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CALIFORNIA STATE AUDITOR

ELAINE M. HOWLE STEVEN M. HENDRICKSON
STATE AUDITOR CHIEF DEPUTY STATE AUDITOR
December 31, 2001 2001-001

The Governor of California
President pro Tempore of the Senate
Speaker of the Assembly

State Capitol

Sacramento, California 95814

Dear Governor and Legislative Leaders:

The Bureau of State Audits presents its Independent Auditors’ Report on the State of California’s
general purpose financial statements for the fiscal year ended June 30, 2001. These financial
statements are presented on a basis in conformity with generally accepted accounting principles
(GAAP). The financial statements show that the State’s General Fund had revenues and other
financing sources that were approximately $789 million less than expenditures and other financial
uses. The General Fund ended the fiscal year with a fund balance of approximately $7.6 billion.
The GAAP basis statements include all liabilities owed by the State while the budgetary basis
statements that are used to report on the State’s budget do not reflect all liabilities.

We conducted the audit to comply with the California Government Code, Section 8546.4.
Respectfully submitted,

Slowre M. Rowle

ELAINEM. HOWLE
State Auditor

BUREAU OF STATE AUDITS
555 Capitol Mall, Suite 300, Sacramento, California 95814  Telephone: (916) 445-0255 Fax: (916) 327-0019 www.bsa.ca.gov/bsa
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CALIFORNIA STATE AUDITOR

ELAINE M. HOWLE STEVEN M. HENDRICKSON
STATE AUDITOR CHIEF DEPUTY STATE AUDITOR

Independent Auditors’ Report

THE GOVERNOR AND THE LEGISLATURE OF THE
STATE OF CALIFORNIA

We have audited the accompanying general purpose financial statements of the State of
California, as of and for the year ended June 30, 2001, as listed in the table of contents.
These general purpose financial statements are the responsibility of the State of California’s
management. Our responsibility is to express an opinion on these general purpose financial
statements based on our audit. We did not audit the financial statements of certain capital
projects funds, which reflect total assets and revenues, constituting 59 percent and
66 percent, respectively, of the capital projects funds. In addition, we did not audit the
financial statements of certain enterprise funds, including those of the California State
University, which reflect total assets and revenues, constituting 94 percent and
95 percent, respectively, of the enterprise funds. We did not audit the financial statements
of certain internal service funds, which reflect total assets and revenues, constituting
22 percent and 44 percent, respectively, of the internal service funds. We also did not audit
the financial statements of the pension trust funds, which reflect total assets constituting
85 percent of the fiduciary funds. Finally, we did not audit the University of California
funds or the financial statements of certain component unit authorities, which reflect total
assets and revenues, constituting 95 percent and 93 percent, respectively, of the component
unit authorities. The financial statements of certain capital projects, enterprise and internal
service funds, the pension trust funds, the University of California funds, and certain
component unit authorities referred to above were audited by other auditors whose reports
have been furnished to us, and our opinion, insofar as it relates to the amounts included for
these funds and entities, is based solely upon the reports of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards issued by the Comptroller General of the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit and the reports of other auditors provide a
reasonable basis for our opinion.

BUREAU OF STATE AUDITS
555 Capitol Mall, Suite 300, Sacramento, California 95814 Telephone: (916) 445-0255 Fax: (916) 327-0019 www.bsa.ca.gov/bsa



As discussed in Note 22 to the financial statements, the primary government is involved in
certain lawsuits and regulatory proceedings relating to the Department of Water Resources
entering into contracts and arrangements for the purchase and sale of electric power. These
lawsuits could impact the timing of the sale of the bonds described in Notes 4, 22, and 25;
the revenue requirements and rate structure needed to repay the debt payable; and the terms
and conditions of the power purchase contracts. Because of the early stage of the legal and
regulatory proceedings, the ultimate outcome of these matters cannot be presently
determined.

In our opinion, based on our audit and the reports of other auditors, the general purpose
financial statements referred to above present fairly, in all material respects, the financial
position of the State of California, as of June 30, 2001, and the results of its operations and
the cash flows of its proprietary funds and component unit authorities for the year then
ended, in conformity with accounting principles generally accepted in the United States of
America.

Our audit was conducted for the purpose of forming an opinion on the general purpose
financial statements taken as a whole. The combining financial statements and schedules
and required supplementary information listed in the accompanying table of contents are
presented for purposes of additional analysis and are not a required part of the general
purpose financial statements of the State of California. The information for the combining
financial statements and schedules and the Schedule of Funding Progress in the required
supplementary information has been subjected to the auditing procedures applied in the
audit of the general purpose financial statements and, in our opinion, based upon our audit
and the reports of other auditors, is fairly stated, in all material respects, in relation to the
general purpose financial statements taken as a whole.

We did not audit the data included in the introductory and statistical sections of this report,
and accordingly, we express no opinion on them. In accordance with Government Auditing
Standards, reports on the State’s internal control structure and on its compliance with laws
and regulations will be issued in our single audit report. These reports are an integral part
of an audit performed in accordance with Government Auditing Standards and should be
read in conjunction with this report in considering the results of our audit.

BUREAU OF STATE AUDITS

PHILIP J. JELICICH, CPA
Deputy State Auditor

November 16, 2001



General Purpose

Financial Statements
- 1]




State of California Comprehensive Annual Financial Report

Combined Balance Sheet

All Fund Types, Account Groups, and
Discretely Presented Component Units

June 30, 2001
(amounts in thousands)

Governmental Fund Types Proprietary Fund Types
Special Capital Internal
General Revenue Projects Enterprise Service
ASSETS AND OTHER DEBITS

Cash and pooled investments ...............c.c.cceevvnn.. $ 3,830,104 $ 10,997,162 $ 179,872 $ 7,090,413 $ 472,042
INVESIMENTS ..o — — 5,694 3,971,272 96,276
Amount on deposit with U. S. Treasury ................ — — — — —
Receivables (NEL) ........ccoovvevvviieieieiie e 195,058 581,192 966 1,792,656 7,180
Due from other funds 12,854,223 3,650,940 60,062 305,928 338,150
Due from primary government ............c..coeeevvennnns — — — — —
Due from component units ...........ccovvvveieieeinennnnns — — — — —
Due from other governments ................cccocoeeeennnn. 514,414 6,885,089 — 117,127 14,684
Prepaid items ........oooiiiiiii — — — 3,773 43,454
FOOd SAMPS ..oeevviiieie i e e — 347,506 — — —
INnventories, at CoSt ........cooveviiiiiiii i eiiee e — — —_ 17,371 95,807
Net investment in direct financing leases .............. — — — 4,793,991 —
Advances to other funds ............cc.coeeveieeeeineen. 44,649 4,201 — 19,877 —
Loans receivable ............co.coviiiiiiiii i, 111,321 1,916,692 — 3,128,807 —
Recoverable power costs (net) .........ccocevevveeninnee. — — — 6,127,000 —
Deferred charges .........coovviiiiiiiiici e — — — 1,093,668 —
Fixed asSets .......cvvviiiiiiie e — — —_ 5,093,262 537,893
Investment in UCSF Stanford Health Care ............ — — — — —
Other @SSetS .....vviiviiitiiiee e e e, 892 15,932 2 17,148 9,557

Amount to be provided for retirement
of long-term obligations ...............ccooiiiiiinnnnnn. — — — — —
Total Assets and Other Debits .............. ... $17,550,661 $ 24,398,714 $ 246,596 $ 33,572,293 $ 1,615,043

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



General Purpose Financial Statements

Fiduciary Total Total
Fund Type Account Groups Primary Component Units Reporting
Trust General General Government University Special Entity
and Fixed Long-Term (Memorandum of Purpose (Memorandum
Agency Assets Obligations Only) California Authorities Only)
$ 26,574,293 $ — $ — $ 49,143,886 $ 152,046 $ 1,492,726 $ 50,788,658
295,782,854 — — 299,856,096 70,681,490 8,857,016 379,394,602
6,412,589 — — 6,412,589 — — 6,412,589
13,067,856 — — 15,644,908 2,049,218 465,392 18,159,518
6,368,579 — — 23,577,882 — — 23,577,882
— — — — 222,792 17,740 240,532
— — — — 135,157 — 135,157
1,497,398 — — 9,028,712 190,430 808 9,219,950
9,780 — — 57,007 — 1,723 58,730
— — — 347,506 — — 347,506
— — — 113,178 113,413 — 226,591
— — — 4,793,991 — — 4,793,991
617,208 — — 685,935 — 2,500 688,435
631,036 — — 5,787,856 — 6,715,320 12,503,176
— — — 6,127,000 — — 6,127,000
— — — 1,093,668 83,403 62,820 1,239,891
— 18,159,778 — 23,790,933 18,205,528 549,349 42,545,810
— — — — 6,843 — 6,843
240,535 — — 284,066 — 85,167 369,233
— — 28,829,007 28,829,007 — — 28,829,007

$ 351,202,128 $ 18,159,778 $ 28,829,007 $ 475574220 $ 91,840,320 $ 18,250,561 $ 585,665,101

(continued)

The notes to the financial statements are an integral part of this statement. 7



State of California Comprehensive Annual Financial Report

Combined Balance Sheet
All Fund Types, Account Groups, and

Discretely Presented Component Units (continued)

June 30, 2001
(amounts in thousands)

Governmental Fund Types

Proprietary Fund Types

Special Capital Internal
General Revenue Projects Enterprise Service
LIABILITIES
Accounts payable 2,067,042 $ 2,312,252 3598 $ 1,751,392 $ 170,933
Due to other funds 2,584,372 5,912,351 10,513 582,882 260,384
Due to component units 121,371 98,786 — — —
Due to other governments ............cc.cceeeevvvvneeennen. 4,196,733 2,223,658 a7 151,746 103,871
Dividends payable ............cccoooviiiiiiiii — — — — —
Deferred reVenUe ...........cccevveeiiiieeiiieeiiieeeeiins — 348,432 — — —
Advances from other funds ............c...coeeeeeeeienn. 617,208 13,585 — 6,171,500 24,078
Tax OVEIrPAYMENLS ....cccvvvvrnnirrriiseeeeeee e enevnnens — 9,319 — — —
Benefits payable .........cccoiviiiiii — — — 794,174 69,427
DEPOSIES ovvuee e e e e e 5 13,688 — 3,615 2,036
Contracts and notes payable ................ccoceeeennn — — — 4,687 32,599
Lottery prizes and annuities ...............ccoee e — —_ — 2,844,874 —
Compensated absences payable ........................ 143,460 — — 33,724 38,698
Certificates of participation, commercial paper,
and other borrowings ..........ccooeveieiviieininennn. — — — 4,371,100 —
Capital lease obligations .............ccooeeveieiiencinnnnn, — — — — 66,948
Advance collections .................... 33,630 100,049 3,509 378,891 212,660
General obligation bonds payable — — — 3,358,270 —
Revenue bonds payable ..............ccccoiiiiiin. — — —_ 8,802,888 —
INterest Payable .............oveveeeiiiiiiineeiin e eee e, 4,369 — 7,525 148,503 1,391
Securities lending obligation .................cccoceeenn. — — — — —
Other liabilities .........ccccoovviiiiiiiiiieie e 204,156 191,652 — 450,255 26,440
Total Liabilities ..........ccooevveiiiiiiin, 9,972,346 11,223,772 25,192 29,848,501 1,009,465
FUND EQUITY AND OTHER CREDITS
Contributed capital ............ccoeuiviiniiiii — — — 296,484 347,083
Investment in general fixed assets ...................... — — — — —
Retained earnings
Reserved for regulatory requirements ............... — — — 173,210 —
UNreSErVed .........oveuniiiieie it e e — — — 3,254,098 258,495
Total Retained Earnings — — — 3,427,308 258,495
Fund balances
Reserved for
ENCUMDIANCES ...vvvvieiiiiiieeeeeiiinceeeiineaeeeeas 1,740,237 4,899,734 117,775 — —
Local agenCies ........ccvevviiiiieiiiiee e — — — — —
Advances and 10ans ............cccccceeiiiiiiiiiineeens 155,970 1,920,893 — — —
Employees’ pension benefits ........................ — — — — —
Continuing appropriations ............c.cccoeeeeeenn. 1,436,716 3,638,873 63,368 — —
Other specific PUrPOSES ........ccevviviiiiiiieinnns — — — — —
Total Reserved ..........covvviviiviiiiiiieen, . 3,332,923 10,459,500 181,143 — —
Unreserved
UNndesignated ..........c.cooeeeieiiviiiiiieiniii e, 4,245,392 2,715,442 40,261 — —
Total Fund Equity and Other Credits ....... . 7,578,315 13,174,942 221,404 3,723,792 605,578
Total Liabilities, Fund Equity,
and Other Credits .........ccoocevvevieiieiinnnn. $ 17,550,661 $ 24,398,714 246,596 $ 33,572,293 $ 1,615,043

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



General Purpose Financial Statements

Fiduciary Total Total
Fund Type Account Groups Primary Component Units Reporting
Trust General General Government University Special Entity
and Fixed Long-Term (Memorandum of Purpose (Memorandum
Agency Assets Obligations Only) California Authorities Only)
$ 6,211,446 $ — 8 — $ 12,516,663 $ 2,397,675 $ 39,439 $ 14,953,777
8,058,380 — — 17,408,882 — — 17,408,882
20,375 — — 240,532 135,157 — 375,689
4,097,264 — — 10,773,319 — 20,114 10,793,433
— — — — — 153,594 153,594
— — — 348,432 — — 348,432
31,064 — — 6,857,435 — — 6,857,435
2,048,351 — — 2,057,670 — — 2,057,670
502,313 — — 1,365,914 — 5,563,175 6,929,089
841,456 — — 860,800 1,085,684 126,013 2,072,497
2,977 — — 40,263 — 9,734 49,997
— — — 2,844,874 — — 2,844,874
— — 1,305,581 1,521,463 403,382 39,603 1,964,448
— — 452,045 4,823,145 894,751 — 5,717,896
— — 3,341,452 3,408,400 1,164,555 — 4,572,955
199,858 — — 928,597 — 233,959 1,162,556
— — 20,442,250 23,800,520 — — 23,800,520
— — 814,605 9,617,493 3,111,890 7,827,167 20,556,550
— — — 161,788 — 144,180 305,968
32,034,826 — — 32,034,826 12,459,564 — 44,494,390
5,692,800 — 2,473,074 9,038,377 — 774,258 9,812,635
59,741,110 — 28,829,007 140,649,393 21,652,658 14,931,236 177,233,287
— — — 643,567 — 21,213 664,780
— 18,159,778 — 18,159,778 13,368,849 — 31,528,627
— — — 173,210 — 737,503 910,713
— — — 3,512,593 — 2,560,609 6,073,202
— — — 3,685,803 — 3,298,112 6,983,915
197,133 — — 6,954,879 — — 6,954,879
17,701,985 — — 17,701,985 — — 17,701,985
599,123 — — 2,675,986 — — 2,675,986
259,774,161 — — 259,774,161 47,098,226 — 306,872,387
35,409 — — 5,174,366 — — 5,174,366
— — — — 5,725,450 — 5,725,450
278,307,811 — — 292,281,377 52,823,676 — 345,105,053
13,153,207 — — 20,154,302 3,995,137 — 24,149,439
291,461,018 18,159,778 — 334,924,827 70,187,662 3,319,325 408,431,814

$ 351,202,128 $ 18,159,778 $ 28,829,007 $ 475574220 $ 91,840,320 $ 18,250,561 $ 585,665,101

(concluded)

The notes to the financial statements are an integral part of this statement. 9



State of California Comprehensive Annual Financial Report

Combined Statement of Revenues,
Expenditures, and Changes in Fund Balances

All Governmental Fund Types and Expendable Trust Funds

Year Ended June 30,

2001

' Fiduciary Total
(amounts in thousands) Governmental Fund Types Fund Type Primary
Government
Special Capital Expendable  (Memorandum
General Revenue Projects Trust Only)
REVENUES

TAXES +eeviieireee et e e $ 75,604,723 $ 6,418,364 $ — $ 5,861,140 $ 87,884,227

Intergovernmental 4,516 34,132,387 — 657,764 34,794,667

Licenses and permits 44,230 3,232,382 — — 3,276,612

Natural reSOUrCes .........ccoovvviiiiiiiiiiniiineeneens 13,712 126,582 — — 140,294

Charges for Services ..........cccovoveiieiiieecinnen. 132,521 699,467 — 1,845 833,833

Fees and penalties ..........cccoeeieiiiiiiieeieiinnnn. 52,979 2,186,838 — 96,343 2,336,160

Investment and iNterest ...........ccooveeeeeiuinnnies 833,320 512,623 20,161 176,770 1,542,874

Escheat .......ccoovviiiiiiiii — — — 25,001 25,001

Receipts from depositors ...........c.c..coeevviennnn. — — — 682,081 682,081

Other ..viee e 813,249 369,672 20,829 754,601 1,958,351

Total Revenues ...........ccoeevveiieineninns oo 77,499,250 47,678,315 40,990 8,255,545 133,474,100
EXPENDITURES
Current
General government ............ccooveeiviiiiiiniinnn, 2,383,331 3,678,019 310 75,234 6,136,894
Education ..........coooiiiiii i 34,140,713 6,713,351 6 1,550,666 42,404,736
Health and human services ........................ 19,829,984 29,531,069 — 5,311,955 54,673,008
RESOUrCes ........cccvvvvvviniininen, 1,810,957 1,703,206 1,976 28,788 3,544,927
State and consumer services 479,269 458,109 4,506 1,008 942,892
Business and transportation 158,904 8,129,114 105 23,883 8,312,006
Correctional programs ............ccoceeeveieeeennnn. 4,870,839 254,193 — — 5,125,032
Property tax relief ...........ccoooiii i 2,799,373 887,000 — — 3,686,373
Payments to depositors ............ccceveenineenne. — — —_ 263,121 263,121
Capital outlay .........ccoviiiiiiiii 46,575 682,688 175,853 — 905,116
Debt service
Principal retirement .............coocoiiiiiiiiins 1,184,441 10,989 35,917 — 1,231,347
Interest and fiscal charges .................cooo.... 1,060,080 74,926 50,357 — 1,185,363
Total Expenditures .............cccceevvnneee. 68,764,466 52,122,664 269,030 7,254,655 128,410,815
Excess (Deficiency) of Revenues
Over (Under) Expenditures .............. 8,734,784 (4,444,349) (228,040) 1,000,890 5,063,285
OTHER FINANCING SOURCES (USES)
Proceeds from general obligation bonds,
commercial paper, and capital leases ........... 46,575 3,494,172 143,368 — 3,684,115

Proceeds from refunding long-term debt .......... — 4,169,265 250,400 — 4,419,665

Operating transfers in ..........c.cccceevveeiiieiieiennn, 249,360 8,776,038 119,454 663,254 9,808,106

Operating transfers out .................ccceeeveeu.non. (6,201,015) (3,490,758) (202) (123,396) (9,815,371)

Transfers out — component units .................... (3,618,709) (40,789) (18) — (3,659,516)

Payment to refunding escrow agent ................ — (525,905) (93,760) — (619,665)

Payment to refund commercial paper ............. — (3,643,360) (156,640) — (3,800,000)

Net Other Financing Sources (Uses) .... (9,523,789) 8,738,663 262,602 539,858 17,334
Excess (Deficiency) of Revenues and Other

Financing Sources Over (Under)

Expenditures and Other Financing Uses .... (789,005) 4,294,314 34,562 1,540,748 5,080,619
Fund Balances, July 1, 2000 ...........cccccveunenne. . 8,367,320 8,880,628 * 186,842 12,444,124 29,878,914
Fund Balances, June 30, 2001 ...............ccceen ... $ 7,578,315 $ 13,174,942 $ 221,404 $ 13,984,872 $ 34,959,533
* Restated
10 The notes to the financial statements are an integral part of this statement.



General Purpose Financial Statements

Combined Statement of Revenues,

Expenses, and Changes in Retained Earnings

All Proprietary Fund Types and Discretely Presented Component Units —
Special Purpose Authorities

Year Ended June 30, 2001
(amounts in thousands)

Total Component Total
Primary Units Reporting
Proprietary Fund Types  Government Special Entity
Internal (Memorandum Purpose  (Memorandum
Enterprise Service Only) Authorities Only)
OPERATING REVENUES
LOttery tiCKEt SAIBS ....vvvvveeiieiiieeeeeiiieeeee e e e ieeeens $ 2,894,842 $ — $ 2,894,842 $ — $ 2,894,842
POWEN SAIES ....iviiiiiie e 2,733,000 — 2,733,000 — 2,733,000
Services and SAIES ............ccuvvviinieiiiie e 1,617,238 3,099,430 4,716,668 205,654 4,922,322
Earned premiums (Net) .........coeeeveiuiiiiieiiinineiiiiiieeenes — — — 1,759,462 1,759,462
Investment and INtErest .........ccceeevveereiveerieeeriieeinans 273,359 201 273,560 489,499 763,059
CONEHDULIONS ..vvvteeeeiee e e e e e — — — 3,411 3,411
RN L 375,995 — 375,995 24,220 400,215
OthET e e 16,027 11,304 27,331 60,061 87,392
Total Operating Revenues ...............cccceeeveennne. 7,910,461 3,110,935 11,021,396 2,542,307 13,563,703
OPERATING EXPENSES
(0] 1 (=Y VA o] 2= U 1,503,768 — 1,503,768 — 1,503,768
Power purchases (net of recoverable power costs)......... 2,637,000 — 2,637,000 — 2,637,000
PErsonal SEIVICES ......cuuiiieiiiiiiieeeeiet e e 345,704 440,707 786,411 164,031 950,442
SUPPHES e 11,174 39,876 51,050 — 51,050
Services and Charges ..........ccoveveeeeeieeeeee e, 1,654,102 2,540,538 4,194,640 176,648 4,371,288
DEPIECIALION ..vvvveeiireiei ettt e e et e e e e eeae s 117,305 97,494 214,799 17,139 231,938
Benefit payments ............c.oeevviiiiinnns — — — 1,915,809 1,915,809
INtEreSt EXPENSE .....oevvvviviiiiiit i eeeeeeeeeae 498,917 3,153 502,070 432,051 934,121
Amortization (recovery) of deferred charges .... (90,501) — (90,501) 219,514 129,013
Total Operating EXpPenses ............ccocevveneennnnn. 6,677,469 3,121,768 9,799,237 2,925,192 12,724,429
Operating INCome (LOSS) ......ovvienieiiiiiiiiieinannes . 1,232,992 (10,833) 1,222,159 (382,885) 839,274
NONOPERATING REVENUES (EXPENSES)
Grants reCeIVEA ..........ovieuiiieii it 46,728 — 46,728 68,916 115,644
Grants Provided .............cuuvvveeiiiiiieeeeeieeee e (15,786) — (15,786) (68,916) (84,702)
Investment and interest iNCOME...............coeeeevvuiiinernnnns 161,161 15,408 176,569 834,555 1,011,124
Interest expense and fiscal charges (315,466) (34) (315,500) (2,844) (318,344)
Dividends Paid .........ccoevviieiiieee e, — — — (104,146) (104,146)
Lottery payments for education (1,031,986) — (1,031,986) — (1,031,986)
(013 1=Y SRS UPR (85,697) (4,642) (90,339) 22,164 (68,175)
Total Nonoperating Revenues (Expenses) ....... .. (1,241,046) 10,732 (1,230,314) 749,729 (480,585)
Income (Loss) Before Contributions/Transfers . (8,054) (101) (8,155) 366,844 358,689
Capital contributions ...............cccceeviiiiiieeiiiiieeeeeee e, 63,947 27,372 91,319 488 91,807
Operating transfers in 41,961 23,566 65,527 — 65,527
Operating transfers in — primary government ... — — — 20,141 20,141
Operating transfers out .............c.ceveeiiiiieiiieiiiieeiiiins (58,262) — (58,262) — (58,262)
Net Contributions/Transfers ...............cccceeenne. , 47,646 50,938 98,584 20,629 119,213
Net INCOME .....iiii e 39,592 50,837 90,429 387,473 477,902
Retained Earnings, July 1, 2000 ..........cccvviiniiiinenen. . 3,387,716 * 207,658 3,595,374 2,910,639 * 6,506,013
Retained Earnings, June 30, 2001 ............ccccvvveninnnen. ...$ 3427308 $ 258,495 $ 3685803 $ 3,298,112 $ 6,983,915

* Restated

The notes to the financial statements are an integral part of this statement. 11



State of California Comprehensive Annual Financial Report

Combined

Statement of Revenues,

Expenditures, and Changes in Fund Balances,
Non-GAAP Budgetary Basis — Budget and Actual

All Governmental Cost Funds

Year Ended June 30

, 2001

(amounts in thousands)

General Fund

Budget Actual Variance
REVENUES
Major taxes and licenses
Bank and COMPOration tAXES ..........uuuriieiiiseeeeee e i iteeeeeiis e e e e e e e e eeeaaae e — $ 6,899,302 —
Cigarette and tODACCO TAX .......vvvvverieiriisieeee e e e e e e e e e e e — 126,664 —
Inheritance, estate and Gift tAXES ...........cevuvrieieriiiiie e e e e — 934,709 —
INSUrance gross PremilmS TaX ..........eeievvreerseueieesseesieessiin e e e s esseeeeaaevaeaaes — 1,496,556 —
VEhiClE ICEBNSE FEES ..v.ii i e e e, — 26,337 —
Motor VENICIE fUBTTAX ....vv i e — — —
Personal INCOME tAX .....cevueeeeeieeeiet e e et e e e e e e e e e e e — 44,614,298 —
Retail SAIES ANG USE tAXES .....eeuveiesiiiiiiteeeeies ceeee ettt seer e e e e e eraaaan e — 21,276,843 —
Other Major taxes aNnd ICENSES ........vvvvveeieeeeiieeee vt e e e eeese e e e e e e e e e e e anans — 292,832 —
Total Major Taxes and LICENSES .........eiuiiiiiitiiiiii e et e . — 75,667,541 —
Y TR To G TN L= o 10 1= — 1,942,359 —
TOtAl REVENUES ...ttt e e e et e e e e e e — 77,609,900 —
EXPENDITURES
Legislative, judiCial, EXECULIVE ............ceuueiieeeieiiet e e e e e ee e $ 2,682,406 2,611,426 $ 70,980
State and CONSUMET SEIVICES ....uuuivvrnerinieesieeeteseeeitineett e e e e e e eaeaeeearseeaaaans 527,434 519,981 7,453
Business, transportation and NOUSING ..............veeiiiiiiiiiiiiiiii e e 2,220,360 2,217,670 2,690
Trade and COMIMIEICE .......uuuueiiiiiiteeeeeee e e ettt e e e e e e e et e e e e et e eereeeeeeeaeaaae 148,706 144,312 4,394
Yo 101 (o= N 2,266,823 2,214,037 52,786
ENvironmental ProteCHION .........ooeeieeeeesiieieee it e e e e e e e e e e, 396,966 384,450 12,516
Health and hUMAN SEIVICES ........uu.ieiiiiiiit et e e e 20,641,969 19,869,373 772,596
COITECHONAI PrOGIAMS ...ivteeeiit it e ettt e e e et e e e e e e e e et e e e e e e e aeenen s 4,944,352 4,934,993 9,359
[=o [N Tor= 1 (o] FUUURR PSP PPPUPPPPPPPPPION 37,724,338 37,608,492 115,846
General government
Tax relief and Shared rEVENUES ............euiiviireieieeee e e e evaiaaees 5,324,829 5,258,766 66,063
Debt service .........ccoeeeennnn 2,294,898 2,270,181 24,717
Other general government 148,913 93,692 55,221
Total EXPENAITUIES ...veve i e e et e e e e e e e raieeeen $ 79,321,994 78,127,373  $ 1,194,621
OTHER FINANCING SOURCES (USES)
Transfers from other funds — 6,561,817 —
Transfers to other funds ...............cooevvvieeeieeeennnn. — (6,324,088) —
Other additions and deductions — 46,309 —
Total Other Financing Sources (USES) .........vvuuiiiiiieeiiiiiiiiieiineieeieeneen . — 284,038 —
Excess (Deficiency) of Revenues and Other Sources Over (Under)
Expenditures and Other USES ..........oouiiiiiiit it e e — (233,435) —
FUND BALANCES
Fund Balances, July 1, 2000, Restated .............ouieiiriiiniieieiiee e . — 9,250,955 —
Fund Balances, June 30, 2001 .........oiuitiiiiiit e e e e e — $ 9,017,520 —

12

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



General Purpose Financial Statements

Other Governmental Funds Total

Budget Actual Variance Budget Actual Variance
— 20 —_ —  $ 6,899,322 —
— 1,024,205 — — 1,150,869 —
— — — — 934,709 —
— — — — 1,496,556 —
— 5,260,205 — — 5,286,542 —
— 3,142,142 — — 3,142,142 —
— 4,234 — — 44,618,532 —
— 5,339,230 — — 26,616,073 —
— 37,978 — — 330,810 —
— 14,808,014 — — 90,475,555 —
— 4,619,861 — — 6,562,220 —
— 19,427,875 — — 97,037,775 —
$ 618,040 481,782 $ 136,258 $ 3,300,446 3,093,208 $ 207,238
500,142 430,212 69,930 1,027,576 950,193 77,383
5,785,384 2,800,522 2,984,862 8,005,744 5,018,192 2,987,552
2,206 (3,479) 5,685 150,912 140,833 10,079
1,375,530 1,134,967 240,563 3,642,353 3,349,004 293,349
603,642 485,088 118,554 1,000,608 869,538 131,070
4,387,147 4,335,158 51,989 25,029,116 24,204,531 824,585
18,411 17,934 477 4,962,763 4,952,927 9,836
829,417 768,058 61,359 38,553,755 38,376,550 177,205
3,782,488 3,782,488 — 9,107,317 9,041,254 66,063
501 468 33 2,295,399 2,270,649 24,750
(263,697) (340,782) 77,085 (114,784) (247,090) 132,306
$ 17,639,211 13,892,416 $ 3,746,795 $ 96,961,205 92,019,789 $ 4,941,416
— 16,287,271 — — 22,849,088 —
— (18,375,806) — — (24,699,894) —
— 263,195 — — 309,504 —
— (1,825,340) — — (1,541,302) —
— 3,710,119 — — 3,476,684 —
— 6,652,860 — — 15,903,815 —
— 3 10,362,979 — — 3 19,380,499 —

The notes to the financial statements are an integral part of this statement. 13



State of California Comprehensive Annual Financial Report

Combined Statement of Cash Flows

All Proprietary Fund Types and Discretely Presented Component Units —

Special Purpose Authorities

Year Ended June 30, 2001 _ Component
(amounts in thousands) Proprietary Fund Types Units
Internal Special Purpose
Enterprise ! Service 2 Authorities °
CASH FLOWS FROM OPERATING ACTIVITIES
OPErating iNCOME (I0SS) ......vvviee s eeee e e e e ee e e e ettt en e e, $ 1232992 $  (10,833) $ (382,885)
ADJUSTMENTS TO RECONCILE OPERATING INCOME (LOSS)
TO NET CASH PROVIDED BY OPERATIONS
Interest expense on operating debt ..........covviiiiiii i — 3,153 428,848
DEPIECIALION L..uvvviiiiiieiii it e e a e e e e e e e e aaaaaans 117,305 97,494 17,139
Accretion of capital appreciation BONdS ............ccccveieieiiiiiiiie e, 9,753 — 28,123
Provisions and @llOWANCES ............cccuvrieeeiiiiiieee e e et e e s st re e e seiaree e e s 5,579 — 25,458
Accrual of deferred ChargES .........c.oo.eeoe e (1,889) — (221,753)
Amortization of deferred Credits ............c.ocveviveeeieeeee e, — — (3,586)
AmMortization of diSCOUNES .......uiiiiiiiiiiiiie e 1,391 — 6,553
Amortization (recovery) of deferred charges ..........cccccccvvveeiieiii e, (88,127) — 218,044
Purchase of Program l08NS ..............c.cccevieeuioeeeieeeeeeee e e — — (1,540,632)
Collection of principal from program loans .. 115 — 693,640
(0] 1311 TR 45,642 (1,327) 24,847
Change in assets and liabilities
RECEIVADIES ...ttt et ettt (1,634,744) 4,039 (111,346)
DUE from OthEr fUNAS ....vvvveeiiieeeeeeeeee e (17,144) (55,166) —
Due from Primary GOVEIMMENE ............cveveeeeeeeeeeeeeeseeeeteeeeeeeee e eeee e, — — (12,527)
DUE from OthEr GOVEIMMENES ......cvviveeeeieeieeeeeeeeeeeteeeeeteeeeeeee et e eeeeteseeeaereaneas 4,837 (847) (808)
PIEPAIT IEMS .....vviveeieeeieceeeee et et et s st e ettt e st e e s s eeeeees (2,338) (12,765) (1,320)
INVENEONIES ©..vveveeeeeeeeeeteeees et te e et e et e et e ete et et e e e et e et e ete et et eeee e e e ereareaneare s (2,920) (2,344) —
Net investment in direct financing 1ASES .............ceeeeiieeeeiiiiiiiieee e, 169,675 — —
Advances and 10ans receivabIle ................cccvvveeiiiiiiiiieeee e (146,973) — —
Recoverable POWEr COSES (NEL) ...uuviieeiiiiiiiieee et e et e e (6,127,000) — —
ONEE SSELS ...veeveeeeieeeteeeeee et e et e et e e et e e eae e eae e et e e aaeeaee e, (1,823) 835 25,338
ACCOUNES PAYADIE ©...ovviiiiiiit ettt ettt et e et e e erbe e e e tae e 1,631,042 54,290 29,464
INEEIESt PAYADIE ......veiveeeeee ettt ettt (13,297) 1,391 —
DU t0 Other fUNAS ......cooiiiiiiiiii e 177,514 99,515 —
Due to Other QOVEIMMENES .. ...iuiii it 93,489 9,792 (1,274)
Benefits PAYADIE .........oeiiiiiiiiiie e 226,874 9,524 500,733
DIBPOSIES ..vveeiuvteeeitiee e ettt e ettt e e et e e ettt e e et e e ettt e e et e e et e e e et a e e et e e e etreeetaaeas 581 (168) 8,384
Lottery prizes and annuities .... (131,599) — —
Contracts and notes payable ......... 4,687 2,657 (1,132)
Compensated absences payable .. 1,265 2,729 6,572
Capital Iease obligations ............oouuiiiiiiiiiiiie e — 221 232
AVANCE COIBCHONS .....vvvieieiieeeeiiee ettt (7,688) 59,455 64,394
Oher DS ..........cvevveceieeeeeeeee ettt (24,907) (1,065) (9,689)
Total Ad JUSEMENTS ...t e (5,710,700) 271,413 173,702
Net Cash Provided b y (Used in) Operatin g Activities .............cccceeveennnnn. . (4,477,708) 260,580 (209,183)

Non-cash transactions are those portions of investing, financing, or capital activities that affected assets and liabilities but did not result in

cash receipts or payments during the period.

1Enterprise funds had the following non-cash transactions: a. $192 million in interest accreted on annuitized lottery prizes; b. $80 million
inunclaimed lottery prizes directly transferred for educational purposes; c. $87 million unrealized gain and a $39 million

unrealized loss on investments.

Internal service funds had the following non-cash transactions: a. installment purchases totaling approximately $17 million to acquire

equipment; b. $2 million unrealized gain on investments.

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



General Purpose Financial Statements

Proprietary Fund Types

Component
Units

Internal Special Purpose
Enterprise ! Service 2 Authorities 3
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
DIVIAENAS PAIA ......vvvieieeeieiiiie e e et e e e e e e e e e e e e e e e e e e s eaaaeeeas — — (95,939)
AdVaNCes from Other FUNAS ........evveeiiiiiiieee et e e errae e e 6,169,000 — —
Collection of advances and I08NS ............cccuveeeeiiiiirieeee e 2,887 — —
Return of advances from other fUNOS ...........c..ccvooeooeooe oo (32,258) (74,719) —
Proceeds from general obligation bonds ..............ccooeeeiiiiiiiiiiiiiiieeeeeeeeeeen 78,725 — —
Proceeds from notes payable and commercial paper .........cccccocevveeeeniiiinennennn. 4,300,000 — —
Proceeds from revenue BONAS .............ooeeviieiiiiiieiei e, 179,570 — 2,113,083
Retirement of general obligation BONAS ...........cc..cocvviiiiiieiiiee i (195,045) — —
Retirement of revenue bonds .................... (114,445) — (1,005,812)
Interest paid on operating debt . (93,000) — (428,925)
Operating transfersiin ................ 41,961 23,566 20,141
OpPErating tranSfErS QUL ...........vveieiiiiiiiee ettt e et e (58,263) — —
Grants PrOVIAEM ......ccoiuveeiieiie e it ettt e e e e et e et eeeaae e enes (15,786) — (68,916)
Lottery payments for @dUCALION ............c..ccureeuiieie e e (1,051,136) — —
Net Cash Provided b y (Used in) Noncapital Financin g Activities ........... 9,212,210 (51,153) 533,632
CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Acquisition of iNtaNgible ASSELS .......ccceeeiiiiiiiiiiiee e e — (2,912) —
ACUISIEION OF fIXEA BSSELS ...vvvviiiiieeiiieie e et ettt (416,403) (126,517) (22,871)
Proceeds from sale of fIXed ASSELS ......cccvvveeiiiiiiuiiieieeiitieee e e e 26 3,389 3
Advances from Other FUNAS ..........eeeiviueiiiee et eraee e 96,570 — —
Advances and 10aNS ProVIAEA .............cc.eeueeeeeeereeieeieeeeeeeeee e e e e eee e (4,455) — —
Collection of advances and 08NS ...............ceevviiiiiiieeeiiieie e, 19,332 — —
Return of advances from other funds .............cccooeviiieii i, (23,779) — —
Proceeds from notes payable and commercial paper ...........ccccceevvvvveeeeeinnnnen. 67,743 7,113 —
Principal paid on notes payable and commercial paper ...............ccccceevveeeeennn.n. (28,117) (4,432) (534)
Payment of capital lease OblIgAtioNS .............c.ccveeieieeiieereceece e — (2,598) —
Retirement of general obligation bonds .............ccccooiioiiiiieiiee e (38,810) — —
Proceeds from revenue BONAS .............vvveiiiiiiiiiiiiiie e, 529,864 — —
Retirement of reVENUE DONOS ........vvvviieeiiiiiiieeeeeee e (679,822) — (2,676)
INEEIESE PRI ...ttt ettt e ettt et e e e e (221,480) (3,153) (2,937)
Contributed capital 63,947 27,372 488
Grants received .......ccvveeeeveeiiveeeeeienns 46,728 — 68,916
Payment to refunding escrow agent (174,967) — —
Net Cash Provided by (Used in) Capital and
Related FINancin g ACHVItIES  .......iiiiiiiiiiiii e, (763,623) (101,738) 40,389
CASH FLOWS FROM INVESTING ACTIVITIES
PUIChase Of INVESIMENTS .......uvvviiiieiiieiiiieee e ettt (260,904) — (2,929,506)
Proceeds from maturity and sale of invesStments ..............ccooovvvvieeiieeeeeeeeiiiinnnn. 879,915 47,415 2,511,492
Advances and 10ans ProVided ...............ccueieiiuiieiiieeeeieeeeiee e e (55,682) — (22,636)
Collection of advances and I0ANS ............cccoiiiiiiiiiiiieee e — — 424
Earnings 0N iNVESIMENES ........ceeiiieiurrieeeeieiieeeeeeseitreeeeeseeearrreeeeeeseeaaeeeeessenaees 120,390 15,401 552,264
Net Cash Provided b y Investin g ACtiVitieS .........ccoevvviiiieiiiiii e, 683,719 62,816 112,038
Net Increase (Decrease) in Cash and Pooled Investments ................ccoeeevnneenn. . 4,654,598 170,505 476,876
Cash and Pooled Investments at Jul Y 1, 2000 ........ccoeeevinieiiiiiiieiiieeeeiiee e 2,435,815 301,537 1,015,850
Cash and Pooled Investments at June 30, 2001  .........ccceeeeeeeeeiiiiiiiee e, $ 7,090,413 $ 472,042 $ 1,492,726

Component units had the following non-cash transactions: a. $247 million unrealized gain on investments; b. $495 thousand

in construction costs through the issuance of a note payable; c. $1 million litigation liability.

The notes to the financial statements are an integral part of this statement.
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Combined Statement of Changes in Plan Net Assets

Pension Trust Funds and Discretely Presented Component Unit —
University of California

Component
Unit
Year Ended June 30, 2001 University
(amounts in thousands) Primary of California
Government Retirement
Pension System
Trust Funds Funds
ADDITIONS
Contributions
00T 0= OSSP URUPUPUPTTPT $ 3290732 $ 517
Plan member 3,640,052 619,735
Total CONtrIBULIONS ....v.e e e e e e e e . 6,930,784 620,252
Investment income
Net depreciation in fair value of INVESIMENES ...................oiuuiiiit i eeeeeieeeeeeee e, (31,189,682) (4,603,596)
Interest, dividends, and other iNVESEMENt INCOME ..........cccoeeiieiiiiiiiie i e e 11,536,483 2,194,753
LeSS: INVESIMENT EXPENSE ... vveieeeieeeeeee et e et e e e e e e e e e e e e e e et et e e eeen s (2,842,710) (507,511)
(22,495,909) (2,916,354)
12,404 —
TOtAl AQGIIONS ... oot e e e, (15,552,721) (2,296,102)
DEDUCTIONS
2T T 11PN 9,855,502 712,427
Refunds Of CONHDULIONS ........oiiiit i e e e et e e e e e e eeeeaes 208,834 439,054
AdMINISITAtIVE EXPENSE ..ottt ittt eee et et e e e e e e e e e e ettt e e e e e e e e e e et e aeeaee 240,561 33,334
TranSfEers AmMONG TUNGS ........ooiiiieiie et e e e e et e e e e e e et e e et e e e e e e e e e e eaaaaans — 934
TOtal DEAUCLIONS ...ttt et e et et et e e e e e . 10,304,897 1,185,749
Net Decrease in Fund Balance Reserved for Employees’ Pension Benefits ......................... . (25,857,618) (3,481,851)
Fund Balance Reserved for Employees’ Pension Benefits, July 1, 2000 ...........c.ceoveeinninneenes 285,631,779 50,580,077
Fund Balance Reserved for Employees’ Pension Benefits, June 30, 2001.............ccccevvnvnneene .. $ 259,774,161 $ 47,098,226
Investment Trust Fund — Local Agency Investment
Year Ended June 30, 2001
(amounts in thousands)
CHANGE IN NET ASSETS RESULTING FROM OPERATIONS
INVEStMENt AN INTEIESE INCOME ...ttt et e e e et e e e et ettt e et e et aa e e e e e tbbbat e e e e eereaeaaeee atnnneeaees $ 873,411
Less: Operating eXpenditures a0 EXPENSES .........cccciuuuuiireririit e eeeeee et e e e ettt e eeees ter e e e e e eaarsaaaaeaeaann s (1,720)
Net Increase in Net Assets Resulting From OPerations ..............cuviiriiiiii i e e e 871,691
DISTRIBUTIONS TO PARTICIPANTS
Distributions paid and PAYADIE ... et e (871,691)
CHANGE IN NET ASSETS RESULTING FROM DEPOSITOR TRANSACTIONS
RECEIPLS fIOM AEPOSILOIS ... .et ettt et et e e e et ettt e e e et et o ae e e e ae bt e e e e eee neeeeee bbbt eeeeees 23,089,583
Less: WIthdrawals DY DePOSITOIS ............couuiiiit it e oo e oo e e e e ettt e e e e e e e e e e s e ean s (17,915,986)
Net Increase in Net Assets Resulting From Depositor TranSactions ...........coc.evuiiiriiiiiieieiiieeiieeiieeaae s 5,173,597
TOtal ChANGE IN NET ASSELS ... ittt et et e e e et et et et e e et e et et et e e e e eeiaee aeeeans 5,173,597
Net Assets Held in Trust for Pool Participants, JUly 1, 2000 ........c..iiuiuuiiiiiit it e e e et e e e eaaaeee 12,528,388
Net Assets Held in Trust for Pool Participants, JuNe 30, 20071 ........ccuuit it e e e e e e e eens . $ 17,701,985

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



General Purpose Financial Statements

Combined Balance Sheet
Discretely Presented Component Unit — University of California

June 30, 2001
(amounts in thousands)

Endowment Retirement Total
Current Loan and Similar Plant Agency System (Memorandum
Funds Funds Funds Funds Funds Funds Only)
ASSETS
CaSh .oooviiiiii e $ 147501 $ — 3 — 3 4,545 $ — 3 — $ 152,046
Investments ........c.ocovveviiiiininns 6,098,836 64,298 5,520,003 1,786,446 708,476 56,503,431 70,681,490
Receivables (net) ...........c.cccoeeni 1,230,653 291,113 43,612 69,374 — 414,466 2,049,218
Due from primary government ....... 204,796 — — 17,996 — — 222,792
Due from component units ............ 212 — 35,372 1,379 — 98,194 135,157
Due from other governments ........ 158,207 795 — 31,428 — — 190,430
Inventories, at Cost ...................... 111,922 — — 1,491 — — 113,413
Deferred charges ............cccoeeene. 83,403 —_ — — — — 83,403
Fixed assets ........cooevviviiieiinnnnnn. — — — 18,205,528 — — 18,205,528
Investment in UCSF Stanford
Health Care ........cooeevvviiiinennn. — — — 6,843 — — 6,843
Total Assets........cccoeeeineeene . $8,035530 $ 356,206 $5,598,987 $ 20,125,030 $ 708,476 $57,016,091 $ 91,840,320
LIABILITIES AND FUND EQUITY
Liabilities
Accounts payable ..................... $1,630,137 $ 240 $ 107,783 $ 89,265 $ — $ 570,250 $ 2,397,675
Due to component units ............ 104,058 2,000 — 29,099 — — 135,157
DEePOSItS ..uevviiiiei e 377,208 — — — 708,476 — 1,085,684
Compensated absences ............ 403,382 — — — — — 403,382
Commercial paper and other
borrowings .........ccoooeiiiiiiinnl 1,034 — — 893,717 — — 894,751
Capital lease obligations ............ — — — 1,164,555 — — 1,164,555
Revenue bonds payable ............ — 1,605 — 3,110,285 — — 3,111,890
Securities lending obligation ....... 2,277,820 — 834,129 — — 9,347,615 12,459,564
Total Liabilities ................. 4,793,639 3,845 941,912 5,286,921 708,476 9,917,865 21,652,658
Fund Equity
Investment in general
fixed assets ........oceveviiniininnns — — — 13,368,849 — — 13,368,849
Fund balances
Employees’ pension benefits ... — — — — — 47,098,226 47,098,226
Reserved for other
specific purposes ................ 1,141,573 323,241 3,681,542 579,094 — — 5,725,450
Undesignated ...........ccc.cco..... 2,100,318 29,120 975,533 890,166 — — 3,995,137
Total Fund Equity ........... .. 3,241,891 352,361 4,657,075 14,838,109 — 47,098,226 70,187,662
Total Liabilities and
Fund Equity .............. .. $8,035,530 $ 356,206 $5,598,987 $ 20,125,030 $ 708,476 $57,016,091 $ 91,840,320

The notes to the financial statements are an integral part of this statement. 17
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Combined Statement of Changes in Fund Balances
Discretely Presented Component Unit — University of California

Year Ended June 30, 2001
(amounts in thousands)

REVENUES AND OTHER ADDITIONS
Student tuition and fEES ........coiii i
U.S. gOVEIMMENT ..ottt e e e e e e
LOCal QOVEIMMENT ...viitiiii e e e e e e e aee e
Sales and services
Educational actiVities .............cc.viiiiiiiiiiiie e
Medical centers ..........coocveveiiiiineennnn.
Auxiliary enterprises

Private gifts, grants, and contracts
Investment income

Net appreciation (depreciation) in fair value of investments ........
Expended for plant facilities (including $504,584 of current funds) ..
UCSF Stanford Health Care distributions (net) ...........cccocvnivnicene.
Retirement of indebtedness ............cooviiiiiiiiii
OthEr FTEVENUES ...ttt ettt e e e
Transfers in — primary government ...........ccceoveieieiieeciieieenns
Other additionS ........ccuiiiii e e

Total Revenues and Other Additions .............c.ccovveevnnee.

EXPENDITURES AND OTHER DEDUCTIONS
Current fund expenditures
Educational and general ...........cc.oiiiiiiiiiie i
MediCal CENLEIS .....ce i e e
AuXiliary @NtErPriSES .....uuuiiit it et et
Department of Energy laboratories ...........c.coevvveiiieiiniieinne e,
Securities lending fees and rebates ...............cooeiiiiiiiin s
Plant fund expenditures (including noncapitalized
expenditures of $16,489) .........ovviiiiiiiiiiiiii
Issuance of debt obligations ...........cccociviiiiiiii i,
Debt service
Principal retirement ..........coooiiiiiiiii
INEEIESE ottt s
Disposal of plant @SSets ........c.ooeuiiiiiiiiiii e
Other

Total Expenditures and Other Deductions
TRANSFERS AMONG FUNDS
Mandatory contractual arrangements
Loan funds matching grants ..............cooiiiiiiiiiie e
Principal and iNterest ..o
Nonmandatory (discretionary allocations) ...............cocceeeviinencnnnns

Total Transfers Among Funds ............c.cooveiiiiiiiiiviineennen
Net Increase (Decrease) in Fund Balances ...............ccooovveennn.
Fund Balances, July 1, 2000
Fund Balances, June 30, 2001 ...
*Restated

Endowment

Current Loan and Similar Plant

Funds Funds Funds Funds
1,189,515 $ — 8 — % 17,731
4,947,104 2,515 — 62,613
113,513 — — —
779,711 — — —
2,856,719 — _ _
676,412 — — —
1,045,326 682 48,036 138,799
158,621 — 8,778 —
144,776 — — —
220,786 11,187 — 73,526
104,208 772 (501,074) 16,442
— — — 1,531,770
— — — (8,557)
— 5,800 — 257,766
281,467 — — —
3,440,085 — — 199,290
56,627 4,770 48,959 10,153
16,014,870 25,726 (395,301) 2,299,533
8,310,815 — — —
2,729,610 — — —
532,013 — — —
3,070,379 — — —
138,085 — — —
— — — 425,988
— — — 464,116
— 5,800 — 253,509
— — — 257,144
— — — 228,515
71,540 7,119 5,596 109,196
14,852,442 12,919 5,596 1,738,468
(51) 51 — —
(338,211) — — 338,211
(582,979) 215 62,809 520,889
(921,241) 266 62,809 859,100
241,187 13,073 (338,088) 1,420,165
3,000,704 * 339,288 4,995,163 13,417,944
$ 3241891 $ 352361 $ 4,657,075 $ 14,838,109

18 The notes to the financial statements are an integral part of this statement.
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Combined Statement of Current Funds Revenues,

Expenditures, and Other Changes

Discretely Presented Component Unit — University of California

Year Ended June 30, 2001
(amounts in thousands)

REVENUES
Student tuition and fEES ....... i
U.S. government appropriations, grants and contracts ...............ccoveeviiiineinennnnnn.
Local government grants and CONTIACES .........cc.uuuuneiitiineieaiiiiee e eiaeaes
Sales and services
EdUCAtioN GCHVITIES ....cvuiiiee et et e e et e e
MEICAI CENLEIS ...t e e e et e e e e
AUXIlIATY ENEEIPIISES . .uvenieit e ettt et et e e e et e e e ae e eeaees
Private gifts, grants and CONIaCtS ...........ccoiiiiiii i e
Investment income
Endowment and similar funds
Securities lending
OLNEI oo e
Net appreciation in fair value of investments
Department of Energy laboratories ............c.o.viiiiiiiiiiiiiiii e
OLNEI FTEVENUES ....eeieiie ettt et ettt et e e e et e e e ees
Transfers in — primary gOVEINIMENT ........c..iie it et e e e eanes

TOtal REVENUES  ..oeii it

EXPENDITURES AND MANDATORY TRANSFERS

Educational and general
INSETUCHIONAL ... oee e e e et
RESEAICH ..o
Public service ....................
Academic support
SHUAENT SEIVICES ...t e e e e et e e e e ea e ean e
INSEEULIONA] SUPPOIT ...ttt e e e e e e e eeeens
Operation and maintenance of plant
Student financCial @id ........ ..o

Mandatory transfers
Loan fund matChing grant ..........coeuiieiii i e e e
Debt service

Total Educational and General Ex penditures, and Mandator y Transfers .
Medical centers

EXPENGITUIES ...t ettt e e et e e e et e e
MaNdatory tranSIEIS ... ...
Total Medical Centers
Auxiliary enterprises
EXPENAITUIES ....ve e e e e e e et et et e e
Mandatory tranSTEIS .. ...c.iie it e e e e

Total Auxiliar y Enterprises ...
Department of Energy laboratories
Securities lending fees and rebates

Total Ex penditures and Mandator y Transfers ...........cccoeeviviiiiiiiniinennn.

OTHER TRANSFERS AND ADDITIONS (DEDUCTIONS)
Restricted receipts in excess of restricted expenditures ...............ccooeeviiiiiiinennnns
NonmMandatory tranSfers ..o e
Other

Total Other Transfers and Additions  (Deductions ) ..........ccccvvviiviinnennnn.
Net Increase in FuNd BalanCes ........ooiiiiiiii e

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

Total
Current Funds (Memorandum

Unrestricted Restricted Only)
$ 1,189,515 $ — $ 1,189,515
363,585 1,487,872 1,851,457
2,438 118,501 120,939
779,711 — 779,711
2,856,719 — 2,856,719
676,412 — 676,412
91,264 942,311 1,033,575
36,371 122,250 158,621
97,232 47,544 144,776
199,561 21,225 220,786
71,133 33,075 104,208
31,118 3,070,379 3,101,497
281,467 — 281,467
2,968,857 398,670 3,367,527
9,645,383 6,241,827 15,887,210
2,397,811 183,919 2,581,730
391,534 1,927,468 2,319,002
237,746 156,973 394,719
919,080 141,053 1,060,133
324,390 18,550 342,940
593,035 45,167 638,202
430,727 1,104 431,831
200,211 342,047 542,258
(181) 232 51
118,205 108,720 226,925
5,612,558 2,925,233 8,537,791
2,723,723 5,887 2,729,610
59,194 — 59,194
2,782,917 5,887 2,788,804
524,735 7,278 532,013
52,092 — 52,092
576,827 7,278 584,105
— 3,070,379 3,070,379
92,824 45,261 138,085
9,065,126 6,054,038 15,119,164
— 71,033 71,033
(493,998) (88,981) (582,979)
(9,967) (4,946) (14,913)
(503,965) (22,894) (526,859)
$ 76,292 $ 164,895 $ 241,187
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Notes to the Financial Statements

NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements present information on the
financial activities of the State of California over which the
Governor, the Legislature, and other elected officials have direct or
indirect governing and fiscal control. These financial statements
have been prepared in conformity with accounting principles
generally accepted in the United States of America (GAAP). The
provisions of Governmental Accounting Standards Board (GASB)
Statement No. 33, Accounting and Financial Reporting for
Nonexchange Transactions, and GASB Statement No. 36, Recipient
Reporting for Certain Shared Nonexchange Revenues, an amendment
of GASB Statement No. 33, have been implemented in this report.

The following GASB Statements are required to be implemented for
the year ending June 30, 2002, and will significantly change the
presentation of the financial statements:

GASB Statement No. 34, Basic Financial Statements—and
Management's Discussion and Analysis—for State and Local
Governments, except for the retroactive provisions for
infrastructure;

GASB Statement No. 35, Basic Financial Statements—and
Management's Discussion and Analysis—for Public Colleges and
Universities, an amendment of GASB Statement No. 34;

GASB Statement No. 37, Basic Financial Statements—and
Management's Discussion and Analysis—for State and Local
Governments: Omnibus, an amendment of GASB Statements
No. 21 and No. 34; and

Certain provisions of GASB Statement No. 38, Certain Financial
Statement Note Disclosures.

Under the new standards, the financial report should consist of the
management's discussion and analysis (MD&A), basic financial
statements, and required supplementary information. The MD&A
should provide an analytical overview of the government's financial
activities. The basic financial statements should include the
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government-wide financial statements, fund financial statements,
and notes to the financial statements.

In addition, the new standards require the government to report all
capital assets, including infrastructure assets, in the government-
wide statement of net assets and to report depreciation expense in
the statement of activities. For the fund financial statements, the
government is required to report separate columns for General
Fund and for other major governmental and enterprise funds. The
government is also required to present a summary reconciliation
between the government-wide financial statements and the fund
financial statements.

As required by GASB Statement No. 14, The Financial Reporting
Entity, these financial statements present the primary government
of the State and its component units. The primary government
consists of all funds, account groups, organizations, institutions,
agencies, departments, and offices that are not legally separate from
the State. GASB Statement No. 14 does not modify the fiduciary
fund reporting requirements of the primary government. As a
result, funds such as the Public Employees’ Retirement Fund and
the State Teachers’ Retirement Fund are reported in the appropriate
fiduciary funds. Component units are organizations that are legally
separate from the State but for which the State is financially
accountable, or for which the nature and significance of their
relationship with the State is such that exclusion would cause the
State’s financial statements to be misleading or incomplete. The
decision to include a potential component unit in the State's
reporting entity is based on several criteria, including legal
standing, fiscal dependency, and financial accountability. Following
is information on blended and discretely presented component units
for the State.

Blended component units, although legally separate entities, are
in substance part of the primary government's operations.
Therefore, data from these blended component units are integrated
into the appropriate funds for reporting purposes.

Building authorities are blended component units because they
have been created through the use of joint exercise of powers
agreements with various cities to finance the construction of state
buildings. The building authorities are reported as capital projects
funds. As a result, the $805 million of capital lease arrangements
between the building authorities and the State has been eliminated
from the combined balance sheet. Instead, only the underlying
fixed assets and the debt used to acquire them are reported in the
appropriate account groups. Copies of the financial statements of
the building authorities may be obtained from the State Controller’s
Office, Division of Accounting and Reporting, P.O. Box 942850,
Sacramento, California 94250-5875.
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Discretely presented component units are reported in separate
columns in the combined financial statements. These units are
legally separate from the primary government and mostly provide
services to entities and individuals outside the State. For ease of
presentation, discretely presented component units, other than the
University of California, are included in the statements under the
heading of special purpose authorities.

The University of California was founded in 1868 as a public, state-
supported, land grant institution. It was written into the State
Constitution of 1879 as a public trust to be administered by a
governing board, the Regents of the University of California. The
University of California is a component unit of the State because the
State appoints a voting majority of the regents and because
expenditures for the support of various university programs and
capital outlay are appropriated by the annual Budget Act.

Copies of the University of California’s separately issued financial
statements may be obtained from the University of California,
Financial Management, 1111 Franklin Street, 10th Floor, Oakland,
California 94607-5200.

Special purpose authorities are presented in three separate
categories for condensed financial statement reporting purposes:
The State Compensation Insurance Fund (SCIF), the California
Housing Finance Agency (CHFA), and non-major component units.
SCIF and CHFA are considered major component units, while all
other special purpose authority component units are shown as
non-major component units.

SCIF is a self-supporting enterprise created to offer insurance
protection to employers at the lowest possible cost. It operates in
competition with other insurance carriers to provide services to the
State, counties, cities, school districts, and other public
corporations. It is a component unit of the State because the State
appoints all five voting members of SCIF’'s governing board and has
the authority to approve or modify SCIF’'s budget. Copies of SCIF's
financial statements for the year ended December 31, 2000, may be
obtained from the State Compensation Insurance Fund,
1275 Market Street, San Francisco, California 94103.

CHFA was created by the Zenovich-Moscone-Chacon Housing and
Home Finance Act, as amended. CHFA’'s purpose is to meet the
housing needs of persons and families of low and moderate income.
It is a component unit of the State because the State appoints a
voting majority of CHFA's governing board and has the authority to
approve or modify its budget. Copies of CHFA's financial
statements may be obtained from the California Housing Finance
Agency, 1121 L Street, 7th Floor, Sacramento, California 95814.
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State legislation created various non-major component units to
provide certain services outside the primary government and to
provide certain private and public entities with a low-cost source of
financing for programs deemed to be in the public interest. The
California Pollution Control Financing Authority, the San Joaquin
River Conservancy, and the district agricultural associations are
considered component units, since they have a fiscal dependency on
the primary government. The California Educational Facilities
Authority is considered a component unit, since its exclusion from
the statements would be misleading because of its relationship with
the primary government. The balance of the non-major component
units are considered component units because the majority of
members of their governing boards are appointed by or are
members of the primary government, the primary government can
impose its will on the entity, or the entity provides a specific
financial benefit to the primary government. Copies of the financial
statements of these component units may be obtained from the
State Controller's Office, Division of Accounting and Reporting,
P.O. Box 942850, Sacramento, California 94250-5875. The
non-major component units are:

The California Alternative Energy and Advanced Transportation
Financing Authority, which provides financing for alternative
energy and advanced transportation technologies;

The California Infrastructure and Economic Development Bank,
which provides financing for business development and public
improvements;

The California Pollution Control Financing Authority, which
provides financing for pollution control facilities;

The California Health Facilities Financing Authority, which
provides financing for the construction, equipping, and
acquisition of health facilities;

The California Educational Facilities Authority, which issues
revenue bonds to finance loans for students attending public and
private colleges and universities and to assist private educational
institutions of higher learning in financing the expansion and
construction of educational facilities;

The California School Finance Authority, which provides loans to
school and community college districts to assist in obtaining
equipment and facilities;

The district agricultural associations, which exhibit all of the
industries, industrial enterprises, resources, and products of the
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state (the district agricultural associations' financial report is as
of and for the year ended December 31, 2000);

The San Joaquin River Conservancy, which was created to acquire
and manage public lands within the San Joaquin River
Parkway; and

The California Urban Waterfront Area Restoration Financing
Authority, which provides financing for coastal and inland urban
waterfront development projects.

A joint venture is an entity resulting from a contractual
arrangement, that is owned, operated, or governed by two or more
participants as a separate and specific activity subject to joint
control. In such an arrangement, the participants retain an
ongoing financial interest or an ongoing financial responsibility in
the entity. These entities are not part of the primary government or
a component unit.

The State participates in a joint venture with the Capitol Area
Development Authority (CADA). CADA was created in 1978 by the
joint exercise of powers agreement between the primary government
and the City of Sacramento for the location of state buildings and
other improvements. CADA is a public entity, separate from the
primary government and the city, and is administered by a board of
five members: two appointed by the primary government, two
appointed by the city, and one appointed by the affirmative vote of
at least three of the other four members of the board. The primary
government designates the chairperson of the board. Although the
primary government does not have an equity interest in CADA, it
does have an ongoing financial interest. Based upon the
appointment authority, the primary government has the ability to
indirectly influence CADA to undertake special projects for the
citizenry of the participants. The primary government subsidizes
CADA's operations by leasing land to CADA without consideration;
however, the primary government is not obligated to do so. At
June 30, 2001, CADA had total assets of $15.3 million, total
liabilities of $8.3 million, and reserved and unreserved retained
earnings of $0.1 million and $5.9 million, respectively. Total
revenues for the fiscal year were $6.5 million and expenses were
$5.3 million, resulting in a net income of $1.2 million. Because the
primary government does not have an equity interest in CADA,
CADA's financial information is not included in the financial
statements of this report. Separately issued financial statements
can be obtained from the Capitol Area Development Authority,
1522 14th Street, Sacramento, California 95814.

The affiliation between the University of California, San Francisco
(UCSF) Medical Center and Stanford University, creating UCSF
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Stanford Health Care, a separate non-profit corporation, was
terminated on March 31, 2000. The majority of the University of
California's share of the net assets was distributed to the university
on April 1, 2000. The university's remaining investment in UCSF
Stanford Health Care is accounted for as a joint venture using the
equity method of accounting.

Information on the finances of the joint venture may be obtained
from the University of California, Financial Management,
1111 Franklin Street, 10th Floor, Oakland, California 94607-5200.

A related organization is an organization for which a primary
government is accountable because that government appoints a
voting majority of the organization's governing board, but which is
not financially accountable to the State.

Chapter 854 of the Statutes of 1996 created two state-chartered,
non-profit market institutions, a Power Exchange and an
Independent System Operator, to ensure a reliable supply of
electricity. The Power Exchange is responsible for providing an
efficient and competitive auction to meet the electricity loads of
exchange customers; it is open on a non-discriminatory basis to all
electricity providers. The Independent System Operator is
responsible for providing centralized control of the statewide
transmission grid to ensure the efficient use and reliable operation
of the transmission system. A five-member oversight board,
comprised of three Governor's appointees, an appointee of the
Senate Committee on Rules, and an appointee of the Speaker of the
Assembly, oversees the two institutions and appoints governing
boards that are broadly representative of the State's electricity users
and providers. The State's accountability for these institutions does
not extend beyond making the appointments. Since the primary
government is not financially accountable for the Power Exchange
and the Independent System Operator, the financial information of
these two institutions is not included in the financial statements of
this report.

In January 2001, the Power Exchange went bankrupt due to a spike
in demand for electricity starting in the summer of 2000, coupled
with a rise in the price of natural gas. Under the Governor's
direction, the Department of Water Resources has assumed
responsibility for purchasing power for the Power Exchange's
customers.

The Bay Area Toll Authority, which is not part of the State's
reporting entity, was created by the California Legislature in 1997 to
administer the base $2 toll on toll revenues collected from the San
Francisco Bay Area’s seven state-owned toll bridges and to have
program oversight related to certain bridge construction projects.
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Additional information on the Bay Area Toll Authority may be
obtained from the Metropolitan Transportation Commission,
101 Eighth Street, Oakland, California 94607.

The financial statements of the State are organized and operated on
the basis of funds, account groups, and component units. A fund is
an independent fiscal and accounting entity with a self-balancing
set of accounts. Fund accounting segregates funds according to
their intended purpose and is used to aid management in
demonstrating compliance with finance-related legal and
contractual provisions. The minimum number of funds is
maintained consistent with legal and managerial requirements.

An account group is a reporting device to account for certain assets
and liabilities of the governmental funds that are not recorded
directly in those funds.

A component unit is an organization that is legally separate from
the State but for which the State is financially accountable, or for
which the nature and significance of its relationship with the State
is such that exclusion would cause the State’s financial statements
to be misleading or incomplete.

The financial activities of the State accounted for in the
accompanying financial statements are classified as follows.

Governmental fund types are used primarily to account for
services provided to the general public without charging directly for
those services.

The State has the following three governmental fund types.

The General Fund is the main operating fund of the State. It
accounts for transactions related to resources obtained and used
for those services that do not need to be accounted for in another
fund.

Special revenue funds account for transactions related to
resources obtained from specific revenue sources (other than
expendable trusts or major capital projects) that are legally
restricted to expenditures for specified purposes.

Capital projects funds account for transactions related to
resources obtained and used to acquire or construct major
capital facilities.

Proprietary fund types present financial data on activities that are

similar to those found in the private sector. Users are charged for
the goods or services provided. For its proprietary funds, the State

29



State of California Comprehensive Annual Financial Report

30

applies all applicable GASB pronouncements, pursuant to GASB
Statement No. 20, as well as all applicable Financial Accounting
Standards Board (FASB) statements and interpretations issued on
or before November 30, 1989, unless the FASB statements and
interpretations conflict with or contradict GASB pronouncements.
However, with one exception, the State has elected not to
apply FASB statements and interpretations issued after
November 30, 1989. The exception is Prison Industries, an internal
service fund, which has elected to follow FASB pronouncements
issued after November 30, 1989, unless they conflict with or
contradict GASB pronouncements.

The State has two proprietary fund types.

Enterprise funds account for goods or services provided to the
general public on a continuing basis when (1) the State intends
that all or most of the cost involved is to be financed by user
charges, or (2) periodic measurement of the results of operations
is appropriate for management control, accountability, capital
maintenance, public policy, or other purposes.

Internal service funds account for goods or services provided to
other agencies, departments, or governments on a cost-
reimbursement basis.

Fiduciary fund types are used to account for assets held by the
State. The State acts as a trustee or as an agent for individuals,
private organizations, other governments, or other funds.

The State has the following four fiduciary fund types.

Expendable trust funds account for assets held in a trustee
capacity when principal, income, and earnings on principal may
be expended in the course of a fund’'s designated operations.

Pension trust funds account for transactions, assets, liabilities,
and net assets available for plan benefits of the retirement
systems.

Agency funds account for assets held by the State, which acts as
an agent for individuals, private organizations, other
governments, or other funds. Agency funds are custodial in
nature and do not measure the results of operations.

An investment trust fund accounts for the deposits, withdrawals,
and earnings of the Local Agency Investment Fund, an external
investment pool for local governments and public agencies.
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C. Measurement Focus
and Basis of
Accounting

Account groups are used to establish control over and accountability
for the government’s general fixed assets and general long-term
obligations.

The State has the following two account groups.

The general fixed assets account group accounts for governmental
fixed assets not reported in a proprietary fund or a trust fund.

The general long-term obligations account group accounts for
unmatured general obligation bonds and other long-term obligations
generally expected to be financed from governmental funds.

Discretely presented component units are reported in separate
columns in the combined financial statements to emphasize that they
are legally separate from the primary government. The discretely
presented component units are classified as the University of California
and as special purpose authorities. The University of California’s
financial statements are prepared in conformity with GAAP, using the
American Institute of Certified Public Accountants College and
University Audit Guide model. As a result, the University of
California’s activities are accounted for in the following funds: current
funds, loan funds, endowment and similar funds, plant funds, agency
funds, and retirement system funds. Special purpose authorities
account for their activities as enterprise funds.

Governmental fund types and expendable trust funds are presented
using the flow of current financial resources measurement focus. With
this measurement focus, operating statements present increases and
decreases in net current assets; the unreserved fund balance is a
measure of available spendable resources.

The accounts of the governmental fund types and expendable trust
funds are reported using the modified accrual basis of accounting.
Under the modified accrual basis, revenues are recorded as they
become measurable and available, and expenditures are recorded at
the time the liabilities are incurred. Principal tax revenues susceptible
to accrual are recorded as taxpayers earn income (personal income and
bank and corporation taxes), as sales are made (consumption and use
taxes), and as the taxable event occurs (miscellaneous taxes), net of
estimated tax overpayments. Other revenue sources are recorded when
they are earned or when they are due, provided they are measurable
and available within the ensuing 12 months.

Compensated absences are accounted for on a modified accrual basis
of accounting. Except for expenditures in the General Fund for earned
leave of academic-year faculty, compensated absences expenditures are
not accrued because it is not anticipated that compensated absences
will be used in excess of a normal year’'s accumulation.
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Food Stamps

Inventories

Direct Financing
Leases

Agency funds are custodial in nature and do not measure the
results of operations. Assets and liabilities are recorded using the
modified accrual basis of accounting.

Proprietary fund types, the investment trust fund, and pension
trust funds are accounted for on the flow of economic resources
measurement focus.

The accounts of the proprietary fund types, the investment trust
fund, and pension trust funds are reported using the accrual basis
of accounting. Under the accrual basis, revenues are recognized
when they are earned, and expenses are recognized when they
are incurred.

Lottery revenues and the related prize expenses are recognized
when sales are made. Certain prizes are payable in deferred
installments. Such liabilities are recorded at the present value of
amounts payable in the future.

For purposes of the statement of cash flows, all cash and pooled
investments in the State Treasurer’s pooled investment program are
considered to be cash and cash equivalents.

Discretely presented component units, which are classified as
the University of California and special purpose authorities, are
accounted for on the flow of current resources and the flow of
economic resources measurement focus, respectively. All use the
full accrual basis of accounting.

The distribution of food stamp benefits is recognized as revenues
and expenditures in a special revenue fund, as required by GAAP.
Revenues and expenditures are recognized when the benefits are
distributed to the recipients. Food stamp balances held by the
counties are reported as an asset and offset by deferred revenue.
Revenues, expenditures, and balances of food stamp benefits are
measured based on face value.

Inventories are primarily stated at either the lower of average cost or
market, or at cost utilizing the weighted average valuation method.
In governmental fund types, inventories are recorded as
expenditures when purchased. In proprietary fund types,
inventories are expensed when consumed.

The discretely presented component units have inventory policies
similar to those of the primary government.

The State Public Works Board, an agency that accounts for its
activities as an enterprise fund, has entered into lease-purchase
agreements with various other primary government agencies, the
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G. Deferred Charges

H. Fixed Assets

University of California, and certain local agencies. The payments
from these leases will be used to satisfy the principal and interest
requirements of revenue bonds issued by the State Public Works
Board to finance the construction of facilities and energy efficiency
projects. Upon expiration of the leases, jurisdiction of the facilities
and projects will be with the primary government agency, the
University of California, 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.

The deferred charges account primarily represents operating and
maintenance costs and unrecovered capital costs in the enterprise
fund type that will be recognized 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 deferred
charges. These charges are recognized when billed in future years
under the terms of water supply contracts.

The general fixed assets account group includes capital assets
that are not assets of any specific fund, but rather of the primary
government as a whole. Most of these assets arise from the
expenditure of the financial resources of governmental funds and
expendable trust funds used to acquire or construct them. The
general fixed assets account group does not include fixed assets of
proprietary funds or pension trust funds. These fixed assets are
accounted for in their respective funds.

The general fixed assets account group is presented in the financial
statements at cost or estimated historical cost. Donated fixed
assets are stated at fair market value at the time of donation.
Interest during construction has not been capitalized. Also, public
domain or “infrastructure” fixed assets are not capitalized.
Accumulated depreciation is not recorded in the general fixed assets
account group. Purchased fixed assets are stated at historical cost.
Tangible and intangible property are capitalized if the property has
a normal useful life of at least one year and an acquisition cost of at
least $5,000.

Proprietary fund type fixed assets, consisting of property, plant,
and equipment, are stated at cost at the date of acquisition, less
accumulated depreciation. They are depreciated over their
estimated useful or service lives, ranging from 2 to 100 years, using
the straight-line method of depreciation. Dormitory facilities, which
represent 17.9% of the fixed assets of the enterprise funds, are not
depreciated.

The fixed assets of the discretely presented component units are
stated at cost at the date of acquisition, or at fair market value at
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the date of donation in the case of gifts. Depreciation on the
majority of the fixed assets of the discretely presented component
units is not recorded, which is consistent with GAAP.

The primary government reports long-term obligations of
governmental funds in the general long-term obligations account
group. Long-term obligations consist of certain unmatured general
obligation bonds, certain unmatured revenue bonds, capital lease
obligations, certificates of participation, commercial paper, the net
pension obligation of the pension trust funds, the liability for
employees’ compensated absences and workers’ compensation
claims, amounts owed for lawsuits, and the primary government’s
share of the University of California pension liability.

With approval in advance from the Legislature, certain authorities
and state agencies may issue revenue bonds. Principal and interest
on revenue bonds are payable from the pledged revenues of the
respective funds, building authorities, and agencies. The General
Fund has no legal liability for payment of principal and interest on
revenue bonds. With the exception of the building authorities,
which are included in capital projects funds, the liability for revenue
bonds is recorded in the respective fund.

In the governmental funds, only the amounts of compensated
absences that normally would be liquidated with expendable
available financial resources are accrued at year-end, such as costs
of academic-year faculty. The costs of the academic-year faculty
represent services rendered over a ten-month period that are paid
for over a 12-month period. The balance of the amounts owed for
services rendered is reported as a current liability in the General
Fund. Unless it is anticipated that compensated absences will be
used in excess of a normal year's accumulation, no additional
liabilities are accrued. As a result, the unpaid liability for
governmental funds is recorded in the general long-term obligations
account group. Accumulated sick-leave balances are not included
in the compensated absences because they do not vest to
employees. However, unused sick-leave balances convert to service
credits upon retirement.

The amounts of vested unpaid vacation and annual leave
accumulated by state employees are accrued in proprietary funds
when incurred. In the discretely presented component units, the
compensated absences are accounted for in a similar manner as the
proprietary funds in the primary government.

Fund equity accounts represent the difference between assets and
liabilities of a fund. The fund equity accounts consist of contributed
capital and retained earnings for proprietary funds and certain
component units, investment in general fixed assets for the general
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fixed assets account group and certain component units, and fund
balances for governmental funds, trust funds, and certain
component units.

Contributed capital is the permanent fund capital of a proprietary
fund. In the past, contributed capital was created when a residual
equity transfer was received by a proprietary fund, when a general
fixed asset was “transferred” to a proprietary fund, or when a grant
was received that was externally restricted to capital acquisition or
construction. As described in Note 17, capital contributions are
now recognized as revenues.

Retained earnings are divided into two sections: reserved for
regulatory requirements and unreserved. The reserved for regulatory
requirements section represents a segregation of the retained
earnings in enterprise funds and certain component units for
amounts that are unavailable for general use as a result of specific
legal requirements. Unreserved retained earnings represent the
accumulated earnings of proprietary funds and certain component
units that are not reserved for any specific purpose.

The fund balances for governmental funds and trust funds are
divided into two sections: reserved and unreserved-undesignated.
Part or all of the total fund balance may be reserved as a result of
law or generally accepted accounting principles. Reserves represent
those portions of the fund balances that are legally segregated for
specific uses. The reserves of the fund balance for governmental
funds, trust funds, and certain component units are as follows.

Reserved for encumbrances represents goods and services that
are ordered, but not received, by the end of the year.

Reserved for local agencies represents amounts held on behalf of
local governments and local public agencies in the Local Agency
Investment Fund, an investment trust fund.

Reserved for advances and loans receivable represents advances
to other funds and the non-current portion of loans receivable
that do not represent expendable available financial resources.

Reserved for employees’ pension benefits represents reserves of
the pension trust funds and the University of California, a
discretely presented component unit. These reserves include
accumulated contributions made by employees and employers,
and undistributed interest and investment earnings.

Reserved for continuing appropriations represents the

unencumbered balance of all appropriations for which the period
of availability extends beyond the period covered by this report.
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Total Columns

These appropriations are legally segregated for a specific
future use.

Reserved for other specific purposes includes amounts of the
University of California, a discretely presented component unit,
that are not available for future appropriations other than those
for which the fund was established.

The unreserved-undesignated amounts represent the net of total
fund balance, less reserves, for governmental funds, trust and
agency funds, and certain component units.

Investment in general fixed assets represents the fixed assets of the
governmental funds and expendable trust funds reported in the
general fixed assets account group and the fixed assets of the
University of California, a discretely presented component unit, that
are restricted for specific purposes.

The beginning fund balance of the special revenue funds has been
reduced by $50 million for corrections related to the prior year
statements. The beginning retained earnings of the enterprise
funds has been increased by $109 million for corrections related to
the prior year statements. The beginning retained earnings of the
discretely presented component units has been increased by
$2 million for corrections related to the prior year statements.

The beginning fund balance of the University of California has been
increased by $128 million as a result of the implementation of
GASB Statement No. 33, which establishes accounting and financial
reporting standards for transactions in which the university
receives value without directly giving equal value in exchange. Gifts
are recorded as revenue when received. Unconditional pledges of
private gifts are recorded as revenue in the year promised, and state
capital appropriations received in advance of the capital expenditure
are recorded as deferred revenue, or accrued revenue if not received
in advance of the capital expenditure.

The State is the custodian of guaranty deposits held to protect
consumers, to secure the State’s deposits in financial institutions,
and to ensure payment of taxes and fulfillment of obligations to the
State. Guaranty deposits of securities and other properties are not
shown on the financial statements.

Total columns captioned “memorandum only” do not represent
consolidated financial information and are presented only to
facilitate financial analysis. The columns do not present
information that reflects financial position, results of operations, or
cash flows, in accordance with GAAP. Interfund eliminations have
not been made in the aggregation of this data.
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NOTE 2.

BUDGETARY AND LEGAL COMPLIANCE

A. Budgeting and
Budgetary Control

The State’s annual budget is prepared primarily on a modified
accrual basis for governmental funds. The Governor recommends a
budget for approval by the Legislature each year. This
recommended budget includes estimated revenues; however,
revenues are not included in the budget adopted by the Legislature.
Under state law, the State cannot adopt a spending plan that
exceeds estimated revenues.

Under the State Constitution, money may be drawn from the
treasury only through a legal appropriation. The appropriations
contained in the Budget Act, as approved by the Legislature and
signed by the Governor, are the primary sources of annual
expenditure authorizations and establish the legal level of control at
the appropriation level for the annual operating budget. The budget
can be amended throughout the year by special legislative action,
budget revisions by the Department of Finance, or executive orders
by the Governor.

Amendments to the initial budget for the year ended June 30 were
legally made, and are included in the budget data in the financial
statements. The amendments had the effect of increasing spending
authority and expenditures for the year.

Appropriations are generally available for expenditure or
encumbrance either in the year appropriated or for a period of three
years if the legislation does not specify a period of availability. At
the end of the availability period, the encumbering authority for the
unencumbered balance lapses. Some appropriations continue
indefinitely, while others are available until fully spent. Generally,
encumbrances must be liquidated within two years from the end of
the period when the appropriation is available. If the encumbrances
are not liquidated within this additional two-year period, the
spending authority for the encumbrances lapses.

Individual appropriations are charged as expenditures when
commitments for goods and services are incurred. However, for
financial reporting purposes, the State reports expenditures based
on the year goods and services are received. The Combined
Statement of Revenues, Expenditures, and Changes in Fund
Balances, Non-GAAP Budgetary Basis - Budget and Actual, includes
all of the current-year expenditures for governmental cost funds
and their related appropriations that are legislatively authorized
annually, continually, or by project. On a budgetary basis,
adjustments for encumbrances are budgeted under other general
government, while the encumbrances relate to all programs'
expenditures. Negative budget and expenditure amounts for other
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general government can result when current encumbrances are
significantly higher than prior year encumbrances.

State agencies are responsible for exercising basic budgetary control
and ensuring that appropriations are not overspent. The State
Controller's Office is responsible for overall appropriation control
and does not allow expenditures in excess of authorized
appropriations.

Financial activities are mainly controlled at the appropriation level
but can vary, depending on the presentation and wording contained
in the Budget Act. Certain items that are established at the
category, program, component, or element levels can be adjusted by
the Department of Finance. For example, an appropriation for
support may have detail accounts for personal services, operating
expenses and equipment, and reimbursements. The Department of
Finance can authorize adjustments between the detail accounts but
cannot increase the amount of the overall support appropriation.
While the financial activities are controlled at various levels, the
legal level of budgetary control, or the extent to which management
may amend the budget without seeking approval of the governing
body, has been established in the Budget Act at the appropriation
level for the annual operating budget.

The Combined Statement of Revenues, Expenditures, and Changes
in Fund Balances, Non-GAAP Budgetary Basis - Budget and Actual,
is not presented in this document at the legal level of budgetary
control because such a presentation would be extremely lengthy
and cumbersome. The State of California prepares a separate
report, the Budgetary/Legal Basis Annual Report Supplement, which
includes statements that demonstrate compliance with the legal
level of budgetary control in accordance with GASB’s Codification of
Governmental Accounting and Financial Reporting Standards,
Section 2400.112. The Statement of Appropriations, Expenditures,
and Balances and the Comparative Statement of Actual and
Budgeted Expenditures include the comparison of the annual
appropriated budget with expenditures at the legal level of control.
A copy of this report is available from the State Controller's Office,
Division of Accounting and Reporting, P.O. Box 942850,
Sacramento, California 94250-5875.

The State annually reports its financial condition based on GAAP
(GAAP basis) and on the State’s budgetary provisions (budgetary
basis). The Combined Statement of Revenues, Expenditures, and
Changes in Fund Balances, Non-GAAP Budgetary Basis - Budget
and Actual, is compiled on the budgetary basis. The differences
between budgetary basis fund balances and the fund equity
prepared in accordance with GAAP are explained and reconciled in
the following paragraphs and in Table 1, page 42.
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The beginning fund balance on the budgetary basis is restated for
prior year revenue adjustments and prior year expenditure
adjustments. A prior year revenue adjustment occurs when the
actual amount received in the current year differs from the prior
year accrual of revenues. A prior year expenditure adjustment
results when the actual amount paid in the current year differs
from the prior year accrual for appropriations whose ability to
encumber funds has lapsed in previous periods. The beginning
fund balance on a GAAP basis is not affected by this adjustment.

Perspective Difference

Fund classification: On a budgetary basis, the State’s funds are
classified as either governmental cost funds or nongovernmental
cost funds. The governmental cost funds consist of the General
Fund and other governmental cost funds into which revenues from
taxes, licenses, and fees that support the general operations of the
State are deposited. The nongovernmental cost funds consist of
funds that are not subject to annual appropriated budgets and that
derive their receipts from sources other than general and special
taxes, licenses, fees, or other state revenues. On a GAAP basis, the
financial information is classified as governmental, proprietary, or
fiduciary funds, or as component units.

Basis Difference

Advances and loans receivable: Loans made to other funds or to
other governments are normally recorded as expenditures on the
budgetary basis. However, in accordance with GAAP, these loans
are recorded as assets. The General Fund had education loans
outstanding as of June 30, 2001, of $225 million, which will be
forgiven and charged to expenditures in the year of appropriation on
a budgetary basis. On a GAAP basis, these education loans were
charged to expenditures for the year ended June 30, 1996, the year
that the agreement was made to forgive the loans. The adjustments
related to advances and loans caused a decrease to the fund equity
of $194 million in the General Fund and an increase to the fund
equity of $1.9 billion in special revenue funds, $353 million in
enterprise funds, $599 million in trust and agency funds, and
$22 million in component units.

Escheat property: A liability for the estimated amount of escheat
property ultimately expected to be reclaimed and paid is not
reported on a budgetary basis, while it is required to be reported on
a GAAP basis. This adjustment caused a $617 million decrease to
the General Fund balance.

Authorized and unissued bonds: General obligation bonds that are
not self-liquidating are recorded as additions to the fund balance for
the special revenue and capital projects funds on the budgetary
basis when voters authorize the sale of bonds. However, in
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accordance with GAAP, only the bonds issued during the year are
recorded as additions to the fund balance. The adjustments related
to authorized and unissued bonds caused a decrease to the fund
balance of $7.4 billion in special revenue funds and $295 million in
capital projects funds.

Provision for long-term obligations: On the budgetary basis, a
provision for long-term obligations is used to offset certain bonds
payable. However, in accordance with GAAP, this account is not
used for enterprise funds. This adjustment caused a $2.8 billion
decrease to the enterprise fund equity.

Encumbrances: The State does not record certain encumbrances on
a budgetary basis that are recorded on a GAAP basis. The
adjustments related to encumbrances caused an increase to the
fund equity of $679 million in special revenue funds and
$43 million in enterprise funds.

Fixed assets: For certain enterprise programs, the budgetary basis
uses the modified accrual basis of accounting for fixed assets,
which expenses fixed asset costs. In accordance with GAAP, fixed
assets for enterprise funds should be capitalized and depreciated
using the accrual basis of accounting. This adjustment caused a
$1.5 billion increase to the enterprise fund equity.

Fund balances in agency funds: Fund balances are reported in
agency funds on the budgetary basis. In accordance with GAAP,
agency funds do not have a fund balance since they account for
assets held solely in a custodial capacity. Accordingly, assets in
agency funds are always matched with liabilities. This adjustment
caused a $28.1 billion decrease to the agency fund balance.

California accounting practices for insurance: The financial
statements of the State Compensation Insurance Fund (SCIF) on a
budgetary basis are prepared in conformity with accounting
practices prescribed by the Department of Insurance of the State of
California. The principal differences between this method and
GAAP are that investments are carried at amortized cost rather than
fair value and policy acquisition costs are charged to current
operations rather than being deferred. These adjustments caused a
$152 million increase to the discretely presented component units
fund equity.

Other: Certain other adjustments and reclassifications are
necessary to present the financial statements in accordance with
GAAP. The other adjustments caused an increase to the fund
equity of $101 million in the General Fund, $69 million in capital
projects funds, $123 million in enterprise funds, $240 million in
trust and agency funds, and $77 million in component units, and a
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decrease in fund equity of $36 million in special revenue funds and
$27 million in internal service funds.

Timing Difference

Liabilities budgeted in subsequent years: The primary government
does not, on a budgetary basis, 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 a net decrease to the fund balance of
$729 million in the General Fund and $129 million in special
revenue funds.

Entity Difference

Entities not included in the State’s accounting system: A fund for the
trial courts in the special revenue funds, and some discretely
presented component units are not included in the budgetary basis
accounting system, but they are included on a GAAP basis. These
adjustments caused an increase to the fund equity of $235 million
in the special revenue funds and $70.6 billion in the component
units, of which $70.2 billion is related to the University of
California.
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Table 1

Reconciliation of Budgetary Basis Fund Balance and GAAP Basis Fund Equity

June 30, 2001
(amounts in thousands)

Perspective Difference

Budgetary/Legal basis annual report
General Fund .........coooiieiiiiiiiii
Other governmental cost funds ...............
Non-governmental cost funds .................

Total Budgetary Fund Balances
Reclassified into GAAP Statement
Fund Structure..........cccovevviiiiiniineeenn,

Basis Difference
Advances and loans receivable
Escheat property ..........ccoveveiiiiiiiiiinnnns
Authorized and unissued bonds
Provision for long-term obligations ..........
Encumbrances ...........coociiiiiiiiiinns
Fixed assets .......ccocvveviiiiiiiiiiiiee,
Fund balances in agency funds ..............
California accounting practices
forinsurance .........cccoeeeiiiiiiiniinenn,

Timing Difference
Liabilities budgeted in subsequent years ..
Entity Difference
Entities not included in the State’s
accounting SyStem ..........occ.eeeeiineennn.
GAAP Fund Equity, June 30, 2001.........

Component
Primary Government Units
Total Fiduciary
Budgetary Governmental Fund Types Proprietary Fund Types Fund Types

Fund Special Capital Internal Trust and
Classifications General Revenue Projects Enterprise Service Agency

$ 9017520 $ 9,017,520 $ — 8 — % — 3 — 3 — 3 —

10,362,979 — 10,071,326 89,497 352 11,483 189,973 348

334,579,656 — 7,878,788 357,508 4,468,626 621,591 318,553,638 2,699,505

$ 353,960,155 9,017,520 17,950,114 447,005 4,468,978 633,074 318,743,611 2,699,853

(193,721) 1,920,893 — 353,412 — 599,123 22,212

(617,208) — — — — — —

— (7,445,000) (294,739) — — — —

— — — (2,791,186) — — —

— 679,299 — 43,494 — — —

— — — 1,525,933 — — —

— — — — — (28,121,454) —

— — — — — — 152,132

100,838 (36,485) 69,138 123,161 (27,496) 239,738 77,283

(729,114) (129,339) — — — — —

— 235,460 — — — — 70,555,507

$ 7578315 $ 13,174,942 $ 221,404 $ 3,723,792 $ 605,578 $ 291,461,018 $ 73,506,987

1oday [eloueUIH [enuuy aAIsuayaidwo) eluiodied Jo arels
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NOTE 3.

DEPOSITS AND INVESTMENTS

The State reports investments at fair value. State statutes
authorize investments in certain types of securities. The State
Treasurer administers a single pooled investment program
comprising both an internal investment pool and an external
investment pool (the Local Agency Investment Fund). There is a
single portfolio of investments with all participants having an
undivided interest in the portfolio. Both pools are administered in
the same manner as described below. In addition, certain programs
have the authority to separately invest their funds.

The State’s pooled investment program and certain other programs
of the primary government are allowed by state statutes, bond
resolutions, and investment policy resolutions to have investments
in United States government securities, negotiable certificates of
deposit, bankers’ acceptances, commercial paper, corporate bonds,
bank notes, mortgage loans and notes, other debt securities,
repurchase agreements, reverse repurchase agreements, equity
securities, real estate, mutual funds, and other investments.

The State Treasurer's Office administers a pooled investment
program for the primary government and for certain special purpose
authorities. As of June 30, the special purpose authorities’ cash
and pooled investments were approximately 4% of the State
Treasurer’s pooled investment portfolio. This program enables the
State Treasurer’'s Office to combine available cash from all funds
and to invest cash that exceeds current needs.

Both deposits and investments are included in the State’'s
investment program. The State Treasurer’'s Office maintains cash
deposits with certain banks that do not earn interest income.
Income earned on these deposits compensates the banks for
services and uncleared checks that are deposited in the pooled
investment program’s accounts.

All demand and time deposits, totaling approximately $5.6 billion,
that were held by financial institutions as of June 30, were insured
by federal depository insurance or by collateral held by the State
Treasurer’'s Office or an agent of the State Treasurer’s Office in the
State’'s name. The California Government Code requires collateral
pledged for demand and time deposits to be deposited with the State
Treasurer.

As of June 30, the State Treasurer’s Office had amounts on deposit
with fiscal agents totaling $15 million. Approximately $2 million of
these deposits is related to principal and interest payments due to
bondholders. The remaining $13 million represents a compensating
balance account designed to provide sufficient earnings to cover fees

43



State of California Comprehensive Annual Financial Report

44

for custodial services and system maintenance. Most of these
deposits are insured by federal depository insurance or by collateral
held by an agent of the State Treasurer’s Office in the State’s name.

The State Treasurer's Office reports its investments at fair value.
The fair value of all securities in the State Treasurer’'s Office pooled
investment program is based on quoted market prices. As of
June 30, the average remaining life of the securities in the pooled
money investment program administered by the State Treasurer’'s
Office was approximately 187 days.

The Pooled Money Investment Board provides regulatory oversight
over the State Treasurer’s pooled investment program. The purpose
of the board is to design an effective cash management and
investment program, using all monies flowing through the State
Treasurer’'s Office bank accounts and keeping all available funds
invested consistent with the goals of safety, liquidity, and yield. The
Pooled Money Investment Board is comprised of the State Treasurer
as chair, the State Controller, and the Director of Finance. This
board designates the amounts of temporarily idle money available
for investment. The State Treasurer is charged with making the
actual investment transactions for this investment program. This
program is not registered with the Securities and Exchange
Commission as an investment company.

The value of the deposits of the State Treasurer’s pooled investment
program, including the Local Agency Investment Fund, is equal to
the dollars deposited in the program. The fair value of the position
in the program may be greater or less than the value of the
deposits, with the difference representing the unrealized gain or
loss. As of June 30, 2001, this difference was immaterial to the
valuation of the program. The pool is run with “dollar-in, dollar-
out” participation. There are no share-value adjustments to reflect
changes in fair value.

Certain funds have elected to participate in the pooled money
investment program, even though they have the authority to make
their own investments. Others may be required by legislation to
participate in the program. As a result, the deposits of these funds
or accounts may be considered involuntary. However, they are part
of the State’'s reporting entity. The remaining participation in the
Local Agency Investment Fund is all voluntary.

Certain funds that have deposits in the State Treasurer’'s pooled
investment program do not receive the interest earnings on their
deposits. The earnings on the investments related to those funds
are legally required to be assigned to the State’s General Fund.
Most of the $823 million in interest revenue received by the
General Fund from the pooled money investment program comes
from these funds.
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The State Treasurer's pooled investment program values
participants’ shares on an amortized cost basis. Specifically, the
program distributes income to participants on a quarterly basis
based on their relative participation during the quarter. This
participation is calculated based on (1) realized investment gains
and losses calculated on an amortized cost basis, (2) interest
income based on stated rates (both paid and accrued),
(3) amortization of discounts and premiums on a straight-line basis,
and (4) investment and administrative expenses. This method
differs from the fair value method used to value investments in
these financial statements because the amortized cost method is
not designed to distribute to participants all unrealized gains and
losses in the fair value of the pool's investments. Since the total
difference between the fair values of the investments in the pool and
the values distributed to pool participants using the amortized cost
method described above is not material, no adjustment was made to
the financial statements.

The State Treasurer’s Office reports participant fair value as a ratio
of amortized cost on a quarterly basis. The State Treasurer’'s Office
has not provided or obtained a legally binding guarantee to support
the principal invested in the investment program.

The fair value, the ranges of interest rates, and the maturity dates
of each major investment classification in the State Treasurer’'s

pooled investment program are summarized in Table 4.

Tables 2 and 3 present summary financial statements of the Local
Agency Investment Fund, an investment trust fund.

Table 2

Condensed Statement of Net Assets — Local Agency Investment Fund
June 30, 2001
(amounts in thousands)

Assets
Cash and pooled INVESIMENTS ..........coevuiiiiiiiiiieei e $ 17,692,124
Due from other fuNAS .........ovviiiii e 244,159
TOtAl ASSELS ...iiitiii e . $ 17,936,283
Liabilities
DUE t0 Other fUNAS ... ....viiiiii e, $ 478
Due to other gOVEIMMENLS .......uiuniiiii e ee e e aanas 230,713
Other IabilItIES .....vuivi e 3,107
Total Liabilities ....vveeiiii i . 234,298
Net Assets Held in Trust for Pool Participants ...............c.cceevveennnen. $ 17,701,985
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Table 3

Condensed Statement of Changes in Net Assets — Local Agency
Investment Fund

Year Ended June 30, 2001
(amounts in thousands)

Changes in net assets resulting from operations ...............cccoeevvieinnn. $ 871,691
Distributions to participants ..............cciiiiiiiiii (871,691)
Changes in net assets resulting from depositor transactions .................. 5,173,597
Total Change in Net ASSELS .....ccuuiiiiiiiiiiieie e . 5,173,597
Net Assets Held in Trust for Pool Participants, July 1, 2000 ............ . 12,528,388
Net Assets Held in Trust for Pool Participants, June 30, 2001 ........ ... $ 17,701,985

As of June 30, floating-rate notes and mortgage-backed assets
comprised less than 4.5% of the pooled investments. For the
floating-rate notes in the portfolio, the interest received by the State
Treasurer's pooled investment program rises or falls as the
underlying index rate rises or falls. The structure of the floating-
rate notes in the State Treasurer’'s pooled investment program
portfolio is such that it hedges the portfolio against the risk of
increasing interest rates. The mortgage-backed securities are called
real estate mortgage investment conduits (REMICs). A REMIC is a
security backed by a pool of mortgages. The REMICs in the State’s
portfolio have a fixed principal payment schedule.

The California Government Code allows the State Treasurer's Office
to enter into repurchase agreements as part of its pooled investment
program. A repurchase agreement consists of two simultaneous
transactions. One is the purchase of securities by the State
Treasurer's Office from a bank or dealer. The other is a
commitment by the bank or dealer to repurchase the securities from
the State Treasurer's Office at the same price, plus interest, at a
mutually agreed-upon future date. As the investor, the State is
protected by underlying specific government securities, which are
pledged as collateral during the length of the investment. During
the year ended June 30, the State Treasurer's Office entered into
eight repurchase agreements, with a carrying value of
approximately $920 million. As of June 30, the State Treasurer's
Office did not have any repurchase agreements outstanding.

The California Government Code allows the State Treasurer’s Office
to enter into reverse repurchase agreements as part of its pooled
investment program. A reverse repurchase agreement is a sale of
securities with a simultaneous agreement to repurchase them in the
future at the same price plus a contract rate of interest. The
market value of the securities underlying reverse repurchase
agreements normally exceeds the cash received, providing the
dealers a margin against a decline in market value of the securities.
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If the dealers default on their obligations to resell these securities to
the State Treasurer’s Office or provide securities or cash of equal
value, the State Treasurer’s pooled investment program would suffer
an economic loss equal to the difference between the market value
plus the accrued interest of the underlying securities and the
agreement obligation, including accrued interest. During the year
ended June 30, the State Treasurer’s Office entered into 71 reverse
repurchase agreements by temporarily selling investments with a
carrying value of approximately $6.7 billion. The maturities of
investments made with the proceeds from reverse repurchase
agreements were matched to the maturities of the agreements. As
of June 30, the State Treasurer’'s Office did not have any reverse
repurchase agreements outstanding.

Enterprise funds, internal service funds, trust and agency funds,
and a building authority in the capital projects funds also make
separate investments, which are presented at fair value. The
California Public Employees’ Retirement System (CalPERS) and the
California State Teachers’ Retirement System (CalSTRS) had
$290.2 billion (97%) of these separately invested funds.

CalPERS and CalSTRS exercise their authority under the State
Constitution to invest in stocks, bonds, mortgages, real estate, and
other investments.

The fair value of CalPERS’ investments in securities is generally
based on published market prices and quotations from major
investment firms. Many factors are considered in arriving at fair
value. In general, however, corporate bonds are valued based on
yields currently available on comparable securities of issuers with
similar credit ratings. Investments in certain restricted common
stocks are valued at the quoted market price of the issuer’s
unrestricted common stock, less an appropriate discount.

CalPERS’ mortgages are valued on the basis of their future principal
and interest payments, discounted at prevailing interest rates for
similar instruments. The fair value of real estate investments,
principally rental property subject to long-term net leases, is
estimated based on independent appraisals. Short-term
investments are reported at market value, when available, or at cost
plus accrued interest, which approximates market value when
market value is not available. For investments where no readily
ascertainable market value exists, management, in consultation
with its investment advisors, has determined the fair values for the
individual investments.

Under the State Constitution and statutory provisions governing

CalPERS investment authority, CalPERS, through its outside
investment managers, holds investments in futures and options and
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enters into forward foreign currency exchange contracts. Futures
and options of approximately $144 million were held for investment
purposes as of June 30, 2001. Gains and losses on futures and
options are determined based upon quoted market values and
recorded in the statement of changes in net assets. Forward foreign
currency exchange contracts are used primarily to hedge against
changes in exchange rates related to foreign securities. As of
June 30, 2001, CalPERS had approximately $142 million net
exposure to losses from forward foreign currency exchange
transactions related to the $32.8 billion international debt and
equity portfolios. CalPERS could be exposed to risk if the
counterparties to the contracts are unable to meet the terms of the
contracts. CalPERS investment managers seek to control this risk
through counterparty credit evaluations and approvals,
counterparty credit limits, and exposure monitoring procedures.
CalPERS anticipates that the counterparties will be able to satisfy
their obligations under the contracts.

The fair value of investments for CalSTRS is generally based on
published market prices and quotations from major investment
firms. In the case of debt securities acquired through private
placements, management computes fair value based on market
yields and average maturity dates of comparable quoted securities.
Mortgages are valued on the basis of future principal and interest
payments, and are discounted at prevailing interest rates for similar
instruments. Real estate equity investment fair value represents
the most recent appraisals. Short-term investments are reported at
cost, or amortized cost, which approximates fair value.

Purchases and sales of debt securities, equity securities, and
short-term investments by CalSTRS are recorded on the trade date.
Real estate equity transactions are recorded on the settlement date.

The State Constitution, state statutes, and agency policies permit
CalPERS and CalSTRS to lend their securities to broker-dealers and
other entities for collateral with a simultaneous agreement to return
the collateral for the same securities in the future. Third-party
securities lending agents have been contracted to lend domestic and
international equity and debt securities. All securities loans can be
terminated on demand by the lender or the borrower. Collateral, in
the form of cash or other securities, is required at 102% and 105%
of the fair value of domestic and international securities loaned,
respectively, for both CalPERS and CalSTRS. As of June 30, 2001,
there was no credit risk of exposure to borrowers because the
amount of collateral held exceeded the amounts owed to the
borrowers. Collateral securities received are not permitted to be
pledged or sold unless the borrower defaults. The contracts with
the securities lending agents require them to indemnify CalPERS
and CalSTRS if the borrowers fail to return the securities (or if the
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collateral is not sufficient to replace the securities lent) or if the
borrower fails to pay for income distributions by the securities’
issuers while the securities are on loan.

For CalPERS, the average term of the overall loans managed by its
four securities lending agents was 42 days, 22 days, 29 days, and
30 days, respectively. In accordance with CalPERS investment
guidelines, the cash collateral was invested in short-term
investment funds that at June 30, 2001, had weighted average
maturities of 147 days, 147 days, 172 days, and 120 days,
respectively, for the four portfolios.

For CalSTRS, cash collateral received on each security loan was
invested in short-term investments that at June 30, 2001, had a
weighted average maturity of less than 90 days.

As of June 30, the State, including discretely presented component
units, had investments in securities lending agreements, real estate,
investment contracts, mutual funds, and other investments totaling
$87.1 billion. These investments are not subject to classification.
All remaining investments reported as of June 30 are categorized in
three categories of credit risk:

1. Insured or registered, or securities held by the State or its agent
in the State’'s name;

2. Uninsured and unregistered, with securities held by the
counterparty's trust department or by an agent in the State’'s name;
and

3. Uninsured and unregistered, with securities held by the
counterparty, its trust department, or an agent but not in the
State’s name.

The types of investments reported at year-end are representative of
the types of investments made during the year. Furthermore, the
credit risk associated with the investments reported at year-end is
representative of the credit risk associated with investments made
during the year.

Table 4 presents the risk categories of the primary government as of
June 30.
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Table 4

Schedule of Investments - Primary Government
June 30, 2001
(amounts in thousands)

Category
Interest Total
Rates* Maturity 1 2 Fair Value
Pooled Investments
U.S. government securities ........ 3.37-6.95 1day-5years 20,469,513 $ — 20,469,513
Negotiable certificates of deposit . 3.74 -6.67 1 day — 1 year 8,187,946 — 8,187,946
Commercial paper ..........ccc.c..... 3.67-6.54 1day- 150 days 14,537,088 — 14,537,088
Corporate bonds .............cc.cenee. 5.26-6.65 1day->5years 2,504,340 — 2,504,340
Bank notes .........ccooceeviiiiiininnnns 3.74-6.67 1lday-1year 1,651,276 — 1,651,276
Total Pooled INVESIMENLS .........ccuviiiiiiiiii e 47,350,163 — 47,350,163
Separately Invested Funds Subject to Categorization
EQUILY SECUNLIES ..vvvviiiiieiieeieee e, 136,615,474 — 136,615,474
Securities lending collateral 32,034,826 — 32,034,826
Mortgage 10ans and NOLES ..............vvvieeieeeeeeeeeeeeeiie e ee e 14,426,208 — 14,426,208
U.S. government and agenCies ...........ceeeeeeirreruiiiiiiiianaaaaeeeeeeenens 10,745,830 209,351 10,955,181
Debt SECUNtIES — STRS ....coiiiiiiiiiiiieeee e 19,108,496 — 19,108,496
COrporate DONAS ..........cceiiiiiiiiiiiiiie e 11,072,814 94,904 11,167,718
COMMErCIal PAPET ....ccoiiiiiiiiiiiiiii e 1,286,048 — 1,286,048
Other INVESIMENLS ....vvvviiiiiieeiee e e e 3,980,482 54,291 4,034,773
Total Separately Invested Funds Subject to Categorization ........ 229,270,178 358,546 229,628,724
Separately Invested Funds Not Subject to Categorization
Investments held by broker-dealers under securities
10ANS With CASH COIALEIAL ...... ot e ettt e e e et et e et e et e e eaaas 31,604,134
REAI ESIALE ....iiiiiitiitiiie e e et e e e ettt et e e e e et et ettt e e e e e e e e e e e e et e e e e e e e e e ettt e e e e e e ae e et as 17,923,941
Venture capital and pPrivate EQUILY FUNGAS ..........iieeeeeei et e e e e et e e e e e e e e e e e e e e e e 7,148,443
INVESHMENT COMITACES ...vvvvtiiiieeeeeeeeee et e e e ee ettt et e e e e e e e e e e e e e e e oottt st et e e e e e e e e eeeeeeeeeeeeee st aababbasbaeaeaaeeeeas 2,745,523
MUBURL FUNAS ...ttt et e e et e e e e e e oo e e e oot bbbt s e st e e e e e e e e e e e e e e e e e e s et ntsabsbbessaaeeeeeas 2,609,992
INSUFANCE CONMTACES ... ..uuetvvtiieiieeteee e e e e e e e e e e e e e e e s ettt e et e e e et e e e e e e e e e e e e e s s bt bt as b s s st e e e e e e e eeeeeeeeeessessssasesanssneses 24,598
(@1 o= PPN 8,170,741
Total Separately Invested Funds Not Subject to CategoriZation .............cuiuuiiuiiiiei e, 70,227,372
Total INVESIMENLS ... vuiiieiii e 276,620,341 $ 358,546 $ 347,206,259

* These interest rates represent high and low monthly averages for each investment type during the year.

** Approximately 3.5% of the pooled investments are investments of special purpose authorities, which are discretely presented component units.

For special purpose authorities’ separately invested funds, see Table 6.

The investments of the University of California, a discretely
presented component unit, are stated at fair value. All of the
university’'s investments recorded in each fund group are associated
with the University of California Retirement System (UCRS),
General Endowment Pool (GEP), High Income Pool (HIP), or Short-
Term Investment Pool (STIP) or are separately invested. Investments
authorized by the regents for the UCRS, GEP, HIP, and other

separate investments

include equity securities,

fixed-income

securities, and a domestic and foreign indexed fund. The equity
portion of the investment portfolio may include both domestic and
foreign common and preferred stocks,
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along with a modest
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exposure to private equities. Private equities include venture capital
partnerships, buy-outs and international funds. The fixed-income
portion of the investment portfolio may include both domestic and
foreign securities, along with certain AAA-rated mortgage-backed
securities. These mortgage-backed securities are used to diversify
the portfolio and reduce market risk exposure. Where donor
agreements place constraints on allowable investments, assets
associated with endowment and similar funds are invested in
accordance with the terms of the agreements. Investments
authorized by the regents for the STIP include fixed-income
securities with a maximum maturity of five years. In addition, the
regents have authorized loans, primarily to faculty members, under
the university’s Mortgage Origination Program, with terms up to
30 years.

The GEP and HIP are balanced portfolios in which a large number of
individual endowment funds participate in order to benefit from
diversification and economies of scale. The net assets of the
endowment and similar fund groups are invested in either the GEP,
the HIP, or the STIP or are separately invested. The separately
invested funds cannot be pooled due to investment restrictions or
income requirements. All of the University of California’s fund
groups participate in the STIP. Current funds to provide for the
payroll, operating expenses, and construction expenditures of all
campuses and medical centers are invested in the STIP until
expended.

The UCRS contains funds associated with the University of
California’s defined benefit and defined contribution plans.

The University of California participates in a securities lending
program as a means to augment income. Securities are lent to
select brokerage firms for which collateral is received in excess of
the fair value of such investments during the period of the loan.
Collateral may be cash or securities issued by the U.S. government
or its agencies, or the sovereign or provincial debt of foreign
countries. Collateral securities cannot be pledged or sold by the
university unless the borrower defaults. Loans of domestic equities
and all fixed-income securities are initially collateralized at 102% of
the fair value of securities lent. Loans of foreign equities are
initially collateralized at 105%. All borrowers are required to
provide additional collateral by the next business day if the value
falls to less than 100% of the fair value of securities lent. The
university receives interest and dividends during the loan period as
well as a fee from the brokerage firm. Securities on loan for cash
collateral are not considered to be categorized. As of June 30, the
university had no credit risk exposure to borrowers because the
amounts the university owed the borrowers exceeded the amounts
the borrowers owed the university. The university is fully
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Table 5

indemnified by its custodial bank against any losses incurred as a
result of borrower default.

Securities loans immediately terminate upon notice by either the
university or the borrower. Cash collateral is invested by the
university’s lending agent, as an agent for the university, in a short-
term investment pool in the university’'s name, with guidelines
approved by the treasurer of the Board of Regents. As of June 30,
the securities in this pool had a weighted average maturity of
142 days. Table 5 presents risk categories of the University of
California investments as of June 30.

Schedule of Investments - University of California — Discretely Presented Component Unit

June 30, 2001
(amounts in thousands)

Category
Total
1 2 3 Fair Value
Separately Invested Funds Subject to Categorization
EQUILY SECUIMLIES .evvvviieeiiii e e e e e e e $ 27,519,987 $ — 3 — $ 27,519,987
Securities lending collateral ...............oooiiiiiiiiiii 12,470,281 — — 12,470,281
U.S. government and agency securities .... 4,637,011 — — 4,637,011
COrporate DONAS ...........ovvueieieie e 10,085,933 — — 10,085,933
Other INVESIMENTS .....iiiiiiiee et e e e 636,595 — — 636,595
Total Separately Invested Funds Subject to Categorization ........... 55,349,807 — — 55,349,807
Separately Invested Funds Not Subject to Categorization
Investments held by broker-dealers under securities loans
WL CASN CONALETAL ... .eeeee ettt ettt oottt e ettt e e e ettt e e oo sttt e e e e ettt e e e e e sttt e e e e e ntbee e e e e nseneeeens 12,045,340
Venture capital and private equity funds 892,761
Insurance contracts 299,770
Mutual funds ............ 1,510,494
Mortgage loans 389,089
Other INVESIMENES ...vetiiii ettt e e e e e e e e e s 194,229
Total Separately Invested Funds Not Subject to Categorization 15,331,683
TOtal INVESIMENTS ....uiiiiee et e e e e $ 55,349,807 $ — $ — $ 70,681,490

52

The cash and pooled investments of the special purpose authorities,
which are discretely presented component units, are primarily
invested in the State Treasurer's pooled investment program.
Additionally, state law, bond resolutions, and investment policy
resolutions allow the authorities to invest in United States
government securities, state and municipal securities, commercial
paper, corporate bonds, investment agreements, and other
investments.
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Table 6

The California Housing Finance Agency (CHFA), a discretely
presented component unit, entered into interest-rate swap
agreements to pay fixed rates of interest and receive floating rate
payments. Certain swap agreements contain scheduled reductions
to outstanding notional amounts that are expected to approximately
follow scheduled and/or anticipated reductions in the associated
"bonds payable" category. The swap agreements are expected to
reduce interest-rate risk associated with variable-rate bonds issued
by CHFA. As of June 30, 2001, CHFA had interest-rate swap
agreements of $1.7 billion in notional amounts. CHFA is potentially
exposed to loss in the event that the counterparties are unable to
perform to the terms of the agreements. However, CHFA does not
anticipate nonperformance by the counterparties.

Table 6 presents the risk categories of the special purpose
authorities' investments outside of the State Treasurer’'s pooled
investment program as of June 30, 2001. Included in the
investments of the special purpose authorities are the investments
of SCIF as of December 31, 2000. SCIF represents 85% of the fair
value of the authorities’ investments.

Schedule of Investments — Special Purpose Authorities — Discretely Presented Component Units *

June 30, 2001

(amounts in thousands)

Category
Total
1 2 3 Fair Value
Separately Invested Funds Subject to Categorization
Securities lending collateral $ 687,376 $ $ $ 687,376
U.S. government securities 627,430 — — 627,430
COrporate DONAS ......covuueiiieii et 3,483,121 — — 3,483,121
Mortgage 10ans and NOLES ..........cccvvvuieeiiiiieeeeiiie e e e e e e 1,712,374 — — 1,712,374
COMMENCIAl PAPET ....coeiviiiiiiii e e 32,103 — — 32,103
INVESIMENT AQIEEMENTS ....uvvvieeieeieeeeeeeiiiie e e e — 551,840 — 551,840
Other INVESIMENLS ....vvvviiiiiieiiee e e et e e 194,296 — — 194,296
Total Separately Invested Funds Subject to Categorization ............... 6,736,700 551,840 — 7,288,540
Separately Invested Funds Not Subject to Categorization
Investment agreements 1,312,333
10 U= LI {13 T £ 256,143
Total Separately Invested Funds Not Subject to Categorization 1,568,476
TOtal INVESIMENES ....iiiiiieeei e e e e s $ 6,736,700 $ 551,840 $ — $ 8,857,016

* For special purpose authorities pooled investments, see the footnote in Table 4.
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NOTE 4.

The State Department of Insurance permits insurance companies to
lend a certain portion of their securities to broker-dealers and other
entities with a simultaneous agreement to return the collateral for
the same securities in the future. A third party lending agent has
been contracted to lend U.S. Treasury notes and bonds. Collateral,
in the form of cash and other securities, is adjusted daily and is
required at approximately 102% of the fair value of securities
loaned. Collateral securities received are not permitted to be
pledged or sold unless the borrower defaults. The maximum loan
term is one year. In accordance with SCIF's investment guidelines,
cash collateral was invested in short-term investments at
December 31, 2000, with maturities matching the related loans.
Interest income on these investments is shared by the borrower, the
custodian bank, and the state fund.

DUE FROM OTHER FUNDS, DUE TO OTHER FUNDS,
ADVANCES TO OTHER FUNDS, ADVANCES FROM
OTHER FUNDS, DUE FROM PRIMARY GOVERNMENT,
AND DUE TO COMPONENT UNITS
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The balances of Due from Other Funds, Due to Other Funds,
Advances to Other funds, Advances from Other Funds, Due from
Primary Government, and Due to Component Units are shown in
Table 7. The total Due from Other Funds is greater than the total
Due to Other Funds by $6.2 billion. The total Advances to Other
Funds is less than the total Advances from Other Funds by the
same amount. The State anticipates that, within 12 months after
June 30, 2001, the Electric Power Fund will issue long-term
revenue bonds and use the proceeds to repay $6.2 billion owed to
the General Fund. This situation results in the General Fund’s
asset being reported as Due from Other Funds, a current asset, and
the Electric Power Fund’s liability being reported as Advances from
Other Funds, a long-term liability.
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Table 7

Schedule of Due from Other Funds, Due to Other Funds, Advances to Other Funds, Advances from Other
Funds, Due from Primary Government, and Due to Component Units

June 30, 2001 (amounts in thousands)

Due from Due to Advances Advances Due from Due from Due to
Other Other to Other from Other Primary Component Componen i
Funds Funds Funds Funds Government Units Units
General Fund ..............coeeeeennnn. $ 12,854,223 $ 2,584,372 $ 44,649 $ 617,208 $ — $ — $ 121,371
Special Revenue
Federal ........ccooovveiiiiiiiiicinn. 231,314 4,859,536 — — — — —
Transportation Construction ...... 1,395,987 150,907 — — — — 261
Transportation Safety ............... 108,442 116,458 — — — — —
Business and Professions
Regulatory and Licensing ...... 47,270 46,569 4,201 — — — —
Environmental and
Natural Resources ............... 276,374 275,897 — — — — —
Financing to Local Governments 40,716 21,873 — — —_ — —
Cigarette and Tobacco Tax ....... 202,281 230,254 — — — — 95,839
Local Revenue ..............ccce..... 245,653 49,797 — — — — —
Unemployment Programs ......... 760,904 74,698 — — — — —
Financing to the Public ............. 4,324 4,089 — — —_ — —
Trial Courts .......cocevveveeiniiinnnnn, 170,972 6,934 — — — — —
Other Special Revenue ............ 166,703 75,339 — 13,585 — — 2,686
Total Special Revenue ........ 3,650,940 5,912,351 4,201 13,585 — — 98,786
Capital Projects
Prison Construction ................. 71 156 — — — — —
Higher Education Construction .. 790 4,421 — — — — —
Natural Resources Acquisition
and Enhancement ................ 35,773 249 — — — — —
Building Authorities ..... 22,167 486 — — — — _
Other Capital Projects 1,261 5,201 — — — — —
Total Capital Projects ........ . 60,062 10,513 — — — — —
Enterprise
Housing Loan ..............ccccevee.. 10,803 358 — —_ — — —
Water Resources ..................... 71,640 50,391 19,877 — — — —
Toll Facilities ............c.ccoeeeeunnen, 1,250 8,667 — — — — _
California State University ......... 17,329 17,160 — — —_ — —
Leasing of Public Assets ........... 135,728 98,617 — — — — —
State Lottery ...... . 13,448 284,450 — — — — —
Electric Power ..............ccc.c.veee. 17,000 116,000 — 6,169,000 — — —
Public Employees’ Benefits ....... 18 2,617 — — —_ — —
Other Enterprise .........cccovevveunee. 38,712 4,622 — 2,500 — — —
Total Enterprise ................ . 305,928 582,882 19,877 6,171,500 — — —
Internal Service
Architecture Revolving ............. 53,526 — — — — — —
Service Revolving .... 83,563 159,848 — — — — —
Prison Industries ..................... 16,453 1,661 — — —_ — —
Stephen P. Teale Data Center ... 25,839 76 — — — — —
Health and Human Services
Agency Data Center ............. 78,428 3,000 — — — — —
Water Resources Revolving ...... 60,916 74,640 — 19,877 — — —
Public Employees’ Health Care .. 3,073 8,203 — — — — —
Equipment Service .................. 16,204 12,489 — — — — —
Other Internal Service .............. 148 467 — 4,201 — — —
Total Internal Service ........ . 338,150 260,384 — 24,078 — — —

(continued)
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Table 7

Schedule of Due from Other Funds, Due to Other Funds, Advances to Other Funds, Advances from
Other Funds, Due from Primary Government, and Due to Component Units (continued)

June 30, 2001 (amounts in thousands)

Due from Due to Advances Advances Due from Due from Due to
Other Other to Other from Other Primary Component Component
Funds Funds Funds Funds Government Units Units
Expendable Trust
Unemployment ..................... 9,638 49,981 — — — — —
School Employees 933 5,631 — — — — —
Unemployment Compensation
Disability ..........ccooevvvniennnn. 23,184 17,110 — — — — —
California State University and
Colleges Trust .................. 7,960 15,580 — — — — —
Student Loan ..........ccccoeeeeenn. 470 7,271 — — — — —
Housing Loan ................. 5,376 582 — — — — —
Unclaimed Property 23,432 — 617,208 — — — —
Deferred Compensation Plan .. — 241 — — — — —
Other Expendable Trust ......... 28,187 3,432 — — — — 2,600
Total Expendable Trust .... 99,180 99,828 617,208 — — — 2,600
Pension Trust
Public Employees’ Retirement . 11,085 — — — — — —
State Teachers’ Retirement ... 7,850 3,360 — — — — —
Judges’ Retirement ................ — 380 — — — — —
Judges’ Retirement Il ............. — 283 — — — — —
Legislators’ Retirement ........... — 232 — — — — —
Teachers Health Benefit ......... 26 86 — — — — —
Volunteer Firefighters ............. — 76 — — — — —
Peace Officers/Firefighters ..... — 33 — — — — —
Total Pension Trust ........ .. 18,961 4,450 — — — — —
Agency
Revenue Collecting and
Disbursing .........cccccoeveeenn. 5,579,130 6,569,937 — 31,064 — — 35
[DI<T o o1 | TP 20,662 856,900 — — — — —
Departmental Trust ................ 4,025 331 — — — — —
Other agency ........c.oeeevvvneees 402,462 526,456 — — — — 17,740
Total Agency ................... 6,006,279 7,953,624 — 31,064 — — 17,775
Investment Trust
Local agency investment ........ 244,159 478 — — — — —
Total Investment Trust .... 244,159 478 — — — — —
University of California
Current Funds ..........cccoeeeennen, — — — — 204,796 212 104,058
Loan Funds .........cccooeeevennnnnn. — — — — — — 2,000
Endowment and Similar Funds — — — — — 35,372 —
Plant Funds ..........ccccceeieeennn, — — — — 17,996 1,379 29,099
Retirement System Funds ...... — — — — — 98,194 —
Total University
of California................... — — — — 222,792 135,157 135,157
Special Purpose Authorities
California Housing
Finance Agency ................ — — 2,500 — — — —
Non-major component units ... — — — — 17,740 — —
Total Special
Purpose Authorities....... — — 2,500 — 17,740 — —
Total covveieiiiiie . $23577,882 $17,408,882 $ 688,435 $ 6,857,435 $ 240,532 $ 135157 $ 375,689

(concluded)
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NOTE 5.

RESTRICTED ASSETS

Table 8

Table 8 presents a summary of the legal restrictions on assets as of
June 30. The restricted assets of the primary government are in the
enterprise funds, except for $2.2 million in the internal service
funds and $121 million for the building authorities in the capital
projects funds.

Schedule of Restricted Assets
June 30, 2001
(amounts in thousands)

Primary Government

Debt Service .......coovvviiiiiiiiiiian

Total Primary Government ...................

Discretely Presented Component Units
University of California

Risk insurance .............ccooeeiineennnes
Debt service requirements ..............
Plant acquisition, construction, and renovation ............................ —
Plant renewal and replacement ........

Special Purpose Authorities

Debt service ........coocovvviiiiiiiinnn.
District fairs ..........ccooveevviiineiinns
Total Discretely Presented Component UnNits ............cccceeeuneennn.
Total All Restricted Assets ...................

Cash Due from

and Pooled Other Other

Investments Investments Funds Assets
........................................ $ 869,043 $ 73,148 $ 637 $ 224
......................................... 365,900 27,099 2,501 23
......................................... 5,651 — — —
......................................... 44,981 — 1,160 127
......................................... 130 — — —
......................................... 32,909 — — —
..................................... 1,318,614 100,247 4,298 374
......................................... — 249,538 — —
......................................... — 163,957 — —
2,604 — —
........................................ — 489 — —
......................................... 791,803 1,284,142 — —
......................................... 1 — — —
. 791,804 1,700,730 — —
..................................... . $ 2,110,418 $ 1,800,977 $ 4,298 $ 374

NOTE 6.

NET INVESTMENT IN DIRECT FINANCING LEASES

The State Public Works Board, an agency that accounts for its
activities as an enterprise fund, has entered into lease-purchase
agreements with various other primary government agencies, the
University of California, and certain local agencies. Payments from
these leases will be used to satisfy the principal and interest
requirements of revenue bonds issued by the State Public
Works Board.

The minimum lease payments to be received by the State Public

Works Board for the primary government are summarized in
Table 9.
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Table 9

Schedule of Minimum Lease Payments to Be Received by the State
Public Works Board for the Primary Government

(amounts in thousands)

Primary University
Year Ending Government of Local
June 30 Agencies California Agencies Total

2002 ..o $ 379,060 $ 105862 $ 65,277 $ 550,199

2003 ..o 376,043 105,043 59,487 540,573

2004 ..o 372,164 105,139 59,020 536,323

2005 ..ooiiii e 370,866 103,761 58,925 533,552

2006 ...coviiieiii e 354,314 98,816 58,670 511,800

Thereafter .........c........... 3,639,912 1,168,836 592,685 5,301,433
Total Minimum Lease

Payments .................... . 5,392,359 1,687,457 894,064 7,973,880
Less: Unearned income ..... 2,159,529 689,191 331,169 3,179,889
Net Investment in Direct

Financing Leases ........ .. $ 3,232,830 $ 998,266 $ 562,895 $ 4,793,991

NOTE 7. FIXED ASSETS

Table 10 is a summary of changes in the general fixed assets
account group for the year ended June 30. Included in the general
fixed assets account group are fixed assets related to capital leases
totaling $3.8 billion.

Table 10

Schedule of Changes in General Fixed Assets
(amounts in thousands)

Balance Balance

July 1, 2000 Additions Deductions  June 30, 2001

Land .....ooooeveeiiiinenn $ 2,165,135 $ 118,308 $ 14,692 $ 2,268,751
Structures and

improvements .............. 11,948,210 605,776 233,086 12,320,900

Equipment ..................... 2,149,988 252,542 151,459 2,251,071

Construction in progress .. 1,292,141 245,528 218,613 1,319,056

Total .o, $ 17,555,474 $ 1,222,154 $ 617,850 $ 18,159,778

Table 11 summarizes the proprietary fund fixed assets of enterprise
funds and internal service funds, and the fixed assets of the
discretely presented component units as of June 30.
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Table 11

Schedule of Fixed Assets for Proprietary Funds and Discretely
Presented Component Units

June 30, 2001
(amounts in thousands)

Internal

Enterprise Service

Primary Government Funds Funds
State Waer PrOJECTS ......iivvveieieeiiie e et e eaaaen $ 4,495,092 $ —
Toll facilities [T 1,163,062 —
Other land, improvements, buildings and equipment .............. 1,040,574 1,149,937
CONStrUCtioN iN ProOgreSS .....veuieeii e e 551,015 585
Total Primary Government Fixed ASSets ..............c.ccc...... . 7,249,743 1,150,522
Less: Accumulated depreciation .............ccoveeviiiiiiiiiiiennnes 2,156,481 612,629

Net Primary Government Fixed Assets .$ 5093262 $ 537,893

University Special
of Purpose

Discretely Presented Component Units California  Authorities
Real estate

Buildings and improvements ..............ccceirieerieiinieereinnneee, $ 10,197,706 $ 623,188

LaNd ..o 331,929 50,502
Furniture and eqUIPMEeNt ........co.iiiiiiei e 3,692,681 156,812
Libraries and collections ............cccoiiiiiiiiiiiiiiii e, 2,547,291 —
CONSLIUCLION IN PrOGIeSS ...vunieniitieiieeie it e e ee e 1,435,921 895
Total Discretely Presented Component

Unit FiXed ASSELS ......oiiiiiiiiiciii e .18,205,528 831,397
Less: Accumulated depreciation .............ccoeeuieiiiiiieniineiiniieenes — 282,048
Net Discretely Presented Component Unit Fixed Assets .... .$ 18,205,528 $ 549,349

LONG-TERM OBLIGATIONS

As of June 30, the primary government had long-term obligations
totaling $28.8 billion. These obligations are not expected to be
financed from current resources in the governmental funds.
Long-term obligations consist of the liability for employees’
compensated absences, certificates of participation and commercial
paper, long-term capital lease obligations, unmatured general
obligation bonds, unmatured revenue bonds, and other liabilities.
The other liabilities consist of $1.2 billion for workers’ compensation
claims, $814 million for net pension obligations, $400 million owed
for lawsuits, and the University of California pension liability of
$95 million. These other liabilities do not have required payment
schedules or will be paid when funds are appropriated. Of the total
long-term obligations outstanding, 96% will be paid by the General
Fund and 4% will be paid by special revenue funds. The changes in
the general long-term obligations account group during the year
ended June 30, 2001, are summarized in Table 12.
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Table 12

Schedule of Changes in General Long-Term Obligations
(amounts in thousands)

Balance Balance
July 1, 2000 Additions Deductions  June 30, 2001

Compensated absences

payable ..............cceene. $ 1227649 $ 746,652 $ 668,720 $ 1,305,581
Certificates of participation

and commercial paper .. 622,656 3,636,400 3,807,011 452,045
Capital lease obligations .. 3,407,790 46,575 112,913 3,341,452
General obligation

bonds payable ............. 17,838,290 3,793,815 1,189,855 20,442,250
Revenue bonds payable .. 843,850 — 29,245 814,605
Other liabilities ............... 1,881,603 871,130 279,659 2,473,074
Total .ovvveeeiiiiic $ 25,821,838 $ 9,094,572 $ 6,087,403 $ 28,829,007

COMPENSATED ABSENCES

NOTE 10.

As of June 30, the estimated liability for compensated absences
related to accumulated vacation and annual leave totaled
approximately $2.0 billion. Of this amount, $1.3 billion is reported
in the general long-term obligations account group, $72 million is
reported in the proprietary fund types, $143 million is reported in
the General Fund, and $443 million is reported in the discretely
presented component units.

CERTIFICATES OF PARTICIPATION
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Debt service requirements for certificates of participation, which are
financed by lease payments from the special revenue funds and the
General Fund, are shown in Table 13.
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Table 13

Schedule of Debt Service Requirements for Certificates of
Participation — Primary Government

(amounts in thousands)

Year Ending
June 30 Principal Interest Total

$ 10145 $ 6525 $ 16,670

10,005 6,136 16,141

9,902 5,727 15,629

9,799 5,290 15,089

9,682 4,804 14,486

66,067 24,474 90,541

$ 115600 $ 52,956 $ 168,556

Debt service requirements for certificates of participation for the
University of California, a discretely presented component unit, are
shown in Table 14.

Table 14

Schedule of Debt Service Requirements for Certificates of
Participation — University of California — Discretely
Presented Component Unit

(amounts in thousands)

Year Ending
June 30 Principal Interest Total
2002 .. $ 10,045 $ 15,692 $ 25737
2003 . 10,570 15,175 25,745
2004 ..o 11,205 14,482 25,687
2005 Lo 11,810 13,787 25,597
2006 ...eie 12,415 13,175 25,590
Thereafter ......covvvviiiiiii i 238,020 123,253 361,273

Total covveeii e $ 294,065 $ 195564 $ 489,629

NOTE 11. COMMERCIAL PAPER AND OTHER BORROWINGS

The primary government has two commercial paper borrowing
programs: a general obligation commercial paper program of up to
$1.5 billion and an enterprise fund commercial paper program for
the Department of Water Resources of up to $100 million. Under
these programs, commercial paper may be issued at prevailing rates
for periods not to exceed 270 days from the date of issuance.
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To provide liquidity for the programs, a revolving credit agreement
has been entered into with commercial banks equal to the
authorized amount of commercial paper.

The current agreement, effective September 15, 1999, established
the existing $1.5 billion limit on the amount of outstanding notes
under the general obligation commercial paper program. As of
June 30, 2001, the general obligation commercial paper program
had $336 million in outstanding commercial paper notes and the
enterprise fund commercial paper program had no outstanding
notes.

The proceeds from the issuance of commercial paper are restricted
primarily to construction costs of general obligation bond program
projects and of certain water projects. Because the general
obligation commercial paper is retired by long-term general
obligation debt, it is recorded in the general long-term obligations
account group.

The primary government has other borrowing that consists of an
interim loan for $4.3 billion to the Electric Power Fund. The interim
loan was structured with both taxable and tax-exempt components
of $2.3 billion and $2.0 billion, respectively. The interim loan is
collateralized by revenues and investment income. The financing
was structured as a term loan due to be paid on or before
October 31, 2001, from the proceeds of the sale of long-term bonds.
Because bonds were not issued by October 31, 2001, the interim
financing converted to a three-year term loan with quarterly
principal and interest payments.

The primary government has a Revenue Bond Anticipation Note
(BAN) program that consists of borrowing up to $82 million for the
development and construction of housing on certain campuses of
the California State University. As of June 30, 2001, $68 million in
BANs outstanding existed in anticipation of issuing housing
revenue bonds to the public. A BAN program provided financing for
up to $4.1 million for the Humbolt State University Student Union
in anticipation of issuing student union revenue bonds to the
public. As of June 30, 2001, the amount of BANs outstanding for
this purpose was $3.4 million.

The University of California, a discretely presented component unit,
has mortgages and other borrowings consisting of contractual
obligations resulting from the acquisition of land or buildings and
the construction and renovation of certain facilities. The mortgages
are secured by real property. Included in mortgages and other
borrowings, which total approximately $51 million, are various
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unsecured financing agreements with commercial banks that total
approximately $23 million.

The University of California established in October 1996 a
$550 million commercial paper program with tax-exempt and
taxable components. The program is supported by the legally
available unrestricted cash balance in the University of California’s
Short-Term Investment Pool. Commercial paper has been issued to
provide for interim financing of construction and related equipment
and medical center working capital requirements. Commercial
paper is not secured by any encumbrance, mortgage, or other
pledge of property and does not constitute a general obligation of
the University of California Board of Regents. At June 30, 2001,
outstanding tax-exempt and taxable commercial paper was
$430 million and $120 million, respectively.

LEASES

The aggregate amount of lease commitments for facilities and
equipment of the primary government in effect as of June 30 is
approximately $6.7 billion. This amount does not include any
future escalation charges for real estate taxes and operating
expenses. Most primary government leases are classified as
operating leases, in accordance with the applicable standards, and
contain clauses providing for termination. It is expected that in the
normal course of business most of these operating leases will be
replaced by similar leases.

The total present value of minimum capital lease payments for the
primary government is composed of approximately $3.3 billion in
the general long-term obligations account group and $67 million in
internal service funds. Lease expenditures for the year ended
June 30 amounted to approximately $688 million.

Included in the capital lease commitments are lease-purchase
agreements that certain state agencies have entered into with the
State Public Works Board, an enterprise fund agency, amounting to
a present value of net minimum lease payments of $3.2 billion.
This amount represents 97% of the total present value of minimum
lease payments of the primary government. Also included in the
capital lease commitments are some lease-purchase agreements to
acquire equipment.

The capital lease commitments do not include $805 million of lease-
purchase agreements with building authorities that are blended
component units. These building authorities acquire or develop
office buildings and then lease the facilities to state agencies. Upon
expiration of the leases, title passes to the primary government.
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The costs of the buildings are reported in the general fixed assets
account group and the revenue bonds and certificates of
participation outstanding associated with the buildings are reported
in the general long-term obligations account group. Accordingly,
the lease receivables or capital lease obligations associated with
these buildings are not included in the financial statements,
pursuant to GASB Statement No. 14.

Future minimum lease commitments of the primary government are
summarized in Table 15.

Schedule of Future Minimum Lease Commitments — Primary Government

(amounts in thousands)

Capital Leases

General Internal
Year Ending Operating Long-Term Service
June 30 Leases Obligations Funds Total
$ 261,239 $ 391,391 $ 9,638 $ 662,268
220,780 388,374 9,582 618,736
156,580 384,498 8,970 550,048
96,306 383,363 9,193 488,862
69,612 366,768 5,692 442,072
189,867 3,729,459 46,003 3,965,329
Total Minimum Lease Payments ..........cceveeireeeriiineeeeiiineeeeiiinaaeeens . $ 994,384 5,643,853 89,078 $ 6,727,315
Less: AMount repreSenting iNTEIeST ..........iiuuiiii i 2,302,401 22,130
Present Value of Net Minimum Lease Payments ..........cccevevuuiieeeriiineeeeiiineaeeiinnneens $ 3,341452 $ 66,948
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The aggregate amount of discretely presented component units’
lease commitments for land, facilities, and equipment in effect as of
June 30, 2001, was approximately $2.3 billion. Table 16 presents
the future minimum lease commitments for the University of
California and the special purpose authorities as of June 30.
Operating lease expenditures for the year ended June 30 amounted
to approximately $124 million for discretely presented component
units.
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Table 16

Schedule of Future Minimum Lease Commitments — Discretely Presented Component Units

(amounts in thousands)

Year Ending

June 30

Total Minimum Lease Payments
Less: Amount representing interest

University Special
of Purpose
California Authorities
Capital Operating Operating Total
125,771 $ 61,129 $ 25845 $ 212,745
121,337 56,726 24,372 202,435
115,151 50,456 18,997 184,604
109,331 45,621 15,492 170,444
104,799 36,650 12,776 154,225
1,243,872 119,943 47,218 1,411,033

........................................................ - 1,820,261 $ 370,525 $ 144,700 $ 2,335,486
......................................................... 655,706

Present Value of Net Minimum Lease Payments .............ccoociviniinnennnen. $ 1,164,555

NOTE 13.

COMMITMENTS

The primary government has made commitments of $4.1 billion for
certain highway construction projects. These commitments are not
included in the reserve for encumbrances in the special revenue
funds because the future expenditures related to these
commitments are expected to be reimbursed from local governments
and proceeds of approved federal grants. The ultimate liability will
not accrue to the State.

As of June 30, 2001, the primary government had other
commitments totaling $35.6 billion that are not included as a
liability on the balance sheet. These commitments included loan
and grant programs for housing, school building aid, harbor
facilities, and rail system construction totaling approximately
$1.3 billion. In addition to the loan and grant commitments, the
primary government had approximately $882 million for the
construction of water projects and the purchase of power, up to
$69 million for the operation and maintenance of the California
State Lottery’'s automated gaming system, and $33.3 billion for
long-term power purchase contracts. The commitments are
expected to be funded from existing program resources and from
the proceeds of revenue and general obligation bonds to be issued.

As of June 30, the University of California and special purpose
authorities, discretely presented component units, had other
commitments that are not included as a liability on the balance
sheet. The University of California had authorized construction
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projects totaling $2.2 billion.  Special purpose authorities had
outstanding commitments to provide $455 million for loans under
various housing revenue bond programs and $74 million for loans
to other governments for infrastructure improvements.

GENERAL OBLIGATION BONDS
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The State Constitution permits the primary government to issue
general obligation bonds for specific purposes and in such amounts
as approved by a two-thirds majority of both houses of the
Legislature and by a majority of voters in a general or direct primary
election. The debt service for general obligation bonds is
appropriated from the General Fund. Under the State Constitution,
the General Fund is used first to support the public school system
and public institutions of higher education; it can then be used to
service the debt on outstanding general obligation bonds.
Enterprise funds and certain other funds reimburse the General
Fund for any debt service provided on their behalf.

General obligation bonds that are directly related to, and expected
to be paid from, the resources of enterprise funds are included in
the accounts of such funds in the financial statements. However,
the General Fund may be liable for the payment of any principal
and interest on these bonds that is not met from the resources of
such funds.

As of June 30, $11.4 billion of general obligation bonds had been
authorized but not issued. This amount includes $4.0 billion that
has been authorized by the applicable finance committee for future
issuance in the form of commercial paper notes. Of this amount,
$336 million in general obligation indebtedness has been issued in
the form of commercial paper notes but not yet retired by long-
term bonds.

Table 17 summarizes the changes in general obligation bond debt
for the year ended June 30.
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Table 17

Schedule of Changes in General Obligation Bond Debt
(amounts in thousands)

General
Long—Term Enterprise
Obligations Funds Total
Balance, July 1, 2000 ............cccvneeinnnnnn. $ 17,838,290 $ 3,513,400 $ 21,351,690
AdAItIONS ... 3,793,815 78,725 3,872,540
Deductions ..........ccoovviiiiiiiinii, (1,189,855) (233,855) (1,423,710)
Balance, June 30, 2001 ................cceneee $ 20,442,250 $ 3,358,270 $ 23,800,520

Table 18 shows the debt service requirements for all general
obligation bonds, including interest of $14.5 billion, as of
June 30, 2001.

Table 18

Schedule of General Obligation Bonds Debt Service Requirements
(amounts in thousands)

General
Year Ending Long-Term Enterprise
June 30 Obligations Funds

2,527,538 $ 332,630
2,415,015 299,074
2,252,193 296,648
2,089,393 302,945
1,946,831 306,997
Thereafter .......oooviiiiiii 21,424,825 4,152,598
TOtaAl e . $ 32,655,795 $ 5,690,892

Current Year Defeasances: During the year ended June 30, 2001,
the primary government issued approximately $359 million in
veterans general obligation bonds, the proceeds of which were used
to immediately refund previously issued veterans general obligation
bonds of approximately $359 million. In addition, approximately
$76 million of veterans general obligation bonds were refunded by
veterans home-purchase revenue bonds (see Note 15, Revenue
Bonds). The advance refunding reduced the debt service payments
by $140 million and resulted in an economic gain of $14 million.

On October 17, 2000, the primary government issued $117 million
in various purpose general obligation refunding bonds for an
advance refunding of $125 million in outstanding general obligation
bonds maturing in years 2008 to 2012. The primary government
placed the net proceeds into an irrevocable trust to pay the debt
service on the refunded bonds. As a result, the refunded bonds are
considered to be defeased and the liability for those bonds has been
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removed from the general long-term obligations account group.
This advance refunding reduced the debt service payments by
$7 million and resulted in an economic gain of $4 million.

On November 29, 2000, the primary government issued
$148 million in various purpose general obligation refunding bonds
for an advance refunding of $146 million in outstanding general
obligation bonds maturing in years 2005 to 2012. The primary
government placed the net proceeds into an irrevocable trust to pay
the debt service on the refunded bonds. As a result, the refunded
bonds are considered to be defeased and the liability for those
bonds has been removed from the general long-term obligations
account group. This advance refunding reduced the debt service
payments by $4 million and resulted in an economic gain of
$4 million.

On February 27, 2001, the primary government issued $354 million
in various purpose general obligation refunding bonds for an
advance refunding of $356 million in outstanding general obligation
bonds maturing in years 2005 to 2017. The primary government
placed the net proceeds into an irrevocable trust to pay the debt
service on the refunded bonds. As a result, the refunded bonds are
considered to be defeased and the liability for those bonds has been
removed from the general long-term obligations account group.
This advance refunding reduced the debt service payments by
$22 million and resulted in an economic gain of $10 million.

Prior Year Defeasance: In prior years, the primary government has
placed the proceeds of the refunded bonds in a special irrevocable
escrow trust account with the State Treasury to provide for all
future debt service payments on the defeased bonds. The assets of
the trust accounts and the liability for the defeased bonds are not
included in the State’s financial statements. As of June 30, 2001,
the outstanding balance of general obligation bonds defeased in
prior years was approximately $1.5 billion.

REVENUE BONDS
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Revenue bonds that are directly related to, and expected to be paid
from, the resources of enterprise funds are included within the
accounts of such funds. Principal and interest on revenue bonds
are payable from the pledged revenues of the respective funds of the
authorities and agencies listed in the next section of this note. The
General Fund has no legal liability for payment of principal and
interest on revenue bonds.

Revenue bonds to acquire, construct, or renovate state facilities or
to refund outstanding revenue bonds in advance are issued for
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Water Resources, California State University, and Leasing of Public
Assets. Revenue bonds are also issued to make loans to finance the
acquisition of farms and homes by California veterans. When the
farm and home loans financed by the revenue bonds are fully paid,
the farms and homes become the property of private individuals.

Certain building authorities, under state law, may issue revenue
bonds. These revenue bonds are included in the general long-term
obligations account group. These bonds are issued for the purpose
of acquiring and constructing buildings for public education
purposes and for the purpose of constructing state office buildings.
Leases with state agencies pay the principal and interest on the
revenue bonds issued by the building authorities. The primary
government has no legal liability for the payment of principal and
interest on these revenue bonds.

The University of California, a discretely presented component unit,
issues revenue bonds to finance the construction, renovation, and
acquisition of certain facilities and equipment.

Under state law, a special purpose authority, which is a discretely
presented component unit, issues revenue bonds to make loans to
finance housing developments and to finance the acquisition of
homes by low- to moderate-income families. When the housing
developments and home loans are fully paid, the housing
developments and homes become the property of private individuals
or entities.

Table 19 shows revenue bonds outstanding as of June 30.
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Table 19

Schedule of Revenue Bonds Outstanding
June 30, 2001
(amounts in thousands)

Primary Government

General Long-Term Obligations
Building Authorities

California State University $ 29,915
Los Angeles .......ccooeveiiiiiiiininnns 191,470
San Francisco .........ccveeveunennnee. 371,180
SanN Bernardino .........c.ueieiiiii e 58,950
OaKIAN ... 150,255
RIVEISIAR ...t 12,835
Total General Long-Term Obligations .............cccoveevieiiineiennnns . 814,605
Enterprise Funds
L (o013 g T o U 570,940
Water Resources 2,426,415
California State University 487,453
Leasing of PUDIIC ASSELS .....c..viuiiiiiiii e 5,318,080
Total Enterprise FUNAS .........oouiiiiiiiii e . 8,802,888
Total Primary GOVErNMENt ...........ocuuiiiiiiiiiiieiiiieeeeieeieeaee . 9,617,493
Discretely Presented Component Units
University of California ............ 3,111,890
Special Purpose Authorities 7,827,167
Total Discretely Presented Component Units ............cc.ccoeeeneen. 10,939,057
TOTAD et $ 20,556,550

Table 20 shows the debt service requirements as of June 30, 2001.
The debt service requirements primarily represent bond principal
payments. Table 20 includes certain unamortized refunding costs,
premiums, discounts, and other costs not included in Table 19.

Table 20

Schedule of Revenue Bond Debt Service Requirements
(amounts in thousands)

Primary Government Discretely
General Presented
Year Ending Long-Term Enterprise Component
June 30 Obligations Funds Units
30,590 $ 347,238 $ 459,117
31,975 359,759 247,265
33,450 385,972 263,653
35,080 401,752 283,360
37,155 432,686 305,960
646,355 7,120,887 9,400,128

814,605 $ 9,048,294 $ 10,959,483
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Current-Year Defeasances: For the year ended June 30, 2001, the
primary government issued approximately $180 million of home
purchase revenue bonds to refund approximately $104 million of
outstanding revenue bonds, and $76 million of veterans general
obligation bonds. The proceeds of those bonds that could not be
called for immediate redemption were deposited in an escrow
account held by the State Treasurer, as escrow trustee, to provide
for all future debt service payments on the defeased bonds. As a
result, these bonds are considered to be defeased and the liabilities
have been removed from the financial statements. The advance
refunds reduced the debt service payments by $49 million and
resulted in an economic gain of $5 million.

The primary government also issued approximately $163 million in
revenue bonds for Leasing Of Public Assets to advance refund
approximately $164 million of outstanding lease revenue bonds.
After payment of approximately $2 million in underwriter discount,
insurance, and other bond issuance costs, and receipt of
approximately $13 million for original bond premium, together with
other available moneys of $903,000, the net proceeds of
approximately $174 million were deposited in various escrow
accounts held by the State Treasurer, as escrow trustee, to provide
for all future debt service payments on the refunded bonds. As a
result, the refunded bonds are considered to be defeased and the
liability for those bonds has been removed from the financial
statements. The advance refunding reduced the primary
government's aggregate debt service payments by $9 million over
the next 14 years and resulted in an economic gain of $6 million.

In May 2001, the primary government issued $261 million in
Central Valley Project Water System Revenue Bonds, Series W, to
advance refund $207 million of outstanding revenue bonds and
redeem commercial paper borrowings of $41 million. The advance
refunding reduced the primary government's aggregate debt service
payments by approximately $11 million over the next 20 years and
resulted in an economic gain of $8 million. The new proceeds of the
advance refundings (after payment of underwriting refunding fees,
other issuance costs, and deposits to the Debt Service Reserve
Accounts) were used to purchase securities that were deposited in
an irrevocable trust with an escrow agent to provide for all future
debt service payments on the advance refunded bonds. As a result,
the advance refunded bonds are considered to be defeased and the
related liabilities have been removed from the financial statements.

For the year ended June 30, 2001, the California Housing Finance
Agency (CHFA), a discretely presented component unit, issued
$165 million of home mortgage revenue bonds at variable rates to
refund $162 million in outstanding home mortgage revenue bonds.
The refunding will decrease the debt service cash outflow for the
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housing bonds by approximately $13 million and result in an
economic gain of approximately $21 million. CHFA considered
these debt refundings to be an in-substance defeasance and,
accordingly, removed the redeemed bonds and related assets from
the financial statements. The deferred loss from extinguishment of
the debt was $3 million.

Prior Year Defeasances: In prior years, the primary government
defeased certain bonds by placing the proceeds of new bonds in
irrevocable trust accounts to provide for all future debt service
requirements. Accordingly, the assets and liabilities for these
defeased bonds are not included in the financial statements. As of
June 30, 2001, the outstanding balance of revenue bonds defeased
in prior years was approximately $1.9 billion.

In prior years, the University of California, a discretely presented
component unit, defeased certain bonds. Investments that have
maturities and interest rates sufficient to fund retirement of
defeased liabilities are being held in irrevocable trusts for the debt
service payments. Accordingly, the assets of the trust accounts and
the liabilities for the defeased bonds are not included in the State's
financial statements. As of June 30, 2001, the outstanding balance
of University of California revenue bonds defeased in prior years
was $668 million.

MAJOR TAX REVENUES
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Tax revenues for the year ended June 30, 2001, are presented in
Table 21.

Table 21

Schedule of Major Tax Revenues
Year Ended June 30, 2001
(amounts in thousands)

Special Expendable

General Revenue Trust

Fund Funds Funds
Personal iNnComMe ................cvvieeeieeeeennn, $ 44,629,742 $ — % —
Sales and USe ........cc.ovvvunieiiiniiiiieiieeenn, 21,346,386 5,038,838 —
Bank and corporation .............ccceeveinnnnn. 6,580,178 — —
Unemployment insurance ....................... — — 2,999,983
Disability insurance ..........cc.ccoovoveinnennnen. — — 2,799,286
INSUFANCE ....ovveiiiii e 1,502,250 — —
Inheritance, estate, and gift ..................... 1,102,980 — —
Cigarette and tobacco .............ccoecevuieennnns 126,825 1,024,718 —
Other ..., 316,362 354,808 61,871
TOtal oo $ 75,604,723 $ 6,418,364 $ 5,861,140
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FUND EQUITY

A. Fund Deficits

B. Changes to
Contributed Capital

The following funds had deficits at June 30, 2001, as shown in
Table 22.

Table 22

Schedule of Fund Deficits
June 30, 2001
(amounts in thousands)

Capital Internal

Projects Enterprise Service

Funds Funds Funds
Higher Education Construction .................. $ 1,715 $ — —
All Other Capital Projects .............ccooeeeunnenn 4,080 — —
Public Employees' Benefits ....................... — 118,515 —
Water Resources Revolving ...................... — — 9,010
Architecture Revolving .............ccoveievinianns — — 1,307
Total covveeeie . $ 5795 $ 118515 $ 10,317

GASB Statement No. 33, Accounting and Financial Reporting for
Nonexchange Transactions, requires capital contributions to be
recognized in proprietary funds and in other governmental entities
that use proprietary fund accounting as revenues, not contributed
capital. However, the prior period contributed capital is not to be
restated until a statement is issued requiring the restatement of the
prior period balances. As a result, the current year capital
contributions of $64 million, $27 million, and $488,000 to
enterprise funds, internal service funds, and discretely presented
component units, respectively, have not increased the balance of
contributed capital. The change to contributed capital is an
increase of $21 million to the discretely presented component units
for a prior period adjustment. The State’'s contributed capital
accounts are shown in Table 23.

Table 23

Contributed Capital
(amounts in thousands)

Balance
June 30, 2001

ENErpriSe FUNAS ....vuviiiiiii e ee e e e e $ 296,484
Internal Service FUNAS ..........ccooeiiiiiiiiii e 347,083
Discretely Presented Component UNitS ............coveviiiiiiiiinieiniieennes 21,213
TOMAL e . $ 664,780
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The primary government has elected, with a few exceptions, to be
self-insured against loss or liability. Generally, the exceptions are
when a bond resolution or a contract requires the primary
government to purchase commercial insurance for coverage against
property loss or liability. There have been no significant reductions
in insurance coverage from the prior year. In addition, there has
been no insurance settlement in the last three years that has
exceeded insurance coverage. The primary government generally
does not maintain reserves. Losses are covered in the year in which
the payment occurs by appropriations from each fund responsible
for payment. All claim payments are on a “pay as you go” basis,
with workers’ compensation benefits for self-insured agencies being
initially paid by SCIF. The potential amount of loss arising from
risks other than workers’ compensation benefits is not considered
material in relation to the primary government’s financial position.

The discounted liability for unpaid self-insured workers'
compensation losses is estimated to be $1.4 billion as of
June 30, 2001. This estimate is based on an actuarial review of the
State employee workers' compensation program and includes
indemnity payments to claimants, as well as all other costs of
providing workers' compensation benefits, such as medical care and
rehabilitation. The estimate also includes the liability for unpaid
service fees, industrial disability leave benefits, and incurred but
not reported amounts. The estimated total liability of approximately
$1.9 billion is discounted to $1.4 billion, using a 4.0% interest rate.
Of the total, $153 million is included in the General Fund,
$91 million in the special revenue funds, $19 million in the
proprietary fund types, and $1.2 billion in the general long-term
obligations account group. Changes in the claims liabilities during
the year ended June 30 are shown in Table 24.

The University of California, a discretely presented component unit,
is self-insured for medical malpractice, workers’ compensation,
employee health care, and general liability claims. These risks are
subject to various claim and aggregate limits, with excess liability
coverage provided by an independent insurer. Liabilities are
recorded when it is probable that a loss has occurred and the
amount of the loss can be reasonably estimated. These losses
include an estimate for claims that have been incurred but not
reported. The estimated liabilities are based upon an independent
actuarial determination of the anticipated future payments,
discounted at rates ranging from 6.25% to 7.5%. The special
purpose authorities, which are discretely presented component
units, do not have any significant liabilities related to
self-insurance.
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Table 24

Schedule of Changes in Self-Insurance Claims
Years Ended June 30
(amounts in thousands)

University of California —

Primary Discretely Presented
Government Component Unit
2001 2000 2001 2000
Unpaid claims, beginning ........ $ 1,091,000 $ 990,000 $ 362,300 $ 330,000
Incurred claims ...................... 617,500 361,000 247,800 241,700
Claim payments ..................... (280,000) (260,000) (207,300) (209,400)
Unpaid Claims, Ending ........ .$ 1,428,500 $ 1,091,000 $ 402,800 $ 362,300

SEGMENT INFORMATION

Selected financial information by enterprise fund activity for major
segments is shown in Table 25. The primary sources of enterprise
fund revenues are as follows:

Housing Loans: Interest charged on contracts of sale of properties
to California veterans and to California National Guard members;
loan origination fees; and interest on investments.

Water Resources: Charges to local water districts, sale of excess
power to public utilities, and interest earned on investments.

School Building Aid: Interest charged on loans to school districts
for acquisition, construction, or rehabilitation of classroom
facilities, and income from the rental of portable classrooms to
school districts.

Toll Facilities: Toll fees and interest earned on investments.
California State University: Charges to students for housing and
parking; student fees for campus unions, health centers, and
self-supporting educational programs; and interest earned

on investments.

Leasing of Public Assets: Rental charges from the lease of public
assets, and interest earned on investments.

State Lottery: The sale of lottery tickets.

Electric Power: The sale of electric power.
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Public Employees’ Benefits: Contributions for public employee
long-term care plans, and fees for managing a deferred
compensation program.

Other Enterprise: Canteen revenues and fees charged by various
other departments.
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Table 25

Schedule of Enterprise Fund Activity by Separate Major Segments
As of and for the Year Ended June 30, 2001

(amounts in thousands)

Operating revenue .........
Depreciation .................

Amortization (recovery) of
deferred charges ........

Operating income (loss) ..
Operating transfers in .....
Operating transfers out ...
Net income (loss) ...........
Grants received .............
Grants provided .............

Property, plant,
and equipment

Additions ...................
Deductions ................
Net working capital .........
Total assets ..................

Bonds and other
long-term liabilities ......

Total equity ........cccunveenn.

School California Leasing Public
Housing Water Building Toll State of Public State Electric Employees’ Other

Loan Resources Aid Facilities University Assets Lottery Power Benefits Enterprise
$ 242,713 $ 1,087,030 $ 25,324 % 5917 $ 227,442 $ 391,132 2,894,842 $ 2,733,000 $ 170,021 $ 133,040
1,180 75,388 15,899 18,521 — — 6,132 — — 185
— (98,291) — 430 153 5,705 1,502 — — —
16,995 144,908 (11,022) (15,023) 49,909 27,133 1,005,599 83,000 (98,204) 29,697
2,219 — — 2,401 25,612 7,108 — — — 4,621
2,219 — 18,122 — 35,627 1,799 — — — 595
15,625 (19,501) (29,144) (27,551) 30,101 27,301 — — (135,930) 178,691
— — — — 219 — — — — 46,509
— — — 15,786 — — — — — —
165 45,726 — 684 75,825 288,249 2,612 — — 3,142
1,180 75,388 15,899 18,521 — — 6,158 — — 185
709,278 74,344 61,077 13,454 396,046 344,941 (28,968) 4,342,000 641,993 620,797
3,393,326 4,964,654 222,881 607,619 1,368,365 5,734,983 3,432,932 12,162,000 651,740 1,033,793
3,020,371 3,350,581 — — 567,901 5,318,080 2,493,371 10,469,000 760,508 213,998
310,860 984,344 222,653 584,845 738,154 204,581 — — (118,515) 796,870

Sjluswalels |eldueuld ayl 0] S910N
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Tables 26 and 27 present summary financial statements of the
special purpose authorities, which are SCIF, CHFA, and non-major
component units. The financial statements of the University of
California, a discretely presented component unit, are presented
separately in the combined statements of this report.

SCIF is a component unit created to offer insurance protection to
employers at the lowest possible cost. This information is as of and
for the year ended December 31, 2000. CHFA was created for the
purpose of meeting the housing needs of persons and families of low
and moderate income. The non-major component units provide
certain services that are not part of the primary government; they
also provide certain private and public entities with a low-cost
source of financing for activities that are deemed to be in the public
interest.
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Table 26

Condensed Balance Sheet - Special Purpose Authorities —
Discretely Presented Component Units

June 30, 2001
(amounts in thousands)

State California
Compensation Housing Non-Major
Insurance Finance Component
Fund Agency Units Total
Assets
Due from primary
government .................. $ — 3 — 3 17,740 $ 17,740
Other current assets ......... 413,817 964,308 730,511 2,108,636
Investments ..................... 7,526,190 1,236,469 94,357 8,857,016
Advances and loans
receivable ..................... — 6,695,608 22,212 6,717,820
Fixed assets .................... 205,783 — 343,566 549,349
Total Assets ......coceevveveene . $ 8145790 $ 8,896,385 $ 1,208,386 $ 18,250,561
Liabilities
Other current liabilities ....... $ 1,139,783 $ 368,270 $ 23,107 $ 1,531,160
Benefits payable ............... 5,563,175 — — 5,563,175
Revenue bonds payable .... — 7,688,313 138,854 7,827,167
Contracts and notes
payable ..........ccooveinin — — 9,734 9,734
Total Liabilities ................ .. 6,702,958 8,056,583 171,695 14,931,236
Fund Equity
Contributed capital ............ — — 21,213 21,213
Retained earnings
Reserved for regulatory
requirements .............. — 737,503 — 737,503
Unreserved ................... 1,442,832 102,299 1,015,478 2,560,609
Total Fund Equity ............ .. 1,442,832 839,802 1,036,691 3,319,325
Total Liabilities and
Fund Equity ................ .$ 8,145,790 $ 8,896,385 $ 1,208,386 $ 18,250,561
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Table 27

Condensed Statement of Revenues, Expenses, and Changes in
Retained Earnings — Special Purpose Authorities —
Discretely Presented Component Units

Year Ended June 30, 2001
(amounts in thousands)

State California
Compensation Housing Non-Major
Insurance Finance Component
Fund Agency Units Total
Operating Revenues
Earned premiums (net) ......... $ 1,759,462 $ — $ — $ 1,759,462
Other revenue ..................... 50,647 473,908 258,290 782,845
Total Operating Revenues .... . 1,810,109 473,908 258,290 2,542,307
Operating Expenses
Depreciation ..............c........ 2,550 229 14,360 17,139
Benefit payments ................. 1,912,647 — 3,162 1,915,809
Interest expense .................. — 428,848 3,203 432,051
Amortization of deferred
charges .........occviviiiiinnnnn, 218,044 1,470 — 219,514
Other operating expenses ..... 127,321 65,737 147,621 340,679
Total Operating Expenses .... . 2,260,562 496,284 168,346 2,925,192
Operating Income (LOSS) ....... (450,453) (22,376) 89,944 (382,885)
Nonoperating Revenues
(Expenses)
Investment and
interest income (loss) ......... 723,710 106,485 4,360 834,555
Dividends paid .................... (104,146) — — (104,146)
Other nonoperating
revenues (expenses), net ... — 20,141 19,808 39,949
Net Nonoperating
Revenues (Expenses) ........ . 619,564 126,626 24,168 770,358
Net Income (LOSS) ................ . 169,111 104,250 114,112 387,473
Retained Earnings,
July 1, 2000 ......covvvviieeenen 1,273,721 735,552 901,366 * 2,910,639
Retained Earnings,
June 30, 2001 ........oeevennn $ 1442832 $ 839,802 $ 1,015,478 $ 3,298,112
* Restated

NO COMMITMENT DEBT
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Certain debt of the special purpose authorities, which are discretely
presented component units, is issued to finance activities such as
construction of new facilities and remodeling of existing facilities, as
well as acquisition of equipment. This debt is collateralized solely
by the credit of private and public entities and is administered by
trustees independent of the State. As of June 30, the special
purpose authorities had $14.1 billion of debt outstanding, which is
not debt of the State.
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The State has also entered into transactions that involve debt
issued by four special purpose trusts that were created by another
special purpose authority, the California Infrastructure and
Economic Development Bank. The special purpose trusts are
legally separate entities that issued long-term debt for the primary
purpose of financing certain costs of assets and obligations that are
recoverable by utilities through electric rate charges but that may
prevent the utilities from offering electricity at lower rates in a
competitive market. As of June 30, the special purpose trusts had
approximately $3.9 billion of debt outstanding. Like the debt of
special purpose authorities, the debt of the special purpose trusts is
not a debt of the State.

In addition, the State participated in transactions involving debt
issued by the Bay Area Toll Authority, which is not part of the
State's reporting entity. The debt was issued to finance
improvements to existing bridges and to design and construct new
bridges. As of June 30, the Bay Area Toll Authority had
$400 million of debt outstanding, which is not a debt of the State.

CONTINGENT LIABILITIES

A. Litigation

The primary government is a party to numerous legal proceedings,
many of which normally occur in governmental operation. To the
extent they existed, the following were accrued as a liability in the
financial statements: legal proceedings that were decided against
the primary government before June 30, 2001; legal proceedings
that were in progress as of June 30, 2001, and were settled or
decided against the primary government as of November 16, 2001,
and legal proceedings having a high probability of resulting in a
decision against the primary government as of November 16, 2001,
and for which amounts could be estimated. For governmental fund
types and expendable trust funds, the portion of the liability that is
expected to be paid within the next 12 months is recorded as a
liability of the fund from which payment will be made; the
remainder is shown as a liability of the general long-term
obligations account group. For other fund types, the entire liability
is recorded in the fund involved.

In addition, the primary government is involved in certain other
legal proceedings that, if decided against the primary government,
may require it to make significant future expenditures or may
impair future revenue sources. Because of the prospective nature
of these proceedings, no provision for the potential liability has been
made in the financial statements.
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Following are the more significant lawsuits pending against the
primary government.

The primary government is involved in a lawsuit related to
contamination at the Stringfellow toxic waste site. In United States,
People of the State of California v. J. B. Stringfellow, Jr., et al., the
primary government is seeking recovery for past costs of cleanup of
the site, a declaration that the defendants are jointly and severally
liable for future costs, and an injunction ordering completion of the
cleanup. The defendants have filed a counterclaim against the
primary government for alleged negligent acts resulting in
significant findings of liability against the primary government as
owner and operator of the site. The primary government has
appealed the rulings. The court stayed the appeal pending
settlement discussions. In December 1998, an interim settlement
agreement was entered into between the primary government and
Stringfellow defendants requiring both parties to waive all claims
against each other. Finalization of this agreement is contingent
upon the settlement or judgment in related actions involving the
primary government and its insurance carriers, which could be held
100% liable for all clean-up costs. A trial date has not yet been set
for the action against the primary government insurance carriers,
but as of January 1, 2002, the primary government or the
defendants in the Stringfellow action can nullify the interim
agreement under certain circumstances. |If either party chooses to
terminate the settlement agreement, the primary government's
appeal would likely be reinstated.

Estimates of the total clean-up costs for the Stringfellow site range
from $500 million to $690 million. However, approximately
$325 million has already been spent on clean-up by the primary
government, the United States Environment Protection Agency and
Stringfellow defendants.  Therefore, the primary government's
potential liability for the remaining clean-up costs ranges from $175
million to $365 million and from $90 million to $100 million for
past clean-up costs incurred by defendants. The amount of primary
government liability depends on whether the 1998 interim
agreement becomes final, and on whether all or a portion of any
judgment or clean-up expenses against the primary government is
satisfied by recoveries from its insurance carriers.

The primary government reached a settlement agreement for a
lawsuit, Thomas Hayes v. Commission on State Mandates, related to
state-mandated costs for special education programs for
handicapped students. Under the terms of the agreement, the
primary government has appropriated $270 million from its General
Fund to the Superintendent of Public Instruction for allocation on a
one-time basis to schools districts, county offices of education, and
special education local plan areas. The agreement also requires the
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primary government to appropriate $25 million each fiscal year for
ten years, beginning in fiscal year 2001-02, for allocation to school
districts pursuant to a prescribed calculation. However, in any year
in which certain provisions of Article XVI of the California
Constitution are operative, this appropriation is not required. In
addition, the primary government appropriated $100 million to the
Superintendent of Public Instruction to perform specific
computations with respect to special education local planning areas
and affected pupils and to permanently increase the amount per
unit of average daily attendance for those areas.

The primary government is a defendant in three actions, Cigarettes
Cheaper!, et al., v. Board of Equalization, et al., California Assn. of
Retail Tobacconists, et al., v. Board of Equalization, et al.,, and
McLane/Suneast, Inc., v. Board of Equalization, that challenge the
constitutionality of Proposition 10. The plaintiffs allege that
Proposition 10, which increases the excise tax on tobacco products,
violates 11 sections of the California Constitution and related
provisions of law. The primary government filed notices of related
cases. If the statute ultimately is declared unconstitutional,
exposure may include the entire $750 million that is collected
annually, together with interest on these collections. Oon
November 15, 2000, the trial court ruled completely in the primary
government’s favor. Judgment was entered on January 9, 2001, and
all three plaintiff groups filed notices of appeal on time. All parties
have reached agreement on an extensive joint appendix on appeal,
and opening briefs were due on November 5, 2001.

The primary government is a defendant in an action, Ronald Arnett,
et al.,, v. California Public Employees’ Retirement System (PERS);
California Board of Administration of PERS; et al., that challenges
Section 21417 of the Government Code pertaining to industrial
disability retirement benefits. The plaintiffs allege that Section
21417 makes retirement decisions based upon age, in violation of
the Age Discrimination in Employment Act of 1967. In June 2001,
the parties entered into a partial settlement of this action that
requires further court proceedings. The primary government agreed
to uncap future industrial disability retirement benefits to affected
state employees. The parties also agreed that the district court
would form a class of local public entity employers to resolve issues
regarding the rights of PERS under state law with regard to those
local public entity employers. The parties are in the process of
establishing the scope of the prospective class of local public entity
employers, and liability cannot be predicted at this time. An
unfavorable outcome to the primary government is possible, and
total damages depend upon the court's rulings on the state law
class issues and the extent of retrospective relief, if any, awarded.

83



State of California Comprehensive Annual Financial Report

84

The primary government has prevailed in a lawsuit, Sonoma County,
et al., v. Commission on State Mandates. This case was disclosed in
the prior year's footnotes. Final judgment in favor of the primary
government was entered in court records on July 18, 2001.

The primary government is party to several lawsuits and regulatory
proceedings related to the Department of Water Resources (DWR)
entering into contracts and arrangements for the purchase and sale
of electric power to assist in mitigating the effect of a state-wide
energy supply emergency. Legislation established the Department
of Water Resources Electric Power Fund (Power Fund) on
January 19, 2001, and subsequent legislation expanded the powers
of the fund to incur debt for the purposes of the fund and to use
amounts in the fund for the purchase of power. As authorized by
this legislation, the DWR began selling electricity to end-use
customers of three companies, collectively referred to as the
investor-owned utilities (IOUs) in January 2001. The DWR
purchases power from wholesale suppliers under long-term
contracts and in short-term and spot market transactions. DWR
electricity is delivered to end-use customers through the
transmission and distribution systems of the IOUs, and payments
from the end-use customers are collected for the DWR by the I0Us
pursuant to service agreements approved and/or ordered by the
California Public Utilities Commission (CPUC). Legislation
authorizes the DWR and the CPUC to enter into an agreement with
respect to charges for the purposes of the legislation to provide for
recovery by the DWR of its revenue requirements. The DWR
financed its power purchases with advances from the state's
General Fund, loans from financial institutions, and revenues from
power sales to customers. The DWR is authorized to issue bonds in
an amount not to exceed $13.4 billion and payable solely from the
Power Fund and to deposit the proceeds of the bonds in the Power
Fund for use for any of the Power Fund’s purposes.

The lawsuits and regulatory proceedings include, among others, an
IOU contesting the DWR’s determination that its revenue
requirement submissions to the CPUC are just and reasonable, and
a CPUC filing with the Federal Energy Regulatory Commission to
protest the reasonableness of long-term contracts entered into by
the DWR. The CPUC has approved only interim rates for the sale of
power provided by the DWR. In addition, other lawsuits and
regulatory proceedings in which the primary government is a party
may affect the price or supply of energy in California. In one case,
the California Power Exchange Corporation (CalPX), certain 10Us,
and others have brought suit against the State of California,
claiming that the State’'s assumption of the CalPX's block forward
contracts after the CalPX filed bankruptcy in early 2001 was
unconstitutional. The plaintiffs argue that they are entitled to
damages of $1.1 billion, which is their estimation of the fair value of
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B. Federal Audit
Exceptions

NOTE 23.

the block forward contracts at the time the DWR assumed them.
Under the block forward contracts, which expire in December 2001,
management estimates that the Power Fund will have paid
approximately $350 million for energy provided by the contracts.
These lawsuits and regulatory proceedings could impact the timing
of the sale of bonds, the revenue requirements and rate structure
needed to repay the debt, and the terms and conditions of the power
purchase contracts. Because the legal and regulatory proceedings
are in an early stage, the ultimate outcome of these matters cannot
presently be determined.

The University of California and the special purpose authorities,
which are discretely presented component units, are contingently
liable in connection with claims and contracts, including those
currently in litigation, arising in the normal course of their
activities. The outcome of such matters is either not expected to
have a material effect on the financial statements or cannot be
estimated at this time.

The primary government receives substantial funding from the
federal government in the form of grants and other federal
assistance. The primary government and the University of
California are entitled to these resources only if they comply with
the terms and conditions of the grants and contracts and with the
applicable federal laws and regulations; they may spend these
resources only for eligible purposes. If audits disclose exceptions,
the primary government and the University of California may incur
a liability to the federal government.

PENSION TRUSTS

Two retirement systems, the California Public Employees’
Retirement System (CalPERS) and the California State Teachers’
Retirement System (CalSTRS), are included in the primary
government. One retirement system, the University of California
Retirement System (UCRS), is included in the discretely presented
component units. The pension liability for all pension trust funds
was determined in accordance with GASB Statement No. 27,
Accounting for Pensions by State and Local Government Employers.
The amounts of the pension liability for all pension trust funds are
presented on Tables 29 and 30 as the net pension obligation (NPO)
as of June 30, 2001. Information on the investments of the
retirement systems is included in Note 3, Deposits and Investments.

CalPERS administers five defined benefit retirement plans: the
Public Employees’ Retirement Fund (PERF), the Judges’ Retirement
Fund (JRF), the Judges’ Retirement Fund Il (JRF 1l), the Legislators’
Retirement Fund (LRF), and the Volunteer Firefighters’ Length of
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Public Employees’
Retirement Fund
1. Fund Information

Service Award Fund (VFF). CalPERS also administers three defined
contribution plans, the State Peace Officers’ and Firefighters’
Defined Contribution Plan Fund (SPOFF), the Replacement Benefit
Fund (RBF), and the Supplemental Contributions Program Fund
(SCPF). CalPERS issues a publicly available financial report that
includes financial statements and required supplementary
information for these plans. This report may be obtained by writing
to the California Public Employees’ Retirement System, Central
Supply, P.O. Box 942715, Sacramento, California 94229-2715.

CalPERS wuses the accrual basis of accounting. Member
contributions are recorded when due except for the VFF, the
SPOFF, and the RBF, which are funded only by employer
contributions. Employer contributions are recorded when due and
the employer has made a formal commitment to provide the
contributions. Benefits and refunds are recognized when due, in
accordance with the terms of each plan.

CalSTRS administers two defined benefit retirement plans within
the State Teacher’'s Retirement Fund: the Defined Benefit Program,
and the Cash Balance Benefit Program. CalSTRS also offers,
through a third-party administrator, a defined contribution plan
that meets the requirements of Internal Revenue Code Section
403(b). The Teachers' Health Benefits Fund provides post-
employment health benefits to retired members of the DB Program.
CalSTRS issues a publicly available financial report that includes
financial statements and required supplementary information for
these plans. This report may be obtained from the California State
Teachers’ Retirement System, Audits Division, 7667 Folsom
Boulevard, 2nd Floor, Sacramento, California 95826.

CalSTRS wuses the accrual basis of accounting. Member
contributions are recognized in the period in which the
contributions are due. Employer and primary government
contributions are recognized when due and the employer or the
primary government has made a formal commitment to provide the
contributions. Benefits are recognized when due and payable, in
accordance with the retirement program.

Plan Description: CalPERS administers the PERF, which is an agent
multiple-employer defined benefit retirement plan. Employers
participating in the PERF include the primary government and
certain special purpose authorities, which are discretely presented
component units, 61 school employers, and 1,350 public agencies
as of June 30, 2001.
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2. Employer’s
Information

The excess of the actuarial value of assets over the actuarial
accrued liability of the PERF for the primary government and other
participating agencies was $26.4 billion at June 30, 2000. This is a
result of the difference between the actuarial value of assets of
$162.4 billion and the actuarial accrued liability of $136.0 billion.
Contributions are actuarially determined.

Plan Description: The primary government and certain special
purpose authorities contribute to the PERF. CalPERS acts as a
common investment and administrative agent of the primary
government and the other member agencies. The special purpose
authorities’ participation in the PERF is not a material portion of
the program. The primary government employees served by the
PERF include: first-tier miscellaneous, second-tier miscellaneous,
industrial, California Highway Patrol, peace officers and firefighters,
and other safety members. The payroll for primary government
employees covered by the PERF in the year ended June 30, 2001,
was approximately $11.6 billion.

All employees who work half-time or more are eligible to participate
in the PERF. The PERF provides benefits based on members’ years
of service, age, final compensation, and benefit formula. Vesting
occurs after five or ten years, depending on the plan. All plans
provide death, disability, and survivor benefits. The benefit
provisions are established by statute.

Funding Policy: Benefits are funded by contributions from members
and the primary government and by earnings from investments.
Member and primary government contributions are a percentage of
applicable member compensation. Member rates are defined by law
and based on the primary government's benefit formula. The
primary government contribution rates are determined by periodic
actuarial valuations or by state statute.

Employees, with the exception of employees in the second-tier plan,
are required to contribute to the fund. The contribution rates of
active plan members are based on a percentage of salary over a
monthly base compensation amount of $133 to $863. With the
exception of employees in the second-tier plan, employees’ required
contributions vary from 5.0% to 9.0% of their salary over the base
compensation amount.

The required employer contribution rates for the primary
government, without group term life insurance benefits, are shown
in Table 28. The employer contribution rates for employees in the
industrial member and the safety member categories who are
covered by group term life insurance are 0.03% and 0.006%,
respectively. All other categories are not covered by group term life
insurance.
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Fund

Table 28

Schedule of Required Employer Contribution Rates for the Primary
Government by Member Category

Year Ended June 30, 2001

Normal Unfunded Total
Cost Liability Rate
Miscellaneous members
FIrSt tier «ooveieiee e 8.31 % (8.31) % — %
YTt (o N 11T P 6.60 (6.60) —
Industrial .........ccoooiiiii 7.22 (7.22) —
California Highway Patrol .............cc.ccoeeeennss 13.71 — 13.71
Peace officers and firefighters ...................... 13.88 (11.15) 2.73
Other safety members ............coccoviieenennnne. 12.60 (5.80) 6.80

For the year ended June 30, 2001, the annual pension cost (APC)
and the amount of contributions made by the primary government
were $163 million and $173 million, respectively. The APC and the
percentage of APC contributed for the last three years are shown in
Table 29. Actuarial valuations of the PERF are performed annually.
Information from the last valuation, which was performed as of
June 30, 2000, is also shown in Table 29.

Plan Description: CalPERS administers the JRF, which is an agent
multiple-employer defined benefit retirement plan. The JRF
membership includes justices of the Supreme Court and courts of
appeal, as well as judges of superior courts, municipal courts, and
justice courts appointed or elected prior to November 9, 1994.
There were 59 employers participating in the JRF for the year ended
June 30, 2001. The payroll for employees covered by the JRF for
the year ended June 30, 2001, was approximately $150 million. The
primary government pays the employer contributions for all
employees covered by the JRF.

The JRF provides benefits based on a member's years of service,
age, final compensation, and benefit formula. Vesting occurs after
five years. The JRF provides de