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INDEPENDENT AUDITORS REPORT

Board of Directors
Marin Healtheare District
Greenbrae, California

We have audited the accompanying basic financial statements of the business-type activities and the major
fund of Marin Healthcare District as of June 30, 2006 and for che fiscal year then ended, as listed in the table
of contents. These basic financial statements are the responsibility of Matin Healtheare District’s
management, Our responsibility is to express an opinion on these basic financial statements based on our
audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards, and the State
Controller’s Minimum Audit Requitements for California Special Districts. Those standatds require that we
plan and petform the audit to obtain reasonable assurance about whether the basic financial statements ate
free of material misstatement. An audit includes exasnining, on a test basis, evidence supporting the amounts
and disclosutes in the basic financial statements. An audit also includes asscssing the accounling ptinciples
used and significant estimates made by management, as well as evaluating the overall basic financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opnuon, the basic financial statements referred to above present fairly, in all material respects, the
financial position of the business-type activities and the major fond of Marin Healthcare District as of June
30, 2006, and the results of its opetations and its cash flows for the year then ended in conformity with U.S.
generally accepted accounting principles, as well as accounting systems prescribed by the State Controllet’s
Office and state regulations governing special districts.

Management’s Discussion and Analysis is supplementary information required by the Governmental
Accounting Standards Board, but is not part of the basic financial statements. We have applied certain limited
procedures (o this information, which consisted principally of inquiries of management regacding the
methods of measurement and presentation of this information, but we did not audit this information and we

express 0o opinion on it

R. | Ricciardi, Ine.
Certified Public Accountants

San Rafael, California
November 10, 2006



Marin Healthcare Districe
MANAGEMENT’S DISCUSSION AND ANALYSIS
Fune 30, 2006

This section of Marin Healtheare District’s (the District’s) basic financial statements presents management’s
overview and analysis of the financial activities of the organization for the fiscal year ended June 30, 2006. We
encourage the reader to consider the information presented here in conjunction with the financial statements
as a whole.

Introduction to the Basic Financial Statements

This discussion and analysis is intended to serve as an introduction to the District’s audited financial
statements, which are comprised of the basic financial statements. This annual report is prepared in
accordance with the Governmental Accounting Standards Board (GASB) Statement No. 34, Bariz Financial
Statements — and Management’s Discussion and Analysis — for Siates and 1 ocal Governmenty.

The required financial statements include the Statement of Net Assets; the Statement of Revenues, Expenses
and Changes in Net Assets; and the Statement of Cash Flows. Notes to the financial statements,
supplementary detail and/or statistical information, and this sutnmary support these statements. All sections
-must be considered together to obtain a complete understanding of the financial picture of the organization.

Statement of Net Assets:

This statement includes all assets and labilities using the accrual basis of accounling as of the statement date.
The difference between the two classifications is represented as “WNet Assets”; this section of the statement
identifies major categories of restrictions on these assets and reflects the overall financial position of the
organization as a whole.

Statement of Revenues, Expenses and Changes in Net Assects:

This statemnent presents the revenues eamed and the expenses incurred duting the year using the accrual basis
of accounting. Under the accrual basis, all increases or decreases in net assets are reported as soon as the
undetlying event oceurs, regardless of the timing of the cash flow. Consequently revenucs and/or
expenditures reported during this fiscal year may result in changes to cash flows in a future period.

Statemnent of Cash Flows:

This statement reflects inflows and outflows of cash, summarized by operating, capital, financing and
investing activities. The direct method was used to prepate this information, which means that gross rather
than net amounts were presented for the year’s activities,

Notes to the Financial Statements:

This additional information is essential to a full understanding of the data reported in the basic financial
stafements.

The District is a political sub-division of the State of California. It is the lessor of the Marin General Hospital
Facility and is poverned by a Board of Directors.



Marin Healthecare District
MANAGEMENTS DISCUSSTON AND ANALYSIS
June 30, 2006

Analytical Ovetview

A, Business-type Activities

The Statement of Net Assets and Statement of Revenues, Fxpenses and Changes in Net Asscts present a
summary of the District’s Business-type Activities that are composed of the District’s Enterprise fund.

Table 1
Business-type Net Assets
6/30/06 6/30/05

Cash and imvestments $ 420,455 ) 478,000
Seismic expense teimbursement teceivable : - 114,000
Capital assets, net of accumulated depreciation 10,638,207 11.658.000

Total assets 11,058,662 12250 000
(Other habilities 11,184,406 12,164,000

Tatal liabilities 11,184,409 12,164,000
Net assets:
Invested in capital assets 10,638,207 11,658,000
Unrestricted (10.763.954) (11,572,000)

Total net asscts 3 (125747) & 20,000

Sumumary

Total assets of the District have decreased this year by $1,191,338, primarily related to current year
depreciation charges on capital assets.

Liabilities have decreased this year by $979,591, as a result of the reduction of deferred lease revenue.
Untestricted Net Assets have increased $808,046 due to the reduction in the amount invested it capital
assets. The overall change to Net Assets is a decrease of $211,747, tesulting in a June 30, 2006 deficit of

$125747.

Comparative Analysis of Current and Prior Year Activities and Belances

Increase
6/30/06 6/30/05 (Decrease)
Operating revenues 8 1,794,641 $ 1,650,000  § 144,641 Note 2
Operating expenses 2,014,863 1,508,000 506,863 Note 1
Net operating income % (220222 § 142000 § (362,222
Non operating revenues (expenses) § 8,650 § 285,000 % (276,350) Note 2
Change I net assets $ (211572) & 427000 % (638,572

Note 1 — The increase in operating expenses is telated to an increase in litigation costs.

Note 2~ The decrease telates o a reclassification of seismic study expense teimbursements as operating
TEVEDIE,
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Marin Healthcare District
MANAGEMENT'S DISCUSSION AND ANALYSIS
June 30, 2006

Capital Assets

At the end of fiscal year 2006, the cost of infrastructure and other capital assets recorded in the District’s
financial statements was as shown in Table 2 below:

Table 2
Capital Assets at year end

Balance at
June 30, 2006

Business-type Activities

Land and improvements 3 2,243 596
Building . 25,079,033
Equipment 19,883,168
Less: accumulated depreciation ' 36,567,590
Business-type activity capital assets, net b 10,638,207

Detail on capital assets, current year additions and construction in progress can be found in Note 3.
Debt Administration
The Disuict does not use debt to finance operations.

LFeonomic Qutlook and Major Initintives

Economic factors do not have a direct influence on the District’s budget. The current lease requires Marin
General Hospital Corporation to pay $1,500,000 of rent annually irrespective of the hospital’s net earnings,
Similarly, the litipation settletnent requires a set annual payment irrespective of economic conditions. As of
June 30, 2000, settlement discussions were ongoing and 2 sertlement agreement was reached at the September
12, 2006 Districe Board meeting with a formal agreement entered into on October 4, 2006. In the settlement
agreement it was noted the lease with the Marin General Hospital Corporation (MGHC) will he terminated
no later than July 1, 2010. This will have a large impact on the District, but the size of the inpact is not
currently determinable,

Contacting the District’s Financial Manasement

This comprehensive Annual Financial Report is intended to provide citizens, taxpayers, and creditors with a
general overview of the District’s finances. Questions about this Report should be directed to Marin
Healtheare District to the attention of Staff or the Chair of Management, Finance and Audit Comimittee, at
415-461-5700.

.



Marin Healthcare District
STATEMENT OF NET ASSETS
June 30, 2006

ASSETS
Current assets;
Cash and investments

Total current assets

Property, plant, and equipment, net of accumulated depreciation
Total assets

LIABILITTES AND NET ASSETS

Current liabilities:
Accounts payable
Accrued election expense
Due to Sutter VINA and Hospice
Curtrent poruon of deferred lease revenue

Total current labilities
Deferred revenue - lease
Total liabilities
Net assets (deficit):
Invested in capital assets

Unrestricted

Total net assets {deficit)

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

.5

&5

$ 420,453
420,455

10,638,207

155,364
104,431
225,000
2,674.903
3,159,698

8,024,711
11,184,409
10,638,207

(10,763,954)
§  (125747)



Marin Healtheare District
STATEMENT OF REVENUE, EXPENSES,
AND CHANGES IN NET ASSETS
for the year ended June 30, 2006

Operating revenue:
Lease income - Marin General Hospital Corporation
Minimum cash payment
Requited capital payment
Total lease income
Reimbursement of operating expenses - Marin General Hospital Corporation
Reimbursement of seismic study expenses

Total operating revenue
Opetating expenses:
Drepreciation
Seismic study expense
Administration
Total operating expense

Operating income (loss)

Nonoperating revenue (expense);
Interest revenue

Total nonoperating revenue (expense)
Net income {Joss)
Net assets (deficit), beginning of period

Net assets (deficit), end of period

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

G-

$ 294 859
1,205,141
1,500,000

152,625
142,016

1,794,641

_ A s

1,020,119
156,122
838,622

2.014.863

(220,222)

8,650

—mFa e

8,650

(211,572)

85,825

———e g

$ (125,747)



Marsin Healthcare District
STATEMENT QF CASII FLOWS
For the Year Ended June 30, 2006

Cash flows from operating acdvities:

Receipts {rom tenants $ 1,908,849
Payments to supplicss (769,453)
Net cash provided (used) by operating activities 1,139,396

Cash tflows from non-capital financing activities:
Deferred lease revenue (1,205,142)

Net cash provided {(used) by non-capital financing activities (1,205,142)

Cash flows from investing activities:

Interest earned e B.650
Net cash provided by investing activities 8,650
Net increase (decrease) in cash and cash equivalents (57,0906)

Cash and cash equivalents - beginning of period 477,551
Cash and cash equivalents - end of period $ 42(5,455

Reconciliation of operating income (loss) to net cash
provided (used in) operating activities:
Operating income (loss} $ (220,222)

Adjustiments to reconcile operating income (loss) to
net cash provided by opetating activites:

Lepreciation 1,020,119

Changes in certain assets and Liabilities:

Accounts receivable 114,208
Accounts payable 140,291
Accrued election expense 85,000

Net cash provided (used) by operating activities 3 1,139,396

The accompanying notes are an integral part of these fnancial statements.
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Marin Healtheare District
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2006

ORGANIZATION

Matin Healtheare District (the District) is a political subdivision of the State of California; it is
the lessor of the Marin General Hospital Factlily and is governed by a Board of Directors. The
District operated the hospital facility until December 1, 1985, at which time the District
reorganized in compliance with local hospital district law of the State of California and agreed
to lease the hospital facility to Marin General Hospital Corporation (the Hospital
Corporation}, a California nonprofit public benefit corporation.

The lessee is a general acute-care hospital located in Marin County that provides both inpatient
and outpatient healthcare services. The Hospital Corporation inpatient facilities consist of
medical-surgical, pediatrics, maternity, nursery, intensive care, cotonary, psychelogy, radiology
and laboratory care services.

As further described in Note 3, the District leases the hospital facility to the Hospital
Corporation for a term of 30 years. During the ferm of this lease, the District derives
substantially all of its revenue from the lease obligation.

The District incurs operating losses due to excess operating cxpenses (principally deprediation)
over the annual rent of $1,500,000. The depreciation expense is significant in the carly years of
the lease, due to the shorter life of equipment. In Scptember 1999, the pattics entered into a
settlement apreement wheteby the District receives $150,000 annually from the Hospital
Corporation to cover administrative expenses. Commencing in 2005 the amount paid to the
District will increase annually by a2 Consumer Price Index factor with a minimum of 3% and a
maximum of 5%.

In addition to providing oversight of the Hospital Cotporation’s compliance with the Lease
v . g . éb N I. . . . .
Agreement, the District provides a community forum for discussion of local healtheare 1gsues,
B ’ . - y. -
promotes healthcare services in the community, and acts as an advocate for the public for
quality, reasonably priced, healtheare services.

SUMMARY OF STIGNIFICANT ACCOUNTING POLICIES

A. Reporting Fntty
The District is the only entity included in these financial statements.

B. Basis of Presentation and Accounting

The activities of the District are accounted for as an Enterpgse Fund. Fnterprise funds are
accounted for on the flow of economic resources measurement focus and use the accrual basis
of accounting, Under this method, revenues are recorded when earned and eXpenscs ate
recorded at the time liabilities are incurred. In compliance with Governmental Accounting
Standards Board (GASB) Statement No. 20, the District has chosen to apply all applicable
GASB pronouncements and all Financial Acconnting Standards Board Statements and
Interpretations, Accounting Principles Board Opinions and Accounting Research Bulletins
issued on ot before November 30, 1989, unless they conflict with or contradict GASB
pronouncements.



NOTE 2 -

Marin Healtheare District
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2006

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

B. Basis of Presentation and Accounting (concluded)

Proprietaty fund operating revenues, such as charpes for services, result from exchange
transactions associated with the prineipal activity of the fand. Exchange transactions are those
in which each party receives and gives up essentially equal values. Now-aperating revenues, such
as subsidies and investment carnings, result {rom non-exchange transactions or ancillary
activities. The District may fund programs with a combination of cost-reimbursement grants,
categorical block grants, and general revenues. Thus, both restricted and unrestricted net asscts
may be available to finance program expenditures. The Distdct’s policy is to first apply
restricted grant resources to such programs, followed by genetal revenues if necessary,

C. Budgetatry Accounting

The Distrct’s procedures in establishing the budgetary data reflected in the financial
statements are as follows:

The Management Finance and Audit Committee submit a proposed operating budget to the
Dhistrict’s full Board for the fiscal year commencing the following July 1. The operating budget
inclades proposed expenses and the means of financing thetn. The Management Finance and
Audit Commirtee and full District board ate open to public comment at scheduled board
meetings. The budget is lepally enacted through a District Board action.

D. Use of Estimates

The basic financial statements have been prepared in confotmity with U.S. generally accepted
accounting prnciples, and as such, include amounts based on informed estimates and
judgments of management with consideration given to materiality. Actual results could differ
from those estimates.

E. Cash and Cash Fquivalents

Cash and investments are used in preparing the statement of cash flows becaase these assets
are highly liquid and are expended (o liquidate labilities adsing duting the year.

[, Property, Plant, and Equipment

Property, plant, and equiptnent is recorded at cost. Depreciation is provided on the straight-
line basis over the estimated useful lives of the assets. Depreciation expense was $1,020,119
for the year ended June 30, 2006. The threshold for eapitalizing capital espenses is $5,000.

G. Risk Management

The District is exposed to varous fisks of loss related to torts; theft of, damage to, and
destruction of assets; errots and omissions; and natural disasrers for which the District carries
commetcial Insurance.



NOTE2.-

NOTE 3 -

Marin Healthcare District
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2006

SUMMARY OF STONIFICANT ACCOUNTING POLICIES {concluded)

H. Deferred Revenue-Lease

Deferred revenue represents capital expenditures by the Hospital Corpotation in escess of the
current commitment, which will be recognized as rental revenue in future vears.

I. Revenue Recoonition

The District tecogmzes lease income and reimbursement of operating expetses when earned
and paid.

CASH AND INVESTMENTS

Cash balances from all funds are combined and invested to the extent possible pursuant to the
District Board approved Investment Policy und Guidelines and State Government Code.

2006
Cash: .
Demand accounts 3 161,856

California Law requites banks and savings and loan iustitutions to pledge povernment
securities with a market value of 110% of the District’s cash on deposit or first trust deed
mortgage notes with a value of 150% of the deposit as collateral for these deposits. Under
California Law this cotlateral is held in the District’s name and places the District ahead of
general creditors of the institurion,

Custodial Credit Risk - Deposits:

In the case of deposits, this is the risk that in the event of 2 bank failure, the District’s deposits
may not be returned to it. As of June 30, 2006, $63,812 of the District’s bank balance of
$1063,812 was exposed (o custodial credit risk because it was uninsurcd and collateralized with
securities held in the pledging financial institation’s trast depattment ot agent, but not in the
District’s name.

Authotized Investments
In accordance with Section 53601 of the California Government Code, the District may invest
in the following types of investments:

Sccutities of the US, Government, or its agencies
Negotiable Certificates of Deposits
~ Local Agency Investment Fund (Stare Pool) Deposits

The Distrct’s investments are carried at fair value instead of cost, as required by U.S. generally
accepted accounting peinciples. 'The District adjusts the carrying value of its investments to
reflect their fair value at each fiscal year end only if material, and it includes the effects of these
adjustments in income for that fiscal year.

160 -
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NOTE 4 -

Marin Healthcare District
NOTES TO BASIC FINAMNCIAL STATEMENTS
Junte 30, 2006

CASH AND INVESTMENTS (concluded)

The District places certain funds with the State of California’s Local Agency Investment Fund

(LAIF). The District is a voluntary patticipant in LAIF, which is regulated by California
Government Code Section 16429 under the oversight of the Treasurcr of the State of
California and the Pooled Money Investment Boatd. The State Treasurer’s office pools these
funds with those of other governmental agencies in the state and invests the cash, The fair
value of the District’s investment in chis pool is reported in the accompanying financial
statements based upon the District’s pro-rata share of the fair value provided by LAIF for the
entire LATF portfolio (in selation to the amortized cost of that portfolio). The monies held in
the pooled investment funds are not subject to categorization by risk category. The balance
available for withdrawal is based on the accounting records maintained by LAIF, which are
recorded on the amortized cost basis. Funds are accessible and transferable to the master
account with twenty-four hours notice. Financial statements for LAIF can be obtained from
the California State Treasurer’s Office: State Treasurer’s Office, 915 Capitol Mall, Suite 110,
Sacramento, CA 95814,

The management of the State of California Pooled Money Investment Account has indicated
to the District that as of June 30, 2006 the carrying amount of the pool was $63,337,959,989
and the cstimated market value of the pool (including accrued interest) was $63,616,592,927.
The District’s proportionate shate of that value is $258,599. Included in LAIF’s investment
portfolio are certain derivative securities or similar products in the form of structured notes,
totaling $225,000,000 and assct-backed securities totaling $1,400,919,000, LAIF’s (and the
District’s) exposure to risk (credit, market or legal) is not currently available.

PROPERTY, PLANT AND EQUIPMENT

The following is a summary of changes in property, plant and cquipment during the vears
ended June 30:

Life Balance Balance

{(vears) June 30, 2005 Additions Deletions  June 30, 2006
Equipment 3-20 $18,784 416 % - % - $ 18,734,416
Hospital buiidings 40 24,974 084 - - 24,974,084
Parking structure 40 2,324 - - 2,324
Phase 1 building 40 102,625 - - 102,625
Land (not depreciated) N/A 865,701 - - 865,701
Other improvements 40 596,491 - - 546,491
Parking improvements 40 781,404 - - 781,404
Movable equipment 3-20 1,743,085 - 644 333 1,098,752
Subtotal 47,850,130 3 = § 644333 47 205,797
Less: accumulated depreciation (36,191,802) 36,567,590
Property, plant and equipment, net  § 11,658,328 $ 10,638,207

The Disttict’s propérty, plant and equipment are leased to and used exclusively, by the
Hospital Corporation. Depreciation expense for the year ended Junc 30, 2006 was $1,020,119.

1t -



NOTE 5 -

Marin Healtheare District
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2006

LEASE OF MARIN HEALTHCARE DISTRICT FACILITY

A, Annual Rental Pavments

Effective [December 1, 1985, the District leased the Marin General Hospital facility to the
Hospital Corporation fot a term of 30 years pursuant to Section 32126 of the Tocal Hospital
District Law. Per the amended lease agreement dated August 25, 1987, rent is due in annual
installments of $1,500,000.

The annual rent payments comprise capital cxpenditures and a $125,000 mintmum cash
payment. ‘The minimum cash payment, which is payable in quarterly installments, increases
annually by 5% throughout the lease term, The Jessce has satisfied this provision of the lease
for the year ended June 30, 2006.

Under the tetms of the lease, the minimum cash compotnents of the annual rental payments
from the Hospital Corporation for the next five fiscal years and thereafter are as follows:

Fiscal year ended June 30:

2007 % 310,000
2008 325,000
2009 340,000
2010 359,000
2011 377,000
Thereafter ' 1,895,000

Total 6,000

Due to the significant capital investment requized for the hospital modenization program
completed in June 1989, the Hospital Cotpotation’s tental payment commitment for capital
expenditures due under the entire lease has been satisfied. The advanced capital commitment
{including the excess capital commitment) has been recorded as deferred revenue. As of Junce
30, 2006, the total deferred lease revenue was $10,699,614.

The defetred lease revenue will be amortized over the remaining term of the lease ending no
later than July 1, 2010 as noted in the settlement agreement dated October 4, 2006,

B. Capital Improvement Payments

In addition to the capital rental obligation described under annual rental payinents, the lease
agreement requites the Hospital Corporation to make minimut anpual capital expenditures
(buildings and equipment) during the lease term. The obligation was approsimately $3,020,850
for the year ended June 30, 2006 and will increase thereafter for inflation (not to exceed 5%
pet year). These assets automatically revert to the District upon termination of the lease.
Accordingly, these assets are a part of the Fospital Corporation’s financial statements, and are
not included in the accompanying financial statements. Many of these asscts will revert without
payment by the Diswdct; however, revetsion of certain assets may also include liabilities
{including required payments by the District) related to such assets. 'The lessee has satisfied this
provision of the lease for the year ended June 30, 2006.

12



NOTE 6 -

NOTE T -

NOTE 8 -

NOTE 9 -

Marin Healtheare Distrier
NOTES TO BASIC FINANCIAL STATEMENTS
June 30, 2006

RELATED PARTY TRANSACITONS

Under its lease obligadons, the Hospital Cogporation is currently paying some of the operating
expenses incurred by the Diswict. Examples of expenses paid include supplies, telephone
chatges, office equipment, and business insurance premiums. Total expenses paid by the
Hospital Corporation on behalf of the District for the year ended June 30, 2006 were
approximately §11,000. In addition, the Hospital Corporation paid the District’s Directors’ and
Officers” lability insurance for the policy year ended March 25, 2006, The Hospital
Corporation also provides office space for the District.

NIET ASSHTS

Net Assets is the excess of all the District’s assets over all its habilities, regardless of fund. Ner
Assets are divided into three captions under GASB Statement 34, These capitons apply only
to Net Assets, which is determined ouly at the Government-wide level, and are described
belown

Tnvested in Capital, net of veluted debt describes the portion of Net Assets that is represented by the
eurrent net book value of the District’s capital assets, less the outstanding balance of any debt
issucd to finance these assets.

Restricted described the portion of Net Assets thal is testricted as 1o use by the terms and
conditions of agreements with outside parties, governmental regulatons, laws, or other
restrictions which the District cannot unilaterally alter. These prncipally include developer tees
received for use on capital projects, debt service requircments, and redevelopment funds
restricted to low and modetate income pueposes. The District has no restricted Net Asscts,

Unrestricted describes the porton of Net Assets that 1s not restricted to use.

NET ASSET DEFICTT

As reported in Note 11, the District subsequent to the year end sold land owned by the
District. The proceeds and related gain from the sale of the land will more than offscr the
net asset deficit of $125,747 at June 30, 2006,

DUETO SUTTER VNA AND HOSPICE

In 2004, Marin Home Care Corporation (MHC Corporation) sold its assets to Surter VNA and
Hospice. In February 2005, the District received a $225,000 check from Surter VMNA and
Hospice relating to the District’s reversionary intesest in MHC Corporation. Per the District’s
attorney, control of MHC Cotporation has to be obtained by the District prior to the District
having a claim to this $225,000 assct of MIIC Corporation. Accordingly, the proceeds of the
payment to the District have been classified a5 a liability due to Sutter VINA and Hospice.

-3 -



NOTE 10 -

NOTE 11 -

Marin Healthcare Distrier
NOTES TO BASIC FINANCIAL STATEMIENTS
June 30, 2006

CONTINGENT LIABILITIES & SUBSEQUENT EVENT

The District is involved in various claims and litigation arising in the ordinary conrse of
business. Pursuant to the settlement agreement dated September 20, 1999, the District and the
Hospital Corporation settled the claims arising from disputes as to the parties’ respective rights
and obligations under the lease and administration agreement. Commencing with the yeur
beginning January 1, 1999, and for each year until the termination of the lease, the Hospital
Corporation will pay ro the District annually the sum of $150,000 in equal quarterly
installments, commencing January 1, 2000. As of December 1, 2005, this payment will be
increased based on a petcentage equal to the Consumer Price Index, not to exceed 5% or be
less than 3% of the annual payment of the preceding year.

On June 30, 2005, the Hospital Corporation filed a corplaint against the District in Superior
Coutt, Marin County, seeking declaration that the District is obligated to pesform and pay for
selsmic upgrades required by law. The complaint also secks a declaration that the required
seismic upgrades would intetfere with the purpose of the lease, which is to provide a hospital
facility. The District filed a cross-complaint secking declaration that the Hospital Corporation
is obligated to perform the seismic upgrades, and a declaration defining the rights and duties of
the parties in the event of a lease termination. Management’s representation is thar the District
paid approximately $280,000 for seismic study expenses in the 2005 fiscal year, and per a
sighed agreement with the Hospital Cotrpotation, the Hospital Corporation has agreed to
retmburse all such expenses up o $500,000. On November 28, 2005, the District amended it
cross-complaint to allege that the Hospital Corporation breached the lease by failing to
upgtade the hospital facility. On October 4, 2006, the parties to the litigation entered into a
Settlement Agreement. District management, based on the opinion of legal counsel, is of the
opinion that the dispute was fully resolved and the litigation subsequently dismissed.

SUBSEQUENT EVENT

The District Board approved an Agreement for Purchase and Sale of the land at 1260 S.
Eliseo, Greenbrae, on October 10, 2006, "The land will be sold to the Marin Comminity Clinic
for $1,529,000. The building is owned by Metvin 1. Grais and Annine G. Untiedt, as Trustees
and they wish to give the building to the Mazin Community Clinic. Iscrow has not vet closeds
the Marin Community Clinic has asked for an extension of the closing date,

14 -



