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March 30, 2015

Mr. Daniel R. Levinson, Inspector General
Department of Health and Human Services
Room 5541, Cohen Building

330 Independence Avenue, S.W.
Washington, D.C. 20201

Dear Mr. Levinson:

As the Governor's fiscal representative, | submit to you the State of California Single Audit
Report for the fiscal year ended June 30, 2014. The report contains the Independent Auditor’s
Reports on the state’s general-purpose financial statements, compliance and internal control
over financial reporting, compliance and internal control related to federal grants, and schedule
of expenditures of federal awards. Although the Independent Auditor identified three material
weaknesses and one significant deficiency, the conditions do not adversely affect the state’s
general-purpose financial statements. The Independent Auditor also identified significant
deficiencies related to internal control over compliance with major federal program requirements
and identified several instances of noncompliance that were considered material. We recognize
there are areas where internal controls and administration of federal awards need to be improved,
and we are taking steps to address these issues. This year's combined results of the Single Audit
Report identified an overall reduction of findings signifying improvements in California’s
operations.

California provides its citizens with numerous state and federal programs and activities and is
more complex and vast than most economic entities in the world. Such complexity, along with
ever-present budget constraints, challenges us to meet the requirements of those programs and
activities efficiently and effectively. Moreover, these operations must exist within a system of
internal and administrative controls that safeguards assets and resources and produces reliable
financial information. Attaining these objectives and overseeing the financial and business
practices of the state continues to be an important part of the Department of Finance's
(Finance) leadership.

Finance provides education and training to departments as well as oversight of departmental
internal audit units by issuing audit guidelines and conducting quality assurance reviews.
Further, we have an ongoing process of issuing statewide policy and providing technical advice
to departments on various issues. The state is committed to sound and effective fiscal
oversight.

Individual departments have separately responded to the Single Audit Report findings and
recommendations. Accordingly, their viewpoints and corrective action plans are included in the
report. The combined results of the Single Audit Report will be disseminated to all departments
and Finance will remind departments of their responsibility for implementing corrective action
plans. Further, we will monitor the findings and reported corrective actions to identify potential
changes in statewide fiscal procedures.
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The Financial Integrity and State Manager’s Accountability Act (FISMA) specifies the head of
each state department is responsible for establishing and maintaining a system of internal
accounting and administrative controls within their department. This responsibility includes
documenting the system, communicating system requirements to employees, and assuring the
system is functioning as prescribed and is modified for changing conditions. Moreover, all levels
of state management must be involved in assessing and strengthening their systems of internal
accounting and administrative controls to minimize fraud, errors, abuse, and waste of government
funds. FISMA requires each department to conduct an internal review of its controls and report
the results. Finance will continue to provide education and guidance to assist departments in
meeting the FISMA requirements.

Finance is committed to ensuring proper financial operations and business practices of the state,
as well as ensuring internal controls exist for the safeguarding and effective use of assets and
resources. We will take into consideration the findings reported in the Single Audit Report during
the course of our work.

If you have any questions concerning this letter, please contact Richard Sierra, Chief, Office of
State Audits and Evaluations, at (916) 322-2985.

Sincerel,;(\

Wb (<

MICHAEL COHEN
Director

Enclosure
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Independent Auditor’s Report

THE GOVERNOR AND THE LEGISLATURE OF THE
STATE OF CALIFORNIA

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, the aggregate discretely presented component units, each major fund, and
the aggregate remaining fund information of the State of California, as of and for the year ended
June 30, 2014, and the related notes to the financial statements, which collectively comprise the
State’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the preparation
and fair presentation of financial statements that are free from material misstatement, whether due
to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did
not audit the financial statements of the following:

Government-wide Financial Statements

e Certain enterprise funds that, in the aggregate, represent 79 percent of the assets and deferred
outflows, and 30 percent of the revenues of the business-type activities.

e The University of California and the California Housing Finance Agency that represent
93 percent of the assets and deferred outflows, and 93 percent of the revenues of the discretely
presented component units.

Fund Financial Statements

o The Safe Drinking Water State Revolving fund, that represents 15 percent of the assets and
deferred outflows, and 6 percent of the additions, revenues, and other financing sources of the
Environmental and Natural Resources fund, a major governmental fund.

o The following major enterprise funds: Electric Power fund, Water Resources fund, State Lottery
fund, and California State University fund.

e The Golden State Tobacco Securitization Corporation, the Public Building Construction,
the Public Employees’ Retirement, the State Teachers’ Retirement, the State Water Pollution
Control, and the 1943 Veterans Farm and Home Building funds, that represent 85 percent of
the assets and deferred outflows, and 58 percent of the additions, revenues and other financing
sources of the aggregate remaining fund information.

e The discretely presented component units noted above.
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The related financial statements were audited by other auditors whose reports have been furnished to us,
and our opinions, insofar as they relate to the amounts included for those funds and entities, are based
solely on 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. The financial statements of
the Golden State Tobacco Securitization Corporation, the Public Building Construction, the Public
Employees’ Retirement, the State Lottery, the Water Resources, and the 1943 Veterans Farm and Home
Building funds were not audited in accordance with Government Auditing Standards.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation
of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Opinions

In our opinion, based on our audit and the reports of other auditors, the financial statements referred
to above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of the State of California, as of June 30, 2014, and
the respective changes in financial position and, where applicable, cash flows thereof for the year then
ended in accordance with accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United State of America require that a discussion
and analysis by management, schedule of funding progress, infrastructure information, budgetary
comparison information, reconciliation of budgetary and GAAP-basis fund balances, and related
notes be presented to supplement the basic financial statements. Such information, although not
a part of the basic financial statements, is required by the Governmental Accounting Standards
Board which considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic, or historical context. We and the other auditors
have applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquiries
of management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an
opinion or provide any assurance on the information because the limited procedures do not provide
us with sufficient evidence to express an opinion or provide any assurance.



Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the State’s basic financial statements. The introductory section, combining
financial statements, and statistical section are presented for purposes of additional analysis and are
not a required part of the basic financial statements.

The combining financial statements are the responsibility of management and were derived from,
and relate directly to the underlying accounting and other records used to prepare the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audit of the
basic financial statements and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the basic
financial statements or to the basic financial statements themselves, and other additional procedures
in accordance with auditing standards generally accepted in the United States of America by us and
other auditors. In our opinion, based on our audit, the procedures performed as described above,
and the reports of other auditors, the combining financial statements are fairly stated, in all material
respects, in relation to the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied
in the audit of the basic financial statements, and accordingly, we do not express an opinion or
provide any assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
March 19, 2015 on our consideration of the State’s internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements,
and other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion
on internal control over financial reporting or on compliance. That report is an integral part of an
audit performed in accordance with Government Auditing Standards in considering the State’s internal
control over financial reporting and compliance.

CALIFORNIA STATE AUDITOR
g . %—S -

JOHN F. COLLINS 11, CPA
Deputy State Auditor

March 19, 2015
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Management’s Discussion and Analysis

Management’s Discussion and Analysis

The following Management’s Discussion and Analysis is required supplementary information to the State of
California’s financial statements. It describes and analyzes the financial position of the State, providing an
overview of the State’s activities for the year ended June 30, 2014. We encourage readers to consider the
information we present here in conjunction with the information presented in the Controller’s letter of
transmittal at the front of this report and in the State’s financial statements and notes, which follow this
section.

Financial Highlights - Primary Government

Government-wide Highlights

California experienced a solid rebound in economic activity during the 2013-14 fiscal year and its financial
health is clearly on the mend. The State’s general revenues increased by $7.1 billion (6.0%) over the prior
year. Expenses for the State’s governmental activities also increased but were less than revenues received,
resulting in a $7.8 billion increase in the governmental activities’ net position and yielding the first positive
net position since the 2008-09 fiscal year. Total revenues and transfers for the State’s business-type activities
also surpassed expenses by $1.9 billion in fiscal year 2013-14.

Net Position — The primary government’s net position as of June 30, 2014, was $7.3 billion. The total net
position is reduced by $96.1 billion for net investment in capital assets and by $29.8 billion for restricted net
position, yielding a negative unrestricted net position of $118.6 billion. Restricted net position is dedicated for
specified uses and is not available to fund current activities. More than half of the negative $118.6 billion
consists of $66.7 billion in outstanding bonded debt issued to build capital assets for school districts and other
local governmental entities. The bonded debt reduces the unrestricted net position; however, local
governments, not the State, own the capital assets that would offset this reduction.

Fund Highlights

Governmental Funds — As of June 30, 2014, the primary government’s governmental funds reported a
combined ending fund balance of $19.8 billion, an increase of $8.1 billion over the prior fiscal year, as
restated. The unrestricted fund balance, comprised of committed, assigned, and unassigned balances, was
negative $5.1 billion. The nonspendable and restricted fund balances were $156 million and $24.7 billion,
respectively.

Proprietary Funds — As of June 30, 2014, the primary government’s proprietary funds reported a combined
ending net position of $5.9 billion, an increase of $1.7 billion over the prior fiscal year, as restated. The total
net position is reduced by $2.3 billion for net investment in capital assets, expendable restrictions of
$5.2 billion, and nonexpendable restrictions of $16 million, yielding a negative unrestricted net position of
$1.6 billion.
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Noncurrent Assets and Liabilities

As of June 30, 2014, the primary government’s noncurrent assets totaled $145.4 billion, of which
$125.1 billion is related to capital assets. State highway infrastructure assets of $65.3 billion represent the
largest portion of the State’s capital assets.

The primary government’s noncurrent liabilities totaled $161.0 billion, which consists of $79.9 billion in
general obligation bonds, $30.3 billion in revenue bonds, and $50.8 billion in remaining noncurrent liabilities.
During the 2013-14 fiscal year, the primary government’s noncurrent liabilities decreased by $3.3 billion
(2.0%) from the prior fiscal year. This decrease was primarily the result of a $4.4 billion decrease in capital
lease obligations, an increase of $3.2 billion in net other postemployment benefits obligations, a decrease of
$1.3 billion in revenue bonds payable, and a $952 million decrease in loans payable.

Overview of the Financial Statements

This discussion and analysis is an introduction to the section presenting the State’s basic financial statements,
which includes four components: (1) government-wide financial statements, (2) fund financial statements,
(3) discretely presented component units financial statements, and (4) notes to the financial statements. This
report also contains required supplementary information and combining financial statements and schedules.

Government-wide Financial Statements

Government-wide financial statements are designed to provide readers with a broad overview of the State’s
finances. The government-wide financial statements do not include fiduciary programs and activities of the
primary government and component units because fiduciary resources are not available to support state
programs.

To help readers assess the State’s economic condition at the end of the fiscal year, the statements provide both
short-term and long-term information about the State’s financial position. These statements are prepared using
the economic resources measurement focus and the accrual basis of accounting, similar to methods used by
most businesses. These statements take into account all revenues and expenses connected with the fiscal year,
regardless of when the State received or paid the cash. The government-wide financial statements include two
statements: the Statement of Net Position and the Statement of Activities.

* The Statement of Net Position presents all of the State’s financial and capital resources in a format in
which assets and deferred outflows of resources equal liabilities and deferred inflows of resources, plus
net position. Over time, increases or decreases in net position indicate whether the financial position of
the State is improving or deteriorating.

* The Statement of Activities presents information showing how the State’s net position changed during the
most recent fiscal year. The State reports changes in net position as soon as the event giving rise to the
change occurs, regardless of the timing of the related cash flows. Thus, this statement reports revenues
and expenses for some items that will result in cash flows in future fiscal periods (e.g., uncollected taxes
and earned but unused vacation leave). This statement also presents a comparison between direct
expenses and program revenues for each function of the State.
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The government-wide financial statements separate into different columns the three types of state programs
and activities: governmental activities, business-type activities, and component units.

* Governmental activities are mostly supported by taxes, such as personal income and sales and use taxes,
and intergovernmental revenues, primarily federal grants. Most services and expenses normally associated
with state government fall into this activity category, including general government, education (public
kindergarten through 12th grade [K-12] schools and institutions of higher education), health and human
services, resources, state and consumer services, business and transportation, correctional programs, and
interest on long-term debt.

* Business-type activities typically recover all or a significant portion of their costs through user fees and
charges to external users of goods and services. The business-type activities of the State of California
include providing unemployment insurance programs, providing housing loans to California veterans,
providing water to local water districts, providing services to California State University students, selling
California State Lottery tickets, and selling electric power. These activities are carried out with minimal
financial assistance from the governmental activities or general revenues of the State.

* Component units are organizations that are legally separate from the State, but are at the same time related
to the State financially (i.e., the State is financially accountable for them) or the nature of their
relationship with the State is so significant that their exclusion would cause the State’s financial
statements to be misleading or incomplete. The State’s financial statements include the information for
blended, fiduciary, and discretely presented component units.

» Blended component units, although legally separate entities, are in substance a part of the primary
government’s operations. Therefore, for reporting purposes, the State integrates data from blended
component units into the appropriate funds. The Golden State Tobacco Securitization Corporation and
certain building authorities are blended component units of the State and are included in
governmental activities.

» Fiduciary component units are legally separate from the primary government but, due to their
fiduciary nature, are included with the primary government’s fiduciary funds. The California Public
Employees’ Retirement System and the California State Teachers’ Retirement System are fiduciary
component units that are included with the State’s pension and other employee benefit trust funds,
which are not included in the government-wide financial statements.

» Discretely presented component units are legally separate from the primary government and provide
services to entities and individuals outside the primary government. The activities of discretely
presented component units are presented in a single column in the government-wide financial
statements.

Most component units prepare their own separately issued financial statements. For information regarding
obtaining the financial statements of the individual component units, refer to Note 1A, Reporting Entity.
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Fund Financial Statements

Fund financial statements are provided for governmental funds, proprietary funds, fiduciary funds and similar
component units, and discretely presented component units. A fund is a grouping of related accounts that is
used to maintain control over resources that have been segregated for specific activities or objectives. The
State of California, like other state and local governments, uses fund accounting to ensure and demonstrate
compliance with finance-related legal and contractual requirements. Following are general descriptions of the
three types of funds:

Governmental funds are used to account for essentially the same functions that are reported as
governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on short-term
inflows and outflows of spendable resources, as well as on balances of spendable resources available at
the end of the fiscal year. Such information may be useful in evaluating a government’s short-term
financing requirements. This approach is known as the flow of current financial resources measurement
focus and the modified accrual basis of accounting. These governmental fund statements provide a
detailed short-term view of the State’s finances, enabling readers to determine whether adequate financial
resources exist to meet the State’s current needs.

Because governmental fund financial statements provide a narrower focus than do government-wide
financial statements, it is useful to compare governmental fund statements to the governmental activities
information presented in the government-wide financial statements. By doing so, readers may better
understand the long-term impact of the government’s short-term financing decisions. Reconciliations
located on the pages immediately following the fund statements show the differences between the
government-wide statements and the governmental fund Balance Sheet and the governmental fund
Statement of Revenues, Expenditures, and Changes in Fund Balances. Primary differences between the
government-wide and fund statements relate to noncurrent assets, such as land and buildings, and
noncurrent liabilities, such as bonded debt and amounts owed for compensated absences and capital lease
obligations, which are reported in the government-wide statements but not in the fund-based statements.

Proprietary funds show activities that operate more like those found in the private sector. The State of
California has two proprietary fund types: enterprise funds and internal service funds.

» Enterprise funds record activities for which a fee is charged to external users; they are presented as
business-type activities in the government-wide financial statements.

+ Internal service funds accumulate and allocate costs internally among the State of California’s various
functions. For example, internal service funds provide public building construction, information
technology, printing, fleet management, and architectural services primarily for state departments. As
a result, their activity is considered governmental.

Fiduciary funds account for resources held for the benefit of parties outside the State. Fiduciary funds and
the activities of fiduciary component units are not reflected in the government-wide financial statements
because the resources of these funds are not available to support State of California programs. The
accounting used for fiduciary funds and similar component units is similar to that used for proprietary
funds.
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Discretely Presented Component Units Financial Statements

The State has financial accountability for discretely presented component units, which have certain
independent qualities and operate in a similar manner as private-sector businesses. The activities of the
discretely presented component units are classified as enterprise activities.

Notes to the Financial Statements

The notes to the financial statements in this publication provide additional information that is essential for a
full understanding of the data provided in the government-wide and fund financial statements. The notes to
the financial statements, which describe particular accounts in more detail, are located immediately following
the discretely presented component units’ financial statements.

Required Supplementary Information

A section of required supplementary information follows the notes to the basic financial statements in this
publication. This section includes a schedule of funding progress for certain pension and other
postemployment benefit trust funds, information on infrastructure assets based on the modified approach, a
budgetary comparison schedule, and a reconciliation of the budgetary basis and the GAAP basis fund
balances for the major governmental funds presented in the governmental fund financial statements.

Combining Financial Statements and Schedules

The Combining Financial Statements and Schedules — Nonmajor and Other Funds section presents combining
statements that provide separate financial statements for nonmajor governmental funds, nonmajor proprietary
funds, fiduciary funds, and nonmajor component units. The basic financial statements present only summary
information for these activities.

Government-wide Financial Analysis

Net Position

The primary government’s combined net position (governmental and business-type activities) increased by
more than 409%, from a negative $2.4 billion, as restated at June 30, 2013, to a positive $7.3 billion a year
later.

The primary government’s $96.1 billion net investment in capital assets, such as land, buildings, equipment,
and infrastructure (roads, bridges, and other immovable assets) comprise a significant portion of its net
position. This amount of capital assets is net of any outstanding debt used to acquire those assets. The State
uses capital assets when providing services to citizens; consequently, these assets are not available for future
spending. Although the State’s investment in capital assets is reported net of related debt, the resources needed
to repay this debt must come from other sources because the State cannot use the capital assets to pay off the
liabilities.

Another $29.8 billion of the primary government’s net position represents resources that are externally
restricted as to how they may be used, such as resources pledged to debt service. Internally imposed
earmarking of resources is not presented in this publication as restricted net position. As of June 30, 2014,
governmental activities reported an unrestricted net deficit of $116.9 billion and business-type activities
showed an unrestricted net deficit of $1.7 billion.
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A large portion of the unrestricted net deficit of governmental activities consists of $66.7 billion in
outstanding bonded debt issued to build capital assets for school districts and other local governmental
entities. Because the State does not own these capital assets, neither the assets nor the related bonded debt is
included in the portion of net position reported as “net investment in capital assets.” Instead, the bonded debt
is reported as a noncurrent liability that increases the State’s unrestricted net position deficit. The State can
expect continued deficits in the unrestricted net position of governmental activities as long as it has significant
outstanding obligations for school districts and other local governmental entities.

Table 1 presents condensed financial information derived from the Statement of Net Position for the primary
government.

Table 1

Net Position — Primary Government
June 30, 2014 and 2013
(amounts in millions)

Governmental Activities  Business-type Activities Total
2014 2013 2014 2013 2014 2013
ASSETS
Current and other assets ...........c..cceeveneene $ 70,798 $ 55,358 $ 24345 $ 34996 $ 95,143 $ 90,354
Capital @SSELS ...vevveeveeeieeieiieieierie e 116,369 108,668 8,735 9,959 125,104 118,627
Total assets 187,167 164,026 33,080 44,955 220,247 208,981
DEFERRED OUTFLOWS
OF RESOURCES 986 911 242 480 1,228 1,391
Total assets and deferred
outflows of resources .......ceeeereeeeeene $ 188,153 § 164,937 $ 33,322 § 45435 § 221,475 § 210,372
LIABILITIES
Noncurrent liabilities .........ccoccevererereennenn, $ 137,522 § 128,052 $ 23,506 $ 36,282 $ 161,028 $ 164,334
Other Labilities ......ceoevvererereeereeeeeeene 48,456 44,863 3,676 4,616 52,132 49,479
Total liabilities 185,978 172,915 27,182 40,898 213,160 213,813
DEFERRED INFLOWS
OF RESOURCES 171 159 823 471 994 630
Total liabilities and deferred
inflows of reSoUrces ......ceeeeeeeecercnncnns 186,149 173,074 28,005 41,369 214,154 214,443
NET POSITION
Net investment in capital assets ................ 94,001 84,931 2,066 1,719 96,067 86,650
ReStricted ....ooveeveeeieieieieieieeeeeee, 24,951 24,316 4,913 5,172 29,864 29,488
Unrestricted .....ooveeveeveieieieieieseeeeeeene (116,948) (117,384) (1,662) (2,825) (118,610) (120,209)
Total net position (deficit) .....cccceereurnee 2,004 (8,137) 5,317 4,066 7,321 4,071)
Total liabilities, deferred inflows
of resources, and net position .......... $ 188,153 § 164,937 $ 33,322 § 45435 $§ 221,475 § 210,372

Changes in Net Position

The expenses of the primary government totaled $237.1 billion for the year ended June 30, 2014. Of this
amount, $120.5 billion (50.8%) was funded with program revenues (charges for services or program-specific
grants and contributions), leaving $116.6 billion to be funded with general revenues (mainly taxes). The
primary government’s general revenues of $126.3 billion exceeded net unfunded expenses by $9.7 billion,
resulting in a positive net position for the first time in five years.

10
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Table 2 presents condensed financial information derived from the Statement of Activities for the primary
government.

Table 2

Changes in Net Position — Primary Government
Years ended June 30, 2014 and 2013
(amounts in millions)

Governmental Activities Business-type Activities Total
2014 2013 2014 2013 2014 2013
REVENUES
Program Revenues:
Charges for SETVICES ....ovvvevevererererererererernas $ 22274 § 23,102 $§ 25284 $ 28379 $ 47558 $ 51,481
Operating grants and contributions ........... 69,861 60,944 1,491 1,323 71,352 62,267
Capital grants and contributions ................ 1,516 1,669 81 142 1,597 1,811
General Revenues:
TAXES vevierievieeieiereete ettt ere s 125,812 118,645 — — 125,812 118,645
Investment and interest ...........c.ccoeeeeneenne. 81 57 — — 81 57
Miscellaneous ..........cceeeveeeveeireecreenieeneennnns 488 552 — — 488 552
Total revenues 220,032 204,969 26,856 29,844 246,888 234,813
EXPENSES
Program Expenses:
General government ...........cccoceeeeereennene. 14,292 15,390 S S 14,292 15,390
Education .......cceceeveievieneniesececeeeeeenns 54,720 50,586 — — 54,720 50,586
Health and human services ...........c..c........ 105,037 94,070 — — 105,037 94,070
ReSOUrces .......ooovvveeceiieeieceieeeeeee e, 5,855 5,671 — — 5,855 5,671
State and consumer Services ...................... 590 1,475 — — 590 1,475
Business and transportation ...................... 13,427 12,836 — — 13,427 12,836
Correctional programs ...........cceceeveeeeeneenen. 11,235 10,082 — — 11,235 10,082
Interest on long-term debt ...........cc.c........ 4,699 4,350 — — 4,699 4,350
Electric POWer .......cccveveveieieieieeeeeeee — — 835 488 835 488
Water RESOUICES .......ccoeeuvvvieecireeeeeeieeeeen, — — 983 1,127 983 1,127
Public Buildings Construction ................... — e — 410 - 410
State LOttery ....coeoeveeeeneeireeieereeceeceine — — 5,079 4,499 5,079 4,499
Unemployment Programs ..........c.cceceeeeueee — — 13,673 17,599 13,673 17,599
California State University .........c..cecceueeee. — — 6,545 6,197 6,545 6,197
Other enterprise programs .........c..ceceeeeveee — — 143 140 143 140
Total expenses 209,855 194,460 27,258 30,460 237,113 224,920
Excess (deficiency) before transfers .... 10,177 10,509 (402) (616) 9,775 9,893
Transfers .......coovveeeeeeeeeeeeeeeeeeeeee e (2,296) (1,998) 2,296 1,998 —_— —
Special Item ......ccocceeeeieieieierieeeeeeeeeeee (55) — 27) — (82) —
Change in net position ............cceceeeereneennnn 7,826 8,511 1,867 1,382 9,693 9,893
Net position, beginning (restated) ............. (5,822) (16,648) 3,450 2,684 (2,372) (13,964)
Net position (deficits), ending .................... $ 2,004 $ 8,137) $ 5317 $ 4,066 $ 7,321 § (4,071)

Governmental Activities

Governmental activities’ expenses, transfers, and a special item totaled $212.2 billion. Program revenues
totaling $93.7 billion, including $71.4 billion received in federal grants, funded 44.1% of expenses and
transfers, leaving $118.5 billion to be funded with general revenues (mainly taxes). General revenues for
governmental activities totaled $126.3 billion, and the governmental activities’ total restated net deficit
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position of $5.8 billion at the end of fiscal year 2012-13 improved to a positive net position of $2.0 billion for
the year ended June 30, 2014, an increase of $7.8 billion (134.4%).

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

Chart 1

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

Overall expenses for governmental activities increased by $15.4 billion (7.9%) over the prior year. The largest
increase of expenditures, $11.0 billion (11.7%), occurred in health and human services programs, the majority
of which is attributable to the Department of Health Care Services, which administers the State’s Medi-Cal
program. The growth in spending for health and humans services was due to an increased Medi-Cal caseload,
the increased utilization of health care services, the rising costs of those services, and the added costs
associated with implementing the Patient Protection and Affordable Care Act—also known as federal health
care reform. State and consumer services expenses decreased by $886 million (60.0%) largely due to the shift
of certain state and consumer services expenses to general government as a result of the Governor’s
Reorganization Plan No. 2.
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Charts 2 and 3 present the percentage of total expenses for each governmental activities program and the
percentage of total revenues by source.

Chart 2 Chart 3
Expenses by Program Revenues by Source
Year ended June 30, 2014 Year ended June 30, 2014
(as a percent) (as a percent)
Correctional Other General Other revenue
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Business-type Activities

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

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

Chart 4

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

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

Governmental Funds

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

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

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

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

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

General Fund: As shown on the Balance Sheet, the General Fund (the State’s main operating fund) ended the
fiscal year with assets of $19.4 billion; liabilities and deferred inflows of resources of $26.9 billion; and
nonspendable, restricted, and committed fund balances of $129 million, $394 million, and $125 million,
respectively, leaving the General Fund with a negative unassigned fund balance of $8.1 billion. Total assets of
the General Fund increased by $3.8 billion (24.1%) over the prior fiscal year, while the total liabilities and
deferred inflows of resources of the General Fund decreased by $3.0 billion (10.2%). Total net fund deficit
balance decreased by $7.6 billion (50.6%).
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As shown on the Statement of Revenues, Expenditures, and Changes in Fund Balances, the General Fund had
an excess of revenues over expenditures of $8.9 billion ($104.2 billion in revenues and $95.3 billion in
expenditures). Approximately 95.1% of General Fund revenue ($99.1 billion) is derived from the State’s
largest three taxes—personal income taxes ($67.6 billion), sales and use taxes ($22.3 billion), and corporation
taxes ($9.2 billion). As a result of fund classifications made to comply with governmental accounting
standards, a total of $244 million in revenue, essentially all from unemployment programs, is included in the
General Fund. These revenues are not considered General Fund revenues for any budgetary purposes or for
the State’s Budgetary/Legal Basis Annual Report.

During the 2013-14 fiscal year, total General Fund revenue increased by $4.8 billion (4.8%). The increase is a
result of increases in corporation taxes of $2.0 billion (27.3%), sales and use taxes of $1.9 billion (9.1%), and
personal income taxes of $1.4 billion (2.1%).

General Fund expenditures increased by $5.2 billion (5.8%). The largest increases were in education and
health and human services expenditures, which were up $3.9 billion and $961 million, respectively.
The General Fund’s defict for the year ended June 30, 2014, was $7.4 billion, a decrease of $7.6 billion from
the prior year’s restated ending fund deficit of $15.1 billion.

Federal Fund: This fund reports federal grant revenues and related expenditures to support the grant
programs. The largest of these programs is for health and human services, which accounted for $58.1 billion
(82.4%) of the total $70.5 billion in Federal Fund expenditures. The Medical Assistance program and the
Temporary Assistance for Needy Families program are included in this program area. Education programs
also constituted a large part of the Federal Fund expenditures, amounting to $6.9 billion (9.8%). The Federal
Fund’s revenue increased by $8.8 billion, which was approximately the same amount of the increase in
combined expenditures and transfers, resulting in only a $14 million fund balance increase from the prior
year’s ending fund balance of $198 million.

Transportation Fund: This fund accounts for fuel taxes, bond proceeds, and other revenues used primarily for
highway and passenger rail maintenance and construction. The Transportation Fund’s revenues increased by
7.0% and expenditures increased by 10.4%. Other financing sources provided net receipts of $2.2 billion. The
Transportation Fund ended the fiscal year with a $7.5 billion fund balance, an increase of $236 million over
the prior year.

Environmental and Natural Resources Fund: This fund accounts for fees, bond proceeds, and other revenues
that are used for maintaining the State’s natural resources and improving the environmental quality of its air,
land, and water. Other financing sources provided net receipts of $640 million. The Environmental and
Natural Resources Fund ended the fiscal year with a $7.6 billion fund balance, a decrease of $187 million
(2.4%) from the prior year.

Proprietary Funds

During the fiscal year, the Public Buildings Construction Fund was reclassified from an enterprise fund to an
internal service fund, causing restated beginning net positions and large differences in lease receivables,
revenue bonds payable, and related revenues and expenses for both fund types.

Enterprise Funds: The total net position of the enterprise funds at June 30, 2014, was $5.3 billion—
$1.9 billion greater than the prior year’s restated ending net position of $3.4 billion. The Unemployment
Programs Fund had a decrease in its deficit net position of $1.5 billion, while the California State University
Fund and nonmajor enterprise funds increased their net positions by $264 million and $111 million,
respectively.
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As shown on the Statement of Net Position of proprietary funds, total assets and deferred outflows of
resources of the enterprise funds was $33.7 billion as of June 30, 2014. Of this amount, current assets totaled
$11.2 billion, noncurrent assets totaled $22.3 billion, and deferred outflows of resources totaled $242 million.
The total liabilities and deferred inflows of resources of the enterprise funds was $28.4 billion. The largest
liabilities of the enterprise funds are $13.0 billion of revenue bonds payable and $7.6 billion of noncurrent
loans payable. During the 2013-14 fiscal year, the State reduced the balance of the loans from the U.S
Department of Labor that covered prior year deficits in the Unemployment Programs Fund, by $952 million,
leaving a balance of $7.6 billion as of June 30, 2014.

Total net position consisted of four segments: net investment in capital assets of $2.1 billion, a nonexpendable
restricted net position of $16 million, a restricted expendable net position of $4.9 billion, and an unrestricted
net deficit of $1.7 billion.

As shown on the Statement of Revenues, Expenses, and Changes in Fund Net Position of proprietary funds,
the enterprise funds ended the year with operating revenues of $24.2 billion, operating expenses of
$24.7 billion, and net revenues from other transactions of $49 million. The largest sources of operating
revenue were unemployment and disability insurance receipts of $15.2 billion in the Unemployment Programs
Fund, and lottery ticket sales of $5.0 billion collected by the State Lottery Fund. The unemployment and
disability insurance receipts in the Unemployment Programs Fund decreased by $3.4 billion from
$18.6 billion in the prior fiscal year. These receipts came primarily from the federal government
unemployment account to pay unemployment and disability benefits. The largest operating expenses were
distributions of $13.4 billion to beneficiaries by the Unemployment Programs Fund, and personal services of
$4.0 billion by the California State University Fund.

Internal Service Funds: The total net position of the internal service funds was $547 million as of
June 30, 2014. The net position consists of three segments: net investment in capital assets of $245 million,
restricted net position of $287 million, and unrestricted net position of $15 million.

Fiduciary Funds

The State of California has four types of fiduciary funds: private purpose trust funds, pension and other
employee benefit trust funds, investment trust funds, and agency funds. The private purpose trust funds ended
the fiscal year with net position of $6.1 billion. The pension and other employee benefit trust funds ended the
fiscal year with net position of $510.2 billion. The State’s only investment trust fund, the Local Agency
Investment Fund, ended the fiscal year with net position of $21.1 billion. Agency funds act as clearing
accounts and thus do not have a net position.

For the year ended June 30, 2014, the fiduciary funds’ combined net position was $537.5 billion, a
$67.9 billion increase over the prior year net position. The net position increased primarily because
contributions received and investment income in pension and other employee benefit trust funds exceeded
payments made to participants.

General Fund Budget Highlights

The original General Fund budget of $95.3 billion was increased by $4.1 billion. This increase is mainly
comprised of funding augmentations for health and human services, education, and correctional programs.
The increase in health and human services program funding is primarily due to the implementation of the
Patient Protection and Affordable Care Act, as well as caseload increases and augmentations for program
contingencies. The Proposition 98 minimum guarantee increased education funding as the result of increased
General Fund revenue in the 2013-14 fiscal year. The augmentation of correctional programs was authorized
by the California Community Corrections Perfomance Incentive Act for the purpose of providing
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probation-failure-reduction incentive payments and high-performance grants. During fiscal year 2013-14, the
General Fund actual budgetary basis expenditures were $98.0 billion, or $1.4 billion less than the final
budgeted amount of $99.4 billion.

Table 3 presents a summary of the General Fund original and final budgets.

Table 3

General Fund Original and Final Budgets
Year ended June 30, 2014
(amounts in millions)

Original Final Increase
Budgeted amounts

State and CONSUMET SEIVICES .......c.evveuirverieriietiireriereeeteeseseereeeressereesenenas $ 14 3 14 —
Business and transportation 91 91 —
RESOUICES ..ocuvviiiiieeiieececeeee e 1,109 1,263 154
Health and human SEIrviCes ...........ccveeeuieeiiieeiiieeiie et 27,518 29,390 1,872
Correctional PrOGIAMS .......cceeuieieieienienieriesieeteeitete e ste st sbe s ne 8,610 9,349 739
EAUCALION ...t 48,409 49,570 1,161

General government:
TaX TEIET ..ot 422 425 3
DEDL SETVICE .ottt 4,801 4,801 —
Other general ZOVEINMENT ........c.cceevevvererieireeieeeiesiese e e eeeeeeseennes 4,328 4,478 150
Total $ 95,302 $ 99,381 § 4,079

Capital Assets and Debt Administration

Capital Assets

The State’s investment in capital assets for its governmental and business-type activities as of June 30, 2014,
amounted to $125.1 billion (net of accumulated depreciation/amortization). The State’s capital assets include
land, state highway infrastructure, collections, buildings and other depreciable property, intangible assets, and
construction in progress. The buildings and other depreciable property account includes buildings,
improvements other than buildings, equipment, certain infrastructure assets, certain books, and other
capitalized and depreciable property. Intangible assets include computer software, land use rights, patents,
copyrights, and trademarks. Infrastructure assets are items that normally are immovable, such as roads and
bridges, and can be preserved for a greater number of years than can most capital assets.

As of June 30, 2014, the State’s capital assets increased $6.5 billion over the prior fiscal year. The majority of
this increase occurred in buildings and other depreciable property, and construction in progress. Included in
the capital assets increase is a $2.2 billion beginning balance restatement, primarily for understated state
highway infrastructure construction in progress.

Note 7, Capital Assets, includes additional information on the State’s capital assets.
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Table 4 presents a summary of the primary government’s capital assets for governmental and business-type
activities.

Table 4

Capital Assets
June 30, 2014
(amounts in millions)

Governmental Business-type

Activities Activities Total

Land ..o $ 18,258  § 222§ 18,480
State highway infrastructure 65,269 — 65,269
Collections — nondepreciable 23 7 30
Buildings and other depreciable property 27,554 11,738 39,292
Intangible assets — amOTtizable ..........ccccoceveririeieniiniiie e 1,091 336 1,427
Less: accumulated depreciation/amortization ............cccceeeverererereneeeenns (12,150) (4,581) (16,731)
COoNSrUCtiON N PIOGIESS ....euvevivemeeririeiieteneeterteseeretereeteseereseressesesnessenesnenens 14,858 764 15,622
Intangible assets — NONAMOTtIZADIE .......cc.evvereieieieieieiecceceeeee e 1,466 249 1,715

Total $ 116,369 $ 8,735 § 125,104

Modified Approach for Infrastructure Assets

The State has elected to use the modified approach for capitalizing infrastructure assets of the state highway
system (state roadways and bridges). Under the modified approach, the State does not report depreciation
expense for its roads and bridges but capitalizes all costs that add to their capacity and efficiency. All
maintenance and preservation costs are expensed and not capitalized. Under the modified approach, the State
maintains an asset management system to demonstrate that the infrastructure is preserved at or above
established condition levels. During the 2013-14 fiscal year, the actual amount spent on preservation was
29.6% of the estimated budgeted amount needed to maintain the infrastructure assets at the established
condition levels. Although the amount spent fell short of the budgeted amount, the assessed condition of the
State’s bridges and roadways is better than the established condition baselines. The State is responsible for
maintaining 49,718 lane miles and 13,120 bridges.

The Required Supplementary Information includes additional information on how the State uses the modified
approach for infrastructure assets; it also presents the established condition standards, condition assessments,
and preservation costs.

Debt Administration

The State’s largest long-term obligations are its bonded debt. At June 30, 2014, the primary government had
total bonded debt outstanding of $115.9 billion. Of this amount, $84.0 billion (72.5%) represents general
obligation bonds, which are backed by the full faith and credit of the State. Included in the $84.0 billion of
general obligation bonds is $4.6 billion of Economic Recovery bonds that are secured by a pledge of revenues
derived from dedicated sales and use taxes. The current portion of general obligation bonds outstanding is
$4.0 billion and the long-term portion is $80.0 billion. The remaining $31.9 billion (27.5%) of bonded debt
outstanding represents revenue bonds, which are secured solely by specified revenue sources. The current
portion of revenue bonds outstanding is $1.6 billion and the long-term portion is $30.3 billion. During the
fiscal year, the State issued $5.9 billion in new general obligation bonds for transportation projects, housing
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and emergency shelters, stem cell research, children’s hospitals, various water and flood control projects, and
to refund previously outstanding general obligation bonds and commercial paper.

Table 5 presents a summary of all the primary government’s long-term obligations for governmental and
business-type activities.

Table 5

Long-term Obligations
June 30, 2014
(amounts in millions)

Governmental Business-type

Activities Activities Total

Government-wide noncurrent liabilities
General 0bligation DONAS .........oveveuiririeiriieieieee s $ 79287 $ 617 $ 79,904
Revenue bonds payable.........c.coovereirieiieneie e 18,270 12,070 30,340
Net other postemployment benefits 0bligation ............c.ccccveeeeereieencnnes 18,617 628 19,245
Mandated cost claims payable ..........cccoeeerieiieiieneneneneeeeeen 7,715 — 7,715
L0ans payable .........coceeiiiiiirieereee e — 7,633 7,633
Compensated absences payable .........c.cccoeeeeereinernieneineneeenecneeenes 3,751 183 3,934
Workers compensation benefits payable ............coccverecninninecncnncns 3,291 3 3,294
Net pension OblIZAtION ........c.ccuevververiirieieieieieieere e ee et e seeaens 3,238 — 3,238
Capital lease Obligations ...........ceecereeeeierverierienieseeeeeeeeens 200 1,180 1,380
Certificates of participation and commercial paper 589 51 640
Other noncurrent Habilities ..........ooovvvvveiiiiiiiiiecieeeee e 2,563 1,141 3,704
Total noncurrent liabilities 137,521 23,506 161,027
Current portion of long-term obligations .........cccceveeveevenvenenenenenieieienes 5,807 1,931 7,738
Total long-term obligations $ 143,328 $ 25,437 § 168,765

During the year ended June 30, 2014, the primary government’s total long-term obligations increased by
$2.9 billion over the prior year’s restated balance. The prior year balance was restated primarily for the
elimination of the governmental activities’ capital lease obligation for lease-purchase agreements between the
State Public Works Board, and governmental funds when the Public Buildings Construction Fund was
reclassified from an enterprise fund (business-type activity) to an internal service fund (governmental
activity). Net other postemployment benefits obligation increased the most ($3.2 billion) during the fiscal
year, but other notable increases occurred in state-mandated cost claims payable ($1.1 billion) and general
obligation bonds payable ($717 million). The net other postemployment benefits obligation increased because
the State does not fully fund the annual cost of these benefits. The largest decreases were in revenue bonds
payable ($1.4 billion) and loans payable to the U.S. Department of Labor for prior year shortfalls in the
unemployment program ($952 million).

Note 10, Long-term Obligations, and Notes 11 through 16 include additional information on the State’s
long-term obligations.

In August 2013, Fitch raised the State’s general obligation rating to “A” from “A-”, citing the State’s
institutional changes to fiscal management and its ongoing economic and revenue recovery. In June 2014,
Moody’s raised the State’s general obligation rating to “Aa3” from “A1”, citing the State’s rapidly improving
financial position, high but declining debt metrics, adjusted net pension liability ratios that are close to the
state median, strong liquidity, and robust employment growth. During the 2013-14 fiscal year, the rating from
Standard and Poor’s remained unchanged at “A”.
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Economic Condition and Future Budgets

The Economy for the Year Ending June 30, 2014

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

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

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

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

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

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

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

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

The State began the first quarter of the new fiscal year with a solid gain of 3.9% in total personal income
compared with the prior quarter. Job gains, personal income increases, and low interest rates, spurred a 9%
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increase in new auto registrations during the first four months of the fiscal year over the same period in the
prior fiscal year.

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

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

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

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

California’s 2014-15 Budget

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

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

Budget-related legislation was enacted to erase the California State Teachers’ Retirement System’ (CalSTRS)
$74 billion unfunded liability in 32 years by increasing contributions from the State, school and community
college districts, and teachers. The State is responsible for approximately $20 billion of the unfunded liability.
The 2014-15 budget provided $1.5 billion in state contributions to CalSTRS, of which $59 million will be
used toward reducing the State’s share of the unfunded liability.
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The 2014-15 budget included an increase of $2.6 billion over the prior year revised estimate, to $60.9 billion,
for the minimum annual funding guarantee for schools and community colleges (Proposition 98 funding). The
budget also provided $5.2 billion to reduce the Proposition 98 funding deferrals accumulated in prior years,
leaving a balance of $992 million by the end of the 2014-15 fiscal year. However, this balance may be fully
eliminated if, in the May 2015 budget revision, the minimum guarantee for fiscal years 2013-14 and 2014-15
is higher than assumed in the 2014-15 budget package.

The spending plan for fiscal year 2014-15 includes General Fund money for health programs of $19.3 billion,
which is an increase of almost $700 million, or 3.7%, over the 2013-14 funding level. This increase primarily
addresses increased Medi-Cal program costs due to the implementation of the Patient Protection and
Affordable Care Act, as well as increases in caseload and the need for health care services. It is estimated that
approximately 825,000 additional people who were previously eligible for Medi-Cal, but who were
unenrolled, will receive benefits during the 2014-15 fiscal year under the current 50-50 state-federal cost
sharing arrangement.

General Fund revenues and expenditures tend to peak in different months, and the State typically experiences
spending in excess of revenues during the first several months of the fiscal year. During the 2014-15 fiscal
year, this gap has been significantly smaller than projected in the 2014-15 budget. As of December 1, 2014,
revenues were $1.3 billion more than forecasted, while total disbursements were $1.3 billion below estimates.
As a result, the General Fund’s increase in temporary borrowing was $2.7 billion less than projected, leaving a
balance of $18.5 billion in short-term borrowing—$15.7 billion of internal borrowing from other state funds
and $2.8 billion from revenue anticipation notes issued in September 2014.

California’s 2015-16 Budget

The Governor released his proposed 2015-16 budget on January 9, 2015; he sees maintaining a balanced
budget as an ongoing challenge for the long term, requiring both fiscal restraint and prudence. The budget
assumes the continued moderate expansion of the economy, and continues with the Governor’s multi-year
plan to build reserves and pay down outstanding debt. Proposition 2 was approved by voters in
November 2014 and affects the budget for the first time in fiscal year 2015-16. Proposition 2 gives the State
an opportunity to avoid budget shortfalls that are driven by ongoing spending commitments based on
temporary spikes in revenues from capital gains. Under Proposition 2, spikes in capital gains will instead be
used to save money for the next recession and to pay down the State’s debts and unfunded liabilities. The
budget proposes total reserves of $3.4 billion by the end of the 2015-16 fiscal year—S$2.8 billion in the Budget
Stabilization Account required under Proposition 2 and $534 million in the General Fund’s reserve for
economic uncertainties. In addition to the required reserve, Proposition 2 requires an equivalent amount be
used to pay down existing debts. During the 2015-16 fiscal year, the Governor proposes to pay down the
General Fund’s loans from special funds and Proposition 98 obligations by a total of $1.2 billion.

The 2015-16 Governor’s Budget projects that General Fund revenues and transfers will be $113.4 billion and
expenditures will be $113.3 billion, with an estimated $1.5 billion year-end balance, which includes the
$534 million reserve. In the proposed budget, the General Fund began fiscal year 2014-15 with a surplus
balance of $5.1 billion; it is projected to begin fiscal year 2015-16 with a surplus of approximately
$1.4 billion. Estimated General Fund revenues and transfers are 4.9% more than the revised 2014-15 estimate
of $108.0 billion, while the 2014-15 expenditures are 1.4% greater than the revised 2014-15 estimate of
$111.7 billion.

Personal income tax is projected to increase by $3.5 billion (4.9%) over the prior year revised estimate. This
represents a major component of the $5.0 billion General Fund revenue increase. Sales and use taxes are also
projected to increase by $1.7 billion (7.4%) and corporation tax by $0.6 billion (5.8%). The budget’s projected
increases in General Fund revenue trigger higher education spending through the Proposition 98 minimum
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funding guarantees for both the 2014-15 and 2015-16 fiscal years. The Governor’s budget includes
$7.8 billion in Proposition 98 funding increases, with a large portion of new funding ($5.0 billion) dedicated
to implementation of the Local Control Funding Formula (LCFF), a package of workforce education and
training initiatives, and various community college augmentations. The Governor’s budget package also
provides $2.8 billion to significantly reduce the State’s outstanding Proposition 98 obligations (including
eliminating all remaining school and community college payment deferrals and reducing the backlog of
education mandate claims).

The Governor’s budget for fiscal year 2014-15 assumes increased spending for health and human services of
$1.4 billion, or 4.7%, mainly within the Medi-Cal program. The increase will ensure continued
implementation of federal health care reform, which will enable millions of Californians to obtain health care
coverage. Numerous recent federal actions in the health and human services area have increased State costs or
created substantial fiscal uncertainty. Therefore, assumptions made in the 2014-15 budget could ultimately
turn out differently and result in either additional costs or budget savings. The 2014-15 proposed budget
provides additional funding to resources and environmental protection programs for flood prevention, water
projects, drought-related activities, and greenhouse-gas-emissions reduction. The budget also proposes a small
one-time allocation to address some of the State’s $66 billion infrastructure deferred maintenance backlog.

According to the Legislative Analyst’s Office (LAO), California’s nonpartisan fiscal and policy advisor, the
Governor’s plan is reasonable—dedicating most new ongoing funding to the State’s high-priority program
needs and most one-time funding to paying off outstanding obligations. The LAO indicates that there is a
strong possibility that revenues for the 2014-15 fiscal year will be significantly above the Governor’s
projections, which will result in even more funding in fiscal year 2014-15 for schools and community colleges
under the Proposition 98 minimum funding guarantee, and could result in higher ongoing payments to
schools. As further evidence of the improvement in the State’s finances in recent years, the Governor’s cash
flow projections assume that the State will not need to issue a revenue anticipation note (RAN) to meet cash
flow needs during 2015-16. If the projections hold, fiscal year 2015-16 would be only the second year since
the mid-1980s that the State has not issued a RAN. However, LAO cautions that this level of peak revenue
will likely not last, and that the higher current-year revenue and resulting increase in ongoing school
spending, present a potential challenge for the State’s 2015-16 budget and beyond.

Future Changes in Pension Plan Reporting

The Governmental Accounting Standards Board (GASB) recently issued Statement No. 67, No. 68, and
No. 71 amending accounting and financial reporting standards for defined benefit and defined contribution
pension plans for employers and pension plan sponsors nationwide. The initial phase of the implementation
was completed by the State’s pension plan sponsors—the California Public Employees’ Retirement System
(CalPERS) and the California State Teachers’ Retirement System (CalSTRS). Both CalPERS and CalSTRS
prepared financial statements for the fiscal year ended June 30, 2014, in conformity with GASB Statement
No. 67. The next phase of implementation requires additional actuarial and accounting information to be
reported in the State of California’s Comprehensive Annual Financial Report (CAFR) for the fiscal year
ending June 30, 2015, in conformity with GASB Statements No. 68 and No. 71; this one-year lag is allowable
in the new standards. Therefore, the disclosure in Note 24, Pension Trusts and the Schedule of Funding
Progress included in the required supplementary information in this year’s CAFR is largely the same as the
previous years’ information, but next year it will be significantly different.

The effect of the new standards’ implementation is arguably the largest accounting and financial reporting
change to state and local governments nationwide in over a decade. However, the economic and budgetary
impact of the change is expected to be minimal. The State will be presenting new accounting information,
note disclosures, and required supplementary information as a result of the implementation.
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There are four major changes that will occur in the State’s CAFR for the fiscal year ending June 30, 2015:

* The State’s net pension liability (NPL) will be presented in the government-wide Statement of Net
Position. The NPL consists of the fair value of the State’s investments in CalPERS’ pension plans, less
current payables and the total pension liability attributable to the State’s workforce for services rendered
to the date of valuation. An additional liability will be reported for the State’s obligations to CalSTRS’
pension plans in accordance with the provisions of the California Education Code.

* The State’s pension expense reported in the government-wide Statement of Activities will reflect the
change in the pension obligation that occurred during the fiscal year. Pension expense will be comprised
of the pensionable service cost of current employees, as adjusted for investment return and amortization
of various prior gains and losses, as well as other demographic and plan changes.

* The notes to the financial statements related to pension trusts will be revised to include new required
disclosures including information from the pension plans’ actuarial valuations and from other sources. In
most instances, the information will be from the previous year as recommended by the new standards.

® The required supplementary information related to pension plans will dramatically change. The Schedule
of Funding Progress will be discontinued and the information required by the new standards will grow to
include sets of ten-year schedules.

The accounting changes needed to implement GASB Statement No. 68 and No. 71 will require the
restatement of the beginning net position in the government-wide financial statements as of July 1, 2014. The
amount of this restatement is currently being calculated.

The State’s timely and successful implementation of GASB’s new pension plan standards is the result of an
intensive and collaborative effort by officials of the State’s pension plan sponsors (CalPERS and CalSTRS),
the State Controller’s Office, and the California State Auditor’s Office.

Requests for Information

The State Controller’s Office designed this financial report to provide interested parties with a general
overview of the State of California’s finances. Address questions concerning the information provided in this
report or requests for additional information through email to the State Controller’s Office, Division of
Accounting and Reporting at StateGovReports@sco.ca.gov. This report is also available on the State
Controller’s Office website at www.sco.ca.gov.
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Statement of Net Position

June 30, 2014

(amounts in thousands)

Primary Government

Governmental Business-type Component
Activities Activities Total Units
ASSETS
Current assets:
Cash and pooled investments ..........cceceeeeeeeeeenennnn $ 26,565,130 $ 5,433,555 $ 31,998,685 2,353,088
Amount on deposit with U.S. Treasury ..........ccc.c..... — 25,215 25,215 —
INVESTMENTS ....oovvieveriereceeeveeeeee ettt 634,223 2,530,307 3,164,530 5,222,524
Restricted assets:
Cash and pooled investments ...........cceceeeeeeeenennn. 3,339,603 676,975 4,016,578 128,517
Investments .........ccccevveeeneennnen. — — - 15,929
Due from other governments — 20,182 20,182 —
Net investment in direct financing leases .................. 100,829 11,442 112,271 —
Receivables (NEt) .....ooveeveeeieieieieieieceseeeeeeeeeene 16,404,305 1,970,482 18,374,787 3,787,272
Internal balances ..........c..ccoeveeeieeeiieeiieccieeeeeeeee, (329,500) 329,500 — —
Due from primary government ...........cccceeeveeeeeennn, — — — 206,341
Due from other governments ...........ccccceeeeeeeeennnne. 16,372,910 285,990 16,658,900 97,342
Prepaid items 124,378 48,396 172,774 1,276
INVENLOTIES ..vvevvievieiieieeie ettt 76,700 15,813 92,513 194,615
Recoverable power costs (net) ........cccoeevveneireneenne — 156,000 156,000 —
Other current assets ..........cceeeeveerreerreeneesreesneeseeenens 98,740 5,304 104,044 255,168
Total current @sSets ..........ocvveeeeveeeveeeeeeeeieeeeeeeennen. 63,387,318 11,509,161 74,896,479 12,262,072
Noncurrent assets:
Restricted assets:
Cash and pooled investments ...........cceceeeververvennennnn 402,394 711,814 1,114,208 26,725
INVESTMENTS ... — 372,388 372,388 14,286
Loans receivable ..........ccccoovvvvveiiiiiiieieeceeeeeeenen, — 305,278 305,278 —
INVESTMENTS ....eovveeieieieeieeecteeeee e — 1,178,561 1,178,561 27,930,558
Net investment in direct financing leases .................. 851,240 358,915 1,210,155 —
Receivables (net) 2,058,389 286,011 2,344,400 2,741,342
Loans receivable 4,076,416 3,879,070 7,955,486 4,067,009
Recoverable power costs (N€t) ......ccceveeerereeeenennnns — 4,490,000 4,490,000 —
Long-term prepaid charges ..........ccoceverereeveveiennenns 21,885 1,230,632 1,252,517 —
Capital assets:
Land ...oooveieieeeee s 18,258,395 222,138 18,480,533 1,002,521
State highway infrastructure ...........ccccoeevveevevennnns 65,268,686 — 65,268,686 —
Collections — nondepreciable ..........ccoceeveeveveenennne 22,630 7,711 30,341 390,678
Buildings and other depreciable property .............. 27,553,863 11,738,198 39,292,061 43,499,890
Intangible assets — amortizable ............ccccecveerenenne. 1,090,970 336,051 1,427,021 835,971
Less: accumulated depreciation/amortization ........ (12,150,010) (4,581,349) (16,731,359) (20,542,756)
Construction in Progress ........cevvererrerrerreeeereesuennes 14,857,774 764,065 15,621,839 3,661,522
Intangible assets — nonamortizable ........................ 1,466,407 248,601 1,715,008 5,082
Other NONCUITENT ASSELS .....eevvvveeeeieerieeeeeeeeeeeeee e — 23,173 23,173 353,936
Total noncurrent assets ......c..cocceveeveereereereenienenenennes 123,779,039 21,571,257 145,350,296 63,986,764
Total assets 187,166,357 33,080,418 220,246,775 76,248,836
DEFERRED OUTFLOWS OF RESOURCES......... 986,477 242,167 1,228,644 3,737,238
Total assets and deferred outflows
of resources $ 188,152,834 § 33,322,585 § 221,475,419 79,986,074

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

Current liabilities:
Accounts payable ..........coceverierineneneeeene
Due to component units .....
Due to other governments
Revenues received in advance ..........ccccoeceeenenennnne.

Tax OVErPaymMEeNts ......ccceevveeuerieneenieneenieenieenieeieenee
DEPOSILS .
Contracts and notes payable ..........c.cocererereeieniennens
Unclaimed property liability .........ccccoceeverieneninniennene
Interest payable .........c.ccccevuennene
Securities lending obligations
Benefits payable ........c.ccoceoieiininini
Current portion of long-term obligations ..................
Other current liabilities ...........cccecerveeireneeneincnenens

Total current liabilities
Noncurrent liabilities:
Loans payable ........ccoeeveviririeieieieie e,
Lottery prizes and annuities ............ccoceeevverceervernennene
Compensated absences payable .........ccceceeeeeeeennne.
Workers compensation benefits payable ...................
Certificates of participation, commercial paper,
and other bOrrowings ..........coccevvevvevereseneseenennns

Capital lease obligations
General obligation bonds payable ...........ccccecveurnnenn.
Revenue bonds payable .........cccoceveverinieieieiennn,
Mandated cost claims payable .........ccccceeeeieieiennnne.
Net other postemployment benefits obligation .........
Net pension obligation ..........cceceeeeereeerieeceereereennns
Revenues received in advance ...........cocccveevecnnenenne.
Other noncurrent liabilities ..........ccccevererereeiennenn

Total noncurrent liabilities
Total liabilities
DEFERRED INFLOWS OF RESOURCES ............

Total liabilities and deferred inflows
of resources

Primary Government

Governmental Business-type Component
Activities Activities Total Units
$ 25731972 § 313,160 26,045,132 1,838,598
206,341 — 206,341 —
7,111,861 129,160 7,241,021 54,967
1,395,296 322,669 1,717,965 1,127,716
4,872,567 — 4,872,567 —
396,868 — 396,868 790,051
615 — 615 16,326
730,564 — 730,564 —
1,292,513 72,632 1,365,145 60,934
— — — 1,269,083
— 482,396 482,396 —
5,807,107 1,930,899 7,738,006 3,805,538
910,628 424,932 1,335,560 1,821,788
48,456,332 3,675,848 52,132,180 10,785,001
— 7,633,391 7,633,391 —
— 683,180 683,180 —
3,750,543 182,859 3,933,402 275,284
3,290,898 2,538 3,293,436 321,338
589,575 51,106 640,681 20,255
200,192 1,180,232 1,380,424 448,648
79,287,287 617,317 79,904,604 —
18,270,478 12,069,907 30,340,385 19,187,901
7,715,179 — 7,715,179 —
18,616,859 628,422 19,245,281 8,580,247
3,237,785 — 3,237,785 7,725,075
— 11,460 11,460 e
2,562,633 446,048 3,008,681 1,924,267
137,521,429 23,506,460 161,027,889 38,483,015
185,977,761 27,182,308 213,160,069 49,268,016
170,802 822,886 993,688 7,110,123
$ 186,148,563 § 28,005,194 214,153,757 56,378,139
(continued)
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Statement of Net Position (continued)

June 30, 2014

(amounts in thousands)

NET POSITION
Net investment in capital asSets .......ccccecerverereeeennene
Restricted:
Nonexpendable — endowments...........cccceeeueeneenee.
Expendable:
Endowments and @ifts .........ccoceverenininnienienennn.
Business and transportation ..........c.cceceeeeeeeeennene
ReSources ........ccoeviiiviniiiiiiiii
Health and human Services ...........cccccccvevrceenne
Education ........ccccoeeeveiiinieinceieeneeeens

General government ...
Unemployment Programs ...........ccoceeveeerereerereen.
State and cONSUMET SETVICES .....cc.evververreruerueennene
Correctional programs ...........ccceeeeeeeerereeeenne
INdenture ......cccooevevenenieieeeeeeeen
STATULE ..ottt
Other PUIPOSES ...everververiieiieiieieieniesesie e

Total expendable ..........ccceevrieieierienerieieneee,

Unrestricted

Total net position

Total liabilities, deferred inflows of
resources, and net position ...........ceeeevneennens

30

Primary Government

Governmental Business-type Component
Activities Activities Total Units

$ 94,001,659 § 2,065,550 $§ 96,067,209 $ 12,682,963
— 16,219 16,219 5,289,548
— — — 9,912,926
10,350,504 6,683 10,357,187 —
4,946,088 569,826 5,515,914 —
3,762,680 146,192 3,908,872 —
1,141,458 79,018 1,220,476 1,708,757
3,946,835 251,141 4,197,976 —
— 3,800,470 3,800,470 —
801,248 32,133 833,381 —
1,927 11,851 13,778 —
— — — 491,187
— — — 1,268,261
— — — 25,769
24,950,740 4,897,314 29,848,054 13,406,900
(116,948,128) (1,661,692) (118,609,820) (7,771,476)
2,004,271 5,317,391 7,321,662 23,607,935
$ 188,152,834 § 33,322,585 § 221475419 $ 79,986,074
(concluded)

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

Year Ended June 30, 2014

(amounts in thousands)

Program Revenues

Operating Capital
Charges Grants and Grants and
FUNCTIONS/PROGRAMS Expenses for Services Contributions Contributions
Primary government
Governmental activities:
General GOVErNMENt ..........ccoevveveveerieierenennas $  14292,179 § 5,994,608 $ 1,011,594 $ —
Education ........cccceeveevierieieieieiciceeeiee 54,719,677 67,165 6,943,619 —
Health and human services .............cccceeeeueeen. 105,037,102 7,961,897 58,943,872 —
RESOUICES .. 5,854,685 3,403,524 261,832 —
State and consumer services 589,715 586,055 5,358 —
Business and transportation 13,427,229 4,247,258 2,606,718 1,515,890
Correctional programs ..........cececeecvevveveerenenne 11,234,705 13,645 88,137 —
Interest on long-term debt ..........cccceevieiennen. 4,699,265 — — —
Total governmental activities ...........c..c....... 209,854,557 22,274,152 69,861,130 1,515,890
Business-type activities:
Electric POWEr .....c.oovvvieeiiiiciiiceeeeeeee 835,000 835,000 — —
Water ReSOUrces .......c.ccooeveeeeveeecvieecieeeieeene. 983,048 983,048 — —
State LOtETY ...evveeeeenieieieierieeeeeceiceeeeeeeene 5,078,935 5,077,976 — —
Unemployment Programs .........cc.cccceeevuennnne. 13,673,403 15,167,258 — —
California State University ...........ccccocerueuennene. 6,544,936 3,014,030 1,491,559 —
High Technology Education ..........c..ccceeueeeene. 847 424 — —
State Water Pollution Control Revolving 5,072 62,985 — 80,903
Housing Loan ........ccccocevevenienenienenicieiene 57,206 65,247 — —
Other enterprise programs ........ 79,641 77,671 — —
Total business-type activities ...........cceceeuene 27,258,088 25,283,639 1,491,559 80,903
Total primary government ........c.cceeeueeee $ 237,112,645 $§ 47,557,791 $§ 71,352,689 $ 1,596,793
Component Units
University of California ..........cccoceoeoererincnnnene 28,714,112 16,945,088 8,051,387 473,464
California Housing Finance Agency ................. 235,164 38,783 53,462 —
Nonmajor component units ...........c.ceceeeeeevenenne. 2,017,379 1,069,909 564,519 9,147
Total component units $ 30,966,655 § 18,053,780 $ 8,669,368 $ 482,611

General revenues:

Personal iNCOME tAXES .....c..ceuviiveeerieireeee et e et e eee et e eteeeteeeteeereeeteeereereeneeanens

SalES ANA USE TAXES ..vveveeveereereereere e ete e et ete et eereeaeereeseeareereeeaeeereeeseenns

COTPOTALION TAXES v.vvevverrerrerrerrerreereesretetessessesseeseeseesessasssessessessessessessessesseeseesees

Motor vehicle excise tax

Special item - Loss on early extinguishment of debt ..........cccceveriverenininnnen.

Total general revenues and transfers

Change in net position ........c.cccceeevererenereenne

Net position (deficit) - beginning, restated
Net position — ending

32 The notes to the financial statements are an integral part of this statement.
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Net (Expenses) Revenues and Changes in Net Position

Primary Government

Governmental Business-type Component
Activities Activities Total Units

$  (7,285977) $  (7,285,977)
(47,708,893) (47,708,893)
(38,131,333) (38,131,333)
(2,189,329) (2,189,329)
1,698 1,698
(5,057,363) (5,057,363)
(11,132,923) (11,132,923)
(4,699,265) (4,699,265)
(116,203,385) (116,203,385)

$ _ .
(959) (959)

1,493,855 1,493,855
(2,039,347) (2,039,347)
(423) (423)

138,816 138,816

8,041 8,041
(1,970) (1,970)
(401,987) (401,987)

$ (116,203,385) $ (401,987) $ (116,605,372)

$  (3,244,173)

(142,919)
(373.804)
$  (3,760,896)

$ 68,793,292 $ — $ 68,793,292 $ —
36,477,724 — 36,477,724 —
9,102,128 — 9,102,128 —
5,777,167 — 5,777,167 —
3,359,043 — 3,359,043 —
2,302,231 — 2,302,231 —
80,969 — 80,969 3,397,201
487,937 — 487,937 —

— — — 2,959,253
(2,296,010) 2,296,010 — —
(54,537) (26,913) (81,450) —
124,029,944 2,269,097 126,299,041 6,356,454
7,826,559 1,867,110 9,693,669 2,595,558
(5,822,288) 3,450,281 (2,372,007) 21,012,377

$ 2,004,271  $ 5,317,391  § 7,321,662 $§ 23,607,935

The notes to the financial statements are an integral part of this statement. 33
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Balance Sheet
Governmental Funds

June 30, 2014

(amounts in thousands)

General Federal
ASSETS
Cash and pooled INVESHMENLS ...........cocvevieviieriierieteierieree ettt eres e eseseesesnenns $ 4,246,074 $ 458,076
TNVESEMENLS ...oeieiiiieieciee ettt sttt ettt et e et e eneesneeeneesaeenseenneens — —
RECEIVADIES (11E1) 1..vevieieiieiieieieieetee ettt ettt et ettt e teste e e e e s e s essebesseeseesessaessensensenee. 13,165,951 12,520
Due from Other TUNAS .......ooviiiiiiciie ettt enaeeeaeeas 1,510,895 —
Due from other GOVEIMMENLS ..........ccecverierierieriierieiieeeeeeeeestestessessesseeseeseeseessessesessessessenes 305,388 15,569,689
INtErfuNd TECEIVADIES ....veiivveiiiiieceee e et e e eaaeeeneeen, 49,234 —
L0ANS TECEIVADIE ...t e e e e eaaeeeneeeeneeeenaeean 126,121 201,804
Other assets 11,816 o
Total assets $ 19,415,479 § 16,242,089
LIABILITIES
ACCOUNLS PAYADIE ....oovovirieieiiieeietiiee ettt ettt es et saete b eseese s eseebesaesesseseeseseas $ 1,358,333 $ 808,321
DUE t0 OthET TUNAS ....ooieiiiieieccee et e et e e s aeeeenaeeeneeen, 9,273,689 12,837,772
DUE t0 COMPONENLE UNIES ...vevieieeieeieeieieieriesteeteeteeteseesesaessessessessessesseeseeseessessessessessessensenss 206,341 —
Due t0 Other GOVEIMIMENLS .......ccievieeierieieieiesiesiesiesteseeeeeeseeeeaessessessesseeseesaesaessessessessensenes 1,501,160 2,250,533
INtErfund PAYADIES .....cceeieieieieiecieeeeeee ettt ettt ta et ns e 6,123,537 —
Revenues 1eCeived N AdVANCE ..........oooviiiieiiiiiiiieie et enees 718,477 101,103
TAX OVEIPAYIMEIILS ....veeuvieueieieeieeiesiteettesetesteesteesteeteeseeneeeneeeneesseesneesseesseeseenseenseeneeensesnnens 4,872,567 —
DIEPOSIES .vvevvenretitietietieieteteteste e etestesteeseeseessesesessesseeseeseestensensansensenseeseesaeseesaensensesensens 1,683 —
Interest payable .........ccoceeunnen. — 2,583
Unclaimed property Hability ........c.cceeveeierieriereniseseseeteteieste sttt saesae s see e 730,564 —
General obligation bonds Payable ...........cccecierieriererieiereee e, — —
(141 W 1 oY1 18 =R 573,453 18,136
Total liabilities 25,359,804 16,018,448
DEFERRED INFLOWS OF RESOURCES 1,500,271 12,067
Total liabilities and deferred inflows of resources 26,860,075 16,030,515
FUND BALANCES
NONSPENAADIE ...ttt ettt sttt 128,609 —
RESIIICEEA ..ttt ettt e e e et e e et e e eateeeate e eteeeeaeeeeasaeeaseean 394,246 211,574
COMIMILEEA ..ottt et e et e et es eeeeteeesaeeeeaeeeeteeeetaeeensesereeeeseeeennas 125,120 —
ASSIZNECA ..ottt ettt ettt sbeeb e bttt — —
UNASSIZNEA ..ttt ettt ettt b e bttt et et ettt e sbe bt e bt e st et ebe bt (8,092,571) —
Total fund balances (deficit) (7,444,596) 211,574
Total liabilites, deferred inflows of resources, and fund balances ........c.cccceeueeennnn $ 19,415,479 § 16,242,089

36 The notes to the financial statements are an integral part of this statement.
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Environmental
and Natural Nonmajor
Transportation Resources Governmental Total
$ 3,567,889 $ 5,709,974 S 11,588,042 § 25,570,055
— — 634,223 634,223
1,129,154 523,853 3,456,906 18,288,384
970,675 48,240 1,206,195 3,736,005
4,647 60,380 411,764 16,351,868
3,362,281 829,227 1,332,720 5,573,462
— 1,113,482 2,635,009 4,076,416
56,443 — 30,481 98,740
$ 9,091,089 $ 8,285,156 $ 21,295,340 $ 74,329,153
$ 421,430 $ 358,736 § 934,782  § 3,881,602
120,638 47,238 2,765,819 25,045,156
— — — 206,341
359,446 30,013 3,514,917 7,656,069
2,316 25,000 8,584 6,159,437
19,810 147,753 93,131 1,080,274
— — — 4,872,567
2,243 349 392,164 396,439
— — 113,669 116,252
— — — 730,564
— — 1,164,630 1,164,630
522,340 6,270 140,394 1,260,593
1,448,223 615,359 9,128,090 52,569,924
176,642 39,243 265,790 1,994,013
1,624,865 654,602 9,393,880 54,563,937
— — 27,260 155,869
7,398,858 6,321,107 10,337,554 24,663,339
67,366 1,321,111 1,526,270 3,039,867
— — 18,857 18,857
— (11,664) (8,481) (8,112,716)
7,466,224 7,630,554 11,901,460 19,765,216
$ 9,091,089 $ 8,285,156 $ 21,295,340 § 74,329,153

The notes to the financial statements are an integral part of t