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GENERAL INFORMATION ABOUT THIS OFFICIAL STATEMENT 

Use of Official Statement. This Official Statement is submitted in connection with the sale of the Bonds 
referred to herein and may not be reproduced or used, in whole or in part, for any other purpose. This Official 
Statement is not to be construed as a contract with the purchasers of the Bonds. 

Estimates and Forecasts. When used in this Official Statement and in any continuing disclosure by the 
Corporation, in any press release and in any oral statement made with the approval of an authorized officer of the 
Corporation, the words or phrases “will likely result,” “are expected to”, “will continue”, “is anticipated”, 
“estimate”, “project,” “forecast”, “expect”, “intend” and similar expressions identify “forward looking statements” 
within the meaning of the Private Securities Litigation Reform Act of 1995. Such statements are subject to risks and 
uncertainties that could cause actual results to differ materially from those contemplated in such forward-looking 
statements. Any forecast is subject to such uncertainties. Inevitably, some assumptions used to develop the forecasts 
will not be realized and unanticipated events and circumstances may occur. Therefore, there are likely to be 
differences between forecasts and actual results, and those differences may be material. The information and 
expressions of opinion herein are subject to change without notice, and neither the delivery of this Official 
Statement nor any sale made hereunder shall, under any circumstances, give rise to any implication that there has 
been no change in the affairs of the Authority or the Corporation since the date hereof.  

Limit of Offering. No dealer, broker, salesperson or other person has been authorized by the Authority to 
give any information or to make any representations in connection with the offer or sale of the Bonds other than 
those contained herein and if given or made, such other information or representation must not be relied upon as 
having been authorized by the Authority or the Underwriters. This Official Statement does not constitute an offer to 
sell or the solicitation of an offer to buy nor shall there be any sale of the Bonds by a person in any jurisdiction in 
which it is unlawful for such person to make such an offer, solicitation or sale. 

Involvement of Underwriters. The Underwriters have reviewed the information in this Official Statement 
in accordance with, and as a part of, their responsibilities to investors under the Federal Securities Laws as applied 
to the facts and circumstances of this transaction, but the Underwriters do not guarantee the accuracy or 
completeness of such information. 

Information Subject to Change and Complete Documentation. The information and expressions of 
opinions herein are subject to change without notice and neither delivery of this Official Statement nor any sale 
made hereunder shall, under any circumstances, create any implication that there has been no change in the affairs of 
the Authority, the Office or the Corporation since the date hereof. All summaries of the documents referred to in this 
Official Statement, are made subject to the provisions of such documents, respectively, and do not purport to be 
complete statements of any or all of such provisions. 

The Authority. The information relating to the Authority contained herein under the heading “THE 
AUTHORITY” and “ABSENCE OF MATERIAL LITIGATION – The Authority” has been furnished by the 
Authority.  All other information contained herein has been obtained from the Corporation and other sources (other 
than Authority) that are believed to be reliable, but it is not guaranteed as to accuracy or completeness by and is not 
to be relied upon or construed as a promise or representation by the Authority. 

Offer and Sale of Bonds. The Underwriters may offer and sell the Bonds to certain dealers and others at 
prices lower than the public offering prices set forth on the cover page hereof and said public offering prices may be 
changed from time to time by the Underwriters. 

 THE BONDS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS 
AMENDED, IN RELIANCE UPON AN EXCEPTION FROM THE REGISTRATION REQUIREMENTS 
CONTAINED IN SUCH ACT. THE BONDS HAVE NOT BEEN REGISTERED OR QUALIFIED UNDER 
THE SECURITIES LAWS OF ANY STATE. THESE SECURITIES HAVE NOT BEEN RECOMMENDED 
BY A FEDERAL OR STATE SECURITIES COMMISSION OR REGULATORY AUTHORITY.  
FURTHERMORE, THE FOREGOING AUTHORITIES HAVE NOT CONFIRMED THE ACCURACY OR 
DETERMINED THE ADEQUACY OF THIS DOCUMENT.  ANY REPRESENTATION TO THE 
CONTRARY IS A CRIMINAL OFFENSE. 
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OFFICIAL STATEMENT 
$2,910,000 

ABAG FINANCE AUTHORITY FOR NONPROFIT CORPORATIONS
Insured Revenue Bonds 

(Kinship Center) 
2006 Series A 

INTRODUCTORY STATEMENT 

This Official Statement is furnished in connection with the offering of $2,910,000 aggregate principal 
amount of Insured Revenue Bonds (Kinship Center), 2006 Series A (the “Bonds”) issued by the ABAG Finance 
Authority for Nonprofit Corporations (the “Authority”). All capitalized terms used in this Official Statement and not 
otherwise defined herein have the same meanings as in that certain Indenture, dated as of March 1, 2006 (the 
“Indenture”), by and between the Authority and U.S. Bank National Association, San Francisco, California, as 
trustee (the “Trustee”), or as in that certain Regulatory Agreement, dated as of March 1, 2006 (the “Regulatory 
Agreement”), by and among the Authority, Kinship Center, a California nonprofit public benefit corporation (the 
“Corporation”), and the Office of Statewide Health Planning and Development of the State of California (the 
“Office”). See APPENDIX C – “SUMMARY OF PRINCIPAL LEGAL DOCUMENTS – Definitions.” 

 The Bonds will be issued under Chapter 5 of Division 7 of Title 1 (commencing with section 6500) of the 
California Government Code (the “Act”), and the Indenture. The proceeds of the sale of the Bonds will be loaned to 
the Corporation pursuant to a Loan Agreement, dated as of March 1, 2006, between the Authority and the 
Corporation (the “Loan Agreement”) and, together with certain funds provided by the Corporation, will be used to 
refinance an existing bank loan, currently outstanding in the approximate principal amount of $2,470,000, incurred 
for the purpose of constructing a 27,000 square foot facility to house its administrative and business operation 
offices, a mental health clinic and health-related programs in Salinas, California, to fund the Bond Reserve Account 
in an amount equal to the Bond Reserve Account Requirement, and to pay a portion of the costs of issuance of the 
Bonds, including certain insurance premiums applicable to the Bonds. See “ESTIMATED SOURCES AND USES 
OF FUNDS” herein. Pursuant to the Loan Agreement, the Corporation will be required to make payments to the 
Authority sufficient to pay all principal of, interest and premium, if any, on the Bonds. Such payments constitute 
revenues of the Authority (the “Revenues” as defined herein) pledged for payment of the Bonds.  

 In accordance with the California Health Facility Construction Loan Insurance Law, Chapter 1 of Part 6 of 
Division 107 of the California Health and Safety Code (the “Insurance Law”), the Authority and the Corporation 
will enter into a Contract of Insurance (the “Contract of Insurance”), dated as of March 1, 2006, and the Regulatory 
Agreement with the Office pursuant to which the Office will insure the payment of the principal of and interest on 
the Bonds. If moneys are not available to pay the principal of or interest on the Bonds, the Office shall continue to 
make payments on the Bonds or shall instruct the Trustee to declare the principal of all Bonds then Outstanding and 
interest accrued thereon to be due and payable immediately and make payment of such principal and interest, and, 
upon the occurrence of certain events, shall notify the Treasurer of the State of California and the Treasurer shall 
issue debentures to the holders of the Bonds fully and unconditionally guaranteed by the State in an amount equal to 
the principal of and accrued interest on the Bonds. For a more detailed description of the obligation of the Office to 
insure the payment of the principal of and interest on the Bonds, including the circumstances under which the 
insurance may be canceled and the procedures with respect to insurance default, and the obligations of the 
Corporation pursuant to the Regulatory Agreement, see “SECURITY FOR THE BONDS - California Health 
Facility Construction Loan Insurance Program” herein and APPENDIX C – “SUMMARY OF PRINCIPAL LEGAL 
DOCUMENTS – Contract of Insurance” and – “Regulatory Agreement”.  
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THE AUTHORITY 

The Authority is a joint powers agency duly organized and existing under the laws of the State of 
California.  The Authority was formed pursuant to the terms of a Joint Powers Agreement, dated as of April 1, 1990, 
as amended as of September 18, 1990 and June 9, 1992, and the Act in order to assist nonprofit corporations and 
other entities to obtain financing for projects located within the several jurisdictions of Authority members with 
purposes serving the public interest. 

THE BONDS ARE SPECIAL OBLIGATIONS OF THE AUTHORITY, PAYABLE SOLELY 
FROM AND SECURED BY THE PLEDGE OF REVENUES PURSUANT TO THE INDENTURE.  
NEITHER THE AUTHORITY, THE ASSOCIATION OF BAY AREA GOVERNMENTS (“ABAG”) OR 
THE MEMBERS OF THE AUTHORITY OR ABAG SHALL BE DIRECTLY OR INDIRECTLY OR 
CONTINGENTLY OR MORALLY OBLIGATED TO USE ANY OTHER MONEYS OR ASSETS OF THE 
AUTHORITY, ABAG OR ANY OF ITS MEMBERS TO PAY ALL OR ANY PORTION OF DEBT 
SERVICE DUE ON THE BONDS.  THE BONDS AND THE OBLIGATION TO PAY PRINCIPAL OF AND 
INTEREST THEREON AND ANY REDEMPTION, PREMIUM WITH RESPECT THERETO DO NOT 
CONSTITUTE AN INDEBTEDNESS OR AN OBLIGATION OF THE AUTHORITY OR ABAG, THE 
STATE OF CALIFORNIA OR ANY POLITICAL SUBDIVISION THEREOF, WITHIN THE MEANING 
OF ANY CONSTITUTIONAL OR STATUTORY DEBT LIMITATION, OR A CHARGE AGAINST THE 
GENERAL CREDIT OR TAXING POWERS OF ANY OF THEM, BUT SHALL BE PAYABLE SOLELY 
FROM THE REVENUES DESCRIBED HEREIN.  NO OWNER OF THE BONDS SHALL HAVE THE 
RIGHT TO COMPEL THE EXERCISE OF THE TAXING POWER OF THE STATE OF CALIFORNIA 
OR ANY POLITICAL SUBDIVISION THEREOF TO PAY ANY PRINCIPAL OF, PURCHASE PRICE, 
PREMIUM, IF ANY, OR INTEREST ON THE BONDS.  NEITHER THE AUTHORITY NOR ABAG HAS 
ANY TAXING POWER. 

THE CORPORATION 

 The Corporation is a California nonprofit public benefit corporation as described in Section 501(c)(3) of the 
Code and is exempt from income taxation pursuant to Section 501(a) of the Code. For more detailed information 
concerning the history, governance, organization, facilities, operations, and financial performance of the 
Corporation, see APPENDIX A - “INFORMATION CONCERNING THE CORPORATION” and APPENDIX B – 
“AUDITED FINANCIAL STATEMENTS OF THE CORPORATION.” 

THE PROJECT 

 A portion of the proceeds of the Bonds will be used to refinance an existing bank loan to the Corporation, 
currently outstanding in the approximate principal amount of $2,470,000, incurred for the purpose of constructing a 
27,000 square foot facility to house the Corporation’s administrative and business operation offices, a mental health 
clinic, and health related programs located at 124 River Road, Salinas, California (the “Project”), owned and 
operated by the Corporation in connection with the provision of its children’s mental health clinics, services to 
relatives who are providing homes to children, adoptive family wrap-around services, foster family care and 
adoption placement services. 

 Proceeds of the Bonds will also be used to fund the Bond Reserve Account and to pay a portion of the costs 
of the issuance of the Bonds.  See “ESTIMATED SOURCES AND USES OF FUNDS” herein. 
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THE BONDS 

General 

 The Bonds will be dated as of their date of delivery, and will bear interest at the rates set forth on the cover 
page of this Official Statement, payable semi-annually on each March 1 and September 1, commencing 
September 1, 2006. Subject to the redemption provisions set forth below, the Bonds will be payable at the principal 
corporate trust office of the Trustee, in San Francisco, California. Interest on the Bonds will be payable by check 
mailed by the Trustee on each interest payment date to the registered owners thereof as of the 15th day of the 
calendar month preceding the interest payment date (a “Record Date”) at the address shown on the registration 
books maintained by the Trustee. Upon written request of any owner of at least $1,000,000 aggregate principal 
amount of Bonds received by the Trustee before the Record Date, interest will be paid by wire transfer to an account 
within the United States. The Bonds are issuable only in fully registered form in denominations of $5,000 or any 
integral multiple thereof. So long as the book-entry system is in effect with respect to the Bonds, payments of the 
principal of and premium (if any) and interest on the Bonds will be made by the Trustee to The Depository Trust 
Company (“DTC”) or its nominee. See “Book-Entry System” below.  

Redemption 

Optional Redemption. The Bonds maturing on or after March 1, 2015, are subject to redemption prior to 
their stated maturity, at the option of the Authority (which option shall be exercised as directed by the Corporation), 
in whole or in part by lot (in such maturities as are designated by the Corporation, or if the Corporation fails to so 
designate, in inverse order of maturity, and by lot within a maturity) on any date, upon at least forty-five (45) days 
prior written notice to the Trustee from the Corporation, from any source of available moneys, on or after March 1, 
2014, at the following redemption prices (expressed as a percentage of the principal amount of the Bonds called for 
redemption), together with accrued interest to the date fixed for redemption: 

Redemption Period 
(Both Dates Inclusive) Price (%)

March 1, 2014 through February 28, 2015 102 
March 1, 2015 through February 29, 2016 101 
March 1, 2016 and thereafter 100 

Special Redemption. The Bonds are also subject to redemption prior to their respective stated maturities at 
the option of the Authority (which option shall be exercised as directed by the Corporation) in whole on any date, or 
in any part (in such amounts and of such maturities as may be specified by the Corporation, or if the Corporation 
fails to designate such maturities, in inverse order of maturity and by lot) on any interest payment date, upon forty-
five (45) days prior written notice to the Trustee from the Corporation.  Such redemption will be effected with 
moneys required to be deposited in the Special Redemption Account, which the Corporation has received from 
insurance or condemnation proceeds, at the principal amount of the Bonds redeemed plus accrued interest to the date 
fixed for redemption, without premium. 

General Redemption Provisions. Notice of redemption shall be mailed by first class mail to the Owners of 
any Bonds designated for redemption at their addresses appearing on the registration books of the Trustee, not less 
than 30 days nor more than 60 days prior to the redemption date. Failure of the Trustee to give notice to a 
Bondholder or any defect in such notice shall not affect the validity of the redemption of any of the Bonds for which 
notice of redemption was given in accordance with the Indenture. 

 Each notice of redemption shall state the redemption date, the place or places of redemption, the maturities, 
the date of issue of the Bonds, the CUSIP number (if any) of the maturity or maturities and, if less than all of any 
such maturity, the distinctive numbers (or inclusive ranges of distinctive numbers) of the Bonds of such maturity, 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 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 fully registered 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. Neither the Authority nor the Trustee shall have any responsibility for any defect in the 
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CUSIP number that appears on any Bond or in any redemption notice with respect thereto, and any such redemption 
notice may contain a statement to the effect that CUSIP numbers have been assigned by an independent service for 
convenience of reference and that neither the Authority nor the Trustee shall be liable for any inaccuracy in such 
numbers. 

 From and after the redemption date, the Bonds so called for redemption shall cease to accrue interest or be 
entitled to any benefit or security under the Indenture, and the Holders of said Bonds shall have no rights in respect 
thereof except to receive payment of the Redemption Price plus accrued interest to the redemption date. 

 As long as the book-entry system is in effect with respect to the Bonds, all notices of redemption will be 
mailed to DTC (or its nominee), as the holder of the Bonds. See “Book-Entry System” below. 

Debt Service Requirements 

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

Year Ending 
(March 1)

 Principal 
 Payments  Interest

 Total 
 Debt Service

    
2007 $ 75,000.00 $120,512.62 $195,512.62 
2008 70,000.00 122,515.00 192,515.00 
2009 75,000.00 120,065.00 195,065.00 
2010 80,000.00 117,365.00 197,365.00 
2011 80,000.00 114,445.00 194,445.00 
2012 85,000.00 111,485.00 196,485.00 
2013 85,000.00 108,297.50 193,297.50 
2014 90,000.00 105,025.00 195,025.00 
2015 95,000.00 101,470.00 196,470.00 
2016 95,000.00 97,670.00 192,670.00 
2017 100,000.00 93,975.00 193,775.00 
2018 105,000.00 89,575.00 194,575.00 
2019 110,000.00 85,112.50 195,112.50 
2020 115,000.00 80,382.50 195,382.50 
2021 120,000.00 75,380.00 195,380.00 
2022 125,000.00 70,160.00 195,160.00 
2023 130,000.00 64,660.00 194,660.00 
2024 135,000.00 58,875.00 193,875.00 
2025 140,000.00 52,800.00 192,800.00 
2026 150,000.00* 46,500.00 196,500.00 
2027 155,000.00* 39,525.00 194,525.00 
2028 160,000.00* 32,317.50 192,317.50 
2029 170,000.00* 24,877.50 194,877.50 
2030 180,000.00* 16,972.50 196,972.50 
2031 185,000.00 8,602.50 193,602.50 

* Indicates mandatory sinking account payment. 

Book-Entry System 

 The Depository Trust Company, New York, New York (“DTC”), will act as securities depository for the 
Bonds.  The Bonds will be delivered as one fully registered Bond for each of the maturities of the Bonds, registered 
in the name of DTC or its nominee, Cede & Co., as registered owner of all the Bonds.  The Bonds will be retained 
and immobilized in the custody of DTC. 

 DTC, the world’s largest 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 assets servicing for over 2 million issues of U.S. and non-U.S. equity issues, 
corporate and municipal debt issues, and money market instruments from over 85 countries that DTC’s participants 
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(“Direct Participants”) deposit with DTC.  DTC also facilities 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, Government Securities Clearing Corporation, 
MBS Clearing Corporation and Emerging Markets Clearing Corporation (NSCC, GSCC, MBSCC, 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.  More information can be found at www.dtcc.com. 

Purchases of Bonds under the DTC system must be made by or through Direct Participants, which will 
receive a credit for the Bonds on DTC’s records.  The ownership interest of each actual purchaser of each Bond 
(“Beneficial Owner”) is in turn to be recorded on the Direct Participants’ and Indirect Participants’ records.  
Beneficial Owners will not receive written confirmation from DTC of their purchases, but Beneficial Owners are 
expected to receive written confirmations providing details of the transaction, as well as periodic statements of their 
holdings, from the Direct Participant 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 
the Direct Participants and Indirect Participants acting on behalf of Beneficial Owners.  Beneficial Owners will not 
receive certificates representing their ownership interests in the Bonds except in the event that use of the book-entry 
system for the Bonds is discontinued. 

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 the Bonds with DTC and their registration in the name of Cede & Co. or such 
other 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 Participants and Indirect 
Participants will remain responsible for keeping account of their holdings on behalf of their customers. 

Conveyance of notices and other communications by DTC to 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 the Bonds may wish to take certain steps to augment transmission to them of notices of 
significant events with respect to the Bonds, such as redemptions, tenders, defaults and proposed amendments to the 
security documents.  Beneficial Owners of the Bonds may wish to ascertain that the nominee holding the Bonds for 
their benefit has agreed to obtain and transmit notices to Beneficial Owners, or in the alternative, Beneficial Owners 
may wish to provide their names and addresses to the registrar and request that copies of the notices be provided 
directly to them. 

Redemption notices will be sent to DTC.  If less than all of the Bonds within a maturity are being 
redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such Bonds 
to be redeemed. 

Neither DTC or Cede & Co. (nor such other DTC nominee) will consent or vote with respect to the Bonds. 
Under its usual procedures, DTC mails an Omnibus Proxy to the Trustee 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 
the Bonds are credited on the record date (identified in a listing attached to the Omnibus Proxy). 

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 Trustee or Paying Agent on a payable date in 
accordance with their respective holdings shown on DTC’s records.  Payments by Direct Participants or Indirect 
Participants to Beneficial Owners will be governed by standing instructions and customary practices, as is the case 
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with securities held for the accounts of customers in bearer form or registered in “street name,” and will be the 
responsibility of such Direct Participant or Indirect Participant and not of DTC, the Trustee or the Corporation, 
subject to any statutory or regulatory requirements as may be in effect from time to time.  Payment of principal and 
interest to Cede & Co. (or such other nominee as may be requested by an authorized representative of DTC) is the 
responsibility of the Trustee, disbursement of such payments to Direct Participants shall be the responsibility of 
DTC, and disbursement of such payments to the Beneficial Owners shall be the responsibility of Direct Participants 
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 Corporation or the Trustee.  Under such circumstances, in the event that a 
successor securities depository is not obtained, definitive bond certificates are required to be printed and delivered. 

The Corporation may decide to discontinue use of the system of book-entry transfers through DTC (or a 
successor securities depository).  In that event definitive bond certificates will be printed and delivered. 

The information in this section concerning DTC and DTC’s book-entry system has been obtained from 
DTC and the Corporation takes  no responsibility for the accuracy thereof. 

 THE TRUSTEE, AS LONG AS A BOOK-ENTRY METHOD IS USED FOR THE BONDS, WILL 
SEND ANY NOTICE OF REDEMPTION OR OTHER NOTICES TO OWNERS OF THE BONDS ONLY TO 
DTC.  ANY FAILURE OF DTC TO ADVISE ANY DIRECT PARTICIPANT, OR OF ANY INDIRECT 
PARTICIPANT TO NOTIFY THE BENEFICIAL OWNER, OF ANY SUCH NOTICE AND ITS CONTENT 
OR EFFECT WILL NOT AFFECT THE VALIDITY OR SUFFICIENCY OF THE PROCEEDINGS 
RELATING TO THE REDEMPTION OF THE BONDS CALLED FOR REDEMPTION OR OF ANY 
OTHER ACTION PREMISED ON SUCH NOTICE.  THE TRUSTEE, THE AUTHORITY, THE 
CORPORATION AND THE UNDERWRITERS OF THE BONDS HAVE NO RESPONSIBILITY OR 
LIABILITY FOR ANY ASPECTS OF THE RECORDS RELATING TO OR PAYMENTS MADE ON 
ACCOUNT OF BENEFICIAL OWNERSHIP, OR FOR MAINTAINING, SUPERVISING OR REVIEWING 
ANY RECORDS RELATING TO BENEFICIAL OWNERSHIP, OF THE BONDS.

 The Authority and the Corporation cannot and do not give any assurances that DTC, the Direct 
Participants, the Indirect Participants or others will distribute payments of any amount in respect of the 
principal amount or redemption price of or interest on the Bonds paid to DTC or its nominee as the registered 
owner, or any redemption or other notices, to the Beneficial Owners, or that they will do so on a timely basis, or 
that DTC will service and act in the manner described in this Official Statement. 

 SO LONG AS CEDE & CO. IS THE REGISTERED OWNER OF THE BONDS, AS NOMINEE OF 
DTC, REFERENCES HEREIN TO THE BONDHOLDERS OR REGISTERED HOLDERS OF THE BONDS, 
WILL MEAN CEDE & CO. AND WILL NOT MEAN THE BENEFICIAL OWNERS OF THE BONDS. 

SECURITY FOR THE BONDS 

California Health Facility Construction Loan Insurance Program 

Description. The Corporation has received a conditional commitment for insurance from the Office of the 
Authority’s payment of the principal of and the interest on the Bonds. The California Health Facility Construction 
Loan Insurance Program (the “Program”) is authorized by Article XVI, Section 4 of the California Constitution and 
is provided for in the Insurance Law. The Program is operated by the Office, which has adopted regulations 
implementing the Program. Under the Insurance Law, the Office is currently authorized to insure health facility 
construction, improvement and expansion loans, as specified in the Insurance Law, to a total of not more than 
$3,000,000,000. The insurance of payment of the principal of and interest on the Bonds is evidenced by the Contract 
of Insurance and the Regulatory Agreement, both of which will be entered into by the Office, the Authority and the 
Corporation, concurrently with the execution and delivery of the Bonds. The Regulatory Agreement sets out many 
of the financial covenants of the Corporation relating to, among other things, the maintenance of specified debt 
service coverage levels and the limitations on incurrence of additional indebtedness or disposition of assets by the 
Corporation. Prospective holders of the Bonds should note that the provisions of the Regulatory Agreement may be 
amended with the consent of the Office without the necessity of obtaining the consent of the holders of the Bonds or 
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the holders of Parity Debt. See “Rights of the Office Under the Regulatory Agreement” herein and APPENDIX C – 
“SUMMARY OF PRINCIPAL DOCUMENTS—Regulatory Agreement” hereto. 

The full amount of the principal of and interest, but no redemption premium, if any, on the Bonds is 
insured under the Program and is backed by the full faith and credit of the State. Reference is made to the official 
statement relating to the general obligation bonds most recently issued by the State (at www.treasurer.ca.gov, under 
the heading “Bonds - Public Financing”), annual reports filed by the State with nationally recognized municipal 
securities information repositories and relating to the State’s general obligation bonds for financial information 
relating to the general fund of the State and the biennial Actuarial and Asset Allocation Study for the Program, 
available upon request from the Office. 

Insurance Law section 129050, subsection (a) requires that a loan must be secured by a first mortgage, first 
deed of trust, or first priority lien on an interest of the borrower in real property and any other security agreement as 
the Office may require. For this purpose, the Corporation will grant a security interest in the Gross Revenues under 
the Loan Agreement and the Corporation will enter into a first Deed of Trust. See “SECURITY AND SOURCE OF 
PAYMENT FOR THE BONDS—Pledge Under the Indenture; Pledge of Gross Revenues” and “—Deed of Trust” 
herein and APPENDIX C – “SUMMARY OF PRINCIPAL DOCUMENTS—Deed of Trust” hereto. 

The Program is financed by an application fee of 0.5 percent of the loan applied for, but not to exceed $500 
(Insurance Law section 129090), an inspection fee not in excess of 0.4 percent of the Corporation loan that is 
insured (Insurance Law section 129035), and an insurance premium due in full at closing not in excess of 3.0 
percent of the total amount of principal and interest payable over the term of the loan. (Insurance Law section 
129040). The fees and premiums charged are deposited in the Health Facility Construction Loan Insurance Fund 
(the “HFCLIF”) that is established by the Insurance Law (sections 129010, subsection (g) and 129200) and used to 
defray administrative expenses of the Program, to cure defaults on loans and to pay principal of and interest on 
debentures issued by the Treasurer of the State in payment of insurance claims. 

Incontestability. Under Insurance Law section 129110, the Contract of Insurance is incontestable from the 
date of execution thereof, except in case of fraud or misrepresentation on the part of the lender. 

Cancellation. The Insurance Law and the Contract of Insurance impose certain continuing obligations on 
the Corporation as a condition of insuring the Bonds but specify that the remedies for breach of these obligations 
shall not include withdrawal or cancellation of the insurance. The insurance provided by the Contract of Insurance 
will terminate in the event that the Bonds are defeased pursuant to the Indenture. 

Benefits Upon Default. If there is an event of default as specified under the Indenture (“Event of Default”), 
the Trustee must notify the Office. The Trustee also must notify the Office if thirty days prior to an interest or 
principal payment date there are not sufficient available moneys held by the Trustee in the Revenue Fund (other than 
in the Bond Reserve Account) to make the next payment of principal or interest on the Bonds. 

Pursuant to the Regulatory Agreement, if there is an Event of Default and the Trustee has notified the 
Office that available moneys in the Principal and Interest Accounts will be insufficient to pay in full the next 
succeeding payment of interest and/or principal when due, the Office shall cause a sufficient amount to be deposited 
in the Principal Account and/or Interest Account at least three Business Days prior to the date on which such 
payment is due. The money will come from the Bond Reserve Account held under the Indenture or from the 
HFCLIF. The obligation of the Corporation to repay any money advanced from the HFCLIF is secured by the Deed 
of Trust.  

Following an Event of Default, the Office may either (i) continue to approve such transfers or make such 
payments described in the preceding paragraph as are necessary to provide for the timely payment of the principal of 
and interest on the Bonds, (ii) accept title to the Facilities from the Trustee upon foreclosure pursuant to the Deed of 
Trust or otherwise, (iii) accept an assignment of the security interest created under the Deed of Trust and of all 
claims under the Loan Agreement, or (iv) instruct the Trustee to declare the principal of all Bonds then outstanding 
and the interest due thereon to be immediately due and payable and make such payment from the HFCLIF. The 
Regulatory Agreement provides that, upon receipt by the Office of title to the Facilities or assignment of the security 
interest in the Deed of Trust and upon surrender of the Bonds to the Office, the Office shall notify the Treasurer of 
the State and the Treasurer shall issue debentures to the Trustee for the benefit of the holders of the Bonds so 
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surrendered in an amount equal to the total face value of the outstanding principal of and accrued but unpaid interest 
on the Bonds, for the term and at the interest rate payable on the Bonds. 

While the Office has not requested the issuance of and the Treasurer of the State has not issued any such 
debentures and while definitive procedures for their issuance have not been established, including procedures 
covering matters such as compliance with the provisions of the Code and the Treasury Regulations promulgated 
thereunder, the Office has all necessary power to establish such procedures, and it is expected that such procedures 
would be established and that interest on such debentures would not be includable in the gross income of the holders 
of the Bonds for purposes of federal income taxation and would be exempt under the law as in effect on the date 
hereof from State personal income taxes. Upon the occurrence of certain Events of Default under the Indenture, 
there is the possibility that the interest on the Bonds could become subject to federal income taxation. The Indenture 
provides that there shall be no acceleration of the principal of and interest on the Bonds in the Event of Default 
under the Indenture without the consent of the Office. If the Bonds were declared taxable by the Internal Revenue 
Service (the “IRS”) or another appropriate authority, thereby resulting in an Event of Default under the Indenture, 
and if the Office did not consent to an acceleration, the Bondholders would continue to receive interest payments, 
but those interest payments would not be excludable from gross income for federal income tax purposes. See 
APPENDIX C – “SUMMARY OF PRINCIPAL DOCUMENTS—The Indenture—Events of Default and 
Acceleration of Maturities.”  

Under the Insurance Law, payments of principal of and interest on the Bonds or payments on the 
debentures would be made by the Office from the HFCLIF.  

At the request of the Office, Milliman USA (“Milliman”) completed a study in February of 2003 (the 
“2002 Actuarial Study”) to evaluate, among other matters, (1) the reserve sufficiency of the HFCLIF as of June 30, 
2002; and (2) the risk to the State General Fund from the Program.  In the 2002 Actuarial Study, Milliman 
concluded that the HFCLIF, as of June 30, 2002, which at that time had approximately $181 million, appeared to be 
sufficient, assuming “normal and expected” conditions, and that the HFCLIF should maintain a positive balance 
over a period of 15 years.  Even assuming abnormal and unexpected events, Milliman found that HFCLIF reserves 
would protect against any General Fund losses for 11 years.  As of December 31,2005, the principal amount of loans 
insured under the Program was approximately $1,246,240,625 and the cash balance of the HFCLIF was 
approximately $170,862,917.  A copy of the 2002 Actuarial Study is available upon request to: Office of Statewide 
Health Planning and Development, Cal-Mortgage Loan Insurance Division, 300 Capitol Mall, Suite 1500, 
Sacramento, CA 95814, Telephone:  (916) 324-9957; email: cminsure@oshpd.ca.gov. 

The moneys in the HFCLIF are continuously appropriated to pay obligations insured by the Office under 
the Insurance Law. Insurance Law section 129215 states: “The Health Facility Construction Loan Insurance Fund, 
established pursuant to Section 129200, shall be a trust fund and neither the fund nor the interest or other earnings 
generated by the fund shall be used for any purpose other than those purposes authorized by this chapter.” 

In the event that the Office fails to make any payments when due, the State Treasurer will be obligated to 
pay such amounts authorized to be appropriated to the holders of the debentures. As stated in Insurance Law section 
129160, subsection (b), “In the event of a default, any debenture issued under this article shall be paid on a par with 
general obligation bonds issued by the state.” 

FOR A FURTHER DESCRIPTION OF THE PROVISIONS OF THE REGULATORY AGREEMENT 
AND THE CONTRACT OF INSURANCE, SEE APPENDIX C – “SUMMARY OF PRINCIPAL DOCUMENTS.” 

Bankruptcy. In the event of bankruptcy of the Corporation, the rights and remedies of the Holders of the 
Bonds are subject to various provisions of the federal Bankruptcy Code. If the Corporation were to file a petition in 
bankruptcy, payments made by the Corporation during the 90-day (or perhaps one-year) period immediately 
preceding the filing of such petition may be avoidable as preferential transfers to the extent such payments allow the 
recipients thereof to receive more than they would have received in the event of the Corporation’s liquidation. 
Security interests and other liens granted to a Trustee and perfected during such preference period also may be 
avoided as preferential transfers to the extent such security interest or other lien secures obligations that arose prior 
to the date of such perfection. Such a bankruptcy filing would operate as an automatic stay of the commencement or 
continuation of any judicial or other proceeding against the Corporation and its property and as an automatic stay of 
any act or proceeding to enforce a lien upon or to otherwise exercise control over its property as well as various 
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other actions to enforce, maintain or enhance the rights of a Trustee. If the bankruptcy court so ordered, the property 
of the Corporation, including accounts receivable and proceeds thereof, could be used for the financial rehabilitation 
of the Corporation despite any security interest of a Trustee therein. The rights of the Trustee to enforce its security 
interests and other liens it may have could be delayed during the pendency of the rehabilitation proceeding. 

The Corporation could file a plan for the adjustment of its debts in any such proceeding, which plan could 
include provisions modifying or altering the rights of creditors generally or any class of them, secured or unsecured. 
The plan, when confirmed by a court, binds all creditors who had notice or knowledge of the plan and, with certain 
exceptions, discharges all claims against the debtor to the extent provided for in the plan. No plan may be confirmed 
unless certain conditions are met, among which are conditions that the plan be feasible and that it shall have been 
accepted by each class of claims impaired thereunder. Each class of claims has accepted the plan if at least two-
thirds in dollar amount and more than one-half in number of the class cast votes in its favor. Even if the plan is not 
so accepted, it may be confirmed if the court finds that the plan is fair and equitable with respect to each class of 
non-accepting creditors impaired thereunder and does not discriminate unfairly. 

Pursuant to the Indenture, the Office shall have the right to vote in the place and stead of all Holders of 
Bonds with respect to any plan of reorganization on any agreement for composition of creditors and on any 
assignment for the benefit of creditors. 

In the event of bankruptcy of the Corporation, there is no assurance that certain covenants, including tax 
covenants, contained in the Loan Agreement or other documents would survive. Accordingly, a bankruptcy trustee 
could take action that would adversely affect the exclusion of interest on the Bonds from gross income for federal 
income tax purposes. 

Rights of the Office Under the Regulatory Agreement. The Regulatory Agreement grants the Office 
extensive rights, including the right to attend and participate in all meetings of the Corporation’s Boards of 
Directors. Additionally, the Regulatory Agreement prohibits the Corporation, without first obtaining the consent of 
the Office, from: 

1. affiliating with, merging into, or consolidating with any individual, company, organization, 
partnership or other legal entity; 

2. transferring cash or cash equivalents to any entity, including but not limited to a subsidiary or an 
affiliate of the Corporation, without first satisfying certain financial covenants; 

3. selling, leasing, subleasing or otherwise disposing of all or portions of the real property subject to 
the Deed of Trust and, except in the ordinary course of business, buildings, improvements and tangible personal 
property located on such property; 

4. acquiring by gift, purchase, construction, merger or consolidation any property or equipment, 
except in the ordinary course of business; and 

5. entering into or terminating a contract to manage or operate all or substantially all of the Facilities 
with any individual, company, organization, partnership or other legal entity, including the Corporation’s chief 
executive officers, chief financial officers and chief operations officers or all of those people who otherwise manage 
or operate all or substantially all of the Facilities, (the “Management Agent”). 

Additionally, upon the occurrence of an event of default under the Regulatory Agreement, the Deed of 
Trust, the Indenture or the Loan Agreement, the Office may assume or direct managerial or financial control over 
the Corporation. Under such circumstances, the Office may terminate and replace the existing Management Agent 
with a new Management Agent selected by the Office and may remove and replace a majority of the Corporation’s 
Board of Directors. See APPENDIX C – “SUMMARY OF PRINCIPAL DOCUMENTS – The Regulatory 
Agreement.” 
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Pledge Under the Indenture; Gross Revenues 

Subject to and for the purposes and on the terms and conditions set forth in the Indenture, there are pledged 
to secure the payment of the principal of, and interest on, the Bonds, all of the Revenues and any other amounts 
(including proceeds of the sale of the Bonds) held in any fund or account established pursuant to the Indenture 
(except the Rebate Fund). Subject to the terms of the Loan Agreement, the Gross Revenues of the Corporation are 
pledged to the payment of Loan Repayments and to secure the payments of the principal of, and interest on the 
Bonds and Parity Debt. “Gross Revenues” means, in general, all revenues, income, receipts and money received in 
any period by or on behalf of the Corporation related to the Facilities (other than donor-restricted gifts, grants, 
bequests, donations and contributions). See APPENDIX A – “INFORMATION CONCERNING THE 
CORPORATION – Sources of Revenues” and APPENDIX C – “SUMMARY OF PRINCIPAL LEGAL 
DOCUMENTS - Definitions.” The pledge constitutes a lien on, and security interest in, such assets. The Authority 
assigns to the Trustee, for the benefit of the Bondholders, all of the right, title and interest of the Authority in the 
Loan Agreement, the Contract of Insurance and Regulatory Agreement. The Trustee shall be entitled to and shall be 
required to take all steps, actions and proceedings reasonably necessary in its judgment to enforce, either jointly with 
the Authority or separately, all of the rights of the Authority under the Loan Agreement, the Contract of Insurance 
and the Regulatory Agreement. 

The Corporation agrees that, so long as any Bonds remain outstanding under the Indenture, all of the Gross 
Revenues shall be deposited as soon as practicable upon receipt in a fund designated as the “Gross Revenue Fund” 
which the Corporation shall establish and maintain at such banking or financial institution or institutions located in 
the State of California as the Corporation shall designate for such purpose (the “Depository Bank(s)”). Subject only 
to the provisions of the Loan Agreement permitting the application thereof for the purposes and on the terms and 
conditions set forth therein, the Corporation pledges and, to the extent permitted by law, grants a security interest to 
the Trustee in the Gross Revenue Fund to secure the payment of the principal of and interest on the Bonds and Parity 
Debt of the Corporation. 

The pledge of Gross Revenues will be perfected to the extent that such security interest may be perfected 
by filing or notice under the Uniform Commercial Code of the State of California and may be subordinated to the 
interest and claims of others. Some examples of cases of subordination or prior claims are (i) statutory liens, (ii) 
rights arising in favor of the United States of America or any agency thereof, (iii) present or future prohibitions 
against assignment in any Federal statutes or regulations, (iv) constructive trusts, equitable liens or other rights 
impressed or conferred by any State or Federal court in the exercise of its equitable jurisdiction, (v) Federal or State 
of California bankruptcy laws that may affect the enforceability of the Indenture or pledge of Gross Revenues, (vi) 
rights of third parties in Gross Revenues converted to cash and not in the possession of the Trustee or the Depository 
Bank(s), (vii) provisions prohibiting the direct payment of amounts due to providers from Medi-Cal and other 
governmental programs to persons other than such providers; (viii) certain judicial decisions that cast doubt upon the 
right of the Trustee, in the event of the bankruptcy of the Corporation, to collect and retain accounts receivable from 
Medi-Cal and other governmental programs; (ix) commingling of proceeds of Gross Revenues with other moneys of 
the Corporation not subject to the security interest in the Gross Revenues; and (x) claims that might arise if 
appropriate financing or continuation statements are not filed in accordance with the California Uniform 
Commercial Code, as from time to time in effect. In addition, it may not be possible to perfect a security interest in 
any manner whatsoever in certain types of Gross Revenues (e.g., gifts, donations, certain insurance proceeds and 
grants) prior to actual receipt by the Corporation for deposit in the Gross Revenue Fund. Further, it is uncertain 
whether a security interest may be granted in Medi-Cal and other governmental payments. While providers are 
currently prohibited from assigning such receivables, it is unclear whether this prohibition will be interpreted so as 
to preclude the granting of security interests. See “Parity Debt and Other Indebtedness” herein and APPENDIX A—
”INFORMATION CONCERNING THE CORPORATION—Financial Information—Outstanding Indebtedness.” 

Bond Reserve Account 

An amount equal to the Maximum Annual Bond Service Requirement on the Bonds will be deposited in 
the Bond Reserve Account on the date of delivery of the Bonds. “Maximum Annual Bond Service” is defined in the 
Indenture as, as of any date of calculation, the sum of (a) the interest falling due on the Outstanding Bonds 
(assuming that all then Outstanding Serial Bonds are retired on their respective maturity dates and that all then 
Outstanding Term Bonds are retired at the times and in the amounts provided for by Mandatory Sinking Account 
Payments), (b) the principal amount of then Outstanding Serial Bonds falling due by their terms, and (c) the 
aggregate amount of all Mandatory Sinking Account Payments required; all as computed for the Bond Year in 
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which sum shall be largest. The Bond Reserve Account is required to be maintained in an amount equal to the Bond 
Reserve Account Requirement and the Loan Agreement requires the Corporation to make up any deficiencies 
therein within one year. The Bond Reserve Account Requirement is defined in the Indenture to be, as of any date of 
calculation, an amount equal to the Maximum Annual Bond Service on all Bonds Outstanding as of such date or 
such larger amount as may be established as the Bond Reserve Account Requirement by any Supplemental 
Indenture. See APPENDIX C – “SUMMARY OF PRINCIPAL LEGAL DOCUMENTS - Indenture.” 

Deed of Trust 

The Corporation will execute the Deed of Trust pursuant to which the Corporation will grant to the trustee 
thereunder, as trustee for the benefit of the Office, holders of the Bonds and Parity Debt, a first lien on and security 
interest in the Facilities, subject to Permitted Encumbrances and subject to the right of the Corporation (with the 
prior consent of the Office) to remove property from the lien on and security interest in the Deed of Trust, as 
security for the performance of the Corporation’s obligations under the Loan Agreement and the Regulatory 
Agreement. An ALTA title insurance policy on the Facilities in an amount not less than the principal amount of the 
Bonds will be delivered at the time of issuance of the Bonds. See APPENDIX C – “SUMMARY OF PRINCIPAL 
DOCUMENTS—Deed of Trust.” 

FOR A FURTHER DESCRIPTION OF THE PROVISIONS OF THE LOAN AGREEMENT, THE 
INDENTURE AND THE DEED OF TRUST, SEE APPENDIX C – “SUMMARY OF PRINCIPAL 
DOCUMENTS.” 

Rate Covenant and Other Financial Covenants 

Under the Loan Agreement and the Regulatory Agreement, the Corporation is required to fix, charge and 
collect rates, fees and charges which are reasonably projected to be sufficient in each year to produce a debt service 
coverage of at least 1.25 times. The Loan Agreement and Regulatory Agreement also require the Corporation to 
maintain a ratio of current assets to current liabilities of at least 1.50, and Days Cash on Hand of not less than five 
days beginning with the Corporation’s fiscal year ending June 30, 2006, increasing by five days each fiscal year 
thereafter to at least twenty days for the Corporation’s fiscal year ending June 30, 2009.  The measurement of Days 
Cash on Hand is taken at the end of the particular fiscal year. For more specific information relating to these 
covenants, see APPENDIX C – “SUMMARY OF PRINCIPAL LEGAL DOCUMENTS - Loan Agreement - Rates 
and Charges; Debt Coverage” and “Events of Default; Remedies Upon Default” and “Regulatory Agreement Rates 
and Charges; Debt Coverage” and “Loan Default Events; Remedies on Default.” The Bonds will continue to be 
insured by the Office in the manner described above even if an Event of Default were to occur. 

Parity Debt and Other Indebtedness 

The Corporation has certain outstanding long-term debt described in APPENDIX B – “AUDITED 
FINANCIAL STATEMENTS OF THE CORPORATION - Financial Information – Outstanding Indebtedness.” 

The Corporation may incur other obligations or indebtedness, in some cases on a parity basis with the 
obligations of the Corporation under the Loan Agreement, subject to the conditions set forth in the Regulatory 
Agreement with respect to the Bonds.  See APPENDIX C – “SUMMARY OF PRINCIPAL LEGAL DOCUMENTS 
- Regulatory Agreement - Limitation on Indebtedness - Parity Debt.” 

THE BONDS ARE SPECIAL OBLIGATIONS OF THE AUTHORITY, PAYABLE SOLELY 
FROM AND SECURED BY THE PLEDGE OF REVENUES PURSUANT TO THE INDENTURE.  
NEITHER THE AUTHORITY, THE ASSOCIATION OF BAY AREA GOVERNMENTS (“ABAG”) OR 
THE MEMBERS OF THE AUTHORITY OR ABAG SHALL BE DIRECTLY OR INDIRECTLY OR 
CONTINGENTLY OR MORALLY OBLIGATED TO USE ANY OTHER MONEYS OR ASSETS OF THE 
AUTHORITY, ABAG OR ANY OF ITS MEMBERS TO PAY ALL OR ANY PORTION OF DEBT 
SERVICE DUE ON THE BONDS.  THE BONDS AND THE OBLIGATION TO PAY PRINCIPAL OF AND 
INTEREST THEREON AND ANY REDEMPTION, PREMIUM WITH RESPECT THERETO DO NOT 
CONSTITUTE AN INDEBTEDNESS OR AN OBLIGATION OF THE AUTHORITY OR ABAG, THE 
STATE OF CALIFORNIA OR ANY POLITICAL SUBDIVISION THEREOF, WITHIN THE MEANING 
OF ANY CONSTITUTIONAL OR STATUTORY DEBT LIMITATION, OR A CHARGE AGAINST THE 
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GENERAL CREDIT OR TAXING POWERS OF ANY OF THEM, BUT SHALL BE PAYABLE SOLELY 
FROM THE REVENUES DESCRIBED HEREIN.  NO OWNER OF THE BONDS SHALL HAVE THE 
RIGHT TO COMPEL THE EXERCISE OF THE TAXING POWER OF THE STATE OF CALIFORNIA 
OR ANY POLITICAL SUBDIVISION THEREOF TO PAY ANY PRINCIPAL OF, PURCHASE PRICE, 
PREMIUM, IF ANY, OR INTEREST ON THE BONDS.  NEITHER THE AUTHORITY NOR ABAG HAS 
ANY TAXING POWER. 

ESTIMATED SOURCES AND USES OF FUNDS 

 The following table sets forth the estimated sources and uses of funds, exclusive of accrued interest,  
related to the Bonds. 

Sources of Funds:

Principal Amount of Bonds $2,910,000 
Equity Contribution    101,827

 Total Sources of Funds $3,011,827

Uses of Funds:

Deposit to Project Fund $2,504,000 
Deposit to Bond Reserve Account (1) 197,365 
Deposit to Costs of Issuance Fund (2)   310,462

 Total Uses of Funds $3,011,827

(1) Represents an annual amount equal to the Maximum Annual Bond Service on the Bonds. 
(2) Includes legal costs, accounting costs, third-party consultant costs, printing costs, insurance premium and fees, 

rating agency fees, Trustee fees, Authority fees, underwriting discount, original issue discount and other 
miscellaneous costs of issuance of the Bonds. 

BONDHOLDERS’ RISKS 

 The purchase of the Bonds involves certain investment risks that are discussed throughout this Official 
Statement. Accordingly, each prospective purchaser of the Bonds should make an independent evaluation of all of 
the information presented in this Official Statement in order to make an informed investment decision. Certain of 
these risks are described herein. 

 This discussion of risk factors below is not, and is not intended to be, exhaustive or an attempt to 
prioritize such risks. 

General

 As described under “SECURITY FOR THE BONDS—Pledge Under the Indenture; Gross Revenues of the 
Corporation,” the principal of, and premium, if any, and interest on, the Bonds are payable from amounts to be paid 
by the Corporation pursuant to the Loan Agreement and from amounts then held in, or otherwise available with 
respect to, the Bond Reserve Account. If the Corporation fails to make its payments under the Loan Agreement and 
other amounts are not then available under the Indenture, no assurance or any representation is given or can be made 
that, if the Trustee is required to pursue its remedies under the Indenture and the Loan Agreement, revenues will be 
produced in amounts sufficient to pay principal of and interest on the Bonds when due. The ability of the 
Corporation to produce revenues in amounts sufficient to pay principal of and interest on the Bonds when due is 
affected by and subject to conditions that may change in the future to an extent and with effects that cannot be 
determined at this time. The risk factors discussed herein should be considered in evaluating the Corporation’s 
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ability to make payments under the Indenture, in amounts sufficient to provide for payment of the principal of, and 
premium, if any, and interest on, the Bonds. 

 The Corporation is significantly dependent upon the successful operation of its programs, and the receipt of 
government contract and grant monies, to meet its obligations with respect to the Bonds.  Future economic and other 
conditions, including demand for services, the ability of the Corporation to provide the services required by clients, 
economic developments in the Corporation’s service area, competition, government funding of programs, rates, 
costs, demographic changes, legislation, governmental regulations, professional liability claims and other litigation  
may adversely affect revenues, and consequently, payment of principal, premium, if any, and interest on the Bonds.  
There can be no assurance given that revenues of the Corporation and/or utilization of its facilities will not decrease. 

 For information concerning the Corporation, its operations and management, see APPENDIX A – 
“INFORMATION CONCERNING THE CORPORATION.”  See also APPENDIX B – “AUDITED FINANCIAL 
STATEMENTS OF THE CORPORATION.” 

Bond Insurance 

 The principal and interest payments on the Bonds will be insured by the Office, which is an instrumentality 
of the State of California.  Accordingly, any decline in the State’s fiscal condition could adversely affect the State’s 
ability to make payment in the event of a claim on such insurance.  For a full explanation of the obligations of the 
Office and the State of California with regard to such insurance, see the Insurance Law as set forth in California 
Health and Safety Code, Chapter 1 of Part 6 of Division 107, as the same may be amended from time to time.  See 
also “SECURITY FOR THE BONDS -- California Health Facility Loan Insurance Program” and APPENDIX C -- 
“SUMMARY OF PRINCIPAL LEGAL DOCUMENTS -- The Contract of Insurance” and “-- The Regulatory 
Agreement.” 

California Budget Problems 

 The State of California regularly has budget problems which are reported to be very significant.  Balancing 
the State budget (as required by law) can be difficult to achieve without severely reducing programs, increasing 
taxes or other revenues, or both.  The problems effect both health and social services programs necessary for the 
Corporation’s success.  Additionally, the viability of the State as the responsible party for paying off the Bonds 
could be adversely affected by  rising costs and lower revenues. 

Dependence Upon Governmental Funding 

A large portion of the Corporation's services are provided to persons eligible for certain benefits that are 
funded under Federal, State, and various Monterey County and Orange County health and social services programs. 

 The Corporation receives a significant portion of its revenues from fee-for-service-based contracts with 
various social services departments in Monterey County and Orange County. The level of fiscal strength of county 
governments in California varies widely and from time to time counties experience significant reductions in funding, 
including funding for the provision of health and social services. Any reduction in funding from Monterey County 
social services departments may have a negative effect on the Corporation’s operating and financial performance. 

 The State of California has experienced deficits in its operations and the future of all health and social 
services programs at the Corporation’s facilities that depend upon funding from the State is uncertain. It is also 
possible that such programs may be the subject of cost reduction and payment experimentation. As the Corporation's 
ability to make Loan Repayments is significantly dependent upon the continued funding of its programs by the 
State, any reduction in funding for various social services programs currently funded by the State could have a 
negative impact on the ability of the Corporation to meet its obligations on the Bonds. 

 For a historical percentage breakdown of the Corporation's dependence upon various governmental funding 
sources see APPENDIX A – "INFORMATION CONCERNING THE CORPORATION – Summary Financial 
Information - Sources of Revenue." 
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Non-Operating Revenues 

 The Corporation has historically relied upon gifts and contributions, and the interest and dividends thereon.  
Any substantial diminution in such gifts, contributions, interest or dividends could adversely affect the Corporation. 

No Assurance of Secondary Market for the Bonds 

 It is the present practice of each Underwriter to make a secondary market in the bond issues that it 
underwrites. Occasionally, because of general market conditions or because of adverse history or economic 
prospects connected with a particular bond issue, secondary marketing practices in connection with a particular issue 
are suspended or terminated. Additionally, prices of issues for which a market is being made will depend upon their 
prevailing circumstances. Such prices could be substantially lower than the original purchase price. There can be no 
guarantee that there will be a secondary market for the Bonds or, if a secondary market exists, that the Bonds can be 
sold for any particular price. Accordingly, purchasers of the Bonds should be prepared to have their funds 
committed until the Bonds mature. 

Additional Debt 

The Regulatory Agreement permits the issuance of additional indebtedness secured equally and ratably 
with the Bonds. See APPENDIX C – “SUMMARY OF PRINCIPAL LEGAL DOCUMENTS – Regulatory 
Agreement – Limitations on Indebtedness” and “ – Parity Debt.” While the Regulatory Agreement permits the 
Corporation to incur such parity debt only if certain financial and other requirements are met, such indebtedness 
would increase debt service requirements, reduce Bondholders’ interest in the collateral securing the Bonds and 
could adversely affect debt service coverage on the Bonds. 

Licensing, Surveys, Facility Inspections and Audits 

Social services centers, including those of the Corporation, are subject to numerous legal, regulatory, 
professional and private licensing and certification requirements. Renewal and continuance of certain of these 
licenses and certifications are based on inspections, surveys, audits, or other reviews, some of which may require or 
include affirmative action or response by the Corporation. These activities generally are conducted in the normal 
course of business of social services centers. Nevertheless, an adverse decision could result in a loss or reduction in 
the Corporation's scope of licensure or certification, or could reduce the payment received or require repayment by 
the Corporation of amounts previously remitted.  

 Management of the Corporation currently anticipates no difficulty renewing or continuing currently held 
licenses or certifications of the Corporation, nor does it anticipate a reduction in revenues resulting from such events 
that would materially adversely affect the operations or financial condition of the Corporation. Nevertheless, actions 
in any of these areas could result in the loss in utilization or revenues, or the Corporation's ability to operate all or a 
portion of its treatment centers, and, consequently, could adversely affect the Corporation's ability to make Loan 
Repayments in connection with the Bonds.  

Tax-Exempt Status

Covenants to Maintain Exclusion from Federal Gross Income of Interest on the Bonds. The Code imposes a 
number of requirements that must be satisfied for interest with respect to State and local obligations, such as the 
Bonds, to be excludable from gross income for Federal income tax purposes. These requirements include limitations 
on the use of bond proceeds, limitations on the investment of bond proceeds prior to expenditure, a requirement that 
certain arbitrage earned on the investment of bond proceeds be paid periodically to the United States, and a 
requirement that an information report be filed with the Internal Revenue Service. The Authority and the 
Corporation have covenanted in certain of the documents referred to herein that they will comply with such 
requirements. Failure to comply with any of these covenants may result in the treatment of the interest paid to 
holders of the Bonds as included in Federal gross income, retroactive to the date of delivery of the Bonds.  

Maintenance of the Tax-Exempt Status of the Corporation. The tax-exempt status of the Bonds presently 
depends upon the Corporation’s maintenance of its status as an organization described in section 501(c)(3) of the 
Code. The maintenance of such status is contingent on compliance with general rules promulgated in the Code and 
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related regulations regarding the organization and operation of tax-exempt entities, including its operation for 
charitable and educational purposes and its avoidance of transactions which may cause its assets to inure to the 
benefit of private individuals. 

 In 1996, the President signed into law the “Taxpayer Bill of Rights 2” which includes sanctions for certain 
“disqualified persons” and exempt organization managers who participate in transactions which result in excess 
benefit to the disqualified persons.  While these intermediate sanctions now provide the Internal Revenue Service 
with enforcement options in addition to revocation of an organization’s tax-exempt status in certain inurement-
related transactions, revocation is still available to the Internal Revenue Service.  The Internal Revenue Service has 
not frequently revoked the section 501(c)(3) tax-exempt status of nonprofit healthcare service type corporations in 
the past; however, until the regulations are implemented by the Internal Revenue Service regarding its intermediate 
sanctions authority and there is experience with those regulations, there can be no assurance that the Internal 
Revenue Service will not use the revocation penalty in the future or that it will not direct such enforcement action at 
the Corporation.  Loss of tax-exempt status by the Corporation would result in loss of the exclusion from federal 
gross income of the interest received with respect to the Bonds and defaults in covenants regarding the Bonds would 
likely be triggered.  Such an event would have material adverse consequences on the financial condition of the 
Corporation. 

State Income Tax Exemption. The State of California has not been as active as the IRS in scrutinizing the 
income tax exemption of public benefit corporations. However, the loss by the Corporation of Federal tax exemption 
might trigger a challenge to the State tax exemption of the Corporation. Depending on the circumstances, such event 
could be adverse and material. 

 In recent years, State, county, and local taxing authorities have been undertaking audits and reviews of the 
operations of tax-exempt corporations with respect to their real property tax exemptions. In some cases, particularly 
where such authorities are dissatisfied with the amount of services provided to the indigent, the real property tax-
exempt status of the tax-exempt corporation has been questioned. Although the real property tax exemption of the 
Corporation has not, to the knowledge of the management of the Corporation, been investigated by such authorities, 
an investigation or audit could lead to a challenge that could ultimately affect the real property tax exemption of the 
Corporation. 

Factors That Could Affect the Validity or Value of the Lien Against 
the Corporation’s Revenues, and the Enforceability of the Loan Agreement 

The ability of the Trustee to enforce the agreements set forth in the Loan Agreement may be limited by 
laws relating to bankruptcy (see “Bankruptcy” directly following), insolvency, reorganization or moratorium and by 
other similar laws affecting creditors rights. In addition, the Trustee’s ability to enforce such agreements will depend 
upon the exercise of various remedies specified by such documents which may in many instances require judicial 
actions that are often subject to discretion and delay or that otherwise may not be readily available or be limited. 

 The various legal opinions to be delivered concurrently with the execution and delivery of the Bonds will 
be qualified as to the enforceability of the various legal instruments by limitations imposed by State and Federal 
laws, rulings and decisions affecting remedies, and by bankruptcy, reorganization or other laws of general 
application affecting the enforcement of creditors’ rights. 

Bankruptcy Considerations 

The rights and remedies of the Holders of the Bonds are subject to various provisions of the Federal 
Bankruptcy Code. If the Corporation were to file a petition for relief under Chapter 11 of the Bankruptcy Code, its 
revenues and certain of its accounts receivable and other property created or otherwise acquired after the filing of 
such petition and for up to 90 days prior to the filing of such petition may not be subject to the security interest 
created under the Deed of Trust for the benefit of the Trustee and the Authority. The filing would operate as an 
automatic stay of the commencement or continuation of any judicial or other proceeding against the Corporation and 
its property, and as an automatic stay of any act or proceeding to enforce a lien upon or to otherwise exercise control 
over its property. If the bankruptcy court so ordered, the property of the Corporation, including accounts receivable 
and proceeds thereof, could be used for the financial rehabilitation of the Corporation despite the security interest of 
the Trustee therein. While the Bankruptcy Code requires that the interest of the Trustee as lien holder be adequately 
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protected before the collateral may be used by the Corporation, such protection could take the form of a replacement 
lien on assets of the Corporation acquired or created after the bankruptcy petition is instituted. The rights of the 
Trustee to enforce liens and security interests against the Corporation’s assets, including the Corporation Revenues, 
could be delayed during the pendency of the rehabilitation proceedings. 

 The Corporation could file a plan for the adjustment of its debts in any such proceeding which could 
include provisions modifying or altering the rights of creditors generally, or any class of them, secured or unsecured. 
The plan, when confirmed by a court, binds all creditors who had notice or knowledge of the plan and discharges all 
claims against the debtor provided for in the plan. No plan may be confirmed unless certain conditions are met, 
among which are that the plan is in the best interests of creditors, is feasible and has been accepted by each class of 
claims impaired thereunder. Each class of claims has accepted the plan if at least two-thirds in dollar amount and 
more than one-half in number of the class cast votes in its favor. Even if the plan is not so accepted, it may be 
confirmed if the court finds that the plan is fair and equitable with respect to each class of non-accepting creditors 
impaired thereunder and does not discriminate unfairly. 

Affiliation, Merger, Acquisition and Divestiture 

The Corporation may from time to time evaluate and pursue potential merger, affiliation and acquisition 
candidates as part of its overall strategic planning and development process. In addition, as part of its ongoing 
planning and property management functions, the Corporation reviews the use, compatibility and business viability 
of the Corporation’s operations and may, from time to time, pursue changes in the uses of such facilities and 
operations. Discussions with respect to affiliation, merger, acquisition, disposition or change in use are held on an 
intermittent and confidential basis with other parties. As a result, it is possible that the organization and assets and 
other facilities which currently comprise the Corporation may change from time to time, subject to the restrictions 
imposed in the Loan Agreement and by the Office in the Regulatory Agreement. 

Claims and Insurance Coverage 

In recent years, the number of malpractice and general liability suits and the dollar amounts of damage 
recoveries have increased nationwide, resulting in substantial increases in malpractice insurance premiums. 
Malpractice and other actions alleging wrongful conduct and seeking punitive damages are often filed against 
providers such as the Corporation. Insurance does not provide coverage for judgments for punitive damages. While 
the Corporation currently carries malpractice and general liability insurance, which the Corporation’s management 
considers adequate, the Corporation is unable to predict the availability or cost of such insurance in the future. 

 Litigation may also arise from the corporate and business activities of the Corporation including from its 
status as an employer. Many of these risks would be covered by insurance, but some might not be. For example, 
certain antitrust claims, claims arising from wrongful termination, claims arising from physical harm or assault, 
including sexual molestation, business disputes and workers’ compensation claims may not be covered by insurance 
or other sources and may, in whole or in part, be a liability of the Corporation if determined or settled adversely. 

 The Corporation currently has comprehensive professional and general liability insurance coverage through 
commercial insurers with a maximum policy amount (inclusive of excess coverage) of up to $2 million per 
occurrence with an annual aggregate limitation of $4 million in the case of professional liability and $1 million per 
occurrence with an aggregate limitation of $3 million in the case of general liability. While the Corporation’s 
management considers such insurance coverage to be adequate, no assurances can be given that the maintenance of 
such coverage will continue to be financially feasible for the Corporation in the future. The Corporation’s insurance 
does not cover punitive damages.  To date, the Corporation has never had to pay any punitive damage claim.

Environmental Laws and Regulations 

Facilities such as those operated by the Corporation are subject to certain Federal, State and local 
environmental and occupational health and safety laws and regulations which address, among other things, 
operations of facilities and properties owned or operated by organizations similar to the Corporation. These 
regulatory requirements include: air and water quality control requirements, waste management requirements, 
specific regulatory requirements applicable to asbestos, polychlorinated biphenyls, and radioactive substances, 
requirements for providing notice to employees and members of the public about hazardous materials handled by or 
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located at the facilities, requirements for training employees in the proper handling and management of hazardous 
materials and wastes, and other requirements. 

 In their role as owners and/or operators of properties or facilities, organizations similar to the Corporation 
may be subject to liability for investigating and remedying any hazardous substances which are located on the 
property, including any such substances that may have migrated off of the property. Typical operations include, but 
are not limited to, in various combinations, the handling, use, storage, transportation, disposal and/or discharge of 
hazardous, infectious, toxic, radioactive, flammable and other hazardous materials, wastes, pollutants, or 
contaminants. As such, operations are particularly susceptible to the practical, financial and legal risks associated 
with compliance with such laws and regulations. Such risks may result in damage to individuals, property or the 
environment, may interrupt operations and/or increase their cost; may result in legal liability, damages, injunctions 
or fines, and may result in investigations, administrative proceedings, penalties or other governmental agency 
actions. There can be no assurance that the Corporation will not encounter such risks in the future, and such risks 
may result in material adverse consequences to the operations or financial condition of the Corporation. 

 At the present time, management of the Corporation is not aware of any pending or threatened claim, 
investigation or enforcement action regarding such environmental issues which, if determined adversely to the 
Corporation, would have material adverse consequences. 

Other Factors 

 Additional factors which may affect future operations, and therefore revenues, of the Corporation include
the following, among others: 

• Increased efforts by insurers, private employers and governmental agencies to limit the cost of social 
services. 

• Cost increases without corresponding increases in revenue. 

• The ability of, and costs to, the Corporation to insure or otherwise protect itself against professional 
and general liability claims. 

• Shortages of social services professionals. 

• Employee strikes, other adverse labor actions or disputes. 

• Decreases in population within the service areas of the Corporation. 

• Acts of terror. 

ABSENCE OF MATERIAL LITIGATION 

The Authority 

To the best knowledge of the Authority, there is no claim or action of any nature now pending against the 
Authority or threatened which seeks to restrain or enjoin the sale or issuance of the Bonds or which in any way 
contests or affects the validity of the Bonds or any proceedings of the Authority taken with respect to the issuance or 
sale thereof, or the pledge or application of any moneys or security provided for the payment of the Bonds, the use 
of the Bonds proceeds or the existence or powers of the Authority relating to the issuance of the Bonds. 

The Corporation 

There is no pending or threatened litigation against the Corporation seeking to restrain or enjoin the 
issuance, sale, execution or delivery of the Bonds, or in any way contesting or affecting the validity of the Bonds, 
the existence or powers of the Corporation, or the authority of the Corporation to enter into any document relating to 
the Loan Agreement, or any documents executed by the Corporation in connection with the issuance of the Bonds. 
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TAX MATTERS 

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

APPROVAL OF LEGALITY 

 Legal matters incident to the delivery of the Bonds are subject to the approving opinion of Quint & 
Thimmig, LLP, San Francisco, California, as Bond Counsel. Certain matters will be passed upon for the Authority 
by Nixon Peabody LLP, San Francisco, California.  Certain legal matters will be passed upon for the Corporation by 
Delay & Laredo, Pacific Grove, California, as Corporation Counsel, and by Jennings, Strouss & Salmon, P.L.C., 
Phoenix, Arizona, as Disclosure Counsel to the Corporation. Certain legal matters will be passed upon for the Office 
by its counsel.  Certain fees payable to Bond Counsel and Disclosure Counsel are contingent upon the sale and 
delivery of the Bonds. 

RATING 

 Standard & Poor’s Rating Services (“S&P”), has assigned its municipal bond rating of “A” to the Bonds 
with the understanding that, upon delivery of the Bonds, payment of the principal of and interest on the Bonds will 
be insured by the Office. The rating reflects S&P’s current assessment of the creditworthiness of the State of 
California. Any explanation of the significance of such rating may only be obtained from S&P. The Corporation 
furnished to the rating agency certain information and material concerning the Bonds and itself. Generally, rating 
agencies base their ratings on such information and materials and on investigations, studies and assumptions made 
by the rating agencies themselves. There is no assurance that the rating mentioned above will remain in effect for 
any given period of time or that it might not be lowered or withdrawn entirely by the rating agency, if, in its 
judgment, circumstances so warrant. The Corporation and the Underwriters have undertaken no responsibility either 
to bring to the attention of the Holders of the Bonds any proposed change in or withdrawal of any rating or to 
oppose any such proposed revision or withdrawal. Any such downward change in or withdrawal of any rating might 
have an adverse effect on the market price or marketability of the Bonds.  Under the Corporation’s continuing 
disclosure undertaking it will report to the Municipal Securities Rulemaking Board any material lowering or 
withdrawal of the rating on the Bonds.  See “CONTINUING DISCLOSURE” below. 

UNDERWRITING 

 The Bonds are being purchased by the Underwriters identified on the cover of this Official Statement (the 
“Underwriters”) at a purchase price of $2,890,974.10 (representing the aggregate principal amount of the Bonds, 
less a net original issue discount in the amount of $1,362.20, and less an Underwriters’ discount in the amount of 
$17,663.70). The Bond Purchase Contract provides that the Underwriters will purchase all of the Bonds, if any are 
purchased, and contains the agreement of the Corporation to indemnify the Underwriters against certain liabilities to 
the extent permitted by law. The obligation of the Underwriters to make such purchase is subject to certain terms 
and conditions set forth in the Bond Purchase Contract. 

 The Underwriters may offer and sell the Bonds to certain dealers and others at prices or yields different 
from the prices or yields stated on the cover page to this Official Statement. The offering prices or yields may be 
changed from time to time without notice by the Underwriters. 

 The Underwriters are neither involved with the investment of funds for the Authority or the Corporation 
nor are the Underwriters receiving any fees in connection therewith. 
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FEASIBILITY STUDY 

 Harrington Group Certified Public Accountants, LLP, San Marino, California, has prepared the Feasibility 
Study relating to the Corporation’s operations.  The Feasibility Study is included in APPENDIX F to this Official 
Statement and is subject to the limitations and conditions contained therein. 

THE TRUSTEE 

 The Corporation, with the consent of the Authority, has appointed U.S. Bank National Association, a 
national banking association organized under the laws of the United States, to serve as Trustee for the Bonds. The 
Trustee is to carry out those duties assignable to it under the Indenture. Except for the contents of this section, the 
Trustee has not reviewed or participated in the preparation of this Official Statement and does not assume any 
responsibility for the nature, completeness, contents or accuracy of the Official Statement. 

 Furthermore, the Trustee has no oversight responsibility, and is not accountable, for the use or application 
by the issuer of any of the Bonds authenticated or delivered pursuant to the Indenture or for the use or application of 
the proceeds of such Bonds by the Authority or the Corporation. The Trustee has not evaluated the risks, benefits, or 
propriety of any investment in the Bonds and makes no representation, and has reached no conclusions, regarding 
the value or condition of any assets pledged or assigned as security for the Bonds or the investment quality of the 
Bonds, about all of which the Trustee expresses no opinion and expressly disclaims the expertise to evaluate.  

CONTINUING DISCLOSURE 

 The Corporation has undertaken all responsibilities for any continuing disclosure to Holders of the Bonds 
as described below, and the Authority shall have no liability to the Holders of the Bonds or any other person with 
respect to Rule 15c2-12 promulgated by the Securities and Exchange Commission (the “Rule”). 

 The Corporation has covenanted for the benefit of Holders of the Bonds to provide upon request certain 
financial information and operating data relating to the Corporation and publicly available at the time of the request 
(an “Annual Report”), and to file notices of the occurrence of certain enumerated events, if material. An Annual 
Report, consisting of the most recently available documents of the type to be included in the Annual Report at the 
time the request is received, will be provided to any person who requests it. The notices of material events will be 
filed by the Corporation with the Municipal Securities Rulemaking Board and with the appropriate State information 
depository, if any. Requests for copies of an Annual Report and notices of material events should be addressed to: 

Kinship Center 
124 River Road 
Salinas, CA 93908 
Attention:  Executive Director 

 The specific nature of the information to be contained in an Annual Report or the notices of material events 
is set forth in APPENDIX E – “FORM OF CONTINUING DISCLOSURE CERTIFICATE.” These covenants have 
been made in order to assist the Underwriters in complying with Securities and Exchange Commission Rule 15c2-
12(b)(5). The Corporation has had no previous undertaking with regard to the Rule to provide annual reports or 
notices of material events. 

MISCELLANEOUS 

 The foregoing and subsequent summaries, descriptions or provisions of the Bonds, the Indenture, Loan 
Agreement, the Contract of Insurance, the Regulatory Agreement and the Deed of Trust and all references to other 
materials not purporting to be quoted in full are only brief outlines of some of the provisions thereof and do not 
purport to summarize or describe all of the provisions thereof. 
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 This Official Statement is not to be construed as a contract or agreement between the Authority or the 
Corporation and the Holders of any of the Bonds. 

ABAG FINANCE AUTHORITY FOR NONPROFIT 
CORPORATIONS 

By:  /s/ Joseph K. Chan 
 Chief Financial Officer 

APPROVED: 

KINSHIP CENTER 

By:  /s/ Ann F. Hasselbach 
 Director of Finance
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APPENDIX A  

INFORMATION CONCERNING THE CORPORATION 

The information contained in this Appendix A has been obtained from Kinship Center. 
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KINSHIP CENTER 

BACKGROUND 

 Kinship Center (the “Corporation”), a California nonprofit public benefit corporation, is dedicated to 
supporting the creation and preservation of foster, adoptive and relative families for children who need them.  It 
accomplishes this goal by providing services to children, families and professionals through child development and 
mental health clinics, adoption and foster family care; parent and professional education; and special services for 
adoptive and relative caregiver families. It is dedicated to developing and supporting successful permanent families for 
foster children with identified special needs, such as medical, developmental, educational and mental health challenges; 
sibling groups that need to be kept together; and adolescents who would otherwise be in group care.  Services to 
regional center eligible children, such as those with medical or developmental disabilities may include short or long-
term family based care, guardianship or adoption.  Specialized clinic-based mental health services for adoptive 
children, children being raised by relatives, and their families are offered to families with children at risk of out-of-
home placement, with the goal of keeping the family together.  In addition, a specialized program for relative 
caregivers provides health-related case management, support groups, family recreation, emergency services and 
referrals to various agencies for needed community resources. 

The Corporation’s facilities are located in the cities of Salinas, Monterey, Santa Ana, Hollister, San Jose, 
Pasadena and Redlands with its headquarters facility located within unincorporated Monterey County.  All facilities are 
leased by the Corporation with the exception of its corporate headquarters facility, a 27,000 square foot building 
located just outside the city of Salinas, in Monterey County.  The Corporation’s primary service areas include the 
Counties of Monterey and Orange (approximately 85% of the Corporation’s clients originate from its primary service 
area).  The current estimated population of permanent residents living within the Corporation’s primary service area is 
approximately 3.5 million. 

 The Corporation began operations in Monterey County in 1984.  At that time, the primary focus was to 
provide child placement through adoption and foster family care, parent education and post placement and post 
adoption services to families and children.  In 1986, licensing was expanded into San Benito County and by 1988 the 
agency was licensed statewide for adoption and foster family services.  In 1993, program services in child placement 
and professional education services were expanded to Southern California.  Monterey County Behavioral Health 
licensed the Corporation for EPSDT (Early Periodic Screening Diagnosis and Treatment) mental health services in 
1995.  In 1999 and 2000, branch offices for child placement services were opened in Pasadena (Los Angeles County) 
and Redlands (San Bernardino County).  An office for adoptive family wraparound services for Santa Clara County 
was opened in San Jose in 2000.  Also in 2000, the Corporation was licensed in Orange County for its first child 
outpatient mental health clinic that has operated continuously there since that date and serves approximately 200 
children per week.  With the opening of the headquarters building in 2003, the agency’s Education Institute took on 
new proportions because of the large education center, audiovisual capabilities, and filming capacities that are in the 
new building.  The education programs are funded primarily through grants from Ronald McDonald House Charities, 
Stuart Foundation, training fees, and various contracts for consultation and training.  The Corporation’s second 
outpatient mental health clinic was licensed by Monterey County in July 2004, which clinic is also located at the 
Corporation’s headquarters facility.  For the fiscal year ended June 30, 2005, more than 1,200 children were served 
statewide by the Corporation. 

The Corporation has received numerous awards for its work, including two awards from the United States 
Department of Health and Human Services for services to adoptive families.  One of these awards specifically cited 
the work of the Adoption Specialty Mental Health Clinics in Southern California, and the other cited regional post-
adoption services provided in Monterey, Santa Clara, Santa Cruz and San Mateo Counties.  The Children and 
Families Commission of Orange County recognized the clinics in 2002 and 2003 as a “distinguished grantee.”  
Three national publications have reported on the agency’s work as well, Bridges, American Humane Association, 
and the National Technical Assistance Center for Children’s Mental Health, Georgetown University Center for 
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Child and Human Development. (“A View from the Child Welfare System: Promising Approaches for Behavioral 
Health Services to Children and Adolescents and their Families in Managed Care Systems.”) 

CORPORATE GOVERNANCE 

 The Corporation is governed by a Board of Directors (the “Board”), which consists of seventeen voting 
members.  There are currently three vacancies on the Board.  The term of an elected director is for a period of three 
years.  The Board meets monthly unless special meetings of the Board are called. 

 The Board has overall responsibility for the operation and management of all affairs relating to the 
Corporation.  The following table lists the members and officers of the Board as of October, 2005, their tenure on the 
Board and their respective occupations. 

Name and Office Occupation Member Since
   
Amanda Gourley – President Commercial Interior Designer 1998 
Geoffrey LePlastrier – President Elect Real Estate Developer 2000 
Nicholas M. Pasculli – Vice President Public Relations 2004 
Richard Murninghan – Secretary & Treasurer Community Leader and Retired 

Director of United Way  
1999

Maria Osborne Anderson Superior Court Judge 2004 
Carsbia Anderson College Administrator 2004 
Linda Dorris Real Estate Broker 1984  
Sandra Haney Board of Realtors Executive 2005 
Melissa Larsen, M.D. Ob-Gyn Physician 1998 
Pat Miniaci Check Retired Commercial Banker 1997 
Anita Nasuto Financial Consultant 2004 
Judith Profeta Real Estate Broker 2000 
Robin Voet Community Leader 2002 
John Wilkinson Agribusiness Broker 2004 

Source:  Corporation Records. 

 The Board has three standing committees: the Executive Committee, the Endowment Fund Investment 
Committee and the Audit Committee.  The Corporation can appoint such other committees as may from time to time be 
designated by the Board. 

MANAGEMENT 

 The Corporation’s key administrative staff and a summary of biographical information for each are listed 
below: 

Carol Biddle, MSW - Executive Director
 Ms. Biddle is a co-founder of the Corporation and has held her present position since inception of the 
Corporation in 1984.  Prior to that, she was the Director of the Monterey regional office for Children’s Home Society 
(1982-1984), and served as a Senior Social Worker for the Los Angeles County Department of Adoptions (1975-1982).  
Previous to 1972, Ms. Biddle worked as a consultant for the Adoption Resource Center, Department of Health and 
Human Services in Los Angeles, California.  She holds a Bachelor of Arts degree in Psychology and Social Work and a 
Masters degree in Social Work from the University of Georgia.  She is affiliated with the Child Welfare League of 
America, the California Alliance for Child and Family Services (President Elect Board of Directors) and the California 
Association of Adoption Agencies.  Ms Biddle received a congressional award in 2005 as an Angel in Adoption, 
nomination by Congressman Sam Farr (D-California). 
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Carol J. Bishop, MA, MFCC - Assistant Director
 Ms. Bishop is a co-founder of the Corporation and has held her present position since 1996.  She previously 
held the positions of Senior Social Worker (1984-1989), Program/Clinical Supervisor (1989-1996) and has worked as a 
social worker and program manager for County Social Service Departments and children’s homes.  She holds a 
Bachelor of Arts degree in Sociology from the University of Michigan, Ann Arbor, Michigan and a Master of Arts 
degree in Clinical Psychology from Antioch University, Yellow Springs, Ohio.  Ms. Bishop is a licensed marriage, 
family and child counselor in the State of California, and is a member of the California Association of Marriage and 
Family Therapists.  Currently, Ms. Bishop is secretary of the California Association of Adoption Agencies, serves on 
the Adoption Committee of the California Alliance for Child and Family Services, and is active in community 
programs that serve children. 

Deborah N. Silverstein, MSW – Associate Director
 Ms. Silverstein began her employment with the Corporation in 1998 as Program Manager for the Bridge 
Builders Program that provides pre- and post-adoption group education and counseling services.  In 2000, she was the 
founding Director of The Adoption Clinic of Kinship Center in Orange County and has held her present position of 
Associate Director since 2002.  She also has provided individual, marital, family and group psychotherapy in private 
practice for the past twenty-five years.  Ms. Silverstein holds a Bachelor of Arts degree in Spanish from the University 
of Pennsylvania and a Masters Degree in Social Work from the University of Southern California.  She is a licensed 
clinical social worker in the State of California and is a member of the Academy of Certified Social Workers of the 
National Association of Social Workers. 

Ann F. Hasselbach, CPA – Finance Director & Business Manager
 Ms. Hasselbach joined the Corporation in 2000, in her present position.  Before joining the Corporation she 
was in private practice as a Certified Public Accountant in Salinas, California (1980-2000).  Ms. Hasselbach has over 
thirty years of experience in public accounting preparing financial audits, tax returns and providing consulting services 
for a variety of governmental agencies, nonprofit corporations, for-profit corporations and individuals.  Ms. Hasselbach 
holds a Bachelor of Science degree in Psychology from the University of San Francisco.  She is a Certified Public 
Accountant in the State of California and is a member of the California Society of Certified Public Accountants and the 
American Institute of Certified Public Accountants. 

Olivia B. Yates, EdD – Executive Director/Director of Development
 Ms. Yates began her employment with the Corporation in July of 2005.  Prior to joining the Corporation, she 
was Director of Advancement for the Salvation Army Crestmont College (1999-2005), Senior Development Officer for 
El Camino College (1995-1999), and Development/Public Relations Director for the Girl Scouts of Greater Long 
Beach (1991-1995).  Ms. Yates holds a Bachelor of Fine Arts degree from Carnegie Mellon University, Pittsburgh, 
Pennsylvania, a Master of Public Administration degree from the University of Pittsburgh and a Doctorate degree in 
Education from Pepperdine University, Malibu, California.  Ms Yates has an extensive background in major charitable 
gifts development. 

EMPLOYEES AND PROFESSIONAL STAFF 

 As of August 1, 2005, the Corporation employed a total of approximately 93 full-time equivalent (“FTE”) 
personnel.  Of these employees, approximately 24 FTEs are licensed and unlicensed clinical social workers, 
approximately 4 FTEs are child assessment specialists, approximately 12 FTEs are family workers, approximately 16 
FTEs are other professional, approximately 19 FTEs are management and executive staff, and approximately 18 FTE’s 
are support staff.  The Corporation also contracts with consultants to provide professional and clinical services where 
full-time employment is not economically feasible nor clinically warranted.  During the most recent fiscal year, the 
Corporation contracted for the services of approximately 15 therapists, psychologists, psychiatrists and social workers. 

 None of the Corporation’s employees are currently associated with any union or employed under the terms of 
a collective bargaining agreement and management of the Corporation is not aware of any union organizing activity at 
its facilities.  Management believes that its working relationship with the Corporation’s employees is excellent. 
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PROGRAMS AND FACILITIES 

 The Corporation offers a broad range of mental health services for children in addition to its specialized 
education programs.  Services currently available from the Corporation include the following: 

• Child developmental and mental health clinics, 
• Parent and professional education, 
• Foster family agency program and adoption services, and 
• Special family services for adoptive and relative caregiver families. 

Child Development and Mental Health Clinics 
 The Corporation’s child development and mental health clinics provide specialty mental health services to 
adoptive children and those being raised by grandparents and other relatives.  In addition to mental health treatment 
services, the clinics provide developmental and behavior screenings and treatment plans to remediate developmental 
lags, increase attachment, support the parenting process and diminish obstacles that would interfere with school 
readiness.  During the fiscal year ended June 30, 2005, approximately 400 children received outpatient mental health 
services at EPSDT (Early Periodic Screening Diagnosis and Treatment) Medi-Cal funded clinics in Monterey and 
Orange Counties.  The Monterey County clinic opened in July of 2004, and served approximately 100 children during 
its first year of operation.  The Orange County (Santa Ana) clinic facility opened in 2000 as the first 
permanency-focused child mental health and child development outpatient program in the State and served 
approximately 300 children during the fiscal year ended June 30, 2005.  Kinship Center has begun discussions with 
other California counties regarding opening a new outpatient mental health clinic that would serve approximately 200 
children.  Kinship Center has a restricted grant from The California Endowment to open a new children’s mental health 
clinic somewhere in California by July 2006. The grant is in the amount of $409,000 and is restricted for start up funds.  
The California Endowment is strongly supportive of Kinship Center being able to replicate its specialty mental health 
clinic model in other California locations. 

The Corporation’s mental health clinics are certified by the counties they serve as outpatient Medi-Cal 
specialty mental health centers for two-year periods.  Recertification reviews of programs and facilities are conducted 
by Monterey and Orange Counties once every two years near the conclusion of the prior certification period.  The 
Santa Ana (Orange County) program is certified through March 17, 2006, and the Monterey County program is 
certified through June 30, 2006.  The Corporation does not anticipate any difficulty in receiving recertification of its 
mental health programs in the future. 

Parent and Professional Education 
 The Educational Institute of Kinship Center is a statewide educational institute that provides parent and 
professional educational programs from the Corporation’s corporate offices in Monterey County.  Over 1,500 families 
annually benefit from the Corporation’s network of educational forums, conferences, parent support groups and 
counseling services.  The Corporation’s educational and model practice programs are regularly featured as conference 
forums and workshops at regional and national child welfare conferences.  Its Adoption Clinical Training program is an 
intensive curriculum for clinicians and adoption professionals that has been provided since 1993 to over 3,000 mental 
health professionals in California, and is presently being taught nationally. 

Foster Family Agency Program and Adoption Services 
 The Corporation’s foster family agency program provides family-based foster care and treatment for 
neglected and abused children from birth to age 18 who are dependents of the juvenile court.  The biological parents of 
children served by this program are not able to fulfill their responsibility to raise them safely to adulthood.  Social 
workers in this program provide support and consultation to foster parents and coordinate the activities of treatment 
team members.  Social workers are supported by a highly professional staff including a clinical supervisor, consulting 
psychologists and child psychiatrists.  Children are placed in homes located in both rural and urban settings in the 
greater communities in Monterey, Santa Clara, Santa Cruz, San Benito, Los Angeles, San Bernardino, and Orange 
Counties.  Foster children who are adopted may have a variety of special needs as a result of neglect, abuse, drug 
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exposure, abandonment, and/or having experienced multiple foster placements.  Over 90,000 California children 
require protection, as directed from juvenile courts and public social agencies. 

The Corporation specializes in developing permanent families for California’s foster children and youth who 
are awaiting a permanent family.  During the past year 61 foster children were placed with permanent families.  In 
addition, the Corporation’s license as a full service adoption program allows the adoption services to include pregnancy 
counseling and infant adoption placements through voluntary relinquishment of the child by the child’s birth parents for 
adoption.  An infant adoption program exists in Northern and Southern California.  Families adopting infants pay fees 
for service for their adoptions.  Special needs families do not pay fees, but the agency’s expenses in the development 
and placement of these families is reimbursed by the State Private Adoption Agency Reimbursement Program 
(PAARP) at the rate of $5,000 per placement.  Additionally, Kinship Center assists various county child welfare 
agencies by conducting family adoption studies for families who already have a dependent foster child in their home, or 
relatives who are seeking adoption of a court dependent relative child.  The costs of these services are also reimbursed 
by the PAARP program.  On average, Kinship Center is reimbursed at a rate of $555,000 annually for PAARP and 
$396, 000 for client adoption fees. 

STAR is a special foster family program for children with serious developmental disabilities and medical 
requirements who would otherwise be housed in hospitals or institutions.  

Special Family Services for Adoptive and Relative Caregiver Families 
 The Corporation provides health funded (Target Case Management) services through Medi-Cal billing with 
the Monterey County Health Department.  These services are provided at the Corporation’s corporate offices in 
Monterey County and at client’s residences.  Generally children served by this essential program are residing with 
relatives, usually grandparents, who would likely be placed in foster care if the program were not available.  In 
addition, the relative caregiver program provides support, services and recreation assisting low and fixed income 
relatives who are raising children because of abandonment, neglect or abuse by their parents. 

 The Adoptive Family Wraparound project is a State pilot program in Monterey and Santa Clara Counties that 
provides extensive community based services to adoptive families that are in crisis, preventing possible disruption and 
placement of the child outside the home.  Financial support for the wraparound programs is provided through State 
Adoption Assistance Program (AAP) funding with the current monthly rate per child ranging from $5,046 to $5,997. 

HISTORICAL UTILIZATION OF THE CORPORATION’S FACILITIES 

 The Corporation’s clinical and service operations consist primarily of children’s mental health and related 
family services.  Revenue generating units of service in the Corporation’s child development and mental health clinic 
programs are measured in terms of treatment hours.  Utilization of the Corporation’s foster family agency program is 
measured in terms of days in care and utilization of special needs and dependent relative adoption assistance (PAARP) 
is measured by the number of placements and finalizations.  Utilization of infant adoption services is measured in terms 
of the number of finalized adoptions, utilization of adoption home study fees for independent or intercountry adoptions 
is measured in terms of number of home studies.  Utilization of wrap-around services is measured in terms of months in 
care.  The relative caregiver program utilization is measured by the number of billable encounters for Targeted Case 
Management Funding and number of cases for the other funding sources.   Parent and professional education programs 
are measured by days of training. 

 Historical utilization data for the Corporation’s child development and mental health clinics, parent and 
professional education, foster family and adoption services programs are shown for the Corporation’s fiscal years 
ending June 30, 2003 through 2005, in the table presented below.   
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  Fiscal Year Ended June 30 
 2003 2004 2005

   
Child Development & Mental Health Clinics (hours) 15,903 14,895 19,985 
Foster Care (days) 31,492 39,472 31,620 
Special Needs & Dependent Relative Adoption Assistance (placements) 176 188 222 
Infant Adoption (adoptions) 39 35 42 
Adoption Home Study Fees (home studies) 36 58 74 
Wrap-Around Programs (months in care) 139 163 223 
Relative Caregiver Targeted Case Management (encounters) 0 612 772 
Relative Caregiver Other Services (cases) 258 262 280 
Parent & Professional Education Programs (days) 18 60 21 

Source:  Corporation Records.

SUMMARY FINANCIAL INFORMATION 

 The following is a summary of the Statement of Activities of the Corporation for the years ended June 30, 
2003, 2004 and 2005, derived from its audited financial statements.  This summary should be read in conjunction with 
the audited financial statements and notes for the years 2004 and 2005 appearing in Appendix B to this Official 
Statement.  The summary of the Statement of Activities of the Corporation for the six-month periods ended 
December 31, 2004 and December 31, 2005, are unaudited, but include all adjustments which, in the opinion of 
management, are necessary to present such information in conformity with generally accepted accounting principles.  
The statement of activities for the six months ended December 31, 2005, are not necessarily indicative of the operating 
results to be expected for the fiscal year ending June 30, 2006.   

SUMMARY STATEMENT OF ACTIVITIES 

  Fiscal Year Ended June 30 Six Months Ended December 31
  2003

 (audited) 
 2004
 (audited) 

 2005
 (audited) 

 2004
(unaudited) 

 2005
 (unaudited) 

Revenue and Support:      
 Government contracts $5,526,640 $5,842,000 $6,672,964 $3,159,579 $3,660,238 
 Contributions 420,452 1,317,214 467,759 235,695 446,953 
 Program service fees 498,002 678,020 539,248 235,023 308,922 
 Special events 30,413 138,507 119,091 68,415 64,198 
 In-kind contributions 33,178 86,759 83,128 40,690 21,534 
 Auxiliary and guild revenue 95,001 79,841 96,086 79,825 78,273 
 Interest and dividends  29,137 17,471 10,124 5,097 3,703 
 Other revenues, gains and losses      85,434      54,669     54,908         1,508      32,228
      
Total Revenue and Support 6,718,257 8,214,481 8,043,308 3,825,832 4,616,049
Expenses:      
 Program services 6,467,029 7,203,114 8,120,456 3,960,111 4,247,565 
 Support services    374,388    384,662    455,245    232,171    293,361
      
Total Expenses 6,841,417 7,587,776 8,575,701 4,192,282 4,540,926

     
Change in Net Assets (123,160) 626,705 (532,393) (366,450) 75,123 
Net Assets, Beginning of Year  5,146,066 5,022,906 5,649,611 5,649,611 5,117,218

     
Net Assets, End of Year $5,022,906 $5,649,611 $5,117,218 $5,283,161 $5,192,341

Source:  Audited and unaudited financial statements of the Corporation.
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Outstanding Indebtedness 

 The Corporation has a $500,000 line of credit provided by First National Bank, secured by accounts 
receivable and equipment, which line is outstanding in the amount of $460,500, as of September 30, 2005.  Payments 
of interest are made on a monthly basis, while principal payments are made when collections of account receivables 
allow for a reduction in the line of credit.  Interest accrues on the line of credit at prime plus 1.00%, currently 8.25%.  
The Corporation also has several notes payable to various lending institutions, secured by automobiles and real 
property, at interest rates ranging from 1.90% to 6.75%, which notes are now outstanding in the aggregate principal 
amount of $250,323.  All notes require monthly payments of principal and interest on a monthly basis and are due and 
payable in June 2008 and June 2009 with respect to auto loans and June 2011 with respect to the real property loan. 

Management’s Discussion of Recent Financial Performance 

Looking at the summary statements of activities, the Corporation’s recent financial performance appears to 
be volatile, with high income years followed by loss years.  This volatility is mostly due to timing issues regarding 
restricted donations.  Because these are summary statements, they do not show the breakdown between unrestricted, 
temporarily restricted and permanently restricted activities that are shown in the audited statements.  Please refer to 
the audited statements included herein. 

Unrestricted activity is essentially the general operations of the Corporation.  Non-donation revenue 
(contracts, fees paid directly by clients, etc.) and donations that do not have any donor restrictions are recorded as 
unrestricted.  All expenses are recorded as unrestricted.  If a grantee (a Foundation or an individual) makes a grant 
or donation to the Corporation but restricts the use of those funds to a specific purpose or program, those funds are 
recorded as temporarily restricted income.  If the restricted income is not used in the same fiscal year as when it was 
received, this temporarily restricted income will not impact the unrestricted operating results but contributes to the 
net income of the organization in the year received.  In the following year when the temporarily restricted funds are 
used, the related expenses are recorded as unrestricted expenses, and the restricted funds used to cover those 
expenses are deducted from the temporarily restricted funds and added to the unrestricted funds,  This allows the 
unrestricted operating column to match the grant and donation funds used to the expenses incurred.  But the 
temporarily restricted column is reduced because the funds were used.  If there were no new temporarily restricted 
funds received, the overall financial statement would show a net loss for the year. 

The fiscal year ended June 30, 2003 statement of activities shows a $123,160 net loss.  But looking at the 
audited statement of activities, the unrestricted operating column shows a $547,657 net income, but the temporarily 
restricted column shows a $671,917 loss because more restricted funds were used than were received in that year.  
The fiscal year ended June 30, 2005 statement shows a similar situation – a $54,770 unrestricted net income offset 
by a temporarily restricted “loss” of $587,222 due to using more restricted funds than were received in that year.  
The fiscal year ended June 30, 2004 statement shows a $601,444 unrestricted net income plus a temporarily 
restricted net income of $25,206 (here more restricted donations were received during the year than were used). 

Thus, the Corporation has generated an operating profit in each of the past three years.  The overall 
Corporation losses in the two years were caused by using more restricted grants and donations than were received in 
those years.  These excess restricted grants and donations used had been received in a prior year for a specific use 
that carried into the next fiscal year.   

A review of the revenue categories over the past three years shows government contracts increasing each 
year as a new mental clinic and a new wrap-around program opened and expanded in the Corporation’s Monterey 
County facility.  Contributions were up and down, but the large increase in fiscal year 2003-04 was due to restricted 
donations.  Unrestricted donations went from $52,000 in fiscal year 2002-03 to $48,000 in fiscal year 2003-04 to 
$98,000 in fiscal year 2004-05.  The increase in fiscal year 2004-05 was due to increasing the annual appeal 
mailings from one per year to four per year.  The $139,000 decline in program service fees was mainly due to a 
$108,000 decrease in adoption fees, and a one-year $25,000 recruitment grant in fiscal year 2003-04 that was not 
there in the following year.  The adoption fee decline had two main causes.  The contract social worker who does 
adoption home studies for attorney-sponsored adoptions was out for several months in 2004-05 with an extended 
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illness which resulted in a decrease in billings of over $80,000. She is now fully recovered and her billings are back 
to her pre-illness levels.  Secondly, a thorough review of the adoption fee receivables was done in 2004-2005, which 
resulted in over $25,000 of write-offs of incorrectly billed or uncollectible fees.  These billings are being monitored 
much more closely and future write-offs of that magnitude are not expected.  Excluding contributions, overall 
income increased from $6,297,805 in fiscal year 2002-03, to $6,897,267 in fiscal year 2003-04 (9.5% increase), to 
$7,575,549 in fiscal year 2004-05 (9.8% increase). 

Expenses have increased at a slightly more rapid pace: 10.9% from fiscal year 2002-03 to fiscal year 2003-
04 and 13% from fiscal year 2003-04 to fiscal year 2004-05.  New and expanding programs, especially the new 
mental health clinic, had start-up expenses larger than revenue (partially offset by donations restricted for those 
programs).  Additionally, as the Corporation has continued to expand its programs and services, increases in 
administrative functions that support those programs were required in advance of full utilization of the new and 
expanded programs. 

The financial performance of the last three years shows the Corporation to be a growing organization that is 
actively seeking program opportunities to enhance its services to children needing families, particularly in the areas 
of mental health and post-adoption services.  These new program opportunities are contracts that not only cover all 
direct costs, but also contribute to the coverage of administrative overhead costs.  Additionally, historical success in 
generating fund raising dollars shows that the Corporation is consistently able to generate contribution income, both 
unrestricted and restricted, for its programs and services.  With a new development director and a revised 
development plan to increase fund raising income, a strong management team dedicated to the fiscal well-being of 
the Corporation, and continued expansion of programs that are fiscally sound and consistent with the Corporation’s 
mission, the Corporation is a strong, viable organization.

Sources of Revenues 

 The largest percentage of the Corporation’s revenues (approximately 70%) has historically been 
generated through government contracts and grants.  Primary third-party payors include the State, Monterey and 
Orange Counties for foster care, mental health, adoption and post-adoption services.  The Corporation receives funding 
from the State, the Counties of Monterey and Orange and the federal government in connection with the Short-
Doyle/Medi-Cal program for its outpatient treatment programs.  Approximately 8% of revenue is also generated by 
clients through the direct payment of program service fees, primarily for adoption services and educational training 
fees.  The Corporation also receives between 10% and 20% of its revenues through contributions and special events.  A 
very successful capital campaign generated approximately $4,485,000 towards the construction and equipping of the 
Corporation’s corporate center, and active participation from auxiliaries, fundraising and public relations events are 
important contributors to the ongoing financial success of the Corporation.  A summary of the Corporation’s revenues 
by payor source for the years ended June 30, 2003 through 2005, is set forth in the following table.  

  Fiscal Year Ended June 30
  2003  2004  2005
Government Contracts & Grants:    

Mental Health 24% 20% 31% 
Post-Adoption Assistance 11 10 13 
Relative Caregiver Assistance 7 5 6 
Foster Family 27 26 22 
Adoption Assistance 6 6 7 
Regional Center Services & Kincamp 6 4 4 

Program Service Fees 7 8 7 
Contributions, Special Events & Other 12 21 10
    

Total 100% 100% 100%

Source:  Corporation Records.
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 A majority of the Corporation’s operating revenues are derived from a combination of federal, state and local 
government programs.  These programs include mental health services for children, targeted case management for 
relative caregivers, foster family agency program, and adoption agency program. 

Mental Health Services
The Corporation is certified as a Medi-Cal Clinic.  Funding under this program is provided by Short-Doyle 

Medi-Cal and is 50% state, local, and county and 50% federal.   

Targeted Case Management for Relative Caregivers
Funding under this program is provided by Short-Doyle Medi-Cal and is 50% state and 50% federal.   

Other Relative Caregiver Program Support
 The Corporation has a contract with Monterey County to provide other services to relative caregivers.  These 
services are funded through KSSP (Kinship Support Services Program), PSSF (Promoting Safe & Stable Families), 
County Child Welfare Funds, CBFRS/CAPIT (Child Abuse Prevention Funding) and AAA (Area Agency on Aging). 

Foster Family Agency
 The Corporation’s Foster Family Agency program is funded through AFDC-FC.  This system pays foster 
parents in whose home the children reside, the social work services provided by the Corporation and a fee for 
administration of the program.   

Adoption Assistance
 PAARP reimburses the Corporation for the pre-placement and post-finalization adoption social work activities 
for families adopting special needs children who do not pay any adoption fees. 

Post-Adoption Assistance
 The Corporation has contracts with Monterey and Santa Clara Counties to provide post-adoption services 
including wrap-around services to adoptive families. 

LICENSURE, CERTIFICATIONS AND ASSOCIATIONS 

 The Corporation’s foster family agency program is licensed for child placement services by the State 
Department of Social Services, Community Care Licensing Division.  The Corporation’s mental health clinics are 
certified by the Monterey County Department of Behavioral Health and the Orange County Health Care Agency. 

 The Corporation is accredited by the California Alliance of Child and Family Services.  The Corporation is a 
member of the Child Welfare League of America, Voice for Adoption, North American Council on Adoptable 
Children, California Association of Adoption Agencies, and the California Alliance of Child and Family Services. 

COMPETITION AND SERVICE AREA CHARACTERISTICS 

 Management of the Corporation defines its primary service area as Monterey and Orange Counties.  The 
Corporation is one of the oldest, largest, and most comprehensive nonprofit provider of behavior health services to 
children and adolescents in Monterey County.  There currently exist no mental health care providers in the 
Corporation’s primary service area that are similar to the Corporation in terms of size, overall organizational structure, 
or service complement.  However, there are various facilities in the Corporation’s service area that offer one or more of 
the same services offered by the Corporation. 

 Increased competition from a wide variety of potential sources, including, but not limited to, group homes and 
out-patient behavioral health care facilities, clinics, behavioral healthcare professionals, and others, could adversely 
affect the utilization and/or revenues of the Corporation.  Competition may, in the future, arise from new sources not 
currently anticipated or prevalent.  Further competition for the Corporation’s clients and funding sources may also arise 
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as a result of changes in the funding mechanisms for behavioral health services, including managed care.  For a further 
discussion of the possible effects of managed care initiatives on the Corporation’s programs, see the “Bondholders’ 
Risks -- Dependence Upon Government Funding and Federal and State, Local Legislation, Regulations, and Other 
Actions” in the body of this Official Statement. 

INSURANCE CONSIDERATIONS 

 The Corporation currently carries professional, commercial, general and employee benefits liability insurance 
insuring all its employees, while acting within the scope of their duties, against professional malpractice and personal 
injury and property damages for losses up to $4,000,000 in the aggregate and $2,000,000 for each claim in the case of 
professional liability and $3,000,000 in the aggregate and $1,000,000 for each claim in the case of general liability.  
The insurance is contracted with United National Insurance Company.  The current policy expires in December 2006.  
The Corporation also carries directors and officers liability insurance up to an annual aggregate limit of $1,000,000 
through US Specialty Insurance Company.  The Corporation does not carry earthquake insurance with coverage of its 
facilities. 

 The Corporation does not currently have pending any medical malpractice or professional liability claims or 
lawsuits for compensatory damages.  In accordance with California law, any claims for exemplary damages are not 
covered by insurance.  There are no medical malpractice or professional liability claims pending against the 
Corporation which seek exemplary damages. 
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APPENDIX C

SUMMARY OF PRINCIPAL LEGAL DOCUMENTS

The following is a summary of certain provisions of the Indenture, the Loan Agreement, the Contract of Insurance,
the Regulatory Agreement and the Deed of Trust, which are not described elsewhere in this Official Statement. These
summaries do not purport to be comprehensive and reference should be made to the Indenture, the Loan Agreement, the
Contract of Insurance, the Deed of Trust and the Regulatory Agreement for a full and complete statement of their provisions.
All capitalized terms not defined in this Official Statement have the meaning set forth in the Indenture or in the Regulatory
Agreement.

DEFINITIONS OF CERTAIN TERMS

“Accountant” means any Independent certified public accountant or firm of such accountants with a
national or regional reputation selected by the Corporation and acceptable to the Office, and so long as such
Accountant is acceptable to the Office.

“Act” means Chapter 5 of Division 7 of Title 1 (commencing with section 6500) of the California
Government Code, as now in effect and as it may from time to time hereafter be amended or supplemented.

“Additional Payments” means payments so designated and required to be made by the Corporation
pursuant to the Loan Agreement.

“Adjusted Annual Operating Revenues” means operating revenue and investment income of the
Corporation, less contractual allowances, allowance for bad debts and free services for any Fiscal Year, all as
determined in accordance with generally accepted accounting principles.

“Affiliate” means a Person which, directly or indirectly through one or more intermediaries, controls, is
controlled by or is under common control with the Corporation.

“Aggregate Debt Service” means, as of any date of calculation and with respect to any period, the sum of
amounts of Debt Service for all Long-Term Indebtedness for such period.

“ALTA” means American Land Title Association.

“Authority” means the ABAG Finance Authority for Nonprofit Corporations, a public instrumentality of
the State, or its successors and assigns.

“Authorized Representative” means, (a) with respect to the Authority, its President, its Chief Financial
Officer, its Secretary or any other person designated as an Authorized Representative of the Authority by a
Certificate of the Authority signed by its Chief Financial Officer and filed with the Trustee, (b) with respect to the
Corporation, its President, its Executive Director or any other person designated as an Authorized Representative
of the Corporation by a Certificate of the Corporation signed by its President or Executive Director and filed with
the Trustee, and (c) with respect to the Office, the Director of the Office or the Deputy Director of the Cal
Mortgage Loan Insurance Division or any other person designated as an Authorized Representative of the Office
by a Statement of the Office signed by its Director or the Deputy Director of the Cal Mortgage Loan Insurance
Division and filed with the Trustee.

“Board” means the Board of Directors of the Corporation.

“Bond Counsel” means Independent counsel of recognized national standing in the field of obligations the
interest on which is excluded from gross income for federal income tax purposes, selected by the Corporation and
acceptable to the Authority and the Office.

“Bond Reserve Account” means the account by that name in the Revenue Fund established pursuant to the
Indenture.

“Bond Reserve Account Requirement” means, as of any date of calculation, an amount equal to Maximum
Annual Bond Service on all Bonds Outstanding as of such date or such larger amount as may be established as the
Bond Reserve Account Requirement by any Supplemental Indenture.
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“Bond Year” means the period of twelve consecutive months ending on March 1 in any year in which
Bonds are Outstanding.

“Bonds” means the ABAG Finance Authority for Nonprofit Corporations Insured Revenue Bonds
(Kinship Center), 2006 Series A, issued under the Indenture.

“Business Day” means any day other than a Saturday, Sunday, or a day on which banking institutions in
the city in which the Principal Corporate Trust Office of the Trustee is located are authorized or obligated by law
or executive order to be closed or a day on which the Federal Reserve System is closed.

“Capital Replacement Amount” means the amount required to be deposited in each Fiscal Year to the
Capital Replacement Fund, which amount shall be (a) $5,000 for the Fiscal Year commencing on January 1, 2006,
and (b) thereafter shall be increased for the next Fiscal Year to the extent there was a percentage increase from the
preceding year’s Consumer Price Index, All Urban Consumers, All Items Monterey County, CA, published by the
United States Department of Labor, Bureau of Labor Statistics, such percentage increase, if any, shall be applied to
the Capital Replacement Amount of the preceding January 1 and the Capital Replacement Amount shall then be
determined by adding the resulting amount to the Capital Replacement Amount of such previous January 1;
provided, that in no event shall the Capital Replacement Amount increase by more than ten percent (10%) in one
year. Such amount shall be calculated by the Corporation in each year and certified to the Office.

“Capital Replacement Fund” means the fund by that name established pursuant to the Regulatory
Agreement.

“CERCLA” means the Comprehensive Environmental Response, Compensation and Liability Act of 1980
(42 U.S.C. § 9601 et seq .), as heretofore or hereafter amended from time to time.

“Certificate ,” “Statement ,” “Request ,” “Requisition” and “Order” of the Authority, the Office or the
Corporation mean, respectively, a written certificate, statement, request, requisition or order signed in the name
of the Authority by an Authorized Representative of the Authority, or in the name of the Corporation or the
Office by an Authorized Representative of the Corporation or the Office, respectively, and delivered 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.

“Closing Date” means the date upon which there is a physical delivery of the Bonds in exchange for the
amount representing the purchase price of the Bonds by the Original Purchaser.

“Code” means the Internal Revenue Code of 1986 and the regulations issued thereunder or any successor
thereto. Reference to any particular Code section shall, in the event of such successor Code, be deemed to be
reference to the successor to such Code section.

“Continuing Disclosure Certificate” means that certain Continuing Disclosure Certificate, dated the date of
issuance and delivery of the Bonds, of the Corporation, as originally executed and as it may be amended from
time to time in accordance with the terms thereof.

“Contract of Insurance” means that contract of insurance  entered into by and among the Corporation, the
Office and the Authority dated as of March 1, 2006, as amended, modified and supplemented from time to time.

“Corporation” means Kinship Center, a corporation formed under or subject to the Nonprofit Public
Benefit Corporation Law of the State that is organized for the purpose of owning and operating a health facility
and that also meets the requirements of section 501(c)(3) of the Code, as required by Insurance Law section
129010(o), and any corporation which may become obligated under the Loan Agreement pursuant to the
Regulatory Agreement, or any corporation which is the surviving, resulting or transferee corporation in any
merger, consolidation or transfer of assets permitted under the Regulatory Agreement .

“Costs of Issuance” means all items of expense directly or indirectly payable by or reimbursable to the
Corporation and related to the authorization, issuance, sale and delivery of the Bonds, including but not limited to
the upfront premium and certification and inspection fees payable to the Office on the Closing Date, advertising
and printing costs, costs of preparation and reproduction of documents, filing and recording fees, initial fees and
charges of the Trustee and the Authority (including legal fees and charges of their respective counsel and the
Authority’s initial bond administration fee), legal fees and charges, fees and disbursements of consultants and
professionals, rating agency fees, fees and charges for preparation, execution, transportation and safekeeping of
Bonds, and any other cost, charge or fee in connection with the original issuance of Bonds.
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“Costs of Issuance Fund” means the fund by that name established pursuant to the Indenture.

“Debt Service ,” when used with respect to any Long-Term Indebtedness, means, as of any date of
calculation and with respect to any period, the sum of

a. the interest falling due on such Long-Term Indebtedness during such period (except to the extent that
such interest is payable from the proceeds of such Long-Term Indebtedness set aside for such purpose), and

b. the scheduled principal (or mandatory sinking fund or installment purchase price or lease rental or
similar) payments or deposits required with respect to such Long-Term Indebtedness during such period (except
to the extent such principal is payable from the proceeds of such Long-Term Indebtedness set aside for such
purpose), computed on the assumption that no portion of such Long-Term Indebtedness shall cease to be
outstanding during such period except by reason of the application of such scheduled payments, provided, however ,
that for purposes of such computation:

(1) if Long-Term Indebtedness is

(a) secured by an irrevocable letter of credit or irrevocable line of credit issued by a
financial institution having a combined capital and surplus of at least fifty million dollars
($50,000,000) and whose unsecured securities are rated in one of the two highest short-term or
long-term Rating Categories (without regard to numerical modifier) by each rating agency then
rating the Bonds, or

(b) insured by an insurance policy or surety bond issued by an insurance company
rated at least A+ by Alfred M. Best Company in Best’s Insurance Reports,

principal payments or deposits with respect to such Long-Term Indebtedness nominally due in the last
Fiscal Year in which such Long-Term Indebtedness matures may, at the option of the Corporation, be
treated as if they were due as specified in any loan agreement or installment sale/purchase agreement
issued in connection with such letter of credit, line of credit, insurance policy or surety bond or pursuant
to the repayment provisions of such letter of credit, line of credit, insurance policy or surety bond (or, if
such loan agreement or installment sale/purchase agreement or repayment provisions provide for
repayment over less than 20 years and the Trustee receives a Statement of the Corporation to the effect
that the Corporation intends to refinance such Long-Term Indebtedness prior to maturity, as if they were
amortized over a 20-year period with substantially level debt service) and interest on such Long-Term
Indebtedness after such Fiscal Year shall be assumed to be payable at an interest rate equal to a rate per
annum equal to the 25-year revenue bond index most  recently published preceding the date of
calculation in The Bond Buyer (subject to any adjustment for errors therein which may be acknowledged
by the publishers thereof);

(2) if interest on Long-Term Indebtedness is payable pursuant to a variable interest rate formula,
the interest rate on such Long-Term Indebtedness for periods when the actual interest rate cannot yet be
determined shall be assumed to be equal to the greater of

(a) the average rate of interest borne (or which would have been borne) by such Long-
Term Indebtedness during the Fiscal Year immediately preceding the date of calculation plus
one percent (1%), or

(b) the average rate of interest borne by such Long-Term Indebtedness during the three
full calendar months immediately preceding the date of calculation plus one percent (1%);

(3) if interest is capitalized with respect to Long-Term Indebtedness, Debt Service on such Long-
Term Indebtedness shall be included in computations of Maximum Aggregate Annual Debt Service
under the Regulatory Agreement only in proportion to the amount of interest payable in the then-current
Fiscal Year from sources other than amounts funded to pay such capitalized interest;

(4) with respect to a Guarantee, there shall be included in the Debt Service of the Corporation

(a) twenty-five percent (25%) of the Corporation’s maximum possible monetary liability
under the Guarantee in any Fiscal Year unless the Guarantee is drawn upon, and
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(b) one hundred percent (100%) of the Corporation’s monetary liability under the
Guarantee which has been drawn upon, until such time as all amounts drawn upon the
Guarantee have been repaid to the Corporation, and for two Fiscal Years thereafter; and

(5) if moneys or Investment Securities described in subsections (1), (2), (5) or (6) of the definition
thereof (not callable by the issuer thereof prior to maturity) have been deposited with a trustee or escrow
agent in an amount, together with earnings thereon, sufficient to pay the principal of or interest on Long-
Term Indebtedness as it comes due, such principal or interest, as the case may be, shall not be included
in computations of Debt Service.

“Deed of Trust” means that certain Deed of Trust with Fixture Filing and Security Agreement, dated as of
the same date as the Regulatory Agreement, to be executed by the Corporation, as trustor, in favor of the Deed
Trustee for the benefit of the Office and the Trustee for the benefit of the Owners, as beneficiaries, as amended,
modified and supplemented from time to time.

“Deed Trustee” means the Person at the time serving as such under the Deed of Trust.

“Defeasance Obligations” means (a) cash, (b) direct non-callable obligations of the United States of
America, (c) securities fully and unconditionally guaranteed as to the timely payment of principal and interest by
the United States of America, to which direct obligation or guarantee the full faith and credit of the United States
of America has been pledged, (d) Refcorp interest strips, (e) CATS, TIGRS, STRPS, and (f) defeased municipal
bonds rated AAA by S&P or Aaa by Moody’s (or any combination of the foregoing),

“Depository” means The Depository Trust Company and its successors and assigns, or any other
Securities Depository selected as set forth in the Indenture, which agrees to fol low the procedures required to be
followed by such depository in connection with the Bonds.

“Dissemination Agent” means the dissemination agent identified in the Continuing Disclosure Certificate.

“Environmental Claim” means any accusation, allegation, notice of violation, claim, demand, abatement
order or other order or direction (conditional or otherwise) by any governmental authority or any person for any
damage, including, without limitation, personal injury (including sickness, disease or death), tangible or intangible
property damage, contribution, indemnity, indirect or consequential damages, damage to the environment,
nuisance, pollution, contamination or other adverse effects on the environment, or for fines, penalties or
restrictions, resulting from or based upon

a. the existence of a Release (whether sudden or nonsudden or accidental or non-accidental) of, or
exposure to, any Hazardous Material, in, into or onto the environment at, in, by, from or related to the Facilities,

b. the use, handling, transportation, storage, treatment or disposal of Hazardous Materials in connection
with the operation of the Facilities, or

c. the violation, or alleged violation, of any statutes, ordinances, orders, rules, regulations, permits,
licenses or authorizat ions of or from any governmental authority, agency or court relating to environmental
matters connected with the Facilities.

“Environmental Indemnities” means the indemnities executed by the Corporation, as indemnitor, in favor
of the Office, the Authority, the Trustee and the other parties named therein, as indemnitees, each setting forth
certain indemnification obligations relating to Hazardous Materials.

“Environmental Laws” means all present and future federal, state or local laws, rules or regulations relating
to environmental matters, permits, pollution, waste disposal, industrial hygiene, land use and other requirements
of governmental authorities relating to the environment or to any Hazardous Material or Hazardous Material
Activity (including, without limitation, CERCLA and the applicable provisions of the California Health and Safety
Code and the California Water Code) or the protection of human or animal health or welfare, including, without
limitation, those related to any Release or threatened Release of Hazardous Materials and to the generation, use,
storage, transportation, or disposal of Hazardous Materials, in any manner applicable to the Corporation or the
Facilities.

“Environmental Regulations” means any federal, state or local law, statute, code, ordinance, regulation,
requirement or rule relating to dangerous, toxic or hazardous pollutants, Hazardous Substances, chemical waste,
materials or substances.

“Event of Default” means any of the events specified in the Indenture.
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“Facilities” means

a. the real property described in, and all real property required to be added, from time to time, to this
definition of Facilities pursuant to the Regulatory Agreement;

b. all buildings and structures thereon and fixtures and improvements thereto, whether now existing or
hereafter constructed, installed or acquired; and

c. all tangible personal property owned by the Corporation, whether now existing or hereafter
constructed, installed or acquired, and used in, around or about the aforesaid real property, including but not
limited to the personal property described in the Regulatory Agreement.

“Fiscal Year” means the period from November 1 to October 31, or any other twelve-month period
hereafter selected and designated as the official fiscal year period of the Corporation.

“501(c)(3) Organization” means an organization described in section 501(c)(3) of the Code.

“Governmental Unit” shall have the meaning set forth in section 150 of the Code.

“Gross Revenue Fund” means the fund by that name establ ished pursuant to the Loan Agreement.

“Gross Revenues” means all revenues, income, receipts and money received in any period by the
Corporation (other than donor-restricted gifts, grants, bequests, donations, contributions, and tax revenues),
including, but without limiting the generality of the foregoing, the following:

a. gross revenues derived from its operation and possession of and pertaining to its properties,

b. proceeds with respect to, arising from, or relating to its properties and derived from (1) insurance
(including business interruption insurance) or condemnation proceeds (except to the extent such proceeds are
required by the terms of the Regulatory Agreement or other agreements with respect to the Indebtedness which
the Corporation is permitted to incur pursuant to the terms of the Regulatory Agreement) to be used for purposes
inconsistent with their use for the payment of Loan Repayments, Additional Payments or similar payments with
respect to Parity Debt, (2) accounts, including but not limited to, accounts receivable, (3) securities and other
investments, (4) inventory and intangible property, (5) payment/reimbursement programs and agreements, and
(6) contract rights, accounts, instruments, claims for the payment of moneys and other rights and assets now or
hereafter owned, held or possessed by or on behalf of the Corporation, and

c. rentals received from the lease of the Corporation’s properties or space in its facilities.

“Guarantee” means any obligation of the Corporation guaranteeing in any manner, whether directly or
indirectly, any obligation of any Persons which would, if such Persons were the Corporation, constitute Long-
Term Indebtedness.

“Hazardous Material Activity” means any actual, proposed or threatened storage, holding, ex istence,
release, emission, discharge, generation, processing, abatement, removal, disposition, handling or transportation
of any Hazardous Materials from, under, into or on the Facilities or the Project or surrounding property.

“Hazardous Materials” means

a. any chemical, material or substance now or in the future defined as or included in the definition of
“hazardous substances,” “hazardous wastes,” “hazardous materials,” “extremely hazardous waste,” “restricted
hazardous waste,” “infectious waste,” “toxic pollutant” or “toxic substances” or any other term intended to
define, list, or classify substances by reason of deleterious properties such as ignitability, corrosivity, reactivity,
carcinogenicity, toxicity, reproductive toxicity, “TCLP toxicity,” “EP toxicity” or words of similar import under
any applicable local, state or federal law or under the regulations adopted or publications promulgated pursuant
thereto, including, without limitation, Environmental Laws,

b. any oil, petroleum or petroleum-derived substance,

c. any drilling fluids, produced waters and other wastes associated with the exploration, development or
production of crude oil, natural gas or geothermal resources,

d. any flammable substances or explosives,
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e. any radioactive materials,

f. asbestos in any form which is or could become friable,

g. urea formaldehyde foam insulation,

h. electrical equipment which contains any oil or dielectric fluid containing levels of polychlorinated
biphenyls in excess of fifty parts per million,

i. pesticides, and

j. any other chemical, material or substance, exposure to which is prohibited, limited or regulated by any
governmental authority as one that may or could pose a hazard to the health and safety of the owners, occupants
or any persons in the vicinity of the Facilities.

“Hazardous Substances” means (a) any oil, flammable substance, explosives, radioactive materials,
hazardous wastes or substances, toxic wastes or substances or any other wastes, materials or pollutants which (i)
pose a hazard to the Project or to persons on or about the Project or (ii) cause the Project to be in violation of any
Environmental Regulation; (b) asbestos in any form which is or could become friable, urea formaldehyde foam
insulation, transformers or other equipment which contain dielectric fluid containing levels of polychlorinated
biphenyls, or radon gas; (c) any chemical, material or substance defined as or included in the definition of
“waste,” “hazardous substances,” “hazardous wastes,” “hazardous materials,” extremely hazardous waste,”
“restricted hazardous waste,” or “toxic substances” or words of similar import under any Environmental
Regulation including, but not limited to, the Comprehensive Environmental Response, Compensation and
Liability Act (“CERCLA”), 42 USC §§ 9601 et seq.; the Resource Conservation and Recovery Act (“RCRA”), 42
USC §§ 6901 et seq.; the Hazardous Materials Transportation Act, 49 USC §§ 1801 et seq.; the Federal Water
Pollution Control Act, 33 USC §§ 1251 et seq.; the California Hazardous Waste Control Law (“HWCL”), Cal.
Health & Safety §§ 25100 et seq.; the Hazardous Substance Account Act (“HSAA”), Cal. Health & Safely Code §§
25300 et seq.; the Underground Storage of Hazardous Substances Act, Cal. Health & Safety §§ 25280 et seq.; the
Porter-Cologne Water Quality Control Act (the “Porter-Cologne Act”), Cal. Water Code §§ 13000 et seq., the Safe
Drinking Water and Toxic Enforcement Act of 1986 (Proposition 65); and Title 22 of the California Code of
Regulations, Division 4, Chapter 30; (d) any other chemical, material or substance, exposure to which is
prohibited, limited or regulated by any governmental authority or agency or may or could pose a hazard to the
health and safety of the occupants of the Project or the owners and/or occupants of property adjacent to or
surrounding the Project, or any other person coming upon the Project or adjacent property; or (e) any other
chemical, materials or substance which may or could pose a hazard to the environment.

“Indebtedness” means

a. any Guarantee, and

b. any indebtedness or obligation of the Corporation (other than accounts payable and accruals), as
determined in accordance with generally accepted accounting principles, including obligations under conditional
sales contracts or other title retention contracts, and rental obligations under leases which are considered capital
leases under generally accepted accounting principles.

Indebtedness shall not include Non-recourse Indebtedness.

“Indenture” means that certain Indenture, dated as  of March 1, 2006, by and between the Authority and
the Trustee, as amended, modified and supplemented from time to time.

“Independent,” when referring to an Accountant, Counsel, Management Consultant or Person, means an
Accountant, Counsel, Management Consultant or Person who

a. is independent of and not under the control of the Corporation,

b. does not have any substantial interest, direct or indirect, in the Corporation, and

c. in the case of an individual, is not connected, including through a spouse, with the Corporation as a
director, officer or employee of the Corporation, and in the case of a firm, is not connected with the Corporation
as a partner, director, officer or employee of the Corporation, but who may be regularly retained by the
Corporation.
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“Information Services” means Financial Information, Inc.’s “Daily Called Bond Service,” 30 Montgomery
Street, 10th Floor, Jersey City, NJ 07302, Attention: Editor; Kenny Information Services’ “Called Bond Service,” 65
Broadway, 16th Floor, New York,  NY 10006; Moody’s “Municipal and Government,” 5250 77 Center Drive, Suite
150, Charlotte, NC 28217, Attention: Municipal News Reports; and Standard and Poor’s “Called Bond Record,” 25
Broadway, 3rd Floor, New York, NY 10004; or to such other addresses and/or such other services providing
information with respect to called bonds as the Authority may designate in a Certificate of the Authority
delivered to the Trustee.

“Insurance and Condemnation Proceeds Fund” means the fund by that name established pursuant to the
Indenture.

“Insurance Law” means Chapter 1. Part 6. Division 107 of the Health and Safety Code of the State, cited as
the “California Health Facility Construction Loan Insurance Law” as now in effect and as it may from time to time
hereafter be amended or supplemented.

“Interest Account” means the account by that name in the Revenue Fund established pursuant to the
Indenture.

“Interest Payment Date” means March 1 and September 1 of each year, commencing September 1, 2006.

“Investment Securitie s” means any of the following:

(a) cash or 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, and CATS and TGRS) or obligations the
principal of and interest on which are unconditionally guaranteed by the United States of America;

(b) bonds, debentures, notes or other evidence of indebtedness issued or guaranteed by any of the
following federal agencies and provided such obligations are backed by the full faith and credit of the United
States of America (stripped securities are only permitted if they have been stripped by the agency itself): U.S.
Export-Import Bank, Farmers Home Administration, Federal Financing Bank, Federal Housing Administration,
General Services Administration, Government National Mortgage Association (GNMA), U.S. Maritime
Administration, and U.S. Department of Housing and Urban Development;

(c) U.S. dollar denominated deposit accounts, certificates of deposit, federal funds and banker’s
acceptances with domestic commercial banks (including the Trustee or its affiliates) which have a rating on their
short term certificates of deposit on the date of purchase of “A-l” or “A-l+” by S&P or “P-l” by Moody’s and
maturing no more than 360 days after the date of purchase (ratings on holding companies are not considered as
the rating of the bank);

(d) commercial paper which is rated at the time of purchase “A-l” or “A-l+” by S&P or “P-l” by Moody’s
and which matures not more than 270 days after the date of purchase;

(e) investments in a money market fund rated “AAAm” or “AAAm-G” or better by S&P or a money
market fund collateralized by securities listed in paragraph (a) of this definition including funds for which the
Paying Agent, its affiliates or subsidiaries provide investment, advisory or other management or administrative
services;

(f) pre-refunded municipal obligations defined as follows: Any bonds or other obligations of any state of
the United States of America or of any agency, instrumentality or local governmental unit of any such state which
are not callable at the option of the obligor prior to maturity or as to which irrevocable instructions have been
given by the obligor to call on the date specified in the notice; and (i) which are rated, based on the escrow, in the
highest rating category of S&P or Moody’s or any successors thereto; or (ii)(A) which are fully secured as to
principal and interest and redemption premium, if any, by a fund consisting only of cash or obligations described
in paragraph (i) of this definition, which fund may be described in clause (i) above, which fund may be applied
only to the payment of such principal of and applied only to the payment of such principal of and interest and
redemption premium, if any, on such bonds or other obligations on the maturity date or dates thereof or the
specified redemption date or dates pursuant to such irrevocable instructions, as appropriate, and (B) which fund is
sufficient, as verified by a nationally recognized independent certified public accountant, to pay principal of and
interest and redemption premium, if any, on the bonds or other obligations described in this clause on the
maturity date or dates thereof or on the redemption date or dates specified in the irrevocable instructions referred
to above, as appropriate;

(g) long-term investment agreements (with maturity dates in excess of one year) with financial
institutions (including, without limitation, banks and insurance companies) the debt obligations of which are rated
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in one of the two highest Rating Categories of each rating agency then rating the Bonds or short-term investment
agreements with financial institutions the long- or short-term debt obligations of which are rated in one of the two
highest long- or short-term, as the case may be, Rating Categories of each rating agency then rating the Bonds,
provided that if such rating falls below the two highest Rating Categories, the investment agreement shall allow
the Trustee, at the direction of the Corporation, to replace such financial institution or shall provide for the
invested securities to be fully collateralized by investments described in (a) above and, provided further, that if so
collateralized, that, as evidenced by an opinion of counsel, the Trustee  has a perfected first security lien on the
collateral and such collateral is held by the Trustee;

(h) repurchase agreements or investment agreements issued by banks, broker/dealers or other financial
institutions fully secured by obligations listed in paragraphs (a), (b) or (c) of this definition having a market value
at least equal to 103% of face amount of the agreement and possession of which obligations is held or controlled
by the Trustee, the District or by a third party satisfactory to the Trustee or the District under arrangements
satisfactory to the Trustee or the District, as the case may be; and

(i) the Local Agency Investment Fund of the State of California, created pursuant to section 16429.1 of the
California Government Code.

“Loan Agreement” means that certain Loan Agreement, dated as of March 1, 2006, by and between the
Authority and the Corporation, as amended, modified and supplemented from time to time.

“Loan Default Event” means any of the events specified in the Loan Agreement.

“Loan Repayments” means the payments so designated and required to be made by the Corporation
pursuant to the Loan Agreement.

“Long-Term Indebtedness” means Indebtedness having an original maturity greater than one (1) year or
renewable at the option of the Corporation for a period greater than one (1) year from the date of original
incurrence or issuance thereof unless, by the terms of such Indebtedness, no Indebtedness is permitted to be
outstanding thereunder for a period of at least thirty (30) consecutive days during each calendar year.

“Management Agent” means that Person or those Persons with whom the Corporation has entered into a
contract, whether as an independent contractor or employee, for managerial services, relating to the management
or operation of all or substantially all of the Facilities. In the event the Corporation does not have a separate
management contract, then “Management Agent” shall mean all of those Persons serving as the Corporation’s
CEO/President, chief financial officer, chief operating officer, or other similar officers. In the event the
Corporation does not have such officers, then “Management Agent” shall mean all of those Persons that manage
or operate all or substantially all of the Facilities.

“Management Consultant” means an Independent Person of national or regional reputation qualified to
report on questions relating to the financial condition and projections of health facilities, selected by the
Corporation and acceptable to the Office and so long as such Management Consultant is acceptable to the Office.

“Mandatory Sinking Account Payment” means, with respect to Term Bonds of any maturity, the amount
required by the Indenture to be paid on any single date for the retirement of Term Bonds of such maturity.

“Maximum Aggregate Annual Debt Service” means, as of any date of calculation, the Aggregate Debt
Service as computed for the then current or any future Fiscal Year in which such sum shall be largest.

“Maximum Annual Bond Service” means, as of any date of calculation, the sum of (a) the interest falling
due on then Outstanding Bonds (assuming that all then Outstanding Serial Bonds are retired on their respective
maturity dates and that all then Outstanding Term Bonds are retired at the times and in the amounts provided for
by Mandatory Sinking Account Payments), (b) the principal amount of then Outstanding Serial Bonds falling due
by their terms, and (c) the aggregate amount of all Mandatory Sinking Account Payments required; all as
computed for the Bond Year in which such sum shall be largest.

“Maximum Annual Debt Service ,” when used with respect to any item of Long-Term Indebtedness,
means, as of any date of calculation, the maximum amount of Debt Service to become due on such Long-Term
Indebtedness in the current or any future Fiscal Year after the date of calculation.

“Moody’s” means Moody’s Investors Service, 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, any other nationally recognized securities rating
agency designated by the Authority.
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“Net Income Available for Debt Service” means, with respect to any period, the excess of revenues
(including non-operating revenues) over expenses from operations of the Corporation for such period,
determined in accordance with generally accepted accounting principles, to which shall be added interest,
amortization, depreciation expense and other non-cash charges, each item determined in accordance with
generally accepted accounting principles, and excluding

a. any profits or losses on the sale or other disposition, not in the ordinary course of business, of
investments or fixed or capital  assets or resulting from the early extinguishment of debt,

b. gifts, grants, bequests, donations and contributions, to the extent specifically restricted by the donor to
a particular purpose inconsistent with their use for the payment of Debt Service or operating expenses, and

c. the net proceeds of insurance (other than business interruption insurance) and condemnation awards.

“Non-recourse Indebtedness” means any indebtedness of the Corporation, which is not a general obligation
of the Corporation and is secured by a lien on property of the Corporation, liability for which is effectively limited
to the property subject to such lien (which property is not integral to the operation of the Facilities) with no
recourse, directly or indirectly, to any other  property of the Corporation.

“Office” means the Office of Statewide Health Planning and Development of the Health and Human
Services Agency of the State, or its successors.

“Opinion of Counsel” means a written opinion of counsel (including, without limitation, counsel for the
Authority) selected by the Authority and delivered to the Trustee. If and to the extent required by the provisions
of the Indenture, each Opinion of Counsel shall include the statements provided for in the Indenture.

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

“Original Purchaser” means the original purchaser of the Bonds.

“Outstanding ,” when used as of any particular time with reference to Bonds, means (subject to the
provisions of the Indenture) all Bonds theretofore, or thereupon being, authenticated and delivered by the Trustee
under the Indenture except (a) Bonds theretofore canceled by the Trustee or surrendered to the Trustee for
cancellation; (b) Bonds 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 Indenture; and (c) 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.

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

“Parity Debt” means Long-Term Indebtedness which is incurred by the Corporation in accordance with
the provisions of the Regulatory Agreement and secured equally and ratably with the obligations of the
Corporation under the Loan Agreement by a lien on and security interest in the Gross Revenues and the Deed of
Trust.

“Permitted Encumbrances” means and includes:

a. undetermined liens and charges incident to construction or maintenance, and liens and charges
incident to construction or maintenance now or hereafter filed of record which are being contested in good faith
and have not proceeded to final judgment (and for which all applicable periods for appeal or review have not
expired), provided that the Corporation shall have set aside reserves with respect thereto which, in the opinion of
the Office, are adequate;

b. notices of lis pendens  or other notices of or Liens with respect to pending actions which are being
contested in good faith and have not proceeded to final judgment (and for which all applicable periods for appeal
or review have not expired), provided that the Corporation shall have set aside reserves with respect thereto
which, in the opinion of the Office, are adequate;

c. the lien of taxes and assessments which are not delinquent, or, if delinquent, are being contested in
good faith, provided that the Corporation shall have set aside reserves with respect thereto which, in the opinion
of the Board, are adequate;



Appendix C
Page 10

d. minor defects and irregularities in title to the Facilities which in the aggregate do not materially
adversely affect the value or operation of the Facilities for the purposes for which they are or may reasonably be
expected to be used;

e. easements, exceptions or reservations for the purpose of ingress and egress, parking, pipelines,
telephone lines, telegraph lines, power lines and substations, roads, streets, alleys, highways, railroad purposes,
drainage and sewerage purposes, dikes, canals, laterals, ditches, the removal of oil, gas, coal or other minerals,
and other like purposes, or for the joint or common use of real property, facilities and equipment, which in the
aggregate do not materially interfere with or impair the operation of the Facilities for the purposes for which they
are or may reasonably be expected to be used;

f. rights reserved to or vested in any municipality or governmental or other public authority to control or
regulate or use in any manner any portion of the Facilities which do not materially impair the operation of the
Facilities for the purposes for which they are or may reasonably be expected to be used;

g. present or future valid zoning laws and ordinances;

h. the rights of the Authority, the Corporation, the Office, the Trustee and holders of Parity Debt under
the Loan Agreement, the Indenture, the Regulatory Agreement and the Deed of Trust and the lien and charge of
the Indenture, the Regulatory Agreement and the Deed of Trust;

i. liens securing indebtedness for the payment, redemption or satisfaction of which money (or evidences
of indebtedness) in the necessary amount shall have been deposited in trust with a trustee or other holder of such
indebtedness;

j. purchase money security interests and security interests existing on any personal property prior to the
time of its acquisition by the Corporation through purchase, merger, consolidation or otherwise, whether or not
assumed by the Corporation, or placed upon property being acquired by the Corporation to secure a portion of
the purchase price thereof, or lessor’s interests in leases required to be capitalized in accordance with generally
accepted accounting principles;

k. statutory liens arising in the ordinary course of business which are not delinquent or are being
contested in good faith by the Corporation;

l. the lease or license of the use of a part of the Facilities for use in performing professional or other
services necessary for the proper and economical operation of the Facilities in accordance with customary business
practices in the health care industry;

m. liens or encumbrances existing as of the date of initial execution and delivery of the Bonds;

n. liens securing Parity Debt on a parity with the obligations of the Corporation under the Regulatory
Agreement;

o. statutory rights of the United States of America to recover against the Corporation by reason of federal
funds made available under 42 U.S.C. § 291 et seq ., and similar rights under other federal and state statutes; and

p. other liens and encumbrances specifically approved in writing by the Office.

“Person” means a person, individual, company, firm, association, organization, partnership, trust,
corporation or other legal entity or group of entities, including a governmental entity or any agency or political
subdivision thereof.

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

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

“Principal Corporate Trust Office” means, with respect to the Trustee, the office of the Trustee at One
California Street, Suite 2100, San Francisco, CA 94111, or such other or additional offices as may be specified to the
Authority by the Trustee except that, with respect to presentation of Bonds for payment or for registration of
transfer and exchange, such term shall mean the office or agency of the Trustee at which at any particular time, its
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corporate trust agency shall be conducted, or such other office designated by the Trustee from time to time, or at
such other or additional offices as may be specified by the Trustee in writing to the Authority.

“Project” means the refunding of an existing bank loan, currently outstanding in the approximate
principal amount of $2,470,000, incurred for the purpose of constructing a 27,000 square foot facility to house the
Corporation’s administrative and business operation offices, a mental health clinic, and health related programs
located at 124 River Road, Salinas, California, owned and operated by the Corporation in connection with the
provision of its children’s mental health clinics, services to relatives who are providing homes to children,
adoptive family wrap-around services, foster family care and adoption placement services.

“Project Fund” means the Project Fund established in the Indenture.

“Rating Category” means (a) with respect to any long-term rating category, all ratings designated by a
particular letter or combination of letters, without regard to any numerical modifier, plus or minus sign or other
modifier and (b) with respect to any short-term or commercial paper rating category, all ratings designated by a
particular letter or combination of letters and taking into account any numerical modifier, but not any plus or
minus sign or other modifier.

“Rebate Fund” means the Rebate Fund established in the Indenture.

“Record Date” means, with respect to any Interest Payment Date for the Bonds, the fifteenth (15th) day of
the calendar month preceding such Interest Payment Date.

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

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

“Regulatory Agreement”  means that certain Regulatory Agreement, dated as of March 1, 2006, among the
Authority, the Office and the Corporation, as originally executed and as amended from time to time in accordance
with its terms.

“Release” means any release, spill, emission, leaking, pumping, pouring, injection, escaping, deposit,
disposal, discharge, dispersal, leaching, or migration into the indoor or outdoor environment (including, without
limitation, the abandonment or disposal of any barrels, containers or other closed receptacles containing any
Hazardous Materials), or into or out of the Facilities, including the movement of any Hazardous Material through
the air, soil, surface water, groundwater or property.

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

“Revenues” means all amounts received by the Authority or the Trustee pursuant or with respect to the
Loan Agreement, including, without limiting the generality of the foregoing, Loan Repayments (including both
timely and delinquent payments and any late charges, and regardless of source), prepayments, insurance
proceeds, payments received pursuant to the Insurance Law, condemnation proceeds, and all interest, profits or
other income derived from the investment of amounts in any fund or account established pursuant to the
Indenture, but not including any expenses or any amounts paid to the Authority or the Trustee pursuant to rights
of indemnification or any Additional Payments.

“Risk Management Consultant” means an Independent Person having experience and a favorable
reputation in consulting on the insurance requirements of health facilities in the State of the general size and
character of the Facilities, selected by the Corporation and acceptable to the Office, and so long as such Risk
Management Consultant is acceptable to the Office.

“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, any other nationally recognized securities rating agency designated by the Authority.

“Securities Depositories” means The Depository Trust Company, 55 Water Street, 50th  Floor, New York,
NY 10041-0099, Attention: Call Notification Department, Fax (212) 855-7232; or to such other addresses and/or
such other registered securities depositories holding substantial amounts of obligations of types similar to the
Bonds as the Authority may designate in a Written Certificate of the Authority delivered to the Trustee.
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“Serial Bonds” means the Bonds, falling due by their terms in specified years, for which no Mandatory
Sinking Account Payments are provided.

“Short-Term Indebtedness” means Indebtedness having an original maturity less than or equal to one year
and not renewable at the option of the Corporation for a term greater than one year from the date of original
incurrence or issuance unless, by the terms of such Indebtedness, no Short-Term Indebtedness is permitted to be
outstanding thereunder for a period of at least thirty (30) consecutive days during each calendar year.

“Sinking Accounts” means the subaccounts in the Principal Account so designated and established
pursuant to the Indenture.

“Special Record Date” means the date established by the Trustee pursuant to the Indenture as a record
date for the payment of defaulted interest on Bonds.

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

“State” means the State of California.

“Statement” means a written certification, certificate or statement or other appropriate written instrument
normally provided in the applicable circumstance where required by the Regulatory Agreement to be provided or
delivered by the Accountant, counsel, insurance agent, the Risk Management Consultant, the Management
Consultant, the Corporation, the Office or other appropriate Person. The Statement shall be dated and signed by a
person authorized to execute the Statement.

“Supplemental Indenture” means any indenture hereafter duly authorized and entered into between the
Authority and the Trustee, supplementing, modifying or amending the Indenture; but only if and to the extent
that such Supplemental Indenture is specifically authorized under the Indenture.

“Tax Agreement” means the Tax Certificate and Agreement with respect to the Bonds executed and
delivered by the Authority and the Corporation, as originally executed and as the same may be amended and
supplemented from time to time in accordance with the terms thereof.

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

“Trustee” means U.S. Bank National Association, in its capacity as trustee, and its successors and assigns,
and any other corporation or association which may at any time be substituted in its place as provided in the
Indenture.

“Unrelated Trade or Business” shall have the meaning set forth in section 513(a) of the Code.

LOAN AGREEMENT

The Loan Agreement provides the terms of the loan of Bond proceeds to the Corporation and the
repayment of and security for such loan provided by the Corporation. Certain of the provisions of the Loan
Agreement are summarized below. This summary does not purport to be complete or definitive and is qualified in its
entirety by reference to the full terms of the Loan Agreement.

Payment of Loan Repayments

In consideration of the loan of the proceeds of the Bonds to the Corporation, the Corporation agrees that,
on or before the first day of each month and as long as any of the Bonds remain Outstanding, it will pay to the
Trustee for deposit in the Revenue Fund such amount as is required by the Trustee to make the transfers and
deposits required by the Indenture, including, without limitation, amounts required to replenish the Bond
Reserve Account to the Bond Reserve Account Requirement in the event of deficiencies therein. Notwithstanding
the foregoing, if five (5) Business Days prior to any interest or principal payment date with respect to the Bonds,
the aggregate amount in the Revenue Fund (other than Bond Reserve Account) is for any reason insufficient or
unavailable to make the required payments of principal (or Redemption Price) of or interest on the Bonds then
becoming due (whether by maturity, redemption or acceleration), the Corporation must pay the amount of any
such deficiency to the Trustee. Except as otherwise expressly provided therein, all amounts payable by the
Corporation to the Authority are to be paid to the Trustee as assignee of the Authority and the Loan Agreement
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and all right, title and interest of the Authority in any such payments are assigned and pledged to the Trustee so
long as any Bonds remain Outstanding.

Additional Payments

In addition to the Loan Repayments, the Corporation is required to also pay to the Authority or to the
Trustee, as the case may be, “Additional Payments,” as follows:

(a) All taxes and assessments of any type or character charged to the Authority or to the Trustee affecting
the amount available to the Authority or the Trustee from payments to be received under the Loan Agreement or
in any way arising due to the transactions contemplated by the Loan Agreement (including taxes and assessments
assessed or levied by any public agency or governmental authority of whatsoever character having power to levy
taxes or assessments) but excluding franchise taxes based upon the capital and/or income of the Trustee and
taxes based upon or measured by the net income of the Trustee; provided, however , that the Corporation has the
right to protest any such taxes or assessments and to require the Authority or the Trustee, at the Corporation’s
expense, to protest and contest any such taxes or assessments levied upon them and that the Corporation has the
right to withhold payment of any such taxes or assessments pending disposition of any such protest or contest
unless such withholding, protest or contest would adversely affect the rights or interests of the Authority or the
Trustee;

(b) All reasonable fees, charges and expenses of the Trustee for services rendered under the Indenture, as
and when the same become due and payable;

(c) The reasonable fees and expenses of such accountants, consultants, attorneys and other experts as
may be engaged by the Authority or the Trustee to prepare audits, financial statements, reports, opinions or
provide such other services required under the Loan Agreement, the Contract of Insurance, the Regulatory
Agreement, the Deed of Trust or the Indenture;

(d) The annual fee and reasonable fees and expenses of the Authority or any agency of the State, selected
by the Authority to act on its behalf in connection with the Loan Agreement, the Contract of Insurance, the
Regulatory Agreement, the Deed of Trust, the Bonds or the Indenture, including, without limitation, any and all
expenses incurred in connection with the authorization, issuance, sale and delivery of any such Bonds in
connection with any litigation which may at any time be instituted involving the Loan Agreement, the Contract of
Insurance, the Regulatory Agreement, the Deed of Trust, the Bonds or the Indenture or any of the other
documents contemplated thereby, or in connection with the supervision or inspection of the Corporation, its
properties, assets or operations or otherwise in connection with the administration of the Loan Agreement, the
Contract of Insurance, the Regulatory Agreement, the Deed of Trust, the Bonds or the Indenture;

(e) Any fees and other costs required to be incurred by the Authority and/or the Trustee to comply with
the provisions of the Indenture relating to the payment of rebate, including but not  limited to any expenses
related to computations to determine if moneys are required to be rebated to the United States; and

(f) All other reasonable and necessary fees and expenses of the Authority attributable to the Loan
Agreement.

Gross Revenue Fund

The Corporation agrees that, so long as any of the Loan Repayments remain unpaid, all of the Gross
Revenues of the Corporation shall be deposited as soon as practicable upon receipt in a fund designated as the
“Gross Revenue Fund” which the Corporation shall establish and maintain in an account or accounts at such
banking institution or institutions as the Corporation shall from time to time designate in writing to the Trustee
and to the Office for such purpose (the “Depository Bank(s)”). Subject only to the provisions of the Loan
Agreement permitting the application thereof for the purposes and on the terms and conditions set forth therein,
the Corporation pledges and, to the extent permitted by law, grants a security interest to the Trustee (as assignee
of the Authority) and to the Office in, the Gross Revenue Fund and all of the Gross Revenues of the Corporation
to secure the payment of Loan Repayments and the performance by the Corporation of its other obligations under
the Loan Agreement and the Regulatory Agreement and with respect to Parity Debt. The Corporation agrees to
execute and cause to be filed Uniform Commercial Code financing statements in form and substance satisfactory
to the Office, agrees to execute a deposit account control agreement with the Depository Bank with respect to the
security interest granted under the Loan Agreement and agrees to execute and deliver such other documents
(including, but not limited to, control agreements and continuation statements) as may be necessary or reasonably
requested by the Authority, the Office or the Trustee in order to perfect or maintain as perfected such security
interest or give public notice thereof.
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Amounts in the Gross Revenue Fund may be used and withdrawn by the Corporation at any time for
any lawful purpose, except as provided below. In the event that the Corporation is delinquent for more than one
Business Day in the payment of any Loan Repayment or any payment required with respect to Parity Debt, the
Authority or the Trustee will notify the Corporation, the Office and the Depository Bank(s) of such delinquency,
and, unless such Loan Repayment or payment with respect to Parity Debt is paid within ten days after receipt of
such notice, upon request of the Trustee the Corporation shall cause the Depository Bank(s) to transfer the Gross
Revenue Fund to the name and credit of the Trustee, but only with the consent of the Office (provided that such
consent shall be required only if the Contract of Insurance is in effect and the Office is not in default thereunder).
All Gross Revenues of the Corporation shall continue to be deposited in the Gross Revenue Fund but to the name
and credit of the Trustee until the amounts on deposit in said fund are sufficient to pay in full, or have been used
to pay in full, all Loan Repayments and payments with respect to Parity Debt in default and all other Loan
Default Events and events of default with respect to Parity Debt known to the Trustee shall have been made good
or cured to the satisfaction of the Trustee or  provision deemed by the Trustee to be adequate shall have been
made therefor, whereupon the Gross Revenue Fund (except for the Gross Revenues required to make such
payments or cure such defaults) shall be returned to the name and credit of the Corporation. During any period
that the Gross Revenue Fund is held in the name and to the credit of the Trustee, the Trustee shall use the
withdrawn amounts in said fund from time to time to make Loan Repayments, Additional Payments, and the
other payments required of the Corporation under the Loan Agreement or with respect to any Parity Debt as such
payments become due (whether by maturity, redemption, acceleration or otherwise), and, if such amounts shall
not be sufficient to pay in full all such payments due on any date, then to the payment of Loan Repayments,
Additional Payments and Debt Service on such Parity Debt ratably, according to the amounts due respectively for
Loan Repayments and such Debt Service, without any discrimination or preference, and to such other payments
in the order which the Trustee, in its discretion, shall determine to be in the best interests of the holders of the
Bonds and such Parity Debt, without discrimination or preference. During any period that the Gross Revenue
Fund is held in the name and to the credit of the Trustee, the Corporation shall not be entitled to use or withdraw
any of the Gross Revenues of the Corporation unless and to the extent that the Trustee, at its sole discretion (or as
directed by the Office), so directs for the payment of current or past due operating expenses of the Corporation.
The Corporation further agrees that a failure to comply with the terms of the Gross Revenue pledge shall cause
irreparable harm to the holders from time to time of the Bonds and of Parity Debt, and shall entitle the Trustee,
with or without notice to the Corporation but with the consent of the Office (provided that such consent shall be
required only if the Contract of Insurance is in effect and the Office is not in default thereunder), to take
immediate action to compel the specific performance of the obligations of the Corporation as provided above.

Security for Corporation’s Obligations

In consideration of the issuance of the Bonds and the loan of the proceeds thereof to the Corporat ion
under the Loan Agreement and to secure the payment of Loan Repayments and the performance of the other
obligations of the Corporation under the Loan Agreement, the Corporation pledges and grants a security interest
(subject to Permitted Encumbrances) to the Office in the Facilities. The Corporation has entered into the Deed of
Trust to further secure the Corporation’s obligations under the Loan Agreement. The Corporation agrees to
execute and cause to be filed Uniform Commercial Code financing statements in form and substance satisfactory
to the Office, and to execute and deliver such other documents (including, but not limited to, subordination
agreements and continuation statements) as the Authority or the Office may reasonably require in order to perfect
or maintain as perfected such security interest or give public notice thereof. The Deed of Trust, pursuant to its
terms, may be amended and property released therefrom upon written notice to the Trustee with the consent of
the Office without the necess ity of obtaining the consent of the Authority, the Trustee or the Bondowners.

Obligations of the Corporation Unconditional; Net Contract

The obligations of the Corporation to make the Loan Repayments and Additional Payments required
under the Loan Agreement and to perform and observe the other agreements on its part contained therein shall
be absolute and unconditional, and shall not be abated, rebated, setoff, reduced, abrogated, terminated, waived,
diminished, postponed or otherwise modified in any manner or to any extent whatsoever, while any Bonds
remain Outstanding or any Additional Payments remain unpaid, regardless of any contingency, act of God, event
or cause whatsoever, including, without limiting the generality of the foregoing, any acts or circumstances that
may constitute failure of consideration, eviction or constructive eviction, the taking by eminent domain or
destruction of or damage to the Facilities, commercial frustration of purpose, any changes in the laws of the
United States of America or of the State or any political subdivision of either or in the rules or regulations of any
governmental authority, or any failure of the Authority or the Trustee to perform and observe any agreement,
whether express or implied, or any duty, liability or obligation arising out of or connected with the Loan
Agreement or the Indenture. The Loan Agreement shall be deemed and constructed to be a “net contract,” and
the Corporation shall pay absolutely net the Loan Repayments, Additional Payments and all other payments
required under the Loan Agreement, regardless of any rights of setoff, recoupment, abatement or counterclaim
that the Corporation might otherwise have against the Authority or the Trustee or any other party or parties.
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Prepayment

The Corporation shall have the right at any time or from time to time to prepay all or any part of the
Loan Repayments and the Authority agrees that the Trustee shall accept such prepayments when the same are
tendered by the Corporation. All such prepayments (and the additional payment of any amount necessary to pay
the applicable premiums, if any, payable upon the redemption of Bonds) shall be deposited upon receipt in the
Redemption Fund established pursuant to the Indenture and used for the redemption or purchase of Outstanding
Bonds in the manner and subject to the terms and conditions set forth in the Indenture.

Operation and Maintenance of the Facilities

The Corporation shall operate the Facilities as “health care facilities” as defined in the Act and shall
maintain or cause to be maintained, throughout the term of the Loan Agreement, the Facilities as specified in the
Regulatory Agreement.

Maintenance of Existence; Affiliation, Merger, Consolidation, Sale or Transfer

The Corporation shall maintain or cause to be maintained, throughout the term of the Loan Agreement,
its existence and shall enter into agreements for affiliation, merger, consolidation, sale or transfer only as
permitted in the Regulatory Agreement.

Rates and Charges; Debt Coverage; Current Ratio; Days Cash on Hand

The Corporation shall operate the Facilities as revenue producing health care facilities. The Corporation
shall fix, charge and collect, or cause to be fixed, charged and collected, subject to applicable requirements or
restrictions imposed by law, such rates, fees and charges which, together with all other receipts and revenues of
the Corporation and any other funds available therefor, are reasonably projected to be sufficient in each Fiscal
Year to produce, and as of the end of each Fiscal Year shall produce, Net Income Available for Debt Service equal
to at least 1.25 times Maximum Aggregate Annual Debt Service for such Fiscal Year.

The Corporation shall maintain, as of the end of each Fiscal Year, commencing in the first Fiscal Year
after the Closing Date , a current ratio (a ratio of current assets to current liabilities, as determined in accordance
with generally accepted accounting principles and as shown on the Corporation’s audited financial statements for
such Fiscal Year) of at least 1.50:1.0.

The Corporation shall maintain, (1) as of the end of the Fiscal Year ending June 30, 2006, at least five (5)
Days Cash on Hand, as shown on the Corporation’s audited financial statements for such Fiscal Year, (2) as of the
end of the Fiscal Year ending June 30, 2007, at least ten (10) Days Cash on Hand, as shown on the Corporation’s
audited financial statements for such Fiscal Year, (3) as of the end of the Fiscal Year ending June 30, 2008, at least
fifteen (15) Days Cash on Hand, as shown on the Corporation’s audited financial statements for such Fiscal Year,
(4) as of the end of the Fiscal Year ending June 30, 2009, at least twenty (20) Days Cash on Hand, as shown on the
Corporation’s audited financial statements for such Fiscal Year, and, (5) as of the end of the Fiscal Year ending
June 30, 2010, and each Fiscal Year thereafter, at least twenty-five (25) Days Cash on Hand, as shown on the
Corporation’s audited financial statements for such Fiscal Year. For purposes of this requirement, “Days Cash on
Hand” shall mean, for any Fiscal Year, the quotient obtained by dividing (A) the Corporation’s cash and cash
equivalents as of the end of such Fiscal Year (not including any such cash and cash equivalents derived from a
drawing on a line of credit) by (B) the quotient of dividing (i) the Corporation’s operating expenses (excluding
depreciation, amortization, allowance for bad debts, and any other noncash expenses) for such Fiscal Year by (ii)
the number of days in such Fiscal Year.

Within one hundred twenty (120) days after the end of each Fiscal Year (commencing with the first Fiscal
Year after the Closing Date), the Corporation shall compute (1) the Net Income Available for Debt Service and
Maximum Aggregate Annual Debt Service, (2) the current  ratio and (3) the Days Cash on Hand for such Fiscal
Year and promptly furnish to the Authority, the Trustee and the Office a Statement setting forth the results of
such computation.

The Corporation further covenants and agrees that if, at the end of such Fiscal Year, (i) Net Income
Available for Debt Service shall have been less than 1.25 times Maximum Aggregate Annual Debt Service for
such Fiscal Year, (ii) the current ratio shall have been less than as required above, or (iii) the Days Cash on Hand
shall have been less than as required above, it will promptly employ a Management Consultant to make
recommendations as to a revision of the rates, fees and charges of the Corporation or the methods of operation of
the Corporation which will result in producing (x) Net Income Available for Debt Service at least equal to 1.25
times Maximum Aggregate Annual Debt Service in the current Fiscal Year, (y) a current ratio as required above in
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the current Fiscal Year and (z) Days Cash on Hand as required above in the current Fiscal Year; provided,
however, the Corporation need not so employ a Management Consultant if the Office consents, in writing, to a
waiver of said covenant to employ a Management Consultant. Copies of the recommendations of the
Management Consultant shall be filed with the Authority, the Trustee and the Office. The Corporation shall, to
the extent feasible, promptly upon its receipt of such recommendations, subject to applicable requirements or
restrictions imposed by law, revise its rates, fees and charges or its methods of operation or collections and shall
take such other action as shall be in conformity with such recommendations; provided, however, the Corporation
need not make such revisions or take such actions in conformity with such recommendations if (1) the Board
makes a good faith determination that such recommendations, in whole or in part, are not in the best interests of
the Corporation, and (2) the Office gives its written consent to the effect that the Corporation need not comply, in
whole or in part, with such recommendations. In the event that the Corporation fails to comply with the
recommendations of the Management Consultant, the Office may replace existing management with new
management, which shall be chosen unilaterally by the Office.

If the Corporation complies in all material respects with the reasonable recommendations of the
Management Consultant in respect to said rates, fees, charges and methods of operation or collection, or the
request to employ a Management Consultant has been waived in writing by the Office, the Corporation will be
deemed to have complied with the covenants contained above for such Fiscal Year, notwithstanding that Net
Income Available for Debt Service, the current ratio or the Days Cash on Hand shall be  less than the amount
required above; provided, that (1) this sentence shall not be construed as in any way excusing the Corporation
from taking any action or performing any duty required under this Regulatory Agreement or be construed as
constituting a waiver of any other event of default under this Regulatory Agreement and (2) Net Income
Available for Debt Service shall be at least equal to 1.0 times Aggregate Debt Service for such Fiscal Year.

Notwithstanding the foregoing, the Corporation may permit the rendering of service at, or the use of, the
Facilities without charge or at reduced charges, at the discretion of the Board, to the extent necessary for
maintaining its tax-exempt status or to establish or maintain its eligibility for grants, loans, subsidies or payments
from the United States of America, any instrumentality thereof, or the State or any political subdivision or
instrumentality thereof, or in compliance with any recommendation for free services that may be made by the
Management Consultant.

Limitation on Encumbrances

The Corporation shall not create, assume or suffer to exist and shall immediately satisfy or release any
mortgage, deed of trust, pledge, security interest, encumbrance, lien, attachment or charge of any kind (including
the charge upon property purchased under conditional sales or other title retention agreements) (a “security
interest”) upon the Facilities or the Gross Revenues, except as permitted by the Regulatory Agreement.

Limitation on Indebtedness

The Corporation shal l not incur any indebtedness or financial obligations, including without limitation,
by borrowing money, by assuming or guaranteeing the obligations of others, and by entering into installment
purchase contracts or leases required to be capitalized in accordance with generally accepted accounting
principles, except as permitted by the Regulatory Agreement.

Limitations on Disposition of Property

The Corporation shall not dispose of any cash or cash equivalents, shall not sell, lease, sublease, assign,
transfer, encumber or otherwise dispose of all or any part or parts of its real property, and shall not sell, lease,
sublease, assign, transfer, encumber or otherwise dispose of all or any part or parts of the Facilities, except as
permitted by the Regulatory Agreement.

Limitation on Acquisition of Property

The Corporation shall not acquire additional property, plant and equipment except as permitted by the
Regulatory Agreement.

Accounting Records, Financial Statements and Budget

The Corporation shall at all times keep, or cause to be kept, proper books of record and account, prepared
in accordance with generally accepted accounting principles, in which complete and accurate entries shall be
made of all transactions of or in relation to the business, propert ies and operations of the Corporation. Such books
of record and account shall be available for inspection by the Authority, the Office and the Trustee at reasonable
hours and under reasonable circumstances, all in accordance with the Regulatory Agreement.
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Licensing

Under the Loan Agreement, the Corporation agrees to maintain all permits, licenses and other
governmental approvals necessary for the operation of the Facilities.

Compliance with United States and California Constitutions

The Corporation shal l not restrict, nor grant preferences in, admissions to its Facilities on racial or
religious grounds. In each year on the date the Corporation is required to provide the Corporation’s audited
financial statements in accordance with the Regulatory Agreement, the Authority and its designees shall have the
right to inspect the Facilities at all reasonable times for the purpose of verifying the foregoing Certificate of the
Corporation and due compliance by the Corporation with the Constitutions of the United States and of the State.
This covenant shall survive the payment in full or defeasance of the Bonds.

Tax Covenants

Covenant to Maintain Status of Corporation . The Corporation covenants to maintain its status as an
organization described in section 501(c)(3) of the Code.

Corporation Ownership of Financed Property. The Corporation covenants that all property provided with the
proceeds of the Bonds will be owned (as ownership is determined for purposes of federal income taxation) by the
Corporation, by an organization described in section 501(c)(3) of the Code or by a governmental unit.

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

No Unrelated Activities. The Corporation covenants that no part of the portion of the Project financed with
the Bonds will be used for (i) activities constituting unrelated trades or businesses, determined by applying section
513(a) of the Code, or (ii) activities constituting any trade or business of an entity other than a organization
described in section 510(c)(3) of the Code or a governmental unit, if such use adversely affects the exclusion from
gross income for federal income tax purposes of interest  on the Bonds.

Costs of Issuance Limitation. The Corporation covenants that no portion of the proceeds of the Bonds will
be used for costs of issuance of the Bonds in excess of an amount equal to two percent (2%) of the principal
amount of the Bonds, less original issue discount (if any) on the Bonds, all within the meaning of section 147(g)(1)
of the Code.

Expenditure of Proceeds to Assure Qualified 501(c)(3) Bonds . The Corporation shall assure that the proceeds of
the Bonds are expended so as to cause the Bonds to constitute “qualified 501(c)(3) bonds” within the meaning of
section 145 of the Code.

Federal Guarantee Prohibition . The Corporation shall not knowingly take any action or knowingly permit or
suffer any action to be taken if the result of the same would be to cause the Bonds to be “federally guaranteed”
within the meaning of section 149(b) of the Code.

Useful Life . The Corporation represents and warrants that, within the meaning of section 147(a)(14) of the
Code, the average maturity of the Bonds does not exceed 120 percent of the average reasonably expected
economic life of the facilities being financed with the proceeds of the Bonds.

$150,000,000 Limitation. The Corporation covenants to comply with the provisions of section 145(b) of the
Code so as to assure that the aggregate amount of bonds allocated to the Corporation does not exceed the limits
specified in that section.

Prohibited Uses

No portion of the proceeds of the Bonds will be used to finance or refinance any facility, place or building
used or to be used primarily for sectarian instruction or study or as a place for devotional activities or religious
worship and the Corporation will not use the facilities financed or refinanced with the proceeds of the Bonds,
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during the useful life thereof (irrespective of whether the Bonds are at the time Outstanding) for any such
purposes.

No portion of the proceeds of the Bonds will be used to finance or refinance any facility, place or building
used or to be used by a Person that is not a 501(c)(3) Organization or a Governmental Unit or by a 501(c)(3)
Organization (including the Corporation) in an Unrelated Trade or Business, in such manner or to such extent as
would result in any of the Bonds being treated as an obligation not described in section 103(a) of the Code.

Continuing Disclosure

The Corporation covenants and agrees that it will comply with and carry out all of the provisions of the
Continuing Disclosure Certificate. Notwithstanding any other provision of the Loan Agreement, failure of the
Corporation to comply with the Continuing Disclosure Certificate shall not be considered a Loan Default Event;
however, the Trustee shall, at the request of the Holders of at least 25% aggregate principal amount in
Outstanding Bonds, to the extent indemnified to its satisfaction from any liability, cost or expense, including fees
and expenses of its attorneys, or any Bondowner or Beneficial Owner may take such actions as may be necessary
and appropriate, including seeking specific performance by court order, to cause the Corporation to comply with
such obligations. For purposes of this paragraph, “Beneficial Owner” means any person which has or shares the
power, directly or indirectly, to make investment decisions concerning ownership of any Bonds (including
persons holding Bonds through nominees, depositories or other intermediaries).

Insurance Required

The Corporation shall maintain or cause to be maintained throughout the term of the Loan Agreement,
property, builders risk, boiler and machinery, commercial general liability, automobile, professional liability,
fidelity, business interruption, extra expense, directors and officers, workers’ compensation and title insurance in
the amounts and subject to the other conditions relating thereto as speci fied in the Regulatory Agreement.

Disposition of Insurance and Condemnation Proceeds

The proceeds of insurance maintained by the Corporation against loss or damage by fire, lightning,
vandalism, malicious mischief and all other risks covered by the extended coverage insurance endorsement then
in use in the State or against loss or damage by risks covered by builders’ risk insurance, the proceeds of any title
insurance and the proceeds of any condemnation awards with respect to the Facilities, shall be applied in
accordance with the provisions of the Regulatory Agreement.

Nonliability of Authority

The Authority shall not be obligated to pay the principal of, and premium, if any, and interest on the
Bonds, except from Revenues. Neither the faith and credit nor the taxing power of the State of California or any
political subdivision thereof is pledged to the payment of the principal of or premium, if any, or interest on the
Bonds.

Indemnification

The Corporation shall indemnify and hold harmless the Authority and the Trustee and each such entity’s
officers, employees and agents from and against any and all losses, claims, damages, liabilities or expenses, of
every conceivable kind, character and nature whatsoever (excepting therefrom only such losses, claims, damages,
liabilities or expenses arising from (i) the gross negligence or willful misconduct of the Authority or its officers,
employees or agents, and (ii) the negligence, default, bad faith or willful misconduct of the Trustee or its officers,
employees and agents, respectively), including, but not limited to, losses, claims, damages, liabilities or expenses
arising out of, resulting from or in any way connected with: (1) the Project, or the conditions, occupancy, use,
possession, conduct or management of, work done in or about, or from the planning, design, acquisition,
installation or construction, of the Project or any part thereof, including, without limitation, losses, claims,
damages, liabilities, frees, penalties or reasonable expenses arising out of, resulting from or in any way relating to
any generation, processing, handling, transportation, storage, treatment or disposal of solid wastes, Hazardous
Materials or any other Hazardous Material Activity relating to the Property or the Project including, but not
limited to, any of those activities occurring, to occur or having previously occurred on the Property or the Project
and any Releases on, under or from the Property or the Project to the extent occurring or existing prior to the
execution and delivery of the Loan Agreement; (2) the issuance of any Bonds or the carrying out of any of the
transactions contemplated by the Bonds, the Loan Agreement, the Indenture or any related document; (3) any
untrue statement or alleged untrue statement of any material fact, or any omission to state a material fact
necessary to make the statements made therein, in light of the circumstances under which they were made, not
misleading, in any official statement or other offering circular utilized by the Authority in connection with the sale
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of the Bonds; or (4) with respect to the Trustee, the acceptance or administration of the trusts granted under the
Indenture so long as such trusts are discharged in good faith in accordance with the provisions of the Indenture.
The Corporation shall pay or reimburse the Authority and the Trustee and each such entity’s officers, employees
and agents for any and all costs, reasonable attorneys’ fees and expenses, liabilities or expenses incurred in
connection with investigating, defending against or otherwise in connection with any such losses, claims,
damages, liabilities, expenses or actions.

Loan Default Events

The following, among other things, will be “Loan Default Events” under the Loan Agreement: (1) failure
to pay in full any payment required under the Loan Agreement when due; (2) failure to pay or cause to be paid
any premiums required under the Contract of Insurance; (3) if any representation or warranty made by the
Corporation in the Loan Agreement or in certain other documents in connection with the issuance of the Bonds
shall at any time prove to have been incorrect in any material respect as of the time made; (4) failure by the
Corporation to observe or perform any other covenant, condition, agreement or provision in the Loan Agreement
or Regulatory Agreement for a period of 30 days after written notice to the Corporation by the Authority, the
Office or the Trustee, except that if such failure can be remedied but not within such 30 days, and if the
Corporation has taken all action reasonably possible to remedy such failure or breach within such 30 days, then
such failure shall not become a Loan Default Event for so long as the Corporation diligently attempts such remedy
subject to directions and limitations of time established by the Trustee or the Office; (5) if the Corporation
abandons the Facilities, or any substantial part thereof and such abandonment continues for a period of 30 days
after written notice thereof has been given to the Corporation by the Authority or the Trustee; (6) if any default
shall exist under any agreement respecting Long-Term Indebtedness (other than Parity Debt) and if, as a result
thereof, Long-Term Indebtedness in an aggregate principal amount in excess of 10% of the Corporation’s
Adjusted Annual Operating Revenues are declared immediately due and payable or a proceeding for enforcement
is brought, except if the Corporation establishes reserves or obtains a surety bond acceptable to the Office for the
payment of such Long-Term Indebtedness which, in the opinion of the Office, are adequate; (7) if any default
exists under any instrument pursuant to which Parity Debt was issued and is Outstanding and such default
continues after the grace period; (8) certain incidents of bankruptcy, insolvency or  similar conditions; and (9) any
Event of Default under the Indenture.

Remedies on Default

During the continuance of a Loan Default Event the Authority or the Trustee may, with the consent of
the Office (provided that such consent shall not be required in the case of a Loan Default Event arising from the
breach of a tax covenant or if the Contract of Insurance is not in effect or the Office is in default thereunder)
among other things, declare all installments of Loan Repayments and Additional Payments payable for the
remainder of the term of the Loan Agreement to be immediately due and payable. The Authority or the Trustee
may take whatever legal action may be necessary or desirable to enforce the terms of the Loan Agreement.

INDENTURE

The Indenture sets forth the terms of the Bonds, the nature and extent of the security, various rights of
the Bondholders, rights, duties and immunities of the Trustee and the rights and obligations of the Authority.
Although certain provisions of the Indenture are summarized below, this summary does not purport to be complete or
definitive and is qualified in its entirety by reference to the full terms of the Indenture.

Establishment of Funds and Accounts

The Indenture creates the Revenue Fund (and the Interest Account, Principal Account, Sinking Account
and Bond Reserve Account established thereunder), the Redemption Fund (and the Optional Redemption
Account and Special Redemption Account established thereunder), the Insurance and Condemnation Proceeds
Fund, the Project  Fund, the Costs of Issuance Fund and the Rebate Fund; all of which are to be held by the
Trustee.

Costs of Issuance Fund

The costs associated with the issuance of the Bonds will be paid from moneys within the Costs of
Issuance Fund. Moneys in the Costs of Issuance Fund may be withdrawn pursuant to requisition from the
Corporation to the Trustee and an executed form OSH-CM-134 of the Office. On the 180th day following the
issuance of the Bonds or upon the earlier Request of the Corporation, amounts, if any, remaining in the Costs of
Issuance Fund shall be transferred to the Revenue Fund.
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Project Fund

The moneys in the Project Fund shall be used and withdrawn by the Trustee, as directed by Requisitions
of the Corporation, to pay the costs of the Project.

Before any payment from the Project Fund shall be made, the Corporation shall file or cause to be filed
with the Trustee: (i) a Requisition of the Corporation stating (A) the item number of such payment; (B) the name
of the Person to whom each such payment is due, which may be the Corporation in the case of reimbursement
for costs of the Project theretofore paid by the Corporation; (C) the respective amounts to be paid; (D) the purpose
by general classification for which each obligation to be paid was incurred; (E) that obligations in the stated
amounts have been incurred by the Corporation 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 therefrom; (F) that there has not been
filed with or served upon the Corporation notice of any lien, right to lien or attachment upon, or claim affecting
the right to receive payment of, any of the amounts payable to any of the persons named in such Requisition,
which has not been released or will not be released simultaneously with the payment of such obligation, other
than materialmen’s or mechanics’ liens accruing by mere operation of law; and (G) that the balance remaining in
the Project Fund after payment of such amounts, together with any investment income reasonably anticipated to
be deposited in the Project Fund pursuant to this Indenture and any other funds reasonably anticipated to be
available therefor, will be sufficient to pay the costs of completing the Project; (ii) an executed form OSH-CM-134
(or such other form(s) as may be adopted by the Office for such purpose) of the Office stating that such
disbursements are authorized and the amounts so authorized; and (iii) unless amounts previously deposited in
the Project Fund by the Corporation are available for such purpose, a check or checks payable to the Trustee for
the portion of each such payment to be paid by the Corporation, as specified in said form OSH-CM-134 (or other
form(s) adopted by the Office for such purpose).

Upon receipt of each such document, the Trustee shall pay the amount set forth in such Requisition as
directed by the terms thereof out of the Project Fund. The Trustee may conclusively rely on the representations of
the Corporation in any Requisitions delivered by the Corporation pursuant to the Indenture. The Trustee shall not
make any such payment if, prior to making such payment, it has received notice of any lien, right to lien or
attachment upon, or claim affecting the right to receive payment of, any of the moneys to be so paid, which has
not been released or will not be released simultaneously with such payment.

Insurance and Condemnation Proceeds Fund

The Trustee will maintain and administer the Insurance and Condemnation Proceeds Fund as set forth in
the Loan Agreement and the Regulatory Agreement. See “LOAN AGREEMENT” and “REGULATORY
AGREEMENT—Disposition of Insurance and Condemnation Proceeds” herein.

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 therein, there are pledged to secure the payment of the principal of,
Redemption Price and interest on the Bonds in accordance with their terms and the provisions of the Indenture,
all of the Revenues and any other amounts (including proceeds of the sale of Bonds), held in any fund or account
established pursuant to the Indenture (other than the Rebate Fund). Said pledge shall constitute a 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 Owners from time to time of the Bonds, all of the Revenues and other assets pledged in the Indenture and all
of the right, title and interest of the Authority in the Loan Agreement (except for the right to receive, in all cases
to the extent payable to the Authority or the Trustee, (i) any amounts paid by the Corporation pursuant to the
Loan Agreement, and (ii) the right of the Authority to receive the Certificate of the Corporation required by the
Loan Agreement), and (iii) the rights of the Authority under the Loan Agreement, the Deed of Trust, the Contract
of Insurance and the Regulatory Agreement. 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, subject to the provisions of this Indenture, 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 Corporation under the Loan Agreement, the Deed of Trust, the Contract of
Insurance and the Regulatory Agreement.

All Revenues shall be promptly deposited by the Trustee upon receipt thereof in a special fund
designated as the “Revenue Fund,” which the Trustee shall establish, maintain and hold in trust, except that all
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moneys received by the Trustee and required by the Loan Agreement to be deposited in the Redemption Fund
shall be promptly deposited in the Redemption Fund, which the Trustee shall establish, maintain and hold in
trust, and that all moneys received by the Trustee and required by the Loan Agreement to be deposited in the
Bond Reserve Account shall be promptly deposited in such account. All Revenues deposited with the Trustee
shall be held, disbursed, allocated and applied by the Trustee only as provided in the Indenture.

If by the fifth (5th) Business Day of any month the Trustee has not received Revenues sufficient to make
the transfers required in such month, the Trustee shall immediately notify the Corporation and the Office of such
insufficiency by telephone or facsimile and confirm such notification by written notice.

If thirty (30) calendar days prior to an Interest Payment Date or principal payment date there are
insufficient amounts in the Revenue Fund, other than the Bond Reserve Account, to pay the interest or principal
becoming due on such date, the Trustee shall immediately notify the Office by telephone or telegram and in
writing. Such notice shall state:

(i) that available moneys held by the Trustee (other than in the Bond Reserve Account) will be
insufficient to pay in full the next succeeding payment of principal and/or interest on the Bonds; and

(ii) the amount by which the obligation to make such payment exceeds the amount available
therefor (the “Shortfall”).

Said notice shall request the Office to deposit an amount equal to the Shortfall into the Principal Account and/or
Interest Account at least five (5) Business Days prior to the date on which said payment is due. Said deposit may
be made from the Bond Reserve Account upon notice to the Trustee by the Office by telegram or telex or other
telecommunication device producing a written notice, or from the Health Facility Construction Loan Insurance
Fund maintained by the Office, as provided in the Regulatory Agreement.

If the Office is required to make any payment by reason of nonpayment by the Corporation, the Office
shall have the right to direct the investment of any such payments. Any amounts received from the investment of
payments made by the Office or from payments subsequently made by the Corporation shall be remitted to the
Office.

Allocation of Revenues

On or before the twenty-fifth (25th) day of each month, the Trustee shall transfer from the Revenue Fund
and deposit into the following respective accounts (each of which the Trustee shall establish and maintain within
the Revenue Fund), the following amounts, in the following order of priority, the requirements of each such
account or fund (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 or fund subsequent in priority:

First : to the Interest Account, one-sixth of the aggregate amount of interest becoming due and
payable during the next succeeding six months on all Bonds then Outstanding, until the balance in said
account is equal to said aggregate amount of interest; provided, however , that from the date of delivery of
the Bonds until the first interest payment date with respect to the Bonds (if less than six months),
transfers to the Interest Account shall be sufficient on a monthly pro rata basis to pay the interest
becoming due and payable on said interest payment date;

Second: to the Principal Account, one-twelfth of the aggregate amount of principal becoming due
and payable on the Outstanding Serial Bonds plus one-twelfth of the aggregate amount of Mandatory
Sinking Account Payments required to be paid into the respective Sinking Accounts for Outstanding
Term Bonds, in each case during the next ensuing twelve months, until the balance in said Principal
Account is equal to said aggregate amount of such principal and Mandatory Sinking Account Payments;
provided, however , that from the date of delivery of the Bonds until the first principal payment date with
respect to the Bonds (if less than twelve months), transfers to the Principal Account shall be sufficient on
a monthly pro rata basis to pay the principal becoming due and payable on said principal payment date;

Third : to the Bond Reserve Account, (i) one-twelfth of the aggregate amount of each prior
withdrawal from the Bond Reserve Account for the purpose of making up a deficiency in the Interest
Account or Principal Account (until deposits on account of such withdrawal are sufficient to fully restore
the amount withdrawn), provided that no deposit need be made into the Bond Reserve Account if the
balance in said account is at least equal to the Bond Reserve Account Requirement, and (ii) in the event
the balance in said account shall be less than the Bond Reserve Account Requirement due to valuation of
the Investment Securities deposited therein, the amount necessary to increase the balance in said account
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to an amount at least equal to the Bond Reserve Account Requirement (until deposits on account of such
valuation deficiency are sufficient to increase the balance in said account to said amount); and

Fourth: to the Rebate Fund, such amounts as are required to be deposited therein by the
Indenture (including the Tax Agreement) .

Any moneys remaining in the Revenue Fund after the foregoing transfers shall be transferred first to the
Office to the extent necessary to repay insurance advances made by the Office, including interest thereon as
specified in the Regulatory Agreement, as certified to the Trustee by the Office, and thereafter to the Corporation.

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 as it shal l 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  for the purpose
of paying the principal or Mandatory Sinking Account Payments of the Bonds when due and payable.

Application of Redemption Fund

The Trustee shall establish within the Redemption Fund a separate Optional Redemption Account and a
Special Redemption Account. All amounts deposited in the Optional Redemption Account and Special
Redemption Account shall be used by the Trustee solely for the purpose of redeeming Bonds pursuant to the
terms of the Indenture at the next succeeding date of redemption for which notice has not been given and at
redemption prices then applicable to redemptions from the Optional Redemption Account and Special
Redemption Account, respectively; provided that, at any time prior to giving such notice of redemption, the
Trustee shall, upon direction of the Corporation, apply such amounts to the purchase of Bonds at public or private
sale, at prices as provided in the Indenture, 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 Loan Repayments in order of their
due date as requested by the Corporation. All Term Bonds purchased or redeemed from the Redemption Fund
shall be allocated to applicable Mandatory Sinking Account Payments designated in a Certificate of the
Corporation (or if the Corporation fails to deliver such a Certificate to the Trustee, in inverse order of their
payment dates.)

Application of Bond Reserve Account

All amounts in the Bond Reserve Account shall be used and withdrawn by the Trustee solely for the
purpose of making up any deficiency in the Interest Account or Principal Account (but, in each case, only with the
consent of the Office) or (together with any other moneys available therefor) for the payment or redemption of all
Bonds then Outstanding.

Rebate Fund

The Corporation has covenanted not to use or permit the use of the proceeds of Bonds or other funds in
any manner which could cause the Bonds to be an “arbitrage bond” within the meaning of the Internal Revenue
Code of 1986. To satisfy certain requirements of such Code, a Rebate Fund is established pursuant to the
Indenture and certain earnings on the funds and accounts and the proceeds of the Bonds are required to be
deposited in the Rebate Fund and paid to the United States Government.

Investments

All moneys in any of the funds and accounts established pursuant to the Indenture shall be invested by,
and in the name of, the Trustee, upon the written direction of the Corporation, solely in Investment Securities.
The Trustee shall acquire such Investment Securities upon the written direction of the Corporation at such prices
and on such terms as directed by the Corporation. In the absence of written investment directions from the
Corporation, the Trustee shall invest solely in Investment Securities set forth in clause (h) of the definition thereof.
All Investment Securities shall be acquired subject to the limitations set forth in the Indenture, and such
additional limitations or requirements consistent with the foregoing as may be established by Request of the
Corporation. The Corporation shall not direct the Trustee to invest in anything other than Investment Securities.
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Moneys in all funds and accounts (other than the Bond Reserve Account and the Rebate Fund) shall be
invested in Investment Securities maturing not later than the date on which it is estimated by the Corporation
that such moneys will be required for the purposes specified in the Indenture. Moneys in the Bond Reserve
Account shall be invested in Investment Securities maturing prior to the final maturity of the Bonds but in no
event longer than five (5) years from the date of investment therein; provided, however , moneys in the Bond
Reserve Account may be invested in Investment Securities with a nominal maturity date which is greater than
five (5) years as long as said Investment Securities by their terms allow the Trustee to obtain (at any time the
Trustee is required to draw on the Bond Reserve Account under the Indenture) the corpus thereto at no less than
the purchase price thereof without any loss in value. Investment Securities purchased under a repurchase
agreement may be deemed to mature on the date or dates on which the Trustee may deliver such Investment
Securities for repurchase under such agreement.

All interest, profits and other income received from the investment of moneys in the Interest Account or
the Bond Reserve Account  shall be retained therein. All interest, profits and other income received from the
investment of moneys in any other fund or account established pursuant to this Indenture (i) prior to completion
of the Project, shall be deposited when received in the Project Fund, and thereafter (ii) shall be transferred when
received to 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 of 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.

Investment Securities acquired as an investment of moneys in any fund or account established under the
Indenture shall be credited to such fund or account. The Trustee may commingle any of the funds or accounts
established pursuant to the Indenture (other than the Rebate Fund) into a separate fund or funds for investment
purposes only, provided that all funds or accounts held by the Trustee under the Indenture shall be accounted for
separately as required by the Indenture. The Trustee or any of its affiliates may act as principal or agent in the
making or disposing of any investment. The Trustee may sell in any commercially reasonable manner, or present
for redemption, any Investment Securities 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
Investment Security is credited, and the Trustee shall not be liable or responsible for any loss resulting from any
investment made in accordance with provisions of the Indenture. The Trustee shall be entitled to assume, absent
receipt by the Trustee of written notice to the contrary, that any investment which at the time of purchase is an
Investment Security remains an Investment Security.

Tax Covenants

Federal Guarantee Prohibition . The Authority shall not take any action or permit or suffer any action to be
taken if the result of the same would be to cause any of the Bonds to be “federally guaranteed” within the
meaning of section 149(b) of the Code.

Rebate Requirement. The Authority shall take any and all actions necessary to assure compliance with
section 148(f) of the Code, relating to the rebate of excess investment earnings, if any, to the federal government,
to the extent that such section is applicable to the Bonds.

No Arbitrage. The Authority shall not take, or permit or suffer to be taken by the Trustee or otherwise,
any action with respect to the proceeds of the Bonds which, if such action had been reasonably expected to have
been taken, or had been deliberately and intentionally taken, on the date of issuance of the Bonds would have
caused the Bonds to be “arbitrage bonds” within the meaning of section 148 of the Code.

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

Use Covenant . The Authority shall not use or knowingly permit the use of any proceeds of Bonds or any
other funds of the Authority, directly or indirectly, in any manner, and shall not take or permit to be taken any
other action or actions, which would result in any of the Bonds being treated as an obligation not described in
section 145 of the Code by reason of such Bond not meeting the requirements of section 145 of the Code.

Maintenance of Tax-Exemption. The Authority shall take all actions necessary to assure the exclusion of
interest on the Bonds from the gross income of the Owners of the Bonds to the same extent as such interest is
permitted to be excluded from gross income under the Code as in effect on the date of issuance of the Bonds.
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Continuing Disclosure

Pursuant to the Loan Agreement, the Corporation has undertaken all responsibility for compliance with
continuing disclosure requirements, and none of the Authority, the Trustee or the Dissemination Agent shall
have any liability to the Owners of the Bonds or any other person with respect to S.E.C Rule 15c2-12. The Trustee
covenants and agrees that it will comply with and carry out all of the provisions of the Loan Agreement
applicable to it. Notwithstanding any other provision of the Indenture, failure of the Corporation or the
Dissemination Agent to comply with the Continuing Disclosure Certificate shall not be considered an Event of
Default; however, the Trustee shall at the request of the Owners of at least 25% aggregate principal amount of
Outstanding Bonds, to the extent indemnified to its satisfaction from any liability, cost or expense, including fees
and expenses of its attorneys, 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 Corporation to
comply with its obligations under the Loan Agreement or to cause the Trustee to comply with its obligations
under the Indenture. For purposes of this paragraph, “Beneficial Owner” means any person which has or shares
the power, directly or indirectly, to make investment decisions concerning ownership of any Bonds (including
persons holding Bonds through nominees, depositories or other intermediaries).

Events of Default; Remedies on Default

“Events of Default” under the Indenture include: (1) default in the due and punctual payment of the
principal or Redemption Price of or interest on any Bond or any premium due to the Office under the Contract of
Insurance; (2) default by the Authority to observe or perform any other covenants, agreement or conditions on its
part contained in the Indenture or the Bonds, which failure shall have continued for a period of 30 days after
written notice thereof to the Authority and the Corporation from the Trustee or to the Authority, the Corporation
and the Trustee from the holders of not less than 25% in aggregate principal amount of the Outstanding Bonds;
(3) a Loan Default Event; or (4) if the Corporation or its creditors file a petition alleging insolvency, requesting
reorganization, or a composition of creditors, or for an assignment for the benefit of creditors, in any court, the
Office shall have the right to vote in the place and stead of all Bondholders, so long as the Office provides to the
Trustee ten (10) days or more before any such vote that the Contract of Insurance will remain in effect after such
vote, on any plan of reorganization, agreement for a composition of creditors, and on any assignment for the
benefit of creditors. See “LOAN AGREEMENT—Loan Default Events.”

During the continuance of an Event of Default, the Trustee may, and upon receipt of instructions from
the Holders of a majority in aggregate principal amount of the Bonds then Outstanding, shall, upon notice in
writing to the Authority, the Office and the Corporation, declare the principal of all of the Bonds then
Outstanding, and the interest accrued thereon, to be due and payable immediately, and upon any such
declaration the same shall become and shall be immediately due and payable, anything in the Indenture or in the
Bonds contained to the contrary notwithstanding; provided, however, that no such declaration may be made if
the Contract of Insurance is in effect and the Office is not in default thereunder unless (i) the Trustee is required to
make such declaration pursuant to the Indenture or (ii) the Office consents to such acceleration and agrees to pay
an amount equal to the full principal amount Outstanding and interest thereon at the stated interest rates to the
date of acceleration.

In addition, the Trustee in its discretion may, and upon written request of the Office or the holders of not
less than 25% in aggregate principal amount of the Bonds then Outstanding and the written consent of the Office,
and upon being indemnified to its satisfaction therefor  shall, proceed to protect or enforce its rights or the rights of
such Bondholders under the Indenture, the Loan Agreement, the Regulatory Agreement, the Contract of
Insurance, the Deed of Trust or the Act or other law. No Bondholder has the right to insti tute any proceeding
unless (1) such Bondholder shall have given written notice to the Trustee of the occurrence of an Event of Default,
(2) the holders of not less than 25% in aggregate principal amount of all the Bonds then Outstanding shall have
made written request upon the Trustee to institute such proceedings in its own name, (3) such Bondholder or
Bondholders shall have tendered to the Trustee reasonable indemnity against the expenses to be incurred in
compliance with such request, (4) the Trustee shall have refused or omitted to comply with such request for a
period of 30 days after receipt of such written notice and tender of indemnity; and (5) except as otherwise
permitted under the Indenture, the Office has consented in writing.

Collection Upon Insurance

Upon the occurrence and continuance of an Event of Default, the Trustee shall proceed to take such steps
as are necessary, in the reasonable judgment of the Trustee, to collect upon the insurance required by the
Insurance Law. If the Office and the Treasurer of the State have notified the Trustee in writing that they elect to
pay such insurance by means of debentures of the Office’s Health Facility Construction Loan Insurance Fund, the
Trustee shall as soon as practicable provide notice to each Owner of the exchange of such debentures for the
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Bonds then Outstanding in the same manner as for notice of redemption, and shall deliver to each Owner, as
soon as practicable after surrender of such Owner’s Bonds, debentures received from the Office in a principal
amount equal to the principal amount of such Bonds plus accrued interest thereon and having maturities the
same as such Bonds, bearing interest at such rate or rates equal to the rates on the respective Bonds. Bonds not
delivered for exchange are no longer entitled to payment and become evidence of only the right to receive the
related debenture, Bonds shall be delivered to the Office as required by the Act, and upon redelivery to the
Trustee by the Office in accordance with the provisions of the Contract of Insurance, Bonds shall be cancelled and
destroyed by the Trustee.

Amendment of Indenture

The Authority and the Trustee may, by supplemental indenture, without the consent of any Bondholders
but with the written consent of the Corporation and the Office, amend the Indenture only for certain purposes
specified in the Indenture, including (1) to add to the covenants and agreements of the Authority, 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 provisions to cure any ambiguity, inconsistency or omission, or to cure
or correct any defective provision, contained in the Indenture or in regard to matters or questions arising under
the Indenture, not inconsistent with the Indenture; (3) to modify, amend or supplement the Indenture to permit
qualification under the Trust Indenture Act of 1939, as amended; or (4) modify, amend or supplement the
provisions relating to the giving of notice to comply with the Securities and Exchange Commission guidelines.
With the consent of the Office and the holders of not less than a majority in aggregate principal amount of the
Bonds then Outstanding, a supplemental indenture may amend the Indenture in any manner, provided that no
such supplemental indenture shall (1) extend the fixed maturity of any Bond, reduce the mount of principal
thereof, reduce the rate of interest thereon, extend the time of payment of interest thereon, extend the time of
payment or reduce the amount of any Mandatory Sinking Account Payment, or reduce any premium payable
upon the redemption thereof, 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 for such modification or
amendment, or permit the creation of any lien on the Revenues or 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 of the lien created by
the Indenture upon the Revenues and other assets (except as expressly provided in the Indenture and the Loan
Agreement), without the consent of the holders of all the Bonds then Outstanding.

Defeasance

Bonds may be paid by the Authority or the Trustee on behalf of the Authority in any of the following
ways:

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

(2) by depositing with the Trustee in trust, at or before maturity, money or securities in the necessary
amount (as provided in the Indenture) to pay or redeem all Bonds then Outstanding; or

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

If the Authority shall pay all Outstanding Bonds and shall also pay all other sums payable under the Indenture by
the Authority, then at the election of the Authority the Indenture and the pledge of the Revenues and other assets
and all covenants, agreements and other obligations of the Authority under the Indenture shall cease, terminate,
become void and be completely discharged and satisfied except that thereafter, Bondholders shall he entitled to
payment by the Authority, and the Authority shall remain liable therefor, but only out of such money or securities
deposited with the Trustee.

DEED OF TRUST

The obligations of the Corporation pursuant to the Loan Agreement and the Regulatory Agreement are
secured by the lien of a Deed of Trust upon the Facilities until such time as such purchase money obligation is
paid in

With the consent of the Office, the Deed of Trust may be amended or terminated at any time, without
the necessity of obtaining the consent of the Trustee, the Authority or the holders of the Bonds or of Parity
Debt.
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To the extent permitted under the Regulatory Agreement, certain property may be removed from the
lien and security interest of the Deed of Trust upon written request by the Office.

Upon the failure of the Corporation to perform its  obligations as required under the Deed of Trust, the
trustee under the Deed of Trust, the Authority, the holders of Parity Debt or the Office, as beneficiaries, under the
Deed of Trust may elect to do any or all of the following: (1) make any such payment  or do any such act in such
manner and to the extent necessary to protect the security of the Deed of Trust; (2) pay, purchase, contest or
compromise any claim, debt, lien, charge or encumbrance which may affect or appear to affect the security of the
Deed of Trust; (3) take possession of, and manage, operate or lease, the Property; and (4) declare all sums secured
by the Deed of Trust to be immediately due and payable and sell the Facilities to satisfy the lien of ‘the Deed of
Trust. If the Trustee elects to foreclose and sell the Facilities, there are certain applicable statutory time periods
which must expire before such proceedings will be effective.

The Regulatory Agreement confers certain powers and rights upon the Office which may limit the
discretion of the trustee under the Deed of Trust. Before the benefits of the insurance are to be paid, the Office
may require such trustee to (1) foreclose on the Deed of Trust and convey title to the Facilities to the Office; or (2)
assign all security interests of the Bondholders under the Deed of Trust to the Office. In addition, the Office may
share in the lien of the Deed of Trust with the interests of the Bondholders on a pro rata basis for advances made
from the Insurance Fund for payment on the Bonds. See “REGULATORY AGREEMENT.”

CONTRACT OF INSURANCE

The Contract of Insurance is an agreement among the Office, the Corporation and the Authority whereby
the Corporation and the Authority agree to abide by the terms of the principal documents, and the Office agrees
that the Bonds are eligible for insurance and are thereby insured under the Insurance Law. The Contract of
Insurance provides that the insurance may be terminated only upon the occurrence of any of the following: (a)
upon the payment in full by the Office of the Insurance of the Bonds, (b) upon the payment in full of the principal
of and the accrued and unpaid interest on the Bonds (including defeasance of the Bonds) and all other amounts
owing to the Owners and the Trustee under the Indenture so that the Bonds are not Outstanding, or (c) upon the
joint written request of the Authority, the Corporation and all the Owners as provided in Insurance Law Section
129185. The Contract of Insurance shall not be terminable at the option of the Office as a result of (i) failure of the
Trustee or any other party to convey property foreclosed upon or otherwise acquired, or (ii) failure of the Trustee
to deliver Bonds for exchange. The Contract of Insurance shall not be contestable as a result of fraud or
misrepresentation by the Authority or for any other reason.

REGULATORY AGREEMENT

The Regulatory Agreement is an agreement among the Office, the Authority and the Corporation to
establish the requirements of the Office with respect to certain details of the financing transaction. The Regulatory
Agreement also sets out certain business covenants of the Corporation, including maintenance, operation and
management of the Facilities and limitations on encumbrances, assignment and transfer of any part of the
Facilities and other matters. The Regulatory Agreement also provides for the rights and obligations of the parties
in the event of a default and provides for the manner in which the benefits of the insurance are to be paid.
Specifically, the Office shall notify the State Treasurer, upon surrender to the Office by the Trustee of (1) title or
the security interest created by the Deed of Trust, (2) assignment of all claims of the Authority and the Trustee
against the Corporation or others, arising out of the sale of the Bonds or foreclosure proceedings, and (3) each
Bond which has been surrendered to the Trustee, and the Office shall have the option, at any time and from time
to time thereafter to cause debt service payments with respect to the Bonds to be made from any money available
therefor including the Insurance Fund, or to request the State Treasurer to issue to the Trustee debentures having
the same maturities and interest rates as the surrendered Bonds, in a total face amount equal to all amounts due
under the Indenture. The Regulatory Agreement provides that the Office shall share in the lien of the Deed of
Trust for, and to the extent of, insurance payments.

Rates and Charges; Current Ratio; Debt Coverage; Days Cash On Hand

A. The Corporation shall operate the Facilities as revenue producing health care facilities. The
Corporation shall fix, charge and collect, or cause to be fixed, charged and collected, subject to applicable
requirements or restrictions imposed by law, such rates, fees and charges which, together with all other receipts
and revenues of the Corporation and any other funds available therefor, are reasonably projected to be sufficient
in each Fiscal Year to produce and, as of the end of each Fiscal Year shall produce, Net Income Available for Debt
Service equal to at least 1.25 times Maximum Aggregate Annual Debt Service for such Fiscal Year.
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B. The Corporation shall maintain, as of the end of each Fiscal Year, commencing in the first Fiscal Year
after the Closing Date, a current ratio (a ratio of current assets to current liabilities, as determined in accordance
with generally accepted accounting principles and as shown on the Corporation’s audited financial statements for
such Fiscal Year) of at least 1.50:1.0.

C. The Corporation shall maintain , (i) as of the end of the Fiscal Year ending June 30, 2006, at least five (5)
Days Cash on Hand, as shown on the Corporation’s audited financial statements for such Fiscal Year, (ii) as of the
end of the Fiscal Year ending June 30, 2007, at least ten (10) Days Cash on Hand, as shown on the Corporation’s
audited financial statements for such Fiscal Year, (iii) as of the end of the Fiscal Year ending June 30, 2008, at least
fifteen (15) Days Cash on Hand, as shown on the Corporation’s audited financial statements for such Fiscal Year,
(iv) as of the end of the Fiscal Year ending June 30, 2009, at least twenty (20) Days Cash on Hand, as shown on
the Corporation’s audited financial statements for such Fiscal Year, and, (v) as of the end of the Fiscal Year ending
June 30, 2010, and each Fiscal Year thereafter, at least twenty-five (25) Days Cash on Hand, as shown on the
Corporation’s audited financial statements for such Fiscal Year. For purposes of this requirement, “Days Cash on
Hand” shall mean, for any Fiscal  Year, the quotient obtained by dividing (1) the Corporation’s cash and cash
equivalents as of the end of such Fiscal Year (not including any such cash and cash equivalents derived from a
drawing on a line of credit) by (2) the quotient of dividing (a) the Corporation’s operating expenses (excluding
depreciation, amortization, allowance for bad debts, and any other noncash expenses) for such Fiscal Year by (b)
the number of days in such Fiscal Year.

D. Within one hundred twenty (120) days after the end of each Fiscal Year (commencing with the first
Fiscal Year after the Closing Date), the Corporation shall compute (1) the Net Income Available for Debt Service
and Maximum Aggregate Annual Debt Service, (2) the current ratio and (3) the Days Cash on Hand for such
Fiscal Year and promptly furnish to the Authority, the Trustee and the Office a Statement setting forth the results
of such computation.

The Corporation further covenants and agrees that if, at the end of such Fiscal Year, (i) Net Income
Available for Debt Service shall have been less than 1.25 times Maximum Aggregate Annual Debt Service for
such Fiscal Year, (ii) the current ratio shall have been less than as required by B above, or (iii) the Days Cash on
Hand shall have been less than as required by C above, it will promptly employ a Management Consultant to
make recommendations as to a revision of the rates, fees and charges of the Corporation or the methods of
operation of the Corporation which will result in producing (x) Net Income Available for Debt Service at least
equal to 1.25 times Maximum Aggregate Annual Debt Service in the current Fiscal Year, (y) a current ratio as
required by B above in the current Fiscal Year and (z) Days Cash on Hand as required by C above in the current
Fiscal Year; provided, however, the Corporation need not so employ a Management Consultant if the Office
consents, in writing, to a waiver of said covenant to employ a Management Consultant. Copies of the
recommendations of the Management Consultant shall be filed with the Authority, the Trustee and the Office.
The Corporation shall, to the extent feasible, promptly upon its receipt of such recommendations, subject to
applicable requirements or restrictions imposed by law, revise its rates, fees and charges or its methods of
operation or collections and shall take such other action as shall be in conformity with such recommendations;
provided, however, the Corporation need not make such revisions or take such actions in conformity with such
recommendations if (1) the Board makes a good faith determination that such recommendations, in whole or in
part, are not in the best interests of the Corporation, and (2) the Office gives its written consent to the effect that
the Corporation need not comply, in whole or in part, with such recommendations. In the event that the
Corporation fails to comply with the recommendations of the Management Consultant, the Office may replace
existing management with new management, which shall be chosen unilaterally by the Office.

If the Corporation complies in all material respects with the reasonable recommendations of the
Management Consultant in respect to said rates, fees, charges and methods of operation or collection, or the
requirement to employ a Management Consultant has been waived in writing by the Office, the Corporation will
be deemed to have complied with the covenants contained above for such Fiscal Year, notwithstanding that Net
Income Available for Debt Service, the current ratio or the Days Cash on Hand shall be less than the amount
required under A, B or C above; provided, that (1) this sentence shall not be construed as in any way excusing the
Corporation from taking any action or performing any duty required under this Regulatory Agreement or be
construed as constituting a waiver of any other event of default under this Regulatory Agreement and (2) Net
Income Available for Debt Service shall be at least equal to 1.0 times Aggregate Debt Service for such Fiscal Year.

E. Notwithstanding the foregoing, the Corporation may permit the rendering of service at, or the use of,
the Facilities without charge or at reduced charges, at the discretion of the Board, to the extent necessary for
maintaining its tax-exempt status or to establish or maintain its eligibility for grants, loans, subsidies or payments
from the United States of America, any instrumentality thereof, or the State or any political subdivision or
instrumentality thereof, or in compliance with any recommendation for free services that may be made by the
Management Consultant.
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Limitation on Encumbrances

The Corporation shall not create, assume or suffer to exist and shall immediately satisfy or release any
mortgage, deed of trust, pledge, security interest, encumbrance, lien, attachment or charge of any kind (including
the charge upon property purchased under conditional sales or other title retention agreements) upon the
Facilities or the Gross Revenues; provided, however , that notwithstanding the foregoing provision, the Corporation
may create, assume or suffer to exist Permitted Encumbrances.

Limitation on Indebtedness

A. The Corporation shall not incur any indebtedness or financial obligations, including without
limitation, by borrowing money, by assuming or guaranteeing the obligations of others, and by entering into
installment purchase contracts or leases required to be capitalized in accordance with generally accepted
accounting principles, except the Corporation may incur the following:

1. Obligations and liabilities under this Regulatory Agreement, the Loan Agreement, or the
Indenture, including any supplements or amendments thereto or hereto in connection with the issuance
of any additional series of Bonds;

2. Contractual liabilities (other than liabilities for borrowed money or liabilities which would
otherwise be considered indebtedness under generally accepted accounting principles) for which moneys
are available in the Project Fund under the Indenture or otherwise;

3. Short-Term Indebtedness with the prior written consent of the Office; provided that no
amount of Short-Term Indebtedness shall be outstanding for a period of thirty (30) consecutive days
during each Fiscal Year and provided further that the aggregate amount incurred by the Corporation
under this paragraph shall not exceed at the time of incurrence fifteen percent (15%) of the Corporation’s
Adjusted Annual Operating Revenues for the most recent Fiscal Year for which audited financial
statements are available;

4. Liabilities for contributions to self-insurance programs;

5. Long-Term Indebtedness (which may be Parity Debt) incurred for the purpose of refinancing
outstanding Long-Term Indebtedness provided that

a. the Office has consented in writing to the incurring of such indebtedness, and

b. the issuance of such Long-Term Indebtedness does not increase Maximum
Aggregate Annual Debt Service by more than ten percent (10%), as certified by a written report
of an Accountant which shall be filed with the Trustee and the Office;

6. Long-Term Indebtedness (which may be Parity Debt), provided that

a. the Office has consented in writing to the incurring of such indebtedness, and

b. (1) Net Income Available for Debt Service, as certified by a written report of an
Accountant which shall be filed with the Authority, the Trustee and the Office for the most
recent Fiscal Year for which audited financial statements are available immediately preceding
the date of incurrence of such Long-Term Indebtedness was at least equal to 1.25 times
Maximum Aggregate Annual Debt Service on all outstanding Long-Term Indebtedness and the
Long-Term Indebtedness proposed to be incurred, or

(2) (a) Net Income Available for Debt Service, as certified by a written report of
an Accountant which shall be filed with the Trustee and the Office, for the most recent
Fiscal Year for which audited financial statements are available immediately preceding
the date of incurrence of such Long-Term Indebtedness was at least equal to 1.25 times
Maximum Aggregate Annual Debt Service on all Long-Term Indebtedness then
outstanding, and

(b) Net Income Available for Debt Service, as shown in a written feasibility
report prepared by a Management Consultant and filed with the Trustee and the Office,
for each of the first two Fiscal Years following the incurrence of such Long-Term
Indebtedness (or, if such Long-Term Indebtedness is incurred to finance additional
facilities, in each of the first three Fiscal Years following the Fiscal Year when it is



Appendix C
Page 29

proposed that such Facilities will be completed and placed in service) is forecasted to be
at least 1.25 times Maximum Aggregate Annual Debt Service on all Long-Term
Indebtedness proposed to be outstanding at the end of each such Fiscal Year;

7. Long-Term Indebtedness (which may be Parity Debt), incurred to complete the Project or any
other project if the Board certifies that the Corporation cannot complete such project unless such Long-
Term Indebtedness is incurred, provided that

a. the Office has consented in writing to the incurring of such indebtedness, and

b. in the case of a project other than the Project, the aggregate principal amount of such
indebtedness does not exceed ten percent (10%) of the principal amount of Long-Term
Indebtedness incurred to finance such project;

8. Long-Term Indebtedness (excluding Parity Debt) with the prior written consent of
the Office; provided that the aggregate amount incurred by the Corporation under this
paragraph shall not exceed at the time of incurrence ten percent (10%) of the Corporation’s
Adjusted Annual Operating Revenues for the most recent Fiscal Year for which audited
financial statements are available;

9. Liabilities under capitalized lease agreements for the lease of, or indebtedness for money
borrowed or liabilities under instruments evidencing deferred payment arrangements for the purchase
of, equipment, tangible personal property or real property; provided that the aggregate amount incurred
by the Corporation under this paragraph shall not exceed at the time of incurrence ten percent (10%) of
the Corporation’s Adjusted Annual Operating Revenues for the latest Fiscal Year for which audited
financial statements are available;

10. Non-recourse Indebtedness, provided that the Office has approved in writing the incurrence
of such indebtedness and such indebtedness does not encumber the Facilities;

11. Repayment obligations under reimbursement or similar agreements with banks or insurance
companies relating to letters or lines of credit or other credit facilities used to secure Long-Term
Indebtedness;

12. Indebtedness, not for borrowed money, incurred in the ordinary course of business; and

13. Any indebtedness or obligations of the Corporation consented to in writing by the Office.

The aggregate amount incurred and outstanding by the Corporation under paragraphs 3, 8 and 9 above
shall not, in the aggregate , exceed fifteen percent (15%) of the Corporation’s Adjusted Annual Operating Revenue
for the latest Fiscal Year for which audited financial statements are available.

Limitations on Disposition of Property

A. Disposition of Cash . The Corporation shall not dispose of any cash or cash equivalents unless

1. the Corporation receive an asset or service of reasonably equivalent value for such cash or
cash equivalents; or

2. prior to such disposition, there is filed with the Office and the Trustee a Statement of the
Corporation to the effect that either

a. the ratio of Net Income Available for Debt Service to Maximum Aggregate Annual
Debt Service for the most recent Fiscal Year for which audited financial statements are available
next preceding such disposition would not be reduced or, if reduced, would not be reduced
below a ratio of 2.0:1.0 (such calculation to be made assuming such disposition had occurred at
the beginning of such Fiscal Year), or

b. the average ratio of Net Income Available for Debt Service to Maximum Aggregate
Annual Debt Service, as forecasted in such Statement of the Corporation for the two Fiscal Years
immediately following such disposition, will be not less than a ratio of 2.0:1.0; or

3. such disposition has been consented to by the Office.
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B. Disposition of Real Property. The Corporation shall not sell, lease, sublease, assign, transfer, encumber or
otherwise dispose of all or any part or parts of the real property described in Exhibit A, including the buildings
and structures thereon and fixtures and improvements of such real property, without the prior written consent of
the Office.

C. Disposition of Personal Property. The Corporation shall not sell, lease, sublease, assign, transfer,
encumber or otherwise dispose of all or any part or parts of the Facilities not included in the preceding
subsections A and B, other than in the “ordinary course of business,” unless the Office gives its prior written
consent to such disposition. “Ordinary course of business” shall be defined during the term of the Regulatory
Agreement by the Office in the exercise of its sound and reasonable discretion, by the Office giving written notice
thereof to the Corporation, which determination will become effective on receipt of such notice by the
Corporation.

Except as provided in the Regulatory Agreement concerning a disposition of substantially all of the
Corporation’s assets, in no event shall the Corporation dispose of any part or parts of its Facilities in any Fiscal
Year aggregating in excess of two and one-half percent (2-1/2%) of the Corporation’s net property, plant and
equipment (as shown on the Corporation’s most recent audited financial statements), unless the Office gives its
prior written consent to such disposition.

D. Execution of Releases . In  connection with a disposal of property, including cash, permitted by this
section, upon receipt of such consent by the Office or Statement of the Corporation required by this section, the
Office, the Authority and the Trustee shall execute and deliver releases from security interests or other documents
reasonably requested by the Corporation.

Limitation on Acquisition of Property, Plant and Equipment

The Corporation shall not acquire additional property, plant and equipment (except (1) in the ordinary
course of business, (2) with the proceeds of indebtedness permitted by the Regulatory Agreement, or (3) as part of
a merger or consolidation permitted by the Regulatory Agreement) by gift (other than gifts of cash or personal
property or gifts of real property if either (i) their use is residential or (ii) it is subject of a phase I report indicating
no contaminants), purchase, construction, merger or consolidation, unless the Office gives its prior written
consent to such acquisition.

Parity Debt

The Corporation may incur Parity Debt, subject, however to compliance with the Regulatory Agreement
and the following conditions:

1. The Trustee shall act as trustee for the Parity Debt;

2. The agreement under which Parity Debt is issued shall require that:

a. A Loan Default Event shall constitute an event of default under such agreement and
this Regulatory Agreement;

b. Rights and obligations of the holders of Parity Debt shall be substantially the same as
the rights and obligations of the Holders of Bonds under the Indenture except that if the Parity
Debt is not covered under the Contract of Insurance, the holders of Parity Debt shall have no
rights under the Contract of Insurance for payments made with respect thereto;

c. Remedies upon an event of default shall be substantially the same as the remedies
provided in the Indenture, this Regulatory Agreement and the Loan Agreement, and, prior to
exercising any such remedies, the holders of such Parity Debt (or a trustee representing their
interest) shall be required to cooperate with the Trustee to the end that the interests of such
holders and the Bondowners shall be equally protected; and

d. The payment dates of principal and interest with respect to Parity Debt shall be the
same as such dates are established for the Bonds.

3. Any collateral given or to be given to secure Parity Debt shall also secure the Bonds on a pari
passu basis; provided that the Bond Reserve Account shall only secure the Bonds and the Corporation
may but need not establish similar reserve accounts for debt service of Parity Debt;
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4. Unless waived by the Office, the Parity Debt shall be prepayable in accordance with terms
substantially in the form of and under the conditions prescribed in the Indenture; and

5. The Parity Debt shall be insured by the Office under the Insurance Law, or if the Parity Debt
can be issued as such without being insured under the Insurance Law, it may be issued with the consent
of the Office.

Insurance

A. Maintain Insurance . The Corporation shall keep the Facilities and their operations adequately insured at
all times, and, shall carry and maintain, or cause to be carried and maintained, and will pay, or cause to be paid, in
timely fashion the premiums for, at least the following coverages with the limits as stated. The following
coverages and limits may be varied only with the prior written consent of the Office.

1. Property Insurance .

a.    Buildings       and       Structures   . All buildings and structures constituting part of the
Facilities shall, at a minimum, be insured using a form at least as broad as the most recent
revision of the Property Special Form coverage adopted by the Insurance Services Office (ISO),
subject to a reasonable deductible per occurrence, and in an amount equal to at least the lesser of
the full replacement value of the property insured, or the aggregate principal amount of the
Outstanding Bonds and Parity Debt. The replacement value of the Facilities shall be determined
from time to time at the request of the Corporation or the Trustee (but not less frequently than
once in every twenty-four months) by an architect, contractor, appraiser or appraisal company
selected by the Corporation and acceptable to the Office. The Office and the Authority shall be
loss payees on all policies maintained pursuant to this subdivision. The policy form shall also
include a Joint Loss Endorsement as respects Boiler & Machinery insurance.

b.    Business       Personal       Property   . All business personal property, including computers
and electronic data processing equipment, at any location forming part of the Facilities shall be
insured using a form at least as broad as the most recent revision of the Property Special Form
coverage adopted by the ISO, subject to a reasonable deductible per occurrence and in an
amount equal to at least  the lesser of the full replacement value of the property insured or the
aggregate principal amount of the Outstanding Bonds and Parity Debt. The Office and the
Authority shall be loss payees on all policies maintained pursuant to this subdivision.

c.    Earthquake   . All buildings, structures, and the contents thereof, shall be insured
against damage resulting from earthquake and related perils in an amount equal to at least the
lesser of the full replacement value of the Facilities or the aggregate principal amount of
Outstanding Bonds and Parity Debt then outstanding, subject to reasonable deductibles. The
Corporation shall acquire earthquake insurance unless the Office agrees in writing to waive
earthquake insurance. The Office and the Authority shall be loss payees on all policies
maintained pursuant to this subdivision.

d.    Flood   . All buildings, structures, and the contents thereof, shall be insured against
damage resulting from flood and rising water in an amount equal to at least the lesser of the full
replacement value of the Facilities or the aggregate principal amount of Outstanding Bonds and
Parity Debt then outstanding, subject to reasonable deductibles. The Corporation shall acquire
flood insurance unless the Office agrees in writing to waive flood insurance. The Office and the
Authority shall be loss payees on all policies maintained pursuant to this subdivision.

2. Builders Risk . During the course of any substantial addition, extension, alteration, or
improvement to the Facilities, the Corporation shall maintain or cause to be maintained builders risk
insurance in the amount of the full completed value of such construction work, subject to reasonable
deductibles per occurrence, covering all risk of physical loss or damage with such exclusions as are
acceptable to the Office. The Office and the Authority shall be loss payees on all policies maintained
pursuant to this subsection.

3. Boiler and Machinery Insurance . The Corporation shall maintain boiler and machinery
insurance providing coverage against loss of property and liability for damage to persons or property
from explosion of, or accident to, boilers, tanks, pipes, pressure vessels, engines, wheels, electrical
machinery, or apparatus connected therewith or operating thereby in an amount not less than $1,000,000,
subject to deductibles not exceeding $10,000 per occurrence. The policy form shall also include Joint Loss
Endorsement.
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4. Commercial General Liability Insurance . The Corporation shall maintain Commercial
General Liability Insurance for  bodily injury and property damage in a form at least as broad as the most
recent revision of the Commercial General Liability Policy adopted by the (ISO), including non-owned
and hired automobile coverage, with limits no less than with $1,000,000 per occurrence and annual
aggregate limits equal to $3,000,000.

5. Automobile Insurance . The Corporation shall maintain insurance for vehicles owned, non-
owned or hired by the Corporation with at least a $1,000,000 per accident limit.

6. Professional Liability . The Corporation shall maintain professional liability insurance with
$1,000,000 per occurrence and general aggregate limits equal to $10,000,000, subject to reasonable
deductibles or self-insured retention, unless otherwise agreed to in writing by the Office.

7. Fidelity Bonds . The Corporation shall maintain fidelity bonds or other insurance covering
dishonesty, including computer fraud, covering all Corporation officers and employees who collect or
have custody of or access to revenues, receipts or income of the Corporation, with limits equal to
$5,000,000, unless otherwise agreed to in writing by the Office.

8. Business Interruption. The Corporation shall maintain business interruption insurance
covering actual losses to the Corporation of gross operating earnings which result directly from the
necessary interruption of business caused by damage to or destruction of any real or personal property
constituting part of the Facilities from risks covered by the insurance required above under subsection 1.
Property Insurance, less charges and expenses which do not necessarily continue during such
interruption of business, for such period of time as may be required, with exercise of due diligence and
dispatch, to reconstruct, repair or replace such damages or destroyed property, with limits equal to at
least Maximum Aggregate Annual Debt Service.

9. Extra Expense. The Corporation shall maintain extra expense insurance covering additional
expenses for continuing operations or to resume normal business incurred by the Corporation which
result directly from damage to or destruction of any real or personal property constituting part of the
Facilities from the risks covered by the insurance required above under subsection 1, Property Insurance,
with limits equal to at  least Maximum Aggregate Annual Debt Service.

10. Directors and Officers. The Corporation shall maintain insurance to cover wrongful acts of
the directors and officers, including entity coverage, to the extent available in a non-profit directors and
officers policy form in an amount not less than $10,000,000, unless otherwise agreed to by the Office in
writing.

B. Risk Management Consultant . The Corporation shall employ a Risk Management Consultant to review
the insurance requirements of the Corporation from time to time (but not less frequently than once every twenty-
four (24) months). If the Risk Management Consultant makes recommendations for the increase of any of the
coverage required by subsection A of this section, the Corporation shall increase such coverage in accordance with
such recommendations, subject to a good faith determination of the Board that such recommendations, in whole
or in part, are in the best interests of the Corporation. Notwithstanding anything in this section to the contrary,
the Corporation shall have the right, without the giving rise to an event of default under the Regulatory
Agreement solely on such account,

1. with the prior written consent of the Office, to maintain insurance coverage below that
required by subsection A of this section, provided further that the Corporation shall furnish to the
Trustee and the Office a Statement of the Risk Management Consultant or other evidence, satisfactory to
the Office, that the insurance so provided affords the greatest amount of coverage available for the risk
being insured against at rates which in the judgment of the Risk Management Consultant are reasonable
in connection with reasonable and appropriate risk management, or

2. with the prior written consent of the Office, to adopt alternative risk management programs
which the Board determines to be reasonable and which shall not have a material adverse impact on the
Corporation’s reimbursement from third party payers, including, without limitation, to self-insure in
whole or in part, to participate in programs of captive insurance companies, to participate with other
health care institutions in mutual or other cooperative insurance or other risk management programs, to
participate in state or federal insurance programs, to take advantage of state or federal laws now or
hereafter in existence limiting medical and malpractice liability, or to establish or participate in other
alternative risk management programs;
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all as may be approved in writing as reasonable and appropriate risk management by the Risk Management
Consultant. A copy of any such approval shall be furnished to the Trustee and the Office.

Disposition of Insurance and Condemnation Proceeds

A. The proceeds of property and builders risk insurance maintained by the Corporation pursuant to the
Regulatory Agreement, the proceeds of any title insurance obtained pursuant to the Regulatory Agreement and
the proceeds of any condemnation awards with respect to the Facilities, shall be paid immediately upon receipt by
the Corporation or other named insured parties to the Trustee, as assignee of the Authority, for deposit in a
special fund which the Trustee shall establish and maintain and hold in trust, to be known as the “Insurance and
Condemnation Proceeds Fund.” In the event the Corporation elects to repair or replace the property damaged,
destroyed or taken, it shall furnish to the Trustee and the Office plans of the contemplated repair or replacement,
accompanied by a Statement of an architect or other qualified expert satisfactory to the Office estimating the
reasonable cost of such repair or replacement and a Statement of the Corporation stating that amounts in the
Insurance and Condemnation Proceeds Fund, together with investment income reasonably expected to be
received with respect thereto and any other funds available or reasonably expected to become available therefor
(and which the Corporation shall agree to deposit in said fund when so available), shall be sufficient to repair or
replace the property damaged, destroyed or taken in accordance with said plans. After deducting therefrom the
reasonable charges and expenses of the Trustee in connection with the collection and disbursement of such
moneys, moneys in the Insurance and Condemnation Proceeds Fund shall be disbursed by the Trustee for the
purpose of repairing or replacing the property damaged, destroyed or taken in the manner and subject to the
conditions set forth in the Indenture with respect to disbursements from the Project Fund to the extent the
provisions thereof may reasonably be made applicable. In the event that the proceeds of any loss or damage to or
condemnation of the Facilities shall be less than one and one-half percent (1-1/2%) of the Corporation’s Adjusted
Annual Operating Revenues (as shown on the Corporation’s most recent audited financial statements), and so
long as an event of default under the Regulatory Agreement has not occurred and is not then continuing, the
Trustee shall pay over such proceeds to the Corporation without requiring any of the documents referred to in
this subsection and without any formality whatsoever.

B. In the event the Corporation, with the consent of the Office, shall elect not to repair or replace the
property damaged, destroyed or taken, as provided in subsection A of this section, the Trustee shall transfer all
amounts in the Insurance and Condemnation Proceeds Fund on account of such damage, destruction or
condemnation to the Special Redemption Account in order to prepay the Loan Repayments and redeem Bonds;
provided that if any Parity Debt is then outstanding, any such transfer from the Insurance and Condemnation
Proceeds Fund shall be deposited in part in the Special Redemption Account and in part in such other fund or
account as may be appropriate (and used for the retirement of such Parity Debt) in the same proportion which the
aggregate principal amount of Outstanding Bonds then bears to the aggregate unpaid principal amount of such
Parity Debt.

C. If all amounts in the Insurance and Condemnation Proceeds Fund and any special redemption account
for the retirement of Parity Debt exceed one and one-half percent (1-1/2%) of the Corporation’s Adjusted Annual
Operating Revenues (as shown on the Corporation’s most recent audited financial statements) but are not
sufficient to retire all Bonds and Parity Debt then outstanding, the Trustee shall not transfer said amounts to the
Special Redemption Account unless the Corporation shall file with the Trustee a report of a Management
Consultant showing that projected Net Income Available for Debt Service will be sufficient to pay Aggregate Debt
Service for the three full Fiscal Years immediately following such transfer after giving effect to the retirement of
such Bonds and Parity Debt. In the event such report of a Management Consultant shows that projected Net
Income Available for Debt Service will not be sufficient to pay Aggregate Debt Service for the three full Fiscal
Years immediately following such transfer after giving effect to the retirement of such Bonds and Parity Debt, the
Corporation shall apply all amounts in the Insurance and Condemnation Proceeds Fund to the repair or
replacement of the property damaged, destroyed or taken, as provided in subsection A of this section, unless the
Corporation shall file a further report of a Management Consultant showing that even after making such repair
and replacement, projected Net Income Available for Debt Service will not be sufficient to pay Aggregate Debt
Service for the three Fiscal Years immediately following such repair and replacement, in which event the Trustee
shall transfer all moneys in the Insurance and Condemnation Proceeds Fund to the Special Redemption Account
and/or such other trust account for the retirement of Bonds and Parity Debt, as provided in subsection B of this
section.

Remedies Upon Default

A.     Notice     and        Declaration       of       a        Default       under     the       Regulatory        Agreement . Upon a violation of any of
the provisions of the Regulatory Agreement by the Corporation, the Office may give written notice thereof to the
Corporation by registered or certified mail, addressed to the address stated in the Regulatory Agreement, or such
other address as may subsequently, upon appropriate written notice thereof to the Office, be designated by the
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Corporation as its legal business address. If such violation is not corrected to the satisfaction of the Office within
thirty (30) days, or in the event the default is the result of the failure of the Corporation to make a payment
required to be made to the Trustee or the result of the loss or threatened loss of the license of the Corporation,
then five (5) days, after the date such notice is mailed or within such further time as the Office determines in the
Office’s sole discretion is necessary to correct the violation, without further notice the Office may declare a default
under the Regulatory Agreement effective on the date of such declaration of default.

B.     Office       Directives     to     the       Corporation.  Upon an event of default under the Regulatory Agreement, the
Deed of Trust, the Indenture, or the Loan Agreement, the Office may conduct an evaluation of, and direct the
Corporation with respect to, the management and operation of the Facilities and the expenses of the Office or any
consultants associated with such evaluation and direction shall be  reimbursed by the Corporation. The
Corporation shall follow all such directives, which may at the option of the Office include immediately
terminating and replacing the existing Management Agent with a new Management Agent selected by the Office
at the expense of the Corporation. In the event of any such termination, the Management Agent shall not be
entitled to compensation for more than thirty (30) days from the date of such termination. The Office may retain
attorneys and consultants to assist in such evaluation and the Corporation shall pay the reasonable fees and
expenses of such attorneys and consultants and any other expenses incurred by the Office in that connection.
These remedies are in addition to those provided under Insurance Law Section 129173. The Office reserves its
rights to exercise all its remedies under Insurance Law Section 129173, including, but not limited to, subsection (b)
wherein the Office may remove and appoint members of the governing body of the Corporation sufficient such
that the new members constitute a voting majority of the governing body.

C.    Payment   from     the        Health       Facility       Construction       Loan     Insurance       Fund   .

1. In any case in which an Event of Default under the Indenture shall have occurred and the
Trustee shall have given notice to the Office at least 30 days prior to an interest payment date, or
principal payment date that:

a. available moneys in the Principal and Interest Accounts held by the Trustee pursuant
to the Indenture will be insufficient to pay in full the next succeeding payment of interest
and/or principal when due to the Owners under the Indenture, and

b. the amount by which the obligation to make such payment exceeds the amount
available (Shortfall),

the Office shall cause an amount equal to the Shortfall to be deposited into the Principal Account and/or
Interest Account at least three (3) Business Days prior to the date on which said payment is due, as
provided in the following Subsections 2 and 3.

2. Said deposit shall be made by the Office directing the Trustee to transfer an amount equal to
the Shortfall out of the Bond Reserve Account into the Principal Account and/or Interest Account.
(However, if there are funds in the Bond Reserve Account at the time the Office receives such notice of
the Shortfa ll from the Trustee, nothing contained in this Subsection C.2 shall prevent the Office from
then determining pursuant to Insurance Law Section 129145 that the lender and borrower have
exhausted all reasonable means of curing the Event of Default and that it would be in the best interest of
the State, the borrower and the lender to pay a portion or all of the Shortfall from the Health Facility
Construction Loan Insurance Fund instead of the Bond Reserve Account, and from paying such amount
from the Health Facility Construction Loan Insurance Fund.)

3. If the Office, pursuant to Insurance Law Section 129145, determines, in the event the funds in
the Bond Reserve Account are insufficient to meet the Shortfall as provided in the preceding Subsection
C.2, that

a. the lender and borrower will have exhausted all reasonable means of curing the
Event of Default, and

b. a payment or payments from the Health Facility Construction Loan Insurance Fund
to cure the Event of Default is now and will be at the time of the Event of Default in the best
interest of the State, the borrower and the lender,

the Office may pay such amount required to meet the Shortfall from the Health Facility Construction
Loan Insurance Fund to the Principal Account and/or Interest Account for  the benefit of the lender
within the time as provided in Subsection C.1.
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4. Any payment made by the Office from the Health Facility Construction Loan Insurance Fund
(Fund) shall be secured pursuant to Insurance Law Section 129145 by a pro rata share of the security held
by the Trustee through the Deed of Trust and all applicable UCC-1s, and, upon such payment, the
Corporation shall become liable for repayment of the amount thereof to the Office upon demand and
shall be liable for interest on the unpaid balance thereof at the rate of ten percent (10%) per annum.

5. If the principal of all Bonds at the time Outstanding, and the interest accrued thereon have
been declared immediately due and payable pursuant to the terms of the Indenture, the Office shall
make payment from the Fund, or, if the fund is insufficient to make such payment, or if the Office
determines it to be in the best interest of the State, the Corporation and the Authority, the Office shall
request issuance of debentures as provided in subsection D of this section.

D.  Issuance      of        Debentures   .

1. In any case in which

a. the Trustee shall have directed the foreclosure and taking possession of the Facilities
under the Deed of Trust and under applicable statutes,

b. the Trustee, with the consent of the Office, shall have otherwise acquired the
Facilities from the Corporation after default,

c. the Trustee, with the consent of the Office, shall have assigned to the Office the
security interest created by the Deed of Trust,

d. the Trustee shall have tendered to the Office a satisfactory conveyance of title and
transfer of possession of the Facilities directly from the Corporation, or other appropriate
grantor, or

e. it has been determined that debentures should be issued pursuant to subsection C
above,

the Trustee shall be entitled to receive the benefit of the insurance as provided in Insurance Law Sections
129125 through 129160, upon

a. the prompt conveyance to the Office of title to the Facilities or, with the consent of
the Office, the security interest created by the Deed of Trust,

b. the assignment to the Office of all claims of the Authority and the Trustee against the
Corporation or others arising out of the sale of the Bonds, the loan transaction or the foreclosure
proceedings, except such claims as may have been released with the consent of the Office, and

c. surrender to the Office of each Bond which has been surrendered to the Trustee,
which Bond shall be returned to the Trustee upon issuance of debentures and canceled by the
Trustee.

2. Upon such conveyance, assignment and surrender, the Office shall request the State
Treasurer to issue to the Trustee for the benefit of the Owners so surrendered, a debenture or debentures
having a total face value of and bearing interest at the rate on the respective surrendered Bonds which
they replace and additional debentures equal to all additional amounts due under the Indenture as
provided by Insurance Law Sections 129125 through 129160.

E.     Additional     Remedies        Available     to     the        Office   . Notwithstanding any other provision in the Regulatory
Agreement or provision of law relating to the acquisition, management or disposal of real property by the State,
the Office shall have the power to do any or all of the following:

1. Possess, operate, complete, lease, rent, renovate, modernize, insure, or sell for cash or credit,
in its sole discretion, any properties conveyed to it in exchange for debentures as provided in the
Insurance Law;

2. Pursue to final collection by way of compromise or otherwise all claims against the
Corporation assigned by the Trustee to the Office; or



Appendix C
Page 36

3. Convey and execute in the name of the Office deeds of conveyance, deeds of release,
assignments and satisfactions of the Deed of Trust, and any other written instrument relating to real or
personal property or any interest therein acquired by the Office.

In the event a receiver is appointed for the Corporation at the request of the Office, such receiver, if so
requested by the Office, shall serve without bond.

Capital Replacement Fund

A. The Corporation shall establish a separate fund designated as the “Capital Replacement Fund.” For
each of the Corporation’s Fiscal Years beginning with the Corporation’s Fiscal Year commencing on July 1, 2005,
the Corporation shall deposit on a quarterly basis (i.e. on January 1, April 1, July 1 and October 1) one quarter of
the Capital Replacement Amount for the respective Fiscal Year; provided that if the Corporation has received
grants, or has expended sums for any expenditures set forth in subsection B.1. through B.3. hereof, such grants or
expended sums may be credited against the amount to be deposited as specified in a Statement of the
Corporation filed with the Trustee and the Office; provided further that the Corporation may reduce the deposit
required to the Capital Replacement Fund by a Capital Replacement Fund credit which shall be an amount equal
to the total expenditures of the Corporation for the previous Fiscal Years for any expenditures set forth in
subsection B.1. through B.3 . hereof in excess of the total Capital Replacement Amount due for that period. In
order to be entitled to receive such a credit, the Corporation must certify in writing to the Office along with the
certification required in subsection C below:

1. the amount of such expenditure(s),

2. the election of the Corporation to have the amount of the expenditure(s) credited against the
then currently payable Capital Replacement Fund deposit,

3. with respect to donated or acquired equipment, that the equipment acquired is depreciable in
accordance with generally accepted accounting principles and has been included as part of the Facilities,
and

4. such amount of expenditure(s) has not previously been paid from the Capital Replacement
Fund or used as a Capital Replacement Fund deposit credit.

B. Moneys held in the Capital Replacement Fund may be used from time to time without the consent of
the Office (except for subsections B.4 and B.5) for any of the following purposes:

1. For the acquisition of new, or the replacement of obsolete or worn out, machinery,
equipment, furniture, fixtures or other personal property which has a useful life of one year or more.

2. For the performance of major repairs with respect to the Facilities which are of an
extraordinary and nonrecurring nature.

3. For the construction of capital additions to, or capital improvements, extensions,
enlargements, renovations, major repairs, or remodeling of the Facilities.

4. To provide working capital for the payment of current expenses if the Corporation shall
undertake in writing to repay the amount withdrawn for such purpose within fifty-two (52) weeks,
provided that no such borrowing pursuant to this clause shall be outstanding for a period of at least
thirty (30) consecutive days during each period of thirteen (13) consecutive months beginning with the
first deposit to the Capital Replacement Fund.

5. To pay or provide funds for payment of the principal (whether pursuant to stated maturity or
mandatory sinking fund or other redemption requirement) or interest on any obligations of the
Corporation, but only if and to the extent that the Corporation would otherwise be unable to make such
payment or provide such funds without incurring additional indebtedness.

C. The Corporation, on or prior to July 1 in each year, commencing July 1, 2006, shall calculate the Capital
Replacement Amount or Capital Replacement Fund credit and send written certification of such amount to the
Office.

D. The Capital Replacement Fund shall be maintained and held by the Corporation and shall not
constitute a Trustee-held fund, provided, however, that the Capital Replacement Fund, at the direction of the Office,
shall be transferred to and held by the Trustee, if either:
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1. the annual Statement of the Corporation’s Accountant demonstrates that the balance in the
Capital Replacement Fund is less than the Capital Replacement Amount and the Corporation do not
increase the balance in the Capital Replacement Fund to the Capital Replacement Amount within thirty
(30) days of receipt of such Statement, or

2. the Gross Revenue Fund is transferred to the name and credit of the Trustee pursuant to
Section 4.3(b) of the Loan Agreement.

Debt Coverage Ratio Reporting

Within forty-five (45) days after each March 31, June 30, September 30 and December 31 (each three-
month period ending on each such date being referred to herein as a “Fiscal Quarter”) commencing with the
Fiscal Quarter ending June 30, 2006, the Corporation shall compute the Net Income Available for Debt Service for
such Fiscal Quarter and for the twelve-month period ending on the last day of such Fiscal Quarter (“Running
Twelve-Month Period”) and promptly furnish to the Office a Statement setting forth the results of such
computation. If at the end of such Fiscal Quarter the Net Income Available for Debt Service shall have been less
than 1.25 times Maximum Aggregate Annual Debt Service for such Running Twelve-Month Period, the
Corporation shall, upon the request of the Office, employ a Management Consultant to make recommendations
as to a revision of the rates, fees and charges of the Facilities or the methods of operation of the Facilities which
will result in producing Net Income Available for Debt Service equal to at least 1.25 times Maximum Aggregate
Annual Debt Service for such Fiscal Quarter. Copies of the recommendations of the Management Consultant shall
be provided to the Office. The Office also may retain attorneys and consultants to assist in an evaluation of the
operation and management of the Facilities and the Corporation shall pay the reasonable fees and expenses of
such attorneys and consultants and any expenses incurred by the Office in that connection.
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APPENDIX D

FORM OF OPINION OF BOND COUNSEL

[Letterhead of Quint & Thimmig LLP]

[Closing Date}

ABAG Finance Authority for Nonprofit Corporations
101 Eighth Street
Oakland, CA 94607-4756

OPINION: $2,910,000 ABAG Finance Authority for Nonprofit Corporations Insured
Revenue Bonds (Kinship Center), 2006 Series A

Members of the Authority:

We have acted as bond counsel in connection with the issuance by the ABAG Finance
Authority for Nonprofit Corporations (the “Authority”) of $2,910,000 Insured Revenue Bonds
(Kinship Center), 2006 Series A (the “Bonds”), pursuant to Articles 1 through 4 (commencing with
section 6500) of Chapter 5 of Division 7 of Title 1 of the California Government Code (the “Law”), an
Indenture of Trust, dated as of March 1, 2006, by and between the Authority and U.S. Bank National
Association, as trustee (the “Indenture”), and a resolution adopted by the Authority on February 17,
2006. The Bonds have been issued by the Authority to provide funds to refinance the acquisition,
construction, installation, improvement and equipping of certain facilities owned by Kinship Center,
a California nonprofit public benefit corporation (the “Corporation”), to be loaned to the Corporation,
pursuant to a Loan Agreement, dated as of March 1, 2006, by and between the Authority and the
Corporation (the “Loan Agreement”). We have examined the law and such certified proceedings and
other papers as we deem necessary to render this opinion.

As to questions of fact material to our opinion, we have relied upon representations of the
Authority contained in the Indenture, of the Corporation contained in the Loan Agreement and in the
certified proceedings and certifications of public officials and others furnished to us, without
undertaking to verify the same by independent investigation.

Based upon the foregoing we are of the opinion, under existing law, as follows:

1. The Authority is duly created and validly existing as a public body with the power to enter
into the Indenture and the Loan Agreement, to perform the agreements on its part contained therein
and to issue the Bonds.

2. The Indenture and the Loan Agreement have been duly approved by the Authority and
constitute valid and binding special obligations of the Authority enforceable against the Authority in
accordance with their respective terms.

3. Pursuant to the Law, the Indenture creates a valid lien on the funds pledged by the
Indenture for the security of the Bonds, on a parity with other bonds (if any) issued or to be issued
under the Indenture, subject to no prior lien granted under the Law.

4. The Bonds have been duly authorized, executed and delivered by the Authority and are
valid and binding special obligations of the Authority, payable solely from the sources provided
therefor in the Indenture.
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5. Subject to the Authority’s and the Corporation’s compliance with certain covenants, interest
on the Bonds is excludable from gross income of the owners thereof for federal income tax purposes
under section 103 of the Internal Revenue Code of 1986, as amended (the “Code”) and, under section
55 of the Code, is not included as an item of tax preference in computing the federal alternative
minimum tax for individuals and corporations under the Code but is taken into account in computing
an adjustment used in determining the federal alternative minimum tax for certain corporations.
Failure by the Authority and the Corporation to comply with one or more of such covenants could
cause interest on the Bonds to not be excludable from gross income under section 103 of the Code for
federal income tax purposes retroactively to the date of issuance of the Bonds. In rendering our
opinion on the excludability from gross income of interest on the Bonds, we have relied on the
opinion of DeLay & Laredo, counsel to the Corporation, that the Corporation is a 501(c)(3)
organization and certain other matters.

6. Interest on the Bonds is exempt from personal income taxation imposed by the State of
California.

Ownership of the Bonds may result in other tax consequences to certain taxpayers, and we
express no opinion regarding any such collateral consequences arising with respect to the Bonds.

The rights of the owners of the Bonds and the enforceability of the Bonds and the Indenture
may be subject to bankruptcy, insolvency, reorganization, moratorium and other similar laws
affecting creditors’ rights heretofore or hereafter enacted and also may be subject to the exercise of
judicial discretion in accordance with general principles of equity.

In rendering this opinion, we have relied upon certifications of the Authority, the
Corporation and others with respect to certain material facts. Our opinion represents our legal
judgment based upon such review of the law and the facts that we deem relevant to render our
opinion and is not a guarantee of a result. This opinion is given as of the date hereof and we assume
no obligation to revise or supplement this opinion to reflect any facts or circumstances that may
hereafter come to our attention or any changes in law that may hereafter occur.

Respectfully submitted,
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APPENDIX E

FORM OF CONTINUING DISCLOSURE CERTIFICATE

This CONTINUING DISCLOSURE CERTIFICATE (the “Disclosure Certificate”) is executed by
KINSHIP CENTER, a California nonprofit public benefit corporation (the “Corporation”), in connection
with the issuance of $2,910,000 ABAG Finance Authority for Nonprofit Corporations Insured Revenue
Bonds (Kinship Center), 2006 Series A (the “Bonds”). The Bonds are being issued pursuant to an
Indenture of Trust dated as of March 1, 2006 (the “Indenture”), by and between the ABAG Finance
Authority for Nonprofit Corporations (the “Authority”) and U.S. Bank National Association, as trustee
(the “Trustee”). The proceeds of the Bonds are being loaned by the Authority to the Corporation pursuant
to a Loan Agreement, dated as of March 1, 2006, by and between the Authority and the Corporation (the
“Loan Agreement”). Pursuant to Section 6.10 of the Indenture and Section 5.14 of the Loan Agreement,
the Corporation covenants and agree as follows:

Section 1.   Purpose of the Disclosure Certificate  . This Disclosure Certificate is being executed and
delivered by the Corporation for the benefit of the holders and beneficial owners of the Bonds and in
order to assist the Participating Underwriters in complying with S.E.C. Rule 15c2-12(b)(5).

Section 2.     Definitions . In addition to the definitions set forth in the Indenture, which apply to any
capitalized term used in this Disclosure Certificate unless otherwise defined in this Section, the following
capitalized terms shall have the following meanings:

“Annual Report” shall mean any Annual Report provided by the Corporation pursuant to, and as
described in, Sections 3 and 4 of this Disclosure Certificate.

“Dissemination Agent” shall mean the Corporation, or any successor Dissemination Agent
designated in writing by the Corporation and which has filed with the Corporation, the Authority and
the Trustee a written acceptance of such designation.

“Listed Events” shall mean any of the events listed in Section 5(a) of this Disclosure Certificate.

“National Repository” shall mean any Nationally Recognized Municipal Securities Information
Repository for purposes of the Rule.

“Participating Underwriter” shall mean any of the original underwriters of the Bonds required to
comply with the Rule in connection with offering of the Bonds.

“Repository” shall mean each National Repository and 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 Repository” shall mean any public or private repository or entity designated by the State of
California 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 Certificate, there is no State Repository.

Section 3.    Provision of Annual  . The Corporation shall, or shall cause the Dissemination Agent to,
after such materials are available, commencing for the fiscal year ending June 30, 2006, provide to any
person who requests it an Annual Report which is consistent with the requirements of Section 4 of this
Disclosure Certificate, with a copy to the Trustee. An Annual Report shall consist of the most recently
available documents of the type to be included in the Annual Report (see Section 4) at the time the
request is received.
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Section 4.    Content of Annual Reports . The Corporation’s Annual Report shall contain the
following:

(a) Audited financial statements prepared in accordance with generally accepted accounting
principles.

(b) In addition to any of the information expressly required to be provided under paragraph (a)
of this Section, the Corporation shall provide such further information, if any, as may be necessary to
make the specifically required statements, in the light of the circumstances under which they are made,
not misleading.

Section 5.    Reporting of Significant Events  .

(a) Pursuant to the provisions of this Section 5, the Corporation shall give, or cause to be given,
notice of the occurrence of any of the following events with respect to the Bonds, if material:

(i) Principal and interest payment delinquencies.
(ii) Non-payment related defaults.
(iii) Unscheduled draws on debt service reserves reflecting financial difficulties.
(iv) Unscheduled draws on credit enhancements reflecting financial difficulties.
(v) Substitution of credit or liquidity providers, or their failure to perform.
(vi) Adverse tax opinions or events affecting the tax-exempt status of the security.
(vii) Modifications to rights of security holders.
(viii) Contingent or unscheduled bond calls.
(ix) Defeasances.
(x) Release, substitution, or sale of property securing repayment of the securities.
(xi) Rating changes.

(b) Whenever the Corporation obtains knowledge of the occurrence of a Listed Event, the
Corporation shall as soon as possible determine if such event would be material under applicable Federal
securities law.

(c) If the Corporation determines that knowledge of the occurrence of a Listed Event would be
material under applicable Federal securities law, the Corporation shall promptly file a notice of such
occurrence with the Municipal Securities Rulemaking Board and each Repository, with a copy to the
Trustee. Notwithstanding the foregoing, notice of Listed Events described in subsections (a)(viii) and (ix)
need not be given under this subsection any earlier than the notice (if any) of the underlying event is
given to holders of affected Bonds pursuant to the Indenture.

Section 6.   Termination of Reporting Obligation   . The Corporation’s obligations under this
Disclosure Certificate shall terminate upon the legal defeasance, prior redemption or payment in full of
all of the Bonds. If such termination occurs prior to the final maturity of the Bonds, the Corporation shall
give notice of such termination in the same manner as for a Listed Event under Section 5(c).

Section 7.     Dissemination Agent  . The Corporation may, from time to time, appoint or engage a
Dissemination Agent to assist it in carrying out its obligations under this Disclosure Certificate, and may
discharge any such Dissemination Agent, with or without appointing a successor Dissemination Agent.
The initial Dissemination Agent shall be the Corporation.

Section 8.     Amendment; Waiver  . Notwithstanding any other provision of this Disclosure
Certificate, the Corporation may amend this Disclosure Certificate, and any provision of this Disclosure
Certificate may be waived, provided that the following conditions are satisfied:

(a) if the amendment or waiver relates to the provisions of Section 3, 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 type of business conducted;
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(b) the undertakings herein, as proposed to be amended or waived, would, in the opinion of
nationally recognized bond counsel, have complied with the requirements of the Rule at the time of the
primary offering of the Bonds, after taking into account any amendments or interpretations of the Rule, as
well as any change in circumstances; and

(c) the proposed amendment or waiver either (i) is approved by holders of the Bonds in the
manner 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.

If the annual financial information or operating data to be provided in the Annual Report is
amended pursuant to the provisions hereof, the annual financial information containing the amended
operating data or financial information shall explain, in narrative form, the reasons for the amendment
and the impact of the change in the type of operating data or financial information being provided.

If an amendment is made to the undertaking specifying the accounting principles to be followed
in preparing financial statements, the annual financial information for the year in which the change is
made shall present a comparison between the financial statements or information prepared on the basis
of the new accounting principles and those prepared on the basis of the former accounting principles. The
comparison shall include a qualitative discussion of the differences in the accounting principles and the
impact of the change in the accounting principles on the presentation of the financial information, in
order to provide information to investors to enable them to evaluate the ability of the Corporation to meet
its obligations. To the extent reasonably feasible, the comparison shall be quantitative. A notice of the
change in the accounting principles shall be sent to the Repositories in the same manner as for a Listed
Event under Section 5(c).

Section 9.    Additional Information   . Nothing in this Disclosure Certificate shall be deemed to
prevent the Corporation from disseminating any other information, using the means of dissemination set
forth in this Disclosure Certificate 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 Certificate. If the Corporation 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 Certificate, the Corporation shall have no obligation under this Disclosure Certificate 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 Corporation to comply with any provision of
this Disclosure Certificate, 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 Corporation to comply with its obligations under this Disclosure Certificate. A default under this
Disclosure Certificate shall not be deemed an Event of Default under the Loan Agreement, and the sole
remedy under this Disclosure Certificate in the event of any failure of the Corporation to comply with
this Disclosure Certificate shall be an action to compel performance.

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 Certificate, and the Corporation
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 obligations of the Corporation under this Section shall survive
resignation or removal of the Dissemination Agent and payment of the Bonds.
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Section 12.   Beneficiaries  . This Disclosure Certificate shall inure solely to the benefit of the
Corporation, the Trustee, the Dissemination Agent, the Participating Underwriters and holders and
beneficial owners from time to time of the Bonds, and shall create no rights in any other person or entity.

Date: [Closing Date]

KINSHIP CENTER

By                                                                                      
Name                                                                               
Title                                                                                  
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