516,919
  Property held for resale 630,000 630,000
  Advances to other funds 1,903,476
      Total current assets 30,247,586 30,220,701 11,984,533 72,452,820 51,540,674

Noncurrent assets:
  Restricted assets-cash and cash equivalents 664,110 363,101 1,027,211
  Unamortized costs of issuance 240,613 599,512 840,125
  Land and construction in progress 10,241,729 26,615,981 18,323,936 55,181,646 821,033
  Other capital assets, net of accumulated depreciation 65,827,962 104,251,720 59,461,089 229,540,771 18,917,891

      Total assets 107,222,000 162,051,015 89,769,558 359,042,573 71,279,598

LIABILITIES
Current liabilities:
  Accounts payable $ 818,584 $ 341,524 $ 1,255,849 $ 2,415,957 $ 1,516,490
  Accrued salaries and benefits 68,500 99,803 59,505 227,808 84,435
  Interest payable 275,213 302,907 55,798 633,918
  Current portion - compensated absences 2,769,104
  Current portion - claims liability 5,156,560
  Current portion - long-term debt 977,764 1,650,000 275,955 2,903,719 26,587
  Current portion - developer advances 96,760 96,760
  Deferred revenues 2,124,426 2,124,426
      Total current liabilities 2,236,821 2,394,234 3,771,533 8,402,588 9,553,176

Noncurrent liabilities:
  Payable from restricted assets -
   refundable deposits 664,110 363,101 1,027,211
  Compensated absences 58,847,850
  Claims liability 11,174,550
  Long-term debt:
    Revenue bonds payable 35,192,020 35,192,020
    Loan payable 1,958,276 1,958,276
    Notes payable 144,446
    Obligations under capital leases 151,633 151,633
    Certificates of participation 17,985,078 5,650,000 23,635,078
  Developer advances 2,081,001 2,081,001
      Total noncurrent liabilities 22,688,465 35,555,121 5,801,633 64,045,219 70,166,846

      Total liabilities 24,925,286 37,949,355 9,573,166 72,447,807 79,720,022

NET ASSETS
Invested in capital assets, net of related debt 55,148,573 94,025,681 71,707,437 220,881,691 19,567,891
Unrestricted 27,148,141 30,075,979 8,488,955 65,713,075 (28,008,315)

      Total net assets $ 82,296,714 $ 124,101,660 $ 80,196,392 286,594,766 $ (8,440,424)

Adjustment to reflect the consolidation of internal service fund activities related to
   enterprise funds. 837,201

Net assets of business-type activities $ 287,431,967

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO

STATEMENT OF REVENUES, EXPENSES, AND CHANGES

IN FUND NET ASSETS - PROPRIETARY FUNDS

Year ended June 30, 2006

Other Total Internal
Water Sewer Enterprise Enterprise Service

OPERATING REVENUES:
  Charges for services $ 42,639,348 $ 23,057,564 $ 13,450,725 $ 79,147,637 $ 73,979,591
  Sales 2,616,588
  Cost of sales (2,604,232)
  Miscellaneous 25,716 308,878 334,594
      Total operating revenues 42,639,348 23,083,280 13,759,603 79,482,231 73,991,947

OPERATING EXPENSES:
  Salaries and wages 3,921,478 4,991,009 3,574,322 12,486,809 4,072,026
  Contractual services 1,716,729 2,791,417 10,808,264 15,316,410 1,013,441
  Utilities 1,703,202 1,048,853 576,197 3,328,252 473,011
  Maintenance and supplies 3,425,200 2,542,441 3,660,229 9,627,870 4,085,997
  Water purchases 10,674,717 10,674,717
  Insurance 133,175 245,008 176,119 554,302 11,054,260
  Claims expense 7,458,436
  Employee benefits 1,427,839 1,852,398 1,290,449 4,570,686 37,751,321
  Administration services 2,186,919 1,425,147 1,599,526 5,211,592 1,492,365
  Allocated indirect administrative costs 1,049,489 760,932 684,216 2,494,637 264,010
  Other 50,641 124,429 235,925 410,995 160,718
  Depreciation 2,383,566 5,027,753 3,656,417 11,067,736 2,838,477
      Total operating expenses 28,672,955 20,809,387 26,261,664 75,744,006 70,664,062

OPERATING INCOME (LOSS) 13,966,393 2,273,893 (12,502,061) 3,738,225 3,327,885

NONOPERATING REVENUES (EXPENSES)
  Operating grants 8,317,889 8,317,889
  Gain (Loss) on disposition of capital assets (241,380) (46,939) (24,043) (312,362) (241,883)
  Tax revenue 207,749 207,749
  Tax expense (84,556) (91,215) (17,286) (193,057)
  Interest income 487,165 694,320 161,180 1,342,665 895,959
  Net increase in fair value of investments 14,009 32,123 7,089 53,221 20,310
  Rental income 33,060 39,182 1,036,163 1,108,405
  Settlements and recoveries 1,334,259 2,450,036 3,784,295
  Interest expense (1,209,884) (2,034,714) (321,587) (3,566,185) (11,541)
  Amortization of costs of issuance (13,839) (35,265) (49,104)
      Total nonoperating revenues (expenses) 318,834 1,007,528 9,367,154 10,693,516 662,845

INCOME (LOSS) BEFORE CAPITAL
 CONTRIBUTIONS AND TRANSFERS 14,285,227 3,281,421 (3,134,907) 14,431,741 3,990,730

Capital contributions 4,156,357 3,343,231 2,968,285 10,467,873 318,634
Transfers in 608,400 1,741,437 2,349,837 1,712,361
Transfers out (95,385) (715,603) (122,059) (933,047) (586,393)
Special item (715,185) (1,020,869) (1,736,054)

CHANGE IN NET ASSETS 17,631,014 5,496,580 1,452,756 24,580,350 5,435,332

NET ASSETS, July 1 64,665,700 118,605,080 78,743,636 (13,875,756)

NET ASSETS, June 30 $ 82,296,714 $ 124,101,660 $ 80,196,392 $ (8,440,424)

Adjustment to reflect the consolidation of internal service fund activities related to
    enterprise funds. 744,654

Change in net assets of business-type activities $ 25,325,004

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO

STATEMENT OF CASH FLOWS - PROPRIETARY FUNDS

Year ended June 30, 2006

Enterprise
Other Total Internal

Water Sewer Enterprise Enterprise Service

CASH FLOWS FROM OPERATING ACTIVITIES:
  Receipts from customers and users $ 41,033,042 $ 23,086,747 $ 14,635,268 $ 78,755,057 $ 1,076,798
  Receipts from interfund services provided 797,367 119,091 23,910 940,368 72,377,540
  Payments to suppliers (18,027,267) (6,229,721) (13,430,505) (37,687,493) (16,163,026)
  Payment of insurance claims (5,089,127)
  Payments to employees (5,331,913) (6,812,624) (4,847,597) (16,992,134) (42,611,729)
  Payments for interfund services used (3,541,710) (4,078,294) (3,924,272) (11,544,276) (2,200,479)
Net cash provided (used) by operating activities 14,929,519 6,085,199 (7,543,196) 13,471,522 7,389,977

CASH FLOWS FROM NONCAPITAL FINANCING
 ACTIVITIES:
  Operating grants received 6,593,915 6,593,915
  Taxes received 207,749 207,749
  Settlements and recoveries 1,334,259 2,450,036 3,784,295
  Transfers in 608,400 1,438,124 2,046,524 1,712,361
  Transfers out (95,385) (1,643,481) (122,059) (1,860,925) (586,393)
 Repayments of advances to other funds 96,524
Net cash provided (used) by noncapital financing
 activities 1,238,874 1,414,955 8,117,729 10,771,558 1,222,492

CASH FLOWS FROM CAPITAL AND RELATED
 FINANCING ACTIVITIES:
  Acquisition and construction of capital assets (5,170,271) (1,126,014) (1,904,104) (8,200,389) (4,264,019)
  Principal repayments (1,033,670) (990,000) (262,899) (2,286,569) (45,588)
  Interest paid (1,123,749) (1,926,462) (323,310) (3,373,521) (11,541)
  Capital grants received 1,550,637 1,550,637
  Connection fees for capital purposes 3,029,293 705,614 3,734,907
Net cash used by capital and related 
 financing activities (4,298,397) (3,336,862) (939,676) (8,574,935) (4,321,148)

CASH FLOWS FROM INVESTING ACTIVITIES:
  Interest received 445,467 660,350 165,747 1,271,564 875,832
  Net increase in the fair value of investments 14,009 32,123 7,089 53,221 20,310
Net cash provided by investing activities 459,476 692,473 172,836 1,324,785 896,142

Net increase (decrease) in cash and cash equivalents 12,329,472 4,855,765 (192,307) 16,992,930 5,138,677
CASH AND CASH EQUIVALENTS, JULY 1 12,157,329 22,893,355 7,052,138 42,102,822 42,889,298

CASH AND CASH EQUIVALENTS, JUNE 30 $ 24,486,801 $ 27,749,120 $ 6,859,831 $ 59,095,752 $ 48,027,975

RECONCILIATION TO STATEMENT OF NET ASSETS:
  Cash and cash equivalents $ 23,549,341 $ 23,764,487 $ 6,247,047 $ 53,560,875 $ 48,027,975
  Cash and cash equivalents with fiscal agent 273,350 3,621,532 612,784 4,507,666
  Restricted assets-cash and cash equivalents 664,110 363,101 1,027,211

TOTAL CASH AND CASH EQUIVALENTS $ 24,486,801 $ 27,749,120 $ 6,859,831 $ 59,095,752 $ 48,027,975
(continued)

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO

STATEMENT OF CASH FLOWS - PROPRIETARY FUNDS (Continued)

Year ended June 30, 2006

Enterprise
Other Total Internal

Water Sewer Enterprise Enterprise Service

RECONCILIATION OF OPERATING INCOME (LOSS)
 TO NET CASH PROVIDED (USED) BY OPERATING
 ACTIVITIES:
  Operating income (loss) $ 13,966,393 $ 2,273,893 $ (12,502,061) $ 3,738,225 $ 3,327,885
  Adjustments to reconcile operating income (loss) to
   net cash provided (used) by operating activities:
    Depreciation 2,383,566 5,027,753 3,656,417 11,067,736 2,838,477
    Rental income 33,060 39,182 1,036,163 1,108,405
    Taxes paid (84,556) (91,215) (17,084) (192,855)
    Special item (715,185) (1,020,869) (1,736,054)
    Change in assets and liabilities:

     (Increase) in accounts receivable (1,440) 109,052 (38,880) 68,732 (537,609)
    (Increase) in utilities receivable (1,002,841) (73,545) (9,538) (1,085,924)
    (Increase) in taxes receivable (569) (569)
     Decrease in notes receivable 3,096
     (Increase) in prepaid expenses (61,825) (61,825)
     (Increase) in inventories (141,322)
     (Decrease) in accounts payable and
      accrued expenses 232,661 (257,704) 402,985 377,942 321,619
     Increase in accrued salaries and benefits 17,404 30,783 17,174 65,361 31,873
     Increase in compensated absences (823,351)
     (Decrease) in claims liability 2,369,309
     Increase in deferred revenues (88,372) (88,372)
     Increase (decrease) in refundable deposits 162,851 47,869 210,720

      Total adjustments 963,126 3,811,306 4,958,865 9,733,297 4,062,092
Net cash provided (used) by operating activities $ 14,929,519 $ 6,085,199 $ (7,543,196) $ 13,471,522 $ 7,389,977

NONCASH INVESTING, CAPITAL AND FINANCING
 ACTIVITIES:
  Capital assets transferred in $ 862,587 $ 45,682 $ 749,502 $ 1,657,771 $ 318,634
  Developer infrastructure contributions 264,477 2,591,935 370,166 3,226,578

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO
STATEMENT OF FIDUCIARY NET ASSETS -AGENCY FUNDS

June 30, 2006

Agency
Funds

ASSETS
Cash and cash equivalents $ 2,546,703
Cash and cash equivalents held with fiscal agent 4,512,890

$ 7,059,593

LIABILITIES
Due to special district bondholders $ 5,763,312
Deposits held as agent for others 1,296,281

$ 7,059,593

The notes to basic financial statements are an integral part of this statement.
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CITY OF MODESTO

NOTES TO BASIC FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2006

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. THE FINANCIAL REPORTING ENTITY

The City of Modesto (the City) was incorporated in 1884 and operates under a Council-Manager form of
government as authorized by its charter adopted in 1951.  The City Council consists of seven elected members.
The following services are provided by the City to its citizens: public safety (police and fire), highways and streets,
drinking water, wastewater collection and treatment, storm drainage, public transit, recreation and social services,
public improvements, community development, planning and zoning, and general administrative services.

These financial statements present the financial status of the City and its component units.  The component units
discussed in the following paragraphs are included in the City's reporting entity because the City is financially
accountable for their operations.

1. The Redevelopment Agency of the City of Modesto (the Agency) was established by the City as a separate 
legal entity in accordance with state law.  The purpose of the Agency is to encourage new investment and 
reinvestment within legally designated redevelopment areas in partnership with property owners.

2. The Modesto Public Financing Authority was established as a separate legal entity whose sole purpose is to 
provide financing for various City capital projects.

3. The Modesto Municipal Sewer District is a separate legal entity formed under the Municipal Sewer and Water
Facilities Law of 1911.  The purpose of the District is to provide financing for needed sewerage facilities in the
Modesto urban area.

4. The City of Modesto has established several Community Facilities Districts to provide funding and
reimbursement mechanisms for public facilities and services required by each District Specific Plan.  These 
Districts are the vehicles used to ensure that all landowners in the Districts contribute to the cost of public 
improvements.  There are currently eight active Districts, which are combined for presentation in these
financial statements.  Individual component unit financial statements are prepared for each District.

Although  these component units are legally separate from the City, they are reported on a blended basis as part of
the primary government because their boards consist of all seven members of the City Council.  Component unit 
financial statements may be obtained from the City's Finance Department.

The joint ventures and jointly governed organization described in Note III - E are not considered part of the
reporting entity because the City is not financially accountable for their operations.

B. GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

The government-wide financial statements (i.e., the statement of net assets and the statement of activities) report
information on all of the nonfiduciary activities of the primary government and its component units.  For the most 
part, the effect of interfund activity has been removed from these statements.  Governmental activities, which 
normally are supported by taxes and intergovernmental revenues, are reported separately from business-type
activities, which rely to a significant extent on fees and charges for support.

The statement of activities demonstrates the degree to which the direct expenses of a given function or segment 
are offset by program revenues.  Direct expenses are those that are clearly identifiable with a specific function or
segment.  Program revenues include 1) charges to customers or applicants who purchase, use, or directly benefit
from goods, services, or privileges provided by a given function or segment and 2) grants and contributions that 

D
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are restricted to meeting the operational or capital requirements of a particular function or segment.  Taxes and 
other items not properly included among program revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary funds, even 
though the latter are excluded from the government-wide financial statements.  Major individual governmental 
funds and major individual enterprise funds are reported as separate columns in the fund financial statements.

C. BASIS OF PRESENTATION, BASIS OF ACCOUNTING, AND MEASUREMENT FOCUS

The government-wide financial statements are reported using the economic resources measurement focus and the
accrual basis of accounting, as are the proprietary fund statements.  Agency funds have no measurement focus.
Revenues are recorded when earned and expenses are recorded when a liability is incurred, regardless of the 
timing of related cash flows.  Property taxes are recognized as revenues in the year for which they are levied.
Grants and similar items are recognized as revenue as soon as all eligibility requirements imposed by the provider
have been met.

Governmental fund financial statements are reported using the current financial resources measurement focus and
the modified accrual basis of accounting.  Revenues are recognized as soon as they are both measurable and 
available.  Revenues are considered to be available when they are collectible within the current period or soon 
enough thereafter to pay liabilities of the current period.  For this purpose, the City considers revenues to be
available if they are collected within 60 days of the end of the current fiscal period.  Expenditures generally are 
recorded when a liability is incurred, as under accrual accounting.  However, principal and interest expenditures 
are recorded as fund liabilities when due or when amounts have been accumulated in the debt service funds for 
payments to be made early in the following year.

Substantially all property taxes, taxpayer-assessed taxes (such as sales and use, utility users, business license, 
transient occupancy, franchise fees, and gas taxes), interest, special assessments levied, state and federal grants,
and charges for current services are all considered to be susceptible to accrual and so have been recognized as 
revenues of the current fiscal period.  Revenues from licenses, permits, and fines and forfeits are considered to be
measurable and available only when cash is received by the City.

The City reports the following major governmental funds:

The General Fund is the City’s primary operating fund.  It accounts for all financial resources of the general government,
except those required to be accounted for in another fund.

The Capital Grants Fund accounts for receipts and disbursements of a variety of Governmental Fund capital grants.

The Capital Facility Fees Fund accounts for special fees collected on new building permits to be used for construction of
growth related projects, including police department expansion, fire department expansion, expressway loop, street lights,
parks, new traffic signals, city hall expansion, wastewater treatment, streets, public transportation, and air quality
improvements.

The Community Facilities Districts Fund accounts for the construction of public improvements deemed to benefit
properties against which special taxes are levied.

The City reports the following major proprietary funds:

The Water Fund accounts for all revenues collected by the City for the purpose of financing the construction, operation, 
and maintenance of the City water distribution system.  Revenues are derived from water service charges and various 
installation fees.

The Sewer Fund accounts for revenues collected by the City for the purpose of financing the construction, operation, and
maintenance of the City sewer system.  Revenues include, but are not limited to, sewer service charges and sewer lateral
charges.
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Additionally, the City reports the following fund types:

Internal service funds account for fleet management, central services, technology and information services, 
insurance, employee benefits management, and building services provided to other departments or agencies
of the City on a cost-reimbursement basis.

Agency funds account for cash and investments held by the City as agent for various assessment districts, 
governmental entities and non-public organizations.  Agency funds cannot be major funds.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989, generally are 
followed in both the government-wide – business-type activities and proprietary fund financial statements to the 
extent that those standards do not conflict with or contradict guidance of the Governmental Accounting Standards
Board.  Governments also have the option of following subsequent private-sector guidance for their business-type
activities and enterprise funds, subject to this same limitation.  The City has elected not to follow subsequent
private-sector guidance.

As a general rule, the effect of interfund activity has been eliminated from the government-wide financial
statements.  Exceptions to this general rule are exchange or exchange-like transactions between functions of the 
government.  Eliminations of these charges would distort the direct costs and program revenues reported for the 
various functions concerned.

Amounts reported as program revenues include 1) charges to customers or applicants for goods, services, or 
privileges provided, 2) operating grants and contributions, and 3) capital grants and contributions, including special
assessments.  Internally dedicated resources are reported as general revenues rather than as program revenues.
Likewise, general revenues include all taxes.

Proprietary funds distinguish operating revenues and expenses from nonoperating items.  Operating revenues and
expenses generally result from providing services and producing and delivering goods in connection with a
proprietary fund’s principal ongoing operations.  The principal operating revenues of the enterprise and internal 
service funds are charges to customers for sales and services.  The Water and Sewer Funds also recognize as 
operating revenue the portion of tap fees intended to recover the cost of connecting new customers to the
systems.  Operating expenses for enterprise and internal service funds include the cost of sales and services, 
administrative expenses, and depreciation on capital assets.  All revenues and expenses not meeting this
definition are reported as nonoperating revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the City’s policy to use restricted
resources first, then unrestricted resources as they are needed.

The preparation of financial statements in conformity with accounting principles generally accepted in the United 
States of America requires management to make estimates and assumptions.  These estimates and assumptions
affect the reported amounts of assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period.  Actual results could differ from those estimates.

D. ASSETS, LIABILITIES, AND NET ASSETS OR EQUITY

1. Cash and Cash Equivalents

Cash and investments (including restricted assets) held in the City's investment pool are reported as cash and
cash equivalents on the statement of net assets and balance sheet because funds can spend cash at any time
without prior notice or penalty.  All investments with fiscal agents are also considered cash equivalents
because they are highly liquid and have maturities of 3 months or less at the time of purchase.  Investments 
are stated at fair value.   Valuations are obtained by using quotations obtained from independent published 
sources.
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2. Restricted Assets - Cash and Cash Equivalents

Refundable deposits of the General Fund and the Community Facilities Districts Capital Projects Fund are
classified as restricted assets – cash and cash equivalents on the governmental funds balance sheet because
their use is restricted for repayment of those refundable deposits.   Refundable deposits in the Water and 
Sewer funds are also classified as restricted assets on the proprietary funds statement of net assets.

3. Receivables and Payables

Balances representing lending/borrowing transactions between funds outstanding at the end of the fiscal year
are reported as either "due from/due to other funds" (amounts due within one year), or "advances to/from other
funds" (non-current portions of interfund lending/borrowing transactions). Any residual balances outstanding
between the governmental activities and business-type activities are reported in the government-wide financial
statements as “internal balances.”  Advances to other funds are offset by a fund balance reserve in applicable
governmental funds to indicate they are not available for appropriation and are not expendable available
financial resources.

All property taxes are collected and allocated by the County of Stanislaus to the various taxing entities.
Property taxes are determined annually as of March 1 and attach as an enforceable lien on real property as of
January 1.   Taxes are due November 1 and February 1 and are delinquent if not paid by December 10 and 
April 10, respectively.   The City participates in the County "Teeter Plan" method of property tax distribution.
Under the Teeter Plan, the County remits property taxes to the City based on assessments, not on collections,
according to the following schedule:  55 percent in December, 40 percent in April, and 5 percent at the end of
the fiscal year.  Property tax is recognized when it is available and measurable.  The City considers property
tax as available if it is received within 60 days after year-end.

Revenue from taxpayer-assessed taxes (sales and use, business license, transient occupancy, utility users, 
gas, and franchise fees) are accrued in the governmental funds when they are both measurable and available.
The City considers these revenues available if they are received during the period when settlement of prior 
fiscal year accounts payable occurs.  Historically, the majority of these taxes are received within 60 days of the
fiscal year end; therefore, revenue from taxpayer-assessed taxes is accrued if it is received by August 31.

Grant and entitlement revenues are recorded as receivables in the funds when they are susceptible to accrual
(i.e., when all eligibility requirements have been met). The corresponding governmental fund revenues are 
recorded when they become available, with the differences recorded as deferred revenue.  The corresponding
proprietary fund revenues are recorded as nonoperating revenues when the receivables are recorded.  Some
grant and entitlement revenues are not susceptible to accrual, in which case the corresponding revenues are
recorded when received.   The total amount due from governments for grants, entitlements, and shared
receivables and revenues at June 30, 2006 is $14,736,090.

Utility service accounts receivable are reported net of $383,084 allowance for doubtful collections and include
unbilled receivables using actual amounts billed in July for June services.  Accounts receivable are reported
net of $1,061,498 allowance for doubtful collections, and are based on miscellaneous receivables from the 
City’s invoice system as well as other receivables accrued at year end.

4. Inventories

Inventories of material and supplies held by proprietary funds are stated at average cost.

5. Capital Assets

Capital assets, which include property, plant and equipment, and infrastructure assets (e.g., roads, bridges, 
sidewalks, and similar items), are reported in the applicable governmental or business-type activities columns
in the government-wide financial statements.  Capital assets are defined by the government as assets with an
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initial, individual cost of more than $5,000 and an estimated useful life in excess of two years.  Such assets 
are recorded at historical cost or estimated historical cost if purchased or constructed.  Donated capital assets
are recorded at estimated fair value at the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend 
assets lives are not capitalized.  Major outlays for capital assets and improvements are capitalized as projects
are constructed.

Depreciation is recorded using the straight line method over the estimated useful lives of the assets, which are
75 years for pipelines, 30 years for buildings, 20 years for improvements, 12 years for buses, 10 years for 
furnishings and equipment, 2 to 10 years for vehicles, 30 to  50 years for streets, 20 years for signalization, 
and 50 years for bridges.  Operating expenses include depreciation on all depreciable capital assets.

Capital leases are recorded as an asset and an obligation at an amount equal to the present value at the
beginning of the lease term of minimum lease payments during the lease term.

6. Compensated Absences

All earned vacation, holiday, and compensating time, and a portion of accumulated sick leave payable upon 
termination or retirement, are accrued in the Employee Benefits Management Internal Service Fund as
compensated absences.  Estimated sick leave termination payments have been calculated using the
Governmental Accounting Standards Board Statement 16 vesting method.  Under this method, a liability is 
accrued for a portion of the sick leave balances of all employees who are currently eligible, or are assumed to
become eligible in the future, to receive a payment for sick leave upon termination, as well as amounts set 
aside to pay future health care premiums.   As of June 30, 2006, the total estimated liability for all
compensated absences, including sick leave, is $61,616,953.  The estimated current portion of $2,769,103  is
funded by charges to all operating funds.  The estimated long-term portion is $58,847,850.

7. Fund Equity

In the fund financial statements, governmental funds report reservations of fund balance for amounts that are
not available for appropriation or are legally restricted by outside parties for use for a specific purpose.
Designations of fund balance represent tentative management plans that are subject to change.

E. OTHER SIGNIFICANT ACCOUNTING POLICIES

1. Employee Benefits

The City established the Employee Benefits Management Internal Service Fund to account for all
compensated absences and non-insurance benefits.  Insurance benefits for current employees are paid from
the Insurance Internal Service Fund.  The Employee Benefits Management Fund is reimbursed based on
actual benefits paid and leave taken, through payroll charges to the City's operating funds.  Leave earned but 
not taken is being funded over time by budgeted charges to the operating funds.

2. Interfund Transactions

The City transfers resources among funds in the course of normal operations.  Interfund service provided and
used, such as equipment pool rental, are accounted for as revenues and expenditures or expenses.
Transactions to reimburse a fund for expenditures/expenses initially made from it that are applicable to
another fund are recorded as expenditures/expenses in the correct fund and as reductions of
expenditures/expenses in the original fund.  All other interfund transactions are reported as transfers.
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II. DETAILED NOTES

A. CASH AND INVESTMENTS

The City maintains a cash and investment pool that is used by all funds.  Each fund’s portion of the City’s cash and
investment pool is displayed on the balance sheet and proprietary and fiduciary fund statements of net assets as 
“cash and cash equivalents.”  Each fund is allocated interest on average monthly cash balances held by the funds
throughout the year.   A majority of the interest from the Fleet Management Internal Service Fund is credited to the
General Fund in accordance with the City’s policy.  Certain deposits held in trust are displayed on the
governmental funds balance sheet and the proprietary funds statement of net assets as "restricted assets - cash 
and cash equivalents."  The City also maintains "cash and cash equivalents with fiscal agent" which represent 
monies held by fiscal agents for payment of various City debt and capital projects costs.

Investments Authorized by the California Government Code and the City’s Investment Policy

The City’s investment policy and the California Government Code allow the City to invest in the following types of
instruments, and the table also identifies certain provisions of the California Government Code, or the City’s
investment policy where it is more restrictive:

Minimum Maximum Maximum
Maximum Credit Percentage Investment in

Authorized Investment Type Maturity Quality Of Portfolio One Issuer

City of Modesto Bonds 5 years N/A None None

U.S. Treasury Obligations 5 yeas N/A None None

State of California Securities   5 years AAA None None

California Municipal Securities 5 years AAA None None

Federal Agency Securities 5 years N/A None None

Bankers’ Acceptances 180 days N/A 40% 10% or $1 million

Commercial Paper 270 days Top rating category 25% 10%

Certificates of Deposit 1 year N/A 20% of 
surplus None

Negotiable Certificates of Deposit 5 years AA 30% None

Repurchase Agreements 90 days Top rating category None None

Reverse Repurchase Agreements 92 days N/A 20% None
Medium Term Corporate Notes 5 years AA - 30% None
Money Market Funds N/A Top rating category None None
California Local Agency Investment Fund N/A N/A None None

Mortgage and Asset-Backed Securities 5 years AA 20% of 
surplus None

Investments are stated at fair value.   The City’s investment in the Local Agency Investment Fund (LAIF) is
$44,118,475.  The value of the pool shares in LAIF, which may be withdrawn on demand, is determined on an 
amortized cost basis, which is not materially different than the fair value of the City’s portion in the pool.  The total
amount invested by all public agencies in LAIF is $63,366,260,064.   The Local Investment Advisory Board (Board)
has oversight responsibility for LAIF.  The Board consists of five members as designated by state statute.

Investments Authorized by Debt Agreements

The City must maintain required amounts of cash and investments with trustees or fiscal agents under the terms of
certain debt issues.  These funds are unexpended bond proceeds or are pledged as reserves to be used if the City 
fails to meet its obligations under these debt issues.  The California Government Code requires these funds to be
invested in accordance with City ordinance, bond indentures or State statute.  All current bond indentures
authorize the same investments as the City’s investment policy.  In addition some bond indentures authorize
investments in guaranteed investment contracts with maturity dates of September 1, 2033 and November 1, 2016
and a repurchase agreement with a maximum maturity of May 27, 2013.
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Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an
investment.  Generally, the longer the maturity of an investment, the greater the sensitivity of its fair value to
changes in market interest rates.   The following table summarizes the City’s interest rate risk, based on maturity
dates of various investments:

Remaining Time to Maturity

Investment Type Total
Less Than 1 

Year 1 – 2 Years 2 – 3 Years
Over

5 Years
U.S. Treasury Notes $24,465,131 $4,943,750 $16,509,790 $3,011,591
Federal agency securities
   Bonds 20,265,938 11,671,874 8,594,064
   Notes 64,154,962 32,592,295 11,075,574 20,487,093
   Discount notes 5,941,255 5,941,255
Commercial Paper 38,739,006 38,739,006
LAIF 44,118,475 44,118,475
Cash in banks (overdraft) (1,212,329) (1,212,329)
Held by trustee:

   Money market funds 3,254,702 3,254,702
   Commercial Paper 5,360,534 5,360,534
   U.S. Treasury Bill 1,684,559 1,684,559
   U.S. Treasury Notes 1,296,313 1,296,313
   Federal Agency discount
     Notes 13,661,439 13,661,439
   Federal agency securities 
     notes 16,536,319 13,394,169 3,142,150
   Repurchase agreements 1,977,051 $1,977,051

Guaranteed investment
      contracts 5,295,690  5,295,690
    Total $245,539,045 $175,446,042 $39,321,578 $23,498,684 $7,272,741

Maturity dates for callable notes are based on call dates.

Disclosures Related to Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of the
investment.  This is measured by the assignment of a rating by a nationally recognized statistical rating
organization.  Presented below is the rating as of June 30, 2006 for each investment type: 

Investment Type Total
Exempt from 
Disclosure

AAA and
A-1+ Not Rated

U.S. Treasury Notes $24,465,131 $24,465,131
Federal agency securities 90,362,155 $90,362,155
Commercial Paper 38,739,006 38,739,006
LAIF 44,118,475 44,118,475
Cash in banks (overdraft) (1,212,329) (1,212,329)
Held by trustee:
   Money market funds 3,254,702 3,254,702
   Commercial Paper 5,360,534 5,360,534
   U.S. Treasury Bill 1,684,559 1,684,559
   U.S. Treasury Notes 1,296,313 1,296,313
   Federal Agency notes 13,661,439 13,661,439
   Federal agency securities notes 16,536,319 16,536,319
   Repurchase agreements 1,977,051 $1,977,051

Guaranteed investment   contracts 5,295,690 5,295,690
    Total $245,539,045 $26,233,674 $167,914,155 $51,391,216
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Concentration of Credit Risk

The City’s investment policy contains no limitations on the amount that can be invested in any one issuer beyond 
that stipulated by the California Government Code.  Investments in any one issuer, other than U. S. Treasury
securities, mutual funds, and external investment pools, that represent 5% or more of total entity-wide investments
are as follows at June 30, 2006:

Issuer Investment Type
Reported
Amount

Percent of
Portfolio

Fannie Mae (FNMA) Federal agency securities $35,714,087 15.0%
Freddie Mac (FHLMC) Federal agency securities 53,751,134 22.5%
Federal Home Loan Bank Federal agency securities 31,094,639 13.0%

Investments in any one issuer, other than U. S. Treasury securities, mutual funds, and external investment pools,
that represent 5% or more of governmental fund investments, fund level investments were as follows at June 30,

      2006:

Issuer Investment Type
Reported
Amount

Community Facilities Districts:
   Fannie Mae (FNMA) Federal agency securities $  6,688,076
   Freddie Mac (FHLMC) Federal agency securities 14,024,225
   Federal Home Loan Bank Federal agency securities 2,889,469
   Merrill Lynch Commercial paper 2,338,729

Other Governmental Funds:
    AIGMFL Investment Agreement Guaranteed investment contract 4,981,284
    Lehman Government Securities Repurchase agreement 1,977,051

Investments in any one issuer, other than U. S. Treasury securities, mutual funds, and external investment pools,
that represent 5% or more of enterprise funds were for the Sewer Enterprise Fund as follows at June 30, 2006:

Issuer Investment Type
Reported
Amount

Fannie Mae (FNMA) Federal agency securities $3,453,839

      Investments in any one issuer, other than U. S. Treasury securities, mutual funds, and external investment pools,
that represent 5% or more of Agency Fund investments were as follows at June 30, 2006:

Issuer Investment Type
Reported
Amount

Freddie Mac (FHMLC) Federal agency securities $1,587,025
Fannie Mae (FNMA) Federal agency securities 1,555,125
Credit Suisse First Boston Commercial paper 700,571

Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial institution, the City will not be 
able to recover its deposits or will not be able to recover collateral securities that are in the possession of an outside party.
Under California Government Code Section 53651, depending on specific types of eligible securities, a bank must deposit 
eligible securities posted as collateral with its Agent having a fair value of 105% to 150% of the City’s cash on deposit.  All of 
the City’s deposits are either insured by the Federal Depository Insurance Corporation (FDIC) or collateralized with pledged 
securities held in the trust department of the financial institution in the City’s name.

The custodial credit risk for investments is the risk that, in the event of the failures of the counterparty (e.g. broker-dealer) to a 
transaction, the City will not be able to recover the value of its investment or collateral securities that are in the possession of 
another party.  The City’s investment policy limits its exposure to custodial credit risk by requiring that all security transactions
entered into by the City, including collateral for repurchase agreements, be conducted on a delivery-versus-payment basis.
Securities are to be held by a third party custodian.
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B. CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2006 was as follows:

Beginning Ending
Balance Additions Deletions Balance

Governmental activities:
Capital assets, not being depreciated:
  Land $22,081,279 $1,439,327  $   538,125 $22,982,481
  Construction in progress 9,209,548 2,886,994 12,096,542
Total capital assets, not being depreciated 31,290,827 4,326,321 538,125 35,079,023

Capital assets, being depreciated:
  Buildings 28,504,623 2,724,322 31,228,945
  Improvements other than buildings 36,813,148 1,075,864 37,889,012
  Furnishings and equipment 16,253,004 2,029,250 320,837 17,961,417
  Equipment pool 26,101,661 3,609,642 1,666,132 28,045,171
  Streets 414,200,120 12,032,915 253,303 425,979,732
  Signalization 13,399,019 827,281 14,226,300
  Bridges 25,499,161 254,371 25,753,532
Total capital assets, being depreciated 560,770,736 22,553,645 2,240,272 581,084,109

Less accumulated depreciation for:
  Buildings (9,191,100) (895,746) (10,086,846)
  Improvements other than buildings (19,823,045) (1,396,993) (21,220,038)
  Furnishings and equipment (8,702,588) (1,418,489) 219,359 (9,901,715)
  Equipment pool (11,856,341) (2,359,360) 1,402,940 (12,812,761)
  Streets (180,245,475) (10,768,130) (191,013,605)
  Signalization (6,698,268) (944,299) (7,642,567)
  Bridges (474,878) (39,547) (514,425)
Total accumulated depreciation (236,991,695) (17,822,561) 1,622,299 (253,191,957)

Total capital assets, being depreciated, net 323,779,041 4,731,084 617,973 327,892,152

Governmental activities capital assets, net $355,069,868 $9,057,405 $1,156,098 $362,686,175

Beginning Ending
Balance Additions Deletions Balance

Business-type activities:
Capital assets, not being depreciated:
  Land $26,001,514   $   538,125 26,539,639
  Construction in progress 21,150,540 7,763,333 $271,906 28,642,007
Total capital assets, not being depreciated 47,152,054 8,301,498 271,906 55,181,646

Capital assets, being depreciated:
  Buildings 82,823,385 84,540 82,907,925
  Improvements other than buildings 136,472,897 1,281,460 134,754,357
  Furnishings and equipment 5,743,215 228,086 5,971,301
  Buses and fareboxes 15,116,742 104,445 15,221,187

Pipelines 127,554,420 4,309,126 131,863,546
Total capital assets, being depreciated 367,710,659 6,007,657 373,718,316

Less accumulated depreciation for:
  Buildings (32,061,065) (2,524,290) (34,585,355)
  Improvements other than buildings (72,275,148) (5,615,932) (77,891,080)
  Furnishings and equipment (2,588,703) (489,590) (3,078,293)
  Buses and fareboxes (6,202,113) (821,077) (7,023,190)
  Pipelines (19,982,780) (1,616,847) (21,599,627)
Total accumulated depreciation (133,109,809) (11,067,736) (144,177,545)

Total capital assets, being depreciated, net 234,600,850 (5,060,079) 229,540,771

Business-type activities capital assets, net $281,752,904 $3,241,419 $271,906 $284,722,417
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Depreciation expense was charged to functions/programs as follows:

Governmental activities:
  General government $     97,218
  Community development 83,778
  Highways and streets, including depreciation of
   general infrastructure assets 11,818,154
  Public works 981,022
  Parks and recreation 359,275
  Public safety 1,644,637
  Capital assets held by the government’s internal
   service funds are charged to the various functions
   based on their usage of the assets 2,838,477

Total depreciation expense – governmental activities $17,822,561

Business-type activities:
  Parking $   388,499
Water 2,383,566

  Sewer 5,027,753
  Storm Drain 577,784
  Compost 65,227
Airport 411,413
 Bus 1,125,709
  Golf 311,818
  Community center 775,967

Total depreciation expense – business-type activities $11,067,736
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C. LONG-TERM DEBT

Loans Payable

Governmental activities:

Loan payable to the California Energy Commission for the purpose of reimbursing the City 
for costs of replacing incandescent bulbs for traffic signals with Light Emitting diodes
(LED’s); interest at 3%; semi-annual installments on December 22 and June 22, in the
amount of $20,776 , including interest, through June 22, 2007.    $   40,634

No-interest loan payable to the Stanislaus County Economic Development Bank loan
program, to pay master plan costs incurred by the City’s Redevelopment Agency for the 
Kansas Avenue Business Park Project; no obligation to begin repayments until project is 
complete and revenue stream begins; final payment due in 2015 if not repaid sooner. 405,000

Total governmental activities loans payable $ 445,634

Business-type activities:

Water Enterprise Fund:

Loan payable to the State of California Department of Water Resources, assumed from Del
Este Water Company at acquisition, for purposes of upgrading the water delivery system; 
interest at 3.2%; semi-annual installments on April 1 and October 1 of $132,360, including
interest, through October 1, 2015. $ 2,156,040

Annual debt service requirements to maturity for loans payable are as follows:

Governmental Activities Business-type Activities
Year Ending June 30, Principal Interest Principal Interest

2007            $ 40,634 $917 $   197,764 $  66,955
2008 203,976 60,743
2009 210,745 53,974
2010 217,380 47,339
2011 224,343 40,376
2012-2016 405,000 1,101,832 89,404

  Total           $445,634 $917 $2,156,040 $358,791
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Certificates of Participation

Governmental activities:

1993 Refunding Certificates of Participation (Community Center Project); serial certificates 
with annual maturities on November 1, in amounts from $835,000 to $1,040,000; interest 
rates from 5.4% - 5.6%; term certificates at 5.6% in the amount of $4,740,000 maturing
November 1, 2014, and in the amount of $12,235,000 at 5.0% maturing November 1, 2023,
with annual payments of $1,090,000 to $1,610,000 beginning in 2011. $ 21,655,000

Business-type activities:

Golf Enterprise Fund:

1993 Refunding Certificates of Participation (Golf Course Project); serial certificates with 
annual maturities on November 1, in amounts from $205,000 to $235,000; interest rates 
from 5.4% to 5.5%; term certificates at 5.6% in the amount of $1,390,000 due November 1,
2014, and in the amount of $3,585,000 at 5.0% due November 1, 2023, with annual
payments ranging from $250,000 to $480,000 beginning in 2010. $   5,855,000

Water Enterprise Fund:

1997 Refunding Certificates of Participation (Water Utility System Project); serial certificates
with annual maturities on October 1, in amounts from $780,000 to $1,050,000; interest rates
from 4.625% to 5.0%; term certificates at 5.4% in the amount of $6,145,000 maturing on 
October 1, 2017, and in the amount of $7,965,000 at 5.43% maturing on October 1, 2022, 
with annual payments from $1,015,000 to $1,765,000 beginning in 2013. 20,450,000

Total principal balances – business-type activities 26,305,000

Less:
     Unamortized bond discount – Water Enterprise Fund (385,551)

     Deferred amount on refunding – Water Enterprise Fund (1,299,371)

Total business-type activities certificates of participation $ 24,620,078

       Annual debt service requirements to maturity for certificates of participation are as follows:

Governmental Activities Business-type Activities
Year Ending June 30, Principal Interest Principal Interest

2007 $     835,000 $ 1,111,365 $    985,000 $ 1,313,655
2008 885,000 1,064,925 1,030,000 1,265,125
2009 935,000 1,015,318 1,080,000 1,213,460
2010 985,000 962,517 1,135,000 1,158,241
2011 1,040,000 906,310 1,195,000 1,099,103
2012-2016 6,080,000 3,574,330 7,005,000 4,476,789
2017-2021 6,295,000 1,968,125 9,060,000 2,427,601
2022-2024 4,600,000 352,750 4,815,000 283,981

  Total $21,655,000 $10,955,640 $26,305,000 $13,237,955
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Lease Revenue Bonds – Governmental activities:

1997 Lease Revenue Bonds (John Thurman Field Renovation Project); term certificates 
bearing interest at 6.125% maturing November 1, 2016, with mandatory annual redemption
of amounts from $165,000 to $305,000 on November 1. $   2,500,000

1998 Lease Revenue Bonds (Capital Improvements and Refinancing Project); serial
certificates with annual maturities on September 1, in amounts from $380,000 to $910,000; 
interest payments at 4.1% to 4.8%; term certificates totaling $55,305,000, maturing in 2016,
2020, 2024, 2029, and 2033, bearing interest rates of 4.75% to 5.125%, with annual
payments beginning in 2014.  Of the total principal, $18,405,000 is payable through a
reimbursement agreement with the Redevelopment Agency. 60,005,000

Total lease revenue bonds $ 62,505,000

      Annual debt service requirements to maturity for lease revenue bonds are as follows:

Year Ending June 30, Principal Interest

2007 $    545,000 $ 3,124,228
2008 580,000 3,097,520
2009 635,000 3,068,427
2010 685,000 3,036,508
2011 795,000 3,000,224
2012-2016 5,835,000 14,231,419
2017-2021 8,335,000 12,386,365
2022-2026 12,675,000 9,855,349
2027-2031 18,575,000 6,011,083
2032-2034 13,845,000 1,088,678

  Total $62,505,000 $58,899,801

Revenue Bonds – Business-type activities:

Sewer Enterprise Fund:

Wastewater Treatment Facility Revenue Bonds, Series 2005 Series A and B; Series A
(non-taxable) interest payable on November 1 and May 1; serial certificates with annual 
maturities on November 1, in amounts from $575,000 to $3,230,000, with interest rates from
3.0% to 5.25%; Series B (taxable) interest payable on November 1 and May 1; serial
certificates with annual maturities on November 1, in amounts from $1,075,000 to
$1,115,000, with interest rates from 4.14% to 4.40%.

$ 38,245,000

Plus:    Unamortized bond premium 2,172,605

Less:  Deferred amount on refunding (3,575,585)

Total business-type activities revenue bonds $ 36,842,020
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Annual debt service requirements to maturity for  revenue bonds are as follows:

Annual debt service requirements to maturity for these notes payable are as follows:

Year Ending June 30, Principal Interest

2007 $   169,588 $  238,940
2008 178,226 232,373
2009 187,968 224,759
2010 196,816 216,184
2011 207,778 206,685
2012-2016 1,026,658 881,955
2017-2021 1,286,000 572,603
2022-2025 1,282,000 157,947

  Total $4,535,034 $2,731,446

Year Ending June 30, Principal Interest
2007 $ 1,650,000  $1,786,563
2008 1,710,000 1,722,230
2009 1,660,000 1,663,875
2010 1,710,000 1,613,325
2011 1,765,000 1,543,550
2012-2016 10,290,000 6,262,625
2017-2021 13,165,000 3,410,544
2022-2023 6,295,000 334,819

  Total $38,245,000 $18,337,531

Notes Payable – Governmental activities:

Note payable to the Federal Housing and Development Department for the purpose of
constructing the Neighborhood Center at Marshall Park and the expansion of the Maddux 
Youth Center;  to be repaid using future Community Development Block Grant revenue;
interest rates from 2.31% to 6.01%; semi-annual installments on August 1 and February 1 
through August 2024.

$4,364,000

Fleet Management Internal Service Fund:

Note payable for the acquisition of property related to the Police Fleet Shop; variable
interest rate with a minimum of 6% and a maximum of 9%; monthly payments of $3,010, 
including interest, through February 2012. 171,034

Total notes payable $4,535,034
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Changes in Long-Term Liabilities

Long-term liability activity for the year ended June 30, 2006, was as follows:

Beginning
Balance Additions Reductions

Ending
Balance

Due Within
One Year

Governmental activities:
Loans payable $   485,077 $   39,443 $      445,634 $     40,634
Certificates of participation 22,455,000 800,000 21,655,000 835,000
Lease revenue bonds 63,000,000 495,000 62,505,000 545,000
Notes payable 4,696,076 161,042 4,535,034 169,588
Obligations under capital leases 896,833 451,929 444,904 444,904
Compensated absences 62,440,305 $8,927,676 9,751,028 61,616,953 2,769,103
Claims liability 13,961,801 7,458,436 5,089,127 16,331,110 5,156,560
  Governmental activities long-
   term liabilities $167,935,092 $16,386,112 $16,787,569 $167,533,635 $9,960,789
Business-type activities:
Loan payable $  2,347,602 $191,562 $  2,156,040 $  197,764
Certificates of participation 27,240,000 935,000 26,305,000 985,000
    Unamortized discounts (407,726) (22,175) (385,551)
    Deferred amount on 
    refunding (1,374,107) (74,736) (1,299,371)
Revenue bonds 39,235,000   990,000 38,245,000 1,650,000
    Unamortized premium 2,300,405 127,800 2,172,605
    Deferred amount on 
    refunding (3,847,977) (272,392) (3,575,585)
Capital lease 290,487 67,899 222,588 70,955
Developer advances 2,279,869 102,108 2,177,761 96,760
  Business-type activities long-
   term liabilities $68,063,553 $2,045,066 $66,018,487 $3,000,479

Principal balances are reported on the government-wide and enterprise funds statements of net assets net of 
unamortized issuance discounts and deferred amounts on refunding.

Internal service funds predominantly serve the governmental funds.  Accordingly, long-term liabilities for them are
included as part of the above totals for governmental activities.  At year end $171,034 of internal service funds 
obligations under notes payable are included in the above amounts.  Also, the compensated absences and claims
liability balances relate to the internal service funds, and as such they are liquidated by the internal service funds.
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D. OBLIGATIONS UNDER CAPITAL LEASES

Governmental Funds:

The City has acquired ballfield parking lot lighting and land for a park under capital lease agreements.  The related
liability is included in obligations under capital leases under governmental activities.  The following is a schedule of
the future minimum lease payments on the capital lease as of June 30, 2006:

Year Ending June 30,

2007 $463,803

Total minimum lease payments   463,803
Less:  amount representing interest (18,899)

Present value of minimum lease payments $444,904

Assets subject to the above capital leases valued at $2,062,962, net of $34,787 accumulated depreciation, have 
been presented under governmental activities.  Rental expenses incurred under operating leases are not material.

Enterprise Funds

     Two wheel loaders, valued at $371,458, net of $44,520 accumulated depreciation, are being leased under a capital
     lease arrangement.   The following is a schedule of the future minimum lease payments on this capital lease as of
    June 30, 2006:

Year Ending June 30,

2007 $ 80,971
2008 80,972
2009 80,972
Total minimum lease payments    242,915
Less:  amount representing interest (20,327)

Present value of minimum lease payments $222,588
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E.  DEVELOPER ADVANCES

The Del Este Water Company (Del Este) entered into various agreements with developers under which
infrastructure components were either constructed on behalf of Del Este or cash was advanced to the company to
construct the infrastructure.  Agreements in existence at the time of the City’s acquisition of Del Este were
assumed by the City.  The terms of repayment call for no interest, with principal paid over a 40-year period.  As of
June 30, 2006, the total outstanding balance due under the agreements is $2,177,761.  The total annual payments
fluctuate depending on the ending date of each agreement.   At June 30, 2006, the amount of $96,760 due during
fiscal year 2007, has been reported as “current portion-developer advances” on the Proprietary Funds statement of
net assets. The remaining $2,081,001 of outstanding principal has been reported under noncurrent liabilities, as 
“developer advances.”

F. INTERFUND BALANCES

Interfund balances as of June 30, 2006 consist of the following:

Due to General Fund from:
Capital Grants Fund $4,443,000
Non Major Special Revenue Funds 1,129,000
Total due to/due from $5,572,000

Advances from General Fund to:
Capital Facility Fees Fund $1,292,425
Other governmental funds 351,768

Total advances from General Fund 1,644,193
Advances from other governmental funds to Capital Facility Fees Fund 148,451
Advances from internal service funds to General Fund 1,903,476
Total advances from/advances to $3,696,120

All balances reported as “due to/due from” are short-term loans to cover temporary fund cash shortages as of June
30, 2006, and were repaid early in fiscal year 2007.  Balances reported as “advance to/advance from”  were for 
capital projects expenditures and are either in the process of being repaid or have scheduled repayments in future
years.  $3,411,626 of advances are not currently scheduled for repayment during 2007.
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G. RESERVES AND DESIGNATIONS OF FUND BALANCES

The City’s reserves and designations at June 30, 2006 are comprised of the following:

Capital
Capital
Facility

Community
Facility

Other

General Grants Fees Districts Governmental

Reserved for:
Encumbrances $965,905 $1,337,898 $1,992,255 $3,231,123 $7,589,697
Loan programs and
   prepaids 92,283 13,368,534
Interfund advances 1,644,193 148,451
Set-aside requirement 4,245,482
Debt service 8,255,446

  Total reserved $2,702,381 $1,337,898 $1,992,255 $3,231,123 $33,607,610

Designated for:
Pending projects $40,114,858 $38,904,244 $14,930,006
Subsequent year 
expenditures $5,900,886

  Total designated $5,900,886 $40,114,858 $38,904,244 $14,930,006

1. Reserve for encumbrances - Amounts reserved for encumbrances represent the total of outstanding purchase
orders and contracts which are scheduled for reappropriation in the next fiscal year.

2. Reserve for loan programs - Amounts equal to the outstanding housing program and small business notes 
receivable are reserved in the Housing and Community Development Fund Special Revenue Fund, General 
Fund and the Redevelopment Agency Capital Projects Fund.

3. Reserve for interfund advances - The City reserves an amount in each fund equal to the advances to other 
funds.

4. Reserve for Redevelopment Agency set-aside requirement - The portion of fund balance relating to State 
required low-to-moderate income housing set-aside, has been reserved in the Redevelopment Agency Capital
Projects Fund.

5. Reserve for debt service - The total fund balances of the debt service funds are reserved for future debt
service requirements.

6. Designation for pending projects - Designations for pending projects are established to fund projects approved
but not yet appropriated.

7. Designation for subsequent year expenditures - Designations for subsequent year expenditures represent that
portion of fund balance set aside for fiscal year 2006/07.
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H. DEFICIT FUND EQUITY

The Capital Grants Capital Projects Fund has a deficit fund balance of $4,436,200.  Recognition of deferred
revenue is expected to cure this deficit. 

The Golf Enterprise Fund has a net assets deficit of $1,474,655, due to a change in accounting policy several 
years ago, as well as revenues not keeping up with expenses.  The City originally classified the 1993 Refunding 
Certificates of Participation as debt of the governmental funds, with construction proceeds transferred to the Golf
Enterprise Fund when the certificates were issued.  However, since the Golf Fund is paying, and is expected to 
continue paying, the entire debt service cost, it was decided that the balance of the debt should be recorded in the
Golf fund.  The Golf fund also is struggling due to competition and lagging revenues.   Depreciation expense
further contributes to the deficit.

The Employee Benefits Management Internal Service Fund has a net assets deficit of  $45,402,585.   It exists 
partially because the total compensated absences balance previously classified as debt of the governmental funds
was included in this fund at its inception several years ago, and has never been fully funded.  In addition, the City 
normally contracts for an actuarial valuation of the sick leave liability on an annual basis.   Because the City will be
required to implement GASB 45, which will change the way post-retirement benefits are presented, it was decided
that for this fiscal year the sick leave would again be estimated.     The City is continuing to charge a higher benefit
rate to help reduce this deficit.  In addition, one-time revenues having to do with employee benefits are deposited
to this fund.

I. INTERFUND TRANSFERS

The following is a schedule of interfund transfers.

                                                                                     Transfers from:
Capital Community Other

General Capital Facility Facility Govern    Other Internal

Transfers to: Fund Grants Fees Districts mental Sewer Enterprise Service Total

General Fund $565,772 $6,120,902 $608,400 $1,059,288 $1,386,150 $9,739,702
Capital Facility 
Fees $345,000 $112,542 $60,755 120,000 326,211 964,508
Community Facility 

District 300,000 300,000
Other
Governmental 1,480,779 2,183,141 5,583,817 15,529 9,263,266

Water 95,385 95,385

Sewer 171,932 5,051 538,620 715,603

Other Enterprise 18,829 103,230 122,059

Internal Service 458,393 128,000 586,393

Grand Total $2,111,925 $2,295,683 $969,002 $65,806 $12,282,302 $608,400 $1,741,437 $1,712,361 $21,786,916

In general, the City uses interfund transfers to (1) move revenues from the funds that collect them to the funds that
statute or budget requires to expend them, (2) use unrestricted revenues collected in the General Fund to help 
finance various programs and capital projects accounted for in other funds in accordance with budgetary
authorization, and (3) move cash to debt service funds from the funds responsible for payment as debt service
payments become due. 
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J. NOTES RECEIVABLE

The notes receivable in the Other Governmental Funds of $13,177,753, net of $73,182, allowance for doubtful 
accounts, consist of loans made for low-income housing rehabilitation, property improvement and small business
origination. The loans are collateralized by deeds of trust on the improved properties, are generally interest free 
with the exception of a small number of direct loans bearing annual interest at 3 or 5 percent and, with a few
exceptions, require no repayment of principal until the loans reach maturity. 

The General Fund notes receivable of $92,283 consist of small business loans.  These notes were determined to
be ineligible for federal grant funds; therefore, the General Fund purchased them from the Housing and
Community Development Special Revenue Fund.

K. APPROVED LOANS PAYABLE

The approved loans payable in the Housing and Community Development Special Revenue Fund of  $589,219 
consist of amounts being held for rehabilitation of properties using funds provided by federal grants.  The liability is
expected to be liquidated within one year.

L. SPECIAL ITEMS

These expenses in the Water and Sewer Enterprise funds represent legal costs incurred in pursuit of mitigating 
damages from the manufacturers of perchlorethylene, or PCE, a common chemical used in the dry cleaning
industry.  This chemical has seeped into the groundwater through sewer lines when improperly disposed, and 
threatens the City’s groundwater supplies.  Modesto has been proactive in attempting to recover damages and 
future cleanup costs from the dry cleaners and their insurers, and has also instituted litigation with the
manufacturers.  In the current year the City received $3,784,295 in insurance recoveries and settlements from 
some of the smaller defendants.

III. OTHER INFORMATION

A. RISK MANAGEMENT

The City is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets; errors 
and omissions; injuries to and illnesses of employees; and natural disasters.  The City maintains the Insurance 
Internal Service Fund to account for and finance its risks of loss.  Under this program, the City is self-insured for 
the following risks up to the maximum amount per claim as follows:  workers' compensation $750,000; liability 
$1,000,000; employee disability $216,000; and dental care $1,200.   In July 1995, the City dropped its self -insured
health plan, and now offers a variety of commercial plans to its employees.    The City purchases commercial
insurance for property loss, airport liability, and for claims in excess of the preceding self-insured coverage
amounts.

For liability claims, the City is one of twelve members of the Authority for California Cities Excess Liability (ACCEL)
risk pool.  This pool covers City claims between $1,000,000 and $4,000,000.  The purpose of the pool is to spread
the adverse effect of losses among the member agencies.  The City contributes its pro rata share of anticipated 
losses to the pool.  Should actual losses among participants be greater than anticipated, the City will be assessed
its pro rata share of that deficiency.  Conversely, if the actual losses are less than anticipated, the City will be 
refunded its pro rata share of the excess.  Commercial insurance covers claims over $5,000,000 in two excess 
layers of $10,000,000 each, for an additional $20,000,000 per claim.  Settled claims have not exceeded this
commercial coverage in any of the past five fiscal years.

All operating funds participate in the program and make payments to the Insurance Fund based on historical cost
and/or actuarial estimates of the amounts needed to pay prior and current year claims, and to allow accrual of 
estimated incurred but not reported claims and allocated loss adjustment expenses.  Insurance premiums to 
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commercial insurers are also processed through the Insurance Fund. The total claims liability at June 30, 2006 is
$16,331,110 consisting of $13,267,000 workers' compensation, $2,599,000 general liability, $305,535 dental,
$114,060 disability, and $45,515 vision.   Workers’ compensation and general liability claims liabilities are
estimated on an actuarial basis. The current portion of the total claims liability is estimated to be $5,156,560 and 
the balance of $11,174,550 is reported as a long-term liability on the statement of net assets.  These claim
estimates are based on the requirements of Governmental Accounting Standards Board Statement 10, and include
estimated claims incurred but not yet reported and allocated loss adjustment expenses as of June 30, 2006.
Changes in the Insurance Fund claims liability during the fiscal years ended June 30, 2005 and June 30, 2006 
were:

Claims Liability Current-Year Claims and Current-Year Claims Liability
July 1 Changes in Estimates Claim Payments June 30

2004-05 $16,089,306 $2,874,266 $(5,001,771) $13,961,801
2005-06 $13,961,801 $7,458,436 $(5,089,127) $16,331,110

B. COMMUNITY FACILITIES DEBT WITHOUT CITY COMMITMENT

Special assessment and community facilities districts have been established in various areas of the City to provide
improvements to properties located in those districts.  Properties are assessed for the cost of the improvements; 
these assessments are payable solely by the property owners over the term of the debt issued to finance the 
improvements.  The City is not legally obligated to pay these debts or be the purchaser of last resort of foreclosed
properties in the special assessment districts, nor is it obligated to advance City funds to repay this debt in the 
event of default by any property owners.  The City functions as an agent for the property owners by collecting 
assessments and forwarding collections to trustees for payment to bond holders.  At June 30, 2006, the balance of
these districts’ outstanding debt was as follows:

Issue Outstanding Amount
Village One #2 Community Facilities District $31,085,000
Fairview Village Community Facilities District $4,960,000

C. CONDUIT DEBT OBLIGATIONS

From time to time, the City has issued revenue bonds to provide financial assistance to private-sector entities for
the acquisition and construction of industrial, commercial, health care, and multiple-family housing facilities
deemed to be in the public interest. The bonds are secured by the property financed and are payable solely from
developer payments on the underlying mortgage loans.  Upon repayment of the bonds, ownership of the acquired
facilities transfers to the private-sector entity served by the bond issuance.  Neither the City, the State, nor any 
political subdivision thereof is obligated in any manner for repayment of the bonds.  Accordingly, the bonds are 
considered conduit debt obligations and are not reported as liabilities in the accompanying financial statements.

As of June 30, 2006 there were seven series of conduit revenue bonds outstanding.  The aggregate principal 
amount payable for these multiple-family housing and health care facility bond issues, issued between 1993 and 
2002, was $44,960,000.

D. COMMITMENTS AND CONTINGENCIES

The City is involved in litigation relating to tort claims, workers' compensation claims and other claims such as 
contract actions and inverse condemnation actions for which the City is self-insured.  Management and the City's
legal counsel anticipate there will be no material effect on the financial statements beyond the amounts accrued in
the Insurance Internal Service Fund.

The City receives funding from a number of federal, state and local grant programs, principally the Federal
Highway Administration, Community Development Block Grants, and Federal Transit Administration grants.
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These programs are subject to financial and compliance review by the grantors.  Accordingly, the City's
compliance with applicable grant requirements will be determined at some future date.  Expenditures, if any, which
may be disallowed by the granting agencies cannot be determined at this time.  The City does not expect the 
undeterminable amounts of disallowed expenditures, if any, to materially affect the basic financial statements.
Receipt of these federal, state and local grant revenues is not assured in the future.

The City has commitments of $28,547,529  of June 30, 2006 for contracts awarded but not completed and other 
outstanding purchase orders.   This amount consists of  $965,905 in the General Fund, $1,337,898 in the Capital
Grants Fund, $1,992,256 in the Capital Facility Fees Fund, $3,231,123 in the Community Facilities Districts Funds,
$7,589,697 in other governmental funds, $11,563,255 in the enterprise funds, and $1,867,391 in the internal
service funds.   Commitments of the governmental funds are recorded as fund balance reserves for encumbrances
on the balance sheet.   As of June 30, 2006, there are major contracts and other purchase orders outstanding for
the 9th Street bridge replacement, various new parks, storm drain improvements, water and sewer system
improvements, a sewer emergency repair, major street improvements, and the purchase of replacement trucks for
the City fleet.

E. JOINT VENTURES AND JOINTLY GOVERNED ORGANIZATION

Tuolumne River Regional Park

The City participates with Stanislaus County and the City of Ceres in the operation and development of the
Tuolumne River Regional Park (TRRP).  The governing body consists of 2 members from the County Board of 
Supervisors, 2 members from the Modesto City Council, and 1 member from the Ceres City Council.  The TRRP 
board prepares the annual budget, which must be approved by both cities' councils and the board of supervisors.
Each participant has an equity interest in the capital assets of TRRP based on the percentage of cumulative
contributions paid.  The City's contribution to TRRP was $132,4861 for the fiscal year ended June 30, 2006.  As of
June 30, 2006 the City's investment in this joint venture was $1,032,840, and is included in governmental activities
on the statement of net assets.  Financial statements for TRRP are prepared by the City of Modesto Finance
Department.

Stanislaus Drug Enforcement Agency

Stanislaus County (County) and the cities of Modesto, Oakdale, Ceres, Patterson, Turlock, Riverbank and
Newman are the participants in the Stanislaus Drug Enforcement Agency (SDEA).  The purpose of the SDEA is to
maintain a specially trained police unit to assist each of the participating agencies in the enforcement of drug
control laws, and to study, plan, and set priorities for effective enforcement of such laws throughout Stanislaus 
County.  The governing board consists of the sheriff of Stanislaus County and the chief of police of each
participating city.  All participants contribute to the funding of the SDEA budgeted expenditures, based on
population and assessed property value.  The City's contribution to the SDEA for the fiscal year ended June 30, 
2006 was $608,266, consisting of a $209,038 cash contribution and in-kind services valued at $399,228.  The 
City's investment in this joint venture was estimated to be $416,016as of June 30, 2006, based on the most recent
available information.  This amount is reported in governmental activities in the statement of net assets.
Financial statements of the SDEA are prepared by the City of Modesto Finance Department.

City-County Capital Improvements and Financing Agency

The City and Stanislaus County formed the City-County Capital Improvements and Financing Agency (Agency) to
provide for the design, construction, ownership, operation, management and financing of a City-County
administration center located in Modesto’s downtown redevelopment area.   The governing body is a commission
consisting of 2 members of the City Council, 2 members of the County Board of Supervisors, the County Chief 
Executive Officer, and the City Manager.   The commission is responsible for developing an annual budget and 
determining the annual contribution rates, subject to approval by both the City and the County.  The Stanislaus 
County Auditor Controller  was the fiscal administrator during the construction phase, which was finaled at the end
of June 2003.   Since then, the City of Modesto has been the fiscal administrator.  For the fiscal year ended June 
30, 2006, the City’s contribution to the Agency was $631,986. The City’s equity interest in the Agency is 
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$14,974,186, equal to its fixed asset contributions to date net of depreciation, and is reported in governmental 
activities as investments in joint ventures in the Statement of Net Assets.    Financial statements of the Agency  will
be available from the Agency after the initial audit of the Agency’s books has been completed.

Stanislaus Waste-to-Energy Financing Agency

The City participates with Stanislaus County in the Stanislaus Waste-to-Energy Financing Agency (Agency).  The
Agency was created to provide financing for a facility that generates power from solid waste.  The costs of
operating the Agency, if any, are shared equally by the participants.  The governing body consists of 2 members 
each from the County Board of Supervisors and the Modesto City Council.  As of June 30, 2006, the City has no 
equity interest.   Stanislaus County Treasurer's office prepares the Agency's financial statements.

Regional Fire Training Center

The City has entered into an agreement with the Yosemite Community College District (YCCD) and Stanislaus 
County for the use and management of the regional fire training center at Modesto Junior College.  The executive 
board consists of the YCCD Chancellor, the President of Modesto Junior College, the City Manager of the City of
Modesto, and the Chief Executive Officer of Stanislaus County.  The YCCD is responsible for accounting and for
monitoring the center's budget.  All three entities share in the operating costs.  Initial construction costs were paid
by the YCCD from borrowed funds, with the City and County reimbursing a portion of these costs in exchange for
future use of the center.  The City has paid its share of the construction costs in full.  Title to the constructed asset
is held by the YCCD; therefore, the City has no equity interest.

F. TREATMENT AND DELIVERY AGREEMENT

In 1992, the City entered into a treatment and delivery agreement with the Modesto Irrigation District (MID) and the
Del Este Water Company (Del Este).  The City assumed Del Este’s interest and obligations under the agreement
when it acquired Del Este in July 1995.   Under the agreement, MID built and operates a surface water treatment 
plant on the Tuolumne River for the purpose of providing a long-term source of domestic treated water for the City.
MID is the sole owner of the project, and has all management and operations responsibility.  In exchange for the 
treated water, the City has agreed to pay:  all debt service on bonds issued by MID for the construction of the 
project; a raw water charge as set forth in the agreement; project operation, administration, and maintenance
costs; and insurance on the project.   Gross revenues of the City's Water Fund are irrevocably pledged for the 
punctual payment of the MID debt service and all obligations of the City under any parity debt.  Current parity debt
of the City consists of the 1997 Water System Improvement Project Refunding Certificates of Participation, and the
California Safe Drinking Water Act loan (Note II-C).  The minimum annual amount payable to MID, consisting of 
the debt service component only, is $6,690,994.  The treatment plant completed all tests and began commercial 
operations on May 15, 1995, at which time the City began paying for raw water and operations.   The total cash 
paid to MID during the fiscal year ended June 30, 2006 was $10,736,542, which is reported as "water purchases"
expense on the proprietary funds statement of revenues, expenses and changes in net assets in the amount of 
$10,674,717, and as prepaid expense of $1,003,000.  Prior year prepaid expense of $941,175 reduced the amount
of cash paid during the current fiscal year. The total outstanding on the MID bonds is $76,710,000.

G. POST-RETIREMENT HEALTH CARE BENEFITS

In addition to the pension benefits described below in Note III-H, the City provides health care benefits to
employees who retire from the City, under contractual agreements with all employee groups.  All full-time
employees, except firefighters who receive a cash payout, are eligible to set aside a percentage of accumulated 
sick leave upon retirement, to be used for payment of future health care premiums to a choice of four insurance 
plans.  The City has no obligation to pay premiums for retirees with no accumulated sick leave.  The estimated 
liability for current retirees' future premiums is $14,534,598 as of June 30, 2006.  The estimated current portion of
$1,659,707 is fully funded.  The long-term portion $12,874,891 is partially funded, with the balance being funded 
over time by charges to the City's operating funds.  The current and long-term portions are reported in the
Employee Benefits Management Fund as part of the compensated absences liability balances.

D
-30



52

H. DEFINED BENEFIT PENSION PLAN

Plan Description

The City contributes to the California Public Employees Retirement System (CalPERS), an agent multiple-
employer public employee defined benefit pension plan, which acts as a common investment and administrative 
agent for participating public entities in California.  CalPERS provides retirement and disability benefits, and death
benefits to plan members and beneficiaries.   Benefit provisions and all other requirements are established by 
state statute and city ordinance.  Copies of CalPERS’ annual financial report may be obtained from their executive
office: 400 P Street, Sacramento, CA 95814.  An annual financial report for the City’s portion of the plan is not 
available.

Funding Policy

Participants are required to contribute 7% (9% for safety employees) of their annual covered salary, of which the 
City pays the majority on behalf of the employees.   The City is required to contribute at an actuarially determined
rate; the current rate is 9.029% of annual covered payroll for non-safety employees and 25.370% for safety
employees. The contribution requirements of plan members and the City are established and may be amended by 
CalPERS.

Annual Pension Cost

For 2006, the City’s annual pension cost of $11,748,699 for CalPERS was equal to the City’s required and actual
contributions.  The required contribution was determined as part of the June 30, 2003 actuarial valuation using  the
entry age normal actuarial cost method. This is a projected benefit cost method, which takes into account those 
benefits that are expected to be earned in the future as well as those already accrued.  The actuarial assumptions 
included (a) 7.75% investment rate of return (net of administrative expenses), (b) projected annual merit or
seniority salary increases that vary by length of service, and (c) no post-retirement benefit increases.    Both (a) 
and (b) included an inflation component of 3.0%.  The actuarial value of the City’s CalPERS assets was
determined using techniques that smooth the effects of short-term volatility in the market value of investments over
a three-year period (smoothed market value).  The City’s CalPERS unfunded actuarial accrued liability is being 
amortized as a level percentage of projected payroll on a closed basis.  The remaining amortization period at  June
30, 2005 was 32 years for both the miscellaneous and safety plans.

THREE-YEAR TREND INFORMATION FOR PERS – ALL PLANS

Annual Pension Percentage of Net Pension
Fiscal Year Cost (APC) APC Contributed Obligation

6/30/04 $4,348,620 100% -
6/30/05 $8,276,570 100% -
6/30/06 $11,748,699 100% -
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SCHEDULE OF FUNDING PROGRESS FOR PERS
Overfunded

Overfunded (Underfunded)
Entry Age (Underfunded) Actuarial

Actuarial Actuarial Actuarial Liability as
Actuarial Value of Accrued Accrued Funded Covered Percentage of
Valuation Assets Liability Liability Ratio Payroll Covered Payroll

Date (A) (B) (A – B) (A/B) (C) [(A – B)/C]

6/30/03:
Misc. $194,253,457 $198,259,563 $(4,006,106) 98.0% $39,440,399 10.2%

Safety 208,797,417 237,995,854 (29,198,437) 87.7% 25,316,473 (115.3)%

6/30/04:
Misc. $204,261,809 $212,669,957 $(8,408,148) 96.0% $41,083,600 20.5%

Safety 221,621,121 257,554,567 (35,933,446) 86.0% 29,085,514 (123.5)%

6/30/05:
Misc. $218,307,677 $231,079,054 $12,771,377 94.5% $62,221,273 30.2%

Safety 239,178,942 273,741,974 34,563,032 87.4% 30,117,501 114.8%

I. SUBSEQUENT EVENTS

1. On November 2, 2006, the City issued $46,275,000 of Water Revenue Certificates of Participation.  The
proceeds of the certificates will be used to finance the acquisition and construction of various additions,
betterments, extensions and improvements to the City’s water system.  The proceeds will also be used to fund
a parity reserve fund and to provide for payment of the interest estimated to accrue on the certificates through 
October 1, 2007.

2. On December 14, 2006, the City issued $16,535,000 of Wastewater Revenue Bonds.  The proceeds of the 
bonds will be used to finance the planning, design, acquisition, construction and improvement of its wastewater
treatment and conveyance facilities.  The proceeds will also be used to fund a parity reserve fund and pay the 
costs of issuance.

3. In the 1950’s and 1960’s, the City operated a landfill facility outside the city limits.  This facility was closed in 
1968, to the standards in effect at that time.  Testing has indicated that methane emissions in the area have 
recently exceeded State standards.  The City is in the process of engaging a consultant to 1) assess the cause
and magnitude of these methane emissions, and 2) develop and recommend a plan of mitigation.  Potential 
costs of mitigation are not known at this time.
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CITY OF MODESTO
SCHEDULE OF REVENUES - BUDGET (GAAP BASIS)

AND ACTUAL - GENERAL FUND
Year ended June 30, 2006

Variance with
Final Budget -

Positive
Original Final Actual (Negative)

TAXES:
 Utility users tax $ 16,694,128 $ 16,694,128 $ 17,584,060 $ 889,932
 Property tax 12,840,000 15,128,738 14,318,747 (809,991)
 Transient occupancy tax 2,217,721 2,217,721 2,181,467 (36,254)
 Franchise tax 2,677,701 2,751,373 2,890,805 139,432
 Business license tax 10,078,122 10,078,122 10,374,157 296,035

   Total taxes 44,507,672 46,870,082 47,349,236 479,154

LICENSES AND PERMITS 154,440 154,440 96,081 (58,359)

INTERGOVERNMENTAL:
 Sales tax 22,204,353 22,204,353 22,287,940 83,587
 In-lieu sales tax 6,888,771 7,339,967 7,339,967
 Motor vehicle license fees 10,385,000 12,044,703 14,986,883 2,942,180
 State 1,913,000 2,420,678 2,605,856 185,178
 County 148,600 148,600 245,808 97,208
 Federal 295,000 308,804 86,129 (222,675)
 Other intergovernmental 511,657 630,007 652,704 22,697

   Total intergovernmental 42,346,381 45,097,112 48,205,287 3,108,175

CHARGES FOR SERVICES:
 General government 3,024,636 3,024,636 3,099,666 75,030
 Community development 3,879,109 3,954,109 3,528,268 (425,841)
 Public works 945,609 1,052,418 1,054,087 1,669
 Parks and recreation 1,922,645 1,939,233 1,853,623 (85,610)
 Public safety 1,466,014 1,858,195 2,268,970 410,775
 Other current charges for services 263,000 263,000 263,000
 Indirect cost recovery 2,890,495 2,890,495 2,886,255 (4,240)

   Total charges for services 14,391,508 14,982,086 14,953,869 (28,217)

SPECIAL ASSESSMENT 156,000 156,000 65,909 (90,091)

INTEREST AND RENT 512,530 559,963 1,217,293 657,330

NET INCREASE (DECREASE) IN FAIR VALUE
 OF INVESTMENTS 16,814 16,814

FINES AND FORFEITURES 609,000 941,000 877,376 (63,624)

MISCELLANEOUS:
 Mandated cost recovery 100,000 227,254 127,254
 Other 556,893 1,967,286 1,801,056 (166,230)

   Total miscellaneous 556,893 2,067,286 2,028,310 (38,976)

   Total revenues $ 103,234,424 $ 110,827,969 $ 114,810,175 $ 3,982,206

The notes to required supplementary information are an integral part of this schedule
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CITY OF MODESTO
SCHEDULE OF EXPENDITURES BY FUNCTION - BUDGET

(GAAP BASIS) AND ACTUAL - GENERAL FUND
Year ended June 30, 2006

Variance with
Final Budget -

Positive
Original Final Actual (Negative)

General government:
City council $ 213,253 $ 213,253 $ 194,297 $ 18,956
Personnel/training 1,424,308 1,542,847 1,382,206 160,641
City manager 1,186,362 1,262,041 1,115,329 146,712
City attorney 1,806,534 3,043,626 2,898,489 145,137
City clerk/auditor 508,834 542,057 476,692 65,365
Finance 5,860,772 6,322,477 5,845,693 476,784
Other 1,205,702 1,457,450 (251,748)

Total general government 11,000,063 14,132,003 13,370,156 761,847

Community development 5,525,049 5,849,006 5,201,794 647,212

Public works:
Engineering and Transportation Dept:

Construction administration/permits 735,457 799,127 688,819 110,308
Engineering administration 1,024,723 1,157,164 1,030,768 126,396

Total public works 1,760,180 1,956,291 1,719,587 236,704

Parks and recreation:
Operations and Maintenance Dept:

Service and maintenance 5,820,624 5,918,250 5,173,051 745,199
Graffiti abatement 297,697 297,697 294,357 3,340

Community Services & Neighborhood Connection:
Administration 783,575 815,162 741,999 73,163
Planning and development 514,749 461,549 448,734 12,815
Culture 1,288,596 1,318,798 1,280,629 38,169
Recreation division 2,930,130 3,015,585 2,983,009 32,576
Facilities 644,804 696,790 638,250 58,540

Total parks and recreation 12,280,175 12,523,831 11,560,029 963,802

Public safety:
Fire protection 23,960,376 23,989,693 23,865,064 124,629
Police protection 48,510,517 49,159,177 48,560,335 598,842

Total public safety 72,470,893 73,148,870 72,425,399 723,471

   Total expenditures by department 103,036,360 107,610,001 104,276,965 3,333,036

Debt service:
Principal retirement 9,917 9,917 9,916 1
Interest 1,061 1,061 1,061

   Total debt service 10,978 10,978 10,977 1

Total expenditures $ 103,047,338 $ 107,620,979 $ 104,287,942 $ 3,333,037

The notes to required supplementary information are an integral part of this schedule
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CITY OF MODESTO

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION

YEAR ENDED JUNE 30, 2006

BUDGETARY INFORMATION - The City follows these procedures annually in establishing the budgetary data
reflected in the budgetary comparison schedules:

1. The City Manager submits to the City Council a proposed budget for the fiscal year commencing the following
July 1.  The budget includes proposed expenditures and the means of financing them.

2. The City Council reviews the proposed budget at specially scheduled sessions, which are open to the public.
The Council also conducts a public hearing on the proposed budget to obtain comments from interested
persons.

3. Prior to July 1, the budget is legally adopted through passage of an ordinance.  This budget is reported as the 
Original Budget in the budgetary comparison schedules.

4. During the fiscal year, changes to the adopted budget may be authorized, as follows:
a. Items requiring City Council action - appropriation of fund balance reserves; transfers of appropriations 

between funds; appropriation of any non-departmental revenue; new interfund loans or advances; and 
creation of new capital projects or increases to existing capital projects.

b. Items delegated to the City Manager - transfers between departments within funds; appropriation of
unbudgeted departmental revenues; and approval of transfers that increase salary and benefit
appropriations.

c. Items delegated to the Finance Director - approval authority over any changes in or transfers from
budgeted allocations for Internal Service Fund charges.

d. Items delegated to Department Heads - allocation of departmental appropriations to line item level.

5. Formal budgetary accounting is employed as a management tool for all funds.  Annual budgets are legally 
adopted and amended as required for the general, special revenue, enterprise and internal service funds.
Project length budgets are adopted for the capital projects funds.  All budgets are prepared on a basis
consistent with generally accepted accounting principles (GAAP), and budgetary comparisons for the general
and major special revenue funds are presented on this basis in the required supplementary information.  A 
debt service payment schedule for the debt service funds is also approved as part of the budget process.

6. Budget amounts are reflected after all authorized amendments and revisions.  This budget is reported as the
Final Budget in the budgetary comparison schedules.

7. For each legally adopted operating budget, expenditures may not exceed budgeted appropriations at the
activity level.  The legal appropriation basis is at the level called "department".  A "department" for legal
appropriation purposes may be a single organization (e.g., City Attorney), or an entire department having
multiple organizations within the same fund (e.g., Operations and Maintenance), or an entire fund (e.g.,
Downtown Improvement District).  All departments and funds completed the year within their legally authorized
expenditures.  Encumbrance accounting, under which purchase orders, contracts and other commitments are
recorded to reserve the applicable appropriations, is employed in the governmental funds.

The City does, however, honor the contracts represented by year-end encumbrances and the subsequent 
year's appropriations provide authority to complete these transactions.

COMBINING AND INDIVIDUAL FUND

STATEMENTS AND SCHEDULES
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Nonmajor Governmental Funds

Nonmajor Special Revenue Funds

Special Revenue Funds include funds which are restricted as to use by the Federal or State governments, and special
purpose funds established by authority of the City Council.  Nonmajor Special Revenue Funds include:

OPERATING GRANTS FUND – To account for a variety of governmental fund operating grants, including law
enforcement grants.

LOCAL TRANSPORTATION FUND – To account for revenues and expenditures of Local Transportation Fund
allocations for streets, urban trails, and non-motorized facilities.  Allocations for the City bus system are reported
directly in the Bus Enterprise Fund.

TRAFFIC SAFETY FUND – To account for receipts and expenditures of traffic safety fines.

SPECIAL GAS TAX STREET IMPROVEMENT FUND – To account for State-collected, locally-shared gas  tax
monies.  These funds may be used for all street purposes including construction, purchase of rights-of-way, and
maintenance.

DOWNTOWN IMPROVEMENT DISTRICT FUND – To account for the fiscal activities of Business Improvement Area
A of the City of Modesto.

HOUSING AND COMMUNITY DEVELOPMENT FUND – To account for grants and other monies received and
disbursed for projects developed and administered under the Housing and Community Development Act of 1974.

STRATEGIC PLANNING AND DEVELOPMENT FUND – Established to provide a funding source for future village 
planning, general plan update and other large expenses related to planning and development.  This fund was originally 
financed with an apportionment of the PERS rebate related to AB702.  Subsequent funding has been provided by
transfers from the General Fund.  Future funding will be provided by fees imposed on private development.

Nonmajor Capital Projects Funds

Capital Projects Funds are used to account for financial resources to be used for the acquisition or construction of 
major capital facilities other than those financed by proprietary funds.  Nonmajor Capital Projects Funds include:

SPECIAL FUND FOR CAPITAL OUTLAYS – To account for capital outlay authorized by the City Council.  No monies
placed in this fund are to be disbursed except for this purpose unless authorized by a vote of the people.

PARKS FUND – To account for a discretionary transfer of General Fund property tax revenue to provide for the
development of parks within the City, as directed by the City Council.

McHENRY MANSION RESTORATION FUND – To account for donations and other revenues received and
appropriated for the purpose of restoring the McHenry Mansion.

REDEVELOPMENT AGENCY FUND – To account for the construction of capital projects financed by the
Redevelopment Agency of the City of Modesto.

IMPROVEMENT DISTRICTS FUND – To account for the construction of public improvements deemed to benefit
properties against which special assessments are levied.

Nonmajor Debt Service Funds

Debt Service Funds are used to account for the accumulation of resources for, and the payment of, general long-term
debt principal and interest.  Nonmajor Debt Service Funds include:

REDEVELOPMENT AGENCY FUND – To account for certificates of participation issued to finance the acquisitions 
and construction of the Modesto Centre Plaza.

PUBLIC FINANCING AUTHORITY FUND – To account for payment of debt issued to finance projects authorized by
the Modesto Public Financing Authority.
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CITY OF MODESTO
COMBINING BALANCE SHEET - NONMAJOR GOVERNMENTAL FUNDS

June 30, 2006

Special Gas Downtown
Operating Local Traffic Tax Street Improvement

Grants Transportation Safety Improvement District

ASSETS
Cash and cash equivalents $ 691,189 $ 353 $ 200,667 $ 6,300,726 $ 57,188
Cash and cash equivalents
  with fiscal agent
Receivables:
  Accounts 386,283
  Interest 6,232 15,965 31,225 2,409
  Utilities, net 8,364 23,142
  Taxes 206,773
Due from governments 930,967 3,088,176 556,156
Notes receivable, net
Prepaid expenses/deposits
Advances to other funds

      Total assets $ 2,023,035 $ 3,104,494 $ 200,667 $ 7,118,022 $ 59,597

LIABILITIES AND FUND
BALANCES

Liabilities:
  Accounts payable $ 160,709 $ 31,310 $ 27,727 $ 611,927
  Accrued salaries and benefits 57,912 67,758
 Due to other funds 1,129,000
  Approved loans payable
  Deferred revenues 619,951 1,934,910 243,389
   Refundable deposits
  Advances from other funds

Total liabilities 838,572 3,095,220 27,727 923,074

Fund balances:
  Reserved for:
    Encumbrances 74,591 2,522 962,607
    Loan programs and prepaids
   Interfund advances
    Set-aside requirement
    Debt service
  Unreserved/designated for:
    Pending projects 172,940 5,232,341 $ 59,597
  Unreserved/undesignated 1,109,872 6,752

Total fund balances 1,184,463 9,274 172,940 6,194,948 59,597

Total liabilities and fund balances $ 2,023,035 $ 3,104,494 $ 200,667 $ 7,118,022 $ 59,597
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Special Revenue Capital Projects
Housing and Strategic Special Fund McHenry Redevelop- Improvem-
Community Planning and for Capital Mansion ment ment
Development Development Outlays Parks Restoration Agency Districts

$ 2,382,261 $ 1,641,097 $ 1,913,617 $ 1,406,735 $ 6,352 $ 6,141,457 $ 27,597

3,793,980

80,710
6,750 7,160 5,816 4,833 191 15,757

437,577
12,245,270 932,483

780,000
148,451

$ 18,946,548 $ 1,648,257 $ 2,067,884 $ 1,411,568 $ 6,543 $ 7,869,697 $ 27,597

$ 158,519 $ 16,231 $ 146,425 $ 30 $ 7,524 $ 27,597
10,127

589,219

1,000
351,768

757,865 16,231 146,425 351,798 8,524 27,597

17,407 1,297,449 4,880,926 354,195
11,656,051 1,712,483

148,451
4,245,482

6,515,225 334,577 1,059,770 $ 6,543 1,549,013
(3,107,918)

18,188,683 1,632,026 1,921,459 1,059,770 6,543 7,861,173

$ 18,946,548 $ 1,648,257 $ 2,067,884 $ 1,411,568 $ 6,543 $ 7,869,697 $ 27,597
(continued)
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CITY OF MODESTO
COMBINING BALANCE SHEET - NONMAJOR GOVERNMENTAL FUNDS (Continued)

June 30, 2006

Public
Redevelopment Financing

Agency Authority Total

ASSETS
Cash and cash equivalents $ 1,224,854 $ 21,994,093
Cash and cash equivalents
  with fiscal agent 1,979,630 $ 5,298,886 11,072,496
Receivables:
  Accounts 466,993
  Interest 61,863 158,201
  Utilities, net 31,506
  Taxes 298,070 504,843
Due from governments 5,012,876
Notes receivable, net 13,177,753
Prepaid expenses/deposits 780,000
Advances to other funds 148,451

      Total assets $ 3,564,417 $ 5,298,886 $ 53,347,212

LIABILITIES AND FUND
BALANCES

Liabilities:
  Accounts payable $ 607,857 $ 1,795,856
  Accrued salaries and benefits 135,797
  Due to other funds 1,129,000
  Approved loans payable 589,219
  Deferred revenues 2,798,250
   Refundable deposits 1,000
  Advances from other funds 351,768

Total liabilities 607,857 6,800,890

Fund balances:
  Reserved for:
    Encumbrances 7,589,697
    Loan programs 13,368,534
   Interfund advances 148,451
    Set-aside requirement 4,245,482
    Debt service 2,956,560 $ 5,298,886 8,255,446
  Unreserved/designated for:
    Pending projects 14,930,006
  Unreserved/undesignated (1,991,294)

Total fund balances 2,956,560 5,298,886 46,546,322

Total liabilities and fund balances $ 3,564,417 $ 5,298,886 $ 53,347,212
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CITY OF MODESTO

COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES

IN FUND BALANCES - NONMAJOR GOVERNMENTAL FUNDS

Year ended June 30, 2006

Special Gas Downtown
Operating Local Traffic Tax Street Improvement

Grants Transportation Safety Improvement District
REVENUES:
  Taxes $ 802,502 $ 214,022
  Licenses and permits $ 44,000 6,773
  Intergovernmental 1,943,352 $ 2,711,734 5,614,266
  Charges for services 3,111,846 1,585,804
  Interest and rent 36,552 19,618 74,855 1,265
  Net increase (decrease) in fair
   value of investments 6,592 705 1,144 36
  Fines and forfeits 5,280 $ 793,270
  Miscellaneous 495,355 78,391
    Total revenues 5,642,977 2,732,057 793,270 8,163,735 215,323

EXPENDITURES:
  Current:
    General government 678,742
    Community development 200,743
    Highways and streets 20,779 12,160,034
    Public works 3,784,471
    Parks and recreation 10,152
    Public safety 1,955,764 360,357
  Capital outlay:
    General government
    Community development
    Highways and streets 377,428 1,302,346
    Public works 1,658
    Parks and recreation 321,134
    Public safety 88,336
  Debt service:
    Principal retirement 39,443
    Interest 2,110
    Other
      Total expenditures 6,838,599 399,865 360,357 13,503,933 200,743

EXCESS (DEFICIENCY) OF
 REVENUES OVER (UNDER)
 EXPENDITURES (1,195,622) 2,332,192 432,913 (5,340,198) 14,580

OTHER FINANCING SOURCES (USES):
  Transfers in 1,349,628 5,157,376
  Transfers out (2,322,918) (1,130,000) (574,189)

    TOTAL OTHER FINANCING
     SOURCES (USES) 1,349,628 (2,322,918) (1,130,000) 4,583,187

NET CHANGE IN FUND BALANCES 154,006 9,274 (697,087) (757,011) 14,580
FUND BALANCES, July 1 1,030,457 870,027 6,951,959 45,017
FUND BALANCES, June 30 $ 1,184,463 $ 9,274 $ 172,940 $ 6,194,948 $ 59,597
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Special Revenue Capital Projects
Housing and Strategic Special Fund McHenry Redevelop- Improve-
Community Planning and for Capital Mansion ment ment

Development Development Outlays Parks Restoration Agency Districts

$ 2,268,387

$ 3,151,545 $ 166,485
97,545 $ 1,226,000 4,878 $ 20,655

300,545 40,385 75,352 21,820 $ 140 122,703

11,029 994 988 531 4 2,676

21,687 111,164 31,500 47,129
3,582,351 1,378,543 279,203 90,135 144 2,393,766

2,940,389 1,266,621 830,436 $ 27,596
696

142,965
8,284

14,411
429,126

93,947 141,863
178,414

136,000
233,180

3,738,695 1,266,621 430,433 150,147 830,436 27,596

(156,344) 111,922 (151,230) (60,012) 144 1,563,330 (27,596)

91,755 898,293
(1,462,886) (300,000) (850,579) (330,330) (1,399,212)

(1,462,886) (300,000) (758,824) 567,963 (1,399,212)

(1,619,230) (188,078) (910,054) 507,951 144 164,118 (27,596)
19,807,913 1,820,104 2,831,513 551,819 6,399 7,697,055 27,596

$ 18,188,683 $ 1,632,026 $ 1,921,459 $ 1,059,770 $ 6,543 $ 7,861,173 $
(continued)
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CITY OF MODESTO

COMBINING STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES

IN FUND BALANCES - NONMAJOR GOVERNMENTAL FUNDS (Continued)

Year ended June 30, 2006

Public
Redevelopment Financing

Agency Authority Total
REVENUES:
  Taxes $ 2,182,449 $ 5,467,360
  Licenses and permits 50,773
  Intergovernmental 13,587,382
  Charges for services 6,046,728
  Interest and rent 268,774 $ 267,624 1,229,633
  Net increase (decrease) in fair
   value of investments 2,127 26,826
  Fines and forfeits 798,550
  Miscellaneous 785,226
    Total revenues 2,453,350 267,624 27,992,478

EXPENDITURES:
  Current:
    General government 678,742
    Community developement 5,265,785
    Highways and streets 12,181,509
    Public works 3,927,436
    Parks and recreation 18,436
    Public safety 2,316,121
  Capital outlay:
    General government 14,411
    Community developement 429,126
    Highways and streets 1,679,774
    Public works 1,658
    Parks and recreation 556,944
    Public safety 266,750
  Debt service:
    Principal retirement 800,000 495,000 1,470,443
    Interest 1,155,110 3,148,787 4,539,187
    Other 610,706 8,036 618,742
      Total expenditures 2,565,816 3,651,823 33,965,064

EXCESS (DEFICIENCY) OF
 REVENUES OVER (UNDER)
 EXPENDITURES (112,466) (3,384,199) (5,972,586)
OTHER FINANCING SOURCES
 (USES):
  Transfers in 1,399,212 3,386,038 12,282,302
  Transfers out (893,152) (9,263,266)

    TOTAL OTHER FINANCING
SOURCES (USES) 506,060 3,386,038 3,019,036

NET CHANGE IN FUND BALANCES 393,594 1,839 (2,953,550)
FUND BALANCES, July 1 2,562,966 5,297,047 49,499,872
FUND BALANCES, June 30 $ 2,956,560 $ 5,298,886 $ 46,546,322
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CITY OF MODESTO

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE -

BUDGET (GAAP BASIS) AND ACTUAL - OPERATING GRANTS SPECIAL REVENUE FUND

Year ended June 30, 2006

Variance with
Final Budget -

Positive
Original Final Actual (Negative)

REVENUES:
 Licenses and permits $ 50,000 $ 50,000 $ 44,000 $ (6,000)
  Intergovernmental 3,629,019 4,724,725 1,943,352 (2,781,373)
 Charges for services 2,959,169 3,132,208 3,111,846 (20,362)
  Interest and rent - interest 36,552 36,552
  Net increase in fair value of investments 6,592 6,592
 Fines and forfeits 300 300 5,280 4,980
 Miscellaneous 362,665 377,065 495,355 118,290
      Total revenues 7,001,153 8,284,298 5,642,977 (2,641,321)

EXPENDITURES;
 General government 1,178,630 1,244,990 678,742 566,248
 Public works 4,093,257 4,525,644 3,784,471 741,173
 Parks and recreation 53,740 577,020 331,286 245,734
 Public safety 3,474,801 4,029,091 2,044,100 1,984,991
  Total expenditures 8,800,428 10,376,745 6,838,599 3,538,146

DEFICIENCY OF REVENUES (UNDER) EXPENDITURES (1,799,275) (2,092,447) (1,195,622) 896,825

OTHER FINANCING SOURCES:
  Transfers in 1,353,211 1,353,211 1,349,628 (3,583)

NET CHANGE IN FUND BALANCE (446,064) (739,236) 154,006 893,242
FUND BALANCES, JULY 1 1,030,457 1,030,457 1,030,457

FUND BALANCES, JUNE 30 $ 584,393 $ 291,221 $ 1,184,463 $ 893,242
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CITY OF MODESTO

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE -

BUDGET (GAAP BASIS) AND ACTUAL - LOCAL TRANSPORTATION SPECIAL REVENUE FUND

Year ended June 30, 2006

Variance with
Final Budget -

Positive
Original Final Actual (Negative)

REVENUES:
  Intergovernmental $ 3,357,708 $ 3,357,708 $ 2,711,734 $ (645,974)
  Interest and rent - interest 19,618 19,618
  Net increase in fair value of investments 705 705
      Total revenues 3,357,708 3,357,708 2,732,057 (625,651)

EXPENDITURES;
  Highways and streets 1,520,879 1,520,879 398,207 1,122,672
  Parks and recreation 1,658 1,658 1,658
   Total expenditures 1,522,537 1,522,537 399,865 1,122,672

EXCESS OF REVENUES OVER EXPENDITURES 1,835,171 1,835,171 2,332,192 497,021

OTHER FINANCING SOURCES (USES):
  Transfers out (2,377,000) (2,285,094) (2,322,918) (37,824)
      TOTAL OTHER FINANCING SOURCES (USES) (2,377,000) (2,285,094) (2,322,918) (37,824)

NET CHANGE IN FUND BALANCE (541,829) (449,923) 9,274 459,197
FUND BALANCES, JULY 1

FUND BALANCE (DEFICITS), JUNE 30 $ (541,829) $ (449,923) $ 9,274 $ 459,197
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CITY OF MODESTO

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCE -

BUDGET (GAAP BASIS) AND ACTUAL - TRAFFIC SAFETY SPECIAL REVENUE FUND

Year ended June 30, 2006

Variance with
Final Budget -

Positive
Original Final Actual (Negative)

REVENUES
  Motor vehicle fines $ 825,000 $ 825,000 $ 793,270 $ (31,730)

EXPENDITURES;
  Public safety 502,738 360,357 142,381

EXCESS OF REVENUES OVER EXPENDITURES 825,000 322,262 432,913 (174,111)

OTHER FINANCING USES:
  Transfers out (1,130,000) (1,130,000) (1,130,000)

NET CHANGE IN FUND BALANCE (305,000) (807,738) (697,087) (174,111)
FUND BALANCES, JULY 1 870,027 870,027 870,027

FUND BALANCES, JUNE 30 $ 565,027 $ 62,289 $ 172,940 $ (174,111)
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CITY OF MODESTO

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN

FUND BALANCE - BUDGET (GAAP BASIS) AND ACTUAL - SPECIAL

GAS TAX STREET IMPROVEMENT SPECIAL REVENUE FUND

Year ended June 30, 2006

Variance with
Final Budget -

Budget Positive
Original Final Actual (Negative)

REVENUES:
  Intergovernmental:
    State grants $ 3,693,720 $ 4,359,444 $ 4,476,986 $ 117,542
    Federal grants 782,603 782,603 1,137,280 354,677
   Other grants 100 100 (100)
      Total intergovernmental revenues 4,476,423 5,142,147 5,614,266 472,119

 Taxes 700,000 788,961 802,502 13,541
 Licenses and permits 10,724 10,724 6,773 (3,951)
 Charges for services 1,302,713 1,581,713 1,585,804 4,091
 Interest and rent 74,855 74,855
 Net decrease in fair value of investments 1,144 1,144
 Miscellaneous 21,328 49,165 78,391 29,226
      Total revenues 6,511,188 7,572,710 8,163,735 591,025

EXPENDITURES:
 Current:
  Highway and streets 13,354,741 14,735,748 13,462,380 1,273,368
 Debt service:
  Principal retirement 39,443 39,443 39,443
  Interest 2,110 2,110 2,110
   Total expenditures 13,396,294 14,777,301 13,503,933 1,273,368

EXCESS OF REVENUES OVER EXPENDITURES (6,885,106) (7,204,591) (5,340,198) 1,864,393

OTHER FINANCING SOURCES (USES):
  Transfers in 5,128,227 5,128,227 5,157,376 29,149
  Transfers out (86,882) (87,082) (574,189) (487,107)
      TOTAL OTHER FINANCING SOURCES (USES) 5,041,345 5,041,145 4,583,187 (457,958)

NET CHANGE IN FUNDS BALANCE (1,843,761) (2,163,446) (757,011) 1,406,435
FUND BALANCES, JULY 1 6,951,959 6,951,959 6,951,959

FUND BALANCES, JUNE 30 $ 5,108,198 $ 4,788,513 $ 6,194,948 $ 1,406,435
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CITY OF MODESTO

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN FUND

BALANCE - BUDGET (GAAP BASIS) AND ACTUAL - DOWNTOWN

IMPROVEMENT DISTRICT SPECIAL REVENUE FUND

Year ended June 30, 2006

Variance with
Final Budget -

Positive
Original Final Actual (Negative)

REVENUES:
  Taxes - business license tax $ 210,000 $ 210,000 $ 214,022 $ 4,022
  Interest and rent - interest 500 500 1,265 765
  Net increase in fair value of investments 36 36
      Total revenues 210,500 210,500 215,323 4,823

EXPENDITURES - community development
  Downtown improvement district administration:
    Professional and contractual services 160,260 165,260 166,239 (979)
    Materials and supplies 7,500 7,500 7,092 408
    Other 28,000 28,000 27,412 588
      Total expenditures 195,760 200,760 200,743 17

NET CHANGE IN FUND BALANCE 14,740 9,740 14,580 4,840
FUND BALANCES, JULY 1 45,017 45,017 45,017

FUND BALANCES, JUNE 30 $ 59,757 $ 54,757 $ 59,597 $ 4,840
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CITY OF MODESTO

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN

FUND BALANCE - BUDGET (GAAP BASIS) AND ACTUAL - HOUSING

AND COMMUNITY DEVELOPMENT SPECIAL REVENUE FUND

Year ended June 30, 2006

Variance with
Final Budget -

Positive
Original Final Actual (Negative)

REVENUES:
  Intergovernmental - federal grants $ 4,332,932 $ 4,646,202 $ 3,151,545 $ (1,494,657)
  Charges for services 127,496 127,496 97,545 (29,951)
  Interest and rent - interest 400,000 420,000 300,545 (119,455)
 Net increase in fair value of investments 11,029 11,029
  Miscellaneous 21,687 21,687
      Total revenues 4,860,428 5,193,698 3,582,351 (1,611,347)

EXPENDITURES - community development
  Housing program 2,764,933 2,625,203 1,925,183 700,020
  Removal of architectural barriers 2,539,173 2,999,689 1,444,332 1,555,357
 Debt service:
  Principal retirement 136,000 136,000 136,000
  Interest 233,180 233,180 233,180
      Total expenditures 5,673,286 5,994,072 3,738,695 2,255,377

EXCESS OF REVENUES OVER EXPENDITURES (812,858) (800,374) (156,344) 644,030

OTHER FINANCING USES:
  Transfers out (1,624,669) (1,462,886) 161,783
      TOTAL OTHER FINANCING SOURCES (USES) (1,624,669) (1,462,886) 161,783

NET CHANGE IN FUND BALANCE (812,858) (2,425,043) (1,619,230) 805,813
FUND BALANCES, JULY 1 19,807,913 19,807,913 19,807,913

FUND BALANCES, JUNE 30 $ 18,995,055 $ 17,382,870 $ 18,188,683 $ 805,813
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CITY OF MODESTO

SCHEDULE OF REVENUES, EXPENDITURES, AND CHANGES IN

FUND BALANCE - BUDGET (GAAP BASIS) AND ACTUAL - STRATEGIC

PLANNING AND DEVELOPMENT SPECIAL REVENUE FUND

Year ended June 30, 2006

Variance with
Final Budget -

Positive
Original Final Actual (Negative)

REVENUES:
 Charges for services $ 1,294,509 $ 1,294,509 $ 1,226,000 $ (68,509)
 Interest and rent - interest 40,385 40,385
 Net increase in fair value of investments 994 994
 Miscellaneous 111,114 111,114 111,164 50
      Total revenues 1,405,623 1,405,623 1,378,543 (27,080)

EXPENDITURES;
  Community development 3,272,595 1,266,621 2,005,974
  Total expenditures 3,272,595 1,266,621 2,005,974

EXCESS (DEFICIENCY) OF REVENUES OVER 
(UNDER) EXPENDITURES 1,405,623 (1,866,972) 111,922 1,978,894

OTHER FINANCING USES:
  Transfers out (300,000) (300,000) (300,000)
      TOTAL OTHER FINANCING SOURCES (USES) (300,000) (300,000) (300,000)

NET CHANGE IN FUND BALANCE 1,105,623 (2,166,972) (188,078) 1,978,894
FUND BALANCES, JULY 1 1,820,104 1,820,104 1,820,104

FUND BALANCES, JUNE 30 $ 2,925,727 $ (346,868) $ 1,632,026 $ 1,978,894
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Nonmajor Enterprise Funds

Enterprise Funds are established to account for activities that render services on a user-charge basis to the general 
public.  Nonmajor Enterprise Funds include:

PARKING FUND – Revenues in this fund consist of charges for off-street parking and the downtown parking garage,
as well as in-lieu parking fees.  The revenue is used to develop and maintain parking facilities.

STORM DRAIN FUND – To account for storm drain improvements, operations and maintenance.  The activities of the
fund include street cleaning, rock well maintenance, and compliance with Federal and State water quality standards on
storm water discharge.

COMPOST FUND – To account for tip fees charged at the City’s composting facility for processing various
compostable materials and the sale of compost product.  Excess revenues over expenses are set aside to protect the
enterprise against market fluctuations, and to provide for capital improvements to the facility infrastructure.

AIRPORT FUND – To account for all airport operations as stipulated in the City-Stanislaus County agreement of 
January 1968.  Amounts received from the Federal government, State of California, and Stanislaus County, requiring
matching amounts by the City, are recorded in this fund and are appropriated to finance approved capital projects.

BUS FUND – Pursuant to the terms of a Federal grant agreement, the City has agreed to provide mass transportation 
service.  All operating, maintenance, and capital expenditures are appropriated in this fund.  Buses are operated by a
private contractor under the terms of a supervisory agreement with the City.  A separate contract agreement provides
Dial-a-Ride service for the elderly and handicapped.

GOLF FUND – Revenues in this fund consist of fees charged for using the City’s golf courses.  The revenue is used to
improve, operate, and maintain golf courses.

COMMUNITY CENTER FUND – Accounted for in this fund are all amounts collected for the purpose of operating and
maintaining the Modesto Centre Plaza Community Center.  Revenues include room rental, catering fees, ticket sales,
and other charges for using the center.
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CITY OF MODESTO

COMBINING STATEMENT OF NET ASSETS - NON MAJOR ENTERPRISE FUNDS

June 30, 2006

Storm
Parking Drain Compost

ASSETS
Current assets:
  Cash and cash equivalents $ 1,067,156 $ 883,536 $ 366,544
  Cash and cash equivalents with fiscal agent
  Receivables:
    Accounts 8,825 5,930 263,172
    Interest 3,442 37,951 822
    Utilities, net 558,412
  Due from governments 4,538
 Property held for resale 630,000

      Total current assets 1,709,423 1,490,367 630,538

Capital assets:
  Land and construction in progress 3,142,479 1,818,415
  Other capital assets, net of accumulated depreciation 8,003,588 15,658,887 658,317

      Total assets 12,855,490 18,967,669 1,288,855

LIABILITIES
Current liabilities:
  Accounts payable 30,572 102,789 3,704
  Accrued salaries and benefits 4,400 18,549 3,641
  Interest payable 4,953
  Current portion - long-term debt 70,955
  Deferred revenues (9,684)
      Total current liabilities 34,972 111,654 83,253

Noncurrent liabilities:
    Obligations under capital leases 151,633
    Certificates of participation

      Total liabilities 34,972 111,654 234,886

NET ASSETS
Invested in capital assets, net of related debt 11,146,067 17,477,302 587,362
Unrestricted 1,674,451 1,378,713 466,607

      Total net assets $ 12,820,518 $ 18,856,015 $ 1,053,969
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Community
Airport Bus Golf Center Total

$ 1,390,515 $ 1,846,214 $ 253,324 $ 439,758 $ 6,247,047
612,784 612,784

11,621 6,026 16,607 53,966 366,147
4,412 9,148 5,394 226 61,395

558,412
422,629 3,080,432 1,149 3,508,748

630,000

1,829,177 4,941,820 889,258 493,950 11,984,533

3,697,735 5,405,525 494,938 3,764,844 18,323,936
5,612,652 14,627,250 3,259,831 11,640,564 59,461,089

11,139,564 24,974,595 4,644,027 15,899,358 89,769,558

398,288 683,643 3,540 33,313 1,255,849
6,199 16,104 10,612 59,505

50,845 55,798
205,000 275,955

13,425 1,911,388 209,297 2,124,426
417,912 2,611,135 468,682 43,925 3,771,533

151,633
5,650,000 5,650,000

417,912 2,611,135 6,118,682 43,925 9,573,166

9,310,387 20,032,775 (2,100,231) 15,405,408 71,859,070
1,411,265 2,330,685 625,576 450,025 8,337,322

$ 10,721,652 $ 22,363,460 $ (1,474,655) $ 15,855,433 $ 80,196,392
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CITY OF MODESTO

COMBINING STATEMENT OF REVENUES, EXPENSES, AND

CHANGES IN FUND NET ASSETS - NON MAJOR ENTERPRISE FUNDS

Year ended June 30, 2006

Parking Storm Drain Compost

OPERATING REVENUES:
  Charges for services $ 1,176,061 $ 5,273,902 $ 1,317,105
  Miscellaneous 3,402
      Total operating revenues 1,176,061 5,277,304 1,317,105

OPERATING EXPENSES:
  Salaries and wages 245,229 1,074,081 238,417
  Contractual services 251,374 1,651,553 74,483
  Utilities 104,984 100,190 1,914
  Maintenance and supplies 74,033 881,600 346,691
  Insurance 26,264 7,647 3,065
  Employee benefits 51,378 436,164 131,585
  Administration services 101,249 899,490 83,851
  Allocated indirect administrative costs 26,679 249,352
  Other 9,415 11,549 5,404
  Depreciation 388,499 577,784 65,227
      Total operating expenses 1,279,104 5,889,410 950,637

OPERATING INCOME (LOSS) (103,043) (612,106) 366,468

NONOPERATING REVENUES (EXPENSES)
  Operating grants
  Gain (Loss) on disposition of capital assets 4,912
  Tax revenue
  Tax expense (16,551)
  Interest income 21,414 16,665 140
  Net increase in fair value of investments 585 433 3,743
  Rental income
  Interest expense (13,072)
      Total nonoperating revenues (expenses) 5,448 22,010 (9,189)

INCOME (LOSS) BEFORE CAPITAL
 CONTRIBUTIONS AND TRANSFERS (97,595) (590,096) 357,279

Capital contributions 1,132,034 30,070
Transfers in 298,647 666,620
Transfers out (103,350)

CHANGE IN NET ASSETS (97,595) 737,235 1,053,969

NET ASSETS (DEFICIT), July 1 12,918,113 18,118,780

NET ASSETS (DEFICIT), June 30 $ 12,820,518 $ 18,856,015 $ 1,053,969
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Community
Airport Bus Golf Center Total

$ 574,011 $ 2,352,734 $ 2,222,736 $ 534,176 $ 13,450,725
3,677 292,888 2 8,909 308,878

577,688 2,645,622 2,222,738 543,085 13,759,603

322,823 847,030 846,742 3,574,322
103,593 7,041,782 1,628,646 56,833 10,808,264

93,413 85,250 3,565 186,881 576,197
99,906 1,877,910 57,740 322,349 3,660,229
63,347 17,322 10,012 48,462 176,119

118,147 324,870 228,305 1,290,449
21,463 432,479 50,580 10,414 1,599,526
38,256 277,794 92,135 684,216
54,092 141,722 5,144 8,599 235,925

411,413 1,125,709 311,818 775,967 3,656,417
1,326,453 12,171,868 2,159,640 2,484,552 26,261,664

(748,765) (9,526,246) 63,098 (1,941,467) (12,502,061)

50,351 8,267,538 8,317,889
(28,955) (24,043)
207,749 207,749

(735) (17,286)
25,900 70,450 24,813 1,798 161,180

677 1,554 95 2 7,089
164,130 316,245 54,670 501,118 1,036,163

(308,515) (321,587)
419,117 8,655,787 (228,937) 502,918 9,367,154

(329,648) (870,459) (165,839) (1,438,549) (3,134,907)

1,327,385 478,796 2,968,285
6,882 65,288 704,000 1,741,437

(84) (18,625) (122,059)

997,653 (403,406) (100,551) (734,549) 1,452,756

9,723,999 22,766,866 (1,374,104) 16,589,982 78,743,636

$ 10,721,652 $ 22,363,460 $ (1,474,655) $ 15,855,433 $ 80,196,392
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CITY OF MODESTO

COMBINING STATEMENT OF CASH FLOWS - NONMAJOR ENTERPRISE FUNDS

Year ended June 30, 2006

Storm
Parking Drain Compost

CASH FLOWS FROM OPERATING ACTIVITIES:
  Receipts from customers and users $ 1,171,223 $ 5,244,115 $ 1,164,719
  Receipts from interfund services provided 23,910
  Payments to suppliers (400,574) (1,822,347) (255,998)
  Payments to employees (293,534) (1,505,418) (369,630)
  Payments for interfund services used (196,523) (1,947,221) (279,644)
Net cash provided (used) by operating activities 280,592 (6,961) 259,447

CASH FLOWS FROM NONCAPITAL FINANCING
 ACTIVITIES:
  Operating grants received
  Taxes received
  Transfers in 298,647 363,307
  Transfers out (103,350)
Net cash provided (used) by noncapital financing
 activities 195,297 363,307

CASH FLOWS FROM CAPITAL AND RELATED
 FINANCING ACTIVITIES:
  Acquisition and construction of capital assets (2) (109,720) (6,569)
  Principal repayments (67,899)
  Interest paid (13,072)
  Capital grants received 96,906
Net cash used by capital and related
 financing activities (2) (12,814) (87,540)

CASH FLOWS FROM INVESTING ACTIVITIES:
  Interest received 20,682 17,804 (1,310)
  Net increase in the fair value of investments 585 433 3,743
Net cash provided by investing activities 21,267 18,237 2,433

Net increase (decrease) in cash and cash equivalents 301,857 193,759 537,647
CASH AND CASH EQUIVALENTS, JULY 1 765,299 689,777 (171,103)

CASH AND CASH EQUIVALENTS, JUNE 30 $ 1,067,156 $ 883,536 $ 366,544

RECONCILIATION TO STATEMENT OF NET ASSETS:
  Cash and cash equivalents $ 1,067,156 $ 883,536 $ 366,544
  Cash and cash equivalents with fiscal agent

TOTAL CASH AND CASH EQUIVALENTS $ 1,067,156 $ 883,536 $ 366,544
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Community
Airport Bus Golf Center Total

$ 759,909 $ 2,963,721 $ 2,279,820 $ 1,051,761 $ 14,635,268
23,910

101,874 (8,832,946) (1,697,396) (523,118) (13,430,505)
(438,279) (1,167,767) (1,072,969) (4,847,597)
(196,326) (1,025,498) (150,447) (128,613) (3,924,272)
227,178 (8,062,490) 431,977 (672,939) (7,543,196)

50,351 6,543,564 6,593,915
207,749 207,749

6,882 65,288 704,000 1,438,124
(84) (18,625) (122,059)

258,016 6,531,821 65,288 704,000 8,117,729

(1,230,223) (478,796) (6,691) (72,103) (1,904,104)
(195,000) (262,899)
(310,238) (323,310)

974,935 478,796 1,550,637

(255,288) (511,929) (72,103) (939,676)

25,304 76,048 24,805 2,414 165,747
677 1,554 95 2 7,089

25,981 77,602 24,900 2,416 172,836

255,887 (1,453,067) 10,236 (38,626) (192,307)
1,134,628 3,299,281 855,872 478,384 7,052,138

$ 1,390,515 $ 1,846,214 $ 866,108 $ 439,758 $ 6,859,831

$ 1,390,515 $ 1,846,214 $ 253,324 $ 439,758 $ 6,247,047
612,784 612,784

$ 1,390,515 $ 1,846,214 $ 866,108 $ 439,758 $ 6,859,831
(continued)
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CITY OF MODESTO

COMBINING STATEMENT OF CASH FLOWS - NON MAJOR ENTERPRISE FUNDS (Continued)

Year ended June 30, 2006

Storm
Parking Drain Compost

RECONCILIATION OF OPERATING INCOME (LOSS)
 TO NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES:
  Operating income (loss) $ (103,043) $ (612,106) $ 366,468
  Adjustments to reconcile operating income (loss) to
   net cash provided (used) by operating activities:
    Depreciation 388,499 577,784 65,227
    Rental income
    Taxes paid (16,551)
    Change in assets and liabilities:

    (Increase) decrease in accounts receivable 104,534 259 (152,386)
   (Increase) in utilities receivable (9,538)
    Increase (decrease) in accounts payable and
      accrued expenses 13,452 31,813 (20,234)
   Increase in accrued salaries and benefits 3,073 4,827 372
    Increase in deferred revenues (109,372)

      Total adjustments 383,635 605,145 (107,021)
Net cash provided (used) by operating activities $ 280,592 $ (6,961) $ 259,447

NONCASH INVESTING, CAPITAL AND FINANCING
 ACTIVITIES:
  Capital assets transferred from other funds $ 664,962 $ 84,540
  Developer infrastructure contributions 370,166

84

Community
Airport Bus Golf Center Total

$ (748,765) $ (9,526,246) $ 63,098 $ (1,941,467) $ (12,502,061)

411,413 1,125,709 311,818 775,967 3,656,417
164,130 316,245 54,670 501,118 1,036,163

(533) (17,084)

4,464 1,854 (5,163) 7,558 (38,880)
(9,538)

380,353 15,815 (21) (18,193) 402,985
2,691 4,133 2,078 17,174

13,425 7,575 (88,372)
975,943 1,463,756 368,879 1,268,528 4,958,865

$ 227,178 $ (8,062,490) $ 431,977 $ (672,939) $ (7,543,196)

$ 749,502
370,166
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Internal Service Funds

Internal Service Funds are established to finance and account for services and commodities furnished by a designated
agency of a governmental unit to other departments of the same governmental unit.  Since the services and
commodities are supplied exclusively to other departments of a governmental jurisdiction, they are distinguishable from
those public services which are rendered to the public in general and which are accounted for in General, Special 
Revenue, or Enterprise Funds.  Internal Service Funds include:

FLEET MANAGEMENT FUND – To provide the maintenance necessary for the City’s equipment pool, which serves
the needs of all City departments.

CENTRAL SERVICES FUND – To provide office supplies, various maintenance and construction materials, records
storage, and mail services to all City departments.

INFORMATION AND TECHNOLOGY SERVICES FUND – To finance and account for the replacement, upgrade and
maintenance of the City’s network and technology infrastructure, and to develop and implement a coordinated City-
wide information technology plan.

INSURANCE FUND – To finance and account for the City’s insurance and risk management programs.

EMPLOYEE BENEFITS MANAGEMENT FUND – To account for all compensated absences and other employee 
benefits.  Insurance benefits for current employees are accounted for in the Insurance Fund.

BUILDING SERVICES FUND – To account for the true cost of occupying and maintaining office space, to better
reflect the value of that space, and to accumulate amounts for future building repair costs.D

-48



CITY OF MODESTO

COMBINING STATEMENT OF NET ASSETS - INTERNAL SERVICE FUNDS

June 30, 2006

Information
Fleet Central & Technology

Management Services Services Insurance

ASSETS
Current assets:
  Cash and cash equivalents $ 12,073,921 $ 275,339 $ 2,217,145 $ 16,514,047
  Receivables:
    Accounts receivable 8,125 821,403
    Interest 11,593 1,249 6,681 143,485
  Inventories 516,919
 Due from governments 38,687
 Advances to other funds 1,903,476
      Total current assets 14,035,802 793,507 2,223,826 17,478,935

Noncurrent assets:
  Land and construction in progress 821,033
  Other capital assets, net of accumulated depreciation 16,272,661 67,480 2,352,511 28,751

      Total assets 31,129,496 860,987 4,576,337 17,507,686

LIABILITIES
Current liabilities:
  Accounts payable 129,980 184,928 66,155 355,307
  Accrued salaries and benefits 21,540 4,188 32,222 6,965
  Current portion - compensated absences
  Current portion - claims liability 5,156,560
  Current portion - long-term debt 26,587
      Total current liabilities 178,107 189,116 98,377 5,518,832

Noncurrent liabilities:
  Compensated absences
  Claims liability 11,174,550
  Long-term debt:
    Notes payable 144,446

      Total liabilities 322,553 189,116 98,377 16,693,382

NET ASSETS
Invested in capital assets, net of related debt 16,922,661 67,480 2,352,511 28,751
Unrestricted 13,884,282 604,391 2,125,449 785,553

      Total net assets $ 30,806,943 $ 671,871 $ 4,477,960 $ 814,304
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Employee
Benefits Building

Management Services Total

$ 16,905,858 $ 41,665 $ 48,027,975

4,530 834,058
56,551 219,559

516,919
38,687

1,903,476
16,966,939 41,665 51,540,674

821,033
5,405 191,083 18,917,891

16,972,344 232,748 71,279,598

757,085 23,035 1,516,490
890 18,630 84,435

2,769,104 2,769,104
5,156,560

26,587
3,527,079 41,665 9,553,176

58,847,850 58,847,850
11,174,550

144,446

62,374,929 41,665 79,720,022

5,405 191,083 19,567,891
(45,407,990) (28,008,315)

$ (45,402,585) $ 191,083 $ (8,440,424)
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CITY OF MODESTO

COMBINING STATEMENT OF REVENUES, EXPENSES, AND CHANGES

IN FUND NET ASSETS - INTERNAL SERVICE FUNDS

Year ended June 30, 2006

Information
Fleet Central & Technology

Management Services Services Insurance

OPERATING REVENUES:
  Charges for services $ 7,953,420 $ 306,351 $ 3,546,441 $ 21,316,594
  Sales 2,616,588
  Cost of sales (2,604,232)
      Total operating revenues 7,953,420 318,707 3,546,441 21,316,594

OPERATING EXPENSES:
  Salaries and wages 1,083,045 200,178 1,437,826 355,025
  Contractual services 430,497 70,071 250,566 51,811
  Utilities 8,098 919 273,257 945
  Maintenance and supplies 2,404,170 41,384 1,353,121 11,468
  Insurance 52,881 3,516 12,864 10,976,444
  Claims expense 7,458,436
  Employee benefits 456,818 88,848 517,423 133,042
  Administration services 73,752 6,565 551 1,283,028
  Allocated indirect administrative costs 264,010
  Other 16,419 566 53,668 30,083
  Depreciation 2,433,441 9,598 356,103 8,808
      Total operating expenses 7,223,131 421,645 4,255,379 20,309,090

OPERATING INCOME (LOSS) 730,289 (102,938) (708,938) 1,007,504

NONOPERATING REVENUES (EXPENSES)
  Loss on disposition of capital assets (171,110) (70,773)
  Interest income 152,100 8,546 39,171 348,395
  Net increase (decrease) in fair value of investments 212 1,134 9,577
  Interest expense (11,083) (458)

      Total nonoperating revenues (expenses) (30,093) 8,758 (30,926) 357,972

INCOME (LOSS) BEFORE CAPITAL
 CONTRIBUTIONS AND TRANSFERS 700,196 (94,180) (739,864) 1,365,476

Capital contributions 304,210
Transfers in 251,179 1,461,182
Transfers out (586,393)

CHANGE IN NET ASSETS 669,192 (94,180) 721,318 1,365,476

NET ASSETS (DEFICITS), July 1 30,137,751 766,051 3,756,642 (551,172)

NET ASSETS (DEFICITS), June 30 $ 30,806,943 $ 671,871 $ 4,477,960 $ 814,304
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Employee
Benefits Building

Management Services Total

$ 38,633,482 $ 2,223,303 $ 73,979,591
2,616,588

(2,604,232)
38,633,482 2,223,303 73,991,947

46,890 949,062 4,072,026
51,950 158,546 1,013,441

189,792 473,011
35,484 240,370 4,085,997

364 8,191 11,054,260
7,458,436

36,157,104 398,086 37,751,321
46,668 81,801 1,492,365

264,010
56,031 3,951 160,718

1,562 28,965 2,838,477
36,396,053 2,058,764 70,664,062

2,237,429 164,539 3,327,885

(241,883)
354,923 (7,176) 895,959

9,604 (217) 20,310
(11,541)

364,527 (7,393) 662,845

2,601,956 157,146 3,990,730

14,424 318,634
1,712,361
(586,393)

2,601,956 171,570 5,435,332

(48,004,541) 19,513 (13,875,756)

$ (45,402,585) $ 191,083 $ (8,440,424)
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CITY OF MODESTO

COMBINING STATEMENT OF CASH FLOWS - INTERNAL SERVICE FUNDS

Year ended June 30, 2006

Information
Fleet Central & Technology

Management Services Services Insurance

CASH FLOWS FROM OPERATING ACTIVITIES:
  Receipts from customers and users $ 153,585 $ 34,642 $ 836,081
  Receipts from interfund services provided 7,753,023 284,065 $ 3,546,441 19,955,559
  Payments to suppliers (2,691,075) (68,231) (1,903,045) (10,999,355)
  Payment of insurance claims (5,089,127)
  Payments to employees (1,534,437) (288,535) (1,938,570) (485,190)
  Payments for interfund services used (515,269) (70,596) (57,323) (1,329,363)
Net cash provided (used) by operating activities 3,165,827 (108,655) (352,497) 2,888,605

CASH FLOWS FROM NONCAPITAL  FINANCING ACTIVITIES:
  Transfers in 251,179 1,461,182
  Transfers out (586,393)
 Repayment of advances to other funds 96,524
   Due to other funds
Net cash provided (used) by noncapital financing activities (238,690) 1,461,182

CASH FLOWS FROM CAPITAL AND RELATED 
FINANCING ACTIVITIES:
   Acquisition and construction of capital assets (3,341,583) (24,413) (898,022)
   Proceeds from sale of capital assets 101,024 13,877
   Principal repayments (25,043) (20,545)
   Interest paid (11,083) (458)
Net cash used by capital and related financing activities (3,276,685) (24,413) (905,148)

CASH FLOWS FROM INVESTING ACTIVITIES:
   Interest received 152,100 8,281 38,074 335,828
   Net increase in the fair value of investments 212 1,134 9,577
Net cash provided by investing activities 152,100 8,493 39,208 345,405

Net increase (decrease) in cash and cash equivalents (197,448) (124,575) 242,745 3,234,010
CASH AND CASH EQUIVALENTS, JULY 1 12,271,369 399,914 1,974,400 13,280,037

CASH AND CASH EQUIVALENTS, JUNE 30 $ 12,073,921 $ 275,339 $ 2,217,145 $ 16,514,047
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Employee
Benefits Building

Management Services Total

$ 13,803 $ 1,038,111
38,615,149 $ 2,223,303 72,377,540

35,116 (536,436) (16,163,026)
(5,089,127)

(37,023,970) (1,341,027) (42,611,729)
(51,852) (176,076) (2,200,479)

1,588,246 169,764 7,351,290

1,712,361
(586,393)

96,524
(125,000) (125,000)
(125,000) 1,097,492

(1) (4,264,019)
114,901
(45,588)
(11,541)

(1) (4,206,247)

347,299 (5,750) 875,832
9,604 (217) 20,310

356,903 (5,967) 896,142

1,945,149 38,796 5,138,677
14,960,709 2,869 42,889,298

$ 16,905,858 $ 41,665 $ 48,027,975
(continued)
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CITY OF MODESTO

COMBINING STATEMENT OF CASH FLOWS - INTERNAL SERVICE FUNDS (Continued)

Year ended June 30, 2006

Information
Fleet Central & Technology

Management Services Services Insurance

RECONCILIATION OF OPERATING INCOME (LOSS) TO
 NET CASH PROVIDED (USED) BY OPERATING ACTIVITIES:
  Operating income (loss) $ 730,289 $ (102,938) $ (708,938) $ 1,007,504
  Adjustments to reconcile operating income (loss) to 
   net cash provided (used) by operating activities:
    Depreciation 2,433,441 9,598 356,103 8,808
    Change in assets and liabilities:
      (Increase) decrease in accounts receivable (8,125) (524,954)
      (Increase) decrease in due from governments (38,687)
      (Increase) in notes receivable
      Decrease in inventories (141,400)
      Increase (decrease) in accounts payable and accrued expenses 43,483 125,594 (16,341) 25,061
     Increase in accrued salaries and benefits payable 5,426 491 16,679 2,877
      Increase in compensated absences
      Decrease in claims liability 2,369,309
        Total adjustments 2,435,538 (5,717) 356,441 1,881,101
Net cash provided (used) by operating activities $ 3,165,827 $ (108,655) $ (352,497) $ 2,888,605

NONCASH INVESTING, CAPITAL AND FINANCING ACTIVITIES:
  Capital assets transferred in $ 304,210

94

`

Employee
Benefits Building

Management Services Total

$ 2,237,429 $ 164,539 $ 3,327,885

1,562 28,965 2,838,477

(4,530) (537,609)
(38,687)

3,096 3,096
78 (141,322)

173,761 (29,939) 321,619
279 6,121 31,873

(823,351) (823,351)
2,369,309

(649,183) 5,225 4,023,405
$ 1,588,246 $ 169,764 $ 7,351,290

$ 14,424 $ 318,634
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AGENCY FUNDS

Agency Funds account for assets held by the City as an agent for individuals, governmental entities and non-public
organizations.

Special Districts – To account for collection of special district assessments from property owners and forwarding 
these collections to trustees for payment to bondholders.

Tuolumne River Regional Park – To account for cash and investments of the Tuolumne River Regional Park, a  joint
powers agency between the City of Modesto, Stanislaus County and City of Ceres.  The agency provides financing, 
development, and maintenance of the Tuolumne River Regional Park facilities. The cash and investments of  the  Park
are invested as part of the City’s investment pool.

City-County Capital Improvements and Financing Agency - To account for cash and investments of the City-
County Capital Improvements and Financing Agency, a joint powers agency between the City of Modesto and
Stanislaus County.  The agency built and maintains a joint City-County government complex in downtown Modesto.
The cash and investments of  the  Agency are invested as part of the City’s investment pool.

Stanislaus Drug Enforcement Agency -  To account for cash and investments of the Stanislaus Drug Enforcement 
Agency, a joint powers agency between Stanislaus County and the cities of Modesto, Oakdale, Turlock, Ceres,
Hughson, Newman, Patterson, and Waterford.  The agency’s purpose is to maintain a specially trained police unit to
assist each of the participating agencies in the enforcement of drug control laws, and to study, plan, and set priorities 
for effective enforcement of such laws throughout Stanislaus County.    Cash and investments of the Agency are
invested in the City’s investment pool.

.
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CITY OF MODESTO

STATEMENT OF CHANGES IN ASSETS AND LIABILITIES AGENCY FUNDS

Year ended June 30, 2006

Balance Balance
June 30, 2005 Additions Deletions June 30, 2006

Special Districts

ASSETS
Cash and cash equivalents $ 120,416 $ 1,357,817 $ 227,811 $ 1,250,422
Cash and cash equivalents with fiscal agent 118,313 5,614,107 1,219,530 4,512,890

$ 238,729 $ 6,971,924 $ 1,447,341 $ 5,763,312
`

LIABILITIES
Due to special district bondholders $ 238,729 $ 6,971,924 $ 1,447,341 $ 5,763,312

Tuolumne River Regional Park

ASSETS
Cash and cash equivalents $ 315,698 $ 444,203 $ 725,975 $ 33,926

LIABILITIES
Deposits held as agent for others $ 315,698 $ 444,203 $ 725,975 $ 33,926

City/County Joint Powers Financing Authority

ASSETS
Cash and cash equivalents $ 113,595 $ 1,409,491 $ 1,428,366 $ 94,720

LIABILITIES
Deposits held as agent for others $ 113,595 $ 1,409,491 $ 1,428,366 $ 94,720

Stanislaus Drug Enforcement Agency

ASSETS
Cash and cash equivalents $ 0 $ 3,084,151 $ 1,916,516 $ 1,167,635

LIABILITIES
Deposits held as agent for others $ 0 $ 3,084,151 $ 1,916,516 $ 1,167,635

Totals - All Agency Funds

ASSETS
Cash and cash equivalents $ 549,709 $ 6,295,662 $ 4,298,668 $ 2,546,703
Cash and cash equivalents with fiscal agent 118,313 5,614,107 1,219,530 4,512,890

$ 668,022 $ 11,909,769 $ 5,518,198 $ 7,059,593

LIABILITIES
Due to special district bondholders $ 238,729 $ 6,971,924 $ 1,447,341 $ 5,763,312
Deposits held as agent for others 429,293 4,937,845 4,070,857 1,296,281

$ 668,022 $ 11,909,769 $ 5,518,198 $ 7,059,593
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Statistical  Section

This part of the Comprehensive Annual Financial Report presents detailed information to aid in understanding what the information
in the financial statements, note disclosures, and required supplementary information says about the City’s overall financial health.
In contrast to the financial section, the statistical section information is not subject to independent audit.

Financial Trends
These schedules contain trend information to help the reader understand how the City’s financial performance has changed 
over time.

1. Net Assets by Component
2. Changes in Net Assets
3. Fund Balances of Governmental Funds
4.    Changes in Fund Balance of Governmental Funds

Revenue Capacity
This schedule gives information on the City’s most significant local revenue source, the water user charges:

1.  Water Utility System – Ten Largest Customers
2.  Water revenues by customer class
3.  Water rates

Debt Capacity
These schedules present information to help the reader assess the affordability of the City’s current levels of outstanding debt
and the City’s ability to issue additional debt in the future:

1. Ratio of Outstanding Debt by Type
2. Computation of Direct and Overlapping Debt
3. Computation of Legal Bonded Debt Margin
4. Bonded Debt Pledged Revenue Coverage, Wastewater Revenue Bonds
5. Continuing Disclosure Requirements:

a. Wastewater Revenue Bonds
b. Modesto Public Financing Authority Lease Revenue Bonds, Series 1997
c. Water Utility System Refunding Revenue Certificates of Participation, and Modesto Irrigation District 

Financing Authority Domestic Water Project Refunding Revenue Bonds

Demographic and Economic Information
These schedules offer demographic and economic indicators to help the reader understand the environment within which the 
City’s financial activities take place:

1.     Demographic and Economic Statistics
2.     Principal Employers

Operating Information
These schedules contain service and infrastructure data to help the reader understand how the information in the City’s 
financial report relates to the services the City provides and the activities it performs:

1. Full-Time Equivalent City Government Employees by Function
2. Operating Indicators by Function/Program
3. Capital Asset Statistics by Function/Program

Sources:  Unless otherwise noted, the information in these schedules is derived from the Comprehensive Annual Financial Reports
for the relevant year.  The City implemented GASB Statement No. 34 in 2002; however, for schedules presenting entity-wide
information, the City has elected to include information beginning in fiscal year 2003.

CITY OF MODESTO

NET ASSETS BY COMPONENT

Last Four Fiscal Years

(accrual basis of accounting)

2003 2004 2005 2006

Governmental activities
Invested in capital assets, 

net of related debt $259,156,770 $275,171,096 $288,391,776 $296,401,824
Restricted 65,766,576 76,577,126 88,725,341 120,937,678
Unrestricted 2,530,581 (11,382,001) (6,715,483) (2,303,306)

Total governmental activities net assets $327,453,927 $340,366,221 $370,401,634 $415,036,196

Business-type activities
Invested in capital assets, 

net of related debt $206,792,699 $209,230,461 $216,558,150 $220,881,691
Restricted 756,245 763,190
Unrestricted 28,786,201 37,266,369 45,548,813 66,550,276

Total business-type activities net assets $236,335,145 $247,260,020 $262,106,963 $287,431,967

Primary government
Invested in capital assets, 

net of related debt $465,949,469 $484,401,557 $504,949,926 $517,283,515
Restricted 66,522,821 77,340,316 88,725,341 120,937,678
Unrestricted 31,316,782 25,884,368 38,833,330 64,246,970

Total primary government net assets $563,789,072 $587,626,241 $632,508,597 $702,468,163
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CITY OF MODESTO

CHANGES IN NET ASSETS

Last Four Fiscal Years

(Accrual Basis of Accounting)

2003 2004 2005 2006
Expenses
Governmental Activities:

General Government $12,557,259 $13,954,909 $15,273,174 $15,529,735
Community Development 13,823,955 $10,517,243 $14,105,411 $12,241,213
Highways and streets 19,656,219 23,136,950 23,721,458 26,025,311
Public works 6,843,742 6,458,522 5,263,984 6,491,062
Parks and Recreation 16,723,475 12,682,746 13,334,330 11,733,698
Public safety 64,410,214 68,258,235 71,239,341 74,500,043
Interest on Long Term Debt 4,612,885 4,515,439 4,987,911 5,178,130

Total Governmental Activities Expenses 138,627,749 139,524,044 147,925,609 151,699,192
Business-Type Activities:

Parking 1,153,145 651,330 1,162,479 1,287,450
Water 30,874,820 27,051,982 30,691,348 29,989,775
Sewer 23,266,170 21,386,084 22,422,268 22,716,100
Storm Drain 5,940,261 5,327,334 6,111,317 5,795,746
Compost 941,919
Airport 971,865 1,120,922 1,131,889 1,342,645
Bus 9,745,477 10,122,176 11,074,907 12,119,311
Golf 2,475,913 2,432,202 2,354,759 2,461,470
Community Center 2,390,517 2,078,752 2,323,169 2,465,644

Total Business-Type Activities Expenses 76,818,168 70,170,782 77,272,136 79,120,060
Total Primary Government Expenses $215,445,917 $209,694,826 $225,197,745 $230,819,252

Program Revenues
Governmental Activities:

Charges for Services:
General Government $3,453,403 $3,321,760 $3,252,732 $4,179,505
Community Development 11,566,306 9,592,055 11,294,130 9,466,082
Highway and streets 1,303,305 2,005,336 14,081,840 12,104,089
Public Safety 9,173,932 9,267,650 2,024,509 1,986,957
Parks and Recreation 3,835,652 3,992,598 4,821,884 4,928,366
Public Safety 5,925,096 6,794,911 8,011,509 7,124,387
Operating Grants and Contributions 9,413,521 15,975,814 13,736,453 11,892,511
Capital Grants and Contributions 23,297,198 18,368,908 22,799,320 38,484,548

Total Government Activities Program Revenues 67,968,413 69,319,032 80,022,377 90,166,445
Business-Type Activities:

Charges for Services:
Parking 824,917 890,263 908,920 1,176,061
Water 28,200,885 31,353,046 31,315,920 42,639,348
Sewer 23,556,044 25,292,995 24,419,607 23,083,280
Storm Drain 5,169,831 5,227,844 5,162,217 5,277,304
Compost 1,317,105
Airport 590,960 559,479 559,215 577,688
Bus 2,137,065 2,077,503 2,264,506 2,645,622
Golf 2,120,689 2,160,223 2,115,712 2,222,738
Community Center 467,229 496,680 504,338 543,085
Operating Grants and Contributions 5,119,474 6,217,613 7,525,367 8,317,889
Capital Grants and Contributions 13,603,460 10,145,892 8,498,408 10,467,873

Total Business-Type Activities Program Revenue 81,790,554 84,421,538 83,274,210 98,267,993
Total Primary Government Program Revenues $149,758,967 $153,740,570 $163,296,587 $188,434,438

Net (Expense)/Revenue
Governmental Activities ($70,659,336) ($70,205,012) ($67,903,232) ($61,532,747)
Business-Type Activities 4,972,386 14,250,756 6,002,074 19,147,933
Total Primary Government Net Expense ($65,686,950) ($55,954,256) ($61,901,158) ($42,384,814)
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CITY OF MODESTO

CHANGES IN NET ASSETS

(continued)

Last Four Fiscal Years

(Accrual Basis of Accounting)

2003 2004 2005 2006

General Revenues and Other Changes in Net Assets
Governmental Activities:

Taxes:
Utility Users Tax $13,732,571 $14,659,986 $15,621,566 $17,583,690
Property taxes, levied for general purposes 10,169,004 11,294,599 11,316,694 14,318,747
Tax increments for redevelopment agency 2,631,695 3,183,871 3,909,452 4,450,836
Transient occupancy tax 2,097,901 2,110,909 2,098,303 2,181,467
Franchise tax 3,360,976 3,455,535 3,420,453 3,693,307
Business license tax, levied for general purposes 9,238,797 9,231,136 9,726,816 10,374,157
Business license tax, levied for downtown improvement district 172,847 190,644 201,308 214,022

Grants and contributions not restricted to specific programs:
Sales tax 25,887,064 27,151,779 26,589,449 29,627,835
Motor vehicle license fee 11,746,283 9,052,449 16,403,864 14,986,883
Other 922,237 1,204,485 1,702,234 4,070,593

Unrestricted investment earnings 3,645,205 1,004,974 4,463,080 3,255,401
Miscellaneous 2,220,976 2,479,871 3,792,340 2,827,161

Transfers (1,824,890) (1,902,932) (1,306,914) (1,416,790)
Total Government Activities 84,000,666 83,117,306 97,938,645 106,167,309
Business-Type Activities:

Taxes:
Property taxes, generated by and allocated to the airport 166,043 204,091 239,518 166,641
Business license tax, generated by and allocated to the airport 21,816 7,870 20,546 41,108

Unrestricted investment earnings 2,003,214 857,751 1,819,870 2,504,291
Miscellaneous 1,306,914

Transfers 1,824,890 1,902,932 7,396,627 1,416,790
Settlements and Recoveries 3,784,295
Special item (4,753,884) (6,298,525) (1,938,606) (1,736,054)

Total Business-Type Activities (737,921) (3,325,881) 8,844,869 6,177,071
Total Primary Government $83,262,745 $79,791,425 $106,783,514 $112,344,380

Change in Net Assets
Governmental Activities $13,341,330 $12,912,294 $30,035,413 $44,634,562
Business-Type Activities 4,234,465 10,924,875 14,846,943 25,325,004
Total Primary Government $17,575,795 $23,837,169 $44,882,356 $69,959,566

Note:  'the City has elected to show only four years of data for this schedule.
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CITY OF MODESTO

FUND BALANCES OF GOVERNMENTAL FUNDS

Last Five Fiscal Years

(Modified Accrual Basis of Accounting)

2002 2003 2004 2005 2006

General Fund
Reserved $1,961,061 $3,393,560 $3,327,569 $2,955,054 $2,702,381
Unreserved 22,512,913 23,008,629 17,651,800 17,460,005 20,607,134

Total General Fund $24,473,974 $26,402,189 $20,979,369 $20,415,059 $23,309,515 (a)

All Other Governmental Funds
Reserved $35,241,185 $31,889,387 $40,013,124 $40,160,539 $40,168,886
Unreserved, reported in:
  Special revenue funds (6,013,102) 1,844,576 15,398,402 15,931,290 13,431,304
  Capital project funds 36,152,800 40,102,394 29,172,787 42,534,688 72,752,412

Total all other governmental funds $65,380,883 $73,836,357 $84,584,313 $98,626,517 $126,352,602

(a) The change in total fund balance for the General Fund and other governmental funds 
is explained in Management's Discussion and Analysis.

Note:  The City has elected to show only five years of data for this schedule.
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CITY OF MODESTO

CHANGES IN FUND BALANCE OF GOVERNMENTAL FUNDS

Last Five Fiscal Years

(Modified Accrual Basis of Accounting)

Fiscal Year Ended June 30,
2002 2003 2004 2005 2006

Revenues
Taxes $37,855,427 $41,405,014 $44,185,552 $46,295,678 $52,816,596
Licenses, permits and fees 173,348 169,108 250,129 128,754 146,854
Intergovernmental 62,726,570 66,228,880 70,583,373 73,889,063 64,759,658
Charges for services 33,633,119 31,789,634 33,203,507 41,660,016 37,802,149
Special assessments levied 823,091 2,015,090 386,368 107,696 65,909
Interest and rent 3,418,440 3,712,219 2,911,392 3,146,452 3,755,169
Net increase in fair value of investments 647,793 (339,331) (1,458,065) 186,515 103,036
Fines and forfeits 1,055,966 1,030,389 1,294,193 1,646,472 1,675,926
Contribution from property owners 30,473,773
Miscellaneous 1,111,982 2,220,976 2,479,871 2,991,745 2,821,161

Total Revenues 141,445,736 148,231,979 153,836,320 170,052,391 194,420,231

Expenditures
Current:

General government 10,168,110 11,352,860 11,878,443 11,819,603 14,111,535
Community development 7,950,839 13,123,011 10,113,628 12,832,640 12,296,072
Highways and streets 7,994,279 8,559,729 11,568,810 12,152,087 14,357,041
Public works 4,622,232 5,420,867 4,876,115 5,053,030 5,647,023
Parks and recreation 13,969,712 14,848,478 11,374,052 12,021,937 11,662,263
Public safety 52,812,553 56,576,055 62,747,623 70,882,176 74,527,875

Capital outlay 23,082,610 19,031,609 33,092,718 24,412,735 21,563,774
Debt service:

Principal retirement 1,422,501 3,111,203 1,563,472 1,666,764 1,901,827
Interest 4,621,270 4,580,409 4,502,666 4,425,980 4,576,780
Other 29,611 57,038 18,355 553,645 618,742

Total Expenditures 126,673,717 136,661,259 151,735,882 155,820,597 161,262,932

Excess of revenues over
 (under) expenditures 14,772,019 11,570,720 2,100,438 14,231,794 33,157,299

Other Financing Sources (Uses)
Transfers in 18,838,748 14,601,556 19,332,436 17,962,442 17,724,718
Transfers out (21,098,333) (15,441,935) (20,819,979) (19,644,937) (20,267,476)
Proceeds of capital lease 2,020,418
Proceeds of loan payable 191,835 192,759 212,241
Proceeds of notes payable 4,500,000
Sale of Assets 928,595 6,000

Total other financing sources (uses) (47,332) (647,620) 3,224,698 (753,900) (2,536,758)

Net Change in fund balances 14,724,687 10,923,100 5,325,136 13,477,894 30,620,541
FUND BALANCES, July 1 75,130,170 89,315,446 100,238,546 105,563,682 119,041,576

FUND BALANCES, June 30 $89,854,857 $100,238,546 $105,563,682 $119,041,576 $149,662,117
Debt service as a percentage of

noncapital expenditures 0.06198 0.07000 0.05389 0.04884 0.04886

Note : The City has elected to show only five years of data for this schedule.
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CITY OF MODESTO

REVENUE CAPACITY - MOST SIGNIFICANT LOCAL REVENUE SOURCE

WATER UTILITY CHARGES

(Fiscal Year ended June 30, 2006)

Ten Largest Customers of Water Utility System,  Year Ended 6/30/06
% of Total Water Sales % of Total Water

Customer Business Type Usage (ccf) (1) Usage Revenue ($) Sales Revenue
1)   Signature Foods Cannery 503,795 1.45% $522,634 1.27%
2)   Modesto City Schools Education 413,695 1.19 504,923 1.23
3)   Stanislaus Foods Cannery 416,744 1.20 441,305 1.07
4)   Foster Farms Dairy Processor 320,805 0.82 328,345 0.80
5)   Modesto Irrigation District Power Company 196,337 0.56 219,219 0.53
6)   Stanislaus County Government 158,775 0.46 208,767 0.51
7)   E&J Gallo Winery Winery 147,772 0.43 169,434 0.41
8)   Sylvan Union School District Education 141,167 0.41 163,366 0.40
9)   Yosemite Community College Community College 129,288 0.37 158,762 0.39
10) Del Monte Foods Cannery 109,911 0.32 117,906 0.29
        Total Top Ten 2,538,289 7.30% $2,834,661 6.90%

Total Flat/Metered Revenues (Water Sales) $41,107,414
(1) "ccf" means "hundred cubic feet"

Water Sales Revenue, Year Ended 6/30/06
Residential - flat rates $26,590,878
Commercial, industrial and municipal - metered rates 14,516,536

Total Water Sales $41,107,414

The average monthly flat rate service charge for residential customers is: $33.37

Commercial Accounts:
Meter Size

3/4" $10.82
1" 15.34

1 1/2" 26.55
2" 40.06
3" 76.12
4" 116.63
6" 229.14
8" 364.19

10" 521.80
12" 971.95

In addition to these minimum charges, commercial accounts are charged $1.01 per 100 cubic feet of water used.

Water rates for both metered and flat rate services were increased on July 1, 2005.

Source:
City of Modesto-Customer Services

Note:  Information about Water Utility Customers was not available for the year ended June 30, 1997
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Current Water Rates and Charges as of 6/30/06

CITY OF MODESTO

RATIO OF OUTSTANDING DEBT BY TYPE

Last Ten Fiscal Years

Governmental Activities

Certificates Lease Obligations

Fiscal Loans of Revenue Notes Under

Year Payable Participation Bonds Payable Capital Leases Total

1997 $664,187 $37,970,000 $3,600,000 $1,204,153 $43,438,340
1998 639,725 34,100,000 64,935,000 1,264,963 100,939,688
1999 33,490,000 64,835,000 1,462,933 99,787,933
2000 32,800,000 64,730,000 514,333 98,044,333
2001 25,280,000 64,615,000 329,594 90,224,594
2002 191,835 24,625,000 64,250,000 $262,807 2,153,350 91,482,992
2003 348,273 23,935,000 63,865,000 241,880 1,753,685 90,143,838
2004 523,363 23,215,000 63,455,000 4,719,663 1,335,182 93,248,208
2005 485,077 22,455,000 63,000,000 4,696,076 896,833 91,532,986
2006 446,634 21,655,000 62,505,000 4,535,034 444,904 89,588,578

Business-Type Activities

Certificates Total Percentage

Fiscal Loans of Revenue Capital Primary of Personal Per

Year Payable Participation Bonds Leases Total Government Income (a) Capita (a)

1997 $3,681,208 $23,785,000 $48,665,000 $28,389 $76,131,208 $119,569,548 3.26% 665.13
1998 3,532,306 25,585,000 47,740,000 4,201 76,857,306 177,796,994 4.48% 973.38
1999 3,378,635 24,900,000 46,780,000 75,058,635 174,846,568 4.26% 947.16
2000 3,220,042 24,355,000 45,780,000 73,355,042 171,399,375 3.87% 910.31
2001 3,056,210 30,525,000 44,735,000 78,316,210 168,540,804 3.82% 895.13
2002 2,887,342 29,765,000 43,640,000 76,292,342 167,775,334 3.55% 844.79
2003 2,713,066 28,965,000 42,490,000 74,168,066 164,311,904 3.33% 808.22
2004 2,533,380 28,125,000 41,285,000 71,943,380 165,191,588 3.09% 801.12
2005 2,347,602 27,240,000 39,235,000 290,487 68,822,602 160,355,588 2.87% 772.30
2006 2,156,040 26,305,000 38,245,000 222,588 66,706,040 156,294,618 N/A 751.03

Note:  debt amounts are gross outstanding at year end without eliminating any premiums, discounts, or other amortization amounts.

Sources: City of Modesto
State of California, Department of Finance (population)
U.S. Department of commerce, Bureau of the Census (income)

(a) See Demographic Statistics for personal income and population data.
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CITY OF MODESTO

COMPUTATION OF DIRECT AND OVERLAPPING DEBT

June 30, 2006

Percentage Amount
Net Debt Applicable to Applicable to

Jurisdiction Outstanding (1) City of Modesto (2) City of Modesto

Direct debt:
City of Modesto $ 0 100% $ 0

Overlapping General Obligation debt - school districts:
Ceres Unified District 24,379,806 10.0 2,437,981
Modesto Elementary School District 24,328,337 72.5 17,638,044
Modesto High School District 75,789,875 68.5 51,916,064
Sylvan School District 9,110,000 85.0 7,743,500
Salida Union Elementary District 1,650,000 27.0 445,500
Stanislaus Union School District 3,725,000 33.0 1,229,250
Yosemite Community College District 94,445,000 28.2 26,633,490

Total overlapping debt 233,428,018 108,043,829

Total direct and overlapping debt $ 233,428,018 $ 108,043,829

NOTES: source of data for School Districts:  Stanislaus County Auditor.
(1) Gross debt outstanding less applicable amounts in debt service funds.
(2) Determined by ratio of assessed valuation of property subject to taxation
      in overlapping portion to valuation of all property subject to taxation
      in the jurisdiction.
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CITY OF MODESTO

COMPUTATION OF LEGAL DEBT MARGIN

June 30, 2006

  Net assessed value (1) $ 12,501,638,097

  Plus homeowners' exemption (1) 241,045,263

       Gross assessed value (1) $ 12,742,683,360

  Debt limit - 15% of gross assessed value (2) $ 1,911,402,504

  Amount of debt applicable to debt limit:
    Total general bonded debt, including
      special assessment debt $ 0

  Less:  Assets in debt service funds
    available for payment of principal $ 0
  Other deductions:  Special assessment debt 0

       Total deductions 0

       Total amount of debt applicable to debt limit 0

       Legal debt margin $ 1,911,402,504

Notes: (1) Source of Data:  Stanislaus County Auditor; Last Equalized Roll (AC2703, including aircraft)
(2) Section 43605 California Government Code.

Note: The City has elected to show only one year of data for this schedule
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CITY OF MODESTO

 REVENUE BOND COVERAGE

WASTEWATER REVENUE BONDS

Last ten fiscal years

Net Revenue Debt

Fiscal Gross Operating Available for Service

Year Revenue (1) Expenses (2) Debt Service Requirements(3) Coverage

1997 $19,239,545 $11,068,264 $8,171,281 $1,721,999 4.75
1998 20,191,250 11,192,431 8,998,819 3,637,239 2.47
1999 20,192,478 11,204,247 8,988,231 3,551,320 2.53
2000 19,490,824 12,380,840 7,109,984 3,549,445 2.00
2001 21,102,892 13,244,750 7,858,142 3,549,180 2.21
2002 22,288,061 17,117,917 5,170,144 3,550,017 1.46
2003 24,623,786 15,664,660 8,959,126 3,551,958 2.52
2004 26,123,771 16,687,958 9,435,813 3,550,120 2.67
2005 25,701,300 16,476,917 9,224,383 3,549,633 2.60
2006 24,695,878 16,044,781 8,651,097 2,916,462 2.97

Notes: (1) Consists of all receipts of the Sewer fund, including charges for services, interest and rental income, 
connection fees, not dedicated to capital spending purposes.
(2) Total Sewer Fund operating expenses exclusive of depreciation.  Beginning with 2005, the portion 
of transfers out to other funds, if any, that would have otherwise been an operating expense of the
the Sewer Fund have been included.
(3 )Includes total principal and interest of Wastewater Treatment Facility Revenue Bonds, Series 1993 and
1997, and Refunding Revenue Bonds, Series 1987 and 1996, through 2005.  During the 2005 fiscal year,
these issues were refunded by Wastewater Refunding Revenue Bonds, Series 2005 A and 2005 B.  The
first debt service payment on the refunding bonds was November 1, 2005.
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CITY OF MODESTO

CONTINUING DISCLOSURE REQUIREMENTS INFORMATION

Year Ended June 30, 2006

Wastewater Revenue Refunding Bonds, Series 2005 A and B

Connection charge information:   The Sewer Enterprise imposes connection fees on a on-time basis to new users of the
sewer system and to users who significantly expand their usage.  The fees have three components:

Connection charge: $500 per Equivalent Dwelling Unit for residential units and $2,000 per acre
       for commercial and industrial property

Sub-trunk sewer charge: $645 per acre
Connection (lateral) charge: $33 per linear foot of lot frontage adjacent to the sewer line.

Customer Base by Type of Account
Number of % of Total % of Customer

Category Accounts Accounts Revenues
Residential 57,301 95.27% 52.6%
Commercial 2,796 4.65% 15.8%
Industrial 51 0.08% 31.6%

Total 60,148 100.00% 100.00%

Ten Largest Users of Sewer Facilities,  Year Ended 6/30/06
Sewer Fee % of Customer

User Revenue Revenues
1)   Stanislaus Foods 1,516,289$ 6.84%
2)   Signature Fruit 1,339,435 6.04%
3)   Del Monte Foods 1,242,836 5.60%
4)   E & J Gallo Winery 666,441 3.01%
5)   Frito-Lay, Inc. 492,188 2.22%
6)   City of Ceres 436,985 1.97%
7)   Foster Farms 414,412 1.87%
8)   Modesto Tallow 396,231 1.79%
9)   Nestle Food Company 161,893 0.73%
10) Conagra Foods 114,730 0.52%
        Total (Top Ten Customers) 6,781,440$ 30.58%

        Total (All Customers) 22,176,107$

The average single-family residence monthly sewer charge is $14.26.            .

Minimum Charge Charge Per 1,000
Commercial Group First 1,680 Cubic Feet Gallons Additonal

Group 1 $21.95 $1.73
Group 2 $25.29 $2.04
Group 3 $31.00 $2.47
Group 4 $37.19 $2.98

Industrial users pay a minimum charge of $10.00, with additional charges of:   $892.23 per million gallons of flow,
$105.52 per 1,000 pounds of excess biochemical oxygen demand (BOD), and $97.14 per 1,000 pounds of excess 
suspended solids (SS).

The Annual Budget of the City of Modesto is available from the City of Modesto Finance Department.

Updates of other required disclosures may be found elsewhere in this report, as follows:
Statement of Revenues, Expenses and Changes in Fund Net Assets Page 25
Principal Amount of Bonds and Other Parity Debt Page 41 (Note III-C)
Historical Debt Service Coverage Page 111

(continued)
112

D
-60



CITY OF MODESTO

CONTINUING DISCLOSURE REQUIREMENTS INFORMATION (continued)

Year Ended June 30, 2006

Modesto Public Financing Authority Lease Revenue Bonds, Series 1997
John Thurman Field Renovation Project

Update of Stadium and Insurance Information

In 1997, the City of Modesto renovated and improved the John Thurman Field stadium in order to fulfill its agreement
obligations with the Modesto A's minor league professional baseball team and for the A's to continue playing baseball in
Modesto. This Project was partially funded by the Series 1997 Lease Revenue Bonds. The improvements met or
exceeded the requirements of the Professional Baseball Agreement between Major League Baseball and the National
Association of Professional Baseball Leagues, which governs minor league baseball. Stadium improvements included
expansion of seating from 2,500 to 4,000; expanded parking capacity, with improved lighting and security; renovation to
the club house for both the Modesto Nuts (replaced the Modesto A's) and visiting teams; expansion of outfield
dimensions; and addition of a state-of-the-art public address and speaker system. The Modesto A's played their home
games in the renovated stadium from opening day, May 7, 1997, through the 2004 season.

In September, 2004, the Colorado Rockies signed a two-year player development contract with Modesto's minor league
franchise. This contract assured that the City of Modesto would have minor league baseball at John Thurman Field
through the 2006 season. In October 2006, the City of Modesto entered into a ten-year license agreement and a field
maintenance agreement with the Modesto Nuts Baseball Club. In order to secure a ten-year committment from the
franchise owners, the City of Modesto agreed to stadium improvements that include a new scoreboard, a
banquet/entertainment building, new grounds-crew area, improved picnic area, fieldwork and lighting renovation. Funding
for these improvements will come from the Parks Capital Projects Fund and the refinancing of the existing John Thurman
Field bonds. The refinancing will allow the city to lower the interest rate on the existing debt and will provide an additional
$2.4 million in new bond proceeds to finance these capital projects.

All insurance required by the Lease Revenue Bond legal documents is currently in full effect. Coverage includes public
liability, property damage, fire and extended coverage, and rental interruption insurance.

The Annual Budget of the City of Modesto is available from the City of Modesto Finance Department.

                                        (continued)
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CITY OF MODESTO

CONTINUING DISCLOSURE REQUIREMENTS INFORMATION (continued)

Year Ended June 30, 2006

1997 Water Utility System Refinancing Project, Refunding Revenue Certificates of Participation, and
Modesto Irrigation District Financing Authority Domestic Water Project Refunding Revenue Bonds, Series 1998D

Reserve Account Requirement as of 6/30/06 $0  (covered by surety bond, issued by Federal Guaranty
Insurance Company)

Balance in Parity Reserve Account as of 6/30/06 $0

Balance in Rate Stabilization Account as of 6/30/06 $2,846,800

Ten Largest Customers of Water Utility System,  Year Ended 6/30/06
% of Total Water Sales % of Total Water

Customer Business Type Usage (ccf) (1) Usage Revenue ($) Sales Revenue
1)   Signature Foods Cannery 503,795 1.45% $522,634 1.27%
2)   Modesto City Schools Education 413,695 1.19 504,923 1.23
3)   Stanislaus Foods Cannery 416,744 1.20 441,305 1.07
4)   Foster Farms Dairy Processor 320,805 0.82 328,345 0.80
5)   Modesto Irrigation District Power Company 196,337 0.56 219,219 0.53
6)   Stanislaus County Government 158,775 0.46 208,767 0.51
7)   E&J Gallo Winery Winery 147,772 0.43 169,434 0.41
8)   Sylvan Union School District Education 141,167 0.41 163,366 0.40
9)   Yosemite Community College Community College 129,288 0.37 158,762 0.39
10) Del Monte Foods Cannery 109,911 0.32 117,906 0.29
        Total Top Ten 2,538,289 7.30% $2,834,661 6.90%

Total Flat/Metered Revenues (Water Sales) $41,107,414
(1) "ccf" means "hundred cubic feet"

Water Sales Revenue, Year Ended 6/30/06
Residential - flat rates $26,590,878
Commercial, industrial and municipal - metered rates 14,516,536
    Total Water Sales $41,107,414

The average monthly flat rate service charge for residential customers is $33.37.

Current Water Rates and Charges as of 6/30/06- Commercial Accounts
Meter Size

3/4" $10.82
1" 15.34

1 1/2" 26.55
2" 40.06
3" 76.12
4" 116.63
6" 229.14
8" 364.19

10" 521.80
12" 971.95

In addition to these minimum charges, commercial accounts are charge $1.01 per 100 cubic feet of water used.

Water rates for both metered and flat rate services were increased on July 1, 2005.

(1)  Water Fund parity debt obligation, issued by the Modesto Irrigation District Financing Authority, on behalf of the
City, and pursuant to the 1992 Treatment and Delivery Agreement between the District and the City.   Balance of
these bonds as of 6/30/06 is $76,170,000. (continued)
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CITY OF MODESTO

CONTINUING DISCLOSURE REQUIREMENTS INFORMATION

1997 Water Utility System Refinancing Project, Refunding Revenue Certificates of Participation, and
Modesto Irrigation District Financing Authority Domestic Water Project Refunding Revenue Bonds, Series 1998D

Water Utility System - Debt Service Coverage
Fiscal Year 2006

Gross Operating Revenues:
    Charges for services $42,639,348
    Connection charges 1,728,873
    Settlements and recoveries 1,334,259
    Interest and rental income 534,234
    Deposit to rate stabilization fund (153,200)
         Total Gross Operating Revenues 46,083,514

Operating Expenses:
    Total operating expenses 28,672,955
    Less:  Depreciation (2,383,566)
              T&DA debt service component paid to MID (6,690,994)
    Plus:  Property taxes 84,556
               Operating transfers 95,385
          Total Operating Expenses 19,778,336

Net Operating Revenues $26,305,178

Total Debt Service:
    1997 Refunding Certificates of Participation 1,790,658
    Treatment & Delivery Agreement 6,690,994
    CDWR Loan 264,654
         Total Debt Service $8,746,306

Debt Service Coverage (Net Operating Revenues/Total Debt Service) 3.01

Updates of other required disclosures may be found elsewhere in this report, as follows:

Water Utility System Statement of Net Assets Page 24
Water Utility System Revenues and Expenses Page 25
Principal Amount of Certificates Outstanding Page 40 (Note III-C)
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CITY OF MODESTO

DEMOGRAPHIC AND ECONOMIC STATISTICS

Last ten fiscal years

Total Per Capita Stanislaus City
Fiscal City Personal Personal Unemployment County Population
Year Population Income Income       Rate (%) Population % of County

1997 179,770 $3,668,027,080 $20,404 13.7% 419,480 42.86%
1998 182,660 $3,966,644,560 21,716 13.3% 427,642 42.71%
1999 184,600 $4,106,242,400 22,244 11.6% 432,990 42.63%
2000 188,286 $4,425,097,572 23,502 7.9% 441,364 42.66%
2001 188,286 $4,417,566,132 23,462 7.9% 446,997 42.12%
2002 198,600 $4,722,310,800 23,778 9.6% 469,512 42.30%
2003 203,300 $4,935,310,800 24,276 10.4% 481,604 42.21%
2004 206,200 $5,337,487,000 25,885 9.4% 491,900 41.92%
2005 207,634 $5,588,469,110 26,915 8.3% 504,482 41.16%
2006 208,107 N/A N/A 8.3% 514,370 40.46%

Source: California State Department of Finance
N/A denotes information is not available
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CITY OF MODESTO

Principal Employers

2005-06
Percentage

Number of of Total City
Employer Employees Rank Employment

Signature Foods 4,100 1 4.1%

Modesto City Schools 4,000 2 4.0%

E & J Gallo Winery 3,425 3 3.5%

Del Monte Foods 2,600 4 2.6%

Memorial Medical Center 2,600 5 2.6%

Doctors Medical Center 2,300 6 2.3%

Stanislaus Food Products 2,000 7 2.0%

Modesto Junior College 1,866 8 1.9%

City of Modesto 1,691 9 1.7%

ConAgra 1,400 10 1.4%

     Subtotal 25,982 26.2%

Total City Employment 99,100

Total City  Population 208,107

Source: Stanislaus Economic Development & Workforce Alliance
Note: Information about Principal Employers was not available for the fiscal year 1996-97.
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CITY OF MODESTO

FULL-TIME CITY GOVERNMENT EMPLOYEES BY FUNCTION

Last Four Fiscal Years

2003 2004 2005 2006

Function

General government 88.25 88.25 62.25 79.00
Community development 51.00 56.00 53.00 54.00
Public works 221.80 219.00 159.00 159.50
Parks and recreation 56.25 52.50 130.50 112.50
Public safety 519.00 546.00 563.00 567.75
Parking 2.00 2.00 2.00 2.00
Water 70.00 76.00 76.00 81.00
Sewer 108.00 108.00 107.00 103.00
Storm Drain 20.00 22.00 22.00 22.00
Compost 7.00
Airport 7.00 6.00 6.00 6.00
Bus 14.00 15.00 16.00 16.00
Community Center 9.75 9.25 9.50 9.50
Internal services 88.75 89.00 87.00 86.00

Total 1,255.80 1,289.00 1,206.25 1,305.25

Source:  City of Modesto
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CITY OF MODESTO

OPERATING INDICATOR BY FUNCTION

2006

Function/Program

Public safety:
Fire:
    Fire calls for service 20,200
    Primary fire inspections conducted 1,006

Police:
    Police calls for Service 129,225
    Law violations:
        Part I and Part II crimes 63,954
        Physical arrests (adult and juvenile) 13,054
        Traffic violations 23,104
        Parking violations 16,874

Public works
Street resurfacing (miles) 9.98
Potholes repaired (square miles) 30,252

Airport:
Number of passengers enplaned 23,969
Number of tennant aircraft 201
Number of hangers 109
Number of runways 2
Annual fuel consumption in gallons 998,978

Bus Service:
Number of buses 43
Number of routes 19
Total route miles 305
Average weekday number of passengers 11,206
Total number of passengers carried 3,629,191

Community Development
Permits issued in 20055-2006 5,968
Estimated cost of construction $298,025,900
Building Inspections made 49,852

Culture and recreation:
Community Services:
        Recreation class participants 5,291

Solid Waste:
Recyclables Processed (tons per year) 582

Source: City of Modesto - Various Departments
Note:  The City has elected to show only one year of data for this schedule
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CITY OF MODESTO

CAPITAL ASSET STATISTICS BY FUNCTION/PROGRAM

2006

Function/Program

Public safety:
Fire stations 11
Police stations 1
Police patrol units 98

Public works
Traffic & Streets
Miles of streets (1) 672
Street lights 13,358
Traffic Signals 140

Water:
Miles of water mains N/A
Fire hydrants 7,060
Storage capacity (thousands of gallons) N/A

Wastewater:
Miles of sanitary sewers 480.8
Miles of storm sewers 130.2
Number of treatment plants (2) 2
Treatment capacity (millions of gallons) 70

Community services:
City parks 75
City parks acreage 1,088
Playgrounds 55
City trails 4
City trails miles 11
Regional park acreage 324
Regional park facilities:
      Golf courses (18 holes) 2
      Golf courses (9 holes) 1
      Clubhouse and banquet facility 8
      Historic house 4
Community gardens 2
Community centers 6
Senior centers 1
Sports centers 1
Performing arts centers 1 (Under construction)
Swimming pools 16
Tennis courts 37
Baseball/softball diamonds 24
Soccer/football fields 22

(1) Information now reported from the City's GIS system and is more accurate.
(2) The City has both a Primary and a Secondary treatment facility.
Source: City of Modesto - Various Departments
Note: N/A denotes information is not available.
Note:  The City has elected to show only one year of data for this schedule
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APPENDIX E 

PROPOSED FORM OF OPINION OF BOND COUNSEL  

________, 2007 

Modesto Public Financing Authority 
Modesto, California 

City of Modesto 
Modesto, California 

$62,275,000 

Modesto Public Financing Authority 

Lease Revenue Refunding and Capital Improvement Bonds 

Series 2007 

Ladies and Gentlemen: 

We have acted as bond counsel in connection with the issuance by the Modesto Public 
Financing Authority (the “Authority”) of its Lease Revenue Refunding and Capital Improvement 
Bonds, Series 2007 (the “Bonds”) in the aggregate principal amount of $62,275,000.  The Bonds are 
issued pursuant to Article 4 of Chapter 5 of Division 7 of Title 1 of the Government Code of the 
State of California and an Indenture, dated as of April 1, 2007 (the “Indenture”) between the 
Authority and The Bank of New York Trust Company, N.A., as trustee (the “Trustee”).  Capitalized 
terms not otherwise defined herein shall have the meanings set forth in the Indenture. 

In connection with the issuance of the Bonds, the City of Modesto (the “City”) has leased 
certain properties to the Authority pursuant to a sublease, dated as of April 1, 2007 (the “Sublease”) 
between the Authority and the City.  The Authority has in turn leased such properties to the City 
pursuant to the terms of a facility lease, dated as of April 1, 2007 (the “Facility Lease”) between the 
City and the Authority.  The Bonds are secured as to payment from the Base Rental Payments to be 
made by the City to the Authority under the Facility Lease and certain other revenues and moneys 
pledged under the Indenture. 

We have examined a certified copy of the record of proceedings relating to the execution and 
delivery of the Bond and such other documents and records of the Authority and the City as we have 
deemed necessary for the purpose of this opinion.  We have assumed the genuineness of all 
documents and signatures presented to us.  We have not undertaken to verify independently, and 
have assumed, the accuracy of the factual matters represented, warranted or certified in the 
documents.  Furthermore, we have assumed compliance with all covenants and agreements contained 
in the Indenture, the Facility Lease and the Sublease, including (without limitation) covenants and 
agreements compliance with which is necessary to assure that future actions, omissions or events will 
not cause interest on the Bonds to be included in gross income for federal income tax purposes. 

Certain requirements and procedures contained or referred to in the Indenture, the Facility 
Lease and the Sublease, or other documents pertaining 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 
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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 the exclusion from gross income for 
federal income tax purposes of interest on the Bonds on and after the date on which any such change 
occurs or action is taken upon the advice or approval of counsel other than ourselves. 

Based on the foregoing and our examination of existing constitutional, statutory and 
decisional law, such legal proceedings and such other documents as we deem necessary to render this 
opinion, we are of the opinion that: 

1. The Bonds have been duly authorized, executed and delivered by the Authority and 
are legal, valid and special limited obligations of the Authority, payable from Revenues pledged 
therefore under the Indenture. 

2. The Indenture has been duly authorized, executed and delivered by the Authority and 
constitutes a legal, valid and binding obligation of the Authority. 

3. The Facility Lease has been duly authorized, executed and delivered by the City and 
the Authority and constitutes the legal, valid and binding obligation of the parties thereto. 

4. The Sublease has been duly authorized, executed and delivered by the City and the 
Authority and constitutes the legal, valid and binding obligation of the parties thereto. 

5. Based on existing statutes, regulations, rulings and judicial decisions and assuming 
compliance by the Authority and the City with certain covenants in the Indenture, the Facility Lease 
and Sublease and requirements of the Internal Revenue Code of 1986, as amended (the “Code”), 
regarding the use, expenditure and investment of proceeds of the Bond and the timely payment of 
certain investment earnings to the United States, interest on the Bonds is not includable in the gross 
income of the owners of the Bonds for federal income tax purposes.  Failure to comply with such 
covenants and requirements may cause interest on the Bonds to be included in gross income 
retroactively to the date of issuance of the Bonds. 

6. Interest on the Bonds is not treated as an item of tax preference in calculating the 
federal alternative minimum taxable income of individuals and corporations.  Interest on the Bonds, 
however, is included as an adjustment in the calculation of federal corporate alternative minimum 
taxable income and may therefore affect a corporation’s alternative minimum tax liability. 

7. Interest on the Bonds is exempt from personal income taxes imposed by the State of 
California.

We express no opinion with respect to any collateral tax consequences resulting from the 
ownership or disposition of, or the accrual or receipt of interest on, the Bonds. 

With respect to the opinions expressed herein, the rights and obligations under the Bonds, the 
Indenture, the Facility Lease and the Sublease are subject to bankruptcy, insolvency, reorganization, 
arrangement, fraudulent conveyance, moratorium and other laws relating to or affecting the 
enforcement of creditors’ rights generally, to the application of equitable principles (regardless of 
whether such enforceability is considered in equity or at law), to the exercise of judicial discretion in 
appropriate cases and to the limitations on legal remedies against joint exercise of powers authorities 
or cities in the State of California.  In addition, we express no opinion with respect to any 
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indemnification, contribution, penalty, choice of law, choice of forum, consent to non jury trial or 
waiver provisions contained in the foregoing documents. 

The opinions expressed herein are based on an analysis of existing laws, regulations, rulings 
and court decisions.  Such opinions may be adversely affected by actions taken or events occurring, 
including a change in law, regulation or ruling (or in the application or official interpretation of any 
law, regulation or ruling) after the date hereof.  We have not undertaken to determine, or to inform 
any person, whether such actions are taken or such events occur, and we have no obligation to update 
this opinion in light of such actions or events. 

Respectfully submitted, 
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APPENDIX F 

FORM OF CONTINUING DISCLOSURE AGREEMENT 

This CONTINUING DISCLOSURE AGREEMENT (the “Disclosure Agreement”) is 
executed and delivered by the CITY OF MODESTO (the “City”) and THE BANK OF NEW YORK 
TRUST COMPANY, N.A., in its capacity as Dissemination Agent (the “Dissemination Agent”), in 
connection with the issuance by the Modesto Public Financing Authority (the “Authority”) of its 
$62,275,000 Lease Revenue Refunding and Capital Improvement Bonds, Series 2007 (the “Bonds”).  
The City is an “obligated person” with respect to the Bonds within the meaning of the Securities and 
Exchange Commission’s Rule 15c2-12(b)(5) (the “Rule”).  The Bonds are being issued pursuant to 
an Indenture, dated as of April 1, 2007 (the “Indenture”), by and between the Authority and The 
Bank of New York Trust Company, N.A., San Francisco, California, as trustee (the “Trustee”).  The 
City and the Dissemination Agent covenant and agree as follows: 

SECTION 1. Purpose of the Disclosure Agreement.  This Disclosure Agreement is being 
executed and delivered by the City and the Dissemination Agent for the benefit of the Holders and 
Beneficial Owners of the Bonds and in order to assist the Participating Underwriter in complying 
with the Rule. 

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 2, the following terms shall have the following meanings: 

“Annual Report” shall mean any Annual Report provided by the City pursuant to, and as 
described in, Sections 3 and 4 of this Disclosure Agreement. 

“Beneficial Owner” shall mean any person which (a) has the power, directly or indirectly, to 
vote or consent with respect to, or to dispose of ownership of, any Bonds (including persons holding 
Bonds through nominees, depositories or other intermediaries), or (b) is treated as the owner of any 
Bonds for federal income tax purposes. 

“Central Post Office” means the DisclosureUSA website maintained by the Municipal 
Advisory Council of Texas or any successor thereto, or any other organization or method approved 
by the staff or members of the Securities and Exchange Commission as an intermediary through 
which issuers may, in compliance with the Rule, make filings required by this Disclosure Agreement. 

“Disclosure Representative” shall mean the City Manager or Finance Director of the City, or 
their designee, or such other officer or employee as the City shall designate in writing to the Trustee 
and the Dissemination Agent from time to time. 

“Dissemination Agent” shall mean The Bank of New York Trust Company, N.A., acting in 
the capacity as Dissemination Agent hereunder, or any successor Dissemination Agent designated in 
writing by the City and which has filed with the Trustee a written acceptance of such designation. 

“Fiscal Year” shall mean the period beginning on July 1 of each year and ending on the next 
succeeding June 30, or any twelve month or fifty-two week period hereafter selected by the City, 
with notice of such selection or change in fiscal year to be provided as set forth herein. 
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“Holders” shall mean either the registered owners of the Bonds, or, if the Bonds are 
registered in the name of The Depository Trust Company or another recognized depository, any 
applicable participant in such depository system. 

“Listed Events” shall mean any of the events listed in Section 5(a) of this Disclosure 
Agreement. 

“National Repository” shall mean any Nationally Recognized Municipal Securities 
Information Repository for purposes of the Rule.  The Nationally Recognized Municipal Securities 
Information Repositories for purposes of the Rule are identified in the Securities and Exchange 
Commission website located at www.sec.gov/consumer/nrmsir.htm.

“Participating Underwriter” shall mean any of the original underwriters of the Bonds required 
to comply with the Rule in connection with the offering of the Bonds. 

“Repository” shall mean each National Repository and each 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. 

“State” shall mean the State of California. 

“State Repository” shall mean any public or private repository or entity designated by the 
State as a state repository for the purpose of the Rule and recognized as such by the Securities and 
Exchange Commission.  As of the date of this Disclosure Agreement, there is no State Repository. 

SECTION 3. Provision of Annual Reports.

(a) The City shall, or shall cause the Dissemination Agent to, not later than 270 days 
after the end of the City’s Fiscal Year (presently March 31 of the subsequent year following the end 
of the City’s Fiscal Year), commencing with the report for the end of the 2006-07 Fiscal Year, 
prepare 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 of the City 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 not available by that date.  If the City’s Fiscal Year changes, the 
City 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 City shall provide the Annual Report to the 
Dissemination Agent (if other than the City) and the Trustee.  If by fifteen (15) Business Days prior 
to such date, the Dissemination Agent has not received a copy of the Annual Report from the City, 
the Dissemination Agent shall contact the City to determine if the City is in compliance with 
subsection (a).  The City reserves the right to make this filing through the Central Post Office. 

(c) If the Dissemination Agent is unable to verify that an Annual Report of the City has 
been provided to the Repositories by the date required in subsection (a), the Dissemination Agent 
shall send a notice to each Repository in substantially the form attached hereto as Appendix A. 
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(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) to the extent the City has provided the Dissemination Agent with the Annual 
Report, file a report with the City 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.  The Dissemination 
Agent shall have no responsibility for the content of any Annual Report. 

SECTION 4. Content of Annual Reports.  The Annual Report of the City shall contain or 
include by reference the following: 

(i) the Annual Budget of the City; 

(ii) the Comprehensive Annual Financial Report of the City and, to the extent not 
contained in said Report or if said Report is no longer being prepared, the 
audited financial statements of the City for the prior Fiscal Year, prepared in 
accordance with generally accepted accounting principles as promulgated to 
apply to governmental entities from time to time by the Government 
Accounting Standards Board.  If the audited financial statements of the City 
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; and 

(iii) the principal amount of the Bonds and any other Parity Debt outstanding. 

SECTION 5. Reporting of Significant Events.

(a) Pursuant to the provisions of this Section 5, the City shall give, or cause to be given, 
notice of the occurrence of any of the following events with respect to the Bonds, if the City 
determines that such event is material under federal securities law: 

1. principal and interest payment delinquencies; 

2. non-payment related defaults; 

3. modifications to rights of Bondholders; 

4. optional, contingent or unscheduled bond calls; 

5. defeasances; 

6. rating changes; 

7. adverse tax opinions or events adversely affecting the tax-exempt status of the 
Bonds;

8. unscheduled draws on credit enhancements reflecting financial difficulties; 
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9. unscheduled draws on the insurance policies reflecting financial difficulties; 

10. substitution of the provider of any municipal bond insurance, or any failure 
by any insurer to perform on any municipal bond insurance policy; and 

11. release, substitution or sale of property securing repayment of the Bonds. 

(b) Whenever the City obtains knowledge of the occurrence of a Listed Event, the City 
shall as soon as possible determine if such event would be material under applicable federal 
securities laws. 

(c) If the City determines that knowledge of the occurrence of a Listed Event would be 
material under applicable federal securities laws, the City shall promptly notify the Dissemination 
Agent in writing.  Such notice shall instruct the Dissemination Agent to report the occurrence 
pursuant to subsection (e). 

(d) If the City determines that the Listed Event would not be material under applicable 
federal securities laws, the City shall so notify the Dissemination Agent in writing and instruct the 
Dissemination Agent not to report the occurrence pursuant to subsection (e). 

(e) If the Dissemination Agent has been instructed by the City to report the occurrence of 
a Listed Event, the Dissemination Agent shall file a notice of such occurrence with the Municipal 
Securities Rulemaking Board or the Repositories with a copy to the City.  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 event is given to the Holders of 
affected Bonds pursuant to the Indenture. 

(f) The City reserves the right to make such notice of significant event filings through 
the Central Post Office. 

SECTION 6. Termination of Reporting Obligation.  The obligations of the City under this 
Disclosure Agreement shall terminate upon the defeasance, prior redemption or payment in full of all 
of the Bonds. 

SECTION 7. Dissemination Agent.  The City may, from time to time, appoint or engage a 
Dissemination Agent to assist it in carrying 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 City pursuant to this Disclosure Agreement.  If at any time there is not any 
other designated Dissemination Agent, the Trustee shall be the Dissemination Agent.  The initial 
Dissemination Agent shall be The Bank of New York Trust Company, N.A.  The Dissemination 
Agent shall be entitled to compensation for its services as Dissemination Agent and reimbursement 
for its out-of-pocket expenses, attorney’s fees, costs and advances made or incurred in the 
performance of its duties under this Disclosure Agreement in accordance with its written fee 
schedule provided to the City, as such fee schedule may be amended from time to time in writing. 

SECTION 8. Amendment; Waiver.  Notwithstanding any other provision of this Disclosure 
Agreement, the City and the Dissemination Agent may amend this Disclosure Agreement (and the 
Dissemination Agent shall agree to any amendment so requested by the City that does not adversely 
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affect the Dissemination Agent’s rights and obligations) and any provision of this Disclosure 
Agreement may be waived, provided that the following conditions are satisfied: 

(i) 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; 

(ii) 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 

(iii) 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 
City 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 City.  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, 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 City 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 City chooses to include any 
information 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 City shall not have any obligation under 
this Disclosure 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 City or the Dissemination Agent to 
comply with any provision of this Disclosure Agreement, the Dissemination Agent may (and, at the 
request of any Participating Underwriter or the Holders of at least 25% aggregate principal amount of 
Outstanding Bonds, shall (to the extent indemnified to its satisfaction)) 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 City or the Dissemination Agent, as the 
case may be, to comply with its obligations under this Disclosure Agreement.  A default under this 
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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 City or the Dissemination 
Agent to comply with this Disclosure Agreement shall be an action to compel performance. 

In accepting the appointment under this Disclosure Agreement, the Dissemination Agent is 
not acting in a fiduciary capacity to the Holders or Beneficial Owners of the Bonds, the City, the 
Participating Underwriters or any other party or person. 

No provision of this Disclosure Agreement shall require the Dissemination Agent to risk or 
advance or expend its own funds or incur any financial liability. 

SECTION 11. Duties, Immunities and Liabilities of Dissemination Agent.  The 
Dissemination Agent shall have only such duties as are specifically set forth in this Disclosure 
Agreement, and the City agrees to indemnify and save the Dissemination Agent, its 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 negligence or willful misconduct.  The 
Dissemination Agent shall have the right to resign from its duties as Dissemination Agent upon thirty 
(30) days notice to the City and the Trustee.  The obligations of the City under this Section shall 
survive resignation or removal of the Dissemination Agent and 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 City: City of Modesto 
1010 10th Street, Suite 5200 
Modesto, California 95353 
Attention: Finance Director 
Telephone: (209) 577-5371 
Facsimile: (209) 571-5880 

To the Dissemination Agent: The Bank of New York Trust Company, N.A. 
550 Kearny Street, Suite 600 
San Francisco, California  94108 
Attention:  Corporate Trust 
Fax:  (415) 399-1647 
Telephone:  (415) 263-2418 

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 City, the Dissemination Agent, the Participating Underwriter and Holders and Beneficial Owners 
from time to time of the Bonds, and shall create no rights in any other person or entity. 
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SECTION 14. Signature.  This Disclosure Agreement has been executed by the undersigned 
on the date hereof, and such signature binds the City and the Dissemination Agent to the undertaking 
herein provided. 

Dated: April 18, 2007 

CITY OF MODESTO 

By: 
Director of Finance 

THE BANK OF NEW YORK TRUST 
COMPANY, N.A., Dissemination Agent 

By: 
Authorized Officer 
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APPENDIX A 

NOTICE TO REPOSITORIES OF FAILURE TO FILE ANNUAL REPORT 

Name of Obligated Party: City of Modesto 

Name of Issue: Modesto Public Financing Authority, Lease Revenue Refunding and 
Capital Improvement Bonds, Series 2007  

Date of Delivery: April 18, 2007  

NOTICE IS HEREBY GIVEN that the City has not provided an Annual Report with respect 
to the above-named Bonds as required by Section 3 of the Continuing Disclosure Agreement, dated 
April 1, 2007, between the City and The Bank of New York Trust Company, N.A., as Dissemination 
Agent.  The City has informed the undersigned that it anticipates that the Annual Report will be filed 
by ____________________________. 

Dated: ________________________ 

The Bank of New York Trust Company, N.A., 
as Dissemination Agent 

By: 
Authorized Officer 

cc:  City of Modesto 



APPENDIX G 

SPECIMEN MUNICIPAL BOND INSURANCE POLICY 
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CIFGNA Bonds-1 (8-04)

CIFG Assurance North America, Inc.
825 Third Avenue, Sixth Floor

New York, NY 10022
For information, contact (212) 909-3939

Toll-free (866) 243-4212

FINANCIAL GUARANTY INSURANCE POLICY

ISSUER: ____________________ Policy No.: CIFG NA-##

CUSIP: _____________________�� Effective Date: _______, 200_

OBLIGATIONS: ____________________________________________________

CIFG ASSURANCE NORTH AMERICA, INC. (“CIFG NA”), for consideration received, hereby UNCONDITIONALLY AND
IRREVOCABLY GUARANTEES to each Policyholder, subject only to the terms and conditions of this Policy (which includes each
endorsement hereto), the full and complete payment by or on behalf of the Issuer of Regular Payments of principal of and interest on the
Obligations.

For the further protection of each Policyholder, CIFG NA irrevocably and unconditionally guarantees:

(1) payment of any amount required to be paid under this Policy by CIFG NA following CIFG NA’s receipt of notice and instruments of
assignment as described in Endorsement No. 1 hereto and

(2) payment of the amount of any distribution of principal of and interest on the Obligations made during the Term of this Policy to such
Policyholder that is subsequently avoided in whole or in part as a preference payment under applicable law, all as described in Endorsement No.
1 hereto.

CIFG NA shall be subrogated to the rights of each Policyholder to receive payments under the Obligations to the extent of any payment by
CIFG NA hereunder. Upon disbursement in respect of an Obligation, CIFG NA shall become the owner of the Obligation, appurtenant coupon, if
any, and all rights to payment of principal thereof or interest thereon.

The following terms shall have the meanings specified below, subject to and including any modifications set forth in any endorsement
hereto, for all purposes of this Policy. “Effective Date,” “Issuer” and “Obligations” mean, respectively, the Effective Date, Issuer and Obligations
referenced above. “Policyholder” means, if the Obligations are in book-entry form, the registered owner of any Obligation as indicated on the
registration books maintained by or on behalf of the Issuer for such purpose or, if the Obligations are in bearer form, the holder of any Obligation;
provided, however, that any trustee acting on behalf of and for the benefit of such registered owner or holder shall be deemed to be the
Policyholder to the extent of such trustee’s authority. “Regular Payments” means payments of interest and principal which are agreed to be made
during the Term of this Policy in accordance with the original terms of the Obligations when issued and without regard to any amendment or
modification of such Obligations thereafter; payments which become due on an accelerated basis as a result of (a) a default by the Issuer or any
other person, (b) an election by the Issuer to pay principal or other amounts on an accelerated basis or (c) any other cause, shall not constitute
“Regular Payments” unless CIFG NA shall elect, in its sole discretion, to pay such principal due upon such acceleration together with any
accrued interest to the date of acceleration. “Term of this Policy” has the meaning set forth in Endorsement No. 1 hereto.

This Policy sets forth in full the undertaking of CIFG NA, and shall not be modified, altered or affected by any other agreement or
instrument, including any modification or amendment thereto or to the Obligations (except a contemporaneous or subsequent agreement or
instrument given by CIFG NA or to which CIFG NA has given its written consent) or by the merger, consolidation or dissolution of the Issuer.
The premiums paid in respect of this Policy are nonrefundable for any reason whatsoever, including payment, or provision being made for
payment, of the Obligations prior to maturity. This Policy may not be cancelled or revoked during the Term of this Policy, including for
nonpayment of premium due to CIFG NA. Payments under this Policy may not be accelerated except at the sole option of CIFG NA.

In witness whereof, CIFG ASSURANCE NORTH AMERICA, INC. has caused this Policy to be executed on its behalf by its Authorized
Officer.

CIFG ASSURANCE NORTH AMERICA, INC.

By ____________________________________________
Authorized Officer
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APPENDIX H 

BOOK ENTRY SYSTEM 

The information in this Appendix concerning DTC and DTC’s book entry only system has been 
obtained from sources that the Authority believes to be reliable, but the Authority takes no responsibility for 
the completeness or accuracy thereof.  The following description of the procedures and recordkeeping with 
respect to beneficial ownership in the Bonds, payment of principal, premium, if any, and interest with respect 
to the Bonds to all DTC Participants or to Beneficial Owners, confirmation and transfers of Beneficial 
Ownership interests in the Bonds and other related transactions by and between DTC, DTC Participants and 
Beneficial Owners is based solely on information provided by DTC. 

The Depository Trust Company (“DTC”), New York, NY, will act as securities depository for the 
Bonds.  The Bonds will be issued as fully-registered securities registered in the name of Cede & Co. (DTC’s 
partnership nominee) or such other name as may be requested by an authorized representative of DTC.  One 
fully-registered security Bond will be issued for each maturity of the Bonds, each in the aggregate principal 
amount of such maturity, and will be deposited with DTC. 

DTC, the world’s largest securities depository, is a limited-purpose trust company organized under 
the New York Banking Law, a “banking organization” within the meaning of the 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.  DTC holds and provides asset servicing for over 2.2 million issues of 
U.S. and non-U.S. equity issues, corporate and municipal debt issues, and money market instruments from 
over 100 countries that DTC’s participants (“Direct Participants”) deposit with DTC.  DTC also facilitates 
the post-trade settlement among Direct Participants of sales and other securities transactions in deposited 
securities, through electronic computerized book-entry transfers and pledges between Direct Participants’ 
accounts.  This eliminates the need for physical movement of securities certificates.  Direct Participants 
include both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, clearing corporations, 
and certain other organizations.  DTC is a wholly-owned subsidiary of The Depository Trust & Clearing 
Corporation (“DTCC”).  DTCC, in turn, is owned by a number of Direct Participants of DTC and Members 
of the National Securities Clearing Corporation, Fixed Income Clearing Corporation, and Emerging Markets 
Clearing Corporation, (NSCC, FICC, and EMCC, also subsidiaries of DTCC), as well as by the New York 
Stock Exchange, Inc., the American Stock Exchange LLC, and the National Association of Securities 
Dealers, Inc.  Access to the DTC system is also available to others such as both U.S. and non-U.S. securities 
brokers and dealers, banks, trust companies, and clearing corporations that clear through or maintain a 
custodial relationship with a Direct Participant, either directly or indirectly (“Indirect Participants”).  DTC 
has Standard & Poor’s highest rating:  AAA.  The DTC Rules applicable to its Participants are on file with 
the Securities and Exchange Commission. 

Purchases of Bonds under the DTC system must be made by or through Direct Participants, which 
will receive credit for the Bonds on DTC’s records.  The ownership interest of each actual purchaser of each 
Bond (a “Beneficial Owner”) is in turn to be recorded on the Direct and Indirect Participants’ records.  
Beneficial Owners will not receive written confirmation from DTC of their purchases.  Beneficial Owners 
are, however, expected to receive written confirmations providing details of the transaction, as well as 
periodic statements of their holdings, from the Direct or Indirect Participant through which the Beneficial 
Owner entered into the transaction.  Transfers of ownership interests in the Bonds are to be accomplished by 
entries made on the books of Direct and Indirect Participants acting on behalf of Beneficial Owners.  
Beneficial Owners will not receive actual Bonds, except in the event that use of the book-entry system for the 
Bonds is discontinued. 
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To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC are registered 
in the name of DTC’s partnership nominee, Cede & Co, or such other name as may be requested by an 
authorized representative of DTC.  The deposit of Bonds with DTC and their registration in the name of 
Cede & Co. or such other DTC nominee do not effect any change in beneficial ownership.  DTC has no 
knowledge of the actual Beneficial Owners of the Bonds; DTC’s records reflect only the identity of the 
Direct Participants to whose accounts such Bonds are credited, which may or may not be the Beneficial 
Owners.  The Direct 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 Direct Participants, by Direct 
Participants to Indirect Participants, and by Direct 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 effect from time to time.  Beneficial Owners of Bonds may wish to take certain steps to 
augment the transmission to them of notices of significant events with respect to the Bonds, such as 
redemptions, tenders, defaults, and proposed amendments to the Bond documents. For example, Beneficial 
Owners of Bonds may wish to ascertain that the nominee holding the Bonds for their benefit has agreed to 
obtain and transmit notices to Beneficial Owners. In the alternative, Beneficial Owners may wish to provide 
their names and addresses to the registrar and request that copies of notices be provided directly to them. 

Redemption notices shall be sent to DTC.  If less than all of the Bonds within a maturity are being 
prepaid, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such 
maturity to be prepaid. 

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to 
Bonds unless authorized by a Direct Participant in accordance with DTC’s procedures. 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 Direct Participants to whose 
accounts Bonds are credited on the record date (identified in a listing attached to the Omnibus Proxy). 

Redemption proceeds, principal and interest payments on the Bonds will be made to Cede & Co., or 
such other nominee as may be requested by an authorized representative of DTC.  DTC’s practice is to credit 
Direct Participants’ accounts upon DTC’s receipt of funds and corresponding detail information from the 
Authority or the Trustee, on the payable date in accordance with their respective holdings shown on DTC’s 
records.  Payments by Participants to Beneficial Owners will be governed by standing instructions and 
customary practices, as is 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 Participant and not of DTC, the Trustee or 
the Authority, subject to any statutory or regulatory requirements as may be in effect from time to time.  
Payment of redemption proceeds, principal and interest payments to Cede & Co. (or such other nominee as 
may be requested by an authorized representative of DTC) is the responsibility of the Authority or the 
Trustee, disbursement of such payments to Direct Participants will be the responsibility of DTC, and 
disbursement of such payments to the Beneficial Owners will be the responsibility of Direct and Indirect 
Participants.

DTC may discontinue providing its services as securities depository with respect to the Bonds at any 
time by giving reasonable notice to the Authority or the Trustee.  Under such circumstances, in the event that 
a successor securities depository is not obtained, Bonds are required to be printed and delivered. 

The Authority may decide to discontinue use of the system of book-entry transfers through DTC 
(or a successor securities depository).  In that event, Bonds will be printed and delivered. 
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$62,275,000 
MODEST0 PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

RECEIPT FOR THE SERIES 2007 BONDS 

The undersigned, an authorized officer of Banc of America Securities LLC, as 
underwriter under the Bond Purchase Contract, dated April 11, 2007 (the "Purchase Contract"), 
by and among Banc of America Securities LLC, the City of Modesto (the "City") and the 
Modesto Public Financing Authority (the "Authority"), for the purchase of the above-captioned 
Bonds, does hereby acknowledge that it has received from The Bank of New York Trust 
Company, N.A. (the "Trustee") the Authority's Lease Revenue Refbnding and Capital 
Improvement Bonds, Series 2007 (the "Series 2007 Bonds"), in the aggregate principal amount 
of $62,275,000, dated April 18, 2007, consisting of fully registered bonds without coupons, a11 as 
set forth in the Indenture, dated as of April 1, 2007, by and between the Authority and the 
Trustee, with respect to the Series 2007 Bonds. 

The undersigned hereby further acknowledges the receipt of, or waives the requirement 
for, each opinion, document and certificate required by Section 9(f) of the Purchase Contract, 
and agrees that the Underwriter has received each such opinion, document and certificate and 
that each is satisfactory to the Underwriter as to form and substance or have waived the 
requirements therefor. 
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Dated: April 18,2007 

BANC OF AMERICA SECURITIES LLC, 
as Underwrite 

By: 



UNLESS THIS BOND IS PRESENTED BY AN AUTHORIZED REPRESENTATIVE OF THE 
DEPOSITORY TRUST COMPANY, NEW YORK, NEW YORK ("DTC") TO THE 
DEPARTMENT OR ITS AGENT FOR REGISTRATION OF TRANSFER, EXCHANGE OR 
PAYMENT, AND ANY BOND ISSUED IS REGISTERED IN THE NAME OF CEDE & CO. 
OR SUCH OTHER NAME AS REQUESTED BY AN AUTHORIZED REPRESENTATIVE OF 
DTC AND ANY PAYMENT IS MADE TO CEDE & CO., ANY TRANSFER, PLEDGE OR 
OTHER USE HEREOF FOR VALUE OR OTHERWISE BY OR TO ANY PERSON IS 
WRONGFUL SINCE THE REGISTERED OWNER HEREOF, CEDE & CO., HAS AN 
INTEREST HEREIN. 

NEITHER THE FULL FAITH AND CREDIT OF THE AUTHORITY NOR THE CITY OF 
MODEST0 IS PLEDGED FOR THE PAYMENT OF THE INTEREST ON OR PRINCIPAL OF 
THE BONDS AND NO TAX OR OTHER SOURCE OF FUNDS OTHER THAN THE 
REVENUES HEREINAFTER REFERRED TO IS PLEDGED TO PAY THE INTEREST ON OR 
PRINCIPAL OF THE BONDS. NEITHER THE PAYMENT OF THE PWCIPAL OF NOR 
INTEREST ON THE BONDS CONSTITUTES A DEBT, LIABILITY OR O~LIGATTON OF 
THE CITY OF MODEST0 OR ANY OF THE PUBLIC AGENCIES .WHO ARE'PARTIES TO 
THE AGREEMENT CREATING THE AUTHORITY. 

NUMBER 

R- 1 

MODEST0 PUBLIC F 
LEASE REVENUE REFUND MENT BOND 

MATURITY DATE C U S P  NUMBER 
RATE 

September 1,2033 607796 AX7 

REGISTERED HOL 

D SEVENTY-FNE 

t exercise of powers authority duly organized 
"State"), particularly Article 1 of Chapter 5 of 

ment Code of the State (the "Authority"), for value received, hereby 
(as defined in the Indenture) and any other amounts pledged under the 

Indenture, dated as of April 1, 2007, by and between the Authority and The Bank of New York Trust 
Company, N:A. (together with any successor thereto, the "Trustee"), to the Registered Holder identified 
above or registered assigns, on the Maturity Date, stated above, the Principal Amount specified above, in 
lawful money of the United States of America, upon presentation and surrender hereof to the Trustee for 
cancellation; and to pay from such sources to the Registered Holder hereof as of the applicable Record 
Date by check mailed to such Registered Holder at such Holder s address as it last appears on the 
registration books kept for that purpose at the office of the Trustee (unless otherwise specified in the 
Indenture), interest hereon in like lawful money from the Dated Date stated above, or thereafter from the 
date to which interest has already been paid, payable on each Interest Payment Date (as defined in the 
Indenture), until payment of the Principal Amount hereof has been discharged as provided in the 
Indenture. Capitalized terms used herein have the meanings ascribed thereto in the Indenture. 



The term of the Series 2007 Bonds will be divided into consecutive Interest Periods during each of which 
the Series 2007 Bonds shall bear interest at a Daily Rate, Weekly Rate, Flexible Rate, Term Rate or an 
ARS Rate. The initial Interest Period for the Series 2007 Bonds shall be an ARS Rate Period. The Series 
2007 Bonds shall initially evidence interest at the Initial Interest Rate specified above for the period 
commencing on and including the Dated Date and ending on and including September 2, 2008, with 
interest payable on September 1, 2007, March 1, 2008 and September 3, 2008. Thereafter, the Auction 
Period shall be a seven-day Auction Period with Auctions generally conducted on Tuesdays. The first 
Auction shall occur on September 2, 2008. The Interest Period on the Series 2007 Bonds thereafter may 
be changed fiom time to time to a Weekly Interest Period, Daily Rate Period, Weekly Rate Period, 
Flexible Rate Period or a Term Rate Period and thereafter again changed 

REFERENCE IS MADE TO THE FURTHER PROVISIONS RELAT 
FORTH IN THE INDENTURE, WHICH SHALL FOR ALL PURPOSES 
AS THOUGH FULLY SET FORTH HEREIN. 

This Bond is one of a duly authorized issue of bonds of the Au 
Financing Authority Lease Revenue Refunding and Capital Im 
the aggregate principal amount of $62,275,000 (the Series 2007 
Sections 6540 et seq. of the Government Code of the State (t 

The Series 2007 Bonds are issued to provide funds to finance 
coilstruction of certain facilities (the "Project"). 
are payable, as to interest thereon and principal t 
certain fuilds and accounts pursuant to the Indent 
derived from Base Rental Payments and other$ayme 
all interest or other investment income thereon, 
amended from time to time (collectively, the 
City, and the Authority is not obligated to p 
Bonds except from the Revenues. All Bonds e with the terms 
and conditions of the Indenture by a pledge of and charge and lien upon the Revenues, and the Revenues 
constitute a trust fund for the 'security arid payment of the interest or premium, if any, on and principal of 
the Bonds as provided in:the Indenture. "The full faith and credit of the Authority and the City are not 
pledged for the payment+bf the interest or prem'i&h, if any, on or principal of the Bonds. No tax shall ever 
be levied to pay the intered-ud or principal of the Bonds. The Bonds are not secured by a legal or 
equitable pledgeeof bi$harge o$lien upon any property of the Authority or any of its income or receipts 
except the ~ e ~ e h u e s ,  and neither .the payment of the interest on nor principal of the Bonds is a debt, 

gation of the Authority, the City or any member of the Authority for which such 
ated ti,levy or pledge any form of taxation. Additional Bonds payable from the Revenues 

ill rank equally as to security with the Series 2007 Bonds, but only subject to the 
ompliance with the procedures set forth in the Indenture. 

This Bond and the series of which it forms a part are issued pursuant to and in full compliance with the 
constitution and laws of the State and pursuant to the Indenture. The Bond is a special and limited 
obligation of the Authority and will be payable solely from and secured exclusively by payments, 
revenues and other amounts pledged thereto in the Indenture. The Bonds do not represent or constitute a 
debt of the City or the State or any political subdivision thereof within the meaning of the provisions of 
the constitution or statutes of the State or a pledge of .the faith and credit of the City or the State, or any 
political subdivision thereof, and the Bonds do not grant to owners or holders thereof any right to have the 
Authority or the State, or any political subdivision thereof, levy any taxes or appropriate funds for the 
payment of the principal thereof or interest thereon. The Authority has no taxing power. 

No recourse shall be had for the payment of the principal of or premium, if any, or interest on any of the 
Bonds or for any claim based hereon or upon any obligations, covenant or agreement contained in the 
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Indenture, against any past, present or future officer, director member, trustee, employee or agent of the 
Authority, and all such liability of any such officers directors, members, trustees, employees or agents as 
such is hereby expressly waived and released as a condition of and consideration for the execution of the 
Indenture and the issuance of the Bonds. 

Reference is hereby made to the Indenture (a copy of which is on file at the designated corporate trust 
office of the Trustee) and all indentures supplemental thereto, to the Facility Lease (a copy of which is on 
file at said designated corporate trust office of the Trustee) and to the Act for a description of the rights 
thereunder of the Holders of the Bonds, of the nature and extent of the security, of the rights, duties and 
immunities of the Trustee and of the rights and obligations of the Authority thereunder, to all the 
provisions of which Indenture and Facility Lease the Holder of this Bond, by acceptance hereof, assents 
and agrees. 

The Series 2007 Bonds are subject to extraord 
option of the Authority, as provided in the Indenture. The Se 
redemption at the option of the Authority at the times and at the 
Indenture. The Series 2007 Bonds are also subject to rede 
from Sinking Fund Installments established pursuant to the 
September 1, 2007 at the principal amount thereof, together to the date fixed 
for redemption, without premium, as set forth in the Ind 007 Bond to be 
redeemed is subject to an ARS Rate Period, if 
redemption from Sinking Fund Ii~stallments sha 
preceding such September 1 as set forth in the Ind 

Notice of redemption shall be giv s of the Bonds as provided in the 
Indenture. If notice of redemption the Bonds specified in said notice 
shall become due and payable at price on the date of redemption therein 
designated; subject to the right to re d in the Indenture. 

as provided in the Indenture. 

fall  the Bonds to be redeemed or maturing, together 
with interest to the with the Trustee for such payment on said date, then 

ds shall cease to accrue and become payable. 

egistered Holder hereof in person or by such owner s duly 
thority kept at the principal office of the Trustee 
ted written instrument of transfer satisfactory to 
Bond of authorized denominations of the same 

aggregate priqcippl am maturity will be issued to the transferee in exchange therefor, all upon 
paymeit bfthe'ckarges ect to the terms and conditions set forth in the Indenture. 

8 

The owner of,@is Bond shall have no right to enforce the provisions of the Indenture or to institute action 
to enforce the ;ovenants therein, or to take any action with respect to any Event of Default under the 
Indenture, or to institute, appear in or defend any suit or other proceedings with respect thereto, except as 
provided in the Indenture. Modifications or alterations of the Indenture, or of any supplements thereto, 
may be made only to the extent and in the circumstances permitted by the Indenture. 

IT IS HEREBY CERTIFIED RECITED AND DECLARED that all acts conditions and things required to 
be done, to exist, to happen and to be performed in order to make this Bond a valid and binding obligation 
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of the Authority according to its terms have been done, do exist, have happened and have been performed 
in regular and due form, time and manner as so required. 

The Authority and the Trustee may deem and treat the person in whose name this Bond is registered upon 
the registration books as the absolute owner hereof, whether this Bond is overdue or not, for the purpose 
of receiving payment of or on account of the principal or interest and for all other purposes, and all such 
payments so made to the Registered Holder or upon such Holder s order shall be valid and effectual to 
satis@ and discharge the liability on this Bond to the extent of the sum or sums so paid, and neither the 
Authority nor Trustee shall be affected by any notice to the contrary. 

This Bond shall not be valid or become obligatory for any purpose or be entitled to any security or benefit 
under the Indenture until the Certificate of Authentication hereon shall have been executed by the Trustee. 
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IN WITNESS WHEREOF, MODEST0 PUBLIC FINANCING AUTHORITY has caused this 
Bond to be executed in its name and on its behalf by the manual or facsimile signature of its Chairman 
and attested by the manual or facsimile signature of its Secretary, all as of the date set forth above. 

MODEST0 PUBLIC FINANCING AUTHORITY 

Chairman 

ATTEST: 
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TRUSTEE'S CERTIFICATE OF AUTHENTICATION AND REGISTRATION 

This is one of the Bonds described in the within mentioned Indenture, which has been registered 
on the date set forth below. 

Dated: April 18,2007 
THE BANK OF NEW YORK TRUST 
COMPANY, N.A., as Trustee 

Q' - Authorized Signatory 
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STATEMENT OF INSURANCE 

CIFG Assurance North America, Inc. ("CIFG NA"), New York, New York, has delivered its financial 
guaranty insurance policy (the "Policy") with respect to the scheduled payments of principal and interest 
on this Bond as described hereinbelow to The Bank of New York Trust Company, N.A., San Francisco, 
California or its successor, as trustee (the "Trustee") for the $62,275,000 Modesto Public Financing 
Authority Lease Revenue Refunding and Capital Improvement Bonds, Series 2007. Said Policy is on file 
and available for inspection at the principal office of the Trustee and a copy thereof may be obtained from 
CIFG NA or the Trustee. 
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[FORM OF ASSIGNMENT] 

For value received, the undersigned do(es) hereby sell, assign and transfer unto the 
within mentioned Bond and hereby irrevocably constitute(s) and appoint(s) , attorney, 
to transfer the same on the books of the within named Trustee, with full power of substitution in the 
premises. 

Dated: By: 
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April 16, 2007 

Ms. Yahayra Reyes 
ClFG Assurance North America, Inc, 
825 Thlrd Avenue 
6th Floor 
New York, NY 10022 

Re; Modesto Pubtlc Financing Authority (CA) / Policy # CIFGNA-1568 

Dear Ms. Reyes: 

Fitch Ratings has assfgned one or more ratings and/or otherwise taken rating action(s), as detailed 
on the attached Notice of Rating Action. 

Ratings assigned by Fitch are based on documents and information provided to us by issuers, 
obligors, andlor their experts and agents, and are subject to receipt of the final closing documents. Fituh 
does not audit ot verify the truth or accuracy of such information. 

It Is imponant that Fitch be provided with all information that may be malerial to ils ratings so that 
they continue to accurately reflect the status of the rated issues. Ratings may be changed, withdrawn, 
suspended or placed on Rating Watch due lo changes in. additions to or the inadequacy of informalion. 

Ratings are not recommendations to buy, sell or hold securities. Ratings do not comment on the 
adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt nature 
or taxablllty of payments made in respect of any security, 

The assignment of a rating by Fitch shaJl not constitute a consent by Fitch to use is name as an 
expert in connection with any registtation statement or other fi#ng under U.S., U.K., or any other relevant 
securtties laws. 

We are pleased to have had the opportunity to be of servlce to you. If we can be of further 
assistance, please feel free to contaot us at any time. 

Sincerely, 

~ e N y n n  Slebner 
Insured Ratings Manager 
U S ,  Public Finance 

Enc: Notice of Rating Action 
(Doc ID: 73926 Rev 2) 
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Notice of Rating Action 

+ CIFG 

Bond Descipllon 
OutlooW 

Rallng Typ. Action Rltlng ,Watch EflDde Nots 

Modeslo PuMic Wnancing Aulhoriry (CA) (Capltal Long Tern Upgrade AAA RO:Sta 16-Apr-2007 
lrnprevernents & Refinancing Proje~t) lease rev bonds 
ser 2007 (Insured: ClFQ Atsurance No* Amerlca. 
Inc.) 

Key: AO: Rating Outlook, RW; Retlng Watch: Poa: Positive. Neg: Ncrgatiue, Sla: Stable, Evor Euo)ving 

(Doc ID: 73926 Rev 2) Page 1 of 1 



STANDARD 
55 Water Street, 38th Floor 
New York, NY 10041~0003 
tel212 438-2074 
reference no.: 40184610 

April 16, 2007 

CIFG Assurance North America, Inc. 
825 Third Avenue - 6th Floor 
New York, NY 10022 
Attention: Mr. Steven Klein, Managing Director of Public Finance 

Re: $62,2 75,000 Modesto Public Financing Authority, Califonia, Lease Revenue Refunding 
and Capital Improvement Bonds, Series 2007, dated: Date of Delivery, due: September I, 
2033, (POLICY #CIFG NA-1568) 

Dear Mr. Klein: 

Standard & Poor's has reviewed the rating on the above-referenced obligations. After such 
review, we have changed the rating to "AAA" from "A". The rating reflects our assessment of the 
likelihood of repayment of principal and interest based on the bond insurance policy your company 
is providing. Therefore, rating adjustmei~ts may result from changes in the financial position of 
your company or from alterations in the documents governing the issue. 

The rating is not investment, financial, or other advice and you should not and cannot rely upon 
the rating as such. The rating is based on information supplied to us by you but does not represent 
an audit. We undertake no duty of due diligence or independent verification of any information. 
The assignment of a rating does not create a fiduciary relationship between us and you or between 
us and other recipients of the rating. We have not consented to and will not consent to being 
named an "expert" under the applicable securities laws, including without limitation, Section 7 of 
the Securities Act of 1933. The rating is not a "market rating" nor is it a recommendation to buy, 
hold, or sell the obligations. 

This letter constitutes Standard & Poor's permission to you to disseminate the above-assigned 
rating to interested parties. Standard & Poor's reserves the right to inform its own clients, 
subscribers, and the public of the rating. 

Standard & Poor's relies on the issuer and its counsel, accountants, and other experts for the 
accuracy and compIeteness of the information submitted in connection with the rating. This rating 
is based on financial information and documents we received prior to the issuance of this letter. 
Standard & Poor's assumes that the documents you have provided to us are final. If any 
subsequent changes were made in the final documents, you must notify us of such changes by 
sending us the revised final documents with the changes clearly marked. 



Mr Steven Klein 
Page 2 
April 16, 2007 

Standard & Poor's is pleased to be of service to you. For more information please visit our 
website at www.standardandpoors.com. If we can be of help in any other way, please contact us. 
Thank you for choosing Standard & Poor's and we look forward to working with you again. 

Sincerely yours, 

Standard & Poor's Ratings Services 
a division of The McGraw-Hill Companies, Inc. 



March 6,2007 

Mr. Wayne Padilla 
Finance Director 
Modesto Public Financing Authority 
Financial Services 
1010 Tenth Street, Suite 5200 
Modesto, CA 95353 

Dear Mr. Padilla: 

Fitch Ratings has assigned one or more ratings andlor otherwise taken rating action(s), as detailed 
on the attached Notice of Rating Action. 

Ratings assigned by Fitch are based on documents and information provided to us by issuers, 
obligors, and/or their experts and agents, and are subject to receipt of the final closing documents. Fitch 
does not audit or verify the truth or accuracy of such information. 

It is important that Fitch be provided with all information that may be material to its ratings so that 
they continue to accurately reflect the status of the rated issues. Ratings may be changed, withdrawn, 
suspended or placed on Rating Watch due to changes in, additions to or the inadequacy of information. 

Ratings are not recommendations to buy, sell or hold securities. Ratings do not comment on the 
adequacy of market price, the suitability of any security for a particutar investor, or the tax-exempt nature 
or taxability of payments made in respect of any security. 

The assignment of a rating by Fitch shall not constitute a consent by Fitch to use its name as an 
expert in connection with any registration statement or other filing under U.S., U.K., or any other relevant 
securities laws. 

We are pleased to have had the opportunity to be of service to you. If we can be of further 
assistance, please feel free to contact us at any time. 

Sincerely, /-7 c Jessica L. Sottz ~ u d d  7/yL 
Senior Director \ 

U.S. Public Finance 

Enc: Notice of Rating Action 
(Doc ID: 69426) 
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STANDARD 
One lWarket 
Steuart Tower, 15th Floor 
San Francisco, CA 941 05-1000 
tel415 371-5004 
reference no. : 81 7834 

March 1 1, 2007 

City of Modesto 
101 0 Tenth Street, Suite 5200 
P.O. Box 642 
Modesto, CA 95353 
Attention: Mr. Wayne Padilla, Director of Finance- 

Re: US$61,55@ 000 Modestto Pu blic Finance Authority, Cnliforn in, Lense Revenue Bonds, 
(Modesto), dnietl: Date q f Delivery, due: September 1, 2033 

Dear Mr. Padilla: 

Pursuant to your request for a Standard & Poor's rating on the above-referenced obligations, we 
have reviewed the information submitted to us and, subject to the enclosed Terms and Condifions, 
have assigned a rating of "A" Standard & Poor's views the outlook for this rating as stable. A 
copy of the rationale supporting the rating is enclosed. 

The rating is not investment, financial, or other advice and you should not and cannot rely upon 
the rating as such. The rating is based on information supplied to us by you or by your agents but 
does not represent an audit. We undertake no duty of due diligence or independent verification of 
any information. The assignment of a rating does not create a fiduciary relationship between us 
and you or between us and other recipients of the rating. We have not consented to and will not 
consent to being named an "expert" under the applicable securities laws, including without 
limitation, Section 7 of the Securities Act of 1933. The rating is not a "market rating" nor is it a 
recommendation to buy, hold, or sell the obligations. 

This letter constitutes Standard & Poor's permission to you to disseminate the above-assigned 
rating to interested parties. Standard & Poor's reserves the right to inform its own clients, 
subscribers, and the public of the rating. 

- Standard & Poor's relies on the issuer/obligor and its counsel, accountants, and other experts for 
the accuracy and completeness of the information submitted in connection with the rating. This 
rating is based on financial information and documents we received prior to the issuance of this 
letter. Standard & Poor's assumes that the documents you have provided to us are final. If any 
subsequent changes were made in the final documents, you must notify us of such changes by 
sending us the revised final documents with the changes clearly marked. 

To maintain the rating, Standard & Poor's must receive all relevant financial information as soon 
as such information is available. Placing us on a distribution list for this information would 
facilitate the process. You must promptly notify us of all material changes in the financial 



Mr. Wayne Padilla 
Page 2 
March 1 1, 2007 

information and the documents. Standard & Poor's may change, suspend, withdraw, or place on 
Creditwatch the rating as a result of changes in, or unavailability of, such information. Standard 
& Poor's reserves the right to request additional information if necessary to maintain the rating. 

Please send all information to: 
Standard & Poor's Ratings Services 
Public Finance Department 
55 Water Street 
New York, NY 1 004 1 -0003 

Standard & Poor's is pleased to be of service to you. For more information on Standard & Poor's, 
please visit our website at www.standardand~oors.com. If we can be of help in any other way, 
please call or contact us at nyublicfinance@,standardand~oors.com. Thank you for choosing 
Standard & Poor's and we look forward to working with you again. 

Sincerely yours, 

Standard & Poor's Ratings Services 
a division of The McGraw-Hill Companies, Inc. 

j f 
enclosures 
cc: Mr. George W. Britton 

Mr. Peter Miller 



STANDARD 
&POOR'S 

Standard & Poor's Ratings Services 
Terms and Conditions 

Applicable To 
U.S. Public Finance Ratings 

Reauest for a rating. Standard & Poor's issues public finance ratings for a fee upon request froin an issuer, or fi-om an 
underwriter, financial advisor, investor, insurance company, or other entity, provided that the obligor and issuer (if 
different from the obligor) each has knowledge of the request. The term "issuer/obligor" in these Terms and 
Conditions means the issuer and the obligor if the obligor is different fiom the issuer. 

Agreement to Accept Terms and Conditions. Standard & Poor's assigns Public ~ inancc ia t in~s  subject to the terms 
and conditions stated herein and in the rating letter. The issuer/obligor's use of a Standard & Poor's public finance 
rating constitutes agreement to comply in a11 respects with the terns and conditions contained herein and in the rating 
letter and acknowledges the issuer/obligor's understanding of the scope and limitations of the Standard & Poor's rating 
as stated herein and in the rating letter. 

Fees and expenses. In consideration of our analytic review and issuance of the rating, the issuer/obligor agrees to pay 
Standard & Poor's a rating fee. Payment of the fee is not conditioned on Standard & Poor's issuance of any particular 
rating. In most cases an annual surveillance fee will be charged for so long as we maintain the rating. The 
issuer/obligor will reimburse Standard & Poor's for reasonable travel and legal expenses if such expenses are not 
included in the fee. Should the rating not be issued, the issuer/obIigor agrees to compensate Standard & Poor's based on 
the time, effort, and charges incurred through the date upon which it is determined that the rating will not be issued. 

Scope of Rating. The issuer/obligor understands and agrees that (i) an issuer rating reflects Standard & Poor's current 
opinion of the issuer/obligor's overall financial capacity to pay its financial obligations as they come due, (ii) an issue 
rating reflects Standard & Poor's cunent opinion of the likelihood that the issuer/obligor will make payments of principal 
and interest on a timely basis in accordance with the terms of the obligation, (iii) a rating is an opinion and is not a 
verifiable statement of fact, (iv) ratings are based on information supplied to Standard & Poor's by the issuer/obligor or 
by its agents and upon other information obtained by Standard & Poor's fiom other sources it considers reliable, (v) 
Standard & Poor's does not perform an audit in connection with any rating and a rating does not represent an audit by 
Standard & Poor's, (vi) Standard & Poor's relies on the issuer/obligor, its accountants, counsel, and other experts for the 
accuracy and completeness of the information submitted in connection with the rating and surveillance process, (vii) 
Standard & Poor's undertakes no duty of due diligence or independent verification of any information, (viii) Standard & 
Poor's does not and cannot guarantee the accuracy, completeness, or timeliness of the information relied on in connection 
with a rating or the results obtained from the use of such information, (ix) Standard & Poor's may raise, lower, suspend, 
place on Creditwatch, or withdraw a rating at any time, in Standard & Poor's sole discretion, and (x) a rating is not a 
"market" rating nor a recommendation to buy, hold, or sell any financial obligation. 

Publication. Standard & Poor's reserves the right to publish, disseminate, or license others to publish or disseminate the 
rating and the rationale for the rating unless the issuer/obligor specifically requests that the rating be assigned and 
maintained on a confidential basis. If a confidential rating subsequently becomes public through disclosure by the 
issuer/obligor or a third party other than Standard & Poor's, Standard & Poor's reserves the right to publish it. 
Standard & Poor's may publish explanations of Standard & Poor's ratings criteria from time to time and nothing in this 
Agreement shall be construed as limiting Standard & Poor's ability to modify or refine Standard & Poor's criteria at any 
time as Standard & Poor's deems appropriate. 

Information to be Provided by the Issuer/obligo~ The issuer/obligor shall meet with Standard & Poor's for an analytic 
review at any reasonable time Standard & Poor's requests. The issuer/obligor also agrees to provide Standard & 
Poor's promptly with all information relevant to the rating and surveillance of the rating including information on 
material changes to information previously supplied to Standard & Poor's. The rating may be affected by Standard & 
Poor's opinion of the accuracy, completeness, timeiiness, and reliability of information received ftom the 
issuer/obligor or its agents. Standard & Poor's undertakes no duty of due diligence or independent verification of 



information provided by the issuerlobligor or its agents. Standard & Poor's reserves the right to withdraw the rating if 
the issuerlobligor or its agents fails to provide Standard & Poor's with accurate, complete, timely, or reliable 
information. 

Standard &Poor's Not an Advisor, Fiduciary, or Expert. The issuerlobligor understands and agrees that Standard & 
Poor's is not acting as an investment, financial, or other advisor to the issuerlobligor and that the issuerlobligor should 
not and cannot rely upon the rating or any other information provided by Standard & Poor's as investment or financial 
advice. Nothing in this Agreement is intended to or should be construed as creating a fiduciary relationship between 
Standard & Poor's and the issuerlobligor or between Standard & Poor's and recipients of the rating. The issuerlobligor 
understands and agrees that Standard & Poor's has not consented to and will not consent to being named an "expert" 
under the applicable securities laws, including without limitation, Section 7 of the U.S. Securities Act of 1933. 

Limitation on Dama~es.  The issuer/obligor agrees that Standard & Poor's, its officers, directors, shareholders, and 
employees shall not be liable to the issuer/obligor or any other person for any actions, damages, claims, liabilities, 
costs, expenses, or losses in any way arising out of or relating to the rating or the related analytic services provided for 
in an aggregate amount in excess of the aggregate fees paid to Standard & Poor's for the rating, except for Standard & 
Poor's gross negligence or willfil misconduct. In no event shall Standard & Poor's, its okcers, directors, 
shareholders, or employees be liable for consequential, special, indirect, incidental, punitive or exemplary damages, 
costs, expenses, legal fees, or losses (including, without limitation, lost profits and opportunity costs). In fbrtherance 
and not in limitation of the foregoing, Standard & Poor's will not be liable in respect of any decisions made by the 
issuer/obligor or any other person as a result of the issuance of the rating or the related analytic services provided by 
Standard & Poor's hereunder or based on anything that appears to be advice or recommendations. The provisions of 
this paragraph shall apply regardless of the form of action, damage, claim, liability, cost, expense, or loss, whether in 
contract, statute, tort (including, without limitation, negligence), or otherwise. The issuer/obligor acknowledges and 
agrees that Standard & Poor's does not waive any protections, privileges, or defenses it may have under law, including 
but not limited to, the First Amendment of the Constitution of the United States of America. 

Term. This Agreement shall terminate when the ratings are withdrawn. Notwithstanding the foregoing, the paragraphs 
above, "Standard & Poor's Not an Advisor, Fiduciary, or Expert" and "Limitation on Damages", shall survive the 
termination of this Agreement or any withdrawal of a rating. 

Third Parties. Nothing in this Agreement, or the rating when issued, is intended or should be construed as creating any 
rights on behalf of any third parties, including, without limitation, any recipient of the rating. No person is intended as 
a third party beneficiary to this Agreement or to the rating when issued. 

Bindinn Effect. This Agreement shall be binding on, and inure to the benefit of, the parties hereto and their successors 
and assigns. 

Severabilitv. In the event that any te rn  or provision of this Agreement shall be held to be invalid, void, or 
unenforceable, then the remainder of this Agreement shall not be affected, impaired, or invalidated, and each such term 
and provision shall be valid and enforceable to the hllest extent permitted by law. 

Com~lete Ameement. This Agreement constitutes the complete agreement between the parties with respect to its subject 
matter. This Agreement may not be modified except in a writing signed by authorized representatives of both parties. 

Governing Law. This Agreement and the rating letter shall be governed by the internal laws of the State of New York. 
The parties agree that the state and federal courts of New York shall be the exclusive forums for any dispute arising 
out of this Agreement and the parties hereby consent to the personal jurisdiction of such courts. 
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CONTINUING DISCLOSURE AGREEMENT 

This CONTINUING DISCLOSURE AGREEMENT (the “Disclosure Agreement”) is 
executed and delivered by the CITY OF MODESTO (the “City”) and THE BANK OF NEW YORK 
TRUST COMPANY, N.A., in its capacity as Dissemination Agent (the “Dissemination Agent”), in 
connection with the issuance by the Modesto Public Financing Authority (the “Authority”) of its 
$62,275,000 Lease Revenue Refunding and Capital Improvement Bonds, Series 2007 (the “Bonds”).  
The City is an “obligated person” with respect to the Bonds within the meaning of the Securities and 
Exchange Commission’s Rule 15c2-12(b)(5) (the “Rule”).  The Bonds are being issued pursuant to 
an Indenture, dated as of April 1, 2007 (the “Indenture”), by and between the Authority and The 
Bank of New York Trust Company, N.A., San Francisco, California, as trustee (the “Trustee”).  The 
City and the Dissemination Agent covenant and agree as follows: 

SECTION 1. Purpose of the Disclosure Agreement.  This Disclosure Agreement is being 
executed and delivered by the City and the Dissemination Agent for the benefit of the Holders and 
Beneficial Owners of the Bonds and in order to assist the Participating Underwriter in complying 
with the Rule. 

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 2, the following terms shall have the following meanings: 

“Annual Report” shall mean any Annual Report provided by the City pursuant to, and as 
described in, Sections 3 and 4 of this Disclosure Agreement. 

“Beneficial Owner” shall mean any person which (a) has the power, directly or indirectly, to 
vote or consent with respect to, or to dispose of ownership of, any Bonds (including persons holding 
Bonds through nominees, depositories or other intermediaries), or (b) is treated as the owner of any 
Bonds for federal income tax purposes. 

“Central Post Office” means the DisclosureUSA website maintained by the Municipal 
Advisory Council of Texas or any successor thereto, or any other organization or method approved 
by the staff or members of the Securities and Exchange Commission as an intermediary through 
which issuers may, in compliance with the Rule, make filings required by this Disclosure Agreement. 

“Disclosure Representative” shall mean the City Manager or Finance Director of the City, or 
their designee, or such other officer or employee as the City shall designate in writing to the Trustee 
and the Dissemination Agent from time to time. 

“Dissemination Agent” shall mean The Bank of New York Trust Company, N.A., acting in 
the capacity as Dissemination Agent hereunder, or any successor Dissemination Agent designated in 
writing by the City and which has filed with the Trustee a written acceptance of such designation. 

“Fiscal Year” shall mean the period beginning on July 1 of each year and ending on the next 
succeeding June 30, or any twelve month or fifty-two week period hereafter selected by the City, 
with notice of such selection or change in fiscal year to be provided as set forth herein. 
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“Holders” shall mean either the registered owners of the Bonds, or, if the Bonds are 
registered in the name of The Depository Trust Company or another recognized depository, any 
applicable participant in such depository system. 

“Listed Events” shall mean any of the events listed in Section 5(a) of this Disclosure 
Agreement. 

“National Repository” shall mean any Nationally Recognized Municipal Securities 
Information Repository for purposes of the Rule.  The Nationally Recognized Municipal Securities 
Information Repositories for purposes of the Rule are identified in the Securities and Exchange 
Commission website located at www.sec.gov/consumer/nrmsir.htm. 

“Participating Underwriter” shall mean any of the original underwriters of the Bonds required 
to comply with the Rule in connection with the offering of the Bonds. 

“Repository” shall mean each National Repository and each 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. 

“State” shall mean the State of California. 

“State Repository” shall mean any public or private repository or entity designated by the 
State as a state repository for the purpose of the Rule and recognized as such by the Securities and 
Exchange Commission.  As of the date of this Disclosure Agreement, there is no State Repository. 

SECTION 3. Provision of Annual Reports. 

(a) The City shall, or shall cause the Dissemination Agent to, not later than 270 days 
after the end of the City’s Fiscal Year (presently March 31 of the subsequent year following the end 
of the City’s Fiscal Year), commencing with the report for the end of the 2006-07 Fiscal Year, 
prepare 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 of the City 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 not available by that date.  If the City’s Fiscal Year changes, the 
City 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 City shall provide the Annual Report to the 
Dissemination Agent (if other than the City) and the Trustee.  If by fifteen (15) Business Days prior 
to such date, the Dissemination Agent has not received a copy of the Annual Report from the City, 
the Dissemination Agent shall contact the City to determine if the City is in compliance with 
subsection (a).  The City reserves the right to make this filing through the Central Post Office. 

(c) If the Dissemination Agent is unable to verify that an Annual Report of the City has 
been provided to the Repositories by the date required in subsection (a), the Dissemination Agent 
shall send a notice to each Repository in substantially the form attached hereto as Appendix A. 
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(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) to the extent the City has provided the Dissemination Agent with the Annual 
Report, file a report with the City 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.  The Dissemination 
Agent shall have no responsibility for the content of any Annual Report. 

SECTION 4. Content of Annual Reports.  The Annual Report of the City shall contain or 
include by reference the following: 

(i) the Annual Budget of the City; 

(ii) the Comprehensive Annual Financial Report of the City and, to the extent not 
contained in said Report or if said Report is no longer being prepared, the 
audited financial statements of the City for the prior Fiscal Year, prepared in 
accordance with generally accepted accounting principles as promulgated to 
apply to governmental entities from time to time by the Government 
Accounting Standards Board.  If the audited financial statements of the City 
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; and 

(iii) the principal amount of the Bonds and any other Parity Debt outstanding. 

SECTION 5. Reporting of Significant Events. 

(a) Pursuant to the provisions of this Section 5, the City shall give, or cause to be given, 
notice of the occurrence of any of the following events with respect to the Bonds, if the City 
determines that such event is material under federal securities law: 

1. principal and interest payment delinquencies; 

2. non-payment related defaults; 

3. modifications to rights of Bondholders; 

4. optional, contingent or unscheduled bond calls; 

5. defeasances; 

6. rating changes; 

7. adverse tax opinions or events adversely affecting the tax-exempt status of the 
Bonds; 

8. unscheduled draws on credit enhancements reflecting financial difficulties; 
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9. unscheduled draws on the insurance policies reflecting financial difficulties; 

10. substitution of the provider of any municipal bond insurance, or any failure 
by any insurer to perform on any municipal bond insurance policy; and 

11. release, substitution or sale of property securing repayment of the Bonds. 

(b) Whenever the City obtains knowledge of the occurrence of a Listed Event, the City 
shall as soon as possible determine if such event would be material under applicable federal 
securities laws. 

(c) If the City determines that knowledge of the occurrence of a Listed Event would be 
material under applicable federal securities laws, the City shall promptly notify the Dissemination 
Agent in writing.  Such notice shall instruct the Dissemination Agent to report the occurrence 
pursuant to subsection (e). 

(d) If the City determines that the Listed Event would not be material under applicable 
federal securities laws, the City shall so notify the Dissemination Agent in writing and instruct the 
Dissemination Agent not to report the occurrence pursuant to subsection (e). 

(e) If the Dissemination Agent has been instructed by the City to report the occurrence of 
a Listed Event, the Dissemination Agent shall file a notice of such occurrence with the Municipal 
Securities Rulemaking Board or the Repositories with a copy to the City.  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 event is given to the Holders of 
affected Bonds pursuant to the Indenture. 

(f) The City reserves the right to make such notice of significant event filings through 
the Central Post Office. 

SECTION 6. Termination of Reporting Obligation.  The obligations of the City under this 
Disclosure Agreement shall terminate upon the defeasance, prior redemption or payment in full of all 
of the Bonds. 

SECTION 7. Dissemination Agent.  The City may, from time to time, appoint or engage a 
Dissemination Agent to assist it in carrying 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 City pursuant to this Disclosure Agreement.  If at any time there is not any 
other designated Dissemination Agent, the Trustee shall be the Dissemination Agent.  The initial 
Dissemination Agent shall be The Bank of New York Trust Company, N.A.  The Dissemination 
Agent shall be entitled to compensation for its services as Dissemination Agent and reimbursement 
for its out-of-pocket expenses, attorney’s fees, costs and advances made or incurred in the 
performance of its duties under this Disclosure Agreement in accordance with its written fee 
schedule provided to the City, as such fee schedule may be amended from time to time in writing. 

SECTION 8. Amendment; Waiver.  Notwithstanding any other provision of this Disclosure 
Agreement, the City and the Dissemination Agent may amend this Disclosure Agreement (and the 
Dissemination Agent shall agree to any amendment so requested by the City that does not adversely 
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affect the Dissemination Agent’s rights and obligations) and any provision of this Disclosure 
Agreement may be waived, provided that the following conditions are satisfied: 

(i) 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; 

(ii) 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 

(iii) 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 
City 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 City.  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, 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 City 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 City chooses to include any 
information 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 City shall not have any obligation under 
this Disclosure 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 City or the Dissemination Agent to 
comply with any provision of this Disclosure Agreement, the Dissemination Agent may (and, at the 
request of any Participating Underwriter or the Holders of at least 25% aggregate principal amount of 
Outstanding Bonds, shall (to the extent indemnified to its satisfaction)) 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 City or the Dissemination Agent, as the 
case may be, to comply with its obligations under this Disclosure Agreement.  A default under this 
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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 City or the Dissemination 
Agent to comply with this Disclosure Agreement shall be an action to compel performance. 

In accepting the appointment under this Disclosure Agreement, the Dissemination Agent is 
not acting in a fiduciary capacity to the Holders or Beneficial Owners of the Bonds, the City, the 
Participating Underwriters or any other party or person. 

No provision of this Disclosure Agreement shall require the Dissemination Agent to risk or 
advance or expend its own funds or incur any financial liability. 

SECTION 11. Duties, Immunities and Liabilities of Dissemination Agent.  The 
Dissemination Agent shall have only such duties as are specifically set forth in this Disclosure 
Agreement, and the City agrees to indemnify and save the Dissemination Agent, its 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 negligence or willful misconduct.  The 
Dissemination Agent shall have the right to resign from its duties as Dissemination Agent upon thirty 
(30) days notice to the City and the Trustee.  The obligations of the City under this Section shall 
survive resignation or removal of the Dissemination Agent and 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 City: City of Modesto 
1010 10th Street, Suite 5200 
Modesto, California 95353 
Attention: Finance Director 
Telephone: (209) 577-5371 
Facsimile: (209) 571-5880 

To the Dissemination Agent: The Bank of New York Trust Company, N.A. 
550 Kearny Street, Suite 600 
San Francisco, California  94108 
Attention:  Corporate Trust 
Fax:  (415) 399-1647 
Telephone:  (415) 263-2418 

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 City, the Dissemination Agent, the Participating Underwriter 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. Signature. This Disclosure Agreement has been executed by the undersigned 
on the date hereof, and such signature binds the City and the Dissemination Agent to the undertaking 
herein provided. 

Dated: A p r i l  18 ,2007 

CITY OF MODEST0 
A 

By: 
~ i r e k o r  of Finance 

THE BANK OF NEW YORK TRUST 
COMPANY, N.A., Dissemination Agent 
(7 
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APPENDIX A 

NOTICE TO REPOSITORIES OF FAILURE TO FILE ANNUAL REPORT 

Name of Obligated Party: City of Modesto 

Name of Issue: Modesto Public Financing Authority, Lease Revenue Refunding and 
Capital Improvement Bonds, Series 2007  

Date of Delivery: April 18, 2007  

NOTICE IS HEREBY GIVEN that the City has not provided an Annual Report with respect 
to the above-named Bonds as required by Section 3 of the Continuing Disclosure Agreement, dated 
April 1, 2007, between the City and The Bank of New York Trust Company, N.A., as Dissemination 
Agent.  The City has informed the undersigned that it anticipates that the Annual Report will be filed 
by ____________________________. 

Dated: ________________________ 

The Bank of New York Trust Company, N.A., 
as Dissemination Agent 

By:  
Authorized Officer 

cc:  City of Modesto 

 
 



REPORT OF PROPOSED DEBT ISSUANCE 
California Debt and Investment Advisory Commission 
915 Capitol Mall, Room 400, Sacramento, CA 95814 
P.O. Box 942809, Sacramento, CA 94209-0001 
Tel.: (916) 653-3269 FAX: (916) 654-7440 

Completion and timely submittal of this form to the California Debt and Investment Advisory Commission 
(CDIAC) at the above address will assure your compliance with existing California State law and will assist in 
the maintenance of a complete database of public debt in California. Thank you for your cooperation.' 

For Office Use Only 

CDIAC #: 

T E Z ~ ~  Erl yf-&2 =z;-> F g - p  
3-K2 -+ .>a ;:-; =E%- %: 

ISSUER NAME: Modesto Public Financing Authority 

(If pool bond, list participants) 

ISSUE NAME: Lease Revenue Refunding and Capital Improvement Bonds Series 2007 

Please specify typelname of project: 

PROPOSED SALE DATE: 4/10/07 PRINCIPAL TO BE SOLD: $ 65,000,000 

IS ANY PORTION OF THE DEBT FOR REFUNDING?' 

NO rn Yes, proposed amount for refunding $ 60,000,000 

Issuer Contact: 
Name: Wayne Padilla 

Title: Director of Finance 

Address: City of Modesto, City Hall, 1010 Tenth Street, Suite 5200, Modesto, California 95353 

Phone: (209) 577-5371 E-mail: wpadilla@modestogov.com Issuer Located In Stanislaus County 

Filing Contact: Name of Individual (representing: m ~ o n d  Counsel, I Issuer, I Financial Advisor, or I Lead Underwriter) who completed this 
form and may be contacted for information: 
Name: Eric D. Tashman, Esq. 
Firm/Agency: Sidley Austin LLP 

Address: 555 California Street, Suite 2000, San Francisco, California 941 04-1 71 5 

Phone: (41 5) 772-1 200 E-mail: etashman@sidIey.com 

Send acknowledgemen~copies to: Katy A. McNeill Legal Assistant kamcneiI@sidley.com 

FINANCING PARTICIPANTS: 

BOND COUNSEL: Sidley Austin LLP 
FINANCIAL ADVISOR: Public Financial Management 

UNDERWRITER\~URCHASER: Banc of America Securities LLC 

IS THE INTEREST ON THE DEBT TAXABLE? 

Under State law: NO (tax-exempt) YES (taxable) 

Under Federal law: rn NO (tax-exempt) q YES (taxable) 
If the issue is federally tax-exempt, is interest a specific 
preference item for the purpose of alternative minimum tax? 

q Yes, preference item No, not a preference item 

TYPE OF SALE: n ~ o m ~ e t i t i v e  m ~ e ~ o t i a t e d  

' Section 8855fi) ofthe Calfornia Government Code requires the issuer ofany proposed new public debt issue to give written notice ofthe proposed sale to the CDIAC no later than 30 
day.s prior to the sale. Under California Government Code Section 8855(0, "The issuer ofany new1 public debt issue shall, not later than 45 days a je r  [he signing of~he bond purchase 
contract in a negotiated or private financing, or ajier the acceptance ofa hid in a competitive oflering, submit a report offinal sale and official statement to the Commission. The 
Commission may require information to be submitted in the report oflinal sale that is considered appropriate. " 

Section 53583(c)(2)(B) oflhe Calfornia Governmenl Code requires that any local agency sellingrefunding bondr at private sale or on a negotiated basis shall send a wrirten statemenl, 
within hvo weeks ajier the bondr are sold, to the CLIIAC explaining the reasons why the local agency determined to sell the bonds at private sale or on a negotiated basis instead ofat 
public sale. 



CDIAC: Report of Proposed Debt Issuance 

TYPE OF DEBT INSTRUMENT 

NOTE 
0 Bond anticipation (BAN) 
0 Grant anticipation (GAN) 
0 Other note (Please specify below.) (OTHN) 
0 Revenue anticipation (RAN) 
0 Tax allocation (TALN) 
0 Tax and revenue anticipation (TRAN) 
fl Tax anticipation (TAN) 

U Commercial paper (CP) 
fl Certificates of participationJleases (COPL) 
O Other (Please specify below.) (OTH) 

BOND 
0 Conduit revenue (Private obligor) (CRB) 
0 General obligation (GOB) 
U Limited tax obligation (LTOB) 
0 Other bond (Please specify below.) (OTHB) rn Public lease revenue (PLRB) 
0 Revenue (Pool) (RB) 
0 Revenue (Public enterprise) (PERB) 
0 Sales tax revenue (STRB) 
0 Special assessment (SAB) 
0 Tax allocation (TAB) 

Please specify if "Other notelother bond/OtherW was checked: 

SOURCE(S) OF REPAYMENT 
0 Bond proceeds (BDPR) 0 Property tax revenues (PRTX) rn General fund of issuing jurisdiction (GNFD) 0 Public enterprise revenues (PER) 
fl Grants (GRNT) 0 Sales tax revenues (SATR) 
fl Intergovernmental transfers other than grants (ITGV) 0 Special assessments (SA) 
0 Local obligations (LOB) 0 Special tax revenues (SPTR) 
0 Private obligor payments (POP) 0 Tax-increment (TI) 
rn Other (Please specify.) (OTHS): (0 Base Rental Payments 

pursuant to a facility lease and (ii) swap revenues. 

PURPOSE(S) OF FINANCING 

Cash flow, interim financing (CFIF) 
Project, interim financing (PIF) 

Collegeluniversity housing (CUH) 
Multifamily housing (MFH) 
Single-fami ly housing (SFH) 

Health care facilities (HCF) 
Hospital (HOSP) 
Otherlrnultiple health care purposes (equipment; etc.)(OMHC) 

Collegeluniversity facility (CUF) 
K- 12 school facility (KSCH) 
Otherlmultiple education uses (equipment, etc.)(ONIED) 
Student loans (SLC) 

Redevelopment, multiple uses (RD) 

Commercial development (CMDV) 
Industrial development (INDV) 
Pollution control (PC) 

Airport (APRT) 
Bridges and highways (BRHI) 
Convention center (CCTR) 
Equipment (EQUP) 
Flood controllstorm drainage (FLDS) 
Multiple capital improvements and public works (MCAP) 
Other capital improvements and public works (OCAP) 
Parking (PRKG) 
Parkslopen space (PRKO) 
Ports and marinas (PRTS) 
Power generationltransmission (PWR) 
Prisonsljailslcorrectional facilities (PRSN) 
Public building (PB) 
Public transit (PTR) 
Recreation and sports facilities (RCSP) 
Seismic safety improvementslrepair (SSI) 
Solid waste recovery facilities (SWST) 
Street construction and improvements (SCI) 
Wastewater collection and treatment (WSTW) 
Water supplylstorageldistribution (WTR) 

Insurance/pension funds (IPF) 
Other than listed above (OTH) 

Please specify typelname of project if different from above: 

G.CDlAC\20OOproposeform doc, 112004 



STATE OF CALIFORNIA 

Bill Lockyer 
State Treasurer and Chair 

CALIFORNIA DEBT AND INVESTMENT ADVISORY COMMISSION 
915 CAPITOL MALL, ROOM 400 
P.O. BOX 942809 
SACRAMENTO, CA 94209-000 1 
TELEPHONE: (9 16) 653-3269 
FAX: (9 16) 654-7440 

March 21, 2007 

TO : Katy A McNeil 
Sidley  ust tin LLP 
555 California St 20th F1 
San Francisco, CA 94104-1715 

FROM: John Decker, Executive Director 

RE : ACKNOWLEDGEMENT OF REPORT OF PROPOSED DEBT ISSUANCE 

Section 8855(k) of the California Government Code requires written notice to be 
given to the California Debt and Investment Advisory Commission (CDIAC) no later 
than 30 days prior to the proposed sale of any public agency debt issue. 

CDIAC acknowledges receipt your notice of the following proposed debt issuance : 

CDIAC Nbr: 2007-0369 
Issuer: Modesto Public ~inancing Authority 

Project: Other capital improvements, public works 
Proposed Amount: $65,000,000.00 
Proposed Sale Date: April 10, 2007 
Date Notice Received: March 20, 2007 

Issuers may electronically file the Report of Final  Sale  through CDIAC1s 
website, using the following information: 

CDIAC Nbr : 
Password : 

A CDIAC Number and Password will be provided for each electronic filing of the 
Report of  Proposed Debt Issuance. This information is unique to this filing 
and must be used for any subsequent reporting under this CDIAC Number. 

Please submit the Report of Final  Sale  and the Official Statement(or Offering 
Memorandum) on this issue within 45 days of the signing of the bond purchase 
contract or the acceptance of a bid to purchase the debt, to 
www.treasurer.ca.gov/cdiac/reporting.htm under the heading "Reporting Formsf1. 
Official Statements or Offering Memorandums can be sent by e-mail to 
CDIAC~issuance@treasurer.ca.gov. 

Any questions regarding reporting requirements may be directed to the CDIAC1s Data 
Unit at (916) 653-3269. 

Cc: Wayne Padilla 
Finance Director 



REPORT OF FINAL SALE 
California Debt and Investment Advisory Commission 
915 Capitol Mall, Room 400, Sacramento, CA 95814 
P.O. Box 942809, Sacramento, CA 94209-0001 
Tel.: (916) 653-3269 FAX: (916) 654-7440 

Under California Government Code Section 8855(i), "The issuer of any new public debt issue shall, not 
later than 45 days after the signing of the bond purchase contract in a negotiated or private financing, 
or after the acceptance of a bid in a competitive offering, submit a report of final sale and official 
statement to the Commission. The Commission may require information to be submitted in the report 
of final sale that is considered appropriate." 

For Office Use Only 
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ISSUER NAME: Modesto PU blic Financing Authority 

(If pool bond, list participants) 

ISSUE NAME: Lease Revenue Refunding and Capital Improvement Bonds Series 2007 

IF THIS IS A POOLED FINANCING, WHICH ISSUANCE STATUTE IS IT AUTHORIZED UNDER? 

fl 1)  Marks-Roos Local Bond Pooling Act 0 2) JPA Law 0 3) Installment Sales Agreement, Lease ... 0 4) Housing Revenue Bond Law & 
Industrial Development Bond Law 0 5) Other - 

WILL A VALIDATION ACTION BE PURSUED: No 0 Yes 11 Unknown 

ACTUAL SALE DATE: 411 1/07 PRINCIPAL SOLD: $ 6212751000 

IS ANY PORTION OF THE DEBT FOR REFUNDING? ' 
D No Byes ,  refunding amount (including costs) $ 59,875,000 

Issuer Contact: 

Name: Wayne Padilla 

Title: Finance DirectorlTreasurer 

Address: 101 0 Tenth Street, Suite 5200, Modesto, California 95353 

Phone: (209) 577-5371 ISSUER LOCATED IN stall islaus COUNTY 

Filing Contact Name of Individual (representing: B o n d  Counsel, [I Issuer, il Financial Advisor, or il Lead Underwriter) who completed this 

form and may be contacted for information: 

Name: Eric D. Tashman, Esq. 

Firm/Agency: Sidley Austin LLP 

Address:  555 California Street, Suite 2000, San Francisco, California 941 04-1 71 5 

Phone: (41 5) 772-1 200 etashman@sidley.com 

Send acknowledgement/copies to: Katy A. McNeil, Legal Assistant (kamcneil@sidley.com) 

Name of individual to whom an invoice for the CDIAC issue fee should be sent:' 

Name: Scott Nagelson, Principal 

Firm: Banc of America, Securities, LLC 

Address: 600 Montgomery Street, Suite 1800, CA5-801-18-36, San Francisco, Califorr~ia 941 11 

Phone: (41 5) 953-731 4 

' Section 53583(c)(2)(B) of the California Government Code requires that any local agency selling refunding bonds at private sale or on a negotiated 
basis shall send a written statement, within two weeks after the bonds are sold, to the CDIAC explaining the reasons why the local agency determined to 
sell the bonds at a private sale or on a negotiated basis instead of at public sale. 

This fee IS  authorized by Section 8856 of the California Government Code and is charged to the lead underwriter or purchaser of the issue. The fee is 
administratively set by the Commission. The current fee schedule may be obtained from CDIAC. 

G.\CDIAC\ZOOOnew final doc 1/2001 



FINANCING PARTIClPANTS (Firm name) OFFICE LOCATION (CityIState) 

FINANCIAL ADVISOR: Public Financial Management San Francisco, CA 

LEAD UNDERWRIE~URCHA~ER: Banc of America Securities LLC San Francisco, CA 

BOND COUNSEL: Sidley Austin LLP San Francisco, CA 

TRUSEER~mG AGENT: The Bank of New York Trust Company, N.A. San Francisco, CA 

MATURITY SCHEDULE 

0 Attached rn Included in Official Statement 

MATURITY s T R u m  

0 Serial (S) rn Term (T) 

IS THE INTEREST ON THE DEBT TAXABLE? 

Under State ~ a w a  No (tax-exempt) U Yes (taxable) 
Under Federal ~ a w m  No (tax-exempt) O Yes (taxable) 
If the issue is federally tax-exempt, is interest a specific preference 

0 Serial and term bonds or two or more term (B) item for the purpose of alternative minimum tax? 0 Yes rn No 

FINAL MATURITY DATE: 911 12033 

FIRST OPTIONAL CALL DATE: see OS INTEREST TYPE: 0 NIC TIC 0 Variable 

INTEREST COST: 3.907830 % 
SENIOR/SUBORDINATE STRUCWRE O Yes NO 

OFFICIAL STATEMENT/OrnRING MEMORANDUM: CAPITAL APPRECIATION BOND: Yes ~ N O  

rn Enclosed O None prepared ISSUANCE COSTS AND FEES: 
WAS THE ISSUE INSURED OR GUARANTEED? A) Management Fee $ 
0 No 

r n ~ o n d  Insurance (I) 
B) Total Takedown $ 

0 Letter of Credit (L) C) Underwriter Expenses $ 

0 State Intercept Program (T) Underwriter Spread or Discount $ * 
0 Other (0) 

D) Bond Counsel 
G U ~ ~ ~ ~ ~ O ~ :  ClFG Assurance North America, Inc. $ * 

E) Disclosure Counsel $ * 
ENHANCEMENT EXPIRATION DATE: 911 12033 

F) Financial Advisor $ * 
INDICATE CREDFT RATING: 

(For example, "AAA" or " Aaa") 

Not Rated 

Rated 

Standard & Poor's: AAA (uninsured: A) 
Fitch: AAA (uninsured: A+) 

Moody's: 
Other: 

REASON FOR NEGOTIATED REFUNDINGS 
If the issue is a negotiated refunding, indicate the reason(s) 
why the bonds were issued at a private or negotiated versus a 
competitive sale. 
11 ( I )  Tim~ng of the sale provided more flexibility than a public sale 
O (2) More cost savings were expected to be realized than a public sale 
0 (3 )  More flexibility in debt structure was available than a public sale 

0 (4) Issuer able to work with participants familiar with issuelr than a 
public sale rn (5) All of the above 

O (6) Other (please specify) 

G) Rating Agency $ * 

H) Credit Enhancement $ * 

I) Trustee Fee $ * 

J) Other Expenses $ * 

Total Issuance Costs $ * 

K) ORIGINAL ISSUE PREMIUM $ 

L) ORIGINAL ISSUE DISCOUNT $ 

M) NET ORIGINAL ISSUE 
DISCOUNTRREMIUM $ 

"Contact Underwriter 

FOR OFFICE USE ONLY 

FEE: $ 1 
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ESCROW AGREEMENT 
RELATING TO THE DEFEASANCE OF 

MODESTO PUBLIC FINANCING AUTHORITY 
LEASE REVENUE BONDS, SERIES 1997 

(JOHN THURMAN FIELD RENOVATION PROJECT) 

THIS ESCROW AGREEMENT (the “Escrow Agreement”), dated as of April 1, 2007, by 
and between the Modesto Public Financing Authority (the “Authority”) and U.S. Bank National 
Association, as escrow agent (the “Escrow Agent”) hereunder and as successor trustee with 
respect to the Refunded 1997 Bonds referred to below (the “Trustee”); 

W I T N E S S E T H : 

WHEREAS, pursuant to Article 4 of Chapter 5 of Division 7 of Title 1 of the 
Government Code of the State of California (the “Act”) and a Trust Indenture, dated as of 
January 1, 1997 (the “1997 Indenture”), by and between the Authority and the Trustee, the 
Authority previously issued its Lease Revenue Bonds, Series 1997 (John Thurman Field 
Renovation Project) in an aggregate principal amount of $3,600,000 (the “Series 1997 Bonds”); 
and 

WHEREAS, pursuant to the Act and an Indenture, dated as of April 1, 2007, by and 
between the Authority and The Bank of New York Trust Company, N.A., as trustee, the 
Authority has determined to issue its $62,275,000 aggregate principal amount of Lease Revenue 
Bonds, Series 2007 (the “Series 2007 Bonds”) for the purpose, among others, of refunding the 
$2,335,000 currently outstanding Series 1997 Bonds (hereinafter the “Refunded 1997 Bonds”); 
and 

WHEREAS, by irrevocably depositing with the Escrow Agent a specified amount of the 
proceeds from the sale of the Series 2007 Bonds, together with certain other available funds, and 
directing the Escrow Agent to invest such amounts in certain investments satisfying the criteria 
set forth in Section 9.03 of the 1997 Indenture (herein, the “Federal Securities”), the Escrow 
Agent will have money sufficient to pay the principal, interest and redemption premium of the 
Refunded 1997 Bonds as provided herein; 

NOW THEREFORE, in consideration of the mutual covenants and agreements herein 
contained, the Authority and the Escrow Agent agree as follows: 

SECTION 1.  Deposit of Moneys.  The Authority hereby deposits or causes to be 
deposited with the Escrow Agent $2,450,597.74, consisting of (a) $2,291,177.17, representing a 
portion of the proceeds of the sale of the Series 2007 Bonds and (b) $159,420.57 of moneys from 
the funds and accounts held under the 1997 Indenture; all to be held in irrevocable escrow by the 
Escrow Agent separate and apart from other funds and accounts of the Authority and the Escrow 
Agent, in a fund hereby created and established to be known as the “1997 Bonds Escrow Fund,” 
to be applied solely as provided in this Escrow Agreement.  This deposit is at least equal to an 
amount sufficient to purchase the Federal Securities in accordance with Section 2 hereof. 
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SECTION 2.  Investment of Moneys.  The Escrow Agent acknowledges receipt of the 
moneys described in Section 1 and agrees to immediately invest $2,379,087.00 in the Federal 
Securities set forth in Schedule A hereto and to deposit the Federal Securities in the 1997 Bonds 
Escrow Fund.  The Escrow Agent shall hold the balance of $71,510.74 uninvested.   

SECTION 3.  Investment of Any Remaining Moneys.  In the event that the Escrow Agent 
receives any payment of principal or interest from the Federal Securities prior to the date on 
which such payment is required for the purposes set forth herein, the Escrow Agent shall, at the 
written direction of the Authority, reinvest the amount of such payment, or any portion thereof, 
in noncallable direct obligations of the United States of America (including obligations issued or 
held in book-entry form on the books of the Department of the Treasury of the United States of 
America) maturing not later than the date on which such payment or portion thereof is required 
for the purposes set forth in Section 5, as verified in a report prepared by an independent certified 
public accountant or firm of certified public accountants of favorable national reputation 
experienced in the refunding of obligations of public agencies, and provided the Authority has 
obtained and delivered to the Escrow Agent an unqualified opinion of nationally recognized 
bond counsel that such reinvestment will not adversely affect the exclusion from gross income of 
interest on the Refunded 1997 Bonds for purposes of federal income taxation.  Any interest 
income resulting from investment or reinvestment of moneys pursuant to this Section 3 which is 
not required for the purposes set forth in this Section 3 or Section 5, as verified in the letter (the 
“Letter”) of The Arbitrage Group, Inc. originally obtained by the Authority with respect to the 
refunding of the Refunded 1997 Bonds or in any other report prepared by an independent 
certified public accountant or firm of certified public accountants of favorable national reputation 
experienced in the refunding of obligations of public agencies, shall be paid to the Authority 
promptly upon the receipt of such interest income by the Escrow Agent.  In the absence of such 
written direction the Escrow Agent shall hold such amounts uninvested. 

SECTION 4.  Substitution of Securities.  Upon the written request of the Authority, and 
subject to prior written consent of CIFG Assurance North America, Inc., the insurer for the 
Series 2007 Bonds (the “Insurer”) and to the conditions and limitations herein set forth and 
applicable governmental rules and regulations, the Escrow Agent shall sell, redeem or otherwise 
dispose of the Federal Securities, provided there are substituted therefor from the proceeds of the 
Federal Securities noncallable direct obligations of the United States of America (including 
obligations issued or held in book-entry form on the books of the Department of the Treasury of 
the United States of America), but only after the Authority has obtained and delivered to the 
Escrow Agent and the Insurer (i) an unqualified opinion of nationally recognized bond counsel 
that such reinvestment will not adversely affect the exclusion from gross income of interest 
payable on the Refunded 1997 Bonds for purposes of federal income taxation, and (ii) a report 
by an independent certified public accountant or firm of certified public accountants to the effect 
that such reinvestment will not adversely affect the sufficiency of the amounts of securities, 
investments and money in the 1997 Bonds Escrow Fund to pay the principal and redemption 
premium of 2.0% of the principal amount to be redeemed, and interest on the Refunded 
1997 Bonds, as provided in Section 5.  The Escrow Agent shall not be liable or responsible for 
any loss resulting from any reinvestment made pursuant to this Escrow Agreement and in full 
compliance with the provisions hereof. 
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SECTION 5.  Payment of Refunded 1997 Bonds. 

(a) Payment.  From the maturing principal of the Federal Securities and the 
investment income and other earnings thereon and other moneys on deposit in the 1997 Bonds 
Escrow Fund, the Escrow Agent shall apply the amounts on deposit in the 1997 Bonds Escrow 
Fund (i) to pay on May 1, 2007, the interest on the Refunded 1997 Bonds, and (ii) to pay the 
interest and redemption price (102% of the principal amount thereof) on the Refunded 1997 
Bonds on May 23, 2007. 

(b) Irrevocable Instructions to Provide Notice.  The Authority irrevocably instructs 
the Escrow Agent (i) to mail a notice substantially in the form of Exhibit A, to the owners of the 
Refunded 1997 Bonds, that an irrevocable deposit has been made with the Escrow Agent and 
that the Refunded 1997 Bonds have been deemed to be paid in accordance with the 1997 
Indenture; and (ii)  to mail a notice of redemption, substantially in the form of Exhibit B, in 
accordance with the terms of the 1997 Indenture as required to provide for the redemption of the 
Refunded 1997 Bonds in accordance with this Section 5. 

The Escrow Agent is further instructed to mail a copy of such notices to the Information 
Services and the Securities Depositories (as such terms are defined in the 1997 Indenture) or, in 
accordance with then-current guidelines of the Securities and Exchange Commission, to such 
other addresses, such other services providing information with respect to called bonds, and/or 
such other securities depositories as may be set forth in the guidelines. 

(c) Unclaimed Moneys.  Any moneys which remain unclaimed for two years after the 
date such moneys have become due and payable hereunder shall be repaid by the Escrow Agent 
to the Authority, and the Escrow Agent shall thereupon be released and discharged with respect 
thereto, and the holders of the Refunded 1997 Bonds shall look only to the Authority for the 
payment on the Refunded 1997 Bonds; provided, however, that before making such repayment 
to the Authority, the Escrow Agent shall, at the expense of the Authority, cause to be mailed to 
the holders of any unredeemed Refunded 1997 Bonds, a notice that such money remains 
unclaimed and that, after a date set forth in the notice, which date shall not be less than 
thirty (30) days after the date of mailing of the notice, the balance of the money then unclaimed 
will be returned to the Authority.   

(d) Priority of Payments.  The owners of the Refunded 1997 Bonds shall have a lien 
on moneys and securities in the 1997 Bonds Escrow Fund which are allocable and sufficient to 
repay the Refunded 1997 Bonds, including the redemption premium thereon, in accordance with 
this Escrow Agreement, as verified by the Letter, until such moneys and such securities are used 
and applied as provided in this Escrow Agreement. 

(e) Termination of Obligation.  As provided in the 1997 Indenture, upon deposit of 
moneys with the Escrow Agent in the 1997 Bonds Escrow Fund as set forth in Section 1 hereof 
and the purchase of the various Federal Securities as provided in Section 2 hereof, and notice of, 
or provision for notice of, defeasance and redemption having been given as set forth in 
Section 5(b) hereof, the Bonds are deemed to have been paid in accordance with its terms and all 
right, title and interest of the Trustee under the 1997 Indenture shall cease, except only with 
respect to the obligation of the Authority to pay or cause to be paid to the Owners (as defined in 
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the 1997 Indenture) of such Refunded 1997 Bonds all sums due thereon from amounts set aside 
for such purpose in the 1997 Bonds Escrow Fund, as provided herein. 

SECTION 6.  Performance of Duties.  The Escrow Agent agrees to perform only the 
duties set forth herein and shall have no responsibility to take any action or omit to take any 
action not set forth herein. 

SECTION 7.  Escrow Agent’s Authority to Make Investments.  Except as provided in 
Sections 2, 3 and 4 hereof, the Escrow Agent shall have no power or duty to invest any funds 
held under this Escrow Agreement or to sell, transfer or otherwise dispose of the cash or Federal 
Securities held hereunder. 

SECTION 8.  Indemnity.  The Authority hereby assumes liability for, and agrees 
(whether or not any of the transactions contemplated hereby are consummated) to indemnify, 
protect, save and keep harmless the Escrow Agent and its respective successors, assigns, agents, 
officers, directors, employees and servants, from and against any and all liabilities, obligations, 
losses, damages, penalties, claims, actions, suits, costs, expenses and disbursements (including 
reasonable legal fees and disbursements) of whatever kind and nature which may be imposed on, 
incurred by, or asserted against, the Escrow Agent at any time (whether or not also indemnified 
against the same by the Authority or any other person under any other agreement or instrument, 
but without double indemnity) in any way relating to or arising out of the execution, delivery and 
performance of this Escrow Agreement, the establishment hereunder of the 1997 Bonds Escrow 
Fund, the acceptance of the cash and securities deposited therein, the purchase of the Federal 
Securities, the retention of the Federal Securities or the proceeds thereof, and any payment, 
transfer or other application of moneys or securities by the Escrow Agent in accordance with the 
provisions of this Escrow Agreement; provided, however, that the Authority shall not be required 
to indemnify the Escrow Agent against the Escrow Agent’s own negligence or willful 
misconduct or the negligence or willful misconduct of the Escrow Agent’s employees or the 
willful breach by the Escrow Agent of the terms of this Escrow Agreement.  In no event shall the 
Authority or the Escrow Agent be liable to any person by reason of the transactions 
contemplated hereby other than to each other as set forth in this Section.  The indemnities 
contained in this Section shall survive the termination of this Escrow Agreement. 

SECTION 9.  Responsibilities of Escrow Agent.  The Escrow Agent and its agents and 
servants shall not be held to any personal liability whatsoever, in tort, contract, or otherwise, in 
connection with the execution and delivery of this Escrow Agreement, the establishment of the 
1997 Bonds Escrow Fund, the acceptance of the moneys or securities deposited therein, the 
purchase of the Federal Securities, the retention of the Federal Securities or the proceeds thereof, 
the sufficiency of the Federal Securities to pay the Refunded 1997 Bonds or any payment, 
transfer or other application of moneys or obligations by the Escrow Agent in accordance with 
the provisions of this Escrow Agreement, or by reason of any non-negligent act, non-negligent 
omission or non-negligent error of the Escrow Agent made in good faith in the conduct of its 
duties.  The recitals of fact contained in the “Whereas” clauses herein shall be taken as the 
statements of the Authority, and the Escrow Agent assumes no responsibility for the correctness 
thereof or the correctness of any recitals or statements contained in the Refunded 1997 Bonds.  
The Escrow Agent makes no representation as to the sufficiency of the Federal Securities to 
accomplish the refunding of the Refunded 1997 Bonds or to the validity of this Escrow 
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Agreement as to the Authority and, except as otherwise provided herein, the Escrow Agent shall 
incur no liability with respect thereto.  The Escrow Agent shall not be liable in connection with 
the performance of its duties under this Escrow Agreement except for its own negligence, willful 
misconduct or willful breach, and the duties and obligations of the Escrow Agent shall be 
determined by the express provisions of this Escrow Agreement.   The Escrow Agent shall be 
under no obligation to inquire into or be in any way responsible for the performance or 
nonperformance by the Authority of its obligations.  The Escrow Agent may consult with 
counsel, who may or may not be counsel to the Authority, and in reliance upon the written 
opinion of such counsel shall have full and complete authorization and protection in respect of 
any action taken, suffered or omitted by it in good faith in accordance therewith.  Whenever the 
Escrow Agent shall deem it necessary or desirable that a matter be proved or established prior to 
taking, suffering, or omitting any action under this Escrow Agreement, such matter may be 
deemed to be conclusively established by a certificate signed by an officer of the Authority.  No 
provision of this Escrow Agreement shall require the Escrow Agent to expend or risk its own 
funds or otherwise incur any financial liability in the performance or exercise of any of its duties 
hereunder, or in the exercise of its rights or powers, if it shall have reasonable grounds for 
believing that repayment of such funds or adequate indemnity against such risk or liability is not 
reasonably assured to it. 

SECTION 10.  Amendments.  This Escrow Agreement is made for the benefit of the 
Authority and the owners of the Refunded 1997 Bonds and it shall not be repealed, revoked, 
altered or amended without the written consent of all such owners obtained in accordance with 
the provisions of the 1997 Indenture, the Escrow Agent, the Authority and the Insurer; provided, 
however, that the Authority and the Escrow Agent may, without the consent of, or notice to, such 
owners, amend this Escrow Agreement or enter into such agreements supplemental to this 
Escrow Agreement as shall not adversely affect the rights of such owners and as shall not be 
inconsistent with the terms and provisions of this Escrow Agreement or the 1997 Indenture, for 
any one or more of the following purposes:  (i) to cure any ambiguity or formal defect or 
omission in this Escrow Agreement; (ii) to grant to, or confer upon the Escrow Agent for the 
benefit of the owners of the Refunded 1997 Bonds, any additional rights, remedies, powers or 
authority that may lawfully be granted to, or conferred upon, such owners or the Escrow Agent; 
and (iii) to include under this Escrow Agreement additional funds, securities or properties.  The 
Escrow Agent shall be entitled to rely conclusively upon an unqualified opinion of nationally 
recognized bond counsel with respect to compliance with this Section, including the extent, if 
any, to which any change, modification, addition or elimination affects the rights of the owners 
of the Refunded 1997 Bonds or that any instrument executed hereunder complies with the 
conditions and provisions of this Section. 

SECTION 11.  Term.  This Escrow Agreement shall commence upon its execution and 
delivery and terminate on the later to occur of either (i) the date upon which the Refunded 
1997 Bonds have been paid in accordance with this Escrow Agreement or (ii) the date upon 
which no unclaimed moneys remain on deposit with the Escrow Agent pursuant to Section 5(c) 
of this Escrow Agreement. 

SECTION 12.  Compensation.  The Escrow Agent shall receive its reasonable fees and 
expenses as previously agreed to by the Escrow Agent and the Authority; provided, however, 
that under no circumstances shall the Escrow Agent be entitled to any lien whatsoever on any 
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moneys or obligations in the 1997 Bonds Escrow Fund for the payment of fees and expenses for 
services rendered or expenses incurred by the Escrow Agent under this Escrow Agreement until 
payment or provision for payment in full of the Refunded 1997 Bonds has been made. 

SECTION 13.  Severability.  If any one or more of the covenants or agreements provided 
in this Escrow Agreement on the part of the Authority or the Escrow Agent to be performed 
should be determined by a court of competent jurisdiction to be contrary to law, such covenants 
or agreements shall be null and void and shall be deemed separate from the remaining covenants 
and agreements herein contained and shall in no way affect the validity of the remaining 
provisions of this Escrow Agreement. 

SECTION 14.  Counterparts.  This Escrow Agreement may be executed in counterparts, 
any of which shall be regarded for all purposes as an original but all of which shall constitute and 
be but one and the same instrument. 

SECTION 15.  Governing Law.  This Escrow Agreement shall be governed by and 
construed in accordance with the laws of the State of California. 

SECTION 16.  Insufficient Funds.  If at any time the moneys and investments in the 
1997 Bonds Escrow Fund, including the anticipated proceeds of and earnings thereon, will not be 
sufficient to make all payments required by this Escrow Agreement, or, in the event the Escrow 
Agent has failed to receive instructions for the reinvestment of the Federal Securities pursuant to 
Section 3 hereof, the Escrow Agent shall notify the Authority, in writing, immediately upon 
becoming aware of such deficiency, the amount thereof, and, if known to it, the reason therefor, 
or of such failure to receive the reinvestment instructions.  Upon receipt of such notice, the 
Authority shall, as the case may be, either promptly deposit with the Escrow Agent for deposit in 
the 1997 Bonds Escrow Fund the amount necessary to cure any such deficiency, or provide 
written instruction to the Escrow Agent to reinvest any remaining moneys pursuant to the 
requirements of Section 3 hereof.  The Escrow Agent shall have no further responsibility 
regarding any such deficiency. 

[THE REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK.] 



IN WITNESS WHEREOF, the parties hereto have caused this Escrow Agreement to be 
executed by their duly authorized officers as of the date first above written. 

MODEST0 PUBLIC FINANCING AUTHORITY 

A 

By: 
Authorized Signatory 

U.S. BANK NATIONAL ASSOCIATION, as 
Escrow Agent 

By: 
Authorized Signatory 



IN WITNESS WHEREOF, the parties hereto have caused this Escrow Agreement to be 
executed by their duly authorized officers as of the date first above written. 

MODEST0 PUBLIC FINANCING AUTHORITY 

By: 
Authorized Signatory 

W.S. BANK NATIONAL ASSOCIATION, as 
Escrow Agent 

By: 4. W,-vm/+ 
0 Authorized Signatory 
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SCHEDULE A 

FEDERAL SECURITIES 

    

TYPE MATURITY DATE PAR AMOUNT COUPON 

I. Bond Proceeds Escrow Securities 

SLG 5/23/2007 $2,224,319.00 4.990% 

    

II. Prior Reserve Fund Escrow Securities 

SLG 5/23/2007 $154,768.00 4.990% 
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Exhibit A 

NOTICE OF DEFEASANCE 

MODESTO PUBLIC FINANCING AUTHORITY 
LEASE REVENUE BONDS, SERIES 1997 

(JOHN THURMAN FIELD RENOVATION PROJECT) 

NOTICE IS HEREBY GIVEN to the owners of the above-captioned Bonds (the 
“Bonds”) that the Modesto Public Financing Authority (the “Authority”) has deposited with U.S. 
Bank National Association, the successor Trustee for the Bonds under the Trust Indenture, dated 
as of January 1, 1997 (the “Indenture”), by and between the Authority and the Trustee, cash and 
noncallable direct obligations of the United States of America (including obligations issued or 
held in book-entry form on the books of the Department of the Treasury of the United States of 
America), paying interest and principal in an amount which shall be sufficient, in the opinion of 
The Arbitrage Group, Inc., as verification agent to pay the interest and redemption price (102% 
of the principal amount thereof) on the Refunded 1997 Bonds.  In accordance with the Indenture 
pursuant to which the Bonds were issued, the Bonds are deemed to have been paid in accordance 
with its terms and all right, title and interest of the Trustee under the 1997 Indenture shall cease, 
except only with respect to the obligation of the Authority to pay or cause to be paid to the 
Owners (as defined in the Indenture) of such Bonds all sums due thereon from amounts set aside 
for such purpose and available as set forth above. 

DATED this ____ day of __________, 2007. 
 
 
U.S. BANK NATIONAL ASSOCIATION, as Trustee 
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Exhibit B 

NOTICE OF REDEMPTION 

MODESTO PUBLIC FINANCING AUTHORITY 
LEASE REVENUE BONDS, SERIES 1997 

(JOHN THURMAN FIELD RENOVATION PROJECT) 

NOTICE IS HEREBY GIVEN to the owners of the above-captioned Bonds (the 
“Bonds”) that, pursuant to the Trust Indenture, dated as of January 1, 1997 (the “Indenture”), by 
and between the Modesto Public Financing Authority (the “Authority”) and U.S. Bank National 
Association, as successor trustee (the “Trustee”), the Authority has directed the Trustee to call 
for redemption, on May 23, 2007, the outstanding Bonds in the amount of $_____, with the 
CUSIP number _________. 

Owners of such Bonds should present such Bonds on the redemption date at the 
following address: 

________________________ 
________________________ 
________________________ 
________________________ 

On May 23, 2007, the Bonds to be redeemed will be payable from the proceeds of 
refunding bonds issued by the Authority, together with other available moneys, at a redemption 
price of 102% of the principal amount together with interest accrued thereon to the date of 
redemption.  On May 23, 2007, there shall become due and payable upon each Bond to be 
redeemed, to the person whose name appears on the registration books of the Trustee as the 
registered owner thereof, the redemption price thereof as set forth above.  From and after May 
23, 2007, interest on the Bonds so redeemed will cease to accrue. 

DATED this ____ day of __________, 2007. 

U.S. BANK NATIONAL ASSOCIATION, as Escrow 
Agent 
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ESCROW AGREEMENT 
RELATING TO THE PARTIAL DEFEASANCE OF 

MODESTO PUBLIC FINANCING AUTHORITY 
LEASE REVENUE BONDS, SERIES 1998 

(CAPITAL IMPROVEMENTS AND REFINANCING PROJECT) 

THIS ESCROW AGREEMENT (the “Escrow Agreement”), dated as of April 1, 2007, by 
and between the Modesto Public Financing Authority (the “Authority”) and The Bank of New 
York Trust Company, N.A., as escrow agent (the “Escrow Agent”) hereunder and as successor 
trustee with respect to the Refunded 1998 Bonds referred to below; 

W I T N E S S E T H : 

WHEREAS, pursuant to Article 4 of Chapter 5 of Division 7 of Title 1 of the 
Government Code of the State of California (the “Act”) and a Trust Indenture, dated as of 
March 1, 1998 (the “1998 Indenture”), by and between the Authority and The Bank of New York 
Trust Company, N.A., as successor trustee with respect to the Refunded 1998 Bonds (the 
“Trustee”), the Authority previously issued its Lease Revenue Bonds, Series 1998 (Capital 
Improvements and Refinancing Project) in an aggregate principal amount of $61,430,000 (the 
“Series 1998 Bonds”); and 

WHEREAS, pursuant to the Act and an Indenture, dated as of April 1, 2007, by and 
between the Authority and The Bank of New York Trust Company, N.A., as trustee, the 
Authority has determined to issue its $62,275,000 aggregate principal amount of Lease Revenue 
Bonds, Series 2007 (the “Series 2007 Bonds”) for the purpose, among others, of advance 
refunding a portion of the currently outstanding Series 1998 Bonds in the amount of $55,460,000 
(hereinafter the “Refunded 1998 Bonds”); and 

WHEREAS, by irrevocably depositing with the Escrow Agent a specified amount of the 
proceeds from the sale of the Series 2007 Bonds, together with certain other available funds, and 
directing the Escrow Agent to invest such amounts in certain investments satisfying the criteria 
set forth in Section 9.03 of the 1998 Indenture (herein, the “Federal Securities”), the Escrow 
Agent will have money sufficient to pay the principal, interest and redemption premium of the 
Refunded 1998 Bonds as provided herein; 

NOW THEREFORE, in consideration of the mutual covenants and agreements herein 
contained, the Authority and the Escrow Agent agree as follows: 

SECTION 1.  Deposit of Moneys.  The Authority hereby deposits or causes to be 
deposited with the Escrow Agent $57,282,754.15, consisting of (a) $56,619,945.84, representing 
a portion of the proceeds of the sale of the Series 2007 Bonds and (b) $662,807.31 of moneys 
from the funds and accounts held under the 1998 Indenture; all to be held in irrevocable escrow 
by the Escrow Agent separate and apart from other funds and accounts of the Authority and the 
Escrow Agent, in a fund hereby created and established to be known as the “1998 Bonds Escrow 
Fund,” to be applied solely as provided in this Escrow Agreement.  This deposit is at least equal 
to an amount sufficient to purchase the Federal Securities in accordance with Section 2 hereof. 
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SECTION 2.  Investment of Moneys.  The Escrow Agent acknowledges receipt of the 
moneys described in Section 1 and agrees to immediately invest $57,282,752.00 in the Federal 
Securities set forth in Schedule A hereto and to deposit the Federal Securities in the 1998 Bonds 
Escrow Fund.  The Escrow Agent shall hold the balance of $2.15 uninvested.   

SECTION 3.  Investment of Any Remaining Moneys.  In the event that the Escrow Agent 
receives any payment of principal or interest from the Federal Securities prior to the date on 
which such payment is required for the purposes set forth herein, the Escrow Agent shall, at the 
written direction of the Authority, reinvest the amount of such payment, or any portion thereof, 
in noncallable direct obligations of the United States of America (including obligations issued or 
held in book-entry form on the books of the Department of the Treasury of the United States of 
America) maturing not later than the date on which such payment or portion thereof is required 
for the purposes set forth in Section 5, as verified in a report prepared by an independent certified 
public accountant or firm of certified public accountants of favorable national reputation 
experienced in the refunding of obligations of public agencies, and provided the Authority has 
obtained and delivered to the Escrow Agent an unqualified opinion of nationally recognized 
bond counsel that such reinvestment will not adversely affect the exclusion from gross income of 
interest on the Refunded 1998 Bonds for purposes of federal income taxation.  Any interest 
income resulting from investment or reinvestment of moneys pursuant to this Section 3 which is 
not required for the purposes set forth in this Section 3 or Section 5, as verified in the letter (the 
“Letter”) of The Arbitrage Group, Inc. originally obtained by the Authority with respect to the 
refunding of the Refunded 1998 Bonds or in any other report prepared by an independent 
certified public accountant or firm of certified public accountants of favorable national reputation 
experienced in the refunding of obligations of public agencies, shall be paid to the Authority 
promptly upon the receipt of such interest income by the Escrow Agent.  In the absence of such 
written direction the Escrow Agent shall hold such amounts uninvested. 

SECTION 4.  Substitution of Securities.  Upon the written request of the Authority, and 
subject to prior written consent of CIFG Assurance North America, Inc., the insurer for the 
Series 2007 Bonds (the “Insurer”) and to the conditions and limitations herein set forth and 
applicable governmental rules and regulations, the Escrow Agent shall sell, redeem or otherwise 
dispose of the Federal Securities, provided there are substituted therefor from the proceeds of the 
Federal Securities noncallable direct obligations of the United States of America (including 
obligations issued or held in book-entry form on the books of the Department of the Treasury of 
the United States of America), but only after the Authority has obtained and delivered to the 
Escrow Agent and the Insurer (i) an unqualified opinion of nationally recognized bond counsel 
that such reinvestment will not adversely affect the exclusion from gross income of interest 
payable on the Refunded 1998 Bonds for purposes of federal income taxation, and (ii) a report 
by an independent certified public accountant or firm of certified public accountants to the effect 
that such reinvestment will not adversely affect the sufficiency of the amounts of securities, 
investments and money in the 1998 Bonds Escrow Fund to pay the principal and redemption 
premium of 1.0% of the principal amount to be redeemed, and interest on the Refunded 
1998 Bonds, as provided in Section 5.  The Escrow Agent shall not be liable or responsible for 
any loss resulting from any reinvestment made pursuant to this Escrow Agreement and in full 
compliance with the provisions hereof. 
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SECTION 5.  Payment of Refunded 1998 Bonds. 

(a) Payment.  From the maturing principal of the Federal Securities and the 
investment income and other earnings thereon and other moneys on deposit in the 1998 Bonds 
Escrow Fund, the Escrow Agent shall, apply the amounts on deposit in the 1998 Bonds Escrow 
Fund to pay on March 1 and September 1 of each year, commencing September 1, 2007 through 
and including September 1, 2008, the interest on the Refunded 1998 Bonds maturing on and after 
September 1, 2009, and to pay on September 1, 2008, the redemption price (101.0% of the 
principal amount thereof) of the Refunded 1998 Bonds maturing on and after September 1, 2009. 

(b) Irrevocable Instructions to Provide Notice.  The Authority irrevocably instructs 
the Escrow Agent (i) to mail a notice substantially in the form of Exhibit A, to the owners of the 
Refunded 1998 Bonds, that an irrevocable deposit has been made with the Escrow Agent and 
that the Refunded 1998 Bonds have been deemed to be paid in accordance with the 1998 
Indenture; and (ii)  to mail a notice of redemption, substantially in the form of Exhibit B, in 
accordance with the terms of the 1998 Indenture as required to provide for the redemption of the 
Refunded 1998 Bonds in accordance with this Section 5. 

The Escrow Agent is further instructed to mail a copy of such notices to the Information 
Services and the Securities Depositories (as such terms are defined in the 1998 Indenture) or, in 
accordance with then-current guidelines of the Securities and Exchange Commission, to such 
other addresses, such other services providing information with respect to called bonds, and/or 
such other securities depositories as may be set forth in the guidelines. 

(c) Unclaimed Moneys.  Any moneys which remain unclaimed for two years after the 
date such moneys have become due and payable hereunder shall be repaid by the Escrow Agent 
to the Authority, and the Escrow Agent shall thereupon be released and discharged with respect 
thereto, and the holders of the Refunded 1998 Bonds shall look only to the Authority for the 
payment on the Refunded 1998 Bonds; provided, however, that before making such repayment 
to the Authority, the Escrow Agent shall, at the expense of the Authority, cause to be mailed to 
the holders of any unredeemed Refunded 1998 Bonds, a notice that such money remains 
unclaimed and that, after a date set forth in the notice, which date shall not be less than 
thirty (30) days after the date of mailing of the notice, the balance of the money then unclaimed 
will be returned to the Authority.   

(d) Priority of Payments.  The owners of the Refunded 1998 Bonds shall have a lien 
on moneys and securities in the 1998 Bonds Escrow Fund which are allocable and sufficient to 
repay the Refunded 1998 Bonds, including the redemption premium thereon, in accordance with 
this Escrow Agreement, as verified by the Letter, until such moneys and such securities are used 
and applied as provided in this Escrow Agreement. 

(e) Termination of Obligation.  As provided in the 1998 Indenture, upon deposit of 
moneys with the Escrow Agent in the 1998 Bonds Escrow Fund as set forth in Section 1 hereof 
and the purchase of the various Federal Securities as provided in Section 2 hereof, and notice of, 
or provision for notice of, defeasance and redemption having been given as set forth in 
Section 5(b) hereof, the Bonds are deemed to have been paid in accordance with its terms and all 
right, title and interest of the Trustee under the 1998 Indenture shall cease, except only with 
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respect to the obligation of the Authority to pay or cause to be paid to the Owners (as defined in 
the 1998 Indenture) of such Refunded 1998 Bonds all sums due thereon from amounts set aside 
for such purpose in the 1998 Bonds Escrow Fund, as provided herein. 

SECTION 6.  Performance of Duties.  The Escrow Agent agrees to perform only the 
duties set forth herein and shall have no responsibility to take any action or omit to take any 
action not set forth herein. 

SECTION 7.  Escrow Agent’s Authority to Make Investments.  Except as provided in 
Sections 2, 3 and 4 hereof, the Escrow Agent shall have no power or duty to invest any funds 
held under this Escrow Agreement or to sell, transfer or otherwise dispose of the cash or Federal 
Securities held hereunder. 

SECTION 8.  Indemnity.  The Authority hereby assumes liability for, and agrees 
(whether or not any of the transactions contemplated hereby are consummated) to indemnify, 
protect, save and keep harmless the Escrow Agent and its respective successors, assigns, agents, 
officers, directors, employees and servants, from and against any and all liabilities, obligations, 
losses, damages, penalties, claims, actions, suits, costs, expenses and disbursements (including 
reasonable legal fees and disbursements) of whatever kind and nature which may be imposed on, 
incurred by, or asserted against, the Escrow Agent at any time (whether or not also indemnified 
against the same by the Authority or any other person under any other agreement or instrument, 
but without double indemnity) in any way relating to or arising out of the execution, delivery and 
performance of this Escrow Agreement, the establishment hereunder of the 1998 Bonds Escrow 
Fund, the acceptance of the cash and securities deposited therein, the purchase of the Federal 
Securities, the retention of the Federal Securities or the proceeds thereof, and any payment, 
transfer or other application of moneys or securities by the Escrow Agent in accordance with the 
provisions of this Escrow Agreement; provided, however, that the Authority shall not be required 
to indemnify the Escrow Agent against the Escrow Agent’s own negligence or willful 
misconduct or the negligence or willful misconduct of the Escrow Agent’s employees or the 
willful breach by the Escrow Agent of the terms of this Escrow Agreement.  In no event shall the 
Authority or the Escrow Agent be liable to any person by reason of the transactions 
contemplated hereby other than to each other as set forth in this Section.  The indemnities 
contained in this Section shall survive the termination of this Escrow Agreement. 

SECTION 9.  Responsibilities of Escrow Agent.  The Escrow Agent and its agents and 
servants shall not be held to any personal liability whatsoever, in tort, contract, or otherwise, in 
connection with the execution and delivery of this Escrow Agreement, the establishment of the 
1998 Bonds Escrow Fund, the acceptance of the moneys or securities deposited therein, the 
purchase of the Federal Securities, the retention of the Federal Securities or the proceeds thereof, 
the sufficiency of the Federal Securities to pay the Refunded 1998 Bonds or any payment, 
transfer or other application of moneys or obligations by the Escrow Agent in accordance with 
the provisions of this Escrow Agreement, or by reason of any non-negligent act, non-negligent 
omission or non-negligent error of the Escrow Agent made in good faith in the conduct of its 
duties.  The recitals of fact contained in the “Whereas” clauses herein shall be taken as the 
statements of the Authority, and the Escrow Agent assumes no responsibility for the correctness 
thereof or the correctness of any recitals or statements contained in the Refunded 1998 Bonds.  
The Escrow Agent makes no representation as to the sufficiency of the Federal Securities to 
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accomplish the refunding of the Refunded 1998 Bonds or to the validity of this Escrow 
Agreement as to the Authority and, except as otherwise provided herein, the Escrow Agent shall 
incur no liability with respect thereto.  The Escrow Agent shall not be liable in connection with 
the performance of its duties under this Escrow Agreement except for its own negligence, willful 
misconduct or willful breach, and the duties and obligations of the Escrow Agent shall be 
determined by the express provisions of this Escrow Agreement.   The Escrow Agent shall be 
under no obligation to inquire into or be in any way responsible for the performance or 
nonperformance by the Authority of its obligations.  The Escrow Agent may consult with 
counsel, who may or may not be counsel to the Authority, and in reliance upon the written 
opinion of such counsel shall have full and complete authorization and protection in respect of 
any action taken, suffered or omitted by it in good faith in accordance therewith.  Whenever the 
Escrow Agent shall deem it necessary or desirable that a matter be proved or established prior to 
taking, suffering, or omitting any action under this Escrow Agreement, such matter may be 
deemed to be conclusively established by a certificate signed by an officer of the Authority.  No 
provision of this Escrow Agreement shall require the Escrow Agent to expend or risk its own 
funds or otherwise incur any financial liability in the performance or exercise of any of its duties 
hereunder, or in the exercise of its rights or powers, if it shall have reasonable grounds for 
believing that repayment of such funds or adequate indemnity against such risk or liability is not 
reasonably assured to it. 

SECTION 10.  Amendments.  This Escrow Agreement is made for the benefit of the 
Authority and the owners of the Refunded 1998 Bonds and it shall not be repealed, revoked, 
altered or amended without the written consent of all such owners obtained in accordance with 
the provisions of the 1998 Indenture, the Escrow Agent, the Authority and the Insurer; provided, 
however, that the Authority and the Escrow Agent may, without the consent of, or notice to, such 
owners, amend this Escrow Agreement or enter into such agreements supplemental to this 
Escrow Agreement as shall not adversely affect the rights of such owners and as shall not be 
inconsistent with the terms and provisions of this Escrow Agreement or the 1998 Indenture, for 
any one or more of the following purposes:  (i) to cure any ambiguity or formal defect or 
omission in this Escrow Agreement; (ii) to grant to, or confer upon the Escrow Agent for the 
benefit of the owners of the Refunded 1998 Bonds, any additional rights, remedies, powers or 
authority that may lawfully be granted to, or conferred upon, such owners or the Escrow Agent; 
and (iii) to include under this Escrow Agreement additional funds, securities or properties.  The 
Escrow Agent shall be entitled to rely conclusively upon an unqualified opinion of nationally 
recognized bond counsel with respect to compliance with this Section, including the extent, if 
any, to which any change, modification, addition or elimination affects the rights of the owners 
of the Refunded 1998 Bonds or that any instrument executed hereunder complies with the 
conditions and provisions of this Section. 

SECTION 11.  Term.  This Escrow Agreement shall commence upon its execution and 
delivery and terminate on the later to occur of either (i) the date upon which the Refunded 
1998 Bonds have been paid in accordance with this Escrow Agreement or (ii) the date upon 
which no unclaimed moneys remain on deposit with the Escrow Agent pursuant to Section 5(c) 
of this Escrow Agreement. 

SECTION 12.  Compensation.  The Escrow Agent shall receive its reasonable fees and 
expenses as previously agreed to by the Escrow Agent and the Authority; provided, however, 
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that under no circumstances shall the Escrow Agent be entitled to any lien whatsoever on any 
moneys or obligations in the 1998 Bonds Escrow Fund for the payment of fees and expenses for 
services rendered or expenses incurred by the Escrow Agent under this Escrow Agreement until 
payment or provision for payment in full of the Refunded 1998 Bonds has been made. 

SECTION 13.  Severability.  If any one or more of the covenants or agreements provided 
in this Escrow Agreement on the part of the Authority or the Escrow Agent to be performed 
should be determined by a court of competent jurisdiction to be contrary to law, such covenants 
or agreements shall be null and void and shall be deemed separate from the remaining covenants 
and agreements herein contained and shall in no way affect the validity of the remaining 
provisions of this Escrow Agreement. 

SECTION 14.  Counterparts.  This Escrow Agreement may be executed in counterparts, 
any of which shall be regarded for all purposes as an original but all of which shall constitute and 
be but one and the same instrument. 

SECTION 15.  Governing Law.  This Escrow Agreement shall be governed by and 
construed in accordance with the laws of the State of California. 

SECTION 16.  Insufficient Funds.  If at any time the moneys and investments in the 
1998 Bonds Escrow Fund, including the anticipated proceeds of and earnings thereon, will not be 
sufficient to make all payments required by this Escrow Agreement, or, in the event the Escrow 
Agent has failed to receive instructions for the reinvestment of the Federal Securities pursuant to 
Section 3 hereof, the Escrow Agent shall notify the Authority, in writing, immediately upon 
becoming aware of such deficiency, the amount thereof, and, if known to it, the reason therefor, 
or of such failure to receive the reinvestment instructions.  Upon receipt of such notice, the 
Authority shall, as the case may be, either promptly deposit with the Escrow Agent for deposit in 
the 1998 Bonds Escrow Fund the amount necessary to cure any such deficiency, or provide 
written instruction to the Escrow Agent to reinvest any remaining moneys pursuant to the 
requirements of Section 3 hereof.  The Escrow Agent shall have no further responsibility 
regarding any such deficiency. 
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IN WITNESS WHEREOF, the parties hereto have caused this Escrow Agreement to be 
executed by their duly authorized officers as of the date first above written. 

MODEST0 PUBLIC FINANCING AUTHORITY 

By: && 
Authorized Signatory 

THE BANK OF NEW YORK TRUST 
COMPANY, N.A., as Escrow Agent 
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SCHEDULE A 

FEDERAL SECURITIES 

    

TYPE MATURITY DATE PAR AMOUNT COUPON 

I. Bond Proceeds Escrow Securities 

SLG 9/1/2007 $597,890.00 3.818% 

SLG 3/1/2008 327,507.00 3.780 

SLG 9/1/2008 55,694,548.00 3.696 

    

II. Prior Reserve Fund Escrow Securities 

SLG 9/1/2007 $4,492.00 5.040% 

SLG 9/1/2008 658,315.00 4.880 

    

    

 

 



 

 A-1 
 SF1 1447245 47922/34 

Exhibit A 

NOTICE OF PARTIAL DEFEASANCE 

MODESTO PUBLIC FINANCING AUTHORITY 
LEASE REVENUE BONDS, SERIES 1998 

(CAPITAL IMPROVEMENTS AND REFINANCING PROJECT) 

Maturity 
(September 1) 

 
Interest Rate 

Principal Amount 
 to be Redeemed 

 
CUSIP No 

2009 4.375% $460,000 607796 AY5 
2010 4.500 550,000 607796 AZ2 
2011 4.600 645,000 607796 BA6 
2012 4.700 750,000 607796 BB4 
2013 4.800 855,000 607796 BC2 
2016 5.000 3,270,000 607796 BD0 
2020 5.125 6,360,000 607796 BE8 
2024 4.750 9,165,000 607796 BF5 
2029 5.000 16,405,000 607796 BG3 
2033 5.125 17,000,000 607796 BH1 

NOTICE IS HEREBY GIVEN to the owners of the above-captioned Bonds (the 
“Bonds”) that the Modesto Public Financing Authority (the “Authority”) has deposited with The 
Bank of New York Trust Company, N.A., the successor Trustee for the Bonds under the Trust 
Indenture, dated as of March 1, 1998 (the “Indenture”), by and between the Authority and the 
Trustee, cash and noncallable direct obligations of the United States of America (including 
obligations issued or held in book-entry form on the books of the Department of the Treasury of 
the United States of America), paying interest and principal in an amount which shall be 
sufficient, in the opinion of The Arbitrage Group, Inc., as verification agent to pay (i) on March 
1 and September 1 of each year, commencing September 1, 2007 through and including 
September 1, 2008, the interest on the Bonds maturing on and after September 1, 2009, and 
(ii) on September 1, 2008, the redemption price (101.0% of the principal amount thereof) of the 
Bonds maturing on and after September 1, 2009, as the same shall become due and payable.  In 
accordance with the Indenture pursuant to which the Bonds were issued, the Bonds are deemed 
to have been paid in accordance with its terms and all right, title and interest of the Trustee under 
the 1998 Indenture shall cease, except only with respect to the obligation of the Authority to pay 
or cause to be paid to the Owners (as defined in the Indenture) of such Bonds all sums due 
thereon from amounts set aside for such purpose and available as set forth above. 

DATED this ____ day of __________, 2008. 
 
 
THE BANK OF NEW YORK TRUST COMPANY, N.A., 

as Trustee 
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Exhibit B 

NOTICE OF REDEMPTION 

MODESTO PUBLIC FINANCING AUTHORITY 
LEASE REVENUE BONDS, SERIES 1998 

(CAPITAL IMPROVEMENTS AND REFINANCING PROJECT) 

NOTICE IS HEREBY GIVEN to the owners of the above-captioned Bonds (the 
“Bonds”) that, pursuant to the Trust Indenture, dated as of March 1, 1998 (the “Indenture”), by 
and between the Modesto Public Financing Authority (the “Authority”) and The Bank of New 
York Trust Company, N.A., as successor trustee (the “Trustee”), the Authority has directed the 
Trustee to call on September 1, 2008, the following Bonds: 

Maturity 
(September 1) 

 
Interest Rate 

Principal Amount 
 to be Redeemed 

 
CUSIP No 

2009 4.375% $460,000 607796 AY5 
2010 4.500 550,000 607796 AZ2 
2011 4.600 645,000 607796 BA6 
2012 4.700 750,000 607796 BB4 
2013 4.800 855,000 607796 BC2 
2016 5.000 3,270,000 607796 BD0 
2020 5.125 6,360,000 607796 BE8 
2024 4.750 9,165,000 607796 BF5 
2029 5.000 16,405,000 607796 BG3 
2033 5.125 $17,000,000 607796 AY5 

Owners of such Bonds should present such Bonds on the redemption date at the 
following address: 

________________________ 
________________________ 
________________________ 
________________________ 

On September 1, 2008, the Bonds to be redeemed will be payable from the proceeds of 
refunding bonds issued by the Authority, together with other available moneys, at a redemption 
price of 101% of the principal amount together with interest accrued thereon to the date of 
redemption.  On September 1, 2008, there shall become due and payable upon each Bond to be 
redeemed, to the person whose name appears on the registration books of the Trustee as the 
registered owner thereof, the redemption price thereof as set forth above.  From and after 
September 1, 2008, interest on the Bonds so redeemed will cease to accrue. 

DATED this ____ day of __________, 2008. 

THE BANK OF NEW YORK TRUST COMPANY, N.A., 
as Escrow Agent 













































$62,275,000 
MODEST0 PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

CERTIFICATE REGARDING AUTHORITY RESOLUTION 

I, Jean Morris, hereby certify that I am the Secretary of the Commission of the Modesto 
Public Financing Authority (the "Authority"), a joint exercise of powers authority organized 
under the laws of the State of California, and that as such I am authorized to execute this 
Certificate on behalf of the Authority. 

I hereby further certify that the attached resolution is a full, true and correct copy of 
Resolution No. 01-2007, adopted at the regular meeting of the Con~mission of the Authority held 
on April 3, 2007, of which meeting all of the members of the Governing Board had due notice 
and at which a quorum was present and acting throughout. 

I hereby further certify that I have carefully compared the same with the original 
resolution so adopted at said meeting and that it is a full, true and correct copy of said resolution; 
and that said resolution has not been amended, modified or rescinded since the date of adoption 
and is now in full force and effect. 
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Dated: April 18,2007 

MODEST0 PUBLIC FINANCING AUTHORITY 

By: 
U Jean Morris 

Secretary 



MODEST0 PUBLIC FINANCING AUTHORITY 
RESOLUTION NO. 01-2007 

A RESOLUTION OF THE MODEST0 PUBLIC FINANCING AUTHORITY 
APPROVING AND AUTHORIZING THE ISSUANCE AND SALE OF NOT TO 
EXCEED $65,000,000 AGGREGATE PRINCIPAL AMOUNT OF LEASE 
REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS, SERIES 
2007; APPROVING THE FORMS OF AND AUTHORIZING THE EXECUTION 
AND DELIVERY OF AN INDENTURE, A SUBLEASE, A FACILITY LEASE, A 
PURCHASE CONTRACT, AN AUCTION AGREEMENT, A BROKER-DEALER 
AGREEMENT, A SWAP AGREEMENT AND THE ESCROW AGREEMENTS; 
APPROVING THE FORM OF AND AUTHORIZING THE DISTRIBUTION OF 
AN OFFICIAL STATEMENT; AND APPROVING CERTAIN OTHER RELATED 
ACTIONS 

WHEREAS, the Modesto Public Financing Authority (the "Authority") is a joint 

exercise of powers authority duly organized and existing under Articles 1 through 4 

(commencing with Section 6500) of Chapter 5, Division 7, Title 1 of the Government 

Code of the State of California, as amended (the bbAct") and pursuant to a Joint Exercise 

of Powers Agreement, dated as of December 1, 1989, by and between the City of 

Modesto (the "City") and the Industrial Development Authority of the City of Modesto; 

and 

WHEREAS, the Authority is authorized under the Act to lease andlor purchase 

real property and to issue bonds for the financing and refinancing of public capital 

improvements whenever there are significant public benefits; and 

WHEREAS, the Authority previously issued its Lease Revenue Bonds, Series 

1997 (John Thurman Field Renovation Project) (the "1997 Bonds") and Lease Revenue 

Bonds, Series 1998 (Capital Improvenients and Refinancing Project) (the " 1998 Bonds") 

to assist the City in the financing of certain public capital improvements located in the 

City, including John Thurman field, a City-County administration building, a public 

parking garage, a communication dispatch center, the police headquarters, various public 



parks and miscellaneous city properties; and 

WHEREAS, the City has determined to r e h d  all of the 1997 Bonds and a 

portion of the 1998 Bonds; and 

WHEREAS, the Authority desires to approve the sale and issuance of not to 

exceed $65,000,000 in aggregate principal amount of Lease Revenue Refunding and 

Capital Improvement Bonds, Series 2007, in one or more series of bonds (the "Series 

2007 Bonds"), pursuant to an indenture (the "Indenture") by and between the Authority 

and The Bank of New York Trust Company, N.A., as trustee (the "Trustee"), for the 

purposes of (i) providing funds to finance certain additional improvements to John 

Thurman field, (ii) providing funds to refund all of the 1997 Bonds and a portion of the 

1998 Bonds, and (iii) paying the costs of issuance therefore (collectively, the "2007 

Project"); and 

WHEREAS, Section 5922 of the California Government Code provides that in 

connection with, or incidental to, the issuance or carrying of bonds, any public entity may 

enter into any contracts which the public entity determines to be appropriate to place the 

obligations represented by the bonds, in whole or in part, on the interest rate, cash flow or 

other basis desired by the public entity, including without limitation contracts commonly 

known as interest rate swap agreements, to hedge payment, rate, spread or similar 

exposure; and 

WHEREAS, in order to minimize debt service and maximize benefits to the City, 

the Authority proposes to issue the Series 2007 Bonds with a variable interest rate and to 

execute a swap agreement providing for a fixed swap rate on the Series 2007 Bonds (the 

"Swap") and the Authority will execute the Swap using the ISDA Master Agreement and 
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related Schedule, Credit Support Annex and Confirmation (collectively, the "Swap 

Agreementy') by and between the Authority and Bank of America, N.A. (the "Swap 

Provider"); and 

WHEREAS, pursuant to Section 5922 of the Government Code of the State of 

California, the Authority hereby finds and determines that the Swap Agreement is entered 

into in connection with, or incidental to, the issuance of the Series 2007 Bonds, will 

reduce the amount and duration of interest rate risk with respect to the Series 2007 Bonds 

and will result in a lower cost of borrowing when used in combination with the Series 

2007- Bonds; and 

WHEREAS, the Authority proposes to enter into an escrow agreement related to 

the 1997 Bonds (the "1997 Escrow Agreement") by and between the Authority and an 

escrow agent thereunder (the "1997 Escrow Agent") and an escrow agreement related to 

the 1998 Bonds (the "1998 Escrow Agreement" and together with the 1997 Escrow 

Agreement, the "Escrow Agreements") by and between the Authority and an escrow 

agent thereunder (the "1998 Escrow Agent" and together with the 1997 Escrow Agent, 

the "Escrow Agents"); and 

WHEREAS, the Authority previously leased certain properties to the City 

pursuant to a Leasepurchase Agreement, dated as of March 1, 1998, as amended by 

Amendment No. 1 to Leasepurchase Agreement, dated June 15, 2000 and Amendment 

No. 2 to Leasepurchase Agreement, dated October 15, 2002 (as so amended, the "1998 

Lease") under which the City is obligated to make lease payments for the lease of 

properties thereunder (the "Leased Property"); and 

WHEREAS, pursuant to Section 7.2 of the 1998 Lease, the City may sublease the 
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Leased Property or any portions thereof, as provided in the 1998 Lease; and 

WHEREAS, in consideration of the Authority's assistance in financing the 2007 

Project through the issuance of the Series 2007 Bonds and in consideration of the 

corresponding reduction in lease payments payable by the City under the 1998 Lease as a 

result of the partial refunding of the 1998 Bonds, the City will sublease to the Authority, 

pursuant to a sublease (the "Sublease") by and between the City and the Authority and in 

accordance with the terms of the 1998 Lease, the Leased Property, as more fully 

described in Exhibit A of the Sublease; and 

WHEREAS, the Authority will lease back to the City the Leased Property 

pursuant to the terms of a Facility Lease (the "Facility Lease") pursuant to w&ch the City 

will pay Base Rental Payments therefor, all under and in accordance with the 

Constitution and laws of the State of California, including the Act; and 

WHEREAS, pursuant to the terrns of the 1998 Lease, the obligation of the City to 

make lease payments under the 1998 Lease will remain the obligations of the City and no 

portion of the Leased Property subleased to the Authority pursuant to the Sublease will be 

used for a purpose other than a governmental function authorized under the provisions of 

the Constitution and laws of the State of California; and 

WHEREAS, the Series 2007 Bonds are expected to be initially executed and 

delivered as auction rate securities; and 

WHEREAS, the Trustee and The Bank of New York (the "Auction Agent") 

propose to execute and enter into an Auction Agreement (the "Auction Agreement") 

acknowledged and agreed to by the Authority, relating to the performance of the Auction 



Agent's duties thereunder; and 

WHEREAS, the Auction Agent, Banc of America Securities LLC, as broker- 

dealer (the "Broker-Dealer") and the Authority propose to execute and enter into a 

Broker-Dealer Agreement (the "Broker-Dealer Agreement"), relating to the performance 

of certain duties with respect to the Auction Agent and Broker-Dealer; and 

WHEREAS, the Authority proposes to execute and enter into a bond purchase 

contract (the "Purchase Contract") with Banc of America Securities LLC (the 

"Underwriter") and the City, pursuant to which the Underwriter will purchase the Series 

2007 Bonds for reoffering to the public; and 

WHEREAS, the Authority proposes to approve of and deem final the Preliminary 

Official Statement relating to the Series 2007 Bonds (the "Preliminary Official 

Statement") for purposes of Rule 15~2-12 of the Securities and Exchange Act of 1934, as 

amended, and to execute and deliver an Official Statement (the "Official Statement") 

relating to the Series 2007 Bonds and to authorize the distribution of the Preliminary 

Official Statement to prospective purchasers and the Official Statement to actual 

purchasers of the Series 2007 Bonds; and 

WHEREAS, all acts, conditions and things required by the Constitution and laws 

of the State of California to exist, to have happened and to have been performed 

precedent to and in connection with the consummation of the transactions authorized 

hereby do exist, have happened and have been performed in regular and due time, form 

and manner as required by law, and the City is now duly authorized and empowered, 

pursuant to each and every requirement of law, to consummate such transactions for the 

purpose, in the manner and upon the terms herein provided; 
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NOW, THEREFORE, it is hereby resolved by the Commission of the Modesto 

Public Financing Authority (the "Commission"), as follows: 

Section 1. Findings. The Commission hereby finds and determines that the 

foregoing recitals are true and correct and that it is desirable and fiuthers the public 

purpose to assist the City in the financing of the 2007 Project through the actions 

authorized hereby. 

Section 2. Approval of Issuance of Series 2007 Bonds. The Commission hereby 

authorizes and approves the issuance of the Series 2007 Bonds in the aggregate principal 

amount not to exceed $65,000,000, on the terms and conditions set forth in, and subject 

to the limitations specified in, the Indenture. The Series 2007 Bonds will be dated, will 

bear interest at the rates, will mature on the dates, will be issued in the form, will be 

subject to redemption, and will be as otherwise provided in said Indenture as the same is 

completed as provided in thls Resolution. 

Section 3. Indenture. The proposed form of the Indenture presented to this 

meeting and on file with the Authority is hereby approved. The Chairperson, Vice 

Chairperson, Executive Director and Auditor and Treasurer of the Authority (each, an 

"Authorized Officer") are each hereby authorized and directed, for and in the name and 

on behalf of the Authority, to execute and deliver the Indenture in substantially said form, 

with such changes therein as such Authorized Officer may require or approve, such 

approval to be conclusively evidenced by the execution and delivery thereof. 

Section 4. Facility Lease. The proposed form of the Facility Lease presented to 

this meeting and on file with the Authority is hereby approved. The Authorized Officers 

are each hereby authorized and directed, for and in the name and on behalf of the 



Authority, to execute and deliver the Facility Lease in substantially said form, with such 

changes therein as such Authorized Officer may require or approve, such approval to be 

conclusively evidenced by the execution and delivery thereof. 

Section 5. Sublease. The proposed form of the Sublease presented to this 

meeting and on file with the Authority is hereby approved. The Authorized Officers are 

each hereby authorized and directed, for and in the name and on behalf of the Authority, 

to execute and deliver the Sublease in substantially said form, with such changes therein 

as such Authorized Officer may require or approve, such approval to be conclusively 

evidenced by the execution and delivery thereof. 

Section 6. Purchase Contract. The proposed form of the Purchase Contract 

presented to this meeting and on file with the Authority is hereby approved. The 

Authorized Officers are each hereby authorized and directed, for and in the name and on 

behalf of the Authority, to execute and deliver the Purchase Contract in substantially said 

form, with such changes therein as such Authorized Officer may require or approve, such 

approval to be conclusively evidenced by the execution and delivery thereof; provided 

that the aggregate principal amount of the Series 2007 Bonds shall not exceed 

$65,000,000, the interest rate on the Series 2007 Bonds shall not exceed twelve percent 

(12%) per annum and the underwriting discount (excluding any original issue discount) 

shall not exceed 0.5% of the principal amount of the Series 2007 Bonds sold. 

Section 7. Auction Aaeement. The proposed form of the Auction Agreement 

presented to this meeting and on file with the Authority is hereby approved. 

Section 8. Broker-Dealer Agreement. The proposed form of the Broker-Dealer 

Agreement presented to thls meeting and on file with the Authority is hereby approved. 
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The Authorized Officers are each hereby authorized and directed, for and in the name and 

on behalf of the Authority, to execute and deliver the Broker-Dealer Agreement in 

substantially said form, with such changes therein as such Authorized Officer may 

require or approve, such approval to be conclusively evidenced by the execution and 

delivery thereof. 

Section 9. Escrow Agreements. The proposed forms of the Escrow Agreements 

presented to this meeting and on file with the Authority are hereby approved. The 

Authorized Officers are each hereby authorized and directed, for and in the name and on 

behalf of the Authority, to execute and deliver each of the Escrow Agreements in 

substantially said form, with such changes therein as such Authorized Officer may 

require or approve, such approval to be conclusively evidenced by the execution and 

delivery thereof. 

Section 10. Swap Aaeement. The proposed form of the Swap Agreement 

presented to this meeting and on file with the Authority is hereby approved. The 

Authorized Officers are each hereby authorized and directed, for and in the name and on 

behalf of the Authority, to negotiate the Swap Agreement with the Swap Provider, to 

execute and deliver the Swap Agreement with such changes therein as such Authorized 

Officer may require or approve, such approval to be conclusively evidenced by the 

execution and delivery thereof; provided that the Swap Agreement shall be in an 

aggregate notional amount not to exceed $65,000,000, at a nominal swap rate not to 

a 

exceed 4.5 percent (4.5%) per annum against receipt of a variable rate equal to the 

interest rate on .the Series 2007 Bonds. 

Section 1 1. Official Statement. The form of Preliminary Official Statement of 
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the Authority relating to the Series 2007 Bonds presented to this meeting and on file with 

the Authority is hereby approved. Any of the Authorized Officers is hereby authorized to 

certify that said Preliminary Official Statement, with such changes therein as such 

Authorized Officer executing the same shall approve, is as of its date "deemed final" for 

purposes of Rule 15c2 12 of the Securities and Exchange Commission. Any of the 

Authorized Officers is hereby authorized and directed to execute for and on behalf of the 

Authority a final Official Statement, in substantially the form of the Preliminary Official 

Statement, with such changes therein (and additions thereto to reflect the terms of the sale 

of the Series 2007 Bonds) as such Authorized Officer shall approve after consultation 

with Bond Counsel, such approval to be evidenced by the execution and delivery thereof. 

The Uiidenvriter is hereby authorized to distribute copies of said Preliminary Official 

Statement to persons who may be interested in the purchase of the Series 2007 Bonds and 

are directed to deliver copies of the final Official Statement to all actual purchasers of the 

Series 2007 Bonds. 

Section 12. Attestations. The Secretary of the Authority is hereby authorized and 

directed to attest the signatures of the Chairperson, Vice Chairperson, Executive Director 

and the Auditor and Treasurer of the Authority in connection with the execution and 

delivery of the Series 2007 Bonds and the documents approved by this Resolution. 

Section 13. Other Actions. The Chairperson, Vice Chairperson, Executive 

Director, Auditor and Treasurer and Secretary of the Authority are hereby authorized and 

directed, jointly and severally, to do any and all things and to execute and deliver any and 

all documents which they may deem necessary or advisable in order to consummate, 

carry out, give effect to and comply with the terms and intent of this Resolution, the 

Indenture, the Sublease, the Facility Lease, the Auction Agreement, the Broker-Dealer 
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Agreement, the Escrow Agreements, the Purchase Contract, the Official Statement and 

the Series 2007 Bonds and the consummation of the transactions contemplated hereby 

and to consummate the issuance, sale and delivery of the Series 2007 Bonds. The 

Authorized Officers are hereby further authorized and directed, individually or jointly, to 

execute and deliver, on behalf of the Authority, any other agreements, certificate, 

consent, request, approval, notice, amendment, confirmation, supplement or revision 

permitted or required to be delivered pursuant to the documents authorized hereby or 

otherwise as may be necessary or desirable in connection with the financing of the 2007 

Project without further authorization by this Commission including, without limitation, a 

tax certificate, agreements relating to the engagement of verification agents, printers, 

bond insurers or other credit providers, one or more investment agreements (or 

amendments thereto), escrow float agreements, guaranteed investment contracts, forward 

delivery agreements or other investment vehicles for moneys in any of the funds or 

accounts held by the Trustee or the Escrow Agents. Any actions heretofore taken by such 

officers in furtherance of any of the transactions authorized herein are hereby ratified, 

confirmed and approved. 

Section 14. Effective Date. This Resolution shall take effect immediately upon 

its passage. 



The foregoing resolution was introduced at a regular meeting of the Commission 
I 

of the Modesto Public Financing Authority held on the 3rd of April, 2007, by 

Commissioner Hawn, who moved its adoption, which motion being duly seconded by 

Commissioner Dunbar, was upon roll call carried and the resolution adopted by the 

following vote: 

AYES: Commissioners: Dunbar, Hawn, Keating, Marsh, O'Bryant, Olsen, 
Mayor Ridenour 

NOES: Commissioners: None 

ABSENT: Commissioners: None 

ATTEST: 
I/ JEAN MORRIS, Secretary 

APPROVED AS TO FORM: 

City Attorney, acting as Authority General Counsel 

THIS IS TO CERTIFY THAT THIS 
IS A TRUE COPY OF THE DOCUMEM ON 

CITY CLERK 
CllY OF MODESTO, CA 



MODEST0 PUBLIC FINANCING AUTHORITY 
LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 

SERIES 2007 

CLOSING CERTIFICATE OF THE AUTHORITY 

The undersigned, the Auditor and Treasurer and Secretary, respectively, of the Modesto 
Public Financing Authority (the "Authority"), a joint exercise of powers authority organized 
under the laws of the State of California, hereby certify on behalf of the Authority, in connection 
with the Authority's Lease Revenue Refunding and Capital Improvement Bonds, Series 2007 
(the "Series 2007 Bonds"), as follows: 

1. The officers identified below are duly authorized by the Commission of the 
Authority to execute on behalf of the Authority, certain documents, certificates and agreements 
relating to the Series 2007 Bonds, and that pursuant to such authority certain documents, 
certificates and agreements have been executed by such persons, and attested to by the signature 
of the Secretary of the Commission, and, each of the undersigned by their signature confirms that 
the other signatures set forth below are genuine or an authorized facsimile signature: 

Name Official Title Signature 

Chairperson of the Commission of the 
Jim Ridenour Modesto Public Financing Authority t 

Vice Chairperson of the Con~mission of 
Brad Hawn the Modesto Public Financing Authority 

P 

Executive Director of the 
George W. Britton Modesto Public Financing Authority 

Auditor and Treasurer of the 
Wayne Padilla Modesto Public Financing Authority 

Secretary of the Commission of the . 
Jean Morris Modesto Public Financing Authority - C k ~ h  M a b  

2. The undersigned further certify that authorized officers of the Authority executed 
the following documents on behalf of the Authority: 

(a) Indenture, dated as of April 1, 2007 (the "Indenture"), by and between the 
Authority and The Bank of New York Trust Company, N.A., as Trustee (the 
"Trustee"); 

(b) Facility Lease (the "Facility Lease"), dated as of April 1, 2007, by and between 
the City of Modesto (the "City") and the Authority; 



(c) Sublease (the "Sublease"), dated as of April 1, 2007, by and between the City and 
the Authority; 

(d) Auction Agreement, dated as of April 1, 2007, by and between the Trustee and 
Deutsche Bank Trust Company Americas, as Auction Agent (the "Auction 
Agent"), and agreed to by the Authority; 

(e) Broker-Dealer Agreement, dated as of April 1, 2007, by and among the Auction 
Agent, Banc of America Securities LLC, as the Broker-Dealer, and the Authority; 

(f) Bond Purchase Contract, dated April 1 1, 2007 (the "Purchase Contract"), by and 
among the City, the Authority and Banc of America Securities LLC, as 
Underwriter; 

(g) Tax Certificate, dated April 18, 2007 (the "Tax Certificate") for the Series 2007 
Bonds; 

(h) Escrow Agreement relating to the 1997 Bonds, dated as of April 1, 2007 (the 
"1997 Escrow Agreement") by and between the Authority and U.S. Bank 
National Association, as escrow agent thereunder; 

(i) Escrow Agreement relating to the 1998 Bonds, dated as of April 1, 2007 (the 
"1 998 Escrow Agreement") by and between the Authority and The Bank of New 
York Trust Company, N.A., as escrow agent thereunder; and 

0) the Official Statement, dated April 1 1, 2007 (the "Official Statement"). 

3. The undersigned further certify that the following persons are now, and at all 
times since April 3, 2007 have been, the duly appointed or elected, qualified and acting members 
of the Commission of the Authority: 

Name Position 

Jim Ridenour 
Brad Hawn 
Bob Dunbar 
Brad Hawn 
Janice Keating 
Garrad Marsh 
Kristin Olsen 

4. The undersigned hrther certify that: 

Chairperson 
Vice Chairperson 

Member 
Member 
Member 
Member 
Member 

(i) the Authority is a public body corporate and politic, organized and 
existing pursuant to the laws of the State of California, including Section 6500 et seq. of 
the California Government Code, as amended, and the Joint Exercise of Powers 
Agreement, dated as of December 1, 1989 (the "JPA Agreement"), by and between the 



City and the Industrial Development Authority of the City of Modesto, with the full 
power and authority to enter into the Agreements; 

(ii) the Joint Powers Agreement of the Authority, as filed in the Office of the 
Secretary of State of the State of California on December 19, 1989, has not been 
amended in any respect since said date and continues to be in full force and effect on the 
date of this certificate, and the Authority is not in violation of any provisions thereof; 

(iii) the representations and warranties of the Authority contained in the 
Indenture, Facility Lease, Sublease, the Auction Agreement, the Broker-Dealer 
Agreement, the 1997 Escrow Agreement, 1998 Escrow Agreement, the Tax Certificate 
and the Purchase Contract (collectively, the "Authority Documents") are accurate in all 
material aspects, as and if made on the date hereof; 

(iv) the Authority Documents have been duly authorized, executed and 
delivered and each constitutes a valid and legally binding obligation of the Authority 
enforceable in accordance with its terms, subject to laws relating to bankruptcy, 
insolvency or other laws affecting the enforcement of creditors'. rights generally and the 
application of equitable principles if equitable remedies are sought; 

(v) the resolution of the Authority, adopted on April 3, 2007, at a meeting of 
the Commission duly called, noticed and conducted, at which a quorum was present and 
acting throughout, authorizing the execution, delivery and due performance of the 
Authority Documents, is in full force and effect at the date hereof and has not been 
amended, modified or supplemented; and the resolution of the Authority, adopted on 
February 10, 1998, at a meeting of the Con~mission duly called, noticed and conducted, at 
which a quorum was present and acting throughout, is in full force and effect at the date 
hereof and has not been amended, modified or supplemented; 

(vi) the Authority has complied with all the agreements and satisfied all the 
conditions on its part to be performed or satisfied on or prior to the date hereof; 

(vii) the information contained in the Official Statement under the captions 
"INTRODUCTION-The Authority" and "ABSENCE OF LITIGATION" (solely as it 
relates to the Authority) does not contain any untrue or misleading statement of a material 
fact and does not omit to state any material fact necessary to make the statements therein, 
in the light of the circumstances under which they are made, not misleading; and 

(viii) the total rental payable under the Facility Lease for each Rental Payment 
Period (as defined in the Facility Lease) represents the fair rental value of the Leased 
Property (as defined in the Facility Lease) for each such period. 

[THE REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK] 



Capitalized terms used herein not otherwise defined herein shall have the meanings 
ascribed thereto in the Indenture. 

Dated: April 18,2007 

MODEST0 PUBLIC FINANCING AUTHORITY 

By: 
Wayne Padilla 

Auditor and Treasurer 

a 

By: &G-h wxAh 
Jean Morris 
Secretary 
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MODESTO PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

CERTIFICATE REGARDING JOINT EXERCISE OF POWERS AGREEMENT 

The undersigned hereby states and certifies that: 

1. He is the duly appointed, qualified and acting Auditor and Treasurer of the 
Modesto Public Financing Authority (the “Authority”), a joint exercise of powers authority, duly 
organized under the laws of the State of California (the “State”), and operating pursuant to 
Article 1 (commencing with Section 6500) of Chapter 5, Division 7, Title 1 of the Government 
Code of the State of California and pursuant to an agreement which became effective on 
December 1, 1989 (the “Agreement”), by and among the members of the Authority, and as such, 
is familiar with the facts herein certified and is authorized to certify the same. 

2. Attached hereto as Exhibit A is a true copy of the Joint Exercise of Powers 
Agreement of the Authority, and such Agreement has not been amended, modified or repealed as 
of the date hereof. 

3. Attached hereto as Exhibit B is an initial Notice as to a Joint Powers Agreement 
duly filed with the California Secretary of State on December 19, 1989. 

4. Attached hereto as Exhibit C is the Statement of Facts executed on October 17, 
2006, and duly filed with the California Secretary of State on October 19, 2006. 
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Dated: April 18, 2007 

MODEST0 PUBLIC FINANCING AUTHORITY 

/7 

By: 
Wayne Padilla 

Auditor and Treasurer 



JOINT EXERCISE OF POWERS AGREEMENT 

MODESTO PUBLIC FINANCING AUTHORITY 

Dated as of December 1,1989 
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THIS AGREEMENT b by and among the ClTY OF MODEST0 (the 'Ciw and 
the IMlUSTRIAC DEYELOPMENT AUTHORfTY OF THE CWY OF MODESTO (the . 
"IDA?, each duly organized and existing under the law8 of the Stab of California (the 
'State?, coUective1y called the 'Membersw. 

WHEREAS, the Marks-Roo8 Local Bond Pooling Act of 1985 (hereindr  defined 
m the .Bond La* authorizes agencies formed under the Joint Exercise of Powers Law 
(hereinafker defined as the 'Act3 to h u e  bonds for the pwpoeo of acquiring and 
constructing Public Capital Improvemenb (as that term ie defined in the Act) and to 
leme those Public Capital Improvements to public agencies in Califoda; 

WHEREAIS, the City intea& to S a ~ c e  the renovatjoa of the mahi terrnind 
building at the Modesto City-County ALport/Haxzy Sham meld by entering into a 
lerneneaeeback financing of the Airport, and the lDA is, willing to a8siat the City and to 
facilitate such financing; 

NOW, TEEREFORE& in consideration of the above premises and of the mutual 
I promises herein contained, the Members do hereby agree as follows: 



ARTICLE I 
5 .  

( 
DEFINITIONS 

Section 1.01. Def%dtions. mess  the con- othexwise requires, the words and 
terms defined in this Article 8h& for the purpose heretog have the meanings herein 
rrpecihd, 

"Act" means Articles 1 through 4 (commencing with Section 6500) of Chapter 6, Division 
7, Title 1 of the Government Code of the Stab. . 
@&peemetlt' means this Joint Exercise of Powers Agreement. 

@Auditor and Tnarurd means the Director of F'inance of the Cie ,  designated u 
Auditor and Treasurer of tho Authoriv in Section 3.02. 

"Authoritf meana the Modesto Public Financing Authoritp mated pursuant to thie 
m e m e n t o  

"Bond Law' means the Marks-Roos Local Bond Pooling Act of 1986, being Article 4 of 
the Act (commencing with Section 6584), as now or hereafter amended, or any 0th- law 
hemafter legally available for use by the Authority io the authorization and issuance of 
Bonds to Wee the acquisition of Obligations and/or Public Capital Improvements. 

'Bonde. means bonds of tho Authoritg issued pursuant to Section 6690 or 6691 of the 

i 
Bond Law, 

"-aa means the Chairperson of the Authoriv, 

@Commissiona means the Comminsion referred to in Section 2.03, which a h d  be the 
gowming body of the Authority. 

'Comddoaelr. m e w  the repmrmhtiveu of the Member appointed to the 
Commission pumuant to Section 2.03. 

"Fiscal Yes& m e w  the period !hm July 1 to and including the following June 30. 

'Members and Membef meam each of the parties to thh Agreement and "Member" 
means any such partpa 

'Public Agencf means any public agency authorized by the Act to enter into a joint 
~~e of powen agreement with the Members. 

'Public CapitaI Imp1povernent~ h& the meaning given to such term in Section 6686w 
of the Act, M in effect on the date heeof, and M hereafter amended. 

'Secmtarf means the a e m t a y  of the Authoriv. 
/ 

"State" meana the State of Califoda. 

Vice  Chairpersonw memm the vice Chairperson of the Authoritg. 

-2- 



ARTICLE II 

PROVISIONS 

Section %Ole Purpoee. Thb Agreement is made pmuant to the Act providing 
tot tbo jobt 0 ~ 0 t d r 8  of  pow@^ COXISROO b a0 Membl'% The puIrpo8e of Agreement 
h 'to proride for the h d n g  of Public Capital Impmements for the Membm through 
the h w c e  of Bon& by the Authorits. and the leasing of the Public Capital 
X4provements to the Members. 

I 

Section 2.02 Creation of Authority. Pursuant to the Act, thorn is hereby 
abd a public entity to be known M the 'Modeoto Public Financing Authoritf. The 

shall be a public entie separate and apart &om the Membem, and dull 
a ter this Agreement. 

Section 203. Commission. The Authorits &dl be administered by a 
~obmission of rwen (7) Commissionem. The members of the Cib  Council of the City 
8h@ be, ar oftpcfo; the h o ~ o n e ~  of the Authority. The number of ~ o n m b s i o n e ~  

be changed by amendment of thb Agreement. The Comminaion shall be called the 
of the Modesto Public F'inanqing Authoritg". 'W voting power of the 

reside in the Commission. 
I 
; section 2.04. Meetings of the Commission. 
I 

(a) Regular Meetinm. The Commission shall provide for its regular meetings; 
1 P L  'ded, however, that at least one regular meeting shall be held each year. The date, 

ho end place of the holding of regular meetings shall be fixed by resolution of the 
Co sion and a copy of such re8olutlon shall be Hed with each of the Members. r (b) Special Meetinas. Special meetings of the Comminsion may be called in 
ac ordance with the p h i o m  of section 54856 of the Government Code of the Stab. 

(c) Call, Notice and Conduct of Meetbum. All meetings of the C o d i a n ,  
in vding without limitation, rsgular, adjomed mgular and special meetings, shall be"'-' * 

ed, noticed, held and conducted in accordance with the pmvis io~ of S e c t i o ~  64960 et 
se , of the Goveroment Code of the State. 

- 
I ,  

1 W o n  2.011. Minutes, The Secretary shall cause to be kept minutes of the 

9" me tin- of the Conhnbdon and uhall, aa aooi aa p d b l e  afbi ea& meeting, caue  a 
co y of the minutes to be forwarded to each CoCommioner and to each of the Members. 

1 section'- voting. Each CO-oner shall h a ~ b  one vote. 
I 

Section 207. QUO- Requhd V o e  Approvab. Comminsioners holding a 
o n e  of the votes &all constitute a quorum for the transaction of bUbiDesr, except 
less than a quorum may aaourn h m  time to h e .  The ~~ votes of at 18-t 

of the Commissionen dud be required to take any action by $he Commission. 

Section 2.08. Bylam. The Commisdon may adopt, h m  time to t h e ,  
rule8 and reguhtions for the conduct of ib meetings as are necessary for the 

-3- 



Vice-Chairpenron, Executive Director and* 
ax off&, serve as the Chairperson of the 

r M ,  ac offew# serve iu~  the Vice Chairpemon 
City shall, ar o f f i  seme a8 the S m h r p .  

seme as the Executive Director of the 
to said of3cei; e d  

i 

I (a) the Chairperson shall predde wer d meetings of the 
I Commission of the Authorits, and shall perform such other duties as may 
I be imposed by the Commission; 

I (b) the Vice Chairperson shall perform all of the Chairperson'e 
1 ' duties io. tho absence of the Chairperson; 

(c) the Ekecutive Diractor shall sign all contracts on behalf of thb 
Authority, and ahall perform such other duties as may be imposed by the 
Cornmineion; 

(d) the Secretary shall countersign all contracb signed by the 
Executive Director on behalf of the Authority, perform such other dutiee as 
may be impoeed by the Commbion and cause a copy of this Agreement to 
be filed with the Secretqy of State of the State pursuant to the Act. 

I 
Sestion 3.02, Auditor and Tressarer. Pursuant to Section 6506.6 of the Act, 

Diroctor of F'inance of the Ciw is hereby de~ignated M the Auditor and Wmwer of 
Authorityw 'I%e Auditor and 'hasurer e h d  be the depositarg, &all have custody of 
of the accountu, fbdr  and money of the Authorits fiom whatever source, shall have 

and obligations set forth in Sections 6606 and 6S06.6 of the Act and &all 
t then, uball be strict accountability of all h d e  and reportfng of all mceipts 

unements of ths AuthoriQw 

Section &W. Offhem in Charge of Records, Fun& and Accotmtu Ausuant 
t Section 6606.1 of the Act, the Auditor and Treasurer shall have d rag0  of, handle and 

ve access to all accounb, h& and money of the Authoritp md dl mcorda of the 
thoritp relating thereto; and the Secretary shall have charge of, handle and have 

a cess to all other records of the Authoriew I ? 

Section 8.u. ~ ~ n d i n g  pereotlb ~oving  car to P U ~ U ~  Capital 
provemen& h m  h e  to time, the CommWon may designate penom, in addition 
the Sembry and the Audit& dnd Tnemr,  haring charge of, handling or having +- $8 to .np records, ftn& or accounts or other Public Capital Improvements of the 

A thorib, and the m~pective amounts of the ofEdal bonb of the Secretary and the 
A ditor and Tre(1~urer and 8uch other penom pwuant to Section 6606.1 of the Act. 



I 

Section 3.OL Legal MvLor. The City Attorney of the Cie  of Modesto ehall 
-- - u hgal advirar to tho Authority. 

I, 

Section 3.We Other Employeme The Commieaion shdl have the power to 
and employ euch other consultante and independent contractors aa may be 

for the purposes of thia Agreement. 

the privileges and immudtim &om liabilib, emraption brn lam, 
d rules, all pension, relief, disability, workers' compensation and other 
appIy to the activities of officers, agents, or employees of an Agency when 

their respective h c t i o n s  shall apply to them to the same degree and extant 
aged in the peSormance of  any of the h c t i o ~  and other duties under this 

1 None o f  the offieom, agents, or employow h t I y  employed by tho Commbdon 
eemed, by muon of their employment by tbn Comddon  to be employed by 
or or, by rewon o f  their employment by the Commission, to be subject to any of  

reqtummente of the Members. 

to 
Section 3.07. Adstant Offlcar. The Commission may appoint such assistants 

act in the place of the Secretary or other officers of  the Authority (other than any 
oner) as the Commission shall &om time to time deem appropriate. 



Section 4.01. General Powem. The Authority shall exercise in the manner 
h&in provided the powem common to each of the Members and nwe- to the 

mpbbment of the purpoaes of this Agreement, ~ubject to the restrictiom set forth in 
4.04, including but not Umited to the common power of eminent domain dth 
to Public Capital knpmvemmta. 

h provided in the Act, the Authority rhaU be a public entity mpurto hPm the 
ra. The Authoriw ahall haw the power to hnance the acquirition of Publio Capitel 

convenient for the operation of the Members, and to acquire 

Section 4.02. Power to h u e  Bonds. The Authority shall have all of the powers 
pmded in Article 4 of the Act (commencing with 8ection 6 W ) ,  including the power to 
W e  Bonds under the Bond Law, 

I Section 4.03. Specific Powers. The Authority b hereby authorized, in its own 
e, to do all acts neceasay for the exercise of the foregoing powem, including but not 

to, any or aJl of the following: 

I (a) to make and enter into contracts; 

1 (b) to employ agents or employees; 

(c) to acquire, construct, manage, maintain or operate any buildings, works 
or improvements; 

(dl to acquire, conrrtruct, hold and dispose of Public Capital Improvements, 
I '  including the leasing of such Public Capital Improvements &om and to the 

I Membera; 

(e) to cme and be sued in its own name; 

I 0 to incur debts, liabilitiee or obligations, provided that no debt, liabiliity 
, or obligation shall w~titute a debt, liabilie or obligation of any of the Members; 

i (g) to apply for, accept, receive and disburse grants, loma and other aids 
I &om any agency of the United States of America or of the State; 
I 

I (h) to invest any money in the treasury pursuant to &tion 6606.6 of the 
I 1 ~ c t  th.t * not mquimd fix tbe immediate nemmitiw of the ~uthoritp, aa the 
: ,  Authori& d e b h e 8  b ddVhbl0, h the 8-0 m e t  md Upon the 

conditions M local 8genue8, pursuant to section 63601 of fhe Government Code of 
'hs Shb; 

I 



I i to apply for lettern of credit or other fom of mdit enhancement in 
I order to s e m  the rspayment of its Bonds and enter into agreements in 

{'-- 1 1 connection themwih; 

(j) to carry out and enforce all the p m v i s i o ~  of  thb Agreement; 

I (W to mehe and enter into Bond Purehas0 Agrwmenb; 

(l) to purchase Obligations issued by any Membeq and 

(m) to exenbe axay and all other powers as may be proiided in the Bond 
Law. 

W o n  4.04. Rejtrictio~ on Exembe of Certain Pow- The powen of the 
Authorib shall be exercigrd in the mannet provided in the Act and in the Bond Law, 
*d, except for those powers set forth in the Bond Law, shall be suQect (in accordance 

Section 6609 of the Act) to the reetrictions upon the manner of exercising such 
that aro imposed upon the City in the exercise of d d a r  powem. 

I 
( Section 4,06, ObUgations of Authority. l;he debts, liabilities and obligations of 

we Authority shall not be the debts, liabilities and obligations of any of the Members. 
I 



t 
ARTICLE v 

: I METHODS OF PROCEDURE; CREDIT TO MEMBERS 

Section 6.01. Assumption of 'kqpomibilltfea By the Authoritp. Ib soon au 
I cticable after the date of execution of &is Agreemerit, the c o d d o n e m  shall dve 

ce (in the manner required by Section 2.04) of the organizational meminp of the 
mmiesion. At said meeting the Commission shall provide for itu regular meetings as 
quked by Section 2.04 and elect a CChakperson, vice Chairpelon and the h h r ) :  
I 

Section 6.02. Delegation of Powem. Each of tho Members hereby delegate8 to 
e Authority the power and duty to acquire, by lease, lease-pumhase, b t d b e n t  d e  

or o t h e d e ,  such Public Capital Improvement nec~ssary or convenietnt for 
e operation of the Members. 

I 

Section 6.03. Credit to Menaberr. All accounb or f b &  mated and ertabliihed 
uant to any trust agreement or indenture to which the Authoriw i s  a party, and any 
rest earned or accrued thereon, shall inure to the benefit of the respective Members 

such b d a  or accounts we= created. 



ARTICLE V I  

1 1 CONTRIBWON: ACCOUNTS ANI) REPORTS: FUNDS 
: I 

Gection 6.01. Contributions. .The Members may in the appropriate 
tance when required hereunder: Q~make contributio~ from their hasuritr for 

.purpo8e8 set forth herein, (b) malee payments of public f b d a  to d e a l  the cost of 
t3 purposes, (c) make advances of public h d s  for such purposes, such advances to be 
I() aid as provided herein, or (dl asr ib personnel, equipment or property in lieu of other 
cq tributions or advances. . F 

ot not covered by the dutiw 
d *asurer shall establish 

d accounting practice or 
into with respect to the 

ority* The boob and records of the Authorib 
Treasurer shall be open to topedon at all 

tiws of the Members. The Auditor and Treasurer of the 
of each F'iscal Year, shall give a complete 
ch Fiscal Year to the Members to the extent 

of such truetee. The trustee appointed 
stablish dtable bds, Aunish financial 

s to cany out the provisioae of said 
may be given ntch duties in raid trust 

,I 
be desirable to carrg out thiu Agreement. 

Section 6.03. Funds. Subject to the applicable provisions of any trust agreement 
which the Authority may enter into, which may provide for a trustee to 

disburse Authorie hds, the Auditor and 'hasutsr of the 
the mtody of and disburse Authority fittlds ae nearly ae 

accepted accounting practices, shall make the 
or to carry out any of the provisions or 

Section 6.04. AclmhWmtive E.pmsea The Members ball pay their 
portionate share (debmined on the basis of  a Membe'r percentage &am of MY 

completed by the Authoritp) of administrative etpemes. 



ARTICLE VII 

Section 7.01. Term. This Agmement shall become effective as of the date of 
lcution hereof by the parties hereto, and shall continue in N1 force and effect eo long 
bonds of the AutboriQ are outstanding or lease awements are outstanding 
meen the Authoriv and a Member or Members (or bebeen Membem). 

Section 7.0% Dbpodtion of h b .  Upon termination of this Agreement, all 
~petp of the Authoriv, both real and personal,  hall be divided among the parties 
ato in such manner as ahall be a p e d  upon by the parties. 



ARTICLE VIII 0 MISCELLANEOUS PROVISIONS 

8ection Beole Noticea Notice8 hereunder shall be in writing and shall be 
s dent if delivered to: 

I 
I /  

I 
CiV of Modesto 

I I 801 11th Street 
I Modesto, California 96364 
I 

I At-. F'inanc8 Director 

Industrial Development Agency 
of the City of Modesto 

801 l lth Street 
Modesto, California 96364 
Attn: Chairperson 

on 8.02. Section Headin- All section headings in this Agreement are for 
co vdence of reference only and are not to be construed as m m  or governing the 
1 guage in the section mfemd to or to d e h e  or limit the scope of any provision of this 

ement, 5 
8.03. Consent. Whenever in tbis Agreement any consent or approval is 

I , , the same shall not be unreasonably withheld. 
1 

8.04. Law OovUning. This Agreement is made in the State under the 
and laws of the State and is to be so construed, 

n 8.06. Amendments. This Agreement may be amended at any h e ,  or h m  
M limited by contract with thb holdem of Bonds issued by the 

tea of participation in payments to be made by the Authorib or the 
cable regulatiopb or lam of any jurbdiction haring authority, by one . 

agreemenfr, executed by all of the parties to this Agreement-either 
carny out any of the pmvhiom of this Agreement or for any other 

inc1uding without limitation addition of new parties (including any l e d  entities 
arem heretofore or. h m a f k  mated) in pursuance of the porpoaw of thiu 

Authority is hereby authorized to take 
but not limibd to iqjunctton and @c 

thiu Agreement. 

or proviaion of this Agreement k 
to be illegal or in conflict with any h w  af 

undorcaablr or imeEeetual, the d d i w  d the 
portiom or pmvJsiom shall not be a f f i  thereby, 



on 8.08. Successors. This Agreement shall be binding upon and shall hure to the 
of the successors of the respective Members. None of the Members may assign 

or obuation hereunder without the written c o ~ e n t  of the other Members. 



m S S  WHEREOF, the parties hereto have caused this Agreement to be executed 
d attested by their proper office= thereunto duly authorized and their official seals to 
hereto a5xed, on the day and year set opposite the namo of each of the partiea. . 

November 21 , 1989 

I: 

I 

1 INDUSTRIAL DEVELtOPMENT AUTHORITY 
OF TRE CITY OF MODESTO 





State of California 
Secretary of State 

1, BRUCE McPHERSON, Secretary of State of the State of 
lifomia, hereby certify: 

That the attached transcript of / page@) was prepared by and 
this office from the record on file, of which it purports to be a copy, and 
at it is full, true and correct. 

IN WITNESS WHEREOF, I . execute this 
certificate and affix the Great Seal of the 
State of California this day of 

BRUCE McPHERSON 
Secretary of State 





State of California 
Secretary of State 

I, BRUCE McPHERSON, Secretary of State of the State of 
California, hereby certify: 

That the attached transcript of f i  page(@ was prepared by and 
in 'this office from the record on file, of which. it purports to be a copy, and 
that it is full, true and correct. 

IN WlTNESS WHEREOF, I execute this 
certificate and affix the Great Seal of the 
State of California this day of 

OCT 2 0 2006 

BRUCE McPHERSON 
Secretary of State 

SedState Fonn CE- 108 (REV OW 1/05) 



State of California 
Secretary of State 

STATEMENT OF FACTS 
ROSTER OF PUBLIC AGENCIES FILING 

(Government Code Section 53051) 

1 Instructions: 

1. Complete and mail to: Secretary of State, 
P.O. Box 942877, Sacramento, CA 94277-0001 (91 6) 653-3984 

2. A street address must be given as the official mailing address or as 
the address of the presiding officer. 

3. Complete addresses as required. 

FILED 
in the office of the Secretary of State 

of the State of California 

OCT 1 2006 

(Office Use Only) 

4. If you need additional space, please include information on an 8% X 1 1 page. 

New Filing 0 Update 17 
Legal name of Public Agency: Modesto Public Financing Authority 

Nature of Update: Change in Commissioners 

- - - - - - - 

county: Stanislaus 

Mailing ~ ~ d ~ ~ ~ ~ :  P.O. Box 642, Modesto, California 95353 (physical address: 1010 Tenth Street) 

Name and Address of each member of the governing board: 

C h a i r m a n . t  or other PreSLdtng Officer ( . . 
Indicate Title): 

Name: Jim Ridenour Address: P.O. BOX 642, Modesto, California 95353 

I S m B ( l n d i c a t e  Title): Secretary 
Name: Jean Morris A ~ ~ ~ ~ ~ ~ :  P.O. 0ox 642, Modesto, California 95353 

N ~ ~ ~ :  Will O'Bryant (Vice Chairperson) 

Name: ' Bob Dunbar (Member) 
Name: Brad Hawn (Member) 
Name: Janice Keating (Member) 
Name: Garrad Marsh (Member) 
Name: Kristin Olsen (Member) 
Date: October 17.2006 

Address: P.0. BOX 642, Modesto, California 95353 

Address: P.0. BOX 642, Modesto, California 95353 

Address: P.0. Box 642, Modesto, California 95353 

Address: P.0. Box 642, Modesto, California 95353 

~ d d r ~ s s :  P.0. Box 642, Modesto, California 95353 

Jean Morris, Secretary 
Typed Name and Tille 

SECISTATE NPISF 405 (REV. 03R005) 



STATE OF CALIFORNIA ) 
1 

COUNTY OF STANISLAUS ) 

ENDORSED - FILED 
In the office of the Secretary of State 

of the State of California 

APR 2 3 2007 

DEBRA BOWEN 
Secretary of State 

AFFIDAVIT OF FILING OF 
CERTIFIED SIGNATURE 

I, Jean Morris, hereby certify that I am the Secretary of the Commission of the Modesto 
Public Financing Authority; and the following signature designated by my official title is my 
own manually executed signature and is being filed with the Secretary of State of the State of 
California, so that after such filing the facsimile signature of such officer may hereafter be used 
on the public securities hereafter issued by said Modesto Public Financing Authority, pursuant to 
Sections 5500 through 5506 of the Califomia Government Code. 

I certify under penalty of perjury that the foregoing is true and correct. 

*p EXECUTED this / /day of April, 2007, at Stanislaus, California. 

Jean Morris 
Secretary of the Commission of the 

Modesto Public Financing Authority 



STATE OF CALIFORNIA ) 
) 

COUNTY OF STANISLAUS 1 

ENDORSED - FILED 
in the office of the Secretary of State 

of the State of California 

APR 2 3 2007 

DEBRA BOWEN 
Secretary of State 

AFFIDAVIT OF FILING OF 
CERTIFIED SIGNATURE 

I, Jim Ridenour, hereby certify that I am the Chairperson of the Conlrnission of the 
Modesto Public Financing Authority; and the following signature designated by my official title 
is my own manually executed signature and is being filed with the Secretary of State o f  the State 
of Califomia, so that after such filing the facsimile signature of such officer may hereafter be 
used on the public securities hereafter issued by said Modesto Public Financing Authority, 
pursuant to Sections 5500 through 5506 of the California Government Code. 

I certify under penalty of perjury that the foregoing is true and correct. 

EXECUTED this day of April, 2007, at Stanislaus, California. 

Jim Ridenour 
Chairperson of the Commission of the 
Modesto Public Financing Authority 



Blanket Issuer Letter of Representations 
ro be Completed by Issuer] 

Modesto Pub1 i c  F inancing A u t h o r i t y  
[Name of Issuer] 

January 14, 1997 
[Date] 

Attention: Underwiting Department - Eligibility 
The Depository Trust Company 
35 U7ater Street; 50th Floor 
New 'Ibrk, KY 10041-0099 

Lacbes and Gentlemen: 
This letter sets forth our understanding with respect to all issues (the 'Securitiesw) that Issuer 

shall request be made eligible for deposit by The Depository Trust Company ("DTC"). 

To induce DTC to accept the Securities as eligible for deposit at DTC, and to act jh accordance 
d t h  DTCk Rules with respect to the Seculities, Issuer represents to DTC that Issuer will comply 
with the requirements stated in DTC's Operational Arrangements, as they may be amended from 
time to time. 

Note: - Vexy truly yours, 
Schedule A contains statements that DTC believes 
accurately describe DTC, the method of effectin book- 
e n e  -fen of securities dmibuted through D ~ C .  and 
certain related matters. Modesto P u b l i c  F inancing A u t h o r i t y  

By: 
(Authorized Officer's Si#aturt) 

Kevin R i p e r  
Received and Accepted: Audi tor  and ~ r e a s u r e r  

C r p t e  N m e  6: Title) 
Finance Department, C i t y  Hal 1 

THE DEPOSITORY TRUST COMPANY 1012 "I" s t r e e t ,  2nd   lo or 
(Street ~ddress) 

BF Modesto C A 95354 
(City) (State) (ap! 

(Phone Number) 



SCHEDULE A 

SAMPLE OFFERING DOCUMENT-LANGUAGE 
DESCRIBING BOOK-ENTRY-ONLY ISSUANCE 

(Prepared by DTC--bracketed material m y  be applicable only to certain issues) 

1. The Depository Trust Company ('DTC"), New YO&, NY, will act u ~curities depository for the 
securities (the 'Securities"). The Securities will be issued as Myregistered securities registered in the 
name of Cede 61 Co. (DTCf partnership nominee). One fully-registered Security certificate will be 
issued for [each issue of] the Securities, [each] in the aggregate principal amount of such issue, and will 
be deposited with DTC. [If, however, the aggregate principal amount of [any] issue exceeds 6200 
million, one certificate will be issued with respect to each $200 million of principal amount and an 
admtional certif~cate Hill be issued with respect to any remaining prinapal amount of such issue.] 

2. DTC is a limited-purpose trust company organized under the New York Banking Law, a 'banldng 
organization" within the meaning of the New York Banking Law, a member of the FederaJ Reserve 
Syztem, a 'clearing corporation" within the meaning of the New York Unifonn C o m m e d  Code, and a 
"clearing agency" registered punuant to the provisions of Section 17A of the Securities Exchange Act of 
1934. DTC holds securities that its pa~%cipants (Tarticipants") deposit with DTC. DTC also facilitates 
the settlement among Participants of secuiities transactions, such as transfen and pledges, in deposited 
securities through electronic computerized book-entry changes in Participants' accounts, thereby 
eliminating the need for physical movement of securities certificates. Direct Participants include 
securities brokers and dealers. banks, trust companies, clearing corporations, and certain other 
organizations. DTC is owned by a number of its Direct Participants and by the New York Stock 
Exchange, Inc., the American Stock Exchange, Inc., and the National lsociation of Securities Dealen, 
Inc. Access to the DTC system is also available to othen such as securities bmken and dealers. banks. 
and trust companies that clear through or maintain a custodial relationship with a Direct Participant. 
either d u d y  or &directly ("Indirect Participants"). The Rules applicable to DTC and its Participants 
are on file with the Securities and Exchange Commission. 

3. Purchases of Securities under the DTC *em must be made by or through Direct Participants, 
which w d l  receive a credit for the Securities on DTCf rwrds. The ownenhip interest of each aaual 
purchaser of each Security ('Benefiaal Owner") is in turn to be recorded on the Direct and Indiect 
Participants' records. Beneficial Owners will not receive written confirmation from DTC of their 
purchase, but Beneficial Ownen are expected to receive written confinnations providing details of the 
transaction. as weU as periodic statements of their holdings, from the Direct or Indirect Pnrticipant 
through which the Beneficial Owner entered into the transaction. T d e n  of ownenhip interests in the 
Securities are to be accomplished by entries made on the books of Participants acting on behalf of 
Beneficial Ownen. Beneficial Ownen will not na*e  cedicotes representing their ownership interests 
in Securities. except in the .event that use of the book-enq @em for the Securities is discontinued. 

4. To facilitate subsequent transfen, 111 Securities deposited by Participants with DTC are registered 
in the name of DTCk partnership nominee, Cede & Co. The deposit of Securities with DTC and their 
registration in the name of Cede & Co. effect no change in beneficial ownership. DTC has no 
knowledge of the actual Beneficial Ownen of the Securities; DTCS records reflect only the identity of 
the Direct Phcipants to whose accounts such Securities are crAted, which may or may not be the 
Beneficial O\+ners. The Participants will remain responsible for keeping account of their holdings on 
behalf of their customers. 



5. Conveyance of notices and other communications by DTC to Direct Participants, by Direct 
Participants to Indirect P&cipants, and by Direct PPrbcipants and Indirect Participants to Beneficial 
Ouners will be governed by arrangements among them, subject to any statutory or regulatoxy 
requirements as may be in effect fmm time to time. 

[6. Redemption notices shall be sent to Cede tk Co. If less than d of the Securities w i h  an issue are 
being redeemed, DTC5 practice is to determine by lot the amount of the interest of each Direct 
Participant in such issue to be redeemed.] 

7. Neither DTC nor Cede & Co. will consent or vote with respect to Securities. Under its usual 
procedures, DTC mails an Omnibus Proxy to the Issuer as soon as pos.sible &er the recbrd date. The 
Omnibus Prox). assigns Cede & Co.1 consenting or wting rights to those Direct Partidpants to whose 
amunts the Securities are crdted  on the record date (identified in a listing attached to the .Omnibus 
Prov). 

8. Principal and interest payments on the Securities will be made to DTC. DTCf practice is to credit 
Direct Participants' amunts on payable date in acmrdance with their respecbve holdings shown on 
DTC's records unless DTC has reason to believe that it will not receive payment 6n payable date. 
Papents by Pdcipants to Beneficial Owners will be governed by standing instxuctions and customat). 
practices, as is the case with securities held for the accounts of customers in bearer form oq registered in 
"street name," and will be the responsibility of such Participant and not of DTC, the Agent, or the 
Issuer, subject to any statutory or regulator). requirements as may be in effect from time to time. 
Papent of principal and interest to DTC is the responsibility of the Issuer or the Agent, disbursement 
of such pajments to Direct Participants s h d  be the responsibility of DTC, and disbursement of such 
papents to the Beneficial Ownen s h d  be the responsibility of Direct and In&& Participants. 

19. A Beneficial Owner shall give notice to elect to have its Securities purchased or tendered, through 
its Participant, to the [TenderlRemarketing] Agent, and shall effect delivery of such Securities by causing 
the Direct Participant to transfer the Participant's interest in the Securities, on DTCf records, to the 
[Tender/Remarketing] Agent. The requirement for physical delively of Securities in connection with a 
demand for purchase or a mandatory purchase will be deemed satisfied when the ownership rights in 
the Securities are transferred by Direct Partidpants on DTCk records.] 

' 

10. DTC may discontinue providing its sewices as securities depository with respect to the Securities 
at any time by giving reasonable notice to the Issuer or the Agent. Under such drcumstances, in the 
event that a successor securities depository is not obtained, Security certificates are required to be 
printed and delivered. 

11. The Issuer may decide to discontinue use of the -em of book-entr). transfers through DTC (or 
a successor securities depository). In that event, Security certificates will be printed and delivered. 

12. The information in this section concerning DTC and DTCf book-entry +em has been obtained 
from sources that the Issuer believes to be reliable, but the Issuer takes no responsibility for the 
accuraq- thereof'. 



$62,275,000 
MODEST0 PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

WRITTEN REQUEST OF THE AUTHORITY TO THE TRUSTEE AND 
TRUSTEE CERTIFICATE OF DELIVERY AND PAYMENT 

To THE BANK OF NEW YORK TRUST COMPANY, N.A., as trustee (the "Trustee") 
under the Indenture, dated as of April 1, 2007 (the "Indenture"), by and between the Modesto 
Public Financing Authority (the "Authority") and the Trustee, pursuant to which the Authority's 
Lease Revenue Refunding and Capital Improvement Bonds Series 2007 (the "Series 2007 
Bonds"), in the aggregate principal amount of $62,275,000.00, have been delivered. 

You are hereby requested to execute and deliver $62,275,000.00 initial principal amount 
of the Series 2007 Bonds, and to deliver the Series 2007 Bonds to The Depository Trust 
Company, New York, New York in a F.A.S.T. delivery for the account of Banc of America 
Securities LLC, as underwriter (the "Underwriter"), upon payment to you as Trustee, for the 
account of the Authority, of: the net purchase price of the Series 2007 Bonds, which has been 
calculated by the Underwriter and represented to the Trustee as being equal to $62,067,517.37 
(representing the aggregate principal amount of the Series 2007 Bonds of $62,275,000.00, less 
an underwriting discount of $207,482.63) and of such purchase price, the Underwriter will wire 
(a) the amount of $15 1,178.50 directly to CIFG Assurance North America, Inc., as Insurer for 
the Series 2007 Bonds, and (b) the remaining balance of $61,916,338.87 to you, as trustee. 

Pursuant to Section 3.02 of the Indenture, you are hereby authorized and directed to 
deposit or transfer the following amounts (representing the net purchase price for the Series 2007 
Bonds) as follows: 

(a) the sum of $423,201.43 in the Costs of Issuance Fund; 

(b) the sum of $2,400,000.00 in the Project Fund; 

(c) the sum of $2,291,177.17, which shall be transferred by the Trustee to the 1997 
Escrow Agent, as escrow agent pursuant to the 1997 Escrow Agreement, for 
deposit in the escrow fund created pursuant to the 1997 Escrow Agreement; 

(d) the sum of $56,619,946.84, which shall be transferred by the Trustee to the 1998 
Escrow Agent, as escrow agent pursuant to the 1998 Escrow Agreement, for 
deposit in the escrow fund created pursuant to the 1998 Escrow Agreement; and 

(e) in the Reserve Fund, the sum of $182,013.43. 

The Trustee hereby acknowledges receipt of the net purchase price (as described above) 
of the Series 2007 Bonds and confirms that it has taken the actions and deposited, credited or 
transferred the proceeds from the sale of the Series 2007 Bonds as instructed as set forth above. 



The Trustee hereby further confirms receipt of the Insurance Policy relating to the Series 2007 
Bonds by CIFG Assurance North America, Inc. 

[THE REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK] 



Capitalized terms used herein not otherwise defined herein shall have the meanings 
ascribed thereto in the Indenture. 

Dated: April 18, 2007 

MODEST0 PUBLIC FINANCING AUTHORITY 

By: d& 
Wayne Padilla 

Auditor and Treasurer 

Acknowledged: 

THE BANK OF NEW YORK TRUST 
COMPANY, N.A., 
as Trustee 



$62,275,000 
MODEST0 PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

TO: The Bank of New York Trust Company, N.A. 

RE: Disbursement from the Cost of Issuance Fund pursuant to Section 3.03 of the Indenture, 
dated as of April 1, 2007 (the "Indenture"), by and between THE BANK OF NEW 
YORK TRUST COMPANY, N.A., as Trustee (the "Trustee") and MODEST0 PUBLIC 
FINANCING AUTHORITY (the "Authority") 

WRITTEN REQUEST FOR REQUISITION 
FROM COSTS OF ISSUANCE FUND 

REQUISITION NO. 1 

You are here by instructed to pay as Costs of Issuance of the Authority's Lease Revenue 
Refunding and Capital Improven~ents Bonds, Series 2007 (the "Series 2007 Bonds") from the 
Cost of Issuance Fund as provided in Section 3.03 of the Indenture the amounts set forth on 
Exhibit A hereto, to the persons or entities designated therein as Payee. These Costs of Issuance 
have been properly incurred, are a proper charge against the Costs of Issuance Fund and have not 
been the basis of any previous disbursements. 

[THE REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK] 



Dated: April 18, 2007 

MODEST0 PUBLIC FINANCING AUTHORITY 

/? 

By: 
%ayne Padilla 

Auditor and Treasurer 



$62,275,000 
MODEST0 PUBLIC FINANCING AUTHORITY 

LEASE REVENLIE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

CERTIFICATE REGARDING CITY RESOLUTION 

I, Jean Morris, hereby certify that I am the City Clerk of the City of Modesto (the "City"), 
a charter city and municipal corporation duly organized under the Constitution and the laws of 
the State of California, and that as such I am authorized to execute this Certificate on behalf of 
the City. 

I hereby further certify that the attached resolution is a full, true and correct copy of 
Resolution No. 2007-216, adopted at the regular meeting of the City Council of the City held on 
April 3, 2007, of which meeting all of the members of the City Council of the City had due 
notice and at which a quorum was present and acting throughout. 

I hereby further certify that I have carefully compared the same with the original 
resolution so adopted at said meeting and that it is a full, true and correct copy of said resolution; 
and that said resolution has not been amended, modified or rescinded since the date of adoption 
and is now in full force and effect. 

[THE REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK] 



Dated: April 18,2007 

CITY OF MODEST0 

By: l%kLb 
U Jean Morris 

City Clerk 



MODEST0 CITY COUNCIL 
RESOLUTION NO. 2007-21 6 

A RESOLUTION OF THE CITY COUNCIL OF THE CITY OF MODEST0 
APPROVING AND AUTHORIZING THE ISSUANCE AND SALE BY THE 
MODEST0 PUBLIC FINANCING AUTHORITY OF NOT TO EXCEED 
$65,000,000 AGGREGATE PRINCIPAL AMOUNT OF LEASE REVENUE 
REFUNDING AND CAPITAL IMPROVEMENT BONDS, SERIES 2007; 
APPROVING THE FORMS OF AND AUTHORIZING THE EXECUTION AND 
DELIVERY OF A SUBLEASE, A FACILITY LEASE, A PURCHASE 
CONTRACT, A CONTINUING DISCLOSURE AGREEMENT AND A SWAP 
AGREEMENT; APPROVING THE FORM OF AND AUTHORIZING THE 
DISTRIBUTION OF AN OFFICIAL STATEMENT; AND APPROVING 
CERTAIN OTHER RELATED ACTIONS 

WHEREAS, the City of Modesto (the "City") is a charter city and a municipal 

corporation duly organized and existing under and by virtue of the laws of the State of 

California; and 

WHEREAS, the Modesto Public ~ i n a n c i n ~  Authority (the "Authority") is 

authorized under the Marks-Roos Local Bond Pooling Act of 1985, constituting Article 4, 

Chapter 5, Division 7, Title 1 (commencing with Section 6584) of the California 

Government Code, as amended (the "Act"), to lease and/or purchase real property and to 

issue bonds for the financing and refinancing of public capital improvements whenever 

there are significant public benefits; and 

WHEREAS, the Authority previously issued its Lease Revenue Bonds, Series 

1997 (John Thurman Field Renovation Project) (the "1997 Bonds") and Lease Revenue 

Bonds, Series 1998 (Capital Improvements and Refinancing Project) (the "1 998 Bonds") 

to assist the City in the financing of certain public capital improvements located in the 

City, including John Thurrnan field, a City-County administration building, a public 

parking garage, a communication dispatch center, a police headquarter, various public 

parks and miscellaneous city properties; and 

WHEREAS, the City has determined to refund all of the 1997 Bonds and a 
040307/PW/FCavanah/iteml2 1 2007-2 16 



portion of the 1998 Bonds; and 

WHEREAS, in accordance with the Act, the City, on the date hereof, held a 

public hearing on the proposed financing following publication of the notice of the public 

hearing at lease five days prior thereto in a newspaper of general circulation in the City 

and the City Council hereby finds that the proposed financing will result in significant 

public benefits, including demonstrable savings in effective interest rate, bond 

preparation, bond underwriting or bond issuance costs; and 

WHEREAS, the City desires to approve the sale and issuance by the Authority of 

not to exceed $65,000,000 in aggregate principal amount of Modesto Public Financing 

Authority Lease Revenue Refunding and Capital Improvement Bonds, Series 2007, in 

one or more series of bonds (the "Series 2007 Bonds"), pursuant to an indenture (the 

"Indenture") by and between the Authority and The Bank of New York Trust Company, 

N.A., as trustee (the "Trustee"), for the purposes of (i) providing fbnds to finance certain 

additional improvements to John Thurman field, (ii) providing funds to refund all of the 

1997 Bonds and a portion of the 1998 Bonds, and (iii) paying the costs of issuance 

therefore (collectively, the "2007 Project"); and 

WHEREAS, the Authority previously leased certain properties to the City 

pursuant to a Leasepurchase Agreement, dated as of March 1, 1998, as amended by 

Amendment No. 1 to Leasepurchase Agreement, dated June 15, 2000 and Amendment 

No. 2 to Leasepurchase Agreement, dated October 15, 2002 (as so amended, the "1 998 

Lease") under which the City is obligated to make lease payments for the lease of 

properties thereunder (the "Leased Property"); and 

WHEREAS, pursuant to Section 7.2 of the 1998 Lease, the City may sublease the 

Leased Property or any portions thereof, as provided in the 1998 Lease; and 



WHEREAS, in consideration of the Authority's assistance in financing the 2007 

Project through the issuance of the Series 2007 Bonds and in consideration of the 

corresponding reduction in lease payments payable by the City under the 1998 Lease as a 

result of the partial r e h d i n g  of the 1998 Bonds, the City will sublease to the Authority, 

pursuant to a sublease (the "Sublease") by and between the City and the Authority and in 

accordance with the terms of the 1998 Lease, the Leased Property, as more hlly 

described in Exhibit A of the Sublease; and 

WHEREAS, the Authority will lease back to the City the Leased Property 

pursuant to the terns of a Facility Lease (the "Facility Lease") by and between the 

Authority and the City pursuant to which the City will pay Base Rental Payments 

therefor, all under and in accordance with the Constitution and laws of the State of 

California, including the Act; and 

WHEREAS, pursuant to the terms of the 1998 Lease, the obligation of the City to 

make lease payments under the 1998 Lease will remain the obligations of the City and no 

portion of the Leased Property subleased to the Authority pursuant to the Sublease will be 

used for a purpose other than a governmental function authorized under the provisions of 

the Constitution and laws of the State of California; and 

WHEREAS, in consideration of the partial rehnding of the 1998 Bonds and the 

corresponding reduction of the lease payrhents payable by the City under the 1998 Lease 

with respect to the component constituting the public parking garage, the City desires to 

reduce the reimbursement obligation of the Redevelopment Agency of the City of 

Modesto (the ccRedevelopment Agency") under the Reimbursement Agreement, dated as 

of March 1, 1998 (the "Reimbursement Agreement") by and between the City and the 

Redevelopment Agency; and 
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WHEREAS, Section 5922 of the California Government Code provides that in 

connection with, or incidental to, the issuance or carrying of bonds, any public entity may 

enter into any contracts which the public entity determines to be appropriate to place the 

obligations represented by the bonds, in whole or in part, on the interest rate, cash flow or 

other basis desired by the public entity, including without limitation contracts commonly 

known as interest rate swap agreements, to hedge payment, rate, spread or similar 

exposure; and 

WHEREAS, the Series 2007 Bonds are expected to be initially executed and 

delivered as auction rate securities and the Authority is expected to execute an interest 

rate swap agreement providing for a fixed swap rate on the Series 2007 Bonds (the 

"Swap") and the Authority will execute the Swap using the ISDA Master Agreement and 

related Schedule, Credit Support Annex and Confirmation (collectively, the "Swap 

Agreement") by and between the Authority and Bank of America, N.A. (the "Swap 

Provider"); and 

WHEREAS, pursuant to Section 5922 of the Government Code of the State of 

California, the City hereby finds and determines that the Swap Agreement to be entered 

into by the Authority in connection with, or incidental to, the issuance of the Series 2007 

Bonds, will reduce the amount and duration of interest rate risk with respect to the Series 

2007 Bonds and will result in a lower cost of borrowing by the Authority when used in 

combination with the Series 2007 Bonds; and 

WHEREAS, the City proposes to execute and enter into a bond purchase contract 

(the bbPurchase Contract") with Banc of America Securities LLC (the "Underwriter") and 

the Authority, pursuant to which the Underwriter will purchase the Series 2007 Bonds for 

reoffering to the public; and . 



WHEREAS, the City proposes to approve of and deem final the Preliminary 

Official Statement relating to the Series 2007 Bonds (the "Preliminary Official 

Statement") for purposes of Rule 15c2-12 of the Securities and Exchange Act of 1934, as 

amended, and to execute and deliver an Official Statement (the "Official Statement") 

relating to the Series 2007 Bonds and to authorize the distribution of the Preliminary 

Official Statement to prospective purchasers and the Official Statement to actual 

purchasers of the Series 2007 Bonds; and 

WHEREAS, the City proposes to execute and enter into a Continuing Disclosure 

Agreement (the "Continuing Disclosure Agreement") with the Trustee, as dissemination 

agent, for the benefit of the owners of the Series 2007 Bonds and to assist the 

Underwriter in complying with Rule 15c2-12 of the Securities Exchange Act of 1934, as 

amended; and 

WHEREAS, all acts, conditions and things required by the Constitution and laws 

of the State of California to exist, to have happened and to have been performed 

precedent to and in connection with the consummation of the transactions authorized 

hereby do exist, have happened and have been performed in regular and due time, form 

and manner as required by law, and the City is now duly authorized and empowered, 

pursuant to each and every requirement of law, to consummate such transactions for the 

purpose, in the manner and upon the terms herein provided; 

NOW, THEREFORE, it is hereby resolved by the City Council of the City of 

Modesto, as follows: 

Section 1. Findings. The City Council hereby finds and determines that the 

foregoing recitals are true and correct and that the actions authorized hereby constitute 

and are with respect to the public affairs of the City and that the consummation of the 
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transactions conten~plated shall result in significant public benefits to the City. 

Section 2. Approval of Issuance of Series 2007 Bonds. The City Council hereby 

approves the issuance of the Series 2007 Bonds by the Authority in the aggregate 

principal amount not to exceed $65,000,000. 

Section 3. Facility Lease. The proposed form of the Facility Lease presented to 

this meeting and on file with the City Clerk is hereby approved. The Mayor, City 

Manager, Finance Director and each of their designees (each, an "Authorized Officer'?) 

are each hereby authorized and directed, for and in the name and on behalf of the City, to 

execute and deliver the Facility Lease in substantially said form, with such changes 

therein as such Authorized Officer may require or approve, such approval to be 

conclusively evidenced by the execution and delivery thereof. The maximum annual 

base rental payments payable by the City (exclusive of additional payments) in any fiscal 

year shall not exceed $5,169,429.69, plus any deferred rental as provided in Section 3.04 

of the Facility Lease. 

Section 4. Sublease. The proposed form of the Sublease presented to this 

meeting and on file with the City Clerk is hereby approved. The Authorized Officers are 

each hereby authorized and directed, for and in the name and on behalf of the City, to 

execute and deliver the Sublease in substantially said form, with such changes therein as 

such Authorized Officer may require or approve, such approval to be conclusively 

evidenced by the execution and delivery thereof. 

Section 5. Continuing Disclosure Agreement. The proposed form of the 

Continuing Disclosure Agreement presented to this meeting and on file with the City 

Clerk is hereby approved. The Authorized Officers are each hereby authorized and 

directed, for and in the name and on behalf of the City, to execute and deliver the 
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Continuing Disclosure Agreement in substantially said ' form, with such changes therein 

as such Authorized Officer may require or approve, such approval to be conclusively 

evidenced by the execution and delivery thereof. 

Section 6. Purchase Contract. The proposed f o m ~  of the Purchase Contract 

presented to this meeting and on file with the City Clerk is hereby approved. The 

Authorized Officers are each hereby authorized and directed, for and in the name and on 

behalf of the City, to execute and deliver the Purchase Contract in substantially said forn, 

with such changes therein as such Authorized Officer may require or approve, such 

approval to be conclusively evidenced by the execution and delivery thereof; provided 

that the aggregate principal amount of the Series 2007 Bonds shall not exceed 

$65,000,000, the interest rate on the Series 2007 Bonds shall not exceed twelve percent 

(12%) per annum and the underwriting discount (excluding any original issue discount) 

shall not exceed 0.5% of the principal amount of the Series 2007 Bonds sold. 

Section 7. Official Statement. The form of Preliminary Official Statement of the 

Authority relating to the Series 2007 Bonds presented to this meeting and on file with'the 

City Clerk is hereby approved. Any of the Authorized Officers is hereby authorized to 

certify that said Preliminary Official Statement, with such changes therein as such 

Authorized Officer executing the same shall approve, is as of its date :'deemed final" for 

purposes of Rule 15~2-12 of the Securities and Exchange Commission. Any of the 

Authorized Officers is hereby authorized and directed to execute for and on behalf of the 

Authority a final Official Statement, in substantially the f o m  of the Preliminary Official 

Statement, with such changes therein (and additions thereto to reflect the terns of the sale 

of the Series 2007 Bonds) as such Authorized Officer shall approve after consultation 

with Bond Counsel, such approval to be evidenced by the execution and delivery thereof. 



The Underwriter is hereby authorized to distribute copies of said Preliminary Official 

Statement to persons who may be interested in the purchase of the Series 2007 Bonds .and 

are directed to deliver copies of the final Official Statement to all actual purchasers of the 

Series 2007 Bonds. 

Section 8. Swap Ameement. The proposed form of the Swap Agreement 
, 

presented to thls meeting and on file with the City Clerk is hereby approved, with such 

changes therein as authorized officers of the Authority may require or approve, such 

approval to be conclusively evidenced by the execution and delivery thereof; provided 

that the Swap Agreement shall be in an aggregate notional amount not to exceed 

$65,000,000, at a nominal swap rate not to exceed 4.5 percent (4.5%) per annum against 

receipt of a variable rate equal to the interest rate on the Series 2007 Bonds. 

Section 9. Reduction of Payments under the Reimbursement A,greement. Each 

Authorized Officer is hereby authorized and directed to execute an instrument 

unilaterally reducing the payments of the Redevelopn~ent Agency under the 

Reimbursement Agreement and to provide a revised schedule of Redevelopment Agency 

payments under the Reimbursement Agreement. 

Section 10. Attestations. The City Clerk is hereby authorized and directed to 
I 

attest the signatures of the Mayor, the City Manager and the Finance Director and each of 

their designees and to affix and attest the seal of the City, as may be required or 

appropriate in connection with the execution and delivery of the Series 2007 Bonds and 

the documents approved by this Resolution. 

Section 11. Other Actions. The Authorized Officers are hereby authorized and 

directed, jointly and severally, to do any and all things and to execute and deliver any and 

all documents which they may deem necessary or advisable in order to consummate, 
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carry out, give effect to and comply with the terms and intent of this Resolution, the 

Sublease, the Facility Lease, the Continuing Disclosure Agreement, the Purchase 

Contract, the Official Statement, the Swap Agreement and the Series 2007 Bonds and the 

consummation of the transactions contemplated hereby and to consummate the issuance, 

sale and delivery of the Series 2007 Bonds. The Authorized Officers are hereby fiuther 

- ,  

authorized and directed, individually or jointly, to execute and deliver, on behalf of the 

City, any other agreements, certificate, consent, request, approval, notice, amendment, 

confirmation, supplement or revision permitted or required to be delivered pursuant to the 

documents authorized hereby or otherwise as may be necessary or desirable in connection 

with the financing of the 2007 Project without further authorization by this City Council 

including, without limitation, a tax certificate, agreements relating to the engagement of 

verification agents, printers, bond insurers or other credit providers, one or more 

investment agreements (or amendments thereto), guaranteed investment contracts, 

forward delivery agreements or other investment vehicles for moneys in any of the f k d s  

or accounts held..by;.the .T~s tee .  Any actions heretofore taken by such officers in 
-"<*a 

< 

furtherance of any of thi transaationb .$@-fhorized herein are hereby ratified, confirmed 
t r  a 4 

a .  ' 4 - . .;j 

and approved. , ,*, :, ,,. * ,+ .-; >* 5 6 

qC. q r% ., 1 
-w',~.or,m*. + *i 

* 
- -,- 

'~ecti6iY l?~.-~ffe~ti~~~ab;~-?:his~~esolution shall take effect immediately upon 
I 

its adoption bX fii?'city ~ ~ & c i l  I . . .  

t i - . ;  1 
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The foregoing resolution was introduced at a regular meeting of the Council of 

the City of Modesto held on the 3rd of April, 2007, by Councilmember Hawn, who 

moved its adoption, which motion being duly seconded by Councilmember Dunbar, was 

upon roll call carried and the resolution adopted by the following vote: 

AYES : ~odcilmembers: Dunbar, Hawn, Keating, Marsh, 09Bryant, Olsen, 
Mayor Ridenour 

NOES: Councilmembers: None 

ABSENT: Councilmembers: None 
a 

ATTEST: 
U JEAN MORRIS, City Clerk 

(SEAL) 

APPROVED AS TO FORM: 

SUSANA -~C&LA\WOOD, City Attorney 

THIS IS TO CERIFV MAT THIS 
IS A TRUE COW OF THE DOCUMENT ON 

FIE THIS OFFICE. 
DATE. 4(1a107 

h 

SIGNATURE 
CllY CLERK 

CITY OF MODESTO, CA 



DECLARATION OF PUBLICATION 
(C.C.P. S2015.5) 

COUNTY OF STANISLAUS 
STATE OF CALIFORNIA 

I am a citizen of the United States and a resident 
Of the County aforesaid; I am over the age of 
Eighteen years, and not a party to or interested 
In the above entitle matter. I am a printer and 
Principal clerk of the publisher 
of THE MODEST0 BEE, printed in the City 
of MODESTO, County of STANISLAUS, 
State of California, daily, for which said 
newspaper has been adjudged a newspaper of 
general circulation by the Superior Court of the 
County of STANISLAUS, State of California, 
Under the date of February 25, 1951, Action 
No. 46453; that the notice of which the annexed is 
a printed copy, has been published in each issue 
there of on the following dates, to wit: 

MARCH 22, 2007 

I certifjl (or declare) under penalty of perjury 
That the foregoing is true and correct and that 
This declaration was executed at 
MODESTO, California on 

MARCH 22, 2007 

-. 
NOTICE OF PUBLIC HEARING ESRDING 

THE FINANCINGOF CERTAIN PUBLlC 
CAPITALIMPROVEMENTS THROUGH 

MODESTO PUBLIC FINANCING AUTHORITY 

hearingl any interestd wson may ~ P P ~ O :  and 
be 

heard on the proposed method of f~nonc~~g l  
whether the financing wil l  result in "significant P U ~  
lit benefit' to the citizens of the City. 
Dated: March 19,2m7. 
Jean Morrisl City Clerk 



CITY of MODEST0 

Departme.izt 
1 O 1 0 Tenth Street 
Suite 5 200 
I? 0. Box 642 

March 14,2007 

VIA CERTIFIED MAIL; RETURN RECEIPT REQUESTED 

209'5 -' stlo Fax 1 California Debt and Investment Advisory Commission 

TDD 2091526-9211 I Office of the Attorney General 

Hean'ng and Speech 
Inzpaived Only 

Government Law Section 
1300 I Street 
Sacramento, CA 958 14 
Attn: Cathy Van Aken, Senior Assistant Attorney General 

9 15 Capitol Mall, Room 400 
Sacramento, CA 95 8 14 

Re: Notice Pursuant to Section 6586.5(a)(3) of the California 

I Government Code 

You are hereby notified, in accordance with Section 6586.5(a)(3) of 
the Califomia Government Code (the 'Code") of the following: 

Date. Time and Location of Hearing (Pursuant to 66586.5(a)(3)(A) of the 
Code): The public hearing will be held by the City Council of the City of 
Modesto, at 5 :30p.m., on April 3, 2007 at the regular meeting place of the 
City Council located at City Council Chambers at 1010 Tenth Street, 
Modesto, Califomia 95354. 

Name and Telephone Number of Contact Person (Pursuant to 
§6586.5(a)(3)(B) of the Code): Wayne Padilla, Finance Director, City of 
Modesto, P 0 Box 642, California 95353, (209) 577-5371. 

Name of the Joint Powers Authority (Pursuant to 66586.5(a)(3)(C) of the 
Code): The City of Modesto is currently a member of the Modesto Public 1 Financing Authority. 

Names of the Members of the Joint Powers Authority (Pursuant to 
86586.5(a)(3)(D) of the Code): The current members of the Modesto Public 
Financing Authority are the City of Modesto and the Industrial Development 
Authority of the City of Modesto. 

Citizens First! 



Name, Address. and Telephone Number of Bond Counsel (Pursuant to 66586.5(a)(3)(E) 
of the Code): Eric D. Tashman, Esq., Sidley Austin LLP, 555 California Street, San 
Francisco, California 94 104, (4 15) 772- 1200. 

Name, Address, and Telephone Number of Underwriter (Pursuant to 66586.5(a)(3)(F) of 
the Code): Scott Nagelson, Banc of America Securities LLC, 600 Califomia Street, Suite 
1800, San Francisco, California 941 1 1, (41 5) 953-73 14. 

Name, Address, and Telephone Number of Financial Advisor (Pursuant to 
56586.5(a)(3)(G) of the Code): Peter Miller, Public Financial Management, 50 
California Street, Suite 2300, San Francisco, Califomia 941 11, (4.1 5) 982-5544. 

Name, Address, and Telephone Number of Legal Counsel to the Authority (Pursuant to 
565 86.5(aM3XH) of the Code): Rolland Stevens, Assistant City Attorney, City of 
Modesto, P 0 Box 642, Modesto, Califomia 95353, (209) 577-5284. 

Prospective Location and General Functional Description of the Type and Use of the 
Public Capital Improvement (Pursuant to 46586,5(a)(3)(1) and 66586.5(a)(3)(J) of the 
Code): The public capital improvements will be located within the boundaries of the City 
of Modesto and may include the acquisition, construction, improvement, renovation, 
furnishing and equipping of John Thurrnan Field. 

Maximum Principal Amount of Obligations to be Issued with Respect to the Public 
Capital Improvement (Pursuant to 66586.5(a)(3)(K) of the Code): $63,000,000. 

CITY OF MODEST0 

By: Agi%$Lid 
Wayne P adilla 
Finance Director, City of Modesto 
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CITY of MODEST0 

Finance I 
Department 
1 0 10 Tenth Street 
Szrite 5200 
PO. Box 642 

April 12,2007 

VIA CERTIFIED MAIL; RETURN RECEIPT REQUESTED 

Hearing and Speech 
Impaired OnLy 
T D D  2091526-921 1 

Modesto' 95353 
209/5 7 7-5369 

209/5 71-5880 Fax 

Office of the Attorney General 
Government Law Section 
1300 I Street 
Sacramento, CA 958 14 
Attn: Cathy Van Aken, Senior Assistant Attorney General 

California Debt and Investment Advisory Commission 
91 5 Capitol Mall, Room 400 
Sacramento, CA 95814 

Re:. Resolution Pursuant to Section 6586.7(a) of the California 
Government Code 

In accordance with Section 6586.7(a) of the California Government Code, 
enclosed is a certified copy of Resolution 01-2007 of the Modesto Public 
Financing Authority, adopted on April 3, 2007, entitled "A RESOLUTION OF 
THE MODEST0 PUBLIC FINANCING AUTHORITY APPROVING AND 
AUTHORIZING THE ISSUANCE AND SALE OF NOT TO EXCEED 
$65,000,000 AGGREGATE PRINCIPAL AMOUNT OF LEASE REVENUE 
REFUNDING AND CAPITAL IMPROVEMENT BONDS, SERIES 2007; 
APPROVING THE FORMS OF AND AUTHORIZING THE EXECUTION 
AND DELIVERY OF AN INDENTURE, A SUBLEASE, A FACILITY LEASE, 
A PURCHASE CONTRACT, AN AUCTION AGREEMENT, A BROKER- 
DEALER AGREEMENT, A SWAP AGREEMENT AND THE ESCROW 
AGREEMENTS; APPROVING THE FORM OF AND AUTHORIZING THE 
DISTRIBUTION OF AN OFFICIAL STATEMENT; AND APPROVING 
CERTAIN OTHER RELATED ACTIONS." 

I CITY OF MODEST0 

By: w/& 
Finance Director, City of Modesto 

Citizens First! 
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MODEST0 PUBLIC FINANCING AUTHORITY 
RESOLUTION NO. 01-2007 

A RESOLUTION OF THE MODEST0 PUBLIC FINANCING AUTHORITY 
APPROVING AND AUTHORIZING THE ISSUANCE AND SALE OF NOT TO 
EXCEED $65,000,000 AGGREGATE PRINCIPAL AMOUNT OF LEASE 
REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS, SERIES 
2007; APPROVING THE FORMS OF AND AUTHORIZING THE EXECUTION 
AND DELIVERY OF AN INDENTURE, A SUBLEASE, A FACILITY LEASE, A 
PURCHASE CONTRACT, AN AUCTION AGREEMENT, A BROKER-DEALER 
AGREEMENT, A- SWAP AGREEMENT AND THE ESCROW AGREEMENTS; 
APPROVING THE FORM OF AND AUTHORIZING THE DISTRIBUTION OF 
AN OFFICIAL STATEMENT; AND APPROVING CERTAIN OTHER RELATED 
ACTIONS 

WHEREAS, the ~ o d e s t o  Public Financing Authority (the "Authority") is a joint 

exercise of powers authority duly organized and existing under Articles 1 through 4 

(commencing with Section 6500) of Chapter 5, Division 7, Title 1 of the Government 

Code of the State of California, as amended (the "Act") and pursuant to a Joint Exercise 

of Powers Agreement, dated as of December 1, 1989, by and between tl;e City of 

Modesto (the "City") and the Industrial Development Authority of the City of Modesto; 

and 

WHEREAS, the Authority is authorized under the Act to lease and/or purchase 

real property and to issue bonds for the financing and refinancing of public capital 

improvements whenever there are significant public benefits; and 

WHEREAS, the Authority previously issued its Lease ~ e v e n u e  Bonds, Series 

1997 (John Thurman Field Renovation Project) (the "1997 Bonds") and Lease Revenue 

Bonds, Series 1 99 8 (Capital Improvements and Refinancing Project) (the " 1 998 Bonds") 

to assist the City in the financing of certain public capital improveinents located in the 

City, including John Thurrnan field, a City-County administration building, a public 

parking garage, a communication dispatch center, the police headquarters, various public 



parks and miscellaneous city properties; and 

WHEREAS, the City has determined to rehnd all of the 1997 Bonds and a 

portion of the 1998 Bonds; and 

WHEREAS, the Authority desires to approve the sale and issuance of not to 

exceed $65,000,000 in aggregate principal amount of Lease Revenue Refunding and 

Capital Improvement Bonds, Series 2007, in one or more series of bonds (the "Series 

2007 Bonds"), pursuant to an indenture (the "Indenture") by and between the Authority 

and The Bank of New York Trust Company, N.A., as trustee (the "Trustee"), for the 

purposes of (i) providing funds to finance certain additional improvements to John 

Thurman field, (ii) providing funds to refund all of the 1997 Bonds and a portion of the 

1998 Bonds, and (iii) paying the costs of issuance therefore (collectively, the "2007 

Project"); and 

WEREAS, Section 5922 of the California Government Code provides that in 
J 

connection with, or incidental to, the issuance or carrying of bonds, any public entity may 

enter into any contracts which the public entity determines to be appropriate to place the 

obligationsrepresented by the bonds, in whole or in part, on the interest rate, cash flow or 

other basis desired by the public entity, including without limitation contracts commonly 

known as interest rate swap agreements, to hedge payment, rate, spread or similar 

exposure; and 

WHEREAS, in order to minimize debt service and maximize benefits to the City, 

the Authority proposes to issue the Series 2007 Bonds with a variable interest rate and to 

execute a swap agreement providing for a fixed swap rate on the Series 2007 Bonds (the 

"Swap") and the Authority will execute the Swap using the ISDA Master Agreement and 



related Schedule, Credit Support Annex and Confirmation (collectively, the "Swap 

Agreement") by and between the Authority and Bank of America, N.A. (the "Swap 

Provider"); and 

WHEREAS, pursuant to Section 5922 of the Government Code of the State of 

California, the Authority hereby finds and determines that the Swap Agreement is entered 

into in connection with, or incidental to, the issuance of the Series 2007 Bonds, will 
v 

reduce the amount and duration of interest rate risk with respect to the Series 2007 Bonds 

and will result in a lower cost of borrowing when used in combination with the Series 

2007 Bonds; and 

WHEREAS, the Authority proposes to enter into an escrow agreement related to 

the 1997 Bonds (the "1997 Escrow Agreement") by and between the Authority and an 

escrow agent thereunder (the "1997 Escrow Agenty') and &I escrow agreement related to 

the 1998 Bonds (the "1998 Escrow Agreement" and together with the 1997 Escrow 

Agreement, the "Escrow Agreements") by and between the Authority and an escrow 

agent thereunder (the "1998 Escrow Agent" and together with the 1997 Escrow Agent, 

the "Escfow Agents"); and 

WHEREAS, the Authority previously leased certain properties to the City 

pursuant to a LeaseIPurchase Agreement, dated as of March 1, 1998, as amended by 

Amendment No. 1 to Lease/Purchase Agreement, dated June 15, 2000 and Amendment 

No. 2 to LeaseIPurchase Agreement, dated October 15, 2002 (as so amended, the "1 998 

Lease") under which the City is obligated to make lease payments for the lease of 

properties thereunder (the "Leased Property") ; and 

WHEREAS, pursuant to Section 7.2 of the 1998 Lease, the City may sublease the 
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Leased Property or any portions thereof, as provided in the 1998 Lease; and 

WHEREAS, in consideration of the Authority's assistance in financing the 2007 

Project through the issuance of the Series 2007 Bonds and in consideration of the 

corresponding reduction in lease payments payable by the City under the 1998 Lease as a 

result of the partial refunding of the 1998 Bonds, the City will sublease to the Authority, 

pursuant to a sublease (the "Sublease") by and between the City and the Authority and in 

accordance with the terms of the 1998 Lease, the Leased Property, as more fully 

described in Exhibit A of the Sublease; and 

WHEREAS, the Authority will lease back to the City the Leased Property 

pursuant to the terms of a Facility Lease (the "Facility Lease") pursuant to which the City 

will pay Base Rental Payments therefor, all under and in accordance with the 

Constitution and laws of the State of California, including the Act; and 

WHEREAS, pursuant to the terms of the 1998 Lease, the obligation of the City to 

make lease payments under the 1998 Lease will remain the obligations of the City and no 

portion of the Leased Property subleased to the Authority pursuant to the Sublease will be 

used for a purpose other than a governmental function authorized under the provisions of 

the Constitution and laws of the State of California; and 

WHEREAS, the Series 2007 Bonds are expected to be initially executed and 

delivered as auction rate securities; and 

WHEREAS, the Trustee and The Bank of New York (the "Auction Agent") 

propose to execute and enter into an Auction Agreement (the "Auction Agreement") 

acknowledged and agreed to by the Authority, relating to the performance of the Auction 



Agent's duties thereunder; and 

WHEREAS, the Auction Agent, Banc of America Securities LLC, as broker- 

dealer (the "Broker-Dealer") and the Authority propose to execute and enter into a 

Broker-Dealer Agreement (the "Broker-Dealer Agreement"), relating to the performance 

of certain duties with respect to the Auction Agent and Broker-Dealer; and 

WHEREAS, the Authority proposes to execute and ehter into a bond purchase 

contract (the "Purchase Contract") with Banc of America Securities LLC (the 

"Underwriter") and the City, pursuant to which the Underwriter will purchase the Series 

2007 Bonds for reoffering to the public; and 

WHEREAS, the Authority proposes to approve of and deem final the Preliminary 
I 

Official Statement relating to the Series 2007 Bonds (the "Preliminary Official 

Statement") for purposes of Rule 15c2-12 of the Securities and Exchange Act of 1934, as 

amended, and to execute and deliver an Official Statement (the "Official Statement") 

relating to the Series 2007 Bonds and to authorize the distribution of the Preliminary 

Official Statement to prospective purchasers and the Official Statement to actual 

purchasers of the Series 2007 Bonds; and 

WHEREAS, all acts, conditions and things required by the Constitution and laws 

of the State of California to exist, to have happened and to have been performed 

precedent to and in connection with the consummation of the transactions authorized 

hereby do exist, have happened and have been performed in regular and due time, form 

and manner as required by law, and the City is now duly authorized and empowered, 

pursuant to each and every requirement of law, to consumate such transactions for the 

purpose, in the manner and upon the terms herein provided; 
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NOW, THEREFORE, it is hereby resolved by the Commission of the Modesto 

Public Financing Authority (the ''C~mrnission~~), as follows: 

Section 1. Findings. The Commission hereby finds and determines that the 

foregoing recitals are true and correct and that it is desirable and furthers the public 

purpose to assist the City in the financing of the 2007 Project through the actions 

authorized hereby. 

Section 2. Amroval of Issuance of Series 2007 Bonds. The Commission hereby 

authorizes and approves the issuance of the Series 2007 Bonds in the aggregate principal 

amount not to exceed $65,000,000, on the terms and conditions set forth in, and subject 

to the limitations specified in, the Indenture. The Series 2007 Bonds will be dated, will 

bear interest at the rates, will mature on the dates, will be issued in the form, will be 

subject to redemption, and will be as otherwise provided in said Indenture as the same is 

completed as provided in this Resolution. 

Section 3. Indenture. The proposed f o m  of the Indenture presented to this 

meeting and on file with the Authority is hereby approved. The Chairperson, Vice 

Chairperson, Executive Director and Auditor and Treasurer of the Authority (each, an 

"Authorized Officer") are each hereby authorized and directed, for and in the name and 

on behalf of the Authority, to execute and deliver the Indenture in substantially said form, 

with such changes therein as such Authorized Officer may require or approve, such 

approval to be conclusively evidenced by the execution and delivery thereof. 

Section 4. Facilitv Lease. The proposed form of the Facility Lease presented to 

this meeting and on file with the Authority is hereby approved. The Authorized Officers 

are each hereby authorized and directed, for and in the name and on behalf of the 

040307/Finance/WPadilIa/itemB 6 0 1-2007 



Authority, to execute and-deliver the Facility Lease in substantially said fom, with such 

changes therein as such Authorized Officer may require or approve, such approval to be 
/ 

conclusively evidenced by the execution delivery thereof. 

Section 5. Sublease. The proposed form of the Sublease presented to this 

meeting and on file with the Authority is hereby approved. The Authorized Officers are 

each hereby authorized and directed, for and in the name and on behalf of the Authority, 
", 

? 

to execute and deliver the Sublease in substantially said form, with such changes therein 

as such Authorized Officer may require or approve, such approval to be conclusively 

evidenced by the execution and delivery thereof. 

Section 6. Purchase Contract. The proposed form of the Purchase Contract 

presented to this meeting and on file with the Authority is hereby approved. The 

Authorized Officers are each hereby authorized and directed, for and in the name and on 

behalf of the Authority, to execute and deliver the Purchase Contract in substantially said 

form, with such changes therein as such Authorized Officer may require or approve, such 

approval to be conclusively evidenced by the execution and delivery thereof; provided 

that the aggregate principal amount of the Series 2007 Bonds shall not exceed 

$65,000,000, the interest rate on the Series 2007 Bonds shall not exceed twelve percent 

(12%) per annurn and the underwriting discount (excluding any original issue discount) 

shall not exceed 0.5% of the principal amount of the Series 2007 Bonds sold. 

Section 7. Auction Ameement. The proposed form of the Auction Agreement 

presented to this meeting and on file with the Authority is hereby approved. 

Section 8. Broker-Dealer Agreement. The proposed form of the Broker-Dealer 

Agreement presented to this meeting and on file with the Authority is hereby approved. 



The Authorized Officers are each hereby authorized and directed, for and in the name and 

on behalf of the Authority, to execute and deliver the Broker-Dealer Agreement in 

substantially said form, with such changes theiein as such Authorized Officer may 

require or approve, such approval to be conclusively evidenced by the execution and 

delivery thereof. 

Section 9. Escrow Agreements. The proposed forms of the Escrow Agreements 

presented to this meeting and on file with the Authority are hereby approved. The 

Authorized Officers are each hereby authorized and directed, for and in the name and on 

behalf of the Authority, to execute and deliver each of the Escrow Agreements in 

substantially said form, with such changes therein as such Authorized Officer may 

require or approve, such .approval to be conclusively evidenced by the execution and 

delivery thereof. 

Section 10. Swap Aaeement. The proposed form of the Swap Agreement 

presented to this meeting and on file with the Authority is hereby approved. The 

Authorized Officers are each hereby authorized and directed, for and in the name and on 

behalf of the Authority, to negotiate the Swap Agreement with the Swap Provider, to 

execute and deliver the Swap Agreement with such changes therein as such Authorized 

Officer may require or approve, such approval to be conclusively evidenced by the 

execution and delivery thereof; provided that the Swap Agreement shall be in an 

aggregate notional amount not to exceed $65,000,000, at a nominal swap rate not to 

' 

exceed 4.5 percent (4.5%) per annum against receipt of a'variable rate equal to the 

interest rate on the Series 2007 Bonds. 

Section 1 1. Official Statement. The form of Preliminary Official Statement of 



the Authority relating to the Series 2007 Bonds presented to this meeting and on file with 

the Authority is hereby approved. Any of the Authorized Officers is hereby authorized to 

certify that said Preliminary Official Statement, with such changes therein as such 

Authorized Officer executing the same shall approve, is as of its date "deemed final" for 

purposes of Rule 15c2 12 of the Securities and Exchange Commission. Any of the 

Authorized Officers is hereby authorized and directed to execute for and on behalf of the 

Authority a final Official Statement, in substantially the form bf the Preliminary Official 

Statement, with such changes therein (and additions thereto to reflect the terns of the sale 

of the Series 2007 Bonds) as such Authorized Officer shall approve after consultation 

with Bond Counsel, such approval to be evidenced by the execution anddelivery thereof. 

The Underwriter is hereby authorized to distribute copies of said Preliminary Official 

Statement to persons who may be interested in the purchase of the Series 2007 Bonds and 

are directed to deliver copies of the final Official Statement to all actual purchasers of the 

Series 2007 Bonds. 

Section 12. Attestations. The Secretary of the Authority is hereby authorized and 
I 

directed to attest the signatures of the Chairperson, Vice Chairperson, Executive Director 

and the Auditor and Treasurer of the Authority in connection with the execution and 

delivery of the Series 2007 Bonds and the documents approved by this Resolution. 

Section 13. Other Actions. The Chairperson, Vice Chairperson, Executive 

Director, Auditor and Treasurer and Secretary of the Authority are hereby authorized and 

directed, jointly and severally, to do any and all things and to execute and deliver any and 

all documents whch they may deem necessary or advisable in order to consummate, 

carry out, give effect to and comply with the terms and intent of this Resolution, the 

Indenture, the Sublease, the Facility Lease, the Auction Agreement, the Broker-Dealer 
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Agreement, the Escrow Agreements, the Purchase Contract, the Official Statement and 

the Series 2007 Bonds and the consummation of the transactions contemplated hereby 

and to consummate the issuance, sale and delivery of the Series 2007 Bonds. The 

Authorized Officers are hereby further authorized and directed, individually or jointly, to 

execute and deliver, on behalf of the Authority, any other agreements, certificate, 

consent, request, approval, notice, amendment, confirmation, supplement or revision 

permitted or required to be delivered pursuant to the docudents authorized hereby or 

otherwise as may be necessary or desirable in connection with the financing of the 2007 

Project without further authorization by this Commission including, without limitation, a 

tax certificate, agreements relating to the engagement of verification agents, printers, 

bond insurers or other credit providers, one or more investment agreements (or 

amendments thereto), escrow float agreements, guaranteed investment contracts, forward 

delivery agreements or other investment vehicles for moneys in any of the h d s  or 

accounts held by the Trustee or the Escrow Agents. Any actions heretofore taken by such 

officers in furtherance of any of the transactions authorized herein are hereby ratified, 

confirmed and approved. 

Section 14. Effective Date. This Resolution shall take effect immediately upon 

its passage. 



The foregoing resolution was introduced at a regular meeting of the Commission 

of the Modesto Public Financing Authority held on the 3rd of April, 2007, by 

Commissioner Hawn, who moved its adoption, which motion being duly seconded by 

Commissioner Dunbar, was upon roll call camed and the resolution adopted by the 

following vote: 

AYES: Commissioners: Dunbar, Hawn, Keating, Marsh, OYBryant, Olsen, 
Mayor Ridenour 

NOES: Commissioners: None 

ABSENT: Commissioners: None 

ATTEST: 
JEAN MORRIS, Secretary 

(SEAL) 

APPROVED AS TO FORM: 

SUSANA ALCKA WOOD, 
City Attorney, acting as Authority General Counsel 

THlS IS TO CERTIFY MT THlS 
IS A TRUE COW OF THE DOCUMENT ON 

FILE WITH IS OFFICE. 
DATE 4IaIo7 

w 

SIGNATURE 
CllY CLERK 

CllY OF MODESTOI CA 



MODEST0 PUBLIC FINANCING AUTHORITY 
LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 

SERIES 2007 

CLOSING CERTIFICATE OF THE CITY 

The undersigned, the Finance DirectorITreasurer and City Clerk, respectively, of the City 
of Modesto (the "City"), a charter city and municipal corporation duly organized and existing 
under the laws of the State of California, hereby certify on behalf of the City, in connection with 
the Modesto Public Financing Authority Lease Revenue Refunding and Capital Improvement 
Bonds, Series 2007 (the "Series 2007 Bonds"), as follows: 

1. The officers identified below are duly authorized by the City Council of the City 
to execute on behalf of the City, certain documents, certificates and agreements relating to the 
Certificates and that pursuant to such authority certain documents, certificates and agreements 
have been executed by such persons, and attested to by the signature of the City Clerk of the 
City, and, each of the undersigned by their signature confirms that the other signatures set forth 
below are genuine or an authorized facsimile signature: 

Name Official Title Signature 

Jim Ridenour Mayor 

George W. Britton City Manager 

Wayne Padilla Finance DirectorITreasurer 

Jean Morris City Clerk 

2. The undersigned further certify that authorized officers of the City have executed 
the following documents on behalf of the City: 

(a) Facility Lease @he "Facility Lease"), dated as of April 1, 2007, by and between 
the City and the Modesto Public Financing Authority (the "Authority"); 

(b) Sublease (the "Sublease"), dated as of April 1, 2007, by and between the City and 
the Authority; 



(c) Bond Purchase Contract, dated April 1 1, 2007 (the "Purchase Contract"), by and 
among the City, the Authority and Banc of America Securities LLC, as 
Underwriter; 

(d) Tax Certificate, dated April 18, 2007 (the "Tax Certificate") for the Series 2007 
Bonds; 

(e) the Official Statement, dated April 1 1, 2007 (the "Official Statement"); and 

(f) the Continuing Disclosure Agreement, dated April 18, 2007 (the "Continuing 
Disclosure Agreement"), by and between the City and The Bank of New York 
Trust Company, N.A., as dissemination agent. 

3. The undersigned further certify that the following persons are now, and at all 
times since April 3,2007 have been, the duly appointed or elected, qualified and acting members 
of the City Council: 

Name Office 

Jim Ridenour Mayor 
Brad H a m  Vice Mayor 
Bob Dunbar Councilmember 
Brad H a m  Councilmember 
Janice Keating Councilmember 
Garrad Marsh Councilmember 
Kristin Olsen Councilmember 

4. The undersigned further certify that: 

(i) the representations and warranties of the City contained in the Facility Lease, the 
Sublease, the Purchase Contract, Tax Certificate and Continuing Disclosure Agreement 
(collectively, the "City Documents") are accurate in all material aspects, as and if made on the 
date hereof; 

(ii) the City Docun~ents have been duly executed and delivered and each constitutes a 
valid and legally binding obligation of the City enforceable in accordance with its terms, subject 
to laws relating to bankruptcy, insolvency or other laws affecting the enforcement of creditors' 
rights generally and the application of equitable principles if equitable remedies are sought; 

(iii) the resolution of the City, adopted on April 3, 2007, at a meeting of the City 
Council duly called, noticed and conducted, at which a quorum was present and acting 
throughout, authorizing the execution, delivery and due performance of the City Documents, is 
in full force and effect at the date hereof and has not been amended, modified or supplemented; 
and the resolution of the City, adopted on February 10, 1998, at a meeting of the City Council 
duly called, noticed and conducted, at which a quorum was present and acting throughout, is in 
full force and effect at the date hereof and has not been amended, modified or supplemented 



(iv) the City has complied with all the agreements and satisfied all the conditions on 
its part to be performed or satisfied on or prior to the date hereof; 

(v) subsequent to the date of the Official Statement and on or prior to the date of such 
certificate, there has been no material adverse change in the condition (financial or otherwise) of 
the City, whether or not arising in the ordinary course of the operations of the City, as described 
in the Official Statement; 

(vi) the Official Statement does not contain any untrue or misleading statement of a 
material fact and does not omit to state any material fact necessary to make the statements 
therein, in the light of the circumstances under which they are made, not misleading; 

(vii) the total rental payable under the Facility Lease for each Rental Payment Period 
(as defined in the Facility Lease) represents the fair rental value of the Leased Property (as 
defined in the Facility Lease) for each such period; and 

(viii) any easements, rights of way, mineral rights, drilling rights and other rights, 
reservations, covenants, conditions or restrictions which exist of record as of the date of 
recordation of the Facility Lease in the office of the County Recorder of the County of Stanislaus 
will not materially impair the use of the Leased Property. 

[THE REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK] 



Dated: April 18,2007 

CITY OF MODEST0 

By: 
wayne Padilla 

Finance DirectorITreasurer 

BY: Q X L h  MU 
u Jean Morris 

City Clerk 
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= 1 CLTA Standard Coverage Policy of Title Insurance 
t 

F i d e l i ~  National Title Insurance Company 
A STOCK COMPANY 

POLICY 
NUMBER 27-01-90- 2 5 A 9 2 0 

CLTA STANDARD COVERAGE POLICY OF TITLE INSURANCE 

SUBJECT TO THE EXCLUSIONS FROM COVERAGE, THE EXCEPTIONS FROM COVERAGE 
CONTAINED IN SCHEDULE B AND THE CONDITIONS AND STIPULATIONS, FIDELITY NA TIONAL 
TITLE INSURANCE COMPANY a California coporation, herein called the Company, insures, as of 
Date of Policy shown in Schedule A, against loss or damage, not exceeding the Amount of Insurance 
stated in Schedule A, sustained or incurred by the insured by reason ofi 

I .  Title to the estate or interest described in Schedule A being vested other than as stated therein; 

2. Any defect in or lien or encumbrance on the title; 

3. Unmarketability of the title; 

4. Lack of a right of access to and from the land; 

and, in addition, as to an insured lender only: 

i 5. -The invalidity or unenforceability of the lien of the insured mortgage upon the title; 

6. The priority of any lien or encumbrance over the lien of the insured mortgage, said mongage being 
shown in Schedule B in the order of its priorio; 

7. The invalidity or unenforceability of any assignment of the insured mongage, provided the 
assignment is shown in Schedule B, or the failure of the assignment shown in Schedule B to vest 
title to the insured mortgage in the named insured assignee free and clear of all liens. 

The Company will also pay the costs, attorneys' fees and expenses incurred in defense of the title or the 
lien of the insured mortgage, as insured, but only to the extent provided in the Conditions and Stipulations. 

IN WITNESS WEREOF, FIDELITYNATIONAL TITLE INSURANCE COMPANYhas caused this Policy 
to be signed and sealed by its duly authorired officers as of Date of Policy shown in Schedule A. 

Fidelity National Title Insurance Company 

Countersigned: 

President 
ATTEST 

Form 27-01 -90 
Reprinted (2197) 
Califomb Land Title Assodah 
Standard Coverage Pdcy Form - 1990 



SCHEDULE A 

FILE NO. 904379 MG POLICY NO. 27-01-90-254920 

DATE O F  P O L I C Y  MARCH 11, 1998 AT 8:00 A.M. 

AMOUNT: $61,430,000.00 FEE: $39,950.00 

1. NAME OF INSURED: 

CITY OF MODEST0 AND HARRIS TRUST COMPANY OF CALIFORNIA, AS TRUSTEE AND 
BANK OF NEW YORK TRUST COMPANY, N.A. ,  AS TRUSTEE 

2. THE ESTATE OR INTEREST IN THE LAND DESCRIBED OR REFERRED TO HEREIN 
IS AT DATE OF POLICY:  

A leasehold as created by that certain lease dated MARCH 1, 1998, 
executed by MODEST0 PUBLIC FINANCING AUTHORITY, as lessor, and CITY OF 
MODESTO, as lessee, and recorded MARCH 11, 1998 as Instrument no. 
98-22319 for its term, upon and subject to all of the provisions 
contained therein. 

3. THE ESTATE OR INTEREST REFERRED TO HEREIN IS AT DATE OF POLICY 
VESTED I N :  

CITY OF MODEST0 

4. THE LAND REFERRED TO IN THIS POLICY IS SITUATED IN THE COUNTY OF 
STANISLAUS STATE OF CALIFORNIA, AND IS DESCRIBED AS FOLLOWS: 

SEE ATTACHED EXHIBIT "A" 

Form T-1350 THIS POLICY VALID ONLY IF SCHEDULE B IS ATTACHED 
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FILE NO. 904379 MG 
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POLICY NO. 27-01-90-254920 

SCHEDULE B 
EXCEPTIONS FROM COVERAGE 

This policy does not insure against loss or damage (and the Company 
will not pay costs, attorney's fees of expenses) which arise by reason 
of: 

PART I 

All matters set forth in paragraphs 1 through 5 inclusive on the 
inside of the cover of this policy under the caption Part I of 
Schedule B. 

PART I1 

AT THE DATE HEREOF, ITEMS TO BE CONSIDERED AND EXCEPTIONS TO COVERAGE 
IN ADDITION TO THE PRINTED EXCEPTI-ONS AND EXCLUSIONS IN SAID POLICY 
FORM WOULD BE AS FOLLOWS: 

PARCEL NO. 1 
1. The fact that said land is included within a project area of the 
Redevelopment Agency shown below, and that proceedings for the 
redevelopment of said project have been instituted under the 
Redevelopment Law (such redevelopment to proceed only after the 
adoption of the redevelopment plan) as disclosed by a document. 

j Redevelopment 
Agency: City of Modesto 

Recorded: November 27, 1991, as Instrument No. 094041 of Official 
Records 

2. Covenants, conditions and restrictions (deleting therefrom any 
restrictions indicating any preference, limitation or discrimination 
based on race, color, religion, sex, handicap, familial status or 
national origin) as set forth in the document 

Recorded: March 4, 1907 in Book 107, Page 88 of Deeds 

PARCEL NO. 2 
3. Easement (s) for the 
thereto as reserved in a 

purpose (s) 
document ; 

shown below and rights incidental 

Reserved by: 0. McHenry 
Purpose: Ditch rights 
Recorded: December 7, 1903 in Volume 88 of Deeds, page 228 
Affects: The exact location and extent of said easement is not 
disclosed of record. 

4. Easement(s) for the purpose(s) shown below and rights incidental 
thereto as delineated or as offered for dedication, on the map of said 
tract. 

Tract : 7 PM 68 
Recorded: December 9, 1969 

Purpose: Ellison Drive and Wolcott Way 
Affects: West 25 feet and South 25 feet 

5. Rights of the public as to any portion of the land lying within 
the area commonly known as Anson Way. 



6. Easement(s) for the purpose(s) shown below and rights incidental 
thereto as granted in a document; 

,.- -^ 

I .  

Granted to: Pacific Bell, a corporation 
r 

Purpose: Underground community facilities 
Recorded: December 19, 1991, Instrument No. 099969 of Official 
Records 
Affects: Northerly five (5) feet 

PARCEL NO. 3 
7. Easement(s) for the purpose(s) shown below and rights incidental 
thereto as delineated or as offered for dedication, on the map of said 
tract. 

Purpose: Public Utility 
Affects: North and East 10 feet of the premises 

8. Easernent(s) for the purpose(s) shown below and rights incidental 
thereto as reserved in a document; 

Reserved by: Pacific Telephone and Telegraph Company, a California 
Corporation 

Purpose : Aerial and underground communication facilities 
Recorded : January 10, 1984, Instrument No. 34259, Book 3759, Page 
328 of Official Records 
Affects : Location not disclosed 

PARCEL NO. 4 
9. Easement (s) for the purpose (s) shown below and rights incidental 
thereto as reserved in a document; 

I Reserved by: City of Modesto 
Purpose: Public Utilities 
Recorded: March 7, 1988, as Instrument No. 013839 of Official Records 
Affects: Parcel 2 herein 

10. The fact that said land is included within a project area of the 
Redevelopment Agency shown below, and that proceedings for the 
redevelopment of said project have been instituted under the 
Redevelopment Law (such redevelopment to proceed only after the 
adoption of the redevelopment plan) as disclosed by a document. 

Redevelopment 
Agency: City of Modesto 

Recorded: November 27, 1991, as Instrument No. 094041, of Official 
Records 

PARCEL NO. 5 
11. Easernent(s) for the purpose(s) shown below and rights incidental 
thereto as granted in a document; - 

Granted to: Modesto Irrigation District (No representation is made 
as to the  resent owners hi^ of said easement) 
Purpose : klectrical facilities 
Recorded: June 1, 1989, Instrument No. 039796, of Official Records 
Affects: Southwesterly 5.00 feet of the Northwesterly 5.00 feet of 
Lot 8 



12. A deed of trust to secure an indebtedness in the amount shown 
below, and any other obligations secured thereby 

- Amount: 
Dated: 
Trustor: 
Trustee : 

Beneficiary: 
Address : 
Loan No. : 
Recorded : 

Affects: 

$700,000.00 
February 23, 1991 
Mathew Ward and John L. Ward, I11 
First American Title Insurance Company, a California 
corporation 
John L. Ward 
1028 - 10th Street, Modesto, CA 95354 
None shown 
March 12, 1991, Instrument No. 018047, of Official 
Records. 
Lots 29 and 30 of Parcel 1 

13. A deed of trust to secure an indebtedness in the amount shown 
below, and any other obligations secured thereby 

Amount : 
Dated: 
Trustor: 
Trustee : 

Beneficiary: 
Address : 
Loan No. : 
Recorded : 

Affects: 

$700,000.00 
February 23, 1991 
Mathew Ward and John L. Ward, I11 
First American Title Insurance Company, a California 
corporation 
John L. Ward 
1028 - 10th Street, Modesto, CA 95354 
None shown 
March 12, 1991, Instrument No. 018048, of Official 
Records. 
Lots 31 and 32 of Parcel 1 

14. A pending Court Action as disclosed by a recorded notice: 

\ Plaintiff: Redevelopment Agency of the City of Modesto, a public 
entity 
Defendant: Mathew Ward; John L. Ward, 111; First American Title 
Insurance Company, a California corporation, John L. Ward; and Does I 
through XVI, inclusive 
county: Stanislaus 
Court : Superior 
Case No.: 148362 
Nature of 
Action: Condemn and acquire for a public use 

Attorney: Michael R. Nave, Esq., Meyers, Nave, Riback, Silver & Wilson 
Address: 777 Davis Street, Suite 300, San Leandro, CA 94577 
Recorded: May 21, 1997, as Instrument No. 039334, of Official Records 

15. Easement(s) for the purpose(s) shown below and rights incidental 
thereto as retained in a document; 

Retained by: City of 
Purpose: Utility 
Recorded: November 19, 

Modesto 

1997, Instrument No. of Official 
Records 

PARCEL NO. 6 
16. A deed of trust to secure an indebtedness in the amount shown 
below, and any other obligations secured thereby 

Amount : $None shown 
Dated : May 24, 1991 
Trus tor : California Housing Securities, Inc. 
Trustee : American Securities Company, a corporation 
Beneficiary: Wells Fargo Bank, National Association 
Recorded : June 13, 1991, Instrument No. 044188, of Official 

Records. 



17. A pending Court Action as disclosed by a recorded notice: 

Plaintiff: Wells Fargo Bank, N.A., A National Banking Association 
, - Defendant: California Housing Securities, Inc., a California 
: 1 Corporation; Jess A. Rodrigues, an individual; all persons unknown, 

' claiming any legal or equitable right, title, estates, lien or 
interest in the property described in the complaint adverse to 
plaintiff's title, or any cloud on plaintiff's title thereto; and Does 
1 through 250 
County: Stanislaus 
Court : Superior 
Case No.: 273083 
Nature of 
Action: Judicial foreclosure of a first deed of trust Wells Fargo 

Bank holds against the property 
Recorded: April 10, 1992, as Instrument No. 032974, of Official 
Records 

18. A pending Court Action as disclosed by a recorded notice: 

Plaintiff: United States of America 
Defendant: Real property at A) 412 Heather Point Lane, La Selva 
Beach, California, APN 046-061-25; and B) the adjoining parcel, APN 
046-061-36; and C) currency in the amount of $1,868,829.75 
County: Northern District of California 
Court : United States District Court 
Case No.: C 93 20353 RMW 
Nature of 
Action: Judicial determination that a promissory note made by Jess 

Rodrigues in favor of Wells Fargo Bank, dated May 24, 1991, and a 
corresponding deed of trust pledging that real property 1011 "JU 
Street, Modesto, Stanislaus County, California, Stanislaus County 

I Assessor Parcel Number 105-3704-530, including all appurtenances and 
improvements thereon are forfeit to the United States 
Recorded: June 22, 1994, as Instrument No. 062479, of Official Records 

19. A pending Court Action as disclosed by a recorded notice: 

Plaintiff: Redevelopment Agency of the City of Modesto, A Municipal 
Corporation 
Defendant: California Housing Securities, Inc.; Jess A. Rodrigues; 
American Securities Company, A Corporation; Wells Fargo Bank, 
N.T.S.A.; United States of America; and Does 1 through XVI, inclusive 
County: Stanislaus 
Court : Superior 
Case No.: 85213 
Nature of 
Action: To condemn and acquire for a public use 

Recorded: March 20, 1996, as Instrument No. 022949, of Official 
Records 

20. A pending Court Action as disclosed by a recorded notice: 

Plaintiff: Redevelopment Agency of the City of Modesto, A Municipal 
Corporation 
Defendant: California Housing Securities, Inc.; Jess A. Rodrigues; 
American Securities Company, A Corporation; Wells Fargo Bank, 
N.T.S.A.; United States of America; and Does 1 through XVI, inclusive 
County: Stanislaus 
Court : Superior 
Case No.: 85213 
Nature of 
Action: To condemn and acquire for a public use 

Recorded: April 1, 1996, as Instrument No. 026259, of Official Records 



21. Easement(s) for the purpose(s) shown below and rights incidental 
thereto as retained in a document; 

, Retainedby: City of Modesto 
) Purpose: Utility 

Recorded: November 19, 1997, Instrument No. 095109, of Official 
Records 

22. The burdens and privileges contained in the document 

Entitled: Notice of Landmark Preservation Site Designation 
Regarding: F.W. Woolworth Sign 
Executed by: The Modesto City Council 
Recorded : November 27, 1990, as Instrument No. 098186, of Official 

Records 
Affects: Lots 23 and 24 

PARCEL NO. 7 
23. Easement(s) for the purpose(s) shown below and rights incidental 
thereto as granted in a document; 

- 

Granted to: City and County of San Francisco, a Municipal 
Corporation 
Purpose: The right of ingress and egress over the land herein 
described to the right of way for aqueduct and electric transmission 
line adjoining Parcel 1 
Recorded: December 11, 1923, Instrument No. 15883, Book 47 Page 253 of 
Official Records 
Affects: The exact location and extent of said easement is not 
disclosed of record. 

24. Easement (s) for the purpose (s) shown below and rights incidental 
i thereto as granted in a document; 

Granted to: The Pacific Telephone and Telegraph Company, a 
corporation 
Purpose: Right of way for a telephone line, with rights incidental 
thereto, together with the right of ingress thereto and egress 
therefrom 
Recorded: November 17, 1971, Instrument No. 44459, Book 2433, Page 195 
of Official Records 
Affects: The exact location and extent of said easement is not 
disclosed of record. 

25. Easement (s) for the purpose (s) shown below and rights incidental 
thereto as granted in a document; 

Granted to: Pacific Bell, a Pacific Telesis Company 
Purpose: Communication facilities 
Recorded: March 3, 1987, Instrument No. 062955, of Official Records 
Affects: The exact location and extent of said easement is not 
disclosed of record. 

PARCEL NO. 8 
26. Easement (s) for the purpose(s) shown below and rights incidental 
thereto as granted in a document; 

Granted to: Modesto Irrigation District, an irrigation district 
Purpose: Right of Way, with the right to construct, place, inspect, 
maintain and replace thereon poles, crossarms, wires, cables, service 
lines, fixtures, anchors and guys, together with the right of ingress 
thereto and egress therefrom 
Recorded: February 25, 1964 in Volume 1926, Page 15, as Instrument No. 
7835 of Official Records 
Affects: East 20 feet 



27. Easement(s) for the purpose(s) shown below and rights incidental 
thereto as delineated or as offered for dedication, on the map of said 
tract. 

, .- .. 
; j Purpose: Planting 

Affects: Southerly 3 feet 

Purpose : Public Utility 
Affects: Southerly 10 feet and Westerly 10 feet 

28. Covenants, conditions and restrictions (deleting therefrom any 
restrictions indicating any preference, limitation or discrimination 
based on race, color, religion, sex, handicap, familial status or 
national origin) as set forth in the document 

Recorded: March 2, 1978 in Volume 3027 Page 17, as Instrument No. 
55552, of Official Records 

Said covenants, conditions and restrictions provide that a violation 
thereof shall not defeat the lien of any mortgage or deed of trust 
made in good faith and for value. 

29. Easement(s) for the purpose(s) shown below and rights incidental 
thereto as granted in a document; 

Granted to : Pacific Bell, a Pacific Telesis Company 
Purpose: Communication facilities 
Recorded: March 3, 1987, Instrument No. 062955, of Official Records 
Affects: The exact location and extent of said easement is not 
disclosed of record. 

PARCEL NO. 9 
1 30. Easement(s) for the purpose(s) shown below and rights incidental 

thereto as granted in a document; 

Granted to: Modesto Irrigation District 
Purpose: Right to pass and repass over said land adjacent to Modesto 
Irrigation District Lateral No. 2, with men, teams and otherwise, and 
with such material as may be necessary for the construction, repair, 
operation and maintenance thereof 
Recorded: October 27, 1903 in Volume 87, Page 109, of Deeds 
Affects: The exact location and extent of said easement is not 
disclosed of record. 

3 1. A covenant and agreement entitled "Agreement 'I 

Executed by: City of Modesto 
In favor of: Modesto Irrigation District, an irrigation district 
Recorded: April 12, 1979, Instrument No. 64681, Book 3177, Page 132 of 
Official Records 

Which among other things provides: Electric power transmission line. 

Reference is hereby made to said document for full particulars. 

32. Direct Special Assessments of the Empire Union School District's 
Community Facilities District No. 1987-1 which are disclosed by that 
certain Notice recorded December 2, 1987 as Instrument No. 134151. 
Said Assessments are included and collected with the general and 
Special Taxes of the County of Stanislaus hereinabove referred to. 

... 33. Rights of the public as to any portion of the land lying within 
the area commonly known as El Pasado Drive, Capistrano Drive and North 
Riverside Drive. 



PARCEL NO. 10 
34. Easement(s) for the purpose(s) shown below and rights incidental 
thereto as reserved in a document; 

< -. 
j Reserved by: Idaho Investment Co., Limited, a corporation 

t 7 Purpose: Ditch rights 
Recorded: June 3, 1915 in Volume 215 at Page 573 of Deeds 
Affects: The exact location and extent of said easement is not 
disclosed of record. 

35. Direct Special Assessments of the Empire Union School District's 
Community Facilities District No. 1987-1 which are disclosed by that 
certain Notice recorded December 2, 1987 as Instrument No. 134151. 
Said Assessments are included and collected with the general and 
Special Taxes of the County of Stanislaus hereinabove referred to. 

PARCEL NO. 11 
36. Any irregularities, reservations or other matters which would be 
disclosed by an examination of the proceedings occasioning the 
abandonment or vacation of Castle St., Auburn St. and alley, a 
certified copy of the Resolution was recorded February 16, 1929, as 
Instrument No. 2214 in Volume 318 at Page 343 of Official Records. 

Affects: portion of Block 603 

37. Easement(s) for the purpose(s) shown below and rights incidental 
thereto as reserved in a document; 

Reserved by: City of Modesto 
Purpose : Public Utilities 
Recorded: March 27, 1981, Instrument No. 57962, Book 3426, Page 420 of 
Official Records 
Affects: East 10 feet 

. , 

. , 

38. The fact that said land is included within a projec't area of the 
Redevelopment Agency shown below, and that proceedings for the 
redevelopment of said project have been instituted under the 
Redevelopment Law (such redevelopment to proceed only after the 
adoption of the redevelopment plan) as disclosed by a document. 

~ ~ e n c ~ :  City of Modesto 
Recorded: November 27, 1991, Instrument No. 094041, of Official 
Records 

PARCEL NO. 12 
39. Easement(s) for the purpose (s) shown below and rights incidental 
thereto as granted in a document; 

Granted to: Modesto Irrigation District 
Purpose: Aboveground electrical facilities 
Recorded: January 19, 1989, as Instrument No. 003767, of Official 
Records 
Affects: Portion of Lots 21, 22, 23 and 24 

40. Matters contained in that certain document entitled I1Notice of 
Landmark Preservation Site Designationu dated December 5, 1989, 
executed by Modesto City Council, recorded January 23, 1990 as 
Instrument No. 006491 of Official Records, which document, among other 
things, contains or provides for: "Designation as a Landmark 
Preservation site" 

Reference is hereby made to said document for full particulars. 



41. The fact that said land is included within a project area of the 
Redevelopment Agency shown below, and that proceedings for the 
redevelopment of said project have been instituted under the 

/' \ 

Redevelopment Law (such redevelopment to proceed only after the 
) adoption of the redevelopment plan) as disclosed by a document. 

Redevelopment 
Agency: City of Modesto 

Recorded: November 27, 1991, Instrument No. 094041, of Official 
Records 

PARCEL NO. 13 
42. Matters contained in that certain document entitled I1Notice of 
Landmark Preservation Site Desiqnation1I dated December 5, 1989, 
executed by Modesto City ~ouncii, recorded January 23, 1990 as- 
Instrument No. 006490 of Official Records, which document, among other 
things, contains or provides for: I1Designation as a Landmark 
Preservation site". 

Reference is hereby made to said document for full particulars. 

43. The fact that said land is included within a project area of the 
Redevelopment Agency shown below, and that proceedings for the 
redevelopment of said project have been instituted under the 
Redevelopment Law (such redevelopment to proceed only after the 
adoption of the redevelopment plan) as disclosed by a document. 

~ ~ e n c ~ :  City of Modesto 
Recorded: November 27, 1991, Instrument No. 094041, of Official 
Records 

'I PARCEL NO. 14 
44. The fact that said land is included within a project area of the 
Redevelopment Agency shown below, and that proceedings for the 
redevelopment of said project have been instituted under the 
Redevelopment Law (such redevelopment to proceed only after the 
adoption of the redevelopment plan) as disclosed by a document. 

~ ~ e n c ~ :  City of Modesto 
Recorded: November 27, 1991, Instrument No. 094041, of Official 
Records 

PARCEL NO. 15 
4 5. A covenant 

Agreement 
and agreement entitled Property Management 

By and Between: the City of Modesto and the Economic Development 
Administration, United States of America 
Recorded: August 3, 1979 in Book 3222 Page 361, as Instrument No. 8147 . 

of Official Records 

Which among other things provides: Covenants and Agreements concerning 
use and transfer of subject property. 
Reference is hereby made to said document for full particulars. 

46. The fact that said land is included within a ~roiect area of the 
Redevelopment Agency shown below, and that proceedihgs4for the 
redevelo~ment of said ~roiect have been instituted under the 
~edevelohment Law (such redevelopment to proceed only after the 
adoption of the redevelopment plan) as disclosed by a document. 
Redevelopment 
Agency: City of Modesto 

Recorded: November 27, 1991, Instrument No. 094041, of Official 
Records 



PARCEL NO. 16 
47. Easement(s) for the purpose(s) shown below and rights incidental 
thereto as granted in a document; 

; 1 Granted to: The Modesto Irrigation District, a public corporation 
I Purpose: Electrical facilities 

Recorded: November 9, 1984, Instrument No. 22835, Book 018, Page 1703 
of Official Records 
Affects: Reference is made to said document for full particulars. 

PARCEL NO. 17 
48. The fact that said land is included within a project area of the 
Redevelopment Agency shown below, and that proceedings-for the 
redevelopment of said project have been instituted under the 
Redevelopment Law (such redevelopment to proceed only after the 
adoption of the redevelopment plan) as disclosed by a document. 
Redevelopment 
Agency: City of Modesto 

Recorded: November 27, 1991, Instrument No. 094041, of Official 
Records 

PARCEL NO. 18 
49. The fact that said land is included within a project area of the 
Redevelopment Agency shown below, and that proceedings-for the 
redevelopment of said project have been instituted under the 
Redevelopment Law (such redevelopment to proceed only after the 
adoption of the redevelopment plan) as disclosed by a document. 
Redevelopment 
Agency: City of Modesto 

Recorded: November 27, 1991, Instrument No. 094041, of Official 
Records 

1 PARCEL NO. 19 
50. Easement (s) for the purpose (s) shown below and rights incidental 
thereto as delineated or as offered for dedication, on the map of said 
tract. 

Purpose: Public Utility 
Affects: South 5 feet, North 10 feet and East 10 feet 

PARCEL NO. 20 
51. Easement(s) for the purpose(s) shown below and rights incidental 
thereto as reserved in a document; 

Reserved by: 0. McHenry 
Purpose: Ditch 
Recorded: January 20, 1904 in Volume 86 of Deeds, at page 333 
Affects: The exact location and extent of said easement is not 
disclosed of record. 

52. Easement (s) for the purpose(s) shown below and rights incidental 
thereto as granted in a document; 

Granted to: Modesto Irriqation District 
Purpose: Aboveground electgical facilities 
Recorded: March 26, 1985, Instrument No. 043925, Book 038, Page 1460 
of Official Records 
Affects: Reference is made to said document for full particulars. 



PARCEL NO. 21 
53. Easement(s) for the purpose(s) shown below and rights incidental 
thereto as granted in a document; 

-, 

I Granted to: City of Modesto 
- ) Purpose: Public utilities 

Recorded: June 13, 1974, Instrument No. 49730, Book 2635, Page 179 of 
Official Records 
Affects: Reference is made to said document for full particulars. 

PARCEL NO. 22 
54. Rights of the public as to any portion of the land lying within 
the area commonly known as the alleys running north and south along 
the east boundary and along the west line of Lot 2. 

THE FOLLOWING AFFECT AS SHOWN UNDER EACH EXCEPTION 
55. A Site lease (Parks Project and Police Headquarters Building) 
with certain terms, covenants, conditions and provisions set forth 
therein. 

Lessor: CITY OF MODEST0 
Lessee: MODEST0 PUBLIC FINANCING AUTHORITY 
Recorded: MARCH 11, 1998, Instrument No. 98-22315 of Official Records 
Affects Parcel Nos. 1, 2, 4, 5, 7, 8, 9, 10, 11, 12, 13, 14, 16, 17, 
18, 19, 20, 21 & 22. 

56. A lease (Parking Garage) with certain terms, covenants, 
conditions and provisions set forth therein. 

Lessor: REDEVELOPMENT AGENCY OF THE CITY OF MODEST0 
Lessee: MODEST0 PUBLIC FINANCING AUTHORITY 

I Recorded: MARCH 11, 1998, Instrument No. 98-22316 of Official Records 
Affects Parcel No. 15 

57. A lease (Communications Dispatch Center) with certain terms, 
covenants, conditions and provisions set forth therein. 

Lessor: CITY OF MODEST0 
Lessee: MODEST0 PUBLIC FINANCING AUTHORITY 
Recorded: MARCH 11, 1998, Instrument No. 98-22317 of Official Records 
Affects Parcel No. 3 

58. A lease with certain terms, covenants, conditions and provisions 
set forth therein. 

Lessor: CITY-COUNTY CAPITAL IMPROVEMENTS AND FINANCING AGENCY 
Lessee: MODEST0 PUBLIC FINANCING AUTHORITY 
Recorded: MARCH 11, 1998, Instrument No. 98-22318 of Official Records 
Affects: Parcel No. 6 

59. The effect of any failure to comply with the terms, covenants, 
conditions and provisions of the lease described or referred to in 
Schedule A. 

END OF ITEMS 



EXHIBIT "A" LEGAL DESCRIPTION 

Parcel No. 1 - -  Graceda Park 
:-- All of Blocks 531, 532 and 533 as per map filed December 21, 1942 in 
; Volume 15 of Maps, Stanislaus County Records. 

Parcel No. 2 - -  Floyd Park 
Parcels A and B as per Parcel Map filed October 9, 1969 in Volume 7 of 
Parcel Maps, Page 65, stanislaus-county Records. . 

Parcel No. 3 - -  Comunication Facility 
An undivided one-half interest in the following: 
Parcel 2 as per Parcel Map filed September 24, 1979 in Volume 29 of 
Parcel Maps, Page 100, Stanislaus County Records. 

Parcel No. 4 - -  Police Facility 
Lots 1 thru 32, inclusive, in Block 71 of the CITY OF MODESTO, as per 
map recorded December 21, 1942 in Volume 15 of Maps, Stanislaus county 
Records. 

TOGETHER WITH 

All that real property in the State of California, County of 
Stanislaus, City of Modesto, being a portion of the Northeast quarter 
of Section 32, Township 3 South, Range 9 East, Mount Diablo Base and 
Meridian, described as- follows : 

- 

That portion of the 20-foot alley in Block 71 as delineated on the 
Official Map of the City of Modesto, as per map filed December 21, 
1942, in Volume 15 of Maps, Stanislaus County Records, described as 
follows: 

i Beginning at the most Southerly corner of Lot 16 in said Block 71, 
said point being on the Northeastern line of said 20.00 foot alley in 
Block 71; thence along said Northeastern line of said alley, North 43O 
29' 30" West, 150.00 feet, to the most Southerly corner of Lot 10 in 
Block 71; thence South 46O 30' 30" West, 20.00 feet, to the most 
Northerly corner of Lot 22 in Block 71, said point being on the 
Southwestern line of the 20.00 foot alley in Block 71; thence along 
said Southwestern line of said alley, South 43O 29' 30" East, 150.00 
feet, to the most Easterly corner of Lot 17 in Block 71, said point 
being on the Northwestern line of 80.00 foot l1Fl1 Street; thence along 
said Northwestern line of 'IFu Street, North 46O 30' 30" East, 20.00 
feet, to the point of beginning. 

Parcel No. 5 - -  Block 67 Redevelopment Aqency 
Lots 1 throuqh 7 and 25 throuqh 32 in Block 67 of the City of Modesto - 
as per Map filed December 21, 1942 in Volume 15 of Maps, Stanislaus 
County Records 

Together with: 
All that portion of Lot 8 in Block 67 of the City of Modesto described 
as follows: 
Beginning at the most Northerly Corner of said Lot 8, thence South 43O 
31' 06" East along the northeasterly line of said lot, a distance of 
20.14 feet; thence South 46O 27' 30" West a distance of 150.09 feet to 
the center line of said alley; thence North 43O 31' 16" West along 
said center line a distance of 20.11 feet to the point of intersection 
with the southwesterly extension of the Northwesterly line of Lot 8; 
thence North 46O 26'46" East along said extension and said 
Northwesterly line of Lot 8, a distance of 150.09 feet to the point of 
beginning. 



Also Together with: 
All that portion of Lots 23 and 24 in Block 67 described as follows: 
Beginning at the most westerly corner of Lot 24, thence North 46O 27' 
0111 East along the northwesterly line of said Lot 24, a distance of 

= 1 95.17 feet; thence Aouth 43O 32' 30" East, a distance of 33.11 feet; 
thence South 46O 27' 30" West, a distance of 95.18 feet to a point on 
the southwesterly line of Lot 23; thence North 430 31' 28" West, along 
said southwesterly line of Lot 23 and the southwesterly line of Lot 24 
a distance of 33.10 feet to the point of beginning. 

Excepting therefrom the following described property: 
All that portion of Lot 25 in Block 67 described as follows: 
Beginning at the most easterly corner of Lot 25; thence South 46O 27' 
0111 West along the southeasterly line of said Lot 25, a distance of 
44.92 feet; thence North 43O 32' 30" West, a distance of 4.91 feet; 
thence North 46' 27' 30" East, a distance of 54.92 feet to the 
centerline of the alley as shown on said map of Block 67; thence South 
43O 31' 16" East, along said alley centerline, a distance of 4.90 
feet, to the point of intersection with the northeasterly extension of 
the southeasterly line of said Lot 25; thence South 46O 27' 0l1I West 
along said extension, a distance of 10.00 feet to the point of 
beginning. 

Parcel No. 6 - -  Block 67 City-County Capital Improvements and 
Financinq AqencY 
An undivided one-half interest in and to the followinq: 
Lots 8 through 24 in Block 67 of the City of Modesto 5s per map filed 
December 21, 1942 in Volume 15 of Maps, Stanislaus County Records. 

Together with the following described property: 
All that portion of Lot 25 in Block 67 described as follows: 

1 Beginning at the most easterly corner of Lot 25; thence South 46O 27' 
0111 West along the southeasterly line of said Lot 25, a distance of 
44.92 feet; thence North 43O 32' 30" West, a distance of 4.91 feet; 
thence North 46O 27' 30" East, a distance of 54.92 feet to the 
centerline of the alley as shown on said map of Block 67; thence South 
43O 31' 16" East, along said alley centerline, a distance of 4.90 
feet, to the point of intersection with the northeasterly extension of 
the southeasterly line of said Lot 25; thence South 46O 27' 01" West 
along said extension, a distance of 10.00 feet to the point of 
beginning. 

Excepting therefrom the following described property: 
All that  ort ti on of Lot 8 in Block 67 of the Citv of Modesto described 
as follow&: 

* 

Beginning at the most Northerly Corner of said Lot 8, thence South 43O 
31' 06" East along the northeasterly line of said lot, a distance of 
20.14 feet; thence South 46O 27' 30" West a distance of 150.09 feet to 
the center line of said alley; thence North 43O 31' 16' West along 
said center line a distance of 20.11 feet to the point of intersection 
with the southwesterly extension of the Northwesterly line of Lot 8; 
thence North 46O 26'46" East along said extension and said 
Northwesterly line of Lot 8, a distance of 150.09 feet to the point of 
beginning. 

Also excepting therefrom the following described property: 
All that portion of Lots 23 and 24 in Block 67 described as follows: 
Beginning at the most westerly corner of Lot 24, thence North 46O 27' 
0111 East along the northwesterly line of said Lot 24, a distance of 
95.17 feet; thence Aouth 43O 32' 30'' East, a distance of 33.11 feet; 
thence South 46O 27' 30" West, a distance of 95.18 feet to a point on 
the southwesterly line of Lot 23; thence North 430 31' 28" West, along 
said southwesterly line of Lot 23 and the southwesterly line of Lot 24 
a distance of 33.10 feet to the point of beginning. 



Parcel no. 7 - -  Wesson Park 
Parcel No. 1 as per Parcel Map filed January 28, 1980 in Volume 30 of 
Parcel Maps, Page 13, Stanislaus County Records. 

= t  
Parcel NO. 8 - -  Hollvwood Park 
Lot 1 in Block 13158 of Hollywood Park No. 2 as per Map filed February 
28, 1978 in Book 27 of Maps, Page 44, Stanislaus County Records. 

Parcel NO. 9-- Riverside Park 
Parcel A: 
Parcels 1 and 1-A as per Parcel Map recorded May 16, 1966 in Book 1 of 
Parcel Maps, Page 134, Stanislaus County Records. 

Excepting Therefrom Parcels B-1 and B-2 as per Parcel Map filed June 
5, 1974 in Book 19 of Parcel Maps, Page 31, Stanislaus County Records. 

Parcel B: 
Parcel No. A as per map filed June 5, 1974 in Book 19 of Parcel Maps, 
Page 31, Stanislaus County Records. 

Parcel NO. 10 - -  Sipherd Park 
Parcel B as per map recorded August 14, 1974 in Book 19 of Parcel 
Maps, Page 75, Stanislaus County Records. 

Parcel NO. 11 - -  Morris Community Center 
All of Block 603 of the City of Modesto as per map filed December 21, 
1942 in Volume 15 of Maps, Stanislaus County Records. 

Parcel No. 12 - -  McHenry Mansion 
Lots 17 through 24 in Block 122 of the City of Modesto as per Map file 
December 21, 1942 in Volume 15 of Maps, Stanislaus County Records. 

Parcel NO. 13 - -  McHenry Museum 
Lots 27 through 32 in Block 113 of the City of Modesto as per Map 
filed December 21, 1942 in Volume 15 of Maps, Stanislaus County 
Records. 
Excepting therefrom Lot 27, the Southeasterly 3 feet of the 
Southwesterly 97 feet thereof. 

Parcel NO. 14 - -  Senior Citizens Center 
Lots 18 through 31 in Block 590 of the City of Modesto as per Map 
filed December 21, 1942 in Volume 15 of Maps, Stanislaus County 
Records. 

Parcel NO. 15 - -  Parking Structure 
Lot 5 through 12 in Block 68 of the City of Modesto as per Map filed 
December 21, 1942 in Volume 15 of Maps, Stanislaus County Records. 

Parcel No. 16 - -  Parking Lot # 3 
Lots 29, 30, 31 and 32 in Block 94 of the City of Modesto as per Map 
filed December 21, 1942 in Volume 15 of Maps, Stanislaus County 
Records. 

Parcel NO. 17 - -  Parkinq Lot # 25 
Lots 28 throuqh 32 in Block 55 of the Citv of Modesto as Der MaD filed 

4 

December 21, 1942 in Volume 15 of Maps, stanislaus countyA ~ecoras. 

Parcel No. 18 - -  Fire Station # 1 
Lots 17 through 26 in Block 81 of the City of Modesto as per Map filed 
December 21, 1942 in Volume 15 of Maps, Stanislaus County Records. 

Parcel No. 19 - -  Fire Station # 3 
Lots 1 and 2 in Block 2283 of Dry Creek Estates No. 1 as per Map filed 
December 13, 1966 In Volume 21 of Maps, Page 55, Stanislaus County 
Records. 



Parcel No. 20 - -  Fire Station # 6 
Parcel No. C as per Parcel Map filed August 17, 1977 in Book 25 of 

. --.. 
,, .. Parcel Maps, Page 83, Stanislaus County Records. 

= Parcel No. 21 - -  Fire Station # 7 
Parcel A as per Parcel Map filed June 27, 1974 in Volume 19 of Maps, 
Page 51, Stanislaus County Records. 

Parcel No. 22 - -  Fire Station #. 5 

PARCEL 1: 

All that portion of Lot 2 of the Fresno Tract, as per map filed March 
4, 1903 in Volume 1 of Maps, Page 76, Stanislaus County Records, 
described as follows: 

BEGINNING at a point on the east line of said Lot 2 located on the 
centerline of a 50 foot public road designated as Oakdale Road on said 
map, which point is located North O0 30' West 396 feet from the 
southeast corner of said Lot 2; thence from said point of beginning 
parallel to the south line of said Lot 2, North 88O 30' West 660 feet 
to a point on the west line of said Lot 2; thence North O0 30' West 
along said west line of said Lot 2 a distance of 153.73 feet; thence 
east parallel with the south line of said Lot 2, a distance of 660 
feet to a point on the east line of said Lot 2, located on the center 
line of said Oakdale Road; thence along the east line of said Lot 2 
and the centerline of said Oakdale Road, South O0 30' East 174.24 feet 
to the point of beginning. 

ALSO EXCEPTING THEREFROM all that portion thereof lying northerly of 
the north line of Burchell Court (formerly Northern Boulevard) , extending westerly to the west line of  LO^ 2. 

ALSO EXCEPTING THEREFROM all that portion thereof lying within 
Briggsmore Avenue, Burchell Court and McHenry Avenue. 

ALSO EXCEPTING THEREFROM all that certain property described in Deed 
to Chester D. Chambers, recorded March 10, 1964 in Book 1929 at Page 
641, and in Deed to S.W.A.P., a Joint Venture, recorded July 10, 1962 
in Book 1780 at Page 145, Stanislaus County Records. 

PARCEL 2: 

All that portion of Lot 2 of the Fresno Tract, as per map filed March 
4, 1903 in Volume 1 of Maps, Page 76, Stanislaus County Records, 
Section 17, Township 3 South, Range 9 East, M.D.B.& M., described as 
follows: 

COMMENCING at a point on the southerly line of the property conveyed 
to Chester D. Chambers by Deed recorded May 7, 1959 in Volume 1545 of 
Official Records at Page 321, as Instrument No. 13137, Stanislaus 
County Records, said point being the northeastern corner of Parcel "EU 
on the western line of Timothy Avenue as shown on the map entitled 
"Survey of a portion of Lot 2 of the Fresno Tract, filed April 16, 
1954 in Volume 6, Record of Surveys, page 53, Stanislaus County 
Records; thence along a line at right angels to the western line of 
Timothy Avenue, North 89O 30' East, 30.00 feet to a point on the 
northerly extension of the centerline of Timothy Avenue; thence along 
said northerly extension, North 00° 30' West, 46.90 feet to the true 
point of beginning; thence North 7O 52' 29" East, 84.51 feet to a 
point on the northern line of said Chambers property, which is also 
the southern line of the property conveyed to the City of Modesto by 
Deed recorded October 11, 1957, as Instrument No. 26217, Stanislaus 
County Records, said line also being the southern line of Parcel "Aw 



as per map of Record of Survey filed July 6, 1962 in Volume 9 of 
Surveys, Page 25, Stanislaus County Records; 

-- - (continued) _ Order No.: 904378 A 
- .  Legal Description - Continued 

thence along said line, South 88O 32' 30" East, 142.76 feet to a 3/4 
inch iron pipe at the southeastern corner of said Parcel HA11, said 
corner being the northeast corner of said Chambers property which is 
also a point on the western line of a 20 foot alley conveyed to the 
City of Modesto by Deed recorded October 19, 1960 in Volume 1639 of 
Official Records, at Page 695, as Instrument No. 29947, Stanislaus 
County Records; thence along said western line, South 00° 30' East, 
60.58 feet; thence South 82O 47' 55" West, 155.59 feet to the point of 
beginning. 

PARCEL 3 : 

All that portion of Lot 2 of the Fresno Tract, as per map filed March 
4, 1903 in Volume 1 of Maps, Page 76, Stanislaus County Records, 
described as follows: 

BEGINNING at the northeast corner of Parcel A, as shown on a Record of 
Survey Map of a portion of Lot 2 of the Fresno Tract, filed July 6, 
1962 in Volume 9 of Record of Surveys, Page 25, Stanislaus County 
Records; thence along the north line of Parcel llAH, South 89O 46' 50" 
West 135.63 feet to the true point of beginning; thence continuing 
along said north line South 89O 46' 50" West 120.54 feet; thence South 
37O 57' 43" East 166.35 feet to the southwest corner of property 

; conveyed to the City of Modesto by Deed recorded March 10, 1964 in 
Volume 1929 of Official Records, Page 643, as Instrument No. 9843, 
Stanislaus County Records; thence along the west line of the City of 
Modesto property as conveyed by Deed above referred to and the 
northerly extension of said westerly line North 7O 52' 29" East 132.90 
feet, more or less, to the true point of beginning. 

PARCEL 4: 

All that portion of Lot 2 of the Fresno Tract, as per map filed March 
4, 1903 in Volume 1 of Maps, Page 76, Stanislaus County Records, 
described as follows: 

BEGINNING at the northeast corner of Parcel D, as shown on a Record of 
Survey Map of a portion of Lot 2 of the Fresno Tract, filed April 16, 
1954 in Volume 6 of Record of Surveys, Page 53, Stanislaus County 
Records; thence North 83O 31' 30" West along the north line of said 
Parcel D and its westerly extension, a distance of 155.02 feet, more 
or less, to the centerline of Timothy Avenue, as shown on the Record 
of Survey above referred to; thence North O0 30' West, along the 
northerly extension of said centerline of Timothy Avenue to the 
southwest corner of the property conveyed to the City of Modesto by 
Deed recorded March 10, 1964, in Volume 1929 of Official Records, Page 
643, as Instrument No. 9843, Stanislaus County Records; thence North 
82O 47' 55" East along the south line of the City of Modesto property, 
as conveyed by Deed above referred to, to the southeast corner 
thereof,-saiddpoint being on the west-line of the property conveyed to 
the City of Modesto by Deed recorded October 19, 1960 in Volume 1639 
of official Records, Page 695, as Instrument No. 29947, Stanislaus 
County Records; thence south along the west line of the City of 
Modesto property as conveyed by Deed last above referred to, 71.83 
feet, more or less, to the point of beginning. 



PARCEL 5: 

All that portion of Lot 2 of the Fresno Tract, as per map filed March 
' 4, 1903 in Volume 1 of Maps, Page 76, Stanislaus County Records, 

described as follows: 

COMMENCING at the 3/4 inch iron pipe set for the northeastern corner 
of Parcel "All, as per map of Record of Survey filed July 26, 1962 in 
Volume 9 of Record of Surveys, Page 25, Stanislaus County Records; 
thence along the northern line of said Parcel ' ' A H ,  South 89O 46' 50" 
West, 135.63 feet to the northeastern corner of the property conveyed 
to Chester D. Chambers by Deed recorded March 10, 1964 in Volume 1929 
of Official Records, Page 641, as Instrument No. 9844, Stanislaus 
County Records; thence along the eastern line of the Chambers property 
and the western line of the property conveyed to the City of Modesto 
by Deed recorded March 10, 1964 in Volume 1929 of Official Records, 
Page 643, as Instrument No. 9843, Stanislaus County Records, South 07O 
52' 29" West, 132.90 feet to the southwestern corner of the City 
property as conveyed by Deed above referred to, and the true point of 
beginning; thence South 00° 30' 0011 East, 48.44 feet, more or less, to 
a point on the southern line of property conveyed to Chester D. 
Chambers by Deed recorded May 7, 1959, as Instrument No. 13137, 
Stanislaus County Records, said point being on the centerline of the 
60.00 foot Timothy Avenue, as shown on a Record of Survey filed April 
16, 1954 in Volume 6 of Record of Surveys, Page 53, Stanislaus County 
Records; thence along said southern line of the property conveyed to 
Chambers by Deed last above referred to and the north line of Timothy 
Avenue as shown on a Record of Survey filed April 16, 1954 in Volume 6 
of Record of Surveys, Page 53, Stanislaus County Records, North 88O 
30' West, 30.02 feet to a pint on the western line of Timothy Avenue, 

i as shown on said Record of Surveys; thence along said western line, 
North 00° 30' 0011 West, 0.52 feet; thence along a tangent curve 
concave to the southwest having a radius of 15.00 feet, a central 
angle of 46O 11' 13" and an arc length of 12.09 feet to a point of 
reverse curvature from which a radial line bears North 43O 18' 47" 
East; thence along said reverse curve concave to the east, having a 
radius of 50.00 feet, a central angle of 98O 43' 30" and an arc length 
of 86.15 feet; thence along a radial line, South 37O 57' 43" East, 
50.00 feet to the southwest corner of the property conveyed to the 
City of Modesto by the Deed referred to and the true point of 
beginning. 
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(c) W henever the Company shall have brought an adion or interposed a defense 
as requirod or permitted by the provisions of this policy, the Company may pursue 
any litigation to final dt~errfina 'en by a court of competent jurisdiction and expressly 
resemes the right, in irc a l e  dihretion, to appeal from any adverse judgment or order. 

(d) In all cases where this policy permits or requires-the Company to prosecute 
or provide for the defense of any action or proceeding, an insured shall secure to 
the Company the right to so prosecute or provide defense in the action or proceeding, 

'3 and all appeals therein, and pen i t  the Company to use, at its option, the name of 
r such insured for this purpose. Whenever requested by the Company, an insured, 
- - - at the Company's expense, shall give !he Company all reasonable aid (i) in any ac- 

tion or proceeding, securing evidence, obtaining witnesses, prosecuting or defen- 
ding the action or proceeding, or effecting settlement, and (ii) in any other lawful 
act which in the opinion of the Company may be necessary or desirable to establish 
the title to the estate or interest or the lien of the insured mortgage, as insured. If 
the Company is prejudiced by the failure of an insured to furnish the required coopera- 
tion, the Company's obligations to such insured under the policy shall terminate, 
including any liability or obligation to defend, prosecute, or continue any litigation, 
with regard to the matter or matters requiring such cooperation. 
5. PROOF OF LOSS OR DAMAGE 

In addition to and after the notices required under Section 3 of these Conditions 
and Stipulations have been provided the Company, a proof of loss or damage signed 
and sworn to by each insured claimant shall be furnished to the Company within 
90 days after the insured claimant shall ascertain the facts giving rise to the loss or 
damage. The proof of loss or damage shall describe the defect in, or lien or encum- 
brance Qn the title, or other matter insured against by this policy which constitutes 
the basis of loss or damage and shall state, to the extent possible, the basis of calculating 
the amount of the loss or damage. If the Company is prejudiced by the failure of 
an insured claimant to provide the required proof of loss or damage, the Company's 
obligations to such insured under the policy shall terminate, including any liability 
or obligation to defend, prosecute, or continue any litigation, with regard to the matter 
or matters requiring such proof of loss or damage. 

In addition, an insured claimant may reasonably be required to submit to examination 
under oath by any authorized representative of the Company and shall produce for 
examination, inspection and copying, at such reasonable times and places as may 
be designated by any authorized representative of the Company, all records, books, 
ledgers, checks, correspondence and memoranda, whether bearing a date before or 
after Date of Policy, which reasonably pertain to the loss or damage. Further, if 
requested by any authorized representative of the Company, the insured claimant 
shall grant its permission, in writing, for any'authorized representative of the Com- 
pany to examine, inspect and copy all records, books, ledgers, checks, correspondence 
and memoranda in the custody or control qf a third party, which reasonably pertain 
to the loss or damage. All informtion designated as confidential by an insured clai- 
mant provided to the Company pursuant to this Section shall not be disclosed to others 
unless, in the reasonable judgment of the Company, it is necessary in the administration 
of the claim. Failure of an insured claimant to submit for examination under oath, 
produce other reasonably requested information or grant permission to secure 

) reasonably necessary information fmm third parties as required in this paragraph, 
unless prohibited by law or governmental regulation, shall terminate any liability 
of the Company under this policy as to that insured for that claim. 
6. OITIONS TO PAY OR OTHERWISE SETIZE CLAIMS: TERMINATION 

OF LIABILITY 
In case of a claim under this policy, the Company shall have the following addi- 

tional options: 
(a) To Pay or Tender Payment of the h u n t  of Insurance or to Purchase 

the Indebtedness. 
(i) to pay or tender payment of the amount of insurance under this policy together 

with any costs, attorneys* fees and expenses incurred by the insured claimant, which 
were authorized by the Company, up to the time of payment or tender of payment 
and which the Company is obligated to pay; or 

(ii) in case loss or damage is claimed under this policy by the owner of the 
indebtedness secured by the insured mortgage, to purchase the indebtedness secured 
by the insured mortgage for the amount owing thereon together with any costs, at- 
torneys* fees and expenses incurred by the insured claimant which were authorized 
by the Company up to the time of purchase and which the Company is obligated to pay. 

If the Company offers to purchase the indebtedness as herein rovided, the owner 
of rhe indebtedness shall transfer, assign, and convey !he inde!!tedness and the in- 
sured mortgage, together with any collateral security, to the Company upon pay- 
ment therefor. 

Upon the exercise by the Company of the option provided for in paragraph a (i), 
all liability and obligations to the insured under this policy, other than to make the 
payment required in that paragraph, shall terminate, including any liability or obligation 
to defend, prosecute, or continue any litigation, and the policy shall be surrendered 
to the Company for cancellation. 

Upon the exercise by the Company of the option provided for in paragraph a (ii) 
the Company's obligation to an insured Lender under this policy for the claimed 
loss or damage, other than the payment required to be made, shall terminate, in- 
cluding any liability or obligation to defend, prosecute or continue any litigation. 

(b) To Pay or Oth$rwise Settle With Parties Other than the Imured or With 
the Insured Claimant. 

(i) to pay or otherwise settle with other parties for or in the name of an insured 
claimant any claim insured against under this policy, together with any costs, at- 
torneys* fees and expenses incurred by the insured claimant which were authorized 
by the Company up to the time of payment and which the Company is obligated 
to pay; or 

(ii) to pay or otherwise settle with the insured claimant the loss or damage pro- 
vided for under this policy, together with any costs, attorneys* fees and expenses 
incurred by the insured claimant which were authorized by the Company up to the 
time of yment and which the Com any is obligated to pay. 

upon exercise by the company oLither of the provided for in paragrsphs 
b(i) or b(ii), the Company's obligations to the insured under this policy for the claimed 
loss or damage, other than the payments required to be made, shall terminate, in- 
cluding any liability or obligation to defend, prosecute or continue any litigation. 

7. DETERMINATION AND EXTENT OF LLABILITY 
This policy is a contract of 'nderpnitg against actual monetary loss or damage sus- 

tained or incurred by the ins*?! claimadl who has suffered loss or damage by reason 
of matters insured against by this policy and only to the extent herein described. 

(a) The liability of the Company under this policy to an insured lender shall not 
exceed the least of: 

(i) the Amount of Insurance stated in Schedule A, or, if applicable, the amount 
of insurance as defined in Section 2(c) of these Conditions and Stipulations; 

(ii) the amount of the unpaid principal indebtedness secured by the insured F- 
tgage as limited or provided under Section 8 of these Conditions and Stipular 
or as reduced under Section 9 of these Conditions and Stipulations, at the time , 
loss or damage insured against by this policy occurs, together with interest thereon; or 

(iii) the differerze between the value of the insured estate or interest as insured 
and the value of the insured estate or interest subject to the defect, lien or encum- 
brance insured against by this policy. 

(b) In the event the insured lender has acquired the estate or interest in the manner 
described in Section 2(a) of these Conditions and Stipulations or has conveyed the 
title, then the liability of the Company shall continue as set forth in Section 7(a) of 
these Conditions and Stipulations; 

(c) The liability of the Company under this policy to an insured owner of the estate 
or interest in the land described in Schedule A shall not exceed the least of: 

(i) the Amount of the Insurance stated in Schedule A; or, 
(ii) the difference between the value of the insured estate or interest as insured 

and the value of the insured estate or interest subject to the defect, lien or encurn- 
brance insured against by this policy. 

(d) The Company will pay only those costs, attorneys* fees and expenses incurred 
in accordance with Section 4 of these Conditions and Stipulations. 
8. LIMITATION OF LIABILITY 

(a) If the Company establishes the title, or removes the alleged defect, lien or en- 
cumbrance, or cures the lack of a ri ht of access to or from the land, or cures the 
claim of unmarketability of title, or 08eemise establishes the lien of the insured rnort- 
gage, all as insured, in a reasonably diligent manner by any method, including litigation 
and the completion of any appeals therefrom, it shall have fully performed its obliga- 
tions with respect to that matter and shall not be liable for any loss or damage caused 
thereby. 

(b) In the event of any litigation, including litigation by the Company or with the 
Company's consent, the Company shall have no liability for loss or damage until 
there has been a final determination by a court of corn tent jurisdiction, and dis 
of all appeals therefmm, adverse td the title, or, igpplicable, to the lien 
su rd  mortgage, as insured. 

(c) The Company shall not be liable for loss or damage to any insured for liability 
voluntarily assumed by the insured in settling any claim or suit without the prior 
written consent of the Company. 

(d) The Company shall not be liable to an insured lender for: (i) any indebtedness 
created subsequent to Date of Policy except for advances made to protect the lien 
of the insured mortga e and secured thereby and reasonable amounts expended 
prevent deterioration of impmanents; or (ii) construction loan advances made rut. 
quent to Date of Policy, except const~ction loan advances made subsequent to Datb 
of Policy for the purpose of financing in whole or in part the construction of an irn- 
provement to the land which at Date of Policy were secured by the insured mortgage 
and which the insured was and continued to be obligated to advance at and after Date 
of Policy. 
9. REDUCTION OF INSURANCE; REDUCTION OR TERMINATION OF 

LIABILITY 
(a) All payments under this policy, except payments made for costs, attorneys' 

fees and expenses, shall reduce the amount of insurance pro tanto. However, as to 
an insured lender, any payments made prior to the acquisition of title to the estate 
or interest as provided in Section 2(a) of these Conditions and Stipulations shall not 
reduce pro tanto the amount of insurance afforded under this policy as to any such 
insured, except to the extent that the payments reduce the amount of the indebtedness 
secured by the insured mortgage. 

(b) Payment in part by any person of the principal of the indebtedness, or any 
other obligation secured by the insured mortgage, or any voluntary partial satisfac- 
tion or release of the insured mortgage, to the extent of the payment, satisfaction 
or release, shall reduce the amount of insurance pro tanto. The amount of insurance 
may thereafter be increased by accruing interest and advances made to protect the 
lien of the insured mortgage and secured thereby, with interest thereon, provided 
in no event shall the amount of insurance be greater than the Amount of Insurance 
stated in Schedule A. 

(c)Payment in full by any person or the voluntary satisfaction or release of the 
insured mortgage shall terminate all liability of the Company to an insured lender 
except as provided in Section 2(a) of these Conditions and Stipulations. 

10. LIABILITY NONCUMULATIVE 
It is expressly understood that the amount of insurance under this policy shall be 

reduced by any amount the Compan may pay under any policy insuring a mortgage 
to which exception is taken in Srnedde B or to which the insured has a@, assumed, 
or taken subject, or which is hereafter executed by an insured and which is a charge 
or lien on the estate or interest described or referred to in Schedule A, and the amount 
so paid shall be deemed a payment under this policy to the insured owner. 

The provisions of this Section shall not apply to an insured lender, unless such 
insured acquires title to said estate or interest in satisfaction of the indebtedness secure 
by an insured mortgage. 

1 I. PAYMENT OF LOSS 
(a) No payment shall be made without producing this policy for endorsement of 

the payment unless the policy has'been lost or destroyed, in which case proof of 
loss or destruction shall be furnished to the satisfaction of the Company. 

(b) When liability and the extent of loss or damage has been definitely fixed in 
accordance with these Conditions and Stipulations, the loss or damage shall be payable 
within 30 days thereafter. 
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DATE: April 16, 1998 
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PROPERTY ADDRESS: 
, Modesto, California 

Enclosed please find the following: 

Reinsurance agreement to attach to your title policy 

Sincerely, 

i Mike Grgich 
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AMERICAN LAND TITLE ASSOCIATION 
FACULTATIVE REINSURANCE AGREEMENT (9-24-94) 

These facultative reins~~rance provisions, including Schedule I, constitute the Facultative Reinsur- 
ance Agreement entered into by and between Ceder and each Reinsurer shown in Schedule I. 

PROVISIONS 
WHEREAS, Ceder has assumed or is about to assume a title insurance risk pursuant to its policy or 
policies shown in Schedule I, herein called the Policy; and 
WHEREAS, Ceder desires to retain, unceded, a Primary Loss Risk under the Policy and to cede 
and reinsure all or part of the excess Loss Risk in the amounts and proportionate shares shown in 
Schedule I; and 
WHEREAS, Ceder and Reinsurer desire to arrange for the allocation of protection to the party entitled 
to the protection of the Policy, herein called the Insured; and 
WHEREAS, Reinsurer desires to assume its share of Secondary Loss Risk shown in Schedule 1. 
NOW, THEREFORE, it is mutually agreed between Ceder and each Reinsurer as follows: 

1. CEDER'S CESSION AND WARRANTY 
Ceder, to induce Reinsurer to accept the offer of reinsurance, represents and warrants that Ceder has made disclosure 

of (a) the Policy being reinsured, and (b) any extrahazardous risk of which Ceder has actual knowledge. Ccder shall 
immediately upon issuance of the Policy foward a conformed copy to Reinsurer and pay its premium for reinsurance. 

Ceder cedes to Reinsurer the Reinsurer's coordinate and proportionate share of the Secondary Loss Risk shown in 
Schedule I and Ceder shall retain without reinsurance hereunder the entire amount of the Primary Loss Risk shown in Schedule 
I, and the unceded portion, if any, of the Secondary Loss Risk 
2. REINSURER'S ASSUMPTION 

Reinsurer assumes its coordinate and proportionate share of Secondary Loss Risk shown in Schedule I and not the 
coordinate and proportionate share, if any, of Ceder or of any other Reinsurer. 

The liability of Reinsurer shall begin simultaneously with that of Ceder under the Policy, without notice of the issuance of 
its Policy or payment of the reinsurance premium. 

The liability of Reinsurer and any loss payable by Reinsurer under this Agreement shall be limited to expressed contractual 
liability of Ceder under the Policy, not including punitive or exemplary damages, and does not include any other contractual 
or any noncontractual liability of Ceder. 
3. DIRECT ACCESS 
1 Provided lnsured shall give to Reinsurer notice of any claim under the Policy within a reasonable time after notice of the 
'claim is given to or received by Ceder and is pursuing its remedies under the Policy against Ceder, unless prevented by law 
or regulation, then in the event that under the terms of the Policy lnsured has sustained loss or losses which, in the aggregate, 
exceeds Ceder's Primary Loss Risk, the liability of Reinsurer under this Agreement shall be extended to and in favor of Insured. 
Failure to so notify as provided in this paragraph shall not defeat the rights of the lnsured hereunder unless Reinsurer shall 
establish that it was actually prejudiced by the failure, and then only to the extent of the prejudice. Thereafter, if lnsured 
requests payment of Reinsurer's liability under this Agreement directly to Insured, then this Agreement may be enforced by 
lnsured directly against Reinsurer to the extent of Reinsurer's liability to Ceder hereunder, without diminution, defense, setoff 
or counterclaim which Reinsurer may have against Ceder. Any defense to liability which Ceder has against lnsured shall inure 
to Reinsurer. Reinsurer agrees that lnsured shall have the right to commence a legal action to enforce this Agreement against 
it in the state in which the land is located or in any state where Reinsurer is qualified to do business, provided that when any 
service of process is made in any action, a copy is sent by Registered or Certified Mail to Reinsurer at its address set forth 
in Schedule I. 
4. NOTICES, INVESTIGATION AND SETTLEMENT OF CLAIMS 

Ceder shall have full charge of the investigation, negotiation, litigation and settlement of all claims under the Policy. Upon 
receipt of notice from lnsured of a claim under the Policy or upon learning of a potential claim thereunder, Ceder shall notify 
Reinsurer of the claim or potential claim. Ceder shall notify Reinsurer of any proposed substantial payments or settlement of 
such claim and shall give Reinsurer reasonable opportunity to investigate the claim at its own expense. Failure to so notify 
as provided in this paragraph shall not defeat the rights of Ceder hereunder unless Reinsurer shall be actually prejudiced by 
the failure, and then only to the extent of the prejudice. 

Reinsurer shall have the right, but shall not be obligated, to join in any action brought by or against Ceder under the Policy. 
Reinsurer shall have the right, through such representatives as it may designate, to inspect and copy, at any reasonable time 
at the office of Ceder, any and all searches, abstracts, certificates, correspondence, attorneys' opinions, intra-company 
communications and other documents and records relating to the Policy. This right is and shall continue to be a right in rem 
and shall follow and attach to said documents and records regardless of changes in ownership or possession. 

Uriless lnsured has given Reinsurer notice that lnsured intends to enforce this Agreement directly against Reinsurer and 
requests payment of Reinsurer's liability under this Agreement directly to Insured, as provided in Section 3 of this Agreement, 
'Reinsurer shall pay the amount of its liability determined hereunder to Ceder within fifteen days after notice and demand by 
Ceder. Each payment by Reinsurer to Ceder shall satisfy pro tanto the amount of Reinsurer's liability hereunder to lnsured 
and Ceder. The payment shall be received by Ceder, if not by way of reimbursement, in trust to be paid to or for the account 
of lnsured, together with all other amounts similarly applicable, in satisfaction of Ceder's liability under the Policy. 

If lnsured shall give notice to Reinsurer that lnsured intends to enforce this Agreement directly against Reinsurer and 
requests payment of Reinsurer's liability under this Agreement directly to Insured, as provided in Section 3 of this Agreement, 
FORM 27-FRA-94 (1 1194) ALTA FACULTATIVE REINSURANCE AGREEMENT (9-24-94) 

PAGE 1 OF 2 



C 

SCHEDULE I 

/- - 1 .  The parties hereto are (a) FIDELITY NATIONAL TITLE INSURANCE COMPANY, a corporation of 
the State of California, formerly an Arizona corporation, having its principal office in Irvine, California r i  - - as Ceder, and (b) Each Reinsurer named in 3(b) herein. 

2. Ceder's Policy, identified herein and reinsured hereby, assumes a title insurance risk in the 
aggregate amount of $6 1,43 0,000 (SIXTY ONE MILLION FOUR HUNDRED THIRTY THOUSAND 
DOLLARS). 

The land described in the Policy is located in: STANISLAUS COUNTY, CALIFORNIA 

POLICY NO. INSURED TYPE OF POLICY POLICY AMOUNT 

27-0 1-90 CITY OF MODEST0 AND HARRIS OWNERS $61,430,000 
254920 TRUST COMPANY OF .CALIFORNIA, 

AS TRUSTEE 

3. The distribution of the title insurance risk is: 
PRIMARY LOSS RISK SECONDARY LOSS RISK 

Amount Share 
(a) RETAINED BY CEDER $5,000,000 and $37,000,000 .6557 

(b) CEDED TO, REINSURED WITH, AND ASSUMED BY: 
State of 

Reinsurer Incorporation Amount Share 
\ 

j FIDELITY NATIONAL TITLE NEW YORK 
INSLTRANCE COMPANY 
OF NEW YORK 

4. This Schedule I is part of and incorporated by reference the provisions of the American Land 
Title Association Facultative Reinsurance Agreement (9-24-94). 

IN WITNESS WHEREOF, the undersigned each has caused this Agreement to be executed as of the date 
set forth below: 

CEDER REINSURER 

FIDELITY NATIONAL TITLE INSURANCE FIDELITY NATIONAL TITLE INSURANCE 
COMPANY COMPANY OF NEW YORK 
179 1 1 VON KARMAN AVENUE, SUITE 300 179 1 1 VON KARMAN AVENUE, SUITE 300 
IRVINE, CALIFORNIA 926 14 IRVGE, CALIFORNIA 926 14 

w 

By: By: 
V 

vice President 

Date of Execution: April 14, 1998 Date of Execution: April 14, 1998 

Reinsurance File No. 2485-98C-27 Reinsurance File No. 2485-98A-26 



$62,275,000 
MODEST0 PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

CERTIFICATE OF RISK MANAGER 

I have read and am familiar with provisions of Article V of the Facility Lease, dated as of 
April 1, 2007 (the "Facility Lease") by and between the Modesto Public Financing Authority and 
the City of Modesto. I have also reviewed and am familiar with the policies of insurance or 
certificates evidencing such insurance obtained by the City, as the lessee named in the Facility 
Lease, as required by Article V of the Facility Lease. In n ~ y  opinion, such insurance policies 
satisfies the requirements of Article V of the Facility Lease, are actuarially sound and afford 
reasonable coverage for the risks required to be insured against. The insurance in the amounts 
and covering the risks required by Article V of the Facility Lease is now in effect. 
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Dated: April 18, 2007 

CITY OF MODEST0 

By: 

~ i &  Manager 



$62,275,000 
MODEST0 PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

CLOSING CERTIFICATE OF THE REDEVELOPMENT AGENCY 

The undersigned, Jim Ridenour, Chairperson of the Redevelopment Agency of the City 
of Modesto (the "Redevelopment Agency") and Jean Morris, Secretary of the Redevelopment 
Agency, hereby certify as follows: 

1. they are now, and at all times since April 1, 2007 have been, duly qualified 
Chairperson and Secretary of the Redevelopment Agency. 

2. the Redevelopment Agency is a public body, corporate and politic, duly organized 
and existing under the laws of the State of California; 

3. by all necessary official action of the Redevelopment Agency, the Redevelopment 
Agency duly authorized and approved the execution and delivery of the Site Lease (Parking 
Garage), dated as of March 1, 1998 (the "Parking Garage Site Lease") by and between the 
Redevelopment Agency and the Modesto Public Financing Agency and the performance by the 
Redevelopment Agency of the obligations on its parts contained therein; 

4. compliance with the provisions on the Redevelopment Agency's part contained in 
the Parking Garage Site Lease do not in any material respect conflict with or constitute a breach 
of or default under any law, administrative regulation, judgment, decree, loan agreement, 
indenture, bond, note, resolution, agreement or other instrument to which the Redevelopment 
Agency is a party or is otherwise subject, nor does any compliance result in the creation or 
imposition of any lien, charge or other security interest or encumbrance of any nature whatsoever 
upon any of the properties or assets of the Redevelopment Agency under the terms of any such 
law, administrative regulation, judgment, decree, loan agreement, indenture, bond, note, 
resolution, agreement or other instrument, except as provided in the Parking Garage Site Lease; 

5. the Redevelopment Agency is not in any material respect in breach of or default 
under any applicable law or administrative regulation of the State or the United States of 
America or any applicable judgment or decree or any loan agreement, indenture, bond, note, 
resolution, agreement or other instrument to which the Redevelopment Agency is a party or is 
otherwise subject, and no event has occurred and is continuing which, with the passage of time 
or the giving of notice or both, would constitute a default or an event of default under any such 
instrument; 

6. there is no action, suit, proceeding, inquiry or investigation, at law or in equity, 
before or by any court, governmental agency, public board or body pending or, to the best 
knowledge of the Redevelopment Agency, threatened against the Redevelopment Agency in any 
material respect affecting the existence of the Redevelopment Agency or the titles of its officers 
to their respective offices or in any way contesting or affecting the validity or enforceability of 



the Parking Garage Site Lease or contesting the powers of the Redevelopment Agency or its 
Redevelopment Agency to perform its obligations under the Parking Garage Site Lease, or which 
would have a material adverse effect on the Redevelopment Agency's ability to perform its 
obligations under the Parking Garage Site Lease; 

7. the Parking Garage Site Lease constitutes a valid and legally binding obligation of 
the Redevelopment Agency enforceable in accordance with its terms, subject to laws relating to 
bankruptcy, insolvency or other laws affecting the enforcement of creditors' rights generally and 
the application of equitable principles if equitable remedies are sought; and 

8. the resolution of the Redevelopment Agency, Resolution No. 2-98, adopted on 
February 10, 1998, at a meeting of the Board of Directors of the Redevelopment Agency duly 
called, noticed and conducted, at which a quorum was present and acting throughout, a certified 
copy of which is attached as Exhibit A hereto, authorizing the execution, delivery and due 
performance of the Parking Garage Site Lease, is in full force and effect at the date hereof and 
has not been amended, modified or supplemented. 

[THE REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK] 



Dated: April 1 8,2007 

REDEVELOPMENT AGENCY OF THE CITY OF 
MODEST0 

Chair 

BY: qc&m M6Jkk-b 
Jean Morris 
Secretary 



EXHIBIT A 

CERTIFICATE REGARDING REDEVELOPMENT AGENCY RESOLUTION 

I, Jean Morris, hereby certify that I am the Secretary of the Board of Directors of the 
Redevelopment Agency of the City of Modesto (the "Redevelopment Agency"), a public body, 
corporate and politic, duly organized and existing under the laws of the State of California, and 
that as such I am authorized to execute this Certificate on behalf of the Redevelopment Agency. 

I hereby further certify that the attached resolution is a full, true and correct copy of 
Resolution No. 2-98, adopted at the regular meeting of the Board of Directors of the 
Redevelopment Agency held on February 10, 1998, of which meeting all of the members of the 
Commission had due notice and at which a quorum was present and acting throughout. 

I hereby further cedify that I have carefully compared the same with the original 
resolution so adopted at said meeting and that it is a full, true and correct copy of said resolution; 
and that said resolution has not been amended, modified or rescinded since the date of adoption 
and is now in full force and effect. 

Dated: April 18, 2007 

REDEVELOPMENT AGENCY OF THE CITY OF 
MODEST0 

. 
BY: .M&hh 

Jean Morris 
Secretary 



MODESTO REDEVELOPMENT AGENCY 
RESOLUTIONNO. 2-98 

A RESOLUTION OF THE REDEVELOPMENT AGENCY OF 
THE CITY OF MODEST0 AUTHORIZING THE EXECUTION 
AND DELIVERY OF A SITE LEASE, A REIMBURSEMENT. 
AGREEMENT AND AUTHORIZING AND APPROVING SUCH 
OTHER DOCUMENTS AM) THE TAKING OF ALL 
NECESSARY ACTION IN CONNECTION THEREWITH 

WHEREAS, the Redevelopment Agency of the City of Modesto (the "Agency") is 
a redevelopment agency, a public body, corporate and politic duly created, established and 
authorized to transact business and exercise its powers, all under and pursuant to the Community 
Redevelopment Law (Part 1 of Division 24 of the Health and Safety Code of the State of 
California, the "Law"); and 

WHEREAS, the Agency has the general purpose of redevelopment and the 
elimination of blight and the provision of public facilities as set forth in the Redevelopment Plan; 
and 

WHEREAS, the City of Modesto (the "City"), the County of Stanislaus (the 
"County") and the City-County Capital Improvements and Financing Agency (the "Financing 
Agency"), in conjunction with the Agency, have determined to undertake a mixed-use 
development, including, among other uses, the construction and acquisition of the improvements 
for retail and office uses, a public parking garage, a City-County administration building, more 
commonly known as the 10th Street Place Project (the " 10th Street Place Project") to be located 
in the Downtown Redevelopment Project Area (the "Project Area"), together with other public 
capital improvements, including the rehabilitation of a Communications Dispatch Center and the 
acquisition and construction of a Police Headquarters Building (collectively, the "Project"); and 

WHEREAS, in order to implement the 10th Street Place Project, the City, the 
County, the Redevelopment Agency and the Agency have entered into, among other documents, 
a Master Agreement (the "Master Agreement"), dated July 22, 1997, which agreement sets forth 
responsibilities of the parties with respect to the development of the 10th Street Place Project; 
and 

WHEREAS, in furtherance of the Project, the Financing Agency has agreed to 
undertake on behalf of the Agency the acquisition, construction and equipping of a component of 
the Project consisting of a Public Parking Garage and certain other related capital improvements 
(the "Agency Improvements"); and 



WHEREAS, pursuant to Health and Safety Code Section 33445 of the Law, the 
Agency is authorized, as provided in its redevelopment plan, to assist in the installation and 
construction of public improvements within the Project Area; and 

WHEREAS, Section 33445 of the Law provides, in part, that notwithstanding 
Section 33440 of the Law, an agency may, with the consent of the legislative body, pay all or 
part of the value of the land for and the cost of the installation and construction of any building, 
facility, structure, or other improvement which is publicly owned either within or without the 
project area, if the legislative body determines that the improvements are of benefit to the project 
area, no other reasonable means of financing the improvements are available to the community 
and the payment of hnds by the agency will eliminate one or more of the blighting conditions 
within the project area; and 

WHEREAS, on July 27, 1997 the Agency held a public hearing and pursuant to 
Resolution No. 23-97 made, with the consent of the City Council of the City, the findings 
required by Section 33445 of the Law; and 

WEREAS, the Agency has determined to direct the execution of a Site Lease (as 
hereinafter defined) pursuant to which the Agency will lease certain real property to the Modesto 
Public Financing Authority (the "Authority1'), a joint exercise of powers authority duly organized 
and existing under a Joint Exercise of Powers Agreement, dated as of December 1, 1989, 
between the City and the Industrial Development Authority of the City of Modesto, and the 

@ Authority will in turn lease the Site, together with the improvements to be constructed or 
installed thereon, to the City to the City; and 

WHEREAS, in consideration of the delivery of the Site Lease, the Authority will 
provide for the fmancing of the Project, together with the refinding of certain obligations of the 
City, through the issuance of its Lease Revenue Bonds, Series 1998 (Capital Improvements and 
Refinancing Project) (the "Bonds"); and 

WHEREAS, the Agency desires to support the construction and provision of the 
Agency Improvements (as further described in Exhibit A to the Reimbursement Agreement as 
described below), such improvements to be initially paid from the proceeds of the Bonds; and 

WHEREAS, the Agency has had presented to it and has considered the following: 

(1) A fom of Site Lease (the "Site Lease"), by and between the 
Agency and the Authority pursuant to which the Agency will lease certain real 
property to the Authority; and 

(2) A form of Reimbursement Agreement (the 
"Reimbursement Agreement"), by and between the Agency and the City, pursuant 



to which the Agency will agree to reimburse the City for the costs of the Agency 
Improvements. 

WHEREAS, all acts, conditions and thmgs required by the Law, and by all other 
laws of the State of California, to exist, to have happened and to have been performed precedent 
to and in connection with the execution and delivery of said documents exist, have happened, 
and have been performed in regular and due time, form and manner as required by law, and the 
Agency is now duly authorized and empowered, pursuant to each and every requirement of law, 
in the manner and upon the terns herein provided; 

NOW, THEREFORE, BE IT RESOLVED, by the Redevelopment Agency as 
follows: 

SECTION 1. Declaration of Board. This Board hereby specifically finds and 
declares that the actions authorized hereby constitute and are 
public affairs of the Agency and that the statements, findings and 
determinations of the Board set forth in the preambles above and in 
the documents approved herein are true and correct. 

SECTION 2. Approval of Site Lease. The Site Lease, substantially in the form 
submitted to this meeting, is hereby approved, and the 
Chairperson, Executive Director, or the Secretary of the Agency 
(collectively, the "Authorized Officers"), are hereby authorized and 
directed to execute and deliver, for and in the name of and on 
behalf of the Agency, the Site Lease with such additions, changes 
and corrections as said officers may approve upon consultation 
with Agency Counsel and Brown & Wood LLP, as Bond Counsel to 
the Agency ("Bond Counsel"), such approval to be conclusively 
evidenced by the execution and delivery of the Site Lease. 

SECTION 3. The proposed form of 
Reimbursement Agreement on file with the Secretary of the 
Agency, is hereby approved. Any of  the Authorized Officers are 
hereby directed to execute and deliver the Reimbursement 
Agreement in substantially said form, with such additions thereto 
or changes therein as such officers may require, recommend or 
approve upon consultation with Agency Counsel and Bond 
Counsel to the Agency, such approval to be conclusively 
evidenced by the execution and delivery thereof. 



SECTION 4. Other A&ons. The Chairperson, Executive Director, Secretary 
and the other officers of the Agency are hereby authorized and 
directed, jointly and severally, to do any and all things and to 
execute and deliver any and all documents which they may deem 

. necessary or advisable in order to consummate the execution and 
delivery of the Reimbursement Agreement and the Site Lease. 
Such actions previously taken by such O % C ~ ~ S  are hereby ratified, 
confirmed and approved. 

SECTION 5 .  f a t .  This Resolution shall take effect immediately upon its 
passage. 

The foregoing resolution was introduced at a special meeting of the 
Redevelopment Agency of the City of Modesto held on the 1 0 t hday of February, 1998, by 
Agency Member Smith , who moved its adoption, which motion being 
duly seconded by Agency Member Friedman , was upon roll call carried 
and the resolution adopted by the following vote: 

AYES: AgencyMembes: Conrad, F i s h e r ,  Friedman, 
S m i t h ,  C h a i r p e r s o n  Lang 

NOES: Agency Members: s e rpa 

ABSENT: Agency members: ~ ~ b b  

ATTEST: 
.E& ADAMS, Secretary 

APPROVED AS TO FORM;- A 

MICHAEL D. MTLICH, General Counsel 



MINUTES 

MODEST0 REDEVELOPMENT AGENCY 
Ctty Cauncll C h d r s ,  Crty Hatl 

a01 11th Street 
Ibdesto, Cal l fornia 

H f m S  . 
SPECIAL REMVELOPIIEWT M€KY MEET1116 

TUESDAY, FEBRUARY 10, 1998, AT 1:00 P.W. 

Roll Cal l  - Pnsent: & m y  Medeft Conrad, Fisher, Frledun, k r p r ,  Smith, 
Chairperson Lang 

Absent: Agency k k r  Oobbs 

msm Irms - ROLL CALL W E  RLQVtfED: Item A 

m: ( F r ~ e b n / f i s ) m ,  unm.; lbbbs, absent) 

COSISEKl 
A. hppmual o f  the minutes of the specl i l  RaUevelopent Agency met ing  o f  

January 6, 1998 
{Hotion approving needed. ) 

m: By motion (Frfcdrum/Flshet, unan.; bbbs, absent) minutes 
~ P P ~ M .  , 

(Clerk to handle) - 
0.. Steve b r k e  spoke regarding dmtown rejuvmat4an. 

C. Constder 10th street Place Omd Flnmclng. 
(Resolutlon authwlzhg the erecutton and dellvery o f  r s i t e  lease, a 
relclburs-nt agnerent md authorlzlng and approvfng related documents 
m d  action In comectiocl therewl t h  needed.) 

m: Res. 2-98 adopted (Smith/Fritdun, u j o t i t y ;  Serpr, no; Dobbs, 
absent) authorizing the execution and deltvery o f  a s l t e  lease, a 
n lnkr rsar rn t  agree#nt and authorlzlng md approving related 
documents a d  act ton I n  connect fa r  thereui th. 

[CW t o  M a )  

0. ~ o n s i d r  -nt i o  10th street mace Staging mriamt. 
(Resolution apprwlyl  a change t o  the 10th Str tet  Place Staging 
Aqreamt and rathorizlrrg the Exuutfve Oir tctor t o  execute the 
kenbmt t o  the Clgretment meded. ) 

m: -#re 3-98 ado ted (Fri&an/Lang, unm.; Dobbs, rbsmt) rpprovfng 
a a m  t o  tlL 10th s t m t  a q c m  hm-n t  

authorlzlng the Erecutlve Director t o  execute the llrmdnent t o  the 
Agmcmcnt . 

(ebb to htndle) 

E. Consider autho+!ztng Execut~ve Director t o  execute m amendment to the 
k s t e r  AQrceaent bctmen the County o f  Stmislaus, the Wodetta 
Rcdavalopwnt Agency, the City of Hodesto, md the City/Coumt Capltal 
Iqm-ts n( Financing Joint  P a r r s  Agency tr eliminate $ service 
paren1 withis the 3PA s l t e  a d  t o  approve a l o t  l i n e  adjustment. 
(Resolution authorizing exectttlon of amendment t o  agre#nt needed.) 

: Ues. 4-98 adopted ( F n l b a n / k i t h ,  mm.; Ikbbs, absent) 
authorlzlng execution of amendment t o  agreement. 

(am to h8ndle) 

6. The meeting w i l l  dJwm t o  the Chairperson's chubers fo r  r Closed 
Sesslon to  consider tk following: 

CMFLIIENCE UlW LfW - m C I P A T D  LITIBIITIm 

S lgn l f l cmt  erposure t o  1 i t l g r t i o n  pursuant t o  subdlvl sfon [b) of 
Sectlon 54356.9 o f  the Covemment Code: One case. 

A s lgn l f i cm t  exposure t o  l l t i g r t l o n  against the Wadesto redevelopent 
Agency exlsts based on the following facts and circumstances: There I s  



a dispute wlth the lessee of tha n r l  pmprty located a t  1002 9th 
Street over the uount of mlocrtlon benefits that the RIM I s  obligated 
t o  pay under State l ru .  

Name o f  cases: 
s t ~ ~ s u p e r i d  cwrt 
of  st0 vs 

Case Wo. 148362. 

Meetlng adjourned t o  Closed Sesslm a t  I:06 p.m. Cowrsel returned a t  7:35 
p.m. to  report no actlon had hen taken. 

A7lEST: 
JW(UDAI(S, Agency Stmtrry 



$62,275,000 
MODEST0 PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

CLOSING CERTIFICATE OF THE FINANCING AGENCY 

The undersigned, Jim Ridenour, Vice-Chair of the City-County Improvements and 
Financing Agency (the "Financing Agency") and Christine Ferraro Tallman, Secretary of the 
Financing Agency, hereby certify as follows: 

1. they are now, and at all times since April 10, 2007 have been, duly qualified 
President and Secretary of the Financing Agency. 

2. the Financing Agency is a joint exercise of powers Financing Agency, duly 
organized and existing under laws of the State of California; 

3. by all necessary official action of the Financing Agency, the Financing Agency 
duly authorized and approved the execution and delivery of the Facilities Lease (City-County 
Administration Building), dated as of March 1, 1998 (the "Administration Building Lease") by 
and between the Financing Agency and the Modesto Public Financing Authority and the 
performance by the Financing Agency of the obligations on its parts contained therein; 

4. compliance with the provisions on the Financing Agency's part contained in the 
Administration Building Lease, does not in any material respect conflict with or constitute a 
breach of or default under any law, administrative regulation, judgment, decree, loan agreement, 
indenture, bond, note, resolution, agreement or other instrument to which the Financing Agency 
is a party or is otherwise subject, nor does any compliance result in the creation or imposition of 
any lien, charge or other security interest or encumbrance of any nature whatsoever upon any of 
the properties or assets of the Financing Agency under the terms of any such law, administrative 
regulation, judgment, decree, loan agreement, indenture, bond, note, resolution, agreement or 
other instrument, except as provided in the Administration Building Lease; 

5. the Financing Agency is not in any material respect in breach of or default under 
any applicable law or administrative regulation of the State or the United States of America or 
any applicable judgment or decree or any loan agreement, indenture, bond, note, resolution, 
agreement or other instrument to which the Financing Agency is a party or is otherwise subject, 
and no event has occurred and is continuing which, with the passage of time or the giving of 
notice or both, would constitute a default or an event of default under any such instrument; 

6. there is no action, suit, proceeding, inquiry or investigation, at law or in equity, 
before or by any court, governmental agency, public board or body pending or, to the best 
knowledge of the Financing Agency, threatened against the Financing Agency in any material 
respect affecting the existence of the Financing Agency or the titles of its officers to their 
respective offices or in any way contesting or affecting the validity or enforceability of the 
Administration Building Lease or contesting the powers of the Financing Agency or its 



Financing Agency to enter into, adopt or perform its obligations under the Administration 
Building Lease, or which would have a material adverse effect on the Financing Agency's ability 
to perform its obligations under the Administration Building Lease; 

7. the Administration Building Lease constitutes a valid and legally binding 
obligation of the Financing Agency enforceable in accordance with its terms, subject to laws 
relating to bankruptcy, insolvency or other laws affecting the enforcement of creditors' rights 
generally and the application of equitable principles if equitable remedies are sought; and 

8. the resolution of the Financing Agency, Resolution No. 98-1, adopted on 
February 10, 1998, at a meeting of the Commission of the Financing Agency duly called, noticed 
and conducted, at which a quorum was present and acting throughout, a certified copy of which 
is attached as Exhibit A hereto, authorizing the execution, delivery and due performance of the 
Administration Building Lease, is in full force and effect at the date hereof and has not been 
amended, modified or supplemented. 
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Dated: April 18,2007 

CITY-COUNTY IMPROVEMENTS AND 
FINANCING AGENCY 

By: y 
Jim Ridenour 
Vice-Chair 

By: I J 

Christine Ferraro Tallman 
Secretary 



EXHIBIT A 

CERTIFICATE REGARDING FINANCING AGENCY RESOLUTION 

I, Christine Ferraro Tallman, hereby certify that I am the Secretary of the Commission of 
the City-County Improvements and Financing Agency (the "Financing Agency"), a joint exercise 
of powers authority organized under the laws of the State of California, and that as such I am 
authorized to execute this Certificate on behalf of the Financing Agency. 

I hereby further certify that the attached resolution is a full, true and correct copy of 
Resolution No. 98- 1, adopted at the regular meeting of the Commission of the Financing Agency 
held on February 10, 1998, of which meeting all of the members of the Commission had due 
notice and at which a quorum was present and acting throughout. 

I hereby further certify that I have carefully compared the same with the original 
resolution so adopted at said meeting and that it is a full, true and correct copy of said resolution; 
and that said resolution has not been amended, modified or rescinded since the date of adoption 
and is now in full force and effect. 

Dated: April 18,2007 

CITY-COUNTY IMPROVEMENTS AND 
FINANCING AGENCY 

By: 
Clnistine Ferraro Tallman 

Secretary 



CITY-COUNTY CAPITAL IMPROVEMENTS 
AND FINANCING AGENCY 

Resolution No. 98- 1 

A RESOLUTION OF THE CITY-COUNTY CAPITAL IMPROVEMENTS 
AND FXNANCING AGENCY AUTHOFUZXNG THE EXECUTION AND 
DELIVERY OF A FACLITIES LEASE (CITY-COUNTY BUILDING) AM) 
AUWORIZING AND APPROVING SUCH OTHER DOCUMENTS ANX) THE 
TAKING OF A.LL NECESSARY ACTION IN CONNECTION THEREWITH 

RESOLVED, by the Commission of the City-County Capital Improvements and 
Financing Agency: 

WHEREAS, the City-County Capital Improvements and Financing Agency (the 
"Agency"), a joint exercise of powers agency organized and existing under Chapter 5 of 
Division 7 of Title 1 of the Government Code of the Sfate of California (the "Act") and Joint 
Exercise of Powers Agreement, dated December 17, 1996 (the " P A  Agreement") by and 
between the County of Stanislaus (the "County") and the City of Modesto (the "City") with the 
power to lease and/or purchase real property; and 

WHEREAS, the City, the County and the Redevelopment Agency of the City of Modesto 
(the "Redevelopment Agency"), in conjunction with the Agency, have determined to undertake a 
mixed-use project, including, among other uses, retail and office uses, a public parking garage, a 
City-County administration building, more commonly know as the 10th Street Place Project, 
together with other public capital improvements, including the acquisition and construction of a 
Police Headquarters Building and the rehabilitation and equipping o f  the Communication 
Dispatch Center (collectively, the "Project"); and 

WHEREAS, in order to implement the 10th Street Place Project, the City, the County, the 
Redevelopment Agency and the Agency have entered into, among other documents, a Master 
Agreement, dated July 22, 1997, which agreement sets forth the responsibilities of the parties 
with respect to the development of the 10th Street Place Project; and 

WHEREAS, the Agency has determined it is in the public interest that the Agency direct 
the execution of a Facilities Lease (City-County Building) (the "Facilities Lease"), dated as of 
March 1, 1998, by and between the Agency and Modesto Public Financing Authority (the 
t'Authorityll), pursuant to which the Agency will lease the City's interests in and to the City- 
County Administration Building, together with the City's interest in common areas therein (the 



"City Facilities"), to the Authority, and the Authority will in turn lease the City's interest in the 
City Facilities, to the City pursuant to the terms of a LeasePurchase Agreement, dated as of 
March 1, 1998, by and between the City and the Authority; and 

WHEREAS, in consideration of the delivery of the Facilities Lease (City-County 
Building), the Authority has determined to provide for the financing of the Project, together with 
the refunding of certain obligations of the City, through the issuance of its Lease Revenue Bonds, 
Series 1998 (Capital Improvements and Refinancing Project); and 

WHEREAS, all acts, conditions and things required by the Law, and by all other laws of 
the State of California, to exist, to have happened and to have been performed precedent to and in 
connection with the execution and delivery of said documents exist, have happened, and have 
been performed in regular and due time, form and manner as required by law, and the Agency is 
now duly authorized and empowered, pursuant to each and every requirement of law, in the 
manner and upon the terms herein provided; 

NOW, THEREFORE, BE IT RESOLVED BY THE MEMBERS OF THE 
COMMISSION OF THE CITY-COUNTY CAPITAL IMPROVEMENTS AND FINANCING 
AGENCY AS FOLLOWS: 

SECTION 1. Declaration of Commission. This Commission hereby specifically finds 
and declares that the actions authorized hereby constitute and are public affairs of the Agency @ and that the statements, findings and determinations of the Commission set forth in the 
preambles above and in the documents approved herein are true and correct. 

SECTION 2. . The Facilities Lease 
(City-County Building), substantially in the form submitted to this meeting, is hereby approved, 
and the President, Vice President or the Secretary of the Agency (collectively, the "Authorized 
Officers"), are hereby authorized and directed to execute and deliver, for and in the name of and 
on behalf of the Agency, the Facilities Lease (City-County Building) with such additions, 
changes and corrections as said Authorized Officers may approve upon consultation with Agency 
Counsel and Bond Counsel, such approval to be conclusively evidenced by the execution and 
delivery of the Facilities Lease (City-County Building). 

SECTION 3. -. The President, Vice President, Secretary and other officers 
of the Agency are hereby authorized and directed, jointly and severally, to do any and all things 
and to execute and deliver any and all documents which they may deem necessary or advisable in 
order to consummate the execution and delivery of the Facilities Lease (City-County Building). 
Such actions previously taken by such officers are hereby ratified, confirmed and approved. 

SECTION 4. Effect. This Resolution shall take effect immediately upon its passage. 

F:\APPS\CAOFFICE\TINA\RESOLUTIU PA. 1 



@ 
ADOPTED AND APPROVED THIS 10th day of February 1998 by the following vote: 

AYES: Board Members: Blom, Friedman, Simon, Tewes, Wilson and 
President Lang 

NOES: Board Members: None 

ABSENT: Board Members: None 

CITY-COUNTY CAPITAL 
IMPROVEMENTS AND FINANCING 
AGENCY 

ATTEST: 

CHRISTINE FEKJMRO TALLMAN, Clerk 

APPROVED AS TO FORM: 

MICHAEL D. MILICH, General Counsel 



THX GOVERNING COMMISSION 
OF THE CITY/COUNTY JOINT POWERS AGENCY 

Regular Session Tuesday February 10, 1998 

Board Members Present 
Richard Lang 
Kenni Friedman 
J. Edward Tewes 

Nick Blom 
Reagan Wilson 
Ray Simon 

FA3 wan. Acknowledged receipt of a letter of 1/26/98 from the Public Art Committee regarding 
recommendations for art in the 10th Street Place (1 -40 

S/F unan. Approved the minutes of 12/9/97 (1-156 

FIS unan. Approved the modification to the 10th Street Place Staging Plan and authorized the 
Project Manager to execute an amendment to the staging plan (1-168 

S/F unan. Approved the FaciIiticsLease Purchase Agreement and the Agency Agreement by and 
between the City-County Capital Improvements and Financing Agency and the Stanislaus 
County Capital Improvements Financing Authority and authorized the Project Manager to 
execute the agreements (1 -265 

B/F unan. Approved the Facilitieskease Purchase Agreement by and between the cityCounty 
Capital Improvements and Financing Agency and the Modesto Public Financing Authority and 
authorized the Project Manager to execute the agreement (1 -620 

S B  wan. Approved an amendment to the Master Agreement between the City-County Capita) 
Improvements and Financing Agency, the City of Modesto, the Modesto Redevelopment Agency 
and the County of Stanislaus to eliminate the service parcel and adjust the lot line between the 
JPA parcel and the RDA parcel and authorized the Project Manager to execute the amendment to 
the Master Agreement (1-91 1 

B/W unan. Confmed the bid opening date of 2/18/98, not later than 2 9 5  p.m. (1-1032 

Adjourned at 2:08 p.m. 

ATTESTED: Christine Ferraro Tallman, Clerk 
of the Governing Board of the 
Joint Powers Agreement o f  the 
City of Modesto and the County of Stanislaus 
State of California 

The above is a summary of the minutes of the Governin Board of the Joint Powers & ommission. Complete minutes are available from the 8 lerk of the Board's office.) 



CITY-COUNTY JOINT POWERS AGENCY 
1100 H STREET 

MODESTO, CA 95354 

I hereby certm that the foregoing is a fhll, 
true and correct copy of the Original entered 
in the Miuutes of the Joint Powers Agency. 

CHRTSTrn FERRARO 
Clerk of the City of Modesto, County of Stanislaus, ' 

Joint Powers Agency 1 
k ., . - 



$62,275,000 
MODEST0 PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

CERTIFICATE OF THE TRUSTEE AND 1998 ESCROW AGENT 

The undersigned, The Bank of New York Trust Company, N.A., as trustee (the 
"Trustee") in its capacity as trustee under the Indenture (as hereinafter defined) and in its 
capacity as escrow agent under the 1998 Escrow Agreement (as hereinafter defined), does hereby 
certify as follows: 

1. This Certificate is being provided in connection with the issuance of the Modesto 
Public Financing Authority Lease Revenue Refunding and Capital Improvement Bonds (the 
"Series 2007 Bonds") by the Modesto Public Financing Authority (the "Authority") pursuant to 
that certain Indenture, dated as of April 1, 2007 (the "Indenture"), by and between the Authority 
and .the Trustee. 

2. The Trustee is a national banking association duly organized and validly existing 
under .the laws of the United States of America. 

3. The Trustee has full corporate trust powers and authority to serve as Trustee 
under the Indenture and to perform its obligations and duties under the Indenture, the Continuing 
Disclosure Agreement, dated April 18, 2007 (the "Continuing Disclosure Agreement), by and 
between the City of Modesto (the "City") and The Bank of New York Trust Company, N.A., as 
dissemination agent, the Auction Agreement, dated as of April 1, 2007 (the "Auction 
Agreement"), by and between the Trustee and Deutsche Bank Trust Company Americas, as 
Auction Agent, and agreed to by the Authority and the Escrow Agreement, dated as of April 1, 
2007 (the "1998 Escrow Agreement") by and between the Authority and the Trustee, as escrow 
agent thereunder 

4. The Indenture, the Continuing Disclosure Agreement, 1998 Escrow Agreement 
and the Auction Agreement have been executed by a duly authorized officer of the Trustee. 

5. The Series 2007 Bonds have been duly authenticated by the Trustee. 

6. The Trustee's action in serving as trustee under the Indenture and as escrow agent 
under the 1998 Escrow Agreement are in full compliance with, and do not conflict with, any 
applicable law or governmental regulation currently in effect, and do not conflict with or violate 
any contract to which the Trustee is a party or any administrative or judicial decision by which 
the Trustee is bound. 



Dated: April 18, 2007 

THE BA.NK OF NEW YORK TRUST 
COMPANY, N.A., as Trustee and Escrow Agent 



THE BANK OF NEW YORK TRUST COMPANY, N. A. 

SECRETARY'S CERTIFICATE 

I do hereby certify that: 

(i) I am the duly elected Assistant Secretary of The Bark of New York Trust 
Company, N. A., a national banking association (the "N.A."); 

(ii) Attached hereto as Exhibit "A" is a true, correct copy of Signing Authorities 
extracts from by-laws of the N.A. adopted by action of the Board of Directors of 
the N.A. and presently in effect; 

(iii) Attached hereto as Exhibit "B" is a list of the persons who, as of the date hereof, 
are certain duly elected officers of the N.A., which lists sets forth the title of each 
such officer next to his or her typed name, with which officers I am personally 
familiar; and 

IN WITNESS WHEREOF, I have hereunto executed this Certificate as Assistant Secretary 
of the N.A. and affixed the seal of the N.A, this lath day of April, 2007.. 

Rosalinda !i&.bXquiM, Assistant Secretary 
The Bark o m e w  York Trust Company, N.A. 

(Corporate Seal) ' 

I hereby certify that as of the date hereof that Rosalinda Ronquillo is the duly elected 
Assistant Secretary of The Bank of New York Trust Company, N.A. and that .the 
signature which appears on the foregoing pages is the signature of Rosalinda Ronquillo 
and that it is a signature with which I am personally familiar and do certify as to its 
authenticity. 

Dated: April 18,2007 

Title: p e  President 



Extracts from By-Laws 

The Bank of New York Trust Company, N.A. 

As Amended Through January 20,2005 

ARTICLE V 
SIGNING AUTHORITIES 

Section 5.1 Real Property. Real property owned by the Association in its own right shall not 
be deeded, conveyed, mortgaged, assigned or transferred except when duly authorized by a resolution 
of the Board. The Board may from time-to-time authorize officers to deed, convey, mortgage, assign 
or transfer real property owned by the Association in its own right with such maximum values as the 
Board may fix in its authorizing resolution. 

Section 5.2. Senior S i l i n  Powers. Subject to the exception provided in Section 5.1, the 
President and any Executive Vice President is authorized to accept, endorse, execute or sign any 
document, instrument or paper in the name of, or on behalf of, the Association in all transactions 
arising out of, or in connection with, the normal course of the Association's business or in any 
fiduciary, representative or agency capacity and, when required, to affix the seal of the Association 
thereto. In such instances as in the judgment of the President, or any Executive Vice President may be 
proper and desirable, any one of said officers may authorize in writing from time-to-time any other 
officer to have the powers set forth in this section applicable only to the performance or discharge of 
the duties of such officer within his or her particular division or function. Any officer of the 
Association authorized in or pursuant to Section 5.3 to have any of the powers set forth therein, other 
than the officer signing pursuant to this Section 5.2, is authorized to attest to the seal of the Association 
on any documents requiring such seal. 

Section 5.3. Limited Signing Powers. Subject to the exception provided in Section 5.1, in such 
instances as in the judgment of the President or any Executive Vice President, may be proper and 
desirable, any one of said officers may authorize in writing from time-to-time any other officer, 
employee or individual to have the limited signing powers or limited power to affix the seal of the 
Association to specified classes of documents set forth in a resolution of the Board applicable only to 
the performance or discharge of the duties of such officer, employee or individual within his or her 
division or function. 

Section 5.4. Powers of Attorney. All powers of attorney on behalf of the Association shall be 
executed by any officer of the Association jointly with the President, any Executive Vice President, or 
any Managing Director, provided that the execution by such Managing Director of said Power of 
Attorney shall be applicable only to the performance or discharge of the duties of said officer within 
his or her particular division or function. Any such power of attorney may, however, be executed by 
any officer or officers or person or persons who may be specifically authorized to execute the same by 
the Board of Directors. 

Section 5.5. Auditor. The Auditor or any officer designated by the Auditor is authorized to 
certify in the name of, or on behalf of the Association, in its own right or in a fiduciary or 
representative capacity, as to the accuracy and completeness of any account, schedule of assets, or 
other document, instrument or paper requiring such certification. 



SIGNING AUTHORITY RESOLUTION 

Pursuant to Article V, Section 5.3 of the By-Laws 

RESOLVED that, pursuant to Section 5.3 of the By-Laws of the Association, authority be, and 

hereby is, granted to the President or any Executive Vice President, in such instances as in the 

jud,gment of any one of said officers may be proper and desirable, to authorize in writing from time-to- 

time any other officer, employee or individual to have the limited signing authority set forth in any one 

or more of the following paragraphs applicable or~ly to the performance or discharge of the duties of 

such officer, employee or individual within his or her division or function: 

(A) All signing authority set forth in paragraphs (B) through (I) below except Level C 
which must be specifically designated. 

(Bl) Individuals authorized to accept, endorse, execute or sign any bill receivable; 
certification; contract, document or other instrument evidencing, embodying a 
commitment with respect to, or reflecting the terms or conditions of, a loan or an 
extension of credit by the Association; note; and document, instrument or paper of any 
type, including stock and bond powers, required for purchasing, selling, transferring, 
exchanging or otherwise disposing of or dealing in foreign currency, derivatives or any 
form of securities, including options and futures thereon; in each case in transactions 
arising out of, or in connection with, the normal course of the Association's business. 

(B2) Individuals authorized to endorse, execute or sign any certification; disclosure 
notice required by law; document, instrument or paper of any type required for judicial, 
regulatory or administrative proceedings or filings; and legal opinions. 

(Cl) Authority to accept, endorse, execute or sign or effect the issuance of any 
cashiers, certified or other official check; draft; order for payment of money; check 
certification; receipt; certificate of deposit; money transfer wire; and internal transfers 
resulting in a change of beneficial ownership; in each case, in excess of $1 00,000,000 
with single authorization for all transactions. 

(C2) Authority to accept, endorse, execute or sign or effect the issuance of any 
cashiers, certified or other official check; draft; order for payment of money; check 
certification; receipt; certificate of deposit; money transfer wire; and internal transfers 
resulting in a change of beneficial ownership; in each case, in excess of $1 00,000,000*. 

(C3) Authority to accept, endorse, execute or sign or effect the issuance of any 
cashiers, certified or other official check; draft; order for payment of money; check 
certification; receipt; certificate of deposit; money transfer wire; and internal transfers 
resulting in a change of beneficial ownership; in each case, in an amount up to 
$100,000,000. 

(C4) Authority to accept, endorse, execute or sign or effect the issuance of any 
cashiers, certified or other official check; draft; order for payment of money; check 



certification; receipt; certificate of deposit; money transfer wire; and intemal transfers 
resulting in a change of beneficial ownership; in each case, in an amount up to 
$10,000,000. 

(C5) Authority to accept, endorse, execute or sign or effect the issuance of any 
cashiers, certified or other official check; draft; order for payment of money; check 
certification; receipt; certificate of deposit; money transfer wire; and internal transfers 
resulting in a change of beneficial ownership; in each case, in an amount up to 
$5,000,000. 

(C6) Authority to accept, endorse, execute or sign or effect the issuance of any 
cashiers, certified or other official check; draft; order for payment of money; check 
certification; receipt; certificate of deposit; money transfer wire; and internal transfers 
resulting in a change of beneficial ownership; in each case, in an amount up to 
$1,000,000. 

(C7) Authority to accept, endorse, execute or sign or effect the issuance of any 
cashiers, certified or other official check; draft; order for payment of money; check 
certification; receipt; certificate of deposit; money transfer wire; and intemal transfers 
resulting in a change of beneficial ownership; in each case, in an amount up to 
$250,000. 

(C8) Authority to accept, endorse, execute or sign or effect the issuance of any 
cashiers, certified or other official check; draft; order for payment of money; check 
certification; receipt; certificate of deposit; money transfer wire; and internal transfers 
resulting in a change of beneficial ownership; in each case, in an amount up to $50,000. 

(C9) Authority to accept, endorse, execute or sign or effect the issuance of any 
cashiers, certified or other official check; draft; order for payment of money; check 
certification; receipt; certificate of deposit; money transfer wire; and internal transfers 
resulting in a change of beneficial ownership; in each case, in an amount up to $5,000. 

*Dual authorization is required by any combination of senior officer 
and/or Sector Head approved designee for non-exempt transactions. 
Single authorization required for exempt transactions. 

(Dl) Authority to accept, endorse, execute or sign any contract obligating the 
Association for the payment of money or the provision of services in an amount up 
to $1,000,000. 

(D2) Authority to accept, endorse, execute or sign any contract obligating the 
Association for the payment of money or the provision o f  services in an amount up 
to $250,000. 

(D3) Authority to accept, endorse, execute or sign any contract obligating the 
Association for the payment of money or the provision of services in an amount up 
to $50,000. 

(D4) Authority to accept, endorse, execute or sign any contract obligating the 
Association for the payment of money or the provision of services in an amount up 
to $5,000. 

(E) Authority to accept, endorse, execute or sign any guarantee of signature to 
assignments of stocks, bonds or other instnln~ents; certification required for 
transfers and deliveries of stocks, bonds or other instruments; and document, 



instrument or paper of any type required in connection with any Individual 
Retirement Account or Keogh Plan or similar plan. 

(F') Authority to accept, endorse, execute or sign any certificate of authentication as 
bond, unit investment trust or debenture trustee and on behalf of the Association as 
registrar and transfer agent. 

(G)  Authority to accept, endorse, execute or sign any bankers acceptance; letter of 
credit; and bill of lading. 

(H) Authoiity to accept, endorse, execute or sign any document, instrument or 
paper of any type required in connection with the ownership, management or 
transfer of real or personal property held by the Association in trust or in connection 
with any transaction with respect to which the Association is acting in any fiduciary, 
representative or agency capacity, including the acceptance of such fiduciary, 
representative or agency account. 

(11) Authority to effect the extemal movement of ffee delivery of securities and 
internal transfers resulting in changes of beneficial ownership. 

(12) Authority to effect the movement of securities versus payment at market or 
contract value. 

(4 Authority to either sign on behalf of the Association or to affix the seal of the 
Association to any of the following classes of documents: Trust Indentures, Escrow 
Agreements, Pooling and Servicing Agreements, Collateral Agency Agreements, 
Custody Agreements, Trustee's Deeds, Executor's Deeds, Personal Representative's 
Deeds, Other Real Estate Deeds for property not owned by the Association in its 
own right, Corporate Resolutions, Mortgage Satisfactions, Mortgage Assignments, 
Trust Agreements, Loan Agreements, Trust and Estate Accountings, Probate 
Petitions, responsive pleadings in litigated matters and Petitions in Probate Court 
with respect to Accountings, Contracts for providing customers with Association 
products or services. 

(N) Individuals authorized to accept, endorse, execute or sign intemal transactions 
only, (i.e., general ledger tickets); does not include the authority to authorize 
extemal money movements, intemal money movements or internal free deliveries 
that result in changes of beneficial ownership. 

RESOLVED, that any signing authority granted pursuant to this resolution may be rescinded 

by the President or any Executive Vice President and such signing authority shall terminate without the 

necessity of any further action when the person having such authority leaves the employ of the 

Association. 



THE BANK OF NEW YORK TRUST COMPANY, N.A. 

I, the undersigned, Heather A. Sisler, Assistant Secretary of The Bank of New York Trust 

Company, N.A., a national banking association organized under the laws of the United States 

(the "Association") and located in the State of California, DO HEREBY CERTIFY that the 

following individuals are duly appointed and qualified Officers of the Association: 

Officer 
Michael K. Klumnan 
Frank P. sulzbeYger 
Maria E. Allison 
Eladia Burgos 
M. Rose Bystrom 
Milly P. Canessa 
Teresa R. Fructuoso 
Evelyn T. Furukawa 
Mark A. Golder 
Vicki Herrick 
Inga Keldsen 
Josephine Libunao 
Carol J. Nelson 
Jacqueline M. Nowak 
Linda G. Ojeda 
Sandee' Parks 
Teresa Petta 
Lisa Stroud 
Deborah Young 
Melonee Young 
Gregory B. Chenail 
Patncia Cronin 
Priscilla R. Dedoro 
Kathleen Gylland 
Mary D. Lee 
Alan Maravilla 
Patrick Matanane 
Marina Meza 
Melinda Murrell 
Agnes Obando 
Aurora Y. Quiazon 
Gloria Ramirez 
Rosalinda Ronquillo 
Peny Tobe 
Johanna K. Tokunaga 
Gonzalo Urey 
Christopher Davy 
Elizabeth Doomey 
Chnstina Garchitorena 
Rena Kajita 
Helen B. McNulty 
Teresa Perea Moreno 

Title 
President 

Signing Authority 
X (Senior) 

Managing Director X (senior) 
Vice President A, C1, J 
Vice President A, C2, J 
Vice President & Assistant Secretary A, C1, J 
Vice President A, C4, J 
Vice President A, C2, J 
Vice President & Assistant Secretary A, C1, J 
Vice President A, C2, J 
Vice President A, C4, J 
Vice President & Assistant Secretary A, C1, J 
Vice President A, C2, J 
Vice President & Assistant Secretary A, C1, J 
Vice President A, C4, J 
Vice President & Assistant Secretary A, C1, J 
Vice President A, C1, J 
Vice President A, C2, J 
Vice President A, C2, J 
Vice President A, C3, J 
Vice President A, C2, J 
Assistant Vice President A, C4, J 
Assistant Vice President A, C4, J 
Assistant Vice President A, C4, J 
Assistant Vice President A, C4, J 
Assistai~t Vice President A, C4, J 
Assistant Vice President A, C4, J 
Assistant Vice President A, C4, J 
Assistant Vice President A, C4, J 
Assistant Vice President A, C4, J 
Assistant Vice President A, C4, J 
Assistant Vice President A, C4, J 
Assistant Vice President A, C4, J 
Assistant Vice President & Assistant Secretary A, C4, J 
Assistant Vice President A, C4, J 
Assistant Vice President A, C4, J 
Assistant Vice President A, C4, J 
Assistai~t Treasurer A, C4, J 
Assistant Treasurer A, C4, J 
Assistant Treasurer A, C4, J 
Assistant Treasurer A, C4, J 
Assistant Treasurer A, C4, J 
Assistant Treasurer A, C4, J 



Gene Romaine 
Zenaida Rodriguez 
Fe R. Tuzon 

Assistant Treasurer 
Assistant Treasurer 
Assistant Treasurer 

I further certify that as of this date they have been authorized to sign on behalf of the 

Association in discharging o r  performing their duties in accordance with the senior and limited 

signing powers provided under  Article V, Sections 5.2 and 5.3 of the By-Laws of the Association 

and  the paragraphs indicated above of the signing authority resolution of the Board of Directors 

of the Association. 

Attached hereto are t rue  and correct copies of excerpts of the By-Laws of the Association 

and the signing authority resolution, which have not been amended o r  revised since January  20, 

2005 and are in full force and effect. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed the seal of The  Bank 

of New York Trust  Company, N.A. this 9th day of February, 2007. 



$62,275,000 
MODEST0 PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

CERTIFICATE OF THE 1997 ESCROW AGENT 

The undersigned, U.S. Bank National Association, as escrow agent (the "1997 Escrow 
Agent") under the Escrow Agreement, dated as of April 1,2007 (the " 1997 Escrow Agreement") 
by and between the 1997 Escrow Agent and the Modesto Public Financing Authority (the 
"Authority"), does hereby certify as follows: 

1. The 1997 Escrow Agent i s  a national banking association duly organized and 
validly existing under the laws of the United States of America. 

2. The 1997 Escrow Agent has full corporate trust powers and authority to perform 
its obligations and duties under the 1997 Escrow Agreement and the 1997 Escrow Agreement 
has been executed by a duly authorized officer of the 1997 Escrow Agent. 

3. To the best knowledge of the 1997 Escrow Agent, the 1997 Escrow Agent's 
action in serving as the escrow agent under the 1997 Escrow Agreement is in full compliance 
with, and does not conflict with, any applicable law or governmental regulation currently in 
effect, and does not conflict with or violate any contract to which the respective Escrow Agent is 
a party or any administrative or judicial decision by which the 1997 Escrow Agent is bound. 

4. The 1997 Escrow Agent acknowledges receipt from The Bank of New York Trust 
Company, N.A., as trustee under the Indenture, dated as of April 1, 2007, relating to the Modesto 
Public Financing Authority Lease Revenue Refunding and Capital Improvement Bonds, Series 
2007, the amount of $2,291,176.18, which the 1997 Escrow Agent will deposit in the escrow 
fund created pursuant to the 1997 Escrow Agreement. 

[THE REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK] 



Dated: April 18,2007 

U. S. BANK NATIONAL ASSOCIATION, as 1997 
Escrow Agent 

By: -@O/k/rr-+vr- 
UAU thorized Officer 



AUTHORIZED SIGNER(S1 

I hereby certify that the following is a true and exact extract of Article VI of the Bylaws 

presently in effect for U.S. Bank National Association, an association organized and existing 

under the laws of the United States: 

ARTICLE VI. 
CONVEYANCES, CONTRACTS, ETC. 

All transfers and conveyances of real estate, mortgages, and transfers, endorsements or 
assignments of stock, bonds, notes, debentures or other negotiable instruments, securities or 
personal property shall be signed by any elected or appointed officer. 

All checks, drafts, certificates of deposit and all funds of the Association held in its own 
or in a fiduciary capacity may be paid out by an order, draft or check bearing the manual or 
facsimile signature of any elected or appointed officer of the Association. 

All mortgage satisfactions, releases, all types of loan agreements, all routine 
transactional documents of the Association, and all other instruments not specifically provided 
for, whether to be executed in a fiduciary capacity or otherwise, may be signed on behalf of the 
Association by any elected or appointed officer thereof. 

The Secretary or any Assistant Secretary of the Association or other proper officer may 
execute and certify that required action or authority has been given or has taken place by 
resolution of the Board under this Bylaw without the necessity of further action by the Board. 

I further certify that Myrna P. Choroski of U.S. Bank National Association, has been duly elected 

and qualified and now holds the office listed herein, and that the signature of such officer is 

authentic: 

Myrna P. Choroski 
Assistant Vice WILL SIGN: 
President 6 

/ 

IN WITNESS WHEREOF, I have hereunto set my hand to be affixed hereto this 18th day of 

April 2007. 

U.S. Bank National Association 



$62,275,000 
MODEST0 PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT BONDS 
SERIES 2007 

CERTIFICATE OF THE AUCTION AGENT 

The undersigned, Deutsche Bank Trust Company Americas, as auction agent (the 
"Auction Agent") under the Auction Agreement, dated as of April 1, 2007 (the "Auction 
Agreement") by and between the Auction Agent and The Bark of New York Trust Company, 
N.A. (the "Trustee"), does hereby certify as follows: 

1. the Auction Agreement and the Broker Dealer Agreement, dated as of April 1, 
2007 (the "Broker-Dealer Agreement") by and between the Auction Agent, Banc of America 
Securities LLC and the Modesto Public Financing Authority have been duly authorized, 
executed and delivered by the Auction Agent; 

2. the Auction Agent has full power and authority to carry out its obligations under 
the Auction Agreement and the Broker-Dealer Agreement; and 

3. there is no action, suit, proceeding, inquiry or investigation at law or in equity 
before or by any court, public board or body pending or known to be threatened against or 
affecting the Auction Agent where an unfavorable decision, ruling or finding would adversely 
affect the transactions contemplated by the Auction Agreement and Broker-Dealer Agreement. 

[THE REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK] 



Dated: April 18, 2007 

DEUTSCHE BANK TRUST COMPANY 
AMERICAS, as Auction Agent 

By: 4&cdg 
By: 

Authorized Officer 



15~2-12 CERTIFICATE OF BOND INSURER 

CIFG Assurance North America, Inc. ("CIFG"), by its undersigned authorized 
officer, hereby certifies as follows in connection with the bond insurance policy (the 
"Policy") to be issued by CIFG with respect to the $62,275,000 Modesto Public 
Financing Authority Lease Revenue Refunding and Capital Improvement Bonds, Series 
2007 (the "Bonds"): 

1. This Certificate is delivered solely to enable the underwriters of the Bonds to 
comply with Rule 15c2-12 under the Securities Exchange Act of 1934 (the 
"Rule") in connection with the offering and sale of the Bonds. 

2. CIFG has agreed to issue the Policy provided that all conditions set out in its 
Bond Insurance Conmitment with respect to the Policy have been satisfied. 

3. The information with respect to CIFG included on the cover of and under the 
headings "THE BOND INSURER" and "APPENDIX G - SPECIMEN 
MUNICIPAL BOND INSURANCE POLICY" in the Official Statement dated 
April 11, 2007 with respect to the Bonds (the "Official Statement") was final as of 
the date thereof within the meaning of the Rule. 

4. In delivering this Certificate, CIFG does not admit that it is an Issuer of Municipal 
Securities within the meaning of the Rule and does not make any representations 
whatsoever as to any information in the Official Statement except as expressly set 
forth in Paragraph (3) above. 

Date: April 18, 2007 

CIFG ASSURANCE NORTH AMERICA, INC. 

By: Li!uZL 
Michael S. Knopf 1 
Managing Director and Vice President 



CERTIFICATE OF BOND INSURER AS TO OFFICIAL STATEMENT 

CIFG Assurance North America, Inc. ("CIFG"), by its undersigned duly authorized 
officer, hereby certifies as follows in connection with the Official Statement dated 
April 11, 2007 (the "Official Statement") relating to the $62,275,000 Modesto Public 
Financing Authority Lease Revenue Refunding and Capital Improvement Bonds, Series 
2007 with respect to which CIFG is issuing its bond insurance policy and endorsements 
thereto (the "Policy") effective as of the date hereof: 

1. The statements contained in the Official Statement under the heading "THE 
BOND INSURER insofar as such statements constitute summaries of the matters 
referred to therein, accurately reflect and fairly present the information purported 
to be shown and, insofar as such statements describe CIFG, fairly and accurately 
describe CIFG. 

2. The form of Policy contained in the Official Statement under the heading 
"APPENDIX G - SPECIMEN MUNICIPAL BOND INSURANCE POLICY" is 
a true and complete copy of the form of Policy. 

CIFG makes no certifications or representations whatsoever as to any statements or 
, 

information in the Official Statement other than the specific statements and information 
expressly referred to in paragraphs 1 and 2 above. 

IN WITNESS WHEREOF, CIFG has caused this Certificate to be executed as of the date 
set forth below by the duly authorized officer of CIFG whose name and title appear 
below. 

Date: April 18,2007 

CIFG ASSURANCE NORTH AMERICA, INC. 

Michael S. Knopf I 
Managing Director and Vice President 



CIFG 
TRIPLE-A FEMCIAL GWARA,W 

CIFG Assurance North America, Inc. 
825 Third Avenue, Sixth Floor 

New York, NY 10022 
For information, contact (212) 909-3939 

Toll-free (866) 243-4212 

FINANCIAL GUARANTY INSURANCE POLICY 

ISSUER: Modesto Public Financing Authority Policy No.: CIFG NA- 1568 

CUSIP: 607796AX7 Effective Date: April 18, 2007 

OBLIGATIONS: $62,275,000 Lease Revenue Refunding and Capital Improvement Bonds, Series 2007 

CIFG ASSURANCE NORTH AMERICA, INC. ("CIFG N A ) ,  for consideration received, hereby UNCONDITIONALLY AND 
IRREVOCABLY GUARANTEES to each Policyholder, subject only to the terms and conditions of this Policy (which includes each 
endorsement hereto), the full and complete payment by or on behalf of the Issuer of Regular Payments of principal of and interest on the 
Obligations. 

For the further protection of each Policyholder, CIFG NA irrevocably and unconditionally guarantees: 
a 

(1) payment of any amount required to be paid under this Polic wing CIFG NA's receipt of notice and instruments of 
assignment as described in Endorsement No. 1 hereto and 

(2) payment of the amount of any dis n the Obligations made during the Term of this Policy to such 
Policyholder that is subsequently avoided in ent under applicable law, all as described in Endorsement No. 
1 hereto. 

CIFG NA shall be subrogated to the rights of each Policyholder to receive payments under the Obligations to the extent of any payment by 
CIFG NA hereunder. Upon disbursement in respect of an Obligation, CIFG NA shall become the owner of the Obligation, appurtenant coupon, if 
any, and all rights to payment of principal thereof or interest thereon. 

The following terms shall have the meanings specified below, subject to and including any modifications set forth in any endorsement 
hereto, for all purposes of this Policy. "Effective Date," "Issuer" and "Obligations" mean, respectively, the Effective Date, Issuer and Obligations 
referenced above. "Policyholder" means, if the Obligations are in book-entry foml, the registered owner of any Obligation as indicated on the 
registration books maintained by or on behalf of the Issuer for such purpose or, if the Obligations are in bearer form, the holder of any Obligation; 
provided, however, that any trustee acting on behalf of and for the benefit of such registered owner or holder shall be deemed to be the 
Policyholder to the extent of such trustee's authority. "Regular Payments" means payments of interest and principal which are agreed to be made 
during the Term of this Policy in accordance with the original terms of the Obligations when issued and without regard to any amendment or 
modification of such Obligations thereafter; payments which become due on an accelerated basis as a result of (a) a default by the Issuer or any 
other person, (b) an election by the Issuer to pay principal or other amounts on an accelerated basis or (c) any other cause, shall not constitute 
"Regular Payments" unless CIFG NA shall elect, in its sole discretion, to pay such principal due upon such acceleration together with any 
accrued interest to the date of acceleration. "Term of this Policy" has the meaning set forth in Endorsement No. 1 hereto. 

This Policy sets forth in full the undertaking of CIFG NA, and shall not be modified, altered or affected by any other agreement or 
instrument, including any modification or amendment thereto or to the Obligations (except a contemporaneous or subsequent agreement or 
instrument given by CIFG NA or to which CIFG NA has given its written consent) or by the merger, consolidation or dissolution of the Issuer. 
The premiums paid in respect of this Policy are nonrefundable for any reason whatsoever, including payment, or provision being made for 
payment, of the Obligations prior to maturity. This Policy may not be cancelled or revoked during the Term of this Policy, including for 
nonpayment of premium due to CIFG NA. Payments under this Policy may not be accelerated except at the sole option of CIFG NA. 

In witness whereof, CIFG ASSURANCE NORTH AMERICA, INC. has caused this Policy to be executed on its behalf by its Authorized 
Officer. 

4 

Michael S. Knopf 
Managing Director and ~ k e  President 

CIFGNA Bonds-1 (8-04) 
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ENDORSEMENT NO. 1 
TO FINANCIAL GUARANTY INSURANCE POLICY NO. CIFG NA-1568 

CIFG ASSURANCE NORTH AMERICA, INC. 

1. Definitions. For all purposes of this Policy, the terms specified below shall have 
the meanings or constructions provided below. Capitalized terms used without definition herein 
shall have the meanings provided in the documents governing the Obligations unless the context 
shall otherwise require. 

"Business Day" means any day (other than a Saturday or Sunday) that in the City of New 
York is neither a legal holiday nor a day on which banking institutions are authorized or 
obligated by law or executive order to be closed. 

Inc. and its successors and 
permitted assigns. 

"Policy" means this Financial and includes each endorsement 
thereto. 

(as defined below), if any, prior to 12:OO noon, New York City time, on a Business Day; delivery 
either on a day that is not a Business Day, or after 12:OO noon, New York City time, shall be 
deemed to be Receipt on the next succeeding Business Day. If any notice or certificate given 
hereunder by the Policyholder is not in proper form or is not properly completed, executed or 
delivered in all material respects, it shall be deemed not to have been Received, and CIFG NA or 
its Fiscal Agent shall promptly so advise the Policyholder and the Policyholder may submit an 
amended notice. 

"Regular Payment Date" means (i), when referring to interest on an Obligation, the stated 
date for payment of interest and (ii), when referring to the principal of an Obligation, the stated 
final maturity date thereof or the date on which the same shall have been duly called for 
mandatory redemption (by sinking fund or otherwise) and does not refer to any earlier date on 
which payment is due by reason of call for redemption (other than by such mandatory 
redemption), acceleration or other advancement of maturity unless CIFG NA shall elect, in its 
sole discretion, to pay such principal due upon such acceleration together with any accrued 
interest to the date of acceleration. 

"Regular Payments" means any and all regularly scheduled payments of principal of and 
interest on the Obligations required to be made in accordance with their original terms and 
without regard to any subsequent amendment or modification thereof except amendments or 
modifications to which CIFG NA has given its prior written consent. Regular Payments shall not 
include, nor shall coverage be provided under this Policy in respect of: (I) payments which 
become due on an accelerated basis as a result of (a) a default by the Issuer or any other person, 
(b) an election by the Issuer to make payment on an accelerated basis, or (c) any other cause, 

CIFG NA Endorse-1 (8-04) 
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TRIPLE-A FINANCIAL GUARAMY 

unless CIFG NA shall elect, in its sole discretion, to pay any amount due upon such acceleration 
together with any accrued interest to the date of acceleration; (2) any an~ounts due in respect of 
the Obligations attributable to any increase in interest rate, penalty or other sum payable by the 
Issuer by reason of any default or event of default in respect of the Obligations, whether by the 
Issuer or any other person, or by reason of any deterioration of the creditworthiness of the Issuer 
or any other person, or (3) any taxes, withholding or other charge imposed by any governmental 
authority due in connection with the payment of any Regular Payment to the Policyholder. 

"Term of this Policy" means the period from and including the Effective Date to and 
including the date on which (i) all Regular Payments have been paid and the Obligations have 
been terminated in accordance with their terms; (ii) any period during which any Regular 
Payment could have been avoided in whole or in part as a preference payment under applicable 
bankruptcy, insolvency, receivership or similar law shall have expired; and (iii) if any 
proceedings requisite to avoidance as a preference payment have been commenced prior to the 
occurrence of (i) and (ii), a final and nonappealable in resolution of each such proceeding 
has been entered. 

2. Following 
Receipt by CI e form 
attached as Exhibit A to this 'Notice of Claim and Certificate"), CIFG NA will 
pay any amount payable her ct of Regular Payments on the Obligations on (i) in 
respect of the first Regular Payment  atea after Receipt by CIFG NA of such Notice of Claim and 
Certificate, the later to occur of (a) 10:OO a.m., New York City time, on the Business Day 
following such Receipt and (b) 10:OO a.m., New York City time, on the Regular Payment Date 
on which such payment is due on the Obligations and (ii) in respect of each subsequent Regular 
Payment Date after Receipt by CIFG NA of such Notice of Claim and Certificate, 10:OO a.m., 
New York City time, on the Regular Payment Date on which such payment is due on the 
Obligations. Payments due hereunder in respect of Regular Payments will be disbursed to the 
Policyholder by wire transfer of immediately available funds to such account as the Policyholder 
shall specify in writing at the time of or prior to the delivery of the Notice of Claim and 
Certificate in respect of such Regular Payment. 

CIFG NA shall be entitled to pay any amount hereunder in respect of Regular Payments 
on the Obligations, including any amount payable upon its election on the Obligations on an 
accelerated basis, whether or not any notice and certificate shall have been Received by CIFG 
NA as provided above; provided, however, that by acceptance of this Policy the Policyholder 
agrees to provide upon request to CIFG NA a Notice of Claim and Certificate in respect of any 
such payments or deliveries made by CIFG NA. CIFG NA's obligation hereunder in respect of 
Regular Payments shall be discharged to the extent funds are disbursed by CIFG NA as provided 
herein whether or not such funds are properly applied by any custodian or agent appointed by the 
Policyholder. 

3. Notices and Conditions to Payment in Respect of Regular Payments Avoided as 
Preference Payments. If any Regular Payment paid in respect of the Obligations during the Term 
of this Policy is avoided as a preferential transfer or similar payment (a "Preference Payment") 
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TRLPLE-A FINANCIAL GUARAMY 

under applicable bankruptcy, insolvency, receivership or similar law ("Insolvency Law"), CIFG 
NA will pay such amount out of the funds of CIFG NA on the later of (a) the date when due to 
be paid pursuant to the Order referred to below or (b) the first to occur of (i) the fourth Business 
Day following Receipt by CIFG NA from the Policyholder of (A) a certified copy of the order 
(the "Order") of the court or other governmental body of competent jurisdiction to the effect that 
the Policyholder is required to return all or part of such Regular Payment because such payment 
was avoidable as a Preference Payment under applicable Insolvency Law, (B) a certificate of the 
Policyholder that the Order has been entered and is not subject to any stay and (C) an assignment 
duly executed and delivered by the Policyholder in such form as is reasonably required by CIFG 
NA, and provided to the Policyholder by CIFG NA, irrevocably assigning to CIFG NA all rights 
and claims of the Policyholder relating to or arising under the Obligations against the Issuer or its 
estate or otherwise with respect to such Preference Payment or (ii) the date of Receipt by CIFG 
NA from the Policyholder of the items referred to in clauses (A), (B) and (C) above if, at least 
four Business Days prior to suc shall have Received written notice 
from the Policyholder that such items were t n such date and such date was 
specified in such notice. Such payme the receiver, conservator, debtor-in- 
possession or trustee in bankruptc not the Policyholder directly (unless 
the Policyholder has previously er, conservator, debtor-in- 
possession or trustee in bankrup ich case such payment shall be 
disbursed to the Policyholder up onably satisfactory to CIFG NA). 

4. Fiscal Agent. At any time during the Term of this Policy, CIFG NA may appoint 
a fiscal agent (the "Fiscal Agent") for purposes of this Policy by written notice to the 
Policyholder at the notice address specified in the documents governing the Obligations 
specifying the name and notice address of the Fiscal Agent. From and after the date of receipt of 
such notice by the Policyholder, (i) copies of all notices and documents required to be delivered 
to CIFG NA pursuant to this Policy shall be simultaneously delivered to the Fiscal Agent and 
CIFG NA and shall not be deemed Received until Received by each, and (ii) all payments 
required to be made by CIFG NA under this Policy may be made directly by CIFG NA or by the 
Fiscal Agent on behalf of CIFG NA. The Fiscal Agent is the agent of CIFG NA only and the 
Fiscal Agent shall in no event be liable to any Policyholder for any acts of the Fiscal Agent or 
any failure of CIFG NA to deposit, or cause to be deposited, sufficient funds to make payments 
due under the Policy. 

5. Notices. All notices to be given hereunder shall be in writing (except as otherwise 
specifically provided herein) and shall be mailed by registered mail or personally delivered or 
telecopied to CIFG NA as follows: 

CIFG Assurance North America, Inc. 
825 Third Avenue, Sixth Floor 
New York, New York 10022 
Attention: General Counsel 
Telecopy No.: (212) 909-3959 
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TRIPLE-A FINANCIAL GUARAMY 

CIFG NA may specify a different address or addresses by writing mailed or delivered to 
the Policyholder. 

6. Priorities. In the event that any term or provision of the face of this Policy is 
inconsistent with the provisions of this Endorsement, the provisions of this Endorsement shall 
take precedence and shall be binding. 

7. Assignment of CIFG NA Obligations. The obligations of CIFG NA hereunder 
may be assigned to any affiliate of CIFG NA that is licensed as a financial guaranty insurance 
corporation, provided that at the time of such assignment the insurance strength or insurance 
financial strength of such affiliate is rated at least equal to the insurance strength or insurance 
financial strength of CIFG NA, and that the rating of the Obligations shall not have been reduced 
as a result of such assignment, by Moody's Investors Service and Standard & Poor's Ratings 
Group or their respective successors as nationally recognized statistical rating organizations. 

8. Surrender of Policy. The Policyholder shall surrender this Policy to CIFG NA for 
cancellation upon expiration of the Term of this Policy. 

A, INC. has caused 
this Endorsement No. 1 

Authorized office; 

Michael S. Knopf 
Managing Director and Vice President 



Exhibit A 
To Endorsement No. 1 

NOTICE OF CLAIM AND CERTIFICATE 

CIFG Assurance North America, Inc. 
825 Third Avenue, Sixth Floor 
New York, NY 10022 

The undersigned, a duly authorized officer of [Policyholder] (or any permitted 
successor or assignee of its rights under the Obligations defined below) (the "Policyholder"), 
hereby certifies to CIFG Assurance North America, Inc. ("CIFG NA"), with reference to Financial 
Guaranty Insurance Policy No. CIFG NA-1568 having an Effective Date of April 18,2007 (the 
"Policy") issued by CIFG NA in respect of the Obligations (capitalized terms used without 
definition herein having the meanings provided in the ~ol.&$,unless the context shall otherwise 
require), that: G, 4. \, 

8 ''? 

9, g 4 '; . 
(i) The Policyholder is &&oficjihchder under the Policy. 13f '*-Y 

(ii) [The Policyh$T%$ h& not been timely advised in writing by the Issuer as 
to a source of funds reasonably satisfactory to the Policyholder sufficient to make 
payment in full of a Regular Payment required to be made on the immediately 
following Regular Payment Date] [The Regular Payment required to be made on 
the Regular Payment Date falling on [date] has not been paid in full]. The Regular 
Payment has been calculated as follows: [show calculation]. 

(iii) Accordingly, the Policyholder is hereby making a claim under the Policy 
for the amount of the foregoing Regular Payment and, when due, any subsequent 
Regular Payments. The Policyholder will withdraw this Notice of Claim and 
Certificate, or submit a restated Notice of Claim and Certificate reducing the 
amount of the claim hereunder, if the required amount of any Regular Payment 
has been reduced (including reduction to zero) on or prior to any date on which 
CIFG NA is required to make payment or delivery under the Policy. 

(iv) If the Policyholder receives from the Issuer and CIFG NA an amount in 
excess of a Regular Payment, the Policyholder shall immediately return the excess 
amount to CIFG NA. 

(v) In consideration of the payments made and to be made to the Policyholder 
by CIFG NA under the Policy, the Policyholder hereby assigns to CIFG NA all of 
its interest in and rights with respect to the Obligations (including the documents 
governing the Obligations). The foregoing assignment is in addition to, and not in 
limitation of, rights of subrogation otherwise available to CIFG NA in respect of 
such payments. Payments to CIFG NA in respect of the foregoing assignment 



shall in all cases be subject to and subordinate to the rights of the Policyholder to 
receive all Regular Payments in respect of the aforementioned Obligations. The 
Policyholder shall take such action and deliver such instruments as may be 
reasonably requested or required by CIFG NA to effectuate the purpose or 
provisions of this clause (v). 

(vi) The Policyholder hereby agrees that, so long as no CIFG NA Termination 
Event (as defined below) shall have occurred and be continuing, CIFG NA may at 
any time during the continuation of any proceeding by or against the Issuer under 
any applicable bankruptcy, insolvency, receivership, rehabilitation or similar law 
(an "Insolvency Proceeding") direct all matters relating to such Insolvency 
Proceeding, including without limitation, (A) all matters relating to such 
Insolvency Proceeding seeking the avoidance as a preferential transfer of any 
payment made with respect to the Obligations (a "Preference Claim"), (B) the 
direction of any appeal of any order relating to any Preference Claim at the 
expense of CIFG NA and (C) the posting of any surety, supersedeas or 
performance bond pending any such appeal. *@ addition, so long as no CIFG 

Policyholder 
hereby agrees that 

respect to any court order 
A "CIFG NA 

Termination Event" shall be any event of default specified in the documents 
governing the Obligations with respect to CIFG NA as insurer of the Obligations 
or, if none is so specified, either: (i) CIFG NA's failure to make a payment 
required under the Policy in accordance with its terms or (ii) its institution of a 
proceeding seeking a judgment of insolvency or bankruptcy; the institution 
against it of such a proceeding or petition that is not dismissed, discharged or 
stayed within 180 days of the institution of such a proceeding or petition; or the 
appointment of an administrator, provisional liquidator, conservator, receiver, 
trustee, custodian or other similar official for it or for all or substantially all of its 
assets. 

(vii) Payment should be made by wire transfer directed to the following 
account in [city] : 

[Policyholder' s wire transfer information] 



IN WITNESS WHEREOF, the Policyholder has executed and delivered this Notice of 
Claim and Certificate as of the day of 9 

[POLICYHOLDER] 

BY 

Title 

For CIFG NA or 
Fiscal Agent Use Only 

4-• - < 

Wire transfer sent on , r: by 
$ Ff *';. + . +,- 

Confirmation Number <'. -, , 6 
Ir 

dpsf" '' - 
4Yca - 

fi*7 ' - f *-$ / 
& .. -% 

6 7 
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ENDORSEMENT NO. 2 
TO FINANCIAL GUARANTY INSURANCE POLICY NO. CIFG NA-1568 

CIFG ASSURANCE NORTH AMERICA, INC. 

Notwithstanding the terms and provisions contained in this Policy, it is further understood that 
any person who, with intent to defraud or knowing that he is facilitating a fraud against an 
insurer, submits an application or files a claim containing a false or deceptive statement is guilty 
of insurance fraud. 

IN WITNESS WHEREOF, CIFG ASSURANCE NORTH AMERICA, INC. has caused 
this Endorsement No. 2 to be executed by its Authorized Officer. 

CIFG ASSURANCE NORTH AMERICA, INC. 

kiithorized Officer I 
Michael S. Knopf 

Managing Director and Vice President 

CIFGNA Fraud Endorse-2 (8-04) 



ENDORSEMENT NO. 3 
TO FINANCIAL GUARANTY INSURANCE POLICY NO. CIFG NA-1568 

CIFG ASSURANCE NORTH AMERICA, N C .  

THIS POLICY IS NOT COVERED BY THE CALIFORNIA INSURANCE 
GUARANTY ASSOCIATION SPECIFIED IN CAL. INS. CODE $1063 ET SEQ. 

IN WITNESS WHEREOF, CIFG ASSURANCE NORTH AMERICA, INC. has caused 
this Endorsement No. 3 to be executed by its Authorized Officerc 

I 4  

Authorized Officer I 

Michael S. Knopf 
Managing Director and Vice President 

CIFGNA Bonds Endorse-3-NY (8-04) 



SIDLEY AUSTIN LLP 

555 CALIFORNIA STREET 
SAN FRANCISCO, CA 94104 

(415) 772 1200 
(41 5) 772 7400 FAX 

f l  S I D L E Y  A U S T I N  LLP 

BElJlNG 
BRUSSELS 
CHICAGO 
DALLAS 
FRANKFURT 
GENEVA 

HONG KONG 
LONDON 

FOUNDED 1866 

LOS ANGELES 
NEW YORK 
SAN FRANCISCO 
SHANGHAI 
SINGAPORE 
SYDNEY 

TOKYO 
WASHINGTON. D.C. 

April 18,2007 

Modesto Public Financing Authority 
Modesto, California 

City of Modesto 
Modesto, California 

$62,275,000 
Modesto Public Financing Authority 

Lease Revenue Refunding and Capital Improvement Bonds 
Series 2007 

Ladies and Gentlemen: 

We have acted as bond counsel to the Modesto Public Financing Authority (the "Authority") in 
connection with the issuance of its Lease Revenue Refunding and Capital Improvement Bonds, Series 
2007 (the "Bonds") in the aggregate principal amount of $62,275,000. The Bonds are issued pursuant to 
Article 4 of Chapter 5 of Division 7 of Title 1 of the Government Code of .the State of California and an 
Indenture, dated as of April 1, 2007 (the "Indenture") between the Authority and The Bank of New York 
Trust Company, N.A., as trustee (the "Trustee"). Capitalized terms not otherwise defined herein shall 
have the meanings set forth in the Indenture. 

In connection with the issuance of the Bonds, the City of Modesto (the "City") has leased certain 
properties to the Authority pursuant to a sublease, dated as of April 1, 2007 (the "Sublease") between the 
Authority and the City. The Authority has in turn leased such properties to the City pursuant to the terms 
of a facility lease, dated as of April 1, 2007 (the "Facility Lease") between the City and the Authority. 
The Bonds are secured as to payment from the Base Rental Payments to be made by .the City to the 
Authority under the Facility Lease and certain other revenues and moneys pledged under the Indenture. 

We have examined a certified copy of the record of proceedings relating to the execution and 
delivery of the Bond and such other documents and records of the Authority and the City as we have 
deemed necessary for the purpose of this opinion. We have assumed the genuineness of all documents 
and signatures presented to us. We have not undertaken to verify independently, and have assumed, the 
accuracy of the factual matters represented, warranted or certified in the documents. Furthermore, we 
have assumed compliance with all covenants and agreements contained in the Indenture, the Facility 
Lease and the Sublease, including (without limitation) covenants and agreements compliance with which 
is necessary to assure that future actions, omissions or events will not cause interest on the Bonds to be 
included in gross income for federal income tax purposes. 

Certain requirements and procedures contained or referred to in the Indenture, the Facility Lease 
and the Sublease, or other documents pertaining 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, 

Sidley Austin U P  is a limited liability partnership practicing in affiliation with other Sidley Austin partnerships 
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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 the exclusion from gross income for federal income tax 
purposes of interest on the Bonds on and after the date on which any such change occurs or action is taken 
upon the advice or approval of counsel other than ourselves. 

Based on the foregoing and our examination of existing constitutional, statutory and decisional 
law, such legal proceedings and such other documents as we deem necessary to render this opinion, we 
are of the opinion that: 

1. The Bonds have been duly authorized, executed and delivered by the Authority and are 
legal, valid and special limited obligations of the Authority, payable from Revenues pledged therefore 
under the Indenture. 

2. The Indenture has been duly authorized, executed and delivered by the Authority and 
constitutes a legal, valid and binding obligation of the Authority. 

3.  The Facility Lease has been duly authorized, executed and delivered by the City and the 
Authority and constitutes the legal, valid and binding obligation of the parties thereto. 

4. The Sublease has been duly authorized, executed and delivered by the City and the 
Authority and constitutes the legal, valid and binding obligation of the parties thereto. 

5.  Based on existing statutes, regulations, rulings and judicial decisions and assuming 
compliance by the Authority and the City with certain covenants in the Indenture, the Facility Lease and 
Sublease and requirements of the Internal Revenue Code of 1986, as amended (the "Code"), regarding the 
use, expenditure and investment of proceeds of the Bond and the timely payment of certain investment 
earnings to the United States, interest on the Bonds is not includable in the gross income of the owners of 
the Bonds for federal income tax purposes. Failure to comply with such covenants and requirements may 
cause interest on the Bonds to be included in gross income retroactively to the date of issuance of the 
Bonds. 

6. Interest on the Bonds is not treated as an item of tax preference in calculating the federal 
alternative minimum taxable income of individuals and corporations. Interest on the Bonds, however, is 
included as an adjustment in the calculation of federal. corporate alternative minimum taxable income and 
may .therefore affect a corporation's alternative minimum tax liability. 

7.  Interest on the Bonds is exempt from personal income taxes imposed by the State of 
California. 

We express no opinion with respect to any collateral tax consequences resulting from the 
ownership or disposition of, or the accrual or receipt of interest on, the Bonds. 

With respect to the opinions expressed herein, the rights and obligations under the Bonds, the 
Indenture, the Facility Lease and the Sublease are subject to bankruptcy, insolvency, reorganization, 
arrangement, fraudulent conveyance, moratorium and other laws relating to or affecting the enforcement 
of creditors' rights generally, to the application of equitable principles (regardless of whether such 
enforceability is considered in equity or at law), to the exercise of judicial discretion in appropriate cases 
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and to the limitations on legal remedies against joint exercise of powers authorities or cities in the State of 
California. In addition, we express no opinion with respect to any indemnification, contribution, penalty, 
choice of law, choice of forum, consent to non jury trial or waiver provisions contained in the foregoing 
documents. 

The opinions expressed herein are based on an analysis of existing laws, regulations, rulings and 
court decisions. Such opinions may be adversely affected by actions taken or events occurring, including 
a change in law, regulation or ruling (or in the application or official interpretation of any law, regulation 
or ruling) after the date hereof. We have not undertaken to determine, or to inform any person, whether 
such actions are taken or such events occur, and we have no obligation to update this opinion in light of 
such actions or events. 

Respectfully submitted, 
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(415) 772 1200 

(415) 772 7400 FAX 

BElJlNG 

BRUSSELS 
CHICAGO 

DALLAS 

FRANKFURT 

GENEVA 
HONG KONG 

LONDON 

FOUNDED 1866 

LOS ANGELES 

NEW YORK 
SAN FRANCISCO 

SHANGHAI 

SINGAPORE 

SYDNEY 
TOKYO 

WASHINGTON. D.C. 

April 18,2007 

Banc of America Securities LLC, 
as Underwriter 

Re: $62,275,000 
Modesto Public Financing Authority 

Lease Revenue Refunding and Capital Improvement Bonds 
Series 2007 

Ladies and Gentlemen: 

This opinion is rendered pursuant to Sections 9(f)(6) of the Bond Purchase Contract, 
dated April 11, 2007 (the "Purchase Contract"), by Banc of America Securities LLC (the 
"Underwriter") and the Modesto Public Financing Authority (the "Authority"), providing for the 
purchase by the Underwriter of the Authority's $62,275,000 aggregate principal amount of Lease 
Revenue Refunding and Capital Improvement Bonds Series 2007 (the "Series 2007 Bonds"). 
The Series 2007 Bonds are being issued pursuant to an Indenture, dated as of April 1, 2007 (the 
"Indenture") by and between the Authority and The Bank of New York Trust Company, N.A., as 
Trustee. All capitalized terms used herein and not otherwise defined shall have the meaning 
ascribed to such terms in the Purchase Contract. 

We have served as bond counsel to the Authority in connection with the sale and delivery 
of the Bonds. In that capacity we have reviewed such documents, certificates, opinions and other 
matters to the extent we deemed necessary to render the opinion set forth herein. In rendering 
this opinion, we are not expressing any opinion or view on the validity, accuracy or sufficiency 
of documents, certificates or opinions that we examined, and we assumed, but did not 
independently verify, that the signatures on all documents, certificates and opinions that we 
reviewed are genuine. As to questions of fact material to our opinion, we have relied upon the 
certified proceedings and other certifications of the Authority and the City of Modesto (the 
"City") and various public officials furnished to us without undertaking to verify the same by 
independent investigation. 

Based upon the foregoing, we are of the opinion that: 

(i) The Series 2007 Bonds are not subject to registration pursuant to the 
registration requirements of the Securities Act of 1933, are municipal securities within 
the meaning of the Securities Exchange Act of 1934, as amended, and the Indenture is 
exempt from qualification as an indenture pursuant to the Trust Indenture Act of 1939; 

Sidley Austin UP is a limited liability partnership practicing in affiliation with other Sidley Austin partnerships 
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(ii) The Purchase Contract has been duly authorized, executed and delivered 
by the Authority, and, assuming due authorization, execution and delivery by the other 
parties thereto, constitutes the legal, valid and binding agreement of the Authority 
enforceable in accordance with its terms, subject to laws relating to bankruptcy, 
insolvency or other laws affecting the enforcement of creditors' rights generally and the 
application of equitable principles if equitable remedies are sought and to the limitations 
on legal remedies against public agencies in the State of California; and 

(iii) The statements in the Official Statement under the captions "THE 
BONDS," "SECURITY AND SOURCES OF PAYMENT FOR THE BONDS" and 
"TAX MATTERS" and in APPENDIX A - "SUMMARY OF CERTAIN PROVISIONS 
OF THE LEGAL DOCUMENTS," APPENDIX B - "ARS PROVISIONS" and 
APPENDIX E - "PROPOSED FORM OF OPINION OF BOND COUNSEL" to the 
extent they purport to summarize certain provisions of the Indenture, the Facility Lease, 
the Bonds and the opinion of such counsel, present a fair and accurate summary of such 
provisions and opinion for purposes of use in the Official Statement. 

Except as provided in subsection (iii) above, we are not passing upon and are not 
assuming any responsibility for the accuracy, completeness or fairness of any of the statements 
contained in the Official Statement, and express no opinion with respect thereto. 

We have this day released to the Authority and the City our final approving legal opinion 
with respect to the Bonds. The Underwriter is authorized to rely on such opinion as if the same 
were addressed to the Underwriter. 

This letter is furnished by us as bond counsel to the Authority. No attorney-client 
relationship has existed or exists between our firm and the Underwriter in connection with the 
Bonds or by virtue of this letter. Our engagement with respect to the Bonds has terminated as of 
the date hereof, and we disclaim any obligation to update this letter. This letter is delivered to 
the Underwriter solely for its benefit as Underwriter, and is not to be used, circulated, quoted or 
otherwise referred to or relied upon for any other purpose or by any other person. This letter is 
not intended to, and may not, be relied upon by owners of the Bonds. 

Very truly yours, 



SIDLEY AUSTIN LLP 

555 CALIFORNIA STREET 
SAN FRANCISCO. CA 94104 
(415) 772 1200 
(41 5) 772 7400 FAX 

BElJlNG GENEVA SAN FRANCISCO 

BRUSSELS HONG KONG SHANGHAI 

CHICAGO LONDON SINGAPORE 
DALLAS LOS ANGELES TOKYO 
FRANKFURT NEW YORK WASHINGTON, D.C. 

FOUNDED 1866 

April 18,2007 

The Bank of New York Trust Company, N.A. 
San Francisco, California 

CIFG Assurance North America, Inc. 
New York, New York 

$62,275,000 
Modesto Public Financing Authority 

Lease Revenue Refunding and Capital Improvement Bonds 
Series 2007 

Ladies and Gentlemen: 

We have delivered our final opinion, dated the date hereof, relating to the above-referenced 
transaction. You are entitled to rely on such final opinion as though the same were addressed to 
you. 

Respectfilly submitted, 
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April 18, 2007 

The Bank of New York Trust Company, N.A., as trustee 
San Francisco, California 

CIFG Assurance North America, Inc. 
New York, New York  

Re: $3,600,000 
Modesto Public Financing Authority 

Lease Revenue Bonds 
Series 1997 

(John Thurman Field Renovation Project) 
(Defeasance Opinion) 

Ladies and Gentlemen: 

We have acted as bond counsel to the Modesto Public Financing Authority (the 
“Authority”) in connection with the issuance of its Lease Revenue Refunding and Capital 
Improvement Bonds, Series 2007 (the “Refunding Bonds”) in the aggregate principal amount of 
$62,275,000.  A portion of the proceeds of the Refunding Bonds will be applied to refund all of 
the Authority’s outstanding Lease Revenue Bonds, Series 1997 (John Thurman Field Renovation 
Project) (the “Bonds”).  The Bonds were issued pursuant to a Trust Indenture, dated as of 
January 1, 1997 (the “Trust Indenture”), by and between the Authority and U.S. Bank National 
Association (successor to First Trust of California, National Association), as indenture trustee.  
This opinion is being provided in connection with defeasance of the Bonds pursuant to Section 
12.01 of the Trust Indenture.  Capitalized terms not otherwise defined herein shall have the 
meanings ascribed thereto in the Trust Indenture. 

In such connection, we have reviewed the Trust Indenture, an Escrow Agreement, dated 
as of April 1, 2007 (the “Escrow Agreement”), between the Authority and U.S. Bank National 
Association, as escrow agent (the “Escrow Agent”), a report by The Arbitrage Group, verifying 
the accuracy of certain computations relating to the escrow and the Bonds (the “Verification 
Report”), and such other documents and matters to the extent we deemed necessary to render the 
opinion set forth herein. 

The opinion expressed herein is based on an analysis of existing laws, regulations, rulings 
and court decisions and covers certain matters not directly addressed by such authorities.  Such 
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opinion may be affected by actions taken or omitted or events occurring after the date hereof.  
We have not undertaken to determine, or to inform any person, whether any such actions are 
taken or omitted or events do occur or any other matters come to our attention after the date 
hereof.  We express no opinion as to the effect of any bankruptcy, insolvency, reorganization, 
arrangement, fraudulent conveyance, moratorium and other laws relating to or affecting the 
enforcement of creditors’ rights generally, to the application of equitable principles (regardless 
of whether such enforceability is considered in equity or at law), to the exercise of judicial 
discretion in appropriate cases and to the limitations on legal remedies against joint exercise of 
powers authorities or cities in the State of California.  In addition, we express no opinion with 
respect to any indemnification, contribution, penalty, choice of law, choice of forum, consent to 
non jury trial or waiver provisions contained in the foregoing documents.  We have assumed the 
genuineness of all documents and signatures presented to us (whether as originals or copies) and 
the due and legal execution and delivery thereof by, and validity against, any parties other than 
the Authority.  We have assumed, without undertaking to verify, the accuracy of the factual 
matters represented, warranted or certified in the documents referred to in the second paragraph 
hereof.  We have further assumed compliance by all parties with all covenants and agreements 
contained in such documents. 

In rendering the following opinion, we have made no independent calculations or 
verifications concerning the actual deposit of the amounts and obligations specified in the 
Escrow Agreement, the outstanding principal amount of the Bonds, the principal or redemption 
price and interest requirements with respect to the Bonds, the adequacy of the amounts deposited 
pursuant to the Escrow Agreement and the investment income thereon to pay such principal or 
redemption price and interest requirements when due, or the accuracy of any of the numbers, 
computations, assumptions or conclusions contained in the Verification Report, but with respect 
to all such matters have relied solely upon, and assumed, the accuracy of the Verification Report, 
the representations in the Escrow Agreement and related certificates.  We have also assumed that 
the deposit required to be made to the Escrow Fund established pursuant to the Escrow 
Agreement has been made, that all other instructions set forth in the Trust Indenture and the 
Escrow Agreement have been complied with, and that provision satisfactory to the Trustee has 
been irrevocably made with respect to the giving of notice of redemption of the Bonds in 
accordance with the Trust Indenture. 

Certain actions (including, without limitation, investment or reinvestment of any cash in 
the Escrow Fund now or hereafter arising or substitution of any investments in the Escrow Fund) 
may be taken under the circumstances and subject to the terms and conditions set forth in the 
Escrow Agreement.  No opinion is expressed herein if any such change occurs or action is taken 
or omitted other than with our advice and approval. 
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Based on and subject to the foregoing, and in reliance thereon, as of the date hereof, we 
are of the opinion that upon the refunding of the Bonds the right, title and interest of the Trustee 
to the Trust Indenture and the Bonds shall cease. 

This letter is furnished by us as bond counsel. No attorney-client relationship has existed 
or exists between our firm and the addressee of this letter by virtue of this letter, and we disclaim 
any obligation to update this letter. This letter is delivered to the addressee hereof solely for 
purposes of Section 12.01 of the Trust Indenture and is not to be used, circulated, quoted or 
otherwise referred to or relied upon for any other purpose or by any other person. This letter is 
not intended to, and may not be relied upon by owners of Bonds or by owners of Refunding 
Bonds or by any other party to whom it is not specifically addressed. 

Very truly yours, 
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April 18, 2007 

The Bank of New York Trust Company, N.A., as trustee 
San Francisco, California 

CIFG Assurance North America, Inc. 
New York, New York  

Re: $61,430,000 
 Modesto Public Financing Authority 
 Lease Revenue Bonds 
 Series 1998 
 (Capital Improvements and Refinancing Project) 

(Defeasance Opinion) 

Ladies and Gentlemen: 

We have acted as bond counsel to the Modesto Public Financing Authority (the 
“Authority”) in connection with the issuance of its Lease Revenue Refunding and Capital 
Improvement Bonds, Series 2007 (the “Refunding Bonds”) in the aggregate principal amount of 
$62,275,000.  The Authority previous issued its Lease Revenue Bonds, Series 1998 (Capital 
Improvements and Refinancing Project) in the aggregate principal amount of $61,430,000 (the 
“1998 Bonds”).  The 1988 Bonds were issued pursuant to a Trust Indenture, dated as of March 1, 
1998 (the “Trust Indenture”), between the Authority and The Bank of New York Trust 
Company, N.A., as successor trustee to Harris Trust Company of California (the “Trustee”).  A 
portion of the proceeds of the Refunding Bonds will be applied to refund a portion of the 1998 
Bonds in the aggregate principal amount of $57,282,753.15 (the “Defeased Bonds”).  This 
opinion is being provided in connection with defeasance of the Defeased Bonds pursuant to 
Section 12.01 of the Trust Indenture.  Capitalized terms not otherwise defined herein shall have 
the meanings ascribed thereto in the Trust Indenture. 

In such connection, we have reviewed the Trust Indenture, an Escrow Agreement, dated 
as of April 1, 2007 (the “Escrow Agreement”), between the Authority and The Bank of New 
York Trust Company, N.A., as escrow agent (the “Escrow Agent”), a report by The Arbitrage 
Group verifying the accuracy of certain computations relating to the escrow and the Defeased 
Bonds (the “Verification Report”), and such other documents and matters to the extent we 
deemed necessary to render the opinion set forth herein. 
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The opinion expressed herein is based on an analysis of existing laws, regulations, rulings 
and court decisions and covers certain matters not directly addressed by such authorities.  Such 
opinion may be affected by actions taken or omitted or events occurring after the date hereof.  
We have not undertaken to determine, or to inform any person, whether any such actions are 
taken or omitted or events do occur or any other matters come to our attention after the date 
hereof.  We express no opinion as to the effect of any bankruptcy, insolvency, reorganization, 
arrangement, fraudulent conveyance, moratorium and other laws relating to or affecting the 
enforcement of creditors’ rights generally, to the application of equitable principles (regardless 
of whether such enforceability is considered in equity or at law), to the exercise of judicial 
discretion in appropriate cases and to the limitations on legal remedies against joint exercise of 
powers authorities or cities in the State of California.  In addition, we express no opinion with 
respect to any indemnification, contribution, penalty, choice of law, choice of forum, consent to 
non jury trial or waiver provisions contained in the foregoing documents.  We have assumed the 
genuineness of all documents and signatures presented to us (whether as originals or copies) and 
the due and legal execution and delivery thereof by, and validity against, any parties other than 
the Authority.  We have assumed, without undertaking to verify, the accuracy of the factual 
matters represented, warranted or certified in the documents referred to in the second paragraph 
hereof.  We have further assumed compliance by all parties with all covenants and agreements 
contained in such documents. 

In rendering the following opinion, we have made no independent calculations or 
verifications concerning the actual deposit of the amounts and obligations specified in the 
Escrow Agreement, the outstanding principal amount of the Defeased Bonds, the principal or 
redemption price and interest requirements with respect to the Defeased Bonds, the adequacy of 
the amounts deposited pursuant to the Escrow Agreement and the investment income thereon to 
pay such principal or redemption price and interest requirements when due, or the accuracy of 
any of the numbers, computations, assumptions or conclusions contained in the Verification 
Report, but with respect to all such matters have relied solely upon, and assumed, the accuracy of 
the Verification Report, the representations in the Escrow Agreement and related certificates.  
We have also assumed that the deposit required to be made to the Escrow Fund established 
pursuant to the Escrow Agreement has been made, that all other instructions set forth in the Trust 
Indenture and the Escrow Agreement have been complied with, and that provision satisfactory to 
the Trustee has been irrevocably made with respect to the giving of notice of redemption of the 
Defeased Bonds in accordance with the Trust Indenture. 

Certain actions (including, without limitation, investment or reinvestment of any cash in 
the Escrow Fund now or hereafter arising or substitution of any investments in the Escrow Fund) 
may be taken under the circumstances and subject to the terms and conditions set forth in the 
Escrow Agreement.  No opinion is expressed herein if any such change occurs or action is taken 
or omitted other than with our advice and approval. 
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Based on and subject to the foregoing, and in reliance thereon, as of the date hereof, we 
are of the opinion that upon the refunding of the Defeased Bonds the right, title and interest of 
the Trustee to the Defeased Bonds shall cease. 

This letter is furnished by us as bond counsel. No attorney-client relationship has existed 
or exists between our firm and the addressee of this letter by virtue of this letter, and we disclaim 
any obligation to update this letter.   his letter is delivered to the addressee hereof solely for 
purposes of Section 12.01 of the Trust Indenture and is not to be used, circulated, quoted or 
otherwise referred to or relied upon for any other purpose or by any other person. This letter is 
not intended to, and may not be relied upon by owners of 1998 Bonds or by owners of Refunding 
Bonds or by any other party to whom it is not specifically addressed. 

Very truly yours, 



CITY of MODEST0 

F inance 

Department 
101 0 Tenth Street 
S ~ i t e  5200  
PO. Box 6 4 2  
Modesto, C A  95353 
20915 77-5369 

20915 71-5880 Fax 
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April 18,2007 

City of Modesto 
Modesto, California 

Banc of America Securities LLC 
San Francisco, California 

CIFG Assurance North America, Inc. 
New York, New York 

$62,275,000 
MODEST0 PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT 
BONDS 

SERIES 2007 

1 Ladies and Gentlemen: 

As City Attorney of the City of Modesto (the "City"), I have reviewed the 
following documents in connection with the execution and delivery of the 
Modesto Public Financing Authority Lease Revenue Refunding and Capital 
Improvement Bonds, Series 2007, in the aggregate principal amount of 
$62,275,000 (the "Series 2007 Bonds"): (i) the Facility Lease, dated as of 
April 1, 2007 (the "Facility Lease") by and between the City and the 
Authority; (ii) the Sublease, dated as of April 1, 2007 (the "Sublease") by and 
between the City and the Authority; (iii) the Continuing Disclosure 
Agreement, dated April 18, 2007 (the "Continuing Disclosure Agreement"), 
by and between the City and The Bark of New York Trust Company, N.A., as 
dissemination agent; (iv) the Bond Purchase Contract, dated April 11, 2007 
(the "Purchase Contract," and together with the Facility Lease, the Sublease 
and the Continuing Disclosure Agreement, the "City Agreements"), by and 
among the City, the Authority and Banc of America Securities LLC, as 
Underwriter; (v) Resolution No. 2007-216 adopted by the City Council on 
April 3, 2007 (the "2007 City Resolution"); (vii) Resolution No. 98-81 
adopted by the City Council on February 10, 1998 (the "1998 City 
Resolution" and together with the 2007 City Resolution, the "City 
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Resolutions") and (vii) the Official Statement, dated April 11, 2007 (the "Official 
Statement") relating to the Series 2007 Bonds. 

All capitalized terms used herein and not otherwise defined shall have the meaning 
ascribed to such terms in the Purchase Contract. 

Based upon the foregoing and upon such other information and documents as I 
consider necessary to render this opinion, I am of the opinion that: 

(i) the City is a charter city and a municipal corporation duly 
organized and validly existing under and by virtue of the laws of the State of 
California; 

(ii) the City Resolutions were duly adopted at a meeting of the City 
Council of the City which were called and held pursuant to law and with all 
public notice required by law and at which a quorum was present and acting 
throughout, and the City Resolutions are in full force and effect and have not been 
modified, amended or rescinded as of the date hereof; 

(iii) to the best of my knowledge after reasonable investigation, there is 
no action, suit, proceeding or investigation at law or in equity before or by any 
court, public board or body, pending or threatened against or affecting the City, 
challenging the existence of the City or the titles of its officers to their respective 
offices or seeking to prohibit, restrain or enjoin the sale, execution or delivery of 
the Series 2007 Bonds or the pledge of the Base Rental Payments (as defined in 
the Facility Lease) under the Facility Lease under the Contract or in any way 
contesting or affecting the validity or enforceability of the City Agreements or 
contesting the powers of the City or its authority to enter into, adopt or perform its 
obligations under any of the foregoing, or which would have a material adverse 
effect on the City's ability to perform its obligations under the City Agreements 
or contesting in any way the completeness or accuracy of the Official Statement; 

(iv) the adoption of the City Resolutions, the execution and delivery of 
City Agreements and the Official Statement and compliance by the City with the 
provisions of the foregoing, under the circumstances contemplated thereby, do not 
and will not in any material respect conflict with or constitute, on the part of the 
City, a breach or default under any agreement or instrument to which the City is a 
party or by which it is bound or, to the best of my knowledge, any existing law, 
regulation, court order or consent decree to which the City is subject; 

(v) the Official Statement has been duly authorized, executed and 
delivered, and the City Agreements have been duly authorized, executed and 
delivered by the City and, assuming due authorization, execution and delivery by 
the other parties thereto, the City Agreements constitute legal, valid and binding 
agreements of the City enforceable in accordance with their respective terms, 
subject to laws relating to bankruptcy, insolvency or other laws affecting the 
enforcement of creditors' rights generally and the application of equitable 



principles if equitable remedies are sought and to the limitations on legal remedies 
against cities in the State of California; 

(vi) except as described in the Official Statement, no authorization, 
approval, consent, or other order of the State or any other governmental authority 
or agency within the State having jurisdiction over the City is required for the 
valid authorization, execution, delivery and performance by the City of the City 
Agreements or for the adoption of the City Resolutions which have not been 
obtained; and 

(vii) to the best of my knowledge, the information contained in the 
Official Statement (except for any financial or statistical data or forecasts, 
estimates, projections, assumptions or expressions of opinion, and information 
relating to DTC, the book-entry system, the Insurer, the Insurance Policy as to 
which no opinion need be expressed), does not contain any untrue statement of a 
material fact or omit to state a material fact necessary in order to make the 
statements made therein, in the light of the circun~stances under which they were 
made, not misleading. 

This opinion is furnished to you solely for your benefit and I am not assuming any 
professional responsibility to any other person whomsoever. This opinion is not to be 
used, circulated, quoted or otherwise referred to for any other purpose. 

Respectfully submitted, 

City Attorney 
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April 18,2007 

Modesto Public Financing Authority 
Modesto, California 

Banc of America Securities LLC 
San Francisco, California 

CIFG Assurance North America, Inc. 
New York, New York 

$62,275,000 
MODEST0 PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT 
BONDS 

SERIES 2007 

1 Ladies and Gentlemen: 

I have acted as counsel to the Modesto Public Financing Authority (the 
"Authority"), a joint exercise of powers authority organized and existing 
pursuant to Title 1, Division 7, Chapter 5 of the Government Code of the State 
of California, as amended. This opinion is rendered in connection with the 
execution and delivery of the Modesto Public Financing Authority Lease 
Revenue Refunding and Capital Improvement Bonds, Series 2007, in the 
aggregate principal amount of $62,275,000 (the "Series 2007 Bonds"). 

In rendering this opinion, I have examined: (i) the Joint Exercise of Powers 
Agreement, dated December 1, 1989 (the "Joint Exercise of Powers 
Agreement"), by and between the City of Modesto (the "City") and the 
Industrial Development Authority of the City of Modesto; (ii) Indenture, dated 
as of April 1, 2007 (the "Indenture"), by and between the Authority and The 
Bank of New York Trust Company, N.A., as trustee (the "Trustee"); (iii) the 
Facility Lease, dated as of April 1, 2007 (the "Facility Lease") by and 
between the City and the Authority; (iv) the Sublease, dated as of April 1, 
2007 (the "Sublease") by and between the City and the Authority; (v) the 
Auction Agreement, dated as of April 1, 2007 (the "Auction Agreement"), by 
and between the Trustee and Deutsche Bank Trust Company Americas, as 
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Auction Agent, and agreed to by the Authority; (vi) the Broker-Dealer Agreement, dated 
as of April 1,2007 (the "Broker-Dealer Agreement"), by and between the Auction Agent, 
Banc of America Securities LLC, as Broker-Dealer and the Authority; (vii) the Escrow 
Agreement relating to the 1997 Bonds, dated as of April 1, 2007 (the "1997 Escrow 
Agreement") by and between the Authority and U.S. Bank National Association, as 
escrow agent thereunder; (viii) the Escrow Agreement relating to the 1998 Bonds, dated 
as of April 1, 2007 (the "1998 Escrow Agreement") by and between the Authority and 
The Bank of New York Trust Company, N.A., as escrow agent thereunder; (ix) the Bond 
Purchase Contract, dated April 11, 2007 (the "Purchase Contract," and together with the 
Indenture, the Facility Lease, the Sublease, the Auction Agreement, the Broker-Dealer 
Agreement, the 1997 Escrow Agreement and the 1998 Escrow Agreement, the 
"Authority Agreements"), by and among the City, the Authority and Banc of America 
Securities LLC, as Underwriter; (x)Resolution No. 010-2007 adopted by the 
Commission of the Authority on April 3, 2007 (the "2007 Authority Resolution"); 
(xi) Resolution No. 1-98 adopted by the Commission of the Authority on February 10, 
1998 (the " 1998 Authority Resolution" and together with the 2007 Authority Resolution, 
the "Authority Resolutions") and (xii) the Official Statement, dated April 11, 2007 (the 
"Official Statement") relating to the Series 2007 Bonds. 

Capitalized terms not otherwise defined herein shall have the meanings ascribed thereto 
in the Purchase Contract. 

Based upon the foregoing and my review of such other information, documents 
and matters of law as I consider necessary, I am of the opinion that: 

(i) the Authority is a joint powers authority under Article 1 of 
Chapter 5 of Division 7 of Title 1 of the Government Code of the State of 
Califomia duly organized and validly existing under and by virtue of the Joint 
Exercise of Powers Agreement and the laws of the State of Califomia; 

(ii) the Authority Resolutions were duly adopted at meetings of the 
Commission of the Authority which were called and held pursuant to law and 
with all public notice required by law and at which a quorum was present and 
acting throughout, and the Authority Resolutions are in full force and effect and 
have not been modified, amended or rescinded as of the date hereof; 

(iii) to the best of my knowledge after reasonable investigation, there is 
no action, suit, proceeding or investigation at law or in equity before or by any 
court, public board or body, pending or threatened against or affecting the 
Authority, challenging the existence of the Authority or the titles of its officers to 
their respective offices or seeking to prohibit, restrain or enjoin the sale, execution 
or delivery of the Series 2007 Bonds or the collection of the Base Rental 
Payments (as defined in the Facility Lease) under the Facility Lease or in any way 
contesting or affecting the validity or enforceability of the Authority Agreements 
or contesting the powers of the Authority or its authority to enter into, adopt or 
perform its obligations under any of the foregoing, or which would have a 
material adverse effect on the Authority's ability to perform its obligations under 



the Authority Agreements or contesting in any way the completeness or accuracy 
of the Official Statement; 

(iv) the adoption of the Authority Resolutions, the execution and 
delivery of the Authority Agreements and compliance by the Authority with the 
provisions of the foregoing, under the circumstances contemplated thereby, do not 
and will not in any material respect conflict with or constitute, on the part of the 
Authority, a breach or default under the Joint Exercise of Powers Agreement or 
any other agreement or other instrument to which the Authority is a party or by 
which it is bound or, to the best of my knowledge, any existing law, regulation, 
court order or consent decree to which the Authority is subject; 

(v) the Authority Agreements have been duly authorized, executed and 
delivered by the Authority and, assuming due authorization, execution and 
delivery by the other parties thereto, constitute legal, valid and binding 
agreements of the Authority enforceable in accordance with their respective 
terms, subject to laws relating to ba rhp t cy ,  insolvency or other laws affecting 
the enforcement of creditors' rights generally and the application of equitable 
principles if equitable remedies are sought and to the limitations on legal remedies 
against public agencies in the State of California; 

(vi) except as described in the Official Statement, no authorization, 
approval, consent, or other order of the State or any other governmental authority 
or agency within the State having jurisdiction over the Authority is required for 
the valid authorization, execution, delivery and performance by the Authority of 
the Authority Agreements or for the adoption of the Authority Resolutions which 
have not been obtained; and 

(vii) to the best of my knowledge, the information regarding the 
Authority contained in the Official Statement (except for any financial or 
statistical data or forecasts, estimates, projections, assumptions or expressions of 
opinion, information relating to DTC, the book-entry system, the Insurer, the 
Insurance Policy as to which no opinion need be expressed) does not contain any 
untrue statement of a material fact or omit to state a material fact necessary in 
order to make the statements made therein, in the light of the circumstances under 
which they were made, not misleading. 

This opinion is furnished to you solely for your benefit and I am not assuming any 
professional responsibility to any other person whatsoever. This opinion is not to be 
used, circulated, quoted or otherwise referred to for any other purpose. 

Respectfully submitted, 

Sus & 
~ e n e r a l  Council 
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Banc of America Securities LLC 
San Francisco, California 

CIFG Assurance North America, Inc. 
New York, New York 

$62,275,000 
MODEST0 PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT 
BONDS 

SERIES 2007 

Ladies and Gentlemen: 

I am General Counsel to the Redevelopn~ent Agency of the City of Modesto 
(the "Redevelopment Agency") and in such capacity have represented the 
Redevelopment Agency in connection with the issuance by the Modesto 
Public Financing Authority (the "Authority") of its $62,275,000 aggregate 
principal amount of Lease Revenue Refunding and Capital Improvement 
Bonds, Series 2007 (the "Bonds"). In such connection, I have reviewed the 
Site Lease (Parking Garage), dated as of March 1, 1998 (the "Parking Garage 
Site Lease") by and between the Authority and the Redevelopment Agency. 

Based upon the foregoing and upon such other information and 
documents as I consider necessary to render this opinion, I am of the opinion 
that: 

(i) the Redevelopment Agency is a public body, corporate 
and politic, duly organized and existing under the laws of the State of 
California (the "State"); 

(ii) by all necessary official action of the Redevelopment 
Agency, the Redevelopment Agency duly authorized and approved the 
execution and delivery of the Parking Garage Site Lease and the 
performance by the Redevelopment Agency of the obligations on its 
parts contained therein; and as of the date hereof, such authorizations 
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(iii) and approvals are in full force and effect and have not been 
amended, modified or rescinded; 

(iv) to the best of my knowledge after reasonable investigation, there is 
no action, suit, proceeding or investigation at law or in equity before or by any 
court, public board or body, pending or threatened against or affecting the 
Redevelopment Agency, challenging the existence of the Redevelopment Agency 
or the titles of its officers to their respective offices or in any way contesting or 
affecting the validity or enforceability of the Parking Garage Site Lease or 
contesting the powers of the Redevelopment Agency or its authority to perform its 
obligations under the Parking Garage Site Lease, or which would have a material 
adverse effect on the Redevelopment Agency's ability to perform its obligations 
under the Parking Garage Site Lease; 

(v) compliance by the Redevelopment Agency with the provisions of 
the Parking Garage Site Lease, under the circumstances contemplated thereby, 
does not in any material respect conflict with or constitute, on the part of the 
Redevelopment Agency, a breach or default under any agreement or instrument to 
which the Redevelopment Agency is a party or by which it is bound or, to the best 
knowledge of such counsel, any existing law, regulation, court order or consent 
decree to which the Redevelopment Agency is subject; 

(vi) the Parking Garage Site Lease constitutes legal, valid and binding 
agreements of the Redevelopment Agency enforceable in accordance with its 
terms, subject to laws relating to bankruptcy, insolvency or other laws affecting 
the enforcement of creditors' rights generally and the application of equitable 
principles if equitable remedies are sought and to the limitations on legal remedies 
against cities in the State; and 

(vii) no authorization, approval, consent or other order of the State or 
any other governmental authority or agency within the State having jurisdiction 
over the Redevelopment Agency is required for the valid performance by the 
Redevelopment Agency of the Parking Garage Site Lease. 

This opinion is fbmished to you solely for your benefit and I am not assuming any 
professional responsibility to any other person whomsoever. This opinion is not to be 
used, circulated, quoted or otherwise referred to for any other purpose. 

Respectfully submitted, 

&* VM. 
Susan ood 
~ e n e g l  Counsel 
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April 18,2007 

City of Modesto 
Modesto, California 

Banc of America Securities LLC 
San Francisco, California 

CIFG Assurance North America, Inc. 
New York, New York 

$62,275,000 
MODEST0 PUBLIC FINANCING AUTHORITY 

LEASE REVENUE REFUNDING AND CAPITAL IMPROVEMENT 
BONDS 

SERIES 2007 

1 Ladies and Gentlemen: 

I am General Counsel to the City-County Capital Improvements and 
Financing Agency (the "Financing Agency") and in such capacity have 
represented the Financing Agency in connection with the issuance by the 
Modesto Public Financing Authority (the "Authority") of its $62,275,000 
aggregate principal amount of Lease Revenue Refunding and Capital 
Improven~ent Bonds, Series 2007 (the "Bonds"). In such connection, I have 
reviewed the Facilities Lease (City-County Administration Building), dated as 
of March 1, 1998 (the "Administration Building Lease") by and between the 
Authority and the Financing Agency. 

Based upon the foregoing and upon such other information and 
documents as I consider necessary to render this opinion, I am of the opinion 
that: 

(i) the Financing Agency is a joint exercise of powers 
authority, duly organized and existing under laws of the State of 
California (the "State"); 
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(ii) by all necessary official action of the Financing Agency, the 
Financing Agency duly authorized and approved the execution and delivery of the 
Administration Building Lease and the performance by the Financing Agency of 
the obligations on its parts contained therein; and as of the date hereof, such 
authorizations and approvals are in full force and effect and have not been 
amended, modified or rescinded; 

(iii) to the best of my knowledge after reasonable investigation, there is 
no action, suit, proceeding or investigation at law or in equity before or by any 
court, public board or body, pending or threatened against or affecting the 
Financing Agency, challenging the existence of the Financing Agency or the titles 
of its officers to their respective offices or in any way contesting or affecting the 
validity or enforceability of the Administration Building Lease or contesting the 
powers of the Financing Agency or its authority to perform its obligations under 
any of the foregoing, or which would have a material adverse effect on the 
Financing Agency's ability to perform its obligations under the Administration 
Building Lease; 

(iv) compliance by the Financing Agency with the provisions of the 
Administration Building Lease, under the circumstances contemplated thereby, 
does not in any material respect conflict with or constitute, on the part of the 
Financing Agency, a breach or default under any agreement or other instrument to 
which the Financing Agency is a party or by which it is bound or, to the best 
knowledge of such counsel, any existing law, regulation, court order or consent 
decree to which the Financing Agency is subject; 

(v) the Administration Building Lease constitutes legal, valid and 
binding agreements of the Financing Agency enforceable in accordance with its 
terms, subject to laws relating to bankruptcy, insolvency or other laws affecting 
the enforcement of creditors' rights generally and the application of equitable 
principles if equitable remedies are sought and to the limitations on legal remedies 
against authorities in the State; and 

(vi) no authorization, approval, consent or other order of the State or 
any other governmental authority or agency within the State having jurisdiction 
over the Financing Agency is required for the valid performance by the Financing 
Agency of the Administration Building Lease. 

This opinion is furnished to you solely for your benefit and I am not assuming any 
professional responsibility to any other person whomsoever. This opinion is not to be 
used, circulated, quoted or otherwise referred to for any other purpose. 

Respectfully submitted, 
f l  

General Counsel 
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April 18,2007 

Banc of America Securities LLC 
San Francisco, California 

Re: $62,275,000 Modesto Public Financing Authority Lease Revenue Refunding and 
Capital Improvement Bonds Series 2007 

Ladies and Gentlemen: 

We have acted as disclosure counsel in connection with the sale and issuance of the above 
referenced bonds (the "Bonds") pursuant to a Bond Purchase Contract, dated April 11, 2007 (the 
"Purchase Contract"), by and between Banc of America Securities LLC, as underwriter (the 
"Underwriter"), and the Modesto Public Financing Authority (the "Authority"), which was approved 
the City of Modesto (the "City"). This letter is being delivered in satisfaction of the requirements of 
Section 9(f)(17) of the Purchase Contract, but no attorney-client relationship has existed or exists 
between the Underwriter and our firm in connection with the issuance of the Bonds or by virtue of 
this letter. 

In reaching the conclusions set forth herein, we have examined originals or copies certified 
or otherwise identified to our satisfaction of (i) the Purchase Contract, (ii) the Official Statement of 
the Authority relating to the Bonds, dated April 11, 2007 (the "Official Statement"), (iii) Resolution 
No. 010-2007 adopted by the Authority on April 3, 2007, (iv) Resolution No. 2007-216 adopted by 
the City Council of the City of Modesto (the City") on April 3, 2007, (iv) the Indenture, dated as of 
April 1, 2007 (the "Indenture") by and between the Authority and The Bank of New York Trust 
Company, N.A., as trustee (the "Trustee"), (v) the letters, certificates and opinions delivered to the 
Underwriter pursuant to the provisions of Section 9(f) of the Purchase Contract, and (vi) such other 
documents, certificates, instructions and records as we have considered necessary or appropriate as a 
basis for our conclusions. We have assumed, but 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 
and that all representations made in the documents that we have reviewed are true and accurate. 

We understand that you have received and are relying upon statements and certificates of 
officers and representatives of the Authority, the City and certain other public agencies and 
statements and certificates of representatives CIFG Assurance North America, Inc. (the "Bond 
Insurer") and the Trustee. 



Banc of America Securities LLC 
April 18,2007 
Page Two 

Based upon, and subject to the foregoing we are of the opinion that the Bonds are not subject 
to the registration requirements of the Securities Act of 1933, as amended, and the Indenture is 
exempt fiom qualification pursuant to the Trust Indenture Act of 1939, as amended. We express no 
opinion with respect to the municipal bond insurance policy relating to the Bonds that has been 
issued by the Bond Insurer (the "Bond Insurance Policyyy). 

Although we have not undertaken to independently check, or to assume responsibility for, the 
accuracy, completeness or fairness of, the information contained in the Official Statement and are 
therefore unable to make any representation to you in that regard, we have participated in 
conferences prior to the date of the Official Statement with representatives of the Authority, the 
counsel to the Authority, the City, the City Attorney, Sidley Austin LLP, Public Financial 
Management, Inc., the Underwriter, Omck, Herrington & Sutcliffe, LLP and others, during which 
conferei~ces .the contei~ts of .the Official Statement and related matters were discussed. In reliance 
thereon and on the records, documents, certificates and opinions described therein, we do not believe 
that the Official Statement (except for any financial or statistical data or forecasts, numbers, charts, 
estimates, projections, assumptions or expressions of opinion, Appendices A, B, D, E, G and H and 
any information about book-entry, The Depository Trust Company, the Bond Insurer, or the Bond 
Insurance Policy included therein, as to which no view or opinion is expressed), as of its date and as 
of the date hereof, contained or contains any untrue statement of a material fact or omitted or omits 
to state a material fact required to be stated therein or necessary to make the statements therein, in 
the light of the circumstances under which they were made, not misleading. Finally, we advise you 
that, other than reviewing the various Bonds and opinions required by Section 8(f) of the Purchase 
Contract we have not taken any steps since the date of the Official Statement to verify the accuracy 
of the statements contained in the Official Statement as of the date hereof. 

This letter is being delivered to the Underwriter solely for its benefit in connection with the 
Underwriter's purchase of the Bonds and is not to be used, circulated, quoted or otherwise referred to 
for any other purpose; nor may it be relied upon by any ofher person without our prior written 
consent. This letter is limited to matters governed by the laws of the State of California and federal 
securities laws, and we assume no responsibility with respect to the applicability or the effect of the 
laws of any other jurisdiction. No opinion is expressed herein as to the validity of the Bonds, the 
exclusion fiom gross income for federal income tax purposes of the interest represented by the 
Bonds or the compliance with, or applicability of, any "blue sky" laws of any state as they relate to 
the offer or sale of the Bonds. 

We have not undertaken any duty and expressly disclaim any responsibility to advise the 
Underwriter as to events occurring after the date hereof with respect to the Bonds or other matters 
discussed in the Official Statement. Our engagement with respect to the Bonds terminates upon their 
issuance. 

Respectfblly submitted, 
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April 18,2007 

Modesto Public Financing Authority 
Modesto, California 

City of Modesto 
Modesto, California 

Re: $62,275,000 Modesto Public Financing Authority Lease Revenue Refunding and 
Capital Improvement Bonds Series 2007 

Ladies and Gentlemen: 

We have acted as disclosure counsel in connection with the sale and issuance of the above 
referenced bonds (the "Bonds") pursuant to a Bond Purchase Contract, dated April 11, 2007 (the 
"Purchase Contract"), by and between Banc of America Securities LLC, as underwriter (the 
"Underwriter"), and the Modesto Public Financing Authority (the "Authority"), which was approved 
the City of Modesto (the "City"). 

In our capacity as disclosure counsel, we have delivered to the Underwriter a letter (the 
"Letter") in which, among other things, we express certain conclusions concerning the Official 
Statement relating to the Bonds. In reaching the conclusions set forth in the Letter we have 
participated in conferences prior to the date of the Official Statement with representatives of the City, 
the City Attorney, the Authority, counsel to the Authority, Sidley Austin LLP, Public Financial 
Management, Inc., the Underwriter, Orrick, Herrington & Sutcliffe, LLP and others; we have relied 
upon various documents, letters, certificates and opinions, including documents, letters, certificates 
and opinions provided by officers of and counsel to the Authority (the "Modesto Documents"); and 
we have assumed the accuracy of the representations contained in the Modesto Documents. 

Pursuant to your request, you are authorized to rely on the conclusions set forth in the Letter 
to the extent and for the purposes for which the Letter was delivered to the Underwriter, as if the 
Letter were addressed to you, provided that neither you nor your representatives are authorized to 
rely on the Letter in connection with the delivery of the Modesto Documents or the making of the 
representations or conclusions set forth therein. 

Respectfblly submitted, 
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18 April 2007 

City of Modesto 
Modesto Public Financing Authority 
Modesto, California 

Banc of America Securities LLC 
San Francisco, California 

CIFG Assurance North America, Inc. 
New York, New York 

OPINION RE: Modesto Public Financing Authority 

Lease Revenue Refunding and Capital Improvement Bonds 

Series 2007 

Ladies and Gentlemen: 

We have acted as special counsel to The Bank of New York Trust Company, N.A. (the 
"Trustee") in its capacity as Trustee under that certain Indenture, dated as of April 1, 2007 (the 
"Indenture"), by and between the Modesto Public Financing Authority (the "Authority") and the 
Trustee, relating to the referenced Lease Revenue Refunding and Capital Improvement Bonds. 

t 

In that connection we have examined the original or copies, identified to our satisfaction, of 
the Indenture, the Continuing Disclosure Agreement, dated April 18, 2007 (the "Continuing 
Disclosure Agreement"), by and between the City of Modesto and the Trustee in its capacity as 
Dissemination Agent thereunder, the Auction Agreement, dated as of April 1,2007 (the "Auction 
Agreement"), by and between the Trustee and Deutsche Bank Trust Company Americas, as Auction 
Agent, the Escrow Agreement, dated as of April 1, 2007 (the "1998 Escrow Agreement), by and 
between tlie Authority and the Trustee in its capacity as Escrow Agent thereunder, and such other 
documents that we deemed necessary for the purpose of rendering the opinions set forth below. In 
examining such documents, we have not undertaken to independently verify the accuracy of tlie 
factual matters represented, warranted or certified in such documents. In making our examination, 
we assumed that each party to the documents other than the Trustee has the power to enter into and 
perform its obligations thereunder, has duly authorized, executed and delivered such documents, and 
that such documents constitute the legal, valid and binding obligations of such party. We express no 
opinion as to matters governed by any laws other than the substantive laws of the State of California 



TO City of Modesto L~ATE 18 April 2007 
Modesto Public Financing Authority 
Banc of America Securities LLC 
CIFG Assurance North America, Inc. 

(without reference to its conflicts of laws rules) and the federal laws of the United States of America 
which are in effect on the date hereof. 

We call attention to the fact that the rights and obligations under the Indenture, the 
Continuing Disclosure Agreement, the Auction Agreement, the 1998 Escrow Agreement (herein 
collectively "the Trustee Documents") and related documents are subject to bankruptcy, insolvency, 
reorganization, moratorium and other similar laws affecting creditors' rights generally, to the 
application of equitable principles, and to the exercise of judicial discretion in appropriate cases. 

Based on the foregoing, and subject to the following qualifications, we are of the opinion 
that: 

[I] The Trustee is a duly organized and validly existing national banking association in good 
standing under the laws of tlie United States of America having full powers and authority and being 
qualified to enter into, accept and administer tlie trusts created under the Indenture and the 1998 
Escrow Agreement and to enter into the Trustee Documents.. 

[2] The performance by the Trustee of the duties required under the Trustee Documents has 
been duly authorized by all necessary corporate action on the part of the Trustee, and under present 
law does not contravene any law or government regulation or order presently binding on the Trustee 
or contravene any law or governmental regulation or order presently binding on the Trustee or the 
Articles of Association or the bylaws of the Trustee or contravene any provision of or constitute a 
default under any indenture, contract or other instrument to which the Trustee is a party or by which 
the Trustee is bound. 

[3] The performance by the Trustee of the duties required under the Trustee Documents does 
not require the consent or approval of, the giving of notice to, the registration with, or the taking of 
any other action in respect of, any federal, state or other governmental agency or authority. 

[4] The Trustee Documents have been duly authorized, executed and delivered by the 
Trustee, and constitute the legal, valid and binding agreements of the Trustee enforceable in 
accordance with their terms. 

[5] The Trustee has duly authorized the execution and delivery of the Trustee Documents. 
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[6] All approvals, consents and orders of any governmental authority or agency having 
jurisdiction in the matter which would constitute a condition precedent to the performance by the 
Trustee of its duties and obligations under the Trustee Documents have been obtained and are in full 
force and effect. 

We express no opinion as to any matter other than as expressly set forth above. We 
specifically express no opinion as to the status of the Bonds, the distribution thereof, or the interest 
thereon under (i) any federal or state securities or "Blue Sky" laws or (ii) any federal, state or local 
tax law. No opinion is expressed as to the perfection, validity, priority or enforceability of any 
security interest or lien created to secure the Bonds. 

This opinion is as of the date hereof, and we undertake no obligation to advise you of any 
change in any matter set forth herein. Further, this opinion does not imply an approval or 
recommendation of any investment in any Bond. Finally, this opinion is solely for the benefit of 
each addressee and its counsel, and may not be relied upon in any manner, or used, by any other 
person. 

Very truly yours, 
.r\ 
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April 18,2007 

Modesto Public Financing Authority 
Modesto, California 

Banc of America Securities LLC 
San Francisco, California 

Re: Modesto Public Financing Authority Lease Revenue Refunding 
and Capital Improvement Bonds Series 2007 

Ladies and Gentlemen: 

We have acted counsel for U.S. Bark National Association, a national banking 
association (the "Escrow Agent") in connection with the execution by the Escrow Agent of the 
Escrow Agreement, dated as of April 1,2007 (the "Escrow Agreement"), between the Escrow 
Agent, as escrow agent and as successor trustee and the Modesto Public Financing Authority, 
relating to the above-captioned Bonds. We are generally familiar with the Articles of 
Association and the Bylaws of the Escrow Agent and are also familiar with the corporate 
proceedings of the Escrow Agent with regard to its authorization, execution and delivery of the 
Escrow Agreement. Capitalized terms used herein shall have the respective meanings ascribed 
to them in the Escrow Agreement, except as otherwise defined herein. 

We have examined such documents and have reviewed such questions of law as 
we have considered necessary and appropriate for purposes of this opinion. In such review, we 
have assumed the genuineness of all signatures, the authenticity of all documents submitted to us 
as originals, and the conformity with originals of all documents submitted to us as copies. 
Where questions of fact material to our opinions expressed below were not established 
independently, we have relied upon statements of officers of the Escrow Agent as contained in 
their certificates. 

Based upon the foregoing, we are of the opinion that: 

1. The Escrow Agent is a national banking association duly organized, 
validly existing and in good standing under the laws of the United States of America. 

2. The Escrow Agent has all requisite power, authority and legal right to 
execute and deliver the Escrow Agreement and has taken all necessary corporate action to 
authorize the execution and delivery of the Escrow Agreement and the performance of its 
obligations thereunder. 

3. The Escrow Agent has duly authorized, executed and delivered the 
Escrow Agreement. Assuming the due authorization, execution and delivery thereof by the other 
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party thereto, the Escrow Agreement is the legal, valid and binding agreement of the Escrow 
Agent, enforceable in accordance with its terms against the Escrow Agent. 

4. To the best of our knowledge, no authorization, approval, consent, or 
order of any governmental agency or regulatory authority having jurisdiction over the Escrow 
Agent that has not been obtained by the Escrow Agent is required for the authorization, 
execution and delivery by the Escrow Agent of the Escrow Agreement and the performance of 
the duties of the Escrow Agent under the Escrow Agreement. 

5 .  To the best of our knowledge, the execution and delivery by the Escrow 
Agent of the Escrow Agreement and compliance by the Escrow Agent with the provisions of the 
Escrow Agreement will not contravene the Articles of Association or Bylaws of the Escrow 
Agent or any law or regulation governing the banking and trust powers of the Escrow Agent. 

The opinions set forth above are subject to the following qualifications and 
exceptions: 

(a) the opinions are subject to the effect of any applicable bankruptcy, 
insolvency, fraudulent transfer, reorganization, moratorium or other similar laws of 
general application affecting creditors' rights; 

(b) the opinions are subject to the effect of general principles of equity, 
including (without limitation) concepts of materiality, reasonableness, good faith and fair 
dealing, and other similar doctrines affecting the enforceability of agreements generally 
(regardless of whether considered in a proceeding in equity or at law). 

Our opinions expressed above are limited to the laws of the State of California 
and the federal laws of the United States of America. 

The foregoing opinions are being hrnished to you solely for your benefit and may 
not be relied upon by, nor may copies be delivered to, any other person without our prior written 
consent. 

Very truly yours 

"; b"'f 

D O R S E Y  & WHITNEY LLP 
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TRIPLE-A FINANCIAL GUARANTY 

April 1 8, 2007 

Modesto Public Financing Authority 

Banc of America Securities LLC, 
as underwriter 
of the within-mentioned Bonds 

Ladies and Gentlemen: 

I am General Counsel, Global Structured Finance & Capital Markets of CIFG Assurance North 
America, Inc., a New York stock insurance company ("CIFG"), and have acted as such in 
connection with the issuance by CIFG of a certain Bond Insurance Policy, number CIFG NA- 
1568 and endorsements thereto, effective as of the date hereof (the "Policy"), insuring Lease 
Revenue Refunding and Capital Improvement Bonds, Series 2007 in aggregate principal amount 
of $62,275,000 issued by the Modesto Public Financing Authority. 

I or lawyers under my supervision have examined the Policy and such corporate records, 
certificates and other documents and such questions of law as I have considered necessary or 
appropriate in the circumstances for purposes of this opinion. 

Based upon such examination and having regard to legal considerations I deem relevant, I am of 
the opinion that: 

1. CIFG is a stock insurance company duly organized and validly existing in good standing 
under the laws of the State of New York with power and authority under applicable laws to 
conduct its insurance business in the manner in which it is being conducted. 

2. The Policy has been duly authorized, executed and delivered by CIFG and constitutes a 
legal, valid and binding obligation of CIFG enforceable in accordance with its terms, 
subject as to enforcement to bankruptcy, insolvency, liquidation, reorganization, 
rehabilitation, moratorium and other state and federal laws affecting the enforcement of 
creditors' rights and to general principles of equity. 

3. The execution, delivery and performance of the Policy and the consummation of the 
transactions contemplated thereby will not conflict with or result in a breach of any of the 
terms, conditions or provisions of the Charter or By-Laws of CIFG, or any restriction 
contained in any contract, agreement or instrument to which CIFG is a party or by which it 
is bound or constitute a default under any of the foregoing. 

CIFG Assurance North America, Inc. 
8 2 5  Third Avenue, 6th Floor 
New York, NY 1 0 0 2 2  
Tel. (21 2)  9 0 9 - 3 9 3 9  
Fax (21 2)  9 0 9 - 3 9 5 8  
www.cifg.com A Natixis Company 
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Page 2 

4. All proceedings legally required for the issuance of the Policy have been taken by CIFG 
and all licenses, orders, consents or other authorizations or approvals of any governmental 
boards or bodies legally required for the enforceability of the Policy in all material respects 
have been obtained. 

I have, with your approval, relied as to certain matters on information obtained from public 
officials, officers of CIFG and other sources believed by me to be responsible. This opinion is 
furnished to you solely for your benefit and may not be relied upon or distributed to any other 
person. 

Michael S. Knopf 

fl CIFG I CIFG Assurance North America, Inc. 
- . . - - - - - - 

TRIPLE-A FINANCIALGUARANTY 1 825 Third Avenue, 6th Floor - ~ e w  York, NY 10022 A Natixis Company 
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dated as of April 11, 2007  
 
 

   
   
Bank of America, N.A. and Modesto Public Financing Authority  
 
have entered and/or anticipate entering into one or more transactions (each a "Transaction") that are or will  
be governed by this Master Agreement, which includes the schedule (the "Schedule"), and the documents  
and other confirming evidence (each a "Confirmation") exchanged between the parties confirming those 
Transactions. 

Accordingly, the parties agree as follows:⎯ 

1. Interpretation 

(a) Definitions. The terms defined in Section 12 and in the Schedule will have the meanings therein 
specified for the purpose of this Master Agreement. 

(b) Inconsistency.  In the event of any inconsistency between the provisions of the Schedule and the  
other provisions of this Master Agreement, the Schedule will prevail.  In the event of any inconsistency 
between the provisions of any Confirmation and this Master Agreement (including the Schedule), such 
Confirmation will prevail for the purpose of the relevant Transaction. 

(c) Single Agreement. All Transactions are entered into in reliance on the fact that this Master  
Agreement and all Confirmations form a single agreement between the parties (collectively referred to as  
this “Agreement”), and the parties would not otherwise enter into any Transactions. 

2. Obligations 

(a)  General Conditions. 

 (i) Each party will make each payment or delivery specified in each Confirmation to be made by  
it, subject to the other provisions of this Agreement. 

  (ii) Payments under this Agreement will be made on the due date for value on that date in the place  
of the account specified in the relevant Confirmation or otherwise pursuant to this Agreement, in  
freely transferable funds and in the manner customary for payments in the required currency.  Where 
settlement is by delivery (that is, other than by payment), such delivery will be made for receipt on  
the due date in the manner customary for the relevant obligation unless otherwise specified in the 
relevant Confirmation or elsewhere in this Agreement. 

  (iii) Each obligation of each party under Section 2(a)(i) is subject to (1) the condition precedent  
that no Event of Default or Potential Event of Default with respect to the other party has occurred  
and is continuing, (2) the condition precedent that no Early Termination Date in respect of the  
relevant Transaction has occurred or been effectively designated and (3) each other applicable 
condition  precedent specified in this Agreement. 
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(b) Change of Account.  Either party may change its account for receiving a payment or delivery by  
giving notice to the other party at least five Local Business Days prior to the scheduled date for the payment  
or delivery to which such change applies unless such other party gives timely notice of a reasonable objection  
to such change. 

(c) Netting.  If on any date amounts would otherwise be payable:⎯ 

  (i) in the same currency; and 

  (ii) in respect of the same Transaction, 

by each party to the other, then, on such date, each party's obligation to make payment of any such amount  
will be automatically satisfied and discharged and, if the aggregate amount that would otherwise have been 
payable by one party exceeds the aggregate amount that would otherwise have been payable by the other  
party, replaced by an obligation upon the party by whom the larger aggregate amount would have been  
payable to pay to the other party the excess of the larger aggregate amount over the smaller aggregate amount. 

The parties may elect in respect of two or more Transactions that a net amount will be determined in respect  
of all amounts payable on the same date in the same currency in respect of such Transactions, regardless of 
whether such amounts are payable in respect of the same Transaction.  The election may be made in the 
Schedule or a Confirmation by specifying that subparagraph (ii) above will not apply to the Transactions 
identified as being subject to the election, together with the starting date (in which case subparagraph (ii)  
above will not, or will cease to, apply to such Transactions from such date).  This election may be made 
separately for different groups of Transactions and will apply separately to each pairing of branches or offices 
through which the parties make and receive payments or deliveries. 

 (d)  Default Interest; Other Amounts.  Prior to the occurrence or effective designation of an Early 
Termination Date in respect of the relevant Transaction, a party that defaults in the performance of any  
payment obligation will, to the extent permitted by law and subject to Section 6(c), be required to pay interest 
(before as well as after judgment) on the overdue amount to the other party on demand in the same currency  
as such overdue amount, for the period from (and including) the original due date for payment to (but  
excluding) the date of actual payment, at the Default Rate.  Such interest will be calculated on the basis of  
daily compounding and the actual number of days elapsed.  If, prior to the occurrence or effective designation  
of an Early Termination Date in respect of the relevant Transaction, a party defaults in the performance of  
any obligation required to be settled by delivery, it will compensate the other party on demand if and to the 
extent provided for in the relevant Confirmation or elsewhere in this Agreement. 

3.  Representations 

Each party represents to the other party (which representations will be deemed to be repeated by each party  
on each date on which a Transaction is entered into) that:⎯ 

(a)  Basic Representations. 

(i) Status. It is duly organised and validly existing under the laws of the jurisdiction of its  
organisation or incorporation and, if relevant under such laws, in good standing; 

  (ii) Powers. It has the power to execute this Agreement and any other documentation relating to  
this Agreement to which it is a party, to deliver this Agreement and any other documentation relating  
to this Agreement that it is required by this Agreement to deliver and to perform its obligations  
under this Agreement and any obligations it has under any Credit Support Document  to which it is  
a party and has taken all necessary action to authorise such execution, delivery and performance; 

 (iii) No Violation or Conflict. Such execution, delivery and performance do not violate or conflict  
with any law applicable to it, any provision of its  constitutional documents, any order or judgment  
of any court or other agency of government applicable to it or any of its assets or any contractual 
restriction binding on or affecting it or any of its assets; 
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  (iv) Consents. All governmental and other consents that are required to have been obtained by it  
with respect to this Agreement or any Credit Support Document to which it is a party have been  
obtained and are in full force and effect and all conditions of any such consents have been complied  
with; and 

  (v) Obligations Binding. Its obligations under this Agreement and any Credit Support Document  
to which it is a party constitute its legal, valid and binding obligations, enforceable in accordance  
with their respective terms (subject to applicable bankruptcy, reorganisation, insolvency,  
moratorium or similar laws affecting creditors' rights generally and subject, as to enforceability, to 
equitable principles of general application (regardless of whether enforcement is sought in a  
proceeding in equity or at law)). 

(b) Absence of Certain Events. No Event of Default or Potential Event of Default or, to its knowledge, 
Termination Event with respect to it has occurred and is continuing and no such event or circumstance would 
occur as a result of its entering into or performing its obligations under this Agreement or any Credit Support 
Document to which it is a party. 

(c) Absence of Litigation.  There is not pending or, to its knowledge, threatened against it or any of its 
Affiliates any action, suit or proceeding at law or in equity or before any court, tribunal, governmental body, 
agency or official or any arbitrator that is likely to affect the legality, validity or enforceability against it of  
this Agreement or any Credit Support Document to which it is a party or its ability to perform its obligations 
under this Agreement or such Credit Support Document. 

(d) Accuracy of Specified Information.  All applicable information that is furnished in writing by or on 
behalf of it to the other party and is identified for the purpose of this Section 3(d) in the Schedule is, as of  
the date of the information, true, accurate and complete in every material respect. 

4. Agreements 

Each party agrees with the other that, so long as either party has or may have any obligation under this 
Agreement or under any Credit Support Document to which it is a party:⎯ 

(a) Furnish Specified Information.  It will deliver to the other party any forms, documents or  
certificates specified in the Schedule or any Confirmation by the date specified in the Schedule or such 
Confirmation or, if none is specified, as soon as reasonably practicable. 

(b) Maintain Authorisations.  It will use all reasonable efforts to maintain in full force and effect all  
consents of any governmental or other authority that are required to be obtained by it with respect to this 
Agreement or any Credit Support Document to which it is a party and will use all reasonable efforts to obtain 
any that may become necessary in the future. 

(c) Comply with Laws. It will comply in all material respects with all applicable laws and orders to  
which it may be subject if failure so to comply would materially impair its ability to perform its obligations 
under this Agreement or any Credit Support Document to which it is a party. 

5. Events of Default and Termination Events 

(a) Events of Default. The occurrence at any time with respect to a party or, if applicable, any Credit 
Support Provider of such party or any Specified Entity of such party of any of the following events constitutes 
an event of default (an "Event of Default") with respect to such party:⎯ 

 (i) Failure to Pay or Deliver. Failure by the party to make, when due, any payment under this 
Agreement or delivery under Section 2(a)(i) or 2(d) required to be made by it if such failure is not 
remedied on or before the third Local Business Day after notice of such failure is given to the party; 

 (ii) Breach of Agreement.  Failure by the party to comply with or perform any agreement or  
obligation (other than an obligation to make any payment under this Agreement or delivery under 
Section 2(a)(i) or 2(d) or to give notice of a Termination Event) to be complied with or performed  
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by the party in accordance with this Agreement if such failure is not remedied on or before the  
thirtieth day after notice of such failure is given to the party; 

 (iii) Credit Support Default. 

(1) Failure by the party or any Credit Support Provider of such party to comply with or  
perform any agreement or obligation to be complied with or performed by it in accordance  
with any Credit Support Document if such failure is continuing after any applicable grace  
period has elapsed; 

(2) the expiration or termination of such Credit Support Document or the failing or ceasing  
of such Credit Support Document to be in full force and effect for the purpose of this Agreement 
(in either case other than in accordance with its terms) prior to the satisfaction of all obligations  
of such party under each Transaction to which such Credit Support Document relates without  
the written consent of the other party; or 

(3) the party or such Credit Support Provider disaffirms, disclaims, repudiates or rejects, in  
whole or in part, or challenges the validity of, such Credit Support Document; 

 (iv) Misrepresentation. A representation made or repeated or deemed to have been made or  
repeated by the party or any Credit Support Provider of such party in this Agreement or any Credit 
Support Document proves to have been incorrect or misleading in any material respect when made  
or repeated or deemed to have been made or repeated; 

 (v) Default under Specified Transaction. The party, any Credit Support Provider of such party or any 
applicable Specified Entity of such party (1) defaults under a Specified Transaction and, after  
giving effect to any applicable notice requirement or grace period, there occurs a liquidation of, an 
acceleration of obligations under, or an early termination of, that Specified Transaction, (2) defaults,  
after giving effect to any applicable notice requirement or grace period, in making any payment or 
delivery due on the last payment, delivery or exchange date of, or any payment on early termination  
of, a Specified Transaction (or such default continues for at least three Local Business Days if  there  
is no applicable notice requirement or grace period) or (3) disaffirms, disclaims, repudiates or  
rejects, in whole or in part, a Specified Transaction (or such action is taken by any person or entity 
appointed or empowered to operate it or act on its behalf); 

 (vi) Cross Default. If "Cross Default" is specified in the Schedule as applying to the party, the 
occurrence or existence of (1) a default, event of default or other similar condition or event (however 
described) in respect of such party, any Credit Support Provider of such party or any applicable  
Specified Entity of such party under one or more agreements or instruments relating to Specified 
Indebtedness of any of them (individually or collectively) in an aggregate amount of not less than  
the applicable Threshold Amount (as specified in the Schedule) which has resulted in such Specified 
Indebtedness becoming, or becoming capable at such time of being declared, due and payable under  
such agreements or instruments, before it would otherwise have been due and payable or (2) a default  
by such party, such Credit Support Provider or such Specified Entity (individually or collectively)  
in making one or more payments on the due date thereof in an aggregate amount of not less than the 
applicable Threshold Amount under such agreements or instruments (after giving effect to any  
applicable notice requirement or grace period); 

 (vii) Bankruptcy.  The party, any Credit Support Provider of such party or any applicable Specified  
Entity of such party: ⎯ 

  (1) is dissolved (other than pursuant to a consolidation, amalgamation or merger); (2) becomes 
insolvent or is  unable  to pay its debts or fails or admits in writing its inability generally to pay  
its debts as  they  become  due; (3)  makes a general assignment, arrangement or composition  
with or for the benefit of its creditors; (4) institutes or has instituted against it a proceeding  
seeking a judgment of insolvency or bankruptcy or any other relief under any bankruptcy or 
insolvency law or other similar law affecting creditors' rights, or a petition is presented for its  
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winding-up or liquidation, and, in the case of any such proceeding or petition instituted or 
presented against it, such proceeding or petition (A) results in a judgment of insolvency or 
bankruptcy or the entry of an order for relief or the making of an order for its winding-up or 
liquidation or (B) is not dismissed, discharged, stayed or restrained in each case within 30 days  
of the institution or presentation thereof; (5) has a resolution passed for its winding-up, official 
management or liquidation (other than pursuant to a consolidation, amalgamation or merger);  
(6) seeks or becomes subject to the appointment of an administrator, provisional liquidator, 
conservator, receiver, trustee, custodian or other similar official for it or for all or substantially  
all its  assets; (7) has a secured party take possession of all or substantially all its assets or has  
a distress, execution, attachment, sequestration or  other  legal process levied enforced or sued  
on or against all or substantially all its assets and such secured party maintains possession, or  
any such process is not dismissed, discharged, stayed or restrained, in each case within 30 days 
thereafter; (8) causes or is subject to any event with respect to it which, under the applicable  
laws of any jurisdiction, has an analogous effect to any of the events specified in clauses (1) 
to (7) (inclusive); or (9) takes any action in furtherance of, or indicating its consent to, approval  
of, or acquiescence in, any of the foregoing acts; or 

 (viii) Merger Without Assumption. The party or any Credit Support Provider of such party  
consolidates or amalgamates with, or merges with or into, or transfers all or substantially all its assets  
to, another entity and, at the time of such consolidation, amalgamation, merger or transfer: ⎯ 

  (1) the resulting, surviving or transferee entity fails to assume all the obligations of such party  
or such Credit Support Provider under this Agreement or any Credit Support Document to  
which it or its predecessor was a party by operation of law or pursuant to an agreement  
reasonably satisfactory to the other party to this Agreement; or 

  (2) the benefits of any Credit Support Document fail to extend (without the consent of the  
other party) to the performance by such resulting, surviving or transferee entity of its  
obligations under this Agreement. 

(b) Termination Events. The occurrence at any time with respect to a party or, if applicable, any Credit 
Support Provider of such party or any Specified Entity of such party of any event specified below constitutes  
an Illegality if the event is specified in (i) below, and, if specified to be applicable, a Credit Event Upon  
Merger if the event is specified pursuant to (ii) below or an Additional Termination Event if the event is  
specified pursuant to (iii) below: ⎯ 

 (i) Illegality. Due to the adoption of, or any change in, any applicable law after the date on which  
a Transaction is entered into, or due to the promulgation of, or any change in, the interpretation by  
any court tribunal or regulatory authority with competent jurisdiction of any applicable law after  
such date, it becomes unlawful (other than as a result of a breach by the party of Section 4(b)) for  
such party (which will be the Affected Party):⎯ 

(1) to perform any absolute or contingent obligation to make a payment or delivery or to  
receive a payment or delivery in respect of such Transaction or to comply with any other  
material provision of this Agreement relating to such Transaction; or 

(2) to perform, or for any Credit Support Provider of such party to perform, any contingent  
or other obligation which the party (or such Credit Support Provider) has under any Credit  
Support Document relating to such Transaction; 

 (ii) Credit Event Upon Merger. If "Credit Event Upon Merger" is specified in the Schedule as applying  
to the party, such party (“X”), any Credit Support Provider of X or any applicable Specified Entity of X 
consolidates or amalgamates with, or merges with or into, or transfers all or substantially all its assets  
to, another entity and such action does not constitute an event described in Section 5(a)(viii) but the 
creditworthiness of the resulting, surviving or transferee entity is materially weaker than that of X, such 
Credit Support Provider or such Specified Entity, as the case may be, immediately prior to such action 
(and, in such event, X or its successor or transferee, as appropriate, will be the Affected Party); or 
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(iii) Additional Termination Event. If any "Additional Termination Event" is specified in the  
Schedule or any Confirmation as applying, the occurrence of such event (and, in such event, the  
Affected Party or Affected Parties shall be as specified for such Additional Termination Event in  
the Schedule or such Confirmation). 

(c) Event of Default and Illegality.  If an event or circumstance which would otherwise constitute or  
give rise to an Event of Default also constitutes an Illegality, it will be treated as an Illegality and will not 
constitute an Event of Default. 

6. Early Termination 

(a) Right to Terminate Following Event of Default.  If at any time an Event of Default with respect to  
a party (the “Defaulting Party”) has occurred and is then continuing, the other party (the “Non-defaulting  
Party”) may, by not more than 20 days notice to the Defaulting Party specifying the relevant Event of Default, 
designate a day not earlier than the day such notice is effective as an Early Termination Date in respect of  
all outstanding Transactions. If, however, “Automatic Early Termination” is specified in the Schedule as 
applying to a party, then an Early Termination Date in respect of all outstanding Transactions will occur 
immediately upon the occurrence with respect to such party of an Event of Default specified in  
Section 5(a)(vii)(1), (3), (5), (6) or, to the extent analogous thereto, (8), and as of the time immediately 
preceding the institution of the relevant proceeding or the presentation of the relevant petition upon the 
occurrence with respect to such party of an Event of Default specified in Section 5(a)(vii)(4) or, to the extent 
analogous thereto, (8). 

(b) Right to Terminate Following Termination Event. 

 (i) Notice. If a Termination Event occurs, an Affected Party will, promptly upon becoming aware of  
it, notify the other party, specifying the nature of that Termination Event and each Affected Transaction 
and will also give such other information about that Termination Event as the other party may reasonably 
require. 

 (ii) Two Affected Parties. If an Illegality under section 5(b)(i)(1) occurs and there are two  
Affected Parties, each party will use all reasonable efforts to reach agreement within 30 days after  
notice thereof is given under Section 6(b)(i) on action to avoid that Termination Event.  

 (iii) Right to Terminate. If:⎯ 

(1) an agreement under Section 6(b)(ii) has not been effected with respect to all Affected 
Transactions within 30 days after an Affected Party gives notice under Section 6(b)(i); or 

(2) an Illegality other than that referred to in Section 6(b)(ii), a Credit Event Upon Merger  
or an Additional Termination Event occurs, 

 either party in the case of an Illegality, any Affected Party in the case of an Additional Termination  
Event if there is more than one Affected Party, or the party which is not the Affected Party in the  
case of a Credit Event Upon Merger or an Additional Termination Event if there is only one Affected 
Party may, by not more than 20 days notice to the other party and provided that the relevant  
Termination Event is then continuing, designate a day not earlier than the day such notice is effective  
as an Early Termination Date in respect of all Affected Transactions. 

(c) Effect of Designation. 

 (i) If notice designating an Early Termination Date is given under Section 6(a) or (b), the Early 
Termination Date will occur on the date so designated, whether or not the relevant Event of Default  
or Termination Event is then continuing. 
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 (ii) Upon the occurrence or effective designation of an Early Termination Date, no further  
payments or deliveries under Section 2(a)(i) or 2(d) in respect of the Terminated Transactions will  
be required to be made, but without prejudice to the other provisions of this Agreement.  The amount,  
if any, payable in respect of an Early Termination Date shall be determined pursuant to Section 6(e). 

(d) Calculations. 

 (i) Statement. On or as soon as reasonably practicable following the occurrence of an Early 
Termination Date, each party will make the calculations on its part, if any, contemplated by Section 6(e) 
and will provide to the other party a statement (1) showing, in reasonable detail, such calculations 
(including all relevant quotations and specifying any amount payable under Section 6(e)) and (2) giving 
details of the relevant account to which any amount payable to it is to be paid.  In the absence of written 
confirmation from the source of a quotation obtained in determining a Market Quotation, the records of 
the party obtaining such quotation will be conclusive evidence of the existence and accuracy of such 
quotation. 

 (ii) Payment Date.  An amount calculated as being due in respect of any Early Termination Date  
under Section 6(e) will be payable on the day that notice of the amount payable is effective (in the  
case of an Early Termination Date which is designated or occurs as a result of an Event of Default)  
and on the day which is two Local Business Days after the day on which notice of the amount payable  
is effective (in the case of an Early Termination Date which is designated as a result of a Termination 
Event).  Such amount will be paid together with (to the extent permitted under applicable law)  
interest thereon (before as well as after judgment), from (and including) the relevant Early  
Termination Date to (but excluding) the date such amount is paid, at the Applicable Rate.  Such  
interest will be calculated on the basis of daily compounding and the actual number of days elapsed. 

(e) Payments on Early Termination.  If an Early Termination Date occurs, the following provisions  
shall apply based on the parties' election in the Schedule of a payment measure, either “Market Quotation"  
or “Loss", and a payment method, either the "First Method" or the "Second Method".  If the parties fail to 
designate a payment measure or payment method in the Schedule, it will be deemed that "Market Quotation"  
or the "Second Method", as the case may be, shall apply.  The amount, if any, payable in respect of an Early 
Termination Date and determined pursuant to this Section will be subject to any Set-off. 

 (i) Events of Default.  If the Early Termination Date results from an Event of Default:⎯ 

(1) First Method and Market Quotation. If the First Method and Market Quotation apply, the 
Defaulting Party will pay to the Non-defaulting Party the excess, if a positive number, of  
(A) the sum of the Settlement Amount (determined by the Non-defaulting Party) in respect of  
the Terminated Transactions and the Unpaid Amounts owing to the Non-defaulting Party over  
(B) the Unpaid Amounts owing to the Defaulting Party. 

(2) First Method and Loss.  If the First Method and Loss apply, the Defaulting Party will pay  
to the Non-defaulting Party, if a positive number, the Non-defaulting Party's Loss in respect  
of this Agreement. 

(3) Second Method and Market Quotation. If the Second Method and Market Quotation apply,  
an amount will be payable equal to (A) the sum of the Settlement Amount (determined by the  
Non-defaulting Party) in respect of the Terminated Transactions and the Unpaid Amounts  
owing to the Non-defaulting Party less (B) the Unpaid Amounts owing to the Defaulting Party.   
If that amount is a positive number, the Defaulting Party will pay it to the Non-defaulting Party;  
if it is a negative number, the Non-defaulting Party will pay the absolute value of that amount  
to the Defaulting Party. 

(4) Second Method and Loss. If the Second Method and Loss apply, an amount will be payable 
equal to the Non-defaulting Party's Loss in respect of this Agreement.  If that amount is a  
positive number, the Defaulting Party will pay it to the Non-defaulting Party; if it is a negative  
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number, the Non-defaulting Party will pay the absolute value of that amount to the Defaulting 
Party. 

 (ii) Termination Events.  If the Early Termination Date results from a Termination Event:⎯ 

(1) One Affected Party. If there is one Affected Party, the amount payable will be determined in 
accordance with Section 6(e)(i)(3), if Market Quotation applies, or Section 6(e)(i)(4). if Loss 
applies, except that, in either case, references to the Defaulting Party and to the Non-defaulting 
Party will be deemed to be references to the Affected Party and the party which is not the  
Affected Party, respectively, and, if Loss applies and fewer than all the Transactions are being 
terminated, Loss shall be calculated in respect of all Terminated Transactions. 

 

(2) Two Affected Parties.  If there are two Affected Parties:⎯ 

(A) if Market Quotation applies, each party will determine a Settlement Amount in respect  
of the Terminated Transactions, and an amount will be payable equal to (I) the sum of  
(a) one-half of the difference between the Settlement Amount of the party with the higher  
Settlement Amount ("X") and the Settlement Amount of the party with the lower Settlement  
Amount ("Y") and (b) the Unpaid Amounts owing to X less (II) the Unpaid Amounts owing  
to Y; and 

(B) if Loss applies, each party will determine its Loss in respect of this Agreement (or, if  
fewer than all the Transactions are being terminated, in respect of all Terminated  
Transactions) and an amount will be payable equal to one-half of the difference between the  
Loss of the party with the higher Loss ("X") and the Loss of the party with the lower  
Loss (“Y"). 

If the amount payable is a positive number, Y will pay it to X; if it is a negative number, X  
will pay the absolute value of that amount to Y. 

 (iii) Adjustment for Bankruptcy.  In circumstances where an Early Termination Date occurs  
because "Automatic Early Termination" applies in respect of a party, the amount determined under  
this Section 6(e) will be subject to such adjustments as are appropriate and permitted by law to  
reflect any payments or deliveries made by one party to the other under this Agreement (and retained  
by such other party) during the period from the relevant Early Termination Date to the date for  
payment determined under Section 6(d)(ii). 

 (iv) Pre-Estimate.  The parties agree that if Market Quotation applies an amount recoverable under  
this Section 6(e) is a reasonable pre-estimate of loss and not a penalty.  Such amount is payable for  
the loss of bargain and the loss of protection against future risks and except as otherwise provided  
in this Agreement neither party will be entitled to recover any additional damages as a consequence  
of such losses. 

7. Transfer 

Neither this Agreement nor any interest or obligation in or under this Agreement may be transferred (whether  
by way of security or otherwise) by either party without the prior written consent of the other party, except 
that:⎯ 

(a) a party may make such a transfer of this Agreement pursuant to a consolidation or amalgamation  
with, or merger with or into, or transfer of all or substantially all its assets to, another entity (but without 
prejudice to any other right or remedy under this Agreement); and 

(b) a party may make such a transfer of all or any part of its interest in any amount payable to it from  
a Defaulting Party under Section 6(e). 

Any purported transfer that is not in compliance with this Section will be void. 



 9 ISDA® 1992 

8. Miscellaneous 

(a) Entire Agreement.  This Agreement constitutes the entire agreement and understanding of the parties 
with respect to its subject matter and supersedes all oral communication and prior writings with respect  
thereto. 

(b) Amendments.  No amendment, modification or waiver in respect of this Agreement will be effective 
unless in writing (including a writing evidenced by a facsimile transmission) and executed by each of the  
parties or confirmed by an exchange of telexes or electronic messages on an electronic messaging system. 

(c) Survival of Obligations.  Without prejudice to Sections 2(a)(iii) and 6(c)(ii), the obligations of the  
parties under this Agreement will survive the termination of any Transaction. 

(d) Remedies Cumulative.  Except as provided in this Agreement, the rights, powers, remedies and  
privileges provided in this Agreement are cumulative and not exclusive of any rights, powers, remedies  
and privileges provided by law. 

(e) Counterparts and Confirmations. 

(i) This Agreement (and each amendment, modification and waiver in respect of it) may be  
executed and delivered in counterparts (including by facsimile transmission), each of which will be 
deemed an original. 

(ii) The parties intend that they are legally bound by the terms of each Transaction from the moment 
they agree to those terms (whether orally or otherwise).  A Confirmation shall be entered into as  
soon as practicable and may be executed and delivered in counterparts (including by facsimile 
transmission) or be created by an exchange of telexes or by an exchange of electronic messages on  
an electronic messaging system, which in each case will be sufficient for all purposes to evidence  
a binding supplement to this Agreement.  The parties will specify therein or through another effective 
means that any such counterpart, telex or electronic message constitutes a Confirmation. 

(f) No Waiver of Rights.  A failure or delay in exercising any right, power or privilege in respect of this 
Agreement will not be presumed to operate as a waiver, and a single or partial exercise of any right, power  
or privilege will not be presumed to preclude any subsequent or further exercise, of that right, power or  
privilege or the exercise of any other right, power or privilege. 

(g) Headings. The headings used in this Agreement are for convenience of reference only and are not  
to affect the construction of or to be taken into consideration in interpreting this Agreement. 

9. Expenses 

A Defaulting Party will, on demand, indemnify and hold harmless the other party for and against all  
reasonable out-of-pocket expenses, including legal fees, incurred by such other party by reason of the 
enforcement and protection of its rights under this Agreement or any Credit Support Document to which the 
Defaulting Party is a party or by reason of the early termination of any Transaction, including, but not limited  
to, costs of collection. 

10. Notices 

(a) Effectiveness. Any notice or other communication in respect of this Agreement may be given in any 
manner set forth below (except that a notice or other communication under Section 5 or 6 may not be given  
by facsimile transmission or electronic messaging system) to the address or number or in accordance with  
the electronic messaging system details provided (see the Schedule) and will be deemed effective as  
indicated: ⎯ 

 (i) if in writing and delivered in person or by courier, on the date it is delivered; 

 (ii) if sent by telex, on the date the recipient's answerback is received; 
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 (iii) if sent by facsimile transmission, on the date that transmission is received by a responsible 
employee of the recipient in legible form (it being agreed that the burden of proving receipt will be  
on the sender and will not be met by a transmission report generated by the sender's facsimile  
machine); 

 (iv) if sent by certified or registered mail (airmail, if overseas) or the equivalent (return receipt 
requested), on the date that mail is delivered or its delivery is attempted; or 

 (v) if sent by electronic messaging system, on the date that electronic message is received, 

unless the date of that delivery (or attempted delivery) or that receipt, as applicable, is not a Local Business  
Day or that communication is delivered (or attempted) or received, as applicable, after the close of business  
on a Local Business Day, in which case that communication shall be deemed given and effective on the first 
following day that is a Local Business Day. 

(b) Change of Addresses.  Either party may by notice to the other change the address, telex or facsimile 
number or electronic messaging system details at which notices or other communications are to be given to  
it. 

11. Governing Law and Jurisdiction 

(a) Governing Law. This Agreement will be governed by and construed in accordance with the law  
specified in the Schedule. 

(b) Jurisdiction.  With respect to any suit, action or proceedings relating to this Agreement  
(“Proceedings"), each party irrevocably:⎯ 

 (i) submits to the jurisdiction of the English courts, if this Agreement is expressed to be governed  
by English law, or to the non-exclusive jurisdiction of the courts of the State of New York and the  
United States District Court located in the Borough of Manhattan in New York City, if this  
Agreement is expressed to be governed by the laws of the State of New York; and 

 (ii) waives any objection which it may have at any time to the laying of venue of any Proceedings 
brought in any such court, waives any claim that such Proceedings have been brought in an  
inconvenient forum and further waives the right to object, with respect to such Proceedings, that  
such court does not have any jurisdiction over such party. 

Nothing in this Agreement precludes either party from bringing Proceedings in any other jurisdiction  
(outside, if this Agreement is expressed to be governed by English law, the Contracting States, as defined  
in Section 1(3) of the Civil Jurisdiction and Judgments Act 1982 or any modification, extension or  
re-enactment thereof for the time being in force) nor will the bringing of Proceedings in any one or more  
jurisdictions preclude the bringing of Proceedings in any other jurisdiction. 

(c) Waiver of Immunities. Each party irrevocably waives, to the fullest extent permitted by applicable  
law, with respect to itself and its revenues and assets (irrespective of their use or intended use), all immunity  
on the grounds of sovereignty or other similar grounds from (i) suit, (ii) jurisdiction of any court, (iii) relief  
by way of injunction, order for specific performance or for recovery of property, (iv) attachment of its assets 
(whether before or after judgment) and (v) execution or enforcement of any judgment to which it or its  
revenues or assets might otherwise be entitled in any Proceedings in the courts of any jurisdiction and 
irrevocably agrees, to the extent permitted by applicable law, that it will not claim any such immunity in any 
Proceedings. 

12. Definitions 

As used in this Agreement:⎯ 

"Additional Termination Event" has the meaning specified in Section 5(b). 

"Affected Party" has the meaning specified in Section 5(b). 
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"Affected Transactions" means (a) with respect to any Termination Event consisting of an Illegality, all 
Transactions affected by the occurrence of such Termination Event and (b) with respect to any other 
Termination Event, all Transactions. 

"Affiliate" means, subject to the Schedule, in relation to any person, any entity controlled, directly or  
indirectly, by the person, any entity that controls, directly or indirectly, the person or any entity directly or 
indirectly under common control with the person.  For this purpose, "control" of any entity or person means 
ownership of a majority of the voting power of the entity or person. 

"Applicable Rate" means: ⎯ 

(a) in respect of obligations payable or deliverable (or which would have been but for Section 2(a)(iii))  
by a Defaulting Party, the Default Rate; 

(b) in respect of an obligation to pay an amount under Section 6(e) of either party from and after the date 
(determined in accordance with Section 6(d)(ii)) on which that amount is payable, the Default Rate; 

(c) in respect of all other obligations payable or deliverable (or which would have been but for  
Section 2(a)(iii)) by a Non-defaulting Party, the Non-default Rate; and 

(d) in all other cases, the Termination Rate. 

“consent" includes a consent, approval, action, authorisation, exemption, notice, filing, registration or  
exchange control consent. 

“Credit Event Upon Merger" has the meaning specified in Section 5(b). 

"Credit Support Document" means any agreement or instrument that is specified as such in this Agreement. 

"Credit Support Provider" has the meaning specified in the Schedule. 

"Default Rate" means a rate per annum equal to the cost (without proof or evidence of any actual cost) to  
the relevant payee (as certified by it) if it were to fund or of funding the relevant amount plus 1% per annum. 

"Defaulting Party" has the meaning specified in Section 6(a). 

"Early Termination Date" means the date determined in accordance with Section 6(a) or 6(b)(iii). 

"Event of Default" has the meaning specified in Section 5(a) and, if applicable, in the Schedule. 

"Illegality"  has the meaning specified in Section 5(b). 

"law" includes any treaty, law, rule or regulation and "lawful" and "unlawful" will be construed accordingly. 

"Local Business Day” means, subject to the Schedule, a day on which commercial banks are open for  
business (including dealings in foreign exchange and foreign currency deposits) (a) in relation to any  
obligation under Section 2(a)(i), in the place(s) specified in the relevant Confirmation or, if not so specified,  
as otherwise agreed by the parties in writing or determined pursuant to provisions contained, or incorporated  
by reference, in this Agreement, (b) in relation to any other payment, in the place where the relevant account  
is located (c) in relation to any notice or other communication, including notice contemplated under  
Section 5(a)(i), in the city specified in the address for notice provided by the recipient and, in the case of a  
notice contemplated by Section 2(b), in the place where the relevant new account is to be located and (d) in 
relation to Section 5(a)(v)(2), in the relevant locations for performance with respect to such Specified 
Transaction. 

"Loss" means, with respect to this Agreement or one or more Terminated Transactions, as the case may be, and 
a party, an amount that party reasonably determines in good faith to be its total losses and costs (or gain,  
in which case expressed as a negative number) in connection with this Agreement or that Terminated  
Transaction or group of Terminated Transactions, as the case may be, including any loss of bargain, cost of 
funding or, at the election of such party but without duplication, loss or cost incurred as a result of its 
terminating, liquidating, obtaining or reestablishing any hedge or related trading position (or any gain  



 12 ISDA® 1992 

resulting from any of them).  Loss includes losses and costs (or gains) in respect of any payment or delivery 
required to have been made (assuming satisfaction of each applicable condition precedent) on or before the 
relevant Early Termination Date and not made, except, so as to avoid duplication, if Section 6(e)(i)(1) or (3)  
or 6(e)(ii)(2)(A) applies.  Loss does not include a party's legal fees and out-of-pocket expenses referred to  
under Section 9.  A party will determine its Loss as of the relevant Early Termination Date, or, if that is not 
reasonably practicable, as of the earliest date thereafter as is reasonably practicable.  A party may (but need  
not) determine its Loss by reference to quotations of relevant rates or prices from one or more leading dealers  
in the relevant markets. 

"Market Quotation" means, with respect to one or more Terminated Transactions and a party making the 
determination, an amount determined on the basis of quotations from Reference Market-makers.  Each  
quotation will be for an amount, if any, that would be paid to such party (expressed as a negative number)  
or by such party (expressed as a positive number) in consideration of an agreement between such party (taking 
into account any existing Credit Support Document with respect to the obligations of such party) and the  
quoting Reference Market-maker to enter into a transaction (the "Replacement Transaction") that would  
have the effect of preserving for such party the economic equivalent of any payment or delivery (whether  
the underlying obligation was absolute or contingent and assuming the satisfaction of each applicable  
condition precedent) by the parties under Section 2(a)(i) in respect of such Terminated Transaction or group  
of Terminated Transactions that would, but for the occurrence of the relevant Early Termination Date, have  
been required after that date.  For this purpose, Unpaid Amounts in respect of the Terminated Transaction or 
group of Terminated Transactions are to be excluded but, without limitation, any payment or delivery that 
would, but for the relevant Early Termination Date, have been required (assuming satisfaction of each  
applicable condition precedent) after that Early Termination Date is to be included.  The Replacement 
Transaction would be subject to such documentation as such party and the Reference Market-maker may, in 
good faith, agree.  The party making the determination (or its agent) will request each Reference  
Market-maker to provide its quotation to the extent reasonably practicable as of the same day and time  
(without regard to different time zones) on or as soon as reasonably practicable after the relevant Early 
Termination Date.  The day and time as of which those quotations are to be obtained will be selected in good 
faith by the party obliged to make a determination under Section 6(e), and, if each party is so obliged, after 
consultation with the other. If more than three quotations are provided, the Market Quotation will be the 
arithmetic mean of the quotations, without regard to the quotations having the highest and lowest values.  If 
exactly three such quotations are provided, the Market Quotation will be the quotation remaining after 
disregarding the highest and lowest quotations.  For this purpose, if more than one quotation has the same 
highest value or lowest value, then one of such quotations shall be disregarded.  If fewer than three quotations 
are provided, it will be deemed that the Market Quotation in respect of such Terminated Transaction or group  
of Terminated Transactions cannot be determined. 

"Non-default Rate" means a rate per annum equal to the cost (without proof or evidence of any actual cost)  
to the Non-defaulting Party (as certified by it) if it were to fund the relevant amount. 

"Non-defaulting Party" has the meaning specified in Section 6(a). 

"Potential Event of Default" means any event which, with the giving of notice or the lapse of time or both, 
would constitute an Event of Default. 

"Reference Market-makers" means four leading dealers in the relevant market selected by the party 
determining a Market Quotation in good faith (a) from among dealers of the highest credit standing which 
satisfy all the criteria that such party applies generally at the time in deciding whether to offer or to make  
an extension of credit and (b) to the extent practicable, from among such dealers having an office in the same 
city. 

"Scheduled Payment Date" means a date on which a payment or delivery is to be made under Section 2(a)(i) 
with respect to a Transaction. 

"Set-off” means set-off, offset, combination of accounts, right of retention or withholding or similar right  
or requirement to which the payer of an amount under Section 6 is entitled or subject (whether arising under  
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this Agreement, another contract, applicable law or otherwise) that is exercised by, or imposed on, such  
payer. 

"Settlement Amount" means, with respect to a party and any Early Termination Date, the sum of:⎯ 

(a) the Market Quotations (whether positive or negative) for each Terminated Transaction or group of 
Terminated Transactions for which a Market Quotation is determined; and 

(b) such party's Loss (whether positive or negative and without reference to any Unpaid Amounts) for  
each Terminated Transaction or group of Terminated Transactions for which a Market Quotation cannot be 
determined or would not (in the reasonable belief of the party making the determination) produce a 
commercially reasonable result. 

"Specified Entity" has the meaning specified in the Schedule. 

"Specified Indebtedness" means, subject to the Schedule, any obligation (whether present or future,  
contingent or otherwise, as principal or surety or otherwise) in respect of borrowed money. 

"Specified Transaction” means, subject to the Schedule, (a) any transaction (including an agreement with respect 
thereto) now existing or hereafter entered into between one party to this Agreement (or any Credit Support 
Provider of such party or any applicable Specified Entity of such party) and the other party to this Agreement (or 
any Credit Support Provider of such other party or any applicable Specified Entity of such other party) which is 
a rate swap transaction, basis swap, forward rate transaction, commodity swap, commodity option, equity or 
equity index swap, equity or equity index option, bond option, interest rate option, foreign exchange transaction, 
cap transaction, floor transaction, collar transaction, currency swap transaction, cross-currency rate swap 
transaction, currency option or any other similar transaction (including any option with respect to any of these 
transactions), (b) any combination of these transactions and (c) any other transaction identified as a Specified 
Transaction in this Agreement or the relevant confirmation. 

"Terminated Transactions" means with respect to any Early Termination Date (a) if resulting from a 
Termination Event, all Affected Transactions and (b) if resulting from an Event of Default, all Transactions  
(in either case) in effect immediately before the effectiveness of the notice designating that Early Termination 
Date (or, if "Automatic Early Termination" applies, immediately before that Early Termination Date). 

"Termination Event" means an Illegality or, if specified to be applicable, a Credit Event Upon Merger or  
an Additional Termination Event. 

"Termination Rate" means a rate per annum equal to the arithmetic mean of the cost (without proof or  
evidence of any actual cost) to each party (as certified by such party) if it were to fund or of funding such 
amounts. 

"Unpaid Amounts" owing to any party means, with respect to an Early Termination Date, the aggregate of  
(a) in respect of all Terminated Transactions, the amounts that became payable (or that would have become 
payable but for Section 2(a)(iii)) to such party under Section 2(a)(i) on or prior to such Early Termination  
Date and which remain unpaid as at such Early Termination Date and (b) in respect of each Terminated 
Transaction, for each obligation under Section 2(a)(i) which was (or would have been but for  
Section 2(a)(iii)) required to be settled by delivery to such party on or prior to such Early Termination Date  
and which has not been so settled as at such Early Termination Date, an amount equal to the fair market  
value of that which was (or would have been) required to be delivered as of the originally scheduled date  
for delivery, in each case together with (to the extent permitted under applicable law) interest, in the currency  
of such amounts, from (and including) the date such amounts or obligations were or would have been required  
to have been paid or performed to (but excluding) such Early Termination Date, at the Applicable Rate.  Such 
amounts of interest will be calculated on the basis of daily compounding and the actual number of days  
elapsed.  The fair market value of any obligation referred to in clause (b) above shall be reasonably determined  
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U.S. MUNICIPAL COUNTERPARTY SCHEDULE 
to the 

Master Agreement 
 

dated as of April 11, 2007 
 
 

Between BANK OF AMERICA, N.A. and 
 

MODESTO PUBLIC FINANCING 
AUTHORITY 

 
 (“Party A”)  (“Party B”) 

PART 1:  Termination Provisions 

 
(a) "Specified Entity" means in relation to Party A for the purpose of:-  
 

Section 5(a)(v)  (Default under Specified Transaction), none; 
 

Section 5(a)(vi) (Cross Default),    none; 
 

Section 5(a)(vii) (Bankruptcy),    none; and  
 

Section 5(b)(ii) (Credit Event Upon Merger),   none; 
 
 in relation to Party B for the purpose of:-  
 

Section 5(a)(v) (Default under Specified Transaction) none; 
        

Section 5(a)(vi) (Cross Default),    none; 
 
Section 5(a)(vii) (Bankruptcy),    none; and 
 
Section 5(b)(ii) (Credit Event Upon Merger),    none. 

 
(b) "Specified Transaction" will have the meaning specified in Section 12. 
 
(c) The "Cross-Default" provisions of Section 5(a)(vi) (as amended in Part 5(e))  
  will apply to Party A and  
  will apply to Party B.  
 

In connection therewith: 
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"Specified Indebtedness" will not have the meaning specified in Section 12, and such definition 
shall be replaced by the following: With respect to Party A, any obligation in respect of the 
payment of moneys (whether present or future, contingent or otherwise, as principal or surety or 
otherwise), excluding obligations in respect of deposits received in the ordinary course of Party 
A’s banking business; and with respect to Party B, any obligation under any lease or similar 
agreements to which Party B is a party."  
 
"Threshold Amount" means, with respect to Party A, an amount equal to three percent (3%) of 
the Shareholders’ Equity of Bank of America Corporation and, with respect to Party B, Five 
Million United States Dollars ($5,000,000). 

 
 "Shareholders' Equity" means, with respect to Party A, at any time, the sum (as shown in its 

most recent annual audited financial statements) of (i) its capital stock (including preferred stock) 
outstanding, taken at par value, (ii) its capital surplus and (iii) its retained earnings, minus (iv) 
treasury stock, each to be determined in accordance with generally accepted accounting 
principles. 
 

(d) The "Credit Event Upon Merger" provisions of Section 5(b)(ii)  
  will apply to Party A  
  will apply to Party B.  
 
(e) The "Automatic Early Termination" provision of Section 6(a)  
  will not apply to Party A  
  will not apply to Party B;  

 
provided, however, that with respect to a party, where the Event of Default specified in Section 
5(a)(vii)(1), (3), (4), (5), (6) or to the extent analogous thereto, (8) is governed by a system of law 
which does not permit termination to take place after the occurrence of the relevant Event of 
Default, then the Automatic Early Termination provisions of Section 6(a) will apply to such 
party. 
 
Section 6(e)(iii).  Section 6(e)(iii) of this Agreement shall be amended to include the following 
sentences after the existing sentence: 
 
“In addition to and notwithstanding anything to the contrary in the preceding sentence of this 
Section 6(e)(iii), if an Early Termination Date is deemed to have occurred under Section 6(a) as a 
result of Automatic Early Termination, the Defaulting Party hereby agrees to indemnify the Non-
Defaulting Party on demand against all loss or damage that the Non-Defaulting Party may sustain 
or incur in respect of each Transaction as a result of movement in interest rates, currency 
exchange rates or market quotations between the Early Termination Date and the date (the 
‘Determination Date’) upon which the Non-Defaulting Party obtains the information confirming 
the existence of the Event of Default leading to the deemed Early Termination Date under Section 
6(a) that has been derived from reasonably reliable source of information, including publicly 
available information, such as Telerate, Reuters, Financial Times and The Wall Street Journal. 
 
If the Non-Defaulting Party shall determine that it would gain or benefit from the movement in 
interest rates, currency exchange rates or market quotations between the Early Termination Date 
and the Determination Date, the amount of such gain or benefit shall be deducted from the 
amount payable by the Defaulting Party pursuant to Section 6(e)(i). 
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The Determination Date shall be a date not later than the date upon which creditors generally of 
the Defaulting Party are notified of the occurrence of the Event of Default leading to the deemed 
Early Termination Date.” 

 
(f) Payments on Early Termination.  For the purpose of Section 6(e):  
 

(i) Market Quotation will apply.  
 

(ii) The Second Method will apply. 
 
(g) Additional Termination Event will apply.  The following events shall constitute Additional 

Termination Events hereunder: 
 

(i) With respect to any Transaction which is not an Insured Transaction, as defined herein, a 
Ratings Event occurs with respect to Party B and Party B fails, within thirty (30) General 
Business Days of such Ratings Event, to either (i) assign this Agreement and all 
Transactions hereunder to a third party reasonably satisfactory to Party A, (ii) provide, 
from time to time, a letter of credit, surety or other insurance policy in form and 
substance satisfactory to Party A, or (iii) deliver an executed ISDA Credit Support Annex 
in form and substance satisfactory to Party A. For purposes of this Termination Event, 
"Ratings Event" means that (i) the Appropriation Rating (without regard to any third 
party credit enhancement) of  Party B is lower than "BBB" (SPUR) by Standard and 
Poor's Ratings Services, a division of The McGraw-Hill Companies, Inc. or any 
successor thereto ("S&P"), (ii) in the event Moody’s issues an Appropriation or similar 
rating, such rating of Party B is lower than "Baa2" or (iii)  either such rating is withdrawn 
or suspended.  Party B shall be the sole Affected Party with respect to this Additional 
Termination Event.   
 

(ii)    A Ratings Event occurs with respect to Party A and Party A fails, within thirty (30) General 
Business Days of such Ratings Event, to either (i) assign this Agreement and all 
Transactions hereunder to a third party reasonably satisfactory to Party B, (ii) provide, 
from time to time, a letter of credit, surety or other insurance policy in form and 
substance satisfactory to Party B, or (iii) delivers additional collateral under the terms of 
the ISDA Credit Support Annex in an amount satisfactory to Party B. For purposes of 
this Termination Event, "Ratings Event" means that (i) the unenhanced ratings (without 
regard to any third party credit enhancement) of its long-term certificates of deposit are 
lower than "A3" by Moody's, and "A-" by S&P, or (ii) either such rating is withdrawn or 
suspended.  Party A shall be the sole Affected Party with respect to this Additional 
Termination Event. 

 
(h) Events of Default. 
 

(i) Bankruptcy.  Clause (6) of Section 5(a)(vii) of this Agreement is hereby amended to read in its 
entirety as follows: 

 
"(6)(A) seeks or becomes subject to the appointment of an administrator, 
provisional liquidator, conservator, receiver, trustee, custodian or other similar 
official for it or for all or substantially all its assets or (B) in the case of a 
Government Entity, any Credit Support Provider of such Government Entity or 
any applicable Specified Entity of such Government Entity,  (I) there shall be 
appointed or designated with respect to it, an entity such as an organization, 
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board, commission, authority, agency or body to declare a financial emergency or 
similar state of financial distress with respect to it or (II) there shall be declared 
by it or by any legislative or regulatory body with competent jurisdiction over it, 
the existence of a state of financial emergency or similar state of financial 
distress in respect of it;". 

 
(ii) Merger Without Assumption.  Section 5(a)(viii) of this Agreement is hereby amended to read 
in its entirety as follows: 
 

"(viii) Merger Without Assumption.  The party or any Credit Support Provider of 
such party consolidates or amalgamates with, or merges with or into, or transfers 
all or substantially all its assets to, another entity (or, without limiting the 
foregoing, if such party is a Government Entity, an entity such as an organization, 
board, commission, authority, agency or body succeeds to the principal functions 
of, or powers and duties granted to, such party or any Credit Support Provider of 
such party) and, at the time of such consolidation, amalgamation, merger, transfer 
or succession: 
 

(1) the resulting, surviving, transferee or successor entity fails to assume 
all the obligations of such party or such Credit Support Provider under 
this Agreement or any Credit Support Document to which it or its 
predecessor was a party by operation of law or pursuant to an agreement 
reasonably satisfactory to the other party to this Agreement; or 
 
(2) the benefits of any Credit Support Document fail to extend (without 
the consent of the other party) to the performance by such resulting, 
surviving, transferee or successor entity of its obligations under this 
Agreement." 

 
(iii) Covered Indenture. Section 5(a)(ix) of this Agreement is hereby added to read in its entirety 
as follows:  

“(ix) Covered Indenture. With respect to the Government Entity, any Event of Default 
under the Covered Indenture (and as defined therein) shall be an Event of Default under 
this Agreement.” 

 
(i) Termination Events.  Section 5(b)(ii) of this Agreement is hereby amended to read in its entirety 

as follows: 
 

"(ii)  Credit Event Upon Merger.  If "Credit Event Upon Merger" is specified in 
the Schedule as applying to the party, such party ("X"), any Credit Support 
Provider of X or any applicable Specified Entity of X consolidates or 
amalgamates with, or merges with or into, or transfers all or substantially all its 
assets to, another entity (or, without limiting the foregoing, if X is a Government 
Entity, an entity such as an organization, board, commission, authority, agency or 
body succeeds to the principal functions of, or powers and duties granted to, X, 
any Credit Support Provider of X or any Specified Entity of X) and such action 
does not constitute an event described in Section 5(a)(viii) but the 
creditworthiness of the resulting, surviving, transferee or successor entity is 
materially weaker than that of X, such Credit Support Provider or such Specified 
Entity, as the case may be, immediately prior to such action (and, in such event, 
X or its successor or transferee, as appropriate, will be the sole Affected Party); 
or". 
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PART 2:  Agreement to Deliver Documents 
 

For the purpose of Section 4(a) of this Agreement, each party agrees to deliver the following documents:-  
 
Party 
required to 
deliver 
document 

 Form/Document/Certificate  Date by which to be 
delivered 

 Covered by 
Section 3(d) 
Representation 

Party B  Annual Report of Party B and of 
any Credit Support Provider 
thereof containing audited, 
consolidated financial statements 
certified by independent certified 
public accountants and prepared in 
accordance with generally 
accepted accounting principles in 
the country in which such party 
and such Credit Support Provider 
is organized 

 To be made available 
on 
www.ci.modesto.ca.u
s/  as soon as 
available and in any 
event within 270 days 
after the end of each 
fiscal year of Party B 
and of the Credit 
Support Provider 

 

 Yes 

Party A  Annual Report of Bank of America 
Corporation containing audited, 
consolidated financial statements 
certified by independent certified 
public accountants and prepared in 
accordance with generally 
accepted accounting principles in 
the country in which such party is 
organized 

 To be made available 
on 
www.bankofamerica.co
m/investor/ as soon as 
available and in any 
event within 180 days 
after the end of each 
fiscal year of Party A 

 

 Yes 

Party B    Credit Support Document(s)  Upon execution and 
delivery of this 
Agreement 

 No 

Party B  Opinion of Counsel satisfactory to 
Party A substantially in the form 
of Exhibit I and Exhibit II hereto 

 Upon execution and 
delivery of this 
Agreement and each 
Transaction 
confirmed hereunder 

 No 

Party A  Opinion of Counsel satisfactory to 
Party B  substantially in the form 
of Exhibit III hereto 

 Upon execution and 
delivery of this 
Agreement 

 No 
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Party 
required to 
deliver 
document 

 Form/Document/Certificate  Date by which to be 
delivered 

 Covered by 
Section 3(d) 
Representation 

Party A and 
Party B 

 Executed copies of all corporate 
authorizations and any other 
documents with respect to the 
execution, delivery and 
performance of this Agreement 
and any Credit Support Document, 
as applicable 

 Upon execution and 
delivery of this 
Agreement 

 Yes 

Party A and 
Party B 

 Certificate of incumbency and/or 
specimen signatures of individuals 
executing this Agreement and any 
Credit Support Document 

 Upon execution and 
delivery of this 
Agreement and 
thereafter upon 
request of the other 
party 

 Yes 

Party B  Executed copy of the Covered 
Indenture  

 Upon execution and 
delivery of this 
Agreement 

 No 

Party B  Executed copy of any amendment, 
modification or supplement to the 
Covered Indenture  

 Upon execution and 
delivery of such 
amendment, 
modification or 
supplement 

 No 

Party B  Continuing Disclosure Agreement   To be made available 
on 
www.ci.modesto.ca.u
s/ as soon as available 
and in any event 
within 270 days after 
the end of each fiscal 
year of Party B 

  

Party B  Swap Insurance Policy  On or before the 
closing date of the 
Bonds 

 

 No 

Party B  Opinion of Legal Counsel to the 
Insurer regarding the Swap 
Insurance Policy in a form 
reasonably satisfactory to Party A 

 

 To be delivered in 
conjunction with the 
Swap Insurance 
Policy, on or before 
the closing date of the 
Bonds 

 No 
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PART 3:  Miscellaneous 
 

(a) Address for Notices.  For the purpose of Section 10(a) of this Agreement:-  
 

Address for notice or communications to Party A: 
 

Bank of America, N.A. 
Sears Tower 
233 South Wacker Drive, Suite 2800 
Chicago, IL 60606 
Attention:  Swap Operations 
Telephone No.:  312-234-2732 
Facsimile No.:  866-255-1444 

 
 with a copy to: 
 

Bank of America, N.A. 
100 N. Tryon St., NC1-007-13-01 
Charlotte, North Carolina  28255 
Attention:  Global Markets Trading Agreements  
Facsimile No.:  704-386-4113 

  
 And with a copy to Insurer, at the address hereinbelow. 
 

Address for financial statements to Party A:  
 

Bank of America, N.A. 
Bank of America Plaza 
333 South Hope St. 
Los Angeles, California 90071-1406 
Attention: Deborah L. Miller, Senior Vice President  
Mail Code: CA9-193-13-17
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Address for notice or communications to Party B: 
 
Modesto Public Financing Authority 
City of Modesto Finance Department 
City Hall 
1010 Tenth Street, Suite 5200 
Modesto, California 95353 
Attention: Director of Finance 
Telephone No.: (209) 577-5371 
Facsimile No.:  (209) 571-5880 

 
With a copy to: 
 
City Attorney's Office  
c/o City of Modesto 
City Hall 
1010 Tenth Street, Sixth Floor 
Modesto, California 95354 
Attention: City Attorney 
Telephone No.: (209) 577-5284 
Facsimile No.:  (209) 544-8260 
 
And with a copy to Insurer, at the address hereinbelow. 
 
With respect to an Insured Transaction, address for notice or communication to Insurer: 
 
CIFG Assurance North America, Inc. 
825 Third Avenue, 6th Floor 
New York, New York 10022 
Attention: General Counsel 
Telephone No.: (212) 909-3939 
Facsimile No.: (212) 909-0402  

 
(b) Calculation Agent.  The Calculation Agent is Party A, unless an Event of Default with respect to 

Party A is continuing, in which case the Calculation Agent will be a financial institution that 
would qualify as a Reference Market Maker, which shall be reasonably acceptable to Party A, 
selected by Party B.   

 
(c) Credit Support Document.  Details of any Credit Support Document: 

Each of the following, as amended, supplemented, modified, renewed, replaced, consolidated, 
substituted or extended from time to time, is a “Credit Support Document”: 
 
In relation to Party A, the Credit Support Annex. 
 

(d) Credit Support Provider.  
 
 Credit Support Provider means in relation to Party A: Not applicable.  
 

Credit Support Provider means in relation to Party B: Not applicable. 
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(e) Governing Law.  This Agreement and any and all controversies arising out of or in relation to 
this Agreement will be governed by and construed in accordance with the laws of the State of 
New York (without reference to its conflict of laws doctrine).  Notwithstanding the foregoing, the 
parties agree that matters relating to the powers, authority and capacity of Party B to enter into the 
Agreement or any Transaction shall be governed by the laws of the State of California. 

 
(f) Netting of Payments. Subparagraph (ii) of Section 2(c) shall not apply to any Transactions; 

provided, however, if the parties otherwise so agree, then subparagraph (ii) of Section 2(c) shall 
apply. 

 
(g) "Affiliate" will have the meaning specified in Section 12 of this Agreement. 
 

“Covered Indenture” means the Indenture. (h) 

(i) 

(j) 

(k) 

“Indenture” means the Indenture, dated as of April 1, 2007, by and between the Modesto Public 
Financing Authority (the “Authority) and The Bank of New York Trust Company, N.A., as 
trustee, as amended and supplemented following the date hereof in accordance with the terms 
hereof and thereof. 

"Covered Indenture Incorporation Date" means the date hereof. 

"Government Entity" means Party B. 

 
PART 4: Municipal Counterparty Provisions 

 
(a) Obligations.  Section 2(a)(iii) of this Agreement is hereby amended to read in its entirety as 

follows:  
 

"(iii) Each obligation of each party under Section 2(a)(i) is subject to (1) the 
condition precedent that no Event of Default, Potential Event of Default or 
Incipient Illegality with respect to the other party has occurred and is continuing, 
(2) the condition precedent that no Early Termination Date in respect of the 
relevant Transaction has occurred or been effectively designated and (3) each 
other applicable condition precedent specified in this Agreement." 
 

(b) Representations. 
 

(i)  The introductory clause of Section 3 of this Agreement is hereby amended to read in its 
entirety as follows: 
 

"Each party represents to the other party (which representations will be deemed 
to be repeated by each party on each date on which a Transaction is entered into 
and, in the case of the representations in Section 3(a) and 3(e), at all times until 
the termination of this Agreement) that:". 

 
(ii)  Section 3(a)(ii) of this Agreement is hereby amended to read in its entirety as follows: 
 

"(ii) Powers.  It has the power to execute this Agreement and any other 
documentation relating to this Agreement to which it is a party, to deliver this 
Agreement and any other documentation relating to this Agreement that it is 
required by this Agreement to deliver and to perform its obligations under this 
Agreement and any obligations it has under any Credit Support Document to 
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which it is a party and has taken all necessary action and made all necessary 
determinations and findings to authorize such execution, delivery and 
performance;". 

 
(iii)  Section 3(b) of this Agreement is hereby amended to read in its entirety as follows: 
 

"(b) Absence of Certain Events.  No Event of Default or Potential Event of 
Default or, to its knowledge, Incipient Illegality (in the case of a Government 
Entity) or Termination Event with respect to it has occurred and is continuing and 
no such event or circumstance would occur as a result of its entering into or 
performing its obligations under this Agreement or any Credit Support Document 
to which it is a party." 

 
(iv) Section 3 of this Agreement is hereby amended by adding the following subsection "(e)" 
thereto, which subsection shall only apply to the Government Entity: 
 

"(e) Non-Speculation.  This Agreement has been, and each Transaction 
hereunder will be (and, if applicable, has been), entered into for purposes of 
managing its borrowings or investments and not for purposes of speculation." 

 
(v) Section 3 of this Agreement is hereby amended by adding the following subsection "(f)" 
thereto: 
 

"(f) No Immunity.  It is not entitled to claim immunity on the grounds of 
sovereignty or other similar grounds with respect to itself or its revenues or 
financial assets (irrespective of their use or intended use) from (i) suit, (ii) 
jurisdiction of any court, or, (iii) except to the extent provided in Part 5 of 
Division 3.6 of Title 1 of the Government Code of the State of California (“Part 
5”) (x) relief by way of injunction, order for specific performance or for recovery 
of property, (y) attachment of its financial assets (whether before or after 
judgment) or (z) execution or enforcement of any judgment to which it or its 
revenues or financial assets might otherwise be subject to in any Proceedings (as 
defined in Section 11(b)) in the courts of any jurisdiction and no such immunity 
(whether or not claimed) may be attributed to such party or its revenues or 
assets." 

 
(c) Agreements.  
 

(i) The introductory clause of Section 4 of this Agreement is hereby amended to read in its 
entirety as follows:  

 
"Each party agrees with the other (or, in the case of Section 4(d), (e) and (f), the 
Government Entity agrees with the other party) that, so long as either party has or may 
have any obligation under this Agreement or under any Credit Support Document to 
which it is a party:"  

 
(ii) Section 4 of this Agreement is hereby amended by adding the following subsections "(d)", 
"(e)", and "(f)" thereto: 
 

"(d) Compliance with Covered Indenture.  The Government Entity will observe, 
perform and fulfill each provision of the Covered Indenture in effect on the 
Covered Indenture Incorporation Date, as any of those provisions may  be 
amended, supplemented or modified for purposes of this Agreement with the 
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prior written consent of the other party hereto (the "Incorporated Provisions"), 
with the effect that such other party hereto will have the benefit of each of the 
Incorporated Provisions (including without limitation, covenants, right to consent 
to certain actions subject to consent under the Covered Indenture and delivery of 
financial statements and other notices and information).  These Incorporated 
Provisions are limited to those provisions, if failure to observe, perform and 
fulfill such provisions would have a material adverse effect on Party A.  Other 
than for the purpose of issuing Additional Bonds permitted to be executed and 
entered into by Party B under Section 3 of the Covered Indenture, and any 
Supplemental Indenture provided thereunder, Party B will not hereafter amend 
the Covered Indenture in any manner which materially adversely affects the 
rights of Party A under this Agreement, without the prior written consent of Party 
A.  Any other such amendment, supplement, modification or waiver of any of the 
Incorporated Provisions without the prior written consent of the other party 
hereto shall have no force and effect with respect to this Agreement.    Not 
withstanding the foregoing, Party B shall not be required to obtain the consent of 
Party A, in the event of release of property from the Facility Lease and the Site 
Lease; provided that such release is in accordance and pursuant to the terms of 
the Facility Lease. 
 
(e) Notice of Incipient Illegality.  If an Incipient Illegality occurs, the 
Government Entity will, promptly upon becoming aware of it, notify the other 
party, specifying the nature of that Incipient Illegality and will also give such 
other information about that Incipient Illegality as the other party may reasonably 
require. 
 
(f) Security and Source of Payment of Party B’s Obligations. Party B covenants 
to cause Party B’s obligations under this Agreement to be, and each Transaction 
hereunder shall be secured by a pledge of, and lien and charge on, the Revenues, 
on a parity with the lien thereon in favor of the Bonds, and shall constitute 
“Regular Swap Payments”, as set forth in the Indenture.  All Regular Swap 
Payments shall be paid from the Interest Account with the same priority as 
interest on the Bonds. The obligations of Party B to make the payment of 
Termination Amounts shall be secured by a pledge of, and lien and charge on, the 
Revenues on a subordinate basis only to the lien thereon in favor of the Bonds 
and the Regular Swap Payments, and shall constitute “Extraordinary Swap 
Payments”, as set forth in the Indenture.   All Extraordinary Swap Payments and 
all amounts necessary to reimburse the Insurer in connection with the Swap 
Insurance Policy pursuant to Part 6(k) hereof shall be paid from the Provider 
Payment Account.  Revenues shall be deposited in the Provider Payment 
Account directly after deposit of Revenues to the Interest Account and the 
Principal Account.  Party A acknowledges that the City’s obligation to make 
payments related to Regular Swap Payments and Extraordinary Swap Payments 
under the Facility Lease constitute Base Rental Payments under the Facility 
Lease and are subject to the limitations upon the maximum annual base rental 
payments thereunder.  
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For purposes of this Section 4(f), capitalized terms used but not defined in this 
Agreement shall have the meanings ascribed to them in the Covered Indenture. 
 
Notwithstanding any provision to the contrary in this Agreement, Party B’s 
obligations hereunder are limited obligations and payable solely from Revenues 
and other amounts available under the Resolution." 

 
 

(d) Jurisdiction.  Section 11(b) of this Agreement is hereby amended to read in its entirety as 
follows: 

 
"(b) Jurisdiction.  With respect to any suit, action or proceedings relating to this 
Agreement ('Proceedings'), each party irrevocably: 
 

(i) submits, to the fullest extent permitted by applicable law, to the non-
exclusive jurisdiction of each of the courts of the State of New York, the 
United States District Court located in the Borough of Manhattan in New 
York City, the courts of the state in which the  Government Entity or the 
other party's principal executive offices are located and the United States 
District Court with jurisdiction over the location of the Government 
Entity or the other party's principal executive offices; and  
 
(ii) waives, to the fullest extent permitted by applicable law, (1) any 
objection which it may have at any time to the laying of venue of any 
Proceedings brought in any such court, (2) any claim that such 
Proceedings have been brought in an inconvenient forum and (3) the 
right to object, with respect to such Proceedings, that such court does not 
have any jurisdiction over such party. 

 
Nothing in this Agreement precludes either party from bringing Proceedings in 
any other jurisdiction nor will the bringing of Proceedings in any one or more 
jurisdictions preclude the bringing of Proceedings in any other jurisdiction." 

 
(e) Definitions. Section 12 of this Agreement is hereby amended to add the following definitions in 

their appropriate alphabetical order: 
 
" 'Covered Indenture' has the meaning specified in the Schedule." 
 
" 'Covered Indenture Incorporation Date' has the meaning specified in the Schedule." 
 
" 'Government Entity' has the meaning specified in the Schedule." 
 
" 'Incipient Illegality' means (a) the enactment by any legislative body with competent 
jurisdiction over a government entity of legislation which, if adopted as law, would 
render unlawful (i) the performance by the Government Entity of any absolute or 
contingent obligation to make a payment or delivery or to receive a payment or delivery 
in respect of a Transaction or the compliance by the Government Entity with any other 
material provision of this Agreement relating to such Transaction or (ii) the performance 
by the Government Entity or a Credit Support Provider of such Government Entity of any 
contingent or other obligation which the Government Entity (or such Credit Support 
Provider) has under any Credit Support Document relating to such Transaction, (b) any 
assertion in any proceeding, forum or action by the  Government Entity, in respect of the 
Government Entity to the effect  that performance under this Agreement or similar 
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agreements is unlawful or (c) the occurrence with respect to the Government Entity or 
any Credit Support Provider of such Government Entity of any event that constitutes an 
Illegality." 
 
“‘Insured Transaction’ means any Transaction for which a Swap Insurance Policy has 
been issued by the Insurer.” 

“‘Insurer’ means CIFG Assurance North America, Inc. and its successors and permitted 
assigns.” 

“‘Moody’s’ means Moody’s Investors Service, Inc. and any successor thereto.” 

“‘S & P’ means Standard & Poor’s Ratings Services, a division of The McGraw-Hill 
Companies, Inc., and any successor thereto.” 

“‘Swap Insurance Policy’ means each financial guaranty insurance policy relating to an 
Insured Transaction and issued by the Insurer for the account of Party B, as principal, and 
Party A, as beneficiary.” 

 
PART 5: Other Provisions 

 
(a) Set-off.  Any amount (the "Early Termination Amount") payable to one party (the Payee) by the 

other party (the Payer) under Section 6(e), in circumstances where there is a Defaulting Party or 
one Affected Party in the case where a Termination Event under Section 5(b)(ii) or (iii) has 
occurred, will, at the option of the party ("X") other than the Defaulting Party or the Affected 
Party (and without prior notice to the Defaulting Party or the Affected Party), be reduced by its 
set-off against any amount(s) (the "Other Agreement Amount") payable (whether at such time or 
in the future or upon the occurrence of a contingency) by the Payee to the Payer (irrespective of 
the currency, place of payment or booking office of the obligation) under any other agreement(s) 
between the Payee and the Payer or instrument(s) or undertaking(s) issued or executed by one 
party to, or in favor of, the other party (and the Other Agreement Amount will be discharged 
promptly and in all respects to the extent it is so set-off).  X will give notice to the other party of 
any set-off effected under this Part 5(a).   

 
 For this purpose, either the Early Termination Amount or the Other Agreement Amount (or the 

relevant portion of such amounts) may be converted by X into the currency in which the other is 
denominated at the rate of exchange at which such party would be able, acting in a reasonable 
manner and in good faith, to purchase the relevant amount of such currency.   

 
 If an obligation is unascertained, X may in good faith estimate that obligation and set-off in 

respect of the estimate, subject to the relevant party accounting to the other when the obligation is 
ascertained.   

 
 Nothing in this Part 5(a) shall be effective to create a charge or other security interest.  This Part 

5(a) shall be without prejudice and in addition to any right of set-off, combination of accounts, 
lien or other right to which any party is at any time otherwise entitled (whether by operation of 
law, contract or otherwise). 

 
(b) Delivery of Confirmations.  For each Transaction entered into hereunder, Party A shall promptly 

send to Party B a Confirmation via facsimile transmission.  Party B agrees to respond to such 
Confirmation within two (2) Local Business Days, either confirming agreement thereto or 
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requesting a correction of any error(s) contained therein.  Failure by Party A to send a 
Confirmation or of Party B to respond within such period shall not affect the validity or 
enforceability of such Transaction.  Absent manifest error, there shall be a presumption that the 
terms contained in such Confirmation are the terms of the Transaction.   

 
(c) Notice by Facsimile Transmission. Section 10(a) is hereby amended by deleting the parenthetical 

"(except that a notice or other communication under Section 5 or 6 may not be given by facsimile 
transmission or electronic messaging system)".  

 
(d) Recording of Conversations.  Each party to this Agreement acknowledges and agrees to the tape 

recording of conversations between trading and marketing personnel of the parties to this 
Agreement whether by one or other or both of the parties or their agents, and that any such tape 
recordings may be submitted in evidence in any proceedings relating to the Agreement.  

 
(e) Cross Default. Section 5(a)(vi) of this Agreement is hereby amended by the following: 
 

(i) with respect to any Specified Indebtedness that is not capable of being declared due and 
payable as a result of the occurrence or existence of a default, event of default or other 
similar condition or event (however described) under the agreement or instrument 
relating to such Specified Indebtedness, the words “which has resulted in such Specified 
Indebtedness becoming, or becoming capable at such time of being declared, due and 
payable under such agreements or instruments, before it would otherwise have been due 
and payable” shall be deleted from clause (1) of such Section 5(a)(vi) and the words “and 
the bondholders or trustee are permitted to exercise any remedies under the agreements 
and instruments” shall be added in its place. 

(ii) adding the following after the semicolon at the end thereof:  "provided, however, that 
notwithstanding the foregoing (but subject to any provision to the contrary contained in 
any such agreement or instrument), an Event of Default shall not occur under either (1) or 
(2) above if the default, event of default or other similar condition or event referred to in 
(1) or the failure to pay referred to in (2) is caused not (even in part) by the unavailability 
of funds but is caused solely due to a technical or administrative error which has been 
remedied within three Local Business Days after notice of such failure is given to the 
party." 

(f) Section 3(a) of this Agreement is amended by (i) deleting the word "and" at the end of clause (iv); 
(ii) deleting the period at the end of clause (v) and inserting therein "; and " ; and (iii) by inserting 
the following additional representation: 

 
"(vi) Eligible Contract Participant.   Each party represents to the other party (which 

representation will be deemed to be repeated by each party on  each  date  on  which  a 
Transaction is entered into) that it is an "eligible  contract  participant"  as  defined in 
Section 1a(12) of the U.S. Commodity Exchange Act, 7 U.S.C. Section 1a(12)." 
 

(g) Additional Representations.  Section 3 is revised so as to add the following subsection (g) at the 
end thereof: 

 
 "(g) Relationship Between Parties.  Each party will be deemed to represent to the 
other party on the date on which it enters into a Transaction that (absent a written agreement 
between the parties that expressly imposes affirmative obligations to the contrary for that 
Transaction): 
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(i) Non-Reliance.  It is acting for its own account, and it has made its own 
independent decisions to enter into that Transaction and as to whether that Transaction is 
appropriate or proper for it based upon its own judgment and upon advice from such 
advisers as it has deemed necessary.  It is not relying on any communication (written or 
oral) of the other party as investment advice or as a recommendation to enter into that 
Transaction; it being understood that information and explanations related to the terms 
and conditions of a Transaction shall not be considered investment advice or a 
recommendation to enter into that Transaction.  No communication (written or oral) 
received from the other party shall be deemed to be an assurance or guarantee as to the 
expected results of that Transaction. 
 
(ii) Assessment and Understanding.  It is capable of assessing the merits of and 
understanding (on its own behalf or through independent professional advice), and 
understands and accepts, the terms, conditions and risks of that Transaction.  It is also 
capable of assuming, and assumes, the risks of that Transaction. 
 
(iii) Status of Parties.  The other party is not acting as a fiduciary for or an adviser to 
it in respect of that Transaction." 
 

(h) Waiver of Jury Trial; General Reference; Arbitration.   
 
(i) To the fullest extent permitted by applicable law, each party hereto irrevocably waives 
any right it may have to trial by jury. 
 
(ii) If, and only if, any court of competent jurisdiction determines that the jury trial waiver set 
forth in subparagraph (a) above is unlawful, impermissible or otherwise ineffective, then the 
parties hereto agree that any dispute, whether sounding in contract, tort or otherwise, arising out 
of, connected with, related to, or incidental to this Agreement (a “Dispute”) shall be resolved by a 
general reference to a referee (or a panel of referees) as provided in California Code of Civil 
Procedure Section 638 or any statute containing reasonably similar provisions which replaces 
such sections, except as expressly modified by the provisions hereof.  The referee (or presiding 
referee of the panel) shall be a retired judge or justice.  The referee (or panel of referees) shall be 
selected by mutual written agreement of the parties.  If the parties do not agree, the referee shall 
be selected by the Presiding Judge of the Court (or his or her representative) as provided in 
California Code of Civil Procedure Section 638 and the following related sections.  The referee 
shall determine all issues in accordance with existing New York law and the New York rules of 
evidence and civil procedure.  The referee shall be empowered to enter equitable as well as legal 
relief, provide all temporary or provisional remedies, enter equitable orders that will be binding 
on the parties and rule on any motion which would be authorized in a trial, including without 
limitation motions for summary judgment or summary adjudication.  The award that results from 
the decision of the referee(s) will be entered as a judgment in the court that appointed the referee, 
in accordance with the provisions of California Code of Civil Procedure Sections 644(a) and 645.  
The parties reserve the right to seek appellate review of any judgment or order. 
 
(iii) If, and only if, any court of competent jurisdiction determines that both the jury trial 
waiver and the appointment of a referee or selection or use of the dispute resolution mechanisms 
set forth in subparagraphs (a) and (b) above are unlawful, impermissible or otherwise ineffective, 
then the parties hereto agree that any Dispute shall be expeditiously resolved by arbitration in 
accordance with the Federal Arbitration Act (Title 9 U.S. Code) (the “Act”).  The Act will apply 
even though this Agreement provides that it is governed by the law of a specified state.  
Arbitration proceedings will be determined in accordance with the Act, the then-current rules and 
procedures for the arbitration of financial services disputes of the American Arbitration 
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Association or any successor thereof (“AAA”), and the terms of this provision.  In the event of 
any inconsistency, the terms of this provision shall control.  If AAA is unwilling or unable to (i) 
serve as the provider of arbitration or (ii) enforce any provision of this arbitration clause, Party A 
may designate another arbitration organization with similar procedures to serve as the provider of 
arbitration.  The arbitration shall be administered by AAA and conducted, unless otherwise 
required by law, in any U.S. state where real or tangible personal property collateral for Party B is 
located or if there is no such collateral, in the state specified in the governing law section of this 
Agreement.  Any Dispute shall be determined by one arbitrator; however, if the claim exceeds 
five million dollars ($5,000,000), upon the request of any party, the Dispute shall be decided by 
three arbitrators.  All arbitration hearings shall commence within ninety (90) days of the demand 
for arbitration and close within ninety (90) days of commencement and the award of the 
arbitrator(s) shall be issued within thirty (30) days of the close of the hearing.  However, the 
arbitrator(s), upon a showing of good cause, may extend the commencement of the hearing for up 
to an additional sixty (60) days.  The arbitrator(s) shall provide a concise written statement of 
reasons for the award.  The arbitration award may be submitted to any court having jurisdiction to 
be confirmed and have judgment entered and enforced.  The arbitrator(s) shall have the power to 
award legal fees pursuant to the terms of this Agreement and each party shall bear such party's 
own costs arising from such arbitration and the fees of the arbitrators shall be borne equally by 
the parties. 
 
(iv) Nothing in this Part 5(h) shall prejudice the right of any party or limit the right of any 
party to: (i) obtain provisional relief or other equitable remedies as shall otherwise be available 
under the New York Code of Civil Procedure and/or applicable Court Rules; (ii) exercise self-
help remedies, such as but not limited to, setoff; (iii) initiate judicial or non-judicial foreclosure 
against any real or personal property collateral; (iv) exercise any judicial or power of sale rights, 
or (v) act in a court of law to obtain an interim remedy, such as but not limited to, injunctive 
relief, writ of possession or appointment of a receiver, or additional or supplementary remedies.  
The filing of a court action is not intended to constitute a waiver of the right of any party, 
including the suing party, thereafter to require submittal of the Dispute to arbitration or general 
reference to a referee. 

 
(i) USA PATRIOT Act Notice. Party A hereby notifies Party B that pursuant to the requirements of 

the USA Patriot Act (Title III of Pub. L. 107-56 (signed into law October 26, 2001)) (the "Act"), 
it is required to obtain, verify and record information that identifies Party B, which information 
includes the name and address of Party B and other information that will allow Party A to identify 
Party B in accordance with the Act. 

(j) Additional Covenant of Party B.  Party B hereby covenants that it shall not terminate any 
Transaction hereunder unless it has funds immediately available to pay any and all termination 
payments owed by it upon such termination. 

 
(k) Swap Agreement. Party B acknowledges and agrees that, pursuant to the Covered Indenture, 

Party B's obligations to make regular payments hereunder constitute Regular Swap Payments as 
and to the extent provided in Section 4(f) of this Agreement. 

PART 6: Insurer Provisions 

The following provisions of this Part 6 shall only apply to Insured Transactions: 
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(a) Designation of Early Termination Date.  Notwithstanding anything to the contrary in Section 
6(a) or 6(b) of this Agreement, if any: 

 

(i) Event of Default in respect of any Insured Transaction under Section 5(a) of this 
Agreement occurs with respect to Party B as the Defaulting Party; or 

(ii) Termination Event in respect of any Insured Transaction under Section 5(b) of 
this Agreement occurs with respect to Party B as the Affected Party (other than 
any Additional Termination Event described in Part 6(c)(i), (ii) or (iii) below); 

 
 then, in either such case, Party A shall not designate an Early Termination Date in respect 

of any such Insured Transaction unless: 
 
 (A) The Insurer has failed to make any payment when due to Party A under the terms 

and conditions of the Swap Insurance Policy and such failure is continuing; or 
 

(B) The Insurer has otherwise consented in writing to such designation. 
 

(b) Insurer-Directed Termination.  Notwithstanding anything in this Agreement, if any Event of 
Default under this Agreement occurs with respect to the Party B as the Defaulting Party or any 
Termination Event occurs with respect to Party B as the Affected Party, then the Insurer shall 
have the right (but not the obligation) upon notice to Party A and to Party B to designate an Early 
Termination Date with respect to Party B with the same effect as if such designation were made 
by Party A.  For purposes of the foregoing sentence, an Event of Default with respect to Party B 
shall be considered to be continuing, notwithstanding any payment made by the Insurer under the 
Swap Insurance Policy.  Party A and Party B acknowledge that, except as the Swap Insurance 
Policy may be otherwise endorsed, unless the Insurer designates an Early Termination Date (as 
opposed to merely consenting to such designation by one of the parties), payments due from 
Party B as a result of an Early Termination Date having been designated will not be insured under 
the Swap Insurance Policy. 

 
(c) Additional Termination Events.  Each of the following shall constitute an Additional 

Termination Event as provided in Section 5(b)(iii) of this Agreement: 
 

(i) The Insurer fails to meet its payment obligations under the Swap Insurance 
Policy and such failure is continuing with respect to the Insurer; or 

 
(ii) An Insurer Event (as defined below) has occurred and is continuing and an Event 

of Default or Termination Event has occurred or is continuing with respect to 
Party B as the Defaulting Party or sole Affected Party; or 

 
(iii) Party A has notified Party B that an Insurer Event has occurred and Party B has 

not, within 60 days of receiving such notice (a) provided a Credit Support 
Provider whose obligations pursuant to a Credit Support Document are 
reasonably acceptable to Party A, or additional credit support with terms 
comparable to the Swap Insurance Policy and from a replacement insurer rated 
not less than A- by S&P and A3 by Moody’s and reasonably acceptable to Party 
A; or (b) delivered a copy of a letter from (X) S&P establishing a rating of 
“BBB-” or better for the Bonds (without giving effect to any credit 
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enhancement), or (Y) Moody’s establishing a rating for Bonds (without giving 
effect to any credit enhancement) of “Baa3” or better; or (c) delivered Collateral 
pursuant to the Credit Support Annex attached hereto. 

 
Any of the following shall be considered an “Insurer Event”: 
 

(A) The Insurer fails to have either (a) a claims-paying ability rating 
of at least A- or higher from S&P, or (b) a financial strength rating of at 
least A3 or higher from Moody’s; or 

(B) The Insurer’s rating from either S&P or Moody’s is withdrawn 
or suspended and such rating is not reinstated within thirty (30) days of 
such withdrawal or suspension. 

 
For the purpose of any Additional Termination Event described under clause (i), (ii) or 
(iii) above, the “Affected Party” shall be Party B. 
 

(d) No Suspension of Payments.  Notwithstanding Section 2(a)(iii) of this Agreement, Party A shall 
not suspend any payments due under an Insured Transaction pursuant to Section 2(a)(iii) unless 
the Insurer fails to meet its payment obligations under the Swap Insurance Policy and such failure 
is continuing with respect to the Insurer. 

 
(e) Representations and Agreements.  Party A and Party B each agree that their respective 

representations and agreements in this Agreement are also expressly made to and for the benefit 
of the Insurer. 

 
(f) Third-Party Beneficiary.  Party A and Party B hereby each acknowledge and agree that the 

Insurer shall be an express third-party beneficiary (and not merely an incidental third-party 
beneficiary) of this Agreement and of the obligations of each such party under any Insured 
Transaction, and, as such, shall be entitled to enforce the Agreement and the terms of any such 
Insured Transaction against such party on its own behalf and shall be afforded all remedies 
available hereunder or otherwise afforded by law against the parties hereto to redress any damage 
or loss incurred by the Insurer including, but not limited to, fees (including professional fees), 
costs and expenses incurred by the Insurer which are related to, or resulting from, any breach by 
such party of its obligations hereunder. 

 
(g) Policy Coverage.  Party A and Party B hereby each acknowledge and agree that the Insurer’s 

obligation with respect to Insured Transactions shall be limited to the terms of the Swap 
Insurance Policy.  Notwithstanding Section 2(e) or any other provision of this Agreement, the 
Insurer shall not have any obligation to pay interest on any amount payable by Party B under this 
Agreement. 

 
(h) Subrogation.  Party A and Party B hereby acknowledge that, to the extent of payments made by 

the Insurer to Party A under the Swap Insurance Policy, the Insurer shall be fully subrogated to 
the rights of Party A against Party B under the Insured Transaction to which such payments 
relate, including, but not limited to, the right to receive payment from Party B, the enforcement of 
any remedies, and the recovery of all reasonable out-of-pocket expenses, including, but not 
limited to, costs of collection.  Party A hereby agrees to assign to the Insurer its right to receive 
payment from Party B under any Insured Transaction to the extent of any payment thereunder by 
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the Insurer to Party A and to execute all such instruments and agreements as the Insurer deems 
reasonably necessary to effect such assignment.  Party B hereby acknowledges and consents to 
the assignment by Party A to the Insurer of any rights and remedies that Party A has under any 
Insured Transaction or any other document executed in connection herewith. 

 
(i) Isolation of Insured Transactions in Designating an Early Termination Date.  Notwithstanding 

Section 6 of this Agreement, any designation of an Early Termination Date in respect of the 
Insured Transactions by the Insurer or by Party A with the consent of Insurer pursuant to 
paragraph (a) above shall apply only to the Insured Transactions and not to any other Transaction 
under this Agreement, unless Party A shall designate an Early Termination Date in respect of 
such other Transaction.  Nothing contained in this paragraph (i) shall affect the rights of Party A 
under this Agreement to designate an Early Termination Date in respect of any Transaction other 
than the Insured Transactions, which designation shall not apply to the Insured Transactions 
unless expressly provided in such designation and unless the Insurer shall have designated, or 
consented to the designation by Party A of, an Early Termination Date in respect of the Insured 
Transactions in accordance with paragraph (a) above. 

 
(j) Notwithstanding anything to the contrary in Section 6(a) or Section 6(b), no such designation of 

an Early Termination Date by Party B pursuant to Section 6(a) or Section 6(b) shall be effective if 
a Settlement Amount would be payable by Party B to Party A pursuant to Section 6(e) unless 
Party B provides evidence satisfactory to Party A and Insurer that: (A) the payment is required to 
be made pursuant to Section 6(d)(ii), (B) such payment will not cause Party B to be in violation 
of, or in default under, any Covered Document or any other material agreement of Party B, and 
(C)  Party B demonstrates to the Insurer’s satisfaction that it has immediately available funds to 
pay such Settlement Amount. 

 
(k) No Netting or Set-off.  Notwithstanding Section 2(c) of this Agreement, in no event shall either 

Party A or Party B be entitled to net or set-off its payment obligations in respect of the Insured 
Transactions against the payment obligations of the other party in respect of other Transactions 
under this Agreement if such Transactions are not Insured Transactions, nor may either Party A 
or Party B net or set-off the payment obligations of the other party under Transactions that are not 
Insured Transactions against the payment obligations of such party under Insured Transactions, it 
being the intention of the parties that their payment obligations under Insured Transactions be 
treated separate and apart from all other Transactions.  Section 6(e) of this Agreement shall apply 
to all Insured Transactions with the same effect as if the Insured Transactions constituted a single 
Transaction. Notwithstanding Section 6(e) of this Agreement, the amount payable under 
Section 6(e) of this Agreement upon the termination of any Insured Transaction shall be 
determined without regard to any Transactions other than the Insured Transactions, it being the 
intention of the parties that their payment obligations under the Insured Transactions be treated 
separate and apart from all other Transactions unless otherwise specified in such other 
Transaction and agreed to in writing by the Insurer.  With respect to any Insured Transaction, the 
provisions of Part 5(a) of this Schedule shall not apply. 

 
(l) Party B hereby covenants and agrees that it shall reimburse Insurer for any amounts paid by 

Insurer under the Swap Insurance Policy and all costs of collection thereof and enforcement of 
this Agreement at the Insurer Payment Rate (as hereinafter defined).  For purposes of the 
foregoing, “Insurer Payment Rate” shall mean the lesser of (a) the per annum rate of interest, 
publicly announced from time to time by JPMorgan Chase Bank, N.A. (“Chase”) at its principal 
office in the City of New York, as its prime or base lending rate (“Prime Rate”) (any change in 
such Prime Rate to be effective on the date such change is announced by Chase) plus 3 percent 
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and (b) the maximum rate permissible under applicable usury or similar laws limiting interest 
rates.  The Insurer Payment Rate shall be computed on the basis of the actual number of days 
elapsed over a year of 360 days.  In the event that Chase ceases to announce its Prime Rate 
publicly, Prime Rate shall be the publicly announced prime or base lending rate of such national 
bank as Insurer shall specify. 

  
(m) Expenses.  Subject to Section 4(f) of the Agreement (by which such payments are made 

subordinate to the payment of principal on the Bonds), Party B agrees to reimburse the Insurer, 
solely from the sources described in Section 3(i) of this Agreement, immediately and 
unconditionally upon demand for all reasonable expenses incurred by the Insurer in connection 
with the issuance of the Swap Insurance Policy and the enforcement by the Insurer of Party B’s 
obligations under this Agreement and any other documents executed in connection with the 
execution and delivery of this Agreement, including, but not limited to, fees (including 
professional fees), costs and expenses incurred by the Insurer which are related to, or resulting 
from, any breach by Party B of its obligations hereunder. 

 
(n) Transfers/Assignments.  Except as otherwise provided in Section 7 of this Agreement and in the 

following sentence, and for so long as the Swap Insurance Policy is in effect, no Insured 
Transaction may be assigned or transferred by either Party A or Party B without the prior written 
consent of the Insurer; provided, however, that Party A may make such an assignment to an 
affiliate of Party A without the Insurer’s prior written consent, if Party A provides a guaranty of 
the Insured Transaction, as assigned, and an opinion of counsel to Party A relating thereto, each 
acceptable to the Insurer.   

 
(o) Reference Market Makers.  The definition of “Reference Market Makers” set forth in Section 12 

of this Agreement shall be amended in its entirety to read as follows: 
 

“Reference Market Makers” means four (4) leading dealers in the relevant swap market 
selected by the party determining a Market Quotation in good faith (a) from among 
dealers of the highest credit standing which satisfy all the criteria that such party applies 
generally at the time in deciding whether to offer or to make an extension of credit, and 
(b) to the extent practicable, from among dealers having an office in the same city.  The 
rating classification assigned to any outstanding long-term senior debt securities issued 
by such dealers shall be at least (1) Aa2 or higher as determined by Moody’s, (2) AA or 
higher as determined by S&P, or (3) an equivalent investment grade rating determined by 
a nationally-recognized rating service acceptable to both parties and Insurer, provided 
however, that, in any case, if Market Quotation cannot be determined by four (4) such 
dealers, the party making the determination of the Market Quotation may designate, with 
the consent of the other party and Insurer, one (1) or more leading dealers whose long-
term senior debt bears a lower investment grade rating. 

 
(p) Pursuant to Section 8(c) of this Agreement, all obligations of the parties will survive the 

termination of any Transaction or the term of this Agreement so long as amounts owed under the 
Swap Insurance Policy remain outstanding. 

 
(q)   No notice of an Event of Default or Termination Event shall be effective against Party B unless 

such notice is given to Insurer. 
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(r)  Amendments, Modifications and Waivers.  No amendment, modification, supplement or 
waiver of this Agreement will be effective unless in writing and signed by each of the parties 
hereto and unless the parties hereto shall have obtained the prior written consent of the Insurer. 

 
(s) Notices.  Each party agrees to send a copy of all notices or communications sent by such party to 

the other party to the Insurer at the address set forth in the applicable Confirmation. 
 
 

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK] 
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EXHIBIT I 
 
[FORM OF OPINION OF ASSISTANT CITY ATTORNEY] 
 
________________, 200_ 

Bank of America, N.A. 
100 N. Tryon Street 
NC1-007-13-01 
Charlotte, NC 28255 

CIFG Assurance North America, Inc. 
825 Third Avenue, 6th Floor 
New York, New York 10022 
 

Ladies and Gentlemen: 

 This opinion is furnished to you in connection with the execution and delivery of the 
ISDA Master Agreement, the U.S. Municipal Counterparty Schedule and the Credit Support Annex, each 
dated as of February 26, 2007 (collectively, the “Master Agreement”), by and between Bank of America, 
N.A.  (“Party A”) and the Modesto Public Financing Authority (the “City”), as supplemented by the 
confirmation of the transaction (the “Confirmation”) entered into on February 26, 2007, by and between 
Party A and the City.    The Master Agreement together with the Confirmation shall constitute one 
agreement (the “Agreement”). 

 I am Assistant City Attorney for the City and in that capacity I have examined originals 
or copies, certified or otherwise identified to my satisfaction, of such documents, corporate records, 
certificates of public officials and other instruments and have conducted such investigations of fact and 
law as I have deemed necessary or advisable for the opinions expressed herein. 

 Upon the basis of the foregoing, I am of the opinion that: 
 

1. 

2. 

3. 

4. 

The City is a municipal corporation of the State of California organized and validly 
existing under the Constitution, its Charter and laws of the State of California. 

The execution, delivery and performance by Party B of the Agreement has been duly 
authorized by the City. 

To the best of my knowledge without independent investigation, the execution, delivery 
and performance by the City of the Agreement do not violate, conflict with, or result in a 
breach of, any law, rule or regulation applicable to Party B, or any material contractual 
restriction, order or judgment binding on Party B or its assets which breach or default 
could have a material, adverse effect on the validity or enforceability of the Agreement or 
the City’s performance of its obligations under the Agreement or the financial position or 
revenues of the City. 

No authorization, consent, approval, exemption or license from, or filing of any 
registration with, any federal or state governmental authority is required to be have been 
obtained or made by the City with respect to the authorization, execution, delivery and 
performance by the City of the Agreement which has not been obtained. 
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5. The City is not entitled to claim immunity on the grounds of sovereignty or other similar 
grounds with respect to itself or its revenues or financial assets (irrespective of their use 
or intended use) from (i) suit, (ii) jurisdiction of any court or, (iii) except to the extent 
provided in Part 5 of Division 3.6 of Title 1 of the Government Code of the State of 
California (“Part 5”) (x) relief by way of injunction, order for specific performance or for 
recovery of property, (y) attachment of its financial assets (whether before or after 
judgment) or (z) execution or enforcement of any judgment to which it or its revenues or 
financial assets might otherwise be subject. 

 I have relied as to certain matters on information obtained from public officials, officers of the 
City and other sources believed by me to be responsible and I have assumed that the signatures (other 
than those of the City) on all documents examined by me are genuine, assumptions which I have not 
independently verified.. 
 
 This opinion is limited to the laws of the State of California and the federal laws of the United 
States.  The opinions in this letter are expressed solely as of the date hereof for your benefit and for the 
benefit of your successors and permitted assigns under the Agreement and may not be relied upon in any 
manner or for any other purpose or by any other person. 
 

Very truly yours, 
 
 Assistant City Attorney 
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  EXHIBIT II 
 

[FORM OF OPINION OF SIDLEY AUSTIN] 
 

Draft of 3/16/07, subject to review by opinion committee 
of Sidley Austin and Bank of America Legal 

 
Bank of America, N.A. 
100 N. Tryon Street 
NC1-007-13-01 
Charlotte, NC  28255 
 
CIFG Assurance North America, Inc. 
825 Third Avenue, 6th Floor 
New York, New York 10022 
 
 
Re: Modesto Public Financing Authority 

Lease Revenue Refunding and Capital Improvement Bonds 
Series 2007  

Dear Ladies and Gentlemen: 
 
 We have acted as bond counsel to the Modesto Public Financing Authority (the 
“Authority”), in connection with the above-referenced bonds (the “Bonds”).  In connection with the 
issuance of the Bonds, the Authority is executing the ISDA Master Agreement, dated as of 
_____________, 2007 (the “Master Agreement”), the U.S. Municipal Counterparty Schedule dated as of 
_____________________, 2007, the Credit Support Annex, dated as of __________________, 2007 (the 
“Annex”), and the Confirmation dated _________, 2007 (the “Confirmation”, and together with the 
Master Agreement, Schedule and Annex, collectively, the “Swap Agreement”). by and between the 
Authority and Bank of America, N.A. (“Party A”).  You have asked us to advise you whether, under 
existing laws, regulations, rulings and court decisions, the Swap Agreement constitutes a valid and 
binding obligation of the Authority...    Capitalized terms used herein and not otherwise defined shall 
have the meanings ascribed thereto in the Indenture, dated as of ___  , 2007 (the “Indenture”) by and 
between the Authority and The Bank of New York Trust Company, N.A.. 
 
 Payments on the Bonds and the Swap Agreement are derived primarily from Base Rental 
Payments made by the City of Modesto (the “City”) pursuant to the Facility Lease, dated as of ___ 1, 
2007 (the “Facility Lease”) by and between the Authority and the City. 
 
 In such connection, we have reviewed the Swap Agreement, the Confirmation, the 
Resolution adopted by the Authority on _____________, 2007, approving the Swap Agreement (the 
“Authority Resolution”), the Resolution adopted by the City Council of the City on ____, 2007, 
approving the Swap Agreement (the “City Resolution” and together with the Authority Resolution, the 
“Resolutions”), opinions of the City Attorney of the City, as counsel to the City and the Authority, dated 
_________, 2007, and addressed to you, and such other documents, opinions and matters to the extent we 
deemed necessary to render the opinions set forth herein.  We have not undertaken to verify 
independently, and have assumed, (i) the genuineness of such documents, certificates and opinions 
presented to us (whether as originals or as copies) and of the signatures  thereon, (ii) the accuracy of the 
factual matters represented, warranted or certified and of the legal conclusions contained in the 
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aforementioned opinions of the City Attorney of the City, (iii) the due and legal authorization, execution 
and delivery thereof by any parties other than the Authority and the City, and (iv) the validity and 
enforceability of the Swap Agreement against Party A. 
 
 The opinions expressed herein apply only to the interest rate swap transaction established 
by the Confirmation (the “Swap Transaction”) and not to any other swap or other transaction whether 
entered into pursuant to the Master Agreement or otherwise.  The opinions expressed herein are limited to 
those matters expressly set forth and are based on an analysis of existing laws, regulations, rulings and 
court decisions and cover certain matters not directly addressed by such authorities.  No opinion is to be 
inferred or implied beyond the matters expressly so stated.  Such opinions are given as of the date hereof 
and may be affected by actions taken or omitted, events occurring or other facts of which we become 
aware, including a change in law, regulation or ruling (or in the application or official interpretation of 
any law, regulation or ruling), after the date hereof.  We have not undertaken to determine, or to inform 
any person, whether any such actions are taken or omitted or events do occur or other matters coming to 
our attention after the date hereof, and we disclaim any obligation to update this letter in light of such 
actions, events or facts.  Furthermore, except as noted below, we have assumed compliance by all parties 
with the covenants and agreements contained in the Swap Agreement. 
 

The Authority is entering into the Swap Agreement in connection with the issuance of the 
Bonds and the Swap Agreement has a notional amount related to the principal amount of the Bonds, 
which Bonds bear interest at a variable interest rate.  The Authority has entered into the Swap Agreement 
and has agreed to pay a fixed rate to Party A and Party A, in turn, has agreed to pay a variable rate to the 
Authority. 

 Section 5922 of the Government Code (the “Code”) of the State of California provides as 
follows: 

Notwithstanding any other provision of law, all of the following apply: 

(a) In connection with, or incidental to, the issuance or carrying of bonds, or 
acquisition or carrying of any investment or program of investment, any state or local 
government may enter into any contracts which the state or local government determines 
to be necessary or appropriate to place the obligation or investment of the state or local 
government, as represented by the bonds, investment or program of investment and the 
contract or contracts, in whole or in part, on the interest rate, currency, cash-flow, or 
other basis desired by the state or local government, including, without limitation, 
contracts commonly known as interest rate swap agreements, currency swap agreements, 
forward payment conversion agreements, futures, or contracts providing for payments 
based on levels of, or changes in, interest rates, currency exchange rates, stock or other 
indices, or contracts to exchange cash flows or a series of payments, or contracts, 
including, without limitation, interest rate floors or caps, options, puts or calls to hedge 
payment, currency, rate, spread, or similar exposure. These contracts or arrangements 
may also be entered into by state or local governments in connection with, or incidental 
to, entering into or maintaining any agreement which secures bonds, including bonds 
issued by private entities. These contracts and arrangements shall be entered into with the 
parties, selected by the means, and contain the payment, security, default, remedy, and 
other terms and conditions, determined by the state or local government, after giving due 
consideration for the creditworthiness of the counterparties, where applicable, including 
any rating by a nationally recognized rating agency or any other criteria as may be 
appropriate. 
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No local government shall enter into any of the contracts or arrangements pursuant to this 
subdivision, unless its governing body first determines that the contract or arrangement or 
program of contracts is designed to reduce the amount or duration of payment, currency, 
rate, spread, or similar risk or result in a lower cost of borrowing when used in 
combination with the issuance of bonds or enhance the relationship between risk and 
return with respect to the investment or program of investment in connection with, or 
incident to, the contract or arrangement which is to be entered into.  

  Pursuant to the City Resolution, the City Council of the City has made the determination 
that the Swap Agreement, entered into by the Authority, is designed to reduce the amount of interest rate 
risk, and reduce the cost of borrowing, with respect to the variable rate interest component of the Bonds 
with respect to which the Authority is entering into the Swap Agreement, as required by Section 5922(a) 
of the Code.  Pursuant to the Authority Resolution, the Authority has made the determination that the 
Swap Agreement is designed to reduce the amount of interest rate risk, and reduce the cost of borrowing, 
with respect to the variable rate interest component of the Bonds with respect to which the Authority is 
entering into the Swap Agreement, as required by Section 5922(a) of the Code.  The City has not sought 
the assent of the electors of the City to the execution and delivery of the Facility Lease by the City or the 
Swap Agreement by the Authority. 

  Under certain circumstances, and pursuant to the terms of the Swap Agreement, Party A 
may be entitled to payment from the Authority in connection with the designation of an Early 
Termination Date (the “Settlement Amount”) which would reflect the market value of the Authority’s 
obligation (net of Party A’s obligation) under the Swap Agreement in future years. 

  The Swap Agreement therefore complies with the Code and is valid unless the Swap 
Agreement constitutes an “indebtedness” or “liability” of the City prohibited by Article XVI, Section 18 
of the Constitution of the State of California. 

  Article XVI, Section 18 provides that “[n]o. . . county . . . shall incur any indebtedness or 
liability in any manner or for any purpose exceeding in any year the income and revenue provided for 
such year, without the assent of two-thirds of the qualified electors thereof, voting at an election to be 
held for that purpose . . . .”   This constitutional provision was designed to prevent “municipal 
extravagance”; that is, borrowing funds for current use that would have to be repaid by future governing 
bodies or taxpayers or otherwise out of the income and revenues of future years.  San Francisco Gas 
Company v. Brickwedel, 62 Cal. 641 (1882).  The provision has been interpreted to mean that any 
indebtedness or liability incurred in any fiscal year that is not voter approved and that is not payable, and 
paid, from unencumbered funds available that year is unenforceable and cannot be required to be paid 
from funds attributable to a later year.  McBean v. County of Fresno, 112 Cal. 159 (1896).  The cases 
considering the provision do not distinguish “indebtedness” from “liability.” 

  Under the terms of the Swap Agreement, the Authority and, through the Facility Lease, 
the City may be obligated to make net payments to Party A out of the income or revenues attributable to 
fiscal years following the fiscal year in which the Swap Agreement is executed.  Because the Facility 
Lease has not been assented to by the qualified electors of the City, payments required of the City under 
the Facility Lease relating to the Swap Agreement would be prohibited by Article XVI, Section 18 if it 
constitutes an “indebtedness or liability” of the City within the meaning of Article XVI, Section 18.  
Interest rate swaps are a relatively new class of financial arrangement.  There is no direct authority on 
whether an interest rate swap is an “indebtedness” or “liability” within the meaning of Article XVI, 
Section 18.  Tax or accounting treatment is not dispositive, there being (for example) a number of 
instruments that are clearly debt for tax or accounting purposes but not debt for purposes of Article XVI, 
Section 18.  Interest rate swaps are essentially sui generis (i.e., unique and not like anything else), and as 
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a result there are also no clear analogous authorities upon which to reliably base characterization for 
purposes of Article XVI, Section 18.  In fact, apart from the provisions of Section 5922(a) of the Code set 
forth above and similar provisions in Section 5903(c) of the Code, there is little direct authority in 
California addressing interest rate swaps for any purpose. 

  A court could conclude that the City’s obligations under the Facility Lease affected by or 
relating to the Swap Agreement are not prohibited by Article XVI, Section 18 by determining that such 
obligations of the City fit within one of the articulated “exceptions” to the Constitutional prohibition.  
Because the obligations of the City under the Facility Lease may involve net payments by the City from 
the income and revenues of future fiscal years, the single year/annual appropriation exception to Article 
XVI, Section 18 is not applicable, and because the City, through the Facility Lease, is obligated to make 
any net payments required under the Swap Agreement from monies in its general fund, the “special fund” 
exception articulated in City of Oxnard v. Dale, 45 Cal. 2d 729 (1955), does not apply.  The Article XVI, 
Section 18 “exception” arguably most applicable is the “contingent obligation” exception. 

  The contingent obligation exception to the prohibition of Article XVI, Section 18 is 
based upon the proposition that a contingency does not become a debt until the contingency happens. 
Doland v. Clark, 143 Cal. 176 (1904).  Contingent obligation cases require, among other things, the 
provision of consideration by the non-city party in each year in which payments by the City are required.  
McBean v. City of Fresno, 112 Cal. 159 (1896); Starr v. City and County of San Francisco, 72 Cal. App. 
3d 164 (1977).  Under the Swap Agreement, no net payment obligation on the part of the Authority (and 
related obligation of the City under the Facility Lease) for any period is certain and any payment 
obligation in future fiscal years is “contingent” upon the fixed rate set forth in the Confirmation being 
greater than the floating rate set forth in the Confirmation and/or upon the Settlement Amount being a 
negative number.  However, the potential overbreadth of the contingent obligation exception and its 
unclear basis in the Constitutional provision requires an examination of the particular circumstances 
under which it has been most often applied. 

  The subcategory of the contingent obligation exception most fully developed by 
California courts and for which the judicial authorities are the strongest is the lease exception articulated 
in City of Pasadena v. Offner, 19 Cal. 2d 483 (1942), Dean v. Kuchel, 35 Cal. 2d 444 (1950) and Rider v. 
City of San Diego, 18 Cal. 4th 1035 (1998).  In Offner, the court stated the general rule as follows: 

[I]f the lease or other agreement is entered into in good faith and creates no immediate 
indebtedness for the aggregate installments therein provided for but, on the contrary, 
confines liability to each installment as it falls due and each year’s payment is for the 
consideration actually furnished that year, no violence is done to the constitutional 
provision. (citations omitted) If, however, the instrument creates a full and complete 
liability upon its execution, or if its designation as a “lease” is a subterfuge and it is 
actually a conditional sales contract in which the “rentals” are installment payments on 
the purchase price for the aggregate of which an immediate and present indebtedness or 
liability exceeding the constitutional limitation arises against the public entity, the 
contract is void. (citations omitted) 19 Cal. 2d at 486. 

Leases are not treated by California courts as “indebtedness or liability” within the meaning of Article 
XVI, Section 18 if each rental payment is conditioned on use and occupancy of the premises during the 
period with respect to which such rental is payable.  In a number of cases holding that a lease is not an 
“indebtedness or liability,” California courts have cited the absence of an acceleration clause as a relevant 
factor in finding a lease to be in conformance with the lease exception.  City of Desert Hot Springs v. 
County of Riverside, 91 Cal. App. 3d 441 (1979); Starr v. City and County of San Francisco, 72 Cal. 
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App. 3d 164 (1977); Ruane v. City of San Diego, 267 Cal. App. 2d 548 (1968); County of Los Angeles v. 
Nesvig, 231 Cal. App. 2d 603 (1965); Lagiss v. County of Contra Costa, 223 Cal. App. 2d 77 (1963). 

  Even though interest rate swaps are essentially sui generis, there is some useful analogy 
to the types of leases approved under the Offner-Dean-Rider line of cases.  Like those leases, the Swap 
Agreement is executory, and each year’s performance by the Authority (and through the Facility Lease, 
the City) is conditioned upon the readiness and ability of Party A to perform its obligations in such year 
and upon Party A’s actual performance under the Swap Agreements both currently and over the prior 
term of the Swap Agreement.  In addition, the Facility Lease expressly provides that the payments under 
the Swap Agreement constitute Base Rental Payments under the Facility Lease, such payments are 
conditioned upon the City’s use and occupancy of the property leased under the Facility Lease, subject to 
abatement in the event damage or destruction or condemnation of the such property, and are limited in 
amount in the event they exceed the fair rental value of such property. 

  Finally it is instructive to note that the California courts have stated that the validity of a 
transaction, whether it creates indebtedness or liabilities, is measured at the time the transaction is entered 
into.  See Arthur v. City of Petaluma, 175 Cal. 216, 223-24 (1917).  Based in part upon such reasoning, 
one federal court, interpreting the scope of the contingent obligation exception to the prohibition of 
Article XVI, Section 18, determined that reverse repurchase agreements entered into by Orange County, 
California and which contributed significantly to the County’s bankruptcy, did not violate the California 
Constitutional debt limit.  In Re County of Orange, 31 F.Supp.2d 768 (C.D.Cal. 1998).  Although not 
binding upon California courts, the federal district court’s reasoning supports the conclusion that, as the 
Facility Lease, under which Base Rental Payments support the Authority’s obligations under the Swap 
Agreement creates no immediate indebtedness or obligation of the City, but only a future payment 
obligation dependent upon future market conditions and conditioned upon the future performance of 
Party A and the use and occupancy of the leased property by the City, it does not constitute an 
indebtedness or liability under the California Constitution.  

 Based on and subject to the foregoing, and in reliance thereon, we are of the opinion that 
the Swap Agreement constitutes a valid and binding agreement of the Authority, payable only from 
Revenues and other amounts held under the Indenture.  We are of the further opinion that the Facility 
Lease constitutes a valid and binding agreement of the City, payable from its general fund, unless the 
obligation of the City to pay Base Rental Payments to satisfy the obligation of the Authority under the 
Swap Agreement, including the payment of any Settlement Amount payable by the Authority, is 
determined to constitute an “indebtedness” or “liability” of the City prohibited by Article XVI, Section 18 
of the Constitution of the State of California. 
  While there is no judicial authority directly on point and no assurance can be given that a 
court could not hold otherwise, based on and subject to the foregoing, and in reliance thereon, as of the 
date hereof, we are of the opinion that if the matter were properly briefed and presented to a court, the 
court would hold that the obligation of the City under the Swap Agreement taken as a whole (taking into 
account the provisions therein respecting the severability of invalid, illegal or unenforceable provisions) 
does not constitute an indebtedness or liability of the City prohibited by Article XVI, Section 18 of the 
Constitution of the State of California. 

 With respect to the opinions expressed herein, the rights and obligations under the Swap 
Agreement are subject to bankruptcy, insolvency, reorganization, arrangement, fraudulent conveyance, 
moratorium and other laws relating to or affecting the creditors’ rights, to the exercise of judicial 
discretion in appropriate cases, and to the limitations on legal remedies against cities in the State of 
California. 
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 We express no opinion with respect to any indemnification, contribution, choice of forum 
or waiver provisions contained in the foregoing documents.  In addition, we express no opinion as to any 
provision of the Swap Agreement (i) purporting to create any security interest, (ii) providing that every 
right and remedy shall be cumulative and in addition to every other right and remedy, or that any failure 
or delay in exercising any right, power or privilege shall not impair any right or remedy or constitute a 
waiver thereof, or (iii) regarding specific performance or the grant of any power of attorney.   
  
 Our opinion is subject, as to enforceability, to (i) general principles of equity, including 
concepts of reasonableness, materiality, good faith and fair dealing (regardless of whether enforcement is 
sought in a proceeding at law or in equity); in particular, a court might decline to enforce the conditions 
set forth in Section 2(a)(iii) of the Swap Agreement and a non-defaulting party’s right set forth in Section 
6 of the Swap Agreement to designate an Early Termination Date, if the condition or right were invoked 
in connection with a default deemed immaterial, (ii) the effect of applicable laws, regulations and judicial 
or other decisions upon the availability and enforceability of particular covenants and remedies, including 
the remedies of specific performance and self-help, and provisions imposing penalties and forfeitures, and 
(iii) a court’s power to limit the non-defaulting party’s recovery to actual damages and impose its own 
settlement procedures in lieu of the provisions of Section 6(e) of the Swap Agreement.  In addition, the 
enforcement of the Swap Agreement may be conditioned upon the party seeking enforcement having 
acted in a commercially reasonable manner and in good faith in performing its obligations and exercising 
its rights and remedies thereunder and is subject to the discretion of a court to invalidate or decline to 
enforce any right, remedy or provision of the Swap Agreement (including, without limitation, the 
termination payment provisions thereof) determined by it to be a penalty. 
  
 This opinion is limited to the laws of the States of California and New York and the 
Federal laws of the United States.  The opinions in this letter are expressed solely as of the date hereof for 
your benefit and may not be relied upon in any manner or for any purposes by any other person. 
 
 Respectfully submitted, 
 
 SIDLEY AUSTIN 
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EXHIBIT III 
 
 
 
 
 
 
 
[DATE] 
 
Modesto Public Financing Authority 
City of Modesto Finance Department 
City Hall 
1010 Tenth Street, Suite 5200 
Modesto, California 95353 
 
CIFG Assurance North America, Inc. 
825 Third Avenue, 6th Floor 
New York, New York 10022 
 
 
 
Ladies and Gentlemen: 
 
I have acted as counsel to Bank of America, N.A., a national banking association ("Party A") organized 
under the laws of the United States.  This opinion letter is being delivered to you in connection with the 
execution and delivery by Party A of the ISDA Master Agreement (including the Schedule thereto and the 
related Credit Support Annex, the "Agreement"), dated as of April [11], 2007, between the Modesto 
Public Financing Authority ("Party B") and Party A.  Any capitalized terms used but not defined herein 
shall have the respective meanings specified in the Agreement. 
 
In connection with this opinion letter, I have examined or had examined on my behalf an executed copy 
of the Agreement and other documents as I have deemed necessary or appropriate for the purposes of this 
opinion letter.  In such opinion, I have assumed, without independent verification, the genuineness of all 
signatures (except those of Party A), the authenticity of all documents submitted to me as originals and 
the conformity to authentic original documents of all documents submitted to me as certified, conformed 
or photostatic copies. 
 
Based upon the foregoing, I am of the opinion that: 
 
 1. Party A is a national banking association duly organized, validly existing, and in good 
standing under the laws of the United States. 
 
 2. The execution, delivery, and performance of the Agreement are within Party A's 
corporate power, have been duly authorized by all necessary corporate action, and do not conflict with 
any provision of Party A's articles of association or bylaws or any law, regulation, or material agreement 
to which Party A is subject or by which Party A is bound. 
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 3. No consent, authorization, license or approval of, or registration or declaration with, any 
United States governmental authority is required in connection with Party A’s execution, delivery, and 
performance of the Agreement. 
 
 4. The Agreement has been duly executed and delivered by Party A and, assuming that 
Party B has validly executed and delivered the Agreement, constitutes the legally valid and binding 
obligation of Party A, enforceable against Party A in accordance with its terms, except as enforcement 
thereof may be limited by bankruptcy, insolvency, reorganization, moratorium, receivership, 
conservatorship, or other laws affecting the enforcement of creditors' rights generally or by general equity 
principles. 
 
I am not expressing any opinion as to any matter relating to any jurisdiction other than the laws of the 
State of New York and the United States and I assume no responsibility as to the applicability of the laws 
of any other jurisdiction as to the subject transaction or the effect of such laws thereon. 
 
This opinion letter is given as of the date hereof, and I expressly disclaim any obligation to update this 
opinion letter or to give notice to you of any future change in facts or law that might affect the opinions 
set forth herein.  The opinions expressed herein are limited to those matters expressly set forth, and no 
opinion is to be inferred or implied beyond the matters expressly so stated. 
 
The opinions expressed herein are for the exclusive benefit of Party B in connection with the execution 
and delivery by Party A of the Agreement.  This opinion is not to be used, circulated, quoted or otherwise 
referred to for any other purpose. This opinion letter may not be relied upon in any manner by any other 
person, entity and/or agency. 
 
 
Very truly yours, 
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ISDA ® 
International Swaps and Derivatives Association, Inc. 

 
CREDIT SUPPORT ANNEX 

 
to the Schedule to the 

 
MASTER AGREEMENT 

 
 

dated as of April 11, 2007 
 

between 
 

BANK OF AMERICA, N.A. and MODESTO PUBLIC FINANCING 
AUTHORITY 

   
("Party A")  ("Party B") 

 
This Annex supplements, forms part of, and is subject to, the above-referenced Agreement, is part of its Schedule and is 
a Credit Support Document under this Agreement with respect to each party. 
 
Accordingly, the parties agree as follows: 
 
Paragraph 1.  Interpretation 
 
(a) Definitions and Inconsistency.  Capitalized terms not otherwise defined herein or elsewhere in this 
Agreement have the meanings specified pursuant to Paragraph 12, and all references in this Annex to Paragraphs are to 
Paragraphs of this Annex. In the event of any inconsistency between this Annex and the other provisions of this 
Schedule, this Annex will prevail, and in the event of any inconsistency between Paragraph 13 and the other provisions 
of this Annex, Paragraph 13 will prevail. 
 
(b) Secured Party and Pledgor.  All references in this Annex to the "Secured Party" will be to either party when 
acting in that capacity and all corresponding references to the "Pledgor" will be to the other party when acting in that 
capacity; provided, however, that if Other Posted Support is held by a party to this Annex, all references herein to that 
party as the Secured Party with respect to that Other Posted Support will be to that party as the beneficiary thereof and 
will not subject that support or that party as the beneficiary thereof to provisions of law generally relating to security 
interests and secured parties. 
 
Paragraph 2.  Security Interest 
 
Each party, as the Pledgor, hereby pledges to the other party, as the Secured Party, as security for its Obligations, and 
grants to the Secured Party a first priority continuing security interest in, lien on and right of Set-off against all Posted 
Collateral Transferred to or received by the Secured Party hereunder. Upon the Transfer by the Secured Party to the 
Pledgor of Posted Collateral, the security interest and lien granted hereunder on that Posted Collateral will be released 
immediately and, to the extent possible, without any further action by either party. 
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Paragraph 3. Credit Support Obligations 
 
(a) Delivery Amount. Subject to Paragraphs 4 and 5, upon a demand made by the Secured Party on or promptly 
following a Valuation Date, if the Delivery Amount for that Valuation Date equals or exceeds the Pledgor's Minimum 
Transfer Amount, then the Pledgor will Transfer to the Secured Party Eligible Credit Support having a Value as of the 
date of Transfer at least equal to the applicable Delivery Amount (rounded pursuant to Paragraph 13). Unless otherwise 
specified in Paragraph 13, the "Delivery Amount" applicable to the Pledgor for any Valuation Date will equal the 
amount by which:  
 
 (i) the Credit Support Amount 
 
 exceeds 
 
 (ii) the Value as of that Valuation Date of all Posted Credit Support held by the Secured Party. 
 
(b) Return Amount.  Subject to Paragraphs 4 and 5, upon a demand made by the Pledgor on or promptly 
following a Valuation Date, if the Return Amount for that Valuation Date equals or exceeds the Secured Party's 
Minimum Transfer Amount, then the Secured Party will Transfer to the Pledgor Posted Credit Support specified by the 
Pledgor in that demand having a Value as of the date of Transfer as close as practicable to the applicable Return 
Amount (rounded pursuant to Paragraph 13). Unless otherwise specified in Paragraph 13, the "Return Amount" 
applicable to the Secured Party for any Valuation Date will equal the amount by which:  
 
 (i) the Value as of that Valuation Date of all Posted Credit Support held by the Secured Party 
 
 exceeds 
 
 (ii) the Credit Support Amount. 
 
"Credit Support Amount" means, unless otherwise specified in Paragraph 13, for any Valuation Date (i) the Secured 
Party's Exposure for that Valuation Date plus (ii) the aggregate of all Independent Amounts applicable to the Pledgor, if 
any, minus (iii) all Independent Amounts applicable to the Secured Party, if any, minus (iv) the Pledgor's Threshold; 
provided, however, that the Credit Support Amount will be deemed to be zero whenever the calculation of Credit 
Support Amount yields a number less than zero. 
 
Paragraph 4. Conditions Precedent, Transfer Timing, Calculations and Substitutions  
 
(a) Conditions Precedent.  Each Transfer obligation of the Pledgor under Paragraphs 3(a) and 5 and of the 
Secured Party under Paragraphs 3(b), 4(d)(ii), 5 and 6(d) is subject to the conditions precedent that:  
 
 (i) no Event of Default, Potential Event of Default or Specified Condition has occurred and is 

continuing with respect to the other party; and  
 
 (ii) no Early Termination Date for which any unsatisfied payment obligations exist has occurred or been 

designated as the result of an Event of Default or Specified Condition with respect to the other party. 
 
(b) Transfer Timing.  Subject to Paragraphs 4(a) and 5 and unless otherwise specified, if a demand for the 
Transfer of Eligible Credit Support or Posted Credit Support is made by the Notification Time, then the relevant 
Transfer will be made not later than the close of business on the next Local Business Day; if a demand is made after the 
Notification Time, then the relevant Transfer will be made not later than the close of business on the second Local 
Business Day thereafter. 
 
(c) Calculations.  All calculations of Value and Exposure for purposes of Paragraphs 3 and 6(d) will be made by 
the Valuation Agent as of the Valuation Time. The Valuation Agent will notify each party (or the other party, if the 
Valuation Agent is a party) of its calculations not later than the Notification Time on the Local Business Day following 
the applicable Valuation Date (or in the case of Paragraph 6(d), following the date of calculation). 
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(d) Substitutions. 
 
 (i) Unless otherwise specified in Paragraph 13, upon notice to the Secured Party specifying the items of 

Posted Credit Support to be exchanged, the Pledgor may, on any Local Business Day, Transfer to the Secured 
Party substitute Eligible Credit Support (the "Substitute Credit Support"); and  

 
 (ii) subject to Paragraph 4(a), the Secured Party will Transfer to the Pledgor the items of Posted Credit 

Support specified by the Pledgor in its notice not later than the Local Business Day following the date on 
which the Secured Party receives the Substitute Credit Support, unless otherwise specified in Paragraph 13 
(the "Substitution Date"); provided that the Secured Party only will be obligated to Transfer Posted Credit 
Support with a Value as of the date of Transfer of that Posted Credit Support equal to the Value as of that date 
of the Substitute Credit Support. 

 
Paragraph 5.  Dispute Resolution 
 
If a party (a "Disputing Party") disputes (I) the Valuation Agent's calculation of a Delivery Amount or a Return Amount 
or (II) the Value of any Transfer of Eligible Credit Support or Posted Credit Support, then (1) the Disputing Party will 
notify the Valuation Agent (if the Valuation Agent is not the Disputing Party) and the other party (if the Valuation 
Agent is not that other party) not later than the close of business on the Local Business Day following (X) the date that 
the demand is made under Paragraph 3 in the case of (I) above or (Y) the date of Transfer in the case of (II) above, (2) 
subject to Paragraph 4(a), the appropriate party will Transfer the undisputed amount to the other party not later than the 
close of business on the Local Business Day following (X) the date that the demand is made under Paragraph 3 in the 
case of (I) above or (Y) the date of Transfer in the case of (II) above, (3) the parties will consult with each other in an 
attempt to resolve the dispute and (4) if they fail to resolve the dispute by the Resolution Time, then:  
 
 (i) In the case of a dispute involving a Delivery Amount or Return Amount, unless otherwise specified 

in Paragraph 13, the Valuation Agent will recalculate the Exposure and the Value as of the Recalculation Date 
by: 

 
  (A) utilizing any calculations of Exposure for the Transactions (or Swap Transactions) that the 

parties have agreed are not in dispute;  
 
  (B) calculating the Exposure for the Transactions (or Swap Transactions) in dispute by seeking 

four actual quotations at mid-market from Reference Market-makers for purposes of calculating 
Market Quotation, and taking the arithmetic average of those obtained; provided that if four 
quotations are not available for a particular Transaction (or Swap Transaction), then fewer than four 
quotations may be used for that Transaction (or Swap Transaction); and if no quotations are available 
for a particular Transaction (or Swap Transaction), then the Valuation Agent's original calculations 
will be used for that Transaction (or Swap Transaction); and  

 
  (C) utilizing the procedures specified in Paragraph 13 for calculating the Value, if disputed, of 

Posted Credit Support. 
 
 (ii) In the case of a dispute involving the Value of any Transfer of Eligible Credit Support or Posted 

Credit Support, the Valuation Agent will recalculate the Value as of the date of Transfer pursuant to 
Paragraph 13. 

 
Following a recalculation pursuant to this Paragraph, the Valuation Agent will notify each party (or the other party, if 
the Valuation Agent is a party) not later than the Notification Time on the Local Business Day following the Resolution 
Time. The appropriate party will, upon demand following that notice by the Valuation Agent or a resolution pursuant to 
(3) above and subject to Paragraphs 4(a) and 4(b), make the appropriate Transfer. 
 
Paragraph 6.  Holding and Using Posted Collateral 
 
(a) Care of Posted Collateral.  Without limiting the Secured Party's rights under Paragraph 6(c), the Secured 
Party will exercise reasonable care to assure the safe custody of all Posted Collateral to the extent required by 
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applicable law, and in any event the Secured Party will be deemed to have exercised reasonable care if it exercises at 
least the same degree of care as it would exercise with respect to its own property. Except as specified in the preceding 
sentence, the Secured Party will have no duty with respect to Posted Collateral, including, without limitation, any duty 
to collect any Distributions, or enforce or preserve any rights pertaining thereto. 
 
(b) Eligibility to Hold Posted Collateral; Custodians. 
 
 (i) General.  Subject to the satisfaction of any conditions specified in Paragraph 13 for holding Posted 

Collateral, the Secured Party will be entitled to hold Posted Collateral or to appoint an agent (a "Custodian") to 
hold Posted Collateral for the Secured Party. Upon notice by the Secured Party to the Pledgor of the 
appointment of a Custodian, the Pledgor's obligations to make any Transfer will be discharged by making the 
Transfer to that Custodian. The holding of Posted Collateral by a Custodian will be deemed to be the holding 
of that Posted Collateral by the Secured Party for which the Custodian is acting. 

 
 (ii) Failure to Satisfy Conditions.  If the Secured Party or its Custodian fails to satisfy any conditions for 

holding Posted Collateral, then upon a demand made by the Pledgor, the Secured Party will, not later than five 
Local Business Days after the demand, Transfer or cause its Custodian to Transfer all Posted Collateral held 
by it to a Custodian that satisfies those conditions or to the Secured Party if it satisfies those conditions. 

 
 (iii) Liability.  The Secured Party will be liable for the acts or omissions of its Custodian to the same 

extent that the Secured Party would be liable hereunder for its own acts or omissions. 
 
(c) Use of Posted Collateral.  Unless otherwise specified in Paragraph 13 and without limiting the rights and 
obligations of the parties under Paragraphs 3, 4(d)(ii), 5, 6(d) and 8, if the Secured Party is not a Defaulting Party or an 
Affected Party with respect to a Specified Condition and no Early Termination Date has occurred or been designated as 
the result of an Event of Default or Specified Condition with respect to the Secured Party, then the Secured Party will, 
notwithstanding Section 9-207 of the New York Uniform Commercial Code, have the right to: 
 
 (i) sell, pledge, rehypothecate, assign, invest, use, commingle or otherwise dispose of, or otherwise use 

in its business any Posted Collateral it holds, free from any claim or right of any nature whatsoever of the 
Pledgor, including any equity or right of redemption by the Pledgor; and  

 
 (ii) register any Posted Collateral in the name of the Secured Party, its Custodian or a nominee for either. 
 
For purposes of the obligation to Transfer Eligible Credit Support or Posted Credit Support pursuant to Paragraphs 3 
and 5 and any rights or remedies authorized under this Agreement, the Secured Party will be deemed to continue to 
hold all Posted Collateral and to receive Distributions made thereon, regardless of whether the Secured Party has 
exercised any rights with respect to any Posted Collateral pursuant to (i) or (ii) above. 
 
(d) Distributions and Interest Amount. 
 
 (i) Distributions.  Subject to Paragraph 4(a), if the Secured Party receives or is deemed to receive 

Distributions on a Local Business Day, it will Transfer to the Pledgor not later than the following Local 
Business Day any Distributions it receives or is deemed to receive to the extent that a Delivery Amount would 
not be created or increased by that Transfer, as calculated by the Valuation Agent (and the date of calculation 
will be deemed to be a Valuation Date for this purpose). 

 
(ii) Interest Amount.  Unless otherwise specified in Paragraph 13 and subject to Paragraph 4(a), in lieu 
of any interest, dividends or other amounts paid or deemed to have been paid with respect to Posted Collateral 
in the form of Cash (all of which may be retained by the Secured Party), the Secured Party will Transfer to the 
Pledgor at the times specified in Paragraph 13 the Interest Amount to the extent that a Delivery Amount would 
not be created or increased by that Transfer, as calculated by the Valuation Agent (and the date of calculation 
will be deemed to be a Valuation Date for this purpose). The Interest Amount or portion thereof not 
Transferred pursuant to this Paragraph will constitute Posted Collateral in the form of Cash and will be subject 
to the security interest granted under Paragraph 2. 
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Paragraph 7.  Events of Default  
 
For purposes of Section 5(a)(iii)(1) of this Agreement, an Event of Default will exist with respect to a party if:  
 
 (i) that party fails (or fails to cause its Custodian) to make, when due, any Transfer of Eligible 

Collateral, Posted Collateral or the Interest Amount, as applicable, required to be made by it and that failure 
continues for two Local Business Days after notice of that failure is given to that party; 

 
 (ii) that party fails to comply with any restriction or prohibition specified in this Annex with respect to 

any of the rights specified in Paragraph 6(c) and that failure continues for five Local Business Days after 
notice of that failure is given to that party; or  

 
 (iii) that party fails to comply with or perform any agreement or obligation other than those specified in 

Paragraphs 7(i) and 7(ii) and that failure continues for 30 days after notice of that failure is given to that party. 
 
Paragraph 8.  Certain Rights and Remedies  
 
(a) Secured Party's Rights and Remedies.  If at any time (1) an Event of Default or Specified Condition with 
respect to the Pledgor has occurred and is continuing or (2) an Early Termination Date has occurred or been designated 
as the result of an Event of Default or Specified Condition with respect to the Pledgor, then, unless the Pledgor has paid 
in full all of its Obligations that are then due, the Secured Party may exercise one or more of the following rights and 
remedies:  
 
 (i) all rights and remedies available to a secured party under applicable law with respect to Posted 

Collateral held by the Secured Party; 
 
 (ii) any other rights and remedies available to the Secured Party under the terms of Other Posted 

Support, if any;  
 
 (iii) the right to Set-off any amounts payable by the Pledgor with respect to any Obligations against any 

Posted Collateral or the Cash equivalent of any Posted Collateral held by the Secured Party (or any obligation 
of the Secured Party to Transfer that Posted Collateral); and  

 
 (iv) the right to liquidate any Posted Collateral held by the Secured Party through one or more public or 

private sales or other dispositions with such notice, if any, as may be required by applicable law, free from any 
claim or right of any nature whatsoever of the Pledgor, including any equity or right of redemption by the 
Pledgor (with the Secured Party having the right to purchase any or all of the Posted Collateral to be sold) and 
to apply the proceeds (or the Cash equivalent thereof) from the liquidation of the Posted Collateral to any 
amounts payable by the Pledgor with respect to any Obligations in that order as the Secured Party may elect. 

 
Each party acknowledges and agrees that Posted Collateral in the form of securities may decline speedily in value and 
is of a type customarily sold on a recognized market, and, accordingly, the Pledgor is not entitled to prior notice of any 
sale of that Posted Collateral by the Secured Party, except any notice that is required by law and cannot be waived. 
 
(b) Pledgor's Rights and Remedies.  If at any time an Early Termination Date has occurred or been designated as 
the result of an Event of Default or Specified Condition with respect to the Secured Party, then (except in the case of an 
Early Termination Date relating to less than all Transactions (or Swap Transactions) where the Secured Party has paid 
in full all of its obligations that are then due under Section 6(e) of this Agreement):  
 
 (i) the Pledgor may exercise all rights and remedies available to a pledgor under applicable law with 

respect to Posted Collateral held by the Secured Party;  
 
 (ii) the Pledgor may exercise any other rights and remedies available to the Pledgor under the terms of 

Other Posted Support, if any;  
 



 

 6 ISDA ® 1994 

 (iii) the Secured Party will be obligated immediately to Transfer all Posted Collateral and the Interest 
Amount to the Pledgor; and  

 
 (iv) to the extent that Posted Collateral or the Interest Amount is not so Transferred pursuant to (iii) 

above, the Pledgor may:  
 
  (A) Set-off any amounts payable by the Pledgor with respect to any Obligations against any 

Posted Collateral or the Cash equivalent of any Posted Collateral held by the Secured Party (or any 
obligation of the Secured Party to Transfer that Posted Collateral); and  

 
  (B) to the extent that the Pledgor does not Set-off under (iv)(A) above, withhold payment of any 

remaining amounts payable by the Pledgor with respect to any Obligations, up to the Value of any 
remaining Posted Collateral held by the Secured Party, until that Posted Collateral is Transferred to 
the Pledgor. 

 
(c) Deficiencies and Excess Proceeds. The Secured Party will Transfer to the Pledgor any proceeds and Posted 
Credit Support remaining after liquidation, Set-off and/or application under Paragraphs 8(a) and 8(b) after satisfaction 
in full of all amounts payable by the Pledgor with respect to any Obligations; the Pledgor in all events will remain liable 
for any amounts remaining unpaid after any liquidation, Set-off and/or application under Paragraphs 8(a) and 8(b). 
 
(d) Final Returns. When no amounts are or thereafter may become payable by the Pledgor with respect to any 
Obligations (except for any potential liability under Section 2(d) of this Agreement), the Secured Party will Transfer to 
the Pledgor all Posted Credit Support and the Interest Amount, if any. 
 
Paragraph 9.  Representations 
 
Each party represents to the other party (which representations will be deemed to be repeated as of each date on which 
it, as the Pledgor, Transfers Eligible Collateral) that:  
 
 (i) it has the power to grant a security interest in and lien on any Eligible Collateral it Transfers as the 

Pledgor and has taken all necessary actions to authorize the granting of that security interest and lien;  
 
 (ii) it is the sole owner of or otherwise has the right to Transfer all Eligible Collateral Transferred to the 

Secured Party hereunder, free and clear of any security interest, lien, encumbrance or other restrictions other 
than the security interest and lien granted under Paragraph 2;  

 
 (iii) upon the Transfer of any Eligible Collateral to the Secured Party under the terms of this Annex, the 

Secured Party will have a valid and perfected first priority security interest therein (assuming that any central 
clearing corporation or any third-party financial intermediary or other entity not within the control of the 
Pledgor involved in the Transfer of that Eligible Collateral gives the notices and takes the action required of it 
under relevant law for perfection of that interest); and  

 
 (iv) the performance by it of its obligations under this Annex will not result in the creation of any security 

interest, lien or other encumbrance on any Posted Collateral other than the security interest and lien granted 
under Paragraph 2. 

 
Paragraph 10.  Expenses 
 
(a) General.  Except as otherwise provided in Paragraphs 10(b) and 10(c), each party will pay its own costs and 
expenses in connection with performing its obligations under this Annex and neither party will be liable for any costs 
and expenses incurred by the other party in connection herewith. 
 
(b) Posted Credit Support.  The Pledgor will promptly pay when due all taxes, assessments or charges of any 
nature that are imposed with respect to Posted Credit Support held by the Secured Party upon becoming aware of the 
same, regardless of whether any portion of that Posted Credit Support is subsequently disposed of under Paragraph 
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6(c), except for those taxes, assessments and charges that result from the exercise of the Secured Party's rights under 
Paragraph 6(c). 
 
(c) Liquidation/Application of Posted Credit Support.  All reasonable costs and expenses incurred by or on 
behalf of the Secured Party or the Pledgor in connection with the liquidation and/or application of any Posted Credit 
Support under Paragraph 8 will be payable, on demand and pursuant to the Expenses Section of this Agreement, by the 
Defaulting Party or, if there is no Defaulting Party, equally by the parties. 
 
Paragraph 11.  Miscellaneous 
 
(a) Default Interest.  A Secured Party that fails to make, when due, any Transfer of Posted Collateral or the 
Interest Amount will be obligated to pay the Pledgor (to the extent permitted under applicable law) an amount equal to 
interest at the Default Rate multiplied by the Value of the items of property that were required to be Transferred, from 
(and including) the date that Posted Collateral or Interest Amount was required to be Transferred to (but excluding) the 
date of Transfer of that Posted Collateral or Interest Amount. This interest will be calculated on the basis of daily 
compounding and the actual number of days elapsed. 
 
(b) Further Assurances.  Promptly following a demand made by a party, the other party will execute, deliver, file 
and record any financing statement, specific assignment or other document and take any other action that may be 
necessary or desirable and reasonably requested by that party to create, preserve, perfect or validate any security interest 
or lien granted under Paragraph 2, to enable that party to exercise or enforce its rights under this Annex with respect to 
Posted Credit Support or an Interest Amount or to effect or document a release of a security interest on Posted 
Collateral or an Interest Amount. 
 
(c) Further Protection.  The Pledgor promptly will give notice to the Secured Party of, and defend against, any 
suit, action, proceeding or lien that involves Posted Credit Support Transferred by the Pledgor or that could adversely 
affect the security interest and lien granted by it under Paragraph 2, unless that suit, action, proceeding or lien results 
from the exercise of the Secured Party's rights under Paragraph 6(c). 
 
(d) Good Faith and Commercially Reasonable Manner.  Performance of all obligations under this Annex 
including, but not limited to, all calculations, valuations and determinations made by either party, will be made in good 
faith and in a commercially reasonable manner. 
 
(e) Demands and Notices.  All demands and notices made by a party under this Annex will be made as specified 
in the Notices Section of this Agreement, except as otherwise provided in Paragraph 13. 
 
(f) Specifications of Certain Matters.  Anything referred to in this Annex as being specified in Paragraph 13 also 
may be specified in one or more Confirmations or other documents and this Annex will be construed accordingly. 
 
Paragraph 12.  Definitions 
 
As used in this Annex:--  
 
"Cash" means the lawful currency of the United States of America. 
 
"Credit Support Amount" has the meaning specified in Paragraph 3. 
 
"Custodian" has the meaning specified in Paragraphs 6(b)(i) and 13. 
 
"Delivery Amount" has the meaning specified in Paragraph 3(a). 
 
"Disputing Party" has the meaning specified in Paragraph 5. 
 
"Distributions" means with respect to Posted Collateral other than Cash, all principal, interest and other payments and 
distributions of cash or other property with respect thereto, regardless of whether the Secured Party has disposed of that 
Posted Collateral under Paragraph 6(c). Distributions will not include any item of property acquired by the Secured 
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Party upon any disposition or liquidation of Posted Collateral or, with respect to any Posted Collateral in the form of 
Cash, any distributions on that collateral, unless otherwise specified herein. 
 
"Eligible Collateral" means, with respect to a party, the items, if any, specified as such for that party in Paragraph 13. 
 
"Eligible Credit Support" means Eligible Collateral and Other Eligible Support.  
 
"Exposure" means for any Valuation Date or other date for which Exposure is calculated and subject to Paragraph 
5 in the case of a dispute, the amount, if any, that would be payable to a party that is the Secured Party by the other 
party (expressed as a positive number) or by a party that is the Secured Party to the other party (expressed as a 
negative number) pursuant to Section 6(e)(ii)(2)(A) of this Agreement as if all Transactions (or Swap Transactions) 
were being terminated as of the relevant Valuation Time; provided that Market Quotation will be determined by the 
Valuation Agent using its estimates at mid-market of the amounts that would be paid for Replacement Transactions 
(as that term is defined in the definition of "Market Quotation").  
 
"Independent Amount" means, with respect to a party, the amount specified as such for that party in Paragraph 13; 
if no amount is specified, zero.  
 
"Interest Amount" means, with respect to an Interest Period, the aggregate sum of the amounts of interest 
calculated for each day in that Interest Period on the principal amount of Posted Collateral in the form of Cash held 
by the Secured Party on that day, determined by the Secured Party for each such day as follows:  
 
 (x) the amount of that Cash on that day; multiplied by 
 
 (y) the Interest Rate in effect for that day; divided by 
 
 (z) 360. 
 
"Interest Period" means the period from (and including) the last Local Business Day on which an Interest Amount 
was Transferred (or, if no Interest Amount has yet been Transferred, the Local Business Day on which Posted 
Collateral in the form of Cash was Transferred to or received by the Secured Party) to (but excluding) the Local 
Business Day on which the current Interest Amount is to be Transferred.  
 
"Interest Rate" means the rate specified in Paragraph 13.  
 
"Local Business Day", unless otherwise specified in Paragraph 13, has the meaning specified in the Definitions 
Section of this Agreement, except that references to a payment in clause (b) thereof will be deemed to include a 
Transfer under this Annex.  
 
"Minimum Transfer Amount" means, with respect to a party, the amount specified as such for that party in 
Paragraph 13; if no amount is specified, zero.  
 
"Notification Time" has the meaning specified in Paragraph 13.  
 
"Obligations" means, with respect to a party, all present and future obligations of that party under this Agreement 
and any additional obligations specified for that party in Paragraph 13.  
 
"Other Eligible Support" means, with respect to a party, the items, if any, specified as such for that party in 
Paragraph 13.  
 
"Other Posted Support" means all Other Eligible Support Transferred to the Secured Party that remains in effect 
for the benefit of that Secured Party.  
 
"Pledgor" means either party, when that party (i) receives a demand for or is required to Transfer Eligible Credit 
Support under Paragraph 3(a) or (ii) has Transferred Eligible Credit Support under Paragraph 3(a).  
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"Posted Collateral" means all Eligible Collateral, other property, Distributions, and all proceeds thereof that have 
been Transferred to or received by the Secured Party under this Annex and not Transferred to the Pledgor pursuant 
to Paragraph 3(b), 4(d)(ii) or 6(d)(i) or released by the Secured Party under Paragraph 8. Any Interest Amount or 
portion thereof not Transferred pursuant to Paragraph 6(d)(ii) will constitute Posted Collateral in the form of Cash. 
 
"Posted Credit Support" means Posted Collateral and Other Posted Support.  
 
"Recalculation Date" means the Valuation Date that gives rise to the dispute under Paragraph 5; provided, 
however, that if a subsequent Valuation Date occurs under Paragraph 3 prior to the resolution of the dispute, then 
the "Recalculation Date" means the most recent Valuation Date under Paragraph 3.  
 
"Resolution Time" has the meaning specified in Paragraph 13.  
 
"Return Amount" has the meaning specified in Paragraph 3(b).  
 
"Secured Party" means either party, when that party (i) makes a demand for or is entitled to receive Eligible Credit 
Support under Paragraph 3(a) or (ii) holds or is deemed to hold Posted Credit Support.  
 
"Specified Condition" means, with respect to a party, any event specified as such for that party in Paragraph 13. 
 
"Substitute Credit Support" has the meaning specified in Paragraph 4(d)(i).  
 
"Substitution Date" has the meaning specified in Paragraph 4(d)(ii).  
 
"Threshold" means, with respect to a party, the amount specified as such for that party in Paragraph 13; if no 
amount is specified, zero.  
 
"Transfer" means, with respect to any Eligible Credit Support, Posted Credit Support or Interest Amount, and in 
accordance with the instructions of the Secured Party, Pledgor or Custodian, as applicable:  
 
 (i) in the case of Cash, payment or delivery by wire transfer into one or more bank accounts specified by 

the recipient;  
 
 (ii) in the case of certificated securities that cannot be paid or delivered by book-entry, payment or delivery 

in appropriate physical form to the recipient or its account accompanied by any duly executed instruments 
of transfer, assignments in blank, transfer tax stamps and any other documents necessary to constitute a 
legally valid transfer to the recipient; 

 
 (iii) in the case of securities that can be paid or delivered by book-entry, the giving of written instructions 

to the relevant depository institution or other entity specified by the recipient, together with a written copy 
thereof to the recipient, sufficient if complied with to result in a legally effective transfer of the relevant 
interest to the recipient; and  

 
 (iv) in the case of Other Eligible Support or Other Posted Support, as specified in Paragraph 13.  
 
"Valuation Agent" has the meaning specified in Paragraph 13. 
 
"Valuation Date" means each date specified in or otherwise determined pursuant to Paragraph 13. 
 
"Valuation Percentage" means, for any item of Eligible Collateral, the percentage specified in Paragraph 13. 
 
"Valuation Time" has the meaning specified in Paragraph 13. 
 
"Value" means for any Valuation Date or other date for which Value is calculated and subject to Paragraph 5 in the 
case of a dispute, with respect to: 
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 (i) Eligible Collateral or Posted Collateral that is: 
 
   (A) Cash, the amount thereof; and 
 
  (B) a security, the bid price obtained by the Valuation Agent multiplied by the applicable 

Valuation Percentage, if any; 
 
 (ii) Posted Collateral that consists of items that are not specified as Eligible Collateral, zero; and 
 

(iii) Other Eligible Support and Other Posted Support, as specified in Paragraph 13. 
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Paragraph 13. Elections and Variables 
 
(a) Security Interest for "Obligations". The term "Obligations" as used in this Annex includes no 
additional obligations with respect to Party A or Party B. 
 
(b) Credit Support Obligations. 
 

(i) "Delivery Amount", "Return Amount" and "Credit Support Amount" will have the 
meanings specified in Paragraphs 3(a), 3(b) and 3, respectively provided, however, that the Return 
Amount shall be adjusted, as necessary, so that immediately following any return of Collateral that 
the Value of Posted Credit Support held by the Secured Party shall always be at least equal to the 
Credit Support Amount. 

 
(ii) Eligible Collateral shall consist of those assets identified by the ICAD codes listed below, 
as they are defined in the Collateral Asset Definitions.  Percentage shown is the Valuation 
Percentage applicable to the indicated combination of ICAD and Remaining Maturity.   

 
Remaining Maturity 

 
 
 
 
ICAD Code 

 
 
One (1) year or 
under 

More than one 
(1) year up to 
and including 
five (5) years 

More than five 
(5) years up to 
and including ten 
(10) years 

 
 
More than ten 
(10) years 

 
US-CASH 

 
100% 

 
N/A 

 
N/A 

 
N/A 

US-TBILL 99.5% N/A N/A N/A 
US-TNOTE 99.5% 98% 95% N/A 
US-TBOND 99.5% 98% 95% 95% 
US-STRIP 95% 95% 95% 95% 
US-TIPS 95% 95% 95% 95% 
US-GNMA 99.5% 98% 95% 95% 
US-GNMAMBS 99.5% 98% 95% 95% 
     

 
 

There shall be no "Other Eligible Support" for Party A or Party B for purposes of this 
Annex.  

 
(iv) Thresholds. 

 
(A) "Independent Amount" means with respect to Party A: Not Applicable.  

"Independent Amount" means with respect to Party B: Not applicable. 
 

(B) "Threshold" means, on any day, with respect to a party as Pledgor, the amount 
set forth under the caption "Threshold" below opposite the rating classification 
assigned to that party's long-term unsecured, unsubordinated indebtedness or 
long-term deposits (without regard to any third party credit enhancement), as 
applicable, by the Rating Agencies on that day, as determined pursuant to terms 
of this provision (such party's "Credit Rating"). Where more than one Rating 
Agency rates a party's long-term unsecured unsubordinated indebtedness or long-
term deposits (without regard to any third party credit enhancement) and the 
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ratings are split (including due to a withdrawal or suspension of a rating), the 
Threshold will be based on the lower of the two ratings. Where only one Rating 
Agency rates a party's long-term unsecured unsubordinated indebtedness or long-
term deposits (without regard to any third party credit enhancement), the 
Threshold will be based on the rating of that Rating Agency. If at any time (1) no 
Rating Agency rates a party's long-term unsecured unsubordinated indebtedness 
or long-term deposits, as applicable, or (2) an Event of Default has occurred and 
is continuing with respect to a party, the Threshold for that party shall be zero. 
"Rating Agencies" means Moody's and S&P. 

 
Credit Rating of Party A  

   
Threshold By S&P by Moody's 
Infinite A (and above) A2 (and above) 
$ 0  A- (or below)  A3 (or below) 
 
 

Credit Rating of Party B 
   
Threshold By S&P by Moody's 
Infinite BBB (and above) Baa2 (and above) 
$        0  BBB- (or below) Baa3 (or below) 

 
(B) "Minimum Transfer Amount" means with respect to Party A: $100,000 

"Minimum Transfer Amount" means with respect to Party B: $100,000 
 

(D) Rounding. The Delivery Amount will be rounded up and the Return Amount will 
be rounded down to the nearest integral multiple of $10,000.00, respectively. 

 
(c) Valuation and Timing. 
 

(i) "Valuation Agent" means, for the purposes of Paragraphs 3 and 5, the party making the 
demand under Paragraph 3, and, for the purposes of Paragraph 6(d), the Secured Party receiving 
or deemed to receive the Distributions or the Interest Amount, as applicable. 

 
(ii) "Valuation Date" means: Each and every Local Business Day commencing on the first 
such date following the date hereof. 

 
(iii) "Valuation Time" means:  

 
[   ] the close of business in the city of the Valuation Agent on the Valuation Date or 

date of calculation, as applicable; 
 

[ X ] the close of business on the Local Business Day before the Valuation Date or 
date of calculation, as applicable;  

 
provided that the calculations of Value and Exposure will be made as of approximately 
the same time on the same date.  

 
(iv) "Notification Time" means 1:00 p.m., New York time, on a Local Business Day. 
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 (d) Conditions Precedent and Secured Party's Rights and Remedies. The following Termination 

Event(s) will be a "Specified Condition" for each party (that party being the Affected Party if the 
Termination Event occurs with respect to that party) for purposes of Paragraphs 4(a), 6(c), 8(a) 
and 8(b):  Illegality, Tax Event, Tax Event Upon Merger, Credit Event Upon Merger and 
Additional Termination Event.  

 
(e) Substitution. 
 

(i) "Substitution Date" means the Local Business Day in New York on which the Secured 
Party is able to confirm irrevocable receipt of the Substitute Credit Support, provided that (x) 
such receipt is confirmed before 3:00 p.m. (New York time) on such Local Business Day in New 
York and (y) the Secured Party has received, before 1:00 p.m. (New York time) on the 
immediately preceding Local Business Day in New York, the notice of substitution described in 
Paragraph 4(d)(i). 

 
(ii) Consent. The Pledgor is not required to obtain the Secured Party's consent for any 
substitution pursuant to Paragraph 4(d). 

 
(f) Dispute Resolution. 
 

(i) "Resolution Time" means 1:00 p.m., New York time, on the Local Business Day 
following the date on which a notice is given that gives rise to a dispute under Paragraph 5.  

 
(ii) Value. For the purpose of Paragraphs 5(i)(C) and 5(ii), the Value of Posted Credit 
Support will be calculated as follows: for Cash, the U.S. dollar value thereof, and for each item of 
Eligible Collateral (except for Cash), an amount in U.S. dollars equal to the product of (i) either 
(A) the bid price for such security quoted on such day by a principal market-maker for such 
security selected in good faith by the Secured Party or (B) the most recent publicly available bid 
price for such security as reported by a quotation service or in a medium selected in good faith 
and in a commercially reasonable manner by Secured Party, multiplied by (ii) the percentage 
figure listed in Paragraph 13(b)(ii) hereof with respect to such security. 

 
(iii) Alternative. The provisions of Paragraph 5 will apply. 

 
(g) Holding and Using Posted Collateral. 
 

(i) Eligibility to Hold Posted Collateral; Custodians. Party A and its Custodian, and Party B 
and its Custodian, will be entitled to hold Posted Collateral, as applicable, pursuant to Paragraph 
6(b); provided that the following conditions applicable to each party are satisfied: 

 
(A) Party A, as the Secured Party, is not a Defaulting Party; provided however, if 
Party A is a Defaulting Party then Party A must appoint a Custodian to hold Posted 
Collateral. 

 
(B) Party B, as the Secured Party, is not a Defaulting Party; provided however, if 
Party B is a Defaulting Party then Party B must appoint a Custodian to hold Posted 
Collateral. 

 
(C) Each party hereby covenants and agrees that it will cause all Posted Collateral 
received from the other party to be entered in one or more accounts (each, a "Collateral 
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Account") with a domestic office of a commercial bank, trust company or financial 
institution organized under the laws of the United States (or any state or a political 
subdivision thereof) having assets of at least $10 billion and a long term debt or deposit 
rating of at least (i) Baa2 from Moody's and (ii) BBB from S&P (a "Qualified 
Institution"), each of which accounts may include property of other parties but will bear a 
title indicating the Secured Party's interest in said account and the Posted Collateral in 
such account. In addition the Secured Party may direct the Pledgor to transfer or deliver 
Eligible Collateral directly into the Secured Party's Collateral Account(s). If otherwise 
qualified, the Secured Party may act as such Qualified Institution and the Secured Party 
may move the Collateral Accounts from one Qualified Institution to another upon 
reasonable notice to the Pledgor. The Secured Party shall cause statements concerning the 
Posted Collateral transferred or delivered by the Pledgor to be sent to the Pledgor on 
request, which may not be made more frequently than once in each calendar month. 

 
Initially the Custodian, for Party A is:- Not applicable. 

 
Initially the Custodian, for Party B is:- Not applicable. 

 
(ii) Use of Posted Collateral. The provisions of Paragraph 6(c) will apply to Party A and will 
apply to Party B. 

 
(h) Distributions and Interest Amount. 
 

(i) The “Interest Rate”, with respect to Eligible Collateral in the form of Cash, for any day, 
will be the rate opposite the caption “Federal funds (effective)” for such day as published by the 
Federal Reserve Publication H.15 (519) or any successor publication as published by the Board of 
Governors of the Federal Reserve System. 

 
(ii) The "Transfer of Interest Amount" will be made within 3 Local Business Days after the 
last Local Business Day of each calendar month. 

 
(iii) Alternative Interest Amount. The provisions of Paragraph 6(d)(ii) will apply. 

 
(iii) Paragraph 12 is hereby amended by replacing the definition of "Interest Period" with the 
following: 

 
"'Interest Period' means the period from (and including) the first day of each calendar 
month to (and including) the last day of each calendar month." 

 
(i) Additional Representations. None. 
 
(j) Other Eligible Support and Other Posted Support. Not Applicable.  
 
(k) Demands and Notices.  All demands, specifications and notices made by a party to this Annex 

will be made to the following: 
 
 
 

Party A: Bank of America, N.A. 
Sears Tower 
233 South Wacker Drive, Suite 2800 
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Chicago, Illinois 60606-6306 
 
Telephone No.:  (312) 234-3030 
Facsimile:  (312) 234-2731 

  
Party B: Modesto Public Financing Authority 

City of Modesto Finance Department 
City Hall 
1010 Tenth Street, Suite 5200 
Modesto, California 95353 
Attention: Director of Finance 
Telephone No.: (209) 577-5371 
Facsimile No.:  (209) 571-5880 
 
With a copy to: 
 
City Attorney's Office  
c/o City of Modesto 
City Hall 
1010 Tenth Street, Sixth Floor 
Modesto, California 95354 
Attention: City Attorney  
Telephone No.: (209) 577-5284 
Facsimile No.:  (209) 544-8260 

 
(l) Addresses for Transfers. 
 

Party A: Cash/Interest Payments: (USD Only) 
Bank of America, New York 
ABA 026009593 
Account # 6550-619389 
F/O Bank of America, Charlotte-Collateral  

  
 Eligible Collateral (other than cash):  

BK AMERICA NC/INV 
ABA# 053 000 196 

 
Party B: 

 
Cash: 
 
 

  
 Eligible Collateral (other than cash): 
  
  

 
 
 
 
(m) Other Provisions. 
 

(i) This Credit Support Annex is a Security Agreement under the New York UCC. 
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(ii) The definitions and provisions contained in the Collateral Asset Definitions First Edition 

- 2003 (the “Collateral Asset Definitions”), as published by the International Swaps and 
Derivatives Association, Inc., (“ISDA”) are incorporated into this Annex.  In the event of 
any inconsistency between any of the following, the first listed shall prevail (i) this 
Annex, (ii) the Agreement and (iii) the Collateral Asset Definitions. 

 
(iii) Paragraph 12 is hereby amended by adding, in alphabetical order, the following: 

 
"Moody’s" means Moody’s Investor Services, Inc., or any successor to the rating 
business of such entity." 
 
"S&P" means Standard and Poor’s Ratings Services, a division of The McGraw-Hill 
Companies, Inc., or any successor to the rating business of such entity." 

 
(iv) At any time when the Pledgor's Credit Rating is either "BBB-" or below by S&P or 

"Baa3" or below by Moody's, or no long-term unsecured unsubordinated indebtedness or 
long-term deposits, as applicable, of the Pledgor is rated by either Rating Agency, or an 
Event of Default has occurred and is continuing with respect to the Pledgor:  

 
(A) With respect to any Transfer of Eligible Credit Support demanded under 

Paragraph 3(a), Paragraph 4(b) of this Annex shall be deemed to be amended as 
follows: (I) replace the word "next" in the third line thereof with the word "same" 
and (II) replace the word "second" in the last line thereof with the word "next." 

 
(B) Paragraph 5 of this Annex shall be deemed to be amended by deleting clause (2) 

thereof in its entirety and inserting in lieu thereof the following:  
 

"(2) subject to Paragraph 4(a), the appropriate party will Transfer the undisputed 
amount to the other party not later than (X) the date the Transfer otherwise would 
have been due if no dispute had existed in the case of (I) above, or (Y) the close 
of business on the Local Business Day following the date of Transfer in the case 
of (II) above," 

 
(C) Paragraph 7 of this Annex shall be deemed to be amended by deleting clause (i) 

thereof in its entirety and inserting in lieu thereof the following: 
 

“(i)  (x) the Pledgor fails (or fails to cause its Custodian) to make, when due, any 
Transfer of Eligible Credit Support required to be made by it, or (y) the Secured 
Party fails (or fails to cause its Custodian) to make, when due, any Transfer of 
Posted Credit Support or Interest Amount, as applicable, required to be made by 
it and, in the case of clause (y) above, that failure continues for two Local 
Business Days after notice of that failure is given to the Secured Party;” 

 
(D) Notwithstanding Paragraph 13(c)(iv), "Notification Time" means 9:00 a.m., New 

York time, on a Local Business Day. 
 
The deemed amendments to this Annex set forth above shall cease to be effective on the 
date that all the conditions set forth in the first sentence of this provision no longer exist, 
but shall be reinstated from time to time if any of those conditions exists at a later time. 
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To: 

Am: 
Telephone: 
Fax: 

Baakrf America * 
Modesto Public Financing Authori ty 
1 0 10- 1 0th Street 
Modesto 
CA 953530000 
United States 
Wayne Padi lla . 

209 577 5371 
209 571 5880 

From: Bmk of Amcrica, N,A. 
233 South Wacker Drive - Suite 2800 
Chicago 
Illinois 60606 
U.S.A. 

Department: Swaps Operations 
Telephone: (+1) 3 12 234 2732 
Fax: (+l) 866 255 1444 

This Confirmation supercedes md replaces any and all Confirmations previously sent to you 
ia respect of this Transaction. 

Date: 12th April 2007 (Revised 17 April 2007) 

Our Reference No: 51551191 

Reference Name: Richard Petillo 
Internal Tracking NO: 2321 053 

Dear Sir/Madam, 

The purpose of this letter agreement is to confirm the terms and wnditibns of the Transaction 
entered into between Modesto Public Financing Authority and Bank of America, N.A. (each a 
"party" and together *'the parties") on the Trade Date specified below (the "Transaction"). This letter 
agreement constitutes a "Confirmation" as referred to in the ISDA Master Agreement specified 
below (the "Agreement"), 

The definitions and provisions contained in the 2000 ISDA Definitions, as published by the 
International Swaps and Derivatives Association, Inc., (the "Definitionsvt) are incorporated into this 
Confirmation. In the event of any inconsistency between the Definitions and this Confirmation, this 
Confirmation will govern. 
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This Confirmation supplements, f m  part of, and is subject to, the ISDA Master Agreement dafed 
as of I. 1" April 2007, as amended and supplemented from time to time, between the parties. All 
provisions contained in the Agreement govern this Confirmation except as expressly modified 
below. 

In this Conbation "Party A" means Bank of America, N.A. and "Party B" means Modesto Public 
Financing Authority, 

In this ~onfumatibn "Party A" means Bank of Amehca, N.A. and "Party B" means Modesto Public 
Financing Authority. 

General Terms : 

The terms of the particular Transaction to which this Conha t ion  relates are as follows: 

.Notional Amount: As per Schedule A below. 

Trade Date: 

'Effective Date; 

Termination Date: 

Fixed Amounts: 

Fixed Rate Payer: 

Fixed Rate Payer 
Payment Dates: 

1) th April 2007 

3rd September 2008 

1st Sep~ember 2033 

Party B 

i 
The 1 st of each Month, commencing on 1 st October 2008 i 

j 
and ending on the Termination Date, subject to adjustment I 

in accordance w'th the Modified Following Business Day 
Convention 

Fixed Rate Payer 
Period End Data: 

Fixed Rate: 

The 1 st of each Month, commencing on 1 st October 2008 
I 

and ending on the Termination Date. No Adjustment. 1 
1 

3.6 1 500 per cent i 
t 
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Fixed Rate Day 
Count Fractioh; 

Noatlng Amounts: 

Floating Rate Payer: 

Floating Rate Payex 
Papent  Dates: 

Floating Rate Payer 
f eriod End Dates: 

Floating Rate for initial 
Calculation Period; 

Floating Rate: 

Floating Rate Option: 

Designated Maturity: 

Spread: 

Flaathg Rate Day 
Count Fraction: 

Reset Dates: 

Method of 
Averaging: 

Party A 

The 1 st of each Month, commencing on 1 st October 2008 
and ending on the Termination Date, subjat to adjustment 
in accordance with the Modified Following Business Day 
Coilvention 

The 1 st of each Month, commencing on i st October 2008 
and ending on the Termination Date. No Adjustment. 

to be determined 

A rate, expressed as a percentage, equal to 63 -7 p a  cent of 
the Relevant Rate for a Reset Date 

USD-LIBOR-BBA 

1 Month 

plus 0.15400 per cent 

ActudActual 

Thursday of each week 

Weekly Weighted 
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Business Days: 

Calculation Agent: 

Other Provisions: 

Now York 

A brokerage fee in the amount of $57,800.00 was paid to PFM by Bank of America, N-A. in 
conhection with this trdhsaction. 

Recording o f  Conversations: 

Each party to this Transaction acknowledges add agrees to the tape recording of oonvasaeions 
between the parties to this Transaction whether by one or other or both of the parties or their 
agents, and that any such tape recordings may be submitted in evidence in any Proceedings 
relating to the Agreement and/or this Transaction. 

Account Details: 

As advised under separate cover with refaenoe to this Confirnation, each party shall provide 
appropriate payment instructions to the other party in writing and such instructions shall be deemed 
to be incorporated into this Confirmation. 

Offices: 

The Office of Party A for this 
Transaction is: Chicago, L, United States 

Please send reset notices to fax no. (+I) 866 21 8 8487 

The Office of Party B for this 
Transaction is: Modesto - CA, United States 
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SCHEDULE A 

Calculation Period scheduled to commence on: 

3rd Septm~ber 2008 

1 st October 2008 

1 st November 2008 

1 st December 2008 

I st January 2009 

I st February 2009 

I st March 2009 

1st April 2009 

1st May 2009 

1st June 2009 

1 st July 2009 

1 st August 2009 

1 st September 2009 

I st October 2009 

1 st November 2009 

I st December 2009 

1st January 2010 

1st Febmary 2010 

1 st March 20 10 

1st April 2010 

1st May 2010 

Notional Amount: 

USD 61,200,000.00 

USD 61,200,000.00 

USD 6 1,200,000.00 

USD 6 1,200,000.00 

USD 61,200,000.00 

USD 61,200,000.00 

USD 6 1,200,000.00 

USD 6 1,200,000.00 

USD 6 1,200,000.00 

USD 6 1,200,000.00 

USD 6 1,200,000.00 ' 

USD 6 1,200,000.00 

USD 60,275,000.00 

USD 60,275,000.00 

USD 60,275,000.00 

USD 60,275,000.00 

USD 60,275,000.00 

USD 60,275,000.00 

USD 60,275,000.00 

USD 60,275,000.00 

USD 60,275,000.00 
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1st June 2010 

1st July2010 

1st August 2010 

1st September 2010 . 

1st October 2010 

1 st November 20 1 0 

1 st December 20 10 

I IatJanuary2011 

1 st February 201 1. 

1st March 201 1 

1 st April 201 1 

1st May201 1 

1st June 201 1 

1st July 2011 

1st August 201 1 

1st September 201 1 

I st October 201 1, 

1 st November 201 1 

I st December 201 I 

1st January 2012 

I st February 201 2 

1 st March 2012 

l'st April 2012 . 

1st May 2012 

1st June 2012 

USD 60,275,000.00 

USD 60,275,000.00 

USD 60,275,000.00 

USD 59,225,000.00 

USD 59,225,000.00 

USD 59,225,000.00 

USD 59,225,000.00 

USD 59,225,000.00 

USD 53.225,000.00 

USD 59,225,000.00 

USD 59,225,000.00 

USD 59,225,000,W 

USD 59,225,000.00 

USD 59,225,000.00 

USD 59,225,000.00 

USD 58,075,000,00 

USD 58,075,0~.00 

USD 58,075,000.00 

USD 58,075,000.00 

USD 58,075,000.00 

USD 58,.075,000.00 

USD 58,075,000.00 

USD 58,075,000.00 

USD 58,075,000.00 

USD 58,075,000.00 
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1st July2012 

1st August 2012 

I st September 2012 

1st October 2012 

1st November 2012 

I st December 20 12 

1st January 2013 

1 st February 20 1 3 

I st March 201 3 

1 st April 201 3 

l st May 201 3 

1st June 2013 

1st July2013 

1st August 2013 

1st September 2013 

1 st October 20 I 3 

1 st November 201 3 

I st December 201 3 

1st January 2014 

1 st February 201 4 

1st March 2014 

1st April 2014 

1st May2014 

1st June 2014 

USD 5 8,075,000.00 

USD 58,075,000.00 

USD 56,800,000.00 

USD 56,800,000.00 

USD 56,800,000.00 

USD 56,800,0QOl0Q 

USD 56,800,000.00 

USD 56,800,000.00 

USD 56,800,000.00 

USL) 56,800,000.00 

USD 56,800,000.00 

USD 56,800,000.00 

USD 56,800,000.00 

USD 56,800,000.00 

USD 55,400,000.00 

USD 55,400,000.00 

WSD 55,400,000.00 

USD 55,400,000.00 

USD 55,400,000.00 

USD 55,400,000.00 

USD 55,400,bo0.00 

USD 55,400,000.00 

USD 55,400,000.00 

USD 55,400,000.00 



RPR-17-2007 16:80 BRNK OF RMERICR 

1st July 2014 

1st August 2014 

1 st Septanba 2014 

1 st October 2014 

1 st November 201 4 

1st December 2014 

1 st January 201 5 

1 st February 20 1 5 

1st March 2015 

1st April 2015 

1st May 2015 

1st June 2015 

1st July 2015 

1st August 2015 

1 st September 201 5 

I st October 201 5 

1 st November 201 5 

1 st December 201 5 

1st January 2016 

1 st February 20 16 

1st March 2016 

1st April 20 16 

1st May 2016 

1st June 2016 

1st July 2016 

USD 55,400,000.00 

USD 55,400,000.0~ 

USD 53,900,000.00 

USD 53,900.000.00 

USD 53,900,000.00 

USD 53,900,000.00 

USD 53,900,000.00 

USD 53,900,000.00 

USD 53,900,000.00 

USD 53,900,000.00 

USD 53,900,000.00 

USD 53,900,OQQ.OO 

USD 53.900,OOO.OO 

USD 53,900,000.00 

USD 52,250,000.00 

USD 52,250,000.00 

USD 52,250,000.00 

USD 52,250,000.00 

USD 52,2s0,000.M) 

USD 52,250,000.00 

USD 52,250,000.00 

USD 52,250,000-00 

USD 52,250,000.00 

U SD 52,250,000.00 

USD 52,250,000.00 



RPR-17-2007 16:00 BRNK OF QMERICQ 

1st August 2016 

1st Septmber 201 6 

1 st October 201 6 

I. st November 201 6 

I st December 201 6 

1 st January 201 7 

l st February 201 7 

1st March 2017 

1 st April 20 17 

1st May 2017 

1 st June 201 7 

1st July 2017 

1st August 2017 

1 st September 201 7 

I st October 20 1 7 

1 st November 2017 

1 st December 20 17 , 

1st January 201 8 

1 st February 20 1 8 

1 st March 201 8 

1st April 2018 

1st May 2018 

1st June 201 8 

1st July2018 

USD 52,250,000.00 

USD 50,450,000.00 

USD 50,450,000.00 

USD 50,450,0W100 

USD 50,450,000.00 

USD 50,450,000.00 

USD 50,450,000.00 

USD 50,450,000.00 

USD 50,450,000.00 

USD 50,450,000.00 

USD 50,450,000.00 

USD 50,450,000.00 

USD 50,450,000.00 

USD 48,800,000.00 

USD 48,800,000.00 

USD 48,800,000.00 

USD 48,800,000.00 

USD 48,800,000.00 

USD 48,800,000.00 

USD 48,800,000100 

USD 48,800,000.00 

USD 48,800,000.00 

USD 48,800,000.00 

USD 48,800,000.00 



BRNK OF RMERICR 

I st Augwt 201 8 

I st September 20 1 8 

1st Odobm 201 8 

I st November 201 8 

1 st December 201 8 

1st January2019 

1st February 2019 

1 st March 201 9 

I st April 201 9 

1st May 201 9 

1st June 2019 

1st July 2019 

1 st August 201 9 

1 st September 2019 

1st October 2019 

1 st November 20 19 

I st December 20 19 

1 at January 2020 

I st February 2020 

1st March 2020 

1 st April 2020 

1st May 2020 

I st June 2020 

1st July 2020 

1 st Augwt 2020 

USD 47,000,000.00 

U SD 47,000,000.00 

USD 47,000,000.00 

USD 47,000,000.00 

USD 47,000,000.00 

USX) 47,000,000.00 

USD 47,000,000.00 

USD 47,000,000.00 

USD 47,000,000.00 

USD 47,000,000.00 

USD 47,000,000-00 

USD 47,000,000.00 

USD 45,075,000.00 

USD 45,075,000.00 

USD 45,075,000.00 

USD 45,075,000.00 

USD 45,075,000.00 

USD 45,075,000.00 

USD 45,075,000.00 

USD 45,075,000.00 

USD 45,075,000.00 

USD 45,075,000.00 

USD 45,075,000.00 

USD 45,075,000.00 



QPR-17-2887 16:88 BRNK OF QMERICQ 

I st Sqtember 2020 

1 st October 2020 

1 st November 2020 

1 st December 2020 

I st January 2021 

I st February 202 1 

I st March 202 1 

1 st April 202 1 

1 st May 2021 

1 st June 202 I, 

I st July 2021 

1st August 2021 

I st September 202 1 

1st October 202 1 

I st November 202 1 

1 st December 202 1 

1st January 2022 

1 st February 2 022 

I st March 2022 

1 st April 2022 

1 st May 2022 

I st June 2022 

I st July 2022 

1 st August 2022 

USD 43,000,000.00 

USD 43,00C),000.00 

USD 43,000,000.00 

USD 43,000,000.00 

USD 43,000,000.00 

USD 43,000,000.00 

USD 43,000,000.00 

USD 43,000,000.00 

U SD 43,000,000.00 

USD 43,000,000.00 

USD 43,000,000.00 

USD 43,000,000.00 

USD 40,725,000 , 00 

USD 40,725,000.00 

USD 40,725,000.00 

USD 40,725,000.00 

USD 40,725,000.00 

USD 40,725,000.00 

USD 40,725,000.00 

USD 40,725,000,00 

USD 40,725,000.00 

USD 40,725,000.00 

USD 40,725,000,00 

WSD 40,725,000.00 



RPR-17-2007 16:00 BRNK OF RMERICR 

1 st September 2022 

I st October 2022 

1st November 2022 

1st December 2022 

1st Jmuary 2023 

1 st February 2023 

I st March 2023 

1st April 2023 

1st May 2023 

1 st June 2023 

1 st July 2023 

1 st August 2023 

1 st September 2023 

1 st October 2023 

1st November 2023 

1st December 2023 

I st January 2024 

1st ~ebruar~2024 

1 st March 2024 

1st April 2024 

1 st May 2024 

. lstJune2024 

I st July 2024 

1st Gugust 2024 

1 st September 2024 

USD 38,275,000.00 

USD 38,275,000.00 

USD 38,275,000.00 

USD 3 8,275,000.00 

USD 3 8,275,000.00 

USD 38,275,000.00 

USD 38,275,000.00 

USD 38,275,000.00 

USD 3 8,275,000.00 

USD 38,275,000.00 

USD 38,275,000.00 

USD 38,275,000.00 

USD 3 5,650,000.00 

USD 35,650,000,00 

USD 35,650,000100 

VSD 35,650,000.00 

USD 35,650,000.00 

USD 35,650,000.00 

USD 3 5,650,000.00 

USD 35,650,000.00 

USD 35,650,000.00 

USD 35,650,000.00 

USD 35,650,000.00 

USD 35,650,000.00 

USD 32,850,000100 



RPR-17-2007 16:00 BRNK OF RMERICR 

1st October 2024 

1 st November 2024 

1 st December 2024 

1 st January 2025 

1 st F e b m  2025 

1 st March 2025 

1 st April 2025 

1 st May 2025 

1 st June 2025 

1 st July 2025 

1st August 2025 

1 st September 2025 

1st October 2025 

1 st November 2025 

1 st December 2025 

I st Jmuq 2026 

1st February 2026 

1 st March 2026 

1st April 2026 

1 st May 2026 

I. st June 2026 

1 st July 2026 

1st August 2026 

I st September 2026 

- USD 32,850,0Q0.00 

USD 32,850,000.00 

USD 32,850,000.00 

USD 32,850,000.00 

US0 32,850,000.00 

USD 32,850,000.00 

USD 32,850,000.00 

USD 32,850;000.00 

USD 32,850,000.00 

USD 32,850,000.00 

USD 32,850,000,00 

W S D  29,825,000.00 

USD 29,825,000.00 

USD 29,825,000.00 

USD 29,825,000.00 

1.JSD 29,825,000.00 

USD 29,825,000.00 

USD 29,825,000.00 

USD 29,825,000.00 

USD 29,825,000.00 

USD 29,825,000.00 

USD 29,825,000.00 

USD 29,825,000.00 

USD 26,600,000.00 
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I st October 2026 

1 st November 2026 

I st December 2026 

1 st January 2027 

1 st February 2027 

1st March 2027 

1 st April 2027 

1 st May 2027 

I st June 2027 

I st July 2027 

1 st August 2027 

1 st September 2027 

I st October 2027 

1 st November 2027 

I st December 2027 

1st January 2028 

1st February 2028 

1st March 2028 

I st April 2028 

1 st May 2028 

1st June 2028 

1st July 2028 

1st August 2028 

1 st September 2028 

1 st October 202 8 

USD 26,600,M)0.00 

USD 26,600,000.M) 

USD 26,600,000.00 

USD 26,600,000.00 

USD 26,600,000.00 

USD 26,600,000.00 

USD 26,600,000.00 

USD 26,600,000.00 

USD 26,600,000.00 

USD 26,600,000.00 

USD 26~600,000.00 

USR 23,150,000.00 

USD 23,150,000.00 

USD 23,150,000.00 

USD 23,150,000.00 

USD 23,150,000.00 

USD 23,150,000.00 

USD 23,150,000.00 

USD 23,150,000.00 

USD 23,150,000,OO 

USD 23,150,000.00 

USD 23,150,d00.00 

USD 23,150,000.00 

USD 19,650,000.00 

USD 1 9,650,000.00 
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1 st November 2028 

1st Dember  2028 

1 st January 2029 

1 st ~ c b k w y  2029 

1st March 2029 

1st April 2029 

1 st May 2029 

1st June 2029 

1st July 2029 

1 st August 2029 

1 st September 2029 

1 st October 2029 

1st November 2029 

I st December 2029 

1 st January 2030 

1 st kebruary 2030 

1 st March 2030 

1 st April 2030 

1 st May 2030 

1 st Jude 203 0 

1 st July 203 0 

1st August 2030 

1st September 2030 

1 st October 2030 

USD 19,650,000.00 

USD 1 9,650,000.00 

USD 19,650,000.00 

USD 19,650,000.00 

USD 19,650,000.00 

USD 1 9,650,000.00 

USD 19,650,000.00 

USD 19,650,000.00 

USD 19,650,000.00 

USD 19,650,000.00 

USD 16,025,000.00 

USD 16,025,000.00 

USD 16,025,000.00 

USD 16,025,000.00 

USD 16,025,000,00 

USD 1 6,025,000.00 

USD 16,025,000.00 

USD 16,025,000.00 

USD 16,025,000.00 

USD 16,025,000.00 

USD 16,025,000,00 

USD 16,025,000.00 

USD 12,250,000.00 

USD 12,250,000.00 



RPR-17-2007 16:01 BONK OF RMERICR 

1 st Novemba 2030 

1 st December 2030 

1 st January 203 1 

1 st February 203 1 

I st March 203 1 

1 st April 203 1 

I st May 203 1 

1st June 2031 

1 st July 203 1 

1 st August 203 1 

1 st September 203 1 

1 st October 203 1 

1 st November 203 1 

1 st December 203 1 

1 st January 2032 

1st February 2032 

1 st March 2032 

I st April 2032 

1st May 2032 

1 st June 2032 

1 st July 203 2 

1 st August 2032 

1 st September 2032 

1 st October 2032 

1 st November 2032 

USD 12,254000.0Q 

USD 12,250,000.00 

USD 12,250,000.00 

USD 12,250,000.00 

WSD 12,250,000.00 

USD 12,250,000.00 

USD 12,250,000.00 

USD 12,250,000.00 

USD 12,250,000.00 

USD 12,250,000.00 

USD 8,325,000.00 

USD 8,325,000.00 

USD 8,325,000.00 

USD 8,325,000.00 

USD 8,325,000.00 

USD 8,325,000.00 

USD 8,325,000.00 

USD 8,325,000.00 

USD 8,325,000.00 

USD 8,325,000.00 

USD 8,325,000.00 

USD 8,325,000.00 

USD 4,250,000.00 

USD 4,250,000,00 

USD 4,250,000.00 



1st D m b e r  2032 

1st January 2033 

1st March 2033 

CITY OF MODESTO PAGE 01 
332 234 320G P. 17 

USD 4,250,000.00 

1st May 2033 USD 4,250,000.00 

I st June 2033 USD 4,250,000.00 

1 st July 203 3 US0 4,25q000.00 

1st Augwt 2033 . USD 4,250,000,W 

Please confirm that the foregoing correctly sets fo& the terms and conditions of OW a m a t  by 
returning via tolmpia an mecvted oopy of this Confirmation in its e a t i r q  to the attention of Global 
FX and Daivative Operatiom (fax n0.(+1) 866 255 1444), 

MABY BETH KNIGHT 
D S T .  VlCE PRESIDENT 

Accepted ad w n b d  as of fh0 date fir8t Fvritten: 
Modtstb public Financing Authority 

Nmc:'': ~a p e  '~adi lla 
Title: Authority Treasurer 

CIFG Assurance North America, I ~ G .  

.vJ 
Authorized O f i m  

Out R&ermce Nub=:  5155193, 
Internal Tmking No: 2321053 

Amended 



BRNK OF RMERICR 

1st December 2032 

USD 4,250,000.00 

USD 4,252,000.00 

USD 4,250,000.00 

1st June 2033 USD 4,250,000.00 

1 st July 203 3 USD 4,250,000.00 

1 st August 2033 WSD 4,250,000.00 

Please confirm that the foregoing aonect1y sets forth the tmms and conditions of OW qg.teemfmt by 
returning via telwpiw $n executed copy of this Confirmation in its entirety to the attention of ~ l o b a l  
FX and Derivative Operations (fax no.(+l) 866 255 1444). 

Bank of America, N.A. 
Accepted and confinned as of the date first written: 
Modesto Public Finaadng Authority 

Authorised Signatory By: 
N a m ~  

MARY BETH KNIGHT Title: 
A~sT.  VICE pR€s\DENT 

Our Rekrence Number: 5155191 Managing Director and Vice Pms[&nt 
Intmal Tmcking No: 2321053 

Amended 



AUTHORITY SIGNATURE AND INCUMBENCY CERTIFICATE 

The undersigned hereby certifies that he is the duly appointed, qualified and acting 
Auditor and Treasurer of the Modesto Public Financing Authority (the "Authority"), joint 
exercise of power authority duly organized and validly existing under the laws of the State of 
California, and, as such, he is familiar with the facts herein certified and is authorized to certify 
the same: 

(i) the Resolution attached as Exhibit A hereto was duly adopted by the Commission 
of the Authority at a meeting of the Authority which was called and held on April 3, 2007 (the 
"Resolution"), pursuant to law and with all public notice provided by law and at which a quorum 
was present and acting throughout, and the Resolution has not been modified, amended or 
supplemented and is in full force and effect in accordance with its terms on and as of the date 
hereof; and 

(ii) the International Swaps and Derivatives Association, Inc. Master Agreement 
dated as of April 11, 2007 (the "Master Agreement"), between the Authority and Bank of 
America, N.A. ("Party A"), as amended and supplemented by the Schedule to the Master 
Agreement, dated as of April 1 1, 2007, which includes the International Swaps and Derivatives 
Association, Inc. Credit Support Annex, dated as of April 11, 2007 (the "Credit Support 
Annex"), between the Authority and Party A (collectively, the "Schedule", and together with the 
Master Agreement, the "Agreement"), and the confirmation of the transaction entered into on 
April 12, 2007 (the "Confirmation"), between the Authority and Party A, all bear the manual or 
facsimile signatures of authorized officers of the Authority named therein. 

(iii) the undersigned is, until replaced by other persons duly authorized by the 
Authority, authorized to sign confirmations on behalf of the Authority. 

[THE REMAINDER OF THIS PAGE INTENTIONALLY LEFT BLANK.] 



Dated: April 1 1, 2007 
MODEST0 PUBLIC FINANCING AUTHORITY 

By: 
Wayne Padilla 

Auditor and Treasurer 

I HEREBY CERTIFY that the signature of the above-named officer is genuine. 

JEAN MORRIS, SECRETARY 

By: r " g Q h h L  
U Secretary 



ASSISTANT SECRETARY'S CERTIFICATION 

AUTHORIZATION AND INCUMBENCY 

I, Allison L. Gilliam, Assistant Secretary of Bank of America, National 
Association (the "Association"), do hereby certify: 

1. That Exhibit A attached hereto is a true copy of resolutions adopted by the 
Board of Directors of the Association on January 24, 2006, which resolutions 
remain in h l l  force and effect on this date. 

2. That the following named persons have been properly elected and now hold the 
offices in the Association as indicated below, and said persons have been duly 
designated key officers with the authority and powers to engage in activities 
relating to derivative products as set out in sections "(A)", "(B)", and "(D)" on 
Exhibit A. 

Name Title Signature 

Roger H. Heintzelman Senior Vice President 

Shirley de la Canal Senior Vice President 

Ana Morales Gillard Vice President 

IN WITNESS WHEREOF, I have hereupon set my hand and affixed the 
seal of said Association this 13th day of March, 2007. 

Allison L. Gilliam 

(SEAL) 



BANK OF AMERICA, NATIONAL ASSOCIATION 
BOARD OF DIRECTORS 

RESOLUTIONS 

JANUARY 24,2006 

RESOLVED, that within the scope of their respective authorities, any Authorized 
Officer of Bank of America, National Association (the "Association") is hereby 
empowered to be responsible and to designate key offieers to be responsible for the 
overall supervision, coordination, execution and delivery, including the maintenance of 
appropriate books and records, of all transactions, contracts, agreements, arrangements 
and commitments by which the business and activities of the functional area, group, unit, 
department or division of the Association under the Authorized Officers control are 
conducted on behalf of the Association, including, to the extent permitted by federal law 
or regulation, purchasing, investing in, or otherwise acquiring (including purchasing on 
margin and borrowing funds through or from approved third parties and securing 
payment thereof with property of the Association to the extent permitted by law), 
possessing, selling (including short sales), placing as agent, effecting transactions 
pursuant to repurchase and reverse repurchase agreements, transferring, lending, 
borrowing, exchanging or otherwise disposing of, an generally underwriting, dealing and 
trading in (A) securities, mortgages and instruments, whether on a current, mandatory 
forward or optional commitment basis, including: (1) United States government 
securities and federal agency securities, on a when-issued or current settlement basis; (2) 
mortgage-backed pass-through securities, guaranteed as to payment of principal and 
interest by the Government National Mortgage Association, Federal Home Loan 
Mortgage Corporation or the Federal National Mortgage Association; (3) asset-backed 
securities and mortgage related securities, including collateralized mortgage obligations, 
mortgage-backed debt securities and mortgage-backed pass-through securities not 
enumerated in clause A(2) above; (4) whole mortgage loans whether residential, 
commercial or project related, and instruments and participation certificates evidencing 
an interest in any such loans; (5) money market instruments, including federal funds, 
deposits, redeposits, bankers acceptances, certificates of deposit, deposit notes, bank 
notes and commercial paper (both foreign and domestic); (6) municipal securities, 
including general obligation and revenue bonds and variable rate demand notes; (7) 
equity securities and corporate debt obligations, whether secured, unsecured or 
convertible, including bonds, debentures and notes; (B) foreign currencies and foreign 
currency-denominated securities, deposits and money market instruments including 
currency swaps, cross-currency interest rate swaps, Eurocurrency deposits and redeposits, 
certificates of deposit, notes and floating rate notes (FRN's) and bonds; (C) foreign 
government and government agency securities; (D) derivative products, including interest 
rate swaps, caps, collars, floors, swap options, forward rate agreements, commodity 
derivatives, equity derivatives and the like and futures and options (exchange listed or 
over-the-counter) on securities, securities and other indices, financial instruments, 
commodities, foreign currencies and the like. 



FURTHER RESOLVED, that such authority with respect to such transactions, 
contracts, agreements, arrangements or commitments or with respect to any transactions 
deemed by such key officers to be proper in connection therewith includes the authority 
to give written (including telecopied, telexed, telegraphic and electronic) or oral 
instructions, to pay in cash or by check and/or draft drawn upon the funds of the 
Association such sums as may be necessary, and to bind the obligate the Association to 
and for the carrying out of any such transaction, contract, agreement, arrangement or 
commitment which shall be entered into by any such officers for and on behalf of the 
Association; to deliver securities or other documents; to authorize or order the transfer or 
delivery of securities or other documents; to enter into and bind the Association to the 
terms of any and all agreements with appropriate clearing organizations; to affix the seal 
of the Association to any documents, instruments or agreements or otherwise; to endorse 
in the name of the Association or otherwise any securities in order to pass title thereto; to 
direct the sale or exercise all rights with respect to any securities; to sign for the 
Association all releases, powers of attorney and/or other documents in connection with 
any such transaction, contract, agreement, arrangement or commitment and to agree to 
any terms or conditions in connection therewith; to accept delivery of any securities, 
documents or other items; to appoint any other person or persons to do any and all h n g s  
which any of such officers is empowered to do; and generally to do and take any and all 
action necessary or considered desirable in connection with any such transaction, 
contract, agreement, arrangement or commitment. 

Authorized Officers 

RESOLVED, that the Authorized Officers of the Association for the purpose of these 
resolutions shall be the Chief Executive Officer, any Vice Chairman of the Board, the 
President, any Division President, the Chief Financial Officer, the Principal Financial 
Executive, any Executive Vice President (or other officer of equivalent or hgher rank or 
grade), the Treasurer, any Deputy Treasurer, the Chief Investment Officer and any Senior 
Vice PresidentITreasury or Corporate Investments Group of the Association or any 
individual designated by one the foregoing officers, and that each Authorized Officer 
may execute and deliver any document and take any action the officer deems appropriate 
in connection with anything authorized by any of the foregoing resolutions. 

Page 2 



CIFG Assurance North America, Inc. 
825 Third Avenue, Sixth Floor 

New York, NY 10022 
For information, contact (212) 909-3939 

Tollcfree (866) 243-4212 
. . 

. . . . FINANCIAL GUARANTY INSURANCE, POLICY 
. . IN RESPECT . . OF AN INTEREST RATE SWAP 

.' . ' OBLIGOR: Modesto Public Financing Authority Policy No.: CIFG NA- 1 569 

. . , OBLIGATIONS: Regular. Payments by the Obligor under the Transaction Effective Date: April 18,2007 

. . SWAP COUNTERPARTY: Bank of America, N.A. 

TRANSACTION: Confirmation having an effective date of September 3.2008under an ISDA Master Agreement dated as of 
April I 1,2007 between the Obligor and the Swap Counterparty (Ref. No. 5 155 191 ) 

CIFG ASSURANCE NORTH AMERICA, INC. C'CIFO NA"), for consideration received, hereby UNCONDITIONALLY AND 
IRREVOCABLY G U M N T E E S  to each Policyholder, subject only to the tenlls and co~lditioris of this Policy (which includes each 

. endorsement hereto), d ~ e  fill and complete paynent by or on behalf of the Obligor of Regular Payments of interest and other amounts due or 
, . payable with respect t'o the Obligations. 

For the fbnher protection of each Policyliolder, CIFG NA irrevocably and unconditionally guarantees: 

(1) paynient of any amorint required to be paid under NA following CIFG NA's receipt of notice and instrun~ents of 
assip'nlent as described h Elidorse~nent No. 1 hereto and 

(2) payment of the 
the Term of this Policy to 
described in Endorse~iient No. 1 hereto. 

ClFO NA shall be subrogated to tlie rights of each Policyholder to rcceive payments under the Obligations to the extent of any payment by 
CIFG NA hereunder. 

The following tenns shall Iiave the meanings specified below, subject to and including any modifications set forth in any endorselnent 
hekto, for all purposes of this Policy. "Effective Date" and "Obligations" mean, respectively, the Effective Date and Obligatiolis referenced 
above. "Obligor" and "Policyholder" mean, respectively, the Obligor and Swap Counterparty referenced above and any successor to or assignee 
of its rights and obligations under the Obligatioas as permitted under the Transaction. "Regular Payments" means payments of interest and other 
amounts which are agreed to be made dwing tlie Term of this Policy in accordance with the original tenns of the Obligatiolls when issued and 
without regard to any amendment or modification of sucli Obligations thereafter; payrne~its which become due on an accelerated basis as a result 
of (a) a default by the Obligor or any other person, (b) an election by the Obligor to pay principal or otlier an~outlts on a11 accelerated basis or (c) 
any other cause, shall not cotistitute "ReguIar Payments" unless ClFO NA shall elect, in its sole discretion, to pay such prhicipal due upon such 
acceleration togcther with any accn~ed ititerest to the date of acceleration. "Tern1 of lhis Policy",has the meaning set forth in Endorsement No. 1 
hereto. "Transactio~~" means.tlle Transactio~l referenced above. 

This Policy sets fort11 in fill tlie undertaking of CIFO NA, and sllall not be modified, altered or affected by any other agreement or 
instniment, including any lnodificatio~l or aniendmerlt thereto or to the Obligations (except a contemporaneous or subsequent agrecnlent or 
inslrument given by CIFG NA or to wliich CIFG NA has givcn its written consent) or by tlie merger, consolidation or dissolution of tlie Obligor. 
The preniiums paid in respect of this Policy are nonrefu~~dable for any reason whalsoever, including payment, or provision being made for 
payment, of the Obligations prior to maturity. Tliis Policy may not be cancelled or revoked dwing the Term of this Policy, including for 
nonpayment of preniiu~i~ due to CIFG NA. Payme~its under this Policy nlay not be accelerated except at the sole option of CIFG NA. 

hi witness whereof, ClFG ASSURANCE NORTH AMERICA, caused this Policy to be executed on its behalf by its Authorized 
Officer. 

FORM UCIFO NA Interest i ah swap (8-4anaglnq Director and Vice President 
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ENDORSEMENT NO. 1 
TO FINANCIAL GUARANTY INSURANCE POLICY 

IN RESPECT. OF AN INTEREST RATE SWAP NO,' CIFG NA-1569 
. . 

CIFG ASSURANCE,NORTH AMERICA, INC. 

1 .  ' Definitions. For all putposes of this Policy, the terms specified below shall have 
the meanings or constructions provided below. capitalized terms used without definition herein 
shal'l'have the meanings provided in the Master Agreement unless the context shall otherwise 
require. 

"Business Day'' has the meaning specified in the Confirmation. 

"CIFG NA" means CIFG Assurance North, America, Inc. and its successors and 
permitted assigns. 

"Cogfirmation" means the in the Master Agreement) referenced 
under "Transaction"~on the first bearing a written acknowledgment by . 
CIFG NAY and without regard or modification thereof except 
amendments or modifications to which prior written consent. 

"Master Agreement" means the Master Agreement (including the Schedule (as defined 
in the Master Agreement) and the Confirmation) referenced under "Transaction" on the first 
page of this Policy and bearing a written acknowledgment by CIFG NA, and without regard to 
any subsequent amendment or modification thereof except amendments or modifications to 
which CIFG NA has given its prior written consent. 

"Policy" means this Interest Rate Swap Insurance Policy and includes each endorsement 
thereto. 

"Receipt" and "Received" mean actual delivery to each of CIFG NA and the Fiscal Agent 
'(as defined below), 'if any, prior to 12:OO noon, New York City time, on a Business Day; delivery 
either on a day thatis not a Business Day, or after 12:OO noon, New York City time, shall be 
deemed to be Receipt on the next succeeding Business Day. If any notice or certificate given 
hereunder by the Policyholder is not in proper form or is not properly completed, executed or 
delivered in all material respects, it shall be deemed not to have been Received, and CIFG NA or 
its Fiscal Agent shall promptly so advise the Policyholder and the Policyholder may submit an 
amended notice. 

"Remlar Payrneilt Date" means each Payment Date specified in the Confirmation, or, in 
the case of an Insured Termination Payment, the date for payment determined in accordance with 
Section 6(d) of the Master Agreement. 
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''Regular Pa~ments" means (1) any and all payments in respect of any Regular Payment 
Date which are specified in the Confirmation and required to be paid by the Obligor to the 
Policyholder in accordance with the terms of Section 2 of the MasterAgreement (but not Section 
2(d) or, if applicable, Section 2(e)); and (2) in the event (but only in the event) that CIFG NA 
designates an Early Termination Date as provided in Part 6(b) of the Schedule to the Master 
Agreement (an "Insured Termination Payment"), amounts which are required to be paid by the 
Obligor to the Policyholder. in accordance with the terms of Section 6(e).of the Master 
Agreement as a result of early termination of the ~rafisaction (but, for the avoidance of doubt, 
not in the case of any Transaction that has terminated in accordance with its terms), in each case 
in accordance with the original terms of the Master Agreement and without regard to any 
subsequent amendment or modification thereof except amendments or modifications to which 
CIFG NA has given its prior written consent. Except as expressly provided in the preceding 
sentence, Regular Payments shall not include, nor shall coverage be provided under this policy in 
respect of: (1) termination payments; (2) any other payments which become due on an 
accelerated basis as a result of (a) a default by .the Obligor or any other (b) an election by 
the Obligor to'make payment on an accelerated basis or (c) any other, cause, unless CIFG NA 
shall elect, in its sole discretion, to pay any amount due upon such acceleration together with any 
accrued interest to the date bf acceleration; (3) any amounts due in respect of the Obligations 
attributable to any increase in interest rate, penalty or other sum payable by the Obligor by 
reason of any default or event of default in respect of the Obligations, whether by the Obligor or 
any other person, or by reason of e creditworthiness of the Obligor or any 
other person, or (4) any taxes, witliho arge imposed by any governmental 
authority due in connection with the, Regular Payment to the Policyholder. 

"Term of this Policy" means thy period from and including the Effective Date to and 
including the date on which (i) all Regular Payments have been paid and the Obligations have 
been terminated in accordance with their terms; (ii) any period during which any Regular 
Payment could have been avoided in whole or in part as a preference payment under applicable . 
bankruptcy, insolvency, receivership or similar law shall have expired; and (iii) if any 
proceedings requisite to avoidance as a preference payment have been commenced prior to the 
occurrence of (i) and (ii), a final and nonappealable ~ ~ d e l *  in resolution of each such proceeding 
has been entered. 

2. Notices and Conditions to Payment in Respect of Remlar Paments. Following 
Receipt by CIFG NA of a notice of claim and certificate from the Policyholder in the form 
attached as Exhibit A to this Endorsement (a "Notice of Claim and Certificate"), CIFG NA will 
pay any amount payable hereunder in respect of Regular Payments on the Obligations on (i) in 
respect of the first Regular Payment Date after Receipt by CIFG NA of such Notice of Claim and 
Certificate, the later to occur of (a) 10:OO a.m., New York City time, on the third Business Day 
following such Receipt and (6) 10:OO a.m., New York City time, on the.Regular Payment Date 
on which such payment is due on the Obligations and (ii) in respect of each subsequent Regular 
Payment Date after Receipt by CIFG NA of such Notice of Claim and Certificate, 10:OO a.m., 
New York City time, on the Regular Payment Date on which such payment is due on the 
Obligations. Payments due hereunder in respect of Regular Payments will be disbursed to the 
Policyholder by wire transfer of immediately available funds to such account as the Policyholder 
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, .  shallspecify in writing at the time of or prior to the delivery of the Notice of Claim and 
:Certificate in respect of such Regular Payment. 

CIFG NA shall be entitled to pay any amount hereunder in respect of Regular Payments 
on the Obligations, including any amount payable upon its election on the Obligations on an 
accelerated basis, whether or not any notice and certificate shallhave been Received by CIFG 
NA as provided above; provided, however, that by acceptance of this Policy the Policyholder 
agrees to provide upon request to CIFG NA a Notice of Claim and Certificate in respect of any 
such payments or deliveries made by CIFG NA. CIFG NA'S obligation hereunder in respect of 
Regular Payments shall be discharged to the extent funds are disbursed by CIFG NA as provided 
herein whether or not such funds are properly applied by any custodian or agent appointed by the 
Policyholder. 

3. Notices and Conditions to Payment in.Resoect of Regular Payments Avoided as . 

Preference payments. If any Regular Payment paid in respect of the Obligations during the Tern. 
of this Policy is avoided as a preferential transfer or similar payment (a "Preference Payment") 
under applicable bankruptcy, insolvency, receivership or similar law ("Insolvency Law"), CIFG 
NA will pay such amount out of the funds of CIFG NA on thelater of (a) the date when due to 
be paid pursuant to the Order referred to below or (b) the first to occur of (i) the fourth Business 
Day following Receipt by CIFG NA from the PolicyhoIder of (A) a certified copy of the order 
(the "Order") of the court or other governme of competent jurisdiction to the effect that 
the Policyholder is required to return all or 1 Regular Payment because such payment 
was avoidable as  a Preference Payme e Insolvency Law, (B) a certificate of the 
Policyholder that the Order has been e subject to any stay and (C) an assignment 
duly executed and delivered by the Policyholder in such fonn as is reasonably required by CIFG 
NA, and provided to the Policyholder by CIFG NA, irrevocably assigning to CIFG NA all rights 
and claims of the Policyholder relating to or arising under the Obligations against the Obligor or 
its estate or otherwise with respect to such Preference Payment or (ii) the date of Receipt by 
CIFG NA:from the Policyholder of the items referred to in clauses (A), (B).and (C) above if, at 
least four Business Days prior to such date of Receipt, CIFG NA shall have Received written 
notice from the Policyholder that such items were to be delivered on such date and such date was 
specified in such notice. Such payment shall be disbursed to the receiver, conservator, debtor-in- 
possession or trustee in bankruptcy named in the Order, and not the Policyholder directly (unless 
the Policyholder has previously paid such amount to the receiver, conservator, debtor-in- 
possession or trustee in bankruptcy named in the Order, ill which case such payment shall be 
disbursed to the Policyholder upon proof of such payment reasonably satisfactory to CIFG NA). 

4. Fiscal Agent. At any time during the Term of this Policy, CIFG NA may appoint 
a fiscal agent (the "Fiscal Agent'') for purposes of this Policy by written notice to the 
Policyholder at the notice address specified in the Master Agreement specifying the name and 
notice address of the Fiscal Agent. From and after the date of receipt of such notice by the 
Policyholder, (i) copies of all notices and documents required to be delivered to CIFG NA 
pursuant to this Policy shall be simultaneously delivered to the Fiscal Agent and CIFG NA and 
shall not be deemed Received until Received by each, and (ii) all payments required to be made 
by CIFG NA under this Policy may be made directly by CIFG NA or by the Fiscal Agent 011 
behalf of CIFG NA. The Fiscal Agent is the agent of CIFG NA only and the Fiscal Agent shall in 

3 
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no event be liable to any Policyholder for any acts of the Fiscal Agent or any failure of CIFG NA 
to deposit, or cause to be: deposited, sufficient funds to make payments due under the Policy. 

5.' Notices. All notices to be given hereunder shall be in writing (except as otherwise 
' 

specifically provided herein) and shall be mailed by registered mail or personally delivered or 
telecopied to C ~ F G  NA as follows: 

CIFG Assurance North America, Inc. 
825 Third Avenue, Sixth Floor 
New York, New York 1 0022 
Attention: General Counsel 
Telecopy No.: (2 12) 909-3959 

CTFG NA may specify a different address or addresses by writing mailed or delivered to 
the Policyholder. 

. 6. Priorities. In the event that any term or provision of the face of this Policy is 
inconsistent with the provisions of this Endorsement, the provisions of this Endorsement shall 
take precedence and shall be binding. 

7. Waiver of Defenses. ClFG @F"\ ligations under this Policy are irrevocable, 
absolute and unconditional, except that C NA shall have no obligation to pay any claim 
under this Policy unless it has received a corresponding.Notice of Claim and Certificate from the 
Policyholder pursuant to Clause 2 or the documentation referred to in Clause 3 of this 
Endorsement. To the fullest extent permitted by applicable law, for the benefit of the 
Policyholder, CIFG NA hereby waives, and agrees not to assert, any and all. defenses to payment 
(including defenses of fiaud in the inducement or fact, misrepresentation (whether innocent, 
negligent, reckless or otherwise) non-disclosure or invalidity and any grounds for avoidance or 
cancellation of this Policy available to an insurer, surety or guarantor) and any rights of setoff or 
counterclaim, to the extent such rights may be available to CIFG NA to avoid or reduce payment 
of amounts payable to the Policyholder in accordance with the provisions of this Policy, 
provided, however, that CIFG NA reserves any and all rights to seek payment of any amounts 
expressly due to it under any agreement between itself and the Obligor and (after payment has 
been made in full pursuant to the foregoing) to pursue recovery or claims for reimbursement 
from the Policyholder or any other Person for any liabilities, losses, damages costs and expenses 
incurred by CIFG NA based on any contractual or legal rights it may have against the 
Policyholder or any other Person (including any such rights resulting from the Policyholder's or 
such other Person's fraud, negligence or violation of any agreement to which it is a party) and 
that none of the waivers contained herein shall prejudice or limit any such right CIFG NA may 
otherwise have. 

8. Assiglunent of CIFG NA Obligations. The obligations of CIFG NA hereunder 
may be assigned to any Affiliate of CIFG NA that is licensed as a financial guaranty insurance 
corporation, provided that at tlie time of such assignment the insurance strength or insurance 
financial strength of such affiliate is rated at least equal to the insurance strength or insurance 
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financial strength of CIFG NA, and that the rating of the Obligations shall not have been reduced 
' 

, as a result of such 'assignment, by  Moody's Investois Service and Standard & Poor's Ratings 
Group or their respective successors as nationally recognized statistical rating organizations. 

9. Surrender of Policy; The Policyholder shall surrender this Policy to CIFG NA for . 
, cancellation upon expiration of the Term of this Policy. 

IN WITNESS WHEREOF, CIFG ASSURANCE NORTH AMERICA, MC. has caused 
this Endorsement No. 1 to be executed by its Authorized Officer. 

CIFG ASSURANCE NORTH . . 

, . 

. . 

Managlng Director and YIw Pmsldent 



Exhibit A 
To Endorsement No. 1 

NOTICE OF CLAIM AND CERTIFICATE 

' CIFG Assurance North America, Inc. 
825 Third   venue, Sixth Floor 
New York, NY 10022 

The undersigned, a du r of [swap Counterparty] (or any 
permitted successor or assignee of its ligations defined below) (the 
"Policyholder"), hereby certifies to C orth America, Inc. ("CIFG NA"), with 
reference to Interest Rate Swap Insuranc . CIFG NA- 1 5 69 having an Effective Date 
of April 18,2007 (the "Policy") issued by in respect of the Master Agreement 
(capitalized terms used without definition herein having the meanings provided in the Policy or, 
if not defined therein, in the Master Agreement unless the context shall otherwise require), that: 

(i) The Policyholder is the Policyholder under the Policy. 

(ii) A s o f  p.m. time on , the Policyholder has not 
[received payment in full o f  a Regular Payment required to be made on [that date] 
[the preceding Regular Payment Date]] [been advised in writing by the Obligor as 
to a source of funds reasonably satisfactory to the Policyholder sufficient to make 
payment in full of a Regular Payment required to be made on the immediately 
following kegular Payment Date]. The Regular Payment has been calculated as 
follows: [show calculation]. 

(iii) Accordingly, the Policyholder is hereby making a claim under the Policy 
for the amount of the foregoing Regular Payment and, when due, any subsequent 
Regular Payments. The Policyholder will withdraw this Notice of Claim and 
Certificate, or submit a restated Notice of Claim and Certificate reducing the 
amount of the claim hereunder, if the required amount of any Regular Payment 
has been reduced (including reduction to zero) on or prior to any date on which 
CIFG NA is required to make payment or delivery under the Policy. 

(iv) If the Policyholder receives from the Obligor and CIFG NA an amount in 
excess of a Regular Payment, the Policyholder shall immediately return the excess 
amount to CIFG NA. 

(v) In consideration of the payments made and to be made to the Policyholder 
by CIFG NA under the Policy, the Policyholder hereby assigns to CIFG NA all of , 

its interest in and rights with respect to the Obligations (including the Master 
Agreement). The foregoing assignment is in addition to, and not in limitation of, 
rights of subrogation otherwise available to CIFG NA in respect of such 



'' . . payments. Payment's to CIFG NA in respect of the foregoing assignment shall' in 
. . all cases be subject to and subordinate to the righis of the Policyholder .to receive 

all Regular Payments in respect of the aforementioned Obligations.' The 
Policyholder shall take such action and deliver, such instruments as may be 
reasonably requested or required by CIFGNA to effectuate the purpose or 
provisioni of this clause (v). 

8 .  

(vi) . . The Policyholder hereby agrees that, so long as no Additional Termination 
Event in respect of the Obligor specified in Part 6(c) of the Schedule to the Master 
~ ~ r e e m e n t  shall have occ.urred and be continuing, CIFG NA may at any time 
during the continuation of any proceeding by or against the Obligor under any 
applicable bankruptcy, insolvency, receivership, rehabilitation or similar law (an 
"Insolvency Proceeding") direct all matters relating to such, Insolvency 
Proceeding, includingwithout limitation, (A). all matters relating to such 

as a preferential transfer of any 
ations (a "Preference ~ la i rn 'x  (B) the 

any Preference Claim at the 

so long as no Additional 
Termination   vent in respect of the Obligor specified in Part 6(c) of the Schedule 
to&e Master Agreement shall have occurred and be continuing, the Policyholder 
hereby agrees that CIFG NA shall be subrogated to, and thk Policyholdefhereby 
assigns, tothe fullest extent permitted by law, the rights of the Policyholder in the 
conduct of any Insolvency Proceeding, including, without limitation, all rights of 
any party to an adversary proceeding or action with respect to any court order 
issued in connection with any such Insolvency Proceeding. 

(vii) Payment should be made by wire transfer directed to the following 
account in [city] : 

[Swap Counterparty's wire transfer information] 

IN WITNESS WHEREOF, the Policyholder has executed and delivered this Notice of 
Claim and Certificate as of the day of 9 

[SWAP COUNTERPARTY] 

Title 

For CIFG NA or 
Fiscal Agent Use Only 



Wire transfer sent on by 

Confirmation Number - 
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ENDORSEMENT NO. 2 
TO FINANCIAL GUARANTY 'INSURANCE POLICY 

IN RESPECT OF AN INTEREST RATE SWAP NO..CIFG NA-1 569 

CIFG ASSURANCE NORTH AMERICA, INC. . 

Notwithstanding the terms and provisions contained in this Policy, it is further understood that 
any person who, with intent to defraud or knowing that he is facilitating a fraud against an 
insurer, submits an application or files a claim containing, a false or deceptive statement is guilty 
of insurance fraud. 

IN WITNESS WHEREOF, CIFG ASSURANCE NORTH AMERICA, INC. has caused 
this Endorsement No. 2 to be executed by its Authorized Officer. 

CIFG ASSURANCE NORTp,AMERICA, INC. 

BY 
~uth#jzed Officer 

V 
Robert M. Drllllnp 

Managing Dlrectar and Vice Preddent 

ClFGNA Fraud Endorse-2 (8-04) 
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ENDORSEMENT NO. 3' 
TO FINANCIAL GUARANTY INSURANCE POLICY 

IN RESPECT OF AN INTEREST RATE SWAP NO. CIFG NA-1569 

CIFG ASSURANCE NORTH AMERICA, INC. 

, . 

THIS POLI'CY IS NOT COVERED BY THE CALIFORNIA INSURANCE 
GUARANTY ASSOCIATION SPECIFIED IN CAL. INS. CODE $1063 ET SEQ. 

IN WITNESS "WEREOF; CIFG ASSURANCE NORTH AMERICA, INC. has caused 
this Endorsement No. 3 to be executed by its Authorized Ofper. 

CJFG ASSURANCE NORTH CA, INC. 

BY 

Managing Director and Mes Pwklent 

CIFGNA Bonds Endorse-3-NY (8-04) 
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April 18, 2007 

Bank of America, N.A. 
100 N. Tryon Street 
NC1-007-13-01 
Charlotte, NC  28255 

CIFG Assurance North America, Inc. 
825 Third Avenue, 6th Floor 
New York, New York 10022 
 
Re: Modesto Public Financing Authority 

Lease Revenue Refunding and Capital Improvement Bonds 
Series 2007  

Dear Ladies and Gentlemen: 

 We have acted as bond counsel to the Modesto Public Financing Authority (the “Authority”) in 
connection with the above-referenced bonds (the “Bonds”).  In connection with the issuance of the Bonds, 
the Authority is executing the ISDA Master Agreement, dated as of April 11,  2007 (the “Master 
Agreement”), the U.S. Municipal Counterparty Schedule, dated as of April 11, 2007 (the “Schedule”), the 
Credit Support Annex to the Schedule, dated as of April 11, 2007 (the “Annex”) and the Confirmation, 
dated April 12, 2007 (the “Confirmation” and, together with the Master Agreement, the Schedule and the 
Annex, collectively, the “Swap Agreement”), by and between the Authority and Bank of America, N.A. 
(“Party A”).  You have asked us to advise you whether, under existing laws, regulations, rulings and court 
decisions, the Swap Agreement constitutes a valid and binding obligation of the Authority and whether, 
under existing laws, regulations, rulings and court decisions, the Facility Lease (as hereinafter defined) 
constitutes the valid and binding obligations of the Authority and the City of Modesto (the “City”).  
Capitalized terms used herein and not otherwise defined shall have the meanings ascribed thereto in the 
Indenture, dated as of April 1, 2007 (the “Indenture”) by and between the Authority and The Bank of 
New York Trust Company, N.A. 

 Payments on the Bonds and the Swap Agreement are derived primarily from Base Rental 
Payments made by the City pursuant to the Facility Lease, dated as of April 1, 2007 (the “Facility Lease”) 
by and between the Authority and the City. 

 In such connection, we have reviewed the Swap Agreement, the Resolution adopted by the 
Authority on April 3, 2007, approving the Swap Agreement (the “Authority Resolution”), the Resolution 
adopted by the City Council of the City on April 3, 2007, approving the Swap Agreement (the “City 
Resolution” and together with the Authority Resolution, the “Resolutions”), opinions of the City Attorney 
of the City, as counsel to the City and the Authority, dated April 12, 2007 and addressed to you, and such 
other documents, opinions and matters to the extent we deemed necessary to render the opinions set forth 
herein.  We have not undertaken to verify independently, and have assumed, (i) the genuineness of such 
documents, certificates and opinions presented to us (whether as originals or as copies) and of the 
signatures thereon, (ii) the accuracy of the factual matters represented, warranted or certified and of the 
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legal conclusions contained in the aforementioned opinions of the City Attorney of the City, (iii) the due 
and legal authorization, execution and delivery thereof by parties other than the Authority and the City, 
and (iv) the validity and enforceability of the Swap Agreement against Party A. 

 The opinions expressed herein apply only to the interest rate swap transaction established by the 
Confirmation (the “Swap Transaction”) and not to any other swap or other transaction whether entered 
into pursuant to the Master Agreement or otherwise.  The opinions expressed herein are limited to those 
matters expressly set forth and are based on an analysis of existing laws, regulations, rulings and court 
decisions and cover certain matters not directly addressed by such authorities.  No opinion is to be 
inferred or implied beyond the matters expressly so stated.  Such opinions are given as of the date hereof 
and may be affected by actions taken or omitted, events occurring or other facts of which we become 
aware, including a change in law, regulation or ruling (or in the application or official interpretation of 
any law, regulation or ruling), after the date hereof.  We have not undertaken to determine, or to inform 
any person, whether any such actions are taken or omitted or events do occur or other matters coming to 
our attention after the date hereof, and we disclaim any obligation to update this letter in light of such 
actions, events or facts.  Furthermore, except as noted below, we have assumed compliance by all parties 
with the covenants and agreements contained in the Swap Agreement.  

 The Authority is entering into the Swap Agreement in connection with the issuance of the Bonds 
and the Swap Agreement has a notional amount related to the principal amount of the Bonds, which 
Bonds bear interest at a variable interest rate.  The Authority has entered into the Swap Agreement and 
has agreed to pay a fixed rate to Party A and Party A, in turn, has agreed to pay a variable rate to the 
Authority. 

 Section 5922 of the Government Code (the “Code”) of the State of California provides as 
follows: 

Notwithstanding any other provision of law, all of the following apply: 

(a) In connection with, or incidental to, the issuance or carrying of bonds, or 
acquisition or carrying of any investment or program of investment, any state or local 
government may enter into any contracts which the state or local government determines 
to be necessary or appropriate to place the obligation or investment of the state or local 
government, as represented by the bonds, investment or program of investment and the 
contract or contracts, in whole or in part, on the interest rate, currency, cash-flow, or 
other basis desired by the state or local government, including, without limitation, 
contracts commonly known as interest rate swap agreements, currency swap agreements, 
forward payment conversion agreements, futures, or contracts providing for payments 
based on levels of, or changes in, interest rates, currency exchange rates, stock or other 
indices, or contracts to exchange cash flows or a series of payments, or contracts, 
including, without limitation, interest rate floors or caps, options, puts or calls to hedge 
payment, currency, rate, spread, or similar exposure. These contracts or arrangements 
may also be entered into by state or local governments in connection with, or incidental 
to, entering into or maintaining any agreement which secures bonds, including bonds 
issued by private entities. These contracts and arrangements shall be entered into with the 
parties, selected by the means, and contain the payment, security, default, remedy, and 
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other terms and conditions, determined by the state or local government, after giving due 
consideration for the creditworthiness of the counterparties, where applicable, including 
any rating by a nationally recognized rating agency or any other criteria as may be 
appropriate. 

No local government shall enter into any of the contracts or arrangements pursuant to this 
subdivision, unless its governing body first determines that the contract or arrangement or 
program of contracts is designed to reduce the amount or duration of payment, currency, 
rate, spread, or similar risk or result in a lower cost of borrowing when used in 
combination with the issuance of bonds or enhance the relationship between risk and 
return with respect to the investment or program of investment in connection with, or 
incident to, the contract or arrangement which is to be entered into.  

 Pursuant to the City Resolution, the City Council of the City has made the determination that the 
Swap Agreement, entered into by the Authority, is designed to reduce the amount of interest rate risk, and 
reduce the cost of borrowing, with respect to the variable rate interest component of the Bonds with 
respect to which the Authority is entering into the Swap Agreement, as required by Section 5922(a) of the 
Code.  Pursuant to the Authority Resolution, the Authority has made the determination that the Swap 
Agreement is designed to reduce the amount of interest rate risk, and reduce the cost of borrowing, with 
respect to the variable rate interest component of the Bonds with respect to which the Authority is 
entering into the Swap Agreement, as required by Section 5922(a) of the Code.  The City has not sought 
the assent of the electors of the City to the execution and delivery of the Facility Lease by the City or the 
Swap Agreement by the Authority. 

 Under certain circumstances, and pursuant to the terms of the Swap Agreement, Party A may be 
entitled to payment from the Authority in connection with the designation of an Early Termination Date 
(the “Settlement Amount”) which would reflect the market value of the Authority’s obligation (net of 
Party A’s obligation) under the Swap Agreement in future years. 

 The Swap Agreement therefore complies with the Code and is valid unless the Swap Agreement 
constitutes an “indebtedness” or “liability” of the City prohibited by Article XVI, Section 18 of the 
Constitution of the State of California. 

 Article XVI, Section 18 provides that “[n]o. . . county . . . shall incur any indebtedness or liability 
in any manner or for any purpose exceeding in any year the income and revenue provided for such year, 
without the assent of two-thirds of the qualified electors thereof, voting at an election to be held for that 
purpose . . . .”   This constitutional provision was designed to prevent “municipal extravagance”; that is, 
borrowing funds for current use that would have to be repaid by future governing bodies or taxpayers or 
otherwise out of the income and revenues of future years.  San Francisco Gas Company v. Brickwedel, 62 
Cal. 641 (1882).  The provision has been interpreted to mean that any indebtedness or liability incurred in 
any fiscal year that is not voter approved and that is not payable, and paid, from unencumbered funds 
available that year is unenforceable and cannot be required to be paid from funds attributable to a later 
year.  McBean v. County of Fresno, 112 Cal. 159 (1896).  The cases considering the provision do not 
distinguish “indebtedness” from “liability.” 
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 Under the terms of the Swap Agreement, the Authority and, through the Facility Lease, the City, 
may be obligated to make net payments to Party A out of the income or revenues attributable to fiscal 
years following the fiscal year in which the Swap Agreement is executed.  Because the Facility Lease has 
not been assented to by the qualified electors of the City, payments required of the City under the Facility 
Lease relating to the Swap Agreement would be prohibited by Article XVI, Section 18 if it constitutes an 
“indebtedness or liability” of the City within the meaning of Article XVI, Section 18.  Interest rate swaps 
are a relatively new class of financial arrangement.  There is no direct authority on whether an interest 
rate swap is an “indebtedness” or “liability” within the meaning of Article XVI, Section 18.  Tax or 
accounting treatment is not dispositive, there being (for example) a number of instruments that are clearly 
debt for tax or accounting purposes but not debt for purposes of Article XVI, Section 18.  Interest rate 
swaps are essentially sui generis (i.e., unique and not like anything else), and as a result there are also no 
clear analogous authorities upon which to reliably base characterization for purposes of Article XVI, 
Section 18.  In fact, apart from the provisions of Section 5922(a) of the Code set forth above and similar 
provisions in Section 5903(c) of the Code, there is little direct authority in California addressing interest 
rate swaps for any purpose. 

 A court could conclude that the City’s obligations under the Facility Lease affected by or relating 
to the Swap Agreement are not prohibited by Article XVI, Section 18 by determining that such 
obligations of the City fit within one of the articulated “exceptions” to the Constitutional prohibition.  
Because the obligations of the City under the Facility Lease may involve net payments by the City from 
the income and revenues of future fiscal years, the single year/annual appropriation exception to Article 
XVI, Section 18 is not applicable, and because the City, through the Facility Lease, is obligated to make 
any net payments required under the Swap Agreement from monies in its general fund, the “special fund” 
exception articulated in City of Oxnard v. Dale, 45 Cal. 2d 729 (1955), does not apply.  The Article XVI, 
Section 18 “exception” arguably most applicable is the “contingent obligation” exception. 

 The contingent obligation exception to the prohibition of Article XVI, Section 18 is based upon 
the proposition that a contingency does not become a debt until the contingency happens. Doland v. 
Clark, 143 Cal. 176 (1904).  Contingent obligation cases require, among other things, the provision of 
consideration by the non-city party in each year in which payments by the City are required.  McBean v. 
City of Fresno, 112 Cal. 159 (1896); Starr v. City and County of San Francisco, 72 Cal. App. 3d 164 
(1977).  Under the Swap Agreement, no net payment obligation on the part of the Authority (and related 
obligation of the City under the Facility Lease) for any period is certain and any payment obligation in 
future fiscal years is “contingent” upon the fixed rate set forth in the Confirmation being greater than the 
floating rate set forth in the Confirmation and/or upon the Settlement Amount being a negative number.  
However, the potential overbreadth of the contingent obligation exception and its unclear basis in the 
Constitutional provision requires an examination of the particular circumstances under which it has been 
most often applied. 

 The subcategory of the contingent obligation exception most fully developed by California courts 
and for which the judicial authorities are the strongest is the lease exception articulated in City of 
Pasadena v. Offner, 19 Cal. 2d 483 (1942), Dean v. Kuchel, 35 Cal. 2d 444 (1950) and Rider v. City of 
San Diego, 18 Cal. 4th 1035 (1998).  In Offner, the court stated the general rule as follows: 
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[I]f the lease or other agreement is entered into in good faith and creates no immediate 
indebtedness for the aggregate installments therein provided for but, on the contrary, 
confines liability to each installment as it falls due and each year’s payment is for the 
consideration actually furnished that year, no violence is done to the constitutional 
provision. (citations omitted) If, however, the instrument creates a full and complete 
liability upon its execution, or if its designation as a “lease” is a subterfuge and it is 
actually a conditional sales contract in which the “rentals” are installment payments on 
the purchase price for the aggregate of which an immediate and present indebtedness or 
liability exceeding the constitutional limitation arises against the public entity, the 
contract is void. (citations omitted) 19 Cal. 2d at 486. 

Leases are not treated by California courts as “indebtedness or liability” within the meaning of Article 
XVI, Section 18 if each rental payment is conditioned on use and occupancy of the premises during the 
period with respect to which such rental is payable.  In a number of cases holding that a lease is not an 
“indebtedness or liability,” California courts have cited the absence of an acceleration clause as a relevant 
factor in finding a lease to be in conformance with the lease exception.  City of Desert Hot Springs v. 
County of Riverside, 91 Cal. App. 3d 441 (1979); Starr v. City and County of San Francisco, 72 Cal. 
App. 3d 164 (1977); Ruane v. City of San Diego, 267 Cal. App. 2d 548 (1968); County of Los Angeles v. 
Nesvig, 231 Cal. App. 2d 603 (1965); Lagiss v. County of Contra Costa, 223 Cal. App. 2d 77 (1963). 

 Even though interest rate swaps are essentially sui generis, there is some useful analogy to the 
types of leases approved under the Offner-Dean-Rider line of cases.  Like those leases, the Swap 
Agreement is executory, and each year’s performance by the Authority (and through the Facility Lease, 
the City) is conditioned upon the readiness and ability of Party A to perform its obligations in such year 
and upon Party A’s actual performance under the Swap Agreements both currently and over the prior 
term of the Swap Agreement.  In addition, the Facility Lease expressly provides that the payments under 
the Swap Agreement constitute Base Rental Payments under the Facility Lease, such payments are 
conditioned upon the City’s use and occupancy of the property leased under the Facility Lease, subject to 
abatement in the event damage or destruction or condemnation of the such property, and are limited in 
amount in the event they exceed the fair rental value of such property. 

 Finally it is instructive to note that the California courts have stated that the validity of a 
transaction, whether it creates indebtedness or liabilities, is measured at the time the transaction is entered 
into.  See Arthur v. City of Petaluma, 175 Cal. 216, 223-24 (1917).  Based in part upon such reasoning, 
one federal court, interpreting the scope of the contingent obligation exception to the prohibition of 
Article XVI, Section 18, determined that reverse repurchase agreements entered into by Orange County, 
California and which contributed significantly to the County’s bankruptcy, did not violate the California 
Constitutional debt limit.  In Re County of Orange, 31 F.Supp.2d 768 (C.D.Cal. 1998).  Although not 
binding upon California courts, the federal district court’s reasoning supports the conclusion that, as the 
Facility Lease, under which Base Rental Payments support the Authority’s obligations under the Swap 
Agreement creates no immediate indebtedness or obligation of the City, but only a future payment 
obligation dependent upon future market conditions and conditioned upon the future performance of Party 
A and the use and occupancy of the leased property by the City, it does not constitute an indebtedness or 
liability under the California Constitution.  
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 Based on and subject to the foregoing, and in reliance thereon, as of the date hereof, we are of the 
opinion that the Swap Agreement constitutes a valid and binding agreement of the Authority, payable 
only from Revenues and other amounts held under the Indenture.  We are of the further opinion that the 
Facility Lease constitutes a valid and binding agreement of the City, payable from its general fund, unless 
the obligation of the City to pay Base Rental Payments to satisfy the obligations of the Authority under 
the Swap Agreement, including the payment of any Settlement Amount payable by the Authority, is 
determined to constitute an “indebtedness” or “liability” of the City prohibited by Article XVI, Section 18 
of the Constitution of the State of California. 

 While there is no judicial authority directly on point and no assurance can be given that a court 
could not hold otherwise, based on and subject to the foregoing, and in reliance thereon, as of the date 
hereof, we are of the opinion that if the matter were properly briefed and presented to a court, the court 
would hold that the indirect obligations of the City under the Swap Agreement taken as a whole (taking 
into account the provisions therein respecting the severability of invalid, illegal or unenforceable 
provisions) does not constitute an indebtedness or liability of the City prohibited by Article XVI, 
Section 18 of the Constitution of the State of California. 

 With respect to the opinions expressed herein, the rights and obligations under the Swap 
Agreement are subject to bankruptcy, insolvency, reorganization, arrangement, fraudulent conveyance, 
moratorium and other laws relating to or affecting the creditors’ rights, to the exercise of judicial 
discretion in appropriate cases, and to the limitations on legal remedies against cities in the State of 
California. 

 We express no opinion with respect to any indemnification, contribution, choice of forum or 
waiver provisions contained in the foregoing documents.  In addition, we express no opinion as to any 
provision of the Swap Agreement (i) purporting to create any security interest, (ii) providing that every 
right and remedy shall be cumulative and in addition to every other right and remedy, or that any failure 
or delay in exercising any right, power or privilege shall not impair any right or remedy or constitute a 
waiver thereof, or (iii) regarding specific performance or the grant of any power of attorney.   

 Our opinion is subject, as to enforceability, to (i) general principles of equity, including concepts 
of reasonableness, materiality, good faith and fair dealing (regardless of whether enforcement is sought in 
a proceeding at law or in equity); in particular, a court might decline to enforce the conditions set forth in 
Section 2(a)(iii) of the Swap Agreement and a non-defaulting party’s right set forth in Section 6 of the 
Swap Agreement to designate an Early Termination Date, if the condition or right were invoked in 
connection with a default deemed immaterial, (ii) the effect of applicable laws, regulations and judicial or 
other decisions upon the availability and enforceability of particular covenants and remedies, including 
the remedies of specific performance and self-help, and provisions imposing penalties and forfeitures, and 
(iii) a court’s power to limit the non-defaulting party’s recovery to actual damages and impose its own 
settlement procedures in lieu of the provisions of Section 6(e) of the Swap Agreement.  In addition, the 
enforcement of the Swap Agreement may be conditioned upon the party seeking enforcement having 
acted in a commercially reasonable manner and in good faith in performing its obligations and exercising 
its rights and remedies thereunder and is subject to the discretion of a court to invalidate or decline to 
enforce any right, remedy or provision of the Swap Agreement (including, without limitation, the 
termination payment provisions thereof) determined by it to be a penalty. 
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This opinion is limited to the laws of the States of California and New York and the Federal laws 
of the United States. The opinions in this letter are expressed solely as of the date hereof for your benefit 
and may not be relied upon in any manner or for any purposes by any other person. 

Respectfully Submitted, 



Bank of America 
e-/ 

Legal Department 

April 18,2007 

Modesto Public Financing Authority 
City of Modesto Finance Department 
City Hall 
101 0 Tenth Street, Suite 5200 
Modesto, California 95353 

CIFG Assurance North America, Inc. 
825 Third Avenue, 6m Floor 
New York, New York 10022 

Ladies and Gentlemen: 

I have acted as counsel to Bank of America, N.A., a national banking association ("Party A") organized under 
the laws of the United States. This opinion letter is being delivered to you in connection with the execution 
and delivery by Party A of the ISDA Master Agreement (including the Schedule and Credit Support Annex 
thereto), dated as of April 11,2007, and the Confirmation (our Reference No. 5155191) dated as of April 12, 
2007 (Revised April 17,2007) (collectively, the "Agreement"), between Modesto Public Financing Authority 
("Party 33") and Party A. Any capitalized terms used but not defined herein shall have the respective 
meanings specified in the Agreement. 

In connection with this opinion letter, I have examined, or had examined on my behalf, an executed copy of 
the Agreement and other documents as I have deemed necessary or appropriate for the purposes of this 
opinion letter. In such opinion, I have assumed, without independent verification, the genuineness of all 
signatures (other than those of Party A), the authenticity of a11 documents submitted to me as originals and the 
conformity to authentic original documents of all documents submitted to me as certified, conformed or 
photostatic copies. 

Based upon the foregoing, I am of the opinion that: 

1. Party A is a national banking association duly organized, validly existing, and in good standing 
under the laws of the United States. 

2. The execution, delivery, and performance of the Agreement are within Party A's corporate power, 
have been duly authorized by all necessary corporate action, and do not conflict with any provision of Party 
A's articles of association or bylaws or any law, regulation, or material agreement to which Party A is subject 
or by which Party A is bound. 

3. No consent, authorization, license or approval of, or registration or declaration with, any United 
States governmental authority is required in connection with Party A's execution, delivery, and performance 
of the Agreement. 

Bank of America, NC1-002-29-01 
101 South Tryon Street, Charlotte, NC 28255 

Recrcled Paper 



4. The Agreement has been duly executed and delivered by Party A and, assuming that Party B has 
validly executed and delivered the Agreement, constitutes the legally valid and binding obligation of Party A, 
enforceable against Party A in accordance with its terms, except as enforcement thereof may be limited by 
bankruptcy, insolvency, reorganization, moratorium, receivership, conservatorship, or other laws affecting the 
enforcement of creditors' rights generally or by general equity principles. 

I am not expressing any opinion as to any matter relating to any jurisdiction other than the laws of the State of 
New York and the United States and I assume no responsibility as to the applicability of the laws of any other 
jurisdiction as to the subject transaction or the effect of such laws thereon. 

This opinion letter is given solely in my capacity as Assistant General Counsel of Bank of America, and not 
in any individual capacity. I am not opining on specialized laws that are not customarily covered in opinion 
letters of this kind, such as tax, securities, insolvency, pension, antitrust, or insurance law matters or any rule 
or regulation promulgated thereunder or pursuant thereto. 

The opinions expressed herein are stated as of the date hereof and are limited to those matters expressly set 
forth herein. No opinion is to be inferred or implied beyond the matters expressly so stated, and I expressly 
disclaim any obligation to advise you of any change of law that occurs, or any facts of which I become aware, 
after the date hereof. 

The opinions expressed herein are for the exclusive benefit of Party B and CIFG Assurance North America, 
Inc., in connection with the execution and delivery by Party A of the Agreement. This opinion is not to be 
used, circulated, quoted or otherwise referred to for any other purpose. This opinion letter may not be relied 
upon in any manner by any other person, entity and/or agency. 

- 

Assistant General Counsel 

Recycled Paper 



CITY of MODEST0 April 12,2007 

Depurtment 
1 O 1 O Tenth Street 
Suite 5200 
PO. Box 642 

Bank of America, N.A. 
100 N. Tryon Street 
NC1-007-13-01 
Charlotte, NC 28255 

Hearing and Speech 
Inzpaired Only 
T D D  2091526-921 1 

Modesto, C A  95353 
209/5 77-5369 

New York, New York 10022 

CIFG Assurance North America, Inc. 
825 Third Avenue, 6th Floor 

Ladies and Gentlemen: 

This opinion is furnished to you in connection with the execution and delivery of 
the ISDA Master Agreement, the U.S. Municipal Counterparty Schedule and the Credit 
Support Annex, each dated as of April 1 1, 2007 (collectively, the "Master Agreement"), 
by and between Bank of America, N.A. ("Party A") and the Modesto Public Financing 
Authority (the "Authority"), as supplemented by the confirmation of the transaction (the 
"Confirmation") entered into on April 11, 2007, by and between Party A and the 
Authority. The Master Agreement together with the Confirmation shall constitute one 
agreement (the "Agreement"). 

I have acted as counsel to the Authority and in that capacity I have examined 
originals or copies, certified or otherwise identified to my satisfaction, of such 
documents, corporate records, certificates of public officials and other instruments and 
have conducted such investigations of fact and law as I have deemed necessary or 
advisable for the opinions expressed herein. 

Upon the basis of the foregoing, I am of the opinion that: 

1. The Authority is a joint powers authority under Article 1 of Chapter 5 of 
Division 7 of Title 1 of the Government Code of the State of California duly organized 
and validly existing under and by virtue of the Joint Exercise of Powers Agreement and 
the laws of the State of California. 

2. The execution, delivery and performance by the Authority of the 
Agreement has been duly authorized by the Authority. 

3. To the best of my knowledge without independent investigation, the 
execution, delivery and performance by the Authority of the Agreement do not violate, 
conflict with, or result in a breach of, any law, rule or regulation applicable to the 
Authority, or any material contractual restriction, order or judgment binding on the 
Authority or its assets which breach or default could have a material, adverse effect on 
the validity or enforceability of the Agreement or the Authority's performance of its 
obligations under the Agreement or the financial position or revenues of the Authority. 

Citizens First! 



4. No authorization, consent, approval, exemption or license from, or filing of any registration with, 
any federal or state governmental authority is required to be have been obtained or made by the Authority 
with respect to the authorization, execution, delivery and performance by the Authority of the Agreement 
which has not been obtained. 

5. The Authority is not entitled to claim immunity on -the grounds of sovereignty or other 
similar grounds with respect to itself or its revenues or financial assets (irrespective of their use or 
intended use) from (i) suit, (ii) jurisdiction of any court or, (iii) except to the extent provided in Part 5 of 
Division 3.6 of Title 1 of the Government Code of the State of California ("Part 5") (x) relief by way of 
injunction, order for specific performance or for recovery of property, (y) attachment of its financial 
assets (whether before or after judgment) or (z) execution or enforcement of any judgment to which it or 
its revenues or financial assets might otherwise be subject. 

I have relied as to certain matters on information obtained from public officials, officers .of the 
Authority and other sources believed by me to be responsible and I have assumed that the signatures 
(other than those of the Authority) on all documents examined by me are genuine, assumptions which I 
have not independently verified. 

This opinion is limited to the laws of the State of California and the federal laws of the United 
States. The opinions in this letter are expressed solely as of the date hereof for your benefit and for the 
benefit of your successors and permitted assigns under the Agreement and may not be relied upon in any 
manner or for any other purpose or by any other person. 

Very truly yours, 

Roland Stevens 
Assistant City Attorney 



0 CIFG 
TRIPLE-A FINANCIALGUARANTY 

April 1 8, 2007 

Modesto Public Financing Authority 

Bark of America, N.A., 
as Counterparty under 
the within-mentioned interest rate swap 

Ladies and Gentlemen: 

I am General Counsel, Global Infrastructure & Public Finance of CIFG Assurance 
North America, Inc., a New York stock insurance company ("CIFG"), and have 
acted as such in connection with the issuance by CIFG of a certain Interest Rate 
Swap Insurance Policy, number CIFG NA-1569 and endorsements thereto, 
effective as of the date hereof (the "Policy"), insuring the Confirmation having an 
effective date of September 3, 2008 under ISDA Master Agreement, dated as of 
April 1 1, 2007 between Bank of America, N.A. and Modesto Public Financing 
Authority, including the Schedule and Credit Support Annex thereto. 

I or lawyers under my supervision have examined the Policy and such corporate 
records, certificates and other documents and such questions of law as I have 
considered necessary or appropriate in the circumstances for purposes of this 
opinion. 

Based upon such examination and having regard to legal considerations I deem 
relevant, I am of the opinion that: 

1. CIFG is a stock insurance company duly organized and validly existing in 
good standing under the laws of the State of New York with power and 
authority under applicable laws to conduct its insurance business in the 
manner in which it is being conducted. 

2. The Policy has been duly authorized, executed and delivered by CIFG and 
constitutes a legal, valid and binding obligation of CIFG enforceable in 
accordance with its terms, subject as to enforcement to bankruptcy, 
insolvency, liquidation, reorganization, rehabilitation, moratorium and other 
state and federal laws affecting the enforcement of creditors' rights and to 
general principles of equity. 

CIFG Assurance North America, Inc. 
825 Third Avenue, 6th Floor 
New York, NY 10022 
Tel. (21 2) 909-3939 
Fax (21 2) 909-3958 
www.cifg.com A Natixis Company 



Modesto Public Financing Authority 
Bark of America, N.A. 
April 18, 2007 
Page 2 

3. The execution, delivery and performance of the Policy and the 
consummation of the transactions contemplated thereby will not conflict 
with or result in a breach of any of the tern~s, conditions or provisions of the 
Charter or By-Laws of CIFG, or any restriction contained in any contract, 
agreement or instrument to which CIFG is a party or by which it is bound or 
constitute a default under any of the foregoing. 

4. All proceedings legally required for the issuance of the Policy have been 
taken by CIFG and all licenses, orders, consents or other authorizations or 
approvals of any governmental boards or bodies legally required for the 
enforceability of the Policy in all material respects have been obtained. 

I have, with your approval, relied as to certain matters on information obtained 
from public officials, officers of CIFG and other sources believed by me to be 
responsible. This opinion is furnished to you solely for your benefit and may not 
be relied upon or distributed to any other person. 

,/i 
/' , f 

Very tryly yours, 

kk. Drillings 

0 CIFG 1 CIFG Assurance North America, Inc. 

TRIPLE-A FINANCIALGUARANTY 1 825 Third Avenue, 6th Floor - New York, NY 10022 A Natixis Company 



CONSENT OF MODEST0 PUBLIC FINANCING AUTHORITY 

The Modesto Public Financing Authority (the "Authority"), as lessor under the 
LeaselPurchase Agreement, dated as of March 1, 1998, as amended by Amendment No. 1 to 
LeaselPurchase Agreement, dated June 15, 2000 and Amendment No. 2 to LeaselPurchase 
Agreement, dated October 15, 2002 (as so amended, the "1998 Lease"), each by and between the 
Authority and the City of Modesto, hereby consents, in accordance with Section 5.3(a) of the 
1998 Lease to the release of the following properties from the 1998 Lease: 

1. Parcel No. 11, Morris Community Center, described as all of Block 603 of the 
City of Modesto as per map file December 2 1, 1942 in Volume 15 of Maps, Stanislaus County 
Records; and 

2. Parcel No. 13, McHenry Museum, described as lots 27 through 32 in Block 113 
of the City of Modesto as per map file December 21, 1942 in Volume 15 of Maps, Stanislaus 
County Records. Excepting therefrom Lot 27, the Southeasterly 3 feet of the Southwesterly 97 
feet thereof. 

Dated: April 18, 2007 

MODEST0 PUBLIC FINANCING AUTHORITY 

By: 
~hthorized Officer 



Moody's Investors Service 

One Front Street, Suite 7900 

San Francisco, CA 94 1 1 7 

April 12, 2007 

Wayne Padilla 
Finance Director 
City of Modesto 
P.O. Box 642 
Modesto, CA 95353 

Dear Mr. Padilla: 

We wish to inform you thaton April 12, 2007, Moody's Investors Service 
reviewed and affirmed that the release of parcels No. 11 and 13 will not affect the 
A3 rating on Modesto's Lease Revenue Bonds Series 1998. - 

In order for us to maintain the currency of our ratings, we request that you 
provide ongoing disclosure, including annual financial and statistical information. 

Moody's will monitor this rating and reserves the right, at its sole discretion, to 
revise or withdraw this rating at any time in the future. 

The rating, as well as any revisions or withdrawals thereof, will be publicly 
disseniinated by Moody's through normal print and electronic media and in 
response to verbal requests to Moody's ratings desk. 

Should you have any questions regarding the above, please do not hesitate to 
contact me or the analyst assigned to this transaction, Michael Wertz, at 41 5- 
274-1 722. 

Sincerely, 

Kenneth B. Kurtz 
Managing Director 9 

cc: Danielle Lan 
Sidley Austin LLP 
555 California Street 
San Francisco, CA 941 04 



STANDARD 
One Market 
Steuart Tower, 15th Floor 
San Francisco, CA 941051000 
tel415 371-5004 
reference no.: 40084820 

April 3,2007 

Sidley Austin LLP 
555 California Street, Suite 2000 
San Francisco, CA 94 1 04 
Attention: Ms. Danielle Lan 

Re: Modesto Public Financing Authority, Calgornia, Lease Revenue Bonds (Capital 
Improvement & Refinancing Project) Series 1998 

Dear Ms. Lan: 

Standard & Poor's has reviewed the Standard & Poor's underlying rating (SPUR) on the above- 
referenced obligations. After such review, we have affirmed the " A  rating and stable outlook. A 
copy of the rationale supporting the rating and outlook is enclosed. 

The rating is not investment, financial, or other advice and you should not and cannot rely upon 
the rating as such. The rating is based on information supplied to us by you or by your agents but 
does not represent an audit. We undertake no duty of due diligence or independent verification of 
any information. The assignment of a rating does not create a fiduciary relationship between us 
and you or between us and other recipients of the rating. We have not consented to and will not 
consent to being named an "expert" under the applicable securities laws, including without 
limitation, Section 7 of the Securities Act of 1933. The rating is not a "market rating" nor is it a 
recommendation to buy, hold, or sell the obligations. 

This letter constitutes Standard & Poor's permission to you to disseminate the above-assigned 
rating to interested parties. Standard & Poor's reserves the right to inform its own clients, 
subscribers, and the public of the rating. 

Standard & Poor's relies on the issuer/obligor and its counsel, accountants, and other experts for 
the accuracy and completeness of the information submitted in connection with the rating. To 
maintain the rating, Standard & Poor's must receive all relevant financial information as soon as 
such information is available. Placing us on a distribution list for this information would facilitate 
the process. You must promptly notify us of all material changes in the financial information and 
the documents. Standard & Poor's may change, suspend, withdraw, or place on Creditwatch the 
rating as a result of changes in, or unavailability of, such information. Standard & Poor's reserves 
the right to request additional information if necessary to maintain the rating. 



Ms. Danielle Lan 
Page 2 
April 3,2007 

Please send all information to: 
Standard & Poor's Ratings Services 
Public Finance Department 
55 Water Street 
New York, NY 1004 1-0003 

If you have any questions, or if we can be of help in any other way, please feel free to call or 
contact us at nvpublicfinance@,standardandpoors.com. For more information on Standard & 
Poor's, please visit our website at www.standardandpoors.com. We appreciate the opportunity to 
work with you and we look forward to working with you again. 

Sincerely yours, 

Standard & Poor's Ratings Services 
a division of The McGraw-Hill Companies, Inc. 

ly 
enclosure 
cc: Mr. Wayne Padilla, CPA 



STANDARD 
One Market 
Steuart Tower, 15th Floor 
San Francisco, CA 94105-1000 
tel415 371-5004 
reference no.: 401 8461 0 

April 3,2007 

Sidley Austin LLP 
555 California Street, Suite 2000 
San Francisco, CA 94 1 04 
Attention: Ms. Danielle Lan 

Re: Modesto Public Financing Authority, California, ~ o d e s t o )  Lease Revenue BonlLF 

Modesto Public Financing Authority, California, (John Thunnan Field Renovation) 

Dear Ms. Lan: 

Standard & Poor's has reviewed the rating on the above-referenced obligations. After such 
review, we have f i rmed  the "Abating and stable outlook. A copy of the rationale supporting the 
rating and outlook is enclosed. 

The rating is not investment, financial, or other advice and you should not and cannot rely upon 
the rating as such. The rating is based on information supplied to us by you or by your agents but 
does not represent an audit. We undertake no duty of due diligence or independent verification of 
any information- The assignment of a rating does not create a fiduciary relationship between us 
and you or between us and other recipients of the rating. We have not consented to and will not 
consent to being named an "expert" under the applicable securities laws, including without 
limitation, Section 7 of the Securities Act of 1933. The rating is not a "market rating" nor is it a 
recommendation to buy, hold, or sell the obligations. 

This letter constitutes Standard & Poor's permission to you to disseminate the above-assigned 
rating to interested parties. Standard & Poor's reserves the right to inform its own clients, 
subscribers, and the public of the rating. 

Standard & Poor's relies on the issuer/obligor and its counsel, accountants, and other experts for 
the accuracy and completeness of the information submitted in connection with the rating. To 
maintain the rating, Standard & Poor's must receive all relevant financial information as soon as 
such information is available. Placing us on a distribution list for this information would facilitate 
the process. You must promptly notify us of all material changes in the financial information and 
the documents. Standard & Poor's may change, suspend, withdraw, or place on Creditwatch the 
rating as a result of changes in, or unavailability of, such information. Standard & Poor's reserves 
the right to request additional information if necessary to maintain the rating. 



Ms. Danielle Lan 
Page 2 
April 3,2007 

Please send all information to: 
Standard & Poor's Ratings Services 
Public Finance Department 
55 Water Street 
New York, NY 10041 -0003 

If you have any questions, or if we can be of help in any other way, please feel free to call or 
contact us at nypublicfinance@,standardandpoors.com. For more information on Standard & 
Poor's, please visit our website at www.standardandpoors.com. We appreciate the opportunity to 
work with you and we look forward to working with you again. 

Sincerely yours, 

Standard & Poor's Ratings Services 
a division of The McGraw-Hill Companies, Inc. 

ly 
enclosure 
cc: Mr. Wayne Padilla, CPA 
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RatingsDirect 
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Modesto Pub Fin Auth, California 

Modesto, California 

Modesto Pub Fin Auth Ise rev bnds (Cap Imps & Refing Proj) ser 1998 due 09/01/2001-2013 2016 2020 2024 2029 2033 

Unenhanced Rating A(SPUR)/Stable Affirmed 

Modesto Pub Fin Auth (John Thurrnan Field Renovation) 

Long Term Rating A/Stable Affirmed 

Modesto Pub Fin Auth (Modesto) Ise rev bnds (Modesto) due 09/01/2033 

Long Term Rating AIStable Affirmed 

Rationale 

Standard & Poor's Ratings Services affirmed its 'A' underlying rating (SPUR) on the City of 

Modesto, Calif's 1998 lease revenue rehnding and capital improvement bonds, issued by Modesto 

Public Financing Authority. In addition, Standard & Poor's affirmed its 'A' standard long-term rating 

on the city's lease revenue refunding bonds. 

The ratings reflect: 

The city's covenant to budget and appropriate lease payments; and 

The city's general creditworthiness. 

The city's general credit characteristics include its: 

Continued growth in California's Central Valley, with average income levels and an economy that 

remains anchored in agriculture but is expanding to include other service industries, in particular the 

medical industry; 

Good financial operations bolstered by strong financial management policies; and 

Low debt and no anticipated additional general obligation or general fund-supported debt. 



For the remaining 1998 revenue bonds, two previously pledged properties (a community center and a 

museum) are being released from the pledge. The city found the worth of these properties to be negligible and 

has pledged the remaining assets as sufficient to support its remaining lease payments. 

For more information on the city's lease revenue bonds and the city's general credit worthiness, see 

the summary analysis published March 12,2007, on RatingsDirect. 

Standard & P d s  I ANALYSIS 



Published by Standard & Poor's, a Division of The McGraw-Hill Companies. Inc. Executive offices: 1221 Avenue of the Americas, New York, NY 10020. 
Editorial offices: 55 Water Street, New York, NY 10041. Subscriber services: (1)  212-438-7280. Copyright 2007 by The McGraw-Hill Companies, Inc. 
Reproduction in whole or in part prohibited except by permission. All rights reserved. Information has been obtained by Standard & Poor's from sources 
believed to be reliable. However, because of the possibility of human or mechanical error by our sources, Standard & Poor's or others, Standard &Poor's 
does not guarantee the accuracy, adequacy, or completeness of any information and is not responsible for any errors or omissions or the result obtained 
from the use of such information. Ratings are statements of opinion, not statements of fact or recommendations to buy, hold, or sell any securities. 

Standard & Poor's uses bill ing and contact data collected from subscribers for billing and order fulfillment purposes, and occasionally to inform subscribers 
about products or services from Standard & Poor's, our parent, The McGraw-Hill Companies, and reputable third parties that may be of interest to them. All 
subscriber billing and contact data collected is stored in a secure database in the U.S. and access is limited to authorized persons. If you would prefer not to 
have your information used as outlined in this notice, if you wish to review your information for accuracy, or for more information on our privacy practices, 
please call us at (1 ) 212-438-7280 or write us at: privacy@standardandpoors.com. For more information about The McGraw-Hill Companies Privacy Policy 
please visit www.mcgraw-hill.com/privacy.html. 

Analytic services provided by Standard & Poor's Ratings Services ("Ratings Services") are the result of separate activities designed to 
preserve the independence and objectivity of ratings opinions. Credit ratings issued by Ratirlgs Services are solely statements of opinion 
and not statements of fact or recommendations to purchase, hold, or sell any securities or make any other investment decisions. 
Accordingly, any user of credit ratings issued by Ratings Services should not rely on any such ratings or other opinion issued by Ratings 
Services in making any investment decision. Ratings are based on information received by Ratings Services. Other divisions of Standard 
& Poor's may have information that is not available to Ratings Services. Standard & Poor's has established policies and procedures to 
maintain the confidentiality of non-public information received during the ratings process. 

Ratings Services receives compensation for its ratings. Such compensation is normally paid either by the issuers of such securities or by 
the underwriters participating in the distribution thereof. The fees generally vary from US$2,000 to over US$1,500,000. While Standard 
& Poor's reserves the right to disseminate the rating, i t  receives no payment for doing so, except for subscriptions to its publications. 

Permissions: To reprint, translate, or quote Standard & Poor's publications, contact: Client Services, 55 Water Street, New York, NY 
10041 ; (1) 21 2-438-9823; or by e-mail to: research~request@standardandpoors.corn. 



NOTICE OF RELEASE OF PROPERTY 

Ambac Assurance Corporation, as Insurer Standard & Poor's Rating Services 
One State Street Plaza 25 Broadway 
New York, NY 10004 New York, NY 10004 

Moody's Investor Service 
99 Church Street 
New York, NY 10007 

RE: MODEST0 PUBLIC FINANCING AUTHORITY 
LEASE REVENUE BONDS, SERIES 1998 
(CAPITAL IMPROVEMENTS AND REFINANCING PROJECT) 
(BASE CUSIP NO. 607796) 

NOTICE is hereby given to you that the Modesto Public Financing Authority (the 
"Authority"), as lessor under the LeaselPurchase Agreement, dated as of March 1, 1998, as 
amended by Amendment No. 1 to LeaselPurchase Agreement, dated June 15, 2000 and 
Amendment No. 2 to LeaselPurchase Agreement, dated October 15, 2002 (as so amended, the 
"1998 Lease"), each between the City of Modesto (the "City") and the Authority, intends to 
release the following properties from the 1998 Lease: 

1. Parcel No. 11, Morris Community Center, described as all of Block 603 of the 
City of Modesto as per map file December 2 1, 1942 in Volume 15 of Maps, Stanislaus County 
Records; and 

2. Parcel No. 13, McHenry Museum, described as lots 27 through 32 in Block 113 
of the City of Modesto as per map file December 21, 1942 in Volume 15 of Maps, Stanislaus 
County Records. Excepting therefrom Lot 27, the Southeasterly 3 feet of the Southwesterly 97 
feet thereof. 

Exhibit C to the 1998 Lease is hereby amended in its entirety with the attached amended 
Exhibit. 

This NOTICE is given to you pursuant to 5.3(a) of the 1998 Lease. 

Dated: April 18, 2007 MODEST0 PUBLIC FINANCING AUTHORITY 

By: 
huthorized Officer 



Recording Requested By: 
City of Modesto, California 

When Recorded Mail To: 
Sidley Austin LLP 
5 5 5 California Street 
2oth Floor 
San Francisco, Califomia 94 1 04 
Attn: Eric D. Tashman, Esq. 

Stanislaus, Count Recorder 
Lee Lundr i an Co ! ecorder Off ice 
DOC- 8007-0048573-00 
Qcct 502-Fidelity National Title 

Tuesday, RPR 17, 2007 08:00:00 
TtlPd $0,00 Nbr-00023 11873 

OJMIR3Il-13 

This document is recorded for the benefit of the City of Modesto, Califomia and recording is fee- 
exempt under $27383 of the Government Code. 

AMENDMENT NO. 3 TO LEASE/PURCHASE AGREEMENT 

Dated April 18,2007 

between the 

MODEST0 PUBLIC FINANCING AUTHORITY, 
as Authority 

and the 

CITY OF MODESTO, 
as City 



AMENDMENT NO. 3 TO LEASEIPURCHASE AGREEMENT 

THIS AMENDMENT NO. 3 TO LEASEIPURCHASE AGREEMENT, dated April 18, 
2007 (the "Amendment No. 3 to LeaselPurchase Agreement"), by and between the MODEST0 
PUBLIC FINANCING AUTHORITY, a joint powers agency duly organized and existing under 
the laws of the State of California (the "Authority"), and the CITY OF MODESTO, California, a 
charter city and a municipal corporation duly organized and existing under the laws of the State 
of California (the "City"), and accepted and agreed to by The Bank of New York Trust 
Company, N.A., a national banking corporation duly organized and existing under and by virtue 
of the laws of the United States of America, as successor trustee (the "Trustee") under the Trust 
Indenture, dated as of March 1, 1998, between the Authority and the Trustee. 

W I T N E S S E T H :  ---------- 

WHEREAS, the Authority and the City previously executed the Site Lease (Parks 
Project, Police Headquarters Building and Miscellaneous Public Properties), dated as of 
March 1, 1998, and recorded in the official records of the County of Stanislaus Recorder's Office 
on March 11, 1998, as Document number 98-0022315-00 (the "1998 Site Lease") pursuant to 
which the City leased to the Authority the real property situated in the City of Modesto, State of 
California, described in Exhibit A thereto (the "1 998 Site"); and 

WHEREAS, the Authority leased back the 1998 Site, together with certain other 
properties (collectively referred to therein as the "Leased Property"), to the City pursuant to a 
LeaselPurchase Agreement, dated as of March 1, 1998, between the Authority and the City, and 
recorded in the official records of the County of Stanislaus Recorder's Office on March 11, 
1998, as Document number 98-00223 19-00 (the "1 998 LeaselPurchase Agreement"); and 

WHEREAS, the Authority and the City executed that Amendment No. 1 to 
LeaselPurchase Agreement to release the property constituting the parking garage retail pad from 
the 1998 LeaselPurchase Agreement, dated June 15, 2000 and recorded in the official records of 
the County of Stanislaus Recorder's Office on June 15, 2000, as Document number 2000- 
0048260-00; 

WHEREAS, the Authority and the City executed that Amendment No. 2 to 
Leasepurchase Agreement to release the property constituting Parking Lot No. 3 from the 1998 
LeaselPurchase Agreement, dated October 15, 2002 and recorded in the official records of the 
County of Stanislaus Recorder's Office on November 6, 2002, as Document number 2002- 
0 144999-00 (the "Amendment No. 2 to LeaselPurchase Agreement"); 

WHE.REAS, Section 5.3 of the 1998 LeaselPurchase Agreement permits the removal of 
certain properties from the Leased Property, including the Morris Community Center and the 
McHenry Museum (collectively, the "Released Properties"), subject to the satisfaction of certain 
conditions; and 

WHEREAS, the City has requested and the Authority has consented to the release of the 
Released Properties from the 1998 LeaselPurchase Agreement and 1998 Site Lease; and 



WHEREAS, the City has filed with the Trustee and the Authority a certificate to the 
effect that (a) based on the findings of an independent MA1 real estate appraiser the portion of 
the Leased Property remaining under the 1998 Lease after the release of the Released Properties 
has a fair market value such that the Lease Payments being made by the City thereunder will not 
be reduced; and (b) following the release of the Released Properties the remaining portion of the 
Leased Property has a useful life not less than the remaining term of the 1998 Lease; and 

WHEREAS, the City has provided to the Trustee an amended Exhibit B and an amended 
Exhibit C to the 1998 LeaselPurchase Agreement which includes a new metes and bounds 
description for the 1998 Site which reflects the reconveyance and release of the Released 
Properties; and 

WHEREAS, all acts, conditions and things required by law to exist, to have happened 
and to have been performed precedent to and in connection with the execution and entering into 
of this Amendment No. 3 to LeaselPurchase Agreement (including the delivery of certificates 
and opinions as required by Section 5.3 of the 1998 Lease/Purchase Agreement) do exist, have 
happened and have been performed in regular and due time, form and manner as required by law, 
and the parties hereto are now duly authorized to execute and enter into the Amendment No. 3 to 
LeaselPurchase Agreement; 

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

1. Exhibit B to the 1998 LeaselPurchase Agreement is hereby amended in its 
entirety with the substitution of Exhibit B attached hereto; and 

2. Exhibit C to the 1998 LeasePurchase Agreement is hereby amended in its 
entirety with the substitution of Exhibit C attached hereto; and 

3. Except as set forth in paragraphs 1 and 2, the 1998 Lease/Purchase Agreement 
shall remain in full force and effect in accordance with its terms; and 

4. This Amendment No. 3 to Leaselpurchase Agreement may be executed in any 
number of counterparts and each of such counterparts shall for all purposes be deemed to be an 
original, and any and all such counterparts shall together constitute but one and the same 
instrument. 



IN WITNESS WHEREOF, the Authority has caused this Amendment No. 3 to 
LeaseIPurchase Agreement to be executed in its name by its duly authorized representative; and 
the City has caused this Amendment No. 3 to Leaselpurchase Agreement to be executed in its 
name by its duly authorized officer, all as of the day and year first above written. 

MODEST0 PUBLIC FINANCING AUTHORITY 

~uthorized Officer 
M. Wayne Padilla 

CITY OF MODEST0 

~uthorized Officer 
M/ Wayne Padilla 

Accepted and Approved by 

THE BANK OF NEW YORK TRUST 
COMPANY, N.A., as successor trustee 

By: 
/&\thd#ized Officer 
Rosalinda Ronquillo 



STATE OF CALIFORNIA ) 
) s s .  

COUNTY OF STANISLAUS ) 

On April 1 1, 2007, before me, Shanna Willis , Notary Public, personally 

appeared M. Wayne Padilla , personally known to me @qmme&n 

to be the person@ whose name@ isfine subscribed to 

the within instrument and acknowledged to me that hekhdtky executed the same in hisffrcrfttrerr 

authorized capaci tyw,  and that by hishm%mr signature@ on the instrument the person@, or 

the entity upon behalf of which the person@ acted, executed the instrument. 

WITNESS my hand and official seal. 

WiSP' & @fnm. Emires Jan. Q3.2011 
Notary's Signature 



CALIFORNIA ALL-PURPOSE ACKNOWLEDGMENT 

State of CALIPORN= 

County of SAN mumsco 

On APRIL 13, 2007 before me, JOSEPHINE S. LIBUNAO, NOTARY PUBLIC Y 

DATE NAME, TITLE OF OFFICER - E.G., 'JANE DOE, NOTARY PUBLIC' 

personally appeared ROSALINDA RONQUILLO , 
NAME(S) OF SIGNER(S) 

personally known to me - OR - proved to me on the basis of satisfactory evidence 
to be the person(s) whose name(s) islare 
subscribed to the within instrument and ac- 
knowledged to me that helshelthey executed 
the same in hislherltheir authorized 
capacity(ies), and that by hislherltheir 
signature(s) on the instrument the person(s), 
or the entity upon behalf of which the 
person(s) acted, executed the instrument. 

WITNESS my hand and official seal. 

0 
Though the data below is not required by law, it may prove valuable to persons relying on the document and could prevent 
fraudulent reattachment of this form. 

CAPACITY CLAIMED BY SIGNER DESCRIPTION OF AllACHED DOCUMENT 

INDIVIDUAL 
CORPORATE OFFICER 

Amendment t o  No. 3 ~ease/Purchase 
TITLE OR TYPE OF DOCUMENTAgreemen t 

W ( S )  

PARTNER(S) LIMITED 
GENERAL 

ATTORN EY-I N-FACT NUMBER OF PAGES 
TRUSTEE(S) 
GUARDIAN/CONSERVATOR 
OTHER: 

DATE OF DOCUMENT 

SIGNER IS REPRESENTING: 
NAME OF PERSON(S) OR ENllTY(IES) 

SIGNER(S) OTHER THAN NAMED ABOVE 



EXHIBIT B 

GENERAL DESCRIPTION OF THE LEASED PROPERTY 

1. The City's one-half undivided interest in and to portions of the City-County 
Administrative building, including the City's one-half undivided interest in the Site upon 
which such facility will be constructed, together with the City's rights and interests in the 
use of common areas, but excluding that certain airspace subdivision on the first floor of 
the City-County Administrative building. 

2. The public parking garage containing approximately 700 spaces to be used by the general 
public, including the Site upon which such facility is located. 

3. The Public Park Improvements, consisting of (i) the Floyd Neighborhood Park, (ii) the 
Riverside Neighborhood Park, (iii) the Sipherd Neighborhood Park (iv) the Wesson 
Ranch Neighborhood Park, and (v) the Park Graceada, including in each instance, all 
other improvements, facilities to be exclusively occupied or administered by the City. 

4. The City's undivided fifty percent (50%) interest in and to the use of facilities 
constituting the Communications Dispatch Center, including its undivided fifty percent 
(50%) interest in and to the Site, and interests in the use of common areas. 

5. The Police Headquarters building, including the Site upon which such facility is located. 

6 .  The Miscellaneous Public Properties, such properties being located within the City and 
more commonly referred to as (i) Fire Station No. 1; (ii) Fire Station No. 3; (iii) Fire 
Station No. 5; (iv) Fire Station No. 6; (v) Fire Station No. 7; (vi) the McHenry Mansion; 
(vii) the Senior Citizen Center; (viii) Parking Lot No. 25; and (ix) the Parking Structure. 



EXHIBIT C 

LEGAL DESCRIPTION OF THE SITES 



... 
arcel o. - - C a e d a P  . .-..__ .-.. , . 

$11 of acts 531: g32 a n E 3 3  as per map f i l ed  ~ e c e & r  21, 1942 in 
Volume 1; of Mape, Stanialaus MU~Y Recoxdo- 

1 0 . 2 - - F l o  P k 
f 3 c e 1  Map f i l ed  October 9, 1969 i n  Volume 7 of 
Parcel Mapa, Page 6 8 ,  Stanislaus County Records, 

Patee No 3 -- Csmuniaaeion Faoil 
An u.n:ivA~ed one-hall. InteresC in % following: ' 

P a r c e l  2 .as pet- Parcel Map f i l e d  September 24 ,  1979 in Volume 29 of 
Parcel Mapa, Page loo, ~tanialaus County Reaorda. 

Parcel NO, 4 -- Poliee Facilit Lots I thzu 32, Inclusive, -in glo~k 71 of the C I n  OF MODESlD, ae per 
map xecorded December 21, 1942 in Volume 15 of H a p s .  Shanielaus -unty 
Records. 

M.1 that real property in the state of Calr'fam5a, Count of 
Stanlslaus, C i t y  of Hodeeto, being a portion of the ~ordease  Warner 
of Section 32, T a w h i p  3 South, Range 9 East, Mount: Diablo Base and, 
~eridian, described as F o l l o w s  : 

mat portion of the lo-foot alley i n  ~ l b f k  71 as d d i n e h t e d  on the 
O f f i c i a l .  Ma of the City of Modesto, as per map filed pecember 21 
1942, in ~ofume' I S  of Haps, SCanielaus County Records, described A6 
follows : 

Beginning ar. the most southerly comer of L o t  16 in -said  lock 71, 
oaid point being on the Noxtheaetern l ine  of  said 20 .00  f o o t  alle in 
Block 711 thence along said NorCheartern line of eaid alley. NO& 43- 
29' 3 0 C  W e e t ,  1S0,oo feet, t o  the most Souther1 comer of Lot 1 0  j,n 
Block 71; thence South 46. 3 0 1  30" West; 20.00 gceh, to the m e t  
Northerly corner of ~ o t :  22 in Block 71, said point being on the 
southwestern l ine of the 2 0 - 0 0  foot alley i n  Block 71; thence along 
said Southwestern line of said alley, SouCh 43O 29 '  30" Bast, 150.00 
feet, to the most: Easterly comer of L v C  17 in Block 71, said pa in t  
being on the Northweseern line of 8Q.00 foot "Fu Street;.-thence alorig 
8hid Northweatern line of "Fa Street, North 4 6 O  30' 30" East. 20 .00  
feet, to .the poi+ ~f beginning. 

" ----- I 

All that portion of Block 67 of the Clty of Modesto, as per the offidal map thereof, filed hl 
Book 15 of Maps, together with the abandoned alley therein, lying in the south ha(f of Sectlan . 

29, Township 3 South. Range 9 East Mount Diablo Base and Meridian, City of Modesto, County 
OF Stanlslaus, State of' Califomla, described as follows: 

BEGINNING at  the north corner of ;aid Block 67, said point being h e  iintersecb'oh of the 
sauthwesterly line of 80.00 feet wide Ueventh Street with the wutheastetiy line of 
80.00 feet wlde K Street; thence on said Sautheaderly line, South 46O48'48" West 
253.06 feet. thence South 43-09'48" East 167.50 feet; thence North 46*50'12" East 
23.24 feet thence South '43°09'48" East 17.52 fkee thence North 46°50'12" East 16.00 
fee6 thence South 43e09'48" East 16.00 feet; thence South 46°50'22" West 16.00 feet; 
thence South 43O09'48* East 12.97 feet; hence South 46048'48" West 54.07 feet: 
thence North 88°1122" West 30.10 feet.to the northeasterly line of 70.00 feet wide 10'" 
Street; thence an said northeasterly line, South 43Q10'10" East 207.48 feet to the 
~mwestecly line of 80.00 feet wide I Sheet; thence on said northwesterlx line, Nortfi 
%04730" East 305.16 feet to the southwesterly line of 80.00 feet wlde 11 Street; 
thence on sald southwesterly line, North 43'09'48" west 400.08 feet to the pobt of 
beginning. 

' antainlng 2.522 acres, more or less. 

* 



cel- 7 -- W~gdon .a Kcel No. i as per Parcel. Map f i led Janua+y 28, 4980 in  Volume 30 of 
Parcel Mape , Page 13, Stanislaus C o w y  Records. 

-0. c.C vw~ad Bar& 
t 1 in ~ l s k  I!% of Hollywood Park No. 2 as Map filed P.bmary 

, 1 9 7 8  in Book 27 of Maps, Page 4% Geani6lauaqCo-~~ Recome. 

paroe3 N'. 9--- ~5ve0side Park 
Parcel A1 ' ' 

Parcels 1 and 1-A as per Parcel M a p  reforded May 16, 1966 in Book 1 of 
Parcel Mape, Page 134, 6tad6laus m-y Records. 

mcepting Therefrom Parce ls  8-1 and 8 - 2  ae per Parpel Map f i l e d  me 
5, 1974 zn ~ o o k  19 QC Parcel Mapa, Page 91, SCanislaus County Records. 

2arcel pr 
parcel No. A as per map filed June 5, 1974 in Book 19 of Parcel ~ a p ~ ,  

.Page 31, Stani8laus County Recoxds. . . 
Parcel. No. 1 9  - -  Pipherd park 
Parcel B as pet map recorded August 14, 1974 in Book 19 of Parcel 
M a p s ,  Page  7 5 ,  Stantelaus County Records. . - ' 

Parael No- 12 -- McHenry ~ansson 
, 17 through 24 in Block 122 of the City of Modesto as per Nap f i l e  

~ecember 21, 1942 in Volume 15 of Maps, Stanislaus County Records. 

Pardel ~ b ~ 3 . 4  -- Senior Cit izens  Centex 
Xloks 18 through 31 in Block 590 OE the C i t y  of ~odesto as per Map 
f i l e d  Decembex 21, 1942 in Volume 15 of Maps, Stanislaue County 
Records. 

reel No. Z5 .- - P-azklng . Structure 
%t S through 12 in Block 68 of* the City of Modesto as per Map f i l e d  
bece&ex 21, 1942 in Volume 15 o f  Maps, Stanislaus County Recode .  

;Pazcel Ha. 17 - - - park& 'sat # 2-5 
Lots 2 8  through 32 in Block 58 of the C i t y  o f  Modesto as per Map filed' 
nacember 21, 1942 in Volume 15 of Maps, 8tanislaus County ~ecords- 

pa~ce l  No. Z8 -- B i r e  S~srt;iqp .# Z 
Lots X 7  through 26 in Block 81 of the city of ModeeCo as per Map f i l e d  
December 21, 1942  in volume 1 S  of Maps, Stanislaus County  record^. 

arcel Na, 19 -- F i r e  Stat;%m # 3 
&Es I and 2 in Block 2283 of  D Creek Estates No. 1 as per Map filed 
December 13, 1966 In Volume 21 ,o Maps, Page 55,  Stanislaus County 
Records, 

r 



arael.No. 20 -7 g f t _ _ ~ S t a t i ~ & # f i  . 
Earcel No. c as per Pace1 M ~ P  f $led AugueC 17, 1977 in Book 25 of 
Parcel  Maps, Page 83, qtanislaue County Records. 

7 parcel No. 21 -- FZze Sbakion # 
~ a z c e l  A as per Parcel Magi f i l e d  'June 27, 1974 i 
Page $3,. Slfanislaue CounCy ~ecords. . 
Parcel No- 22 -- Fire  SCakian #. 5, 

All chat portSon of Lok 2 of the Fxesno Tract, a8 per map f i l e d  Narch 
4, ,1903 in Vo&urne 1 of Mape, Page 76, Sbanidaus County Recorder 
de~cribed as follows : 

BEGINNING at a point on the east l i n e  of  said Lot 2 located on the 
centexline of a 50 foot  public'road designated as oakdale Road on said 
map, which poi-at: $5 locaked North OD 30' West 396 feet Emn the 
southeacrt corner of sa id  Lot 2 ;  thence f rom m i d  po%nt of beg$ming 
parallel to the south Line of sacd Lot 2 .  Nozth 8aQ 3 0 t  West: 660 feet; 
to a point on the west line oE said Lot 2 r .thence North o m  4 0  c Mest 
along said weat line of eaid Let 2 a distance of 153.73 feet; thence 
east parallel w i t h  the south Line'of said Lot 2 ,  a distance of 660 
feet  to a point on the east line of said W t  2, located on the center 
l ine  oE aaid Oakdale Road; chence along the east line of satd h t  2 
and the centerline of said Oakdale ~ o a d ,  South 09' 3.0' East 274.24 feet: 
to the point  of beginning. 

ALSO EXCgPTING TKEREFR013 all that portion thereof lying northerly of 
the north line of Burchell Court (formerly Norchern Boulevard) 
extending weeterly to the west: line oe Lot 2 .  

&SO EXCEPTING THGREFROM a l l  that: portion thereof lying wi th in  
Briggsmore Avenue, ~urchell Court and M c H e n q  Avenue, 

M J S O  EXCEPTXN~ THEmFROM a l l  that certain property described in Deed 
to Cheater D. Chambers, recorded March lo, 1964 in Book 1929 at Page 
641, and in Deed to S .W.A.P., a Gooint Venture, recorded July 10, 1962 
in Book 1780 at Page 145,  ~tanielarls County Records. 

All that portion oE Lot,  2 of the Fresno Tract, as per: map filed March 
4 ,  .l303 in Volume 1 -of Nape, Page 76 ,  Stanidlaus County Records, 
Backion  17, Township 3 south, Range 9 East, M.D,B.& M., descxibed as 
follows : 

COMMEWINO at: a'point on the southerly lLne of the property conveyed 
to Chester D. Chatriberg by Deed recorded May 7 ,  19S9 In VoXume 1545 QE 
official 'Recoxds at Page 321, as Inetrument No. 13137, Staniela~s 
County Records, s a i d  point being the northeastern corner of Parcel "EH, 

khe western l i n e  of Timothy Avenue as shown on the map exststled 
"Survey of a po2t:ion oE Lot: 2 of the Fkeano Tract, g$led A p r i l  X 6 ,  
1954 in Volume 6 ,  Record oE luzveye, page 53,  Stanislaus CCJWFY 
Recordst thence along a line ak zxght angels to the weatern lane of 
Timothy Avenue, Norkh 89 .  301 Eaet, 3 0 . 0 0  feet  to a point an the 
northerly ext~neion of the centerline of Timothy Avenue; thence along 
aald noctherly extension. North ooO 30' west, 46.90 feet  to the true 
point of beginnin ; thence North 52 '  29" Eaet, 84.51 Eeet: to E point on the nort ern line of said chambers pro ert which i s  also 
the  southern l i k e  of the property conveyed to t R e C f' ty of Modesto by 
Deed recorded October 12, 1957, as Instrument No, 26217, ~ t a b l a u a  
County Records. sajd l i n e  also being the eouthem Xihe of Pamd "A" 

Per of Rdcard of Sutvey filed July 6, ,1962 i n  Volume 9 of 



Surveys, Page 25, 8tanislaus County Records? 

( oont;buad) 
O d e r  No.: 904378 A 
Legal Deecription - ~oniinued 

thence aldn said line, Bouth 8 8 O  32' 30" Eaet,.142.76 feet to a 314 
inch i r o n  pfpe at the southeastern corner of a a ~ d  Parcel "AM, said 
comer being the northeast corner of said Chambere property which fa  
also a point on the weetexn l ine  of a 20 foot a l k  conveyed to the r P C i t  of Modesto by Deed xecorded October 19, 1960 a Volume 1 6 3 9  of 
off cia1 ~eoorda ,  at Page 695, as Xnetrument No. 28947. Stanislaus 
County Recordsj thence along eaid western l i r i ~ .  south Q O e  301 
60.58 feet; t.hence South 82' 47 '  55" West f  155.59 feet to the point: of 
beginning. 

PARCEL 3: 

All chat portion of  Lot: 2 og tbe.Fresno Tract, a6 per map filed b c h  
4 ,  1903 in Volume I of Maps, Page 7 6 ,  B t w s l a u s  County Records. 
deectibed as f ol&ows : 

BEGXNNING at the northeast corner of Pame1 A, as shown on a R ~ C O X ~  of 
Survey Map of a portion of Lot 2 of the h e s n o  Tract, f i l e d  July 6, 
1962 &n Volume 9 of ~ecord of Surveys, Page 25. $tanislaue County . 
Records; thence along the north line of Parcel '"An;, South 89O 4 6 '  50"  
W e s t  135.63 f e e t  to the true point of beginning; thence continuing - 
alon said north l i n e  South 8 g 0  4 6 '  S O w ~ e 9 t  120.54 feet; thence ~ o u t l l  
3 7 O  27' 4 S W  E ~ B C  166.35 f e e t  to the southwest corner of. property 
conveyed to the Ci ty -o f  Modesta by ~ e e d  recorded March 10, 1964 in 
Volume 3.929 of ofE5.cial Records, Pa as Xnstrument No, 9843, 
StaniaLaus county Records; thence a west line of the City of 
Modeato property as conveyed by reterred to and the 
northerly extension o f  sazd weaterly line N ~ t h  7" 52 '  29'' E a s t  132.90 
Eeet. more or Zess, to the true polnt of begjnning. 

,PARCEL 4-: 

All that of Lot 2 of the Fresno Tract, as per map f i l e d  March 
4, 1903 fn Volume 1 of Maps, Page 7 6 ,  Stanislaus County Records, 
described as follows: . 

BEGINNING at the northeast corner of 'Parcel D. as shown on a Record of 
Survey Map of a portion of Lot 2 of the Fredno Tract, f i l ed  April 16, 
1954 in Volume 6 of Record of Surveys, Page 53, Stanialau~ County 
Records; thence North € 1 3 ~  31' 30" West along the north Xine cf said 
Paxcel D and i t e  westerly extension, a distance of  155.02 feet, more 
or less, to the eenterline of a Timuthy Avenue, aa ahown on the Record 
of survey. above reiexred t o l e  thence-North O Q  3 Q r  West, along the 
northerly extension of  said centerline of  Timothy Avenue to the * 

southwest corner of the property conveyed to the city of  Modest?'-by 
- -  Deed recorded March 10, 1964,  in volume 1929 of official Records, Page 

643, as Xnstrume* No. 9843,  tani is la us County ~ e c o r d e ~  ehence Norkh 
82O 47 '  5sW B a s t  alon the eouth line of the C i t y  og Modesto property, 
aH coweyed by Deed &ve referred to, ta the southeast comer 
thereof, said point being on the west line of the property conveyed ' t ~  
the City cf Madesto by Deed recorded october 13. 1960 in Volume 1639 
of of t ic ia r  ~ecords ,  Page 695, as fnstrument: NO. 2 9 9 4 7 ,  stanialaus . 
county Records: thence south along the west line of the .Ci ty ot 
Modeeto property as conveyed by Deed laet above referred to, 71-83 
feet .  mare or less, to the point oE beginning. 



. . 
cm; .S& 

that pa*j.on of Xlot 2 of the Fresno Tract, aa per map f i l e d  ~ ~ ~ ~ h -  
4, '3903 in ~olume I of Maps, Page 76, ~ h a n b l  au# County Records, 
described as follawa: 

COMMRJCXNO at the 3/4  inch iron pipe set far the northeastern corner 
of Parcel W A ~ ,  as per map of ~ e c o r d  o f  Survey filed July 2 6 ,  1962 in 
Volume 9 of Record of Surveys, Page 2 5 ,  Gtanzslaua County Records; . 
thence along the northern line o f  said Parcel "A". South . 8S0  464 
west, 135.63 feet: to the northeaetern corner of the property conveyed 
to Chester D. chambers by Deed recorded Mazch. 10, 1964 m volume 1929 
of OfEiciaZ Records, Page' 642, as InStXWIWIt NO. 9 8 4 4 ,  S t a n i a l a w  
.count Recozdsj thence along the eaetern line of the Chambare property 
and t E e western l i n e  of  the property conveyed to the C i t y  of ~odesto 
by Deed recorded March 10, 1964 i n  Volume 1929 of official Records, 
Page 643, as Xnsttument No. 9843, ~ t a d d a u s  County Recorde, south 0 7 0  
S Z '  2ga West,. 132.90 feet to the southwestern corner oS the* 
toperty as conveyed by Deed above referred to, and the true point of 

.%egmnningr thence South 00° 30' 00' East, 48 - 4 4  feet, maze or less, to 
a point on the southern line o f  property conveyed to Chester D. 
Chambere by ~ e e d  recorded May 7, 1959, as-Instrument No. 13137, 
Stanislaua Count Records, said point being orl the centerline of the 
6 0 . 0 0  foot Titnot& Avenue, aa ahown on a Record of  Buryey f i l e d  April 
16, 1954 $A Volume 6 of Record of Surveys. Pa e 51, Stanlelaus county z. Records; thence 'along eaid southern l i n e  of t e. pbperty c o ~ e y e d  to 
Chambers by D e e d  last above referred to and the,nokth 11ne of Timthy 
Avenue aa sfiown on a Record of Suz-vey filed April 16, 1954 in Volume 6 
of Record of Surveys. Page 53,  tani is la us Count Records, North 880 1 30' West, 3 0 . 0 2  feet; to a pint on the western 1 ne o f  Timot=hy Avenue, 
as ahown on eaid Recoxd of surveys; thence along said western l ine,  
N o r t h  00°  3 0 '  00" Wesk, 0 , S 2  Eeet; thence along a tangent: curve 
concave to the sputhweet having a radius of 1S.QO feet ,  a cent;x&l. 
angle of 4 6 O  11" 13" and an arc length of 12.09 feet to a point of 
reverBe cunraeure from which a radial line bears Norkh 43° 18 4711 
Eaat; thence along said reverse cunre concave ko the enst ,  havin a 
radius of 5 0 . 0 0  feet ,  a central angle of 98O 43 ' 301'- and an arc ?ength 

. of 86.15 feet; thence along a radial l i n e ,  South 3.70 57' 43H East, 
5 0 - 0 0  Feet to the southwest corner of the pzo erty conveyed to the 

beginning, 
Fl C i t y  of  Modesto by the Deed refexxed to and t e true point of 
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AMENDMENT NO. 2 TO SITE LEASE 
(Parks Project, Police Headquarters Building and Miscellaneous Public Properties) 

by and between the 

THE CITY OF MODESTO, 

and the 

MODEST0 PUBLIC FINANCING AUTHORITY 

Dated April 1 8,2007 

ACCOMMODNlON ONLY 
THIS INSTff UMMT FILED FOR RECORD BY FIDEUTY 
TITLE COMPANY IS AM ACCOMMODATION ONLY. 
IT HAS NOT BEEN EXAMINED AS TO ITS EXECU 
VQN, OR AS PO EFFECTS UPON TITLE, 



AMENDMENT NO. 2 TO SITE LEASE 

This AMENDMENT NO. 2 TO SITE LEASE (the "Amendment No. 2 to Site Lease"), 
executed and entered into on April 18, 2007, by and between the CITY OF MODESTO, a 
charter city and a municipal corporation duly organized and existing under the laws of the State 
of California (the "City"), and the MODEST0 PUBLIC FINANCING AUTHORITY, a joint 
exercise of powers agency duly organized and existing under the laws of the State of California 
(the "Authority"), and accepted and agreed to by The Bank of New York Trust Company, N.A., 
a national banking association duly organized and existing under and by virtue of the laws of the 
United States of America, as successor trustee (the "Trustee") under the Trust Indenture, dated as 
of March 1, 1998, between the Authority and the Trustee; 

WITNESSETH: 

WHEREAS, the Authority and the City previously executed the Site Lease (Parks 
Project, Police Headquarters Building and Miscellaneous Public Properties), dated as of 
March 1, 1998, and recorded in the official records of the County of Stanislaus Recorder's Office 
on March 11, 1998, as Document number 98-00223 15-00 (the "1998 Site Lease") pursuant to 
which the City leased to the Authority the real property situated in the City of Modesto, State of 
California, described in Exhibit A thereto (the "1 998 Site"); and 

WHEREAS, the Authority leased back the 1998 Site, together with certain other 
properties (collectively referred to therein as the "Leased Property"), to the City pursuant to a 
Leasepurchase Agreement, dated as of March 1, 1998, between the Authority and the City, and 
recorded in the official records of the County of Stanislaus Recorder's Office on March 11, 
1998, as Document number 98-00223 19-00 (the "1 998 LeasePurchase Agreement"); and 

WHEREAS, the Authority and the City executed that Amendment No. 1 to Site Lease to 
release the property constituting Parking Lot No. 3 from the 1998 Site Lease, dated October 15, 
2002 and recorded in the official records of the County of Stanislaus Recorder's Office on 
November 6, 2002, as Document number 2002-0144998-00 (the "Amendment No. 1 to Site 
Lease"); 

WHEREAS, Section 5.3 of the 1998 LeaselPurchase Agreement permits the removal of 
certain properties from the Leased Property, including the Morris Community Center and the 
McHenry Museum (collectively, the "Released Properties"), subject to the satisfaction of certain 
conditions; and 

WHEREAS, the City has requested and the Authority has consented to the release of the 
Released Properties from the 1998 LeaselPurchase Agreement and 1998 Site Lease; and 

WHEREAS, the City has filed with the Trustee and the Authority a certificate to the 
effect that (a) based on the findings of an independent MA1 real estate appraiser the portion of 
the Leased Property remaining under the 1998 Lease after the release of the Released Properties 
has a fair market value such that the Lease Payments being made by the City thereunder will not 
be reduced; and (b) following the release of the Released Properties the remaining portion of the 
Leased Property has a useful life not less than the remaining term of the 1998 Lease; and 



WHEREAS, the City has provided to the Trustee an aniended Exhibit B and an aniended 
Exhibit C to the 1998 Leaselpurchase Agreement which includes a new metes and bounds 
description for the 1998 Site which reflects the reconveyance and release of the Released 
Properties; and 

WHEREAS, all acts, conditions and things required by law to exist, to have happened 
and to have been performed precedent to and in connection with the execution and entering into 
of this Amendment No. 2 to Site Lease (including the delivery of certificates and opinions as 
required by Section 5.3 of the 1998 Lease/Purchase Agreement) do exist, have happened and 
have been performed in regular and due time, form and manner as required by law, and the 
parties hereto are now duly authorized to execute and enter into this Amendment No. 2 to Site 
Lease; 

NOW, THEREFORE, in consideration of the premises and of the mutual agreements and 
covenants contained herein and for other valuable consideration, the parties hereto do hereby 
agree as follows: 

1. Exhibit A to the 1998 Site Lease is hereby amended in its entirety with the 
substitution of Exhibit A attached hereto; and 

2. Except as set forth in paragraph 1, the 1998 Site Lease shall remain in fill1 force 
and effect in accordance with its terms. 

3. This Amendment No. 2 to Site Lease may be executed in any number of 
counterparts and each of such counterparts shall for all purposes be deemed to be an original, and 
any and all such counterparts shall together constitute but one and the same instrument. 

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK] 



IN WITNESS WHEREOF, the parties hereto have executed and entered into this 
Amendment No. 2 to Site Lease by their officers thereunto duly authorized as of the day and year 
first above written. 

CITY OF MODEST0 

By: ,4@$$kBk/ 
hthorized Officer 
M. Wayne P a d i l l a  

MODEST0 PUBLIC FINANCING AUTHORITY 

By: 
~(lthorized Officer 

M. Wayne P a d i l l a  
Accepted and Agreed by 
THE BANK OF NEW YORK TRUST COMPANY, N.A., 
as successor trustee 

Rosal inda Ronqui l lo  



STATE OF CALIFORNIA ) 
) s s .  

COUNTY OF STANISLAUS ) 

On April 11,2007, before me, Shanna Willis , Notary Public, personally 

appeared M. Wayne Padilla , personally known to me 

to be the person@$ whose name@$ i s k  subscribed to 

the within instrument and acknowledged to me that hekfrdtt.rep executed the same in his- 

authorized capac i tyw,  and that by his+b+thm signature@$ on the instrument the person@$, or 

the entity upon behalf of which the person@$ acted, executed the instrument. 

WITNESS my hand and official seal. 

//',,c,9(,& ~2~ J J ~ 7 -  

Notary's Signature 



CALIFORNIA ALL-PURPOSE ACKNOWLEDGMENT 

State of WJFORNIA 

County of SAN IWUEISCO 

On APRIL 13, 2007 before me, JOSEPHINE S . LIBUNAO, NOTARY PUBLIC 9 

DATE NAME, TITLE OF OFFICER - E.G , 'JANE DOE. NOTARY PUBLIC" 

personally appeared ROSALINDA RONQUILLO 9 

NAME(S) OF SIGNER(S) 

personally known to me - OR - proved to me on the basis of satisfactory evidence 
to be the person(s) whose name(s) islare 
subscribed to the within instrument and ac- 
knowledged to me that helshelthey executed 
the same in hislherltheir authorized 
capacity(ies), and that by hislherltheir 
signature(s) on the instrument the person(s), 
or the entity upon behalf of which the 
person(s) acted, executed the instrument. 

WlTN ESS my hand and official seal. 

0 
Though the data below is not required by law, it may prove valuable to persons relying on the document and could prevent 
fraudulent reattachment of this form. 

CAPACITY CLAIMED BY SIGNER DESCRIPTION OF ATTACHED DOCUMENT 

INDIVIDUAL 
CORPORATE OFFICER 

Amendment 112 To Site Lease 
TITLE OR TYPE OF DOCUMENT 

m ( S )  

PARTNER(S) LIMITED 
GENERAL 

AlTORNN-IN-FACT NUMBER OF PAGES 
TRUSTEE(S) 
GUARDIAWCONSERVATOR 
OTHER: 

DATE OF DOCUMENT 

SIGNER IS REPRESENTING: 
NAME OF PERSON(S) OR ENlTW(IES) 

SIGNER(S) OTHER THAN NAMED ABOVE 



Exhibit A 

Legal Description of the Sites 

1. The Police Headquarters Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Lots 1 thru 32, inclusive, in Block 71 of the City of Modesto, as per map recorded 
December 2 1, 1942 in Volume 15 of Maps, Stanislaus County Records. 

All that real property in the State of California, County of Stanislaus, City of Modesto, 
being a portion of the Northeast quarter of Section 32, Township 3 South, Range 9 East, 
Mount Diablo Base and Meridian, described as follows: 

That portion of the 20-foot alley in Block 71 as delineated on the Official Map of the City 
of Modesto, as per map filed December 2 1, 1942, in Volume 15 of Maps, Stanislaus 
County Records, described as follows: 

Beginning at the most Southerly comer of Lot 16 in said Block 7 1, said point being on 
the Northeastern line of said 20.00 foot alley in Block 71; thence along said Northeastern 
line of said alley, North 43" 29' 30" West, 150.00 feet, to the most Southerly comer of 
Lot 10 in Block 71 ; thence South 46" 30' 30" West, 20.0 feet, to the most Northerly 
comer of Lot 22 in Block 71, said point being on the Southwestern line of the 20.00 foot 
alley in Block 71; thence along said Southwestern line of said alley, South 43" 29' 30" 
East, 150.00 feet, to the most Easterly corner of Lot 17 in Block 7 1, said point being on 
the Northwestern line of 80.00 foot "F" Street; thence along said Northwester line of "F" 
Street, North 46" 30' 30" East, 20.00 feet, to the point of beginning. 

2. The Graceda Park Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

All of Blocks 53 1,532 and 533, inclusive, as per map filed December 2 1, 1942 in 
Volume 15 of Maps, Stanislaus County Records. 

3. The Floyd Park Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Parcels A and B as shown on that certain Parcel Map filed October 9, 1969 in Volume 7 
of Parcel Maps, page 68, Stanislaus County Records. 



4. The Wesson Ranch Park Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Parcel 1 as shown and designated on that certain Parcel Map filed January 28, 1980 in 
Volume 30 of Parcel Maps, at page 13, Stanislaus County Records. 

5. The Hollywood Park Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Lot 1 in Block 13 158 of HOLLYWOOD PARK NO. 2, according to the Official Map 
thereof, filed in the office of the County Recorder of Stanislaus County, California, on 
February 28, 1978 in Book 27 of Maps, at Page 44. 

6. The Riverside Neighborhood Park Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

PARCEL ONE: 
Parcels 1 and 1 -A as per Parcel Map recorded May 16, 1966 in Book 1 of Parcel Maps, 
Page 1 34, Stanislaus County Records. 

EXCEPTING THEREFROM Parcels B-1 and B-2 as per map filed June 5, 1974 in Book 
19 of Parcel Maps, Page 3 1, Stanislaus County Records. 

PARCEL TWO: 
Parcel A per map filed June 5, 1974 in Book 19 of Parcel Maps, Page 3 1, Stanislaus 
County Records. 

7. The Sipherd Park Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Parcel B as per map recorded August 14, 1974 in Book 19 of Parcel Maps, at Page 75, 
Stanislaus County Records. 

8. The Fire Station No. 1 Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Lots 17 thru 26, inclusive, in Block 8 1 of the CITY OF MODESTO, as per map thereof 
filed December 2 1, 1942 in Volume 15 of Maps, Stanislaus County Records. 



9. The Fire Station No. 3 Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Lots 1 and 2 in Block 2283 of DRY CREEK ESTATES NO. 1, according to the Official 
Map thereof filed in the Office of the Recorder of Stanislaus County, California, on 
December 13, 1966 in Volume 2 1 of Maps, Page 3, more 55. 

10, The Fire Station No. 5 Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

See Attachment I1 hereto. 

1 1. The Fire Station No. 6 Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Parcel C as per Parcel Map recorded August 17, 1977 in Book 25 of Parcel Maps, at Page 
83, Stanislaus County Records. 

12. The Fire Station No. 7 Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Parcel A as shown on that certain Parcel Map filed June 27, 1974 in Volume 19 of Parcel 
Maps, page 5 1, Stanislaus County Records. 

13. The McHenry Mansion Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Lots 17 thru 24, inclusive, in Block 122 of the CITY OF MODESTO, according to the 
Official Map thereof, filed in the office of the Recorder of Stanislaus County, California, 
on December 2 1, 1942 in Volume 15 of Maps. 

14. The Senior Citizens Center Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Lots 18 thru 3 1, inclusive, in Block 590 of the CITY OF MODESTO, as per map filed 
December 2 1, 1942 in Volume 15 of Maps, Stanislaus County Records. 



15. The Parking Lot No. 25 Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Lots 28 thru 32, inclusive, in Block 55 of the CITY OF MODESTO, as per Map filed 
December 2 1, 1942 in Volume 15 of Maps, Stanislaus County Records. 

16. The Parking Structure Site is described below. 

All that real property described in the County of Stanislaus, City of Modesto, described 
as follows: 

Lots 5-12 inclusive in Block 68 of the CITY OF MODESTO, according to the Official 
Map thereof, filed in the office of the Recorder of Stanislaus County, California, on 
December 2 1,1942 in Volume 15 of Maps. 
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CERTIFICATE OF THE CITY OF MODESTO 
PURSUANT TO SECTION 5.3 OF THE 1998 LEASE 

To: The Bank of New York Trust Company, N.A., successor to Harris Trust Company 
 of California, as trustee 
Modesto Public Financing Authority (the “Authority”) 
 

1. I hereby certify that I am the Finance Director/Treasurer of the City of Modesto 
(the “City”), a charter city and municipal corporation duly organized and existing under the laws 
of the State of California, and as such I am authorized to execute this certificate on behalf of the 
City. 

2. I am authorized to execute the (a) Amendment No. 3 to Lease/Purchase 
Agreement, dated as of April 18, 2007 (the “Amendment No. 3 to Lease/Purchase Agreement”), 
between the City and the Authority; and (b) Amendment No. 2 to Site Lease (Parks Project, 
Police Headquarters Building and Miscellaneous Public Properties), dated as of April 18, 2007, 
by and between the Authority and the City (the “Amendment No. 3 to Site Lease”), which 
provides for the release from the Lease/Purchase Agreement, dated as of March 1, 1998, as 
amended by Amendment No. 1 to Lease/Purchase Agreement, dated June 15, 2000 and 
Amendment No. 2 to Lease/Purchase Agreement, dated October 15, 2002 (as so amended, the 
“1998 Lease”), each between the City and the Authority and the Site Lease (Parks Project, Police 
Headquarters Building and Miscellaneous Public Properties), dated as of March 1, 1998, by and 
between the Authority and the City (the “1998 Site Lease”) of the following properties: 

(i)  Parcel No. 11, Morris Community Center, described as all of Block 603 of 
the City of Modesto as per map file December 21, 1942 in Volume 15 of Maps, 
Stanislaus County Records; and  

(ii)  Parcel No. 13, McHenry Museum, described as lots 27 through 32 in 
Block 113 of the City of Modesto as per map file December 21, 1942 in Volume 15 of 
Maps, Stanislaus County Records.  Excepting therefrom Lot 27, the Southeasterly 3 feet 
of the Southwesterly 97 feet thereof (collectively, the “Released Properties”). 

3. Based on the findings of an independent MAI real estate appraiser the portion of 
the Leased Property remaining under the 1998 Lease after the release of the Released Properties 
has a fair market value such that the Lease Payments (as defined in the 1998 Lease) being made 
by the City thereunder will not be reduced. 

4. Pursuant to Section 5.3(c) of the 1998 Lease, following the release of the 
Released Properties the remaining portion of the Leased Property has a useful life not less than 
the remaining term of the 1998 Lease. 

5. I hereby request the Authority to execute the Amendment No. 3 to 
Lease/Purchase Agreement and Amendment No. 2 to Site Lease, and the Authority and the 
Trustee to release the Released Properties and to reconvey the Released Properties to the City. 
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April 18, 2007 

City of Modesto 
Modesto, California 

Modesto Public Financing Authority 
Modesto, California 

The Bank of New York Trust Company, N.A., successor to 
    Harris Trust Company of California 
San Francisco, California 

Re: $61,430,000 
 Modesto Public Financing Authority 
 Lease Revenue Bonds 
 Series 1998 
 (Capital Improvements and Refinancing Project) 

Ladies and Gentlemen: 

We acted as Bond Counsel to the Modesto Public Financing Authority (the “Authority”) 
in connection with the issuance of its Lease Revenue Bonds, Series 1998 (Capital Improvements 
and Refinancing Project) (the “Bonds”) in the aggregate principal amount of $61,430,000.  The 
Bonds were issued pursuant to the Constitution and the laws of the State of California, including 
the Marks-Roos Local Bond Pooling Act of 1985, consisting of Article 4 of Chapter 5 of 
Division 7 of Title 1 (commencing with Section 6584) of the Government Code, as amended (the 
“Act”) of the State of California, a resolution adopted by the Board of Directors of the Authority 
on February 10, 1998, and a Trust Indenture (the “Trust Indenture”), dated as of March 1, 1998, 
by and between the Authority and The Bank of New York Trust Company, N.A., successor to 
Harris Trust Company of California, as trustee (the “Trustee”). 

In connection with the issuance of the Bonds, the City of Modesto (the “City”) leased 
certain real property to the Authority pursuant to a Site Lease (Parks Project, Police 
Headquarters Building and Miscellaneous Public Properties), dated as of March 1, 1998, as 
amended by Amendment No. 1 to Site Lease, date as of October 15, 2002 (as so amended, the 
“1998 City Site Lease”), each by and between the City and the Authority.  The Authority in turn 
leased the real property which was the subject of the 1998 City Site Lease to the City pursuant to 
the terms of the Lease/Purchase Agreement, dated as of March 1, 1998, as amended by 
Amendment No. 1 to Lease/Purchase Agreement, dated June 15, 2000 and Amendment No. 2 to 
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Lease/Purchase Agreement, dated October 15, 2002 (as so amended, the “1998 Lease/Purchase 
Agreement”), each between the City and the Authority.  The Bonds are secured as to payment 
from Lease Payments (as that term is defined in the Trust Indenture) to be made by the City to 
the Authority under the 1998 Lease/Purchase Agreement and certain other revenues and moneys 
pledged under the Trust Indenture. 

The City and the Authority have executed and delivered an Amendment No. 2 to Site 
Lease, dated April 18, 2007, accepted and agreed to by the Trustee (the “Amendment No. 2 to 
Site Lease”), and the Authority and the City have executed and delivered an Amendment No. 3 
to Lease/Purchase Agreement, dated April 18, 2007, accepted and agreed to by the Trustee (the 
“Amendment No. 3 to Lease/Purchase Agreement”), pursuant to which the Morris Community 
Center and the McHenry Museum (as described in the 1998 Lease Purchase/Agreement) are to 
be released from the 1998 City Site Lease and the 1998 Lease/Purchase Agreement. 

We have, as such counsel, reviewed the Trust Indenture, the 1998 City Site Lease, the 
1998 Lease/Purchase Agreement, Amendment No. 2 to Site Lease, Amendment No. 3 to 
Lease/Purchase Agreement and such other documents and matters as we deemed necessary to 
render this opinion.  We have assumed the genuineness of all documents and signatures 
presented to us.  We have not undertaken to verify independently, and have assumed, the 
accuracy of the factual matters represented, warranted or certified in the documents.  We have 
assumed compliance with all covenants and agreements contained in the Trust Indenture, 
including (without limitation) covenants and agreements compliance with which is necessary to 
assure that future actions, omissions or events will not cause interest on the Bonds to be included 
in gross income for federal income tax purposes.  Furthermore, we express no opinion with 
respect to the state or quality of title to any of the real or personal property described in the 
1998 City Site Lease, the 1998 Lease/Purchase Agreement, Amendment No. 2 to Site Lease, 
Amendment No. 3 to Lease/Purchase Agreement or the Trust Indenture, nor the accuracy or 
sufficiency of the description of any such property contained therein, nor do we express any 
opinion with respect to any deed of trust on such property. 

Based upon the foregoing and such other information and documents as we have 
considered necessary in order to render this opinion, we are of the opinion that: 

(1) the execution and delivery of Amendment No. 2 to Site Lease and Amendment 
No. 3 to Lease/Purchase Agreement (i) are authorized and in compliance with the Act and the 
Trust Indenture, and (ii) will not adversely affect the exclusion of interest on the Bonds from 
gross income for Federal income tax purposes and the exemption of interest on the Bonds from 
State of California personal income taxes; and 

(2) Amendment No. 3 to Lease/Purchase Agreement and Amendment No. 2 to Site 
Lease are legal, valid and binding obligations of the City and the Authority, respectively, 
enforceable against the City and the Authority, respectively, in accordance with their terms 
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except as the enforcement thereof may be limited by bankruptcy, insolvency, reorganization, 
arrangement, fraudulent conveyance, moratorium and other laws relating to or affecting the 
enforcement of creditors' rights generally, to the application of equitable principles (regardless 
of whether such enforceability is considered in equity or at law), to the exercise of judicial 
discretion in appropriate cases and to the limitations on legal remedies against joint exercise of 
powers authorities or cities in the State of California. In addition, we express no opinion with 
respect to any indemnification, contribution, penalty, choice of law, choice of forum, consent to 
non jury trial or waiver provisions contained in the foregoing documents. 

Respecthlly submitted, 



WRITTEN DIRECTION OF THE CITY OF MODEST0 
RELATING TO THE REIMBURSEMENT AGREEMENT 

To: Redevelopment Agency of the City of Modesto (the "Redevelopment Agency") 

The Bank of New York Trust Company, NA., as successor trustee (the "1998 Trustee") 
under the Trust Indenture, dated as of March 1, 1998 (the "1998 Indenture"), by and 
between the Authority and the Trustee, providing for the issuance of the Authority's 
$61,430,000 Lease Revenue Bonds, Series 1998 (Capital Improvements and Refinancing 
Project) (the "Series 1998 Bonds") and as trustee (the "2007 Trustee") under the 
Indenture, dated as of April 1, 2007 (the "2007 Indenture"), by and between the Modesto 
Public Financing Authority (the "Authority") and the Trustee , providing for the issuance 
of the Authority's $62,275,000 Lease Revenue Refunding and Capital Improvement 
Bonds Series 2007 (the "Series 2007 Bonds") 

1. The undersigned hereby certifies that he is the Finance DirectodTreasurer of the 
City of Modesto (the "City"), a charter city and municipal corporation duly organized and 
existing under the laws of the State of California, and as such he is authorized to execute this 
certificate on behalf of the City. 

2. Pursuant to the Reimbursement Agreement, dated as of March 1, 1998 (the 
"Reimbursement Agreement") between the Redevelopment Agency and the City the 
Redevelopment Agency is obligated to make certain reimbursement payments to the City as set 
forth in the attached Exhibit A. 

3. As a result of the rehnding of a portion of the Series 1998 Bonds and the issuance 
of the Series 2007 Bonds, the reimbursement obligation payable from the Redevelopment 
Agency to the City pursuant to that Reimbursement Agreement shall be reduced as shown on the 
amended payment schedule attached hereto as Exhibit B. 

4. As a result of the rehnding, only the amounts shown under the columns for 
"Series 1998 Bonds" shall be payable to the 1998 Trustee; the amounts shown under the columns 
"Series 2007 Bonds" shall be payable to the 2007 Trustee. Payments to the 2007 Trustee shall 
be directed as follows: 

The Bank of New York 
ABA #02 10000 18 
GLA 1 1 1-565 
Account Name: Modesto PFA 2007 Revenue FD 
Account Number: 198758 
REF: Josephine Libunao 4 1 5 263-24 1 8 

5. The Redevelopment Agency is hereby directed to make the payments as directed 
in this Written Direction of the City of Modesto. 



6. The 1998 Trustee and the 2007 Trustee are hereby directed to apply the amounts 
as set forth in the attached Exhibit B to the Series 1998 Bonds and the Series 2007 Bonds as 
indicated. 

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK] 



Dated: April 18,2007 
CITY OF MODEST0 

wayfie Padilla 
Finance DirectorITreasurer 

Acknowledged and Accepted by: 

THE BANK OF NEW YORK TRUST 
COMPANY, N.A., as successor trustee 
under the 1998 Indenture and as trustee 
under the 2007 Indenture 

Acknowledged and Accepted by: 

REDEVELOPMENT AGENCY OF THE 
CITY OF MODEST0 

By: 
V Authorized Officer 



EXHIBIT A 

Date Interest Total 



Date 
03/0 1 125 
0910 1 125 
0310 1 126 
09/0 1 /26 
0310 1 127 
0910 1 127 
03101128 
0910 1 128 
03/0 1 /29 
0910 1 129 
0310 1/30 
09/0 1/30 
03/01/3 1 
0910 113 1 
0310 1 132 
0910 1 I3 2 
03/0 1/33 
0910 1 I3 3 

Principal 
0.00 

910,000.00 
0.00 

994,000.00 
0.00 

1,070,000.00 
0.00 

1,155,000.00 
0.00 

1,2 15,000.00 
0.00 

1,285,000.00 
0.00 

1,350,000.00 
0.00 

1,425,000.00 
0.00 

1,495,000.00 
$1 8,490,000.00 

Interest 
275,97 1.89 
275,97 1.89 
253,221.89 
253,22 1.89 
228,346.89 
228,346.89 
20 1,596.89 
20 1,596.89 
172,72 1 -89 
172,72 1.89 
142,346.89 
142,346.89 
109,4 18.76 
109,418.76 
74,825.0 1 
74,825.01 
38,309.38 
38,309.38 

$25,171,752.58 

Total 
275,97 1.89 

1,185,971.89 
253,221.89 

1,248,22 1.89 
228,346.89 

1,298,346.89 
20 1,596.89 

1,356,596.89 
172,72 1.89 

1,387,72 1.89 
142,346.89 

1,427,346.89 
109,4 18.76 

1,459,4.18.76 
74,825.01 

1,499,825.01 
38,309.38 

1,533,309.38 
$43,661,752.58 



EXHIBIT B 

Date Series 1998 Bonds Series 2007 Bonds Total Payments 



9/1/2033 85,271.58 1,426,329.70 1,511,601.28 
Total $2,23 1,296.97 $33,676,728.09 $3 5,908,025.09 



CITY OF MODESTO, CALIFORNIA 
Public Financing Agency 

Lease Revenue and Lease Revenue Refunding Bonds 
Series 2007 
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