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REMARKETING CIRCULAR

$100,000,000
STATE OF CALIFORNIA

GENERAL OBLIGATION REFUNDING BONDS, SERIES 2012A
(SIFMA INDEX FLOATING RATE BONDS)

INTRODUCTION

This Introduction contains only a brief summary of the terms of the Bonds and a brief
description of the Remarketing Circular. Investors must review the entire Remarketing Circular,
including the Appendices, in full to obtain information essential to making an informed
investment decision. Summaries of provisions of the Constitution and laws of the State of
California or any other documents referred to in this Remarketing Circular do not purport to be
complete and such summaries are qualified in their entirety by references to the complete
provisions.

This Remarketing Circular, including the cover page, Summary of Remarketing and the
Appendices, is furnished by the State of California (the “State”) to provide certain information
relating to the remarketing of the State’s General Obligation Refunding Bonds, Series 2012A
(SIFMA Index Floating Rate Bonds) (the “Bonds”), currently outstanding in the aggregate
principal amount of $100,000,000.

The Remarketing of the Bonds is made only by way of this Remarketing Circular,
which supersedes any other information or materials used in connection with the offer or sale
of the Bonds. This Remarketing Circular is only intended to describe the Bonds while in the new
SIFMA Rate Period commencing on April 9, 2015 and (unless terminated earlier as described
herein) ending on the day prior to the SIFMA Scheduled Mandatory Purchase Date set forth on
the cover page of this Remarking Circular (the “New SIFMA Rate Period”). Owners and
prospective purchasers of the Bonds should not rely on this Remarketing Circular for
information in connection with any other adjustment of the Bonds to a different Interest Rate
Period.

Authorization for the Bonds

The Bonds were originally issued on May 1, 2012, as a single series authorized by the
Kindergarten-University Public Education Facilities Bond Act of 2002 (the “Bond Act”),
approved by the voters of the State, and by Resolution XXIII, adopted on March 26, 2012, by the
State School Building Finance Committee (the “Finance Committee”), as supplemented by a
Supplemental Certificate of the State Treasurer, dated May 1, 2012, as such Supplemental
Certificate has been amended by Supplement No. 1 thereto (as amended, the “Supplemental
Certificate”), setting forth the terms and provisions of the Bonds (as amended and supplemented
from time to time in accordance with its terms, collectively, the “Resolution”).
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Remarketing of the Bonds

The State is remarketing the Bonds in connection with an adjustment to a new SIFMA
Rate Period pursuant to which the State will require all of the Holders of the Bonds to tender
their respective Bonds for purchase on April 9, 2015 (the “Initial Mandatory Purchase Date”). A
nominee of The Depository Trust Company, New York, New York (“DTC”), is the registered
owner of the Bonds and, as such, it will tender the Bonds on behalf of the Beneficial Owners
pursuant to this mandatory tender for purchase. See APPENDIX B – “BOOK ENTRY ONLY
SYSTEM.” The remarketing of the Bonds on the Initial Mandatory Purchase Date, as described
in this paragraph, is referred to in this Remarketing Circular as the “Remarketing.”

The Remarketing will only occur if sufficient remarketing proceeds are available to
purchase all of the Bonds on the Initial Mandatory Purchase Date. Under the terms of the
Resolution, the State may rescind this mandatory tender for purchase any time before the
effective date of the adjustment to the New SIFMA Rate Period.

Description of the Bonds

General. The remarketed Bonds will be registered in the name of a nominee of DTC,
which will act as securities depository for the Bonds. Beneficial interests in the Bonds may be
purchased in book-entry form only in denominations of $100,000 or any integral multiple of
$5,000 in excess thereof. See APPENDIX B – “THE BOOK-ENTRY ONLY SYSTEM.”
Principal and interest are payable by the State Treasurer to the Paying Agent, who in turn pays it
directly to DTC. Upon receipt of payments of principal and interest, DTC is to in turn remit such
principal and interest to the participants in DTC for disbursement to the beneficial owners of the
Bonds.

Interest. During the New SIFMA Rate Period, the Bonds will bear interest at a per
annum interest rate, determined weekly (not to exceed 11%), equal to the sum of (i) the SIFMA
Index Rate then in effect and (ii) the Applicable SIFMA Spread specified on the cover page
hereof. In the event of an unsuccessful remarketing of all of the then-Outstanding Bonds on the
SIFMA Scheduled Mandatory Purchase Date, the Bonds will enter a SIFMA Delayed
Remarketing Period (as described herein) and the Bonds will bear the interest rates described
under “DESCRIPTION OF THE BONDS – Inadequate Funds for Tenders – Determination of
SIFMA Delayed Remarketing Period Rate.” Interest on the Bonds will start to accrue from the
Remarketing date, April 9, 2015, and will be payable on the first Business Day of each month,
commencing on May 1, 2015, except as otherwise described herein. See “DESCRIPTION OF
THE BONDS.”

Scheduled Mandatory Purchase. At the end of the New SIFMA Rate Period, the Bonds
are subject to mandatory tender for purchase on the SIFMA Scheduled Mandatory Purchase
Date. See “DESCRIPTION OF THE BONDS – Mandatory Tender for Purchase of Bonds –
Mandatory Tender for Purchase on the SIFMA Scheduled Mandatory Purchase Date.” If all of
the then-Outstanding Bonds are not remarketed on the SIFMA Scheduled Mandatory Purchase
Date, none of the Bonds will be purchased; thereafter, the Bonds will enter a SIFMA Delayed
Remarketing Period and will accrue interest at successively higher rates until remarketed or
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redeemed. See “DESCRIPTION OF THE BONDS – Inadequate Funds for Tenders –
Determination of SIFMA Delayed Remarketing Period Rate.”

The failure by the State to purchase all of the then-Outstanding Bonds on the
SIFMA Scheduled Mandatory Purchase Date or any other mandatory purchase date if
remarketing proceeds are not available for such purchase will not constitute an Event of
Default. The failure by the State to pay the scheduled principal of and interest on the
Bonds as the same shall become due on the respective payment dates therefor (including on
any Scheduled Mandatory Sinking Account Payment date) will constitute an Event of
Default. See “DESCRIPTION OF THE BONDS – Inadequate Funds for Tenders – SIFMA
Delayed Remarketing Period.”

During the New SIFMA Rate Period and the SIFMA Delayed Remarketing Period, the
Bonds are subject to adjustment to another Interest Rate Period (including an adjustment to
another SIFMA Rate Period) or to the addition of a liquidity facility or a credit facility
(collectively referred to herein as a “credit enhancement”), as further described herein. In
connection with either of such actions, such Bonds will be subject to mandatory tender for
purchase. See “DESCRIPTION OF THE BONDS – Mandatory Tender for Purchase of Bonds.”
THIS REMARKETING CIRCULAR IS NOT INTENDED TO PROVIDE
INFORMATION WITH RESPECT TO THE BONDS AFTER ADJUSTMENT TO ANY
NEW INTEREST RATE PERIOD OR AFTER ADDITION OF ANY CREDIT
ENHANCEMENT.

Security and Source of Payment for the Bonds

The Bonds are general obligations of the State to which the full faith and credit of the
State are pledged. See “AUTHORIZATION OF AND SECURITY FOR THE BONDS –
Security.” The principal of and interest on all State general obligation bonds, including the
Bonds, are payable from moneys in the General Fund of the State Treasury (the “General
Fund”), subject under State law only to the prior application of moneys in the General Fund to
the support of the public school system and public institutions of higher education. See
“AUTHORIZATION OF AND SECURITY FOR THE BONDS – Security.” See also
APPENDIX A – “THE STATE OF CALIFORNIA – STATE FINANCES – The General Fund”
and “STATE INDEBTEDNESS AND OTHER OBLIGATIONS – Capital Facilities Financing –
General Obligation Bonds.”

Redemption and Mandatory Tender

The Bonds are subject to optional and mandatory redemption prior to their stated
maturity date as described herein. See “DESCRIPTION OF THE BONDS – Redemption.”

The Bonds are subject to mandatory tender for purchase as described herein. See
“DESCRIPTION OF THE BONDS – Mandatory Tender for Purchase.” The Bonds are not
subject to optional tender at the request of Bondholders during the New SIFMA Rate
Period or the SIFMA Delayed Remarketing Period.
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Continuing Disclosure

The State Treasurer agreed on behalf of the State to provide, with respect to the Bonds,
annually certain financial information and operating data relating to the State by not later than
April 1 of each year, in which any Bonds are outstanding (the “Annual Report”) and to provide
notice of the occurrence of certain enumerated events. These covenants were made in order to
assist J.P. Morgan Securities LLC, as original underwriter of the Bonds, in complying with for
purposes of the U.S. Securities and Exchange Commission Rule 15c2-12(b)(5) (“Rule 15c2-12”)
at the time of their offering. The specific nature of the information to be contained in the Annual
Report and the notices of events and certain other terms of the continuing disclosure obligation
are set forth in APPENDIX C – “COPY OF CONTINUING DISCLOSURE CERTIFICATE.”
The State Treasurer has adopted policies and procedures designed to ensure compliance with
these undertakings.

The State’s Annual Reports and other required reports relating to the Bonds are available
from the EMMA website (www.emma.msrb.org) operated by the Municipal Securities
Rulemaking Board (“MSRB”) or on such other website as may be designated by the MSRB or
the Securities and Exchange Commission. The information contained on any such website is not
part of this Remarketing Circular and is not incorporated herein.

Information Related to this Remarketing Circular

The information set forth herein has been obtained from official sources that are believed
to be reliable, but such information is not guaranteed as to accuracy or completeness. The
information and expressions of opinion herein are subject to change without notice and neither
delivery of this Remarketing Circular nor any sale made hereunder or any future use of this
Remarketing Circular shall, under any circumstances, create any implication that there has been
no change in the affairs of the State since the date hereof.

All financial and other information presented or incorporated by reference in this
Remarketing Circular has been provided by the State from its records, except for information
expressly attributed to other sources. The presentation of historic information, including tables
of receipts from taxes and other revenues, is intended to show recent historic information and is
not intended to indicate future or continuing trends in the financial position or other affairs of the
State. No representation is made that past experience, as it might be shown by such financial and
other information, will necessarily continue or be repeated in the future. Certain statements
included or incorporated by reference in this Remarketing Circular constitute “forward-looking
statements.” Such statements are generally identifiable by the terminology used such as “plan,”
“expect,” “estimate,” “budget” or other similar words. The achievement of certain results or
other expectations contained in such forward-looking statements involve known and unknown
risks, uncertainties and other factors that may cause actual results, performance or achievements
described to be materially different from any future results, performance or achievements
expressed or implied by such forward-looking statements. Any statements made in this
Remarketing Circular involving matters of opinion, whether expressly stated or not, are set forth
as such and not as representations of fact.



5

A wide variety of other information concerning the State, including financial information,
is available from State agencies, State agency publications and State agency websites. Such
information includes websites operated by the State Department of Finance, the State
Controller’s Office and the State Treasurer’s Office. Any such information that is inconsistent
with the information set forth in this Remarketing Circular should be disregarded. No such
information is a part of or incorporated into this Remarketing Circular, except as expressly noted
in APPENDIX A – “THE STATE OF CALIFORNIA – FINANCIAL STATEMENTS.”

The information in APPENDIX B – “THE BOOK-ENTRY ONLY SYSTEM” regarding
DTC and its book-entry system has been furnished by DTC and no representation is made by the
State, the Remarketing Agent or the Financial Advisor as to the accuracy or completeness of
such information.

This Remarketing Circular does not constitute an offer to sell the Bonds or the
solicitation of an offer to buy, nor shall there be any sale of, the Bonds by any person in any state
or other jurisdiction to any person to whom it is unlawful to make such offer, solicitation or sale
in such state or jurisdiction.

STATE FINANCIAL CONDITION

The following paragraphs present an extremely abbreviated summary of certain fiscal
challenges facing the State, all of which are described in more detail in APPENDIX A. All
cross-references are to sections of APPENDIX A – “THE STATE OF CALIFORNIA.”
Capitalized terms used in this section are defined in APPENDIX A. Investors should review the
whole of APPENDIX A.

During the recent recession, which officially ended in 2009, the State experienced the
most significant economic downturn since the Great Depression of the 1930s. As a result, State
tax revenues declined precipitously, resulting in large budget gaps and occasional cash shortfalls
in the period from 2008 through 2011, which were addressed largely through various spending
cuts and payment deferrals.

Voters approved Proposition 30 in 2012, providing increased revenues through the next
several fiscal years. Prior to the termination of the temporary additional personal income tax
rates under Proposition 30 on December 31, 2018, the Administration’s plan is to pay off most of
the unprecedented level of budgetary borrowings, debts and deferrals which were accumulated in
order to balance budgets largely over the past decade. As of the 2015-16 Governor’s Budget, the
State’s budget is projected to remain balanced through fiscal year 2018-19 with a positive budget
reserve balance at the end of every year. See APPENDIX A – “THE STATE OF CALIFORNIA
– DEBTS AND LIABILITIES UNDER PROPOSITION 2” and “– CURRENT STATE
BUDGET – Multi-Year Budget Projections.”

Voters also approved Proposition 2 in November 2014, which directs specified revenues
towards increasing reserves in the State’s rainy day fund and paying down specified debts. See
APPENDIX A – “THE STATE OF CALIFORNIA – BUDGET RESERVES.” This mechanism
will save money for the next recession and pay down the State’s debts and liabilities. By the end
of fiscal year 2015-16, the State’s rainy day fund is projected to have a balance of $2.8 billion.
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Under the Proposition 2 requirements, the 2015-16 Governor’s Budget also proposes an
additional $1.2 billion to pay off loans from special funds and past liabilities from Proposition
98.

In addition, the 2015-16 Governor’s Budget repays the remaining $1 billion in budgetary
deferrals to schools and community colleges, discharges the last of the $15 billion in Economic
Recovery Bonds that were issued to cover budget deficits from as far back as 2002, and repays
local governments $533 million in mandated reimbursements.

Despite the recent significant budgetary improvements as well as the progress in paying
down certain liabilities, there remain a number of major risks and pressures that threaten the
State’s financial condition, including the need to continue to pay remaining obligations which
were deferred to balance budgets during the economic downturn, as well as significant unfunded
liabilities of the two main retirement systems managed by State entities, CalPERS and CalSTRS.

In recent years, the State has committed significant increases in annual payments to these
systems to reduce the unfunded liabilities. See APPENDIX A – “THE STATE OF
CALIFORNIA – DEBTS AND LIABILITIES UNDER PROPOSITION 2”, “– CURRENT
STATE BUDGET – Budget Risks” and “– STATE FINANCES – Retiree Health Care Costs.”
In addition, the State’s revenues (particularly the personal income tax) can be volatile and
correlate to overall economic conditions. There can be no assurances that the State will not face
fiscal stress and cash pressures again, or that other changes in the State or national economies
will not materially adversely affect the financial condition of the State.

AUTHORIZATION OF AND SECURITY FOR THE BONDS

Authorization and Purposes

The Bond Act and the State General Obligation Bond Law in Chapter 4 (commencing
with Section 16720) of Part 3 of Division 4 of Title 2 of the California Government Code, as
incorporated by reference into the Bond Act, provide for the authorization, sale, issuance, use of
proceeds, repayment and refunding of the Bonds. Issuance of the Bonds was authorized by the
Finance Committee. The Bonds were issued to current refund the principal amount of certain of
the State’s then outstanding variable rate demand obligation bonds the proceeds of which had
been used to finance the construction or rehabilitation of local school buildings and certain costs
of issuance of those bonds.

Security

The Bonds are general obligations of the State, payable in accordance with the Bond Act
and Resolution out of the General Fund, subject under State law only to the prior application of
moneys in the General Fund to the support of the public school system and public institutions of
higher education. The Bond Act provides that the State will collect annually in the same manner
and at the same time as it collects other State revenue an amount sufficient to pay principal of
and interest on the Bonds in that year. The Bond Act also contains a continuing appropriation
from the General Fund of the sum annually necessary to pay the principal of and interest on the
Bonds as they become due and payable. No further appropriation by the Legislature is required
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to pay the principal of and interest on the Bonds. Under the State Constitution, the appropriation
to pay the principal of and interest on the Bonds as set forth in the Bond Act cannot be repealed
until the principal of and interest on the Bonds are paid and discharged.

The Bond Act provides that the Bonds issued thereunder “shall be and constitute a valid
and binding obligation of the State of California, and the full faith and credit of the State is
hereby pledged for the punctual payment of the principal of, and interest on, the bonds as the
principal and interest become due and payable.” The pledge of the full faith and credit of the
State alone does not create a lien on any particular moneys in the General Fund or any other
assets of the State, but is an undertaking by the State to be irrevocably obligated in good faith to
use its taxing powers as may be required for the full and prompt payment of the principal of and
interest on all general obligation bonds as they become due. The only provision of the State
Constitution that creates a higher priority for any State fiscal obligation is a provision directing
that from all State revenues there will first be set apart the moneys to be applied by the State for
the support of the public school system and public institutions of higher education. In the past
when cash resources in the General Fund have been constrained, State officials have worked
within their powers granted by State law to manage cash resources to ensure that payments to
schools and universities and for general obligation debt service would be made. On any debt
service payment date, all general obligation bonds have an equal claim on moneys in the General
Fund on that date for payment of debt service. See APPENDIX A –“THE STATE OF
CALIFORNIA – CASH MANAGEMENT,” “– STATE INDEBTEDNESS AND OTHER
OBLIGATIONS – Capital Facilities Financing – General Obligation Bonds,” and “– STATE
FINANCES – State Warrants.”

Remedies

Under the Resolution, it is an event of default of the State to fail to pay or to fail to cause
to be paid, when due, or to declare a moratorium on the payment of, or to repudiate, any Bond
issued pursuant to the Resolution.

The Resolution states that in the case that one or more events of default occurs, then, and
in every such case, the registered Bondholder is entitled to proceed to protect and enforce such
registered Bondholder’s rights by such appropriate judicial proceeding as such registered
Bondholder deems most effectual to protect and enforce any such right, whether by mandamus
or other suit or proceeding at law or in equity, for the specific performance of any covenant or
agreement contained in the Resolution authorizing the Bonds, as more specifically set forth in
such Resolution pursuant to the Bond Act. Beneficial owners (the “Beneficial Owners”) cannot
protect and enforce such rights except through the registered Bondholder. See “DESCRIPTION
OF THE BONDS – General” and APPENDIX B – “THE BOOK–ENTRY ONLY SYSTEM.”

Since the State has never failed to make a debt service payment on any general obligation
bond when due, the exact steps which would be taken, or the remedies available to Bondholders,
have never been tested. There are no cross–default provision among general obligation bonds, so
any default with respect to any particular issue of bonds would not provide any remedy to
holders of other bonds which are not affected. The State is not eligible to file for protection
under the federal bankruptcy laws.



8

Amendment of the Resolution

The State may at any time modify or amend the Resolution and the State Treasurer may
at any time modify or amend the Supplemental Certificate with respect to any outstanding Bonds
and the rights and obligations of the registered owner of such outstanding Bonds, without notice
to or the consent of any Bondholder, but only to make such provisions for the purpose of
(i) curing any ambiguity or curing, correcting or supplementing any defective provision
contained in the Resolution or the Supplemental Certificate, or (ii) complying with requirements
of the Internal Revenue Code of 1986, as amended (the “Code”), in order to satisfy the covenants
of the Resolution relating to tax exemption of interest on the Bonds; in each case as may be
deemed necessary or desirable and not inconsistent with the Resolution, and which shall not
adversely affect the interests of the Bondholders.

The State may also modify, alter, amend or supplement the Resolution and the State
Treasurer may modify or amend the Supplemental Certificate in any other respect, including
amendments which may adversely affect Bondholders, if (i) the effective date of such
modification or amendment is a date on which all of the Bonds are subject to mandatory tender
for purchase pursuant to the Resolution, or (ii) notice by mail of the proposed modification or
amendment is given to Holders of the affected Bonds at least 30 days before the effective date
thereof and, on or before such effective date, such Bondholders have the right to demand
purchase of their Bonds pursuant to the terms of the Resolution or Supplemental Certificate.
(Bondholders have no such optional tender rights during the New SIFMA Rate Period or the
SIFMA Delayed Remarketing Period.)

DESCRIPTION OF THE BONDS

This section summarizes certain provisions of the Resolution and the Bonds.

This Remarketing Circular is not intended to provide information with respect to the
Bonds after adjustment to any other Interest Rate Period or following the addition of any credit
enhancement. Holders and prospective purchasers of the Bonds should not rely on this
Remarketing Circular for information concerning any Bonds in connection with any such action,
but should look solely to the offering document to be provided and used in connection with any
such adjustment or addition of credit enhancement.

General

The Bonds are dated May 1, 2012, the date the State issued the Bonds. The Bonds
currently bear interest in the Initial SIFMA Rate Period, and will bear interest in the New
SIFMA Rate Period following the Remarketing. Beginning on April 9, 2015, the remarketed
Bonds will bear interest at a variable interest rate as more fully described below; provided that
the interest rate on the Bonds will not exceed the Maximum Rate of eleven percent (11%) per
annum.

Interest on the remarketed Bonds will be calculated on the basis of a 365/366 day year for
the actual number of days elapsed. Interest on the Bonds is payable (i) on the first Business Day
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of each month, commencing on May 1, 2015, during the New SIFMA Rate Period and during
any SIFMA Delayed Remarketing Period, (ii) on the SIFMA Scheduled Mandatory Purchase
Date, (iii) on any other Mandatory Purchase Date (as defined below) (i.e., on the effective date of
an adjustment in Interest Rate Period or the addition of credit enhancement) and (iv) on the final
maturity date (each, an “Interest Payment Date”).

Reference herein to the “Bonds” shall mean the Bonds as remarketed in the New SIFMA
Rate Period.

Book-Entry System

The remarketed Bonds will be delivered in denominations of $100,000 or any integral
multiple of $5,000 in excess thereof. The Bonds will be prepared as one fully registered bond
certificate and will be registered in the name of Cede & Co., as nominee for DTC. DTC will act
as securities depository for the Bonds. Principal of and interest on the Bonds are payable by the
State Treasurer (directly or through the paying agent) to DTC, which is obligated in turn to remit
such principal and interest to its DTC Participants for subsequent disbursement to the Beneficial
Owners. See APPENDIX B – “THE BOOK–ENTRY ONLY SYSTEM” which includes certain
defined terms relating to DTC’s operations.

Neither the State Treasurer nor the Remarketing Agent can give any assurance that DTC
will distribute to Direct Participants, or that Participants or others will distribute to the Beneficial
Owners, payment of principal of and interest on the Bonds paid or any redemption or other
notices or that they will do so on a timely basis or will serve and act in the manner described in
this Remarketing Circular. Neither the State Treasurer nor the Remarketing Agent is responsible
or liable for the failure of DTC or any Direct Participant or Indirect Participant to make any
payments or to give any notice to a Beneficial Owner with respect to the Bonds or for any error
or delay relating thereto.

During the New SIFMA Rate Period and the SIFMA Delayed Remarketing Period, the
Bonds are subject to mandatory tender at the times and under the circumstances and are subject
to optional and mandatory sinking account redemption, as more fully described herein. During
the New SIFMA Rate Period and the SIFMA Delayed Remarketing Period, the Bonds are not
subject to tender for purchase at the option of the Bondholders. See “– Mandatory Tender for
Purchase of Bonds.”

Determination of Applicable SIFMA–Based Interest Rates; New SIFMA Rate Period

Determination of Applicable SIFMA–Based Interest Rates and Calculation of Interest.
During the New SIFMA Rate Period, interest shall accrue from one Interest Payment Date to, but
not including, the next Interest Payment Date at a rate per annum (not to exceed 11%) equal to
the “Applicable SIFMA–Based Interest Rate,” which is defined in the Resolution as the per
annum rate of interest, determined weekly, equal to the sum of (i) the SIFMA Index Rate then in
effect, and (ii) the Applicable SIFMA Spread.

The “SIFMA Index Rate” means a per annum interest rate equal to the SIFMA Index.
The “SIFMA Index” is defined as the SIFMA Municipal Swap Index, a seven–day high–grade
market index composed of selected tax–exempt variable–rate demand obligations meeting
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specific criteria published by the Securities Industry and Financial Markets Association or any
successor thereto or any similar index which succeeds the SIFMA Index. If at any time the
SIFMA Index is not available, there shall be used in its place such index as the State Treasurer,
following consultation with the Calculation Agent and the Remarketing Agent, from time to time
determines most closely approximates the SIFMA Index. The “Applicable SIFMA Spread” for
the Bonds during the New SIFMA Rate Period is set forth on the cover page.

The interest rate equal to the SIFMA Index Rate shall be determined by the Calculation
Agent on Wednesday of each week, unless any such Wednesday is not a Business Day, in which
case, such rate shall be determined by the Calculation Agent on the Business Day next
succeeding such Wednesday (referred to in either case as the “Determination Date”), and such
rate shall be in effect for purposes of computing interest from the day immediately succeeding
the Determination Date until and including the next Determination Date (whether or not such day
is a Business Day). All percentages resulting from the calculation of the SIFMA Index Rate will
be rounded, if necessary, to the nearest ten–thousandth of a percentage point with five hundred
thousandths of a percentage point rounded upward, and all dollar amounts used in or resulting
from such calculation of interest will be rounded to the nearest cent (with one–half cent being
rounded upward). The SIFMA Index Rate applicable as of the date of remarketing of the Bonds,
up to but not including the first Determination Date, will be based upon the SIFMA Index last
announced prior to the date of remarketing.

U.S. Bank National Association, which has been appointed as Tender Agent and paying
agent for the Bonds, will also serve as the Calculation Agent in connection with the Bonds. In
the absence of manifest error, the determination by the Calculation Agent of any index
component and the Applicable SIFMA–Based Interest Rate will be conclusive and binding on
the Bondholders, the Remarketing Agent and the State.

Duration of the New SIFMA Rate Period. The New SIFMA Rate Period for the Bonds
will commence on April 9, 2015, and shall end on the day prior to the first to occur of (i) the
SIFMA Scheduled Mandatory Purchase Date; (ii) a Mandatory Purchase Date on which the
Bonds have been successfully remarketed; or (iii) the date on which all of the Bonds are
redeemed in accordance with the terms of the Resolution.

The SIFMA Scheduled Mandatory Purchase Date is as set forth on the cover page. See
“Mandatory Tender for Purchase of Bonds – Mandatory Tender for Purchase on SIFMA
Scheduled Mandatory Purchase Date.”

SIFMA Call Protection Date. The SIFMA Call Protection Date for the New SIFMA
Rate Period for the Bonds is _________. Prior to such date, the Bonds shall not be subject to
optional redemption, adjustment of Interest Rate Period or addition of credit enhancement. If the
SIFMA Call Protection Date is not a Business Day and the Bonds are called or made subject to
tender on this date, interest will be paid to the next Business Day, i.e., _________.

Mandatory Tender for Purchase of Bonds

As used in this Remarketing Circular:
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(i) the term “Mandatory Purchase Date” means a date on which the Bonds are subject
to mandatory tender for purchase pursuant to any of the three subsections set forth below, and

(ii) the term “Purchase Price” means as of any Mandatory Purchase Date, a price equal
to the principal amount of the Bonds to be purchased, without premium, plus accrued interest to
the Mandatory Purchase Date.

Mandatory Tender for Purchase on the SIFMA Scheduled Mandatory Purchase Date.
At the end of the New SIFMA Rate Period, unless all of the then-Outstanding Bonds have been
purchased or redeemed prior to the SIFMA Scheduled Mandatory Purchase Date, the then-
Outstanding Bonds will be subject to mandatory tender for purchase on the SIFMA Scheduled
Mandatory Purchase Date, at the Purchase Price, payable in immediately available funds. The
State Treasurer will give notice of the mandatory tender for purchase to the Bondholders as
provided in the Resolution not less than fifteen (15) days prior to the SIFMA Scheduled
Mandatory Purchase Date.

Mandatory Tender for Purchase on the Effective Date of an Adjustment in the Interest
Rate Period. During the New SIFMA Rate Period on or after the SIFMA Call Protection Date or
during the SIFMA Delayed Remarketing Period, all of the then-Outstanding Bonds are subject to
mandatory tender for purchase on the effective date of any adjustment in the Interest Rate Period
for the Bonds (including an adjustment to another SIFMA Rate Period), at the Purchase Price on
the applicable Mandatory Purchase Date, payable in immediately available funds. The State
Treasurer will give notice of the mandatory tender for purchase to the Bondholders as provided
in the Resolution not less than fifteen (15) days prior to the effective date of an adjustment in the
Interest Rate Period (or not less than five (5) Business Days prior if during the SIFMA Delayed
Remarketing Period). See “– Adjustment to an Alternate Interest Rate Period” below. This
Remarketing Circular is not intended to provide information with respect to the Bonds after
adjustment to any new Interest Rate Period.

Mandatory Tender for Purchase upon Delivery of Liquidity Facility or Credit Facility.
During the New SIFMA Rate Period on or after the SIFMA Call Protection Date or during the
SIFMA Delayed Remarketing Period, all of the then-Outstanding Bonds are subject to
mandatory tender for purchase on any date upon which a Liquidity Facility or a Credit Facility is
to be provided for the Bonds (a “Substitution Date”), at the Purchase Price, payable in
immediately available funds. The State Treasurer will give notice of the mandatory tender for
purchase to the Bondholders as provided in the Resolution not less than fifteen (15) days prior to
the Substitution Date (or not less than five (5) Business Days prior if during the SIFMA Delayed
Remarketing Period).

There is no Liquidity Facility or Credit Facility being provided for the Bonds and the
State does not presently intend to provide any such Liquidity Facility or Credit Facility. This
Remarketing Circular is not intended to provide information with respect to the Bonds
following the addition of a Liquidity Facility or a Credit Facility.

Failure to Pay Purchase Price. If remarketing proceeds are not available to pay the
Purchase Price of Bonds subject to mandatory tender for purchase: (1) on the SIFMA Scheduled
Mandatory Purchase Date; (2) in connection with a mandatory tender on the effective date of an
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adjustment in the Interest Rate Period for the Bonds; or (3) in connection with a mandatory
tender on the effective date of the addition of a credit enhancement, the mandatory tender will
not occur and the Bonds will not be purchased. Any such failure to purchase the Bonds will not
constitute an Event of Default and the then-Outstanding Bonds will bear interest at the rates
described under “– Inadequate Funds for Tenders” below.

No Optional Tender. During the New SIFMA Rate Period and the SIFMA Delayed
Remarketing Period, the Bonds are not subject to optional tender at the demand of any
Bondholder.

Adjustment to an Alternate Interest Rate Period

General. The State Treasurer has the option to cause the Interest Rate Period for the
Bonds to be adjusted on any date on which the Bonds are subject to optional redemption as
provided in the Resolution, in which event the Bonds will be subject to mandatory tender at the
Purchase Price set forth in the Resolution. The State Treasurer may not adjust the Interest Rate
Period for any Bonds that have been called for redemption. See “DESCRIPTION OF THE
BONDS – Redemption.”

At any time on or after the SIFMA Call Protection Date, the State Treasurer, by written
notice to the Tender Agent and the Remarketing Agent, may elect that Bonds bearing interest in
the New SIFMA Rate Period or in the SIFMA Delayed Remarketing Period, as applicable, be
adjusted to bear interest in an alternate Interest Rate Period (including another SIFMA Rate
Period). The written notice of the State Treasurer will specify the effective date of such
adjustment to an alternate Interest Rate Period. Upon such direction and satisfaction of certain
conditions, all of the Bonds will be subject to the alternate Interest Rate Period. Upon the
adjustment of the Bonds to an alternate Interest Rate Period, the Bonds are subject to mandatory
tender for purchase. See “– Mandatory Tender for Purchase of Bonds.”

The State Treasurer will give notice by Electronic Means of an adjustment from the New
SIFMA Rate Period to any new Interest Rate Period to the Holders of the Bonds not less than 15
days nor more than 60 days prior to the effective date of such new Interest Rate Period, and shall
give such notice of an adjustment from the SIFMA Delayed Remarketing Period not less than
five Business Days prior to such effective date. Such notice will state (a) that the interest rate
period for the Bonds will be adjusted to a Daily Rate Period, a Weekly Rate Period, a Term Rate
Period, Flexible Rate Period or another SIFMA Rate Period, as applicable (subject to the State
Treasurer’s ability to rescind the State Treasurer’s election as provided in the Resolution); (b) the
effective date of such Interest Rate Period; (c) that the Bonds are subject to mandatory tender for
purchase on such effective date; (d) the procedures for such mandatory tender; and (e) the
Purchase Price of such Bonds on such effective date (expressed as a percentage of the principal
amount thereof).

Rescission of Election to Adjust Interest Rate Period. The State Treasurer may rescind
any election to adjust to an alternate Interest Rate Period (including the election to add credit
enhancement) prior to the effective date of such adjustment by giving notice by Electronic
Means prior to such effective date to the Tender Agent, the Remarketing Agent and the Holders
of those Bonds. If such rescission occurs in connection with a Mandatory Purchase Date other



13

than the SIFMA Scheduled Mandatory Purchase Date, the Bonds will continue to bear interest at
the Applicable SIFMA–Based Interest Rate or the SIFMA Delayed Remarketing Period Rate, as
applicable. If such rescission occurs in connection with the SIFMA Scheduled Mandatory
Purchase Date, the New SIFMA Rate Period will terminate on the day prior to the SIFMA
Scheduled Mandatory Purchase Date and a SIFMA Delayed Remarketing Period will commence.

Remarketing and Purchase of Bonds

General. J.P. Morgan Securities LLC has been designated as the Remarketing Agent for
the Bonds. The Remarketing Agent has agreed to use its best efforts to remarket the Bonds
which are to be purchased pursuant to the Resolution at the minimum interest rate available in
the marketplace to permit the Remarketing Agent to remarket all Bonds on the applicable
Mandatory Purchase Date at the Purchase Price. The Remarketing Agent will notify the State
Treasurer and the Tender Agent on the Business Day immediately preceding each Mandatory
Purchase Date on which the Bonds are to be purchased if it has been unable to remarket all the
tendered Bonds.

Delivery of Tendered Bonds. With respect to any Book–Entry Bond, delivery of such
Bond to the Tender Agent in connection with any mandatory tender for purchase as described
above under “– Mandatory Tender for Purchase of Bonds” (a “Tendered Bond”) pursuant to the
Resolution will be effected by the making of, or the irrevocable authorization to make,
appropriate entries on the books of DTC or any DTC Participant to reflect the transfer of the
beneficial ownership interest in such Bond to the account of the Tender Agent, or to the account
of a DTC Participant acting on behalf of the Tender Agent.

Sources of Funds for Purchase of Tendered Bonds. Tendered Bonds will be purchased
solely with proceeds from the remarketing of the Tendered Bonds. If there are insufficient
remarketing proceeds, there is no other source of moneys available to pay the Purchase
Price of the Bonds upon mandatory tender for purchase thereof on a Mandatory Purchase
Date, but such inability to pay the Purchase Price is not an Event of Default. See “–
Inadequate Funds for Tenders” below.

Bonds Deemed Purchased. If moneys sufficient to pay the Purchase Price of the Bonds
to be purchased pursuant to the Resolution are held by the Tender Agent on the date such Bonds
are to be purchased, such Bonds will be deemed to have been purchased for all purposes of the
Resolution, irrespective of whether or not such Bonds will have been delivered to the Tender
Agent, and neither the former holder of such Bonds nor any other person will have any claim
thereon, under the Resolution or otherwise, for any amount other than the Purchase Price thereof.

In the event of nondelivery of any Bond to be purchased pursuant to the Resolution, the
Tender Agent will segregate and hold uninvested the moneys for the Purchase Price of such
Bonds in trust, without liability for interest thereon, for the benefit of the former holders of such
Bonds, who will, except as provided in the following sentence, thereafter be restricted
exclusively to such moneys for the satisfaction of any claim for the Purchase Price of such
Bonds. Any moneys which the Tender Agent will segregate and hold in trust for the payment of
the Purchase Price of any Bond and remaining unclaimed for two years after the date of purchase
will be paid, upon the State Treasurer’s written request, to the State Treasurer. After the
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payment of such unclaimed moneys to the State Treasurer, the former holder of such Bond will
look only to the State Treasurer for the payment thereof.

Inadequate Funds for Tenders

Inadequate Funds on SIFMA Scheduled Mandatory Purchase Date. With respect to
any mandatory purchase as described above under the caption “– Mandatory Tender for
Purchase on SIFMA Scheduled Mandatory Purchase Date,” in the event sufficient remarketing
proceeds are not available for the purchase of all the then-Outstanding Bonds required to be
purchased on the SIFMA Scheduled Mandatory Purchase Date, then: (i) no purchase shall occur
and the Tender Agent shall promptly return all Bonds tendered or deemed tendered to the
Bondholders thereof together with notice of such insufficiency and the Tender Agent and the
Remarketing Agent shall promptly return all remarketing proceeds to the persons providing such
moneys without interest; (ii) the New SIFMA Rate Period will terminate on the day prior to the
SIFMA Scheduled Mandatory Purchase Date; (iii) a SIFMA Delayed Remarketing Period will
commence on the SIFMA Scheduled Mandatory Purchase Date as described below under the
caption “– SIFMA Delayed Remarketing Period;” and (iv) such failed purchase shall not
constitute an Event of Default under the Resolution.

Inadequate Funds for Mandatory Purchase Other Than on the SIFMA Scheduled
Mandatory Purchase Date. In connection with any Mandatory Purchase Date which occurs on
a date other than the SIFMA Scheduled Mandatory Purchase Date (i.e., for an adjustment in
Interest Rate Period or an addition of a credit enhancement), in the event sufficient remarketing
proceeds are not available for the purchase of all the then-Outstanding Bonds required to be
purchased on such date, (i) no purchase shall occur and the Tender Agent shall promptly return
all Bonds tendered or deemed tendered to the Bondholders thereof together with notice of such
insufficiency and the Tender Agent and the Remarketing Agent shall promptly return all
remarketing proceeds to the persons providing such moneys without interest; (ii) the Bonds shall
continue to bear interest at the Applicable SIFMA–Based Interest Rate or the SIFMA Delayed
Remarketing Period Rate, as applicable; and (iii) such failed purchase shall not constitute an
Event of Default under the Resolution.

SIFMA Delayed Remarketing Period. If the Purchase Price of all of the then-
Outstanding Bonds required to be purchased on the SIFMA Scheduled Mandatory Purchase Date
cannot be paid because sufficient remarketing proceeds are not available, a SIFMA Delayed
Remarketing Period will commence on such date.

During a SIFMA Delayed Remarketing Period, the following will apply:

(i) All of the Bonds will bear interest at the SIFMA Delayed Remarketing
Period Rate as described under the caption “– Determination of SIFMA
Delayed Remarketing Period Rate” below;

(ii) The Remarketing Agent will continue to be obligated to remarket the
Bonds as described under the caption “– Purchase and Sale of Bonds
During SIFMA Delayed Remarketing Period” below;
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(iii) The Bonds will continue to be subject to optional redemption by the State
as described below under the caption “– Redemption – Optional
Redemption”; provided that notwithstanding anything to the contrary in
the Resolution, the State Treasurer shall only be required to give five (5)
Business Days’ notice of such redemption to the Holders of the Bonds to
be redeemed;

(iv) The Bonds will continue to be subject to mandatory sinking account
redemption as described below under the caption “– Redemption –
Mandatory Redemption;”

(v) The State Treasurer may, by notice to the Tender Agent and the
Remarketing Agent, direct an adjustment in the Interest Rate Period for
the Bonds as described under the caption “– Adjustment to an Alternate
Interest Rate Period” (but with a shorter notice of adjustment as described
below under “– Purchase and Sale of Bonds During the SIFMA Delayed
Remarketing Period”);

(vi) Interest on the Bonds shall be due and payable on the first Business Day of
each month and on the day following the last day of the SIFMA Delayed
Remarketing Period; and

(vii) If the Bonds are successfully remarketed as described under the caption “–
Purchase and Sale of Bonds During SIFMA Delayed Remarketing
Period,” the Bondholders will be obligated to tender, sell and deliver their
Bonds to the Tender Agent.

Determination of SIFMA Delayed Remarketing Period Rate. “SIFMA Delayed
Remarketing Period Rate” means, during the New SIFMA Rate Period, the per annum interest
rate on the Bonds during a SIFMA Delayed Remarketing Period, as follows:

Period of Days After the
SIFMA Scheduled

Mandatory Purchase Date
Interest

Rate

1–90 days 6.0%

91 days to 180 days 8.0%

181 days and thereafter 10.0%

During the first 180 days of the SIFMA Delayed Remarketing Period, the Calculation
Agent will determine the interest payable on each Interest Payment Date in the same manner as
for the interest rates during the New SIFMA Rate Period, but applying the interest rates set forth
in the preceding table. See “– Determination of Applicable SIFMA–Based Interest Rates; New
SIFMA Rate Period–Determination of Applicable SIFMA–Based Interest Rates and Calculation
of Interest.” In the absence of manifest error, the determination by the Calculation Agent of any
index component and the SIFMA Delayed Remarketing Rate will be conclusive and binding on
the Bondholders, the State and the Remarketing Agent.
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Purchase and Sale of Bonds During SIFMA Delayed Remarketing Period. During the
SIFMA Delayed Remarketing Period, the Remarketing Agent will continue to use its best efforts
to remarket all of the then-Outstanding Bonds in such new Interest Rate Period as directed by the
State Treasurer. Once the Remarketing Agent has advised the State Treasurer and the Tender
Agent that it has a good faith belief that it is able to remarket all of the then-Outstanding Bonds,
the Tender Agent will give notice by Electronic Means to the Bondholders not less than five (5)
Business Days prior to the date on which the Bonds are to be purchased. The contents of the
notice will be as described under the caption “– Adjustment to Alternate Interest Rate Period –
General.”

If notwithstanding such notice from the Remarketing Agent, there are insufficient
remarketing proceeds to pay the Purchase Price of all of the then-Outstanding Bonds on the
purchase date so noticed, all of the Bonds will be returned to the Bondholders and any
remarketing proceeds will be returned to the persons who paid such moneys, all in the same
manner as for a failure of remarketing on the SIFMA Scheduled Mandatory Purchase Date, and
the SIFMA Delayed Remarketing Period will continue. See “– Inadequate Funds for Tender –
Inadequate Funds for Tender on the SIFMA Scheduled Mandatory Purchase Date” and “–
SIFMA Delayed Remarketing Period.”

Termination of the SIFMA Delayed Remarketing Period. The SIFMA Delayed
Remarketing Period will terminate on the day prior to the first to occur of (i) the purchase of all
of the Bonds as described under the caption “– Purchase and Sale of Bonds During SIFMA
Delayed Remarketing Period,” or (ii) the redemption of all the Bonds or all principal of and
interest on the Bonds are otherwise paid in full.

Redemption*

Optional Redemption. While in the New SIFMA Rate Period or a SIFMA Delayed
Remarketing Period, the Bonds are subject to optional redemption by the State, in whole or in
part, in Authorized Denominations, on the SIFMA Call Protection Date or any Business Day
thereafter, at a redemption price equal to 100% of the principal amount thereof, plus unpaid
accrued interest to the date fixed for redemption, if any, without premium.

The State Treasurer has the option to cause the adjustment of the Interest Rate Period for
the Bonds, or to add credit enhancement for the Bonds, on any date on which the Bonds are
subject to optional redemption as provided above, in which event the Bonds will be subject to
mandatory tender at the Purchase Price, as provided in the Resolution. The State Treasurer may
not adjust the Interest Rate Period for any Bonds that have been called for redemption.

Mandatory Redemption. The Bonds are subject to mandatory redemption from a sinking
account payment in the amount of $100,000,000 on the first Business Day of May 2021, at a
redemption price equal to 100 percent of the principal amount thereof, plus unpaid accrued
interest to the date fixed for redemption, if any, without premium.

* Preliminary, subject to change.
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Selection of Bonds for Redemption. If less than all of the Bonds are called for
redemption, the State Treasurer will select the Bonds or any given portion thereof to be
redeemed by lot in such manner as the State Treasurer may determine. Notwithstanding the
foregoing, if less than all of the Bonds are to be redeemed at any time while the Bonds are Book–
Entry Bonds, selection of the Bonds to be redeemed will be made in accordance with customary
practices of DTC or the applicable successor depository, as the case may be.

Notice of Redemption. The State Treasurer will give notice by Electronic Means of each
redemption of Bonds not less than 15 days (or not less than five Business Days during the
SIFMA Delayed Remarketing Period), nor more than 60 days prior to the date fixed for
redemption for such Bonds, to (a) the registered owner of such Bond; (b) the Remarketing Agent
and the Tender Agent; and (c) the Municipal Securities Rulemaking Board through its EMMA
website. Each notice of redemption will state the date of such notice, the series and date of issue
of the Bonds to be redeemed, the date fixed for redemption, the redemption price, the place of
redemption, the source of the funds to be used for such redemption, the principal amount, the
CUSIP numbers, if any, of the Bonds to be redeemed and, if less than all, the distinctive
certificate numbers of the Bonds to be redeemed and, in the case of Bonds to be redeemed in part
only, the respective portions of the principal amount thereof to be redeemed. Each such notice
will also state that if such notice is not rescinded, any conditions to redemption set forth in such
notice are satisfied and moneys for payment of the redemption price are being held by the State
Treasurer or any paying agent appointed by the State Treasurer, as applicable, on the applicable
date fixed for redemption, the interest on the Bonds designated for redemption will cease to
accrue from and after such date fixed for redemption and that on said date there will become due
and payable on each of said Bonds the principal amount thereof to be redeemed, interest accrued
thereon, if any, to the date fixed for redemption and the premium, if any, thereon (such premium
to be specified) and will require that such Bonds be then surrendered at the address or addresses
specified in the redemption notice. Notwithstanding the foregoing, failure by the State Treasurer
to give notice pursuant to this paragraph to intended recipients specified above in clauses (b) and
(c) or the insufficiency of any such notices will not affect the sufficiency of the proceedings for
redemption. Failure to give the notices required in this paragraph to any registered owner of any
Bonds designated for redemption, or any defect in any notice so delivered, will not affect the
validity of the proceedings for redemption of any other Bonds.

If upon the expiration of 60 days succeeding any date fixed for redemption, any Bonds
called for redemption will not have been presented to the State Treasurer for payment, the State
Treasurer will no later than 90 days following such date fixed for redemption send notice by
Electronic Means to the Holder of each Bond not so presented. Failure to provide the notices
required by this paragraph to any Holder of a Bond, or any defect in any notice so provided, will
not affect the validity of the proceedings for redemption of any Bonds nor impose any liability
on the State Treasurer.

The State Treasurer may provide conditional notice of optional redemption, which may
be conditioned on the receipt of moneys to carry out the redemption or any other event. In
addition, the State Treasurer may, no later than five (5) Business Days prior to an optional
redemption date, rescind any notice of such optional redemption by notice given in the same
manner and to the same persons as the notice being rescinded.
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Partial Redemption of Bonds. Upon surrender of any Bond redeemed in part only, the
State Treasurer, as registrar, will exchange the Bond redeemed for a new Bond of like tenor and
in an Authorized Denomination without charge to the holder in the principal amount of the
portion of the Bond not redeemed. In the event of any partial redemption of a Bond which is
registered in the name of the Nominee, DTC may elect to make a notation on the Bond certificate
which reflects the date and amount of the reduction in principal amount of said Bond in lieu of
surrendering the Bond certificate to the State Treasurer, as registrar, for exchange. The State
Treasurer will be fully released and discharged from all liability upon, and to the extent of,
payment of the redemption price for any partial redemption and upon the taking of all other
actions required under the Resolution in connection with such redemption.

Effect of Redemption. Notice of redemption having been duly given as aforesaid, and
moneys for payment of the redemption price being held by the State Treasurer or any paying
agent appointed by the State Treasurer, as applicable, the Bonds so called for redemption will, on
the date fixed for redemption designated in such notice, become due and payable at the
redemption price specified in such notice, interest on the Bonds so called for redemption will
cease to accrue and the holders of said Bonds will have no rights in respect thereof except to
receive payment of the redemption price thereof (including interest, if any, accrued to the date
fixed for redemption), without interest accrued on any funds held after the date fixed for
redemption to pay such redemption price.

CERTAIN CONSIDERATIONS RELATING TO THE REMARKETING AGENT

The Remarketing Agent is Paid by the State. The responsibilities of the Remarketing
Agent include determining the succeeding interest rate or Applicable SIFMA Spread, as
applicable, and remarketing the Bonds that are tendered for purchase on any Mandatory Purchase
Date (subject, in each case, to the terms of the Remarketing Agreement), all as further described
in this Remarketing Circular. The Remarketing Agent is appointed and paid by the State for its
services. As a result, the interests of the Remarketing Agent may differ from those of existing
Bondholders and potential purchasers of the Bonds.

The Remarketing Agent Routinely Purchases Securities Such as the Bonds for Its Own
Account. The Remarketing Agent acts as remarketing agent for a variety of variable rate demand
obligations and other variable rate securities, and, in the agent’s sole discretion, may routinely
purchase such obligations for its own account. The Remarketing Agent is permitted, but not
obligated, to purchase tendered Bonds for its own account and, in its sole discretion, may acquire
such tendered Bonds in order to achieve a successful remarketing of the Bonds (i.e., because
there otherwise are not enough buyers to purchase the Bonds) or for other reasons. However, the
Remarketing Agent is not obligated to purchase any Bonds, and may cease doing so at any time
without notice. The Remarketing Agent also may make a market in the Bonds by routinely
purchasing and selling Bonds other than in connection with a mandatory tender and
remarketing. Such purchases and sales must be at fair market value, which may be at, above or
below par. However, the Remarketing Agent is not required to make a market in the Bonds.
The Remarketing Agent also may sell any Bonds it has purchased to one or more affiliated
investment vehicles for collective ownership or enter into derivative arrangements with affiliates
or others in order to reduce its exposure in connection with the Bonds. The purchase of any
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Bonds by the Remarketing Agent may create the appearance that there is greater third party
demand for the Bonds in the market than is actually the case.

Bonds May Be Offered at Different Prices on Any Date Including a Mandatory Purchase
Date. Pursuant to the Remarketing Agreement, the Remarketing Agent is required to determine
the applicable rate of interest that, in its judgment, is the lowest rate that would permit the sale of
the Bonds at par, on and as of the applicable Mandatory Purchase Date. At the time the new rate
becomes effective, the Remarketing Agent is required to use its best efforts to remarket the
Bonds at par. The interest rate will reflect, among other factors, the level of market demand for
the Bonds (including whether the Remarketing Agent is willing to purchase any Bonds for its
own account). The Remarketing Agent may or may not be able to remarket any Bonds tendered
for purchase on such date at par and the Remarketing Agent may sell Bonds at varying prices to
different investors on such date or any other date. The Remarketing Agent is not obligated to
advise purchasers in a remarketing if they do not have third party buyers for all of the Bonds at
the remarketing price. In the event the Remarketing Agent owns any Bonds for its own account,
it may, in its sole discretion in a secondary market transaction outside the tender process, offer
such Bonds on any date, including the Mandatory Purchase Date, at a discount to par to some
investors.

The Ability to Sell the Bonds Other Than Through the Tender Process May Be Limited.
The Remarketing Agent may buy and sell Bonds other than through the tender process.
However, it is not obligated to do so and may cease doing so at any time without notice and may
require holders that wish to sell their Bonds to do so only through the Tender Agent on a
Mandatory Purchase Date or otherwise in the secondary market. Thus, investors who purchase
the Bonds, whether in a remarketing or otherwise, should not assume that they will be able to sell
their Bonds other than by tendering the Bonds in accordance with the mandatory tender process
provided in the Resolution. The Bonds are not subject to optional tender by Bondholders.

LEGAL MATTERS

In connection with the original issuance of the Bonds, Attorney General of the State of
California, the Honorable Kamala D. Harris, delivered an opinion approving the validity of the
Bonds. In connection with the original issuance of the Bonds, Orrick, Herrington &
Sutcliffe LLP, Bond Counsel, delivered an opinion approving the validity of the Bonds and
addressing certain tax matters. Complete copies of the legal opinions for the Bonds which were
rendered upon the original issuance of the Bonds are set forth in APPENDIX D – “ORIGINAL
APPROVING LEGAL OPINIONS.” Neither the Attorney General nor Bond Counsel have taken
any action to update such opinions or to determine if interest on the Bonds is presently exempt
from federal or state taxation.

Orrick, Herrington & Sutcliffe LLP and Curls Bartling P.C. are serving as Co-Disclosure
Counsel to the State with respect to the remarketing of the Bonds (“Bond Co-Disclosure
Counsel”). Orrick, Herrington & Sutcliffe LLP and Stradling, Yocca, Carlson & Rauth, a
Professional Corporation, are serving as Co-Disclosure Counsel to the State regarding
Appendix A (“Appendix A Co-Disclosure Counsel”). Certain legal matters will be passed upon
for the Remarketing Agent by its counsel, Hawkins Delafield & Wood LLP (“Remarketing
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Agent’s Counsel”). Certain other legal matters will be passed on by the Honorable Kamala D.
Harris, Attorney General of the State of California (“Attorney General”).

The Attorney General, Bond Counsel, Co-Disclosure Counsel, Appendix A Co-
Disclosure Counsel and Remarketing Agent’s Counsel, respectively, undertake no responsibility
for the accuracy, completeness or fairness of this Remarketing Circular.

TAX MATTERS

General Opinion

On May 1, 2012, Orrick, Herrington & Sutcliffe LLP, Bond Counsel to the State in
connection with the issuance of the Bonds, delivered an opinion to the effect that based upon an
analysis of then-existing laws, regulations, rulings, and court decisions, and assuming, among
other matters, the accuracy of certain representations and compliance with certain covenants,
interest on the Bonds is excluded from gross income for federal income tax purposes under
Section 103 of the Code, and is exempt from State of California personal income taxes. It was
further the opinion of Bond Counsel that interest on the Bonds is not a specific preference item
for purposes of the federal individual and corporate alternative minimum taxes, although Bond
Counsel observed that such interest is included in adjusted current earnings when calculating
corporate alternative minimum taxable income. A complete copy of the opinion of Bond
Counsel, delivered on May 1, 2012, is set forth in APPENDIX D – “ORIGINAL APPROVING
LEGAL OPINIONS.”

No Updated Bond Counsel Opinion

Bond Counsel has not taken, and does not intend to take, any action to update its original
opinion delivered on May 1, 2012 or to determine if interest on the Bonds is presently excluded
from gross income for federal income tax purposes and exempt from State of California personal
income tax purposes.

General Considerations

Notwithstanding the foregoing, investors should be aware of the following information.

The Code imposes various restrictions, conditions and requirements relating to the
exclusion from gross income for federal income tax purposes of interest on obligations such as
the Bonds. The State has made certain representations and covenanted to comply with certain
restrictions, conditions and requirements designed to ensure that interest on the Bonds will not be
included in federal gross income. Inaccuracy of these representations or failure to comply with
these covenants may result in interest on the Bonds being included in gross income for federal
income tax purposes, possibly from the date of original issuance of the Bonds. The opinion of
Bond Counsel delivered in connection with the original issuance of the Bonds assumed the
accuracy of these representations and compliance with these covenants. Bond Counsel has not
undertaken to determine (or to inform any person) whether any actions taken (or not taken) or
events occurring (or not occurring) or any other matters coming to the attention of Bond Counsel
after the date of original issuance of the Bonds may adversely affect the value of, or the tax
status of interest on, the Bonds. Accordingly, the opinion of Bond Counsel delivered in
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connection with the original issuance of the Bonds is not intended to, and may not, be relied
upon in connection with any such other actions, events or matters.

Although Bond Counsel rendered its opinion that interest on the Bonds is excluded from
gross income for federal income tax purposes and is exempt from State of California personal
income taxes, the ownership or disposition of, or the accrual or receipt of interest on, the Bonds
may otherwise affect a holder’s federal, state or local tax liability. The nature and extent of these
other tax consequences will depend upon the particular tax status of the holder or the holder’s
other items of income or deduction. Bond Counsel expressed no opinion regarding any such
other tax consequences.

Current and future legislative proposals, if enacted into law, clarification of the Code or
court decisions may cause interest on the Bonds to be subject, directly or indirectly, in whole or
in part, to federal income taxation or to be subject to or exempted from state income taxation, or
otherwise prevent holders of Bonds from realizing the full current benefit of the tax status of
such interest. For example, the Obama Administration’s budget proposals in recent years have
proposed legislation that would limit the exclusion from gross income of interest on the Bonds to
some extent for high-income individuals. The introduction or enactment of any such legislative
proposals or clarification of the Code or court decisions may also affect, perhaps significantly,
the market price for, or marketability of, the Bonds. Prospective purchasers of the Bonds should
consult their own tax advisors regarding the potential impact of any pending or proposed federal
or state tax legislation, regulations or litigation, as to which Bond Counsel is expected to express
no opinion.

The opinion of Bond Counsel delivered in connection with the original issuance of the
Bonds was based on then-current legal authority, covered certain matters not directly addressed
by such authorities, and represented Bond Counsel’s judgment as to the proper treatment of the
Bonds for federal income tax purposes. The opinion of Bond Counsel is not binding on the
Internal Revenue Service (“IRS”) or the courts. Furthermore, Bond Counsel cannot give and has
not given any opinion or assurance about the activities of the State after the date on which the
opinion was delivered, nor has Bond Counsel given any opinion or assurance about the effect of
changes in the Code, the applicable regulations, the interpretation thereof or the enforcement
thereof by the IRS. The State has covenanted, however, to comply with the requirements of the
Code.

Unless separately engaged, Bond Counsel is not obligated to defend the State or the
holders of Bonds regarding the tax-exempt status of interest on the Bonds in the event of an audit
examination by the IRS. Under current procedures, parties other than the State and their
appointed counsel, including the holders of Bonds, would have little, if any, right to participate
in the audit examination process. Moreover, because achieving judicial review in connection
with an audit examination of tax-exempt bonds is difficult, obtaining an independent review of
IRS positions, with which the State legitimately disagrees, may not be practicable. Any action of
the IRS, including but not limited to selection of the Bonds for audit, or the course or result of
such audit, or an audit of bonds presenting similar tax issues, may affect the market price for, or
the marketability of, the Bonds, and may cause the State or the holders of Bonds to incur
significant expense.
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REMARKETING

Pursuant to the remarketing agreement between the State and the Remarketing Agent, the
Remarketing Agent agrees to remarket or purchase all (but not less than all) of the Bonds,
subject to certain terms and conditions set forth in such remarketing agreement, including,
among others, the approval of certain legal matters by counsel. The Remarketing Agent will
receive a fee in the amount of $______ for its services in connection with the remarketing of the
Bonds.

The Remarketing Agent has provided a letter to the State Treasurer relating to its
distribution practices or other affiliations for inclusion in this Remarketing Circular, which is set
forth in APPENDIX F. The State does not guarantee the accuracy or completeness of the
information contained in such letter and the information therein is not to be construed as a
representation of the State.

ADDITIONAL INFORMATION

The purpose of this Remarketing Circular is to supply information to prospective buyers
of the remarketed Bonds. Quotations from and summaries and explanations of the Bonds and of
statutes or documents are brief summaries thereof which do not purport to be complete or
definitive, and reference is made to such statutes or documents for full and complete statements
of the contents thereof.

Any statements in this Remarketing Circular involving estimates, forecasts or matters of
opinion, whether or not expressly so stated, are intended as such and not as representations of
fact. This Remarketing Circular is not to be construed as a contract or agreement between the
State and the purchasers or holders of any of the Bonds.

Questions regarding this Remarketing Circular and the remarketing of these securities
may be addressed to the Office of the Honorable John Chiang, Treasurer of the State of
California, 915 Capitol Mall, Room 110, Sacramento, California 95814, telephone (800-900-
3873).

STATE OF CALIFORNIA
JOHN CHIANG
Treasurer of the State of California
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Typewritten Text
EXHIBIT 1 TO APPENDIX A 



BETTY T. YEE 
California State Controller 

 
March 10, 2015 

 
 
Users of the Statement of General Fund Cash  
Receipts and Disbursements: 
 
Enclosed is the Statement of General Fund Cash Receipts and Disbursements for the period July 1, 2014, 
through February 28, 2015.  This statement reflects the State of California’s General Fund cash position 
and compares actual receipts and disbursements for the 2014-15 fiscal year to cash flow estimates 
prepared by the Department of Finance (DOF) for the 2014-15 Budget Act.  The statement is prepared in 
compliance with Provision 7 of Budget Act item 0840-001-0001, using records compiled by the State 
Controller.  Prior year actual amounts are also displayed for comparative purposes. 

 
Attachment A compares actual receipts and disbursements for the 2014-15 fiscal year to cash flow 
estimates published in the 2015-16 Governor’s Budget.  These cash flow estimates are predicated on 
projections and assumptions made by the DOF in preparation of the 2015-16 Governor’s Budget. 
 
Attachment B compares actual receipts and disbursements for the 2014-15 fiscal year to cash flow 
estimates prepared by the Department of Finance based upon the 2014-15 Budget Act. 

 
These statements are also available on the Internet at the State Controller’s website at www.sco.ca.gov 
under the category Monthly Financial Reports. 
 
Any questions concerning this report may be directed to Casandra Moore-Hudnall, Division Chief of 
Accounting and Reporting, by telephone at (916) 445-5834. 
 
       

Sincerely, 
Original signed by:  
 
 
 
 
BETTY T. YEE 

      California State Controller 
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APPENDIX B

THE BOOK-ENTRY ONLY SYSTEM

The information in numbered paragraphs 1 through 10 of this Appendix B regarding DTC’s
Book Entry System has been provided by DTC for use in securities offering documents, and the
State takes no responsibility for the accuracy or completeness thereof. The State cannot and
does not give any assurances that DTC, DTC Participants or Indirect Participants will distribute
to the Beneficial Owners either (a) payments of interest, principal or premium, if any, with
respect to the Bonds or (b) certificates representing ownership interest in or other confirmation
of ownership interest in the Bonds, or that they will so do on a timely basis or that DTC, DTC
Participants or DTC Indirect Participants will act in the manner described in this Remarketing
Circular. The current “Rules” applicable to DTC are on file with the Securities and
Exchange Commission and the current “Procedures” of DTC to be followed in dealing
with DTC Participants are on file with DTC.

1. The Depository Trust Company (“DTC”), New York, New York, will act as securities
depository for the bonds (the “Bonds”). The Bonds will be issued as fully-registered securities
registered in the name of Cede & Co. (DTC’s partnership nominee) or such other name as may
be requested by an authorized representative of DTC. One fully-registered Bond certificate will
be issued for each maturity of the Bonds, each in the aggregate principal amount of such
maturity, and will be deposited with DTC. If, however, the aggregate principal amount of any
such maturity exceeds $500 million, one certificate will be issued with respect to each $500
million of principal amount and an additional certificate will be issued with respect to any
remaining principal amount of such maturity.

2. DTC, the world’s largest securities depository, is a limited-purpose trust company
organized under the New York Banking Law, a “banking organization” within the meaning of
the New York Banking Law, a member of the Federal Reserve System, a “clearing corporation”
within the meaning of the New York Uniform Commercial Code, and a “clearing agency”
registered pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934.
DTC holds and provides asset servicing for over 3.5 million issues of U.S. and non-U.S. equity
issues, corporate and municipal debt issues, and money market instruments (from over 100
countries) that DTC’s participants (“Direct Participants”) deposit with DTC. DTC also
facilitates the post-trade settlement among Direct Participants of sales and other securities
transactions in deposited securities, through electronic computerized book-entry transfers and
pledges between Direct Participants’ accounts. This eliminates the need for physical movement
of securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers
and dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC
is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation (“DTCC”).
DTCC is the holding company for DTC, National Securities Clearing Corporation and Fixed
Income Clearing Corporation, all of which are registered clearing agencies. DTCC is owned by
the users of its regulated subsidiaries. Access to the DTC system is also available to others such
as both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, and clearing
corporations that clear through or maintain a custodial relationship with a Direct Participant,
either directly or indirectly (“Indirect Participants”). DTC has a Standard & Poor’s rating of
AA+. The DTC Rules applicable to its Participants are on file with the Securities and Exchange
Commission. More information about DTC can be found at www.dtcc.com.
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3. Purchases of Bonds under the DTC system must be made by or through Direct
Participants, which will receive a credit for the Bonds on DTC’s records. The ownership interest
of each actual purchaser of each Bond (“Beneficial Owner”) is in turn to be recorded on the
Direct and Indirect Participants’ records. Beneficial Owners will not receive written
confirmation from DTC of their purchase. Beneficial Owners are, however, expected to receive
written confirmations providing details of the transaction, as well as periodic statements of their
holdings, from the Direct or Indirect Participant through which the Beneficial Owner entered into
the transaction. Transfers of ownership interests in the Bonds are to be accomplished by entries
made on the books of Direct and Indirect Participants acting on behalf of Beneficial Owners.
Beneficial Owners will not receive certificates representing their ownership interests in the
Bonds, except in the event that use of the book-entry system for the Bonds is discontinued.

4. To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC
are registered in the name of DTC’s partnership nominee, Cede & Co., or such other name as
may be requested by an authorized representative of DTC. The deposit of Bonds with DTC and
their registration in the name of Cede & Co. or such other DTC nominee do not effect any
change in beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of the
Bonds. DTC’s records reflect only the identity of the Direct Participants to whose accounts such
Bonds are credited, which may or may not be the Beneficial Owners. The Direct and Indirect
Participants will remain responsible for keeping account of their holdings on behalf of their
customers.

5. Conveyance of notices and other communications by DTC to Direct Participants, by
Direct Participants to Indirect Participants, and by Direct Participants and Indirect Participants to
Beneficial Owners will be governed by arrangements among them, subject to any statutory or
regulatory requirements as may be in effect from time to time. Beneficial Owners of Bonds may
wish to take certain steps to augment the transmission to them of notices of significant events
with respect to the Bonds, such as redemptions, tenders, defaults, and proposed amendments to
the Bond documents. For example, Beneficial Owners of Bonds may wish to ascertain that the
nominee holding the Bonds for their benefit has agreed to obtain and transmit notices to
Beneficial Owners. In the alternative, Beneficial Owners may wish to provide their names and
addresses to the registrar and request that copies of notices be provided directly to them.

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

7. Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with
respect to the Bonds unless authorized by a Direct Participant in accordance with DTC’s MMI
Procedures. Under its usual procedures, DTC mails an Omnibus Proxy to the State Treasurer as
soon as possible after the record date. The Omnibus Proxy assigns Cede & Co.’s consenting or
voting rights to those Direct Participants to whose accounts the Bonds are credited on the record
date (identified in a listing attached to the Omnibus Proxy).

8. Redemption proceeds, principal and interest payments on the Bonds will be made to
Cede & Co., or such other nominee as may be requested by an authorized representative of DTC.
DTC’s practice is to credit Direct Participants’ accounts upon DTC’s receipt of funds and
corresponding detail information from the State Treasurer, on the payable dates in accordance
with their respective holdings shown on DTC’s records. Payments by Participants to Beneficial
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Owners will be governed by standing instructions and customary practices, as is the case with
securities held for the accounts of customers in bearer form or registered in “street name,” and
will be the responsibility of such Participant and not of DTC or the State Treasurer, subject to
any statutory or regulatory requirements as may be in effect from time to time. Payment of
redemption proceeds, principal and interest to Cede & Co. (or such other nominee as may be
requested by an authorized representative of DTC) is the responsibility of the State Treasurer,
disbursement of such payments to Direct Participants will be the responsibility of DTC, and
disbursement of such payments to the Beneficial Owners will be the responsibility of Direct and
Indirect Participants.

9. DTC may discontinue providing its services as depository with respect to the Bonds at
any time by giving reasonable notice to the State Treasurer. Under such circumstances, in the
event that a successor depository is not obtained, Bond certificates are required to be printed and
delivered.

10. The information in this section concerning DTC and DTC’s book-entry system has
been obtained from sources that the State believes to be reliable, but the State takes no
responsibility for the accuracy thereof.

The foregoing description of the procedures and record keeping with respect to beneficial
ownership interests in the Bonds, payment of principal of and interest and other payments with
respect to the Bonds to Direct Participants, Indirect Participants or Beneficial Owners,
confirmation and transfer of beneficial ownership interest in such Bonds and other related
transactions by and between DTC, the Direct Participants, the Indirect Participants and the
Beneficial Owners is based solely on information provided by DTC. Accordingly, no
representations can be made concerning these matters and neither the Direct Participants, the
Indirect Participants nor the Beneficial Owners should rely on the foregoing information with
respect to such matters but should instead confirm the same with DTC or the Participants, as the
case may be. The State Treasurer will not have any responsibility or obligation to Direct
Participants and Indirect Participants or the persons for whom they act as nominees with respect
to the Bonds.

THE STATE TREASURER, AS LONG AS A BOOK-ENTRY ONLY SYSTEM IS USED FOR
THE BONDS, WILL SEND ANY NOTICE OF REDEMPTION OR OTHER NOTICES FOR
OWNERS TO ONLY DTC. ANY FAILURE OF DTC TO ADVISE ANY DTC
PARTICIPANT, OR OF ANY DTC PARTICIPANT TO NOTIFY ANY BENEFICIAL
OWNER, OF ANY NOTICE AND ITS CONTENT OR EFFECT WILL NOT AFFECT THE
VALIDITY OR SUFFICIENCY OF THE PROCEEDINGS RELATING TO THE
REDEMPTION OF THE BONDS CALLED FOR REDEMPTION OR OF ANY OTHER
ACTION PREMISED ON SUCH NOTICE.

SO LONG AS CEDE & CO. IS THE REGISTERED OWNER OF THE BONDS, AS
NOMINEE OF DTC, REFERENCES HEREIN TO THE HOLDERS OF THE BONDS (OTHER
THAN UNDER THE CAPTION “TAX MATTERS” HEREIN) SHALL MEAN CEDE & CO.,
AS AFORESAID, AND SHALL NOT MEAN THE BENEFICIAL OWNERS OF THE
BONDS.
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The State Treasurer may decide to discontinue use of the system of book-entry-only transfers
through DTC (or a successor securities depository). If the State Treasurer determines not to
continue the DTC book-entry only system, or DTC discontinues providing its services with
respect to the Bonds and the State Treasurer does not select another qualified securities
depository, the State will deliver physical Bond certificates to the Beneficial Owners. The Bonds
may thereafter be transferred upon the books of the State Treasurer by the registered owners, in
person or by authorized attorney, upon surrender of Bonds at the Office of the State Treasurer in
Sacramento, California, accompanied by delivery of an executed instrument of transfer in a form
approved by the State Treasurer and upon payment of any charges provided for in the
Resolutions. Certificated bonds may be exchanged for Bonds of other authorized denominations
of the same aggregate principal amount and maturity at the Office of the State Treasurer in
Sacramento, California, upon payment of any charges provided for in the Resolutions. No
transfer or exchange of Bonds will be made by the State Treasurer during the period between the
record date and the next Interest Payment Date.
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(THIS PAGE INTENTIONALLY LEFT BLANK)























APPENDIX D

ORIGINAL APPROVING LEGAL OPINIONS

NOTE: THE FOLLOWING OPINIONS WERE DELIVERED IN CONNECTION WITH
THE INITIAL ISSUANCE OF THE BONDS ON MAY 1, 2012
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OPINION OF BOND COUNSEL
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0 
ORRICK 

May 1, 2012 

$100,000,000 

ORRICK, HERRINGTON & SUTCLIFFE LLP 

400 CAPITOL MALL 

SUITE 3000 

SACRAMENTO, CALIFORNIA 95814-4497 

tel +1-916-447-9200 
fax +1-916-329-4900 

WWW.ORRICK.COM 

State of California General Obligation 
Kindergarten-University Public Education Facilities Refunding Bonds, 

Series 2012A 

The Honorable Bill Lockyer 
State Treasurer 
Sacramento, California 

(Final Opinion) 

We have acted as Bond Counsel to the State of California (the "State") in connection 
with the issuance by the State of $100,000,000 aggregate principal amount of State of California 
General Obligation Refunding Bonds identified in the caption above (the "Bonds"). The Bonds 
are dated the date of this letter. The Bonds are issued under the Kindergarten-University Public 
Education Facilities Bond Act of 2002 (the "Act") and pursuant to Part 3 of Division 4 of Title 2 
of the California Government Code (collectively with the Act, the "Laws"). The Bonds are also 
issued pursuant to a resolution (the "Resolution") adopted by the State School Building Finance 
Committee designated under the Laws. 

In such connection, we have examined the Resolution, the tax certificate of the State 
relating to the Bonds, dated the date hereof (the "Tax Certificate"), other certifications of 
officials of the State, and such other documents, opinions and matters to the extent we deemed 
necessary to render the opinions set forth herein. 

The opinions expressed herein are based on an analysis of existing laws, regulations, 
rulings and court decisions and cover ·certain matters not directly addressed by such authorities. 
Such opinions may be affected by actions taken or omitted or events occurring after the date 
hereof. We have not undertaken to determine, or to inform any person, whether any such actions 
are taken or omitted or events do occur or any other matters come to our attention after the date 
hereof. Accordingly, this letter speaks only as of its date and is not intended to, and may not, be 
relied upon or otherwise used in connection with any such actions, events or matters. We have 
no obligation to update this letter. We have assumed the genuineness of all documents and 
signatures presented to us (whether as originals or as copies). We have assumed, without 
undertaking to verify, the accuracy of the factual matters represented, warranted or certified in 

OHSUSA:750726450.l 
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The Honorable Bill Lockyer 
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the documents referred to in the second paragraph hereof. Furthermore, we have assumed 
compliance with all covenants and agreements contained in the Resolution and the Tax 
Certificate, including (without limitation) covenants and agreements compliance with which is 
necessary to assure that future actions, omissions or events will not cause interest on the Bonds 
to be included in gross income for federal income tax purposes. 

We call attention to the fact that the rights and obligations under the Bonds, the 
Resolution and the Tax Certificate and their enforceability may be subject to bankruptcy, 
insolvency, reorganization, arrangement, fraudulent conveyance, moratorium and other laws 
relating to or affecting creditors' rights, to the application of equitable principles, to the exercise 
of judicial discretion in appropriate cases, and to the limitations on legal remedies against the 
State. We express no opinion with respect to any indemnification, contribution, penalty, choice 
of law, choice of forum, choice of venue, waiver or severability provisions contained in 
foregoing documents. Our services did not include financial or other non-legal advice. Finally, 
we undertake no responsibility for the accuracy, completeness or fairness of the Official 
Statement or other offering material relating to the Bonds and express no opinion with respect 
thereto. 

Based on and subject to the foregoing, and in reliance thereon, as of the date hereof, we 
are of the following opinions: 

1. The State has lawful authority for the issuance of the Bonds, and the Bonds 
constitute valid and binding general obligations of the State payable in accordance with the Laws 
from the General Fund of the State. The full faith and credit of the State are pledged to the 
punctual payment of the principal of and interest on the Bonds as the principal and interest 
become due and payable. 

2. Interest on the Bonds is excluded from gross income for federal income tax 
purposes under Section 103 of the Internal Revenue Code of 1986 (the "Code") and is exempt 
from State of California personal income taxes. Interest on the Bonds is not a specific preference 
item for purposes of the federal individual or corporate alternative minimum taxes, although we 
observe that it is included in adjusted current earnings when calculating corporate alternative 
minimum taxable income. We express no opinion regarding any other tax consequences related 
to the ownership or disposition of, or the accrual or receipt of interest on the Bonds. 

Very truly yours, 

ORRICK, HERRINGTON & SUTCLIFFE LLP 

OHSUSA:750726450.1 

Per~/fl~ 



D-2

OPINION OF THE ATTORNEY GENERAL
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KAMALA D. HARRIS 
Attorney General 

The Honorable Bill Lockyer 
State Treasurer 
Sacramento, California 

State of California 
DEPARTMENT OF JUSTICE 

May 1, 2012 

$100,000,000 
STATE OF CALIFORNIA 

1300 I STREET, SUITE 125 
P.O. BOX 944255 

SACRAMENTO, CA 94244-2550 

Public: (916) 445-9555 

General Obligation Kindergarten-University 
Public Education Facilities Refunding Bonds, Series 2012A 

The Honorable Bill Lockyer: 

We have acted as counsel to the State of California (the "State") in connection with the 
issuance by the State of $100,000,000 aggregate principal amount of State of California General 
Obligation Kindergarten-University Public Education Facilities Refunding Bonds, Series 2012A 
(the "Bonds"), dated May 1, 2012, issued under the Kindergarten-University Public Education 
Facilities Bond Act of 2002 (the "Bond Act"). The Bonds are authorized pursuant to the Bond 
Act and are issued pursuant to Chapter 4 of Part 3 of Division 4 of Title 2 of the California 
Government Code and to a resolution (the "Resolution") adopted by the State School Building 
Finance Committee designated under the Bond Act. 

In such connection, we have examined the record of proceedings submitted to us relative 
to the issuance of the Bonds, including the Resolution, certifications of officials of the State, and 
such other documents and matters deemed necessary by us to render the opinions set forth 
herein, although in doing so, we have not undertaken to verify independently and have assumed 
the accuracy of the factual matters represented, warranted or certified therein. 

The opinions expressed herein are based upon an analysis of existing laws, regulations, 
rulings and court decisions and cover certain matters not directly addressed by such authorities. 
Such opinions may be affected by actions taken or omitted or events occurring after the date 
hereof and we disclaim any obligation to update this letter. We have neither undertaken to 
determine, nor to inform any person, whether any such actions are taken or omitted or events do 
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occur or whether any other matters come to our attention after the date hereof. We have assumed 
the genuineness of all documents and signatures presented to us, the conformity to original 
documents and certificates of all documents and certificates submitted to us as certified or 
photostatic copies, and the authenticity of the originals of such latter documents and certificates. 
Furthermore, we have assumed compliance with the agreements and covenants contained in the 
Resolution. 

We call attention to the fact that the rights and obligations under the Bonds and the 
Resolution and their enforceability may be subject to bankruptcy, insolvency, reorganization, 
arrangement, fraudulent conveyance, moratorium and other laws relating to or affecting 
creditors' rights, to the application of equitable principles, to the exercise of judicial discretion in 
appropriate cases, and to the limitations contained in state law regarding legal remedies against 
the State. We express no opinion with respect to any indemnification, contribution, penalty, 
choice of law, choice of forum, choice of venue, severability or waiver provisions contained in 
the foregoing documents. We express no opinion as to whether interest on the Bonds is excluded 
from gross income for federal income tax purposes or exempt from state personal income taxes 
or as to any other tax consequences related to the ownership or disposition of, or the accrual or 
receipt of interest on, the Bonds. Finally, we undertake no responsibility for the accuracy, 
completeness or fairness of the Official Statement dated April 27, 2012, or other offering 
material relating to the Bonds and express no opinion with respect thereto. 

Based on and subject to the foregoing, and in reliance thereon, as of the date hereof, we 
are of the opinion that the State has lawful authority for the issuance of the Bonds, and the Bonds 
constitute the valid and binding general obligations of the State.payable in accordance with the 
Bond Act from the General Fund of the State. The full faith and credit of the State are pledged 
to the punctual payment of the principal of and interest on the Bonds, as the principal and interest 
become due and payable. 

SA2012105323 
10885371 

Sincerely, 

~/~ 
CATHERINE H. BROWN 
Deputy Attorney General 

For ·KAMALA D. HARRlS 
Attorney General 
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March 27, 2015 
 
 
Mr. Blake Fowler 
Director, Public Finance Division 
Office of the Treasurer of the State of California                              
915 Capitol Mall, Room 261            
Sacramento, CA 95814 
 
RE: State of California General Obligation Bonds, Series 2012A (SIFMA Index Floating                                                            
Rate Bonds) (the “Bonds”)  
 
Dear Mr. Fowler: 
 
J.P. Morgan Securities LLC ("JPMS"), the Remarketing Agent of the Bonds, has entered 
into a negotiated dealer agreement (the "Dealer Agreement") with Charles Schwab & 
Co., Inc. ("CS&Co.") for the retail distribution of certain securities offerings at the original 
issue prices. Pursuant to the Dealer Agreement (if applicable to this transaction), 
CS&Co. will purchase Bonds from JPMS at the original issue price less a negotiated 
portion of the selling concession applicable to any Bonds that CS&Co. sells. 
 
 
 
 
J.P. MORGAN SECURITIES LLC 
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Introductory Section



BETTY T. YEE
California State Controller

I am pleased to submit the State of California Comprehensive Annual Financial Report (CAFR) for the
fiscal year ended June 30, 2014. This report meets the requirements of Government Code section 12460
for an annual report prepared strictly in accordance with accounting principles generally accepted in the
United States and contains information to help readers gain a reasonable understanding of the State’s
financial activities.

For the first time in five years, the State’s fiscal year ended with a positive net position of $7.3 billion for
the primary government.  Overall, revenues exceeded expenses by $9.7 billion.  On a cash basis, the State
also ended the fiscal year with a strong positive cash balance of $1.9 billion in the General Fund and
$1.1 billion in the Special Fund for Economic Uncertainties to meet General Fund cash needs.

California experienced a firm rebound in economic activity and success in efforts to rein in government
spending. The 2014-15 Budget, enacted on June 20, 2014, advances a multiyear plan that is balanced,
pays down budgetary debt from past years, saves for a rainy day, and makes wise investments in
education, the environment, public safety, infrastructure, and California’s extensive safety net.

The preparation of this report would not have been possible without the skill, effort, and dedication of the
entire staff of the State Controller’s Office. I thank them and all government departments for their
assistance in providing the data necessary to prepare this report. Credit is also due to the California State
Auditor and her audit staff for their continued support for maintaining the highest standards of
professionalism in the management of the State’s finances.

The State Controller’s Office will continue to ensure the proper accounting and reporting of the State’s
fiscal resources, offer fiscal guidance to local governments, and uncover fraud and abuse of taxpayer
dollars.

Sincerely,

Original signed by:

BETTY T. YEE
California State Controller

BETTY T. YEE
California State Controller

March 26, 2015

To the Citizens, Governor, and Members of the Legislature of the State of California:
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position of $5.8 billion at the end of fiscal year 2012-13 improved to a positive net position of $2.0 billion for
the year ended June 30, 2014, an increase of $7.8 billion (134.4%).

Chart 1 presents a comparison of governmental activities’ expenses by program, with related revenues.

For the year ended June 30, 2014, total state tax revenues collected for governmental activities increased by
$6.6 billion (5.8%) over the prior year. Personal income taxes increased by $1.3 billion (1.9%) as a result of
California’s stronger job market; the continued effect of Proposition 30, which increased personal income tax
on earnings above $250,000; increased capital gains taxes from a strong stock market; and increasing home
prices. Sales and use tax revenue increased by $2.6 billion (7.8%) due to the 0.25% increase in the State’s
sales tax effective on January 1, 2013, and increased consumer spending caused by increased consumer
confidence in the improving economy and a reduction in the unemployment rate. Corporate taxes increased by
$1.8 billion (24.9%) due to the State’s ongoing economic recovery as well as the passage of Proposition 39,
which required multistate corporations to calculate their California income tax liability on the percentage of
their sales in California. 

Overall expenses for governmental activities increased by $15.4 billion (7.9%) over the prior year. The largest
increase of expenditures, $11.0 billion (11.7%), occurred in health and human services programs, the majority
of which is attributable to the Department of Health Care Services, which administers the State’s Medi-Cal
program. The growth in spending for health and humans services was due to an increased Medi-Cal caseload,
the increased utilization of health care services, the rising costs of those services, and the added costs
associated with implementing the Patient Protection and Affordable Care Act—also known as federal health
care reform. State and consumer services expenses decreased by $886 million (60.0%) largely due to the shift
of certain state and consumer services expenses to general government as a result of the Governor’s
Reorganization Plan No. 2. 

Chart 1

Expenses and Program Revenues – Governmental Activities
Year ended June 30, 2014
(amounts in billions)
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Charts 2 and 3 present the percentage of total expenses for each governmental activities program and the
percentage of total revenues by source.

Business-type Activities 

Business-type activities’ expenses totaled $27.3 billion. Program revenues of $26.9 billion, primarily
generated from charges for services, and $2.3 billion in transfers were sufficient to cover these expenses.
Consequently, the business-type activities’ total net position increased by $1.9 billion, or 54.1%, during the
year ended June 30, 2014.

Chart 4 presents a two-year comparison of the expenses of the State’s business-type activities.

Chart 2

Expenses by Program

Chart 3

Revenues by Source
Year ended June 30, 2014
(as a percent)

Year ended June 30, 2014
(as a percent)

Chart 4

Expenses – Business-type Activities – Two-year Comparison
Year ended June 30, 2014 and 2013
(amounts in billions)
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Fund Financial Analysis

The State’s governmental funds had an $8.1 billion increase in fund balance over the prior year’s restated
ending fund balance. Proprietary funds’ net position increased by $1.9 billion for the fiscal year 2013-14, of
which $1.5 billion was in the Unemployment Programs Fund, reducing its net position deficit to $2.7 billion.

Governmental Funds

The governmental funds’ Balance Sheet reported $74.3 billion in assets, $54.6 billion in liabilities and
deferred inflows of resources, and $19.8 billion in fund balance as of June 30, 2014. Total assets of
governmental funds increased by 15.8%, while total liabilities increased by 5.1%, resulting in a total fund
balance increase of $8.1 billion (69.2%) over the prior fiscal year.

Within the governmental funds’ total fund balance, $156 million is classified as nonspendable because this
amount consists of long-term interfund receivables and loans receivable, or due to legal or contractual
requirements. Additionally, $24.7 billion is classified as restricted for specific programs by external
constraints such as debt covenants and contractual obligations, or by constitutional provisions or enabling
legislation. Furthermore, of the total fund balance, $3.0 billion is classified as committed for specific purposes
and $19 million is classified as assigned for specific purposes. The unassigned balance of the governmental
funds is a negative $8.1 billion. 

The Statement of Revenues, Expenditures and Changes in Fund Balances of the governmental funds reported
$219.9 billion in revenues, $218.3 billion in expenditures, and a net $6.6 billion in receipts from other
financing sources. The ending fund balance of the governmental funds for the year ended June 30, 2014, was
$19.8 billion, an $8.1 billion increase over the prior year’s restated ending fund balance of $11.7 billion. The
primary reason for the increase in fund balance was an increase in the year-end balances of cash reserves and
receivables, primarily from tax revenue and federal grants.

Personal income taxes, which account for 54.6% of tax revenues and 31.3% of total governmental fund
revenues, increased by $1.3 billion over the prior fiscal year. Sales and use taxes, which account for 28.9% of
tax revenues and 16.6% of total governmental fund revenues, increased by $2.5 billion over the prior fiscal
year. Corporation taxes, which account for 7.3% of tax revenues and 4.2% of total governmental fund
revenues, increased by $2.0 billion over the prior fiscal year. Governmental fund expenditures increased by
$16.2 billion over the prior fiscal year, primarily for education and health and human services. General
obligation bonds and commercial paper of $5.1 billion were issued during the 2013-14 fiscal year, an increase
of $1.0 billion over the prior fiscal year.

The State’s major governmental funds are the General Fund, the Federal Fund, the Transportation Fund, and
the Environmental and Natural Resources Fund. The General Fund ended the fiscal year with a fund deficit of
$7.4 billion. The Federal Fund, the Transportation Fund, and the Environmental and Natural Resources Fund
ended the fiscal year with fund balances of $212 million, $7.5 billion, and $7.6 billion, respectively. The
nonmajor governmental funds ended the fiscal year with a total fund balance of $11.9 billion.

General Fund:  As shown on the Balance Sheet, the General Fund (the State’s main operating fund) ended the
fiscal year with assets of $19.4 billion; liabilities and deferred inflows of resources of $26.9 billion; and
nonspendable, restricted, and committed fund balances of $129 million, $394 million, and $125 million,
respectively, leaving the General Fund with a negative unassigned fund balance of $8.1 billion. Total assets of
the General Fund increased by $3.8 billion (24.1%) over the prior fiscal year, while the total liabilities and
deferred inflows of resources of the General Fund decreased by $3.0 billion (10.2%). Total net fund deficit
balance decreased by $7.6 billion (50.6%).

14

Management’s Discussion and Analysis

Federal Fund

Transportation Fund

Environmental and Natural Resources Fund

Proprietary Funds

Enterprise Funds



State of California Comprehensive Annual Financial Report

Internal Service Funds

Fiduciary Funds

General Fund Budget Highlights

Management’s Discussion and Analysis

Capital Assets and Debt Administration

Capital Assets



State of California Comprehensive Annual Financial Report

Modified Approach for Infrastructure Assets

Debt Administration

Management’s Discussion and Analysis



State of California Comprehensive Annual Financial Report

Economic Condition and Future Budgets

The Economy for the Year Ending June 30, 2014

The U.S. economy completed its fifth year of recovery as California ended its fiscal year on June 30, 2014.
National economic growth was somewhat erratic, with a difficult winter quarter followed by a solid spring
rebound. The U.S. real gross domestic product (GDP) had a moderate 2.5% increase over the 12 months
spanning the State’s fiscal year.

California’s income growth outperformed the nation in the 2013-14 fiscal year. The State’s total personal
income increased 3.5% during the fiscal year versus the 2.6% increase the nation experienced. As personal
income grew, consumer spending increased, as substantiated by the 6.6% increase in auto registrations, for a
total of 1.7 million registered vehicles for the 12 months ended June 30, 2014.

The State’s real estate market showed signs of stabilizing at the end of the fiscal year compared to the market
a year earlier, in which it was common for multiple offers to be made on a property and for it to be sold for
more than its list price. As of June 2014, prices were significantly higher, 6.6% over the prior year, but sales
were down by about 5%. Homebuilding in California picked up substantially, as permits issued during the
fiscal year increased approximately 12%, to more than 82,000 units. Similarly, nonresidential building
rebounded during the fiscal year; the value of nonresidential permits increased 44% to $23 billion. Retail
stores, hotels, amusement parks, offices, and renovations contributed to the large increase.

California’s job market both illustrated the State’s recovery and contributed to it during the fiscal year. In
June 2014, nonfarm employment surpassed its pre-recession high. With a 12-month gain of 347,500 jobs,
employment was 2.3% higher than in June 2013. Job growth was widespread, with notable increases in
construction, trade, leisure and hospitality, health care, and business and public services. Financial services,
nondurable goods manufacturing, and the federal government were the only areas that experienced job losses.
The improvement in the labor market was demonstrated by the drop in the State’s unemployment rate from
9.0% in June 2013 to 7.4% in June 2014.

California ended the 2013-14 fiscal year with impressive economic gains. Consumers benefited from gains in
jobs, personal income, home prices, and the stock market. California’s economic and financial health was
clearly on the mend even though the unemployment rate remained relatively high at the end of the fiscal year.

Economic Performance for the 2014-15 Fiscal Year as of January 31, 2015

California’s economy continued to improve during the first several months of fiscal year 2014-15. Job gains,
falling unemployment, increases in personal income, higher auto sales, and rising construction in both the
residential and nonresidential markets demonstrate the continuing economic recovery.

Employment gains averaged 30,000 jobs per month during the first six months of the fiscal year, and as of
December 2014, nonfarm employment increased 2.3% over its June 2014 level. Job increases were spread
across a wide array of industries and sectors, and by December 2014, 11 of California’s major metropolitan
areas (representing 36% of the State’s total labor market) had returned to their pre-recession job peaks.
California’s unemployment rate continued to fall during the first six months of the 2014-15 fiscal year; by
December 2014, it had receded to 7.0% from 7.4% in June 2014.

The State began the first quarter of the new fiscal year with a solid gain of 3.9% in total personal income
compared with the prior quarter. Job gains, personal income increases, and low interest rates, spurred a 9%

20
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increase in new auto registrations during the first four months of the fiscal year over the same period in the
prior fiscal year.

The housing market returned to a more normal and sustainable pace as of December 2014. The stabilizing of
home prices in recent months put home prices a moderate 3% above their prior year level as of
December 2014. Although December’s year-over-year rise in home sales was just 0.6%, it was the first
increase in nearly a year and a half.

New construction activity continued to advance. On the housing front, building permits during the first six
months of the 2014-15 fiscal year increased 5.7% over the total recorded during the first half of the prior
fiscal year. The value of nonresidential permits gained 8.3%, with solid increases in industrial, office, retail,
hotel, and building improvements.

California continues to make particular strides in technology, as evidenced by the advances of California
businesses in web applications, biotech, mobile devices, alternative energy, and environmental science.
During the first few months of the 2014-15 fiscal year, the State attracted $12.9 billion of venture capital,
representing more than half of the national total.

As California moves into the remaining months of the 2014-15 fiscal year, it appears well positioned for
further economic gains. Although challenged by an ongoing drought, economic and other instabilities abroad,
and continuing budget pressures, the State’s economy is clearly making progress on many fronts. The
expected further growth in technology, health care, tourism, business and professional services, and
construction all promise to deepen and broaden the State’s economic expansion.

California’s 2014-15 Budget

California’s 2014-15 Budget Act was enacted on June 20, 2014. The Budget Act appropriated $156.3 billion:
$108.0 billion from the General Fund, $44.3 billion from special funds, and $4.0 billion from bond funds. The
General Fund’s budgeted expenditures increased $7.3 billion (7.2%) over last year’s General Fund budget and
included a $1.6 billion supplemental payment to pay off the remaining balance of the State’s prior deficit
financing bonds, known as Economic Recovery bonds. The General Fund’s available resources were projected
to be $105.5 billion, after a projected $1.6 billion transfer to the Budget Stabilization Account (Rainy Day
Fund). General Fund revenue comes predominantly from taxes, with personal income taxes expected to
provide 65.6% of total revenue. California’s major taxes (personal income, sales and use, and corporation
taxes) are projected to supply approximately 96.2% of the General Fund’s resources in the 2014-15 fiscal
year. 

The 2014-15 budget continued the Governor’s multi-year financial plan for the State of California, and for the
third consecutive year, it projected a surplus in the General Fund. The 2014-15 fiscal year is projected to end
with $2.1 billion in total reserves—$1.6 billion in the Budget Stabilization Account and $449 million reserved
for economic uncertainties. The 2014-15 budget made targeted augmentations in a few key areas while paying
down several billion dollars of existing liabilities, including the Economic Recovery bonds mentioned above.

Budget-related legislation was enacted to erase the California State Teachers’ Retirement System’ (CalSTRS)
$74 billion unfunded liability in 32 years by increasing contributions from the State, school and community
college districts, and teachers. The State is responsible for approximately $20 billion of the unfunded liability.
The 2014-15 budget provided $1.5 billion in state contributions to CalSTRS, of which $59 million will be
used toward reducing the State’s share of the unfunded liability.

21
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The notes to the financial statements are an integral part of this statement.

Statement of Net Position
Government-wide Financial Statements

The notes to the financial statements are an integral part of this statement.
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The notes to the financial statements are an integral part of this statement.

Statement of Net Position (continued)
Government-wide Financial Statements

The notes to the financial statements are an integral part of this statement.
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The notes to the financial statements are an integral part of this statement.

Statement of Activities
Government-wide Financial Statements

The notes to the financial statements are an integral part of this statement.
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The notes to the financial statements are an integral part of this statement.

Fund Financial
Statements
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The notes to the financial statements are an integral part of this statement.

Balance Sheet
Governmental Funds

Fund Financial Statements

The notes to the financial statements are an integral part of this statement.
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Total fund balances – governmental funds $ 19,765,216

Amounts reported for governmental activities in the Statement of Net Position are different from those in the
Governmental Funds Balance Sheet because:

• The following capital assets used in governmental activities are not financial resources and, therefore, are
not reported in the funds:

Land 18,256,083
State highway infrastructure
Collections – nondepreciable
Buildings and other depreciable property
Intangible assets – amortizable
Less:  accumulated depreciation/amortization
Construction in progress
Intangible assets – nonamortizable

•

•

State revenues that are earned and measurable, but not available within 12 months of the end of the reporting
period, are reported as deferred inflows of resources in the funds.

Internal service funds are used by management to charge the costs of certain activities, such as building
construction, architectural, procurement, and technology services, to individual funds. The assets and
liabilities of the internal service funds are included in governmental activities in the Statement of Net
Position, excluding amounts for activity between the internal service funds and governmental funds.

65,268,686
22,630

26,893,376
1,027,753

(11,604,161)
13,916,388
1,375,240

115,155,995 

1,994,013

(5,483,510)

•

•

•

Bond premiums/discounts and prepaid insurance charges are amortized over the life of the bonds and are
included in the governmental activities in the Statement of Net Position.

Deferred inflows and outflows of resources resulting from bond refunding gains and losses, respectively, are
amortized over the life of the bonds and are not reported in the funds.

General obligation bonds and related accrued interest totaling $80,162,120, revenue bonds totaling
$7,065,437, and certificates of participation and commercial paper totaling $598,094 are not due and
payable in the current period and are not reported in the funds.

• The following liabilities are not due and payable in the current period and are not reported in the funds:

Compensated absences
Capital leases
Net other postemployment benefits obligation
Mandated costs

(3,521,677)

761,882

(87,825,651)

(3,588,310)
(260,088)

(18,172,547)
(7,715,179)

Net position of governmental activities

Workers’ compensation
Proposition 98 funding guarantee
Net pension obligation
Pollution remediation obligations
Other noncurrent liabilities

(3,247,861)
(1,519,468)
(3,237,785)
(1,081,966)

(18,793)
(38,841,997)

$ 2,004,271

The notes to the financial statements are an integral part of this statement.

Reconciliation of the Governmental Funds
Balance Sheet to the Statement of Net Position
(amounts in thousands)

Fund Financial Statements
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The notes to the financial statements are an integral part of this statement.

Statement of Revenues, Expenditures
and Changes in Fund Balances
Governmental Funds

Fund Financial Statements

The notes to the financial statements are an integral part of this statement.



Net change in fund balances – total governmental funds

Amounts reported for governmental activities in the Statement of Activities are different from those in the
Statement of Revenues, Expenditures, and Changes in Fund Balances of Governmental Funds because:

• Governmental funds report capital outlays as expenditures. However, in the Statement of Activities, the cost
of those assets is allocated over their estimated useful lives as depreciation expense. In the current year,
these amounts are:

$ 8,082,442

•

Depreciation expense, net of asset disposal
Disposal of assets
Purchase of assets

Some revenues in the Statement of Activities do not provide current financial resources, and therefore are
unavailable in governmental funds.

•

•

Internal service funds are used by management to charge the costs of certain activities, such as architectural,
procurement, and technology services, to individual funds. The net revenue (expense) of the internal service
funds is reported with governmental activities, excluding amounts for activity between the internal service
funds and governmental funds.

Bonds and other noncurrent financing instruments provide current financial resources to governmental funds
in the form of debt, which increases long-term liabilities in the Statement of Net Position. Repayment of
bond principal is an expenditure in the governmental funds, but the repayment reduces long-term liabilities
in the Statement of Net Position. The following amounts represent the difference between proceeds and
repayments:

(666,151)
(1,797,155)
5,739,067

3,275,761

95,078

(124,281)

General obligation bonds
Revenue bonds
Certificates of participation and commercial paper

• The following expenses reported in the Statement of Activities do not require the use of current financial
resources and, therefore, are not reported as expenditures in governmental funds:

Compensated absences
Capital leases
Net other postemployment benefits obligation
Mandated costs

(304,472)
94,211 

(59,568)
(269,829)

368,404
(23,783)

(2,978,601)
(1,018,589)

Change in net position of governmental activities

Workers’ compensation
Proposition 98 funding guarantee
Net pension obligation
Pollution remediation obligations
Other noncurrent liabilities

(188,809)
394,596
40,990

(72,750)
245,930

(3,232,612)

$ 7,826,559

State of California Comprehensive Annual Financial Report

42 The notes to the financial statements are an integral part of this statement.

Reconciliation of the Statement of Revenues,
Expenditures and Changes in Fund Balances of Governmental
Funds to the Statement of Activities
(amounts in thousands)

Fund Financial Statements
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The notes to the financial statements are an integral part of this statement.

Statement of Net Position
Proprietary Funds

Fund Financial Statements

The notes to the financial statements are an integral part of this statement.
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The notes to the financial statements are an integral part of this statement.

Statement of Net Position (continued)
Proprietary Funds

Fund Financial Statements

The notes to the financial statements are an integral part of this statement.
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The notes to the financial statements are an integral part of this statement.

Statement of Revenues, Expenses and
Changes in Fund Net Position
Proprietary Funds

Fund Financial Statements

The notes to the financial statements are an integral part of this statement.
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The notes to the financial statements are an integral part of this statement.

Statement of Cash Flows
Proprietary Funds

Fund Financial Statements

The notes to the financial statements are an integral part of this statement.
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The notes to the financial statements are an integral part of this statement.

Statement of Cash Flows (continued)
Proprietary Funds

Fund Financial Statements

The notes to the financial statements are an integral part of this statement.
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The notes to the financial statements are an integral part of this statement.

Statement of Fiduciary Net Position
Fiduciary Funds and Similar Component Units

Fund Financial Statements

The notes to the financial statements are an integral part of this statement.

Statement of Changes in Fiduciary Net Position
Fiduciary Funds and Similar Component Units
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Discretely Presented
Component Units

Financial Statements
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The notes to the financial statements are an integral part of this statement.

Statement of Net Position
Discretely Presented Component Units – Enterprise Activity

Component Unit Financial Statements

The notes to the financial statements are an integral part of this statement.
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The notes to the financial statements are an integral part of this statement.

Statement of Net Position (continued)
Discretely Presented Component Units – Enterprise Activity

Component Unit Financial Statements

The notes to the financial statements are an integral part of this statement.
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The notes to the financial statements are an integral part of this statement.

Statement of Activities
Discretely Presented Component Units – Enterprise Activity

Component Unit Financial Statements

The notes to the financial statements are an integral part of this statement.
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The notes to the financial statements are an integral part of this statement.

Notes to the Financial Statements

Notes to the Financial Statements – Index
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Notes to the Financial Statements

NOTE 1:  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Technical Corrections—2012—an amendment of GASB Statements No. 10 and
No. 62

Fund Balance Reporting and Governmental Fund Type
Definitions Codification of Accounting and Financial Reporting Guidance
Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements;

Accounting and Financial Reporting for Nonexchange Financial Guarantees

A. Reporting Entity

1. Blended Component Units 

Building authorities

Golden State Tobacco Securitization Corporation (GSTSC)
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2. Fiduciary Component Units

California Public Employees’ Retirement System (CalPERS)

California State Teachers’ Retirement System (CalSTRS)

3. Discretely Presented Component Units

University of California

Notes to the Financial Statements

California Housing Finance Agency (CalHFA)

California State University auxiliary organizations

Financing authorities

California Alternative Energy and Advanced Transportation Financing Authority

California Infrastructure and Economic Development Bank

California Urban Waterfront Area Restoration Financing Authority

District agricultural associations

Other component units, 

University of California Hastings College of the Law

State Assistance Fund for Enterprise, Business and Industrial Development Corporation

Public Employees’ Contingency Reserve
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4. Joint Venture

 Capitol Area Development Authority (CADA)

5. Related Organizations

Independent System Operator (ISO)

California Earthquake Authority (CEA)

Notes to the Financial Statements

State Compensation Insurance Fund (State Fund) 

California Health Benefit Exchange (the Exchange)

 California Pollution Control Financing Authority (CPCFA)

California Health Facilities Financing Authority (CHFFA)

California Educational Facilities Authority (CEFA)
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 California School Finance Authority (CSFA)

B. Government-wide and Fund Financial Statements

General Fund

Notes to the Financial Statements

Federal Fund

Transportation Fund

Environmental and Natural Resources Fund

Enterprise funds

Electric Power Fund

Water Resources Fund

State Lottery Fund

Unemployment Programs Fund

 California State University Fund

Nonmajor enterprise funds
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 internal service funds

Private purpose trust funds

 Scholarshare Program Trust Fund

Unclaimed Property Fund

Pension and other employee benefit trust funds

 investment trust fund

Agency funds

Receipting and Disbursing Fund 

Deposit Fund

Notes to the Financial Statements

C. Measurement Focus and Basis of Accounting

1. Government-wide Financial Statements

2. Fund Financial Statements
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D. Cash and Investments

The State considers cash and pooled investments, for the purpose of the Statement of Cash Flows, as cash and
cash equivalents. Cash and cash equivalents are considered to be cash on hand, deposits in the State’s pooled
investment program, restricted cash and pooled investments for debt service, construction and operations,
restricted cash on deposit with fiscal agents (for example, revenue bond trustees), and highly liquid
investments with an original maturity date of three months or less.

The State reports investments at fair value, as prescribed by GAAP. Additional information on the State’s
investments can be found in Note 3, Deposits and Investments. 

E. Receivables

Amounts are aggregated into a single receivables account net of allowance for uncollectible amounts. The
detail of the primary government’s accounts receivable can be found in Note 4, Accounts Receivable.

F. Inventories

Inventories of supplies are reported at cost and inventories held for resale are stated at the lower of average
cost or market. In the government-wide financial statements, inventories for both governmental and
business-type activities are expensed when they are consumed and unused inventories are reported as an asset
on the Statement of Net Position. In the fund financial statements, governmental funds report inventories as
expenditures when purchased, and proprietary funds report inventories as expenditures when consumed. The
discretely presented component units have inventory policies similar to those of the primary government. 

G. Net Investment in Direct Financing Leases

The State Public Works Board accounts for its activities in the Public Buildings Construction Fund, an
internal service fund, and has entered into lease-purchase agreements with various other primary government
agencies and certain local agencies. The payments from these leases are used to satisfy the principal and
interest requirements of revenue bonds issued by the State Public Works Board to finance the cost of projects
such as acquisition and construction of facilities and equipment. Upon expiration of these leases, title to the
facilities and projects transfers to the primary government agency or the local agency. The State Public Works
Board records the net investment in direct financing leases at the net present value of the minimum lease
payments in the internal service fund financial statements. As the majority of this lease receivable is from
governmental funds, it is eliminated within the governmental activities column of the government-wide
Statement of Net Position. 

The California State University System (CSU) accounts for its lease activities in the California State
University Fund, a major enterprise fund, and has entered into 30-year capital lease agreements with certain
auxiliary organizations. These agreements lease existing and newly constructed facilities to the CSU auxiliary
organizations. A portion of the proceeds from certain revenue bonds issued by CSU were used to finance the
construction of these facilities.

H. Long-term Prepaid Charges

The long-term prepaid charges account in the enterprise funds primarily represents operating and maintenance
costs that will be recognized in the Water Resources Fund as expenses over the remaining life of long-term
state water supply contracts. These costs are billable in future years. In addition, the account includes unbilled
interest earnings on unrecovered capital costs that are recorded as long-term prepaid charges. These charges

Notes to the Financial Statements

are recognized when billed in the future years under the terms of water supply contracts. The long-term
prepaid charges for the Public Buildings Construction Fund include prepaid insurance costs on revenue bonds
issued. Long-term prepaid charges are also included in the State Lottery Fund and nonmajor enterprise funds.
These prepaid charges are incurred in connection with certain contracts that extend beyond a one-year period,
which are amortized as expenses over the remaining life of the contracts. In the government-wide financial
statements, the prepaid charges for governmental activities includes prepaid insurance costs on revenue bonds
issued.

I. Capital Assets

Capital assets are categorized into land, state highway infrastructure, collections, buildings and other
depreciable property, intangible assets, and construction in progress. The buildings and other depreciable
property account includes buildings, improvements other than buildings, equipment, certain infrastructure
assets, certain books, and other capitalized and depreciable property. Intangible assets include computer
software, land use rights, patents, copyrights, and trademarks. The value of the capital assets, including the
related accumulated depreciation and amortization, is reported in the applicable governmental, business-type,
or component unit activities columns in the government-wide Statement of Net Position.

The primary government has a large collection of historical and contemporary treasures that have important
documentary and artistic value. These assets are not capitalized or depreciated because they are cultural
resources and cannot reasonably be valued and/or the assets have inexhaustible useful lives. These treasures
and works of art include furnishings, portraits and other paintings, books, statues, photographs, and
miscellaneous artifacts. These collections meet the conditions for exemption from capitalization because the
collections are:  held for public exhibition, education, or research in furtherance of public service, rather than
financial gain; protected, kept unencumbered, cared for, and preserved; and subject to an organizational policy
that requires the proceeds from sales of collection items to be used to acquire other items for collections.

In general, capital assets of the primary government are defined as assets that have a normal useful life of at
least one year and a unit cost of at least $5,000. These assets are recorded at historical cost or estimated
historical cost, including all costs related to the acquisition. Donated capital assets are recorded at the fair
market value on the date the gift was received. Major capital asset outlays are capitalized as projects are
constructed.

Buildings and other depreciable or amortizable capital assets are depreciated using the straight-line method
with no salvage value for governmental activities. Generally, buildings and other improvements are
depreciated over 40 years, equipment is depreciated over five years, and intangible assets are amortized over
10 to 20 years. Depreciable or amortizable assets of business-type activities are depreciated or amortized
using the straight-line method over their estimated useful or service lives, ranging from three to 100 years.

California has elected to use the modified approach for capitalizing the infrastructure assets of the state
highway system. The state highway system is maintained by the California Department of Transportation. By
using the modified approach, the infrastructure assets of the state highway system are not depreciated and all
expenditures made for those assets, except for additions and improvements, are expensed in the period
incurred. All additions and improvements made after June 30, 2001, are capitalized. All infrastructure assets
that are related to projects completed prior to July 1, 2001, are recorded at the historical costs contained in
annual reports of the American Association of State Highway and Transportation Officials and the Federal
Highway Administration.

The capital assets of the discretely presented component units are reported at cost at the date of acquisition or
at fair market value at the date of donation, in the case of gifts. They are depreciated or amortized over their
estimated useful service lives.
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J. Long-term Obligations

K. Compensated Absences

Notes to the Financial Statements

L. Deferred Outflows and Deferred Inflows of Resources

1. Deferred Outflows of Resources

• Loss on Refunding of Debt

Decrease in Fair Value of Hedging Derivatives

Net Pension Liability

2. Deferred Inflows of Resources

Gain on Refunding of Debt

Service Concession Arrangements

Net Pension Liability

Other Deferred Inflows of Resources
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M. Abnormal Account Balances

N. Nonmajor Enterprise Segment Information

segment

State Water Pollution Control Revolving Fund

Housing Loan Fund

O. Net Position and Fund Balance

Net investment in capital assets

Restricted
nonexpendable expendable Nonexpendable restricted

Expendable restricted

Unrestricted

Nonspendable

Notes to the Financial Statements

Restricted

Committed

Assigned

Unassigned

Fund balance spending order

P. Restatement of Beginning Fund Balances and Net Position

1. Fund Financial Statements

governmental funds

General Fund
nonmajor governmental funds

Golden State Tobacco Securitization Corporation Fund

Economic Recovery
Bond Sinking Fund

Financing for Local
Governments and the Public

financing authorities
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internal service funds
Public

Building Construction Fund
Financial Information

Systems Fund

enterprise funds
Public Buildings Construction Fund

California State University Fund

discretely presented component units
University of California’s

California Housing Finance Agency

California State University
Auxiliary Organizations

financing authorities

district agricultural associations

2. Government-wide Financial Statements

governmental activities

California State University Fund

business-type activities component units

Q. Guaranty Deposits

Notes to the Financial Statements

NOTE 2:  BUDGETARY AND LEGAL COMPLIANCE

A. Budgeting and Budgetary Control

B. Legal Compliance
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NOTE 3:  DEPOSITS AND INVESTMENTS

A. Primary Government

1. Control of State Funds

Notes to the Financial Statements

2. Valuation of State Investments

3. Oversight of Investing Activities
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4. Risk of Investments

Interest Rate Risk

Credit Risk

Custodial Credit Risk

Concentration of Credit Risk

Foreign Currency Risk

Notes to the Financial Statements

a. Interest Rate Risk
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b. Credit Risk

c. Custodial Credit Risk

d. Concentration of Credit Risk

Notes to the Financial Statements

B. Fiduciary Funds

C. Discretely Presented Component Units
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NOTE 4:  ACCOUNTS RECEIVABLE

Notes to the Financial Statements
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NOTE 5:  RESTRICTED ASSETS

NOTE 6:  NET INVESTMENT IN DIRECT FINANCING LEASES

Notes to the Financial Statements
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NOTE 7:  CAPITAL ASSETS

Notes to the Financial Statements
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NOTE 8:  ACCOUNTS PAYABLE

Notes to the Financial Statements
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NOTE 9:  SHORT-TERM FINANCING

NOTE 10:  LONG-TERM OBLIGATIONS

Notes to the Financial Statements
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NOTE 11:  CERTIFICATES OF PARTICIPATION

NOTE 12:  COMMERCIAL PAPER AND OTHER LONG-TERM BORROWINGS

Notes to the Financial Statements

NOTE 13:  LEASES
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NOTE 14:  COMMITMENTS

Notes to the Financial Statements
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NOTE 15:  GENERAL OBLIGATION BONDS

A. Variable-rate General Obligation Bonds

Notes to the Financial Statements

The letters of credit for the Series 2003 variable-rate bonds have expiration dates of October 16, 2015;
November 10, 2016; December 16, 2016; and April 12, 2017. The letters of credit for the Series 2004
variable-rate bonds have expiration dates of April 6, 2015; October 15, 2015; and November 10, 2016. The
letters of credit for the Series 2005 variable-rate bonds have expiration dates of November 4, 2016;
November 10, 2016; December 16, 2016; February 17, 2017; and April 11, 2017. The Series 2012A and 2013
C, D and E Index Floating Rate Bonds have mandatory purchase dates on May 1, 2015, December 1, 2016,
December 1, 2017, or December 3, 2018. The Series 2012B SIFMA Index Floating Rate Bonds have final
maturities from 2017 to 2020.

Based on the schedules provided in the Official Statements, any required sinking fund deposits for the
variable-rate general obligation bonds will be set aside in a mandatory sinking fund at the beginning of each
of the following fiscal years: 2015-16 through 2033-34, and 2039-40. The deposits set aside in any fiscal year
may be applied, with approval of the State Treasurer and the appropriate bond finance committees, to the
redemption of any other general obligation bonds then outstanding. To the extent that the deposit is not
applied by January 31 of each fiscal year, the variable-rate general obligation bonds will be redeemed in
whole or in part on an interest payment date in that fiscal year.

B. Economic Recovery Bonds

In 2004, voters approved the one-time issuance of Economic Recovery Bonds. The debt service for these
bonds is payable from and secured by amounts available in the Economic Recovery Bond Sinking Fund, a
debt service fund that consists primarily of revenues from a dedicated sales tax. However, the General Fund
may be liable for the payment of any principal and interest on the bonds that cannot be paid from the
Economic Recovery Bond Sinking Fund. 

As of June 30, 2014, the State had $4.6 billion in Economic Recovery Bonds outstanding. Of the $4.6 billion
outstanding, bonds totaling $110 million are variable-rate bonds in the daily-rate mode and $500 million are
mandatory tender bonds. The interest rates associated with the daily-rate bonds are determined by the
remarketing agent to be the lowest rates that would enable them to sell the bonds for delivery on the effective
date of such rate at a price (without regard to accrued interest) equal to 100% of the principal amount. The
interest is paid on the first business day of each calendar month. As described in the Official Statement for the
variable-rate bonds, payment of principal, interest, and purchase price upon tender, is secured by a letter of
credit. The State reimburses the credit provider for any amounts paid. The expiration date for the letter of
credit is December 12, 2014.

C. Mandatory Tender Bonds

Of the $4.6 billion in outstanding Economic Recovery Bonds, $500 million were mandatory tender bonds and
had an interest rate reset date of July 1, 2014. On that date, the bonds became subject to mandatory tender for
purchase at a price equal to 100% of the principal amount, plus accrued interest, without premium. Upon
mandatory tender, the State could have remarketed or redeemed these bonds. The State redeemed these bonds
on July 1, 2014. The debt service requirements in Table 14 include the effect of this redemption in fiscal year
ended June 30, 2015.

As of June 30, 2014, the State had $850 million in outstanding general obligation mandatory tender bonds,
including $450 million with a fixed interest rate and $400 million with an index floating rate (discussed in
Section A). On their respective mandatory tender dates, these bonds are subject to mandatory tender for
purchase at a price equal to 100% of the principal amount, plus accrued interest, without premium, unless the
bonds have been called for redemption on or prior to that day.  These bonds have mandatory tender dates on
May 1, 2015; December 1, 2016; December 1, 2017; and December 3, 2018.  In the event of an unsuccessful
remarketing of all the outstanding bonds on the scheduled mandatory tender dates, the bonds will enter into a

109
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D. Build America Bonds

E. Debt Service Requirements

Notes to the Financial Statements

F. General Obligation Bond Defeasances

1. Current Year

2. Prior Years

NOTE 16:  REVENUE BONDS

A. Governmental Activities
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B. Business-type Activities

C. Discretely Presented Component Units 

Notes to the Financial Statements
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D. Revenue Bond Defeasances

1. Current Year – Governmental Activities

Notes to the Financial Statements

2. Current Year – Business-type Activities

3. Prior Years

NOTE 17:  SERVICE CONCESSION ARRANGEMENTS
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NOTE 18:  INTERFUND BALANCES AND TRANSFERS

A. Interfund Balances

Notes to the Financial Statements
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B. Interfund Transfers

Notes to the Financial Statements
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NOTE 19:  FUND BALANCES, FUND DEFICITS, AND ENDOWMENTS

A. Fund Balances

Notes to the Financial Statements

B. Fund Deficits

C. Discretely Presented Component Unit Endowments and Gifts

NOTE 20:  RISK MANAGEMENT
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NOTE 21:  DEFERRED OUTFLOWS AND DEFERRED INFLOWS OF RESOURCES

NOTE 22:  NO COMMITMENT DEBT

NOTE 23:  CONTINGENT LIABILITIES

A. Litigation
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Bakersfield Mall, LLC v. Franchise Tax Board
CA–Centerside II, LLC v. Franchise Tax Board

Northwest Energetic Services, LLC v. Franchise Tax Board

Ventas Finance I, LLC v. Franchise Tax Board

Bakersfield Mall, LLC v. Franchise Tax Board

CA-Centerside II, LLC v. Franchise Tax Board

Harley-Davidson, Inc. and Subsidiaries v. Franchise Tax
Board

Notes to the Financial Statements

 Abercrombie & Fitch Co. & Subsidiaries v. Franchise
Tax Board

Harley-Davidson

The Gillette Company & Subsidiaries v.
Franchise Tax Board Kimberly-Clark Worldwide, Inc. et al. v. Franchise Tax Board
Gillette Company v. Franchise Tax Board  Proctor & Gamble v. Franchise Tax Board  Sigma-Aldrich, Inc. v.
Franchise Tax Board RB Holdings (USA), Inc. v. Franchise Tax Board  Jones Apparel Group Inc. v.
Franchise Tax Board

Anthem Blue Cross v. David Maxwell-Jolly,
et al. Molina Family Health Plan v. DHCS  Health Net of California, Inc. v. DHCS Santa Clara Family
Health Plan v. David Maxwell-Jolly et al.

B. Federal Audit Exceptions
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NOTE 24:  PENSION TRUSTS 

Financial
Reporting for Pension Plans—an amendment of GASB Statement No. 25

A. Public Employees’ Retirement Fund

1. Fund Information

Plan Description

Notes to the Financial Statements

2. Employer’s Information

Plan Description

Funding Policy
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B. Teachers’ Retirement Fund

Plan Description

Notes to the Financial Statements

Funding Policy
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NOTE 25:  POSTEMPLOYMENT HEALTH CARE BENEFITS

State of California Other Postemployment Benefits Plan Description

Funding Policy

Notes to the Financial Statements

Annual Other Postemployment Benefits (OPEB) Cost and Net OPEB Obligation
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Funded Status and Funding Progress

Actuarial Methods and Assumptions

Notes to the Financial Statements

In the July 1, 2013 biennial actuarial valuations, the entry age normal cost method was used for 50 of the trial
courts. The actuarial assumptions included a 3.75% investment rate of return for 40 trial courts. There are 10
other trial courts with investment rates of return ranging from 4.75% to 7.50%. The actuarial assumptions
included an annual health care cost trend rate of 8.25% for most trial courts initially, reduced incrementally to
an ultimate trend rate of 5.00% after five years. Annual inflation and payroll growth are assumed to be 2.75%
and 3.00%, respectively, for most trial courts. The UAAL is amortized on an open basis over 30 years as a
level percentage of payroll for 46 trial courts. Three other trial courts (Lassen, Orange, and Yolo) amortize on
a closed basis as a level percentage of payroll over 29, 24, and 25 years, respectively. Alpine is amortizing
using the level dollar amount over 24 years on a closed basis.

NOTE 26:  SUBSEQUENT EVENTS

The following information describes significant events that occurred subsequent to June 30, 2014, but prior to
the date of the auditor’s report.

A. Debt Issuances

Between September 2014 and March 2015, the primary government issued $5.5 billion in general obligation
bonds to finance or refinance capital facilities or other voter-approved costs for public purposes, including
children’s hospitals; housing; prisons; libraries; earthquake safety and public building rehabilitation;
transportation; highway safety, traffic reduction, air quality, and port security; public primary, secondary,
community college and university education facilities; passenger rail; safe and clean drinking water; clean
water; water security, clean air, parks, coastal and beach protection; seismic retrofit; high-speed rail; stem cell
research; and veterans’ homes.

In September 2014, the primary government issued $110 million in veterans general obligation bonds to
finance or refinance obligations that were issued to provide funds for financing of contracts for the purchase
of homes and farms for military veterans who reside in California.

In August 2014, the California State University issued $748 million in revenue bonds to refund certain
maturities of Systemwide Revenue Bonds series 2004A, 2005A, and 2005C; repay bond anticipation notes,
refund other outstanding bond indebtedness by an auxiliary organization; and fund new capital projects.

In October 2014, the State Public Works Board issued $250 million in lease revenue bonds to finance and
refinance the cost of design and/or construction of various projects for the benefit of the Department of
Corrections and Rehabilitation, Department of State Hospitals, and Judicial Council of California.

In October 2014 and November 2014, the Department of Water Resources issued a combined total of
$795 million in water system revenue bonds to retire or redeem certain outstanding bonds and commerc al
paper notes, to fund deposits to the debt service reserve account, to fund capitalized interest, and to pay
related issuance costs. 

B. Cash Management 

In September 2014, the State issued $2.8 billion of Revenue Anticipation Notes to fund, in part, the State’s
cash management needs of the 2014-15 fiscal year by supporting the cash flow needs of the General Fund.
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C. Other

•

Required
Supplementary

Information
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Schedule of Funding Progress Infrastructure Assets Using the Modified Approach

A. Infrastructure Asset Reporting Categories

Donation and Relinquishment

B. Condition Baselines and Assessments

1. Bridges

Required Supplementary Information



From a deterioration standpoint, the BHI represents the remaining asset value of the bridge. A new bridge that
has 100% of its asset value has a BHI of 100. As a bridge deteriorates over time, it loses asset value, as
represented by a decline in its BHI. When a deteriorated bridge is repaired, it will regain some (or all) of its
asset value and its BHI will increase.

The following table shows the State’s established condition baseline and actual BHI for fiscal years 2011-12
through 2013-14:

The following table provides details on the State’s actual BHI as of June 30, 2014:

2. Roadways

The State conducts a periodic pavement condition survey, which evaluates ride quality and structural integrity
and identifies the number of distressed lane miles. The State classifies its roadways’ pavement condition by
the following descriptions:

1.  Excellent/good condition – minor or no potholes or cracks
2.  Fair condition – moderate potholes or cracks
3.  Poor condition – significant or extensive potholes or cracks

Statewide lane miles are considered “distressed lane miles” if they are in either fair or poor condition. The
actual distressed lane miles are compared to the established condition baseline to ensure that the baseline is
not exceeded.

Fiscal Year
Ended June 30

2012
2013

Established BHI Baseline 1

80.0
80.0

Actual BHI

94.5
94.8

1 The actual statewide BHI should not be lower than the minimum BHI established by the State.

2014 80.0 95.6 

BHI Description

Excellent
Good

Acceptable

Bridge Count Percent

  7,211
  4,635
    680

54.96 %
35.33
5.18

Network BHI

99.9
96.9
86.3

Fair
Poor

Does not carry traffic
Total

    132
    102
    360

13,120

1.01
0.78
2.74

100.00 %

74.2
62.8
93.2
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The following table shows the State’s established condition baseline and actual distressed lane miles from the
last three completed pavement-condition surveys:

The following table provides details on the State’s actual distressed lane miles as of the last completed
pavement-condition survey:

C. Budgeted and Actual Preservation Costs

The estimated budgeted preservation costs represent the preservation projects approved by the California
Transportation Commission and the State’s scheduled preservation work for each fiscal year. The actual
preservation costs represent the cumulative cost to date for the projects approved and work scheduled in each
fiscal year.

The State’s budgeted and actual preservation cost information for the most recent and four previous fiscal
years is shown in the following table:

Condition
Assessment

Date 1

Established Condition
Baseline Distressed

Lane Miles
(maximum) 2

Actual
Distressed
Lane Miles

Actual Distressed
Lane Miles as Percent

of Total Lane Miles

March 2008
December 2011 3

December 2013 

18,000
18,000
18,000

1 Condition assessment for the State’s established condition baseline and actual distressed lane miles is being reported as of the 
   State of the Pavement report publication date.
2 The actual statewide distressed lane miles should not exceed the maximum distressed lane miles established by the State.  
3 The State’s compliance with GASB 34, which requires a road condition assessment every three years, temporarily lapsed in March 2011.

12,998
12,333
 7,820

26.3
24.9
15.7

%

Pavement Condition

Excellent/Good
Fair
Poor

Lane Miles

41,898
2,483
5,337

Distressed Lane Miles

––
2,483
5,337

Total 49,718 7,820 

Fiscal Year
Ended June 30

2010

Estimated Budgeted
Preservation Costs

(in millions)

$  2,162 

Actual
Preservation Costs

(in millions)

$ 698 
2011
2012
2013
2014

 2,802 
 2,722 
 1,598 
2,069

1,394
1,806

989
612

Required Supplementary Information
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Budgetary Comparison Schedule
General Fund and Major Special Revenue Funds

Required Supplementary Information
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Budgetary Comparison Schedule (continued)
General Fund and Major Special Revenue Funds

Required Supplementary Information

Reconciliation of Budgetary Basis Fund Balances
of the General Fund and the Major Special Revenue Funds
to GAAP Basis Fund Balances

Notes to the Required Supplementary Information

Budgetary Comparison Schedule



Reconciliation of Budgetary With GAAP Basis

Basis Difference

Interfund Receivables and Loans Receivable

Interfund Payables

Escheat Property

Bonds Authorized but Unissued

State of California Comprehensive Annual Financial Report

Tax Revenues:  Estimated tax payments are accrued on a budgetary basis pursuant to Chapter 751, Statutes of
2008. However, in accordance with GAAP, tax payments are accrued based on the portion of estimated net
final payments related to the fiscal year. This adjustment caused a fund balance decrease of $718 million in
the General Fund.

Fund Classification Changes: The fund balance amounts for governmental funds have been reclassified in
accordance with governmental accounting standards. These reclassifications caused fund balance increases of
$448 million in the General Fund and $2 million in the Federal Fund. These increases represent the fund
balances of funds that are not considered part of the General Fund or the Federal Fund, respectively, for any
budgetary purpose or for the Budgetary/Legal Basis Annual Report.

Other: Certain other adjustments and reclassifications are necessary in order to present the financial
statements in accordance with GAAP. The other adjustments caused a fund balance increases of $5 million in
the General Fund, $2.5 billion in the Transportation Fund, and $13 million in the Environmental and Natural
Resources Fund.

Timing Difference

Liabilities Budgeted in Subsequent Years:  On a budgetary basis, the primary government does not accrue
liabilities for which there is no existing appropriation or no currently available appropriation. The adjustments
made to account for these liabilities in accordance with GAAP caused fund balance decreases of $8.8 billion
in the General Fund, $1 million in the Federal Fund, $526 million in the Transportation Fund, and $75 million
in the Environmental and Natural Resources Fund. The large decrease in the General Fund primarily consists
of $3.9 billion for deferred apportionment payments to K-12 schools and community colleges, $2.8 billion for
medical assistance, $989 million for June 2014 payroll that was deferred to July 2014, $555 million for
pension contributions, $284 million for workers’ compensation claims, and $191 million in tax overpayments.

Required Supplementary Information
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Combining Financial
Statements and

Schedules – Nonmajor
and Other Funds
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Nonmajor Governmental Funds

Nonmajor governmental funds

Special revenue funds

Debt service funds
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Capital projects funds

Nonmajor Governmental Funds
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Combining Balance Sheet
Nonmajor Governmental Funds

Nonmajor Governmental Funds
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Combining Balance Sheet (continued)
Nonmajor Governmental Funds

Nonmajor Governmental Funds
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Combining Statement of Revenues, Expenditures
and Changes in Fund Balances
Nonmajor Governmental Funds

Nonmajor Governmental Funds
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Combining Statement of Revenues, Expenditures
and Changes in Fund Balances (continued)
Nonmajor Governmental Funds

Nonmajor Governmental Funds
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REVENUES
Cigarette and tobacco taxes .......................................................................
Vehicle license fees ....................................................................................
Personal income tax ...................................................................................

Budget
Amounts

$

Actual
Amounts

481,377
1,611,149 
1,187,411 

$ 481,377
1,611,149 
1,187,411 

Variance with
Final Budget

$ ––
––
––

Retail sales and use taxes ...........................................................................
Other major taxes and licenses ..................................................................
Other revenues ...........................................................................................

Total revenues .......................................................................................
EXPENDITURES

State and consumer services ......................................................................
Business and transportation .......................................................................
Resources ...................................................................................................
Health and human services ........................................................................
Correctional programs ...............................................................................
Education ...................................................................................................
General government:

OTHER FINANCING SOURCES (USES)

Tax relief .................................................................................................
Other general government ......................................................................
Total expenditures .................................................................................

13,637,924
841,449

10,351,442
28,110,752 

13,637,924
841,449

10,351,442
28,110,752 

481,590
1,346,118 

204,189

445,721
1,333,793

185,353

––
––
––
––

35,869
12,325
18,836

20,392,561
133,217
853,265

19,076,855
132,752
784,888

582
9,483,546

32,895,068

582
9,174,497

31,134,441

1,315,706
465

68,377

––
309,049

1,760,627

Transfers from other funds ........................................................................
Transfers to other funds .............................................................................
Other additions and deductions .................................................................

Total other financing sources (uses) ....................................................
Excess of revenues and other sources over

Fund balances – beginning .........................................................................
Fund balances – ending ..............................................................................

expenditures and other uses .......................................................................

$

* On a budgetary basis, the State’s funds are classified as either governmental cost funds or nongovernmental cost funds. The
governmental cost funds include the General Fund, most of the funds that comprise the Transportation Fund and the Environmental
and Natural Resources Fund, and many other funds that make up the nonmajor governmental funds reported in these financial
statements.  Governmental cost funds derive their revenue from taxes, licenses, and fees that support the general operations of the
State. The appropriations of the budgetary basis governmental cost funds form the annual appropriated budget of the State.
Nongovernmental cost funds consist of funds that derive their receipts from sources other than general and special taxes, licenses,
fees, or state revenues and mainly represent the proprietary and fiduciary funds reported in these financial statements. Expenditures
of these funds do not represent a cost of government and most of the nongovernmental cost funds are not included in the annual
appropriated budget. Therefore, the expenditures of these funds are not included in this schedule. The Federal Fund is one
nongovernmental cost fund that is included in the annual appropriated budget. The Budgetary Comparison Schedule for the General
Fund, Federal Fund, Transportation Fund, and Environmental and Natural Resources Fund is included in the Required
Supplementary Information section; the remaining governmental cost funds are reflected in this schedule. Additional information on
the budgetary basis of accounting can be found in the Management’s Discussion and Analysis, Note 2, Budgetary and Legal
Compliance, notes to the Required Supplementary Information, and in the separately issued Comprehensive Annual Financial
Report Supplement.

––
––
––
––

24,566,450
(22,052,439)

844,642
3,358,653

––
––
––

334,964

$
11,654,326 
11,989,290 

––
––
––
––

$

––
––
––

Budgetary Comparison Schedule
Budgetary Basis
Nonmajor Governmental Funds*

Year Ended June 30, 2014
(amounts in thousands)

Internal Service Funds

Internal service funds
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Internal Service Funds

Internal Service Funds
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Internal Service Funds
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Combining Statement of Revenues,
Expenses, and Changes in Fund Net Position
Internal Service Funds

Internal Service Funds
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Combining Statement of Cash Flows
Internal Service Funds

Internal Service Funds
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Combining Statement of Cash Flows (continued)
Internal Service Funds

Internal Service Funds
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Nonmajor Enterprise Funds

Enterprise funds 
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Combining Statement of Net Position
Nonmajor Enterprise Funds

Nonmajor Enterprise Funds
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Combining Statement of Net Position (continued)
Nonmajor Enterprise Funds

Nonmajor Enterprise Funds
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Combining Statement of Revenues,
Expenses, and Changes in Fund Net Position
Nonmajor Enterprise Funds

Nonmajor Enterprise Funds
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Combining Statement of Cash Flows
Nonmajor Enterprise Funds

Nonmajor Enterprise Funds
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Combining Statement of Cash Flows (continued)
Nonmajor Enterprise Funds

Nonmajor Enterprise Funds
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Private Purpose Trust Funds

Private purpose trust funds 
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Combining Statement of Fiduciary Net Position
Private Purpose Trust Funds

Private Purpose Trust Funds

Combining Statement of Changes in Fiduciary Net Position
Private Purpose Trust Funds
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Fiduciary Funds and Similar
Component Units – Pension and Other

Employee Benefit Trust Funds

Pension and other employee benefit trust funds
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Combining Statement of Fiduciary Net Position
Fiduciary Funds and Similar Component Units – Pension
and Other Employee Benefit Trust Funds

Pension and Other Employee Benefit Trust Funds
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Combining Statement of Changes                           
in Fiduciary Net Position
Fiduciary Funds and Similar Component Units – Pension
and Other Employee Benefit Trust Funds

Pension and Other Employee Benefit Trust Funds
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Agency Funds
Agency funds
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Combining Statement of Fiduciary                  
Assets and Liabilities
Agency Funds

Agency Funds
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Combining Statement of Changes                           
in Fiduciary Assets and Liabilities
Agency Funds

Agency Funds



State of California Comprehensive Annual Financial Report

Nonmajor Component Units

Nonmajor component units 
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Combining Statement of Net Position
Nonmajor Component Units

Nonmajor Component Units
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Combining Statement of Net Position (continued)
Nonmajor Component Units

Nonmajor Component Units
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Combining Statement of Activities
Nonmajor Component Units

Nonmajor Component Units
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Financial Trends

Financial trend 
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Statistical Section
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Schedule of Changes in Net Position

Statistical Section
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Schedule of Changes in Net Position (continued)

Statistical Section



State of California Comprehensive Annual Financial Report

Schedule of Fund Balances – Governmental Funds

Statistical Section
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Schedule of Changes in Fund                                
Balances – Governmental Funds

Statistical Section
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Revenue Capacity
Revenue capacity
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Statistical Section
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Schedule of Personal Income Tax Rates

Statistical Section
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Married Filing Jointly and Surviving Spouse
2008

Income Level
2009

Income Level
 Up to $14,336 

 14,336 – 33,988 
 33,988 – 53,642 
 53,642 – 74,466 

 Up to $14,120 
 14,120 – 33,478 
 33,478 – 52,838 
 52,838 – 73,350 

 74,466 – 94,110 
 94,110 – 999,999 

 $1 million and over 
––

 73,350 – 92,698 
 92,698 – 999,999 

 $1 million and over 
––

Single and Married Filing Separately

––
––

2008

––
––

2009
Income Level

 Up to $7,168 
 7,168 – 16,994 

 16,994 – 26,821 

Income Level
 Up to $7,060 

 7,060 – 16,739 
 16,739 – 26,419 

Head of Household

 26,821 – 37,233 
 37,233 – 47,055 

 47,055 – 999,999 
 $1 million and over 

 26,419 – 36,675 
 36,675 – 46,349 

 46,349 – 999,999 
 $1 million and over 

––
––
––

––
––
––

2008
Income Level

 Up to $14,345 
 14,345 – 33,989 

2009
Income Level

 Up to $14,130 
 14,130 – 33,479 

 33,989 – 43,814 
 43,814 – 54,225 
 54,225 – 64,050 

 64,050 – 999,999 

 33,479 – 43,157 
 43,157 – 53,412 
 53,412 – 63,089 

 63,089 – 999,999 
 $1 million and over 

––
––
––

 $1 million and over 
––
––
––

2008
$      55,197,062

2009
$      45,482,726

$    972,420,100
5.7%

$    881,160,200
5.2%

2010
Income Level

2011
Income Level

2012
Income Level

2013
Income Level

 Up to $14,248 
 14,248 – 33,780 
 33,780 – 53,314 
 53,314 – 74,010 

 Up to $14,632 
 14,632 – 34,692 
 34,692 – 54,754 
 54,754 – 76,008 

 74,010 – 93,532 
 93,532 – 999,999 

 $1 million and over 
––

 76,008 – 96,058 
 96,058 – 999,999 

 $1 million and over 
––

 Up to $14,910 
 14,910 – 35,352 
 35,352 – 55,794 
 55,794 – 77,452 

 Up to $15,164
15,164 – 35,952
35,952 – 56,742
56,742 – 78,768

 77,452 – 97,884 
 97,884 – 500,000 

 500,000 – 600,000 
 600,000 – 999,999 

78,768 – 99,548
99,548 – 508,500

508,500 – 610,200
610,200 – 999,999

––
––

2010

––
––

2011
Income Level

 Up to $7,124 
 7,124 – 16,890 

 16,890 – 26,657 

Income Level
  Up to $7,316 

 7,316 – 17,346 
 17,346 – 27,377 

 $1 million and over 
––

2012

1,000,000 – 1,017,000
$1,017,000 and over

2013
Income Level

 Up to $7,455 
 7,455 – 17,676 

 17,676 – 27,897 

Income Level
 Up to $7,582

7,582 – 17,976
17,976 – 28,371

 26,657 – 37,005 
 37,005 – 46,766 

 46,766 – 999,999 
 $1 million and over 

 27,377 – 38,004 
 38,004 – 48,029 

 48,029 – 999,999 
 $1 million and over 

––
––
––

––
––
––

 27,897 – 38,726 
 38,726 – 48,942 

 48,942 – 250,000 
 250,000 – 300,000 

28,371 – 39,384
39,384 – 49,774

49,774 – 254,250
254,250 – 305,100

 300,000 – 500,000 
 $500,000 and over 

––

305,100 – 508,500
508,500 – 999,999

$1 million and over

2010
Income Level

 Up to $14,257 
 14,257 – 33,780 

2011
Income Level

 Up to $14,642 
 14,642 – 34,692 

 33,780 – 43,545 
 43,545 – 53,893 
 53,893 – 63,657 

 63,657 – 999,999 

 34,692 – 44,721 
 44,721 – 55,348 
 55,348 – 65,376 

 65,376 – 999,999 

2012
Income Level

 Up to $14,920 
 14,920 – 35,351 

2013
Income Level

 Up to $15,174
15,174 – 35,952

 35,351 – 45,571 
 45,571 – 56,400 
 56,400 – 66,618 

 66,618 – 340,000 

35,952 – 46,346
46,346 – 57,359
57,359 – 67,751

67,751 – 345,780
 $1 million and over 

––
––
––

 $1 million and over 
––
––
––

 340,00 – 408,000 
 408,000 – 680,000 
 $680,000 and over 

––

345,780 – 414,936
414,936 – 691,560
691,560 – 999,999

 $1 million and over

2010
$      43,884,798

2011
$      51,691,153

$    939,888,500
4.7%

$    980,167,100
5.3%

2012
$      54,442,733

2013
$      66,220,132

$ 1,087,823,400
5.0%

$ 1,091,080,300
6.1%
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Debt Capacity
Debt capacity 
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Schedule of Ratios of Outstanding Debt by Type

Statistical Section
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Schedule of Ratios of General Bonded Debt Outstanding

Statistical Section
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Schedule of General Obligation Bonds Outstanding

Statistical Section

Schedule of Pledged Revenue Coverage
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Schedule of Pledged Revenue Coverage (continued)

Statistical Section

249

CSU Channel
Island Financing
Authority 4

June 30

2005

Gross
Revenue 1

$ 8,149
2006
2007
2008

8,377
7,397

245

Net Revenue Debt Service Requirements 3

Operating
Expenses 2

$

Available for
Debt Service

10
11 
8

13

$ 8,139

Principal

$
8,366
7,389

232

––

Interest

$ 5,541
––
––
––

6,123
6,951

556

Total

$ 5,541
6,123
6,951

556

Coverage

1.47
1.37
1.06
0.42

Building
Authorities

2005
2006
2007
2008

$ 86,624
94,985
81,342
79,077

2009
2010
2011
2012

78,733
76,535
63,168
57,386

Golden State
Tobacco
Securitization
Corporation

2013
2014

2005

53,441
53,157

$ 427,159
2006
2007
2008
2009

396,987
413,246
445,097
493,448

$ ––
––
68
68
68
––
––
––

$ 86,624
94,985
81,274
79,009

$

78,665
76,535
63,168
57,386

$

––
––

305
––
––
––
––

53,441
53,157

$ 426,854 $
396,987
413,246
445,097
493,448

42,296
43,862
45,437
47,475

$ 38,994
81,253
29,228
27,260

48,594
50,948
51,957
36,473

25,028
34,058
20,071
22,889

$ 81,290
125,115 
74,665
74,735
73,622
85,006
72,028
59,362

38,400
39,895

55,500

18,390
29,882

$ 330,652
61,320

133,555
129,120
116,960 

307,824
276,965
326,631
320,679

$

56,790
69,777

386,152
369,144
410,520
455,751
437,639

1.07
0.76
1.09
1.06
1.07
0.90
0.88
0.97
0.94
0.76

1.11 
1.08
1.01
0.98
1.12

Toll Bridge

2010
2011
2012
2013

393,487
361,974
368,853
555,392

2014

2005

355,918

$ 131,791
Seismic Retrofit 4

Grant Anticipation
Revenue Vehicles 6

2005
2006

$ 65,134
72,338

2007
2008
2009
2010

72,149
71,945
77,193
83,272

––
––
––
––

$

––

97,386

393,487
361,974
368,853
555,392
355,918

$ 34,405 $

$ ––
––
––
––
––
––

$ 65,134
72,338

$

72,149
71,945
77,193
83,272

2011
2012
2013
2014

84,294
84,290
84,296
84,289

––
––
––
––

84,294
84,290
84,296
84,289

138,260
60,230
65,765

623,510

316,038
315,268
312,815
308,056

50,910

––

325,884

$ 28,615

454,298
375,498
378,580
931,566

$

376,794

28,615

41,545
47,845

$ 23,589
24,493

49,190
50,985
55,275
62,335

22,959
20,960
21,918
20,937

$ 65,134
72,338
72,149
71,945
77,193
83,272

0.87
0.96
0.97
0.60
0.94

1.20

1.00
1.00
1.00
1.00
1.00
1.00

64,785
67,730
70,990
74,400

19,509
16,560
13,306

9,889

84,294
84,290
84,296
84,289

1.00
1.00
1.00
1.00

(concluded)
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Demographic and Economic
Information

 demographic and economic
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Schedule of Demographic and Economic Indicators

Statistical Section
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Schedule of Employment by Industry
Operating Information

operating information 
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Schedule of Full-Time Equivalent                       
State Employees by Function

Statistical Section
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Schedule of Operating Indicators by Function

Statistical Section
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Schedule of Operating Indicators by Function (continued)

Statistical Section
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Schedule of Capital Asset Statistics by Function

Statistical Section
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Schedule of Capital Asset Statistics by Function (continued)

Statistical Section
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