PAJARO VALLEY UNIFIED SCHOOL DISTRICT
MISSION STATEMENT

The Mission of the Pajaro Valley Unified School District is to educate and to support
learnets in reaching their highest potential. We prepare students to pursue successful
futures and to make positive contributions to the community and global society.

December 9, 2009

ANNUAL ORGANIZATION BOARD MEETING
CLOSED SESSION — 5:30 p.m. — 7:00 p.m.

PUBLIC SESSION — 7:00 p.m.
ANN SOLDO ELEMENTARY SCHOOL
MULTI PURPOSE ROOM
1140 Menasco Drive
Watsonville, CA 95076

NOTICE TO THE PUBLIC: PURSUANT TO $B 343, BOARD PACKET DOCUMENTS ARE AVAILABLE FOR

YOUR REVIEW AT THE FOLLOWING LOCATIONS:

*  Superintendent’s Office: 294 Green Valley Road, Watsonville, CA (4" Floor}

®  Onour Webpage: www.pvusd.net

Notice to the Audience on Public Comment

Members of the audience are welcome to address the Board on all items not listed on this agenda. Such
comments are welcome at the “Visitor Non-Agenda Items”.

Members of the audience will also have

Individual speakers will be allowed three minutes (unless otherwise announced by the Board President) to
address the Board on each agenda item. You must submit this card prior to the discussion of the agenda
item you wish to speak to; once an item has begun, cards wiil not be accepted for that item. For the
record, please state your name at the beginning of your statement. The Board shall limit the total time for
public input on each agenda item to 20 minutes. With Board consent, the President may increase or decrease
the time allowed for public presentation, depending on the topic and the number of persons wishing to be
heard. The President may take a poll of speakers for or against a particular issue and may ask that additional
persons speak only if they have something new to add.

Note: Time allotment for each item is for the report portion only; it is not an anticipation of the total time for
the discussion of the item.

We ask that you please turn off your cell phones and pagers when you are in the beardroom.

1.0 CLOSED SESSTON OPENING CEREMONY IN OPEN SESSION — 5:30 P.M.

.1 Call to Order

1.2 Public comments on closed session agenda.
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2.0 CLOSED SESSION (AND AFTER REGULAR SESSION IF NECESSARY)

2.1

2.2

23

24

2.5

2.6

2.7

28

2.9

Public Employee Appointment/Employment, Government Code Section 54957
a. Certificated Employees (see Attached)

b. Classified Employees (see attached)

Public Employee Discipline/Dismissal/Release/Leaves
Negotiations Update

a. CSEA

b. PVFT

¢.  Unrepresented Units: Management and Confidential

d. Substitutes — Communication Workers of America (CWA)
Claims for Damages

Existing Litigation

Pending Litigation

Anticipated Litigation

Real Property Negotiations

6 Expulsions

3.0 OPENING CEREMONY — MEETING OF THE BOARD IN PUBLIC - 7:00 P.M.

3.1

32

3.3

Pledge of Allegiance

Welcome by Board President
Trustees, Doug Keegan, Sandra Nichols, Karen Osmundson, Kim Turley, Libby Wilson
Willie Yahiro, and President Leslie De Rose.

*

Musical Presentation by Watsonville Charter School of the Arts Students
- Nathan Aguilar

- Drew Arroyo

- Donovan Arteaga

- Daniel Bortin

- William Bortin

- Maddy Carlon

- Keeley Christiansen
- Samantha Galvan

- Allyson Goldman

- Jade Klinger

- Mini Lamproe

- Caleb Martin

- Brielle Moreno

- Victoria Orvos

- Zaira Pena

- Isabelle Preciado

- Alexis Rodriguez-Rocha
- {lysa Rubalcava

«  Andrew Rusle

- Samantha Valadez
- Alyssa Vargas
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- Dominic Vasquez

- Jesus Villarruel

- Mindhya Yamamoto
- Isaac Zepeda

34 Presentation by Aptos High School Choir
- Jessica Bryvant
- Nia Carrico-Diener
- Grace Crandall
- Leah Daugherty
- Judson DiSalvo
- Shiyah Flynn
- Ana Goena
- Sarah Hazelwood
- Lauren Kitayama,
- Kelsey Kulbarsh
- Taylor Murphey,
- Kathleen Murray
- Jacob Nichols
- Amanda Okamoto
- Samantha Payne
- Max Shenfield
- Keegan Skinner
- Emily Wallace
- Hanna Wallace
- Jack Wilkins
- Mary Williamson
- Vanessa Yearsley
- Alex Vaughn

35 Student Recognition
- Reyna Leticia Velasquez - Starlight Elementary School
- Juan Carlos Ruiz-Zamora — Radcliff Elementary School
- Yulissa Nicole Martin-Covarrubias — MacQuiddy Elementary School
~ Daniel Guzman-Chavez — Amesti Elementary School
-Kelly Kirchner — Mar Vista Elementary School

4.0 ACTION ON CLOSED SESSION
5.0 APPROVAL OF THE AGENDA
6.0 APPROVAL OF MINUTES
a) Minutes of November 18, 2009
7.0 HIGH SCHOOL STUDENTS BOARD REPRESENTATIVES REPORT
8.0 ANNUAL ORGANIZATIONAL MEETING
8.1 Election of Officers of the Board and Appointment of Representative to the Board Agenda
Review Committee
1. President
2. Vice President/Clerk
3. Board Agenda Review Committee - Third Member
5 Minute Break
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8.2 Seating of New Officers of the Board of Trustees
8.3 Approve 2010 Board Meeting Schedule

%.0 VISITOR NON-AGENDA ITEMS
Public comments on items that are not on the agenda can be addressed at this time. The Board
President will recognize any member of the audience wishing to speak to an item not on the agenda on
a matter directly related to school business. The President may allot time to those wishing to speak,
but no action will be taken on matters presented (Ed. Code Section 36146.6). If appropriate, the
President or any Member of the Board may direct that a matter be referred to the Superintendent's
Office for placement on a future agenda. (Please complete a card if you wish to speak.)

100 EMPLOYEE ORGANIZATION COMMENTS - PVFT, CSEA, PVAM, CWA 5 Min, Each

1.0  CONSENT AGENDA
Information concerning the Consent items listed above has been forwarded to each Board Member
prior to this meeting for his/her study. Unless some Board Member or member of the audience has a
question about a particular item(s) and asks that it be withdrawn from the Consent list, the item(s) will
be approved at one time by the Board of Trustees. The action taken in approving Consent items is set
forth in the explanation of the individual item(s).

11.1  Purchase Orders November 12 - December 2, 2009
The PO’s will be available in the Superintendent's Office.

112 Warrants November 12 - December 2, 2009
The warrants will be available in the Superintendent's Office.

113 Approve with Gratitude donation of $1,047 from Corralitos Community Free Methodist
Church for Together in the Park Program in Corralitos.

114 Approve Resolution #09-10-11 on the Importance of Participation in the 2010 Census.

115 Approve Stimulus Contract with the California Department of Rehabilitation and Special
Services Transition Partnership Program (TPP).

The administration recommends approval of the Consent Agenda.
1200 DEFERRED CONSENT ITEMS

13.06  REPORT AND DISCUSSION ITEMS
None.

140 REPORT, DISCUSSION AND POSSIBLE, ACTION ITEMS
14.1  Report, discussion and update on District Budget Information and possible action on Fiscal

Stability Plan.

Report by Mary Hart, Associate Superintendent. 15 min.
142 Report, discussion and possible action to Accept Medical, Dental, and Vision Actuarial

Reports.

Report by Mary Hart, Associate Superintendent. 5. Min.

14.3  Report, discussion and possible action to Approve the Governmental Accounting Standards
Board (GASB) on Retiree Health Liabilities.
Report by Mary Hart, Associate Superintendent. 5 min.
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144 Report, discussion and possible action on Resolution #09-10-07, Supplemental Early
Retirement Program (SERP) Incentive for Certificated Non-Management.
Report by Dr. Albert Roman, Assistant Superintendent, HR. 5 min.

145 Report, discussion and possible action on Resolution #09-10-08, Supplemental Early
Retirement Program (SERP) Incentive for Certificated and Classified Management.

Report by Dr. Albert Roman, Assistant Superintendent, HR. 5 min.
14.6  Report, discussion and possible action to approve Provisional Internship Permit for Marion

Mesinger.

Report by Dr. Albert J. Roman, Assistant Superintendent. I min.

147 Report, discussion and possible action on Resolution #09-10-13, Authorizing the Execution of
a Lease Purchase Agreement for Refinancing the Balance of 2000 Certificate of Participation
(COP).
Report by Mary Hart, Associate Superintendent. 2 min.

The Board President recess from Board of Trustees meeting and reconvenes as Board of Directors for
the Pajaro Valley Unified School District Financing Corporation.

AGENDA FOR PVUSD FINANCING CORPORATION:

1. OPEN SESSION
Immediately following the recess of the regular meeting of the Pajaro Valley Unified School District
Board of Trustees.

2. REPORT ON THE NUMBER OF DIRECTORS PRESENT
Report on the number of Directors present in person in order to determine the existence of a quorum.

3. ACTION
3.1 DESIGNATION OF CORPORATION OFFICERS
The Directors shall ratify the appointment of officers to hold office until the next organizational
meeting of the Corporation. The President of the Board of Trustees shall act as President of the
non-profit corporation. The clerk of the Board of Trustees shall be Vice-President. The Secretary
of the Board of Trustees shall act as Secretary of the Corporation. The remaining members shall
act as Directors.

Vote: Ayes Noes Absent

3.2 RESOLUTION 09-16-0101 AUTHORIZING AND DIRECTING THE EXECUTION OF
CERTAIN LEASE FINANCING DOCUMENTS AND AUTHORIZING CERTAIN
ACTIONS WITH RESPECT THERETO.

Vote: Ayes Noes Absent

4. SUGGESTIONS AND COMMENTS BY BOARD MEMBERS
5. COMMUNICATIONS FROM THE PUBLIC

6. NEXT REGULAR MEETING OF THE BOARD OF DIRECTORS NO LATER THAN
DECEMBER 31*, 2010,

7. ADJOURNMENT OF PVUSD FINANCING CORPORATION

The Board President reconvenes Board of Trustees meeting.
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16.0. GOVERNING BOARD AND SUPERINTENDENT COMMENTS/REPORTS

170  UPCOMING BOARD MEETINGS/REMAINING BOARD MEETINGS FOR 2009
All meetings, unless otherwise noted, take place at the District Office Boardroom, 292 Green Valley
Road, Watsonville, CA. Closed Session begins at 6:00 pm; Open Session begins at 7:00 pm.

Comment

| December |* 16 * Reg. mtg with Budget focus

18.0 ADJOURNMENT
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PAJARO VALLEY UNIFIED SCHOOL DISTRICT
CLOSED SESSION AGENDA.
December 9, 2009

2.1  Closed Session

Public Employee Appointment/Employment
_Government Code Section 54957
New lees

1 Elementary Teacher

New Substltutes
14 Substxtutes
New I-Ilres - Probatmnary

1 Info System Support Techmman o

1 Commumty Semces L:aison
Relures
i Elementary Teachers

_ Admmlstratwe

None

Promotlons

None
Transfers

None

Extra Pay Ass:gnments
17 Coaches

Addltmnal Ass:gnments

None

Extra Perlod Ass:gnments

: None
Leaves of Absence

Instructional Ass1stant I Speczai I:ducatlon

' Instructional Ass1stant H Spema] Educatlon

Grounds Foreman

| Payroll Techniclan

Elementary Teaehers

Secondary Teachers

Separatmns From Servxce
1 - Office Manager
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Resignations/Terminatio ns

1 Socondary Teacher

Supplemental Servu:e Agreements

22 Secondary Teachers
_ Supplemental Servu:e Agreements/After School Program
- None

Mlscellaneous Act:ons

I Instructlonai Asmstant - Generai Educatlon

lelted Term - Pro;ects

3 Campus Safcty Coordinator
1 Custodlanl
1 | Instmcnonal Support Cierk
| S o Ennchment Spec:ahsts

29 Instruct:onai Assnstants - General Educatmn

6 hlstmctlonai A351stant Mlgrant Chﬂdren Centers

i ' Language Support L1a1sons
2 Library Media Techmczans o

I Office Assistants Il
2 .Ofﬁce Managers
=.Lm11ted Term Suhsntute

Cafeterla Assxstant

Custodlan 1

Instructlonai A551stants - Gc:neral Educatlon

3

2

'1 Campus Safety Coordmators
..I.. .

3

Instructlonai Assmtants - Mlgrant Ch11dren Center

i Prowsmnal

9 Babys';t{;ﬁg e
23 Student Helpers
3 Workabﬂlty

1 Yard Duty Superv1sors
Rescmds

None
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M g

< November 18, 2009

REGULAR BOARD MEETING
CLOSED SESSION — 6:00 p.m. — 7:00 p.m.
UNADOPTED MINUTES

PUBLIC SESSION —7:00 p.m.
DISTRICT OFFICE
BOARDROOM
292 Green Valley Road

1.0 CLOSED SESSTON OPENING CEREMONY IN OPEN SESSION — 6:00 P.M,
1.1 Call to Order
President De Rose called the meeting of the Board to order at 6:01 pm at 292 Green Valley Road,
Watsonville, CA.

1.2 Public comments on closed session agenda.
None.

2.0 CLLOSED SESSION (AND AFTER REGULAR SESSION IF NECESSARY)
2.1 Public Employee Appointment/Employment, Government Code Section 54957
a. Certificated Employees
b. Classified Employees

- New Hires

2 Elementary Teachers

3 Secondary Teachers

New Substitutes

| None

New Hires — Probationary

1 Data Entry Specialists

1 | Community Services Liaison

. Rehires

3 Elementary Teachers

' Administrative

None

. Promotions

2 Career Development Specialists
1| Library Media Technician

" Transfers

' None

Extra Pay Assignments

None

Board Meeting November 18, 2009 Unadopted Minutes Page I of 10



Board Meeting

Additional Assignments

None

Extra Perwd Assrgnments

3 Secondary Teachers
Leaves of Absence
; 3 Elementary Teachers
1 . Secondary TeaCher o
1 ,‘d.lst()dian . S
‘72 o Instructlonal A551stant II Specral Educatron -
) 1 e cook Baker .
1 o Cafetena Assrstant
l : Lead Custodran
1 Bus Dnver
| I - Assmtant Prmcrpal

Separatlons From Servrce

1 Cafetena Asmstant

1 Instructronal Assrstantl Specral Educatroa

f Resrgnatnons/’I‘ermmatmns

' 4 Secondary Tcachers

Supplemental Servxce Agreements

99 Elementary Teachers

47 Secondary Teachers

| 20 ' S1te Coordlnators
13 ; Chrldren Center Teachers
1 Mrgrant Educatxon Teachers

1 Extended Learnmg Program

Supplcmental Servnce Agrccments/After School Program

None

Mlscellaneous Actmns

) Career Development Spec1ahsts II S
3 : Intructional Assistarts T B
1 "Lead Custod1an

1 Slte Computer Techmcran

Lmuted Term Projects

1 Admlmstratlve Assxstant
1 Admrmstrat;ve Secretary III
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2.2

2.3

Board Meeting

Behavmr Techmman

3 o Campus Safety Coordmators -
i o -4 Campus Securlty
2 .1“. - .‘ Enrachment Spemahsts
57 Instructlonai Ass1stant - General Educat:on. -
1 Language Suppoxt Spemahst
L7 : | Ofﬁce Asmstant I1
16 Ofﬁce Ass:stant III '
4 Parent Educatmn Spemahst
2 émTranslators
6 Ofﬁee Managers
1 O Lead Custodzan II
1 e lerary Med;a Tec}mwlan I
1 ”Regmtrar
1 ' Spectra Arﬁst
2 Testmg Speclahstsl S

lelted Term - Substitute

2 Campus Safety Coordmatars -
2 Cafeteria Assistants

3 | Iestructi(;r"ia] Assietent IT

2 ; .Instructlonal Assxstants - Migrant Children Center “
”.Provxswnal

| None

“Exempt

_04 Mlgrant OWE Students

19 Workablhty He}pers

3 Workability

6 Yard Duty Supemsors

Rescmds

No.ne

Public Employee Discipline/Dismissal/Release/Leaves

Negotiations Update

a.

CSEA

b. PVFT

C.

Unrepresented Units: Management and Confidential
d. Substitutes - Communication Workers of America (CWA)

*  Letter of Agreement with CWA
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3.0

4.0

2.4 Claims for Damages

2.5 Existing Litigation

2.6 Pending Litigation

2.7 Anticipated Litigation

2.8 Real Property Negotiations
2.9 4 Expulsions

OPENING CEREMONY - MEETING OF THE BOARD IN PUBLIC - 7:00 P.M.
President De Rose called the meeting of the Board in public 1o order 7:11,

3.1 Pledge of Allegiance
Trustee Nichols led the Board in the Pledge of Allegiance.

3.2 Welcome by Board President
Trustees, Doug Keegan, Sandra Nichols, Karen Osmundson, Kim Turley, Libby Wilson, Willie
Yahiro, and President Leslie De Rose were present.

3.3 Student Recognition
Principals, teachers, family and friends were present to honor and recognize the accomplishments of
the following students:

- Julio Alvarez-Perez - HA Hyde Elementary School

- Miriam del Carmen Zarate Cortez — Mintie White Elementary School

- Daniel Hernandez — Landmark Elementary School

- Kristian Aguilar - Valencia Elementary School

34 Brecek & Young Financial’s Teacher of the Month Award

- Megan Dolan of Ohlone Elementary School
Gloria Miranda, principal of Ohlone Elementary, introduced Megan Dolan and commented on her
work as a teacher.

Jacob Young commented on the process for selecting the Teacher of the Month and congratulated the
recipient of the $50 dollar gift card.

ACTION ON CLOSED SESSION

2.1 Public Employee Appointment/Employment, Government Code Section 54957

a. Certificated Employees

Trustee Nichols moved to approve the certificated employee report with the addition of a Leave of
Absence of | Assistant Principal. Trustee Keegan seconded the motion. The motion passed
unanimously,

b. Classified Employees
Trustee Nichols moved to approve the classified employee report as presented. Trustee Keegan
seconded the motion. The motion passed unanimously.

2.9 4 Expulsions

Action on Expulsions

Trustee Osmundson moved to approve the District Administration recommendation for the following
expuision case:

09-10-031

Trustee Keegan seconded the motion. The motion passed unanimously.
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Trustee Osmundson moved to approve the District Administration recommendation for the following
expulsion case:

09-10-032

Trustee Keegan seconded the motion. The motion passed unanimously.

Trustee Osmundson moved to approve the District Administration recommendation for the following
expulsion case:

09-10-033

Trustee Nichols seconded the motion. The motion passed unanimously.

Trustee Osmundson moved to approve the District Administration recommendation for the following
expulsion case:

09-10-034

Trustee Keegan seconded the motion, The motion passed unanimously.

5.0 APPROVAL OF THE AGENDA
Trustee Wilson moved to approve the agenda, moving item 13.2 after 7.0 Trustee Keegan seconded
the motion. The motion passed unanimously.

6.0 APPROVAL OF MINUTES
a) Minutes of October 28, 2009
Trustee Keegan moved to approve the minutes for October 28, 2009. Trustee Yahiro seconded the
motion. The motion passed unanimously.

b} Minutes of November 4, 2009
Trustee Keegan moved to approve the minutes for November 4, 2009. Trustee Yahiro seconded the
motion. The motion passes unanimously.

7.0 HIGH SCHOOL STUDENTS BOARD REPRESENTATIVES REPORT
None.

13.2  Report, discussion and possible action on the Charter Renewal for Watsonville Charter School
of the Arts & Memorandum of Understanding Between WCSA and the Pajaro Valley Unified
School District.
Report by Trish Hucklebridge, Principal.
Trish Hucklebridge stated that the focus of the charter school remains the same. The student
population has grown from 270 to 315. The MOU presented also remains the same with the difference
of an expiration date to coincide with the charter petition.

Sheryl Gentry, teacher, and students presented a musical piece to the Board.

Parents Gilbert Moreno, Frank Agbayani, Leticia Preciado and Landa Rosebraugh were present and
offered testimonials regarding the effectiveness of the school.

Board participated with comments.
Public comment:
Michael Jones, principal of Alianza, supports the work of the school and the petition. The school

offers a unique way to meet the learning needs of the students of this community.

Trustee Wilson moved to approve this item. Trustee Yahiro seconded the motion. The motion passed
unanimousty.
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8.0 VISITOR NON-AGENDA ITEMS
Bill Beecher, community member, spoke about administrator costs and compared it to the other
districts, noting that total administration cost per student is lower than similar districts.

Bobbby Salazar, CSEA President, spoke about Robb Mayeda’s retirement, acknowledged his work
and wished him well.

Camille Haroldsen, teacher, commented about her experience in a full 3rd grade classroom; although it
has been a good year, it has been difficult. Resents lack of CSR prioritization,

Francisco Naranjo, community member, spoke about students who are at risk of not graduating due to
lack of sufficient credits; he requested that students who are referred to an alternative program be sent
with administrator references.

Ramiro Medrano, community member, representing the Gear Up program, was there to introduce
parents to board meetings and its process, stating the parents were concerned about the district’s
current economic state. He commented on the program’s goal.

9.0 EMPLOYEE ORGANIZATION COMMENTS - PVFT, CSEA, PVAM, CWA 5 Min. Each
Francisco Rodriguez, PVFT President, reported of a press conference that took place earlier to call attention to
the initiative of 2/3 requirement to pass the state budget; it should be changed to a simple majority to not tie up
the process. Commented on a resolution regarding the budget asking that the Board to consider adopting one.
He also commented on negotiations; the union and district are working with a mediator and hope a solution
can be found.

Bobby Salazar, CSEA president, noted that the union has no objection to reappointing Gary Smith to the
personnel commission. CSEA supports PVFT’s position of simple majority to pass the budget.

Michael Jones, PVAM president, commented about fiscal crisis, and noted the organization’s commitment to
do what is necessary to share the sacrifice, He stated that he would propose to PVAM to unilateraily accept 6
furlough days for the current school year, in addition to any negotiated adjustments to benefits negotiated with
PVFT.

Dorma Baker, superintendent, noted that Cabinet members would be taking furlough days to help with the
critical budget. Albert Roman stated that this action was effective as of this 18th day of November.

10.0 CONSENT AGENDA
Trustee Keegan moved to approve the consent agenda with special recognition of the generous donations and
deferring items 10.5 and 10.11. Trustee Wilson seconded the motion. The motion passed unanimously.

10.1  Purchase Orders October 22 — November 11, 2009
The PO’s will be available in the Superintendent's Office.

10.2  Warrants October 22 — November 11, 2009
The warrants will be available in the Superintendent's Office.

10.3  Approve with Gratitude donations totaling $1,420 to support Wemen’s Athletics at
Watsonville and Pajaro Valley High Schools from the Following: Sue Barthol, Marie
Garcia, Jess Wachtel, Vera Pulido, K. Michel Witzig, Maria Zambudio, Vera Brown,
David Schwartz, Alexandra Gonzalez,Mark Bercelon, Sandy Barcelon, S. Moreno, B.
Ingman, Diane Goody, Kristina Simpson, Jo-Ann Panzardi, Rosemary Brogan, Gary
Caballero, Karen Goody, Michael Wilson, Patricia Wilson, and New Mexico Chile
Company LLC.
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11.0

12.0

104  Approve with Gratitude donation of $500 from Kathleen and John Horne to Support HA
Hyde Elementary School’s Home and School Club.

10.5  Approve Request for Allowance of Attendance due to Emergency Conditions for Rio Del
Mar and Watsonville Charter School of the Arts due to Storm on 10/14/2009 which
caused power outages and school closure.

This item was deferred.

16.6  Approve Resolution #09-10-09, Child Development Programs Authorized Representative
for Title 22 California Department of Social Services Community Care Licensing for
Department of Education Child Development Division Programs.

10.7  Approve Migrant and Seasonal Head Start Refunding Application: Budget for March 1,
2019 - February 28, 2011.

10.8  Approve Migrant and Seasonal Head Start Refunding Application: Goals and Objectives
for March 1, 2010 - February 28, 2011.

10.9  Approve Contract for Transportation Yard Lease.

10.10 Approve Letter of Agreement with Communication Workers of America, representing
Substitute Teachers.

10.11  Approve Pacific Coast Charter School Memorandum of Understanding.
This item was deferred.

DEFERRED CONSENT ITEMS

10.5  Approve Request for Allowance of Attendance due to Emergency Conditions for Rio Del
Mar and Watsonville Charter School of the Arts due to Sterm on 10/14/2009 which
caused power outages and school closure.

After some clarification, Trustee Nichols moved to approve this item. Trustee Yahiro seconded the

motion . The motion passed unanimously.

10.11  Approve Pacific Coast Charter School Memorandum of Understanding,
After clarification and correction to the dates on the MOU, Trustee Keegan moved to approve this
item. Trustee Turley seconded the motion. The motion passed unanimously.

REPORT AND DISCUSSION ITEMS

12.1  Report and discussion on the Annual Williams/Valenzuela Legislation Status Report.
Report by Michael Watkins, Superintendent, County Office of Education.

Michael Watkins spoke about the Williams status and offered a positive report on the District meeting

the Williams settlement requirements. Principals and custodians have been compliant and concerns

have been timely addressed. He commented about the Fitness 4 Life program and how the COE

recommended it for a Governor’s award.

12.2 Report and discussion on Comprehensive Accountability Framework.

Report by Dorma Baker, Superintendent.
Connie Kamm, Senior Professional Development Associate of Leading and Learning, spoke about the
Accountability Design Team (ADT) assembled by the Superintendent with the purpose to respond to
State mandates to increase student achievement. The accountability framework is built around the
District’s mission and goals. She commented on the challenges and struggles which seem to be
replicated throughout the country and on increasing accountability, combined with the rigor of living
in this new era. She mentioned that collaboration leads to improved learning and noted that the key to
effective schools is aligning adult actions with student results.
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12.3  Report and discussion on School Based Consolidated Health Council/Wellness Policy.
Repart by Cathy Stefanki, Assistant Superintendent, Educational Services.
Cathy Stefanki offered a brief background on the creation of the District Wellness policy in 2006,
which is designed to support the development of healthy students and staff through healthy nutrition
and physical activity. The report included information regarding community partnerships, such as
Salud Para La Gente/Go For Health, Jovenes Sanos, Dientes, and Second Harvest Food Bank.
Information regarding available health services for students, school food choices, and physical
education was provided to the board. Rich Puente, Healthy Start Coordinator, Nicole Meschi, Food
Services Director, and Dr. Jose Chivras, of Salud Para La Gente, presented information regarding their
commitment to the health and wellness of this district’s community.

12.4  Report and discussion on Safe School Healthy Students Report.

Report by Linda Perez, Director, PVPSA.
Linda Perez and Abbie Stevens of ASR presented the final report on the Safe Schools/Healthy
Students program. The program was established with a 3-year grant received with the purpose to
promote mental health of students, to enhance academic achievement, to prevent violence and
substance abuse, and to create safe and respectful climates through various partnerships. Linda Perez
commented on the types of services that the program offered for students, including school yard
monitors, Safety Resource Officer, Dedicated Probation Officer, and safety equipment, amongst many
others. The report offered statistics regarding the increase in awareness regarding alcohol and other
drugs abuse. In addition, they reported on the many preventative measures the program developed,
including violence prevention. They addressed information on mental health services as well as on the
importance of family connectedness.

At the end of the presentation, Superintendent Baker presented Linda Perez a plague in recognition of
her work and dedication with the community’s youth; Linda is retiring.

Trustee Wilson moved to extend the meeting past 10:30 until 12:30 if necessary. The motion was seconded by
Trustee Turley. The motion passed unanimously.

13.0

12,5  Report and discussion on the appointment of Joint Representative to the Personnel
Commission: Gary Smith.
Report by Dr. Albert J. Roman, Assistant Superintendent, Human Resources. 2
min.

Pam Shanks, Director of Classified Personnel, reported that the Personnel Commission had appointed

Gary Smith as the joint representative.

REPORT, DISCUSSION AND POSSIBLE ACTION ITEMS
13.1  Report and update on District Budget and possible action on Stimulus Funds.

Report by Mary Hart, Associate Superintendent.
Mary Hart informed the Board that the Legislative Analyst Office presented their budget with a
projected $6.3 billion dollar deficit for 2009-10 and $14.7 for 2010-11, for a total of $21 billion
dollars. This means that the District can expect a challenging financial situation. As a recommended
action, Mary Hart asked the Board for direction on what to do with the approximate $1.5 million
stimulus funds remaining balance. It was noted that the State provided guidelines as to how those
funds could be used but that they were not directives for allocating the money.

Public comment
Bill Beecher, community member, commented on the budget and benefits and noted that there are few
alternatives for reductions to the budget.

Dr. Naney Bilicich, Director of Adult Education, commented about stimulus money and the confusion
about the state’s formula and the portion that could be assigned to Adult Education,
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14.0

15.0

Trustee Osmundson moved to allocate at least $100,000 to Adult Education. Trustee Nichols
seconded the motion.

Board participated with comments.
The motion failed 1/6/0 (Keegan, Turley, De Rose, Wilson, Yahiro, Nichols dissented).

Trustee Yahiro moved to have the funds allocated to the general fund. Trustee Wilson seconded the
motion. The motion passed unanimously.

13.3  Report, discussion and possible action on Resolution #09-10-07, Supplemental Early
Retirement Program (SERP) Incentive for Certificated Non-Management,
Report by Mary Hart and Dy. Albert Roman.

This item was tabled.

134 Report, discussion and possible action or Resolution #09-10-08, Supplemental Early
Retirement Program (SERP) Incentive for Certificated and Classified Management.
Report by Mary Hart and Dr. Albert Roman.

This item was tabled.

13.5  Report, discussion and possible action to approve Provisional Internship Permit for
Steven Hoy, Robin Hubert, and Carmen Becerra.
Report by Dr. Albert J. Roman, Assistant Superintendent.
Trustee Wilson moved to approve this item. Trustee Keegan seconded the motion. The motion passed
unanimously.

13.6  Report, discussion and possible action to approve Teacher on Waiver: Robin Minnis.
Report by Dr. Albert J. Roman, Assistant Superintendent,

Trustee Wilson moved to approve this item with a cotrection to the number of years working. Trustee

Nichols seconded the motion. The motion passed unanimously.

13.7  Report, discussion and possible action to approve Teacher on Waiver: Jason Trexler.
Report by Dr. Albert J. Roman, Assistant Superintendent,

Trustee Wilson moved to approve this item. Trustee Nichols seconded the motion. The motion passed

unanimously.

POLICIES - ONGOING
The following are updates to existing policies are recommended by CSBA and they have been
reviewed by District Administration.
14.1  Approve Updated Policy #0520.2, Title I Program Improvement Schools and approve
Updated Policy #0520.3, Title I Program Improvement Districts.
This item was tabled and the Board requested to place under action items to avoid confusion.

GOVERNING BOARD AND SUPERINTENDENT COMMENTS/REPORTS

Trustee Yahiro expressed his concern regarding the phone survey regarding the parcel tax and the
seemingly negative tone towards the district some of the questions have. He noted that WHS football
defeated PVHS and are MBL finalists.

Trustee Wilson noted that AHS volleyball girls won their way to semi-finals.
Trustee Turley asked that for the upcoming meetings regarding the budget if board members could

provide a list of what can be cut to get to the $7.5 million dollar reduction that is needed to balance the
budget.

Board Meeting November 18, 2009 Unadopted Minutes Page 9 of 10



16.0 UPCOMING BOARD MEETINGS/REMAINING BOARD MEETINGS FOR 2009
All meetings, unless otherwise noted, take place at the District Office Boardroom, 292 Green Valley
Road, Watsonville, CA. Closed Session begins at 6:00 pm; Open Session begins at 7:00 pm.

Comment
November |= 18
December |= 2 =  Study Session: Budget
* 9 Annual » Approve 1* Interim Report
Organization Mtg.
= 16 = Reg. mtg with Budget focus

170 ADJOURNMENT

There being no further business to discuss, the meeting of the Board was adjourned at 12.02 am on November
19, 2009.

Dorma Baker, Superintendent
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Board Agenda Backup

o

Item No: g.

3

Date: December 9, 2009

Item: Board of Trustees 2010 Board Meeting Schedule

Overview: Attached, for your review and consideration, is the proposed meeting

schedule for the Board for the year 2010.

Recommendation:  Review and approve.

Prepared By:  Dorma Baker, Superintendent

Superintendent’s Signature: %gj , /(,[é/a'// ,%; Qg;x}ym é/@a
77 |

SRR S S e e
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Boar'd Meehng Schedule
2010 - DRAFT

Comment

January = 20 .
February |« 3 "

» 17

= 24
March = 3 * Approve 2" Interim Report

= 17 (if necessary)

= 24
April » 14 "

« 28
May = 12

= 26 ~ Approve 3™ Inferim Report
June = 9

= 23 = 09-10 Budget Adoption
July = * No Meetings Scheduled
August = 11

= 25
September | = 8 * Unaudited Actuals

. 22
October = 13

x 27
November = 17 "
December | = 8 Annual Organization |* Approve 1°" Interim Report

Mtg. (Election Year)
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Board Agenda Backup

Item No:

Date: December 9, 2009

Item:  Appreve with gratitude donation of $1,047.00 from
Corralitos Community Free Methodist Church for Together
in the Park Program in Corralitos.

Overview: The Board acknowledges and recognizes the generosity of community
members and businesses. Their commitment to education is evident
through their contribution.

Recommendation:  Approve with gratitude this donation.

Prepared By:  Dorma Baker, Superintendent

Superintendent’s Signature: D orma. Baker ( # )




Administration
(831) 786-2160

Dr. Nancy A, Bilicich
Director

Cynthia Stark
Assistant Director

Departments

Adult Basic and
Secondary Education

Career and Technical
Education

Community
Education

English as a Second
Language

Lifelong Learning
Parent Education
District
Administration

{831) 786-2100

Dorma Baker
Superintendent

Mary Hart
Associate

Superintendent ]

Assistant
Superintendents

Dr. Albert Roman
Human Resources

¥Yida Nogueda

Elernentary Instruction

Cathy Stefanki
Secondary Instruction }

o Grten\iaii
Institute of 1a

Watsonville/Aptos
Adult Education

A Division of the Pajaro Valley Unified School District

November 30, 2009

Corralitos Community Free
Methodist Church

26 Browns Valley Road
Watsonville, CA 95076

Dear Friends,

This letter is to thank you for your generous donation of $1,047.00 towards
our Together in the Park program in Corralitos.

The Pajarc Valley Unified School District is a local government agency
organized and operated pursuant to the California Government and Education
Codes. The Internal Revenue Service does not issue a Section 501(c)(3)
letter of exemption to such government organizations since they are defined
under Internal Revenue Code Section 115 as automatically tax-exempt
organizations under current law,

Charitable contributions to the Pajaro Valley School District are tax-deductible
under the provisions of Section 170(c)(1) of the Internal Revenue Code rather
than Section 170(c)(2).

The District's EIN is #77-0375541,

On behalf of the staff, the parents, and especially the students of the school,
now and in the future, thank you for the support which you are providing. Your
generosity is greatly appreciated.

Sincerely,

Dr. Nancy A. Bilicich
Director

California Adult Schools

LE A FRAaEs S0 LAY

ey Centér: 294 Green Valley Road, Watsonville Ch 95076 Teléphone: (831) 7862160/
age and Culture: 320 Rodriguez Street, Watsonville, CA 95076 Telephone: (831)'3
oL T ebdte: wwwiweaeipyusdinet.
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Board Agenda Backup

Item No: ;4

Pate: December 9, 2009

Item: Resolution #09-10-11, Regarding Importance of
Participation in the 2010 Census

Overview: Attached, for your review and consideration, is a resolution that highlights :

the importance of an accurate 2010 Census count for our community to ;
garner needed resources.

Recommendation:  Review and approve.

Prepared By:  Dorma Baker, Superintendent

Superintendent’s Signature: ;DDVW«_- %K«Le* v (%4/)




Resolution # 09-10-11

PAJARO VALLEY UNIFIED SCHOOOL DISTRICT :
A RESOLUTION ON THE IMPORTANCE OF PARTICIPATION IN THE
2010 CESUS

WHEREAS, the decennial census takes place every 10 years to count the residents of
cach state and to help identify where to allocate over $400 billion in federal funds to states; and

WHEREAS, to ensure fair Congressional representation by determining how many seats
each state will have in the U.S. House of Representatives, as well as the redistricting of state
legislatures, county boards of supervisors and city councils, and voting districts; and

WHEREAS, an accurate census count is critical to the well-being of every community
in determining where services are most needed, and to provide important federal and state funds for
school districts; and

WHEREAS, it is vital for all local superintendents, principals, teachers and parent
organizations to relay the importance of the census to families and community members to ensure
everyone is counted, therefore maximizing political representation and funding appropriations within
our school district-and county; and

WHEREAS, Pajaro Valley Unified School District supports the goals and ideals for the _
2010 census and will lend its support to the education commusity in being responsive to federal and
state census liaisons;

NOW, THEREFORE, BE IT RESOLVED that Pajaro Valley Unified School District
recognizes the long-term effects of an accurate and complete census count for garnering much-needed
resources for our state; and

BE IT FURTHER RESOLVED that we stand with all school districts and county
‘offices of education to be counted on the official census day of April 1, 2010.

Passed and adopted by the Board of Trustees of the Pajaro Valley Unified School
District, County of Santa Cruz, State of California, this 18 day of November, 2009, by the following
vote:
Ayes:
Noes:
Abstain:
Absent:

Attest:
Secretary to the Board of Trustees President, Board of Trustees
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Board A genda Backup

Item No: 11.5

Date: December 2, 2009

Item: Stimulus Contract CA Department of Rehabilitation and Special
Services Transition Partnership Program (TPP)

Overview: Special Services TPP Contract has been awarded a two year contract
totaling $54,460.00 to assist with providing special education students
with vocational and/or career development information and training
leading to gainful employment or post secondary education.

This is a budget neutral program ensuring that all personnel, student
services, curriculum and instructional materials used in this program are
funded directly through the stimulus contract.

Recommendation:
Approval

Budget Considerations: Stimulus Grant

Funding Source: California Department of Rehabilitation

Budgeted: Yes: D No: EI

Amount: $

Prepared By: Dea Pretzer, Program Director Special Services

.

Superintendent’s Signature:

/G, gt o B{WA[jy é{}

T




STANDARD AGREEMENT

STD 213 (Rev 06/03) AGREEMENT NUMBER

27532A

REGISTRATION NUMBER

1. This Agreement is entered info between the State Agency and the Contractor named below:

STATE AGENCY'S NAME

Department of Rehabilitation

CONTRACTOR'S NAME

Pajaro Valley Unified School District

2. The term of this September 1, 2009  through  September 30, 2'(’)10
Agreement is:

3. The maximum amount $ 54,460.00
of this Agreement is; ARRA Contract

I

. The parties agree t6 comply with the terms and conditions of the following axhibits which are by this reference made é
part of the Agreement.

CFDA # Basic Support 84.380A Award # H390A090005

Exhibit A — Scope of Work " 5 pages
Exhibit B ~ Budget Detall and Payment Provisions 4 pages
Attachment 1, Program Budget and Narrative ‘ : 4 pages
Exhibit C* — General Terms and Conditions . GTC - 307
Exhibit D ~ Special Terms and Conditions (Attached hereto as part of this agreement) 6 pages
Exhibit E ~ Additional Provisions — Subvention Agreements 2 pages
Exhibit F —~ Cooperative/Case Services Agreements 3 pages
Exhibit G ~ Supplemental Terms and Conditions for Using ARRA Funds 3 pages

ftemns showr with an Asterisk (%), are hereby inceorporated by reference and made part of this agreement as if attachsd herefo.
These docurnents can be viewed af http://vmvw.ols.dgs.ca.gov/Standaz‘d+Language/default.htm

IN WITNESS WHEREOF, this Agreement has been executed by the parties hereto,

CONTRACTOR California Department of General
Services Use Only

CONTRACTOR'S NAME (i other than an individual, state whelher a corporation, Ppartnership, elc.)
‘Pajaro Valley Unified School District

BY (Authorlzed Signature) . DATE SIGNED(Do not ype)
Vsl

PRINTED NAME AND TITLE OF PERSON SIGNING
Dorma Baker, Superintendent

ADDRESS

SELPA/SSO - 284 Green Valley Road, Watsonville, CA 95076

STATE OF CALIFORNIA

AGENCY NAME
Department of Rehabilitation

BY (Authorized Signature) DATE SIGNEDD0 nof tyma

oat

PRINTED NAME AND TITLE OF PERGON SIGNING [ Exempt per:
Candace Gilmore, Chief, Financial Mgmt Branch, Admin Services Division

ADDRESS
721 Capitol Mall, 6" Fioor, Sacramento, CA 95814




Board Agenda Backup

Date:

Item:

Overview:

Recommendation:

Iterm No: 14.1

December 9, 2009

Report, discussion and possible action on updated District Budget
Information and the Fiscal Stability Plan

Information will be presented regarding the current state of the districts
budget. The updated information is not available at the time of this
writing but will be presented at the meeting. In addition, the potential
reductions for development of the Fiscal Stability Plan wiil be discussed.

Attached is the list of Unrestricted General Fund items to be reviewed and
discussed. The list also includes information on funds that have not been
swept but do fall under the category of Tier 3. Also, listed are the savings
for negotiated items. Administration has included a section that list the
Salaries and Benefits for Special Education and Transportation under
Unrestricted as well as this affects the Unrestricted General Fund due to
encroachment.

I have also attached the document used currently for staffing particular
positions as changing ratios is potential item for discussion.

Administration request the board accept the reports and direct staff on the
next steps for the Fiscal Stability Plan.

Budget Considerations:

Funding Source: Discussion on General Fund

Budgeted: Yes: No:
Amount;
Associate vy Hiirt
Superintendent:

Superintendent’s Signature: Q—,?%ﬁ,; /(45“@//%7 ng é@é/ 4
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Notes from DELAC December 1, 2009

1.0

2.0

3.0

4.0

5.0

6.0

7.0

8.0

9.0

10.0

11.0

12.0

What is the total budget?
1.1 We will get it the total back to you at the next DELAC meeting.

With the reductions you are making every year, what are the quality of services you are going to
provide to our kids every year?

What will the district be doing with the stimulus money? What is QFIA and how is it used?

3.1 For our lower performing schools, QEIA which is a result of an agreement with the
state, provides money to reduce class size at some of our schools. The money continues
approximately 3 million dollars for several years.

I support class size. t am concerned that the classes remain small as it supports my chiild’s
learning.

is the lottery really that small? It isn't much for our schools.
How much time have you spent negotiating with the unions?
Do we need to borrow money to pay our bills?

Are you going to let us know before Dec. 16 what the cuts will be and how it will impact our
students?

8.1 Refer to the internet for any proposal and or decisions made regarding budget cuts
8.2 There is also another board meeting on the 16™, to get up to date information

8.3 All of the meetings provide translations and we encourage all parents to come and
participate in the process.

Besides talking to the legislators, what else can we do?

9.1 Keep yourselves informed and keep up with the state budget

What about the other grades will they be affected with class size? Increases?
10.1  Classes other than QEIA will increase to maximum numbers

If you have more questions, please write them down and send in to the Superintendent’s office
or Business services office attention to Mary Hart or Elena Fajardo via email or by phone.

What job positions will be affected by these cuts?

12,1 It’s a good question. [t all depends on the state budget how much and what positions
we will reduce.

S



13.0

14.0

15.0

16.0

17.0

Who are classified and certificated employees?

13.1  Certificated are teachers; custodians, secretaries etc. are classified; administrators do
not negotiate nor have a union.

Are there high school programs that students could volunteer to be aides etc.
14.1  Thisis a good idea, however there are programs that need special skills to support the
special needs of the students.

14.1  Itisalsoillegal to replace positions that have union employees that have been laid off
What else can we do?

151 We can write a template for parents to use to send to their legislators. One school in
the district did organize their parents to send letters. Parents need to send the letters
as the district can send it for them. We can also help parents send a letter from DELAC.

15.2  When meeting with your school principal, let s/he know that you are writing a letter to
support schools and atiending DELAC to gather more information

15.3  Governot's presentation on budget is Jan. 12, we will have more information to share at
this time. Send your letters especially your reactions after the governor’s presentation.

itis important to let parents know the starting time of the district meetings. The starting time
was communicated differently for start times.

16.1  With vacation there was little opportunity to send another notice about the meeting
tonight,

What happens to the rights of the students as the unions need to negotiate especially less days
for students in school?

17.1  The goal is to maintain the most of services possible for the students.

17.2  The union helps with a contract that restricts the numbers of students in classes. There
are also laws that dictate the numbers in some classes.

17.3  Letters from the district, principals and parents should be organized at the same time.
17.4  Everyone benefits from organizing together especially the students.

17.5  Itisimportant that parents volunteer in the classes every week, as students and
teachers benefit,

17.6  Publicize mtg via media

17.7  Distribute flyers closer to the date of the event
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17.8

17.5

Give an explanation of what the meeting will cover

Offer more mtgs in Span. More parents will attend



Board Agenda Backup

Itern No: 14.2

Date: December 9, 2009

Item: Medical, Dental and Vision Actuarial Update

Overview: Total Compensation Systems, Inc. (TCS) was asked to estimate required funding rates for
Pajaro Valley USD's self-funded medical, dental and vision plans for the period July 1,
2009 to June 30, 2010. This estimate of required funding rates is intended to assist Pajaro
Valley USD in complying with the actuarial cost estimate requirements of California
Education Coede Section 17566, It should be emphasized that this analysis only relates to
seif-funded benefits. To the extent other benefits are made available in conjunction with
the medical plan that are not self-funded (e.g. mental health benefits), plan costs will be
higher than what is shown in this report.

The attached actuarial reports are used to determine the amount of funds that should be
in reserves for future claims that are considered incurred but not paid (IBNP). In
compliance with the reported advised reserves the district has set up reserves for IBNP in
each category as listed below:

Medical: $5,049,175
Dental: 386,694
Vision: 61,131

Recommendation: Administration request the board accept the reports as presented.

Budget Considerations:
Funding Source: Self Insurance fund 67
Budgeted: Yes: X No:

Amount:

Prepared By:  Mary Hart, Associate Superintendent

Associate vy Hant
Superintendent:

Superintendent’s Signature: 7
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Total Compensation Svstems, Inc.

Pajaro Valley Unified School District
Estimate of Self-Funding Rates
Medical Plan

prepared by Total Compensation Systems, Inc.
Date: October 9, 2009

Plan year:
July 1, 2009 to June 30, 2010
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Pajaro Valley Unified School District
Estimate of Self-Funding Rates
Medical Plan
Prepared By

Total Compensation Systems, Inc.
Introduction

Total Compensation Systems, Inc. (TCS) was asked to estimate required funding rates for Pajaro Valley
USD's self-funded medical plan for the period July 1, 2009 to June 30, 2010. This estimate of required
funding rates is intended to assist Pajaro Valley USD in complying with the actuarial cost estimate
requirements of California Education Code Section 17566. It should be emphasized that this analysis only
relates to self-funded benefits. To the extent other benefits are made available in conjunction with the
medical plan that are not self-funded (e.g. mental health benefits), medical plan costs will be higher than
what is shown in this report.

Methodology

Below is a summary of the calculations used to estimate the required funding rate.

Paid Claims July 1, 2008 to June 30, 2009 $24,187.601
Plus: Change in IBNP claims June 30, 2008 to June 30, 2009 $836,294
Plus: Demographic adjustment §0
Plus: Adjustment for plan changes $0
Minus: adjustment for large claims July 1, 2008 to June 30, 2009 $444,160

Equals: Estimated Incurred Claims July 1, 2008 to June 30, 2009 $24,579,735
Divided by: Employee months of coverage July 1, 2008 to June 30, 2009 30,927

Equals: Estimated monthly incurred claims July 1, 2008 to June 30, 2009 $794.77
Times: Trend adjustment 12.0 months at 8.0% 1.0800

Equals: Projected monthly incurred claims July 1, 2009 to June 30, 2010 $858.35
Plus: Administrative Expenses July 1, 2009 to June 30, 2010 $45.73
Plus: Stop-loss premiums July 1, 2009 to June 30, 2010 $52.65
Plus: Claim fluctuation margin at 5.0%* $42.92

Equals: Projected per capita plan cost July 1, 2009 to June 30, 2010 $999.64

" This margin is only necessary if Pajaro Valley USD does not have funds specifically earmarked to cover claim fluctuation.

Following is a more detailed discussion of the actuarial assumptions and methods. Materials relied on in
estimating costs are listed in Appendix A.

Incurred But Not Paid (IBNP) claims

The increase in IBNP claims is calculated by subtracting an estimate of outstanding claims at June 30, 2008
from an estimate of claims still outstanding at June 30, 2009. The estimate of claims outstanding at June 30,

2
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2009 is based on an actuarial method known as the Bornhuetter-Ferguson Method. The proportion of
claims expected to be outstanding is based on completion factors derived from actual District claim lag
data. Using this method, the IBNP claims are estimated as the sum, for all prior months, of: Expected
Incurred Claims for the month x Proportion of Claims Expected to Be Still Outstanding

For the estimate of IBNP claims at June 30, 2008, claim lag data was used to the extent possible to
determine actual claims paid during the experience period that were incurred prior to July 1, 2008. Where
claim lag data was not available, the Bornhuetter-Ferguson Method was used to estimate claims paid during
the experience period that were incurred before July 1, 2008. The Bornhuetter-Ferguson Method was also
used to estimate claims paid after the end of the experience period that were incurred before the experience
period.

Using the above methodology, we estimated IBNP claims as shown in the following table: This estimate of
“Expected IBNP Claims” was used to project the monthly cost per employee. For accounting purposes,
Pajaro Valley USD should include allowances for expenses, fluctuation margin, uncashed checks, etc.

While it is outside the scope of this report to determine the amount of uncashed checks, the following table
recommends a reasonable reserve for IBNP expenses and IBNP fluctuation margin. We also have shown an
estimate of the claim fluctuation margin if enrollment is the same during the upcoming plan year as it was
during the experience period. This allows an estimate of the total medical plan required reserves. This figure
should be viewed as a minimum. It would not be unreasonable to hold twice the amount shown below as
IBNP fluctuation margin and/or claim fluctuation margin.

June 30, 2008 June 30, 2009

Estimated TRNP Claims $1,845,363 $2,681,657
Estimated Run-out Expenses N/A $235,715
Estimated IBNP Fluctuation Margin N/A $804,497
Estimated Claim Fluctuation Margin* N/A $1,327,306
Total Reguired Reserves N/A $5,049,175

Demographic Adjustment

The claim experience on which cost projections are based reflects the employees and dependents covered
during the period July 1, 2008 to June 30, 2009. The demographics of the group that will be covered from
July 1, 2009 to June 30, 2010 may be different from the demographics of the group covered in the past. The
demographic adjustment reflects any information we were given about material differences between the
demographics of the group to be covered in the future and the group that was covered in the past.

We had no information to indicate that any demographic adjustment is necessary.

Adiustment for Large Claims

The adjustment for large claims is based on paid medical claim data. If some of these large claims were
incurred prior to the experience period and were included in the June 30, 2008 IBNP reserves, this
adjustment may redundantly reduce incurred claims. Without getting a list of all claim payments making
up the adjustment for large claims, it's not possible to determine a more accurate adjustment.
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Adjustment for Plan Changes

The claim experience used for cost projections reflects the medical plan in effect at that time - including the
effect of any plan changes that occurred during that period. If the plan design for the projection period is
different from the plan reflected in the claim experience, it is important to adjust the prior claim experience.

We had no information of any plan change that would necessitate adjusting prior claim experience.
Trend

Trend is one of the most important assumptions and is also one of the most difficult to accurately estimate.
Trend includes the effect of external factors that influence health plan costs. These external factors include
inflation, changes in claim frequency (i.e. utilization), cost shifting among health care payors and new
technology.

We determine trend factors by looking at past trend and predicting how future trend may change. Our
analysis of future trend considers each of the above external factors individually.

At any time, a major component of trend is inflation. Inflation is historically measured by the Consumer
Price Index (CPI). However, the CPI measures increases in the price of housing, transportation, food and
other goods and services not covered by a typical group health plan.

The federal Department of Labor also publishes a Medical CP1. The Medical CPI reflects the increase in
price for health care goods and services. The Medical CP! includes medical goods and services, dental and
vision care. Like the overall CPI, the Medical CP! is also nof a good indicator of the effect of inflation on
medical care. In order to use the Medical CPI to estimate the impact of inflation, it is necessary to adjust the
Medical CPL Goods and services that are not covered by a typical group medical plan (e.g., non-
prescription drugs, dental care, vision care, etc.) must be removed. Also, the CPI weights need to be
adjusted to reflect the proportion of each type of medical expense in group medical claims. Adjusting the
Medical CPI in this manner results in recent inflation increases based on CPI figures of 7.0% for medical.

These inflation increases would apply directly to group medical plans that have no deductibles and no
“stop-loss” provisions (i.e. the coinsurance level increases to 100% once eligible health care expenses
reach a certain level). For a plan that has a deductible and/or stop-loss provision, the burden of inflation is
disproportionately borne by the plan sponsor. The process that results in plan sponsors assuming a
disproportionate share of inflation's impact is commonly known as “deductible leveraging.” The effect of
deductible leveraging depends on the plan design, the level of claims for a plan, and the inflation rate.

Recent trend surveys show that indenmity medical plans have experienced trend of 8.0% to 14.0% on
average. This means that the components of trend other than inflation have been contributing from 1.0% to
7.0% of medical plan costs in addition to inflation and deductible leveraging.

In applying trend factors, it is important to note that trend involves a retrospective element as well as a
prospective element. The claim experience from July 1, 2008 to June 30, 2009 must be adjusted for trend to
a current date. This adjustment reflects past trend which can be estimated to a large extent based on
historical CPI data. It is also necessary to project claims from a current date to the July 1, 2009 to June 30,
2010 plan year. In projecting claims, trend can only be guessed by extrapolating from past data.
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Taking into consideration the different components of trend and the combined retrospective and prospective
element of cost projections, following is the range we believe to be reasonable for estimating future medical
plan costs.

Type of Plan
Indemnity Pre-Paid
Medical Trend Range: 6.0% to 12.0% 7.0% to 13.0%

It should be noted that "scheduled" plans may have trends much lower than the above trend ranges if the
scheduled benefits are significantly below prevailing charges. It is also important to note that pre-paid plan
trends are sometimes lower because these plans typically do not have much , if any, deductible leveraging.
Other reasons for potentially lower pre-paid plan trends are: better claim management; reduced cost shifting
through contracting; and lower inflation applied to the larger proportion of pre-paid premiums attributable
to administrative expense.

In addition to plan-related trend effects, there are also market-related effects. For example, administrators
and providers may adjust prices upward to improve profit margins. Prices may not increase as quickly if, for
example, providers are competing for market share and are willing to contract for lower fees under managed
car¢ plans. Market-related factors can have a dramatic effect on trend rates at times.

In projecting future medical plan costs, it is usual to project claims for a period that is longer than one year.
In calculating trend factors for periods other than one year, we have “compounded” the effect of the trend
factor. To compound the trend rate, we take the sum of one plus the annual trend rate and raise the sum to
the m/12 power. In calculating this exponent, m is equal to the number of months claims are being projected.

Margin

Projected incurred claims are intended to represent the “expected” level of claims. Medical claims are
subject to statistical principles and, even if all actuarial assumptions are accurate, there is about a 50%
chance that claims will exceed the projected claim level and a 50% chance claims will be less than the
projected level,

We believe that it is prudent to prepare for the likelihood that statistical fluctuation or inevitable errors in

actuarial assumptions will cause claims to exceed the expected level. We have included a 5% “margin” in
our cost estimates. Should Pajaro Valley USD already have funds earmarked for margin, it would not be

necessary to include margin in funds budgeted for benefits. The margin indicated in this report should be

viewed as a minimum level.

Administrative Expenses

Administrative expenses were estimated based on information available at the time the cost estimates were
prepared. It is possible that fees charged to Pajaro Valley USD for the July 1, 2009 to June 30, 2010 plan
year have been finalized or adjusted since the cost estimates in this report were prepared. Under normal
circumstances we would not expect any material error from using preliminary administration fees.

Administrative expenses have been estimated on an “incurred” basis (as have claim costs). Using an

5
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incurred basis provides cost estimates that are consistent with current or future Governmental Accounting
Standards Board (GASB) accounting standards related to self-funded plans. The following table shows the
components of administrative expenses included in our cost projection.

Claim Administration $39.49
Consulting Fees $1.73
Eligibility Administration $2.58
District Admin $1.00
Retiree Billing $0.33
COBRA/HIPAA $6.60
Total $45.73

Three Year Costs

Ed Code Section 17566 requires an actuarial estimate of self-funded health plan costs every three years.
Unfortunately, it is not feasible to confidently project health costs very far into the future. Plan changes or
demographic changes can arise that can't be anticipated a year or two in advance. Even for a group with a
stable plan and stable demographics, predicting health trends is subject to considerable uncertainty. To
predict trend two years from now requires: an accurate economic forecast; a good prediction of how
political forces will affect legislation and policy related to health care finance; an accurate prediction of
breakthroughs in health care technology, drugs and treatment methods: a prediction of emerging public
health issues; and an accurate prediction of the impact of market forces on health care prices. Needless to
say, there can be considerable uncertainty projecting these factors three months much less three years!

We recommend that Pajaro Valley USD obtain annual cost estimates from a qualified benefit consultant
(not necessarily with actuarial credentials). The requirement that a qualified actuary provide cost estimates
every three years should assure that annual cost estimates don't get too far out of line, as long as interim cost
estimates are prepared by a competent benefit professional.

The following three year projection is based on a projection of expected claims and expenses using frend.
Projections are expressed as ranges. The high trend estimate has been increased by 2% in the first year and
4% m the second.

Period Low Estimate High Estimate  Trend Range
July 1, 2009 to June 30, 2010 $939.01 $1,036.67 6.0% to 12.0%
July 1, 2010 to June 30, 2011 $995.35 $1,181.80 6.0% to 14.0%
July 1, 2011 to June 30, 2012 $1,055.07 $1,370.89 6.0% to 16.0%

It should be emphasized that the “High Estimate” costs do NOT represent a worst case scenarig. Actual
costs could be much higher depending on factors mentioned at the beginning of this section. These projected
costs should NOT be relied on for funding purposes.

It is also important to note that the high estimate costs include fluctuation margin. Pajaro Valley USD may
not need to fund fluctuation margin if a suitable amount is already earmarked for this purpose.

Future Cost Estimates



Total Compensation Svstems.Ipc.

Any projection of heath care costs will be only as good as the data used as the basis for the projections. To
get the best possible estimates of future costs, the following types of data would be necessary.

< Claim lag reports produced no less frequently than quarterly.
< Monthly count of the administrator's “on hand” claims.
< A list, with amount, of any “pending” claims. (Pending claims have been received,

partially processed and are awaiting additional information before being finalized.
{For medical plans, a disproportionate number of pending claims are very large

claims.)

< Quarterly snapshots of demographic data for enrolled employees and their
dependents.

< An annual claim history tape to assist in pricing plan changes and for other
analyses.

The cost and reserve estimates contained in this study do not reflect costs for retiree benefits beyond the
projection period. To prudently fund its benefit plan, funds should be earmarked for any retiree health
benefits. To do so, funding should include the annual accrued cost for district-paid retiree health benefits
as well as an amount to amortize any unfunded past service liability.

Professional Qualifications

The estimates of required funding rates were prepared by Geoffrey Kischuk. Mr. Kischuk is a
Fellow of the Society of Actuaries (FSA), a Member of the American Academy of Actuaries (MAAA)and a
Fellow of the Conference of Consulting Actuaries (FCA). Mr. Kischuk has 25 years of experience
estimating costs for group life, health and disability plans.

Mr. Kischuk's professional credentials qualify him to perform this evaluation according to
California Education Code Section 17566.

Prepared by:

Geoffrey L. Kischuk, FSA, FCA, MAAA
Consultant
Total Compensation Systems, Inc.
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APPENDIX A: MATERIALS RELIED ON IN ESTIMATING COSTS

< Wellpoint claim lag data thru June 30, 2009.

< Keenan & Associates renewal calculation.



PAJARO VALLEY UNIFIED SCHOOL DISTRICT

1"}?5
£
<

Board Agenda ackup " p

Item No:

Date: December 9, 2009

Item:  Approve with gratitude donation of $},047.00 from
Corralitos Community Free Methodist Church for Together
in the Park Program in Corralitos.

Overview: The Board acknowledges and recognizes the generosity of community

members and businesses. Their commitment to education is evident
through their contribution.

Recommendation:  Approve with gratitude this donation.

Prepared By:  Dorma Baker, Superintendent

Superintendent’s Signature:
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Pajaro Valley Unified School District
Estimate of Self-Funding Rates
Dental Plan
Prepared By
Total Compensation Systems, Inc.

Introduction

Total Compensation Systems, Inc. (TCS) was asked to estimate required funding rates for Pajaro Valley
USD's self-funded dental plan for the period July 1, 2009 to June 30, 2010. This estimate of required
funding rates is intended to assist Pajaro Valley USD in complying with the actuarial cost estimate
requirements of California Education Code Section 17566.

Methodelogy

Below is a summary of the calculations used to estimate the required funding rate.

Paid Claims July 1, 2008 to June 30, 2009 $2,341,538
Plus: Change in IBNP claims June 30, 2008 to June 30, 2009 -$15,395
Plus: Demographic adjustment $0
Plus: Adjustment for plan changes $o
Plus: Miscellaneous adjustment July 1, 2008 to June 30, 2009 $0

Equals: Estimated Incurred Claims July 1, 2008 to June 30, 2009 $2,326,143
Divided by: Employee months of coverage July 1, 2008 to June 30, 2009 30,760

Equals: Estimated monthly incurred claims July 1, 2008 to June 30, 2009 $75.62
Times: Trend adjustment 12.0 months at 4.0% 1.0400

Equals: Projected monthly incurred claims July 1, 2009 to June 30, 2010 $78.65
Plus: Administrative Expenses July 1, 2009 to June 30, 2010 $3.87
Plus: Stop-loss premiums July 1, 2009 to June 30, 2010 $0.00
Plus: Claim fluctuation margin at 5.0%%* $3.93

Equals: Projected per capita plan cost July 1, 2009 to June 30, 2010 $86.45

* This margin is only necessary if Pajaro Valley USD does not have funds specifically earmarked to cover claim fluctuation.

Following is a more detailed discussion of the actuarial assumptions and methods. Materials relied on in
estimating costs are listed in Appendix A.

Incurred But Not Paid (IBNP) claims

The increase in IBNP claims is calculated by subtracting an estimate of outstanding claims at June 30, 2008
from an estimate of claims still outstanding at June 30, 2009. The estimate of claims outstanding at June 30
2009 is based on an actuarial method known as the Bornhuetter-Ferguson Method. The proportion of
claims expected to be outstanding is based on completion factors derived from actual District claim lag
data. Using this method, the IBNP claims are estimated as the sum, for all prior months, of: Expected

*
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Incurred Claims for the month x Proportion of Claims Expected to Be Still Outstanding

For the estimate of IBNP claims at June 30, 2008, claim lag data was used to the extent possible to
determine actual claims paid during the experience period that were incurred prior to July 1, 2008. Where
claim lag data was not available, the Bornhuetter-Ferguson Method was used to estimate claims paid during
the experience period that were incurred before July 1, 2008. The Bornhuetter-Ferguson Method was also
used to estimate claims paid affer the end of the experience period that were incurred before the experience
period.

Using the above methodology, we estimated IBNP claims as shown in the following table: This estimate of
“Expected IBNP Claims” was used to project the monthly cost per employee. For accounting purposes,
Pajaro Valley USD should include allowances for expenses, fluctuation margin, uncashed checks, etc.

While it is outside the scope of this report to determine the amount of uncashed checks, the following table
recommends a reasonable reserve for IBNP expenses and IBNP fluctuation margin. We also have shown an
estimate of the claim fluctuation margin if enrollment is the same during the upcoming plan year as it was
during the experience period. This allows an estimate of the total dental plan required reserves. This figure
should be viewed as a minimum. It would not be unreasonable to hold twice the amount shown below as
IBNP fluctuation margin and/or claim fluctuation margin.

Fune 30, 2008 June 30, 2009

Estimated IBNP Claims $220,307 $204,912
Estimated Run-out Expenses N/A $19,840
Estimated IBNP Fluctuation Margin N/A $40,982
Estimated Claim Fluctuation Margin* N/A $120,959
Total Required Reserves N/A $386,694

Demographic Adjustiment

The claim experience on which cost projections are based reflects the employees and dependents covered
during the period July 1, 2008 to June 30, 2009. The demographics of the group that will be covered from
July 1, 2009 to June 30, 2010 may be different from the demographics of the group covered in the past. The
demographic adjustment reflects any information we were given about materia) differences between the
demographics of the group to be covered in the future and the group that was covered in the past,

We had no information to indicate that any demographic adjustment is necessary.

Adjustment for Plan Changes

The claim experience used for cost projections reflects the dental plan in effect at that time - including the
effect of any plan changes that occurred during that period. If the plan design for the projection period is
different from the plan reflected in the claim experience, it is important to adjust the prior claim experience.

We had no information of any plan change that would necessitate adjusting prior claim experience.
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Trend

Trend is one of the most important assumptions and is also one of the most difficult to accurately estimate.
Trend includes the effect of external factors that influence health plan costs. These external factors include
mnflation, changes in claim frequency (i.e. utilization), cost shifting among health care payors and new
technology.

We determine trend factors by looking at past trend and predicting how future trend may change. Our
analysis of future trend considers each of the above external factors individually.

At any time, a major component of trend is inflation. Inflation is historically measured by the Consumer
Price Index (CPI). However, the CPI measures increases in the price of housing, transportation, food and
other goods and services not covered by a typical group health plan.

The federal Department of Labor also publishes a Medical CPI. The Medical CPI reflects the increase in
price for health care goods and services. The Medical CPI includes medical goods and services, dental and
vision care, Like the overall CPI, the Medical CPI is also net a good indicator of the effect of inflation on
dental care. In order to use the Medical CPI to estimate the impact of inflation, it is necessary to adjust the
Medical CPI. The Medical CPI includes a component specifically for dental care, This component can be
used directly to estimate the effect of inflation on trend. Adjusting the Medical CPT in this manner results
in recent inflation increases based on CPI figures of 4.5% for dental.

These inflation increases would apply directly to group dental plans that have no deductibles. For a plan
that has a deductible, the burden of inflation is disproportionately borne by the plan sponsor. The process
that results in plan sponsors assuming a disproportionate share of inflation's impact is commonly known as
“deductible leveraging.” The effect of deductible leveraging depends on the plan design, the level of claims
for a plan, and the inflation rate.

Recent trend surveys show that indemnity dental plans have experienced trend of 5.0% to 7.0% on average.
This means that the components of trend other than inflation have been contributing from 0.5% to 2.5% of
dental plan costs in addition to inflation and deductible leveraging.

In applying trend factors, it is important to note that trend involves a retrospective element as well as a
prospective element. The claim experience from July 1, 2008 to June 30, 2009 must be adjusted for trend to
a current date. This adjustment reflects past trend which can be estimated to a Jarge extent based on
historical CP1 data. It is also necessary to project claims from a current date to the J uly 1, 2009 to June 30,
2010 plan year. In projecting claims, trend can only be guessed by extrapolating from past data.

Taking into consideration the different components of trend and the combined retrospective and prospective
element of cost projections, following is the range we believe to be reasonable for estimating future dental
plan costs.

Type of Plan
Indemnity Pre-Paid
Dental Trend Range: 4.0% to 6.0% 3.0% to 5.0%

It should be noted that "scheduled" plans may have trends much lower than the above trend ranges if the
scheduled benefits are significantly below prevailing charges. It is also important to note that pre-paid plan

4
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trends are sometimes lower because these plans typically do not have much , if any, deductible leveraging.
Other reasons for potentially lower pre-paid plan trends are: better claim management; reduced cost shifting
through contracting; and lower inflation applied to the larger proportion of pre-paid premiums attributable
to administrative expense.

In addition to plan-related trend effects, there are also market-related effects. For example, administrators
and providers may adjust prices upward to improve profit margins. Prices may not increase as quickly if, for
example, providers are competing for market share and are willing to contract for lower fees under managed
care plans. Market-related factors can have a dramatic effect on trend rates at times.

In projecting future dental plan costs, it is usual to project claims for a period that is longer than one year.

In calculating trend factors for periods other than one year, we have “compounded” the effect of the trend
factor. To compound the trend rate, we take the sum of one plus the annual trend rate and raise the sum to
the m/12 power. In calculating this exponent, # is equal to the number of months claims are being projected.

Margin

Projected incurred claims are intended to represent the “expected” level of claims. Dental claims are subject
to statistical principles and, even if all actuarial assumptions are accurate, there is about a 50% chance that
claims will exceed the projected claim level and a 50% chance claims will be less than the projected level,

We believe that it is prudent to prepare for the likelihood that statistical fluctuation or inevitable errors in

actuarial assumptions will cause claims to exceed the expected level. We have included a 5% “margin” in
our cost estimates. Should Pajaro Valley USD already have funds earmarked for margin, it would not be

necessary to include margin in funds budgeted for benefits. The margin indicated in this report should be

viewed as a minimum level.

Administrative Expenses

Administrative expenses were estimated based on information available at the time the cost estimates were
prepared. It is possible that fees charged to Pajaro Valley USD for the July 1, 2009 to June 30, 2010 plan
year have been finalized or adjusted since the cost estimates in this report were prepared. Under normal
circumstances we would not expect any material error from using preliminary administration fees.

Administrative expenses have been estimated on an “incurred” basis (as have claim costs). Using an
incurred basis provides cost estimates that are consistent with current or future Governmental Accounting
Standards Board (GASB) accounting standards related to self-funded plans. The following table shows the
components of administrative expenses included in our cost projection.

Claim Administration $3.87
Consulting Fees $0.00
Eligibility Administration $0.00
Total $3.87

Three Year Costs

Ed Code Section 17566 requires an actuarial estimate of self-funded health plan costs every three years.
Unfortunately, it is not feasible to confidently project health costs very far into the future. Plan changes or
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demographic changes can arise that can't be anticipated a year or two in advance. Even for a group with a
stable plan and stable demographics, predicting health trends is subject to considerable uncertainty. To
predict trend two years from now requires: an accurate economic forecast; a good prediction of how
political forces will affect legislation and policy related to health care finanice; an accurate prediction of
breakthroughs in health care technology, drugs and treatment methods; a prediction of emerging public
health issues; and an accurate prediction of the impact of market forces on health care prices. Needless to
say, there can be considerable uncertainty projecting these factors three months much less three years!

We recommend that Pajaro Valley USD obtain annual cost estimates from a qualified benefit consultant
(not necessarily with actuarial credentials). The requirement that a qualified actuary provide cost estimates
every three years should assure that annual cost estimates don't get too far out of line, as long as interim cost
estimates are prepared by a competent benefit professional.

The following three year projection is based on a projection of expected claims and expenses using trend.
Projections are expressed as ranges. The high trend estimate has been increased by 2% in the first year and
4% in the second.

Period Low Estimate High Estimate  Trend Range
July 1, 2009 to June 30, 2610 $82.52 $88.11 4.0% to 6.0%
July 1, 2010 to June 30, 2011 $85.82 $95.16  4.0% to 8.0%
July 1, 2011 to June 30, 2012 $89.25 $104.68 4.0% to 10.0%

It should be emphasized that the “High Estimate” costs do NOT represent a worst case scenarie. Actual
costs could be much higher depending on factors mentioned at the beginning of this section. These projected
costs should NOT be relied on for funding purposes.

It is also important to note that the high estimate costs include fluctuation margin. Pajaro Valley USD may
not need to fund fluctuation margin if a suitable amount is already earmarked for this purpose.

Future Cost Estimates

Any projection of heath care costs will be only as good as the data used as the basis for the proiections. To
get the best possible estimates of future costs, the following types of data would be necessary.

4 Claim lag reports produced no less frequently than quarterly.
< Monthly count of the administrator's “on hand” claims.
< A list, with amount, of any “pending” claims. (Pending claims have been received,

partially processed and are awaiting additional information before being finalized.

< Quarterly snapshots of demographic data for enrolled employees and their
dependents.

< An annual claim history tape to assist in pricing plan changes and for other
analyses.

The cost and reserve estimates contained in this study do not reflect costs for retiree benefits beyond the
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projection period. To prudently fund its benefit plan, funds should be earmarked for any retiree health
benefits. To do so, funding should include the annual accrued cost for district-paid retiree health benefits
as well as an amount to amortize any unfunded past service liability.

Professional Qualifications

The estimates of required funding rates were prepared by Geoflrey Kischuk. Mr. Kischuk is a
Fellow of the Society of Actuaries (FSA), a Member of the American Academy of Actuaries (MAAA) and a
Fellow of the Conference of Consulting Actuaries (FCA). Mr. Kischuk has 25 years of experience
estimating costs for group life, health and disability plans.

Mr. Kischuk's professional credentials qualify him to perform this evaluation according to
California Education Code Section 17566,

Prepared by:

Geoffrey L. Kischuk, FSA, FCA, MAAA
Consultant
Total Compensation Systems, Inc.
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APPENDIX A: MATERIALS RELIED ON IN ESTIMATING COSTS

< Coastal claim lag data thru June 30, 2009.

< Keenan & Associates renewal calculation.
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Pajaro Valley Unified School District
Estimate of Self-Funding Rates
Vision Plan
Prepared By
Total Compensation Systems, Inc.

Introduction
Total Compensation Systems, Inc. (TCS) was asked to estimate required funding rates for Pajaro Valley
USD's self-funded vision plan for the period July 1, 2009 to June 30, 2010. This estimate of required

funding rates is intended to assist Pajaro Valley USD in complying with the actuarial cost estimate
requirements of California Education Code Section 17566.

Methodology

Below is a summary of the calculations used to estimate the required funding rate.

Paid Claims July 1, 2008 to June 30, 2009 471,971
Plus: Change in IBNP claims June 30, 2008 to June 30, 2009 $5,104
Plus: Demographic adjustment $0
Plus: Adjustment for plan changes $0
Plus: Miscellaneous adjustment July 1, 2008 to June 30, 2009 $0

Equals: Estimated Incurred Claims July 1, 2008 to June 30, 2009 $477,075
Divided by: Employee months of coverage July 1, 2008 to June 30, 2009 18,691

Equals: Estimated monthly incurred claims July 1, 2008 to June 30, 2009 $26.37
Times: Trend adjustment 12.0 months at 3.0% 1.0300

Equals: Projected monthly incurred claims July 1, 2009 to June 30, 2010 $27.16
Plus: Administrative Expenses July 1, 2009 to June 30, 2010 $2.00
Plus: Stop-loss premiums July 1, 2009 to June 30, 2010 $0.00
Plus: Claim fluctuation margin at 5.0%%* $1.36

Equals: Projected per capita plan cost July 1, 2009 to June 30, 2010 $30.52

" This margin is only necessary if Pajaro Valley USD does not have funds specifically earmarked to cover claim fluctuation.

Following is a more detailed discussion of the actuarial assumptions and methods. Materials relied on in
estimating costs are listed in Appendix A.

Incurred But Not Paid (IBNP) claims

The mcrease in IBNP claims is calculated by subtracting an estimate of outstanding claims at June 30, 2008
from an estimate of claims still outstanding at June 30, 2009. The estimate of claims outstanding at June 30,
2009 1s based on an actuarial method known as the Bornhuetter-Ferguson Method. The proportion of
claims expected to be outstanding is based on completion factors derived from actual District claim lag
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data. Using this method, the IBNP claims are estimated as the sum, for all prior months, of: Expected
Incurred Claims for the month x Proportion of Claims Expected to Be Still Outstanding

For the estimate of IBNP claims at June 30, 2008, claim lag data was used to the extent possible to
determine actual claims paid during the experience period that were incurred prior to July 1, 2008. Where
claim lag data was not available, the Bornhuetter-Ferguson Method was used to estimate claims paid during
the experience period that were incurred before July 1, 2008, The Bornhuetter-Ferguson Method was also
used to estimate claims paid affer the end of the experience period that were incurred before the experience
period,

Using the above methodology, we estimated IBNP claims as shown in the following table: This estimate of
“Expected IBNP Claims” was used to project the monthly cost per employee. For accounting purposes,
Pajaro Valley USD should include allowances for expenses, fluctuation margin, uncashed checks, ete.

While it is outside the scope of this report to determine the amount of uncashed checks, the following table
recommends a reasonable reserve for IBNP expenses and IBNP fluctuation margin. We also have shown an
estimate of the claim fluctuation margin if enrollment is the same during the upcoming plan vear as it was
during the experience period. This allows an estimate of the total vision plan required reserves. This figure
should be viewed as a minimum. [t would not be unreasonable to hold twice the amount shown below as
IBNP fluctuation margin and/or claim fluctuation margin.

June 30, 2008 June 30, 2009

Estimated IBNP Claims $20,339 $25,443
Estimated Run-out Expenses N/A $6,030
Estimated IBNP Fluctuation Margin N/A $5,089
Estimated Claim Fluctuation Margin* N/A $24,569
Total Required Reserves N/A $61,131

Demographic Adjustment

The claim experience on which cost projections are based reflects the employees and dependents covered
during the period July 1, 2008 to June 30, 2009. The demographics of the group that will be covered from
July 1, 2009 to June 30, 2010 may be different from the demographics of the group covered in the past. The
demographic adjustment reflects any information we were given about material differences between the
demographics of the group to be covered in the future and the group that was covered in the past.

We had no information to indicate that any demographic adjustment is necessary.

Adjustment for Plan Changes

The claim experience used for cost projections reflects the vision plan in effect at that time - including the
effect of any plan changes that occurred during that period. If the plan design for the projection period is
different from the plan reflected in the claim experience, it is important to adjust the prior claim experience.

We had no information of any plan change that would necessitate adjusting prior claim experience.
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Trend

Trend is one of the most important assumptions and is also one of the most difficult to accurately estimate.
Trend includes the effect of external factors that influence health plan costs. These external factors include
inflation, changes in claim frequency (i.¢. utilization), cost shiftin g among health care payors and new
technology.

We determine trend factors by looking at past trend and predicting how future trend may change. Our
analysis of future trend considers each of the above external factors individually.

At any time, a major component of trend is inflation. Inflation is historically measured by the Consumer
Price Index (CPI). However, the CPI measures increases in the price of housing, transportation, food and
other goods and services not covered by a typical group health plan.

The federal Department of Labor also publishes a Medical CPL The Medical CPI reflects the increase in
price for health care goods and services. The Medical CPI includes medical goods and services, dental and
vision care. Like the overall CPI, the Medical CPI is also not a good indicator of the effect of inflation on
vision care. In order to use the Medical CPI to estimate the impact of inflation, it is necessary to adjust the
Medical CPL The Medical CPI includes a component specifically for vision care. This component can be
used directly to estimate the effect of inflation on trend. Adjusting the Medical CPI in this manner results
in recent inflation increases based on CPI figures of 1.0% for vision.

These inflation increases would apply directly to group vision plans that have no deductibles. For a plan
that has a deductible, the burden of inflation is disproportionately borne by the plan sponsor. The process
that resulis in plan sponsors assuming a disproportionate share of inflation's Impact is commonly known as
“deductible leveraging.” The effect of deductible leveraging depends on the plan design, the level of claims
for a plan, and the inflation rate.

Recent trend surveys show that indemmity vision plans have experienced trend of 2.0% to 4.0% on average.
This means that the components of trend other than inflation have been contributing from 1.0% to 3.0% of
vision plan costs in addition to inflation and deductible leveraging.

In applying trend factors, it is important to note that trend involves a retrospective element as well as a
prospective element. The claim experience from July 1, 2008 to June 30, 2009 must be adjusted for trend to
a current date. This adjustment reflects past trend which can be estimated to a large extent based on
historical CPI data. It is also necessary to project claims from a current date to the July 1, 2009 to June 30,
2010 plan year. In projecting claims, trend can only be guessed by extrapolating from past data.

Taking into consideration the different components of trend and the combined retrospective and prospective
element of cost projections, following is the range we believe to be reasonable for estimating future vision
plan costs.

Type of Plan
Indemnity Pre-Paid
Vision Trend Range: 2.0% t0 4.0% 1.0% to 3.0%

It should be noted that "scheduled" plans may have trends much lower than the above trend ranges if the
scheduled benefits are significantly below prevailing charges. It is also important to note that pre-paid plan
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trends are sometimes lower because these plans typically do not have much , if any, deductible leveraging.
Other reasons for potentially lower pre-paid plan trends are: better claim management; reduced cost shifting
through contracting; and lower inflation applied to the larger proportion of pre-paid premiums attributable
to administrative expense.

In addition to plan-related trend effects, there are also market-related effects. For example, administrators
and providers may adjust prices upward to improve profit margins. Prices may not increase as quickly if, for
example, providers are competing for market share and are willing to contract for lower fees under managed
care plans. Market-related factors can have a dramatic effect on trend rates at times.

In projecting future vision plan costs, it is usual to project claims for a period that is longer than one year.

In caleulating trend factors for periods other than one year, we have “compounded” the effect of the trend
factor. To compound the trend rate, we take the sum of one plus the annual trend rate and raise the sum to
the m/12 power. In calculating this exponent, m is equal to the number of months claims are being projected.

Margin

Projected incurred claims are intended to represent the “expected” level of claims. Vision claims are subject
to statistical principles and, even if all actuarial assumptions are accurate, there is about a 50% chance that
claims will exceed the projected claim level and a 50% chance claims will be less than the projected level.

We believe that it is prudent to prepare for the likelihood that statistical fluctuation or inevitable errors in

actuarial assumptions will cause claims to exceed the expected level. We have included a 5% “margin” in
our cost estimates. Should Pajaro Valley USD already have funds earmarked for margin, it would not be

necessary to include margin in finds budgeted for benefits. The margin indicated in this report should be

viewed as a minimum level.

Administrative Expenses

Adninistrative expenses were estimated based on information available at the time the cost estimates were
prepared. It is possible that fees charged to Pajaro Valley USD for the July 1, 2609 to June 30, 2010 plan
year have been finalized or adjusted since the cost estimates in this report were prepared. Under normal
circumstances we would not expect any material error from using preliminary administration fees.

Administrative expenses have been estimated on an “incurred” basis (as have claim costs). Using an
incurred basis provides cost estimates that are consistent with current or future Governmental Accounting
Standards Board (GASB) accounting standards related to self-funded plans. The following table shows the
components of administrative expenses included in our cost projection.

Claim Administration $2.00
Consulting Fees $0.00
Eligibility Administration $0.00
Total $2.00

Three Year Costs

Ed Code Section 17566 requires an actuarial estimate of self-funded health plan costs every three years.
Unfortunately, it is not feasible to confidently project health costs very far into the future, Plan changes or
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demographic changes can arise that can't be anticipated a year or two in advance. Even for a group with a
stable plan and stable demographics, predicting health trends is subject to considerable uncertainty. To
predict trend two years from now requires: an accurate economic forecast; a good prediction of how
political forces will affect legislation and policy related to health care finance; an accurate prediction of
breakthroughs in health care technology, drugs and treatment methods; a prediction of emerging public
health issues; and an accurate prediction of the impact of market forces on health care prices. Needless to
say, there can be considerable uncertainty projecting these factors three months much less three years!

We recommend that Pajaro Valley USD obtain annual cost estimates from a qualified benefit consultant
{not necessarily with actuarial credentials). The requirement that a qualified actuary provide cost estimates
every three years should assure that annual cost estimates don't get too far out of line, as long as interim cost
estimates are prepared by a competent benefit professional.

The following three year projection is based on a projection of expected claims and expenses using trend.
Projections are expressed as ranges. The high trend estimate has been increased by 2% in the first year and
4% in the second.

Period Low Estimate High Estimate  Trend Range
July 1, 2009 to June 30, 2010 $28.88 $30.82 2.0% t0 4.0%
July 1, 2010 to June 30, 2011 $29.46 $32.67 2.0% to 6.0%
July 1, 2011 to June 30, 2012 $30.05 $35.28 2.0% to 8.0%

It should be emphasized that the “High Estimate” costs do NOT represent a worst case scenario, Actual
costs could be much higher depending on factors mentioned at the beginning of this section. These projected
costs should NOT be relied on for funding purposes.

It 1s also important to note that the high estimate costs include fluctuation margin. Pajaro Valley USD may
not need to fund fluctuation margin if a suitable amount is already earmarked for this purpose.

Fuature Cost Estimates

Any projection of heath care costs will be only as good as the data used as the basis for the projections. To
get the best possible estimates of future costs, the following types of data would be necessary.

< Claim lag reports produced no less frequently than quarterly.
< Monthly count of the administrator's “on hand” claims.
« A list, with amount, of any “pending” claims. (Pending claims have been received,

partially processed and are awaiting additional information before being finalized.

< Quarterly snapshots of demographic data for enrolled employees and their
dependents.

< An annual claim history tape to assist in pricing plan changes and for other
analyses.

The cost and reserve estimates contained in this study do not reflect costs for retiree benefits beyond the
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projection period. To prudently fund its benefit plan, funds should be earmarked for any retiree health
benefits. To do so, funding should include the annual accrued cost for district-paid retiree health benefits
as well as an amount to amortize any unfunded past service liability.

Professional Qualifications

The estimates of required funding rates were prepared by Geoffrey Kischuk. Mr. Kischuk is a
Fellow of the Society of Actuaries (FSA), a Member of the American Academy of Actuaries (MAAA)and a
Fellow of the Conference of Consulting Actuaries (FCA). Mr. Kischuk has 25 years of experience
estimating costs for group life, health and disability plans.

Mr. Kischuk's professional credentials qualify him to perform this evaluation according to
California Education Code Section 17566.

Prepared by:

Geoffrey L. Kischuk, FSA, FCA, MAAA
Consultant
Total Compensation Systems, Inc.
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APPENDIX A: MATERIALS RELIED ON IN ESTIMATING COSTS

< Vision Service Plan claim lag data thru June 30, 2009,

< Keenan & Associates renewal calculation.
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Item No; 4.3

Date: December 9, 2009

Item: Retiree Health Liabilities

Overview: The Governmental Accounting Standards Board issued Accounting
Standards 43 and 45 in 2004 dealing with retiree health benefits. These
standards require us to disclose the existence and cost of retiree health
benefits.

The District hired Total Compensation Systems Inc. to perform the
actuarial study to determine our current retiree health benefit liability. The
attached report is the result of that study. The major findings include the
following;

e The cost of accrued benefits for current employees in the year
beginning July 1, 2009 is estimated to be $3,226,292 using the
district’s budget.

+ Had the District begun pre-funding the retiree health benefits when
each current employee and retiree was hired, the amount that would
have been accumulated would be $65,626,213. This amount is
known as the “actuarial accrued liability” (AAL).

e The District has depostited $1.9 million to a fund estimated to be
approximately $1.65 million dollars as the time of the actuarial
report. (as of October 2009 $1.8 million) Subtracting this amount
from the necessary total of $65,626,213 results in an unfunded
liability of $63,773,213.

e The current year cost to amortize the unfunded liability over 30
years would be $3,051,302. This in addition to the current “pay as
you go” accrual cost would require the District to fund $6.27
million this year with that accrual portion increasing each year
based on covered payroll.

Receive the Actuarial Study of Retiree Health Liabilities and review its
implications on future district funding.

Recommendation:
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Actuarial Study of
Retiree Health Liabilities
As of March 1, 2009

Prepared by:
Total Compensation Systems, Inc.
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Pajaro Valley Unified School District
Actuarial Study of Retiree Health Liabilities

PART I: EXECUTIVE SUMMARY

A. Introduction

Pajaro Valley Unified School District engaged Total Compensation Systems, Inc. (TCS) to analyze
liabilities associated with its current retiree health program as of March 1, 2009 (the valuation date). The numbers in

this report were calculated assuming they would first be used to determine accounting entries for the 2009-10 fiscal
year.

This actuarial study is intended to serve the following purposes:

»  To provide information to enable Pajaro Valley USD to manage the costs and Habilities
associated with its retiree health benefits.

»  To provide information to enable Pajaro Valley USD to communicate the financial
implications of retiree health benefits to internal financial staff, the Board, employee
groups and other affected parties.

»  Toprovide information needed to comply with Governmental Accounting Standards
Board Accounting Standards 43 and 45 related to "other postemployment benefits”
(OPEB's).
Because this report was prepared in compliance with GASB 43 and 45, as appropriate, Pajarc Valley USD should
not use this report for any other purpose without discussion with TCS. This means that any discussions with
employee groups, governing Boards, etc. should be restricted to the implications of GASB 43 and 45 compliance.

This actuarial report includes several estimates for Pajaro Valley USD's retiree health program. In addition
to the tables included in this report, we also performed cash flow adequacy tests as required under Actuarial
Standard of Practice 6 (ASOP 6). Our cash flow adequacy testing covers a twenty-year period. We would be happy
to make this cash flow adequacy test available to Pajaro Valley USD in spreadsheet format upon request,

We calculated the following estimates separately for active employees and retirees. As requested, we also
separated results by the following employee classifications: Certificated, Classified and Management. We estimated
the following:

» the total liability created. (The actuarial present value of total projected benefits or
APVTPB)
» the ten year "pay-as-you-go" cost to provide these benefits,

» the "actuarial accrued lability (AAL)." (The AAL is the portion of the APVTPB
attributable to employees’ service prior to the valuation date. )

> the amount necessary to amortize the UAAL over a period of 30 years.

> the annual contribution required to fund retiree benefits over the working lifetime of
eligible employees (the "normal cost™).
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» The Annual Required Contribution (ARC) which is the basis of calculating the annual
OPEB cost and net OPEB obligation under GASB 43 and 45.

We summarized the data used to perform this study in Appendix A. No effort was made to verify this
information beyond brief tests for reasonableness and consistency.

All cost and liability figures contained in this study are estimates of fiture results. Future results can vary
dramatically and the accuracy of estimates contained in this report depends on the actuarial assumptions used.
Normal costs and liabilities could easily vary by 10 - 20% or more from estimates contained in this report. The best
way to respond to this uncertainty of future results is to have an actuarial study performed regularly - no less
frequently than every two or three years as provided by GASB 43 and 45.

B. General Findings

We estimate the "pay-as-you-go" cost of providing retiree health benefits in the year beginning March 1,
2009 to be $4,889,630 (see Section IV.A.). The “pay-as-you-go” cost is the cost of benefits for current retirees.

For current employees, the value of benefits "accrued” in the year beginning March 1, 2009 (the normal
cost) is $2,519,494. This normal cost would increase each year based on covered payroll. Had Pajaro Valley USD
begun accruing retiree health benefits when each current employee and retiree was hired, a substantial liability
would have accumulated. We estimate the amount that would have accumulated to be $65,626,213. This amount is
called the "actuarial accrued liability” (AAL). Of this amount, $51,938,570 is the remaining unamortized balance of
the initial unfunded actuarial accrued liability (UAAL). This leaves an additional AAL of $13, 687,643.

Pajaro Valley USD has set aside funds for retiree health liabilities in a GASR 45 qualifying trust. We
calculated the actuarial value of plan assets (AVA) using a 15 year smoothing formula and 20% corridor around
market value. The resulting AVA is $1,650,064. This leaves an unfunded additional actuarial accrued liability
(UAAL) of $12,037,579 We calculated the annual cost to amortize this unfunded additional actuarial accrued
hiability using a 7% discount rate. We used a 30 year open amortization period. The current year cost {o amortize
the unfunded "additional actuarial accrued Hability" is $686,321. This amortization payment would increase each
year based on covered payroll.

Combining the normal cost, the initial UAAL amortization and additional UAAL amortization costs in the
first year produces a total first year annual required contribution (ARC) of $6,277,594. The ARC is used as the basis
for determining expenses and liabilities under GASB 43/45. The ARC is used in licu of (rather than in addition to)
the “pay-as-you-go” cost.

We based all of the above estimates on employees as of March, 2009. Over time, liabilities and cash flow
will vary based on the number and demographic characteristics of employees and retirees. It will be important to

periodically revalue costs and liabilities.

C. Description of Retiree Benefits

Following is a description of the current retiree benefit plan:
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Certificated Classified Management
Benefit types provided Medical, dental and vision Medical, dental and vision Medical, dental and vision
Duration of Benefits To age 65 To age 65 To age 65
Required Service 10 years 10 years 10 years
Minimum Age 55 55 55
Dependent Coverage Yes Yes Yes
District Contribution % 100% after retiree 100% 100% after retiree
contributions of $56 for contributions of $56 for
single coverage and $90 single coverage and $90
for two party coverage for two party coverage
District Cap None None None

D. Recommendations

It is outside the scope of this report to make specific recommendations of actions Pajaro Valley USD should
take to manage the substantial liability created by the current retiree health program. Total Compensation Systems,
Inc. can assist in identifying and evaluating options once this report has been studied. The following
recommendations are intended only to allow the District to get more information from this and future studies.
Because we have not conducted a comprehensive administrative audit of Pajaro Valley USD’s practices, it is
possible that Pajaro Valley USD is already complying with some or all of our recommendations.

» We recommend that Pajaro Valley USD inventory all benefits and services provided to retirees —
whether contractually or not and whether retiree-paid or not. For each, Pajaro Valley USD should
determine whether the benefit is material and subject to GASB 43 and/or 45.

» We recommend that Pajaro Valley USD conduct a study whenever events or contemplated
actions significantly affect present or future liabilities, but no less frequently than every two
or three years, as will be required under GASB 43/45.

> We recommend that the District communicate the magnitude of these costs to employees
and include employees in discussions of options to control the costs.

> Because of the significant liabilities created by the current retiree health program, the
District should consider earmarking funds to pay future benefits. It should be noted that the
upcoming GASB accounting standard will require assets sufficient to offset retiree health
liabilities. Accrual basis costs under GASB 43/45 will be lower and more stable to the
extent liabilities are funded under an irrevocable trust that qualifics under GASB 43/45 as a
“plan.”

> Under GASB 45, it is important to isolate the cost of retiree health benefits. We strongly urge
Pajaro Valley USD to have all premiums, claims and expenses for retirees separated from active
employee premiums, claims, expenses, etc. To the extent any retiree benefits are made available to
retirees over the age of 65 — even on a retiree-pay-all basis — all premiums, claims and expenses for
post-65 retiree coverage should be segregated from those for pre-65 coverage. Furthermore, Pajaro
Valley USD should arrange for the rates or prices of all retiree benefits to be set on what is
expected to be a self-sustaining basis.
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> Pajaro Valley USD should establish a way of designating employees as eligible or ineligible for
future OPEB benefits. Ineligible employees can include those in ineligible job classes; those hired
after a designated date restricting eligibility; those who, due to their age at hire cannot qualify for
District-paid OPEB benefits; employees who exceed the termination age for OPEB benefits, etc.

» Several assumptions were made in estimating costs and liabilities under Pajaro Valley
USD's retiree health program. Further studies may be desired to validate any assumptions
where there is any doubt that the assumption is appropriate. (See Appendices B and C for a
list of assumptions and concerns.) For example, Pajaro Valley USD should maintain a
retiree database that includes — in addition to date of birth, gender and employee
classification — retirement date and (if applicable) dependent date of birth, relationship and
gender. It will also be helpful for Pajaro Valley USD to maintain employment termination
information -- namely, the number of OPEB-eligible employees in each employee class that
terminate employment each year for reasons other than death, disability or retirement.

» Segregating plan assets will allow taking advantage of California Government Code
Sections 53620 through 53622 to achieve greater investment income on plan assets. This
study assumes an investment return net of all investment and plan expenses of 7%. We
recommend Pajaro Valley USD take actions to achieve a long term rate of return that
reflects the long term nature of the liabilities.

Respectfully submitted,

Geoffrey L. Kischuk, FSA, MAAA, FCA
Consultant

Total Compensation Systems, Inc.

{805) 496-1700
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PART II: BACKGROUND

A. Summary

Accounting principles have long held that the cost of retiree benefits should be “accrued” over employees'
working lifetime. For this reason, the Governmental Accounting Standards Board (GASB) issued in 2004
Accounting Standards 43 and 45 for retiree health benefits.

B. Actuarial Accrual

To actuarially accrue retiree health benefits requires determining the amount to expense each year so that
the liability accumulated at retirement is, on average, sufficient (with interest) to cover all retiree health expenditures
without the need for additional expenses. There are many different ways to determine the annual accrual amount.
The calculation method used is called an “actuarial cost method.”

Conceptually, there are two components of actuarial cost - a “normal cost” and amortization of something
called the “unfunded actuarial accrued liability.” Both accounting standards and actuarial standards usually address
these two components separately (though alternative terminology is sometirmes used).

The normal cost can be thought of as the value of the benefit earned each year if benefits are accrued during
the working lifetime of employees. This report will not discuss differences between actuarial cost methods or their
application. Instead, following is a description of a commonly used, generally accepted actuarial cost method that
will be permitted under GASB 43 and 45. This actuarial cost method is called the “entry age normal” method.

Under the entry age normal cost method, an average age at hire and average retirement age are determined
for eligible employees. Then, the actuary determines what amount needs to be expensed each year from hire until
retirement to fully accrue the expected cost of retiree health benefits. This amount is the normal cost. Under GASB
43 and 45, the normal cost can be expressed either as a level dollar amount or as a level percentage of payroll.

The normal cost is determined using several key assumptions:

» The current cost of retiree health benefits (often varying by age, Medicare status and/or dependent
coverage). The higher the current cost of retiree benefits, the higher the normal cost.

» The “trend” rate at which retiree health benefits are expected to increase over time. A hi gher trend
rate increases the normal cost. A “cap” on District contributions can reduce trend to zero once the
cap is reached thereby dramatically reducing normal costs.

> Mortality rates that vary by age and sex. (Unisex mortality rates are not usually used because an
individual’s OPEB benefits do not depend on the mortality table used.) If employees die prior {o
retirement, contributions attributable to deceased employees are available to fund benefits for
employees who live to retirement. After retirement, death results in benefit termination. Although
higher mortality rates reduce normal costs, the mortality assumption is not likely to vary from
employer to employer.

> Employment termination rates have the same effect as mortality inasmuch as higher termination
rates reduce normal costs. Employment termination can vary considerably between school districts.
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> Vesting rates reflect years of service required to earn full or partial retiree benefits,. While longer
vesting periods reduce costs, cost reductions are not usually substantial unless full vesting requires
more than 20 years of service.

» Retirement rates determine what proportion of employees retire at each age (assuming employees
reach the requisite length of service). Retirement rates often vary by employee classification and
implicitly reflect the minimum retirement age required for eligibility. Higher retirement rates
increase normal costs but, except for differences in minimum retirement age, retirement rates tend
to be consistent between school districts for each employee type.

» FParticipation rates indicate what proportion of retirees are expected to elect retiree health benefits
if a significant retiree contribution is required. Higher participation rates increase costs,

> The discount rate cstimates investment eamings for assets earmarked to cover retiree health benefit
liabilities. The discount rate depends on the nature of underlying assets. For example, earmarked
funds earning money market rates in the county treasury are likely to earn far less than a diversified
portfolio including stocks, bonds, etc. A higher discount rate can dramatically lower normal costs.
GASB 43 and 45 require the interest assumption to reflect likely Jong ferm investment return.

The assumptions listed above are not exhaustive, but are the most common assumptions used in actuarial
cost calculations. The actuary selects the assumptions which - taken together - will yield reasonable results. It's not
necessary (or even possible) to predict individual assumptions with complete accuracy.

If all actuarial assumptions were exactly met and an employer had expensed the normal cost every year for
all past and current employees and retirees, the funds would have accumulated to a sizeable amount (after adding
interest and subtracting retiree benefit costs from the accumulated funds). The fund that would have accumulated is
called the actuarial accrued liability or AAL. The excess of the AAL over funds earmarked for retiree health benefits
is called the unfinded actuarial accrued liability (or UAAL). Under GASB 43 and 45, in order for assets to count
toward offsetting the AAL, the assets have to be held in an irrevocable trust that is safe from creditors and can only
be used to provide OPEB benefits to eligible participants.

The actuarial accrued liability (AAL) can arise in several ways. First, at the inception of actuarial funding,
there is usually a substantial UAAT.. Under GASB 43 and 45, some portion of this amount can be established as the
"transition obligation" subject to certain constraints. UAAL can also increase as the result of operation of a retiree
health plan - e.g., as a result of plan changes or changes in actuarial assumptions. Finally, AAL can arise from
actuarial gains and losses. Actuarial gains and losses result from differences between actuarial assumptions and
actual plan experience.

Under GASB 43 and 45, employers have several options on how the UAAL can be amortized as follows:

» The employer can select an amortization period of 1 to 30 years. (For certain situations that result in a
reduction of the AAL, the amortization period must be at least 10 years.)

» The employer may apply the same amortization period to the total combined UAAL or can apply
different periods to different components of the UAAL.

» The employer may elect a “closed” or “open” amortization period.
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» The employer may choose to amortize on a level dollar or level percentage of payroll method.

UAAL amortization payments can be higher than the normal cost. The magnitude of the UAAL depends
not only on all the assumptions discussed earlier, but also on the average age of employees. The higher employees'
average age, the greater the AAL.
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PART III: LIABILITIES AND COSTS FOR RETIREE BENEFITS

A. Introduction.

We calculated the actuarial present value of projected benefits (APVPB) separately for each employee. We
determined eligibility for retiree benefits based on information supplied by Pajaro Valley USD. We then selected
assumptions for the factors discussed in the above Section that, based on plan experience and our training and
experience, represent our best prediction of future plan experience. For each cmployee, we applied the appropriate
factors based on the employee's age, sex and length of service.

We summarized actuarial assumptions used for this study in Appendix C.

B. Medicare

The extent of Medicare coverage can affect projections of retiree health costs. Because District-paid
benefits end at or before age 65, Medicare integration methods have a minimal impact on retiree health costs and
liabilities.

C. Liability for Retiree Benefits,

For each employee, we projected future premium costs using an assumed trend rate (see Appendix C). A
constant trend rate was used for all years. This rate may understate trend in some years but might overstate it in
others. As long as trend averages the assumed rate over a long period, it is not critical the rate be correct in any one
year,

We multiplied each year's projected cost by the probability that premium will be paid; i.c. based on the
probability that the employee is living, has not terminated employment and has retired. The probability that premium
will be paid is zero if the employee is not eligible. The employee is not cligible if s'he has not met minimum service,
minimum age or, if applicable, maximum age requirements.

The product of each year's premium cost and the probability that premium will be paid equals the expected
cost for that year, We discounted the expected cost for each year to the valuation date March 1, 2009 at 7% interest.

Finally, we multiplied the above discounted expected cost figures by the probability that the retiree would
elect coverage. A retiree may not elect to be covered if retiree health coverage is available less expensively from
another source (e.g. Medicare risk contract) or the retiree is covered under a spouse's plan.

For current retirees, the approach used was similar. The major difference is that the probability of payment
for current retirees depends only on mortality and age restrictions (i.e. for retired employees the probability of being
retired and of not being terminated are always both 1.0000).

We added the APVPB for all employees to get the actuarial present value of total projected benefits
(APVTPB). The APVTPB (sometimes called the expected postemployment benefit obligation or EPBO) is the
estimated present value of all future retiree health benefits for all current employees and retirees. The APVTPB is
the amount on March 1, 2009 that, if all actuarial assumptions are exactly right, would be sufficient to expense all
promised benefits until the last current employee or retiree dies or reaches the maximum eligibility age.

10
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Actuarial Present Value of Total Projected Benefits

March 1, 2009 Total Certificated Classified Management
Active: Pre-65 $71,248,139 $33,659,438 $33,096,507 $4,492.194
Post-65 30 50 $0 $0

Subtotal $71,248,139 $33,659.438 $33,096,507 $4,492,194
Retiree: Pre-63 $16,239,382 $9.437,107 $5,898,057 $904,418
Post-65 $0 S0 $0 $0

Subtotal $16,239,582 $9,437,1067 $5,898,057 904,418

Grand Total $87,487,721 $43,096,545 $38,994,564 $5,396,612
Subtotal Pre-65 $87.487,721 $43,096,545 $38,994 564 $5,396,612
Subtotal Post-65 $0 $0 $0 $0

The APVTPB should be accrued over the working lifetime of employees. At any time much of it has not
been “camed” by employees. The APVTPB is used to develop expense and lability figures. To do so, the APVTFR
is divided into two parts: the portions attributable to service rendered prior to the valuation date (the past service
liability or actuarial accrued liability under GASB 43 and 45) and to service after the valuation date but prior to
retirement (the future service liability).

The past service and future service liabilities are each funded in a different way. We will start with the
future service liability which is funded by the normal cost.

D. Cost to Prefund Retiree Benefits

1. Normal Cost

The average hire age for eligible employees is 33. To accrue the liability by retirement, the District would
accrue the retiree liability over a period of about 27 years (assuming an average retirement age of 60). We applied an
"entry age normal” actuarial cost method to determine funding rates for active employees. The table below
summarizes the calculated normal cost.

Normal Cost Year Beginning

March 1, 2009 Total Certificated Classified Management
# of Employees 2154 1185 829 140
Per Capita Normal Cost
Pre-65 Benefit N/A $1,038 $1,356 $1,181
Post-65 Benefit N/A 80 $0 $0
First Year Normal Cost
Pre-65 Benefit $2,519,494 $1,230,030 $1,124,124 $165,340
Post-65 Benefit $0 $0 $0 $0
Total $2,519,494 $1,230,030 $1,124,124 $165,340

Accruing retiree health benefit costs using normal costs would level out the cost of retiree health benefits

11
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over time and more fairly reflect the value of benefits "earned" each year by employees. This normal cost would
increase each year based on covered payroll.

2. Amortization of Unfunded Actuarial Accrued Liability (UAAL)

If actuarial assumptions are bome out by experience, the District could fully accrue retiree benefits by
expensing an amount each year that equals the normal cost. If no accruals had taken place in the past, there would be
a shortfall of many years' contributions, accumulated interest and forfeitures for terminated or deceased employees.
This shortfall is called the actuarial accrued lability (AAL). We calculated the AAL as the APVTPB minus the
present value of future normal costs. We have offset the actuarial accrued liability by funds earmarked for retiree
benefits to obtain the unfunded actuarial accrued liability. Earmarked funds are “as of” February 28, 2009,

The District can amortize the UAAL over many years. The table below shows the annual amount necessary
to amortize the UAAL over a period of 30 years at 7% interest. (Thirty years is the longest amortization period
allowable under GASB 43 and 45.) GASB 43 and 45 will allow amortizing the UAAL using either payments that
stay the same as a dollar amount, or payments that are a flat percentage of covered payroll over time. The figures
below reflect the level percentage of payroll method. This amortization payment would increase each year based on
covered payroll. Payments would continue for 30 years, after which time amortization payments would end.

Actuarial Accrued Liability

as of March 1, 2009 Total Certificated Classified Management
Active: Pre-65 $49,386,629 $22,330,694 $23,893,261 $3,162,674
Post-65 S0 %0 $0 $0
Subtotal $49,386,629 $22,330,694 $23,893,261 $3,162,674
Retiree: Pre-65 $16,239,582 $9,437.107 $5,898,057 $904,418
Post-65 $0 $0 $0 50
Subtotal $16,239,582 $9.437,107 $5,898,057 $904,418
Subtot Pre-65 $65,626,212 $31,767,801 $29,791,319 $4,067,092
Subtot Post-65 50 50 $0 50
Grand Total $65,626,213 $31,767.801 $29,791,3 19 $4,067.093
Initial Unamortized UAAL $51,938,570

AVA at February 28, 2009 $1,650,064

Unfunded AAL $12,037,579

Ist Year UAAL Amortization $686,321

at 7.0% over 30 Years

3. Annual Required Coniributions (ARC)

If the District determines retiree health plan expenses in accordance with GASB 43 and 45, first year costs
will include both normal cost and UAAL amortization costs. The sum of normal cost and UAAL amortization costs
is called the Annual Required Contribution (ARC) and is shown below.,

12
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March 1, 2609 Total
Normal Cost $2,519,494
Initial UAAL Amortization $3,071,779
Add’l UAAL Amortization $686,321

ARC $6,277,594
Pay-As-You-Go Cost $4,889.630
Added Cost of GASB 43/45 $1,387,964

This amortization payment would increase each year based on covered payroll. The normal cost remains as
long as there are active employees who may some day qualify for District-paid retiree health benefits. This normal
cost would increase each year based on covered payroll.

Should Pajaro Valley USD decide to fund retiree health benefits as shown above, the cost of current retiree

benefits would be deducted from earmarked funds. This means the true cost is the difference between the ARC and
“pay-as-you-go” costs. The above table shows the additional cost necessary to fund retiree health benefits.

4. Other Components of Annuyal OPEBR Cost (AOC)

Once GASB 43 and 45 are implemented, the expense and liability amounts may include more components
of cost than the normal cost plus amortization of the UAAL. This wil} apply to employers that don’t fully fund the
Annual Required Cost (ARC) through an irrevocable trust.

» The annual OPEB cost (AOC) will include assumed interest on the net OPEB obligation
(NOQO). The annual OPEB cost will also include an amortization adjustment for the net
OPEB obligation. (It should be noted that there is no NOO if the ARC is fully finded
through a qualifying “plan”.)

> The net OPEB obligation will equal the accumulated differences between the (AOC) and
qualifying “plan” contributions.

13
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PART IV: "PAY AS YOU GO" FUNDING OF RETIREE BENEFITS

We used the actuarial assumptions shown in Appendix C to project ten year cash flow under the retiree
health program. Because these cash flow estimates reflect average assumptions applied to a relatively small number
of employees, estimates for individual years are certain to be inaccurate. However, these estimates show the size of
needed cash flow and also the rate of increase in annual costs. Because we have used trend rates that are constant
over time, it is likely that medical costs will be understated in some years and overstated in others.

The following table shows a projection of annual amounts needed to pay the District share of retiree health
premiums.

Year

Beginning

March 1 Total Certificated Classified Management
2009 $4,889,630 $2,920,447 $1,720,422 $248.761
2010 $4.767.879 82,704,535 $£1,809,094 $254,250
2011 $5,079,386 $2,820,509 $1,927,685 $331,192
2012 $5,480,017 $2.969.516 $£2,118,278 $392.223
2013 $5,585,584 $2,875,868 $2,314,379 $395,337
2014 $5,960,225 $2,877.121 $2,596,779 $486,325
2015 $6,401,299 $3,022,213 $2,817,843 $561,243
2016 $6,496,998 $3,105,490 $2,944,726 $446,782
2017 $6,659,482 $3,053,899 $3,229.152 $376,431
2018 $6,931,089 $3,097,725 $3,419,535 $413,829

14
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PART V: RECOMMENDATIONS FOR FUTURE VALUATIONS

To effectively manage benefit costs, an employer must periodically examine the existing liability for retiree
benefits as well as future annual expected premium costs. We recommend every two or three years as will be
required under GASB 43/45. In addition, a valuation should be conducted whenever plan changes, changes in
actuarial assumptions or other employer actions are likely to cause a material change in accrual costs and/or
Habilities,

Following are examples of actions that could trigger a new valuation.

> An employer should perform a valuation whenever the employer considers or puts in place
an early retirement incentive program.

> An employer should perform a valuation whenever the employer adopts a retiree benefit
plan for some or all employees.

» An employer should perform a valuation whenever the employer considers or implements
changes to retiree benefit provisions or eligibility requirements.

> An employer should perform a valuation whenever the employer introduces or changes
retiree contributions.

We recommend Pajaro Valley USD take the following actions to ease future valuations.

> We have used our training, experience and information available to us to establish the
actuarial assumptions used in this valuation. We have no information to indicate that any of
the assumptions do not reasonably reflect future plan experience. However, the District
should review the actuarial assumptions in Appendix C carefully. If the District has any
reason to believe that any of these assumptions do not reasonably represent the expected
future experience of the retiree health plan, the District should engage in discussions or
perform analyses to determine the best estimate of the assumption in question.

15
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PART VI: APPENDICES

APPENDIX A: MATERIALS USED FOR THIS STUDY

We relied on the following materials to complete this study.

»  We used paper reports and digital files containing employee demographic data from the
District personnel records.

»  We used relevant sections of collective bargaining agreements provided by the District,

16
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APPENDIX B: EFFECT OF ASSUMPTIONS USED IN CALCULATIONS

While we believe the estimates in this study are reasonable overall, it was necessary for us to use
assumptions which inevitably introduce errors. We believe that the errors caused by our assumptions will not
materially affect study results. If the District wants more refined estimates for decision-making, we recommend
additional investigation, Following is a brief summary of the impact of some of the more critical assumptions.

I. Where actuarial assumptions differ from expected experience, our estimates could be
overstated or understated. One of the most critical assumptions is the medical trend rate.
The District may want to commission further study to assess the sensitivity of hability
estimates to our medical trend assumptions. For example, it may be helpful to know how
liabilities would be affected by using a trend factor 1% higher than what was used in this
study.

2, We used an "entry age normal” actuarial cost method to estimate the actuarial accrued
liability and normal cost. GASB will allow this as one of several permissible methods
under its upcoming accounting standard. Using a different cost method could result in a
somewhat different recognition pattern of costs and liabilities.

17
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APPENDIX C: ACTUARIAL ASSUMPTIONS AND METHODS

Following is a summary of actuarial assumptions and methods used in this study. The District should
carefully review these assumptions and methods to make sure they reflect the District's assessment of its underlying
experience. It is important for Pajaro Valley USD to understand that the appropriateness of all selected actuarial
assumptions and methods are Pajaro Valley USD’s responsibility. Unless otherwise disclosed in this report, TCS
believes that all methods and assumptions are within a reasonable range based on the provisions of GASB 43 and
45, applicable actuarial standards of practice, Pajaro Valley USD’s actual historical experience, and TCS’s
Jjudgement based on experience and training.

ACTUARIAL METHODS AND ASSUMPTIONS:

ACTUARIAL COST METHOD: Entry age normal. The allocation of OPEB cost is based on years of
service. We used the level percentage of payroll method to allocate OPER cost over years
of service.

Entry age is based on the average age at hire for eligible employees. The attribution period
1s determined as the difference between the average retirement age and the average age at
hire. The present value of future benefits and present value of future normal costs are
determined on an employee by employee basis and then aggregated.

To the extent that different benefit formulas apply to different employees of the same class,
the normal cost is based on the benefit plan applicable to the most recently hired employees
(including future hires if a new benefit formula has been agreed to and communicated to
employees).

AMORTIZATION METHODS: We used the level percentage of payroll method to allocate amortization
cost by year. We used a closed 30-year amortization period for the initial UAAL. We used
an open 30-year amortization period for additional UAAL

SUBSTANTIVE PLAN:  As required under GASB 43 and 45, we based the valuation on the substantive
plan. The formulation of the substantive plan was based on a review of written plan
documents as well as historical information provided by Pajaro Valley USD regarding
practices with respect to employer and employee contributions and other relevant factors.
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Total Compensation Systems, Inc.

ECONOMIC ASSUMPTIONS:

Economic assumptions are set under the guidance of Actuarial Standard of Practice 27 (ASOP 27). Among other
things, ASOP 27 provides that economic assumptions should reflect a consistent underlying rate of general inflation.
For that reason, we show our assumed long-term inflation rate below.

INFLATION:  We assumed 3% per year.

INVESTMENT RETURN / DISCOUNT RATE: We assumed 7% per year. This is based on assumed long-
term return on plan assets assuming 100% funding through the existing trust. We used the
“Building Block Method” as described in ASOP 27 Paragraph 3.6.2. The District has not
been fully funding the ARC. If the contribution shortfall is not made up by the next
valuation, we will be required to reflect a lower interest assumption.

TREND: We assumed 4% per year. Our long-term trend assumption is based on the conclusion that,
while medical trend will continue to be cyclical, the average increase over time cannot
continue to outstrip general inflation by a wide margin. Trend increases in excess of
general inflation result in dramatic increases in unemployment, the number of uninsured
and the number of underinsured. These effects are nearing a tipping point which will
inevitably result in fundamental changes in health care finance and/or delivery which will
bring increases in health care costs more closely in line with general inflation. We do not
believe it is reasonable to project historical trend vs. inflation differences several decades
into the future,

PAYROLL INCREASE: We assumed 3% per year. This assumption applies only to the extent that either or
both of the normal cost and/or UAAL amortization use the level percentage of payroll
method. For purposes of applying the level percentage of payroll method, payroll increase
must not assume any increases in staff or merit increases.

ACTUARIAL ASSET VALUATION: We used asset values provided by Pajaro Valley USD. We used a 15
year smoothing formula subject to a 20% corridor around market value.
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Total Compensation Systems, Inc.

NON-ECONOMIC ASSUMPTIONS:

Economtic assumptions are set under the guidance of Actuarial Standard of Practice 35 (ASOP 35),

MORTALITY: CalSTRS mortality for certificated employees.
CalPERS mortality for Miscellaneous employees.

RETIREMENT RATES: CalSTRS retirement rates for certificated employees.
CalPERS retirement rates for the 2 %@ 55 pension formula for other employees.

VESTING RATES:
Certificated Classified Management
Vesting Percentage 100% 100% 100%
Vesting Period 10 years 10 years 10 years
COSTS FOR RETIREE COVERAGE:

We based costs on actual retiree claims and expenses. First Year costs are as shown below. Subsequent years’ costs
are based on first year costs adjusted for trend and limited by any District contribution caps,

Certificated Classified Management
Current Retirees: based on actual costs

Current Plan:

Future Retirees Pre-65 $16,807 $19.078 $17.822
Future Retirees Post-65 S0 S0 $0
PARTICIPATION RATES: 100%

TURNOVER:  CalSTRS tumnover for certificated employees.
CalPERS turnover for Miscellaneous employees.

SPQUSE PREVALENCE: To the extent not provided and when needed to calculate benefit liabilities, 80%
of retirees assumed to be married at retirement. After retirement, the percentage married is
adjusted to reflect mortality,

SPOUSE AGES: To the extent spouse dates of birth are not provided and when needed to calculate benefit
liabilities, female spouse assumed to be three years younger than male.

AGING FACTORS:
Medical Annual
Attained Age Increases

50-64 3.5%
65-69 3.0
70-74 2.5
75-79 15
80-84 0.5

85+ 0.0
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Total Compensation Systems, Inc.

APPENDIX D: DISTRIBUTION OF ELIGIBLE PARTICIPANTS BY AGE

ELIGIBLE ACTIVE EMPLOYEES:

Age Total Certificated Classified Management
Under 25 66 25 40 1
25-29 215 129 81 5
30-34 233 153 67 13
35-39 272 169 81 22
40-44 278 130 129 19
45-49 303 156 129 18
50-54 363 189 150 24
55-59 291 153 110 28
60-64 133 81 42 10
65 and 0 0 0 0
older
Total 2154 1185 829 140
ELIGIBLE RETIREES:
Age Total  Certificated Classified ~ Management
Under 50 0 0 0 0
50-54 0 0 0 0
55-59 79 44 30 5
60-64 186 125 54 7
65-69 0 0 0 0
70-74 0 0 0 0
75-79 0 0 0 0
80-84 0 0 0 0
85-89 0 0 0 0
90 and 0 0 0 0
older
Total 265 169 84 12
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Total C__{_)__mpensation Systems, Inc.

APPENDIX E: GLOSSARY OF RETIREE HEALTH VALUATION TERMS

Note:  The following definitions are intended to help a non-actuary understand concepts related to retiree health
valuations. Therefore, the definitions may not be actuarially accurate.

Actuarial Accrued Liability: The amount of the actuarial present value of total projected benefits attributable to
employees’ past service based on the actuarial cost method used.

Actuarial Cost Method: A mathematical model for aflocating OPEB costs by year of service.

Actuarial Present Value of Total
Projected Benefits: The projected amount of all OPEB benefits to be paid to current and future retirees
discounted back to the valuation date.

Actuarial Value of Assets: Market-related value of assets which may include an unbiased formula for
smoothing cyclical fluctuations in asset values.

Annual OPEB Cost: This is the amount employers must recognize as an expense each year, The annual
OPEB expense is equal to the Annual Required Contribution plus interest on the
Net OPEB obligation minus an adjustment to reflect the amortization of the net
OPEB obligation.

Annual Required Contribution: The sum of the normal cost and an amount to amortize the unfunded actuarial
accrued liability. This is the basis of the annual OPEB cost and net OPEB
obligation.

Closed Amortization Period: ~ An amortization approach where the original ending date for the amortization
period remains the same. This would be similar to a conventional, 30-year
mortgage, for example.

Drscount Rate: Assumed investment return net of all investment expenses. Generally, a higher
assumed inferest rate leads to lower normal costs and actuarial accrued liability.

Implicit Rate Subsidy; The estimated amount by which retiree rates are understated in situations where,
for rating purposes, retirees are combined with active employees.

Mortality Rate: Assumed proportion of people who die each year. Mortality rates always vary by
age and often by sex. A mortality table should always be selected that is based on
a similar “population” to the one being studied.

Net OPER Obligation: The accumulated difference between the anmual OPEB cost and amounts
contributed to an irrevocable trust exclusively providing retiree OPEB benefits and
protected from creditors.

Normal Cost: The dollar value of the “carned” portion of retiree health benefits if retiree health
benefits are to be fully accrued at retirement.
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Total Compens__a_tion Systems, Inc.

OPEB Benefits:

Open Amortization Period:

Participation Rate:

Retirement Rate:

Transition Obligation:

Trend Rate:

Turnover Rate:

Unfunded Actuarial
Accrued Liability:

Valuation Date:

Vesting Rate:

Other PostEmployment Benefits. Generally medical, dental, prescription drug, life,
long-term care or other postemployment benefits that are not pension benefits,

Under an open amortization period, the remaining unamortized balance is subject
to a new amortization schedule each valuation. This would be similar, for example,
to a homeowner refinancing a mortgage with a new 30-year conventional mortgage
every two or three years.

The proportion of retirees who elect to receive retiree benefits. A lower
participation rate results in lower normal cost and actuarial accrued liability, The
participation rate often is related to retiree contributions.

The proportion of active employees who retire each year. Retirement rates are
usually based on age and/or length of service. (Retirement rates can be used in
conjunction with vesting rates to reflect both age and length of service). The more
likely employees are to retire early, the higher normal costs and actuarial accrued
lability will be,

The amount of the unfunded actuarial accrued liability at the time actuarial accrual
begins in accordance with an applicable accounting standard.

The rate at which the cost of retiree benefits is expected to increase over time. The
trend rate usually varies by type of benefit (e.g. medical, dental, vision, etc.) and
may vary over time. A higher trend rate results in higher normal costs and
actuarial accrued Liability,

The rate at which employees cease employment due to reasons other than death,
disability or retirement. Turnover rates usually vary based on length of service and
may vary by other factors. Higher turnover rates reduce normal costs and actuarial
accrued liability.

This is the excess of the actuarial accrued Hability over assets irrevocably
committed to provide retiree health benefits.

The date as of which the OPEB obligation is determined. Under GASB 43 and 45,
the valuation date does not have to coincide with the statement date.

The proportion of retiree benefits earned, based on length of service and,

sometimes, age. (Vesting rates are often set in conjunction with retirement rates.)
More rapid vesting increases normal costs and actuarial accrued liability.
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PAJARO VALLEY UNIFIED SCHOOL DISTRICT

DATE: December 9, 2009
ITEM: Supplemental Early Retirement Program (SERP) Incentive, Certificated
Non-Management

RESOLUTION #09-10-07

OVERVIEW:  The attached documents outline the potential establishment of a retirement
incentive plan for certain eligible employees of the District.

The Retirement Plan will be referred to as the Pajaro Valley Unified School
District Supplemental Employees Retirement Plan (SERP).

The eligibility requirements for employees to participate in the plan would be as
follows:

95% of Base Salary as Spend Amount

o Tenured Certificated Non Management

o 55 Years of age by June 30, 2010

o 10 Years at 6/30/2010 of continuous PVUSD service (7/1/00-
6/30/10)

o Employee must retire from the district effective June 30, 2010

o Employee must qualify to retire from STRS

o Employee will not be eligible for reemployment in the district
other than as a substitute. And only as a substitute as eligible
under the new law implemented (AB 506) and effective July 1,
2010.

o Individuals previously retired from STRS are not eligible

o Before the plan can be implemented an analysis must be run to
ensure the individuals signed up for the plan do ultimately enable
the district to have a savings or break even implementation.

o The estimated breakeven point is 38 employees

o No individual may take more than one SERP from PVUSD

¢ Additional request to be presented at the board meeting

RECOMMENDATION:
It is recommended that the Board approve the proposed retirement incentive plan
to be discussed with the bargaining unit

BUDGET CONSIDERATIONS:
Funding Seurce: Appropriate fund for each retiree
Budgeted: NA
Amount: Estimated savings $ 1.3 million over 5 years

Assistant Superintendent, Human Resources: _Albert Roman

SUPERINTENDENT SIGNATUM:%/%@J%%M Doy Bole




BOARD RESQOLUTION

MEETING MINUTES
OF THE
PAJARO VALLEY UNIFIED SCHQOL DISTRICT

Resolution #09-10-07

On November 18, 2009, the Boatd of Education {the “Board”} of the Pajaro Valley Unified School District
(the “District”} held a meeting, All members of the Board were present except the following:

On motion of Board Member. » duly seconded and carried, the following
Resolution was adopted:

WHEREAS, California Government Code Section 53224 authorizes school districts to make
contributions to retirement plans; and

WHEREAS, the Pajaro Valley Unified School District desires to provide retirement benefits to its
employees under such a plan; and

. THEREFORE, IT IS RESOLVED that the Board of Fducation of Pajaro Valley Unified Schoot

Dustrict hereby establishes a retirement plan for certain eligible employees of the District effective
July 1, 2010,

RESOLVED FURTHER that the eligibility requirements for employees to participate in such plan
shall be as follows:

95% of Base Salary as Spend Amount

* Tenured Certificated Non Management

®* 55 Years of age by June 30, 2010

® . 10 Years at 6/30/2010 of continues PVUSD service (7/1/2000-
6/30/10) '

* Employee must retire from the district effective June 30, 2010

* Employee must qualify to retire from STRS

* Employee will not be eligible for re-employment in the district
other than as s substitute. And only as a substitute as eligible
under the new law implemented (AB 506) and affective J uly 1
2010 for STRS employees.

*  Individuals previously retired from STRS are not eligible

* Before the plan can be implemented an analysis must be run to
ensure the individuals signed up for the plan do ultimately
enable the district to have a savings or break even
implementation.

® The estimated breakeven point is 38 employees

* No individual may take more than one SERP from the District

»



- RESOLVED FURTHER that the Board hereby adopts that certain plan known as the Pajaro Valley
Unified School District Supplemental Employee Retirement Plan, effective July 1, 2010.

RESOLVED FURTHER that the Life Only benefit under such Plan shall be based on a 95% of
base salary as determined by the district pet the requitements befote mentioned.

RESOLVED FURTHER that the District shall make all contributions to the Plan to fund said
benefits,

RESOLVED FURTHER that, for putposes of the limitations on contributions and benefits under
the Plan, as prescribed by section 415 of the Internal Revenue Code of 1986, as amended, the
“limitation year” shall be the Plan Year, as defined under the terms and provisions of the Plan.

RESOLVED FURTHER that, for purposes of clarification of administration of the Plan but not for
purposes of making said Plan subject to title T of ERISA, the Board hereby designates the District as
the plan administraror.

RESOLVED FURTHER that the Board hereby appoints the following individuals to comprise the

Plan Committee:

Albert Roman . Mary Hart
Assistant Superintendent Human Resources Associate Superintendent, Business

RESOLVED FURTHER that the Board hereby authorizes any member of the Plan Committee to
execute on behalf of the District the Form 2848, Power of Attorney and Declatation of
Representative,

RESOLVED FURTHER that the Board hereby appoints Keenan & Associates as the contract
administrator to assist the District in the implementation and administeation of the Plan.

RESOLVED FURTHER that the Board hereby authorizes and directs Assistant Superintendent,
Human Resources and Associate Superintendent, Business to take the following actdons:

A. Execute the Plan and any and all other documents necessary or proper to implement the
Plan.
B. Contract with Keenan & Associates as contract administrator to provide all services

described in the contract.

C. Execute any and all documents, including any amendment to the Plan, necessary ot proper
to maintain favorable determination of the Plan.

D. Eanter into any other contract or agreement which he or she deems necessary or proper to
administer and/or fund the Plan and to attain and maintain the income tax qualification of
the Plan under the Internal Revenue Code of 1986, as amended.



AYES:

NOES:

ABSENT;

ABSTAIN:

DATED: 2009

BOARD MEMBERS:

Leslie De Rose
Libby Wilson
Sandra Nichols
Doug Keegan
Karen Osmundson
Willie Yahiro

Kim Tutley

I, Dorma Baker

» Secretary of the Board for the Pajaro Valley Unified

School District, hereby certify that the above and the foregoing Resolution was duly and regularly adopted by
the said Board at a regular meeting thereof on the 9 day of December 2009, and passed by 2 majority vote

of said Board.

IN WITNESS WHEREOQOF, T have hereunto set my hand and seal this 9% day of December 2009

Secretary of the Board of Education for the
Pajaro Valley Unified School District
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PAJO VALLEY UNIFIED SCHOOL DISTRICT

DATE: December 9, 2009
ITEM: Supplemental Early Retirement Program (SERP) Incentive, Certificated and
Classified Management

RESOLUTION 09-10-08

OVERVIEW:  The attached documents outline the potential establishment of a retirement
incentive plan for certain eligible employees of the District.

The Retirement Plan will be referred to as the Pajaro Vallev Unified School

District Supplemental Employees Retirement Plan (SERP).

The eligibility requirements for employees to participate in the plan would be as
follows:

95% of Base Salary as Spend Amount
o Certificated and Classified Management

© 35 Years of age by June 30, 2010

o 10 Years of continuous PVUSD service, including service as a
regular certificated or classified manager in the 2009-2010 school
year.

o Employee must retire from the district by June 30, 2010

o Employee must qualify to retire from STRS and PERS

o Employee will not be eligible for reemployment in the district
other than as a substitute. And only as a substitute as eligible
under the new law implemented (AB 506) and affective July 1,
2010 for STRS employees.

o Individuals previously retired from STRS or PERS are not eligible

o Before the plan can be implemented an analysis must be run to
ensure the individuals signed up for the plan do ultimately enable
the district to have a savings or break even implementation.

o No individual can take more than one SERP from PVUSD

Additional request to be presented at the board meeting

RECOMMENDATION:
It is recommended that the Board approve the proposed retirement
incentive plan to be discussed with the bargaining unit

BUDGET CONSIDERATIONS:
Funding Source: Appropriate fund for each retiree
Budgeted: NA
Amount: Estimated savings $ 346K over 5 years

Assistant Superintendent, Human Resources: _Albert Roman

SUPERINTENDENT SIGNATURE%;f /J{,,«f %w D27 fﬁa/%




BOARD RESOLUTION

MEETING MINUTES
OF THE
PAJARQ VALLEY UNIFIED SCHOOL, DISTRICT

09-10-08

On November 18, 2009, the Board of Education (the “Board™) of the Pajaro Valiey Unified School District
(the “District™) held a meeting. All members of the Board were present except the following:

On motion of Board Mermber: duly seconded and carried, the following
Resolution was adopted:

WHEREAS, California Government Code Section 53224 authorizes school districts to make
contributions to retirement plans; and

WHEREAS, the Pajaro Valley Unified School District desires to provide retitement benefits to its
employees under such a plan; and

THEREFORE, IT IS RESOLVED that the Board of Education of Pajaro Valley Unified School
District hereby establishes a retirement plan for certain eligible employees of the District effective
July 1, 2010. :

RESOLVED FURTHER that the eligibility requirements for employees to participate in such plan
shall be as follows:

95% of Base Salarv as Spend Amount

* Certificated and Classified Management
* 55 Years of age by June 30, 2010
® 10 Years of continuous PVUSD service, including service asa
regular certificated or classified manager in the 2009-2010
school year '
* Employee must retire from the district by June 30, 2010
*  Employee must qualify to retire from STRS or PERS _
* Employee will not be eligible for re-employment in the district
other than as s substitute. And only as a substitute as eligible
under the new law implemented (AB 506) and effective July 1,
2010 for STRS employees.
® Individuals previously retired from STRS or PERS are not
eligible
*  Before the plan can be implemented an analysis must be run to
ensure the individuals signed up for the plan do ultimately
-enable the district to have a savings or break even
implementation. '
* No individual may receive more than one SERP from the
district



RESOLVED FURTHER that the Board hereby adopts that certain plan known as the Pajaro Valley
Unified School District Supplemental Employee Retirement Plan, effective July 1, 2010.

RESOLVED FURTHER that the Life Only benefit under such Plan shall be based on a 95% of
base salary as determined by the district per the requirements before mentioned.

RESOLVED FURTHER that the District shall make all contributions to the Plan to feond said
benefits.

RESOLVED FURTHER that, for purposes of the limitations on contributions and benefits under
the Plan, as prescribed by section 415 of the Internal Revenue Code of 1986, as amended, the
“limitation year” shall be the Plan Year, as defined under the terms and provisions of the Plan.

RESOLVED FURTHER that, for purposes of clarification of administration of the Plan but not for
purposes of making said Plan subject to title I of ERISA, the Board hereby designates the District as
the plan administrator.

RESOLVED FURTHER that the Board hereby appoints the following individuals to comprise the

Plan Committee:

Albert Roman Marv Hart
Assistant Superintendent Human Resources Associate Superintendent, Business

RESOLVED FURTHER that the Board hereby authorizes any member of the Plan Committee to
execute on behalf of the District the Form 2848, Power of Attorney and Declaration of
Representative.

RESOLVED FURTHER that the Board hereby appoints Keenan & Associates as the contract
administrator to assist the District in the implementation and administration of the Plan,

RESOLVED FURTHER that the Board hereby authorizes and directs Assistant Superintendent,
HMuman Resources and Associate Superintendent, Business to take the foliowing actions:

A Execute the Plan and any and all other documents necessaty or proper to implement the
Plan.
B. Contract with Keenan & -Associates as contract administrator to provide all services

described in the contract.

€. Execute any and all documents, including any amendment to the Plan, necessary or proper
to maintain favorable determination of the Plan.

. Enter into any other contract or agreement which he or she deems 1ecessary or proper to
administer and/or fund the Plan and to attain and maintain the income tax qualification of
the Plan under the Internial Revenue Code of 19806, as amended.



AYTS:
NOES:
ABSENT:

ABSTAIN:

DATED: 2009

BOARD MEMBERS:

Leslie De Rose
Libby Wilson
Sandea Nichols
Doug Keegan
Karen Osmundson
Witlie Yahiro

Kim Turley

I, Dorma Baker Secretary of the Board for the Pajaro Valley Unified
School District, hereby certify that the above and the foregoing Resolution was duly and regularly adopted by
the said Board at a regular meeting theteof on the 9 day of December 2009, and passed by a majority vote
of said Board.

IN WITNESS WHEREOF, I have hereunto set my hand and seal this 9% day of December 2009,

Secretary of the Board of Education for the
Pajaro Valley Unified School District
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PAJARO VALLEY UNIFIED SCHOOL DISTRICT

Item No:

Date: December 9, 2009

Item: Provisional Internship Permit

Overview: Although the District practices aggressive efforts in teacher recruitment, shortages of
appropriately credentialed teachers still exist. In order for the District to employ a sufficient
number, teachers must be hired on Provisional Internship Permit.

The Provisional Internship Permit (PIP) was created in response to the phasing out of
emergency permits. It allows an employing agency to fill an immediate staffing need by
hiring an individual who has not yet completed their credentialing program.

Recommendation: It is recommended that the board approve the appointment of these teachers on a
Provisional Internship Permit. Board approval is required by the Commission on Teacher
Credentialing.

Budget Considerations: N/A

Funding Source:

Budgeted: Yes: D No: !:J

Amount: $

Prepared By:  Dr. Albert J. Roman

‘ Py
Superintendent’s Signature; w&&, W T f{)\ fo) dNoe d&fé’ﬂ
77 /




PAJARO VALLEY UNIFIED SCHOOL DISTRICT
CERTIFICATED PERSONNEL
December 9, 2009
TO: Members of the Governing Board
FROM: Dr. Albert Roman, Asst. Superintendent, Homan Resources

SUBJECT: Personnel Action

The following appointments have been made for the 2008-2009 School Year:

NAME SITE/PROGRAM POSITION EFF. DATES PIP TYPE
Marion Mensinger WHS English 08/10/2009-06/30/2010 Single Subject




State Of California Telephone.

California Commission Cn Teacher Credentialing {916) 445-7254 or (888) 921-2682
i Box 944270 f-mail: credentials@cte.ca gov
1900 Capitol Avenue Web site: www.cte.cagov
Sacramento, CA 94244-2700

VERIFICATION OF REQUIREMENTS
For the Provisional Internship Permit

This form must be completed by the employing agency and submitted with each application for a Provisional
Internship Permit.

Name of Applicant Marion Mensinger

SSN

Name of Employing Agency Pajaro Valley Unified School District

County/District/CDS Code 44/69799
L} Muitiple Subject
™ Single Subject - Specify subject(s): =Nglish

X Education Specialist - Specify disability area(s):

By submitting this form, the employing agency named above verifies that items 1-6 have been completed.
1. A diligent search has been conducted for a suitable credentialed teacher or qualified internship teacher by the
following methods and verification of such recruitment efforts is attached:
Required recruitment methods (provide photocopies of all of the following):
X Distributed job announcements
& Contacted college or university placement centers
& Advertised on the Internet

Optional recruitment methods (in addition to the required methods above):
L) Advertised in professional journais
 Attended job fairs in California
L) Attended recruitment out-of-state
(J Contacted California teacher recruitment centers
d Advertised in local/national newspapers
[ Other (explain)

2. The permit hoider will be provided orientation, guidance and assistance during the valid period of the permit

3. Public notice of intent to employ the applicant in the identified position has been given and meets the
following criteria (check the box that applies):
2 Public School District

Public notice was presented as an action item on the governing board agenda and acted upon
favorably, A copy of the agenda item is attached.
The agenda item included the appiicant’s name, assignment, including subject(s) grade level(s), school
site, and a statement that the applicant will be employed on the basis of a Provisional Internship
Permit.

{continued)
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L County Offices of Education, Nonpublic Schools, Statewide Agencies, and Charter Schools
Public notice was posted at least 72 hours before the position was filled. A copy of the dated notice is
attached.

Public notice included the applicant’s name, assignment, including subject(s) grade level(s), school
site, and a staternent that the applicant will be employed on the basis of a Provisional Internship
Permit.

Public notice included a signed statement from the superintendent or administrator confirmin g there
were no objections to the issuance of the permit.

4. The permit holder wili be provided assistance in developing a personalized plan through an agency-defined
assessment that would lead to meeting subject matter competence related to the permit

5. The permit holder will be provided assistance to seek and enroll in subject matter training, such as workshops
or seminars and site-based courses along with training in test-taking strategies and will assist the permit holder
in meeting subject matter competence related to the permit

6. The candidate has been apprised of the steps required to eamn a credential and enroll in an internship program
Employing Agency Certification

This form must be signed by the District/County Superintendent, Personnel Administrator, NPS/NPA Administrator,
or Designee.

I certify under penalty of perjury that the mformatlon provided on this form is true and correct.

L e .é) ,,,,, m,/éfc__/

Signature
Title Human Resource Analyst
Date 12/01/2009

CL-857 4/06 Page 2 of 2
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PAJARO VALLEY UNIFIED SCHOOL DISTRICT
'\‘i\?\“ W],f ¢

Board Agenda Backup

Item No:

14.7

Date: December 9, 2009

Action Item

Subject: RESOLUTION NO. 09-10-13 AUTHORIZING AND DIRECTING THE
EXECUTION OF CERTAIN LEGAL DOCUMENTS AND AUTHORIZING
AND DIRECTING CERTAIN ACTIONS WITH RESPECT THERETO

Related to:  Refinancing of 31,415,000 Principal Balance of the 2000 School Facility Funding

Program COPs and entering inio a Lease Agreement with Zion's Bank Jora
Lease-Purchase Refinancing

BACKGROUND INFORMATION

The Pajaro Valley Unfied School District Financing Corporation

In July of 2000, the Pajaro Valley Unified School District’s (the “District”) Board of Trustees
(the “District Board”) approved a Resolution which authorized the formation of the Pajaro
Valley Unified School District Financing Corporation (the “Corporation™). The Corporation is
currently serving as Lessor under the District’s 2000 School Facility Bridge Funding Program
(the “2000 Financing”) originally consisting of $13,000,000 of Certificates of Participation
issued as weekly adjustable rate securities. The Corporation’s sole purpose for formation was to
assist the District with current and future financing needs. The Corporation’s Board of Directors
consists of the members of the District’s Board of Trustees. The Board President acts as
President of the Corporation, the Board Clerk acts as Vice President and the Secretary of the
Board acts as Secretary of the Corporation. Other Board members act as Directors of the
Corporation

The purpose of the corporation is to act as Lessor to the District when issuing certificates of
participation or lease revenue bonds. Under California Law, the District needs a separate legal
entity to act as Lessor while the District acts as Lessee. Such an entity may be an independent
third party but a third party lessor introduces complications and expenses to the District that do
not exist when the Board of Trustees sits as the Directors of a non-profit, public benefit
corporation. The main complication relates to the Califormia State Board of Equalization
whereby taxes may be levied on properties owned by for profit corporations such as a bank
providing lease-purchase financing. Although such taxes are usually waived upon appeal, the
process of the appeal can be time-consuming and expensive. A secondary complication arises as



the result of merger or bankruptcy of a third party lessor which may also trigger complex and
expensive legal issues. Finally, utilizing a third party non-profit lessor introduces a cost of
between $1,000 and $2,500 per year for performing a service that involves little or no actual
activity once the financing is authorized and closed.

For these reasons, the Board chose to form its own non-profit corporation to assist the District in
financing and refinancing real and personal property as part of the 2000 Financing.

Projects Financed
The District implemented the 2000 financing to accomplish the following objectives:

To provide reimbursement and interim funding for State eligible projects including the Ann
Soldo Elementary School and the Pajaro Valley High School. The COPs reimbursed the District
for expenses incurred on the Ann Soldo Elementary School in the amount of $9,380,000, This
reimbursement was subsequently used to fund other District projects including projects requiring
matching funds to realize State grant funding. The Pajaro Valley High School project utilized
funds from the 2000 Financing as expenses were incurred.

Status of 2000 Financing

The District’s 2000 Financing was funded by the issuance of variable rate Certificates of
Participation (“COPs”). After taking into account the partial prepayment/reimbursement of the
COPs with general obligation bonds, costs of issuance from the 2000 Financing, capitalized
interest on the 2000 financing prior to prepayment/reimbursement and principal reductions from
ongoing debt service paymenis, the current outstanding principal balance under the 2000
Financing is $1,415,000.

CURRENT STATUS

2009 Letter of Credit Issue

The 2000 Financing was originally secured by a letter of credit from First Union Bank. It is
necessary to have a letter of credit bank to market adjustable rate securities. The 2000 Financing
has a weekly reset of its interest rate at which time investors have the option to tender their COPs
for resale to other investors. If other investors fail to purchase such COPs, the letter of credit
bank is obligated to purchase the bonds on behalf of the District. As a result, adjustable rate
securities require the involvement of a letter of credit bank in order to be marketable to investors.

Upon expiration of that letter of credit (First Union was acquired and withdrew from the
marketplace), Wachovia Bank was retained to act as letter of credit bank., Wachovia Bank was
subsequently purchased by Wells Fargo Bank last year as part of the TARP program bank
restructuring. Wells Fargo has informed the District that it is not interested in renewing the
Wachovia letter of credit. They extended the letter of credit earlier this year to provide the
District time to find a replacement bank. The Wachovia letter of credit expires again later this
month and the bank has made clear that it wants to understand the District’s plan for the 2000
Financing that will make it possible for them to terminate their existing role,



Due to turmoil in the banking industry and changing market conditions in the municipal bond
market, the number of banks offering letters of credit has contracted sharply. The cost of letters
of credit, when available, has increased significantly. Every attempt was made to find a
replacement letter of credit at any price. After an exhaustive effort, California Financial Services
(CFS) was unable to find a new letter of credit to substitute for the expiring Wachovia Bank
instrument. The lack of interest was due in part to the small size of the remaining balance of the
2000 Financing, but, more importantly, to the reluctance of virtually all banks to engage in
providing letters of credit to entities that rely on the State of California for funding,

Decision to Pursue Alternative to Letter of Credit Based Structure

As a result, CFS began the process of converting the COPs to a fixed rate financing. Because of
the small size of the remaining balance, CFS has identified utilizing a privately place lease-
purchase obligation as the most economically advantageous approach to refinancing the balance
of the 2000 Financing. As part of its analysis, CFS identified the Zion’s Bank five year
adjustable rate program as the most cost-effective alternative for refinancing the 2000 Financing.

The Zion’s Bank Structure

The Zion’s Bank lease-purchase agreement provides the District with a five year rate of 4.04%
with no prepayment penalties and a total cost of issuance of $48,000. The interest rate has been
locked for the District through January 15, 2010 by which date we expect to have completed the
refinancing. If the lock expires due to unforeseen circumstances, staff is recommending a not to
exceed rate of 4.25%. An additional closing expense of approximately $28,000 which includes
accrued interest, remarketing and letter of credit fees through February 1, 2010 will be due at the
time the 2000 Financing is retired on February 1, 2010.

The financing will have a 25 year term and can be prepaid without any penalty at any time.
Payments and prepayments can be made from the general fund, developer fees or the proceeds of
a general obligation bond if authorized by the voters of the District. On the fifth anniversary of
the closing date, the rate will be reset based on an index equal to 85% of the Federal Home Loan
Bank Rate at the Seattle Branch. Subsequent rate resets will occur every five years based on the
same index until the financing is paid in full.

Taking into account the existing fund balances held by the trustee bank for the 2000 Financing,
the principal balance of the 2010 Lease-Purchase Zion’s Bank financing will remain at
$1,415,000 including all issuance and closing costs.

FINANCIAL IMPACT

By refinancing with Zion’s Bank the District will avoid paying a traditional fixed rate of
approximately 4.80% for fixed rate publicly offered COPs — producing an interest rate savings of
76% per year during the initial five year term. In addition, the District will save approximately
$135,000 of issuance costs by not incurring the expenses for legal counsel, ratings, official
statement printing and underwriter placement fees by refinancing with a lease-purchase that is
privately placed with a single bank.



By refinancing, the District will be reducing its net debt service payment (net to the general fund
including letter of credit bank fees and remarketing agent fees) from $54,984.07 in 2008/09 (the
last full budgetary period) to $51,980 per year for the next five years.

RECOMMENDATION

Adopt RESOLUTION 09-010-13 authorizing District staff to enter into a lease agreement with
Zion’s bank for an amount not to exceed $1,415,000 at an approved rate of 4.04% (good through
January 15) and a not to exceed 4.25% in any case. By authorizing this resolution, all
outstanding 2000 Financing COPs are projected to be retired on February 1, 2010.

Budget Considerations:

Funding Source: General

Budgeted: Yes: X No:

Amount:
Prepared By:
Associate Miary St

Superintendent:

Superintendent’s Signature:




RESOLUTION NO. 09-10-13

RESOLUTION AUTHORIZING AND DIRECTING THE EXECUTION OF CERTAIN
LEASE FINANCING DOCUMENTS AND AUTHORIZING AND DIRECTING
CERTAIN ACTIONS WITH RESPECT THERETO

RESOLVED, by the Governing Board (the “Governing Body™) of Pajaro Valley Unified
School District, Watsonville, California (the “District™), as follows:

WHEREAS, the District proposes to finance the costs of the acquisition, construction,
installation, and/or equipping of certain land and/or capital improvements thereon and/or
equipment related thereto through & lease of certain real property and/or equipment located at
the location(s) all as described and specified in the hereinafter described Lease Agreement
and/or exhibit(s) thereto (the “Property”), excluding any existing land, facilities, and/or

-equipment, if any, to the extent not included in such descriptions and specifications of the
Property to be leased there under, for use by the District (the “Project™);

WHEREAS, the District has determined to finance the Project by entering into a lease
agreement (the “Lease Agreement™) with the Pajaro Valley Unified School District
Financing Corporation (the “Corporation”);

WHEREAS, it is in the public interest and for the public benefit that the District
authorize and direct execution of a lease agreement with the Corporation and certain other
financing documents in connection therewith;

WHEREAS, the documents below specified have been filed with the District and the
members of the Governing Body, with the aid of its stalf, shail review said documents;

NOW, THEREFORE, it is hereby DECLARED and ORDERED, as follows:

Section 1.

The below-enumerated documents be and are hereby approved, and the President of the
Governing Body or designee, is hereby authorized and directed to execute said documents,
with such changes, insertions and omissions as may be approved by such official, and the
Secretary of the Governing Body is hereby authorized and directed to attest to such official’s
signature:

(a)  asite lease, by and between the District and the Corporation, pursuant to which the
District will lease certain real property (the “Property™) to the Corporation; and

(®)  alease agreement, by and between the Corporation, as lessor, and the District, as
lessee (the “Lease Agreement”), pursuant to which the Corporation will lease the
Property back to the District, so long as the term of the Lease Agreement does not exceed
20 years, the total amount of the Lease Agreement does not exceed $1,415,000.00 and the
interest rate payable with respect to the Lease Agreement shall be determined according
to the formula set forth on Exhibit C to the Lease Agreement,



Section 2.

The President of the Board, the Secretary of the Board and all other appropriate
officials of the District are hereby authorized and directed to execute such other agreements,
documents and certificates as may be necessary to effect the purposes of this resolution and
the financing herein authorized.

Section 3.
This Resolution shall take effect upon its adoption by this Board.

e s ok sfe o ol e o ok ook e sk ok

I hereby certify thét the foregoing is a full, true and correct copy of a resohution
duly adopted by the Governing Board of the Pajaro Valley Unified School District at a
meeting thereof on the 9" of December, 2009, by the following vote of the members thereof:

AYES:
NOES:
ABSENT:
By
Print Name
Title
Attest:
By

Secretary of the Board



PAJARO VALLEY UNIFIED SCHOOL DISTRICT
FINANCING CORPORATION
MISSION STATEMENT

The Mission of the Pajaro Valley Unified School District is to educate and to support
learners in reaching their highest potential. We prepare students to pursue successful
futures and to make positive contributions to the community and global society.

December 9, 2009
PAJARO VALLEY UNIFIED SCHOOL DISTRICT
FINANCING CORPORATION

SPECIAL BOARD OF DIRECTORS MEETING

PUBLIC SESSION ~ 7:00 p.m.
ANN SOLDO ELEMENTARY SCHQOL
MULTI PURPOSE ROOM
1140 Mensaco Drive
Watsonville, CA 95076

NOTICE TO THE PUBLIC: PURSUANT TO $B 343, BOARD PACKET DOCUMENTS ARE AVAILABLE FOR
YOUR REVIEW AT THE FOLLOWING LOCATIONS:

* Superintendent’s Office: 294 Green Valley Road, Watsonville, CA (4»th Floor)

Notice to the Audience on Public Comment

Members of the audience are welcome to address the Board of Directors on all items not listed on this agenda.
Such comments are welcome at the “Visitor Non-Agenda Items”,

Members of the audience will also have the opportunity to address the Board of Directors during the Board’s
consideration of each item on the agenda.

Individual speakers will be allowed three minutes (unless otherwise announced by the Board President) to
address the Board of Directors on each agenda item. You must submit this card prior to the discussion of
the agenda item you wish to speak to; once an item has begun, cards will not be accepted for that item.
For the record, please state your name at the beginning of your statement. The Board of Directors shall limit

the total time for public input on each agenda item to 20 minutes. With Board of Directors consent, the
President may increase or decrease the time allowed for public presentation, depending on the topic and the
number of persons wishing to be heard. The President may take a pol! of speakers for or against a particular
issue and may ask that additional persons speak only if they have something new to add.

Note: Time allotment for each item is for the report portion only; it is not an anticipation of the total time for
the discussion of the item.

We ask that you please turn off your ceil phones and pagers when you are in the boardroom.




OPEN SESSION

Immediately following the recess of the regular meeting of the Pajaro Valiey Unified School District
Board of Trustees.

REPORT ON THE NUMBER OF DIRECTORS PRESENT

Report on the number of Directors present in person in order to determine the existence of a quorum.

ACTION

3.1

3.2

DESIGNATION OF CORPORATION OFFICERS

The Directors shall ratify the appointment of officers to hold office until the next organizational
meeting of the Corporation. The President of the Board of Trustees shall act as President of the
non-profit corporation. The clerk of the Board of Trustees shall be Vice-President. The Secretary
of the Board of Trustees shall act as Secretary of the Corporation. The remaining members shall
act as Directors,

Vote: Ayes Noes Absent

RESOLUTION 09-10-0101 AUTHORIZING AND DIRECTING THE EXECUTION OF
CERTAIN LEASE FINANCING DOCUMENTS AND AUTHORIZING CERTAIN
ACTIONS WITH RESPECT THERETO.

Vote: Ayes Noes Absent

SUGGESTIONS AND COMMENTS BY BOARD MEMBERS

COMMUNICATIONS FROM THE PUBLIC

NEXT REGULAR MEETING OF THE BOARD OF DIRECTORS NO LATER THAN
DECEMBER 31%, 2010.

ADJOURNMENT



PLEASE RECORD, AND
AFTER RECORDATION RETURN TO:

Kirsi Hansen

Zions First National Bank

One South Main Street, 1 7% Floor
Salt Lake City, UT 84133

THIS TRANSACTION IS EXEMPT FROM CALIFORNIA DOCUMENTARY TRANSFER TAX
PURSUANT TO SECTION 11929 OF THE CALIFORNIA REVENUE AND TAXATION CODE.
THIS DOCUMENT IS EXEMPT FROM RECORDING FEES PURSUANT TO SECTION 27383 OF
THE CALIFORNIA GOVERNMENT CODE.
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$1,415,000.00

FIXED RATE REAL PROPERTY LEASE/PURCHASE AGREEMENT

Dated as of
January 4, 2010
by and between the
PAJARO VALLEY UNIFIED SCHOOL DISTRICT FINANCING CORPORATION, as Lessor
and the

PAJARO VALLEY UNIFIED SCHOOL DISTRICT, as Lessee

Bank Qualified
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LEASE AGREEMENT

THIS LEASE AGREEMENT (the “Lease Agreement”), dated as of January 4, 2010, is by and
between the PAJARO VALLEY UNIFIED SCHOOL DISTRICT FINANCING CORPORATION, a
nonprofit, public benefit corporation organized and existing under the laws of the State of California, as
lessor (the “Corporation™), and the PAJARO VALLEY UNIFIED SCHOOL DISTRICT, a district duly
organized and existing under the laws of the State of California, as lessee (the “District™;

WITNESSETH:

WHEREAS, the Corporation proposes to lease the real property more particularly described in
Exhibit B attached hereto and made a part hereof (the “Property”) to the District pursuant to this Lease
Agreement and fo assign its right to receive lease payments under this Lease Agreement {the “Lease
Paymenis™), it right 1o enforte payment of the Lease Payments and otherwise to enforce its interest and
rights under this Lease Agreement in the event of a default hereunder by the District, to Zions First
National Bank, as assignee (the “Assignee™), pursuant fo that certain Assignment Agreement, dated as of,
by and between the Corporation and the Assignee, attached hereto as Exhibit G; and

WHEREAS, all acts, conditions and things required by law to exist, to have happened and to have
been performed precedent to and in connection with the execution and delivery of this Lease Agreement
do exist, have happened and have been performed in regular and due time, form and manner as requiired
by law, and the parties hereto are now duly authorized to execute and enter into this Lease Agreement;

WHEREAS, the proceeds of the assignment of this Lease Agrecment, together with other
available moneys, will be applied by the District to finance the costs of the acquisition, construciion,
installation and equipping of certain capital improvements, including equipment, for use by the District
(the “Project”);

NOW, THEREFORE, in consideration of the above premises and of the mutual covenants
hereinafter contained and for other good and valuable consideration, the partics hereto agree as follows:



ARTICLE1
DEFINITIONS AND EXHIBITS

Section 1.1. Definitions.

The terms defined in Exhibit A attached hereto and by this reference incorporated herein, as used
and capitalized herein, shall, for all purposes of this Lease Agreement, have the meanings aseribed to
them in said Exhibit A unless the context clearly requires some other meaning.

ARTICLE IT
REPRESENTATIONS, COVENANTS AND WARRANTIES

Section 2.1, Representations, Covenants and Warranties of the District.

The District reprosents, covenants and warrants 1o the Corporation as follows:

(2) Due Organization and Existence. The District is a public agency, duly organized and
existing under the Taws of the State.

(b) Authorization, Enforceability. The laws of the State authorize the District to enter into
the Site Lease and this Lease Agreement and to enter into the transactions contemplated by and fo carry
out its obligations under all of the aforesaid agreements, the District has duly authorized and executed ali
of the aforesaid agreements and such agreements constitute the legal, valid and binding agreements of the
District, enforceable against the District in accordance with their respective terms,

Al} procedures and requirements, including any legal bidding requitements, have been
met by the District prior to the execution of this Lease Agreement in order to insure the enforceability of
this Lease Agreement and all Lease Payments and other payment obligations will be paid out of funds
legaily available for such purpose,

The governing body of the District has complied with all applicable open public meeting
and notice laws and requirements with respect to the meeting at which the District’s execution of this
Lease Agreement was authorized, as evidenced by the Resolution attached hereto as Exhibit H.

{c) No Conflicts or Default; Other Liens or Encumbrances. Neither the execulion and
delivery of the Site Lease or this Lease Agreement nor the fulfiliment of or compliance with the terms and
conditions hereof or thereof, nor the consummation of the transactions contemplated hereby or thereby (i)
conflicts with or results in a breach of the terms, conditions, provisions, or restrictions of any existing
law, or court or administrative decree, order, or regulation, or agreement or instrument to which the
District is now a party or by which the District is bound, including without limitation any agreement or
instrument pertaining to any bond, note, lease, certificate of participation, debt instrument, or any
other obligation of the District (any such bond, note, lease, certificate of participation, debt instrument,
and other obligation being referred to herein as an “Obligation Instrument”), (ii) constitutes a default
under any of the foregoing, or (iii) results in the creation or imposition of any pledge, lien, charge or
encumbrance whatsoever upon any of the property or assets of the District, or upon the Property except
for Permiifed Encumbrances.

By way of example, and not to be construed as a limitation on the representations
set forth in the immediately preceding paragraph:



(A) no portion of the Property is pledged to secure any Gbligation Instrument,
and

(B) the interests of the Corporation in the Property hereunder do not violate the
terms, conditions or provisions of any restriction or revenue pledge in any
agreement or instrument pertaining to any Obligation Instrument.

If any Obligation Instrument existing on the date of execution of this Lease Agreement
creates any pledge, lien, charge or encumbrance on any revenues, property or assets associated with the
Property and/or the Property that is higher in priority to the Corporation’s interests therein under this
Lease Agreement, the Corporation hereby subordinates its inferests therein, but only to the extent required
pursuant to such existing Obligation Instrument.

(d) Execution and Delivery. The District has duly authorized and executed this Lease
Agreement in accordance with the laws of the State.

(e) Essential Nature of Property. The Property is essential to the District’s operations.

H Use of the Property. During the term of this Lease Agreement, the Property will be used
by the District only for the purpose of performing one or more governmenta! or proprietary functions of
the District consistent with the permissible scope of the District's authority.

(g) No Adverse Litigation. There are no legal or governmental proceedings or litigation
pending, or to the best knowledge of the District threatened or contemplated (or any basis therefore)
wherein an unfavorable decision, ruling, or finding might adversely affect the transaction contemplated in
or the validity of this Lease Agreement.

() No Defaults. The District has never non-appropriated or defaulted under any of ils
payment or performance obligations or covenants, either under any municipal lease of the same general
nature as this Lease Agreement, or under any of its bonds, notes, or other obligations of indebtedness for
which its revenues or general credit are pledged.

(i) No Legal or Environmental Violation. The Property is not, and at all times during the
Term of this Lease Agreement will not be in violation of any federal, state or local law, statute, ordinance
or regulation, including without limitation, any Environmental Law, to the best of the District’s
knowledge. Neither the District nor, to the best of District’s knowledge, any third party, has used,
generated, manufactured, stored or disposed of on, under or about the Property or transported to or from
the Property any Hazardous Materials.

In the event that Hazardous Materials arc discovered, and must be removed or
remediated, and to the extent permitted by applicable law, the District hereby agrees to indemnify and
hold harmless the Corporation, it’s Assignees, and their respective directors, officers, sharchoiders,
employees, and agents, and successors to the Corporation’s interest in the chain of title to the Property,
and their directors, officers, sharcholders, employees, and agents, from and against any and all loss, claim,
damages, expense or liability, including reasonable attorneys’ fees and other litigation expenses, to the
full extent of such action as attributable, directly or indirectly, to:

{i) the presence or use of, generation, storage, release, threatened release, or disposzl
of Hazardous Matcrials by any person o, in or under the Property;

(i1) use of the Property or any part thereof as a dump site, permanent or temporary
storage site or transfer station for any Hazardous Materials;



(iif)

(iv)

violation of any Bnvironmental Law affecting the Property or any part thereof or
any activity conducted on any part of the Property; and

any action or proceeding before any court, quasi-judicial body or administrative
agency relating to the enforcement of any Environmental Law affecting the
Property or any part thereof or any activity conducted on any part of the
Property;

including, without limitation, all foreseeable and all unforesesable consequential
damages, directly or indirectly arising out of the use, generation, manufacture, storage, or disposal of
Hazardous Materials, by the District or any prior owner or operator of the Property, including, without
limitation, the cost of any required and necessary repair, cleanup, remediation, or detoxification and the
preparation of any disclosure, or other required plans, whether such action is required or necessary prior
to or following transfer of title to the Property.

(i) General Tax and Arbitrage Representations and Covenans.

M

The certifications and representations made by the District in this Lease
Agreement are intended, among other purposes, to be a certificate permitted in
Section 1.148-2(b) of the Treasury Regulations promulgated pursuant io Section
148 of the Code (the “Regulations"), to establish the reasonable expectations of
the District at the time of the execution of this Lease Agreement made on the
basis of the facts, estimates and circumstances in existence on the date hereof,
The District further certifies and covenants as follows:

(A)  The District has not been notified of any disqualification or
proposed disqualification of it by the Commissioner of the
Internal Revenue Service as an issuer which may certify bond
issues.

{B) To the best knowledge and belief of the District, there are no
facts, estimates or circumstances that would materially change
the conclustons, certifications or representations sef forth in this
Lease Agreement, and the expectations herein set forth are
reasonable.

(C) The Scheduled Term of this Lease Agreement does not exceed
the useful life of the Property, and the weighted average term of
this Lease Agrecment does not exceed the weighted average
useful life of the Property,

(D) Each advance of funds by the Corporation or its Assignee to
finance Property under this Tease Agreement (each an
“Advance”™) will occur only when and to the extent that the
District has reasonably determined and identified the nature,
need, and cost of each item of Property pertaining to such
Advance.

(B) No use will be made of the proceeds of this Lease Agreement or
any such Advance, or any funds or accounts of the District which
may be deemed to be proceeds of this Leass Agreement or any
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such Advance, which use, if it had been reasonably expected on
the date of the execution of this Lease Agreement or of any such
Advance, would have caused this Lease Agreement or any such
Advance to be classified as an “arbitrage bond” within the
meaning of Section 148 of the Code.

The District will at all times comply with the rebate requirements
of Section 148(f) of the Code as they pertain to this Lease
Agreement, to the extent applicable.

In order to preserve the status of this Lease Agreement and the
Advances as other than “private activity bonds™ ag described in
Sections 103(b)(1) and 141 of the Code, as long as this Lease
Agreement and any such Advances are outstanding and unpaid:

45 none of the proceeds from this Lease Agreement or the
Advances or any facilities or assets financed therewith
shall be used for any “private business use” as that term
is used in Section 141(b) of the Code and defined in
Section 141(b}(6) of the Code;

(ih the District will not allow any such “private business
use” to be made of the proceeds of this Lease Agreement
or the Advances or any facilities or assets financed
therewith; and

(IIf)  none of the Advances or Lease Payments due hereunder
shall be secursd in whole or im patt, directly or
indirectly, by any interest in any property used in any
such “private business use” or by payments in respect of
such property, and shall not be derived from payments in
respect of such property.

The District will not take any action, or omit to take any action,
which action or omission would cause the interest component of
the Lease Payments to be ineligible for the exclusion from gross
income as provided in Section 103 of the Code.

The District is a “governmental unit” within the meaning of
Section 141(b)(6) of the Code.

The obligations of the District under this Lease Agreement are
not federally guaranteed within the meaning of Section 149(b) of
the Code,

Refunding Representations. This Lease and all of the Advances
to be made pursuant hereto will not be used to reimburse the
Lessee for any expenditures incurred prior to the date of this
Lease, but will be used to refinance and refund the prior lease or
icases (the “Prior Leases™) set forth on the attached Schedule
“A” (the “Refunding Schedule™), pursuant to which the Lessee



has previously leased that part of the Leased Property described
on the Refunding Schedule (the “Prior Property™):

(a} All of the proceeds of each of the Prior Leases were used
exclusively to finance the acquisition and/or construction of the
respective items of Prior Property associated with that Prior
Lease as set forth on the Refunding Schedule, and for no other
purpose (including without limitation the refunding or
refinancing of any obligation of the Lessee, or to reimburse the
Lessee for any expenditures made prior to the date of such Prior
Lease).

(b) That portion of advances to be made under this Lease that is
to be used to refinance and refund each Prior Lease shall be
drawn hereunder on the same day as such Prior Lease is to be
prepaid, and shall be used on a dollar-per-dollar basis on such
day to pay in full, no later than ninety (90} days after the date
of this Lease, all of the outstanding principal of and acerued
interest on such Prior Lease, with no period of time during which
such advance can or will be invested,

{¢) All representations, warranties, certifications, and covenants
made by the Lessee in each of the Prior Leases, and in this
Lease, regarding the:

(i} intended use of the respective itemns of Prior Property;

(ii) non-private business use of the respective items of
Prior Property and proceeds of the respective Prior
Lease;

(iii) non-arbitrage bond status of the respective Prior
Lease;

(iv) qualification for exemption from Federal income
taxation of the interest component of rental payments
made under the respective Prior Lease; and

(v) qualification of the respective Prior Lease and the
mnterest component of all rental payments made
thereunder as a “qualified tax-exempt obligation” under
Section 265(b}(3) of the Code;

are now and have been at all times from and after the acquisition
and/or construction of each item of the Prior Property and the
execution of each respective Prior Lease, complete, true, and
accurate, and are hereby restated by the Lessee in their entirety
as if fully set forth in this place.

(d} Either there is no rebatable arbitrage pertaining to any of the
Prior Leases within the meaning of, and as described in, Section



148 of the Code and the Treasury Regulations promulgated in
connection therewith, or all such rebatable arbiirage has been or
is being paid on the date hereof to the United States of America
in the manner and in the amounts required under said Code
Section and Regulations.

Either (check applicable box):

LD
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No Reimbursement for Bxpenditures Incurred Prior to 60 Days
Before the Date the Authorizing Resolution Was Adopted. No
proceeds of this Lease Agreement and the Advances to be made
pursuant hereto will be used to reimburse the District for any
expenditures incurred prior to the date sixty (60) days before the
date the Governing Bedy adopted the Authorizing Resolution.

Y

Prior Expendifures Will be Reimbursed: But No Reimbursement
Resolution Was Adopted, If proceeds of this Lease Agreement

and the Advances to be made pursuant hereto are to be used to
reimburse the District for expenditures incurred with respect to
the Property prior to the date sixty (60) days before the date the
Governing Body adopted the Authorizing Resolution, then
proceeds of this Lease Agreement and the Advances made
hereunder will be used to reimburse only those expenditures that
are described below (collectively, “Reimbursable Expenditures™):

(a) Subsequent Expenditures: all expenditures incurred
with respect to the Property on or after the date the

Authaorizing Resolution was adopted; plus

b) Prior Expenditures: the following ftypes of
expenditures mcurred with respect to the Property prior
to the date the Authorizing Resolution was adopted:

(N capital expenditures made no carlier than sixty
(60) days before the Authorizing Resolution was
adopted; plus

(23 “preliminary expenditures” as described in
Section 1.150-2(f)(2) of the Regulations, not in
excess of twenty percent {20%) of the aggregate
“issue price” (as that term is defined in Section
1.148-1(b} of the Regulations) of this Lease
Agreement for architectural, engineering,
surveying, soil testing, reimbursement bond
issuance, and similar costs that are incurred prior
to the commencement of acquisition andfor
construction of the Property, other than land
acquisition, site preparation, and similar costs
incident to commencement of construction; plus
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3 the lesser of $100,000 or five percent (5%) of
the proceeds of this Lease Agreement.
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Reimbursement Resolution Has Been Previously Adopted for

Reimbursement of Prior RExpenditures. The District has
previously adopted the Reimbursement Resolution attached
hereto as ExhibitK (the “Reimbursement Resoltion™)
authorizing the reimbursement of “Reimbursable Expenditures”,
which are defined in the Reimbursement Resolution using the
same definition of such term as in (II) above, and this Lease
Agreement and the Advances to be made pursuant hereto will be
used to reimburse only those expenditures pertaining to the
Property that qualify as “Reimbursable Expenditures” as so
defined,

Any reimbursement pursuant to (I), {(II), or (I} above of

expenditures incurred prior to the date the Authorizing Resolution was
adopted shall be evidenced by an allocation made by or on behalf of the
District in writing:

(L)

(M)

(D not later than eighteen (18) months after the later of:
(x) the date the original expenditure is paid; or

4] the date the Properiy is “placed in service” (as
that term is defined in Section 1.150-2(c) of the
Regulations) or abandoned;

(2) but in no event more than three (3) years after the
original expenditure is paid.

In compliance with Section 149(c) of the Code relating to
information reporting, the District will file or cause to be filed
with the Internal Revenue Service Center, Ogden, UT 84201,
within fifteen (15) days from the execution of this Lease
Agreement, IRS Form 8038-G or 8038-GC, as appropriate,
refiecting the total aggregate amount of Advances that can be
made pursuant to this Lease Agreement.

None of the proceeds of this Lease Agreement or the Advances
to be made hereunder will be used directly or indirectly fo
replace funds of the District used directly or indirectly to acquire
obligations at a yield materially higher than the yield on this
Lease Agreement or otherwise invested in any manner. No
portion of the Advances will be made for the purpose of
investing such portion at a materially higher yield than the yield
on this Lease Agreement.
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Inasmuch as Advances will be made under this Lease Agreement
only when and to the extent the District reasonably determines,
identifies and experiences the need therefore, and will remain
outstanding and unpaid only until such time as the District has
moneys available to repay the same, the District reasonably
expects that (I) the Advances will not be made sooner than
necessary; (II) no proceeds from the Advances will be invesied
at a yield higher than the yield on this Lease Agreement; and
(II) the Advances and this Lease Agreement will not remain
outstanding and unpaid longer than necessary.

The District will either (i) spend all of the moneys advanced
pursuant to this Lease Agreement immediately upon receipt
thereof, without investment, on the portion of the Property that is
to be financed thereby; or (ii) invest such moneys at the highest
yield allowable and practicable under the circumstances until
they are to be spent on the portion of the Property that is to be
financed thereby, and track, keep records of, and pay to the
United States of America, all rebatable arbitrage pertaining
thereto, at the times, in the amounts, in the manner, and o the
extent required under Section 148(f) of the Code and the
Treasury Regulations promulgated in connection therewith, At
least five percent (5%) of the total amount of moneys that are
expected fo be advanced pursuant to this Lease Agreement are
reasonably expected to have been expended on the Property
within six (6) months from the date of this Lease Agreement.
All moneys to be advanced pursuant to this Lease Agreement are
reasonably expected to have been expended on the Property no
later than the earlier of: (I) the date twelve (12) months from the
date such moneys are advanced; and (LI) the date three (3) yoars
from the date of this Lease Agreement,

This Lease Agreement and the Advances to be inade hereunder
are not and will not be part of a transaction or series of
transactions that attempts to circumvent the provisions of Section
148 of the Code and the regulations promulgated in connection
therewith (I) enabling the District to exploit the difference
belween tax-exempt and taxable interest rates fo gain a material
financial advantage, and (IT) overburdening the tax-exempt bond
market, as those terms are used in Section 1.148-10(a)(2) of the
Regulations.

To the best of the knowledge, information and belief of the
District, the above expectations are reasonable, On the basis of
the foregoing, it is not expected that the proceeds of this Lease
Agreement and the Advances to be made hereunder will be used
in a manner that would cause this Lease Agreement or such
Advances to be “arbitrage bonds” under Section 148 of the Code
and the regulations promulgated there under, and to the best of
the knowledge, information and belief of the District, there are



no other facts, estimates or circumstances that would materially
change the foregoing conclusions.

(i) Arbitrage Rebate Under Section 148(f) of the Code. With respect to the arbitrage
rebate requirements of Section 148(f) of the Code, either (check applicable box):

0 (A)

District Qualifies for Small Issuer Exemption from Arbitrage Rebate.

The District hereby certifies and represents that it qualifies for the
exception contained in Section 148(f)(4)(D) of the Code from the
requirement to rebate arbitrage earnings from investment of proceeds of
the Advances made under this Leasc Agreement (the ‘“Rebate
Exemption™) as follows:

(1) The District has general taxing powers.

2} Neither this Lease Agreement, any Advances to be made
hereunder, nor any portion thercof are private activity bonds as
defined in Section 141 of the Code (“Private Activity Bonds™).

3) Ninety-five percent (95%) or more of the net proceeds of the
Advances to be made hereunder are to be used for local
government activities of the District (or of a governmental unit,
the jurisdiction of which is entirely within the jurisdiction of the
District).

4) Neither the District nor any aggregated issuer has issued or is
reasonably expected fo issue any fax-exempt obligations other
than Private Activity Bonds (as those terms are used in Section
143(H)(4)(D) of the Code) during the current calendar year,
including the Advances to be made hereunder, which in the
aggregate would exceed $5,000,000 in face amount, or
$15,000,000 in face amount for such portions, if any, of any tax-
exempt obligations of the District and any aggrepated issuer as
are atfributable to construction of public school facilities within
the meaning of Section 148(£)(4)(D)}(vii) of the Code.

For purposes of this Section, “aggregated issuer” means any
entity which (a) issues obligations on behalf of the District, (b} derives
its issuing authority from the District, or (c) is subject to substantial
control by the District.

The District hereby certifies and represenis that it has not
created, does not infend to create and does not expect to benefit from any
entity formed or availed of to avoid the purposes of Section
H48(DH{4XDXD(IV) of the Code.

Accordingly, the District wili qualify for the Rebate Exemption
granted to governmental units issuing less than $5,000,000 under Section
148(£)(4)(D) of the Code ($15,000,000 for the financing of public schoo!
facilities construction as described above), and the District shali be
treated as meeting the requirements of Paragraphs (2) and (3) of Section



148(f) of the Code relating to the required rebate of arbitrage earnings to
the United States with respect to this Lease Agreement and the Advances
to be made hereunder.

- 0T -

0O(B) District Will Keep Records of and Will Rebate Arbitrage. The District
does not qualify for the small issuer Rebate Exemption described above,
and the District hereby certifies and covenants that it will account for,
keep the appropriate records of, and pay to the United States, the rebate
amount, if any, earned from the investment of gross proceeds of this
Lease Agreement and the Advances to be made hereunder, at the times,
in the amounts, and in the manner prescribed in Section 148(f) of the
Code and the applicable Reguiations promulgated with respect thereto.

() Small Issuer Exemption from Bank Nondeductibility Restriction. Based on the following
representations of the District, the District hereby designates this Lease Agreement and the interest
components of the Lease Payments hereunder as “qualified tax-exempt obligations™ within the meaning
of Section 265(b)(3) of the Code: (i) this Lease Agreement and the Lease Payments hereunder are not
private activity bonds within the meaning of Section 141 of the Code; (ii) the District reasonably
anticipates that it, together with all “aggregated issuers,” will not issue during the current calendar year
obligations (other than those obligations described in clause (iii) below) the interest on which is excluded
from gross income for federal income tax purposes under Section 103 of the code which, when
aggregated with all obligations described in clause (ii) above, will exceed an aggregate principal amount
of $30,000,000; (iii) and notwithstanding clause (ii) above, the District and its aggregated issuers may
have issued in the current calendar year and may continue fo issue during the remainder of the current
calendar year private activity bonds other than qualified 501(c}3) bonds as defined in Section 145 of the
Code. For purposes of this subsection, “aggregated issuer” means any entity which (a) issues obligations
on behalf of the District, (b} derives its issuing authority from the District, or (c) is subject to substantial
control by the District. The District hereby certifies and represents that it has not created, does not intend
lo create and does not expect to benefit from any entity formed or availed of to avoid the putpases of
Section 265(b)}(3}C) or (D) of the Code,

¢y No Withholding. Notwithstanding any dispute between the Corporation or its Assignee
and the District, including a dispuie as to the failure of any portion of the Property in use by or possession
of the District to perform the task for which it is leased, the District shall make all Lease Payments when
due and shall not withhold any Lease Payments pending the final resolution of such dispute.

{m) Offset. Subject to the provisions of Section 6.3 hereof, Lease Payments or other sums
payable by the District pursuant to this Lease Agreement shall not be subject to offset or counterclaim and
the District shall not be entitled to any credit against such Lease Payments or other sums by reason of any
dispute between the District and the Corporation or its Assignee, any vendor or manufacturer of any part
of the Property, or any other person,

{n} Annual Financial Information. During the Term of this Lease Agreement, the District
covenanis and agrees to provide the Corporation and its Assignee, upon request, as soon as practicable
when they are available: (i) a copy of the District’s final annual budget for each fiscal year; (it) a copy of
the District’s most recent financial statements; and (jii) any other financial reports the Corporation or its
Assignee may request,
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Section 2.2, Representations, Covenants and Warranties of Corporation,

The Corporation represents, covenants and warrants to the District as follows:

(a) Due Organization and Existence. The Corporation is a nonprofit, public benefit
corporation, duly organized and existing under and by virtue of the laws of the State; has power to enter
into the Site Lease, this Lease Agreement and the Assignment Agreement; is possessed of full power to
own and hold, improve and equip real and personal property and to lease and sell the same; has duly
authorized the execution and delivery of all of the aforesaid agreements and such agresments constitute
the legal, valid and binding agreements of the Corporation, enforceable against the Corporation in
accordance with their respective terms,

)] No Encumbrances. The Corporation will not pledge the Lease Payments or other amounts
derived from the Property and from its other rights under this Lease Agreement and will not morigage or
encumber the Property, except as provided under the terms of this Lease Agreement,

(c) No Violations. Neither the execution and delivery of the Site Lease, this Lease
Agreement or the Assignment Agreement, the fulfillment of or compliance with the terms and conditions
hereof or thereof, nor the consummation of the transactions contemplated hereby or thereby, conflicts
with or results in 8 breach of the terms, conditions or provisions of any restriction or any agreement or
instrument to which the Corporation is now a party or by which the Corporation is bound, constitutes a
default under any of the foregoing, or results in the creation or imposition of any hen, charge or
encumbrance whatsoever upon any of the property or assets of the Corporation, or upon the Property,
except Permitted Encumbrances.

(d) Execulion and Delfvery, The Corporation has duly authorized and executed this Lease
Agreement in accordance with the laws of the State.

ARTICLE 111
DEPOSIT OF MONEYS

Section 3.1. Deposit of Moneys,

On the date of the Lease Agreement, the Corporation shall causs the Asgsignee to transfer the
proceeds of assignment of this Lease Agreement to the District for the payment or reimbursement for the
payment of the Project.

ARTICLE IV
AGREEMENT TO LEASE; TERM OF THIS LEASE AGREEMENT; LEASE
PAYMENTS

Section 4.1, Lease,

The Corporation hereby leases the Property to the District, and the District hereby leases the
Property from the Corporation, upon the terms and conditions set forth in this Lease Agreement. The
interest in real property conveyed by this Lease Agreement is hereby accepted by the undersigned officer
on behalf of the District pursuant to authority conferred by resolution of the board of Education of the
District and the District consents to recordation thereof by its duly authorized officer.

11



Section 4.2. Temm of Apreement,

The Term of the Lease Agreement shall commence on the date hereof, and shall end on January
15, 2030, unless such term is extended as hereinafter provided. If on, the Lease Paytents payable
hereunder shall have been abated at any time and for any reason, then the Term of the Lease Apreement
shall be extended until there has been deposited with the Assignee an amount sufficient to pay all
obligations due under the Lease Agreement, but in no event shall the Term of the Lease Agreement
extend beyond ten years after the Maturity Date,

Section 4.3. Possession,

The District hereby agrees to accept and take possession of the Property on or prior to the date
hereof. The first Lease Payment shall be due on July 15, 2010.

Section 4.4. Lense Payments,

(a) Obligation to Pay. Subject to the provisions of Articles VI and X hercof, the District
agrees o pay to the Corporation, its successors and assigns, as rental for the beneficial use and oceUpancy
of the Property during each Rental Period, the Lease Payments (denominated into components of
principal and interest) in the respective amounts specified in Bxhibit C hereto, to be due and payable on
the respective Lease Payment Dates specified in Exhibit C hereto. Notwithstanding any dispute between
the District, the Corporation or any other party, the District will make all Lease Paymenis when due,
without withholding any portion of such rent, pending final resolution of such dispute by mutual
agreement between the parties thereto or by a court of competent jurisdiction,

(b) Effect of Prepayment. In the event that the District prepays all remaining Lease
Payments in full pursuant to Asticle X hereof, the District’s obligations under this Lease Agreement shall
thereupon cease and terminate including, but not limited to, the District’s obligation to pay Lease
Payments under this Section 4.4,

(c) Rate on Overdue Payments. In the event the District should fail to make any of the
paymenis required in this Section 4.4, the payment in default shall continue as an obligation of the
District until the amount in default shall have been fully paid, and the District agrees to pay the same with
Interest thereon, 1o the extent permitted by law, from the date of such default to the date of payment at the
rate equal fo the interest rate payable with respect to the Lease Paymenis.

{d) Fair Rental Value. The Lease Payments for the Property for each Rental Period shall
vonstitule the total rental for the Property for each such Rental Period and shall be paid by the District in
each Rental Period for and in consideration of the right of the use and occupancy, and the continued quiet
use and enjoyment, of the Property during cach Rental Period. The parties hereto have agreed and
determined that the total Lease Payments for the Property do not exceed the fair rental value of the
Property, In making such determination, consideration has been given to the obligations of the parties
under this Lease Agreement, the uses and purposes which may be served by the Property, the total
amounts which have been expended on the Property, the value of the Property and the benefits there from
which will accrue to the District and the general public.

(e Source of Payments; Budget and Appropriation. Lease Payments shall be payable from
any source of available funds of the District, subject to the provisions of Articles VI and X hereof,

The District covenants to take such action as may be necessary to include all Lease

Payments due hereunder in each of its budgets during the Term of the Lease Agreement and to make the
necessary annual appropriations for all such Lease Payments. The covenants on the part of the District
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herein contained shall be deemed to be and shall be construed to be duties imposed by law and it shall be
the duty of each and every public official of the District to take such action and do such things as are
required by law in the performance of the official duty of such officials to enable the District to carry out
and perform the covenants and agreements in this Lease Agreement agreed fo be carried out and
performed by the District.

(f) Assignment. The District understands and agrees that all Lease Payments have been
assigned by the Corporation to the Assignee pursuant to the Assignment Agreement, and the District
hereby assents to such assignment. The Corporation hereby directs the District, and the District hereby
agrees to pay 1o the Assignec at the following address, all payments payable by the District pursuant to
this Section 4.4 and ail amounts payable by the District pursuant to Article X hereof:

By check to:

Zions First National Bank

Public Financial Services

Omne South Main Street, 17th Floor
Salt Lake City, UT 84133
Attention: Mark Tsuyuki

or by wire to:

Such account as shail be provided to the District by the Assignee upon request.

In addition, all references herein to the Corporation, when the context implies the
Assignee, shall be assumed to also refer to the Assignee, even if not specifically so indicated.

Section 4.5. Quiet Enjoyment.

During the Term of the Lease Agreement, the Corporation shall provide the District with Quiet
use and cnjoyment of the Property and the District shall, during such Term, peaceably and quietly have
and hold and enjoy the Property without suit, trouble or hindrance from the Corporation, except as
expressly set forth in this Lease Agreement. The Corporation will, at the request of the District and at the
District’s cost, join in any legal action in which the District asserts its right to such possession and
enjoyiment to the extent the Corporation may lawfully do so. Notwithstanding the foregoing, the
Corporation shall have the right to inspect the Property as provided in Section 7.2 hereof.

Scciion 4.6. Title.

At all times during the Term of the Site Lease and subject to all the terms and provisions thereof,
the District shall hold fee title to the Property. Upon termination of this Lease Agreement, olher than
termination hereof pursuant to Section 9.2 (b), all right, title and interest of the Caorporation herein under
in the leasehold estates created under the Site Lease and this Lease Agreement shall terminate.

If the District prepays the Lease Payments in full pursuant to Article X hereof, or pays all Lease
Payments during the Term of the Lease Agreement as the same become due and payable, all right, title
and interest of the Corporation in and to the Property shall be transferred to and vested in the District.
The Corporation agrees to take any and all steps and execute and record any and all documents
reasonably required by the District to consummate any such transfer of title.
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Section 4.7, Additional Paymenis.

In addition 1o the Lease Payments, the District shall pay when due all costs and expenses incurred
by the District and the Corporation to comply with the provisions of this Lease Agreement, or otherwise
arising from the leasing of the Property, compensation and, to the extent permitted under applicable law,
indemnification due to the Corporation and the Assignee, and all costs and expenses of auditors,
engineers, attorneys and accountants.

ARTICLE Y
MAINTENANCE; TAXES; INSURANCE; USE LIMITATIONS; AND OTHER
MATTERS

Section 5.1, Maintenance, Utilities, Taxes and Assessments.

Throughout the Term of the Lease Agreement, as part of the consideration for the rental of the
Property, all improvement, repair and maintenance of the Property shall be the responsibility of the
District and the District shall pay, or otherwise arrange for the payment of, ali utility services supplied to
the Property which may include, without limitation, janitor service, security, power, gas, telephone, light,
heating, water and all other utility services, and shall pay for or otherwise arrange for the payment of the
cost of the repair and replacement of the Property resulting from ordinary wear and tear or want of care
on the part of the District or any assignee or sublessee thereof. In exchange for the Lease Payments
herein provided, the Corporation agrees to provide only the Property, as hereinbefore more specifically
set forth. The District waives the benefits of subsections 1 and 2 of section 1932 of the California Civil
Code, but such waiver shall not limit any of the rights of the District under the terms of this Lease
Agreement.

The District shal! also pay or cause to be paid all taxes and assessments of any type or nature, if’
any, charged to the Corporation or the District affecting the Property or the respective interests or estates
therein; provided that with respect to special assessments or other governmental charges that may
lawfully be paid in installments over a period of years, the District shall be obiigated to pay only such
nstallments as are required to be paid during the Term of the Lease Agreement as and when the same
become due.

The District may, at the District’s expense and in its name, in good faith contest any such taxes,
assessmen(s, utility and other charges and, in the event of any such contest, may permit the taxes,
assessments or other charges so contested to remain unpaid during the period of such contest and any
appeal there {rom unless the Corporation shall notify the District that, in the opinion of Independent
Counsel, by nonpayment of any such items, the interest of the Corporation in the Property will be
materially endangered or the Property or any part thereof will be subject to loss or forfeiture, in which
event the District shall promptly pay such taxes, assessments or charges or provide the Corporation with
full security against any loss which may result from nonpayment, in form satisfactory to the Corporation.

Section 5.2, Modification of Property.

The District shall, at its own expense, have the right to remodel the Property or to make additions,
modifications and improvements to the Property. All additions, modifications and improvements to the
Property, but not any additional buildings or improvements, shall thereafter comprise part of the Property
and be subject to the provisions of this Lease Apreement. Such additions, modifications and
improvements shall not in any way damage the Property, substantially alter its nature, cause the interest
component of Lease Payments to be subject to federal income taxes or cause the Property to be used for
purposes other than those authorized under the provisions of State and federal law: and the Property, upon



completion of any additions, modifications and improvements made thereto pursuant to this Section 5.2,
shall be of a value which is not substantially less than the value of the Property immediately prior to the
making of such additions, modifications and improvements, The District will not permit any mechanic’s
or other lien to be established or remain against the Property for labor or materials furnished in
connection with any remodeling, additions, modifications, improvements, repairs, renewals or
replacements made by the District pursuant {o this Section 5.2; provided that if any such lien is
established and the District shall first notify the Corporation of the District’s intention to do so, the
District may in good faith contest any lien filed or established against the Property, and in such event may
permit the items so contested to remain undischarged and unsatisfied during the period of such contest
and any appeal there from and shall provide the Corporation with full security against any loss or
forfeiture which might arise from the nonmpayment of any such item, in form satisfactory to the
Corporation. The Corporation will cooperate fully in any such contest, upon the request and at the
expense of the District.

Section 5.3, Public Liability and Property Damage Insurance.

The District shall maintain or cause to be maintained, throughout the Term of the Lease
Agreement, insurance policies, including a standard comprehensive general insurance policy or policies in
protection of the Corporation, the District and the Assignee and their respective members, officers, agents
and employees, Such liability insurance may be maintained as part of or in conjunction with any other
liability insurance coverage carried by the District, and may be maintained through a joint exercise of
powers authority created for such purpose. Said policy or policies shall provide for indemnification of
said parties against direct or consequential loss or liability for damages for bodily and personal infury,
death or property damage occasioned by reason of the operation of the Property. Said policy or policies
shall provide coverage in the minimum lability limits of $1,000,000 for personal injury or death of each
person and §3,000,000 for personal injury or deaths of two or more persens in each accident or event, and
in a minimum amount of $150,000 for damage to property resulting from each accident or event, Such
public liability and property damage insurance may, however, be in the form of single limit poticy in the
amount of $3,600,000 covering all such risks. Deductibles, if any, shall be in such amounts as may
reasonably be obtained by a district in California of comparable size to the District, insuring risks
comparable to those that are the subject of said insurance coverage, but in no circumstance be in excess of
amounts that would be reasonable in the exercise of prudence and good judgment by the District. The
proceeds of such liability insurance shall be applied toward extinguishment or satisfaction of the liability
with respect to which the proceeds of such insurance shall have been paid.

Section 5.4, Fire and Extended Coverage Insurance.

The District shall procure and maintain, or cause to be procured and maintained, throughout the
Term of the Lease Agreement, insurance against loss or damage to any structures constituting part of the
Property by fire and lightning, with extended coverage and thefl, vandalism and malicious mischief
insurance, with the Corporation and the Assignee named as lass payees. Said extended coverage
insurance shall, as nearly as practicable, ¢cover loss or damage by explosion, windstornm, riot, aircrafi,
vehicle damage, smoke and such other hazards as are normally covered by such insurance. Such
insurance shall be in an amount equal to one hundred percent (100%) of the replacement cost of such
structures. Such insurance may be subject to deductible clauses of not to exceed $100,000 for any one
loss. Such insurance may be mainfained as part of or in conjunction with any other fire and extended
coverage insurance carried by the District and may be maintained in whole or in part in the form of
insurance mainfained through a joint exercise of powers authority created for such purpose. The Net
Proceeds of such insurance shall be applied as provided in Sections 5.7 and 6.2 hereof.

Section 5.5. Rental Interruption Insurance.
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To the extent such coverage is available, the District shall procure and maintain, or cause to be
maintained, throughout the Term of the Lease Agreement rental interruption insurance to cover loss, total
ot partial, to the Corporation of the Lease Payments because of an abatement or rental due to loss of use
of any part of the Property during the Term of the Lease Agreement as a result of any of the hazards
covered in the insurance required by Section 5.4 hereof, with the Corporation and the Assignee named as
additional insureds, in an amount at least equal to the maximum amount of Lease Payments payable in
any one year period in the case of equipment, and otherwise in any two year period, Such insurance may
be carried in conjunction with, and may be subject to the same provisions as, the insurance required under
Section 5.4, The District hereby assigns to the Corporation all right of the District, if any, to collect and
receive Net Proceeds under any of said policies, which right has been assigned by the Corporation to the
Assignee pursuant to the Assignment Agreement, The Net Proceeds of such insurance shall be paid to the
Assignee and shall be credited towards the payment of the Lease Payments in the order in which such
Lease Payments come due and payable.

Section 5.6, Title Insurance.

{(a) The District shall provide, at its own expense, on the effective date of this Lease
Agreement, 2 CLTA title insurance policy covering, and in the amount of not less than the principal
amount of this Lease Agreement, insuring the District’s leasehold estate in the Property, subject enly to
Permitted Encumbrances.

b The Net Proceeds of such title insurance shall be applied as provided in Section 6.2(a)
hereof,

Section 5.7, Form of Policies; Self-Insyrance.

(a) Form of Policies, The District shall acquire the insurance policies required hereunder at
its expense from carriers acceptable fo the Corporation. The policy or policies required by Section 5.4
hereof shall contain a loss payable endorsement in favor of the Corporation. The policies required hereby
shall provide that they may not be canceled or materially aliered without at least 30 days prior writien
notice to the Corporation. The District shall deliver to the Corporation copies or other evidence
satisfactory to the Cotporation of each insurance policy and each renewal thereof, Failure by the
Corporation t0 request evidence of such insurence policies or renewals, or otherwise to verify the
existence of such insurance, shall not constitute a waiver of the requirements hercof. The District shall
make claim for, receive payment of and execute and endorse all documents, checks or drafts received in
payment for loss or damage under said insurance policies.

(b Self Insurance. The District may only self insure pursuant to Section 5.4 hereof if and to
the extent such self-insurance method or plan of protection shal] afford reasonable protection to the
Corparation in light of all circumstances, giving consideration to cost, availability and similar plans or
methods of protection adopted by other school districts in the State other than the District, Insurance
provided through a California joint powers authority of which the District is a member of with which the
District contracts for insurance shall be deemed o be self-insurance for purposes hereof. Any self-
insurance maintained by the District pursuant to this Article V shall comply with the following terms:

{i) The self-insurance program shail include an actuarially sound claims reserve
fund out of which each self-insured claim shall be paid; the adequacy of such
fund shall be evaluated on an annual basis by an independent insurance
consultant; and any deficiencies in any self-insured claims reserve fund shall be
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remedied in accordance with the recommendation of such independent insurance
consulfant;

(i) [Reserved]

(iii}  In the event that the self-insurance program shall be discontinued, the actuarial
soundness of its claims reserve fund, as determined by an independent insurance
consultant, shall be maintained.

Section 5.8 Advances.

If the District shall fail to perform any of its obligations under this Article V, the Corporation
may, but shall not be obligated to, take such action as may be necessary to cure such failure, including the
advancement of money, and the District shall be obligated to repay all such advances as soon as possible,
with interest at the rate equal to the interest rate payable with respect to the Lease Payments, from the date
of the advance to the date of repayment.

Section 5.9.  [nstallation of District’s Equipment.”

The District may, at any time and from time to time in its sole discretion and at its own expense,
instal} or permit to be installed items of equipment or other personal property in or upon any portion of
the Property. All such items shall remain the sole property of the District in which neither the Corporation
nor the Assignee shall have any interest and may be modified or removed by the District at any time
provided that the District shall repair and restore any and all damage to the Property resulting from the
installation, modification or removal of any such items. Nothing in this Lease Agreement shall prevent
the District from purchasing or leasing items to be installed pursuant to this Section 5.9 under a lease or
conditional sale agreement, or subject to a vendor’s lien or security agreement, as security for the unpaid
portion of the purchase price thereof, provided that no such lien or security interest shall attach to any part
of the Property.

Section 5.10. Liens.

The District shall not, directly or indirectly, create, incur, assume or suffer to exist any mortgage,
pledge, lien, charge, encumbrance or claim on or with respect to the Property, other than the respective
rights of the Corporation and the District as provided herein and Permitted Encumbrances. Except as
expressly provided in this Article V, the District shall promptly, at its own expense, take such action as
may be necessary to duly discharge or remove any such mortgage, pledge, lien, charge, encumbrance or
claim, for which it is responsible, if the same shall arise at any time. The District shall reimburse the
Corporation for any expense incurred by it in order to discharge or remove any such mortgage, pledge,
lien, charge, encumbrance or claim,
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ARTICLE VI
DAMAGE, DESTRUCTION AND EMINENT DOMAIN; USE OF NET PROCEEDS

Section 6.1. Emineni Domain.

If all of the Property shall be taken permanently under the power of eminent domain or sold to a
government threatening to exercise the power of eminent domain, the Term of this Lease Agreement shall
cease as of the day possession shall be so taken. If less than all of the Property shall be taken permanently,
or if all of the Property or any part thercof shall be taken temporarily under the power of eminent domain,
(1) this Lease Agreement shall continue in full force and effect and shall not be terminated by virtue of
such taking and the parties waive the benefit of any Jaw to the contrary, and (2) there shall be 2 partial
abatement of Lease Payments as a result of the application of the Net Proceeds of any eminent domain
award to the prepayment of the Lease Payments hereunder, in an amount to be agreed upon by the District
and the Corporation, and so certified by such parties to the Assignee, such that the resulting Lease
Payments represent fair consideration for the use and occupancy of the remaining usable portion of the
Properly.

Section 6.2. Application of Net Proceeds.

(a) Repair or Replacement of Property. The Net Proceeds of any insurance award resulting
from any damage to or destruction of any portion of the Property by fire or other casualty, as applicable,
of any title insurance award, or of any eminent domain award resulting from any event described in
Section 6.1 hereof shall be paid by the Corporation and the District to the Assignee, as assignee of the
Corparation under the Assignment Agreement. The District, except as provided below, shall cause the
proceeds of such insurance to be utilized for the repair, reconstruction, or replacement of the damaged or
destroyed portion of the Property. The Assignee shall permit withdrawals of the proceeds from time to
time upon receiving the written request of the District, stating that the District has expended moneys or
incurred liabilities in an amount equal to the amount therein requested to be paid over to it for the purpose
of repair, reconstruction or replacement, and specifying the items for which such moneys were expended
or such liabilities were incurred. Any balance of the proceeds not required for such repair, reconstruction,
or replacement shall be treated by the Assignee as Lease Payments

(b) Prepayment of Lease. Alternatively, the District, at its option, and if the proceeds of such
insurance fogether with any other moneys then available for the purpose are at least sufficient to prepay
the Lease Payments in full as described in Section 10.2 hereof, may elect not to repair, reconstruct, or
replace the damaged or destroyed portion of the Property, as applicable, and thereupon shall cause the
proceeds to be used for the prepayment of the Lease Payments pursuant to Section 10.2.

Section 6.3, Abatement of Lease Payments in the Event of Damage or Destruction.

Lease Payments shall be abated during any period in which, by reason of damage or destruction,
there is substantial interference with the use and occupancy by the District of the Property or any portion
thereof (other than any portions of the Property described in Section 5.2 hereof) to the extent o be agreed
upon by the District and the Corporation. The parties agree that the amounts of the Lease Payments under
such circumstances shall not be less than the amounts of the unpaid Lease Payments as are then set forth
in Bxhibit C, unless such unpaid amounts are determined to be greater than the fair rental vakue of the
portions of the Property not damaged or destroyed (giving due consideration to the factors identified in
the last sentence of Section 4.4(d)), based upon the opinion of an appraiser who is a member of the
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American Institute of Real Estate Appreisers (an “MAI Appraiser”) with experiise in valuing such
properties or other appropriate method of valuation, in which event the Lease Payments shall be abated
such that they represent said fair rental value, Such abatement shall continue for the period commencing
with such damage or destruction and ending with the substantial completion of the work of repair or
reconstruction. In the event of any such damage or destruction, this Lease Agreement shall continue in
full force and effect and the District waives any right to terminate this Lease Agreement by virtue of any
such damage and destruction. Notwithstanding the foregoing, there shall be no abatsment of Lease
Payments under this Section 6.3 to the extent that the proceeds of rental interruption insurance are
available to pay Lease Payments which would otherwise be abated under this Section 6.3, it being hereby
declared that such proceeds and amounts constitute special funds for the payment of the Lease Payments.

ARTICLE VII
DISCLATMER OF WARRANTIES; ACCESS; INDEMNIFICATION

Section 7.1. Disclaimer of Warranties,

NEITHER THE CORPORATION NOR ITS ASSIGNS MAKES ANY WARRANTY OR
REPRESENTATION, EITHER EXPRESS OR IMPLIED, AS TO THE VALUE, DESIGN,
CONDITION, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OR
FITNESS FOR THE USE CONTEMPLATED BY THE DISTRICT OF THE PROPERTY OR ANY
OTHER REPRESENTATION OR WARRANTY WITH RESPECT TO THE PROPERTY. IN NO
EVENT SHALL THE CORPORATION OR ITS ASSIGNS BE LIABLE FOR INCIDENTAL,
INDIRECT, SPECIAL OR CONSEQUENTIAL DAMAGES IN CONNECTION WITH OR ARISING
OUT OF THE SITE LEASE OR THIS LEASE AGREEMENT FOR THE EXISTENCE, FURNISHING,
FUNCTIONING OR THE DISTRICT’S USE OF THE PROPERTY.

Section 7.2, Access to the Property.

The District agrees that the Corporation and any Corporation Representative, and the
Corporation’s successors or assigns, shall have the right at all reasonable times to enter upon and to
examine and inspect the Property. The District further agrees that the Corporation, any Corporation
Representative, and the Corporation’s successors or assigns shall have such rights of access to the
Property as may be reasonably necessary to cause the proper maintenance of the Property in the event of
failure by the District to perform its obligations hereunder.

Section 7.3, Release and Indemmification Covenants.

To the extent permitted by applicable law, the District shall and hereby agrees to indemnify and
save the Corporation and its officers, agents, successors and assigns harmless from and against all claims,
losses and damages, including legal fees and expenses, arising out of (i} the use, maintenance, condition
or management of, or from any work or thing done on the Property by the District, (ii) any breach or
default on the part of the District in the performance of any of its obligations under this Lease Agreement,
(iii) any act or omission of the District or of any of its agents, contractors, servants, employees or
licensees with respect to the Property, (iv) any act or omission of any sublessee of the District with
respect to the Property, or (v) the payment of costs of the Property. No indemnification is made under
this Section 7.3 or elsewhere in this Lease Agreement for willful misconduct, negligence or breach of
duty under this Lease Agreement by the Corporation, its officers, agents, employees, Successors or
assigns,
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ARTICLE VIII
ASSIGNMENT, SUBLEASING AND AMENDMENT

Section 8.1. Assignment by the Comoration.

Certain of the Corporation’s rights under this Lease Agreement, including the right to receive and
enforce payment of the Lease Paymenis to be made by the District under this Lease Agreement, have
been assigned to the Assignee, pursuant to the Assignment Agreement and the District hereby consents to
such assignment. The parties hereto agree that all rights of the Corporation and its Assignee hereunder
may be assigned, transferred or otherwise disposed of, either in whele or in part, provided that notice of
any such assignment, transfer or other disposition is given to District,

Seclion 8.2. Assignment and Subleasing by the District.

This Lease Agreement may not be assigned by the District, The District may not sublease the
Property or any portion thereof,

Section 8.3, Amendment of this Lease Apreement |

(=) Substitution of Property. The District shall have, and is hereby granted, the option at any
time and from time to time during the Term of the Lease Agreement to substitute other land and/or
facility (“Substitute Property”) for the Property (the “Former Property™), or a portion thereof, provided
that the District shall satisfy all of the following requirsments (to the extent applicable) which are hereby
declared to be conditions precedent to such substitution:

) The District shall file with the Corporation and the Assignee an amended Exhibit
A to the Site Lease which adds thereto a description of such Substitute Property
and deletes there from the description of the Former Property;

(ii) The District shall file with the Corporation and the Assignee an amended Exhibit
B to this Lease Agreement which adds thereto a description of such Substitute
Property and deletes there from the description of the Former Property;

(i}  The District shall certify in writing to the Corporation and the Assignee that such
Substitute Property serves the purposes of the District, constitutes property that is
unencumbered, subject to Permitted Encumbrances, and constitutes property
which the District is permitted to lease under the laws of the State;

(iv)  The District delivers to the Assignee and the Corporation evidence that the
Substitute Property is of equal or greater value than the aggregate amount of the
original principal component of the Lease Payments;

{v) The Substitute Property shall not cause the District to violate any of ifs
covenants, representations and warranties made herein;

(vi)  The District shall obtain an amendment to the title insurance policy required

pursuant to Section 5.6 hereof which adds thereto a description of the Substitute
Property and deletes there from the description of the Former Property, and
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(viiy  The District shall certify that the Substitute Property is of the same or greater
essentiality to the District as was the Former Property.

(b) Release of Property. The District shall have, and is hereby granted, the option at any
time and from time to time during the Term of the Lease Agreement to release any portion of the
Property, provided that the District shall satisfy all of the following requirements which are hereby
declared to be conditions precedent to such release:

D) The District shall file with the Corporation and the Assignee an amended Exhibit
A to the Site Lease which describes the Property, as revised by such release;

(ii) The District shall file with the Corporation and the Assignee an amended Exhibit
B to this Lease Agreement which describes the Property, as revised by such
release;

(i)  The District delivers to the Assignee and the Corporation evidence that the
Property, as revised by such release, is of a value at least equal to the value of the
Property as of the Closing Date;

(iv)  Such release shall not cause the District to violate any of its covenants,
representations and warranties made herein; and

(v) The District shatl obtain an amendment to the title insurance policy required
pursuant to Section 5.6 hereof which describes the Property, as revised by such
release.

(e Generally. Neither the District nor the Corporation will alter, modify or cancel, or agree
or consent to alter, modify or cancel this Lease Agreement, except in connection with a substitution or
release permitted by this Section 8.3 or upon their mutual consent with the prior written consent of the
Assignee.

ARTICLE IX
EVENTS OF DEFAULT AND REMEDIES

Section 9.1, Events of Default Defined.

The following shall be “Events of Default” under this Lease Agreement and the terms “Events of
Default” and “Default” shall mean, whenever they are used in this Lease Agreement, any one or more of
the following events:

(a) Failure by the District to pay any Lease Payment or other payment required to be paid
hereunder at the time specified herein,

{b) Failure by the District to observe and perform any covenant, condition or agreement on
its part to be observed or performed under this Lease Agreement, other than as referred to in clause {a} of
this Section 9.1, for a period of thirty (30) days after written notice specifying such failure and requesting
that it be remedied has been given to the District by the Corporation or the Assignee; provided, however,
if the failure stated in the notice can be corrected, but not within the applicable period, the Corporation
and the Assignee shall not unreasonably withhold their consent to an extension of such time if corrective

21



action is instituted by the District within the applicable period and diligently pursned until the Default is
corrected.

{c) The filing by the District of a voluntary petition in bankruptey, or failure by the District
promptly to lift any execution, garnishment or attachment, or adjudication of the District as a bankrupt, or
assignment by the District for the benefit of creditors, or the entry by the District into an agresment of
composition with creditors, or the approval by a court of competent jurisdiction of a petition applicable to
the District in any proceedings instituted under the provisions of the Federal Bankruptcy Act, as amended,
or under any similar acts which may hereafter be enacted.

Section 9,2, Remedies on Default.

Whenever any Event of Default referred to in Section 9.1 hereof shall have happened and be
continuing, it shall be lawful for the Corporation to exercise any and all remedies available pursuant to
law or granted pursuant to this Lease Agreement; provided, bowever, that notwithstanding anything
herein to the contrary, there shal] be no right under any circumstances to accelerate the Lease Payments or
otherwise declare any Lease Payments not then in default to be immediately due and payable. Each and
every covenant hereof to be kept and performed by the District is expressly made a condition and upon
the breach thereof the Corporation may exercise any and all rights of entry and re-entry upon the
Property, and also, at its option, with or without such entry, may terminate this Lease Agreement:
provided, that no such termination shall be effected either by operation of law or acts of the parties hereto,
except only in the manner herein expressly provided. In the event of such Default and notwithstanding
any re-entry by the Corporation, the District shall, as herein expressly provided, continue to remain liable
for the payment of the Lease Payments and/or damages for breach of this Lease Agreement and the
performance of all conditions herein contained and, in any event such rent and/or damages shall be
payable to the Corporation at the time and in the manner as herein provided, to wit:

{a) In the event the Corporation does not elect to terminate this Lease Agreement in the
manner hereinafter provided for in subparagraph (b) hereof, the District agrees to and shall remain liable
for the payment of all Lease Payments and the performance of all conditions herein contained and shalf
reimburse the Corporation for any deficiency arising out of the re-leasing of the Property, or, in the event
the Corporation is unable to re-lease the Property, then for the full amount of all Lease Payments to the
end of the Term of the Lease Agreement, but said Lease Payments and/or deficiency shall be payable only
at the same time and in the same manner as hereinabove provided for the payment of Lease Payments
hereunder, notwithstanding such entry or re-entry by the Corporation or any suit in unlawful detainer, or
otherwise, brought by the Corporation for the purpose of effecting such re-entry or cbtaining possession
of the Property or the exercise of any other remedy by the Corporation. The District hereby irrevocably
appoints the Corporation as the agent and attorney-in-fact of the District to enter upon and re-lease the
Property in the Event of Default by the District in the performance of any covenants herein contained to
be performed by the District and to remove all personal property whatsoever situated upon the Property,
to place such property in storage or other suitable place in County, California, for the account of and at
the expense of the District, and the District hereby exempts and agrees to save harmiess the Corporation
from any costs, loss or damage whatsoever arising or occasioned by any such entry upon and re-leasing of
the Property and the removal and storage of such property by the Corporation or its duly authorized
agents in accordance with the provisions herein contained. The District hereby waives any and all claims
for damages caused or which may be caused by the Corporation in re-eptering and taking possession of
the Property as herein provided and all claims for damages that may result from the destruction of or
injury fo the Property and all claims for damages to or loss of any property belonging to the District that
may be in or upon the Property. The District agrees that the terms of this Lease Agreement constituie full
and sufficient notice of the right of the Corporation fo re-lease the Property in the event of such re-entry
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without effecting a surrender of this Lease Agreement, and further agrees that no acts of the Corporation
in effecting such re-leasing shall constitute a surrender or termination of this Lease Agreerment
irrespective of the term for which such re-leasing is made or the terms and conditions of such re-ieasing,
or otherwise, but that, on the contrary, in the event of such Default by the District the right to terminate
this Lease Agreement shall vest in the Corporation to be effected in the sole and exclusive manner
hereinafter provided for in paragraph (b) hereof. The District further waives the right to any rental
obtained by the Corporation in excess of the Lease Payments and paymenis due pursuant lo Section 4.7
hereof and hereby conveys and releases such excess to the Corporation as compensation to the
Corporation for its services in re-leasing the Property.

(b) In an Event of Default hereunder, the Corporation at its option may terminate this Lease
Agreement and re-lease all or any portion of the Property. In the event of the termination of this Lease
Agrecment by the Corporation at its option and in the manner hereinafter provided on account of Default
by the District (and notwithstanding any re-entry upon the Property by the Corporation in any manner
whatsoever or the re-leasing of the Property), the District nevertheless agrees to pay to the Corporation all
costs, loss or damages howsoever arising or occurring payable at the same time and in the same manner
as is herein provided in the case of payment of L.ease Payments. Any surplus received by the Corporation
from such re-leasing shall be credited towards the Lease Payments next coming due and payable. Neither
notice to pay rent or to deliver up possession of the premises given pursuant to law nor any proceeding in
unlawful detainer taken by the Corporation shall of itself operate to terminate this Lease Agreement, and
no termination of this Lease Agreernent on account of Default by the District shall be or become effective
by operation of law, or otherwise, unless and until the Corporation shall have given written notice to the
District of the election on the part of the Corporation to terminate this Lease Agreement, The District
covenants and agrees that no surrender of the Property and/or of the remainder of the Term of the Lease
Agreement or any termination of this Lease Agreement shall be valid in any manner or for any purpose
whatsoever unless stated or accepted by the Corporation by such written notice.

Section 9.3. No Remedy Exclusive.

No remedy herein conferred upon or reserved to the Corporation is intended to be exclusive and
every such remedy shall be cunlative and shall be in addifion to every other remedy given under this
Lease Agreement now or hereafier existing at law or in equity. No delay or omission to exercise any right
or power accruing upon any Default shall impair any such right or power or shall be consirued to be a
waiver thereof, but any such right and power may be exercised from time to time and as often as may be
deemed expedient. In order to entitle the Corporation to exercise any remedy reserved (o it in this Article
IX it shall not be necessary to give any notice, other than such notice as may be required in this Article IX
or by law.

Section 9.4, Agreement fo Pay Attorneys’ Fees and Expenses.

In the event either party to this Lease Agreement should default under any of the provisiong
hereof and the non-defaulting party should employ attorneys or incur other expenses for the collection of
moneys or the enforcement or performance or observance of any obligation or agreement on the part of
the defaulting party herein contained, the defaulting party agrees that it will on demand therefore pay to
the non-defaulting party the reasonable fees of such attorneys and such other expenses 50 incurred by the
non-defaulting party,

23



Section 9.5, No Additional Waiver Implied by One Waiver.

In the event any agreement contained in this Lease Agreement should be breached by either party
and thereafter waived by the other party, such waiver shall be limited to the particular breach so waived
and shall not be deemed to waive any other breach hereunder.

Section 9.6. Application ¢f Proceeds.

All net proceeds received from the re-lease or other disposition of the Property under this Article
IX, and ali other amounts derived by the Corporation or the Assignee as a result of an Event of Default
hereunder, shall be transferred to the Assignee promptly upon receipt thereof and afler payment of all fees
and expenses of the Assignee, including attorneys fees, shall be applied to the Lease Payments in order of
payment date.

Section 9.7, Assignes to Exercise Rights,

Such rights and remedies as are given to the Corporation under this Article IX have been assigned
by the Corporation to the Assignee, under the Assignment Agreement, to which assignment the District
hereby consents. Such rights and remedies shall be exercised by the Assignee as provided in the
Assignment Agreement and herein,

ARTICLE X
PREPAYMENT OF LEASE PAYMENTS

Section 10.1.  Prgpayment Qption.

The Corporation hereby grants an option to the District to prepay the principal component of the
Lease Payments in full, by paying the aggregate unpaid principal components of the Lease Payments as
set forth in Exhibit C hereto, in a prepayment amount equal to the principal amount of Lease Payments to
be prepaid, without premium.

Said option shall be exercised by the District at any time by giving written notice to the
Corporation and the Assignee of the exercise of such option at least thirty {30) days prior to said date.
Such option shall be exercised by depositing with said notice cash in an amount, which will be sufficient
to pay the aggregate unpaid component of the Lease Payments on said Lease Payment Date as set forth in
Exhibit C hereto, together with any Lease Payments then due but unpaid and any accrued interest to such
prepayment date.

Section 10.2.  Prepayment From Net Proceeds of Insurance, Title Insurance or Eminent Domain,

If the District opts to prepay the Lease Payment pursuant to Section 6.2 hereof, the District may
do so in whole on any date or in part on any Lease Payment Date, from and to the extent of any Net
Proceeds of an insurance, title insurance or condemnation award with respect to the Property. The
Disirict and the Corporation hereby agree that such Net Proceeds shall be applied first to the payment of
any delinquent Lease Payments, and thereafier shall be credited towards the District’s obligations under
this Section 10.2. Lease Payments due after any such partial prepayment shali be in the amounts set forth
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in a revised Lease Payment schedule which shall be provided by, or caused to be provided by, the District
to the Assignee and which shall represent an adjustment to the schedule set forth in Exhibit C attached
hereto taking into account said partial prepayment.

ARTICLE X1
MISCELLANEOUS

Section 11.1. Notices.

All notices shall be in writing addressed to the tespective party {cr to such other address as the
party to whom such notice is intended shall have previously designated by written notice to the serving
party), and may be personally served, telecopied, or sent by overnight courier service or United States
mai,

H'to the Corporation:  Pajaro Valley Unified School District Financing Corporation
294 Green Valley Road
Watsonville, CA 95076
Attention: Mary Hart, CFO

i to the District: Pajaro Valley Unified School District
294 Green Valley Road
Watsonville, CA 95076
Attention: Superintendent

If to the Assignee: Zions First National Bank
Public Financial Services
One South Main Street, 17th Floor
Salt Lake City, UT 84133
Attention: Mark Tsuyuki

Such notices shall be deemed to have been given: (a) if delivered in person, when delivered; (b) if
delivered by telecopy, on the date of transmission if transmitted by 4:00 p.m. (Salt Lake City time) on a
Business Day or, if not, on the next succeeding Business Day; (c) if delivered by an overnight courier
service, two Business Days after delivery to such courier properly addressed; or (d} if by United States
mail, four Business Days after depositing in the United States mail, postage prepaid and properly
addressed.

Section 11.2.  Binding Effect.

This Lease Agreement shall inure to the benefit of and shall be binding upon the Corporation and the
District and their respective successors and assigns.

Section 11.3.  Severability.

In the event any provision of this Lease Agreement shall be held invalid or unenforceable by any
court of competen{ jurisdiction, such holding shall not invalidate or render unenforceable any other
provision hereof.
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Section 11.4. Net-net-net Lease .

This Lease Agreement shall be deemed and construed to be 2 “net-net-net lease”™ and the District
hereby agrees that the Lease Payments shall be an absolute net return to the Corporation, free and clear of
any expenses, charges or sef-offs whatsoever.

Section 11,5,  Further Assurances and Corrective Instrumenits,

The Cotporation and the District agree that they will, from time to time, execute, acknowledge
and deliver, or cause to be executed, acknowledged and delivered, such supplements hereto and such
further instruments as may reasonably be required for correcting any inadequate or incorrect description
of the Property hereby leased or intended so to be or for carrying out the expressed intentions of this
Lease Agreement.

Section 11.6.  Execution in Counterparts.

This Lease Agreement may be executed in several counterparts, each of which shall be an
original and all of which shall constitute but one and the same instrument.

Section 11.7.  Applicable Law,

This Lease Agreement shall be governed by and construed in accordance with the laws of the
State of California.

Section 11.8.  Corporation and District Representatives,

Whenever under the provisions of this Lease Agreement the approvai of the Corporation or the
District is required, or the Corporation or the District is required to take some action at the request of the
other, such approval or such request shall be given for the Corporation by a Corporation Representative
and for the District by a District Representative, and each party hereto shall be authorized to rely upon
any such approval or request,

Section 11.9.  Captions.

The captions or headings in this Lease Agreement are for convenience only and in no way define,
limit or describe the scope or intent of any provisions or Section of this Lease Agreement.

Section 11.10  [Reserved]

Section 11.11. System of Registration.

The District shall be the Registrar for this Lease Agreement and the rights to payments hereunder.
The Corporation’s Assignee shall be the initial Registered Owner of rights to receive payments hereunder.
If the Assignee transfers its rights to receive payments hereunder, the Registrar shall note on this Lease
Agreement the name and address of the transferee.

26



Secfion 11.12. Instruments of Further Assurance,

To the extent, if any, that the interest of the Corporation and its Assignes in the Property as lessor
under this Lease Agreement is deemed to be a security interest in the Property, then the District shall be
deemed to have granted, and in such event the District does hereby grant, a security interest in the
Property to the Corporation and its Assignee, which security interest includes proceeds, and this Lease
Agreement shall constitute a security agreement under applicable law. Concurrently with the execution
of this Lease Agreement, the District has executed, delivered, and filed and/or recorded ail financing
statements, UCC forms, mortgages, deeds of trust, notices, filings, and/or other instruments, in form
required for filing and/or recording thereof, as are required under applicable law to fully perfect such
security interest of the Corporation and its Assignee in the property {collectively “Security Documents™),
including without limitation the filing and/or recording of this Lease Agreement. Attached hereto as
Exhibit | are copies of all such Security Documents. The District will do, execute, acknowledge, deliver
and record, or cause to be done, executed, acknowledged, delivered and recorded, such additional acts,
notices, filings and instruments as the Corporation or its Agsignee may require in its sole discretion to
evidence, reflect and perfect the title, ownership, leaschold interest, security interest and/or other interest
of the Corporation and its Assignee in and to any part or all of the Property promptly upon the request of
the Corporation or its Assignee.

Section 11,13, Arbitration.

To the extent permitted by law, any dispute, controversy or claim arising ouf of or based upon the
terms of this Lease Agreement or the transactions contemplated hereby shall be settled exclusively and
finally by binding arbitration. Upon written demand for arbitration by any party hereto, the parties to the
dispute shall confer and attempt in good faith to agree upon one arbitrator. If the patties have not agreed
upon an arbitrator within thirty (30) days after receipt of such written demand, each party to the dispuie
shall appoint one arbitrator and those twa arbitrators shall agree upon a third arbifrator. Any arbitrator or
arbitraiors appointed as provided in this section shall be selected from panels maintained by, and the
binding arbitration shall be conducted in accordance with the commercial arbitration rules of, the
American Arbitration Association {or any successor organization), and such arbitration shall be binding
upon the parties. The arbitrator or arbitrators shall have no power to add or detract from the agreements
of the parties and may not make any ruling or award that does net conform 1o the terms and conditions of
this Lease Agreoment. The arbitrator or arbitrators shall have no authority to award punitive damages or
any other damages not measured by the prevailing party’s actual damages. Judgement upon an arbitration
award may be entered in any court having jurisdiction. The prevailing party in the arbitration proceedings
shall be awarded reasonable attorney fees and expert witness costs and expenses.
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IN WITNESS WHEREOF, the Corporation has caused this Lease Agresment to be executed in
its corporate name by its duly authorized officers; and the District has caused this Lease Agreement to be
executed in its name by its duly authorized officers, as of the date first above written.

PAJARO VALLEY UNIFIED SCHOOL DISTRICT FINANCING
CORPORATION, as Lessor

By
Authorized Officer

Prinfed Name of Authorized Officer

Title
Title of Authorized Qfficer

PAJARO VALLEY UNIFIED SCHOOL DISTRICT, as Lessec

By
Authorized Officer

Printed Name of Aunthorized Officer

Title
Title of Authorized Officer
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STATE OF CALIFORNIA )
COUNTY OF )

On before me, » personally appeared

» who proved to me on the basis of satisfactory evidence to be the
person(s) whose name(s) is/are subscribed to the within instrurnent and acknowledged 1o me that
he/she/they executed the same in his/her/their authorized capacity(ies), and that by his/her/their signature
on the instrument the person(s), or the entity upon behalf of which the person(s) acted, executed the
instrument.

I certify under PENALTY OF PERJURY under the laws of the State of California that the foregoing
paragraph is true and correct,

WITNESS my hand and official seal.

Signature of Notary {Scal}
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STATE OF CALIFORNIA )
COUNTY OF )

On before me, , personally appeared

» who proved fo me on the basis of satisfactory evidence to be the
person(s) whose name(s) is/are subscribed to the within instrument and acknowledged to me that
he/shefthey executed the same in his/her/their authorized capacity(ies), and that by his/her/their signature
o the instrument the person(s), or the entity upon behalf of which the person(s) acted, executed the
instrument.

[ cerlify under PENALTY OF PERJURY under the laws of the State of California that the foregoing
paragraph is true and correct.

WITNESS my hand and official seal.

Signature of Notary (Seal)
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EXHIBIT A
DEFINITIONS

“ddvance” shall have the meaning set forth in Section 2.1(G)(IXD) hereof.

“Assignee” means Zions First National Bank, or any successor thereto,

“Assignment Agreement” means the Assignment Agreement, dated as of January 4, 2010, by and
between the Corporation and the Assignee, together with any duly authorized and executed amendments
thereto. :

“Authorizing Resolution” means the Regolution adopted by the Governing Body authorizing this
Lease Agreement, in substantially the form attached hereto as Exhibit H.

“Closing Date” means the date the lease agreement is executed by the Corporation and the
District.

“Code” means the Internai Revenue Code of 1986, as amended.

“Commencement Date” means the date this Leasc Agreement is executed by the Corporation and
the District.

“Corporation™ means the Pajaro Valley Unified School District Financing Corporation, a non-
profit public benefit corporation organized and existing under the laws of the Statc.

“Corporation Representative” means the President, the Vice President, the Exccutive Director,
the Assistant Executive Director, the Treasurer, the Assistant Treasurer, the Secretary, the Assistant
Secretary or any other person authorized by resolution of the Board of Directors of the Corporation to act
on behalf of the Corporation under or with respect to the Lease Agreement, the Assignment Agreement
and the Trust Agreement,

“Bond Counsel” means any attorney or firm of attorneys appointed by or acceptable to the
District of nationally-recognized experience in the issuance of obligations of public entities.

“Business Day” means a day which is not a Saturday, Sunday or legal holiday on which banking
institutions in the state in which the Assignee is located are closed or are required to close or a day on
which the New York Stock Exchange is closed.

“Distric” means the Pajaro Valley Unified School District, a district duly organized and existing
under and by virtue of the constitution and laws of the State.

“District Representative” means the President of the Governing Board of the District, the
Superintendent, the Assistant Superintendent, Business Services, or any other person authorized by
resolution of the Governing Board of the District to act on behalf of the Disirict under or with respect to
the Lease Agreement,

“Environmental Law” means all federal, state or local laws, statutes, regulations, ordinances and
other provisions having the force or effect of law, all Jjudicial and adminisirative orders and
determinations, all contractual obligations and all common law relating to public health and safety,
worker health and safety, pollution, the environment, wetlands, the preservation and reclamation of
natural resources or waste management, inciuding without limitation all those relating to the presence,
use, production, generation, handling, transportation, freatment, storage, disposal, distribution, labeling,
testing, processing, discharge, release, threatened release, control or cleanup of any hazardous materials,
substances or wastes, chemical substances or mixtures, pesticides, pollutants, contaminants, toxic
chemmicals, petroleum products or byproducts, asbestos, solvents, urea formaldehyde, dioxins,
polychlorinated biphenyls, noise or radiation, each as amended and as now or hereafter in effect. The
term Environmental Law shall include (by way of illustration rather than limitation) the Clean Water Act,
33 US.C. Section 1251, ef seq., the Clean Air Act, 42 U.S.C. Section 7401, et seq., the Resource
Conservation and Recovery Act, 42 U.S.C. Section 6901, et seq., the Comprehensive Environmental
Response, Compensation and Liability Act of 1980, 42 U.S.C. Section 9601, et seq., the Toxic
Substances Control Act, 15 US.C. Section 2601, ez seq., the Federal Insecticide, Pungicide and
Rodenticide Act, 7 U.S.C. Section 135, ef seq., and the Hazardous Materials Transportation Act, 39
U.S.C. Section 1801, et seq. and any regulations, guidelines, directives or other interpretations of any
such enactment, all as amended from time to time.

“Event of Default” means an event of default under the Lease Agreement, as defined in
Section 9.1 thereof,
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“Fiscal Year” means the twelve-month period beginning on July 1 of any year and ending on
June 30 of the next succeeding year, or any other twelve-month period selected by the District as its fiscal
year.

“Governing Body” means the Governing Board of the District,

“Hazardous Materials” means any hazardous, dangerous or toxic chemical, waste, byproduct,
poilutant, contaminant, compound, product or substance the manufacture, storage, transport, generation,
use, treatment, exposure to, release, threatened release, discharge, remediation, cleanup, abatement,
removal, possession, recycling, disposal or other disposition of which is prohibited or regulated
(including without limitation, being subjected to notice, reporting, record keeping, or clean-up
requirements) by any Environmental Law: provided, however, that if the Property is a school, then the
term “Hazardous Materials™ shall not include such chemicals in such smounts as are typically used in
classroom instruction,

“Independent Counsel” means an attorney duly admitted to the practice of law before the highest
court of the state in which such attorney maintains an office and who is not an employee of the District,
the Corporation or the Assignee,

“Interest Payment Daie” means Jaruary 15 and July 15, commencing July 15, 2010.

“Lease Agreement” means the Lease Agreement, dated as of January 4, 2010, by and beiween the
Corporation and the District, together with any duly autherized and executed amendments thereto,

“Lease Payment Date” shall have the meaning set forth in Section 4.4(a) hereof,

“Lease Payments” means all payments required to be paid by the District pursuant to Section 4.4
of the Lease Agreement, including any prepayment thereof pursuant fo Article X of the Lease Agreement,
which payments consist of an interest component and 2 principal component,

“Net Proceeds,” when used with respect to insurance or condemmation proceeds, means any
insurance proceeds or condemnation award paid with respect to the Property, to the extent remaining after
payment there from of all expenses incurred in the cellection thereof.

“Obligation Instrument” shall have the meaning set forth in Section 2.1{) hereof,

“Permitted Encumbrances” means, as of any particular time: (a) liens for general ad valorem
taxes and assessments, if any, not then delinquent, or which the District may, pursuant to provisions of
- Atrticle V of the Lease Agreement, permit to remain unpaid; (b) the Assignment Agreement; (¢) the Lease
Agreement; (d) any right or claim of any mechanic, laborer, materiaiman, suppiier or vendor not filed or
perfected in the manner prescribed by law; () sasements, rights of way, mineral rights, drilling rights and
other rights, reservations, covenants, conditions or restrictions which exist of record as of the Closing
Date and which the District certifies in writing will not materially impair the use of the Property; and {f)
easements, rights of way, mineral rights, drilling rights and other rights, reservations, covenants,
conditions or restrictions established following the dale of recordation of the Lease Agreement and to
which the Corporation and the District consent in writing,

“Project” shall have the meaning set forth in the recitals of the lease agreemnent hereof (see page |
of lease agreement).

“Property” means the property to be leased to the District pursuant to the Lease Agreement, all ag
mare particularly described in Exhibit B attached to the Lease Agreement, as the same may be amended
from time to time.

“Rebate Exemption” shall have the meaning set forth in Section 2. 1G)IDA) hereof,

“Reimbursable Expenditure” shall have the meaning set forth in Section 21G)(H(kXH) hereof,

“Rental Period” means each twelve-month period during the Term of the Lease Agreement
commencing on July 1 in any year and ending June 30 the next succeeding year; provided, however, that
the first Rental Period shall begin on January 4, 2010, and shall end on June 30, 2010.

"Site Lease” means the Site Lease, dated as of January 4, 2010, by and between the District and
the Corporation, together with any duly authorized and executed amendments thereto.

“State” means the State of California.

“Term of the Lease Agreement” means the time during which the Lease Agreement is in effect,
as provided in Section 4.2 of the Lease Agreement.
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EXHIBIT B
DESCRIPTION OF THE PROPERTY

The land referred to herein is in the State of California, County of Santa Cruz, City of
Watsonville, and is described as follows:

Location of Property 2350 East Lake Avenue, Watsonville, CA 95076

A.PN. (Affects this and other property) 051-501-12 and 051-501-17
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EXHIBIT C
SCHEDULE OF LEASE PAYMENTS

1. Interest.

The principal components of the Lease Payments shown for years 2010 through and including
January 15, 2015 on the attached Payment Schedule shall bear interest at the rate of four and four
hundredths percent (4.04%) per annum,

The principal components of the Lease Payments shown for all payments after January 15, 2015
on the attached Payment Schedule shall bear interest from their Lease Effective Date to, but not including
Janmary 15, 2015 at the initial Interest Rate of 4.04% per annum. On Janvary 15, 20185, January 15, 2020,
and on January 15, 2025 (each an "Adjustment Date"), the interest rate on any such maturities shall be
adjusted to equal ninety-five percent (95%) of the Index Rate (as herein defined) as of said date (rounded
to the nearest one hundredth of ene percent), to, but not including, the next Adjustment Date. On the last
Business Day which is at least fifteen (15) days prior to each Adjustment Date, the Bank shall determine
the Index Rate for the next suceecding Adjustment Date and shall give notification to the Lessee (by
telephone or facsimile transmission) of the rate so determined. Beginning on the next succeeding
Adjustment Date, the interest rate on any such Remaining Maturities shall then be adjusted to equal the
rate described above.

For purposes of the preceding paragraph, the Index Rate shall mean a rate per annum which
equals the five year Advance Fixed Bullet Rate as quoted by the Seattle Federal Home Loan Bank 2s
available on their Internet site (currently www.fhlbsea.com) or such other information distribution method
the Seattie Federal Home Loan Bank should utilize, or if the Seattle Federal Home Loan Bank should not
make five year advance rate quotes at some time in the future, then the Index Rate shall be  rate which
cquals the five year Swap Rates Benchmark Rate plus the five year Ask Swap Spread as quoted on
Bloomberg "SWYC" <Go>, "24" <Go>, "1" <Go>.

2. Payment Dates and Amounts,

SEE ATTACHED PAYMENT SCHEDULE, WHICH BREAKS OUT PRINCIPAL AND INTEREST
SEPARATELY

Exhibit C 1



Zions First National Bank

Public Financial Services

Pajaro Valley Unified School District
$1,415,000 Real Property Lease
Dated January 4, 2010
Debt Service Schedule Part10f 2
Date Principal Coupon Interast Total P+l
01152010 - . - -
07150200 21,641.06 4.040% 30,329.74 51,970.20
0171512011 23,824.95 4.040% 28,145,85 51,970.5¢
01512011 24,306.21 4.040% 27,664.59 51,970.80
0l/Is/2012 24,797.20 L 4040% (2717360 31,970.80
071512012 25,208.10 4.040% 26,672.70 51,970.80
01/1572013 25,806.12 4.040% 26,161.68 51,970.80
07/15/2013 26,330.46 4,040% 15,640.33 51,970.79
0171502014 26,862.34 4.040% 25,108.46 51,970.80
0771542014 27,404.96 4.040% 24,565.84 51,970.80
11572015+ 27,958.54 4.040% 24,012.26 51,970.80
07/15/2015 28,523.30 4.060% 23,447.49 51,970.79
011502016 25,099.47 4.040% 22,871.32 $1,970.79
07/15/2016 29,687.28 4.040% 22,283.51 51,970.79
0171502017 30,286,96 4,040% 21,683.83 $L9T0.79
07/15/2017 30,898.76 4.040% 21,072.04 51,970.80
GL/15/2018 31,522.92 4.040% 20,447.88 $1,970.80
O7/1 52048 32,159.88 4.040% 19,811.12 $1,970.80
01/15/2019 32,800.3] 4,040% 19,161.49 51,970.80
07/15/2019 33 ATLOS 4.040% 18,498.74 5§1,970.7%
115/2020% 34,148.19 4.040% 17,822.61 51,970.80
052020 34,837,98 4.040% 17,132.81 51,970.79
0141572024 35,541.71 4.640% 15,429.09 51,970.80
071572021 36,259.65 4.040% 15,711.14 $1,970.79
Joutsaegr 3699210 e A0A0% L1490 — 3197080
07/15/2022 37,739.34 4,040% 14,231.46 51,970.80
01/15/2023 38,501.67 4.040% 13,460.12 51,970.79
07/15/2023 39,279.41 4.040% 12,691.39 51,970.80
0111512024 40,072.85 4.040% 11,897.95 51,970,80
07/15/2024 40,882.32 4.040% 11,088.48 51,970.80
11572025% 41,708.14 4.080% 10,262.65 51,976.79
411572025 42,550,65 4.040% 9,420.15 51,970.80
0171572026 43,410,17 4.040% 8,560.63 51,070.80
OH15/2026 #4,287.06 4.040% 7,685.74 51,670.80
01/15/2027 45,181,66 4,040% 6,7809.14 51,970,80
07152027 46,094.32 4.040% 587647 51,970.79
01/1572028 47,025.43 4.040% 4,04537 51,970.80
07/15/2028 47,975.34 4.040% 3,995.45 51,970.79
01/15/2029 43,944.45 4.040% 3,826.35 51,570.80
07/15/2029 49,933.12 4.040% 2,037.67 51,970.79
01/15/2030 50,941.77 4.040% 1,025.02 41,970.79
Total $1,415,000.00 - $663,831.86 $2,076,831.86
*interest rate resets to 95% of the 5 year Seattle Faderal Home Loan Bank Advance Bullet Fixed rate,
RAJARQ VALLEY USD - 5.5 | SINGLE PURPOSE { 12/ 3/2009 | 12:46 PM




Pajare Valley Unified School District

$1,415,000 Real Property Lease
Dated January 4, 2010

Debt Service Schedule

PAJARO VALLEY USD - 5-8 | SINGLE PURPOSE | 12/ 3/2008 § 12:46 PM

Zions First National Bank

Public Financial Sefvices

Part2of2
Yield Statistics
Bond Year Dollars $16,431.48
Average Life 11.612 Years
Average Coupon 4.0400000%
Met Interest Cost (NIC) 4.0406000%
True Interest Cost {TIC) 4.0398535%
Bond Yield for Arbitrage Purposes 4.0398535%
All Inclusive Cost (AIC) 4,0398535%
IRS Form 8038
Net Interest Cost 4.0400000%
Weighted Average Maturity [1.612 Years
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PLEASE RECORD, AND
AFTER RECORDATION RETURN TO:

Kirsi Hansen

Zions First National Bank

One South Main Street, 17™ Floor
Salt Lake City, UT 84133

THIS TRANSACTION IS EXEMPT FROM CALIFORNIA DOCUMENTARY TRANSFER TAX
PURSUANT TO SECTION 11929 OF THE CALIFORNIA REVENUE AND TAXATION CODE.
THIS DOCUMENT IS EXEMPT FROM RECORDING FEES PURSUANT TO SECTION 27383 OF
THE CALIFORNIA GOVERNMENT CODE,

SITE LEASE

THIS SITE LEASE (this “Site Lease”), dated as of January 4, 2010, is by PAJARO VALLEY
UNIFIED SCHOOL DISTRICT and between, a district duly organized and existing under and by virtue
of the laws of the State of California (the “District”), as lessor, and the PAJARO VALLEY UNIFIED
SCHOOL DISTRICT FINANCING CORPORATION, a nonprofit, public benefit corporation duly
organized and existing under and by virtue of the laws of the State of California (the *“Corporation™), as
lessee;

WITNESSETH:

WHEREAS, the Corporation intends to assist the District in undertaking the financing of the
costs of the acquisition, construction, installation and equipping of cerfain real property and/or capital
improvements, including equipment, for use by the District (the “Project”), by leasing certain existing real
property and improvements to the District pursuant to a Lease Agreement, dated as of January 4, 2010
{the “Lease Agreement”); and

WHEREAS, the District proposes to enter into this Site Lease with the Corporation as a material
consideration for the Corporation's agreement to lease such real property and improvements to the
District;

WHEREAS, the Corporation intends to assign certain of its rights under this Site Lease to Zions
First National Bank, as assignee (the “Assignee™), pursuant to that certain Agsignment Agreement, dated
as of the date hercof, by and between the Corporation and the Assignee,

NOW, THEREFORE, IT IS HEREBY MUTUALLY AGREED, as follows:
Section 1. Definitions.

Capitalized terms used, but not otherwise defined, in this Site Lease shall have the meanings
ascribed to them in the Lease Agreement.

Exhibit D 1



Section 2. Site Lease.

The District hereby leases to the Corporation and the Corporation hereby leases from the District,
on the terms and conditions hereinafter set forth, the real property more particularly described in Exhibit
A attached hereto and made a part hercof (the “Property”). The interest in real property conveyed by this
site Lease is hereby accepted by the undersigned officer on behalf of the Corporation pursuant to
authority conferred by resolution of the Governing Board of the Corporation and the Corporation consents
to recordation thereof by its duly authorized officer.

Section 3, Term,.

The term of this Site Lease shall commence on January 4, 2010, and shall end on January 185,
2030, unless such term is extended or sooner terminated as hereinafter provided. If, on J anuary 15, 2030,
the aggregate amount of Lease Payments (as defined in and as payable under the Lease Agreement) shall
not have been paid, or provision shall not have been made for their payment, then the term of this Site
Lease shall be extended until such Lease Payments shall be fully paid or provision made for such
payment. If, prior to January 15, 2030, alf Lease Payments shall be fully paid or provision made for such
payment in accordance with the Lease Agreement, the term of this Site Lease shall end ten {10) days
thereafter.

Section 4. Advance Rental Payment,

The District agrees to lease the Property to the Corporation in consideration of the payment by the
Corporation of an advance rental payment of $1,415,000.00. The District and the Corperation agree that,
by reason of the assignment of the Lease Payments to the Assignee pursuant to the provisions of the
Assignment Agreement, the advance rental payment referenced in the preceding sentence shall be desmed
to have been paid.

Section 5. Purpose,

The Corporation shall use the Property solely for the purpose of leasing the Property to the
District pursuant to the Lease Agreement and for such purposes as may be incidental thereto; provided,
however, that in the event of default by the District under the Lease Agreement, the Corporation and its
assigns may exercise the remedies provided in the Lease Agreement.

Section 6. District’s Interest in the Property.
The District covenants that it is the owner in fee of the Property.

Section 7. Assignments and Subleases.

Certain of the Corporation’s rights under this Site Lease have been assigned to the Assignee
pursuant to the Assignment Agreement and the Distriet hereby consents to such assignment, The parties
hereto agree that all rights of the Corporation and its Assignee hereunder may be assigned, transferred or
otherwise disposed of, either in whole or in part, provided that notice of any such agsignment, transfer or
other disposition is given to District.
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Unless the District shall be in default under the Lease Agreement, the Corporation and its
Assignee hereunder may not sublet the Property, except as provided in the Lease Agreement, without the
written consent of the District.

Section 8. Right of Entry.

The District reserves the right for any of its duly authorized representatives to enter upon the
Property at any reasonable time to inspect the same or to make any repairs, improvements or changes
necessary for the preservation thereof.

Section 9. Termination.

The Corporation agrees, upon the termination of this Site Lease, to quit and surrender the
Property.

Section 10. Defauls.

In the event the Corporation shall be in default in the performance of any obligation on its part to
be performed under the terms of this Site Lease, which default continues for thirty (30) days following
notice and demand for correction thereof to the Corporation, the District may exercise any and all
remedies granted by law, except that no merger of this Site Lease and of the Lease Agreement shall be
deemed 1o occur as a result thereof,

Sectlon 11, Quiet Enjoyment.

The Corporation, at all times during the term of this Site Lease, shali peaceably and quietly have,
hold and enjoy all of the Property subject to the provisions of the Lease Agreement,

Section 12. Waiver of Personal Liability,

All liabilities under this Site Lease on the part of the Corporation are solely liabilities of the
Corporation and the District hereby releases each and every, member, director, officer, employee and
agent of the Corporation of and from any personal or individual liability under this Site Lease. No
member, director, officer, employee or agent of the Corporation shall at any time or under any
circumstances be individually or personally liable under this Site Lease for anything done or omitted {o be
done by the Corporation hereunder.

Seciion 13, Taxes.

All assessments of any kind or character and also all taxes, including possessory interest taxes,
levied or assessed upon the Property (including both land and improvements) will be paid in accordance
with the Lease Agreement.
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Section 14, Use of the Preceeds.

The District and the Corporation hereby agree that the lease to the Corporation of the District’s
right and interest in the Property pursuant to Section 2 serves the public purposes of the District by
providing funds to enable the District to finance the Project. The District hereby agrees that the proceeds
of the assignment of the Lease Payments shall be used solely for the purpose of paying the cosis of
financing the Project.

Section 15, Partial Invalidity,

If any one or more of the terms, provisions, covenants or conditions of this Site Lease shall, to
any extent, be declared invalid, unenforceable, void or voidable for any reason whatsoever by a court of
competent jurisdiction, the finding, order or decree of which becomes final, none of the remaining terms,
provisions, covenants and conditions of this Site Lease shall be affected thereby, and each provision of
this Site Lease shall be valid and enforceable to the fullest extent permitted by law.

Section 16, Notices.

All notices shali be in writing addressed to the respective party (or to such other address
as the party to whom such notice is intended shall have previously designated by written notice to the
serving party), and may be personally served, telecopied, or sent by overnight courier service or United
States mail,

If to the Corporation:  Pajaro Valley Unified School District Financing Corporation
294 Green Valley Road
Watsonville, CA 95076
Attention: Mary Hart, CFO

If to the District; Pajaro Valley Unified School District
294 Green Valley Road
Walsonville, CA 95076
Attention: Superintendent

If 1o the Assignee: Zions First National Bank
Public Financial Services
One South Main Street, 17th Floor
Salt Lake City, UT 84133
Attention: Mark Tsuyuki

Such notices shall be deemed to have been given: (a) if delivered in person, when delivered; (b) if
delivered by telecopy, on the date of transmission if transmitted by 4:00 p.m. (Salt Lake City time) on a
Business Day or, if not, on the next succeeding Business Day; (c) if delivered by an overnight courier
service, two Business Days after delivery to such courier properly addressed; or {d) if by Uniied States
mail, four Business Days after depositing in the United States mail, postage prepaid and properly
addressed,
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Section 17, Section Headings.

All section headings contained herein are for convenience of reference only and are not intended
to define or limit the scope of any provision of this Site Lease.

Section 18. Applicable Law.,

This Site Lease shall be governed by and construed in accordance with the laws of the State of
California.

Section 19. Execution in Counterparts.

This Site Lease may be executed in any number of counterparts, each of which shall be deemed to
be an original but all together shall constitute but one and the same instrument.

IN WITNESS WHEREOF, the District and the Corporation have caused this Site Lease to be
executed by their respective officers thereunto duly authorized, all as of the day and year first above
written,

PAJARO VALLEY UNIFIED SCHOOL DISTRICT

By

(Authorized Officer)

Printed Name of Authorized Officer

Title
Title of Authorized Officer
PATARO VALLEY UNIFIED SCHOOL DISTRICT
FINANCING CORPORATION
By
{Authorized Officer)
Printed Name of Authorized Qfficer
Title

Title of Authorized Officer
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STATE OF CALIFORNIA )
COUNTY OF }

On before me, » personally appeared

» who proved to me on the basis of satisfactory evidence 1o be the
person(s) whose name(s) is/are subscribed to the within instrument and acknowledged to me that
he/she/they executed the same in hisfher/their authorized capacity(ies), and that by his/her/their signature
on the instrument the person(s), or the entity upon behalf of which the person(s) acted, executed the
instrument.

[ certify under PENALTY OF PERJURY under the laws of the State of California that the foregoing
paragraph is true and cotrect,

WITNESS my hand and official scal,

Signature of Notary {Seal)
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STATE OF CALIFORNIA )
COUNTY OF )

On before me, , personally appeared

» who proved to me on the basis of satisfactory evidence to be the
person(s) whose name(s) is/are subscribed to the within instrument and acknowledged to me that
he/she/they executed the same in his/her/their authorized capacity(ies), and that by his/her/their signature
on the instrument the person(s), or the entity upon behalf of which the person(s) acted, executed the
instrument.

T certify under PENALTY OF PERJURY under the laws of the State of California that the foregoing
paragraph is true and correct.

WITNESS my hand and official seal,

Signature of Notary (Seal)
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EXHIBIT A TO SITE LEASE
DESCRIPTION OF THE SITE

The land referred to herein is in the State of California, County of Santa Cruz, City of
Watsonville, and is described as follows:

Location of Property 2350 East Lake Avenue, Watsonville, CA 95076

A.P.N. {Affects this and other property) 051-501-12 and 051-501-17
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EXHIBITE

FORM OF OPINION OF COUNSEL TO DISTRICT



FORM OF OPINION OF COUNSEL TO DISTRICT

January 4, 2010

Pajaro Valley Unified School District Financing Corporation
294 Green Valley Road
Watsonville, CA 95076

Zions First National Bank

Public Financial Services

One South Main Street, 1 7th Floar
Sait Lake City, Utah 84133
Attention: Mark Tsuyuki

Re: Lease Agreement, dated as of January 4, 2010, by and between the Pajara Valley Unified
School District Financing Corporation and the Pajaro Valley Unified School District,

Ladies and Gen{lemen:

As counsel to the Pajaro Valley Unified School District (the “District™, 1 have examined the duly
executed originals of the Site Lease, dated as of January 4, 2010, by and between the District and the
Pajaro Valley Unified School District Financing Corporation (the “Corporation”), and the Lease
Agreement dated as of January 4, 2010, between the District and the Corporation (collectively, the
“Agreements”), and the proceedings taken by the governing body of District to authorize the execution
and delivery of the Agreements on behalf of District (the “Proceedings™). Based upon the foregoing
examination and upon an examination of such other documents and matters of Jaw as I have deemed
necessary or appropriate, I am of the opinion that:

1. The District is a school district duly organized and legally existing under the Constitution and
laws of the State of California (the “State™) with full power and authority to adopt and/or enter into the
Agreements and the Proceedings.

_ 2. The Agreements and the Proceedings have been duly adopted, authorized, executed and

delivered by District, do not require the seal of District to be effective, valid, legal, or binding and,
assuming due authorization, execution and delivery thereof by the other parties therete, constitute the
legal, valid and binding obligations of District, enforceable against District in accordance with their
terms, subject to any applicable bankruptcy, insolvency, moratorium or other laws or equitable principles
affecting the enforcement of creditors’ rights generally.

3. The governing body of Disfrict has complied with all applicable open public meeting and
notice laws and requirements with respect to the meeting at which the Proceedings were adopted and the
District's execution of the Agreements was authorized.
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4. Either there are no procurement or public bidding laws of the State applicable to the
acquisition and leasing of the Property (as defined in the Agreements) from the Corporation under the
Agreements, or the acquisition and leasing of the Property from the Corporation under the Agreements
comply with all such procurement and public bidding laws as may be applicable.

5. The Agreements are in accordance with and do not violate the usury statutes of the State, if
any.

6. There are no legal or governmental proceedings or litigation pending or, to the best of my
knowledge, threatened or contemplated (or any basis therefor) wherein an unfavorable decision, ruling or
finding might adversely affect the transactions conternplated in or the validity of the Agreements,

7. The adoption, execution and/or delivery of the Agreements and the Proceedings, and the
compliance by the District with their provisions, will not conflict with or constitute a breach of or default
under any court decree or order or any agreement, indenture, lease or other instrument or any existing law
or administrative regulation, decree or order to which the District is subject or by which the District is or
may be bound.,

8. The adoption, exccution and/or delivery of the Lease Agreement and the Proceedings, and the
compliance by the Lessee with their provisions, will not conflict with or constitute a breach of or default
under any court decree or order or any agreement, indenture, lease or other instrument or any existing law
or administrative regulation, decree or order to which the Lessee is subject or by which the Lessee is or
may be bound.

9. Although we are not opining as to the ownership of the Leased Property or the priority of liens
thereon, it is also our opinion that the Security Documents in exhibit to the Lease Agreement are
sufficient in substance, form, and description, and indicated place, address, and method of filing and/or
recording, to completely and fully perfect the security interest in every portion of the Leased Property
granted under the Lease Agreement, and no other filings and/or recordings are necessary to fully perfect
said security interest in the Leased Property.

This opinion may be relied upon by purchasers and assignees of the Corporation’s interests in the
Agreements.

Respectfully submitted,

By
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EXHIBITF

INSURANCE CERTIFICATE

[TO BE ATTACHED]
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EXHIBIT G

ASSIGNMENT AGREEMENT



PLEASE RECORD, AND
AFTER RECORDATION RETURN TO:

Kirsi Hansen

Zions First National Bank

One South Main Street, 17" Floor
Salt Lake City, UT 84133

THIS TRANSACTION IS EXEMPT FROM CALIFORNIA DOCUMENTARY TRANSFER TAX
PURSUANT TO SECTION 11929 OF THE CALIFORNIA REVENUE AND TAXATION CODE,
THIS DOCUMENT IS EXEMPT FROM RECORDING FEES PURSUANT TO SECTION 27383 OF
THE CALIFORNIA GOVERNMENT CODE.

ASSIGNMENT AGREEMENT

THIS ASSIGNMENT AGREEMENT, made and entered into as of January 4, 2010, is by and
between the PAJARO VALLEY UNIFIED SCHOOL DISTRICT FINANCING CORPORATION, &
nonprofit, public benefit corporation duly organized and existing under the laws of the State of California
(the “Corporation”), and ZIONS FIRST NATIONAL BANK, a national banking association duly
organized and existing under the laws of the United States of America, as assignee (the “Assignee™);

WITNESSETH:

In the joint and mutual exercise of their powers, in consideration of the mutual covenants herein
contained and for other valuable consideration, the parties hereto recite and agree as follows:

Section 1. Recitals.

(a) The Pajaro Valley Unified School District (the “District™), and the Corporation have
entered into a site jease, dated as of January 4, 2010 (the “Site Lease™), wheteby the District has agreed to
lease to the Corporation, and the Corporation has agreed to lease from the District, certain property more
particularly described in Exhibit A attached hereto (the “Property™), in the manner and on the terms set
forth in the Site Lease;

{b) The Corporation and the District have entered into a lease agreement, dated as of January
4, 2010 (the “Lease Agreement™), whereby the Corporation has agreed to lease to the District, and the
District has agreed to lease from the Corporation, (the Property), in the manner and on the terms set forth
in the Lease Agrecement, which terms include, without limitation, the obligation of the District to pay
Lease Payments (as defined in the Lease Agreement) to the Corporation in consideration of the District’s
use and enjoyment of the Property.

(c) Under the Lease Agreement, the Corporation is required to cause to be deposited with the
District certain sums of money for the payment or reimbursement for the payment of the Property.

(d} Each of the parties has authority to enter into this Assignment Agreement and has taken
gll actions necessary to authorize its officers to execute it.
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Section 2. Assignment,

The Corporation hereby transfers, assigns and sets over to the Assignee all of the Corporation’s
rights, but none of its obligations, under the Lease Agreement (excepting only the Corporation’s rights
under Sections 5.8, 7.3 and 9.4 of the Lease Agreement), including without [imitation (i) the right to
receive and collect all of the Lease Payments from the District under the Lease Agreement, (ii) the right
to receive and collect any proceeds of any insurance maintained there under and of any condemnation
award rendered with respect to the Property, and (iii) the right to exercise such rights and remedies
conferred on the Corporation pursuant to the Lease Agreement as may be necessary or convenient (A) to
enforce payment of the Lease Payments, or (B) otherwise to protect the interests of the Assignee in the
event of a default by the District under the Lease Agreement.

The Corporation hereby transfers, assigns and sefs over to the Assignee all of the Corporation’s
rights, but none of its obligations, under the Site Lease (excepting only the Corporation’s rights under
Section 12 of the Site Lease).

Section 3. Acceplance.
The Assignee hereby accepts the assignments made herein.

Section 4, Application of Proceeds.

In consideration of the Assignee’s right o receive Lease Payments, the Assignee shall, on the
Closing Date, transfer the amount of $1,415,600.00, to or to the order of the District.

Section 5. Conditions.

This Assignment Agreement shall neither confer rights nor impose duties upon the Assignee
beyond those expressly provided in the Lease Agreement. The Assignee assumes no responsibility for the
accuracy of the recitals herein.

Section 6. Applicable Law,

This Assignment Agreement shall be govemed by and construed in accordance with the laws of
the State of California.

Section 7. Execution in Counterparts.

This Assignment Agreement may be executed in any number of counterparts, each of which shall
be deemed to be an original but all together shall constitute but one and the same instrument.
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IN WITNESS WHEREOF, the parties have executed this Assignment Agreement by their duly
authorized officers as of the day and year first written above.

PAJARO VALLEY UNIFIED SCHOOL DISTRICT

FINANCING CORPORATION
By

Signature of Authorized Officer

Printed Name of Authorized Officer
Title

Title of Authorized Officer

ZIONS FIRST NATIONAL BANK as Assignee
By

Authorized Officer

Printed Name of Authorized Officer
Title

Title of Authorized Officer
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STATE OF CALIFORNIA )
COUNTY OF )

On before me, > personally appeared

» who proved to me on the basis of satisfactory evidence to be the
person(s) whose namef(s) is/are subscribed to the within instrument and acknowledged to me that
he/she/they executed the same in his/her/their authorized capacity(ies), and that by his/her/their signature
on the instrument the person(s), or the entity upon behalf of which the person{s) acted, executed the
instrument.

I certify under PENALTY OF PERJURY under the laws of the State of California that the foregoing
paragraph is true and correct.

WITNESS my hand and official seal.

Signature of Notary {Seal)
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STATE OF UTAH
COUNTY OF SALT LAKE

On before me, , Notary Public, personally appeared
, proved to me on the basis of satisfactory evidence to be the person
whose name is subscribed to the within instrument and acknowledged to me that he/she/they executed the
same in his/her/their authorized capacity, and that by his/her/their signature on the instrument the person,
or the entity upon behalf of which the person(s) acted, executed the instrument.

WITNESS my hand and official seal.

Signature of Notary (Seal)
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EXHIBIT H

DISTRICT AUTHORIZING RESOLUTION



RESOLUTION NO,

RESOLUTION AUTHORIZING AND DIRECTING THE EXECUTION OF CERTAIN
LEASE FINANCING DOCUMENTS AND AUTHORIZING AND DIRECTING
CERTAIN ACTIONS WITH RESPECT THERETO

RESOLVED, by the Governing Board {the “Governing Body”) of Pajaro Valley Unified School
District, Watsonville, California (the “District™), as follows:

WHEREAS, the District proposes to finance the costs of the acquisition, consfruction,
installation, and/or equipping of certain land and/or capital improvements thereon and/or equipment
related thereto through a lease of certain real property and/or equipment located at the location[s] all as
described and specified in the hereinafier described Lease Agreement andfor exhibit[s] thereto (the
“Property™), excluding any existing land, facilities, and/or equipment, if any, to the extent not included in
such descriptions and specifications of the Property to be leased there under, for use by the District (the
“Project™);

WHEREAS, the District has determined to finance the Project by entering into a lease agreement
(the “Lease Agreement™) with the Pajaro Valley Unified School District Financing Corporation (the
“Corporation™);

WHEREAS, it is in the public interest and for the public benefit that the District authorize and
direct execution of a lease agreement with the Corporation and certain other financing documents in
connection therewith;

WHEREAS, the documents below specified have been filed with the District and the members of
the Governing Body, with the aid of its staff, shall review said documents;

NOW, THEREFORE, it is hereby DECLARED and ORDERED, as follows:
Section 1.

The below-enumerated docurnents be and are hereby approved, and the President of the
Governing Body or designe, is hereby authorized and directed to execute said documents, with such
changes, insertions and omissions as may be approved by such official, and the Secretary of the
Govemning Body is hereby authorized and directed to attest to such official’s signature:

(a) a site lease, by and between the District and the Corporation, pursuant to which the
District will lease certain real property (the “Property™) to the Corporation; and

(b) a lease agreement, by and between the Corporation, as lessor, and the District, as lessee
(the "Lease Agreement”), pursuant to which the Corporation will lease the Property back to the District,
50 long as the term of the Leasc Agreement does not exceed 20 years, the total amount of the Lease
Agreement does not exceed $1,415,000.60 and the interest rate payable with respect to the Lease
Agreernent shall be determined according to the formula set forth on Exhibit C to the Lease Agreement.
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Section 2.

The President of the Board, the Secretary of the Board and all other appropriate officials of the
District are hereby authorized and directed to execute such other agreements, documents and certificates
as may be necessary to effect the purposes of this resolution and the financing herein authorized.

Section 3.

This Resolution shall take effect upon its adoption by this Board.

ok ko ok ok kR k¥

I hereby certify that the foregoing is a full, true and correct copy of a resolution duly adopted by
the Governing Board of the Pajaro Valley Unified School District at a meeting thereof on the 9™ of
December, 2009, by the following vote of the members thereof:

AYES:
NOES:
ABSENT:
By
Print Name
Title
Attest:
By

Secretary of the Board
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EXHIBIT I

SECURITY DOCUMENTS

The Lessee hereby represents and warrants that on Exhibit J attached hereto and by this reference
made a part hereof, the Lessee has listed each item of the Leased Property:

(1) with the requisite specificity and detail under applicable State law; and

(i1} under the appropriate heading (or headings where applicable) describing the applicable
property type (or types where applicable) characterizing such item of Leased Property under
applicable State law;

for purposes of fully and completely perfecting under applicable State law the [Bank's] [Lessor's]
security interest granted hereunder in each such item, based upon how the Lessee will install and
utilize such item; and the Lessee hereby covenants and warrants that it will not change the
method of installation or use of any such item of Leased Property in such a way that would
require such item to have been described differently or listed under any other property type in
order to fully and completely perfect the [Bank's] [Lessor's] security interest therein under
applicable State law



EXHIBIT J

PROPERTY DESCRIPTION AND TYPE(S)
FOR PURPOSES OF PERFECTING SECURITY INTERESTS

THEREIN UNDER STATE LAW
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Equipment or other Personal Property: None

Rolling Stock: Nene

Fixtures: None

Real Property: Property Description Attached

ExhibitJ - 2



EXHIBIT K

TITLE INSURANCE

[TO BE ATTACHED]
[IF APPLICABLE]



EXHIBITL

FORM 8638



rom 8038~05 Information Return for Tax-Exempt Governmental Obligations

P Undar Internal Revenue Code section 149(e) OMB Ne. 1545-0720
(Rev. November 2000) P See separste Instructions,
mﬂ’sm Caution; If the issue price is under $700,000, use Forrm B038-GC.
Reporting Authority if Amended Return, check here » [
1 Issuer's name 2 lssuer's amployer identification number
Pajaro Valley Unified School District 77 0375541
3 Number and street {or P.O. box if mail is not dellvered to strest address) Room/suite| 4 Report nurmber
294 Grean Valley Road —— 3 2010-1
5 City, town, or post office, state, and 2IP code 8 Date of issue
Watsonville, California 95076 01/04/10
7  Name of issue 8 CUSIP number
$1,415,000 Lease Purchase Agreement None
§  Name and title of officer or legal representative whom the IRS may call for more information |10 Telephone number of officer o legal representative
Mary Hart - Assoclate Superintendent of Business Services { 831 7882140
Type of Issue {chack applicable box(es) and enter the issue price) See instructions and attach scheduie
1 M Educaton . . . ... L L T I 1,415,000
12 L) Heathandhospitat . . ., . . . . . . . . . .. . ... ... "1 0
13 [ Wansportation . . . . . . . ., . . ... ... ... .. " I1s 0
v Dlpwdliesafety. . . . . . .. . ... .. ... I 0
15 L] Environment fincluding sewagebonds) . . . . . . . . . . . . . . . . I e
% ClHousing . . . . . . . . . . . ... ... ... s 0
L I ¢ 0
18 [ Other. Descrice » 18 0
19 if obligations are TANs or RANs, check box » L]  If obligations are BANS, check box » [
20 If obligations are in the form of a iease or installment sale, check box . . . . . . i
Description of Obligations, Complete for the entire issue for which this form 1S being filed.
{8} Finel maturity date b} tssue prica e edamption ey ) Yied
21 01115030 $ 1,415,000 ; ¢ N/A 11.612  vyearg 4.04 9,
m Uses of Proceeds of Bond issue (including underwriters’ discount)
22 Proceeds used for accrued interest . . . . . . . . . . . . . . . . . . . . |z e
23  Issue price of entire issue {anter amount. from line 21, column ey. . .. ... ... . ta3 1,415,000
24 Proceeds used for bond issuance costs (including underwriters’ discounty . | 24 10,000
25  Proceeds used for credit enhancement . ., ., . . ., , . . . .L25 9
26  Proceeds allocated to reasonably requived reserve or replacement fund ., | 26 0
27 Proceeds used to currently refund prior issues . . . . . . . . . |27 1,405,000
28 Proceeds used to advance refund prior fssues . . ., . . . . . 128 0
28 Totol {add lines 24 through 28}, . . . . . . . . . . . . . . . . . . _ . |28 1,415,000
30 Nonrefunding proceeds of the issue (subtract line 29 from line 23 and enter amount here), . . {30 0
Description of Refunded Bonds (Complete this part only for refunding bonds.)
31 Enter the remaining weighted average maturity of the bonds to be currently refunded . . ., » 13.2503 years
32 Enter the remaining weighted average maturity of the bonds to he advance refunded . . . & NIA years
33 Enter the last date on which the refunded bonds witbecalled . . , . . . . . . . .» 01/04/10
34 Enter the date(s) the refunded bonds were issued » 08/02/02
Miscellaneous
35 Enter the amount of the state volume cap eflocated to the issue under section 141b)ts) . . . | 38 NIA
36a Enter the amount of gross proceeds invested or to be invested in s'guaranteed investment contract {see instructions) | 36a N/A
b Enter the final maturlly date of the guaranteed investment contract ¥ N/A

37 Pooled financings: a Proceeds of this Issue that are to be used to make loans to other governmental units | 378 NiA
b if this Issue s a loan made from the proceeds of another tax-exempt issue, check box ¥ [} and enter é?ﬁ name of the

Issuer - NIA and the date of the issue P

38 i the issuer has designated the issue under sectlon 265(b)(3NBIGIN (smalf issuer exception), check box ., , ., kI

39 if the issuer has elected to pay & penalty in lieu of arblrage rebate, check box . . . . . . . . . . . . w0

40 I the issuer has identified @ hedge. checkbox . . . . . .. . p[]
Under penalties of perjury, | declare that | have examined this retten and sccompanying schedules and statements, and to the best of iy knowledge
and ballef, they are irue, corect, and complate.

Sign

Here

' ’ Signatwre of Issuer's authorized representative Date } Typse or print name and titie
For Paperwork Reduction Act Notice, see page 2 of the Instructions. Cat, No, 637735 Form 8038-G {Rev. 11-2000

®
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