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See “RATING” herein.

In the opinion of Quint & Thimmig LLP, San Francisco, California, Special Counsel, subject, however, to certain qualifications described in this Official Statement, under
existing law, interest with respect to the Certificates (i) is excludable from the gross income of the owners thereof for federal income tax purposes, and (ii) is not included as
an item of tax preference in computing the federal alternative minimum tax for individuals and corporations, but interest with respect to the Certificates is taken into
account, however, in computing an adjustment used in determining the federal alternative minimum tax for certain corporations. The Lease Agreement is, and therefore
the Certificates are “qualified tax-exempt obligations” under Section 265(b)(3) of the Internal Revenue Code of 1986, as amended. In addition, in the opinion of Special
Counsel, interest with respect to the Certificates is exempt from personal income taxation imposed by the State of California. See “TAX MATTERS” herein.
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Dated: Date of Delivery Due: April 1, as set forth below

The $685,000 Certificates of Participation (2010 Refinancing Project) (the “Certificates”), are being executed and delivered to provide funds to: (i) provide for the
prepayment of a lease entered into by the Farmersville Unified School District (the “District”) in 2002 to finance various capital projects throughout the geographic
boundaries of the District, (ii) fund a reserve fund for the Certificates, and (iii) pay costs incurred in connection with executing and delivering the Certificates. The
Certificates will evidence direct, undivided fractional interests of the owners thereof in Lease Payments (as defined herein) to be made by the District to the Local Facilities
Finance Corporation (the “Corporation”) for the use and occupancy of the Property (as defined herein) under and pursuant to a Lease Agreement, dated as of October 1,
2010, between the Corporation and the District (the “Lease Agreement”). The Corporation will assign its right to receive Lease Payments from the District under the Lease
Agreement and its right to enforce payment of the Lease Payments when due or otherwise protect its interest in the event of a default by the District thereunder to The
Bank of New York Mellon Trust Company, N.A., Los Angeles, California, as trustee (the “Trustee”), for the benefit of the registered owners of the Certificates.

The Certificates will be executed and delivered in book-entry form only, and will be initially registered in the name of Cede & Co. as nominee of The Depository Trust
Company, New York, New York (referred to herein as “DTC”). Purchasers of the Certificates (the “Beneficial Owners”) will not receive physical certificates representing
their interest in the Certificates. Interest with respect to the Certificates accrues from their date of delivery, and is payable semiannually by check mailed on each April 1
and October 1, commencing April 1, 2011. The Certificates may be executed and delivered in denominations of $5,000 or any integral multiple thereof. Payments of
principal and interest with respect to the Certificates will be paid by the Trustee to DTC for subsequent disbursement to DTC Participants who will remit such payments to
the Beneficial Owners of the Certificates. See “THE CERTIFICATES—Book-Entry-Only System” herein.

The Certificates are subject to mandatory, and extraordinary redemption, as described herein.

The District will covenant in the Lease Agreement to make all Lease Payments due under the Lease Agreement, subject to abatement during any period in which by reason
of damage or destruction of the Property, or by reason of eminent domain proceedings with respect to the Property, there is substantial interference with the use and
occupancy by the District of the Property or any portion thereof. The District will covenant in the Lease Agreement to take such action as may be necessary to include all
Lease Payments in its annual budgets and to make the necessary annual appropriations for all such Lease Payments.

NEITHER THE CERTIFICATES NOR THE OBLIGATION OF THE DISTRICT TO MAKE LEASE PAYMENTS UNDER THE LEASE AGREEMENT CONSTITUTES A
DEBT OR INDEBTEDNESS OF THE DISTRICT OR THE STATE OF CALIFORNIA OR ANY POLITICAL SUBDIVISION THEREOF WITHIN THE MEANING OF ANY
CONSTITUTIONAL OR STATUTORY DEBT LIMITATIONS OR RESTRICTION OR AN OBLIGATION FOR WHICH THE DISTRICT IS OBLIGATED TO LEVY OR
PLEDGE ANY FORM OF TAXATION OR FOR WHICH THE DISTRICT HAS LEVIED OR PLEDGED ANY FORM OF TAXATION.

MATURITY SCHEDULE

CUSIP* Prefix: 31089P

Maturity Principal Interest CUSIPt Maturity Principal Interest CUSIPt

(April 1) Amount Rate Yield Suffix (April 1) Amount Rate Yield Suffix
2011 $30,000 2.000% 1.25% AW3 2015 $60,000 2.750% 2.75% BAO
2012 60,000 2.000 1.75 AX1 2016 65,000 3.250 3.25 BB8
2013 60,000 2.000 2.00 AY9 2021 75,000 4.125 4.35 BG7
2014 60,000 2.250 2.25 AZ6

$130,000 3.75% Term Certificates due April 1, 2018, Price: 99.038%, to Yield 3.90%—CUSIPt 31089P BD4
$145,000 4.20% Term Certificates due April 1, 2020, Price: 100%—CUSIPt 31089P BF9

The cover page contains certain information for general reference only. It is not a summary of all the provisions of the Certificates. Investors must read the entire Official
Statement to obtain information essential to the making of an informed investment decision. See “RISK FACTORS” herein for a discussion of special risk factors that
should be considered, in addition to the other matters set forth herein, in evaluating the investment quality of the Certificates.

The Certificates will be offered when, as and if delivered and received by the Underwriter subject to approval by Quint & Thimmig LLP, San Francisco, California, as Special Counsel.
Certain matters will be passed upon for the District by Quint & Thimmig LLP, San Francisco, California, as Disclosure Counsel. It is anticipated that the Certificates will be available in
book-entry only form for delivery to through the facilities of DTC in New York, New York, on or about October 26, 2010.

O’CONNOR (,COMPANY SECURITIES

P U BLTIC F I NANUCE

Dated: October 13, 2010

1 Copyright 2010, American Bankers Association. CUSIP® is a registered trademark of the American Bankers Association. CUSIP data herein is provided by the CUSIP
Service Bureau, operated by Standard & Poor’s, a division of The McGraw-Hill Companies, Inc. This data is not intended to create a database and does not serve in any
way as a substitute for the CUSIP Services Bureau. CUSIP numbers have been assigned by an independent company not affiliated with the District and are included solely
for the convenience of the registered owners of the Certificates. Neither the District nor the Underwriter is responsible for the selection or uses of these CUSIP numbers,
and no representation is made as to their correctness on the Certificates or as included herein. The CUSIP number for a specific maturity is subject to being changed after
the delivery of the Certificates as a result of various subsequent actions including, but not limited to, a refunding in whole or in part or as a result of the procurement of
secondary market portfolio insurance or other similar enhancement by investors that is applicable to all or a portion of certain maturities of the Certificates.






In connection with this offering, the Underwriter may over-allot or effect transactions which stabilize or
maintain the market prices of the Certificates at levels above that which might otherwise prevail in the open market.
Such stabilizing, if commenced, may be discontinued at any time. The Underwriter may offer and sell the Certificates
to certain dealers and others at prices lower than the public offering prices set forth on the cover page hereof and said
public offering prices may be changed from time to time by the Underwriter.

No dealer, broker, salesperson, or other person has been authorized by the District, the Corporation or the
Underwriter to give any information or to make any representations, other than those contained in this Official
Statement, and if given or made, such other information or representations must not be relied upon as having been
authorized by the District, the Corporation or the Underwriter.

The Underwriter has submitted the following statement for inclusion in this Official Statement: The
Underwriter has reviewed the information in this Official Statement in accordance with, and as a part of, its
responsibilities to investors under the federal securities laws as applied to the facts and circumstances of this
transaction, but the Underwriter does not guarantee the accuracy or completeness of such information.

This Official Statement does not constitute an offer to sell or the solicitation of an offer to buy, nor shall there
be any sale of, the Certificates by any person in any jurisdiction in which it is unlawful for such person to make such
offer, solicitation or sale.

This Official Statement is not to be construed as a contract with the purchasers of the Certificates. Statements
contained in this Official Statement which involve estimates, forecasts or matters of opinion, whether or not expressly
so described herein, are intended solely as such and are not to be construed as representations of fact.

While the District maintains an internet website for various purposes, none of the information on such
website is incorporated by reference herein or intended to assist investors in making any investment decision or to
provide any continuing information with respect to the Certificates.

When used in this Official Statement and in any continuing disclosure by the District, in any press release
and in any oral statement made with the approval of an authorized officer of the District, the words or phrases “will
likely result,” “are expected to,” “will continue,” “is anticipated,” “estimate,” “project,” “forecast,” “expect,”
“intend” and similar expressions identify “forward looking statements” within the meaning of the Private Securities
Litigation Reform Act of 1995. Such statements are subject to risks and uncertainties that could cause actual results to
differ materially from those contemplated in such forward-looking statements. Any forecast is subject to such
uncertainties. Inevitably, some assumptions used to develop the forecasts will not be realized and unanticipated
events and circumstances may occur. Therefore, there are likely to be differences between forecasts and actual results,
and those differences may be material. The information and expressions of opinion herein are subject to change
without notice, and neither the delivery of this Official Statement nor any sale made hereunder will, under any
circumstances, give rise to any implication that there has been no change in the affairs of the District since the date
hereof.

The information set forth herein has been obtained from sources which are believed to be reliable but is not
guaranteed as to accuracy or completeness, and is not to be construed as a representation of such by the District or
the Corporation. The information and expressions of opinion stated herein are subject to change without notice. The
delivery of this Official Statement shall not, under any circumstances, create any implication that there has been no
change in the affairs of the District or the Corporation since the date hereof. All summaries of the Certificates, the
Lease Agreement, the Trust Agreement, the Assignment Agreement, the Site and Facility Lease, or other documents,
are made subject to the provisions of such documents and do not purport to be complete statements of any or all of
such provisions. Reference is hereby made to such documents on file with the Superintendent of the District for
further information. See “INTRODUCTION—Other Information.”

This Official Statement is submitted in connection with the sale of the Certificates referred to herein and
may not be reproduced or used, in whole or in part, for any other purpose.

THE CERTIFICATES HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS
AMENDED, IN RELIANCE UPON AN EXCEPTION FROM THE REGISTRATION REQUIREMENTS CONTAINED
IN SUCH ACT. THE CERTIFICATES HAVE NOT BEEN REGISTERED OR QUALIFIED UNDER THE SECURITIES
LAWS OF ANY STATE.
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OFFICIAL STATEMENT

$685,000
CERTIFICATES OF PARTICIPATION
(2010 Refinancing Project)
Evidencing the Direct, Undivided Fractional Interests
of the Owners Thereof in Lease Payments to be Made by the
FARMERSVILLE UNIFIED SCHOOL DISTRICT
(Tulare County, California)
As the Rental for Certain Property Pursuant to a Lease Agreement
with the Local Facilities Finance Corporation

INTRODUCTION

This Introduction is not a summary of this Official Statement. It is only a brief
description of and a guide to, and is qualified by, the more complete information contained in
this Official Statement, including the cover page and appendices hereto, and the documents
summarized or described herein. A full review should be made of the entire Official Statement
and the documents summarized or described herein. The offering of Certificates to potential
investors is made only by means of the entire Official Statement.

This Official Statement, which includes the cover page and appendices hereto, provides
certain information with respect to the sale of $685,000 aggregate principal amount of
Certificates of Participation (2010 Refinancing Project) (the “Certificates”), representing the
direct, undivided fractional interests of the registered owners thereof (the “Owners”) in Lease
Payments (as defined below) to be made by the Farmersville Unified School District (the
“District”) as the rental for certain school facilities and the sites thereof, as described more fully
herein (the “Property”), to be leased by the District pursuant to a Lease Agreement, dated as of
October 1, 2010 (the “Lease Agreement”), by and between the Local Facilities Finance
Corporation (the “Corporation”), a nonprofit, public benefit corporation duly organized and
existing under the laws of the State of California (the “State”) and the District. The District will
lease the Property to the Corporation pursuant to a Site and Facility Lease, dated as of October
1, 2010 (the “Site and Facility Lease”), between the District and the Corporation, for leaseback
pursuant to the Lease Agreement.

The Certificates are being executed and delivered pursuant to a Trust Agreement, dated
as of October 1, 2010 (the “Trust Agreement”), by and among the Corporation, the District and
The Bank of New York Mellon Trust Company, N.A., Los Angeles, California, as trustee (the
“Trustee”). Pursuant to an Assignment Agreement, dated as of October 1, 2010 (the
“Assignment Agreement”), the Corporation will assign to the Trustee, for the benefit of the
Owners, substantially all of the Corporation’s rights under the Lease Agreement, including its
right to receive and collect Lease Payments and prepayments from the District under the Lease
Agreement and the Corporation’s rights as may be necessary to enforce payment of Lease
Payments.

Capitalized terms appearing herein and not otherwise defined have the respective
meanings assigned to those terms in APPENDIX A—SUMMARY OF PRINCIPAL LEGAL
DOCUMENTS—DEFINITIONS.



The District

The District is a unified school district organized under the laws of the State of
California (the “State”), established in 1993. Prior to that time, the District was an Elementary
School District, with students attending Exeter Union High School District after eighth grade.
The District is coterminous with the previous Elementary School District. The District currently
operates three elementary schools, one junior high school, one senior high school, one
continuing education high school and one adult school. The District encompasses
approximately four square miles and is located in the central portion of Tulare County.
Enrollment currently stands at approximately 2,580 students. The District is under the authority
of the County Office of Education. For more complete information concerning the District,
including certain financial information, see “THE DISTRICT” and “DISTRICT FINANCIAL
INFORMATION.” The District’s audited financial statements for the fiscal year ended June 30,
2009 are included as Appendix B, and should be read in their entirety.

Purpose of the Certificates

The Certificates are being executed and delivered to provide funds to (a) prepay a lease
entered into by the District in 2002 to finance various capital projects throughout the geographic
boundaries of the District, (b) fund a reserve fund for the Certificates, and (c) pay costs incurred
in connection with the execution, delivery and sale of the Certificates.

Security and Sources of Payment for the Certificates

The District is required to pay to the Trustee specified Lease Payments for the use and
occupancy of the Property which amounts are equal to the principal and interest represented by
the Certificates. See “SOURCES OF PAYMENT FOR THE CERTIFICATES—Lease Payments.”
The District has covenanted under the Lease Agreement to take such action as may be necessary
to include all Lease Payments in its annual budgets and make the necessary annual
appropriations therefor, subject to abatement. Lease Payments are subject to abatement during
any period during which, by reason of material damage, destruction or condemnation of the
Property or any portion thereof, there is substantial interference with the District’s use of the
Property. See APPENDIX A—SUMMARY OF PRINCIPAL LEGAL DOCUMENTS—LEASE
AGREEMENT.

THE OBLIGATION OF THE DISTRICT TO MAKE LEASE PAYMENTS DOES NOT
CONSTITUTE AN OBLIGATION OF THE DISTRICT FOR WHICH THE DISTRICT IS
OBLIGATED TO LEVY OR PLEDGE ANY FORM OF TAXATION OR FOR WHICH THE
DISTRICT HAS LEVIED OR PLEDGED ANY FORM OF TAXATION. NEITHER THE
CERTIFICATES NOR THE OBLIGATION OF THE DISTRICT TO MAKE LEASE PAYMENTS
UNDER THE LEASE AGREEMENT CONSTITUTE A DEBT OF THE DISTRICT, THE
CORPORATION OR THE STATE OR ANY POLITICAL SUBDIVISIONS THEREOF WITHIN
THE MEANING OF ANY CONSTITUTIONAL OR STATUTORY DEBT LIMITATION OR
RESTRICTION OR AN OBLIGATION FOR WHICH THE DISTRICT IS OBLIGATED TO LEVY
OR PLEDGE ANY FORM OF TAXATION OR FOR WHICH THE DISTRICT HAS LEVIED OR
PLEDGED ANY FORM OF TAXATION.

For a more complete description of the sources of payment for the Certificates, see
“SOURCE OF PAYMENT FOR THE CERTIFICATES.”

Registration

The Certificates will be delivered in fully registered form only, without coupons,
registered in the name of Cede & Co. as nominee of The Depository Trust Company, New York,



New York (“DTC”), and will be available to actual purchasers of the Certificates (the “Beneficial
Owners”) in the denominations set forth on the cover page hereof, under the book-entry system
maintained by DTC, only through brokers and dealers who are or act through DTC Participants
as described herein. Beneficial Owners will not be entitled to receive physical delivery of the
Certificates. See “THE CERTIFICATES—Book-Entry-Only System.” In the event that the book-
entry-only system described below is no longer used with respect to the Certificates, the
Certificates will be registered in accordance with the Trust Agreement described herein. See
“THE CERTIFICATES—Registration, Transfer and Exchange of Certificates.”

Denominations

The Certificates will be in the form of fully registered certificates in the denominations
or maturity values of $5,000 or any integral multiple thereof.

Payment

Each Certificate will be dated as of its date of delivery, and payments of interest with
respect thereto will be made semiannually on each April 1 and October 1 (each, an “Interest
Payment Date”), commencing April 1, 2011.

Interest with respect to the Certificates will be payable from the Interest Payment Date
next preceding the date of execution of such Certificate, (a) unless it is executed following the
close of business of the 15th day of the month preceding each Interest Payment Date, whether or
not such 15th day is a business day (a “Record Date”) and on or before the next succeeding
Interest Payment Date, in which event interest represented thereby will be payable from such
Interest Payment Date, or (b) unless it is executed on or before the first Record Date, in which
event interest represented thereby will be payable from their date of delivery; provided,
however, that if, as of the date of any Certificate, interest represented by such Certificate is in
default, interest represented thereby will be payable from the Interest Payment Date to which
interest has previously been paid or made available for payment with respect to such
Certificate.

The principal represented by the Certificates will be payable on April 1 as specified on
the cover of this Official Statement.

Redemption

The Certificates are not subject to optional redemption. The Certificates are subject to
mandatory and special redemption. See “THE CERTIFICATES—Redemption.”

Tax Matters

Subject to compliance by the District with certain covenants, in the opinion of Quint &
Thimmig LLP, San Francisco, California, Special Counsel, interest with respect to the
Certificates (i) is excludable from gross income of the owners thereof for federal income tax
purposes and (ii) is not included as an item of tax preference in computing the alternative
minimum tax for individuals and corporations under the Internal Revenue Code of 1986, as
amended (the “Code”), but is taken into account in computing an adjustment used in
determining the federal alternative minimum tax for certain corporations. In the further opinion
of Special Counsel, the Lease Agreement is a “qualified tax-exempt obligations” under section
265(b)(3) of the Code. See “TAX MATTERS” herein for a more complete discussion. In the
further opinion of Special Counsel, such interest is exempt from California personal income
taxes. For a more complete discussion of the opinion of Special Counsel and certain other tax



consequences incident to the ownership of the Certificates, including certain exceptions to the
tax treatment of interest, see “TAX MATTERS.”

Authority for Delivery

The Certificates are being delivered pursuant to the Trust Agreement, which was
approved by the District pursuant to a resolution adopted by the Board of Trustees of the
District on September 28, 2010, and by the Corporation pursuant to a resolution adopted by the
Board of Directors of the Corporation on October 1, 2010.

Continuing Disclosure

The District will covenant in a continuing disclosure certificate (the “Continuing
Disclosure Certificate”) to provide, or cause to be provided, to each nationally recognized
municipal securities information repository and any public or private repository or entity
designated by the State as a state repository and any public or private repository for purposes of
Rule 15¢2-12(b)(5) adopted by the Securities and Exchange Commission (the “Rule”) certain
annual financial information and operating data of the type set forth herein including, but not
limited to, its audited financial statements and, in a timely manner, notice of certain material
events. See “LEGAL MATTERS—Continuing Disclosure” and APPENDIX D—FORM OF
CONTINUING DISCLOSURE CERTIFICATE for a description of the specific nature of the
annual report and notices of material events and a summary description of the terms of the
Continuing Disclosure Certificate pursuant to which such reports and notices are to be made.

Other Information

This Official Statement speaks only as of its date, and the information contained herein
is subject to change. The District has not entered into any contractual commitment to provide
information on a continuing basis to investors or any other party, except to the extent such
information is required to be provided pursuant to the District’s contracts with nationally
recognized statistical ratings organizations, and the District makes, and has made, no
representation or warranty that it will do so.

Brief descriptions of the Certificates, the security for the Certificates and the District are
included in this Official Statement together with summaries of certain provisions of the
Certificates, the Lease Agreement, the Trust Agreement, the Assignment Agreement, the Site
and Facility Lease, and certain other documents. Such descriptions do not purport to be
comprehensive or definitive. All references herein to the Lease Agreement, the Trust
Agreement, the Assignment Agreement, the Site and Facility Lease, and other documents are
qualified in their entirety by reference to such documents, and references herein to the
Certificates are qualified in their entirety by reference to the form thereof included in the Trust
Agreement, copies of which are available for inspection at the office of the Superintendent,
Farmersville Unified School District, 571 East Citrus Avenue, Farmersville, California 93223,
telephone (559) 592-2010.



ESTIMATED SOURCES AND USES OF FUNDS

The estimated sources and uses of funds in connection with the Certificates are as
follows:

SOURCES OF FUNDS
Principal Amount of Certificates $685,000.00
Less: Net Original Issue Discount (2,349.50)
Less: Underwriter’s Discount (20,550.00
Total Sources of Funds $662,100.50
USES OF FUNDS
Deposit to 2002 Lease Prepayment Fund (1) $501,636.73
Deposit to Reserve Fund (2) 68,500.00
Deposit to Delivery Costs Fund (3) 91,963.77
Total Uses of Funds $622,100.50

(1) Represents amounts required to provide for the prepayment of the 2002 Lease.

(2) Represents Reserve Requirement as defined in the Trust Agreement.

(3) Includes fees and expenses of the Trustee, the Financial Advisor, Special Counsel and Disclosure Counsel,
printing expenses and other delivery costs.

SCHEDULE OF CERTIFICATE PAYMENTS

The following table shows the annual debt service due with respect to the Certificates.

Year Ending
April 1 Principal (1) Interest Total
2011 $ 30,000 $9,545.95 $39,545.95
2012 60,000 21,571.25 81,571.25
2013 60,000 20,371.25 80,371.25
2014 60,000 19,171.25 79,171.25
2015 60,000 17,821.25 77,821.25
2016 65,000 16,171.25 81,171.25
2017 65,000 14,058.75 79,058.75
2018 65,000 11,621.25 76,621.25
2019 70,000 9,183.75 79,183.75
2020 75,000 6,243.75 81,243.75
2021 75,000 3,093.75 78,093.75
Total $685,000 $148,853.45 $833,853.45

(1) Including mandatory sinking fund installments.

THE PROPERTY

Pursuant to the Site and Facility Lease, the District will lease the Property to the
Corporation. Pursuant to the Lease Agreement, the Corporation will, in turn, lease the Property
back to the District. See APPENDIX A—SUMMARY OF PRINCIPAL LEGAL DOCUMENTS—
SITE AND FACILITY LEASE and —LEASE AGREEMENT.

The Property consists of Freedom Elementary School, located on a 12.38-acre site at 575
East Citrus Drive in Farmersville, California. The school was built in 2004. There are 24
classrooms in 6 permanent buildings, which include a multi-purpose room, a staff lounge,



administrative offices, library media center, a kitchen and auxiliary facilities, in addition to the
District office, which is attached to the site.

THE CERTIFICATES
General Provisions

The Certificates will be dated as of their date of delivery and will be payable as to
interest from such date, semiannually on each April 1 and October 1, commencing April 1, 2011
(each an “Interest Payment Date”). Interest with respect to the Certificates will be calculated on
the basis of a 360-day year comprised of twelve 30-day months. The Certificates will be
delivered in denominations of $5,000 or any integral multiple thereof. The Certificates will
initially be registered in the name of Cede & Co., as nominee of The Depository Trust Company,
New York, New York (“DTC”), which will act as securities depository for the Certificates.
Payments of principal, premium, if any, and interest with respect to the Certificates will be paid
by the Trustee to DTC which is obligated in turn to remit such principal, premium, if any, and
interest with respect to the Certificates to its DTC Participants for subsequent disbursement to
the Beneficial Owners of the Certificates. See “DTC and the Book-Entry System” below and
APPENDIX E—BOOK-ENTRY SYSTEM.

Interest with respect to the Certificates is required to be payable from the Interest
Payment Date next preceding the date of execution thereof, unless: (i) it is executed as of an
Interest Payment Date, in which event interest with respect thereto is required to be payable
from such Interest Payment Date; or (ii) it is executed after a Regular Record Date (i.e., close of
business on the fifteenth day of the month preceding each Interest Payment Date) and before
the following Interest Payment Date, in which event interest with respect thereto is required to
be payable from such Interest Payment Date; or (iii) it is executed on or before, March 15, 2011,
in which event interest with respect thereto is required to be payable from the date of delivery
of the Certificates; provided, however, that if, as of the date of execution of any Certificate,
interest is in default with respect to any Outstanding Certificates, interest represented by such
Certificate is required to be payable from the Interest Payment Date to which interest has
previously been paid or made available for payment with respect to the Outstanding
Certificates. Payment of defaulted interest is required to be paid by check mailed to the Owners
as of a special record date to be fixed by the Trustee in its sole discretion, notice of which shall
be given to the Owners not less than 10 days prior to such special record date.

Trustee

The Bank of New York Mellon Trust Company, N.A., Los Angeles, California, will act as
the Trustee. As long as DTC’s book-entry method is used for the Certificates, the Trustee will
send any notice of redemption or other notices to owners only to DTC. Any failure of DTC to
advise any DTC Participant, or of any DTC Participant to notify any Beneficial Owner, of any
such notice and its content or effect will not affect the validity or sufficiency of the proceedings
relating to the redemption of the Certificates called for redemption or of any other action
premised on such notice.

The Trustee, the District, the Corporation and the Underwriter of the Certificates have
no responsibility or liability for any aspects of the records relating to or payments made on
account of beneficial ownership, or for maintaining, supervising or reviewing any records
relating to beneficial ownership, of interests in the Certificates.

So long as the outstanding Certificates are registered in the name of Cede & Co. or its
registered assigns, the Trustee and the District shall cooperate with Cede & Co., as sole



registered owner, or its registered assigns in effecting payment of the principal and interest
with respect to the Certificates by arranging for payment in such manner that funds for such
payments are properly identified and are made immediately available on the date they are due.

Payment

Interest represented by each Certificate will be paid on each Interest Payment Date by
check of the Trustee mailed on such Interest Payment Date by first class mail, postage prepaid,
to the person appearing on the Registration Books as the Owner thereof as of the close of
business on the preceding Record Date, at such Owner’s address as it appears on the
Registration Books; provided, however, that at the written request of the Owner of the
Certificates in an aggregate principal amount of at least $1,000,000, which written request is on
file with the Trustee as of any Record Date, interest represented by such Certificates shall be
paid on each succeeding Interest Payment Date by wire transfer in immediately available funds
to such account within the United States of America as shall be specified in such written
request.

The principal and redemption price represented by any Certificate at maturity or upon
prior redemption shall be payable in lawful money of the United States of America upon
presentation and surrender of such Certificate at the Office of the Trustee.

Redemption

No Optional Redemption. The Certificates are not subject to optional redemption prior to
redemption.

Extraordinary Redemption from Net Proceeds of Insurance, Title Insurance, Condemnation or
Eminent Domain Award. The Certificates are subject to extraordinary redemption in whole or in
part on any date from the Net Proceeds of an insurance, title insurance, condemnation or
eminent domain award to the extent credited towards the prepayment of the Lease Payments
by the District pursuant to the Lease Agreement, at a redemption price equal to the principal
amount of the Certificates to be redeemed, together with accrued interest to the date fixed for
redemption, without premium.

Mandatory Sinking Fund Redemption. The Certificates maturing on April 1, 2018, are
subject to mandatory redemption in part on April 1, 2017, and April 1, 2018, from the principal
components of scheduled Lease Payments required to be paid by the District pursuant to the
Lease Agreement with respect to each such redemption date (subject to abatement, as set forth
in the Lease Agreement), at a redemption price equal to the principal amount thereof to be
redeemed, together with accrued interest to the date fixed for redemption, without premium, as
follows:

Year Principal Amount of
(April 1) Certificates to be Redeemed

2017 $65,000

2018+ 65,000

tMaturity.

The Certificates maturing on April 1, 2020, are subject to mandatory redemption in part
on April 1, 2019, and April 1, 2020, from the principal components of scheduled Lease Payments
required to be paid by the District pursuant to the Lease Agreement with respect to each such
redemption date (subject to abatement, as set forth in the Lease Agreement), at a redemption



price equal to the principal amount thereof to be redeemed, together with accrued interest to
the date fixed for redemption, without premium, as follows:

Year Principal Amount of
(April 1) Certificates to be Redeemed

2019 $70,000

2020t 75,000

tMaturity.
Selection of Certificates for Redemption

Whenever provision is made in the Trust Agreement for the redemption of Certificates
and less than all outstanding Certificates are to be redeemed the Trustee will select Certificates
for redemption from outstanding Certificates not previously called for redemption in such
order of maturity as will be designated by the District (and, in lieu of such designation, pro rata
among maturities and by lot within a maturity. For the purposes of such selection, Certificates
shall be deemed to be composed of $5,000 portions, and any such portion may be separately
redeemed. The Trustee shall promptly notify the District and the Corporation in writing of the
Certificates or portions thereof so selected for redemption.

Notice of Redemption

The Trustee shall give notice of the redemption of the Certificates on behalf and at the
expense of the District. Such notice shall state the redemption date and redemption price and, if
less than all of the then outstanding Certificates are to be called for redemption, shall designate
the numbers of the Certificates to be redeemed by giving the individual number of each
Certificate or by stating that all Certificates between two stated numbers, both inclusive, have
been called for redemption, and shall require that such Certificates be surrendered on the
redemption date at the Office of the Trustee for redemption at said redemption price, giving
notice also that further interest represented by the Certificates will not accrue after the
redemption date. Such notice shall further state that on the redemption date there shall become
due and payable, the principal and premium, if any, represented by each Certificate together
with accrued interest represented thereby to said date, and that from and after such date
interest represented thereby shall cease to accrue and be payable.

Notice of such redemption shall be mailed by first class mail with postage redeemed, to
one or more of the Information Services (as defined in the Trust Agreement) and to the owners
of the Certificates designated for redemption at their respective addresses appearing on the
Registration Books, at least 30 days but not more than 60 days prior to the redemption date. In
addition, notice of redemption shall be given by telecopy or certified, registered or overnight
mail to each of the Securities Depositories (as defined in the Trust Agreement) at least 2 days
prior to such mailing to the Certificate owners. Such notice shall, in addition to setting forth the
above information, set forth, in the case of each Certificate called only in part, the portion of the
principal represented thereby which is to be redeemed; provided, however, that neither failure
to receive such notice so mailed nor any defect in any notice so mailed shall affect the
sufficiency of the proceedings for the redemption of such Certificates or the cessation of accrual
of interest represented thereby from and after the date fixed for redemption.

If, on said date of redemption, moneys for the redemption of all the Certificates to be
redeemed, together with interest to said date of redemption, shall be held by the Trustee so as to
be available therefor on such date of redemption, then, from and after said date of redemption,
interest represented by the Certificates shall cease to accrue and become payable. All moneys
held by the Trustee for the redemption of Certificates shall be held in trust for the account of the



Owners of the Certificates so to be redeemed, and shall be held by the Trustee in cash
uninvested.

All Certificates paid at maturity or redeemed prior to maturity pursuant to the Trust
Agreement shall be canceled upon surrender thereof and destroyed.

Partial Redemption of the Certificates

Upon surrender of any Certificate redeemed in part only, the Trustee shall execute,
authenticate and deliver to the Owner thereof, at the expense of the District, a new Certificate or
Certificates of authorized denominations equal in aggregate principal amount to the
unredeemed portion of the Certificate surrendered and of the same interest rate and the same
maturity.

Defeasance

If and when any Outstanding Certificates shall be paid and discharged in any one or
more of the following ways:

(a) by well and truly paying or causing to be paid the principal of and interest and
redemption premiums (if any) represented by such Outstanding Certificates, as and when the
same become due and payable; or

(b) by depositing with the Trustee or any other fiduciary, under an escrow deposit and
trust agreement, security for the payment of Lease Payments relating to such Certificates as
more particularly described in the Lease Agreement, said security to be held by the Trustee on
behalf of the District to be applied by the Trustee or by such other fiduciary to pay or prepay
such Lease Payments as the same become due, pursuant to the Lease Agreement;

and if such Certificates are to be redeemed prior to the maturity thereof notice of such
redemption shall have been mailed pursuant to the Trust Agreement or provision satisfactory to
the Trustee shall have been made for the mailing of such notice, then, notwithstanding that such
Certificates shall not have been surrendered for payment, all rights hereunder of the Owners of
such Certificates and all obligations of the Corporation, the Trustee and the District with respect
to such Certificates shall cease and terminate, except only the obligations of the Trustee under
the Trust Agreement, and the obligation of the Trustee to pay or cause to be paid, from Lease
Payments paid by or on behalf of the district from funds deposited pursuant to paragraph (b)
above, to the Owners of such Certificates not so surrendered and paid all sums represented
thereby when due and in the event of deposits pursuant to paragraph (b), such Certificates shall
continue to represent direct. Undivided fractional interests of the Owners, thereof in the Lease
Payments.

Any funds held by the Trustee, at the time of discharge of the obligations represented by
all Outstanding Certificates as a result of one of the events described in paragraphs (a) or (b)
above, which are not required for the payment to be made to Owners, shall, upon payment in
full of all fees and expenses of the Trustee (including attorneys’ fees) then due, be paid over to
the District.

Registration, Transfer and Exchange of Certificates
In the event that the book-entry system as described above is no longer used with

respect to the Certificates, the following provisions will govern the registration, transfer, and
exchange of the Certificates.



The Trustee shall keep or cause to be kept sufficient records for the registration and
registration of transfer of the Certificates, which shall at all reasonable times be open to
inspection by the District and the Corporation during regular business hours and upon prior
notice; and, upon presentation for such purpose, the Trustee shall, under such reasonable
regulations as it may prescribe, register or transfer or cause to be registered or transferred, on
the Registration Books, Certificates as provided in the Trust Agreement.

The registration of any Certificates may, in accordance with its terms, be transferred
upon the Registration Books by the person in whose name it is registered, in person or by his or
her duly authorized attorney, upon surrender of such Certificate for cancellation at the Office of
the Trustee, accompanied by delivery of a written instrument of transfer in a form approved by
the Trustee, duly executed. Whenever any Certificate or Certificates shall be surrendered for
registration of transfer, the Trustee shall execute and deliver a new Certificate or Certificates
representing the same maturity, interest rate and aggregate principal amount, if any authorized
denominations.

Certificates may be exchanged at the Office of the Trustee, for a like aggregate principal
amount of Certificates representing other authorized denominations of the same interest rate
and maturity. The District shall pay all costs of the Trustee incurred in connection with any
such exchange, except that the Trustee may require the payment by the Certificate Owner
requesting such exchange of any tax or other governmental charge required to be paid with
respect to such exchange.

The Trustee may refuse to transfer or exchange either (i) any Certificate during the
period established by the Trustee for the selection of Certificates for redemption, or (ii) the
portion of any Certificate which the Trustee has selected for redemption pursuant to the
provisions of the Trust Agreement.

Mutilated, Lost, Destroyed, or Stolen Certificates

In the event that the book-entry system as described above is no longer used with
respect to the Certificates, the following provisions will apply to mutilated, lost, destroyed or
stolen Certificates.

If any Certificate shall become mutilated, the Trustee, at the expense of the Owner of
such Certificate, shall execute and deliver a new Certificate of like principal amount, interest
rate and maturity in replacement for the Certificate so mutilated, but only upon surrender to the
Trustee of the Certificate so mutilated. Every mutilated Certificate so surrendered to the Trustee
shall be canceled by it and destroyed by the Trustee, who shall upon request deliver a certificate
of destruction to the District. If any Certificate shall be lost, destroyed or stolen, evidence of
such loss, destruction or theft must be submitted to the Trustee, and, if such evidence is
satisfactory to the Trustee and the District and, if an indemnity satisfactory to the Trustee and
the District shall be given, the Trustee, at the expense of the Certificate Owner, shall execute and
deliver a new Certificate of like principal amount, interest rate and maturity and numbered as
the Trustee shall determine in lieu of and in replacement for the Certificate so lost, destroyed or
stolen. The Trustee may require payment of an appropriate fee for each replacement Certificate
delivered and of the expenses which may be incurred by the Trustee in carrying out the duties
under the Trust Agreement. Any Certificate issued in lieu of any Certificate alleged to be lost,
destroyed or stolen shall be equally entitled to the benefits of the Trust Agreement with all
other Certificates secured by this Trust Agreement. The Trustee shall not be required to treat
both the original Certificate and any replacement Certificate as being Outstanding for the
purpose of determining the principal amount of Certificates which may be executed and
delivered hereunder or for the purpose of determining any percentage of Certificates
Outstanding hereunder, but both the original and replacement Certificate shall be treated as one
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and the same. Notwithstanding any other provision of the Trust Agreement, in lieu of
delivering a replacement for a Certificate which has been mutilated, lost, destroyed or stolen,
and which has matured, the Trustee may make payment with respect to such Certificate upon
receipt of indemnity satisfactory to the Trustee and the District.

SOURCES OF PAYMENT FOR THE CERTIFICATES
General

Each Certificate represents a direct, fractional, undivided interest in the Lease Payments
to be made by the District under the Lease Agreement. The Corporation, pursuant to the
Assignment Agreement, will assign substantially all of its rights under the Lease Agreement,
including its right to receive Lease Payments from the District as well as its right to enforce the
Lease Agreement, to the Trustee for the benefit of the Owners. The Lease Payments are equal to
the annual principal and interest represented by the Certificates. The Lease Payments will be
paid from the District’s general fund and other legally available moneys.

The obligation of the District to make Lease Payments does not constitute an obligation
of the District for which the District is obligated to levy or pledge any form of taxation or for
which the District has levied or pledged any form of taxation. Neither the Certificates nor the
obligation of the District to make Lease Payments under the Lease Agreement constitute a debt
of the District or the State or any political subdivisions thereof within the meaning of any
Constitutional or statutory debt limitation or restriction or an obligation for which the District is
obligated to levy or pledge any form of taxation or for which the District has levied or pledged
any form of taxation.

Lease Payments

Subject to the provisions of the Lease Agreement regarding abatement in the event of
loss of use of any item or portion of the Property and regarding redemption of Lease Payments,
the District agrees to pay to the Corporation the Lease Payments (denominated into
components of principal and interest) for the Property to be due and payable in immediately
available funds on the Interest Payment Dates immediately following the Lease Payment Dates
(such Lease Payment Date being the 15th calendar day of the month immediately preceding
such Interest Payment Dates), and to be deposited by the District with the Trustee on each of the
Lease Payment Dates. Any amount held in the Lease Payment Fund on any Lease Payment
Date (other than amounts resulting from the redemption of the Lease Payments in part but not
in whole pursuant to the Lease Agreement and other than amounts required for payment of
past due principal or interest represented by any Certificates not presented for payment) shall
be credited towards the Lease Payment then required to be paid hereunder; and no Lease
Payment need be deposited with the Trustee on any Lease Payment Date then required to be
deposited with the Trustee. The Lease Payments payable in any Fiscal Year shall be for the use
of the Property during such Fiscal Year. See “LEASE PAYMENTS.”

Lease Payments shall be abated during any period in which, by reason of material
damage, destruction or condemnation, there is substantial interference with the use and right of
possession by the District with respect to any item or portion of the Property. See “RISK
FACTORS—Abatement.”

Covenant to Budget

The District has covenanted in the Lease Agreement to take such action as may be
necessary to include all Lease Payments and Additional Payments coming due in each of its
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annual budgets during the term of the Lease Agreement and to make the necessary annual
appropriations for all such Lease Payments and Additional payments. Annually, the District
will furnish to the Trustee a certificate stating that the Lease Payments have been included in
the final budget of the District for the current Fiscal Year, such certificate to be filed within 30
days after the adoption of such budget and in any event no later than September 1 in the
calendar year in which the District adopts such budget. Such covenants on the part of the
District shall be deemed to be and shall be construed to be duties imposed by law in the
performance of the official duty of such officials to enable the District to carry out and perform
the covenants and agreements in the Lease Agreement agreed to be carried out and performed
by the District.

Reserve Fund

Pursuant to the Trust Agreement, a Reserve Fund is required to be funded in the
amount of the “Reserve Requirement.” Moneys in the Reserve Fund shall be held in trust as a
reserve for the payment when due of the Lease Payments on behalf of the District. “Reserve
Requirement” means, as of the Closing Date, an amount equal to the lesser of (a) 10% of the
principal amount of the Certificates, or (b) the maximum amount of Lease Payments coming
due in the current or any future Fiscal Year, or (c) 125% of average annual Lease Payments. The
Reserve Requirement as of the date of delivery of the Certificates is $68,500.00.

Insurance

The Lease Agreement requires the District to continue to maintain or cause to be
maintained the following insurance against risk of physical damage to the Property and other
risks for the protection of the Certificate Owners, the Corporation, and the Trustee:

(i) Public Liability and Property Damage Insurance. The District shall maintain or
cause to be maintained throughout the term of the Lease Agreement, but only if and to
the extent available from reputable insurers at reasonable cost in the reasonable opinion
of the District, a standard comprehensive general insurance policy or policies in
protection of the Corporation, District, and their respective members, officers, agents,
employees and assigns. Said policy or policies shall provide for indemnification of said
parties against direct or contingent loss or liability for damages for bodily and personal
injury, death or property damages occasioned by reason of the operation of the
Property. Such policy or policies shall provide coverage in the minimum liability limits
of $1,000,000 for personal injury or death of each person and $3,000,000 for personal
injury or deaths of two or more persons in each accident or event (subject to a deductible
of not to exceed $250,000), and in a minimum amount of $150,000 (subject to a
deductible of not to exceed $50,000) for damage to property resulting from each accident
or event. Such insurance may, however, be in the form of a single limit policy in the
amount of $3,000,000 covering all such risks, subject to a deductible of not to exceed
$250,000. Such insurance may be maintained as part of or in conjunction with any other
insurance coverage carried by the District, and may be maintained in whole or in part in
the form of self-insurance by the District, subject to the Lease Agreement, or in the form
of the participation by the District in a joint powers authority or other program
providing pooled insurance. The Net Proceeds of such liability insurance shall be
applied by the District toward extinguishment or satisfaction of the liability with respect
to which paid.

(ii) Fire and Extended Coverage Insurance. The District shall procure and maintain,
or cause to be procured and maintained, throughout the term of the Lease Agreement,
insurance against loss or damage to the Property by fire and lightning, with extended
coverage and vandalism and malicious mischief insurance. Such insurance shall, as
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nearly as practicable, cover loss or damage by explosion, windstorm, riot, aircraft,
vehicle damage, smoke and such other hazards as are normally covered by such
insurance. Such insurance shall be in an aggregate amount at least equal to the lesser of:
(a) 100% of the replacement value of the facilities; or (b) 100% of the aggregate principal
amount of the Outstanding Certificates. All policies of such insurance shall be subject to
deductible clauses of not to exceed $100,000 for any one loss. Such insurance may be
maintained as part of or in conjunction with any other insurance coverage carried by the
District, and may be maintained in whole or in part in the form of self-insurance by the
District, subject to the provisions of the Lease Agreement, or in the form of participation
by the District in a joint powers authority or other program providing pooled insurance.

(iii) Rental Interruption Insurance. The District shall procure and maintain, or
cause to be procured and maintained, throughout the term of the Lease Agreement,
rental interruption or use and occupancy insurance to cover loss, total or partial, of the
use of the Property as a result of any of the hazards covered by casualty insurance, in an
amount at least equal to two times the maximum annual Lease Payments. Such
insurance may be maintained as part of or in conjunction with any other insurance
coverage carried by the District, and may be maintained in whole or in part in the form
of the participation by the District in a joint powers authority or other program
providing pooled insurance. The Net Proceeds of such insurance, if any, shall be paid to
the Trustee and deposited in the Lease Payment Fund, and shall be credited towards the
payment of the Lease Payments as the same become due and payable.

(iv) Title Insurance. The District shall, at its expense, (a) cause the Site and Facility
Lease, the Lease Agreement or a memorandum thereof in form and substance approved
by Special Counsel, and the Assignment Agreement to be recorded in the office of the
County Recorder with respect to the Property, and (b) obtain a CLTA title insurance
policy insuring the District’s leasehold estate thereunder in the Property, subject only to
Permitted Encumbrances, in an amount at least equal to the aggregate principal amount
of the Certificates. All Net Proceeds received under any such title insurance policy shall
be deposited with the Trustee in the Lease Payment Fund and shall be credited towards
the redemption of the remaining Lease Payments pursuant to the Lease Agreement.

In the event that any insurance required pursuant to the Lease Agreement shall be
provided in the form of self-insurance, the District shall file with the Trustee annually, within 90
days following the close of each Fiscal Year, a statement of the risk manager of the District or an
independent insurance adviser engaged by the District identifying the extent of such self-
insurance and stating the determination that the District maintains sufficient reserves with
respect thereto. In the event that any such insurance shall be provided in the form of self-
insurance by the District, the District shall not be obligated to make any payment with respect
to any insured event except from such reserves.

Action on Default

Whenever any event of default referred to in the Lease Agreement has happened and is
continuing, the Corporation may exercise any and all remedies available pursuant to law or
granted pursuant to the Lease Agreement; provided, however, that notwithstanding anything
in the Lease Agreement or in the Trust Agreement to the contrary, there will be no right under
any circumstances to accelerate the Lease Payments or otherwise declare any Lease Payments
not then in default to be immediately due and payable. The Corporation will have the right
upon a default by the District to terminate the Lease Agreement, re-enter such component of the
Property, eject the District from such component of the Property or to re-let such component of
the Property for the account of the District, and the Corporation waives any such rights that it
might have, including any right pursuant to Section 1951.2 or 1952.3 of the California Civil
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Code. See “THE PROPERTY.” The Corporation’s rights under the Lease Agreement upon such
default by the District shall be (so long as the Corporation does not terminate the Lease
Agreement or the District’s right to possession of such component of the Property) to enforce all
of its rights and remedies under the Lease Agreement, including the right to recover Lease
Payments as they become due under the Lease Agreement pursuant to Section 1951.4 of the
California Civil Code, by pursing any legal remedy available.

For further information concerning certain risks associated with the exercise of remedies
under the Lease Agreement, see “RISK FACTORS—Limited Recourse on Default” and
APPENDIX A—SUMMARY OF PRINCIPAL LEGAL DOCUMENTS—LEASE AGREEMENT.

Abatement

The obligation of the District to pay Lease Payments will be abated during any period in
which by reason of damage, destruction or taking by eminent domain or condemnation with
respect to any item or portion of the Property there is substantial interference with the District’s
use and possession of such item or portion of the Property.

If the Property shall be taken permanently under the power of eminent domain or sold
to a government threatening to exercise the power of eminent domain, the term of the Lease
Agreement shall cease with respect thereto as of the day possession shall be so taken. If less
than all of the Property shall be taken permanently, or if the Property shall be taken
temporarily, under the power of eminent domain, (a) the Lease Agreement shall continue in full
force and effect with respect thereto and shall not be terminated by virtue of such taking and
the parties waive the benefit of any law to the contrary, and (b) there shall be a partial
abatement of Lease Payments allocated thereto, in an amount to be agreed upon by the District
and the Corporation such that the resulting Lease Payments represent fair consideration for the
use and occupancy of the remaining usable portions of the Property. Notwithstanding the
foregoing, there shall be no abatement of Lease Payments to the extent that amounts in the
Reserve Fund are available to pay Lease Payments which would otherwise be abated under the
Lease Agreement, it being declared pursuant to the Lease Agreement that such proceeds and
amounts constitute a special fund for the payment of the Lease Payments.

The amount of Lease Payments shall be abated during any period in which by reason of
damage or destruction (other than by eminent domain as described above) there is substantial
interference with the use and occupancy by the District of the Property or any portion thereof.
The parties agree that the amount of Lease Payments under such circumstances shall not be less
than the amount of the Lease Payments required to pay principal and interest with respect to
the Certificates, as scheduled, unless such unpaid amounts are determined to be greater than
the fair rental value of the portions of the Property not damaged or destroyed (giving due
consideration to the estimated fair market value of the Property, other obligations of the parties
under the Lease Agreement, the uses and purposes which may be served by the Property and
the benefits therefrom which will accrue to the District and the general public), based on the
opinion of an MAI appraiser with expertise in valuing such properties or other appropriate
method of valuation, in which event the Lease Payments shall be abated such that they
represent said fair rental value.

Such abatement shall continue for the period commencing with such damage or
destruction and ending with the substantial completion of the work of repair or reconstruction.
In the event of any such damage or destruction, the Lease Agreement shall continue in full force
and effect and the District waives any right to terminate the Lease Agreement by virtue of any
such damage and destruction. Notwithstanding the foregoing, there shall be no abatement of
Lease Payments to the extent that the proceeds of hazard insurance, rental interruption
insurance or amounts in the Reserve Fund are available to pay Lease Payments which would
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otherwise be abated under the Lease Agreement, it being declared pursuant to the Lease
Agreement that such proceeds and amounts constitute a special fund for the payment of the
Lease Payments.

Additional Payments

In addition to the Lease Payments, the District shall pay when due all costs and
expenses incurred by the Corporation to comply with the provisions of the Trust Agreement,
including without limitation all Delivery Costs (to the extent not paid from amounts on deposit
in the Delivery Costs Fund), annual compensation due to the Trustee, all of its reasonable costs
payable as a result of the performance of and compliance with its duties under the Trust
Agreement and all other amounts due to the Trustee pursuant to the Trust Agreement, and all
costs and expenses of attorneys, auditors, engineers and accountants. Such costs and expenses
shall be payable as additional amounts of rental pursuant to the Lease Agreement in
consideration of the right of the District to the use and occupancy of the Property.

TULARE COUNTY INVESTMENT POOL

This section provides a general description of the County’s investment policy, current
portfolio holdings, and valuation procedures. The information has been adapted from material
prepared by the County for inclusion in this Official Statement. The District makes no
representation as to the accuracy or completeness of such information. Further information may
be obtained from the office of the Treasurer-Tax Collector of the County of Tulare, County Civic
Center, Room 103-E, Visalia, California 93291, telephone (559) 733-6574.

Under the California Education Code, the District is required to pay all monies received
from any source into the County treasury to be held on behalf of the District. Therefore, the
District’s funds will be held and invested at one time or another by the County Treasurer.

Funds held by the County in the Investment Pool (the “County Pool”) are invested in
accordance with the County’s Statement of Investment Policy prepared by the County
Treasurer-Tax Collector (the “Treasurer”) as authorized by section 53601 of the Government
Code of California. The Investment Policy is submitted to the County Board of Supervisors
annually.

The County Pool represents moneys entrusted to the Treasurer by the County and
schools and special districts within the County. State law requires that all moneys of the
County, school districts, and certain special districts be held by the Treasurer.

Moneys deposited in the County Pool by the participants represent an individual
interest in all assets and investments in the County Pool based upon the amount deposited. All
income is distributed to participants based on the average daily balance.

The Treasurer’s Investment Policy allows for the purchase of a variety of securities and
provides for limitations as to exposure, maturity and rating which vary with each security type.
The composition of the portfolio will change over time as old investments mature, or are sold,
and as new investments are made.

Funds on deposit with the Treasurer are managed to insure preservation of capital
through high quality investments, maintenance of liquidity and then yield. Further, no single
investment of operating funds can exceed five years and the weighted average maturity of
pooled investments cannot exceed three and one-half years. The County Policy does not
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prohibit investment in reverse repurchase agreements, but only with prior approval of the
Board of Supervisors of the County of Tulare.

The following information reflects the investment activity for the quarter ending June
30, 2010 of pooled funds on deposit with the Treasurer and is in compliance with California
Government Code Section 2700 et seq., Section 53600 et seq., the County Ordinance 3157 and the
Treasurer’s Statement of Investment Policy dated June, 2010.

A listing of the securities in the County Pool is shown below:

TULARE COUNTY INVESTMENT POOL
PORTFOLIO COMPOSITION

As of June 30, 2010

Book Market % of
Investments Value Value Portfolio

Certificates of Deposit — Bank $ 25,000,000.00 $ 25,000,000.00 3.13%
Managed Investment Pools 45,538,505.44 45,538,505.44 5.71
Money Market Fund 91,809,367.15 91,809,367.15 11.50
FDIC Insured Medium Term Notes 86,843,483.35 88,831,720.00 10.88
Medium Term Notes 96,042,299.76 98,680,951.80 12.03
Medium Term Notes — Floaters 5,579,525.45 5,529,209.25 0.70
Treasury Securities — Coupon 113,041,129.46 116,730,794.95 14.16
Agency Issues - Fixed Coupon 311,665,802.86 320,888,317.81 39.05
Treasury Discounts - Amortizing 7,104,032.93 7,103,365.85 0.89
Agency — Floaters 500,000.23 498,750.23 0.06
Municipal Bonds Disc. — Amortizing 3,027,832.86 3,039,031.80 0.38
Promissory Notes 11,908,394.30 11,908,394.30 1.49

Investments $798,060,373.79 $815,558,408.58 100.00%

Source: Tulare County Treasurer/Tax Collector

A complete copy of the County’s Investment Policy is contained in APPENDIX F—

TULARE COUNTY INVESTMENT POLICY.
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RISK FACTORS

The following factors, along with all other information in this Official Statement, should be
considered by potential investors in evaluating the Certificates. The discussion below does not purport to
be, nor should it be construed to be, complete nor a summary of all factors which may affect the financial
condition of the District, the District’s ability to make Lease Payments in the future, the effectiveness of
any remedies that the Trustee may have or the circumstances under which Lease Payments may be
abated.

No representation is made as to the future financial condition of the District. Payment of the
Lease Payments is a general fund obligation of the District and the ability of the District to make Lease
Payments may be adversely affected by its financial condition as of any particular time.

Lease Payments Not District Debt

Lease Payments and other payments due under the Lease Agreement (including
payment of costs of repair and maintenance of the Property, utility charges, taxes and other
governmental charges and assessments levied against the Property) are not secured by any
pledge of taxes or other revenues of the District. In the event that the District’s general fund
revenues are less than its total obligations, the District may choose to fund other costs or
expenses before making Lease Payments.

The obligation of the District to make Lease Payments does not constitute an obligation
of the District for which the District is obligated to levy or pledge any form of taxation or for
which the District has levied or pledged any form of taxation. Neither the Certificates nor the
obligation of the District to make Lease Payments under the Lease Agreement constitute a debt
of the District, the Corporation or the State or any political subdivisions thereof within the
meaning of any Constitutional or statutory debt limitation or restriction or an obligation for
which the Corporation or the District is obligated to levy or pledge any form of taxation or for
which the Corporation or the District has levied or pledged any form of taxation.

Although the Lease Agreement does not create a pledge, lien or encumbrance upon the
funds of the District, the District is obligated under the Lease Agreement to pay Lease Payments
from legally available funds and the District has covenanted in the Lease Agreement that, for so
long as the Property is available for its use, it will make the necessary annual appropriations
within its budget for all Lease Payments owed under the Lease Agreement. The District is
currently liable on other obligations payable from general revenues. See “DISTRICT
FINANCIAL INFORMATION.”

Additional Obligations

The District may enter into additional obligations which constitute charges against its
general revenues. To the extent that additional obligations are incurred by the District, the
funds available to make Lease Payments may be decreased.

Limited Recourse on Default

In the event of a default under the Lease Agreement, there is no available remedy of
acceleration of the total Lease Payments due over the term of the Lease Agreement. The District
will only be liable for Lease Payments on an annual basis, and the Trustee would be required to
seek a separate judgment each year for that year’s defaulted Lease Payments. Any such suit for
money damages would be subject to limitations on legal remedies against public agencies in
California, including a limitation on enforcement of judgments against funds needed to serve
the public welfare and interest, as described below.
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If the District defaults on its obligation to make Lease Payments, the Trustee, as assignee
of the Corporation, may retain the Lease Agreement and hold the District liable for all Lease
Payments on an annual basis and will have the right to re-enter and re-let the Property. Such re-
entry and re-letting shall not automatically effect a surrender of the Lease Agreement. In the
event the Property is re-entered by reason of a default in Lease Payments or for any other
reason, there can be no assurance that the Property can be re-let for a net amount equal to the
then-due Lease Payments.

The enforcement of any remedies provided in the Lease Agreement and Trust
Agreement could prove both expensive and time-consuming. In addition to the limitation on
remedies contained in the Lease Agreement and the Trust Agreement, the rights and remedies
provided in the Lease Agreement and the Trust Agreement may be limited by and are subject to
provisions of federal bankruptcy laws, as now or hereafter enacted, and to other laws or
equitable principals that may affect the enforcement of creditors’ rights and the limitation on
remedies against public agencies in California.

The Trustee is not empowered to sell the Property for the benefit of the Certificate
owners. See APPENDIX A—SUMMARY OF PRINCIPAL LEGAL DOCUMENTS—LEASE
AGREEMENT.

Loss of Tax Exemption

In the opinion of the Special Counsel, the Certificates constitute governmental
obligations under the Code. The District has covenanted to comply with Code restrictions
relating to use of Certificate proceeds, reserve fund funding requirements, investment yield
limitations and rebate requirements, federal guarantee prohibitions and registration
requirements so that interest with respect to the Certificates is excludable from gross income for
federal income tax purposes. However, in the event the District fails to comply with any of
these covenants, interest with respect to the Certificates may become includable in gross income
for federal income tax purposes, retroactive to the date of issuance.

Abatement

Use and Possession of the Property. The obligation of the District under the Lease
Agreement to pay Lease Payments is in consideration for the use and possession of the
Property. The obligation of the District to make Lease Payments (other than to the extent that
funds to make Lease Payments are then available in the Lease Payment Fund and the Reserve
Fund) may be abated in whole or in part if the District does not have full use and possession of
the Property. Lease Payments due under the Lease Agreement shall be abated during any
period in which, by reason of material damage, destruction or condemnation, there is
substantial interference with the use and right of possession by the District of the Property, or a
material portion thereof. Such abatement shall continue for the period commencing with the
date of such damage, destruction or condemnation and ending with the restoration of the
affected portion of the Property to a condition which will permit the affected portion of the
Property to be used substantially as intended. The District is obligated to maintain rental
interruption insurance for coverage equal to two times maximum annual Lease Payments.
There will be no abatement of Lease Payments so long as proceeds of the District’s rental
interruption insurance are available and there are amounts in the Reserve Fund available to
make Lease Payments when and as due. Abatement of Lease Payments is not a default under
the Lease Agreement and does not permit the Trustee to take any action or avail itself of any
remedy against the District. See APPENDIX A—SUMMARY OF PRINCIPAL LEGAL
DOCUMENTS—LEASE AGREEMENT.
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Damage or Destruction; Eminent Domain. If damage or destruction or eminent domain
proceedings with respect to any item or portion of the Property result in abatement or
adjustment of Lease Payments and the resulting Lease Payments, together with moneys in the
Reserve Fund (and in the event of damage or destruction, together with rental interruption
insurance proceeds or casualty insurance proceeds, if any), are insufficient to make all
payments of principal and interest due with respect to the Certificates during the period that
the Property is being replaced, repaid or reconstructed, then such payments of principal and
interest, may not be made in full and no remedy is available to the Trustee or the owners of the
Certificates under the Lease Agreement or Trust Agreement for nonpayment under such
circumstances.

Absence of Earthquake and Flood Insurance

The obligation of the District to make Lease Payments may be adversely affected if the
Property is damaged or destroyed by natural hazard such as earthquake or flood. The District,
however, is not obligated under the Lease Agreement to procure and maintain, or cause to be
maintained, earthquake or flood insurance on the Property.

All building components of the Property were constructed under the standards of the
“Field Act” (California State Building Code, Title 24). The Field Act requires substantially
higher construction standards for public schools and hospitals than are required for other types
of construction. The Field Act requires that building systems be capable of withstanding seismic
forces from the “most credible” earthquake likely to occur in the vicinity of the building system
being constructed.

Bankruptcy

The District is a unit of State government and therefore is not subject to the involuntary
procedures of the United States Bankruptcy Code (the “Bankruptcy Code”). However, pursuant
to Chapter 9 of the Bankruptcy Code, the District may seek voluntary protection from its
creditors for purposes of adjusting its debts.

In the event the District were to become a debtor under the Bankruptcy Code, the
District would be entitled to all of the protective provisions of the Bankruptcy Code as
applicable in a Chapter 9 proceeding and an owner of a Certificate would be treated as a
creditor in a municipal bankruptcy. Among the adverse effects of such a bankruptcy would be:
(i) the application of the automatic stay provisions of the Bankruptcy Code, which, until relief is
granted, would prevent collection of payments from the District or the commencement of any
judicial or other action for the purpose of recovering or collecting a claim against the District;
(ii) the avoidance of preferential transfers occurring during the relevant period prior to the
tiling of a bankruptcy petition; (iii) the occurrence of unsecured or court-approved secured debt
which may have a priority of payment superior to that of secured debt which may have a
priority of payment superior to that of owners of Certificates; and (iv) the possibility of the
adoption of a plan for the adjustment of the District’s debt (a “Plan”) without the consent of all
of the owners of Certificates, which Plan may restructure, delay, compromise or reduce the
amount of the claim of the owners if the Bankruptcy Court finds that the Plan is fair and
equitable. In addition, the Bankruptcy Code would invalidate any provision of the Certificates
which makes the bankruptcy or insolvency of the District an event of default. With the
exception of the provisions contained in the Plan, a Bankruptcy Court could not impose
restrictions on the District’s power or its property without the consent of the District.
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Redemption Provisions

The Certificates are subject to extraordinary and mandatory redemption. See “THE
CERTIFICATES—Redemption.”

State Law Limitations on Appropriations

Article XIIIB of the California Constitution limits the amount that local governments can
appropriate annually. The District’s ability to make Lease Payments may be affected if the
District should exceed its appropriations limit. The District does not anticipate exceeding said
limit in the foreseeable future, as a result of procedures whereby the State may increase the
District’s appropriation limit by decreasing the State’s limit by an equal amount. See
“CONSTITUTIONAL AND STATUTORY PROVISIONS AFFECTING DISTRICT REVENUES
AND APPROPRIATIONS.”

California Economy

Like all California school districts, the District receives a significant portion of its
funding from appropriations by the State. See “GENERAL SCHOOL DISTRICT FINANCIAL
INFORMATION—State Funding of School Districts.” As a result, decreases in the revenues
received by the State could affect appropriations made by the State to the District and other
school districts within California. A deterioration of California’s economy could negatively
affect the State’s receipt of taxes and other revenues and, possibly, appropriations by the State
to the District and other California school districts.

Property Values

The fee estate will not be assigned to the Trustee but, rather, the rights of the
Corporation under the Lease Agreement, which is for a limited term, will be assigned to the
Trustee. See APPENDIX A—SUMMARY OF PRINCIPAL LEGAL DOCUMENTS—
ASSIGNMENT AGREEMENT. Thus, the value of the real property constituting the Property
and the buildings and improvements thereon are not necessarily an accurate measure of the
value of the interest in the Lease Agreement assigned to the Trustee.

Geologic, Topographic and Climatic Conditions

The value of the Property in the future can be adversely affected by a variety of
additional factors, particularly those which may affect the continued use and occupancy of the
Property. Such additional factors include, without limitation, geologic conditions such as
earthquakes and volcanic eruptions, topographic conditions such as earth movements,
landslides and floods and climatic conditions such as droughts and tornadoes. It can be
expected that one or more of such conditions may entail significant repair or replacement costs
and that repair or replacement may never occur either because of the cost or because repair or
replacement will not facilitate use or occupancy or because other considerations preclude such
repair or replacement. Under any of these circumstances, the value of the Property so affected
may well depreciate or disappear.

Hazardous Substances

One of the most serious risks in terms of the potential reduction in the value of a
property is a claim with regard to a hazardous substance. In general, the owners and operators
of a parcel of real property may be required by law to remedy conditions of the parcel relating
to releases or threatened releases of hazardous substances. The federal Comprehensive
Environmental Response, Compensation and Liability Act of 1980, sometimes referred to as

-20-



“CERCLA” or the “Super-fund Act,” is the most well-known and widely applicable of these
laws, but California laws with regard to hazardous substances are also stringent and similar.
Under many of these laws, the owner (or operator) is obligated to remedy a hazardous
substance condition of property whether or not the owner (or operator) has anything to do with
creating or handling the hazardous substance. The effect, therefore, should the Property be
affected by a hazardous substance is to reduce the marketability and value thereof by the costs
of remedying the condition.

While the District is not aware of any such condition, it is possible that such hazardous
substance conditions do currently exist and that the District is not aware of them.

Further, it is possible that liabilities may arise in the future with respect to the Property
resulting from the existence, currently, on the parcel of a substance presently classified as
hazardous but which has not been released or the release of which is not presently threatened,
or may arise in the future resulting from the existence, currently, on the parcel of a substance
not presently classified as hazardous but which may in the future be so classified. Further, such
liabilities may arise not simply from the existence of a hazardous substance but from the
method of handling it. All of these possibilities could significantly affect the value of the
Property.

CONSTITUTIONAL AND STATUTORY PROVISIONS AFFECTING DISTRICT
REVENUES AND APPROPRIATIONS

Article XIITA of the California Constitution

On June 6, 1978, California voters approved Proposition 13, which added Article XIIIA
to the California Constitution (“Article XIIIA”). Article XIIIA limits the amount of any ad
valorem taxes on real property to 1% of the full cash value thereof, except that additional ad
valorem taxes may be levied to pay debt service on indebtedness approved by the voters prior to
August 1, 1978 and (as a result of an amendment to Article XIIIA approved by California voters
on June 3, 1986) on bonded indebtedness for the acquisition or improvement of real property
which has been approved on or after August 1, 1978 by two-thirds of the voters voting on such
indebtedness. Article XIIIA defines full cash value to mean “the county assessor’s valuation of
real property as shown on the 1975-76 tax bill under ‘full cash value’ or, thereafter, the
appraised value of real property when purchased, newly constructed, or a change in ownership
has occurred after the 1975 assessment.” This full cash value may be increased at a rate not to
exceed 2% per year until new construction or a change of ownership occurs.

Article XIITA has subsequently been amended to permit reduction of the “full cash
value” base in the event of declining property values caused by substantial damage, destruction
or other factors, to provide that there would be no increase in the “full cash value” base in the
event of reconstruction of property damaged or destroyed in a disaster, and in various other
minor or technical ways.

Legislation Implementing Article XIIIA

Legislation has been enacted and amended a number of times since 1978 to implement
Article XIIIA. Under current law, local agencies are no longer permitted to levy directly any
property tax (except to pay voter-approved indebtedness). The 1% property tax is automatically

levied by the County and distributed according to a formula among taxing agencies.

Increases of assessed valuation resulting from reappraisals of property due to new
construction, change in ownership or from the annual adjustment not to exceed 2% are
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allocated among the various jurisdictions in the “taxing area” based upon their respective
“situs.” Any such allocation made to a local agency continues as part of its allocation in future
years.

All taxable property is shown at 100% of assessed value on the tax rolls. Consequently,
the tax rate is expressed as $1 per $100 of taxable value. All taxable property value included in
this Official Statement is shown at 100% of taxable value (unless noted differently) and all tax
rates reflect the $1 per $100 of taxable value.

Article XIIIB of the California Constitution

An initiative to amend the California Constitution entitled “Limitation of Government
Appropriations,” was approved on November 6, 1979, thereby adding Article XIIIB to the
California Constitution (“Article XIIIB”). Under Article XIIIB, state and local governmental
entities have an annual “appropriations limit” and are not permitted to spend certain moneys
which are called “appropriations subject to limitation” (consisting of tax revenues, state
subventions and certain other funds) in an amount higher than the appropriations limit. Article
XIIIB does not affect the appropriation of moneys which are excluded from the definition of
“appropriations subject to limitation,” including appropriations for debt service on
indebtedness existing or authorized as of January 1, 1979, or bonded indebtedness subsequently
approved by the voters. In general terms, the appropriations limit was originally to be based on
certain fiscal year 1978-79 expenditures, and adjusted annually to reflect changes in consumer
prices, populations, and services provided by these entities. Among other provisions of Article
XIIIB, if these entities’ revenues in any consecutive two-year period exceed the amounts
permitted to be spent, the excess would have to be returned by revising tax rates or fee
schedules over the subsequent two years. In the event the District receives any proceeds of taxes
in excess of the allowable limit in any fiscal year, the District may implement a statutory
procedure to concurrently increase the District’s appropriations limit and decrease the State’s
allowable limit, thus nullifying the need for any return. Certain features of Article XIIIB were
modified by Proposition 111 in 1990. See “CONSTITUTIONAL AND STATUTORY
PROVISIONS AFFECTING DISTRICT REVENUES AND APPROPRIATIONS—Proposition
111.”

Unitary Property

Some amount of property tax revenue of the District is derived from utility property
which is considered part of a utility system with components located in many taxing
jurisdictions, (“unitary property”). Under the State Constitution, such property is assessed by
the State Board of Equalization (“SBE”) as part of a “going concern” rather than as individual
pieces of real or personal property. State-assessed unitary and certain other property is
allocated to the counties by SBE, taxed at special county-wide rates, and the tax revenues
distributed to taxing jurisdictions (including the District) according to statutory formulae
generally based on the distribution of taxes in the prior year.

Until fiscal year 2001-02, SBE assessment of investor-owned gas and electric companies,
incumbent local exchange companies, AT&T Corp., and AT&T Communications of California,
Inc., will be subject to a court-approved agreement dated May 1, 1992 (the “Settlement
Agreement”), among those companies, the SBE and all California counties. The Settlement
Agreement arose from litigation against SBE in which the court held that the SBE’s valuation
approaches had overvalued AT&T’s unitary property, and ordered AT&T’s statewide assessed
value to be reduced from approximately $1.75 billion to approximately $1.1 billion. The
Settlement Agreement provides that its valuation method is not intended to be precedent for
calculating fair market value of unitary property in years following its expiration.
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While the Settlement Agreement has been in effect, the California electric utility industry
has been undergoing significant changes in its structure and in the way in which components of
the industry are regulated. Sale of electric generation assets to largely unregulated, nonutility
companies may affect how those assets are assessed following the expiration of the Settlement
Agreement, and which local agencies are to receive the property taxes. The District is unable to
predict the impact of these changes on its utility property tax revenues, or whether legislation
may be proposed or adopted in response to industry restructuring, or whether any future
litigation may affect the State’s methods of assessing utility property and the allocation of
assessed value to local taxing agencies, including the District. Because the District is not a basic
aid district, taxes lost through any reduction in assessed valuation will be compensated by the
State as equalization aid under the State’s school financing formula. See “DISTRICT
FINANCIAL INFORMATION.”

Proposition 62

On November 4, 1986, California voters approved Proposition 62, an initiative statute
limiting the imposition of new or higher taxes by local agencies. The statute (a) requires new or
higher general taxes to be approved by two-thirds of the local agency’s governing body and a
majority of its voters, and requires new or higher special taxes to be approved by two-thirds of
both such local agency’s governing body and such local agency’s voters; (b) requires the
inclusion of specific information in all local ordinances or resolutions proposing new or higher
general or special taxes; (c) penalizes local agencies that fail to comply with the foregoing.

Most of the provisions of Proposition 62 were affirmed by the 1995 California Supreme
Court decision in Santa Clara County Local Transportation Authority v. Guardino (“Guardino”)
which invalidated a special sales tax for transportation purposes because fewer than two-thirds
of the voters voting on the measure had approved the tax. Although by its terms, Proposition 62
applies to school districts, because the District does not receive any material amount of tax
revenues from any tax levied in contradiction to Proposition 62, the District has not experienced
nor does it expect to experience any substantive adverse financial impact as a result of the
passage of this initiative or the Guardino decision. The requirements of Proposition 62 have
generally been superseded by the enactment of Article XIIIC of the California Constitution
(Proposition 218) in 1996.

Proposition 98

On November 8, 1988, California voters approved Proposition 98, a combined initiative
constitutional amendment and statute called the “Classroom Instructional Improvement and
Accountability Act” (the “Accountability Act”). Certain provisions of the Accountability Act,
have, however, been modified by Proposition 111, discussed below, the provisions of which
became effective on August 1, 1990. The Accountability Act changes State funding of public
education below the university level and the operation of the State’s appropriations limit. The
Accountability Act guarantees State funding for K-12 school districts and community college
districts (hereinafter referred to collectively as “K-14 school districts”) at a level equal to the
greater of (a) the same percentage of General Fund revenues as the percentage appropriated to
such districts in 1986-87, and (b) the amount actually appropriated to such districts from State
general fund in the previous fiscal year, adjusted for increases in enrollment and changes in the
cost of living. The Accountability Act permits the Legislature to suspend this formula for a one-
year period. The current level of guaranteed funding pursuant to Proposition 98 is 34.55% of the
State general fund.

The Accountability Act also changes how tax revenues in excess of the State

appropriations limit are distributed. Any excess State tax revenues up to a specified amount
would, instead of being returned to taxpayers, be transferred to K-14 school districts. Any such
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transfer to K-14 school districts would be excluded from the appropriations limit for K-14
school districts and the K-14 school district appropriations limit for the next year would
automatically be increased by the amount of such transfer. These additional moneys would
enter the base funding calculation for K-14 school districts for subsequent years, creating further
pressure on other portions of the State budget, particularly if revenues decline in a year
following an Article XIIIB surplus. The maximum amount of excess tax revenues which could
be transferred to K-14 school districts is 4% of the minimum State spending for education
mandated by the Accountability Act.

Since the Accountability Act is unclear in some details, there can be no assurances that
the Legislature or a court might not interpret the Accountability Act to require a different
percentage of State general fund revenues to be allocated to K-14 school districts, or to apply the
relevant percentage to the State’s budgets in a different way than is proposed in the Governor’s
Budget.

Proposition 111

On June 5, 1990, the voters of California approved the “Traffic Congestion Relief and
Spending Limitation Act of 1990” (“Proposition 111”), which modified the State Constitution to
alter the Article XIIIB spending limit and the education funding provisions of Proposition 98.
Proposition 111 took effect on August 1, 1990.

The most significant provisions of Proposition 111 are summarized as follows:

a. Annual Adjustments to Spending Limit. The annual adjustments to the Article XIIIB
spending limit were liberalized to be more closely linked to the rate of economic growth.

Instead of being tied to the Consumer Price Index, the “change in the cost of living” is
now measured by the change in California per capita personal income. The definition of
“change in population” specifies that a portion of the State’s spending limit is to be adjusted to
reflect changes in school attendance.

b. Treatment of Excess Tax Revenues. “Excess” tax revenues with respect to Article XIIIB
are now determined based on a two-year cycle, so that the State can avoid having to return to
taxpayers excess tax revenues in one year if its appropriations in the next fiscal year are under
its limit. In addition, the Proposition 98 provision regarding excess tax revenues was modified.
After any two-year period, if there are excess State tax revenues, 50% of the excess are to be
transferred to K-14 school districts with the balance returned to taxpayers; under prior law,
100% of excess State tax revenues went to K-14 school districts, but only up to a maximum of
4% of the schools” minimum funding level. Also, reversing prior law, any excess State tax
revenues transferred to K-14 school districts are not built into the school districts” base
expenditures for calculating their entitlement for State aid in the next year, and the State’s
appropriations limit are not to be increased by this amount.

c. Exclusions from Spending Limit. Two new exceptions have been added to the calculation
of appropriations which are subject to the Article XIIIB spending limit. First, there are excluded
all appropriations for “qualified capital outlay projects” as defined by the Legislature. Second,
there are excluded any increases in gasoline taxes above their current nine cents per gallon
level, sales and use taxes on such increment in gasoline taxes, and increases in receipts from
vehicle weight fees above the levels in effect on January 1, 1990.

d. Recalculation of Appropriations Limit. The Article XIIIB appropriations limit for each
unit of government, including the State, is to be recalculated beginning in fiscal year 1990-91. It
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is based on the actual limit for fiscal year 1986-87, adjusted forward to 1990-91 as if Proposition
111 had been in effect.

e. School Funding Guarantee. There is a complex adjustment in the formula enacted in
Proposition 98 which guarantees K-14 school districts a certain amount of State general fund
revenues. Under prior law, K-14 school districts were guaranteed the greater of (1) a certain
percentage of State general fund revenues (the “first test”) or (2) the amount appropriated in the
prior year adjusted for changes in the cost of living (measured as in Article XIIIB by reference to
per capita personal income) and enrollment (the “second test”). Under Proposition 111, schools
will receive the greater of (1) the first test, (2) the second test, or (3) a third test, which will
replace the second test in any year when growth in per capita State general fund revenues from
the prior year is less than the annual growth in California per capita personal income. Under the
third test, schools will receive the amount appropriated in the prior year adjusted for change in
enrollment and per capita State general fund revenues, plus an additional small adjustment
factor. If the third test is used in any year, the difference between the third test and the second
test will become a “credit” to schools which will be paid in future years when State general
fund revenue growth exceeds personal income growth.

Proposition 187

On November 8, 1994, California voters approved a statutory initiative (“Proposition
187”) generally directed at curbing taxpayer spending for various public programs, including
public education, to the extent those programs benefit illegal aliens. Among other things,
Proposition 187 would have required school officials to verify the legal status of each student
and to deny education services to illegal aliens. Enforcement costs to local districts were
potentially large. A number of lawsuits filed in state and federal court challenging the validity
of Proposition 187 under the California and U.S. Constitutions were consolidated for trial in the
U.S. District Court. In November 1995, the District Court ruled various propositions of the
initiative unconstitutional, particularly those affecting public schools. In February 1998, the
court overturned the remaining provisions of Proposition 187. An appeal was filed by the
former California State Attorney General in the U.S. Court of Appeals in the 9th Circuit on
February 25, 1998. On April 15, 1999, Governor Davis announced that he would seek a
mediated settlement of the suit. On April 26, 1999, the 9th Circuit granted the Governor’s
request for mediation and suspended action on the State’s appeal until June 18, 1999. The
District cannot predict what will be the ultimate outcome of this litigation or what the ultimate
fiscal impact may be on the District.

Proposition 218

An initiative measure entitled “Right to Vote on Taxes Act,” also known as Proposition
218 (the “Initiative”), was approved by California voters at the November 5, 1996, statewide
general election, and became effective on November 6, 1996. The Initiative added Articles XIIIC
and XIIID to the California Constitution, and all references herein to Articles XIIIC and XIIID
are references to the text as set forth in the Initiative.

Among other things, Article XIIIC establishes that every tax imposed by a local
government is either a “general tax” (imposed for general governmental purposes) or a “special
tax” (imposed for specific purposes), and prohibits special purpose government agencies such
as school districts from levying general taxes.

Article XIIIC also provides that the initiative power shall not be limited in matters of
reducing or repealing local taxes, assessments, fees and charges. The State Constitution and the
laws of the State impose a mandatory, statutory duty on the County to levy a property tax
sufficient to pay debt service on general obligation bonds coming due in each year. The
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initiative power cannot be used to reduce or repeal the authority and obligation to levy such
taxes which are pledged as security for payment of s general obligation bonds or to otherwise
interfere with performance of the mandatory, statutory duty of the County with respect to such
taxes which are pledged as security for payment of general obligation bonds. Currently, the
District does not have any outstanding general obligation bonds; however, in the future the
District may submit a general obligation bond measure to its electorate. Legislation adopted in
1997 provides that Article XIIIC shall not be construed to mean that any owner or beneficial
owner of a municipal security assumes the risk of or consents to any initiative measure which
would constitute an impairment of contractual rights under the contracts clause of the U.S.
Constitution.

Article XIIID deals with assessments and property-related fees and charges. Article
XIID explicitly provides that nothing in Article XIIIC or XIIID shall be construed to affect
existing laws relating to the imposition of fees or charges as a condition of property
development; however, it is not clear whether the initiative power is therefore unavailable to
repeal or reduce developer and mitigation fees imposed by the District.

The interpretation and application of Proposition 218 will ultimately be determined by
the courts with respect to a number of the matters discussed above, and it is not possible at this
time to predict with certainty the outcome of such determination.

Future Initiatives

Article XIIIA, Article XIIIB and Propositions 62, 98, 111, 187 and 218 were each adopted
as measures that qualified for the ballot pursuant to California’s initiative process. From time to
time, other initiative measures could be adopted, further affecting District revenues or the
ability of the District to expend revenues.

THE DISTRICT
General Information

The District is a school district of the State of California established in 1993. Prior to that
time, the District was an Elementary School District, with students attending Exeter Union High
School District after eighth grade. The District is coterminous with the previous Elementary
School District. The District currently operates three elementary schools, one junior high school,
one senior high school, one continuing education high school and one adult school. The District
encompasses approximately four square miles and is located in the central portion of Tulare
County.

Farmersville is a small incorporated community with a population of approximately
10,971 located between Visalia and Exeter in central Tulare. It is one of the fastest growing
communities in Tulare County. The District is approximately 245 miles south of San Francisco
and approximately 185 miles north of Los Angeles. The major industry in the area is agriculture,
which includes dairy production, citrus, grapes, cotton, corn, grain, tree fruit, and alfalfa hay for
beef cattle.

College of the Sequoias and Porterville College are the two local community colleges.
California State University in Fresno and Bakersfield as well as private colleges such as Fresno
Pacific, Chapman, and National offer educational opportunities for graduate and post graduate
degrees.
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Unless otherwise indicated, the following financial, statistical and demographic data has
been provided by the District. Additional information concerning the District and copies of the
most recent and subsequent audited financial reports of the District may be obtained by
contacting: Farmersville Unified School District, 571 East Citrus Avenue, Farmersville, CA
93223, Attention: Chief Business Officer.

Board of Trustees

The District is governed by a five-member Governing Board (the “Board”), each member
of which is elected to a four-year term. Elections for positions to the Board are held every two
years, alternating between two and three available positions. The current members of the Board
together with the expiration of their terms are as follows:

Name Position Expiration of Term
Alice Lopez President December 2013
Alex Reyes Clerk December 2013
Don Mason Trustee December 2011

Al Vanderslice Trustee December 2011
John Vasquez Trustee December 2013

Superintendent and Administrative Personnel

The Superintendent of the District is responsible for administering the affairs of the
District in accordance with the policies of the Board. Currently, Janet Jones is the District’s
Superintendent. Currently, Grant Schimelpfening is the District’s Chief Business Officer.

Janet Jones has been the District’s Superintendent since 1995. Her educational
administration and teaching experience spans 36 years, 23 of which she has been employed by
the District. During this time she has held positions of Deputy Assistant Superintendent of the
District and Principal of Farmersville Junior High School. Ms. Jones received her Bachelor of
Arts degree in 1971 from Hunter College, City University of New York and her Masters of Arts
degree in 1985 from Fresno Pacific College.

Helen A. Bauer has been the District’s Assistant Superintendent since 2000, previously
serving as Coordinator of Projects/Curriculum since 1996. Ms. Bauer received her Bachelor of
Arts degree from UC Berkeley in 1971 and her Masters of Arts degree in Education from the
University of Westchester, Pennsylvania in 1989.

Grant Schimelpfening has been the District’s Chief Business Officer since 2006, previously
serving as Budget Analyst since 2005. Mr. Schimelpfening received his Bachelor of Science in
Business Administration from CSU Northridge in 2001 and his MBA from Pepperdine
University in 2004.
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Average Daily Attendance

School enrollment, as measured by average daily attendance (“ADA”), in public school
districts in California determines, to a major extent, what the school district will receive from
the State for the funding of its programs, facilities and staff needs. The District’s total ADA for
the 2009-10 academic year was 2,441. The total average daily attendance for the 2010-11 and
2011-12 academic years is projected to be 2,467 and 2,460, respectively. The District maintains a
pupil-teacher ratio of 19.93:1 The following table reflects the average daily attendance for the
District for the last ten years.

FARMERSVILLE UNIFIED SCHOOL DISTRICT
Average Daily Attendance
Fiscal Years 2000-01 through 2009-10

Fiscal Average Daily

Year Attendance
2000-01 2,056
2001-02 2,145
2002-03 2,260
2003-04 2,360
2004-05 2,308
2005-06 2,316
2006-07 2,320
2007-08 2,300
2008-09 2,445
2009-10 2,441

Source: District
Employee Relations

In the fall of 1974, the California State Legislature enacted a public school employee
collective bargaining law known as the Rodda Act which became effective in stages on January
1, 1976, April 1, 1976 and July 1, 1976. This law provides that employees are to be divided into
appropriate bargaining units which are to be represented by an exclusive bargaining agent.

As of September, 2010, the District employed 151 certificated employees and 105
classified employees. These employees, except management and some part-time employees, are
represented by the Farmersville Teachers Association/California Teachers Association N.E.A.
(certificated employees) and the California School Employees Association (classified
employees). The bargaining agreements for both associations expired on June 30, 2010 and
negotiations for 2010-11 are still open.

Risk Management

The District participates in four joint ventures under joint powers agreements (“JPAs”):
Self-Insured Schools of California (SISC III), Tulare County Schools Insurance Group (“TCSIG”),
the Tulare County School Districts” Self-Insurance Authority (“TCSDSIA”), and the Schools
Excess Liability Fund (“SELF”) public entity risk pools. The relationships between the District
and the JPAs are such that none of the JPAs are a component unit of the District for financial
reporting purposes.

The JPAs were established as agencies under the provisions of the California

Government Code, Title I, Divisions 7, Chapter 5, Article 1, Section 6500, et seq. The purpose of
each JPA is to provide insurance programs as follows:
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SISC III provides services necessary and appropriate for the establishment, operation
and maintenance of a medical self-insurance fund that provides for the payment of medical,
dental, vision, and prescription claims of the member public educational agency employees and
their covered dependents and to minimize the total cost of annual medical insurance of their
respective member organizations.

TCSIG is an insurance purchasing pool for workers” compensation insurance.

TCSDSIA provides a self-insurance program for liability and property claims against the
public educational agency members, and provides a forum for discussion, study, development,
and implementation of recommendations of mutual interest regarding self-insurance.

SELF arranges and provides liability insurance of $14,000,000 in excess of each member
schools” $1,000,000 liability insurance coverage obtained elsewhere, for liability claims against
the public educational agency members.

Each JPA is governed by a Board consisting of a representative from each member
district. Each Board controls the operations of the JPA, including the selection of management
and approval of operating budgets, independent of any influence by the member districts
beyond their representation on the Board. Each member district pays a premium commensurate
with the level of coverage requested and shares surpluses and deficits proportionately to their
participation in each JPA.

Employee Retirement Systems

Qualified employees are covered under multiple-employer defined benefit pension
plans maintained by agencies of the State of California, Certificated employees are members of
the State Teachers” Retirement System (STRS), and classified employees are members of the
Public Employees’ Retirement System (PERS).

PERS: Plan Description. The District contributes to the School Employer Pool under the
California Public Employees” Retirement System (CalPERS), a cost-sharing multiple-employer
public employee retirement system defined benefit pension plan administered by CalPERS. The
plan provides retirement and disability benefits, annual cost-of-living adjustments, and death
benefits to plan members and beneficiaries. Benefit provisions are established by. state statutes,
as legislatively amended, within the Public Employees” Retirement Law, CalPERS issues a
separate comprehensive annual financial report that includes financial statements and required
supplementary information, Copies of the CalPERS annual financial report may be obtained
from the CalPERS Executive Office, 400 P Street, Sacramento, California 95814.

Funding Policy. Active plan members are required to contribute 7% of their salary (7% of
monthly salary over $133,33 if the member participates in Social Security), and the District is
required to contribute an actuarially determined rate. The actuarial methods and assumptions
used for determining the rate are those adopted by the CalPERS Board of Administration . The
required employer contribution rate for fiscal year 2008-09 was 9.428% of annual payroll. The
contribution requirements of the plan members are established by state statute. The District’s
contributions to CalPERS for the fiscal years ending June 30, 2009, 2008 and 2007 were $477,864,
$483,922 and $455,272, respectively, and equal 100% of the required contributions for each year.
The amount contributed by the State on behalf of the District was $0.

STRS: Plan Description. The District contributes to the State Teachers” Retirement System

(STRS), a cost-sharing multiple-employer public employee retirement system defined benefit
pension plan administered by STRS. The plan provides retirement, disability, and survivor
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benefits to beneficiaries. Benefit provisions are established by state statutes, as legislatively
amended, within the State Teachers” Retirement Law. STRS issues a separate comprehensive
annual financial report that includes financial statements and required supplementary
information. Copies of the STRS annual financial report may be obtained from the STRS, 7667
Folsom Boulevard, Sacramento, California 95826.

Funding Policy. Active plan members are required to contribute 8% of their salary and
the District is required to contribute an actuarially determined rate. The actuarial methods and
assumptions used for determining the rate are those adopted by the STRS Teachers” Retirement
Board. The required employer contribution rate for fiscal year 2008-09 was 8.25% of annual
payroll. The contribution requirements of the plan members are established by state statute. The
District’s contributions to STRS for the fiscal years ending June 30, 2009, 2008 and 2007 were
$898,898, $882,774 and $793,002, respectively, and equal 100% of the required contributions for
each year. The amount contributed by the State on behalf of the District was $492,160.

Postemployment Benefits Other Than Pension Benefits

Plan Description. The District provides a self-funded, single employer, defined benefit
plan to provide medical, prescription drug, dental, vision and behavioral health plans for all
eligible active and retired District employees and their dependents. The program .is intended to
offer a comprehensive coverage of most medical with prescription drugs, dental and vision
benefits. As established by board policy, the plan covers all employees who retire from the
District on or after attaining age 55 with at least 10 years of service. Benefits are paid until they
attain the age of 65 or until they qualify for Medicare whichever is earlier. The District is a
member in a joint powers agreement (JPA), the Self Insured Schools of California (S.I.5.C.1III) (as
described in Note K to the District’s Financial Statements attached as Exhibit A), to provide this
health coverage.

Funding Policy. The District funds the benefits on a pay-as-you-go basis. The District
pays the premiums for certificated retirees at a rate ranging from 62% to 100% of the cost,
depending on length of service at retirement. The District pays the premiums for certificated
employees retiring before July 1, 2000 with at least 10 years of service and less than 25 years of
service, a maximum of $4,000 per year. The District pays the premiums for classified employees
retiring prior to the 2005-06 fiscal year, with at least 19 years of District service and having
attained age 60, at a maximum of $4,840 per year.

Annual OPEB and Net OPEB Obligation. The District’s annual Other Postemployment
benefits (OPEB) cost for the first year of implementation of GASB 45 is equal to the annual
required contribution (ARC), an amount calculated in accordance with the parameters set forth
in GASB 45. In subsequent years, the Annual OPEB cost will be equal to the ARC, plus an
adjustment if the ARC is not funded each year. The ARC represents a level of funding that, if
paid on an ongoing basis, is projected to cover the normal cost of each year and any unfunded
actuarial liabilities (UAAL) amortized over thirty years.
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The following table shows the components of the District’s annual OPEB cost for the
year, the amount contributed to the plan, and changes in the District’s net OPEB obligation to
the retiree health plan:

Annual required contribution $ 382,934
Interest on prior year net OPEB obligation —
Adjustment to annual required contribution —

Annual OPEB cost 382,934
Employer contributions 122,015
Increase in net OPEB obligation 260,919
Beginning OPEB obligation —
Ending OPEB obligation $ 260,919

The District’s” annual OPEB cost, the percentage of annual OPEB cost contributed to the
plan and the net OPEB obligation for the current and prior year’s are as follows:

Fiscal Year Percentage of
Ended Annual Annual OPEB Net OPEB
June 30, OPEB Cost Cost Contributed Obligation
2007 N/A N/A N/A
2008 N/A N/A N/A
2009 $ 382,934 31.86% $260,919

Funded Status and Funding Progress. The unfunded actuarial accrued liability (UAAL) is
being amortized as a level percentage of expected payroll over 30 years, at 5% interest,
beginning July 1, 2008. Because there has not been a previous valuation to comply with GASB
43 and/or GASB 45, it was not necessary at this time for the District to make an election with
respect to whether to use an “open” or “closed” amortization period; or whether to use different
amortization periods for different sources of the UAAL As of July 1, 2008 the funded status of
the retiree health plan was as follows:

Actuarial accrued liability (AAL) $2,769,779
Actuarial value of plan assets —

Unfunded actuarial accrued liability (UAAL) $2,769,779

Funded ratio (actuarial value of plan asset/AAL) —
Annual covered payroll (active plan members) $ 15,964,295
UAAL as a percentage of annual covered payroll 17.35%

Actuarial Methods and Assumptions. Actuarial valuations of an ongoing plan involve
estimates of the value of- reported amounts and assumptions about future employment,
mortality and health care cost trends. Amounts determined regarding the funded status of the
plan and the annual required contribution of the employer are subject to continual revision as
actual results are compared with past expectations and new estimates are made about the
future. The schedule of funding progress, presented as required supplementary information
following the notes to the financial statements, presents multi-year trend information about
whether the actuarial value of plan assets is increasing or decreasing over time relative to the
actuarial accrued liabilities for benefits.

The actuarial methods and assumptions used include techniques that are designed to

reduce short-term volatility in actuarial liabilities and actual value of assets, consistent with
long-term perspective of the calculations.
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In the actuarial valuation as of July 1, 2008, the Projected Unit Credit, Service Pro-rate
actuarial cost method was used to measure accruing costs. Several significant assumptions were
used affecting the valuation results including the rates of employee turnover, retirement and
mortality, as well as economic assumptions regarding healthcare inflation and interest rates.

DISTRICT FINANCIAL INFORMATION
District Budget

State law requires school districts to maintain a balanced budget in each fiscal year. The
State Department of Education imposes a uniform budgeting and accounting format for school
districts.

Under current law, a school district governing board must adopt and file with the
county superintendent of schools a tentative budget by July 1 in each fiscal year. The District is
under the jurisdiction of the County Superintendent of Schools.

The County Superintendent must review and approve or disapprove the budget no later
than August 15. The County Superintendent is required to examine the adopted budget for
compliance with the standards and criteria adopted by the State Board of Education and
identify technical corrections necessary to bring the budget into compliance with the established
standards. If the budget is disapproved, it is returned to the District with recommendations for
revision. The District is then required to revise the budget, hold a public hearing thereon, adopt
the revised budget, and file it with the County Superintendent no later than September 8.
Pursuant to State law, the County Superintendent has available various remedies by which to
impose and enforce a budget that complies with State criteria, depending on the circumstances,
if a budget is disapproved. After approval of an adopted budget, the school district’s
administration may submit budget revisions for governing board approval.

Subsequent to approval, the County Superintendent will monitor each district under its
jurisdiction throughout the fiscal year pursuant to its adopted budget to determine on an
ongoing basis if the district can meet its current or subsequent year financial obligations. If the
County Superintendent determines that a district cannot meet its current or subsequent year
obligations, the County Superintendent will notify the district’s governing board of the
determination and may then do either or both of the following: (a) assign a fiscal advisor to
enable the district to meet those obligations, or (b) if a study and recommendations are made
and a district fails to take appropriate action to meet its financial obligations, the County
Superintendent will so notify the State Superintendent of Public Instruction, and then may do
any or all of the following for the remainder of the fiscal year: (i) request additional information
regarding the district’s budget and operations; (ii) develop and impose, after also consulting
with the district’s governing board, revisions to the budget that will enable the district to meet
its financial obligations; and (iii) stay or rescind any action inconsistent with such revisions.
However, the County Superintendent may not abrogate any provision of a collective bargaining
agreement that was entered into prior to the date upon which the County Superintendent
assumed authority.

A State law adopted in 1991 (known as “A.B. 1200”) imposed additional financial
reporting requirements on school districts, and established guidelines for emergency State aid
apportionments. Under the provisions of A.B. 1200, each school district is required to file
interim certifications with the County Superintendent (on December 15, for the period ended
October 31, and by mid-March for the period ended January 31) as to its ability to meet its
financial obligations for the remainder of the then current fiscal year and, based on current fund
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issues either a positive, negative or qualified certification. A positive certification is assigned to
any school district that will meet its financial obligations for the current fiscal year and
subsequent two fiscal years. A negative certification is assigned to any school district that is
deemed unable to meet its financial obligations for the remainder of the fiscal year or
subsequent fiscal year. A qualified certification is assigned to any school district that may not
meet its financial obligations for the current fiscal year or two subsequent fiscal years. A school
district that receives a qualified or negative certification may not issue tax and revenue
anticipation notes or certificates of participation without approval by the County
Superintendent. The District has never received a qualified or negative certification.

The following table sets forth a comparison of the District’s adopted General Fund
Budget for Fiscal Year 2009-10 with the actual results for such year, as well as the District’s
General Fund Budget for Fiscal Year 2010-11, as of July 1, 2010.

FARMERSVILLE UNIFIED SCHOOL DISTRICT
General Fund Budget
Adopted and Actual Budget for 2009-10 and Adopted Budget for 2010-11

2009-10 2009-10
Adopted Estimated 2010-11
Budget Actuals (1) Budget

REVENUE

Revenue Limit Sources $14,236,029 $12,639,660 $12,645,957

Federal Sources 4,099,597 3,781,780 4,381,630

Other State Sources 4,871,603 4,924,774 4,469,595

Other Local Sources 1,170,818 1,246,221 1,064,958
TOTAL REVENUE 24,378,047 22,592,434 22,562,140
EXPENDITURES

Certificated Salaries 10,816,452 11,103,611 10,664,002

Classified Salaries 2,775,149 2,757,244 2,773,441

Employee Benefits 4,850,794 4,850,903 4,774,348

Books and Supplies 2,144,588 1,634,009 1,331,484

Services and Other Operating Expenses 3,105,787 2,768,645 3,063,237

Capital Outlay 9,300 8,524 11,730

Other Outgo/Transfers 273,151 215,392 258,783
TOTAL EXPENDITURES 23,978,221 23,338,330 22,877,025
Excess (Deficiency) of Revenues
Over Expenditures 399,826 (745,896) (314,885)
Fund Balance - Beginning 6,440,139 6,440,139 4,857,437
Restatement (148,772) (148,772) —
Fund Balance - Ending $ 6,691,193 $ 5,545,471 $ 4,542,552

Source: Farmersville Unified School District.
Accounting Practices

The accounting practices of the District conform to generally accepted accounting
principles in accordance with policies and procedures of the California School Accounting

Manual. This manual, according to Section 41010 of the California Education Code, is to be
followed by all California school districts.
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The District’s expenditures are accrued at the end of the fiscal year to reflect the receipt
of goods and services in that year. Revenues generally are recorded on a cash basis, except for
items that are susceptible to accrual (measurable and/or available to finance operations).
Current taxes are considered susceptible to accrual. Delinquent taxes not received after the fiscal
year end are not recorded as revenue until received. Revenues from specific state and federally
funded projects are recognized when qualified expenditures have been incurred. State block
grant apportionments are accrued to the extent that they are measurable and predictable. The
State Department of Education sends the District updated information from time to time
explaining the acceptable accounting treatment of revenue and expenditure categories.

The District’s accounting is organized on the basis of fund groups, with each group
consisting of a separate set of self-balancing accounts containing assets, liabilities, fund
balances, revenues and expenditures. The major fund classification is the General Fund which
accounts for all financial resources not requiring a special type of fund. The District’s fiscal year
begins on July 1 and ends on June 30.

Financial Statements

The State Department of Education imposes by law uniform financial reporting and
budgeting requirements for K through 12 school districts. Financial transactions are accounted
for in accordance with the Department of Education's California School Accounting Manual.
This manual, according to Section 41010 of the California Education Code, is to be followed by
all California school districts, including the District. Significant accounting policies followed by
the District are explained in Note 1 to the District's audited financial statements for the fiscal
year ended June 30, 2009, included as Appendix B.

Independently audited financial reports are prepared annually in conformity with
generally accepted accounting principles for educational institutions. The annual audit report is
generally available about six months after the June 30 close of each fiscal year. The following
table contains data abstracted from financial statements prepared by the District's independent
auditors M. Green and Company LLP, Visalia, California, for fiscal years 2006-07 through 2008-
09.

M. Green and Company LLP has not been requested to consent to the use or to the
inclusion of its report in this Official Statement, and it has neither audited nor reviewed this
Official Statement. The District is required by law to adopt its audited financial statements after
a public meeting to be conducted no later than January 31 following the close of each fiscal year.
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FARMERSVILLE UNIFIED SCHOOL DISTRICT
General Fund Revenues, Expenditures
and Changes in Fund Balance

2006-07 2007-08 2008-09 2009-10
REVENUES
Revenue Limit sources:
State apportionments $12,635,382 $12,874,214 $13,339,461 $11,934,018
Local sources 782,317 951,231 969,867 705,642
Federal sources 3,088,636 3,140,679 3,510,793 3,781,780
Other State sources 5,052,230 5,984,324 6,938,207 4,924,774
Other local sources 1,190,548 1,480,582 1,769,229 1,246,221
Total Revenues 22,749,113 24,431,030 26,527,557 22,592,434
EXPENDITURES
Instruction 13,946,306 14,868,714 14,982,006 15,498,109
Instruction-related activities 2,184,732 2,395,892 2,402,961 2,277,382
Pupil Services 1,350,304 1,447,711 1,265,524 1,140,979
Ancillary services 363,352 349,555 348,320 300,478
Community Services 177,381 828 27,137 52,627
General Administration 1,162,302 1,190,974 1,220,654 1,292,844
Plant Services 2,645,509 2,987,229 4,281,574 2,529,090
Other outgo 197,620 172,401 163,862 246,821
Debt Service:
Principal 121,185 88,373 101,282 —
Interest 63,237 83,677 35,626 —
Total Expenditures 22,211,928 23,585,354 24,828,946 23,338,330
Excess (Deficiency) of Revenues Over
(Under) Expenditures 537,185 845,676 1,698,611 (745,896)
Other Financing Sources (Uses)
Transfers in 4,063 7,826 6,960 —
Transfers out (326,456) (100,618) (102,545) —
(adjustment) 29,012 —
Net Financing Sources (Uses) (322,393) (92,792) (66,573) —
Net Changes In Fund Balance 214,792 752,884 1,632,038 (745,896)
Fund Balance-Beginning 3,606,864 3,821,656 4,574,540 6,440,139*
Restatement — — (92,929) (148,772)
Fund Balance-Ending $ 3,821,656 $ 4,574,540 $6,113,649* $ 5,545,472

Source: Audited Financial Statements, except for 2009-10 which are unaudited figures.
*Beginning and ending fund balances to be reconciled at the time of 2009-10 Audit.

Revenue Sources

The District categorizes its general fund revenues into four sources: (1) revenue limit
sources (consisting of a mix of State and local revenues), (2) federal revenues, (3) other State
revenues and (4) other local revenues. Each of these revenue sources is described below.

Revenue Limit Sources. Since fiscal year 1973-74, California school districts have operated
under general purpose revenue limits established by the State Legislature. In general, revenue
limits are calculated for each school district by multiplying (1) the actual daily attendance for
such district by (2) a base revenue limit per unit of ADA The revenue limit calculations are
adjusted annually in accordance with a number of factors designated primarily to provide cost
of living increases and to equalize revenues among all California school districts of the same

type.
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Funding of the District’s revenue limit is provided by a mix of (1) local property taxes
and (2) State apportionments of basic and equalization aid. Generally, the State apportionments
will amount to the difference between the District’s revenue limit and its local property tax
revenues.

Beginning in 1978-79, Proposition 13 and its implementing legislation provided for each
county to levy (except for levies to support prior voter-approved indebtedness) and collect all
property taxes, and prescribed how levies on county-wide property values are to be shared with
local taxing entities within each county.

The revenue limit sources comprised approximately 55.9% of general fund revenues in
2009-10 and are estimated to equal approximately 56.0% of such revenues in 2010-11.

Federal Revenues. The federal government provides funding for several District
programs, including special education programs, programs under the Educational
Consolidation and Improvement Act, and specialized programs such as Drug Free Schools,
Education for Economic Security, and the free and reduced lunch program. The federal
revenues, most of which are restricted, comprised approximately 16.7% of general fund
revenues in 2009-10 and are estimated to equal approximately 19.4% of such revenues in 2010-
11.

Other State Revenues. As discussed above, the District receives State apportionment of
basic and equalization aid in an amount equal to the difference between the District’s revenue
limit and its property tax revenues. In addition to such apportionment revenue, the District
receives substantial other State revenues.

These other State revenues are primarily restricted revenues funding items such as the
School Improvement Program, Economic Impact Aid, home-to-school transportation and
instructional materials. Other State revenues comprised approximately 21.8% of general fund
revenues in 2009-10 and are estimated to equal approximately 19.8% of such revenues in 2010-
11.

Other State revenues include the Class Size Reduction Program and the California State
Lottery (the “Lottery”), which was established by a constitutional amendment approved in the
November 1984 general election. Lottery revenues must be used for the education of students
and cannot be used for non-instructional purposes such as real property acquisition, facility
construction, or the financing of research.

Other Local Revenues. In addition to property taxes, the District receives additional local
revenues from items such as the Special Education Master Plan, interest earnings,
transportation fees, leases and rentals, and other local sources. Other local revenues comprised
approximately 5.5% of general fund revenues in 2009-10 and are estimated to equal
approximately 4.7% of such revenues in 2010-11.

Ad valorem Property Taxation

Taxes are levied by the County for each fiscal year on taxable real and personal property
which is situated in the District as of the preceding January 1. For assessment and collection
purposes, property is classified either as “secured” or “unsecured” and is listed accordingly on
separate parts of the assessment roll. The “secured roll” is that part of the assessment roll
containing State-assessed public utilities property and real property having a tax lien which is
sufficient, in the opinion of the County Assessor, to secure payment of the taxes. Other property
is assessed on the “unsecured roll.”
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Property taxes on the secured roll are due in two installments, on November 1 and
February 1 of each fiscal year. If unpaid, such taxes become delinquent on December 10 and
April 10, respectively, and a 10% penalty attaches to any delinquent payment. Property on the
secured roll with respect to which taxes are delinquent becomes tax defaulted on or about June
30 of the fiscal year. Such property may thereafter be redeemed by payment of a penalty of 1.5%
per month to the time of redemption, plus costs and a redemption fee. If taxes are unpaid for a
period of five years or more, the property is subject to sale by the Treasurer.

Property taxes on the unsecured roll are due as of the January 1 lien date and become
delinquent, if unpaid, on August 31. A 10% penalty attaches to delinquent unsecured taxes. If
unsecured taxes are unpaid at 5:00 p.m. on October 31, an additional penalty of 1.5% attaches to
them on the first day of each month until paid. The taxing authority has four ways of collecting
delinquent unsecured personal property taxes: (1) bringing a civil action against the taxpayer;
(2) filing a certificate in the office of the County Clerk specifying certain facts in order to obtain
a lien on certain property of the taxpayer; (3) filing a certificate of delinquency for record in the
County Clerk and County Recorder’s office in order to obtain a lien on certain property of the
taxpayer; and (4) seizing and selling personal property, improvements, or possessory interests
belonging or assessed to the assessee.

Assessed Valuations

The assessed valuation of property in the District is established by the County Assessor,
except for public utility property which is assessed by the State Board of Equalization. Assessed
valuations are reported at 100% of the “full value” of the property, as defined in Article XIIIA of
the California Constitution. Prior to 1981-82, assessed valuations were reported at 25% of the
full value of property. For a discussion of how properties currently are assessed, see
“CONSTITUTIONAL AND STATUTORY PROVISIONS AFFECTING DISTRICT REVENUES
AND APPROPRIATIONS.”

Certain classes of property, such as churches, colleges, not-for-profit hospitals, and
charitable institutions, are exempt from property taxation and do not appear on the tax rolls. No
reimbursement is made by the State for such exemptions.

Property within the District had a net taxable assessed valuation, before redevelopment
increment, for fiscal year 2010-11 of $307,300,342. Shown in the following table are the historical
assessed valuations for the District.

FARMERSVILLE UNIFIED SCHOOL DISTRICT
Assessed Valuation
Fiscal Years 2006-07 to 2010-11

Total Before

Local Secured Utility Unsecured Rdv. Increment
2006-07 $263,809,573 $82,650 $ 5,243,964 $269,136,187
2007-08 310,268,422 49,350 8,160,876 318,478,648
2008-09 334,625,352 49,350 10,821,727 345,496,429
2009-10 302,083,188 66,450 9,141,112 311,290,750
2010-11 298,402,991 66,450 8,830,901 307,300,342

Source: California Municipal Statistics, Inc.
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Tax Collections and Delinquencies

The assessment of all property and levy and collection of local property taxes are
performed for the District by the County. District property taxes are assessed and collected by
the County at the same time and on the same rolls as the property taxes collected for the County
and for special districts and cities located within the County. Property taxes on the secured roll
are due in two equal installments, on November 1 and February 1 of each fiscal year, and
become delinquent on December 10 and April 10, respectively. A penalty often percent attaches
immediately to all delinquent payments. If the taxes have not been paid by June 30, the tax is
deemed to be in default. Secured roll property may thereafter be redeemed by payment of a
penalty of 1.5% per month to the time of redemption, plus costs and a redemption fee. If the
taxes are unpaid for a period of five years or more, the tax-defaulted property is subject to sale
at a public auction by the county treasurer.

Property taxes on the unsecured roll are due as of the lien date of January 1 and become
delinquent if unpaid on August 31. A ten percent penalty attaches to delinquent taxes on
property on the unsecured roll, and an additional penalty of 1.5% per month begins to accrue on
November 1. To collect unpaid taxes, the county treasurer may obtain a judgment lien upon and
cause the sale of all property owned by the taxpayer in the county, and may seize and sell
personal property, improvements and possessory interests of the taxpayer. The county treasurer
may also bring a civil suit against the taxpayer for payment.

The following table shows real property tax charges and delinquencies in the District for
fiscal years 2005-06 through 2009-10.

FARMERSVILLE UNIFIED SCHOOL DISTRICT
Property Tax Levy & Collection
Fiscal Years 2005-06 to 2009-10

Fiscal Secured Amt. Delinquent Percent Delinquent

Year Tax Charge (1) June 30 June 30
2005-06 $247,267.30 $11,195.11 4.53%
2006-07 248,204.12 16,435.63 6.62
2007-08 228,076.24 25,787.38 11.31
2008-09 243,910.88 25,073.08 10.28
2009-10 297,925.50 20,061.44 6.73

Source: California Municipal Statistics, Inc.
(1) Debt Service Levy only.
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Largest Property Owners

The following table shows the 20 largest owners of taxable property in the District as
determined by secured assessed valuation in fiscal year 2010-11, representing 15.25% of the total

assessed valuation.

FARMERSVILLE UNIFIED SCHOOL DISTRICT
2010-11 Largest Local Secured Taxpayers

WO NE N

2010-11
Assessed % of
Property Owner Primary Land Use Valuation Total (1)
Hendrik & Geraldine Leyendekker Dairy $ 4,404,107 1.48%
JBA-Walnut LLC Shopping Center 4,370,496 1.46
Surinder S. Toor Residential 4,340,641 1.45
Ernest Bedrosian Agricultural 3,535,532 1.18
Second Generation LLC Commercial 2,454,578 0.82
Jamison Hill Company Commercial 2,246,519 0.75
Pinkham Farms Agricultural 2,242,692 0.75
Neal E. & Maureen J. Hester Agricultural 2,195,784 0.74
Visalia-Tulare Porterville Properties LLC Commercial 2,178,135 0.73
10. TSTR Properties LP Professional Buildings 2,123,363 0.71
11. Rick Osborn Warehouse 2,082,975 0.70
12. Castlewood Partners Inc. Residential 1,912,622 0.64
13. M&B Properties Warehouse 1,799,064 0.60
14. Palma Homes Inc. Residential 1,743,880 0.58
15. Shasta Villa Associates Apartments 1,441,066 0.48
16. Farmersville Pacific Associates Apartments 1,365,515 0.46
17. Fadhl M. Sharman Commercial 1,341,389 0.45
18. Villa Associates Apartments 1,310,289 0.44
19. Michael P. & Sally A. Toomey Agricultural 1,261,993 0.42
20. Arbradella Van Keuren Stone Apartments 1,155,932 0.39
$45,506,572 15.25%

Source: California Municipal Statistics, Inc.

(1) 2010-11 Local Secured Assessed Valuation: $298,402,991.

District Debt

Short-Term Obligations. The District has issued $775,000 of Tax and Revenue Anticipation
Notes for fiscal year 2010-11 which are due on June 30, 2011.
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Long-Term Debt. The following table reflects the District’s long-term obligations which
includes debt and other long-term liabilities.

FARMERSVILLE UNIFIED SCHOOL DISTRICT
Long-Term Debt
For Fiscal Year Ended June 30, 2009

Amounts

Beginning Ending Due Within
Balance Increases Decreases Balance One Year
State Teacher’s Retirement $ 175,043 — $ 35,009 $ 140,034 $ 35,009
Capital Lease 619,808 $29,012 66,273 582,547 68,049
Certificates of Participation 2,445,000 — 85,000 236,000 90,000
General Obligation Bonds 2,484,605 — 198,077 2,286,528 202,046
Compensated Absences 121,530 — 18,039 103,491 103,491
Total governmental activities  $5,845,986 $29,012 $402,398 $5,472,600 $498,595

Source: The District

General Obligation Bonds. In a bond election held June 2, 1992, the District received
authorization to issue bonds for $4,000,000 under Article 9 of Chapter 3 of Division 2 of Title 5
of the California Government Code. The bonds are general obligations of the District and the
County is obligated to annually levy ad valorem taxes for the payment of the interest on, and
the principal of the bonds. Bond proceeds were used to build new schools. The bonds were
issued in two separate offerings, General Obligation Bond A and General Obligation Bond B.

General Obligation Bond A was issued in the principal amount of $2,400,000. On
January 1, 2003, this bond was retired with the issuance of 2003 General Obligation Refunding
Bonds in the principal amount of $2,015,000. The interest rate ranges from 1.15% to 4.5%. The
final maturity date is June 30, 2018.

In 2001, the District issued General Obligation Bond B, the remainder of the bond
issuance approved on June 2, 1992, in the principal amount of $1,600,000. The interest rate
ranges from 5.2% to 5.8%. Bond proceeds were used to provide matching funds to guild the
new elementary school.

The outstanding General Obligation Bond debt of the District as of June 30, 2009 is
$2,286,528.

Capital Leases. The District has a capital lease agreement for a 2008 GMC Sierra pickup
valued at $29,012. The lease calls for annual payments of $10,207 including interest at 5.65%,
secured by vehicle. The District also has a commitment under a capital lease agreement for an
energy retrofit valued at $903,813. The lease calls for semi-annual payments of $43,182 including
interest at 5.00%, secured by energy retrofit. A portion of the Certificate proceeds are being used
to prepay the energy retrofit lease.
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Future minimum lease payments under these capitalized lease agreements as of June 30,
2009, are as follows:

Year Ending June 30, Principal Interest Total
2010 $ 68,409 $ 28,522 $ 96,571
2011 71,547 25,024 96,571
2012 65,019 21,345 86,364
2013 68,311 18,053 86,364
2014 71,769 14,595 86,364
2015-2017 237,852 21,240 259,092
Totals $582,547 $128,779 $711,326

The District will receive no sublease rental revenues nor pay any contingent rentals
associated with these leases.

Certificates of Participation. In July, 2005, the District issued certificates of participation for
the purpose of building the Garry L. Meek Stadium which will be used for football and track.
The stadium was completed prior to June 30, 2007. The certificates of participation were issued
in the amount of 2,530,000 with interest payable semi-annually on each February 1 and August
1, commencing February 1, 2006. Annual principal payments began August 1, 2007.

Future commitments for certificates of participation as of June 30, 2009 are as follows:

Year Ending June 30, Principal Interest Total Loan Costs
2010 $ 90,000 $ 107,135 $ 197,135 $ 7,434

2011 95,000 103,803 198,803 7,434

2012 95,000 100,240 195,240 7,434

2013 10,000 96,485 196,485 7,434

2014 105,000 92,436 197,436 7,434
2015-2019 590,000 389,328 979,328 37,168
2020-2024 745,000 231,530 976,530 37,168
2025-2027 540,000 41,500 581,500 14,868
Totals $2,360,000 $1,162,457 $3,522,457 $126,374

Commitments Under Noncapitalized Leases. The District leases 18 copiers for various sites
at a cost of $7,128 per month for 53 months, effective October 2005. In September, 2006, they
signed an amended agreement for a new cost of $6,020 per month. The agreement contains a
termination clause providing for cancellation after a specified number of days written notice,
but it is unlikely that the District will cancel the agreements.

The District executed a new lease agreement starting June 17, 2009 for two relocatable
classrooms. The lease agreement calls for monthly rental payments of $422 for each classroom
for a term of 36 months.

Future minimum lease payments under these lease agreements are as follows:

Year Ending June 30, Principal
2010 $ 82,367
2011 63,407
2012 9,284
$155,958

Lease payments for this equipment for the year ended June 30, 2009 were $73,083.

-41-



The District will receive no sublease rental revenues nor pay any contingent rentals
associated with these leases.

Overlapping Debt

Set forth below is a direct and overlapping debt report (the “Debt Report”) prepared by
California Municipal Statistics, Inc. and effective October 1 2010. The Debt Report is included
for general information purposes only. The District has not reviewed the Debt Report for
completeness or accuracy and makes no representation in connection therewith.

The Debt Report generally includes long-term obligations sold in the public credit
markets by public agencies whose boundaries overlap the boundaries of the District in whole or
in part. Such long-term obligations generally are not payable from revenues of the District
(except as indicated) nor are they necessarily obligations secured by land within the District. In
many cases, long-term obligations issued by a public agency are payable only from the general
fund or other revenues of such public agency.

The contents of the Debt Report are as follows: (1) the first column indicates the public
agencies which have outstanding debt as of the date of the Debt Report and whose territory
overlaps the District; (2) the second column shows the respective percentage of the assessed
valuation of the overlapping public agencies identified in column 1 which is represented by
property located in the District; and (3) the third column is an apportionment of the dollar
amount of each public agency’s outstanding debt (which amount is not shown in the table) to
property in the District, as determined by multiplying the total outstanding debt of each agency
by the percentage of the District’s assessed valuation represented in column 2.
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FARMERSVILLE UNIFIED SCHOOL DISTRICT
Statement of Direct and Overlapping Bonded Debt

2010-11 Assessed Valuation: $307,300,342

Redevelopment Incremental Valuation: 91,623,404

Adjusted Assessed Valuation: $215,676,938

DIRECT AND OVERLAPPING TAX AND ASSESSMENT DEBT: % Applicable (1) Debt 10/1/10

College of Sequoias Visalia School Facilities Improvement District 1.910% $ 433,564

Farmersville Unified School District 100. 2,084,480 (2)

Kaweah Delta Hospital District 0.967 480,502
TOTAL DIRECT AND OVERLAPPING TAX AND ASSESSMENT DEBT $2,998,546

DIRECT AND OVERLAPPING GENERAL FUND DEBT:

Tulare County Certificates of Participation 0.926% $ 619,077

Tulare County Pension Obligations 0.926 58,060

College of Sequoias Certificates of Participation 0.984 97,567

Farmersville Unified School District Certificates of Participation 100. 2,175,000
TOTAL DIRECT AND OVERLAPPING GENERAL FUND DEBT $2,949,704
COMBINED TOTAL DEBT $5,948,250 (3)

(1) Based on 2009-10 ratios.

(2) Excludes issue to be sold.

(38) Excludes tax and revenue anticipation notes, enterprise revenue, mortgage revenue and tax allocation
bonds and non-bonded capital lease obligations.

Ratios to 2010-11 Assessed Valuation:
Direct Debt ($2,084,480) .....cccoveeerrrreerrneesrversssneeesssseessssesssssans 0.68%
Total Direct and Overlapping Tax and Assessment Debt ....0.98%

Ratios to Adjusted Assessed Valuation:
Combined Direct Debt ($4,259,480) ......ccerueeeeecreeerreeereeessnennes 1.97%
Combined Total Debt ......ccuuovvviiiiieiiieeeee e 2.76%

STATE SCHOOL BUILDING AID REPAYABLE AS OF 6/30/10: $0

Source: California Municipal Statistics, Inc.

GENERAL SCHOOL DISTRICT FINANCIAL INFORMATION
State Funding of School Districts

Annual State apportionments of basic and equalization aid to K-12 school districts for
general purposes are made according to a revenue limit per unit of A.D.A. If a district’s total
revenue limit exceeds its property tax revenue, its annual State apportionments, subject to
certain adjustments, amount to the difference between the revenue limit and a district’s actual
property tax receipts (after any redevelopment agency tax increment or other deductions or
“shifts” that may be in effect under State law). A.D.A. is determined by school districts twice a
year, in December (“First Period A.D.A.”) and April (“Second Period A.D.A.”).

The calculation of the amount of State apportionment a school district is entitled to
receive each year is summarized as follows: first, the prior year Statewide revenue limit per
A.D.A. is recalculated with certain adjustments for equalization and other factors; second, this
adjusted prior year Statewide revenue limit per A.D.A. is inflated according to formulas based
on the implicit price deflator for government goods and services and the Statewide average
revenue limit per A.D.A. for each type of A.D.A,, yielding the school district’s current year
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“component” revenue limits per A.D.A_; third, the current year component revenue limits per
A.D.A. are applied to the school district’s A.D.A. for either the current or prior year, as the
district elects; fourth, revenue limit adjustments known as “add-ons” are calculated for each
school district if the school district qualifies for such add-ons (for example, add-ons to adjust for
small school district size and providing meals for needy pupils, among others); and fifth, local
property tax revenues are deducted from the total revenue limit calculated for each district to
arrive at the amount of State apportionment each school district is entitled to for the current
year.

The State revenue limit is calculated three times a year for each school district on the
basis of projections submitted by the district on or about December 10, based on First Period
A.D.A,, and April 15 and June 30, both based on Second Period A.D.A. A.D.A. calculations are
based on actual attendance and do not include excused absences. Revenue limit calculations are
made by each school district, reviewed by the County Office of Education and submitted to the
State Department of Education. The State Department of Education reviews the calculations for
accuracy, determines the amount of State apportionment owed to each school district and
notifies the State Controller to distribute the apportionments. The first calculation is performed
for the First Principal Apportionment in February, the second calculation for the Second
Principal Apportionment in June, and the final calculation for the end of the fiscal year Annual
Principal Apportionment, in essence a correction that is made in October of the next fiscal year.

See “DISTRICT INFORMATION" herein for the District’s specific annual revenue limit
per A.D.A.

Basic Aid Districts

In the event that a school district’s property tax revenue exceeds its calculated revenue
limit entitlement, that school district retains all of its property tax revenue, and State
apportionments to that district are limited to the minimum “basic aid” amount of $120 per
A.D.A. set forth in the Constitution. Currently the State allocates basic aid funding within
categorical entitlements that would have been received in any event. Such districts are
commonly known as “Basic Aid Districts.” The District is not a Basic Aid district.

State Funding of Schools Without A State Budget

On May 29, 2002, the Court of Appeal of the State of California for the Second Appellate
District in White v. Davis et al. (combined with Howard Jarvis Taxpayers Association et al. v. Westly
in appeal) held, among other things, that absent adoption of a budget bill or an emergency
appropriation by the Legislature, the State Controller may disburse State funds authorized by
(a) a continuing appropriation enacted by the Legislature, (b) a self-executing provision of the
State constitution, including payment of certain funds for public schools under Article XVI,
Section 8.5 of the constitution, and (c) mandate of federal law, such as prompt payment of
minimum wage and overtime compensation mandated by the federal Fair Labor Standards Act
and benefits under federal food stamp, foster care and adoption, child support and child
welfare programs. The Court of Appeal specifically concluded that Article XVI, Section 8.0 does
not constitute a self-executing authorization to disburse revenue limit apportionment to school
districts; legislative appropriation is required for revenue limit disbursement. On May 1, 2003,
the California Supreme Court in its decision in White v. Davis et al. granted review to two other
matters and let these particular conclusions of the Court of Appeal stand without ruling on
them.

During the 2003-04 State budget impasse, the State Controller announced that only

“payments of prior year obligations, constitutional authorizations, federal mandates and
continuous legislative appropriations would be made.” The State Controller concluded that
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revenue limit apportionments to school districts, under provisions of the Education Code
implementing Article XVI, Section 8 of the State constitution, are authorized as continuous
legislative appropriations, so disbursed these funds without a budget bill or emergency
appropriation enacted. The State Controller did not disburse certain categorical and other funds
to school districts until the 2003-04 Budget Act was enacted.

State Funding of School Construction

The State makes funding for school facility construction and modernization available to
K-12 districts throughout the State through the Office of Public School Construction (“OPSC”)
and the State Allocation Board (“SAB”), from proceeds of State general obligation bonds
authorized and issued for this purpose. Such bonds were authorized in the amount of $13.05
billion, $11.40 billion of which were for K-12 school facilities and $1.65 billion of which were for
higher education facilities, on November 5, 2002 under Proposition 47, passed by 58.9% of the
State-wide vote. An additional bond measure for education capital projects was approved on
March 2, 2006 under Proposition 55, passed by 50.6% of the State-wide vote, in an authorization
amount of $12.3 billion, $10.0 billion of which is for K-12 school facilities and $2.3 billion of
which is for higher education facilities. A State general obligation bond measure that includes
$7.329 billion for construction, modernization and related purposes for K-12 school districts was
approved by a majority of voters in the November 7, 2006 State-wide election.

The SAB allocates bond funds for 50% of approved new construction costs, 60% of
approved modernization costs (80% for modernization project applications made prior to
February 1, 2002), or up to 100% of approved costs of any type if the school district is approved
for “hardship” funding. The school district is responsible for the portion of costs not funded by
the State, commonly funding their portion with their own general obligation bonds, certificates
of participation or accumulated builder’s fee revenue. School districts routinely apply for such
funding whenever they have projects they believe meet OPSC and SAB criteria for funding.

State Retirement Programs

School districts participate in the State of California Teachers Retirement System
(“STRS”). STRS covers all full-time and most part-time employees with teaching certificates. In
order to receive STRS benefits, an employee must be at least 55 years old and have provided
five years of service to California public schools. School districts also participate in the State of
California Public Employees Retirement System (“PERS”). PERS covers all classified personnel,
generally those employees without teaching must be at least 50 years old and have had five
years of covered PERS service as a public employee.

Contribution rates to PERS varies with changes in actuarial assumptions and other
factors, such as changes in benefits and investment performance, and are set by a State
retirement board for PERS. The contribution rates are set by statute for STRS at a constant 8.25%
of salary. STRS has a substantial Statewide unfunded liability. Under current law, the liability is
the responsibility of the State and not of individual school districts. See “DISTRICT
INFORMATION” herein for information regarding the District’s contributions to these
retirement systems.

County Office of Education

In each county there is a county superintendent of schools (the “County
Superintendent”) and a county Board of Trustees. The Office of the County Superintendent,
frequently known as the “County Office of Education” (the “County Office”) in each county
provides the staff and organization that carries out the activities and policies of the County
Superintendent and county Board of Trustees for that county.
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County Offices provide instructional and support services to school districts within their
counties, and various State mandated services county-wide, particularly in special education
and juvenile court education services. County Office business services departments act as a
control point for a variety of information, including pupil data collection, attendance
accounting, teacher credential registration, payroll accounting, retirement and tax information
and school district budgets, and also report such information to the State Department of
Education. All school district budgets must be approved by their County Office and each
district must provide its County Office with scheduled interim reports throughout the fiscal
year. County Offices also act as enforcement entities which intervene in district fiscal matters
should a district fail to meet State budget and reporting criteria.

The District is under the jurisdiction of, and is served by, the County Office for Tulare
County.

School District Budget Process

School districts are required by provisions of the State Education Code to maintain a
balanced budget each year, in which the sum of expenditures and the ending fund balance
cannot exceed the sum of revenues and the carry-over fund balance from the previous year.
School districts” annual general fund expenditures are characterized in large part by multi-year
expenditure commitments such as union contracts. Year-to-year fluctuations in State and local
funding of school district general funds could result in revenue decreases which, if large
enough, may not easily be offset by an equal reduction in expenditures until at least the
following fiscal year. School districts are required by State law to maintain general fund
reserves which can be drawn upon in the event of a resulting excess of expenditures over
revenues for a given fiscal year. The State Department of Education imposes a uniform
budgeting and accounting format for school districts.

School districts must adopt a budget no later than June 30 of each year. The budget must
be submitted to the County Superintendent within five days of adoption or by July 1, whichever
occurs first. A district may be on either a dual or single budget cycle. The dual budget option
requires a revised and readopted budget by September 1 that is subject to State mandated
standards and criteria. The revised budget must reflect changes in projected income and
expenses subsequent to July 1. The single budget is only readopted if it is disapproved by the
County Superintendent, or as needed. Under either procedure, the school board must revise its
adopted budget within 45 days after the Governor signs the State budget act to reflect any
changes in budgeted revenues or expenditures made necessary by the adoption of the State’s
budget.

For both dual and single budgets submitted on July 1, the County Superintendent will
examine the adopted budget for compliance with the standards and criteria adopted by the
State Board of Trustees and identify technical corrections necessary to bring the budget into
compliance, and will determine if the budget allows the district to meet its current obligations
and is consistent with a financial plan that will enable the district to meet its multi-year financial
commitments. On or before August 15, the County Superintendent will approve or disapprove
the adopted budget for each school district. Pursuant to State law, the county superintendent
has available various remedies by which to impose and enforce a budget that complies with
State criteria, depending on the circumstances, if a budget is disapproved.

Subsequent to approval, the County Superintendent throughout the fiscal year is
authorized to monitor each school district under his or her jurisdiction pursuant to its adopted
budget to determine on an ongoing basis if the district can meet its current or subsequent year
financial obligations. If a County Superintendent determines that a district cannot meet its
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current or subsequent year obligations, the County Superintendent will notify the district’s
governing board of the determination and the County Superintendent may do either or both of
the following: (a) assign a fiscal advisor to enable the district to meet those obligations or (b) if a
study and recommendations are made and a district fails to take appropriate action to meet its
financial obligations, the County Superintendent will so notify the State Superintendent of
Public Instruction, and then may do any or all of the following for the remainder of the fiscal
year: (i) request additional information regarding the district’s budget and operations; (ii)
develop and impose, after also consulting with the district’s board, revisions to the budget that
will enable the district to meet its financial obligations; and (iii) stay or rescind any action
inconsistent with such revisions. However, the County Superintendent may not abrogate any
provision of any collective bargaining agreement that was entered into prior to the date upon
which the County Superintendent assumed authority.

At minimum, school districts are required by statute to file with their County
Superintendent and the State Department of Education a First Interim Financial Report by
December 15th covering financial operations from July 1 through October 31st, and a Second
Interim Financial Report by March 15th covering financial operations from November 1
through January 31st. Section 42131 of the Education Code requires that each interim report be
certified by the school board as either (a) “positive,” certifying that the district, “based upon
current projections, will meet its financial obligations for the current fiscal year and subsequent
two fiscal years,” (b) “qualified,” certifying that the district, “based upon current projections,
may not meet its financial obligations for the current fiscal year or two subsequent fiscal years,”
or (c) “negative,” certifying that the district, “based upon current projections, will be unable to
meet its financial obligations for the remainder of the fiscal year or the subsequent fiscal year.”
A certification by a school board may be revised by the County Superintendent. If either the
First or Second Interim Report is not “positive,” the County Superintendent may require the
district to provide a Third Interim Financial Report by June 1st covering financial operations
from February 1st through April 30th. If not required, a Third Interim Financial Report
generally is not prepared (though may be at the election of the district). Each interim report
shows fiscal year to date financial operations and the current budget, with any budget
amendments made in light of operations and conditions to that point. After the close of the
fiscal year, an unaudited financial report for the fiscal year is prepared and filed without
certification with the County Superintendent and the State Department of Education.

Temporary Inter-fund Borrowing

The Education Code generally authorizes a school district to temporarily transfer cash
from a specific purpose fund to any other district fund by district board action, including
transfer of cash from proceeds of general obligation bonds; provided that, (a) the transferred cash
is repaid to the original fund within the same fiscal year or (b), if transferred within the final 120
days of a fiscal year, then repaid to the original fund within the following fiscal year. However,
depending on the circumstances of a particular such transfer, other State law, grant or
contractual restrictions, or in the case of proceeds of tax-exempt obligations, federal tax law,
may apply and may further restrict the use of such cash.

Accounting Practices

The accounting policies of California school districts conform to generally accepted
accounting principles, as modified in accordance with policies and procedures of the California
School Accounting Manual. This manual, pursuant to Section 41010 of the Education Code, is to
be followed by all California school districts. Revenues are recognized in the period in which
they become both measurable and available to finance expenditures of the current fiscal period.
Expenditures are recognized in the period in which the liability is incurred. See also “Notes to
Financial Statements - Note 1”7 in Appendix B herein for further discussion of applicable
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accounting policies.
County Investment Pool

In accordance with Education Code Section 41001, each California public school district
maintains substantially all of its operating funds in the county treasury of the county in which it
is located, and each county treasurer or finance director serves as ex officio treasurer for those
school districts located within the county. Each county treasurer or finance director has the
authority to invest school district funds held in the county treasury. Generally, the county
treasurer or finance director pools county funds with school district funds and funds from
certain other public agencies and invests the cash. These pooled funds are carried at cost.
Interest earnings are accounted for on either a cash or accrual basis and apportioned to pool
participants on a regular basis.

Each county treasurer is required to invest funds, including those pooled funds
described above, in accordance with Government Code Sections 53601 et seq. and 53635 et seq. In
addition, each county treasurer is required to establish an investment policy which may impose
further limitations beyond those required by the Government Code. See “TULARE COUNTY
INVESTMENT POOL.”

EFFECT OF STATE BUDGET ON REVENUES

Most public school districts in California are dependent on revenues from the State for a
large portion of their operating budgets. In the aggregate, the State General Fund provides
approximately 58% of the estimated total statewide expenditures for K-12 education programs.
The primary source of funding for school districts is the revenue limit, which is a combination
of State funds and local property taxes (see “DISTRICT FINANCIAL INFORMATION—State
Funding of Education”). State funds typically make up the majority of a district’s revenue limit.
School districts also receive substantial funding from the State for various categorical programs.
See “DISTRICT FINANCIAL INFORMATION—Financial Statements” for information
regarding revenues received by the District from all State sources.

The availability of State funds for public education is a function of constitutional
provisions affecting school district revenues and expenditures (see “"CONSTITUTIONAL AND
STATUTORY PROVISIONS AFFECTING DISTRICT REVENUES AND APPROPRIATIONS”),
the condition of the State economy (which affects total revenue available to the State general
fund), and the annual State budget process.

California Teachers” Association v. Gould. During several years in the early 1990s, the State
realized less tax receipts than it had previously budgeted, so that in each of those years public
education received more in funding than its minimum entitlement under Proposition 98. (See
“CONSTITUTIONAL AND STATUTORY PROVISIONS AFFECTING DISTRICT REVENUES
AND APPROPRIATIONS—Proposition 98”). The State legislature characterized the overfunded
amounts as “loans” to be repaid from the Proposition 98 entitlement in future years. The
aggregate amount of these loans was approximately $1.76 billion. The validity of the loan
characterization and repayment mechanism were challenged by the California Teachers’
Association (“CTA”), which sought to void the obligation to repay the loan amounts.

On April 26, 1994, a Sacramento County superior court entered a judgment that K-14
districts are not obligated to repay the inter-year loans. The decision was appealed by the State,
and pending such appeal the CTA and the State reached a settlement which became final on
April 12, 1996. Pursuant to the settlement agreement, no new inter-year loans will be created;
the existing loans were required to be repaid over an eight-year period, with K-14 schools
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contributing $825 million from funds allocated to education under Proposition 98, and the State
contributing the balance of $938 million. The schools” contribution of $825 million was counted
toward the Proposition 98 guarantee in future years.

Education Provisions of the California State Budget. The Governor is required by the State
Constitution to propose a budget to the State Legislature no later than January 10 of each year,
and a final budget must be adopted by a 2/3 vote of each house of the Legislature no later than
June 15, although this deadline is routinely breached. The budget becomes law upon the
signature of the Governor, who retains veto power over specific items of expenditure. State
income tax, sales tax, and other receipts can fluctuate significantly from year to year depending
on economic conditions in the State and the nation. Because funding for K-12 education is
closely related to overall State income, funding levels can also vary significantly from year to
year, even in the absence of significant education policy changes. The District cannot predict
how State income or State education funding will vary over the entire term to maturity of the
Certificates, and the District takes no responsibility for informing owners of the Certificates as
to any such annual fluctuations. Information about the State budgeting process, the State
Budget and State spending for education is available at various State-maintained websites,
including (i) the State’s website, where recent official statements for State bonds are posted, (ii)
the California State Director of Finance’s Internet home page which includes the State’s audited
financial statements, various State of California Official Statements, many of which contain a
summary of the current State Budget, past State Budgets, and the impact of those budgets on
school districts in the State, the State’s Rule 15c¢2-12 filings for State bond issues, financial
information which includes an overview of the State economy and government, State finances,
State indebtedness, litigation and discussion of the State budget and its impact on school
districts; (iii) the California Department of Finance’s internet home page which includes the text
of the budget and information regarding the State budget, and (iv) the State Legislative
Analyst’s office which prepares analyses of the proposed and adopted State budgets. The State
has not entered into any contractual commitment with the District, the County, the Underwriter or the
owners of the Certificates to provide State budget information to the District or the owners of the
Certificates. Although the State sources of information listed above are believed to be reliable, neither the
District nor the Underwriter assumes any responsibility for the accuracy of the State budget information
set forth or referred to therein.

Recent State Budget Difficulties and Initiative Responses. In recent years, the State’s response
to fiscal difficulties has had a significant impact on Proposition 98 funding and settle-up
treatment. The State has sought to avoid or delay paying settle-up amounts when funding has
lagged the guaranteed amount. The State has also sought to avoid increases in the base
guaranteed amount through various mechanisms: by treating any excess appropriations as
advances against subsequent years” Proposition 98 minimum funding levels rather than current
year increases; by permanently deferring year-end apportionments of Proposition 98 funds
from one fiscal year to the next, to reduce the ending fiscal year’s base; or by suspending
Proposition 98, as the State did in 2004-05.

Existing settle-up obligations are estimated by the Legislative Analyst to total $4.3
billion, consisting of $1.3 billion for fiscal year 2005-06, $1.6 billion for fiscal year 2004-05, and
$1.4 billion for prior years. Under current law, the obligations for the prior years, fiscal year
1995-96 through fiscal year 2003-04, will be repaid to the education budget at $150 million per
year beginning in fiscal year 2006-07. The California Teachers’ Association filed a lawsuit
against Governor Schwarzenegger in 2005 seeking to force the State to fund schools the full
amount of the outstanding obligations. The parties have agreed to a settlement of this dispute
through additional annual funding of approximately $400 million for seven years, commencing
in fiscal year 2007-08. Settlement funds are dedicated to class-size reduction, professional
development, hiring counselors, and other specific expenditures for participating low-achieving
schools.
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Proposition 1A. Beginning in fiscal year 1992-93, the State has satisfied a portion of its
Proposition 98 obligations by shifting part of the 1% local ad valorem property tax revenues
otherwise belonging to cities, counties, special districts, and redevelopment agencies, to school
and college districts through a local Educational Revenue Augmentation Fund (ERAF) in each
county. In response to a statewide ballot initiative sponsored by affected local agencies, the
Legislature proposed an amendment to the State Constitution, which the State’s voters
approved as “Proposition 1A” at the November 2004 election.

Proposition 1A is intended to, among other things, stabilize local government revenue
sources by restricting the State’s control over local property taxes. Beginning in fiscal year 2008-
09, the State will be able to divert up to 8% of local property tax revenues for State purposes
(including, but not limited to, funding K through 12 education) only if: (i) the Governor declares
such action to be necessary due to a State fiscal emergency; (ii) two-thirds of both houses of the
Legislature approve the action; (iii) the amount diverted is required by statute to be repaid
within three years; (iv) the State does not owe any repayment to local agencies for past property
tax or Vehicle License Fee diversions to local agencies; and (v) such property tax diversions do
not occur in more than two of any ten consecutive fiscal years. Because ERAF shifts will be
capped and limited in frequency, school and college districts that receive Proposition 98
funding from the State will be more directly dependent upon the State’s general fund.

2010-11 State Budget. Set forth below is a summary of information available with respect
to the 2010-11 State Budget.

Governor’s Proposed Budget. The Governor submitted his proposed 2010-11 Budget
(the “2010-11 Proposed Budget”) to the State Legislature on January 8, 2010. The 2010-11
Proposed Budget assumed that, without corrective action, the State would face a deficit of $19.9
billion, comprised of a shortfall of $6.6 billion from the 2009-10 fiscal year, a 2010-11 shortfall of
$12.3 billion and a proposed reserve of $1 billion. The 2010-11 Proposed Budget proposed initial
spending reductions of $8.5 billion. Proposed reductions included program eliminations,
further reductions to various health and human services programs, a $2.4 billion reduction to
the anticipated level of funding for Proposition 98, substantial changes to employee
compensation, and reductions to the Department of Corrections and Rehabilitation. In addition,
the 2010-11 Proposed Budget relied on $6.9 billion in additional federal funding and proposed
an additional $4.6 billion in spending reductions if the federal funding was not received. The
2010-11 Proposed Budget also included $2.4 billion in increased revenues and external
borrowing to meet cash needs during the fiscal year. The Governor called the Legislature to a
special session to adopt $8.9 billion of the proposed $19.9 billion in budget solutions.

LAO Report. On January 12, 2010, the LAO commented on the 2010-11 Proposed
Budget, stating that the Governor's estimate of an $18.9 billion budget shortfall was reasonable
but was $3.1 billion smaller than the shortfall estimated by the LAO and would be exacerbated
by various lawsuits. The LAO also noted that the Governor’s plan relied heavily on federal
relief, which the State was unlikely to receive in the amounts requested.

Special Session Legislation. On March 11, 2010, the California Legislature adjourned
the special session called by the Governor. The Legislature adopted a package of bills to reduce
the deficit by more than $4 billion. The Governor vetoed two bills that contained a majority of
the deficit reductions. Enacted special session legislation eliminated the gasoline sales tax offset
by an increase in the per gallon excise tax on gasoline, resulting in an estimated reduction to the
budget problem of $1.4 billion. Additionally, the Legislature passed legislation designed to
provide more flexibility in managing cash by allowing the State to delay approximately $5
billion of scheduled payments to schools, universities and local governments.
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May 2010 Budget Revision. Under California law, in May of each year the Governor
issues a revised budget with changes he or she can support, based on the debate, analysis and
changes in the economic forecasts. The Governor’s May 2010 Budget Revision estimated a
general fund budget gap of $19.1 billion, $7.7 billion for the 2009-10 fiscal year, $10.2 billion for
the 2010-11 fiscal year, and a modest reserve of $1.2 billion. The May Revision proposed $12.4
billion in spending reductions and alternative funding solutions, borrowing and fund shifts
totaling approximately 10% of the solutions and new revenues, representing 5% of the package
solutions. Major spending reduction proposals included reductions of $4.3 billion of Proposition
98 spending, including the elimination of need-based, subsidized childcare, reductions of $2.1
billion by reducing State employees pay and staffing and shifting pension costs to employees,
and the elimination of the CalWORKSs program, which provides cash grants and welfare-to-
work services, representing $1.2 billion in savings.

LAO Report. On May 18, 2010, the LAO published its comments on the May Revision
stating that the Governor’s estimate of the budget shortfall was reasonable. However, the LAO
Report advised the Legislature to reject the Governor’s most drastic spending cuts, particularly
the elimination of CalWORKSs and child care funding, instituting instead the LAO’s alternative
spending reduction proposals, and adopting selective revenue increases from fee increases and
other non-tax revenues and targeted tax increases. Additionally, the LAO Report urged the
Legislature to suspend the Proposition 98 minimum guaranty. The LAO predicted that even if
the Legislature approved all of the painful cuts and realized the savings assumed by the
Governor’s May Revision, a multibillion-dollar operating deficit between $4 billion and $7
billion would be likely to persist in future years.

Governor Declares Financial State of Emergency; Legislative Session Ends Without
Budget Passage. On July 28, 2010, the Governor declared a financial state of emergency and
ordered 150,000 State workers to take three furlough days per month. The legislative session
ended on August 31, 2010 and lawmakers voted on two competing budget proposals. Both
budget plans failed on party-line votes.

The Democrat’s budget proposal included tax proposals of approximately $4.5 billion
from an oil severance tax, delaying corporate tax breaks and income tax increase paired with
reduced sales tax. It cut spending by $8.3 billion, by suspending Proposition 98 and funding
schools at approximately $3 billion less than required under Prop. 98. The plan also included a
tax swap that would increase some of the personal income tax rates and the vehicle license fee
rate and lower the State’s sales tax rate, to raise $1.8 billion in revenues in 2010-11 and $2.2
billion in 2011-12. Had the Democrat’s proposal passed the Legislature, the Governor was not
expected to sign it.

The Governor issued an order on July 1, 2010 reducing over 200,000 State employees’
pay to the federal minimum wage until the budget impasse was resolved. On July 16, 2010 a
Sacramento County Superior Court judge denied the administration’s request for a temporary
restraining order that would have forced the State Controller to begin paying the minimum
wage. The State Controller said he would not follow the order unless told to do so by a court.
On August 25, 2010, the Sacramento County Superior Court sided with the State Controller,
ruling that the challenge to the governor’s minimum wage order has enough merit to require a
full hearing. The hearing is not expected to take place before November 2010.

On August 23, 2010, in an effort to conserve cash and delay the need to issue IOUs, State
officials began delaying school payments of $2.5 billion a month in September through
December. This comes after a $2.5 billion deferral in July.

On August 18, 2010, the California Supreme Court issued a stay of the temporary
restraining order of the Alameda County Superior Court issued on August 9, 2010, which
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would have prohibited the Governor from imposing three furlough days on State workers. As a
result of the stay, furloughs of State workers were to continue until arguments in a larger case
about their legality could be heard on September 8, 2010. The court is expected to issue its
ruling on the matter within 90 days of the hearing date. Unless courts deem the Governor’s
action illegal and order the State to pay for lost wages, State employees will not recover
furlough wages

In November 2010 voters will vote on several amendments that could affect the budget
process. Proposition 22 would put local government and transportation funds out of reach of
State legislators. Proposition 26 would require a two-thirds supermajority in the legislature to
pass many fees, levies, charges and tax revenue allocations that under existing rules can be
enacted by a simple majority vote. Proposition 25 would lower the vote threshold for
lawmakers to pass the State budget from two-thirds to a simple majority.

2010-11 Budget Passes 100 Days Late. The Legislature passed the $87.5 billion 2010-11
Budget on the morning of October 8, 2010 and the Governor signed it that night, exercising his
line-item veto authority to reduce spending by $963 million in order to raise the reserve level
from $375 million to $1.3 billion. Total 2010-11 Budget expenditure reductions are $8.4 billion.
The 2010-11 Budget assumes federal funds of $5.4 billion and other solutions of almost $5.5
billion.

Expenditure Reductions.

Budget and Pension Reform. The Legislature approved a measure to place a budget
reform constitutional amendment before the voters at a future statewide election,
intended to increase the State’s budgetary reserves and stabilize the State’s financial
health over time. The measure would double the maximum size of the Budget
Stabilization Account and provide more stringent deposit requirements.

The 2010-11 Budget Package includes legislation proposed by the Governor to
decrease pension benefits for State employees hired in the future. Pension reform rolls
back retirement formulas used to calculate pension payments, permanent increases in
pension contributions, and is designed to prevent pension spiking and improve
transparency of the State’s pension liabilities and costs.

Proposition 98 — K-14 Education. The Legislature suspended Proposition 98
minimum guaranty to provide $49.7 billion in spending on K-14 Education in 2010-11.
Settle-up funds of $300 million are provided in the 2010-11 Budget to meeet the State’s
outstanding 2009-10 Proposition 98 settle-up obligation. In addition, related budget bills
provide K-12 education with $1.5 billion in special one-time federal funding. The 2010-
11 Budget Package defers $1.9 billion in additional K-14 payments to July 2011.

Employee Compensation, Health and Social Services, Criminal Justice. The 2010-11
Budget provides $1.6 billion in personnel cost reductions from savings from recent
agreements with unions and reductions, anticipated reductions from future union
agreements, and the administration’s “workforce cap” which consists of reductions in
hiring and reduced operating costs from the workforce cap. The 2010-11 Budget
provides $300 million in reductions to the In-Home Supportive Services Program and
$187 million in savings to Medi-Cal. The 2010-11 Budget package assumes a total of $1.1
billion in General Fund savings within the Department of Corrections.

Federal Funding. The 2010-11 Budget package assumes that the federal
government will provide federal funding or approval for certain reductions in State
costs or service levels resulting in the ability to reduce General Fund costs by $5.4
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billion. About $1.3 billion has been approved by the Congress and the President. Most of
the federal funding assumed in the 2010-11 Budget has yet to be approved by Congress.

Revenue-Related Solutions. The 2010-11 Budget extends for two additional tax
years the previously enacted temporary suspension of businesses” ability to use net
operating losses to reduce tax liabilities, projected to increase State revenues by $1.2
billion in 2010-11 and by $400 million in 2011-12. The budget plan assumes $1.2 billion in
one-time revenue from the sale of 11 State office properties. The Budget plan includes
$2.7 billion of loans, loan repayment extensions, transfers and fund shifts from special
funds.

LAO Report. The LAO estimates that well over two-thirds of the 2010-11 Budget
solutions are one-time or temporary in nature, meaning that California will continue to face
sizable annual budget problems in 2011-12 and beyond.

Additional Information; Future State Budgets

Information about the State budget and State spending for education is regularly
available at various State-maintained websites. Text of the State budget may be found at the
website of the Department of Finance, www.dof.ca.gov, under the heading “California 2010
Budget.” Various analyses of the budget may be found at the website of the LAO at
www.lao.ca.gov. In addition, various State official statements, many of which contain a
summary of the current and past State budgets and the impact of those budgets on school
districts in the State, may be found via the website of the State Treasurer, www.treasurer.ca.gov.
The information presented in these websites is not incorporated by reference in this Official
Statement.

The District cannot predict what actions will be taken in the future by the State
Legislature and the Governor to address the State’s current or future budget deficits. Future
State budgets will be affected by national and State economic conditions, including the current
economic downturn, over which the District have no control, and other factors over which the
District will have no control. To the extent that the State budget process results in reduced
revenues or increased expenses for the District, the District will be required to make
adjustments to its budget.

THE ECONOMY OF THE DISTRICT

The following information concerning the County is included for the purpose of supplying
general information regarding the community. The Certificates are not a debt or obligation of the County,
the State of California or any of its political subdivisions and neither the County, the State or any of its
political subdivisions is liable therefor.

General

Founded in 1852, the County of Tulare is located in California’s San Joaquin Valley, a
large agriculturally rich basin that runs through the center of the State. The County is the top
agricultural producing county in the nation. It is surrounded by Fresno County to the north,
Inyo County to the east, Kern County to the south and Kings County to the west. Almost half of
the entire county area is devoted to national parks and forests, including the famous Sequoia
and Kings Canyon National Parks, Inyo and Sequoia National Forests. These natural resources
provide year-round recreational opportunities for hiking, fishing, skiing and camping.
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Population

The following table sets forth the population of the County and the State for the years
2006 through 2010.

COUNTY OF TULARE
Population 2006-2010
State of
Year County California
2006 417,589 37,087,005
2007 425,223 37,463,609
2008 433,038 37,871,509
2009 440,780 38,255,508
2010 447,814 38,648,090

Source: State of California, Department of Finance, E-4 Population Estimates for Cities, Counties and the State, 2000-
2009, with 2000 Benchmark. Sacramento, California, May 2010.

Employment

The following table summarizes employment and unemployment in the County and the
State of California for the past five calendar years:

COUNTY OF TULARE, STATE OF CALIFORNIA
Civilian Labor Force, Employment and Unemployment
Annual Averages

Unemployment
Year and Area Labor Force Employment Unemployment Rate
2005
Tulare County 185,600 168,000 17,600 9.5%
California 17,544,800 16,592,200 952,600 5.4
2006
Tulare County 189,400 173,300 16,100 8.5%
California 17,718,500 16,851,600 866,900 4.9
2007
Tulare County 195,300 177,000 18,300 9.3%
California 17,970,800 17,011,000 959,800 5.3
2008
Tulare County 200,000 178,500 21,500 10.7%
California 18,251,600 16,938,300 1,313,200 7.2
2009
Tulare County 205,400 174,100 31,300 15.3%
California 18,250,200 16,163,900 2,086,200 11.4

Source: California Employment Development Department, Labor Market Information Division; March 2009
benchmark.
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The following table summarizes the historical numbers of workers in the County of
Tulare by industry:

COUNTY OF TULARE
Estimated Number of Wage and Salary Workers by Industry(a)

2005 2006 2007 2008 2009 (1)

Agriculture 32,200 33,700 35,000 36,700 37,300
Natural Resources, Mining, Construction 7,600 8,400 7,600 6,200 4,600
Manufacturing 11,600 11,900 12,000 11,900 11,500
Wholesale Trade 3,800 3,800 4,000 4,200 4,000
Retail Trade 14,100 14,800 15,500 15,600 14,300
Trans., Warehousing and Ultilities 5,000 5,300 5,400 5,300 4,900
Information 1,100 1,100 1,100 1,400 1,200
Finance and Insurance 3,200 3,100 3,100 3,100 2,800
Real Estate and Rental and Leasing 1,300 1,300 1,400 1,400 1,300
Professional and Business Services 9,800 10,800 9,900 10,100 8,700
Educational and Health Services 9,800 10,300 10,700 10,800 10,800
Leisure and Hospitality 8,100 8,600 9,000 8,900 9,000
Other Services 2,900 2,900 3,000 3,100 2,900
Federal Government 1,300 1,200 1,200 1,300 1,300
State Government 2,400 2,400 2,300 2,300 2,300
Local Government 26,300 26,600 27,400 28,200 28,000
Total, All Industries (3) 140,500 146,300 148,600 150,200 144,800

Source: California Employment Development Department, Labor Market Information Division.
(1) Latest available data.
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Major Employers

The following table summarizes the major employers in the County:

COUNTY OF TULARE
Largest Employers
January 2009
Employer Name Location Industry
College Of The Sequoias Visalia Schools-Universities & Colleges Academic
Eagle Mountain Casino Porterville Casino
Enns Packing Co Dinuba Fruits & Vegetables-Growers & Shippers
Facility Partners Visalia Real Estate Developers
Fruit Patch Inc Dinuba Fruits & Vegetables-Growers & Shippers
Haagen-Dazs Tulare Inc Tulare Ice Cream & Frozen Desserts (Mfrs)
Jostens Commercial Printing Visalia Printers (Mfrs)
Kaweah Delta Health Care Dist Visalia Hospitals
Kings Canyon National Park Kings Canyon Ntl Park ~ Parks
Land O’Lakes Inc. Tulare Food Products (Whls)
Monrovia Nursery Co Woodlake Nurseries-Plants Trees & Etc-Wholesale
Porterville Developmental Ctr Porterville Hospitals
Ruiz Food Products Inc Dinuba Mexican Food Products-Manufacturers
Sierra View District Hospital Porterville Hospitals
Sun Pacific Farming Exeter Ranches
Tulare County Admin Office Visalia Government Offices-County
Tulare County Child Care Program Visalia Child Care Services
Tulare County Sheriff Visalia Sheriff
Tulare District Hospital Tulare Hospitals
US Cotton Classing Office Visalia Government Offices-US
Valhalla Sales & Marketing Dinuba Fruits & Vegetables Growing & Shipping
Visalia Gleaning Seniors Visalia Senior Citizens Service
Wal-Mart Porterville Department Stores
Wal-mart Distribution Center Porterville Distribution Centers (Whls)
Wawona Packing Co Cutler Fruits & Vegetables-Growers & Shippers

Source: State of California Employment Development Department.
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Construction Activity

The following tables summarize historical residential building permit valuation for the
County:

COUNTY OF TULARE
Residential Building Permit Valuation
(Dollars in Thousands)

2004 2005 2006 2007 2008

Permit Valuation
New Single-family $285,829.2 $346,375.3 $483,635.1 $527,745.2 $222,818.7
New Multi-family 24,850.9 25,403.8 31,177.0 63,819.1 28,064.5
Res. Alterations/Additions 14,328.6 15,408.0 22,2844 18,829.8 19,520.9

Total Residential $325,008.9 $387,187.0 $537,096.6 $610,394.1 $270,404.2
New Commercial $ 65,6649 $ 62,5291 $ 87,7126 $ 85,460.7 $ 99,602.2
New Industrial 4,996.5 3,405.6 7,989.6 8,228.4 23,635.2
New Other 39,897.3 64,888.1 65,304.3 65,941.3 62,602.6
Com. Alterations/Additions 22,391.5 32,9224 34,672.9 46,306.9 58,201.4

Total Nonresidential $132,950.2 $163,745.1 $195,679.4 $205,937.2 $244,041.3
New Dwelling Units
Single Family 1,993 2,384 2,992 2,850 1,270
Multiple Family 397 367 394 762 320

TOTAL 2,390 2,751 3,386 3,612 1,590

Source: Construction Industry Research Board, Building Permit Summary.
Commercial Activity
The following table summarizes historical taxable transactions in the County:
COUNTY OF TULARE
Taxable Retail Sales

Number of Permits and Valuation of Taxable Transactions
(Dollars in Thousands)

Retail Stores Total All Outlets
Number of Taxable Number of Taxable
Permits Transactions Permits Transactions
2004 4,080 $2,822,466 8,716 $4,001,207
2005 4,275 3,168,465 8,901 4,486,607
2006 4,212 3,402,713 8,839 4,844,476
2007 4,248 3,396,619 8,855 4,897,164
2008 (1) 4,417 3,157,194 8,795 4,755,406

Source: California State Board of Equalization, Taxable Sales in California (Sales & Use Tax).
(1) Latest available data.

County Transportation Systems
Situated on Highway 99, Tulare County offers excellent transportation access routes
throughout California and the Western United States. There are 200 major carriers within 45

minutes of the City of Visalia who provide interstate trucking services. Many communities in
the County offer airports for corporate service. Air service is available approximately 45
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minutes north at Fresno Yosemite International Airport. San Francisco International Airport and
Los Angeles International Airport are each about 3-1/2 hours driving time away.

Union-Southern Pacific, Burlington Northern-Santa Fe Railroads and the San Joaquin
Valley Rail companies serve Tulare County with extensive spur track, piggyback service,
reciprocal switching, and refrigerated shipping.

THE CORPORATION

The Corporation was established in 2005. The Corporation is a nonprofit public benefit
corporation and is organized under the Nonprofit Public Benefit Corporation Law. The primary
purposes of the Corporation are: (1) to render financial assistance to California local
governmental entities (“Local Governments”) by financing, refinancing, acquiring, constructing,
improving, leasing and selling buildings, building improvements, equipment, and any other
real or personal property for the benefit of residents of the Local Governments and surrounding
areas; (2) to acquire by lease, purchase or otherwise, real or personal property or any interest
therein; to construct, reconstruct, modify, add to, improve or otherwise acquire or equip
buildings, structures or improvements and (by sale, lease, sublease, leaseback, gift or otherwise)
make any part or all of any such real or personal property available to or for the benefit of the
residents of the Local Governments; (3) to promote the common good and general welfare of
the residents of the Local Governments and surrounding areas by the acquisition of the real and
personal property as hereinabove described; (4) to borrow the necessary funds to pay the cost of
financing, refinancing, acquiring, constructing, replacing, establishing, improving, maintaining,
equipping and operating such properties and facilities for the herein described purposes, the
indebtedness for which borrowed money may, but need not, be evidenced by securities of the
Corporation of any kind or character issued at any one or more times, which may be either
unsecured or secured by any mortgage, trust deed, pledge, encumbrance or other lien upon any
part or all of the properties and assets at any time then or thereafter owned or acquired by the
corporation; and (5) to receive limited or conditional gifts or grants in trust, inter vivos, or by
way of testamentary devises, bequests or grants in trust, or otherwise, funds of all kinds
including property, both real, personal and mixed, whether principal or income, tangible or
intangible, present or future, vested or contingent, in order to carry on the purposes of the
Corporation.

TAX MATTERS

Federal tax law contains a number of requirements and restrictions which apply to the
Certificates, including investment restrictions, periodic payments of arbitrage profits to the
United States, requirements regarding the proper use of bond proceeds and the facilities
financed therewith, and certain other matters. The District has covenanted to comply with all
requirements that must be satisfied in order for the interest with respect to the Certificates to be
excludable from gross income for federal income tax purposes. Failure to comply with certain of
such covenants could cause interest with respect to the Certificates to become includable in
gross income for federal income tax purposes retroactively to the date of delivery of the
Certificates.

Subject to the District’s compliance with the above referenced covenants, under present
law, in the opinion of Quint & Thimmig LLP, Special Counsel, interest with respect to the
Certificates (i) is excludable from the gross income of the owners thereof for federal income tax
purposes, and (ii) is not included as an item of tax preference in computing the federal
alternative minimum tax for individuals and corporations, but interest with respect to the
Certificates is taken into account, however, in computing an adjustment used in determining
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the federal alternative minimum tax for certain corporations. The Certificates are “qualified tax-
exempt obligations” under section 265(b)(3) of the Internal Revenue Code of 1986, as amended.

Special Counsel expects to deliver an opinion at the time of delivery of the Certificates in
substantially the form set forth in APPENDIX C—FORM OF OPINION OF SPECIAL
COUNSEL.

Special Counsel’s opinion represents its legal judgment based upon its review of the law
and the facts that it deems relevant to render such opinion and is not a guarantee of a result.

The Internal Revenue Code of 1986, as amended (the “Code”), includes provisions for an
alternative minimum tax (“AMT”) for corporations in addition to the corporate regular tax in
certain cases. The AMT, if any, depends upon the corporation’s alternative minimum taxable
income (“AMTI”), which is the corporation’s taxable income with certain adjustments. One of
the adjustment items used in computing the AMTI of a corporation (with certain exceptions) is
an amount equal to 75% of the excess of such corporation’s “adjusted current earnings” over an
amount equal to its AMTI (before such adjustment item and the alternative tax net operating
loss deduction). “Adjusted current earnings” would include certain tax exempt interest,
including interest with respect to the Certificates.

Ownership of the Certificates may result in collateral federal income tax consequences to
certain taxpayers, including, without limitation, corporations subject to the branch profits tax,
financial institutions, certain insurance companies, certain S corporations, individual recipients
of Social Security or Railroad Retirement benefits and taxpayers who may be deemed to have
incurred (or continued) indebtedness to purchase or carry tax exempt obligations. Prospective
purchasers of the Certificates should consult their tax advisors as to applicability of any such
collateral consequences.

The issue price (the “Issue Price”) for each maturity of the Certificates is the price at
which a substantial amount of such maturity of the Certificates is first sold to the public. The
Issue Price of a maturity of the Certificates may be different from the price set forth, or the price
corresponding to the yield set forth, on the cover page hereof.

If the Issue Price of a maturity of the Certificates is less than the principal amount
payable at maturity, the difference between the Issue Price of each such maturity, if any, of the
Certificates (the “OID Certificates”) and the principal amount payable at maturity is original
issue discount.

For an investor who purchases an OID Certificate in the initial public offering at the
Issue Price for such maturity and who holds such OID Certificate to its stated maturity, subject
to the condition that the District complies with the covenants discussed above, (a) the full
amount of original issue discount with respect to such OID Certificate constitutes interest which
is excludable from the gross income of the owner thereof for federal income tax purposes; (b)
such owner will not realize taxable capital gain or market discount upon payment of such OID
Certificate at its stated maturity; (c) such original issue discount is not included as an item of tax
preference in computing the alternative minimum tax for individuals and corporations under
the Code, but is taken into account in computing an adjustment used in determining the
alternative minimum tax for certain corporations under the Code, as described above; and (d)
the accretion of original issue discount in each year may result in an alternative minimum tax
liability for corporations or certain other collateral federal income tax consequences in each year
even though a corresponding cash payment may not be received until a later year. Owners of
OID Certificates should consult their own tax advisors with respect to the state and local tax
consequences of original issue discount on such OID Certificates.
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Owners of Certificates who dispose of Certificates prior to the stated maturity (whether
by sale, redemption or otherwise), purchase Certificates in the initial public offering, but at a
price different from the Issue Price or purchase Certificates subsequent to the initial public
offering should consult their own tax advisors.

If a Certificate is purchased at any time for a price that is less than the Certificate’s stated
redemption price at maturity or, in the case of an OID Certificate, its Issue Price plus accreted
original issue discount reduced by payments of interest included in the computation of original
issue discount and previously paid (the “Revised Issue Price”), the purchaser will be treated as
having purchased a Certificate with market discount subject to the market discount rules of the
Code (unless a statutory de minimis rule applies). Accrued market discount is treated as taxable
ordinary income and is recognized when a Certificate is disposed of (to the extent such accrued
discount does not exceed gain realized) or, at the purchaser’s election, as it accrues. Such
treatment would apply to any purchaser who purchases an OID Certificate for a price that is
less than its Revised Issue Price even if the purchase price exceeds par. The applicability of the
market discount rules may adversely affect the liquidity or secondary market price of such
Certificate. Purchasers should consult their own tax advisors regarding the potential
implications of market discount with respect to the Certificates.

An investor may purchase a Certificate at a price in excess of its stated principal amount.
Such excess is characterized for federal income tax purposes as “bond premium” and must be
amortized by an investor on a constant yield basis over the remaining term of the Certificate in
a manner that takes into account potential call dates and call prices. An investor cannot deduct
amortized bond premium relating to a tax exempt bond. The amortized bond premium is
treated as a reduction in the tax exempt interest received. As bond premium is amortized, it
reduces the investor’s basis in the Certificate. Investors who purchase a Certificate at a premium
should consult their own tax advisors regarding the amortization of bond premium and its
effect on the Certificate’s basis for purposes of computing gain or loss in connection with the
sale, exchange, redemption or early retirement of the Certificate.

There are or may be pending in the Congress of the United States legislative proposals,
including some that carry retroactive effective dates, that, if enacted, could alter or amend the
federal tax matters referred to above or affect the market value of the Certificates. It cannot be
predicted whether or in what form any such proposal might be enacted or whether, if enacted,
it would apply to Certificates issued prior to enactment. Prospective purchasers of the
Certificates should consult their own tax advisors regarding any pending or proposed federal
tax legislation. Special Counsel expresses no opinion regarding any pending or proposed
federal tax legislation.

The Internal Revenue Service (the “Service”) has an ongoing program of auditing tax
exempt obligations to determine whether, in the view of the Service, interest on such tax exempt
obligations is includable in the gross income of the owners thereof for federal income tax
purposes. It cannot be predicted whether or not the Service will commence an audit of the
Certificates. If an audit is commenced, under current procedures the Service may treat the
District as a taxpayer and the Certificate owners may have no right to participate in such
procedure. The commencement of an audit could adversely affect the market value and
liquidity of the Certificates until the audit is concluded, regardless of the ultimate outcome.

Payments of interest on, and proceeds of the sale, redemption or maturity of, tax exempt
obligations, including the Certificates, are in certain cases required to be reported to the Service.
Additionally, backup withholding may apply to any such payments to any Certificate owner
who fails to provide an accurate Form W-9 Request for Taxpayer Identification Number and
Certification, or a substantially identical form, or to any Certificate owner who is notified by the
Service of a failure to report any interest or dividends required to be shown on federal income
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tax returns. The reporting and backup withholding requirements do not affect the excludability
of such interest from gross income for federal tax purposes.

In the further opinion of Special Counsel, interest on the Certificates is exempt from
California personal income taxes.

Ownership of the Certificates may result in other state and local tax consequences to
certain taxpayers. Special Counsel expresses no opinion regarding any such collateral
consequences arising with respect to the Certificates. Prospective purchasers of the Certificates
should consult their tax advisors regarding the applicability of any such state and local taxes.

LEGALITY FOR INVESTMENT IN CALIFORNIA

Under provisions of the California Financial Code, the Certificates are legal investments
for commercial banks in California to the extent that the Certificates, in the informed opinion of
the bank, are prudent for the investment of funds of depositors, and under provisions of the
California Government Code, are eligible for security for deposits of public moneys in
California.

ABSENCE OF MATERIAL LITIGATION

At the time of delivery of and payment for the Certificates, the District will certify that
there is no action, suit, proceeding, inquiry, or investigation, at law or in equity, before or by
any court or regulatory agency, public board, or body pending or threatened against the District
or the Corporation affecting their existence or the titles of their respective officers or seeking to
restrain or to enjoin the issuance, sale, or delivery of the Certificates, or the application of the
proceeds thereof in accordance with the Trust Agreement, or in any way contesting or affecting
the validity or enforceability of the Certificates, any agreement entered into between the District
and any purchaser of the Certificates, the Lease Agreement, the Trust Agreement, the
Assignment Agreement, the Site and Facility Lease or any other applicable agreements or any
action of the District or the Corporation contemplated by any of said documents, or in any way
contesting the completeness or accuracy of this Official Statement or any amendment or
supplement thereto, or contesting the powers of the District or the Corporation or their
authority with respect to the Certificates or any action of the District or the Corporation
contemplated by any of said documents, nor, to the knowledge of the District or the
Corporation, is there any basis therefor.

APPROVAL OF LEGALITY

Legal matters incident to the execution and delivery of the Certificates are subject to the
approving the opinion of Quint & Thimmig LLP, San Francisco, California, Special Counsel. A
form of such opinion is attached hereto as Appendix C and copies of such opinion with respect
to the Certificates will be available at the time of delivery of the Certificates. Certain legal
matters will be passed upon by Quint & Thimmig LLP, San Francisco, California, as Disclosure
Counsel. The compensation of Special Counsel and Disclosure Counsel is contingent upon the
sale and delivery of the Certificates.
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FINANCIAL ADVISOR

The Authority has retained School Facilities Finance, LLC, Bakersfield, California, as
Financial Advisor in connection with the execution and delivery of the Certificates. School
Facilities Finance, LLC is an independent advisory firm and is not engaged in the business of
underwriting, trading or distributing municipal or other public securities.

CONTINUING DISCLOSURE

Pursuant to Rule 15c¢2-12 of the Securities and Exchange Commission (the “Rule”), the
District has entered into an agreement with School Facilities Finance LLC, as Dissemination
Agent (the “Dissemination Agent”), for the benefit of holders of the Certificates to provide
certain financial information and operating data relating to the District, by not later than April 1
of each fiscal year commencing with the report for fiscal year 2009-10 (the “Annual
Information”), and to provide notices of the occurrence of certain enumerated events, if deemed
by the District to be material. The Annual Information and notices of material events will be
tiled by the District or the Dissemination Agent, with the Municipal Securities Rulemaking
Board (the “MSRB”), via its Electronic Municipal Market Access system. The nature of the
information to be provided in the Annual Information and the notices of material events is set
forth in APPENDIX D—FORM OF CONTINUING DISCLOSURE CERTIFICATE.

These covenants have been made in order to assist the Underwriter in complying with
the Rule. The District has never failed to comply in all material respects with any previous
undertakings with regard to said Rule to provide annual reports or notices of material events.

The District’s obligations under the Continuing Disclosure Certificate with respect to
continuing disclosure shall terminate upon payment in full of all of the Certificates. If such
termination occurs prior to the final maturity of the Certificates, the District shall give notice of
such termination in the same manner as for a Listed Event.

RATING

Standard & Poor’s Rating Services (“ S&P”) has assigned the rating of “A-” to the
Certificates . This rating reflects only the views of S&P and an explanation of the significance of
such rating may be obtained from S&P. There is no assurance that such rating will continue for
any given period of time or that such rating will not be revised downward or withdrawn
entirely by S&P, if in the judgment of the S&P, circumstances so warrant. Any such downward
revision or withdrawal of such rating may have an adverse effect on the market price of the
Certificates.

UNDERWRITING

The Certificates are being purchased by O’Connor & Company Securities, Inc. (the
“Underwriter”). The Underwriter will agree to purchase the Certificates at a price of $662,100.50
(representing the aggregate principal amount of the Certificates of $685,000, less a net original
issue discount of $2,349.50, and less an Underwriter’s discount of $20,550.00). The Certificate
Purchase Agreement relating to the Certificates provides that the Underwriter will purchase all
of the Certificates if any are purchased, the obligation to make such purchase being subject to
certain terms and conditions set forth in said Certificate Purchase Agreement, approval of
certain legal matters by counsel and certain other conditions. After a bona fide initial public
offering at the price stated on the cover page hereof, the Underwriter may offer and sell the
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Certificates to certain dealers and others at prices lower than the initial public offering price.
The offering price may be changed from time to time by the Underwriter.

ADDITIONAL INFORMATION

All of the preceding summaries of the Certificates, the Trust Agreement, the Lease
Agreement, the Assignment Agreement, the Site and Facility Lease, and other documents are
made subject to the provisions of such documents respectively and do not purport to be
complete statements of any or all of such provisions. Reference is hereby made to such
documents on file with the District for further information in connection therewith.

This Official Statement does not constitute a contract with the purchasers of the
Certificates.

Any statements made in this Official Statement involving matters of opinion or
estimates, whether or not so expressly stated, are set forth as such and not as representations of
fact, and no representation is made that any of the estimates will be realized.

References are made herein to certain documents and reports which are brief summaries
thereof which do not purport to be complete or definitive and reference is made to such
documents and reports for full and complete statements of the contents thereof.

The District will furnish a certificate dated the date of delivery of the Certificates, from
an appropriate officer of the District, to the effect that to the best of such officer’s knowledge
and belief, and after reasonable investigation, (i) neither the Official Statement or any
amendment or supplement thereto contains any untrue statement of a material fact or omits to
state any material fact necessary to make the statements therein, in light of the circumstances in
which they were made, not misleading; (ii) since the date of the Official Statement, no event has
occurred which should have been set forth in an amendment or supplement to the Official
Statement which has not been set forth in such an amendment or supplement, and the
Certificates, the Trust Agreement, the Lease Agreement, the Assignment Agreement, the Site
and Facility Lease, and other applicable agreements conform as to form and tenor to the
descriptions thereof contained in the Official Statement; and (iii) the District has complied with
all the agreements and has satisfied all the conditions on its part to be performed or satisfied
under the Trust Agreement at and prior to the date of the issuance of the Certificates.

The execution and delivery of the Official Statement by the District have been duly
authorized by the Board on behalf of the District.

FARMERSVILLE UNIFIED SCHOOL
DISTRICT

By /s/ Janet Jones
Superintendent

-63-



THIS PAGE INTENTIONALLY LEFT BLANK



APPENDIX A

SUMMARY OF PRINCIPAL LEGAL DOCUMENTS

The following is a brief summary of certain provisions of the Site and Facility Lease, the Lease Agreement,
the Assignment Agreement and the Trust Agreement prepared for Certificates. The following also includes
definitions of certain terms used therein and in this Official Statement. Such summary is not intended to be
definitive. Reference is directed to said documents for the complete text thereof. Except as otherwise defined in this
summary, the terms previously defined in this Official Statement have the respective meanings previously given.
Copies of said documents are available from the District and from the Trustee.

DEFINITIONS

“Additional Payments” means the payments so designated and required to be paid by the District
pursuant to the Lease Agreement.

“Assignment Agreement” means the Assignment Agreement, dated as of October 1, 2010, by and
between the Corporation and the Trustee, together with any duly authorized and executed amendments
thereto.

“Board” means the Board of Trustees of the District.

“Business Day” means a day which is not a Saturday, Sunday or legal holiday on which banking
institutions in the state in which the Principal Corporate Trust Office is located or in the State are closed
or are required to close or a day on which the New York Stock Exchange is closed.

“Certificates” means the certificates of participation to be executed and delivered pursuant to the
Trust Agreement which evidence direct, undivided fractional Interests of the Owners thereof in Lease
Payments.

“Closing Date” means the date upon which there is a physical delivery of the Certificates in
exchange for the amount representing the purchase price of the Certificates by the Original Purchaser.

“Code” means the Internal Revenue Code of 1986 as in effect on the Closing Date or (except as
otherwise referenced in the Lease Agreement or the Trust Agreement) as it may be amended to apply to
obligations issued on the Closing Date, together with applicable temporary and final regulations
promulgated under the Code.

“Continuing Disclosure Certificate” shall mean that certain Continuing Disclosure Certificate
executed by the District and dated the date of execution and delivery of the Certificates, as it may be
amended from time to time in accordance with the terms thereof.

“Corporation” means the Local Facilities Finance Corporation, a nonprofit, public benefit
corporation organized and existing under and by virtue of the laws of the State.

“Corporation Representative” means the President, the Vice President, the Executive Director, the
Treasurer and the Secretary of the Corporation, or the designee of any such official, or any other person
authorized by resolution delivered to the Trustee to act on behalf of the Corporation under or with
respect to the Site and Facility Lease, the Lease Agreement, the Assignment Agreement and the Trust
Agreement.

“Defeasance Obligations” means (a) cash, (b) direct non-callable obligations of the United States of
America, (c) securities fully and unconditionally guaranteed as to the timely payment of principal and
interest by the United States of America, to which direct obligation or guarantee the full faith and credit
of the United States of America has been pledged, (d) Refcorp interest strips, () CATS, TIGRS, STRPS,
and (f) defeased municipal bonds rated AAA by S&P or Aaa by Moody’s (or any combination of the
foregoing),
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“Delivery Costs” means all items of expense directly or indirectly payable by or reimbursable to
the District or the Corporation relating to the execution and delivery of the Site and Facility Lease, the
Lease Agreement, the Trust Agreement and the Assignment Agreement or the execution, sale and
delivery of the Certificates, including but not limited to filing and recording costs, settlement costs,
printing costs, reproduction and binding costs, costs for statistical data, initial fees and charges of the
Trustee (including the fees and expenses of its counsel), financing discounts, legal fees and charges,
insurance fees and charges (including title insurance), financial and other professional consultant fees,
costs of rating agencies for credit ratings, fees for execution, transportation and safekeeping of the
Certificates, the premiums for the Municipal Bond Insurance Policy and the Reserve Fund Municipal
Bond Insurance Policy and charges and fees in connection with the foregoing.

“Delivery Costs Fund” means the fund by that name established and held by the Trustee pursuant
to the Trust Agreement.

“District” means Farmersville Unified School District, a school district, duly organized and
existing under and by virtue of the laws of the State.

“District Representative” means the Superintendent, the Associate Superintendent for Business
Services, or the designee of any such official, or any other person authorized by resolution delivered to
the Trustee to act on behalf of the District under or with respect to the Site and Facility Lease, the Lease
Agreement and the Trust Agreement.

“Event of Default” means an event of default under the Lease Agreement.

“Facility” means those certain existing facilities more particularly described in the Site and
Facility Lease and in the Lease Agreement.

“Federal Securities” means (a) Cash (insured at all times by the Federal Deposit Insurance
Corporation), and (b) obligations of, or obligations guaranteed as to principal and interest by, the United
States or any agency or instrumentality thereof, when such obligations are backed by the full faith and
credit of the United States including: (i) United States treasury obligations, (ii) all direct or fully
guaranteed obligations, (iii) Farmers Home Administration, (iv) General Services Administration, (v)
Guaranteed Title XI financing, (vi) Government National Mortgage Association (GNMA), and (vi) State
and Local Government Series.

“Fiscal Year” means the twelve-month period beginning on July 1 of any year and ending on June
30 of the next succeeding year, or any other twelve-month period selected by the District as its fiscal year.

“Independent Counsel” means an attorney duly admitted to the practice of law before the highest
court of the state in which such attorney maintains an office and who is not an employee of the
Corporation, the District or the Trustee.

“Information Services” means the Electronic Municipal Market Access System (referred to as
“EMMA”), a facility of the Municipal Securities Rulemaking Board (at http://emma.msrb.org) or, in
accordance with then current guidelines of the Securities and Exchange Commission, such other
addresses and/or such other national information services providing information or disseminating
notices of redemption of obligations similar to the Certificates.

“Insurance and Condemnation Fund” means the fund by that name established and held by the
Trustee pursuant to the Trust Agreement.

“Interest Payment Date” means the first (1st) day of April and October in each year, commencing
April 1, 2011, so long as any Certificates are Outstanding.

“Lease Agreement” means that certain agreement for the lease of the Property by the Corporation
to the District, dated as of October 1, 2010, together with any duly authorized and executed amendments
thereto.
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“Lease Payment Date” means the fifteenth (15th) day of March and September in each year during
the Term of the Lease Agreement, commencing March 15, 2011.

“Lease Payment Fund” means the fund by that name established and held by the Trustee pursuant
to the Trust Agreement.

“Lease Payments” means the total payments required to be paid by the District pursuant to the
Lease Agreement, including any prepayment thereof pursuant to the Lease Agreement, which payments
consist of an interest component and a principal component, as set forth in the Lease Agreement.

“Moody’s” means Moody’s Investors Service, New York, New York, or its successors.

“Net Proceeds,” when used with respect to insurance or condemnation proceeds, means any
insurance proceeds or condemnation award paid with respect to the Property, to the extent remaining
after payment therefrom of all expenses incurred in the collection thereof.

“Original Purchaser” means the first purchaser of the Certificates upon their delivery by the
Trustee on the Closing Date.

“Outstanding,” when used as of any particular time with respect to Certificates, means (subject to
the provisions of the Trust Agreement) all Certificates theretofore executed and delivered by the Trustee
under the Trust Agreement except:

(a) Certificates theretofore canceled by the Trustee or surrendered to the Trustee for cancellation;

(b) Certificates for the payment or redemption of which funds or Defeasance Obligations in the
necessary amount shall have theretofore been deposited with the Trustee or an escrow holder (whether
upon or prior to the maturity or redemption date of such Certificates), provided that, if such Certificates
are to be redeemed prior to maturity, notice of such redemption shall have been given as provided in the
Trust Agreement or provision satisfactory to the Trustee shall have been made for the giving of such
notice; and

(c) Certificates in lieu of or in exchange for which other Certificates shall have been executed and
delivered by the Trustee pursuant to the Trust Agreement.

“Owner” or “Certificate Owner” or “Owner of a Certificate,” or any similar term, when used with
respect to a Certificate means the person in whose name such Certificate shall be registered on the
Registration Books.

“Participating Underwriter” shall have the meaning ascribed thereto in the Continuing Disclosure
Certificate.

“Permitted Encumbrances” means, as of any particular time: (a) liens for general ad valorem taxes
and assessments, if any, not then delinquent, or which the District may, pursuant to provisions of the
Lease Agreement, permit to remain unpaid; (b) the Site and Facility Lease; (c) the Lease Agreement; (d)
the Assignment Agreement; (e) any right or claim of any mechanic, laborer, materialman, supplier or
vendor not filed or perfected in the manner prescribed by law; (f) easements, rights-of-way, mineral
rights, drilling rights and other rights, reservations, covenants, conditions or restrictions which exist of
record as of the Closing Date and which the District certifies in writing will not materially impair the use
of the Property; and (g) easements, rights of way, mineral rights, drilling rights and other rights,
reservations, covenants, conditions or restrictions established following the date of recordation of the
Lease Agreement and to which the Corporation and the District agree in writing do not reduce the value
of the Property.
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“Permitted Investments” means any of the following:
(a) Federal Securities;

(b) Obligations of any of the following federal agencies which obligations represent the full faith
and credit of the United States of America, including: (i) Export-Import Bank, (ii) Rural Economic
Community Development Administration, (iii) U.S. Maritime Administration, (iv) Small Business
Administration, (v) U.S. Department of Housing & Urban Development (PHAs), (vi) Federal Housing
Administration, and (vii) Federal Financing Bank;

(c) Direct obligations of any of the following federal agencies which obligations are not fully
guaranteed by the full faith and credit of the United States of America: (i) senior debt obligations issued
by the Federal National Mortgage Association (FNMA) or Federal Home Loan Mortgage Corporation
(FHLMC), (ii) obligations of the Resolution Funding Corporation (REFCORP), and (iii) senior debt
obligations of the Federal Home Loan Bank System;

(d) U.S. dollar denominated deposit accounts, federal funds and bankers’ acceptances with
domestic commercial banks, which may include the Trustee and its affiliates, which have a rating on their
short term certificates of deposit on the date of purchase of “P-1” by Moody’s and “A-1" or “A-1+" by
S&P and maturing not more than 360 calendar days after the date of purchase. (Ratings on holding
companies are not considered as the rating of the bank);

(e) Commercial paper which is rated at the time of purchase in the single highest classification,
“P-1” by Moody’s and “A-1+" by S&P and which matures not more than 270 calendar days after the date
of purchase;

(f) Investments in a money market fund rated “AAAm” or “AAAmM-G” or better by S&P,
including funds for which the Trustee, its parent holding company, if any, or any affiliate or subsidiary of
the Trustee, provide investment advisory or other management services;

(g) Pre-refunded municipal obligations defined as follows: any bonds or other obligations of any
state of the United States of America or of any agency, instrumentality or local governmental unit of any
such state which are not callable at the option of the obligor prior to maturity or as to which irrevocable
instructions have been given by the obligor to call on the date specified in the notice; and (A) which are
rated, based on an irrevocable escrow account or fund (the “escrow”), in the highest rating category of
Moody’s or S&P or any successors thereto; or (B) (i) which are fully secured as to principal, interest and
redemption premium, if any, by an escrow consisting only of cash or obligations described in paragraph
(a) above, which escrow may be applied only to the payment of such principal, interest and redemption
premium, if any, on such bonds or other obligations on the maturity date or dates thereof or the specified
redemption date or dates pursuant to such irrevocable instructions, as appropriate, and (ii) which escrow
is sufficient, as verified by a nationally recognized independent certified public accountant, to pay
principal, interest and redemption premium, if any, on the bonds or other obligations described in this
paragraph on the maturity date or dates specified in the irrevocable instructions referred to above, as
appropriate;

(h) Municipal obligations rated “Aaa/AAA” or general obligations of states with a rating of
“A2/A” or higher by both Moody’s and S&P;

(i) the Local Agency Investment Fund maintained by the State of California; and

(j) Shares in a California common law trust established pursuant to Title 1, Division 7, Chapter 5
of the California Government Code which invests exclusively in investments permitted by section 53635
of Title 5, Division 2, Chapter 4 of the California Government Code, as it may be amended, including but
not limited to the California Asset Management Program (CAMP).

“Principal Corporate Trust Office” means the corporate trust office of the Trustee located at 700
South Flower Street, Suite 500, Los Angeles, CA 90017, Attention: Corporate Trust Department, or such
other office designated by the Trustee from time to time, except that, with respect to presentation of
Certificates for payment or for registration of transfer and exchange, such term shall mean the office or
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agency of the Trustee at which, at any particular time, its corporate trust agency business shall be
conducted.

“Proceeds,” when used with reference to the Certificates, means the face amount of the
Certificates, less original issue discount, if any, plus original issue discount, if any, less underwriter’s
discount.

“Property” means, collectively, the Site and the Facility.

“Rating Category” means, with respect to any Permitted Investment, one of the generic categories
of rating by Moody’s or S&P applicable to such Permitted Investment, without regard to any refinement
or graduation of such rating category by a plus or minus sign or a numeral.

“Registration Books” means the records maintained by the Trustee pursuant to the Trust
Agreement for registration of the ownership and transfer of ownership of the Certificates.

“Reqular Record Date” means the close of business on the fifteenth (15th) day of the month
preceding each Interest Payment Date, whether or not such fifteenth (15th) day is a Business Day.

“Rental Period” means each twelve-month period during the Term of the Lease Agreement
commencing on April 2 in any year and ending on April 1 in the next succeeding year; provided, however,
that the first Rental Period shall commence on the Closing Date and shall end on April 1, 2011.

“Reserve Fund” means the fund by that name established and held by the Trustee pursuant to the
Trust Agreement.

“Reserve Requirement” means an amount equal to the least of maximum annual Lease Payments,
125% of average annual Lease Payments, and 10% of the principal amount of the Certificates, which
amount shall be $68,500.00 on the Closing Date. The amount of the Reserve Requirement shall not be
reduced unless the Certificates are partially refunded, in which such amount shall be reduced to an
amount equal to the maximum annual Lease Payments relating to the Certificates not so refunded, as
specified in a certificate of a District Representative delivered to the Trustee.

“S&P” means Standard & Poor’s Ratings Services, a division of The McGraw-Hill Companies,
Inc., New York, New York, or its successors.

“Securities Depositories” means The Depository Trust Company, 55 Water Street, 50™ Floor, New
York, NY 10041 Attention: Call Notification Department; or to such other addresses and/or such other
registered securities depositories holding substantial amounts of obligations of types similar to the
Certificates.

“Site” means that certain real property more particularly described in the Site and Facility Lease
and the Lease Agreement.

“Site and Facility Lease” means the Site and Facility Lease, dated as of October 1, 2010, by and
between the District, as lessor, and the Corporation, as lessee, together with any duly authorized and
executed amendments thereto.

“Special Counsel” means (a) Quint & Thimmig LLP, or (b) any other attorney or firm of attorneys
appointed by or acceptable to the District of nationally-recognized experience in the issuance of
obligations the interest on which is excludable from gross income for federal income tax purposes under
the Code.

“State” means the State of California.

“Term of the Lease Agreement” means the time during which the Lease Agreement is in effect, as
provided in the Lease Agreement.
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“Trust Agreement” means the Trust Agreement, dated as of October 1, 2010, by and among the
District, the Corporation and the Trustee, together with any duly authorized amendments thereto.

“Trustee” means The Bank of New York Mellon Trust Company, N.A., or any successor thereto,
acting as Trustee pursuant to the Trust Agreement.

“2002 Lease” means that certain Lease with Option to Purchase #02-015-AF, dated February 22,
2002, by and between Municipal Finance Corporation and the District, relating to the lease of certain to
the District.

#2002 Lease Prepayment Amount” means the sum required by the District to prepay the 2002 Lease
and to exercise the purchase option thereunder.

#2002 Lease Prepayment Fund” means the fund by that name established pursuant to the Trust
Agreement

SITE AND FACILITY LEASE

The Site and Facility Lease is entered into between the District and the Corporation. The District
agrees to lease the Site and the Facility to the Corporation for a term continuous with the term of the
Lease Agreement. The District and the Corporation agree that the lease to the Corporation of the District’s
right, title and interest in the Site and the Facility pursuant to the Site and Facility Lease serves the public
purposes of the District by enabling the Corporation to lease the Site and Facility back to the District.

LEASE AGREEMENT
Deposit of Money

On the Closing Date, the Corporation shall cause to be deposited with the Trustee the net
proceeds of sale of the Certificates. Amounts estimated to be required to pay Delivery Costs shall be
deposited in the Delivery Costs Fund, an amount equal to the Reserve Requirement shall be deposited in
the Reserve Fund and the remaining balance, being amounts estimated to be required to prepay the 2002
Lease, shall be deposited in the 2002 Lease Prepayment Fund.

Payment of Delivery Costs

Payment of Delivery Costs shall be made from the moneys deposited in the Delivery Costs Fund,
which moneys shall be disbursed for such purpose in accordance and upon compliance with the Trust
Agreement.

Lease

The Corporation leases the Property to the District, and the District leases the Property from the
Corporation, upon the terms and conditions set forth in the Lease Agreement. The leasing of the Property
by the District to the Corporation pursuant to the Site and Facility Lease shall not affect or result in a
merger of the District’s leasehold estate pursuant to the Lease Agreement and its fee estate as lessor
under the Site and Facility Lease.

Term of Agreement; Possession

The Term of the Lease Agreement shall commence on the Closing Date, and shall end on April 1,
2021, unless such term is extended. If, on April 1, 2021, the Trust Agreement shall not be discharged by its
terms or if the Lease Payments payable under the Lease Agreement shall have been abated at any time
and for any reason, then the Term of the Lease Agreement shall be extended without the need to execute
any amendment to the Lease Agreement until there has been deposited with the Trustee an amount
sufficient to pay all obligations due under the Lease Agreement, but in no event shall the Term of the
Lease Agreement extend beyond April 1, 2031. If, prior to April 1, 2021, the Trust Agreement shall be
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discharged by its terms, the Term of the Lease Agreement shall thereupon end. The Trustee shall notify
the Corporation of the termination of the Lease Agreement pursuant to the Trust Agreement.

The District agrees to accept and take possession of the Property on or prior to the date of
recordation of the Lease Agreement. The first Lease Payment shall be due on March 15, 2011.

Lease Payments

Obligation to Pay. The District agrees to pay to the Corporation, its successors and assigns, as
rental for the use and occupancy of the Property during each Rental Period, the Lease Payments
(denominated into components of principal and interest) in the respective amounts specified in the Lease
Agreement, to be due and payable on the respective Lease Payment Dates specified in the Lease
Agreement. Any amount held in the Lease Payment Fund on any Lease Payment Date (other than
amounts resulting from the prepayment of the Lease Payments in part but not in whole and other than
amounts required for payment of Certificates not yet surrendered) shall be credited towards the Lease
Payment then due and payable; and no Lease Payment need be made on any Lease Payment Date if the
amounts then held in the Lease Payment Fund are at least equal to the Lease Payment then required to be
paid. The Lease Payments for the Property payable in any Rental Period shall be for the use of the
Property for such Rental Period.

Effect of Prepayment. In the event that the District prepays all remaining Lease Payments and all
additional payments due under the Lease Agreement in full, the District’s obligations under the Lease
Agreement shall thereupon cease and terminate including, but not limited to, the District’s obligation to
pay Lease Payments under the Lease Agreement; subject however, to the provisions of the Lease
Agreement in the case of prepayment by application of a security deposit. In the event that the District
optionally prepays the Lease Payments in part but not in whole, such prepayment shall be credited
entirely towards the prepayment of the Lease Payments as follows: (i) the principal components of each
remaining such Lease Payments shall be reduced in such order as shall be selected by the District in
integral multiples of $5,000; and (ii) the interest component of each remaining Lease Payment shall be
reduced by the aggregate corresponding amount of interest which would otherwise be payable with
respect to the Certificates redeemed pursuant to the Trust Agreement.

Rate on Overdue Payments. In the event the District should fail to make any of the payments
required in the Lease Agreement, the payment in default shall continue as an obligation of the District
until the amount in default shall have been fully paid and the District agrees to pay the same with interest
thereon, to the extent permitted by law, from the date of default to the date of payment at the rate per
annum payable with respect to the Certificates. Such interest, if received, shall be deposited in the Lease
Payment Fund or in the Reserve Fund to replenish the Reserve Fund if withdrawals were made
therefrom as a result of the default.

Fair Rental Value. The Lease Payments for each Rental Period shall constitute the total rental for
the Property for each such Rental Period and shall be paid by the District in each Rental Period for and in
consideration of the right of the use and occupancy and the continued quiet use and enjoyment of the
Property during each Rental Period. The parties to the Lease Agreement have agreed and determined
that the total Lease Payments represent the fair rental value of the Property. In making such
determination, consideration has been given to the obligations of the parties under the Lease Agreement,
the uses and purposes which may be served by the Property and the benefits therefrom which will accrue
to the District and the general public.

Source of Payments; Budget and Appropriation. Lease Payments shall be payable from any source of
available funds of the District. The District covenants to take such action as may be necessary to include
all Lease Payments due under the Lease Agreement in each of its budgets during the Term of the Lease
Agreement and to make the necessary annual appropriations for all such Lease Payments and for
additional payments due under the Lease Agreement. To that end, the Board of Supervisors shall direct
budgetary staff to include in each annual budget proposal to the Board of Supervisors an appropriation
sufficient to pay Lease Payments and Additional Payments. The District expresses its present intent to
appropriate Lease Payments and additional payments due under the Lease Agreement during the Term
of the Lease Agreement. The covenants on the part of the District contained in the Lease Agreement shall
be deemed to be and shall be construed to be duties imposed by law and it shall be the duty of each and

Appendix A
Page 7



every public official of the District to take such action and do such things as are required by law in the
performance of the official duty of such officials to enable the District to carry out and perform the
covenants and agreements in the Lease Agreement agreed to be carried out and performed by the
District.

Assignment. The District understands and agrees that all Lease Payments have been assigned by
the Corporation to the Trustee in trust, pursuant to the Assignment Agreement, for the benefit of the
Owners of the Certificates, and the District assents to such assignment. The Corporation directs the
District, and the District agrees to pay to the Trustee at the Principal Corporate Trust Office, all payments
payable by the District pursuant to the Lease Agreement.

Additional Payments

In addition to the Lease Payments, the District shall pay when due the following additional
payments:

(a) Any fees and expenses incurred by the District in connection with or by reason of its leasehold
estate in the Property as and when the same become due and payable;

(b) Any amounts due to the Trustee pursuant to the Trust Agreement for all services rendered
under the Trust Agreement and for all reasonable expenses, charges, costs, liabilities, legal fees and other
disbursements incurred in and about the performance of its powers and duties under the Trust
Agreement;

(c) Any reasonable fees and expenses of such accountants, consultants, attorneys and other
experts as may be engaged by the District, the Corporation or the Trustee to prepare audits, financial
statements, reports, opinions or provide such other services required under the Lease Agreement or the
Trust Agreement;

(d) Any reasonable out-of-pocket expenses of the District in connection with the execution and
delivery of the Lease Agreement or the Trust Agreement, or in connection with the execution and
delivery of the Certificates, including any and all expenses incurred in connection with the authorization,
execution, sale and delivery of the Certificates, or incurred by the Corporation in connection with any
litigation which may at any time be instituted involving the Lease Agreement, the Trust Agreement, the
Certificates or any of the other documents contemplated or thereby, or incurred by the Corporation in
connection with the Continuing Disclosure Certificate, or otherwise incurred in connection with the
administration thereof.

Title

During the Term of the Lease Agreement, the Corporation shall hold leasehold title to the
Property and shall hold fee title to those portions of the Property which are newly acquired or
constructed and any and all additions which comprise fixtures, repairs, replacements or modifications to
the Property, except for those fixtures, repairs, replacements or modifications which are added to the
Property by the District at its own expense and which may be removed without damaging the Property
and except for any items added to the Property by the District pursuant to the Lease Agreement.

If the District prepays the Lease Payments in full or makes the security deposit permitted by the
Lease Agreement, or pays all Lease Payments during the Term of the Lease Agreement as the same
become due and payable, all right, title and interest of the Corporation in and to the Property shall be
terminated. The Corporation agrees to take any and all steps and execute and record any and all
documents reasonably required by the District to consummate any such transfer of title.

Maintenance, Utilities, Taxes and Assessments

Throughout the Term of the Lease Agreement, as part of the consideration for the rental of the
Property, all improvement, repair and maintenance of the Property shall be the responsibility of the
District and the District shall pay, or otherwise arrange, for the payment of all utility services supplied to
the Property which may include, without limitation, janitor service, security, power, gas, telephone, light,
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heating, water and all other utility services, and shall pay for or otherwise arrange for the payment of the
cost of the repair and replacement of the Property resulting from ordinary wear and tear or want of care
on the part of the District or any assignee or sublessee thereof. In exchange for the Lease Payments, the
Corporation agrees to provide only the Property. The District waives the benefits of subsections 1 and 2
of section 1932 of the California Civil Code, but such waiver shall not limit any of the rights of the District
under the terms of the Lease Agreement.

The District shall also pay or cause to be paid all taxes and assessments of any type or nature, if
any, charged to the Corporation or the District affecting the Property or the respective interests or estates
therein; provided that with respect to special assessments or other governmental charges that may
lawfully be paid in installments over a period of years, the District shall be obligated to pay only such
installments as are required to be paid during the Term of the Lease Agreement as and when the same
become due.

The District may, at the District’s expense and in its name, in good faith contest any such taxes,
assessments, utility and other charges and, in the event of any such contest, may permit the taxes,
assessments or other charges so contested to remain unpaid during the period of such contest and any
appeal therefrom unless the Corporation shall notify the District that, in the opinion of Independent
Counsel, by nonpayment of any such items, the interest of the Corporation in the Property will be
materially endangered or the Property or any part thereof will be subject to loss or forfeiture, in which
event the District shall promptly pay such taxes, assessments or charges or provide the Corporation with
full security against any loss which may result from nonpayment, in form satisfactory to the Corporation.
The District shall provide the Corporation with written notice of any such contest and shall provide such
updates on the contest as the Corporation may reasonably request.

Modification of Property

The District shall, at its own expense, have the right to remodel the Property or to make
additions, modifications and improvements to the Property. All additions, modifications and
improvements to the Property shall thereafter comprise part of the Property and be subject to the
provisions of the Lease Agreement. Such additions, modifications and improvements shall not in any
way damage the Property, substantially alter its nature, cause the interest component of Lease Payments
to be subject to federal income taxes or cause the Property to be used for purposes other than those
authorized under the provisions of State and federal law; and the Property, upon completion of any
additions, modifications and improvements made thereto pursuant to the Lease Agreement, shall be of a
value which is not substantially less than the value of the Property immediately prior to the making of
such additions, modifications and improvements. The District will not permit any mechanic’s or other
lien to be established or remain against the Property for labor or materials furnished in connection with
any remodeling, additions, modifications, improvements, repairs, renewals or replacements made by the
District pursuant to the Lease Agreement; provided that if any such lien is established and the District
shall first notify the Corporation of the District’s intention to do so, the District may in good faith contest
any lien filed or established against the Property, and in such event may permit the items so contested to
remain undischarged and unsatisfied during the period of such contest and any appeal therefrom and
shall provide the Corporation with full security against any loss or forfeiture which might arise from the
nonpayment of any such item, in form satisfactory to the Corporation. The Corporation will cooperate
fully in any such contest, upon the request and at the expense of the District.

Insurance

Public Liability and Property Damage Insurance. The District shall maintain or cause to be
maintained, throughout the Term of the Lease Agreement, insurance policies, including a standard
comprehensive general insurance policy or policies in protection of the Corporation, the District and the
Trustee and their respective members, officers, agents and employees. Such liability insurance may be
maintained as part of or in conjunction with any other liability insurance coverage carried by the District,
and may be maintained through a joint exercise of powers authority created for such purpose or in the
form of self-insurance by the District. Said policy or policies shall provide for indemnification of said
parties against direct or consequential loss or liability for damages for bodily and personal injury, death
or property damage occasioned by reason of the operation of the Property. Said policy or policies shall
provide coverage in the minimum liability limits of $1,000,000 for personal injury or death of each person
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and $3,000,000 for personal injury or deaths of two or more persons in each accident or event, and in a
minimum amount of $100,000 (subject to a deductible clause of not to exceed $5,000) for damage to
property resulting from each accident or event. Such public liability and property damage insurance may,
however, be in the form of a single limit policy in the amount of $3,000,000 covering all such risks. Such
liability insurance may be maintained as part of or in conjunction with any other liability insurance
coverage carried by the District and may be maintained in the form of insurance maintained through a
joint exercise of powers authority created for such purpose or in the form of self-insurance by the District.
The Net Proceeds of such liability insurance shall be applied toward extinguishment or satisfaction of the
liability with respect to which the insurance proceeds shall have been paid.

Fire and Extended Coverage Insurance; No Earthquake Insurance. The District shall maintain, or cause
to be maintained throughout the Term of the Lease Agreement, insurance against loss or damage to any
part of the Property constituting structures, if any, by fire and lightning, with extended coverage and
vandalism and malicious mischief insurance; provided, however, that the District shall not be required to
maintain earthquake insurance with respect to the Property. Said extended coverage insurance shall, as
nearly as practicable, cover loss or damage by explosion, windstorm, riot, aircraft, vehicle damage, smoke
and such other hazards as are normally covered by such insurance. Such insurance shall be in an amount
equal to one hundred percent (100%) of the replacement cost of such portion of the Property, if any. Such
insurance may be subject to deductible clauses of not to exceed $100,000 for any one loss. Such insurance
may be maintained as part of or in conjunction with any other fire and extended coverage insurance
carried by the District and may be maintained in whole or in part in the form of insurance maintained
through a joint exercise of powers authority created for such purpose. The Net Proceeds of such
insurance shall be applied as provided in the Lease Agreement. The District may not satisfy the
requirements of the Lease Agreement for fire and extended coverage insurance with self-insurance.

Rental Interruption Insurance. The District shall maintain, or cause to be maintained, throughout
the Term of the Lease Agreement rental interruption or use and occupancy insurance to cover loss, total
or partial, of the use of any part of the Property during the Term of the Lease Agreement as a result of
any of the hazards covered in the insurance required by the Lease Agreement, if any, in an amount at
least equal to two times maximum annual Lease Payments. The Net Proceeds of such insurance shall be
paid to the Trustee and deposited in the Lease Payment Fund and shall be credited towards the payment
of the Lease Payments in the order in which such Lease Payments come due and payable. Such insurance
may be maintained as part of or in conjunction with any other insurance carried by the District and may
be maintained in whole or in part in the form of insurance maintained through a joint exercise of powers
authority created for such purpose. The District may not satisfy the requirements of the Lease Agreement
for rental interruption insurance with self-insurance.

Title Insurance. The District shall provide, from moneys in the Delivery Costs Fund or at its own
expense, on the Closing Date, an CLTA title insurance policy in the amount of not less than the principal
amount of the Certificates, insuring the District’s leasehold estate in the Property, subject only to
Permitted Encumbrances.

Insurance Net Proceeds; Form of Policies. Each policy or other evidence of insurance required by the
Lease Agreement shall provide that all proceeds thereunder shall be payable to the Trustee as and to the
extent required under the Lease Agreement, shall name the Trustee as an additional insured and shall be
applied as provided in the Lease Agreement. Insurance must be provided by an insurer rated “A” or
better by S&P or A.M. Best Company. The District shall pay or cause to be paid when due the premiums
for all insurance policies required by the Lease Agreement. The Trustee shall not be responsible for the
sufficiency of any insurance required in the Lease Agreement, including any forms of self-insurance and
shall be fully protected in accepting payment on account of such insurance or any adjustment,
compromise or settlement of any loss. The District shall cause to be delivered annually on or before each
September 1 to the Trustee a certification, signed by a District Representative, stating compliance with the
provisions of the Lease Agreement. The Trustee shall be entitled to rely on such certification without
independent investigation. The District shall have the adequacy of any insurance reserves maintained by
the District or by a joint exercise of powers authority, if applicable, for purposes of the insurance required
by the Lease Agreement reviewed at least annually, on or before each September 1, by an independent
insurance consultant and shall maintain reserves in accordance with the recommendations of such
consultant to the extent moneys are available for such purpose and not otherwise appropriated.
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Tax Covenants

Private Activity Bond Limitation. The District shall assure that proceeds of the Certificates are not
so used as to cause the Certificates or the Lease Agreement to satisfy the private business tests of section
141(b) of the Code or the private loan financing test of section 141(c) of the Code.

Federal Guarantee Prohibition. The District shall not take any action or permit or suffer any action
to be taken if the result of the same would be to cause any of the Certificates or the Lease Agreement to be
“federally guaranteed” within the meaning of section 149(b) of the Code.

Rebate Requirement. The District shall take any and all actions necessary to assure compliance with
section 148(f) of the Code, relating to the rebate of excess investment earnings, if any, to the federal
government, to the extent that such section is applicable to the Certificates and the Lease Agreement.

No Arbitrage. The District shall not take, or permit or suffer to be taken by the Trustee or
otherwise, any action with respect to the proceeds of the Certificates which, if such action had been
reasonably expected to have been taken, or had been deliberately and intentionally taken, on the Closing
Date would have caused the Certificates or the Lease Agreement to be “arbitrage bonds” within the
meaning of section 148 of the Code.

Maintenance of Tax-Exemption. The District shall take all actions necessary to assure the exclusion
of interest with respect to the Certificates from the gross income of the Owners of the Certificates to the
same extent as such interest is permitted to be excluded from gross income under the Code as in effect on
the Closing Date.

Small Issuer Exemption from Bank Deductibility Restriction.

(a) The District designates the Lease Agreement as a “qualified tax-exempt obligation” for the
purposes and within the meaning of section 265(b)(3) of the Code. In support of such designation, the
District hereby certifies that (i) the Lease Agreement will be at no time a “private activity bond” (as
defined in section 141 of the Code); (ii) as of the date hereof in calendar year 2010, other than the Lease
Agreement, no tax-exempt obligations of any kind have been issued (A) by or on behalf of the District, (B)
by other issuers, any of the proceeds of which have been or will be used to make any loans to the District,
or (C) any portion of which has been allocated to the District for purposes of section 265(b) of the Code;
and (iii) not more than $30,000,000 of obligations of any kind (including the Lease Agreement) issued (A)
by or on behalf of the District, (B) by other issuers any of the proceeds of which have been or will be used
to make any loans to the District, or (C) any portion of which has been allocated to the District for
purposes of section 265(b) of the Code during calendar year 2010 will be designated for purposes of
section 265(b)(3) of the Code.

(b) The District is not subject to control by any entity, and there are no entities subject to control
by the District.

(c) On the date hereof, the District does not reasonably anticipate that for calendar year 2010 it
will issue, borrow the proceeds of or have allocated to it for purposes of section 265(b) of the Code, any
Section 265 Tax-Exempt Obligations (other than the Lease Agreement), or that any Section 265 Tax-
Exempt Obligations will be issued on behalf of it. “Section 265 Tax-Exempt Obligations” are obligations
the interest on which is excludable from gross income of the owners thereof under section 103 of the
Code, except for private activity bonds, other than qualified 501(c)(3) bonds, both as defined in section
141 of the Code. The District will not, in calendar 2010, issue, permit the issuance on behalf of it or by any
entity subject to control by the District (which may hereafter come into existence), borrow the proceeds of
or agree to an allocation to it for purposes of section 265(b) of the Code, Section 265 Tax-Exempt
Obligations (including the Lease Agreement) that exceed the aggregate amount of $30,000,000 during
calendar year 2010, unless it first obtains an opinion of Special Counsel to the effect that such issuance,
borrowing or allocation will not adversely affect the treatment of the Lease Agreement as a “qualified tax-
exempt obligation” for the purpose and within the meaning of section 265(b)(3) of the Code.

(d) The Certificates have not been sold in conjunction with any other tax exempt obligations.
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No Condemnation

The District covenants and agrees, to the extent it may lawfully do so, that so long as any of the
Certificates remain outstanding and unpaid, the District will not exercise the power of condemnation
with respect to the Property. The District further covenants and agrees, to the extent it may lawfully do
so, that if for any reason the foregoing covenant is determined to be unenforceable or if the District
should fall or refuse to abide by such covenant and condemns the Property, the appraised value of the
Property shall not be less than the greater of (i) if the Certificates are then subject to redemption, the
principal and interest components of the Certificates Outstanding through the date of their redemption,
or (ii) if the Certificates are not then subject to redemption, the amount necessary to defease the
Certificates to the first available redemption date in accordance with the Trust Agreement.

Eminent Domain

If all of the Property shall be taken permanently under the power of eminent domain or sold to a
government threatening to exercise the power of eminent domain, the Term of the Lease Agreement shall
cease as of the day possession shall be so taken. If less than all of the Property shall be taken permanently,
or if all of the Property or any part thereof shall be taken temporarily under the power of eminent
domain, (1) the Lease Agreement shall continue in full force and effect and shall not be terminated by
virtue of such taking and the parties waive the benefit of any law to the contrary, and (2) there shall be a
partial abatement of Lease Payments as a result of the application of the Net Proceeds of any eminent
domain award to the prepayment of the Lease Payments, in an amount to be agreed upon by the District
and the Corporation and communicated to the Trustee such that the resulting Lease Payments represent
fair consideration for the use and occupancy of the remaining usable portion of the Property, except to
the extent of special funds, such as amounts in the Reserve Fund available for the payment of Lease
Payments.

Application of Net Proceeds

From Insurance Award. The Net Proceeds of any insurance award resulting from any damage to or
destruction of any portion of the Property constituting structures, if any, by fire or other casualty shall be
paid by the District to the Trustee, as assignee of the Corporation under the Assignment Agreement,
deposited in the Insurance and Condemnation Fund held by the Trustee and applied as set forth in the
Trust Agreement.

From Eminent Domain Award. The Net Proceeds of any eminent domain award shall be paid by
the District to the Trustee, as assignee of the Corporation under the Assignment Agreement, deposited in
the Insurance and Condemnation Fund and applied as set forth in the Trust Agreement.

From Title Insurance. The Net Proceeds of any title insurance award shall be paid to the Trustee, as
assignee of the Corporation under the Assignment Agreement, deposited in the Insurance and
Condemnation Fund and applied as set forth in the Trust Agreement.

Abatement of Lease Payments in the Event of Damage or Destruction

Lease Payments shall be abated during any period in which, by reason of damage or destruction,
there is substantial interference with the use and occupancy by the District of the Property or any portion
thereof to the extent to be agreed upon by the District and the Corporation and communicated by a
District Representative to the Trustee. The parties agree that the amounts of the Lease Payments under
such circumstances shall not be less than the amounts of the unpaid Lease Payments as are then set forth
in the Lease Agreement, unless such unpaid amounts are determined to be greater than the fair rental
value of the portions of the Property not damaged or destroyed, based upon the opinion of an MAI
appraiser with expertise in valuing such properties, or other appropriate method of valuation, in which
event the Lease Payments shall be abated such that they represent said fair rental value. Such abatement
shall continue for the period commencing with such damage or destruction and ending with the
substantial completion of the work of repair or reconstruction as communicated by a District
Representative to the Trustee. In the event of any such damage or destruction, the Lease Agreement shall
continue in full force and effect and the District waives any right to terminate the Lease Agreement by
virtue of any such damage and destruction. Notwithstanding the foregoing, there shall be no abatement
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of Lease Payments to the extent that (a) the proceeds of rental interruption insurance or (b) amounts in
the Reserve Fund, if cash funded, and/or the Insurance and Condemnation Fund and/or the Lease
Payment Fund are available to pay Lease Payments which would otherwise be abated, it being declared
that such proceeds and amounts constitute special funds for the payment of the Lease Payments.

Access to the Property

The District agrees that the Corporation and any Corporation Representative, and the
Corporation’s successors or assigns, shall have the right at all reasonable times to enter upon and to
examine and inspect the Property. The District further agrees that the Corporation, any Corporation
Representative, and the Corporation’s successors or assigns, shall have such rights of access to the
Property as may be reasonably necessary to cause the proper maintenance of the Property in the event of
failure by the District to perform its obligations under the Lease Agreement.

Release and Indemnification Covenants

The District shall and agrees to indemnify and save the Corporation and the Trustee and their
officers, agents, directors, employees, successors and assigns harmless from and against all claims, losses
and damages, including legal fees and expenses, arising out of (i) the use, maintenance, condition or
management of, or from any work or thing done on the Property by the District, (ii) any breach or default
on the part of the District in the performance of any of its obligations under the Lease Agreement or the
Trust Agreement, (iii) any act or omission of the District or of any of its agents, contractors, servants,
employees or licensees with respect to the Property, (iv) any act or omission of any sublessee of the
District with respect to the Property, or (v) the authorization of payment of the Delivery Costs. Such
indemnification shall include the costs and expenses of defending any claim or liability arising under the
Lease Agreement or the Trust Agreement and the transactions contemplated thereby. No indemnification
is made in the Lease Agreement for willful misconduct, negligence or breach of duty under the Lease
Agreement by the Corporation, its officers, agents, directors, employees, successors or assigns.

Assignment by the Corporation

The Corporation’s rights under the Lease Agreement, including the right to receive and enforce
payment of the Lease Payments to be made by the District under the Lease Agreement, have been
assigned to the Trustee pursuant to the Assignment Agreement.

Assignment and Subleasing by the District

The Lease Agreement may not be assigned by the District. The District may sublease the Property
or any portion thereof, but only with the written consent of the Corporation and subject to, and delivery
to the Corporation of a certificate as to, all of the following conditions:

(a) The Lease Agreement and the obligation of the District to make Lease Payments shall remain
obligations of the District;

(b) The District shall, within thirty (30) days after the delivery thereof, furnish or cause to be
furnished to the Corporation and the Trustee a true and complete copy of such sublease;

(c) No such sublease by the District shall cause the Property to be used for a purpose other than
as may be authorized under the provisions of the Constitution and laws of the State; and

(d) The District shall furnish the Corporation and the Trustee with a written opinion of Special
Counsel, which shall be an Independent Counsel, stating that such sublease does not cause the interest
components of the Lease Payments to become subject to federal income taxes or State personal income
taxes.

Amendment of Lease Agreement

(a) Substitution of Site or Facility. The District shall have, and is granted, the option at any time and
from time to time during the Term of the Lease Agreement to substitute other land (a “Substitute Site”)
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and/or a substitute facility (a “Substitute Facility”) for the Site (the “Former Site”), or a portion thereof,
and/or the Facility (the “Former Facility”), or a portion thereof, provided that the District shall satisfy all
of the following requirements (to the extent applicable) which are declared to be conditions precedent to
such substitution:

(i) If a substitution of the Site, the District shall file with the Corporation and the Trustee
an amendment to the Site and Facility Lease which adds thereto a description of such Substitute
Site and deletes therefrom the description of the Former Site;

(ii) If a substitution of the Site, the District shall file with the Corporation and the Trustee
an amendment to the Lease Agreement which adds thereto a description of such Substitute Site
and deletes therefrom the description of the Former Site;

(iii) If a substitution of the Facility, the District shall file with the Corporation and the
Trustee an amendment to the Site and Facility Lease which adds thereto a description of such
Substitute Facility and deletes therefrom the description of the Former Facility;

(iv) If a substitution of the Facility, the District shall file with the Corporation and the
Trustee an amendment to the Lease Agreement which adds thereto a description of such
Substitute Facility and deletes therefrom the description of the Former Facility;

(v) The District shall certify in writing to the Corporation and the Trustee that such
Substitute Site and/or Substitute Facility serve the purposes of the District, constitutes property
that is unencumbered, subject to Permitted Encumbrances, and constitutes property which the
District is permitted to lease under the laws of the State;

(vi) The District delivers to the Corporation and the Trustee evidence (which may be
insurance values or any other reasonable basis of valuation and need not require an appraisal)
that the value of the Property following such substitution is equal to or greater than the
Outstanding principal amount of the Certificates and confirms in writing to the Trustee that the
indemnification provided pursuant to the Trust Agreement applies with respect to the Substitute
Site and/or Substitute Facility;

(vii) The Substitute Site and/or Substitute Facility shall not cause the District to violate
any of its covenants, representations and warranties made in the Lease Agreement and in the
Trust Agreement;

(viii) The District shall obtain an amendment to the title insurance policy required
pursuant to the Lease Agreement which adds thereto a description of the Substitute Site and
deletes therefrom the description of the Former Site;

(ix) The District shall certify that the Substitute Site and /or the Substitute Facility is of the
same or greater essentiality to the District as was the Former Site and /or the Former Facility;

(x) The District shall provide notice of the substitution to any rating agency then rating
the Certificates which rating was provided at the request of the District or the Corporation; and

(xi) The District shall furnish the Corporation and the Trustee with a written opinion of
Special Counsel, which shall be an Independent Counsel, stating that such substitution does not
cause the interest components of the Lease Payments to become subject to federal income taxes or
State personal income taxes.

(b) Release of Site. The District shall have, and is granted, the option at any time and from time to
time during the Term of the Lease Agreement to release any portion of the Site, provided that the District
shall satisfy all of the following requirements which are declared to be conditions precedent to such
release:

(i) The District shall file with the Corporation and the Trustee an amendment to the Site
and Facility Lease which describes the Site, as revised by such release;
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(ii) The District delivers to the Corporation and the Trustee evidence (which may be
insurance values or any other reasonable basis of valuation and need not require an appraisal)
that the value of the Site, as revised by such release, is equal to or greater than the Outstanding
principal amount of the Certificates and confirms in writing to the Trustee and the Corporation
that the indemnification provided pursuant to the Trust Agreement applies with respect to the
Site, as revised by such release;

(iii) Such release shall not cause the District to violate any of its covenants,
representations and warranties made in the Lease Agreement and in the Trust Agreement;

(iv) The District shall obtain an amendment to the title insurance policy required
pursuant to the Lease Agreement which describes the Site, as revised by such release; and

(v) The District shall provide notice of the release to any rating agency then rating the
Certificates which rating was provided at the request of the District or the Corporation.

(c) Generally. The Corporation and the District may at any time amend or modify any of the
provisions of the Lease Agreement, but only (a) with the prior written consent of the Owners of a
majority in aggregate principal amount of the Outstanding Certificates, or (b) without the consent of any
of the Owners, but only if such amendment or modification is for any one or more of the following
purposes:

(i) to add to the covenants and agreements of the District contained in the Lease
Agreement, other covenants and agreements thereafter to be observed, or to limit or surrender
any rights or power reserved to or conferred upon the District;

(ii) to make such provisions for the purpose of curing any ambiguity, or of curing,
correcting or supplementing any defective provision contained in the Lease Agreement, or in any
other respect whatsoever as the Corporation and the District may deem necessary or desirable,
provided that, in the opinion of Special Counsel, such modifications or amendments will not
materially adversely affect the interests of the Owners; or

(iii) to amend any provision thereof relating to the Code, to any extent whatsoever but
only if and to the extent such amendment will not adversely affect the exclusion from gross
income of interest with respect to the Certificates under the Code, in the opinion of Special
Counsel.

Events of Default and Remedies

Events of Default. The following shall be “events of default” under the Lease Agreement and the
terms “Events of Default” and “Default” shall mean, whenever they are used in the Lease Agreement,
any one or more of the following events:

(a) Failure by the District to pay any Lease Payment or other payment required to be paid at the
time specified.

(b) Failure by the District to observe and perform any covenant, condition or agreement on its
part to be observed or performed under the Lease Agreement or under the Trust Agreement, for a period
of thirty (30) days after written notice specifying such failure and requesting that it be remedied has been
given to the District by the Corporation, the Trustee or the Owners of not less than five percent (5%) in
aggregate principal amount of Certificates then outstanding; provided, however, if the failure stated in the
notice can be corrected, but not within the applicable period, the Corporation, the Trustee and such
Owners shall not unreasonably withhold their consent to an extension of such time if corrective action is
instituted by the District within the applicable period and diligently pursued until the default is
corrected.

(c) The filing by the District of a voluntary petition in bankruptcy, or failure by the District
promptly to lift any execution, garnishment or attachment, or adjudication of the District as a bankrupt,
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or assignment by the District for the benefit of creditors, or the entry by the District into an agreement of
composition with creditors, or the approval by a court of competent jurisdiction of a petition applicable to
the District in any proceedings instituted under the provisions of the Federal Bankruptcy Act, as
amended, or under any similar acts which may hereafter be enacted.

Remedies on Default. The Trustee shall have the right to re-enter and re-let the Property and to
terminate the Lease Agreement.

Whenever any Event of Default shall have happened and be continuing, it shall be lawful for the
Corporation to exercise any and all remedies available pursuant to law or granted pursuant to the Lease
Agreement; provided, however, that notwithstanding anything in the Lease Agreement or in the Trust
Agreement to the contrary, there shall be no right under any circumstances to accelerate the Lease
Payments or otherwise declare any Lease Payments not then in default to be immediately due and
payable. Each and every covenant in the Lease Agreement to be kept and performed by the District is
expressly made a condition and upon the breach thereof, the Corporation may exercise any and all rights
of entry and re-entry upon the Property, and also, at its option, with or without such entry, may
terminate the Lease Agreement; provided, that no such termination shall be effected either by operation
of law or acts of the parties to the Lease Agreement, except only in the manner expressly provided in the
Lease Agreement. In the event of such default and notwithstanding any re-entry by the Corporation, the
District shall, as expressly provided in the Lease Agreement, continue to remain liable for the payment of
the Lease Payments and/or damages for breach of the Lease Agreement and the performance of all
conditions therein contained and, in any event such rent and/or damages shall be payable to the
Corporation at the time and in the manner as provided in the Lease Agreement, to wit:

(a) In the event the Corporation does not elect to terminate the Lease Agreement in the manner
provided for below, the District agrees to and shall remain liable for the payment of all Lease Payments
and the performance of all conditions contained in the Lease Agreement and shall reimburse the
Corporation for any deficiency arising out of the re-leasing of the Property, or, in the event the
Corporation is unable to re-lease the Property, then for the full amount of all Lease Payments to the end
of the Term of the Lease Agreement, but said Lease Payments and/or deficiency shall be payable only at
the same time and in the same manner as hereinabove provided for the payment of Lease Payments,
notwithstanding such entry or re-entry by the Corporation or any suit in unlawful detainer, or otherwise,
brought by the Corporation for the purpose of effecting such re-entry or obtaining possession of the
Property or the exercise of any other remedy by the Corporation. The District irrevocably appoints the
Corporation as the agent and attorney-in-fact of the District to enter upon and re-lease the Property in the
event of default by the District in the performance of any covenants contained in the Lease Agreement to
be performed by the District and to remove all personal property whatsoever situated upon the Property,
to place such property in storage or other suitable place within Tulare County, for the account of and at
the expense of the District, and the District exempts and agrees to save harmless the Corporation from
any costs, loss or damage whatsoever arising or occasioned by any such entry upon and re-leasing of the
Property and the removal and storage of such property by the Corporation or its duly authorized agents
in accordance with the provisions contained in the Lease Agreement. The District waives any and all
claims for damages caused or which may be caused by the Corporation in re-entering and taking
possession of the Property as provided in the Lease Agreement and all claims for damages that may
result from the destruction of or injury to the Property and all claims for damages to or loss of any
property belonging to the District that may be in or upon the Property. The District agrees that the terms
of the Lease Agreement constitute full and sufficient notice of the right of the Corporation to re-lease the
Property in the event of such re-entry without effecting a surrender of the Lease Agreement, and further
agrees that no acts of the Corporation in effecting such re-leasing shall constitute a surrender or
termination of the Lease Agreement irrespective of the term for which such re-leasing is made or the
terms and conditions of such re-leasing, or otherwise, but that, on the contrary, in the event of such
default by the District the right to terminate the Lease Agreement shall vest in the Corporation to be
effected in the sole and exclusive manner provided for in paragraph (b) below.

(b) In an Event of Default, the Corporation at its option may terminate the Lease Agreement and
re-lease all or any portion of the Property. In the event of the termination of the Lease Agreement by the
Corporation at its option and in the manner provided in the Lease Agreement on account of default by
the District (and notwithstanding any re-entry upon the Property by the Corporation in any manner
whatsoever or the re-leasing of the Property), the District nevertheless agrees to pay to the Corporation
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all costs, loss or damages howsoever arising or occurring payable at the same time and in the same
manner as is provided in the Lease Agreement in the case of payment of Lease Payments. Any surplus
received by the Corporation from such re-leasing shall be credited towards the Lease Payments next
coming due and payable. Neither notice to pay rent or to deliver up possession of the premises given
pursuant to law nor any proceeding in unlawful detainer taken by the Corporation shall of itself operate
to terminate the Lease Agreement, and no termination of the Lease Agreement on account of default by
the District shall be or become effective by operation of law, or otherwise, unless and until the
Corporation shall have given written notice to the District of the election on the part of the Corporation to
terminate the Lease Agreement. The District covenants and agrees that no surrender of the Property
and/or of the remainder of the Term of the Lease Agreement or any termination of the Lease Agreement
shall be valid in any manner or for any purpose whatsoever unless stated or accepted by the Corporation
by such written notice.

No Remedy Exclusive. No remedy is intended to be exclusive and every such remedy shall be
cumulative and shall be in addition to every other remedy given under the Lease Agreement now or
hereafter existing at law or in equity. No delay or omission to exercise any right or power accruing upon
any default shall impair any such right or power or shall be construed to be a waiver thereof, but any
such right and power may be exercised from time to time and as often as may be deemed expedient. In
order to entitle the Corporation to exercise any remedy reserved to it in the Lease Agreement, it shall not
be necessary to give any notice, other than such notice as may be required in the Lease Agreement or by
law.

Security Deposit

Notwithstanding any other provision of the Lease Agreement, the District may, on any date,
secure the payment of all or a portion of the Lease Payments remaining due by an irrevocable deposit
with the Trustee or an escrow holder under an escrow deposit and trust agreement, of: (a) in the case of a
security deposit relating to all Lease Payments, either (i) cash in an amount which, together with amounts
on deposit in the Lease Payment Fund, the Insurance and Condemnation Fund and the Reserve Fund, is
sufficient to pay all unpaid Lease Payments, including the principal and interest components thereof, in
accordance with the Lease Payment schedule set forth in the Lease Agreement, or (ii) Defeasance
Obligations in such amount as will, in the written opinion of an independent certified public accountant
or other firm of recognized experts in such matters, together with interest to accrue thereon and, if
required, all or a portion of moneys or Defeasance Obligations or cash then on deposit and interest
earnings thereon in the Lease Payment Fund, the Insurance and Condemnation Fund and the Reserve
Fund, be fully sufficient to pay all unpaid Lease Payments on their respective Lease Payment Dates; or (b)
in the case of a security deposit relating to a portion of the Lease Payments, a certificate executed by a
District Representative designating the portion of the Lease Payments to which the deposit pertains, and
either (i) cash in an amount which is sufficient to pay the portion of the Lease Payments designated in
such District Representative’s certificate, including the principal and interest components thereof, or (ii)
Defeasance Obligations in such amount as will, together with interest to be received thereon, if any, in the
written opinion of an independent certified public accountant or other firm of recognized experts in such
matters, be fully sufficient to pay the portion of the Lease Payments designated in the aforesaid District
Representative’s certificate.

In the event of a deposit pursuant as to all Lease Payments and the payment of all fees, expenses
and indemnifications owed to the Trustee, all obligations of the District under the Lease Agreement shall
cease and terminate, excepting only the obligation of the District to make, or cause to be made, all
payments from the deposit made by the District and the obligations of the District pursuant to the Lease
Agreement and title to the Property shall vest in the District on the date of said deposit automatically and
without further action by the District or the Corporation. Said deposit and interest earnings thereon shall
be deemed to be and shall constitute a special fund for the payments and said obligation shall thereafter
be deemed to be and shall constitute the installment purchase obligation of the District for the Property.
Upon said deposit, the Corporation will execute or cause to be executed any and all documents as may be
necessary to confirm title to the Property in accordance with the provisions of the Lease Agreement. In
addition, the Corporation appoints the District as its agent to prepare, execute and file or record, in
appropriate offices, such documents as may be necessary to place record title to the Property in the
District.
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Prepayment
No Optional Prepayment. The Lease Payments are not subject to optional prepayment.

Mandatory Prepayment From Net Proceeds of Insurance, Title Insurance or Eminent Domain. The
District shall be obligated to prepay the Lease Payments, in whole on any date or in part on any Lease
Payment Date, from and to the extent of any Net Proceeds of an insurance, title insurance or
condemnation award with respect to the Property theretofore deposited in the Lease Payment Fund for
such purpose. The District and the Corporation agree that such Net Proceeds shall be applied first to the
payment of any delinquent Lease Payments, and thereafter shall be credited towards the District’s
obligations under the Lease Agreement. Lease Payments due after any such partial prepayment shall be
in the amounts set forth in a revised Lease Payment schedule which shall be provided by, or caused to be
provided by, the District to the Trustee and which shall represent an adjustment to the schedule set forth
in the Lease Agreement taking into account said partial prepayment.

ASSIGNMENT AGREEMENT

The Assignment Agreement is entered into between the Corporation and the Trustee, pursuant to
which the Corporation assigns and transfers to the Trustee, for the benefit of the Owners, certain of the
rights of the Corporation under the Lease Agreement, including the right to receive Lease Payments
under the Lease Agreement and the rights and remedies of the Corporation under the Lease Agreement
to enforce payment of Lease Payments or otherwise to protect and enforce the Lease Agreement in the
event of default by the District. Certain rights of the Corporation to payment of advances,
indemnification and attorneys’ fees and expenses are not assigned.

TRUST AGREEMENT
Delivery Costs Fund; Payment of Delivery Costs

There shall be deposited in the Delivery Costs Fund the proceeds of sale of the Certificates
required to be deposited therein pursuant to the Trust Agreement and any other funds from time to time
deposited with the Trustee for such purpose and identified in writing to the Trustee.

The moneys in the Delivery Costs Fund shall be disbursed by the Trustee to pay the Delivery
Costs. Disbursements from the Delivery Costs Fund shall be made by the Trustee on receipt of a
sequentially numbered requisition, signed by a District Representative.

The Trustee shall be responsible for the safekeeping and investment (in accordance with the Trust
Agreement) of the moneys held in the Delivery Costs Fund and the payment thereof in accordance with
the Trust Agreement, but the Trustee shall not be responsible for the truth or accuracy of such
requisitions, may rely conclusively thereon and shall be under no duty to investigate or verify any
statements made therein.

Upon written notice from a District Representative that all Delivery Costs have been paid, the
Trustee shall transfer any moneys then remaining in the Delivery Costs Fund to the Lease Payment Fund
and applied for the purposes of such fund, the Delivery Costs Fund shall be closed, the Trustee shall no
longer be obligated to make payments for Delivery Costs and all further Delivery Costs shall be paid by
the District.

Assignment of Rights in Lease Agreement

The Corporation has, in the Assignment Agreement, transferred, assigned and set over to the
Trustee certain of its rights but none of its obligations set forth in the Lease Agreement, including but not
limited to all of the Corporation’s rights to receive and collect Lease Payments and all other amounts
required to be deposited in the Lease Payment Fund pursuant to the Lease Agreement or pursuant to the
Trust Agreement. All Lease Payments and such other amounts to which the Corporation may at any time
be entitled shall be paid directly to the Trustee and all of the Lease Payments collected or received by the
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Corporation shall be deemed to be held and to have been collected or received by the Corporation as the
agent of the Trustee, and if received by the Corporation at any time shall be deposited by the Corporation
with the Trustee within one Business Day after the receipt thereof, and all such Lease Payments and such
other amounts shall be forthwith deposited by the Trustee upon the receipt thereof in the Lease Payment
Fund.

Lease Payment Fund

All moneys at any time deposited by the Trustee in the Lease Payment Fund shall be held by the
Trustee in trust for the benefit of the Owners of the Certificates. So long as any Certificates are
Outstanding, neither the District nor the Corporation shall have any beneficial right or interest in the
Lease Payment Fund or the moneys deposited therein, except only as provided in the Trust Agreement.

There shall be deposited in the Lease Payment Fund all Lease Payments received by the Trustee,
including any moneys received by the Trustee for deposit therein pursuant to the Trust Agreement or the
Lease Agreement, and any other moneys required to be deposited therein pursuant to the Lease
Agreement or the Trust Agreement.

All amounts in the Lease Payment Fund shall be used and withdrawn by the Trustee solely for
the purpose of paying the principal and interest with respect to the Certificates as the same shall become
due and payable in accordance with the provisions of the Trust Agreement.

Any surplus remaining in the Lease Payment Fund after redemption and/or payment of all
Certificates, including accrued interest (if any) and payment of any applicable fees and expenses to the
Trustee, or provision for such redemption or payment having been made to the satisfaction of the
Trustee, shall be withdrawn by the Trustee and remitted to the District.

Reserve Fund

All moneys at any time on deposit in the Reserve Fund shall be held by the Trustee in trust for
the benefit of the Owners of the Certificates, and applied solely as provided in the Trust Agreement.

There shall be deposited in the Reserve Fund the proceeds of sale of the Certificates required to
be deposited therein pursuant to the Trust Agreement and any other funds from time to time deposited
with the Trustee for such purpose and identified in writing to the Trustee. Moneys in the Reserve Fund
shall be held in trust as a reserve for the payment when due of the Lease Payments.

The Trustee shall, on or before each March 1 and September 1, value investments in the Reserve
Fund at market value and transfer any moneys in the Reserve Fund then in excess of the Reserve
Requirement; provided, however that the Trustee shall not liquidate an investment to make such transfer of
excess unless so directed in writing by a District Representative.

If, on any Interest Payment Date, the moneys available in the Lease Payment Fund do not equal
the amount of the principal and interest with respect to the Certificates then coming due and payable, the
Trustee shall apply the moneys available in the Reserve Fund to make delinquent Lease Payments by
transferring the amount necessary for this purpose to the Lease Payment Fund. Upon receipt of any
delinquent Lease Payment with respect to which moneys have been advanced from the Reserve Fund,
such Lease Payment shall be deposited in the Reserve Fund to the extent of such advance.

If, on any Interest Payment Date, the moneys on deposit in the Reserve Fund and the Lease
Payment Fund (excluding amounts required for payment of principal and interest with respect to
Certificates not presented for payment) are sufficient to pay all Outstanding Certificates, including all
principal and interest, the Trustee shall transfer all amounts then on deposit in the Reserve Fund to the
Lease Payment Fund to be applied to the payment of the Lease Payments, and such moneys shall be
distributed to the Owners of Certificates in accordance with the Trust Agreement. Any amounts
remaining in the Reserve Fund upon payment in full of all Outstanding Certificates and all amounts due
the Trustee under the Trust Agreement, or upon provision for such payment as provided in the Trust
Agreement, shall be withdrawn by the Trustee and paid to the District.
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Insurance and Condemnation Fund; Application of Net Proceeds of Insurance Award

(a) Any Net Proceeds of insurance against damage to or destruction of any part of the Property
collected by the District in the event of any such damage or destruction shall be paid to the Trustee by the
District pursuant to the Lease Agreement and deposited by the Trustee promptly upon receipt thereof in
a special fund designated as the “Insurance and Condemnation Fund” to be established by the Trustee
when deposits are required to be made therein.

(b) Within ninety (90) days following the date of such deposit, the District shall determine and
notify the Trustee in writing of its determination either (i) that the replacement, repair, restoration,
modification or improvement of the Property is not economically feasible or in the best interest of the
District, or (ii) that all or a portion of such Net Proceeds are to be applied to the prompt replacement,
repair, restoration, modification or improvement of the damaged or destroyed portions of the Property.

(c) In the event the District’s determination is as set forth in clause (i) of paragraph (b) above,
such Net Proceeds shall be promptly transferred by the Trustee to the Lease Payment Fund, applied to
the prepayment of Lease Payments pursuant to the Lease Agreement and applied to the redemption of
Certificates as provided in the Trust Agreement; provided, however, that in the event of damage or
destruction of the Property in full, such Net Proceeds may be transferred to the Lease Payment Fund only
if sufficient, together with other moneys available therefor, to cause the prepayment of the principal
components of all unpaid Lease Payments pursuant to the Lease Agreement, otherwise such Net
Proceeds shall be applied to the replacement, repair, restoration, modification or improvement of the
Property; provided further, however, that in the event of damage or destruction of the Property in part, such
Net Proceeds may be transferred to the Lease Payment Fund and applied to the prepayment of Lease
Payments only if the resulting Lease Payments represent fair consideration for the remaining portions of
the Property, evidenced by a certificate signed by a District Representative and a Corporation
Representative.

(d) In the event the District’s determination is as set forth in clause (ii) of paragraph (b) above,
Net Proceeds deposited in the Insurance and Condemnation Fund shall be applied to the prompt
replacement, repair, restoration, modification or improvement of the damaged or destroyed portions of
the Property by the District, and disbursed by the Trustee upon receipt of requisitions signed by a District
Representative stating with respect to each payment to be made (i) the requisition number, (ii) the name
and address of the person, firm or corporation to whom payment is due, (iii) the amount to be paid and
(iv) that each obligation mentioned therein has been properly incurred, is a proper charge against the
Insurance and Condemnation Fund, has not been the basis of any previous withdrawal, and specifying in
reasonable detail the nature of the obligation, accompanied by a bill or a statement of account for such
obligation. The Trustee shall not be responsible for the representations made in such requisitions and
may conclusively rely thereon and shall be under no duty to investigate or verify any statements made
therein. Any balance of the Net Proceeds remaining after such work has been completed shall be paid to
the District.

Application of Net Proceeds of Eminent Domain Award

If all or any part of the Property shall be taken by eminent domain proceedings (or sold to a
government threatening to exercise the power of eminent domain), the Net Proceeds therefrom shall be
deposited with the Trustee in the Insurance and Condemnation Fund pursuant to the Lease Agreement
and shall be applied and disbursed by the Trustee as follows:

(a) If the District has given written notice to the Trustee of its determination that (i) such eminent
domain proceedings have not materially affected the operation of the Property or the ability of the
District to meet any of its obligations with respect to the Property under the Lease Agreement, and (ii)
such proceeds are not needed for repair or rehabilitation of the Property, the District shall so certify to the
Trustee and the Trustee, at the District’s written request, shall transfer such proceeds to the Lease
Payment Fund to be credited towards the prepayment of the Lease Payments pursuant to the Lease
Agreement and applied to the redemption of Certificates in the manner provided in the Trust Agreement.

(b) If the District has given written notice to the Trustee of its determination that (i) such eminent
domain proceedings have not materially affected the operation of the Property or the ability of the
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District to meet any of its obligations with respect to the Property under the Lease Agreement, and (ii)
such proceeds are needed for repair, rehabilitation or replacement of the Property, the District shall so
certify to the Trustee and the Trustee, at the District’s written request, shall pay to the District, or to its
order, from said proceeds such amounts as the District may expend for such repair or rehabilitation,
upon the filing with the Trustee of requisitions of the District Representative in the form and containing
the provisions set forth in the Trust Agreement. The Trustee shall not be responsible for the
representations made in such requisitions and may conclusively rely thereon and shall be under no duty
to investigate or verify any statements made therein.

(c) If (i) less than all of the Property shall have been taken in such eminent domain proceedings or
sold to a government threatening the use of eminent domain powers, and if the District has given written
notice to the Trustee of its determination that such eminent domain proceedings have materially affected
the operation of the Property or the ability of the District to meet any of its obligations with respect to the
Property under the Lease Agreement or (ii) all of the Property shall have been taken in such eminent
domain proceedings, then the Trustee shall transfer such proceeds to the Lease Payment Fund to be
credited toward the prepayment of the Lease Payments pursuant to the Lease Agreement and applied to
the redemption of Certificates in the manner provided in the Trust Agreement.

Application of Net Proceeds of Title Insurance Award

The Net Proceeds from a title insurance award shall be deposited with the Trustee in the
Insurance and Condemnation Fund pursuant to the Lease Agreement and shall be transferred to the
Lease Payment Fund to be credited towards the prepayment of Lease Payments required to be paid
pursuant to the Lease Agreement and applied to the redemption of Certificates in the manner provided in
the Trust Agreement.

Moneys in Funds; Investment

Held in Trust. The moneys and investments held by the Trustee under the Trust Agreement are
irrevocably held in trust for the benefit of the Owners of the Certificates and for the purposes specified in
the Trust Agreement and such moneys, and any income or interest earned thereon, shall be expended
only as provided in the Trust Agreement and shall not be subject to levy, attachment or lien by or for the
benefit of any creditor of the Corporation, the Trustee, the District or any Owner of Certificates.

Investments Authorized. Moneys held by the Trustee under the Trust Agreement shall, upon
written order of a District Representative, be invested and reinvested by the Trustee in Permitted
Investments. The Trustee may deem all investments directed by a District Representative as Permitted
Investments without independent investigation thereof. If a District Representative shall fail to so direct
investments, the Trustee shall invest the affected moneys in Permitted Investments described in
paragraph (g) of the definition thereof. Such investments, if registrable, shall be registered in the name of
and held by the Trustee or its nominee. The Trustee may purchase or sell to itself or any affiliate, as
principal or agent, investments authorized by this the Trust Agreement. Such investments and
reinvestments shall be made giving full consideration to the time at which funds are required to be
available. The Trustee may act as principal or agent in the making or disposing of any investment and
make or dispose of any investment through its investment department or that of an affiliate and shall be
entitled to its customary fees therefor. The Trustee is authorized, in making or disposing of any
investment permitted by the Trust Agreement, to deal with itself (in its individual capacity) or with one
or more of its affiliates, whether it or such affiliate is acting as an agent of the Trustee or for any third
person or dealing as principal for its own account.

Allocation of Earnings. Unless and until otherwise directed by the District to the Trustee in writing,
all interest or income received by the Trustee on investment of the Lease Payment Fund shall be retained
in the Lease Payment Fund. Amounts retained or deposited in the Lease Payment Fund pursuant to the
Trust Agreement shall be applied as a credit against the Lease Payment due by the District pursuant to
the Lease Agreement on the Lease Payment Date following the date of deposit. All interest received by
the Trustee on investment of the Reserve Fund shall be retained in the Reserve Fund in the event that
amounts on deposit in the Reserve Fund are less than the Reserve Requirement. Reserve Fund
investments may not have maturities extending beyond five years. In the event that amounts then on
deposit in the Reserve Fund on the valuation date described in the Trust Agreement equal or exceed the
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Reserve Requirement, such excess shall be transferred to the Lease Payment Fund. Transfers to the Lease
Payment Fund from the Reserve Fund shall be made by the Trustee on or prior to each March 1 and
September 1. All interest or income in the Delivery Costs Fund shall be retained in the Delivery Costs
Fund until the Delivery Costs Fund is closed pursuant to the Trust Agreement.

Such investments shall be valued by the Trustee not less often than quarterly, at the market value
thereof, exclusive of accrued interest. Deficiencies in the amount on deposit in any fund or account
resulting from a decline in market value shall be restored no later than the succeeding valuation date.
Investments purchased with funds on deposit in the Reserve Fund shall have a term to maturity of not
greater than five years.

Amendments

The Trust Agreement and the rights and obligations of the Owners of the Certificates, the Lease
Agreement and the rights and obligations of the parties thereto, the Site and Facility Lease and the rights
and obligations of the parties thereto and the Assignment Agreement and the rights and obligations of
the parties thereto, may be modified or amended at any time by a supplemental agreement which shall
become effective when the written consent of the Owners of at least sixty percent (60%) in aggregate
principal amount of the Certificates then Outstanding, exclusive of Certificates disqualified as provided
in the Trust Agreement, shall have been filed with the Trustee. No such modification or amendment shall
(1) extend or have the effect of extending the fixed maturity of any Certificate or reducing the interest rate
with respect thereto or extending the time of payment of interest, or reducing the amount of principal
thereof, without the express consent of the Owner of such Certificate, or (2) reduce or have the effect of
reducing the percentage of Certificates required for the affirmative vote or written consent to an
amendment or modification of a Lease Agreement, or (3) modify any of the rights or obligations of the
Trustee without its written assent thereto. Any such supplemental agreement shall become effective as
provided in the Trust Agreement.

The Trust Agreement and the rights and obligations of the Owners of the Certificates and the
Lease Agreement and the rights and obligations of the respective parties thereto, may be modified or
amended at any time by a supplemental agreement, without the consent of any such Owners, but only to
the extent permitted by law and only (1) to add to the covenants and agreements of the Corporation or
the District, (2) to cure, correct or supplement any ambiguous or defective provision contained therein
and which shall not, in the opinion of nationally recognized Special Counsel, adversely affect the interests
of the Owners of the Certificates, (3) in regard to questions arising thereunder, as the parties thereto may
deem necessary or desirable and which shall not, in the opinion of nationally recognized Special Counsel,
materially adversely affect the interests of the Owners of the Certificates; (4) to make such additions,
deletions or modifications as may be necessary or appropriate in the opinion of Special Counsel to assure
the exclusion from gross income for federal income tax purposes of the interest component of Lease
Payments and the interest payable with respect to the Certificates, (5) to add to the rights of the Trustee,
or (6) to maintain the rating or ratings assigned to the Certificates. Any such supplemental agreement
shall become effective upon execution and delivery by the parties thereto, as the case may be.

The Trust Agreement and the Lease Agreement may not be modified or amended at any time by
a supplemental agreement which would modify any of the rights and obligations of the Trustee without
its written assent thereto.

Certain Covenants

Compliance With and Enforcement of Lease Agreement. The District covenants and agrees with the
Owners of the Certificates to perform all obligations and duties imposed on it under the Lease
Agreement. The Corporation covenants and agrees with the Owners of the Certificates to perform all
obligations and duties imposed on it under the Lease Agreement.

The District will not do or permit anything to be done, or omit or refrain from doing anything, in
any case where any such act done or permitted to be done, or any such omission of or refraining from
action, would or might be a ground for cancellation or termination of their respective Lease Agreement
by the Corporation thereunder. The Corporation and the District, immediately upon receiving or giving
any notice, communication or other document in any way relating to or affecting their respective estates,
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or either of them, in the Property, which may or can in any manner affect such estate of the District or the
Corporation, will deliver the same, or a copy thereof, to the Trustee.

Observance of Laws and Regulations. The District and the Corporation will well and truly keep,
observe and perform all valid and lawful obligations or regulations now or hereafter imposed on them by
contract, or prescribed by any law of the United States, or of the State, or by any officer, board or
commission having jurisdiction or control, as a condition of the continued enjoyment of any and every
right, privilege or franchise now owned or hereafter acquired by the District or the Corporation,
respectively, including its right to exist and carry on business as a public entity, to the end that such
rights, privileges and franchises shall be maintained and preserved, and shall not become abandoned,
forfeited or in any manner impaired.

Budgets. The District shall supply to the Trustee as soon as practicable, but not later than
September 15 in each year, a written determination by a District Representative that the District has made
adequate provision in its annual budget for the payment of Lease Payments due under the Lease
Agreement in the Fiscal Year covered by such budget. The determination given by the District to the
Trustee shall be that the amounts so budgeted are fully adequate for the payment of all Lease Payments
and Additional Payments due under the Lease Agreement in the annual period covered by such budget.

Continuing Disclosure. The District covenants and agrees that it will comply with and carry out all
of the provisions of the Continuing Disclosure Certificate. Notwithstanding any other provision of the
Trust Agreement, failure of the District to comply with the Continuing Disclosure Certificate shall not be
considered an Event of Default; however, the Trustee may, upon payment of its fees and expenses,
including counsel fees, and receipt of indemnity satisfactory to it, at the request of any Participating
Underwriter or the holders of at least 25% aggregate principal amount of Outstanding Certificates, shall
or any holder or beneficial owner of the Certificates may, take such actions as may be necessary and
appropriate to compel performance, including seeking mandate or specific performance by court order.

Limitation of Liability

Limited Liability of District. Except for the payment of Lease Payments when due in accordance
with the Lease Agreement and the performance of the other covenants and agreements of the District
contained in the Lease Agreement and the Trust Agreement, the District shall have no pecuniary
obligation or liability to any of the other parties or to the Owners of the Certificates with respect to the
Trust Agreement or the terms, execution, delivery or transfer of the Certificates, or the distribution of
Lease Payments to the Owners by the Trustee, except as expressly set forth in the Trust Agreement.

No Liability of District or Corporation for Trustee Performance. Neither the District nor the
Corporation shall have any obligation or liability to any of the other parties or to the Owners of the
Certificates with respect to the performance by the Trustee of any duty imposed upon it under the Trust
Agreement.

Indemnification of Trustee. The District shall to the extent permitted by law indemnify and save the
Trustee, its officers, employees, directors, affiliates and agents harmless from and against all claims,
losses, costs, expenses, liability and damages, including legal fees and expenses (including allocated costs
of internal counsel), arising out of (i) the use, maintenance, condition or management of, or from any
work or thing done on, the Property by the Corporation or the District; (ii) any breach or default on the
part of the Corporation or the District the performance of any of their respective obligations under the
Lease Agreement, the Assignment Agreement, the Trust Agreement and any other agreement made and
entered into for purposes of the Property; (iii) any act of the Corporation or the District or of any of their
respective agents, contractors, servants, employees, licensees with respect to the Property; (iv) any act of
any assignee of, or purchaser from the Corporation or the District or of any of its or their respective
agents, contractors, servants, employees or licensees with respect to the Property; (v) the authorization of
payment of Delivery Costs; (vi) the actions of any other party, including but not limited to the ownership,
operation or use of the Property by the Corporation or the District including, without limitation, the use,
storage, presence, disposal or release of any Hazardous Substances on or about the Property; (vii) the
Trustee’s exercise and performance of its powers and duties under the Trust Agreement or as assigned to
it under the Assignment Agreement; (viii) the offering and sale of the Certificates; (ix) the presence under
or about or release from the Property, or any portion thereof, of any substance, material or waste which is
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or becomes regulated or classified as hazardous or toxic under State, local or federal law, or the violation
of any such law by the District; or (x) any untrue statement or alleged untrue statement of any material
fact or omission or alleged omission to state a material fact necessary to make the statements made, in the
light of the circumstances under which they were made, not misleading, in any official statement or other
offering document utilized in connection with the sale of the Certificates. Such indemnification shall
include the costs and expenses of defending against any claim or liability arising under the Trust
Agreement. No indemnification will be made under the Trust Agreement for willful misconduct or
negligence under the Trust Agreement by the Trustee, its officers, affiliates or employees. The District’s
obligations under the Trust Agreement shall remain valid and binding notwithstanding maturity and
payment of the Certificates or resignation or removal of the Trustee.

Assignment of Rights; Remedies. Pursuant to the Assignment Agreement, the Corporation has
transferred, assigned and set over to the Trustee certain of the Corporation’s rights in and to the Lease
Agreement, including without limitation all of the Corporation’s rights to exercise such rights and
remedies conferred on the Corporation pursuant to the Lease Agreement as may be necessary or
convenient (i) to enforce payment of the Lease Payments and any other amounts required to be deposited
in the Lease Payment Fund or the Insurance and Condemnation Fund, and (ii) otherwise to exercise the
Corporation’s rights and take any action to protect the interests of the Trustee or the Certificate Owners
in an Event of Default.

If an Event of Default shall happen, then and in each and every such case during the continuance
of such Event of Default, the Trustee shall, upon request of the Owners of a majority in aggregate
principal amount of the Certificates then Outstanding, and upon payment of its fees and expenses,
including counsel fees, and being indemnified to its satisfaction therefor shall, exercise any and all
remedies available pursuant to law or granted pursuant to the Lease Agreement; provided, however, that
notwithstanding anything in the Trust Agreement or in the Lease Agreement to the contrary, there shall
be no right under any circumstances to accelerate the maturities of the Certificates or otherwise to declare
any Lease Payment not then in default to be immediately due and payable.
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FARMERSVILLE UNIFIED SCHOOL DISTRICT
Maﬂagemerﬁ’s Discussion and Analysis (MD&A)
June 30, 2(}{}9

INTRODRDUCTION

Qur discussion and analysis of Farmersville Unified School District’s {District) financial perfermance
provides an pverview. of the Districl's financial aclivities for the fiscal year ended June 30, 2009. It
shouid be read in conjunction with the District's financial statements, which follow this section.

The Management's Discussion and Analysis (MID&A) is an element of the reporting model adopted by
the Governmental Accounting Standards Board (GASB) in their Statement No. 34, Basic Financial
Statements - and Management's Discussion and Analysis - for Stale and Local Governments, issued
June 1988, and GASB Statement No. 37, Basic Financial Statement — and Managemen! Discussion
and Analysis — for State and Local Govemments Ompibus, an amendment to GASE Staternent No. 21

ami No. 34, issued in June 2001.
FINANCIAL HIGHLIGHTS

0 Total net assets were $30,724,003 at June 30, 2008, This was an increase of 32,204,831 or
7.73% from the prior year. This increase was primarily the result of an increase In revenue limit
funding due to a significant increase In enroliment and attendance from the prior year. In
addition, due o prudent fiscal management and additional state calegorical flexibility,
unrestricted revenues exceaded unrestricted expenditures. Finally, long-term debt was paid .
down further without only one small new capital lease.

o Overall revenues were $28,é§8295é while expenses were $26 121,494, Revenues exceeded
expenses by §2,287 480, increasing the net assets of the District,

o Lorzg«terrr% debt has decreased by $373,386 primarily due fo regularly scheduied debt payments
- made in 2008-2009 with only one new small capltal lease, i ‘

O Enroliment within the District has increased significantly from 2007*2008 K-12 enrciiment
increased from 2,407 in 2007-2008 to 2,660 in 2008-2009. Total average daily aitendance
increased from 2,337 in 2007-2008 to 2,499 in 2008-2008, which represents a 6,93% increase.

g During the year, the District expended all of the Emergency Repair funds received in 2007-08 {0
replace and upgrade roofs at three sites. These projects were started in 2007-08 and
completed in 2008-09. in addition, the District received design funds for the consfruction of the
first wing of the new Middle School and deslgn funds for the modernization of three slementary
sites. The District is still waiting to receive construction funds for these projects.

O Growth in the City of Farmersvills s deciini;ﬁg rapidly. Devéiapef Fee revenues for the District
decreased $312,786 going from $504,334 in 2007-2008 to $‘§91§538 in 208&2@69,

2 The District still maintaing more than $1.2 million in reserve from the Garry L. Meek donation,
which s cwzentiy set aside to build the Jim Wiley Swimming Pool at Farmersville High Schooi
sometime in the future.

OVERVIEW OF FINANCIAL STATEMENTS

This annual report consists of three parls ~ management's discussion and analysis (this ssction), the
basic financial statements, and required supplementary information. The three sections together provide
a comprehensive overview of the District. The basic financial statements are comprised of two kinds of
. statements that present financial information from different perspectives:

o Government-wide financial statements, which comprise the first two statements, provide both
short-term and long-term information about the entity's overall financial position, <

i
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0 Fund financial statements focus on reporting the individual parts of the District operations in
more detall. The fund financiat stalements comprise the remaining stalements.

» Governmental funds statements tefi how general govermnment services were financed in
the short term as well as what remains for future spending,

»  Fiduciary fund statements provide information about the finangial relaticnships in which
the District acts solely as a trustee or agent for the benefit of others, to whom the rescurces
belong. ' S .

- The financial staternents also include notes that axplain some of the information in the statements and
provide more defailed data. The basic financial statements are followed by a section of required
supplemeniary infermation that further explains and supporis the financial statemenits.

' Govemmeaniﬁe Statements

The government-wide statements report information about the District as a whole using accounting
methods similar to those used by private-sector companies. The statement of net assets includes all of
the government's assets and liabilities. Ali of the current year's revenues and expenses are accounted
- forin the statemant of activities regardless of when cash is reaejved or paid. _

The two gs}?emmer‘;twde statements report the District's net asset& and how they have char;ged E\éei
assefs-the difference between the assets and liabilities- is one way to measure the D;strfc;is financial
hesaith or position. . S ,

"o Qver time, increases or decreases in the District's net assets are an indicator of whather its
financial health is improving or deteriorating, respectively.

G To assess the cverall health of the Distri ct, one needs to consider additional nonf nancial factors
such as changes in enroliment, changes in the property tax base, changes in program funding
by the Federal and State governments, and condition of facez fies.

“The governmeni-wide financial staternenis of the District include govemmeni activitias, Most {af the
District's basic services are included here, such as regular education, food service, maintenance and
general administration. Revenue limit funding and federal and state grants finance most of these
-activities, ,

. Fund Financial Statements

The fund financial statements provide more detailed information about the District's most significant
funds-not the District as a whole. Funds are acoounting devices that the District uses to keep track of
specific sources of funding and spending for. particular programs. Some funds are required to be
established by state law and by bond covenants, The Board of Trustees establishes other funds to
control and manage money for particular purpeses or to show that the District is meeting legal

responsibilities for using certain revenues. The District has two klr;ds of funds: '

‘G Governmental funds - Most of the District's basic services are ;nciaded in governmental funds
which genezeiiy focus on (1) how cash and ather financial assets that can readily be converted
to cash flow in and out and (2} the balances left at year-end that are available for spending.
Consequently, the governmental funds statements provide a detailed short-term view that helps
you determine whether there are more or fewer financial resources thaf can be spent in the near
future to finance the District's programs. Because this information does not encompass the
additiona! long-term focus of the government-wide statements, we provide additional
information at the bottom of the government funds statements that explains the relationship {or .
differences) between them.




.0 Fiduciary funds — the District is the trustee, or fiduciary, for assets that belong to others; for the
District, the student body activities fund is an agency fund. The Disfrict is responsible for
ensuring that assets reported in these funds are used only for their intended purposes and by -
those t¢ whom the assets beiong. All of the Dislrict's fiduciary activities are reporied in a
separate statement of fiduciary net assels. We exclude these activities from the district-wide
financiat statements because the District cannot use the assels to finance iis operations.

FINANCIAL ANALYSIS OF THE DISTRICT AS A WHOLE
Net Assels

This is the sixth year the full accrual siatements using full sconomic resources can be compared to the -
prior year's balance sheet and changes in fund balance, which used a modified accrual basis and
current economic rescurces, Net assels may serve, over time, as a useful indicator of the District's .
financial position. In the case of the District, assets exceeded fiakilities by more than $30.7 million at -
June 30, 2008, ‘

The District's combined net assets at June 20, 2009 were $30.7 million compared to net_ésseig at June
30, 2008 of $28.56 million. Of this amount, §2.4. million was unrestricted. Restricted net assets are
- reported separately to show legsl constraints from debt covenanis and enabling legislation that limit the
- School Board’s ability to use those net assets for day-to-day operations. Our analysis focuses on net

assets (Table MDA-1) and the changes in net assets (Table MDA-2) of the District's governmental
* activities, ' ‘

Investment in capital assets {e.g., land, buildings and equipment} less any related debt represents

74.9% of the net assets. The District uses these assets to provide educationat services, therefore, they

are not available for liquidation. Although the District's investments in capital assets are reported net of .
refated debt, it should be noted that resources needed to repay this debt must be provided from other

sources, since the capite! assets themselves cannot be used to liguidate these liabilities.

TABLE MDA-1
Farmersville Unified School District
Statement of Net Assets
Gomnnempntal Bctiics TolatPrrcanlage The $2.4 million in unrestricted net
) O ... Charg assets of governmental activities
ffjj R 'ifézﬁgj & 5;;2:; ‘::?Z’} represents the accumulated results
s fuioes O um s % of all past years’ operations. It
Other fosels 20024 218,45 {758 means that, if needed, we would be
Copl Agsels, Neloi . able to pay off all of our current
Acumulaled Depreciaion 28,143,198 2?,3%9?5 24% liahilities f@i:fay, including alt of our
Tol Assels H0h2% BEUER e non-capital liabilities {compensated
Pocouns Bapahs E ) 150045 {37 absences, other post-employment
Lolzzzed Semnvss H658¢ - BAT 5% benefits, efc...). It does not mean,
ChePutampiomentBenchs 2058 % N however, that these moenies are
LT SATLE e Sl generally avaiiable for expenditure,
M i B The increase in unresfricled net
Isiedin Capial Aoseis, Net : assets is primarily the resulf of
ofReatid Dett R 9888 45% prudent spending and 2 decrease in
Z,Sf:;iﬁ : ' giﬁggfg ﬁ ‘:;ﬁgﬁ‘ﬁ ;:i;‘f _ long-term liabiiities due to regularly
T iy : scheduled debt payments.

Tola! Hel Assels $30,724,003 §28519472 R 5 )




Changes in Net Assets

The net assets increased by $2,287,460 between 2007-2008 and 2008-2008. The District's tolal
revenues across all funds were $28,418 954 for the fiscal year endlrzg June 30, 2008, a 2.5% increase
from prior year's revenue of $27,717,629 {See table MDA-Z} A pr;mary factor for th|s increase was an
- increase in revenue limit funding because of a significant increase in enrollment and attendance from

the prior year. In addition, due to prudent fiscal management and additional state categorical flexibility,
_unrestricted revenues exceeded unrestricted expenditures.  Finally, long-term debt was paid down

further without any additional debd being incurred,

The total cost of all programs and services was $26,121,484, The District's expenses are
predominately related to educating and cas'nng for students {80.0%). Administrative activities accounted

- for just 5.1% of total costs. The remaining expenses were for plant services (maintenance and
operations), community services, ancillary services, and other outgo. Overall, revenues increased by.
2.8%, while expenses increased by 0.8%. . :

. Tahle MDA=2
Farmersviile Unified School Dlstrssst
Changes In Net Assets

Governmental Activities Total Percentage
2008-09 2007408 Change
Revenues
" Program Revenues: :
Charges for Services B 179,047 $ “238108 {24.8%)
Operating Grants and Contributions 8729125 8,547,298 13.8%
Capital Grants and Contributions 14,524 $ 522146 {87.2%)
{ieneral Revenues.
. Revenue Limit Sources 14,300,328 13,825,445 - B3.5%
-Federal aid-not restricled , 208,543 : 751,688 (72.5%)
State Revenues 2,766 820 2,841624 4.7%
Local Revenues 1,213,967 1,191,319 1.89%
“Total Revenues 28,418,954 27,717,629 2.5%
Program Expenses :
Instruction ' 15,975,100 15,683,458 1.8%
Instruction-Related Senfices 2,437,340 2.460,055 {0.9%)
Pupil Services. ' 2,585,967 2,663,260 {2.9%)
" Ancillary Services 351,503 349 558 0.6%
Commurdty Services - 27,296 g28 ", 3186.6%
General Administration 1,334,475 1,276,415 4.5%
Plant Services : 2,987,388 ©329612 0 (4.5%)
Other Outgo s 422 415 448,082 {5.7%)
- Total Expenses 26,121,494 26,021,233 0.4%
Excess {Deficiency) : 2,297,460 1,698,395 35.4%
Transfers In (Out) : - -
Prior Period Adjustments Coe2.82e - {100.0%)
Changes in Net Assets § 2204531 ~_ $ 1,696,396 30.0%




Governmental Activities

The cost of all governmental activities this year was $26,121,494. '

Table MDA-3 presents the cost of each of the District's functions as well as each function’s net cost
(total cost less fees generated by the activities and intergovernmental aid). The net cost reflects what
‘was funded by charges for services, operating grants and capital grants and contributions. The net cost
shows the financial burden that was placed on the District’s taxpayers by each of these functions.

Table MDA-3
Farmersvilie Unified School District
Net Cost of Governmental Activities

\ Percentage ‘ Percentage

Total Cost of Services ) Change "~ NetCost of Services = Change

2008-09- 2007-08 2008-09 ~ 2008-09 2007-08 2008-09
Insiruction $15,975,100 $15,603,456 1.8% $(10,466,216)  $(10,253,008) (2.1%)
Instruction-Related Services 2,437,340 2,460,085 (0.9%) (1,886,536) {1,696,599) {11.2%)
Pupil Services 2,585,967 2,663,260 (2.9%) (872,380) (621,361) (40.4%)
General Administration "4,334,475 1,276,415 4.5% (1,099,593) (1,033,235) {6.4%)
Plant Services . . 2,987,398 - 3,129,612 {4.5%) (1,211,903} - (2,514,145) 51.8%
Ancillary Services - 351,503 349,555 0.6% (316,316) (329,583) 4.0%
Community Services 27,296 828 3,196.6% {2,604) {118)  (2,106.8%)
Other Outgo : 422415 448,052 (5.7%) {343,250) (265,631} (29.2%)
"TOTAL . $26,121,494 $26,021,233 T 0.4% $(16,198,798) ${16,713,680) 3.1%

FINANCIAL ANALYSIS OF THE DISTRICT'S FUNDS

The financial performance of the District as a whole is reflected in its governmental funds as well. As the
District completed the year, its governmental funds reported a combined fund balance of $8, 144 891,
well above last year's ending fund balance of $6,685,929.

The primary reasons for the increase are as follows:

1. Revenues exceeded expenditures in 2008-2009, due to prudent fiscal spending within the
" unrestricted programs.
2. The receipt of Federal Stimulus funds that were received late in the year and not used in
2008-09.

3. An increase in revenue limit funding due to a 5|gn|fcant increase in enrollment and
attendance jn 2008-09. . :

General Fund Budgetary Highlights

Over the course of the year, the District revises its annual budget to reflect unexpected changes in
revenues and expenditures, The final amendment to the budget was approved September 22, 2009. A
schedule of ‘the District's original and final budget amounts compared with actual revenues and
. expenditures is provided in the required supplemental section of the audited financial report.

While the District's adopted budget anticipated a general fund balance increase of $618,090, the actual
) results for the year shows a fund balance increase of $1,632,038.

. Total General Fund revenues received in 2008-2009 exceeded the original adopted budget
estimate of $23.4 million by more than $3.1 milfion.
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« Federal revenues were $866,311 above the adopted budget, which is primarily due fo the

- receipt of federal stimulus funds from the American Recovery and Relnvestment Act (ARRA)
that were unanficipated at the time of budget adoption. These funds were recelved late in 2008-
09 and were deferred for expenditure in 200810 and 2010-11. :

« Actual Revenue Limil revenues from State Apporticnments wera up $426,088 from the ofiginal
adopted budget, while Revenue Limil revenues from Local Scurces exceeded the original

- adopted budget by $17,31C. The large variance in Siate Apperiionmen! revenuas was éw o
an unarticipated | nczease in enrollment arzd atlendance in 2668-04, ‘

« Actual Other Siate Revenues excesded the original adopted budget by $1,348, 686 ?ms was
primarily dug to the receipt of Emergency Repair Program {ERP) funds that were not included in
~ the adopted budget and were used to repair roofs at several sites in 2008-08.

» Total General Fund expenditures in 2008-200¢ exceeded the original adopted budget estimate
of §22.7 million by almost than $2.1 million. This difference was due to repair ‘costs fo replace
. roofs at several sites under the ERP program that were not included in the adopted budget.

CAPITAL ASSETS AND 1}&3’:’ 'Af}aém!STRﬁ‘fiﬂN
Sa;ﬁtai Assels

At June 30, 2008, the District's Audited Financial Report shows that Capital Assets totaled $37,908,178.
Those assels net of depreciation are valued at $27,491,874 and were invested in a broad range of
capital assets, including land, school buildings, site improvements and equipment. At June 30, 2008,
the capifal assefs al historical costs are $37,601,469. The value of capital assets after applying
accumulated depreciation expense of $11,651,406 is $28,149,198. Table MDA-4 shows these amounts
net of accumutated depreciation. .

Table MDA-4
Farmersville Unified School District
Capital Assets at Year-end

Sovernmental Activities Total Pergentage
2008-08 200708 Change
Leng : § 13825629 & 1,382,549 0,0%
Work in Progress 706,808 844676 (16.3%)
Buiidings ard mprowements, Net 25,811,214 L R4 TISA27 3,4%
Equipment, Nst _ . 438,840 479,342 8.4%)
. NET CAPITAL ASSETS 5 28,149,188 § . 27,491,074 2.4%

Long-Term Debt

At the end of 2008-2009, the District had $2,286,528 In bonds outstanding versus $2,484,605 as of
June 30, 2008, a decrease of $198,077 or 8.0%. During 2002-03, the General Obligation Bond A
issued in 1993 was refinanced at a lower interest rate, saving the taxpayers $85,164 over the life of the
bond. The $1,895,000 principal remammg on Bond A was paid off, and re-issued at $2,105,000. The
District's general obligation bond rating is *BEB’ by Standard & Poor's, which rated the District's debt
when the 1993 General Cbligation Bonds were re-financed. Debt rated “BBB” is regarded as having
adequate capacity to repay interest and principal. This rating reflects the “very jow wealth of both a
. household and per capita basis; & small tax base..., and 3 restricied ability to issue additional GO debt
due-to the state-mandated cap fimi.., These {:redzi’ weaknesses 3;9 offsst somewhat by @ history of
strong financial performance with recurrent net operating surpluses...



On April 13, 2009, Moody's Investors Services upgraded the District's long-term rating to Baaz from
Baad, affecting $2.4 million in outstanding GO debt. Thelr report stated, in part, that, "The upgrade
reflects Moody's expectations that the District's imiproved financial operations will remain satisfactory
and that management will maintain healthy reserve levels. The rating incorporates the District's small
tax base, below average wealth lavels, and manageabie debt levels.”

The capital lease debl consists of an Energy Relrofit Froject that was incurred in 2002-03 and is
expected to continue untii 2016-17. In 2008-03, the District enfered into a capital lease for the purchase
‘of & new maintenance vehicle which will be paid In full in September of 2010. The Certificates of
Participation are new debt incurred in 2008-2007 and have a financial impact fo the District of
approximately $120,000 in 2007-2008 and $200,000 per vear thereafter until August of 2026, The first
principal payment was made in 2008-2009. The purpose of the Cerlificates of Pariicipation was to
construct the Garry L. Meek Stadium at Farmersville HMigh Scheol The Stadium was completed in
2007-2008. 4

Bonds and other long-term debt are shown in Table MDA-5.

Table MDA-5
Farmersville Unified School District

Long-Term Debt
Governmental Activities - Total Percentage

V 2008-08 2007-08 Change
General Obligation Bonds $ 2,286,528 $ 2,484,605 (8,0%)
Certificates of Participation 2,360,000 2,445,000 {3.6%) -
Capits! Lease 582,647 ' 618,808 (6.0%)
Compensated Absences 103,451 ) 121,530 {14.8%)
Siate Teacher's Retirement 140,034 175,043 (20.0%)
TOTAL LONG-TERM DEBT $ 5472800 $ 5845088 {6.4%)

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

At the time these financial statements were prepared and zudi teci the District was aware of several
circumstances that could affect its fuiure financiat heatth:

3 During the 2007-2008 budget year, the District entered into "Financial Hardship” for the purpese
of buiiding and modernizing school facilities with all funding coming from State bonds previously
approved by the voters. During 2007-2008 and 2008-2009, the District Master Plan includes
capital projects such as a new classroom wing at Freedom School to house the sixth grade, a
new Junior High classrcom wing located next to Freedom School, and modermization of the
current Junior High School, Hester School, Snowden School and Deep Creek Academy. As of
the date of this anglysis, although the projects have been approved at the State level, the
District has not yet received the construction funds to begin these projects.

‘o The negative financial impact of the COP {Principal and Interest) was approximately $120,000

' in 2007-2008 and will be approximately $200,00C per year thereafier until August 2026,
Althcugh there ware sufficient funds in the Developer Fee Fund in 2008-09 fo fully cover these
nayments, it dees not appear that there will be sufficient funds in the Developer Fee Fund fo
cover these payments in 2009-10 and beyend. As such, absent another source, the General
Fund will begin incurring payments for the COP cobligations.



0O Starting in 2008-09, under GASB Statement 45, the District has begun recognizing the l|ab|||ty
for Other Post Employment Benefits (OPEB) wh;ch according to our most recent actuarial study
completed in December of 2008 is approximately $2 8 million. Alseo, according fo this actuarial

- study, in order to fully fund this tiability the Disfrict would need fo contribute into an irrevocable
trust about $382,500 per year from 2008-2009 to 2027-2028, . Management is currently looking
into alternatives to fund this liability, but due to the current economic situation, the Dlstrlct does &

not plan to fund the liability at this tirme.

0 On November 18, 2009, the Legistative Analyst's Ofﬁce’s (LAQ) annual California Fiscal -
QOutlook projected an 18-month State Budget deficit of $21 billion. Despite significant increases .
in Federal-funding through ARRA, it is expected that the State will make mid-year reductions to
education funding in 2009-10 and further reductions to the education budget in 2010-11.
Although unknown at this time, it appears that additional revenue reductions to the District are
likely. Management has started discussions on actions necessary to make budget reductions in
the event revenue decreases materialize. -

CONTACTING THE DISTRICT'S FINANCIAL MANAGEMENT

This financial report is deswgned to prowde our citizens, taxpayers parents, parﬂmpants investors and
creditors with a general overview of the District's finances and to demonstrate the District's
accountability for the money it receives. If you have questions about this report, or need additional
financial information, contact the Business Manager/Chief Business Officer, Farmersville Unified School
District, 571 East Citrus, Farmersville, CA 93223 or call (559) 592-2010.
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Independent Auditors’ Report on Financial Statements

Board of Trustess

Farmersville Unified School District
571 E. Citrus

Farmersville, California $3223-1893

Members of the Board of Trustees:

* We have audited the accompanying financial statements of the governmental activities, each major fund, and

- the aggregate remaining fund information of Farmersville Unified School District as of and for the year ended
June 30, 2008, which collectively comprise the District's basic financial statements as listed in the table of
contents, These financial statemenis are the responsibiliy of Farmersville Unified School District's
management. Our responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the slandards applicable to financial audits contained in Government Auditing Standards,
jssued by the Comptroller General of the United States, Those standards require that we plan and perform the
audit to oblain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supperting the amounis and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We belisve that our audit
provides a reasonzble basis for our opinions.

In cur opinien, the financlal stalements referred to above present fairly, In gll material respects, the respective
financial position of the governmental activities, each major fund, and the aggregate remaining fund information
of Farmersville Unified School District as of June 30, 2008, and the respective changes in financial position for
the year then ended in z:arzfcrmlty with accounting principles generally accepted in the United States of
America.

As described in Note A to the financial stafernents, Farmersville Unified Schopl District adopled the provisions
of Governmental Accounting Standards Board Statement No. 45, Accouniing and Financial Reporting by
Emplayers For Postemployment Benefits Qiher Than Pensions as of July 1, 2008, This resulis in the recognition
of an Other Postemployment Benefits (OPEB]) liability on the Statement of Net Assets and the recognition of an
accrual in the Statement of Activities for the unfunded portion of the Annual Required Contribution (ARC) for
these bensfits. There is no change in the fund financial statements resulting from the adoption of this standard.

In accordance with Government Auditing Standards, we have aiso issued our report dated November 13,
2008, on our consideration of Farmersville Unified School Listrict's internal control over financial reporiing 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 cantrol over
financial reporting and compliance and the results of that testing, and not to provide an opinion on the infernal
control over financial reporting or on compliance, That report is an integral part of an audit performed in
accordance with Government Audifing Standards and should be considered in assessing the reszzits of our
audit.



" The Management's Discussion and Analysis and the budgetary comparison information and the Schedule of
Funding Progress for OPEB Benefits identified as Reguired Supplementary Information in the fable of contents
are not a required part of the basic financial statements but are supplementary information required by
accouniing principles generally accepted in the United States of America. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods of measurement
and presentation of the required supplementary information. However, we did not aa.;ait the information and

express no opition on it.

Our audit was performed for the purpose of forming opinions on the financial statements which collectively
comprise the Farmersville Unified School District's basic financial statements. The accompanying schedule of
expenditures of federal awards required by U. 8. Office of Management and Budget Circular A-133, Audifs
of Stafes, Local Governmenis and Non-Profif Qrganizations and the supporting schedules listed in the
table of contents are presented for purposes of additional analysis and are not a required part of the basic
financial staéements This information has been sub§ected to the auditing procedures applied in the audit of the
basic financial statements and, in our opinion, is fairly stated In all material respects m Telation io the basic
financial statements taken as a whole, ‘ .

November 13, 2008
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FARMERSVILLE UNIFIED SCHOOL DISTRICT
STATEMENT OF NET ASSETS
JUNE 30, 2009 -

ASSETS:
Cash in Counly Treasury
Cash on Hand and in Banks
Cash in Revolving Fund
Cash with a Fiscal Agenl/Trustee
Accounts Receivable
Stores inventories
Prepaid Expenditures
Caplal Assets:
" land
Land improvemenis, Net
Buildings, Net
_Equipment, Net
Woik in Progress
Total Assets

LIABILITIES:

~ Accounis Payable
Deferred Revenues

{ther Postempioyment Benefits

“Noncwrent Lishbilities:

Pue within one year

Bue in more than one year
Total Liabilities

NET ASS&“FS .
invested in Capital Assets, Net of Related Delt
Res¥ricted For;
Debt Service
Capltal Projecis
f.egally Resiricted Balances
. Bpecific Programs
Unrestricied
Total Net Assets

The accompanying notes are an integral part Qf this statement.
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Governmenial
Aclivities

$ 3,839,227

127

5,000
200,700
4882527
24,292
200,224

1,392,529
3,902,831
21,708,383

438,849
- 708808
37,381,295

563,182
360,591
260,019

498,895

8657207

22,920,123

530,539
778,242
3,364,027
722,261
2,408,811

$_ 30,724,003

EXHIBIT A



FARMERSVILLE UNIFIED SCHOGL DISTRICT

STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2009

EXHIBIT A-2

Net {Expense}
Revenug and
Changes in
Program Revenugs Net Assels
Cperating Capiial
Charges for Granis ang Grants and Governmental
Functions/Programs Expenses Services Contributions Contributions Activities
PRIMARY GOVERNMENT; ’
Government Aclivities: : .
Instruction & 15975100 & §4,008 & 5400351 § 14,524 % {10466.216)
instruction-Related Services 2437 340 . 581 850,223 - {1,886,536}
Pupil Bervices 2,585 067 . 45,287 1,668,300 - {872,380}
Arncillary Services 351,603 - . ©asE7 - (316,316
Community Services 27,2956 8,380 18,312 - (2,604)
General Administration 1,334,475 3,458 231 432 B {1,009,803)
Plant Services 2,987 398 473 1,775,022 - {1,211,903)
Gther Quitgo 422 418 26,867 52,298 - {343,250)
Tolal Governmental Agtivities . 28121,494 ) 179,047 §,728125 14,524 {16,198,798)
§ 28121454 % 173047 § 97251235 § 14,524

Total Primary Government

Genegral Revenues:
Revenue Limit Sources
Federal Revenues
Stale Revenues
Local Revenues

Transfers
- Total General Revenues

Change in Nei Assels

Net Assels - Baginning

Prlor Period Adjustment

Net Assets - Ending

The accompanying notes are an integral part of this statement,
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(16,198, 798)

14,300,328
208,643
2,766,820
1:213,567
18,456,258
2,297 480
28,519,472
{92,929)

$_ 80,724,003



FARMERSVILLE UNIFIED SCHOOL DISTRICT
BALANCE SHEET - GOVERNMENTAL FUNDS . -
JUNE 30, 2009

Other Total
General Governmental Governmental
Fund Funds Funds
ASSETS: 4
Cash in County Treasury $ 2,302,728 3 1,636,499 $ 3,839,227
Cash on Hand and In Banks - 127 127
Cash In Revolving Fund 5,000 x 5,000
Cash with a Fiscal Agent/Trustes - 200,700 200,700
- Accounts Receivable . 4,623 679 235,848 4,862,527
Due from Other Funds 55015 - 55,0156
Stores Inventories < - 24,282 24,292
Total Assels T g 6,086 427 F 2. 100,466 $ 0,086,888
LIABILITIES AND FUND BALANCE; ,
Liabilities: o . )
Accounis Payabls $ 404,208 . § 14,409 $ 508,707
Due to Other Funds : C - : 55015 ' 55,0158
Deferred Revenue 378475 - 378,475
Totat Liahilitics 872,713 68,424 942 197
Fund Balance:
Reserved Fund Balances: .
Reserve for Revolving Cash 5000 . “5,000
- Resgerve for Stores Inventories - 24,242 24,202
-Reserve for Legally Resiricted Balance 3,364,027 s 3384027
Deslgnated Fund Balances: ‘
Designated for Ecenomic Uncertainties 85,848 - 805,848
Other Dasignated 1,208,703 - 1,208,703
Unreserved - 540,071 - | B4AD 0T
Unreserved, reported in nonmajor: *
Special Revenue Funds - 807,689 697,868
Debt Service Funds - 530,530 530,530
Capital Projects Funds - 778,242 778,242
Total Fund Balance 65,112,649 2,031,042 T 8,144 651
Totai Liabilities and Fund Balances % 6,088,422 % 2,100,456 $ 8,086,888

The accompanying notes are an integral part of this statement,
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EXHIBIT A4

FARMERSVILLE UNIFIED SCHOOL DISTRICT
RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET ASSETS

JUNE 30, 2008

Total fund balances - governmental funds balance shesl ‘ $ 8,144,881

Amounts repartad for governmental activities In the statement of net assets
arg different because:

Capital assets used in governmental activities are nof repored in the funds, 28,149,198
Bond issuance costs end similar items are amortized in the SCA but not in the funds, 200224
Payables for bond principal which are not due in the current period are not reported in the funds. , {2,286,528)
Payables for capilal leases which are not due in the current pericd are not reported in the funds., (582,547}
Payables for bond interest which are not due in the surrent period are not reported in the funds. . (84475}
Payables for COPS which are nof due in the current period are nof reported in the funds., {2,380,000)
Payables for compensated absences which are nol due in the current period are not reporied in the funds. - {103,481)
Other postemployment benefif liabilities which are not due and payable in the current period are not reported :
in the funds. = ‘ ‘ {260,919)
Other long-term liabilities which are not due and payable in the current period are nof reported In the funds. (140,034)
Other long-term assets are not avallable to pay for current-period expendiiures and are deferred in the funds., 17,884
Net assets of governmenlal aclivities - slalement of net assels $_ 30,724,008

_ The accompanying notes are an injegrat part of this statement,
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FARMERSVILLE UNIFIED SCHOOL DISTRICT
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCES - GOVERNMENTAL FUNDS

FOR THE YEAR ENDED JUNE 30, 2009

Other

The accompanying notes are an integral part of this siatement.
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Total
General Governmental Governmental
Fund Funds Funds
Hevenues:
Revenue Limit Sources:
State Apportionments $  13,339461 $ - & 13,338,461
Local Sources 960,867 - 969,867
Federal Revenue ’ . 3,510,793 1,235 531 4,745,324
Other Stale Revenue ) 6,938,207 104,808 7,042,816
Other Local Revenue 1,769,229 560,199 2,328,428
Total Revenues 28 627 557 1,800,339 28,427,896
Expenditures: . ) ‘
instruction ‘ ) 14,882,008 " 14,251 14,996,287
Instruction - Related Services . o 2,402 861 - 2,402 261
Pupil Services : 1,265,524 - 1,283,333 " 2,548,857
Ancillary Services ' 348,320 T. 348,320
Community Services . 27,137 - 27,137
General Adminisiration Sl 1,220,854 51,808 1,282 458
Plant Services 4281574 225,858 4,507 432
Other Qutgo 163,862 . 163,862
Debt Service: . -
Principal ‘ 101,282 ... 283,077 384,359
interest . 35,528 207,847 243,873
Total Expenditures . 24,828 845 2,076,271 28,805 217
Excess (Deficiency) of Revenues
Cver (Under) Expenditures 1898 5611 {175,832) 1,522 879
Other Financing Sources {Uses): ,
Transfers In 4 6,960 344,031 350,991
Transfers Out (102.548) (248 .446) {350,881}
Proceeds From Capilal Leases 29,012 - . 28,012
Tofal Other Financing Sources {Uses) . 88573 95,585 29,012
Net Change in Fund Balance : 1,632,038 {80,347} 1,651,681
Fund Balance, July 1 _ - 4,674,540 2,111,388 8,685 828
Prior Perlod Adjustment (92,928} - {82,929
Fund Balance, June 30 Y 6,113,649 % 2.031,042 g 8,144 681

EXHIBIT A-8



EXHIBIT A6

FARMERSVILLE UNIFIED SCHOOL DiSTRICT
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF AGTIVITIES

FOR THE YEAR ENDED JUNE 30, 2009

HNet change in fund balances - total governmental funds % 1,561,861
Amounis reported for governmental activities in the sialement of activities
{"SOA") are different because: . '
Capital outfays are not reported as expenses in the S0A. 1,792,420
The deprecialion of caplital assets used in governmental activities is not reporied in the funds, (1,135,202}
Revenues in the S0A not providing current financial rescurces are nof reported as revenues In the funds. (8,942)
Other postemployment benefits in excess of the "pay as you go" amount are expenses in the SOA but not '
expendifures in the funds. {260,919)
Repayment of bond principal is an expenditure in the funds but is npt an expense in the SOA. i 198,077
Repayment of capital lease principal is an expenditure in the funds but is not an expense in the S0A. ' 66,273
Repayment of loan principal is an expenditure in the funds but is nol an expense in the S80A, 85,000
Bond issuance costs and similar lfems are amortized in the S0A but not in the funds, ) : ) _ {16,122)
(Increase} decrease In accrued interest from beginning of pericd to end of pericd. ) 1,142
Compensated absences are reported as the amount earmned in the SOA bul as the ameunt paid in the funds, 18,038
Special termination benefits are reporied as the amount eamed in the BDA but as the amoeunt paid in the
funds. ) . 35,008
Proceeds from capital leases do not provide revenue In the SOA, but are reported as current resources in the
funds, (29.012)
Change in net assels of governmental activities - statement of activitice § 2297460

The accompanying notes are an integral part of this statement,
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EXHIBIT A7

FARMERSVILLE UNIFIED SCHOOL DISTRICT
STATEMENT OF FIDUCIARY NET ASSETS

FIDUCIARY FUNDS . S

JUNE 30, 2008 '

Agency '
___Fund
Sfudent
Body
' Funds =
ASBETS: &
Cash op Hand and in Banks , 8 53,504
Total Assets £3.504
LIABILITIES:
Due to Student Groups ’ : \ 53,504
Total Liabilities - 53,504
NET ASSETS: - \ | o |

Tolal Net Assels - - ~ §_ .

The accompanying notes are an integrat par‘?{% this statement.
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FARMERSVILLE UNIFIED SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2009

A, Burmpany of Significant Accounting Policies

Farmersville Unified School District (District) accounts for its financial fransactions in accordance with the policies and
procedures of the Department of Education’s "Califernia Schoot Accounting Manual', The accounting policies of the
District conform to accounting principles generally accepted in the United States of Americe (GAAP) as prescribed by
the Governmental Accounting Standards Board (GASB) and the American Institute of Cerfified Public Asccountants
{AICPA),

1.

Reporiing Entity

The District's combined financial statements include the accounts of all its operations. The District evaluated
whether any other entity should be included in these financial stalements. The criterla for including
organizations as component units within the District's reporting entity, as set forth in GASB Statement No. 14,
“The Financial Reporting Entity" as amended by GASB Statement No. 39 "Determmmg ‘Whether Certain
Orgamzatmns Are Component Units", include whether _

- the organization is legally separaie {can sue and be sued in its name}

- the District holds the corporate powers of the organization

- the District appoinis a voting majorily of the organization's board

- the District is able to impose its will on The organization

- the organization has the potential to impose a finandial benefit/burden on the E}xstnci: .

- there is fiscal dependency by the organization on the District

=it would be misleading or cause the financial siaterﬁants to be incomplete to exclude another
organization.

Based on these criferia, the District has no -component unils. Addltnonaﬂy, tiae Dlstrlct is not a cemponent unit of
any other reporting entity as defined by the GASB Statement.

Basis of Preseniation, Basis of Accouniing
a.  Pasis of Presentation

Government-wide Sialements: The statement of nel assets and the statemen! of activilies Include the
financial aclivities of the overall government, except for fiduciary activilies, Eliminationg have been made
to minimize - the double-counting of internal acliviies. .Governmental activilies generally are finanged
through taxes, intergovernmental revenues; and other nonexchange transactions.

The statement of aclivities presents a comparison between direct expenses and program revenues for each
function of the District's governmental activities. Direct ‘expenses are those that are specifically assoclated
with a program or function and, therefore, are clearly identifiable to a paricular function. The District does
not allocate indirect expenses in the stalement of aclivities., Program revenues include {g) fees, fines, and

- charges pait by the recipients of goods or services offered by the programs and (b} granis and contributions
ihal are restricted to meeting the operational or capilal requirements of a padicular program. Revenues
that are not classified as program revenues, including all taxes, are presented as general revenues,

Fund Financial Statements: The fund ﬁnandéal statements provide information about the District's funds,
with separate statements presented for gach fund calegory. The emphasis of fund financial statlements is on
major governmental funds, each displayed in a separate column. All remaining governmental fumdds are
aggregated and reporied as nonmajor funds,

The District reparts the following major governmental fund;

The ‘Genérai Fund is the Dist‘rict"sdg}rimaw gperating fund., 1t accounts for alf financial resources of the
District except those required to be accounted for in another fund. - ‘

18



FARMERSVILLE l}?’élFlEﬁ SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2008

In addition, the District reports the following fund types:
Non-Major Governmerital Funds:

8pecial Revenue Funds are used to account for the proceeds of specliic revenue sources that are legally
restricted fo expendiiures for specific purposes. The following special revenue funds are utilized by the
District: : ‘ : :

The Adult Ec_&scétion Fund is used to account separately for federal, state and acal revenues for
adult -education programs. During 2009, legislation was passed that allowed the fund balance
" and stale apportionments to be fiexible for expenditure purposes untit fiscal. year 2012-13,

'%'he Cafeteria Fund is used fo account sepafaie!y for federal staze, and local resources_t'q
cg}e;'a%e the food service program. & :

The Deaferred Maintenance Fund is used to account separately for siale apporlionments and the
District's contribulions for deferred maintenance purposes. During 2009, legislation was passed
that© aliowead the fund balance and state appgﬁronmanis o be flexible for exg}eﬁdlture purposes
. uniil fiscal year 201213, .

Debt Service Funds are used 1o account for the accumulation of resoureesr ‘fe&', érui the payment of,
general long-term debt prncipal, interest, and related cosis. The following debl service funds are
maintained E o

The Bond Interest and Redemption Fund is used to account for the accummat ion of resources
: for and the repayment of, Bencﬁ Issue B, interest, and zalated costs,

The Bond Interest and Redemptson Mo, ;’% s used- EQ account for the accumu]atmn of
resources for, and the repayment of the 2003 General Obligation Refunding Bond, which
refired Bond issue A,

The COPS Debt Service Fund is used to account for the accumulation of resources for, asd the
repayment of the Certificates of Particlpation issued to build the Garry L. Meek Stadium.

Capital FrojectsFunds are usedto accountfor the acquisitionandior constructionof el major
gwernmenia general fixed assets, The District maintains the following capital project funds:

The COPS Building Fund is used to account for the costs associated with huaidlng the Garry
.. Meek Stadium, which is financed with a Cedificates of Participation {COPS) issue. There
was no activity In this fund for the yvesr snded June 30, 2009, therefore & budgetary comparison
schedule has not been presented.

" The Developer Fees Fund is used to account for resources received from developer impact fees
assessed under provisions of the Califernia Environmental Quaiéiy Act {C%QA). :

The County Schools Facilities: Modemization Fund is used to account for construction  and
modernization for Hester, Snowden, DCA and FJHS

The County Schools Facilities Fsﬁé is used to account for the new consiruction - of
the Junior High Schoot and Freedom Wing.

The $8pecial Reserve Fund for Capital Outiay Projects exists primarily 1o provide for the
accumulation of general fund monies for capitel outfay purposes. There was no activity in this
fund for the year ended June 30, 2009, therefore a budgetary comparison schedule has not been
presented.
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FARMERSVILLE UNIFIED SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2008

‘Fiduciary funds are reported in the fiduciary fund financial statements. However, because their assels are held in
a truslee or agent capacity and are therefore not available to suppor District programs, these funds are not
included i the government-wide statements. .

Agency Funds; These funds are used to report student aclivity funds and other resources held in g purely custodial
capacity {(assels equal liabilities), The following fund is In use:

The District maintains one agency fund for the schools’ student bodies.

b,  Measurement Foqus, Basis of Accounting

Govermnment-wide and Fiduciary Fund Financial Statements: These financial statements are reporled using
the economic rescurces measurement focus. They are reporled using the accrual basls of accounting -
Revenues are recorded when eamed and expenses are recorded at the time liablliies are incurred,
regardless of when the related cash flows take place. Nenexchange transactions, in which the District gives
{or receives) velue without directly recelving (or giving) egual value in exchange, include property taxes,

- .grants, entittements, and donations. On an accrual basis, revenue from properly faxes is recognized in fhe
fiscal year for which the taxes are levied, Revenue from grants, entitlements, and denations s recognized
in the fiscal year in which all eligibilily reguirements have been satisfied,

Governmental Fund Financlal Statements: Governmental funds are reporfed using the cufrent financial
resources measurement focus and the modified accrual basis of accounting. Under this method, revenues
are. recognized when measurable and available, The District considers all revenues reporied in the
governmental funds to be available if the revenues are collected within sixly days after year-end. Revenues
from local sources consist primarily of propeny taxes. Froperly tax revenues and revenues received from the
State are recognized under the susceptble-to-accrual concept. Miscellangous revenues are recorded as
revenue when received in cash because they are generally not measurable uniil aclually received
Investment eamnings are recorded as earned, since they are both measursble and availgble. Expenditures
are recorded when the relaled fund lisbilily is incurred, except for principal and interest on general
leng-term debt, chaims and judgments, and compensated abssnces, which are recognized as expenditures
to the extent they have malured. General capital asset acquisitions are reported as expenditures in
governmental funds. Proceeds of generai long-term debt and acquisilions under capital ieases are reporied
as other financing sources, )

When the District incurs an expenditure or expense for w?zé:ié both restricted and unrestricted resources may
i}e used, it is the Di strict’s policy to use ;esincteri resources fi rst, then unrestricted resourcss. -

3 Eagumgﬁm E

Encumbrance accounting is used in all budgeted funds o reserve portions of applicable appropriations for which
commitments have been made, Encumbrances are recorded for purchase orders, contracls, and other
commitments  when they are written. Encumbrances are liguidated when the commitments are paid. All
encumbrances are liquidated as of June 30. ,

4, Buggets and Budgstary Accounting

Annual budgets are adopted on a basis consistent with generally accepled accounting principles for all
governmental funds, By stale law, the District's governing board must adopt a final budget no later than July 1.
A public hearing must be conducted to receive commenis pricr to adoption. The District's governing board
satisfied these requirements.

These budgels are revised by the Districts governing board and district superinfendent during the vear to give
. consideration to unanticipated income and expenditures. ‘
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Formal budgetary mtégrat ion was used as a management control device during the year for af budgeted funds,
The District employs budget control by minor object and function and by individual appropriation accounts,
Expenditures can not fegally exceed appropriations by major object code, All approprlatzcms lapse at year end.

5. __meﬁm&&ﬁd_anud.ﬁqu

a.

o

Qews,iimmgﬁjmeﬁis-

. Cash balances held in banks and In revolving funds are insured to $250,000 by the Federal Depcsltory
; \{rtsurance Ca;’p;}ratusn All cash held by the fnanc  institutions is fully insured or collateralized,

in a,ccurdance w:th Education Code Section 41001, ihe District maintains substantiglly all its cash in the

- Tulare Courdy Treasury, The counly pools these funds with those of other districts in the county and invests

the cash. These pooled funds are camied at cost, which approximales markel value. Interest samed is
deposited quarterly into participating funds Any investment losses are proportionately shared by aft funds
inthe pool. < o o

‘The county is au%hc’ﬁzed fo deposlt cash and inves! excess funds by California Government Code Section

530648 el seq. The funds malntained by the county are e%her secured by federal depository insurance or are
co!latera ized ,

- Information regardlng thé amount of dollars tnvestad in derivatives with ths ”Fuiare County Treasury

indicates the amount was less than 1% for the year ended June 30, 2969

&msﬂ%&m@ﬁmﬂﬁxpﬂﬁﬁa&s

inventories are reco;'ded using the purchasas melhod In that the cost is recerded as an expendnture at the
fime individual inventory items are purchased. inventories are valued at average cost and consist of
expendable supplies held for consumplion. Reported invenlorles are equally offset by a fund balance
reserve, which Indicates thal these amounts are nol “available for appropriation and expenditure” even
though they are a component of net gurrent assets. Inventories s}f the General Fund are immaterlal and
have been omitted from these slatements,

The District has the oplion of reporiing an expenditure in governmental funds for prepaid items either when
purchased or during the benefiting percd. The District has chosen to report the expenditure when Incurred.

Purchased or constrycted capital assets are reported at cost or estimated historical cost, Donated fixed assets

“are recorded at their estimated fair value at the daie of the donation. The cost of norma! maintenance and repairs

that do not-add to the value of the asset or rnatenally extend assets lives arg not capltalized. A capi tahzaﬂon
threshold of $5,000 is used.

- Capital assets are being depreciated using the 'straight-lir;e method over the foliowing estimated useful lives:

: : Estimaled
-Asset Class - Useful Lives
Buildings ‘ © 740
Land kmprovements 10-25
Equipment : 4-10

Compensated Absences

Accumulated unpaid employée vacation benefits are recognized as liabilities of the District, The current

pottion of the liabilities is recognized in the general fund at year end. .
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Accumulated sick leave benefits are nol recognized as liabiliies of the District. The District's policy is fo
record sick leave as an operaling expense in the period taken since such benefils do not vest nor Is payment
probable; however, unused sick leave Is added to the crediiable service peried for calcuistion of retirement
benefits when the empioyee retires. - . :

e. Deleged Revenue

Cash received for federal and state special projects and programs is recognized as revenue to the extend that
qualified expenditures have been incurred, Deferred revenue is recorded i the extent cash received on spegsific
projects and programs exceeds qualified expandityres. .

1, zm;:zw&m

" Interfund activity results from loans, services provided, reimbursements or transfers between funds. Loans
are reported as interfund recelvables and payables as appropriate and are subject to elimination upon
consolidation,  Reimbursements ocour when one fund incurs a cosl, charges the appropriate benefiting
fund and reduces s relaled cost as a reimbursement. All other intedfund transactions are treated as
transfers, Transfers In and Transfers Out are nelted and presented as a single "Transfers” line on the
government-wide statement of activities. Similarly, interdund receivables and payables are netted and
presented as a single “internal Balances” ling of the government-wide statement of net assets.

9. FProperdy Taxes

Secured property taxes attach as an enforceable lien on property es of January 1. Taxes are payable in fwo
- installments on November 1 and February 1. Unsecured properly taxes are payable in one installment on or
before August 31, The County of Tulare bills and collects the taxes for the District. .

h.  Eund Balance Reserves and Dasignations

Reservations of the ending fund balance indicale the porlions of fund balance mot approprisble for
expenditure or amounts legally segregated for a specific future use. The reserves for revolving cash and
stores inventories reflect the portions of fund balance represented by revolving fund cash and siores
jnventories. These amounts are nol available for appmpraazloz& and expenditure af the balance shest
date.

Designations of the ending fund balance indicate tentative plans for financial resource utilization in &
future period. The ofher designated funds reflect monies tenfatively set aside by the board §or various
purposes. :

i UseofEstimates

The preparation of financial statements in conformity with ‘generally accepted accounting principles
requires management W meke estimates and assumptions that affect cerain reported -amounts and
disclosures. Accordingly, actust resulls could differ from those eslimates.

In government-wide financial statements long-term debt Is reported as a Hability in the government-wide
staternent of nel assets. Discounts, as well as issuance costs, are deferred and amortized over the life
of the Certificales of Participslion.  issuance costs and discounts are reported as deferred charges and
- amortized over the term of the related debf, which is 20 years, commencing on Aagus{ 1, 2006
Amortization for the fiscal year ended June 30, 2000 was $16,122,

22



FARMERSVILLE UNIFIED SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 200¢

6.

In fund financial statements, government fund types recognize discounts, as well as issuance costs,
during the current period. Issuance cosls and discounts, whether or not withheld from actual proceeds

- received, are reporied as plani services expenditures.

Accounting Pronouncements

In. June 2004, the 0Oovemmental Accounting Standards Board (GASB) approved Statement No, 45,
"Acsounting end Financial Reporting by Employers for Postemployment Benefits Other Than Psnslon
Benefifs" by & 6-1 vote. The Distict was required o implement GASB 45 In the fiscal vear ended Jure 30,
2008 because they had revenues belween $10 and 100 milion In the June 30, 1988 fiscal year. The
District has decided to adopt GASB 45 prospectively which means that they statted with ‘a zerc net Other
Postemployment Benefits (OPEB) liability at transition and the uniunded actuarial Tlabllity will be amonized

ever a thirty vear period for full 1mpiementa{|or;

_ 8, mmmﬁgy

1

Fs&ance-ﬁeﬁai@d Lega!l and Contractual Provisions

in accordance with GASE Statement No. 38, "Certain Financial Siatement Note Disclosures,” violations of finance-
related legal and contractuz! provisions, if any, are reported below, along with aclions taken to address such violations:

Violation - Action Taken
Noneg reported . : Not applicable

Deficit Fund &ai&%ce or Fund Net Assets of individual Funds

Following are funds having defick fund balances or fund net assels at year end, if any, along with remarks which address
such deficits; , ,

- ‘Deficit
-Fund Name Amount Remarks
None reporfed Not applicable . Nof applicable

in. &.@%}erﬁfan&é with Education Code SecHon 41001, the District muaintalns substanlially all of Its cash in the

- Tulare County Treasury as part of the common investment pool ($3,805,650 as of June 30, 2008), The fair value

of the Districl's portion of this pool as of that dale, as provided by the pool sponsor, was
$3,939,227. Assumplions made in dstermining the fair value of the pea%eci investment poﬁfoims are

available from the County Treasurer,

Cash on Hand, in Banks, and in Revolving Fund

Cash balances on hand and in banks (353,631 as of ;Ezzzée 30, 2008) and in the revolving fund ($5,000) are
insured up to $250,000 by the Federal Depostory Insurance Corporation. All cash held by the financial
institution is fully insured or coliateratized. . ‘
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3. Anslysis of Snecific Denosits and investiments

Cash and invesiments as of June 30, 2008 are classified in the accompanying financial statements &s follows:

Statement of net assets;

Cradit

_Quality Rating _Fair Value
Gash in County Treasury Not Rated §  3,00227
Cash on Hand and in Banks Not Applicable 127
Cash in Revolving Fund Not Applicable &000
Cash with a Fiscal Ageni/Trustee AAA 200,790
Fiduciary Funds: : '
Cash on Hand and in Banks ‘Not Applicable 63504

Totat : . §_ 4198 &55
Cash and investmenis &s of June 30, 2008 consist of the foliowing:
Cash in County Treasury ‘ ’ \ $ 3,000,227
Gash with a Fiscal Agen¥Trustee . 260,700
Deposits with Financial Institutiens 58,831

Total : : ' ' 8§ 4,198,558

investments Authorized by the Distriet's lovestment Policy

Education Code Section 41001 and the District's investment policy require operating funds fo be deposited into
the County Treasury and invested in accordance with the current investment policy of the Tulare County
Treasurer, Education Code Section 41015 authorizes the invesiment of surplus moneys, not required for the
immediate necessities of the District in any of the Investments specified In Section 16430 or 53801 of the
Government Code.  Additionally, & variely of operational bank acoounts are authorized, Including but not
limited to: Scholarship Accounts, Clearing Accotnts .and Revolving Cash Accounts. The Districts invesiment
policy does no! contain any specific provisions Infended fo limit the District's exposure to mtm’esi rafe risk, crecit

rlsic and co;';sanimanen of credit risk, . :

Investment Authorized by Debt Agreements

The investment of Debt Proceeds held by a trustee sre governed by provisions of the debt agreements, rather
than the general provisions of the California Government Code or the Districls investment policy. The debt
agreements comiain no restrictions regarding credit sk or concentration of credit risk, The fable below
identifies the provisions of these debt agreements that address interest rate risk, credit risk, and concentration of

credit risk,
Authorized Maxirmum
nvestment Type Maturity
LL8. Treasury Gbligations None
U.8. Agency Securities None
‘Banker's Acceptances 180 days
Commaercial Paper 270 days
Money Market Mutual Funds & Nif,
. 30 years

lrwesinent Contracts
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Cash with a Fiscal/Agent Trustee totaling $200,700, is held by The Bank of New York Mellon Trust
Company, N.A. and is invested in Wells Farge Treasury Flus Money Market Fund, which holds .
- LL8. Treasury Obligations.. o . - .

D_scloaur_esBeLaUDg_LQ Interest Rate Risk

Interest rate risk Is the risk that changes in market interest rates wiil adversely affect the fair value of an
investment. Generally, the longer the maturity of an investment, the greater the sensnwlty of |ts fa|r value to
changes in market interest rates. .

Disclosures Relating to Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of the
invesiment, This is measured by the assignment of a rating by a natlonally recognized statistical rating -
- organization. The investments referenced above have a AAA ratmg provided by a natlonally recognized
statistical ratmg organlzatlon

QmeemLamn_Qf,QiedliBJak

The Investment policy of the District contains no limitations .on the amount that can be invested in any one

issuer beyond that stipulated by the California Government Code, which is investments in any one issuer (other
. than U.S. Treasury Securities, mutual funds, and external investment pools) that represent §% or more of total

-D|str|ct|nvestments S :

Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial institution, a
government will not be able to recover its deposits or will not be able to recover. collateral securities that are in

- the -possession of an outside party. The California Government Code and the District’s investment policy do
not contain legal or policy requirements that would limit the exposure to custodiat credit risk for deposits, other
than the following provision for deposits: The California Government Code requires that a financial institution.
secure deposits made by state or local governmental units by pledging securities in an undivided collateral
. pool held by a depository regulated under slate law (unless so waived by the governmental unit). The market
value of the pledged securities in the collateral pool must equal at least 110% of the total amount deposited
by the public agencies. - California law alsc allows financial institutions to secure governmental agency’
deposits by pledging first trust deed mortgage notes having a value of 150% of the secured public deposits.

The custodial credit risk for investments is the risk that, in the event of the failure of the counterparty (e.g.,
broker-dealer) to a transaction, a government will not be able to recover the value of its investment or collateral
.securities that are in the possession of another pary. The California Government Code and the District's
investment policy do not contain legal or policy requirements that would limit the exposure to custodial credit
risk for “investments. With respect to investments, custodial credit risk generally applies only to direct
investments in marketable securites. Custodial credit risk does not apply to a local government's indirect
“investment in securities through the use of mutual funds or government investiment pools. . :
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investment Aceounting Policy

The District is required by GASB Siatement No. 31 to disclose its policy for determining which -investments, if any, are
reported at amorized cost. The Disliict's general policy is to report money markel invesiments and short-term
participating inferest-earning investment contracts at amortized cost and fo report nonparticipaling interest-earning -
investment coniracls using a cost-based measure. Mowever, i the fair value of an investment is significantly affecled

by the impairment of the credit standing of the issuer or by cther factors, it is reporled at fair value. All other

investments are repored at fair value unless a legal contract exists which gusrantees a higher value. The term

Yshort-term" refers {o investments which have a remaining term of one yesar or less at time of purchase. The ferm .
"nanparlicipating" means that the investments walue does not vary with markel inlerest rate changes

Nonnegotiable certificates of deposit are examples of nsnpartzazpatmg interest-earning invesiment cozziracis

The Dls’mcts investments in external investment pools are reported at an amount delermined by the fair value per
share of the pool's underlying portfolio, unless the peol is 2a7.like, in which case they are reporied at share value. A
2a7-ike pool is one which is not registered with the Securlties and Exchange Commission ("SEC"} as an invesiment
company, but nevertheless has a policy that it will, and does, operate in & manner consistent with the SEC’s Rule 2a7
of the Investment Company Act of 1840, :

&cnounts Recsivable
Accounis recelvable as of June 30, 2008 consist of the following:
i All Other
General Governmenial
. Fund Funds Tolals
Federal government: X :
Faderal Programs : $ 1,267,054 § 66,8975 § 1,334,029
Siale government: :
State Ald 2,137,256 . 2,137,256
Categorical Programs 676,400 “ 676,400
{hild Nulrition ' ’ - 1,714 1,714
Special Education Mandate Settlement * _ 17,884 .- 17.884
K-3 Class Size Reduction 248,645 - 248,645
. Schod! Facilities Bond Projects (OPSC) - - 170,005 470,008
© Total state govermment ‘ 3,080,185 171,719 2,251,904
Local government: ) '
SIS0 Refund ' 225473 - 225473 .
Miscellaneous ‘ 50,067 154 51,121
Total accounts receivable § 48232870 § ZiB 848 & 4862 527

*The Special Education Mandate Settlernent is a long term receivable. Terme of the setilement call for paymenis
of $8,942 per year and will continue until paid in full in the 2010-2011 fiscal year
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“E.  Capiial Assels

Capital asset activity for the year ended June 30, 2009, was as follows:

Reclassifications/

Alt amounts due are scheduled to be repald within one year,

27

Beginning Ending
Balances increasas Decreases Balances
Governmental aclivities: '
Capital assets not being depreciated:
Land . ) L 1,392,520 % - - $ 1,382,528
Work in progress < B44 676 82,588 (220,658) 706,606
Total capital assets not being depreciated 2,237,206 82,588 {220,858} 2,088,135
‘Capital assets being depreciated: : -
Buildings 28,072,322 1,642,352 220,858 29,935,332
. Buildings under capital lease 903,813 - - : 003,813
Land improvemenis 5,078,361 8,027 - 5,086,388 .
Equipment - . 1,616,477 30,447 - 1,646,924
Equipment under capital lease - . 28,042 - 29,012
Fotal capital assels being depreciated 35670873 1,706,838 220,658 37,601,469
Less accumulated depreciation for:
Buildings ’ {8,081,292) (746,827) - (8,828,119)
Buildings under capital lease {259,408) (43,235) - (302,643;
-Land improvements . (938,369) {245,188) - (1,183,557}
Equipment . (1,137,135) (96,930) - (1,234,085}
Equipment under capital lease - {3,022y - ©{3,022)
Total accumulated depreciation (10,416,204) (1,135,202 - (11,551,406}
Total capital assets being depreciated, net 25,254 769 874,636 220,658 - 26,050,063
Governmental activities capital assets, net K 274591974 % 857,224 § - % 258,149,168
" Depreciation was charged to funciions as follows:
Instruction k3 B0G.583
Instruction - Related Services 8,054
Pupll Services 44,178
General Administration 43,741
Plant Services 279,606
Total Depreciation § 1135202
F.  Interfund Balances and Activities
1. Due To and From Other Funds
Balances due to and due from other funds at June 30, 2009, consisted of the following:
Due To Fund Due From Fung Amount Purpose
General Fund Other Govermnmental Furnids 8 55,015 Shoriterm loans.
Total 5 88015
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2. Transfers To and From Other Funds

" Transfers to and from other funds at June 306, 2009, consisted of the following:

Transfers From _ Transfers To Amount Reason
General Fund Other Governmental Funds 3 102,548 Deferred maintenance
| contribution.
- Other Governmental Funds General Fund §,960 Supplement fund resources.
Other Govemmental Funds Oiher Governmental Funds 241,485 Supplemeni fund resources.
Total § 350,992 :

G, Legally Restricled Balances .

Legally restricted balances as of June 30, 2009 are as follows: .
_ General Fund

Reserved for Continuation Education 3 44,782
Reserved for State Fiscal Stabilization Funds . 859,163
Researved for Lottery Instructional Materials 7,924
Reserved for Specis! Education ’ . 310,787
Reserved for Instructional Materials: English Language Leamers 1
Reserved for School Based Coordinated Program ) 81,750
Reserved for Quality Education Investment Act (QEIA) ‘ ‘ 852,108
Reserved for RDA Taxes-Pass Through 54,241
Reserved for Jim Wiley Pool Reserve Account 1273304
Total legally restricted balances § 3,364,027

H.  Long-Tetm Debt Obligations

1. Long-Term Debt Obligation Activity

Leng-term chiigations include debt and other long-term liabilites, Changes in long-lerms cbligations for the

fiscal year endsd June 30, 2009, are as follows:

‘ : Amaunts
Beginning Ending Due Within
o Balance Increases Decreases Balance One Year
Governmental activities: o ‘
State Teacher's Refirement  § 175043 § - $ 35,000 § 140,034 %
Capital Lease o 519,808 . 29,012 66,273 582,547
Certificates of Parlicipation - 2,445,000 - 85,000 2,360,000
General Obligation Bonds 2,484 605 - 108,077 2,286,528
Compensated Absences® 121,830 - 18,038 103,491
Total governmental acliviies $ 5545886 % 20012 & 402,388 § 65472600 %

*Because of the nsture of compenssated sbsences and uncerainty over when vacations will be f{aken, a

statement of debt service-requirements 16 maturity has not been presented for compensated absences.
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The funds typically used to liquidate other long-term liabilities in the past are a5 follows;

Liability . Activity Type Fund

State Teacher's Retirement Governmental  General

Capital Leass Governmental  General

Certificates of Participation Governmental  Debt Service/Capital Projects
Genergl Obligation Bonds Governmental  Debi Service

Compensated Absences Governmental  General

2. Debt Service Requirements

Debt service reguirements on long-term debf at ézzzzé 30, 20089, are as follows:

Xear,ﬁnﬂihgm;iﬂ.

Pringipat Inferest Tolal
2010 $ ags104 & 244796 § 639,900
2011 409473 - 236,808 846,281
2012 398,967 227,538 628,803
2013 410,624 220,845 631,489
2014 384,408 207,992 592,400
2015.2019 1,757,973 T P42.382 2,700,355
20202024 . 1,028,130 950,400 1,676,530
2025-2027 - EBB43D 185,070 7R 500
Totals $ 53601008 3225828 § 2 594 938

Governmental Activities

In the geﬁernréenﬁ—Wi(fe financial stalements, inlerest expensé for the year ended .June 39 2{?{}9 was
$242,432 and is included in the funclional expenses as a direct charge.

3. State Teachers' Retirement System

In a prior year, the Board of Tiwuslees opened window periods in which cerificaled employees could retirs with
an additional two years of service, Eight cerlificated employees took advantage of these offers. The total cost fo
the District will  be $361,514, which is expected to be ofiset by the savings of lower cost replacement
{eachers, The cost of these payments will be paid oul over elghl years al a vanatﬂe interest rate from
é 4% to 6 £8%. Debt sewzce requirements for these payments are as follows:

Pringl gal Interest Total
2010 $ 35,008 § 8873 § 43682
2011 35,008 7,323 - 42332
2012 35,008 . 5,673 40,681
2013 35,008 4,822 39,820
Totals : : - § 140,054 & 166,625

28591 %

4. - Capltal Lease

The District has a cepltal lease agreement for a 2008 GML Sierra pickup valued at $29,012, The lsase calls for
annual payments of $10,207 including interest at 5.88%, secured by vehicle. The Ristrict also has a
commitment under a capital lease agreement for an snergy refrofit valued at $903,813. The lease calls for

semi-annual payments of 343,182 including interest at 5.00%, secured by ensrgy retrofil,
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Future minimum future isase paymenis under these capitalized lease agreements as of June 30, 2008, are as follows:

Year Ending Juns 30, Principal Interest Total
2010 4 . 68,049 % 28522 % 96,571
2011 71,547 25,024 86,571
2012 65,019 21,345 86,364
2013 68,311 ) 18,053 86,384
2014 71,769 14,585 85,384
2015-2017 © 237,852 21,240 258,082
- Totals . $ 582,647 % 128776 % 711,326

- The District will receive no sublease rental revenues nor pay any contingent rentals associgled with these leases.
5, Ceriificates of Participation .

In’ July, 2005 the District lssued cerificates of paricipation for the purpose of building the Garry L. Meek
Stadium which will be used for football and track. . The stadium was complefled prier t©0 June 30, 2007,
The certificates of participation were issued in the amount of 32,530,000 with interest payable
semi-annually on each Februgry 1 and August 1, commencing February 1, 2006. Annual principal
paymenis began August 1, 2007, The variable inferesi rates and future commitments are shown below.

Interest rates on the certificates of participation are as follows:

Serial Certificates 3.00% $ 85,000
) . 3.25% 85,000

3.50% - 99,000

3,70% 95,000

3.80% 85,000

3.80% 100,000

4.00% 105,000

4.20% 110,000

4.40% 110,000

4.50% 115,000

4.60% 125,000

470% 130,000

4,80% 135,000

480% 140,000

$ 1,520,000

Term Certificates 500% § 1,010,000

Future commilments for certificates of participation as of June 30, 2008 are as foliows:

Year Ending June 30, Principal nterest Total Loan Costs

2010 3 90,000 3 167,135 § 197,135 ¢ - 7434
2011 95,000 103,808 198,803 7.434
2012 85,000 100,240 o 195240 7,434
2013 100,600 88,488 196,485 7,434
2014 105,000 2 A36 197,436 7434
2015-2019 580,000 356,325 979,328 37,188
2020.2024 745,000 231,530 076,530 37,188
2025-2027 540,000 41,800 £81.,500 14,868

Totals g 2,360,000 § 1,162,457 % = 3522457 % 126,374
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: Gm&@.ﬁi@ﬁgammms

insa bonci lsction held June 2, 1882 the Dislidct recewed authorizetion to issue bonds for $4, 000 000 under Article
& of Chapler 3 of Division 2 of Title § of the California Government Code.  The honds are general obligations of the
District and the county is obligated to amnually levy ad valorem taxes for the payment of the interest on, and the
principal of the bonds. Bond proceeds were used to build new schools. The honds were issued in two separate -
offerings, General Obligation Bond A and General Obligation Bond B, as described below. -

Generst Obligation Bond A was issued in the ;}riacipai gmount of $2,400,000. OnAJénuary 1, 2003, this bond was
- retired with the issuance of 2003 General Obligation Refunding Bonds in the principal amount of §2,105,000. The
interest rate ranges from 1 .15% to 4.5%. The final maturity date is June 30, 2018,

in 2001, the District issued General Obligation Bond B, the remainder of the bond issuance approved on June 2,
1882, in the principal amount of $1,600,000. The interest rate ranges from 5.2% io 5.8%. Bond: proceeds Werﬁ used
- used to provide matching funds to build the new elementary schoci . .

- The eaistanésng Ges:e{a Ohligation Bond debi of the District as of June 30,2000 is as follows:

S Amounts AMoUnts
inferest Griginal Amounts Outstanding Added Redeemed Cutstanding
Date.  Rale Maturity QOriginal July 1 Current Current June 30
lssue Payable Date - issue 2008 Year Year 2009
2001 - 5.20-5.80 T 2025 % 1,600,000 & 1,044,805 3 - $ 78077 § 066,528
2003 1.15-4.80 2018 2,105,000 1,440,000 - 120,000 1,320,000
‘ & 3,705000 % 24846058 - - $ 198,077 8 2,288,628

- The annual requirements to amorlize General O?}Elgatwn Bond B payable, oulstanding as of June 30, 2008, are as
follows; .

Xﬁawﬂdﬁdwiun%ﬁ& Principal interest Total
2010 $ 77,046 3 a7 psd s 125000
2014 72,917 52,083 125,600
2012 68,940 56,060 - 125,000,
2013 67,305 62,695 130,000
2014 62,629 67,361 130,000
2015.2019 260,121 458 879 750,000
2020-2024 281,430 718,870 1,000,000
2028-2027 : 45,430 163,570 200,000
- $ 066,528 § 1618472 % 2565000

“The annual requirements fo amcrt ize 2003 Geﬁe;‘a Ond zgaiizm Resfuz‘;ézz’zg Bond paya?z%e ozz‘istaad ng as of June 30,
2009, are as follows:

Year ended June 30, Principal interest Total Loan Costs
2010 $ 125,000 § 52512 % 177512 % 8888
2011 135,060 48,5875 183,875 8.Bax
2Nz 135,000 43918 178,818 8,688
2013 140,000 38,990 178,980 8,688
2014 . 145,600 33,600 178,600 8.B8R
218-2019 640,000 71.935 714,835 30,410
B $ 1,320,000 $ 2806308 - 1800530 % 73.850
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FARMERSVILLE UNIFIED SCHOOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2009

The annual requirements to amortize both General Obligation Bonds Payable, oulstanding as of June 30, 20804, are

as follows:

Year ended June 30, _ Principal ieresl Total
2040 $ 202,046 § 100,466 % 302,512
20114 207,917 100,658 . 308,578
2012 203,940 - baare . 303,818

. 2013 . ‘ 207,305 101,685 308,880
2014 . 207,639 100,861 308,600
2015-2019 930,121 531,814 1,461,935
2020-2024 . 281,130 718,870 1,000,000
2025-2027 ) 46,430 153,570 200,000

$  JoBas08 § 1008002 % 4,194,530

J4. Commitments Under Noncapitalized Leases

The District leases 18 copiers for various sites at a cost of $7.128 per month for 53 months, effective October 2005,

In  September, 2008, they signed an amended agresment for a new cost of $6,020 per month. The agreement

contains a termination clause providing for cancellation after 2 specified number of days written notice, but it is
- unlikely that the Dislrict will cancel the agreements.,

The District executed a new lease agreement slarting June 17, 2008 for two relocatable classrooms. The lease
agreement calls for monthly rental payments of $422 for each classroom for a term of 36 months,

Future minimum lease payments under these lease agé‘eemazzis are as foliows!

Year ending June 30,
2010 8 82,367
2011 84,207
2012 $,284

$ 155,658
Lease payments for this equipment for the ,yaéir ended June 30, 2008 were $73.083,

The District will receive no sublease rental revenues nor pay any contingent rentals associated with these leases.

K Jgﬁa&i&s&uﬁ&i@a&ﬂﬁw&mﬁgmmm)

The District participates In four jointly governed organizations under joint powers agreemenis (JPAs), Selfinsured
Schools of California {8.1.8.C. i), Tulare County Schools Insurance Group (T.C.5.1.4G), the Tulare County Schogl
Districis’ Selfdnsurance Authority (T.C.8.0.5.1LA), and the Northern California Regional Liabiity Excess Fund

. {NorCal ReliEF). The relationship belween the Dislrict and the JPAs is such that none of the JPAs is a component
unit of the District for i zzanczai reporting purposes.

The JPAs were established ss agencles under the provisions of the California Government Code, Tltle |, Division 7,
Chapter B, Adicle 1, Seclion 6500, ot. seq. The purpose of 2ach JFA is to provide insurance programs as follows:

CS.LE.C. B provides the services necessaly and appropriate for the eslablishment, operation, and maintenance
of & medical Selfinsurance Fund that provides for the payment of medical, dental, vislon, and .prescription
claims of the member public educational agency employees and their covered dependenis and to minimize
the total cost of annual medical insurance of their respective member crganizations.

T.CE.LG. s an insurance purchasing pool for workers' compensation insurance,
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FARMERSVILLE UNIFIED SCHQOL DISTRICT
NOTES TO THE FINANCIAL STATEMENTS ~
YEAR ENDED JUNE 30, 2009

T.C.B.DELA provides & Kself&zzsazaﬁce program for lizbifity and property claims agsinst the public
~educational agency members, and provides a forum for discussion, study, development, and implementafion
of recommendations of mutual interest regarding seff-insurance, . :

NorCat ReLiEF provides general lability insurance of $1,000,000 in excess of szch member agency's $50,000
self-insLrance coverage for general Habilly claims and $250,000 in properly lability insurance in excess of
< each member agency's $50,000 selbinsurance coverage for - properly liability daims against the public
“edueational agencles.  Additionally, through the Schools Associafion for Excess Risk (SAFER), coverage is
increased - f¢  $250,000,000 for property liabilily claims and $25.000,000/occurrence  and
§60.000,000/aggrepate for general fiabiilty claims, . : o

Membership in the JPAs consists of various public educational agencies

The JPAs are governed by boards consisling of represeniatives from the member pubfic educational agencies and
related assoclalions, The boards conlrol the operalions of each JPA, including selection of management and
approval of operating budgets, independent of any influence by member public educational agencies beyond their
representalion on the board, Each member public educational agency pays a premium based on student
population or number of covered individuals, Surpluses remain In each fund or JPA, while deficits are covered by -
assssgments on the member disiricts in proportion 1o their participation in each JPA.

. Qualified e%zi;& foyees are covered under malt%ple»empicyer'def ned benefit pension plans maintained by agencies of the
State of California. Cerlificaled employees are members of the State Teachers' Retirement System (STRS), and classlred
employess are ms:mizaz’s of the Public Employees" Retirement System (PERS).

( PERS:

The District contributes to the Schocl Employer Pool under the California Public Employees' Retirement System
{CalPERS), a cost-sharing multiple-smployer public employee relirement system defined beneft pension plan
administered by CalPERS. The plan provides refirement and disability benefits, annual cost-ofdiving adjustments,
and death benefits o plan members and beneficiaries. Benefit provisions are established by state statufes, as
legislatively amended, within the  Public Employees' Retirement Law. CalPERS issues a- separale comprehensive
Cannual financial report that includes financial statements and required supplementary information. Copies of the |
CalPERS annual financial report may be obtained from the Cal PERS Executive Office, 400 P Street, Sacramento,

_Oal ifornia 95814,

Euzzdmgﬂgimy

Active plan members are required to contribute 7% of thelr salary {7% of moenthly salary over $133.33 if the member
participates in Social Security}, and the District Is required to conbribide an actuarially delermined rate. The acluarial
methods and assumptions used for determining the rale are those adopted by the CalPERS Board of Adminisiration
"~ The required employer contribution rate for fiscal year 2008-09 was 9.428% of annual payroll. The contribution
requirements of the plan members are esiablished by sfate siatule. The Districl's condrdbutions to CalPERS for the
fiscal years ending June 30, 2008, 2008 and 2007 were $477,854, $483,622 and $455,272, respeciively, and equal
- 100% of the reguired.contributions for each year. The amoun! cordributed by the Siste on behslf of the Dislrot was

-0,
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The actuarial methods and assumptions used include techniques that are designed to reduce short-term
“volatility in  actuarial liabilities and actual value of assets, consisient with long-term perspective of the
calculations, ‘

In the actuarial valuation as of July 1, 2008, the Projected Unit Credit, Service Pro-rate actuarial cost method
was used to measlUre accruing costs. Several significant assumptions were used affecting the valuation resuits
including the rates of employee turnover, retirement and morality, as well as economic assumptions regardmg
healthcare inflation and interest rates.

N.  Commitments and Contingencies
State and Federal Allowances, Awards, and Grants

The District has received state and federal funds for specific purposes that are subject to review and audit by the
grantor agencies. Although such audils could generate expendlture disallowances under terms of the grants, it is
believed Ihat any required reimbursement will not be material.

Madernization Project

On May 11, 2007, the District entered into contracts with Mangini Associates, Inc. for the Hester Elementary School
Modernization Project, Snowden Elementary School Modernization Project, a new classroom wing at Freedom
Elementary School, Farmersville Junior High School modernization project and modernization of Deep Creek
Academy, The projected construclion costs are $565,600, $285,000, $2,950,000, $1,840,000 and $530,000,

" respectively. The total architect's fees are estimated to be $583,839. Funding for these projects is expected fo come
from California Extreme Hardship funds. Until funding is received, the architect fees paid to date are Included in Work
In Progress {WIP). No construction has begun on any of these projects, Total WIP for modernization as of June 30,
2009 is $211,987. Total WIP for construction of the new wing at Freedom Elementary School is
$492,957. These WIP ftotals include architect and engineering fees and costs related fo soil sampling and -
simitar items. .

OC. Subsequen{ Events

Gategorical Funding Reversals

On July 28, 2009 Governor Schwarzenegger signed a package of bills amending the 2008-08 and 2009-10
California State budgets. The budget amendments were designed to address the State's budget gap of $24 billion
that had developed as a result of the deepening recession since the State’s last budget actions in February 2008,
The. July budget package reduced, on a state-wide basis, $1.6 billion in 2008-09 Proposition 98 funding through a
reversion of undistributed categorical program balances. The budge! language identified 51 specific programs and
required the amount associaied with these programs that were "unallocated, unexpected, or not liquidated as of
June 30, 2009" to revert to the State's General Fund. The July budget package also provided an appropriation in
2009-10 to backfill $1.5 billion of these cuts to repay the 2008-09 reversion of the undistributed categorlcal program
balances.

The District recorded the revenue and related receivable associated with its portion of the unallocated, unexpended
or unliguidated categorical program halances identified in the July 2009 State Budget package prior to notification
by the State thal the 2008-10 re-appropriation should not be accrued. In accordance with Governmental Accounting
Standards Board Statement No. 33, an adjustment to reduce revenue and the related receivable have been
included in these financial statements.

P.  PErior Period Adjustment
An adjustment to pricr year fund balance within the Statement of Revenues, Expenditures, .and Changes in Fund

Balances - Governmental Funds in the amount of $92,929 represents an pverstatement of Accounts Receivable in
the General Fund at June 30, 2008,
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The following t=ble shows the components of the Districl's annual OPEB cost for the year, the amount
contributed to the plan, and changes in the Dislrict's net OPEB obligation to the retiree hea!th plan:

Annual required contribution $ 382,934
Interest on prior year net OPEB obligation Co
Adjustment fo annual required confribution -

Annual OPEB cost - 382,034

Employer contributions : ’ S 122,016
Increase in net OPER obligation A 260,819

. Beginning OPEB obligation N

Ending OPEB obligation S §_.. 260919

Ti’;e Distrie’s  annual OP§8 cost, the pefcentage of annual OPEB ocost contributed to the plan and the net OPEB
eb igation for the current and prior year‘s are as follows: . -

‘ . Percentage of ~ :

Fiscal Year - Annual Annual OPED Net OPEB
Ended OPEB Cost  Cost Contributed  Obligation
06/30/07 NA N/A N/A
08/30/G8 - N/ ‘ NiA - NIA

06/30/09 § 282,034 31.88% 8 260,018

The unfunded actuarial. accrued Hability (UAAL)Y is being amortized as a level percentage of expected payroll
over 30 years, at 5% interest, beginning July 1, 2008. Because there has not been a previous valuation to
comply with GASB 43 and/or GASB 45, it was nol necessary al this fime For the Dishicf fo make an election with
respect to whether to use an “gpen or “closed” amontization period; of whether fo use different amortization
periods for different sources of the UAAL, As of July 1, 2008 the funded slatus of the refiree health plan was as
follows:

Actuarial accrued liability (AAL) . $ 2,768,779
Actuarlal value of plan assets ‘ " -
-Unfunded actuarial accrued Hability (UAAL) - - g 2769778
Funded ralio (actfuarial value of plan asset/AAL) s
Annual covered payroli (active plan members) $ 15,964,295
UAAL as a percentage of annual covered payroll 17.35%
Actuarial Methods and Assumptions

- Actuarial valuations of an ongoing plan involve estimates of the value of -reported amounts and assumptions
about fulure employment, mortalily and health care cost trends. Amounts determined regarding the funded
-status of the plan and the annual required contribution of the employer are subject to continual revision as
aclual results are compared with past expactations and new estimates are made about the future, The schedule
of funding progress, presented as reguired supplementary information following the notes to the financial
statements, presents multi-vear trend information about whether the aciuarial value of plan assels is increasing
or decreasing over time relative to the acluarial acorued liabilities for benefits. T
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STRS:

Plan Description

‘The District confribules to the State Teachers' Retirement System (STRS), a cost-sharing multiple-employer public
employee retirement system defined benefit pension plan administered by STRS. The plan provides retirement,
disability, and survivor benefits to beneficiaries. Benefit provisions are esfablished by state statutes, as legislatively
amended, within the State Teachers' Retirement Law. STRS issues a separate comprehensive annual financial report
that includes financial statements -and required supplementary information, Copies of the STRS annual financial
report may be obtained from the 8TRS, 7667 Folsom Boulevard, Sacramento, California 95828,

Funding Policy

Active plan members are required to contribute 8% of their salary and the District is required to contribute an
actuarially determined rate. The actuarial methods and assumptions used for determining the rate are those adopled
by the STRS Teachers' Retirement Board. The required employer contribution rate for fiscal year 2008-09 was 8.25%
of annual payroll, The contribution requirements of the plan members are established by state statute. The District's
contributions to STRS for the fiscal years ending June 30, 2009, 2008 and 2007 were $898,898, $882,774 and
$793,002, respectively, and equal 100% of the required contributions for each year. The amount coniributed by the
State on behalf of the District was $492,160. )

‘M. Postemployment Benefits Other Than Pension Benefits
Plan Description |

The District provides a self-funded, single employer, defined benefit plan to provide medical, prescription drug,
dental, vision and behavioral health plans for al eligible active and retired Disfrict employees and their
dependents. The program js intended to offer a comprehensive coverage of most medical with prescription
drugs, dental and vision benefils. As established by board policy, the plan covers all employees who retire from
the District on or after aftaining age 55 with at least 10 years of service. Benefits are paid until they attain the age
of 65 or until they qualify for Medicare whichever is earlier. The District is a member in a joint powers agreement
{(JPA), the Self Insured Schools of California (S.1.5.C.|II) as described in Note K, to provide this health coverage.

Eunding Policy

The District funds the benefits on a pay-as-you-go basis. The District pays the premiums for cerlificated refirees’ at
a rate ranging from 62% to 100% of the cost, depending on length of service at retirement, The District pays the
premiums for certificated employees retiring before July 1, 2000 with at least 10 years of service and less than
25 years of service, a maximum of $4,000 per year, The District pays the premiums for classified employees

retiring prior to the 2005-06 fiscal year, with at least 19 years of D|str|ct service and having attained age 60, at a.
maximum of $4,840 per year.

Annual OPEB and Net OPE Obligation

The District's annual Other Postemployment benefits (OPEB) cost for the first year of implementation of GASB
45 is equal to the annual .required contribution (ARC), an amount calculated in accordance with the parameters
set forth in GASB 45. In subsequent years, the Annual OPEB cost will be equal to the ARC, plus an adjustment
if the ARC is not funded each year. The ARC represents a level of funding that, if paid on an ongeoing basis, is
projected to cover the normal cost of each year and any unfunded actuarial liabilities (UAAL) amortized over

thirty years.
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'FARMERSVILLE UNIFIED SCHOOL DISTRICT

GENERAL FUND

BUDGETARY COMPARISON SCHEDULE

FOR THE YEAR ENDED JUNE 30, 2009

Revenues:
Revenue Limil Sources;
State Apportionments
~ Locs! Sources
Federal Revenus
Other Slale Revenue
. Other Locsai Revenus
Total Revenues

Expenditures:

. Instruction -
instruction - Related Services
Pupil Services
Ancillary Services

- Community Services
General Administration
‘Plant Services
Other Quigo
{Jebt Service:

Principal
Interest
Total Expenditures

Excess (Deficiency) of Revenues.
Over (Under) Expenditures

Other Financing Sources {Uses}:
Transfers In
Transfers Out
Proceeds From Capital Leases )
Total Other Financing Seurces {Uses)

Nef Change in Fund Balance
Fund Balance, July 1

Prior Feriod Adjustment
Fund Balance, June 30

Variance with

Final Budget
Budgsied Amounis Positive
Original Final Actual (Negative)
$ 124913363 $ 18,318,218 § 13,339461 § 24,245
952 557 865,855 969,867 4,012
2,644,482 3,510,801 3,510,793 (8)
5,588,621 6,838,207 6,938,207 . "
1,342,609 1,768,228 1,769,229 1
23,441,832 26,499,307 26,527,657 2B,250
14,512,639 14,887,013 14,982 006 . 5007
2,136,138 2,402 964 2,402,961 3
1,235,163 1,265,518 1,265,524 (6)
333,802 348,324 348,320 4
1,521 27,138 27137 1
1,238,232 1,220,654 1,220,654 -
3,008 421 4,281,588 4,281,574 15
126,883 183 882 183,882 -
84,051 101,482 101,282 -
- 35827 35,526 ‘ 1
22683648 24,833,871 24,628,045 ' ] 5,025
- 757,484 1,665,338 1,688,611 33,278
- - 8,980 6,860 -
(139,584} (102, 545) (102,545 .
- 28,012 20,012 -
(136,804) 66,579 {66,573) -
618,090 1,598,763 1,532,038 33275
© 448181 4,481 811 4,574,540 g2,829
(92,020) (92,929)

$ 6000701 § B£080374 § 5113848 % 33,275
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FARMERSVILLE UNIFIED SCHOOL DISTRICT EXHIBIT B-2

REGUIRED SUPPLEMENTARY INFORMATION

SCHEDULE OF FUNDING PROGRESS
FARMERVILLE UNIFIED SCHOOL DISTRICT OTHER PQSTEMPLOYMENT BENEFIT PLAN

YEAR ENDED JUNE 30, 2008

UAAL as a

Actuadal - - Actuanal Accrued  Unfunded '
Actuarial Value of . Liability (AALY AAL Funded Covered Percentage of
Valuation Assets ~ Entry Age {UAAL) Ratio . Payroll - Covered Payroil
_Date ' (@) i & g} - {a) - (9 ((b-a)/c)
. B/30/09  § N/A $ 2769779 $ 2,789,779 N/A § 15,664,205 17.3%
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Other Supplementary Information

" This section Includes financial information and disclosures nof required by the Governmental Accounting Standards
Board and not considered & part of the basic financial stalements. It may, however, include information which is
required by other entities.
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FARMERSVILLE UNIFIED SCHQOL DiS‘YR}C‘Y EXHIBIT G-
ADULT EDUCATION FUND

SPECIAL REVENUE FUND

BUDGETARY COMPARISON SCHEDULE

FOR THE YEAR ENDEDC JUNE 30, 2009

Yariance with
Final Budgst
Budgeted Amounts Positive
Original Final Actua! . {Negalive)
Revenues; - ) ) .
Other State Revenue $ Bz162 3 4568 % 456 & -
- Total Revenues S 62 162 456 456 -
Expené%%ures: & ‘
Instruction . C10,884 14,251 14 251 -
Instruction ~ Related Services 68,368 - - “
General Administration 1,772 | 458 455 -
Total Expenditurss i . ) 71,014 14.?49 14,749 -
Excess (Deficlency) of Revenues ' & ‘ ‘
Over {Under) Expenditures (8,852) {14,203) (14,283) -
 Other Financing Sources (Uses): o , ‘
" Transfers Qut . - {8,860} {6,960) -
Total Ot?z;az Financing Souwrces (Uses) - {8,860; {6,860} -
Net Change in Fund Balance {8,852} {21,253} {21,253} .
- Fund Balance, July 4 . 21283 21,253 21,2583 -
Fund Balance, June 30 § 12401 & - £ - $ -
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FARMERSVILLE UNIFIED SCHOOL DISTRICT o ' EXHIBIT C-2
CAFETERIA FUND - . : ‘ ‘ .
SPECIAL REVENUE FUND :

BUDGETARY COMPARISON SCHEDULE

FOR THE YEAR ENDED JUNE 30, 2009

Variance with

Final Budget
Budgeted Amounts Positive -
. Original Final Actual (Negative)
Revenues: o - ) . )
Federal Revenue ‘ $ 993,000 $ 1,235531 $ 1,235531 § -
Other State Revenue . 58,500 101,656 - 101,656 - -
Other Local Revenue : - 22,750 ‘ 49,417 49,417 -

Total Revenues : ‘ 1,074,250 . 1,386,604 1,386,604 -

Expenditures: ) . S . ‘ i
Pupil Services R - L 1,276,294 . 1,283,335 1,283,333 2
General Administration’ o : 55,880 54,046 54,046 -
Total Expenditures * . 1,332,174 1,337,381 - 1,337,379 ) 2
Excess (Deficiency) of Revenues : . . ' . |
Over (Under) Expenditures ) (257,924) - 49,223 49,225 .2
Other Financing Sources (Uses): ‘ o ' &
Transfers In ) 139,894 - - -

Total Other Financing Sources (Uses) - 139,804 - - ‘ '-
NetChange in Fund Balance - . o (118,030) 49,223 . 49,225 2
Fund Balance, July 1 ' B 244,766 244,766 244,766 - i

~-Fund Balance, June 30 ) ‘ 8 126,736 § 203,989 § 203991 § ) 2
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FARMERSVILLE UNIFIED SCHOOL DISTRICT

DEFERRED MAINTENANCE FUND
SPECIAL REVENUE FUND
BUDGETARY COMPARISON SCHEDULE
FOR THE YEAR ENDED JUNE 30, 2008

Revenues: i
Other Local Revenue
Tolal Revenues

Expenditures:
Plant Services
Total Expenditures

Excess (Deficiency) of Revenues
Over (Under} Expenditures

Other Financing Sources (Uses):
Transfers In
Total Other Financing Sources (Uses)
Net Change in Fund Balance

Fund Balance, July 1
Fund Balance, June 30

EXHIBIT C-3

Variance with

Final Budget
Budgeted Amounts Positive
QOriginal Final ' Actual {Negative)
12,000 $ 19611 § 19612 § 1
12,000 19,611 19,612 1
267,000 140,023 140,023 -
267,000 140,023 140,023 -
~ {255,000) (120,412) (120,411) 1
- 102,545 102,545 -
- 102,545 102,545 -
(255,000) (17,867) {17,8686) 1
446,136 446,136 446,136 - _
191,136 $ 428,269 § 428,270 % 1
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FARMERSVILLE UNIFIED SCHOOL DISTRICT

BOND INTEREST AND REDEMPTION FUND
DEBT SERVICE FUND )
BUDGETARY COMPARISON SCHEDULE
FOR THE YEAR ENDED JUNE 30, 2009

Ravenues:
Other State Revenue
Other Local Revenle
Total Revenues

Expenditures;
Debt Service; -
Principal
Interest
Total Expenditures

Excess {Deficiency) of Revenles
Over (Under) Expenditures

Nel Change in Fund Balance

Fund Balance, July 1
Fund Balance, June 30

EXHIBIT C-4

Variance with
Final Budge!
Budgeted Amounts : ' Positive
Original Final Actual - [Negative)

$ - $ - 0§ 2487 § 2,497

120000 . 108788 115,800 9,832

120,000 108,768 118,087 12,326
78,077 78,077 78,077 -
41,823 41,923 - 41923 -
120,000 120,000 120,000 -

I (14,232) " (1,903) 12,329

. (14,232) (1,903) 12,329
138,232 139,232 139,232 -

$ 138,232 % 125,000 % 137320 §$ 12,329
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FARMERSVILLE UNIFIED SCHOOL DISTRICT , EXHIBIT C-5
BOND INTEREST AND REDEMPTION #2 :

DEBT SERVICE FUND

BUDGETARY COMPARISON SCHEDULE

FOR THE YEAR ENDED JUNE 30, 2009

Varfance with

. Final Budget
Budgeted Amounis Posifive
Oniginal Final Actual {Negative)
Ravenues: i
- Other Local Revenue ) 3 175833 % 183810 3 88,808 § 14,988
Total Revenues 175,933 153,810 ”%85.808 14,098
Expenditures:

Debt Service:

Principal ’ 120,000 120,000 120,000 -

intarest 55,933 57,433 55,833 1,800

Total Expenditures 175,833 177,433 175,933 1500
Excess {Deficiency) of Reyenues '

Over {Under) Expenditures - - {23,623} . (7,125} 18,408 ]
Het Change in Fund Balance - (23,623 (7.125) 16,498
Fund Balance, July 1 : 160,635 199,635 199,635 -

Fund Balance, June 30 o ’ $ 188,635 & 176,012 § 182510 % 16,498
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FARMERS\!JLLE UNIFIED $CHOOL DISTRI “f : S EXHIBIT C-5
COPS DEBT SERVICE FUND ‘ ' L
DEBT SERVICE FUND : ‘ ‘ ’
BUDGETARY COMPARISCN SCHEDULE

FOR THE YEAR ENDED JUNE 30, 2000 -

Variancs with

Final Budget
Budgeted Amounts ' . Positive
Criginal ' Final- Actual {Negalive)
Revenues: . ’ : .
Other Local Revenue $ - § 00 0§ 700 & -
_ Tolal Revenues ) : - ) 700 © 740 -
Expenditures:
. Debt Service: . : - L
interest : ‘ . 1.821 - 1821 -
Total Expenditores ) S o 1,821 1,821 -
Excess (Deficiency) of Revenues o l
Over {Under} Expenditures . ) (1,221) - {1,221) -
Net Change in Fund Balance ‘ . (1,221) (1,221) -
Fund Balance, July 1. _ 201,921 201,821 201,921 -
Fund Balance, June 30 . $ 201,821 § 200700 §_ 200700 % -
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FARMERSVILLE UNIFIED SCHOOL DISTRICT

CAPITAL FACILITIES FUND-DEVELOPER FEES

CAPITAL PROJECTS FUND
BUDGETARY COMPARISON SCHEDULE
© FOR THE YEAR ENDED JUNE 30, 2009

Revenues:
© Other Local Revenue
Total Reverues

Expenditures:
General Administralion
Plani Sepvices
Debt Service:
Principal
Interest
Total Expenditures

Excess (Dsficiency) of Revenues
Over {Under) Expenditures

Other Financing Saurces (Uses):
Transfers Cuf

Total Other Financing Sources (Uses)

Net Change in Fund Balance

Fund Balanoce, July 1
Fund Balance, June 30

EXHIBIT C-7

Variance with
Final Budget
Budgeted Amounis Positive
Original Final Actual ~ {Negative)
3 169,000 § 101,838 % 191,638 & -
169,000 191,538 191,538 -
8,000 7,283 7,261 2
120,233 4 3,248 3,248 -
85,000 85,000 85,000 -
110,094 108,170 108,170 -
324,324 203,681 203,679 p
(1685,324) - {12,143} {12,141} 2
. (241,486) (241,486) .
- (241,486) {241,486} -
{155,324} {253,629) {253,827) 2
380,309 380,300 360,309 -
§ 184085 & G8BR0  § 96882 8 2
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FARMERSVILLE UNIFIED SCHOOL DISTRICT : ‘ EXHIBIT C-8
COUNTY SCHOOL FACILITIES MODERNIZATION FUND : ,
CAPITAL PROJECTS FUND

BUDGETARY COMPARISON SCHEDULE

FOR THE YEAR ENDED JUNE 30, 2009

Variance with

. Finat Budget
Budgeled Amounts ‘ Positive
) Original Final Actual - {(Negative)
Revenugs: * ‘ S ‘
Other Local Revenue ' 3 - 3 13687 3% 13686 B (1
Total Revenues 4 . - 13,687 13,68_6 - (1)
Expenditures: ‘ ' . *
Plant Services o ] 310,470 25,839 . 25,838 1
Total §xpem§{um& o o ‘310,470 25,839 "25,838 - 1
Excess (Deficiency) of Revenues :
Over {Undeg} Expenditures (31 O,_1 ?Q) . (12,152} (12,‘] 52) -
Net Change in Fund Balance : (310,170 {12,152) - {12,152 -
Fund Balance, July 1 ‘ ' 337,805 337,805 3378 - “
‘Fund Balance, June 30 ' y $ 27738 % 325753 % 325753 &% -
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FARMERSVILLE UNIFIED SCHOOL DISTRICT : - © EXHIBIT C-9
COUNTY SCHOOL FACILITIES FUND

CAPITAL PROJECTS FUND

BUDGETARY COMPARISON SCHEDULE

FOR THE YEAR ENDED JUNE 30, 2002

Variance with
Final Bugge!
Budgeted Amounts Positive
Ongingl Final Actus! {Negative)
Revenues: ’
Other Local Revenue 3 - % 838 % B8 % -
Total Revenues - 838 838 -
Expenditures:
Flant Services ___isgoo0 56,743 56,745 -
Tolal Expendiiures , ' 189,000 56,74G £6,749 -
Excess (Deficiency) of Revenues . '
Over (Under) Expenditures _ {189,000) (85,211} (65,811) -
Other Financing Sources {Us&s;: ‘
Transfers In - 241,486 241,486 -
Total Other Financing Sources (Uses) _ - 241486 241,486 -
Net Change in Fund Balance {189,000} 185,575 185,575 .
Fund Balance, July 1 170,232 170,232 170,232 -
Fund Balance, Jure 30 3 18,765 $ 25807 % 355,807 % -
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FARMERSVILLE UNIFIED SCHOOL DISTRICT

LOCAL EDUCATION AGENCY

ORGANIZATION STRUCTURE

JUNE 30, 2008

TABLE D1

Farmersville Unified School District became unified in 1993. The District currently operates three elementary
schools, one junior high school, one high school, one continuing education high school and one adult schooal.

A boundary change was approved by Tulare County Board of Supemsors on November 22, 2005, and

became eﬁectwe July 1, 20086,

Governing Board

Name -

‘Office

Term and Term Expiration

Don Mason
Alvin Vanderslice
Alice B. Lopez

| Aléx Reyes

John Vasquez

President

| Clerk
. Member
‘ Member

Member .

Administration

Four yearterm expires 12/2011

Four year term expires 12/2011

Four year term expires 12/2009

_qur year term expires 12/2009

Four year term expires 12/2009

Name

. Office

Tenure -

Janet Jones
Helen A. Bauer

Grant Schimelpfening

Superihtendent
Assistant Superintendent

Business Manager/CBO
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FARMERSVILLE UNIFIED SCHOOL DISTRICT . TABLE D2
SCHEDULE OF AVERAGE DAILY ATTENDANCE
YEAR ENDED JUNE 30, 2000

‘Seccnd Period

Report Annual Repori
Elementary: o -
Kindergarten 200.32 199.74
Grades 1 through 3 584.59 a85.67
Grades 4 through 6 588.08 560.47
Grades 7 and 8 ‘ , 360.64 368.36
Home and hospital 032 0.59
Elementary totals _ ATsee A
High School: o .
Grades @ through 12, regular classes 883.75 ‘ 656,38
Continuation education 46.45 © 4479
Horme and hospital 072 0.71
Regionat Coocupational Centers/Programs ' 4284 44.32
High school tolals’ ' TE3EE CTeBAT
Classes for adults; : . )
Concurrently enrolled o0 0.92
Not concurrently enrofled - % 1028
ADA totals . ZABBOE , 248119
Supplemental Hours of
Programs _Attendance
Elementary : 31613
High School 18,823

Average daily attendance is a measurement of the number of puplls altending classes of the District. The purpose
of attendance accounting from a fiscal standpoint s to provide the basis on which apporlionments of state funds are
made fo school districts. This schedule provides information regarding the altendance of students at various grade
leveis and in different programs. '
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' FARMERSVILLE UNIFIED SCHOOL DISTRICT TABLE D-3
SCHEDULE OF INSTRUCTIONAL TIME : ' .
YEAR ENDED JUNE 30, 2009

Number
1988-87 of Days

1882-83 Minutes 2008-08 Traditional
Grade Leval Aclual Minutes  Requirement  Actual Minules  Calendar Status
Rindargarten 7 {a) 36,000 48,141 182 | Complied
Grade1 @ 50400 53,927 180 Complied
Grade 2 ~ &) 50,400 53547 180 Complied
Grade 3 & {8 " BD400 ' 53,647 18¢ - Complied ‘
Grade 4 ) (&) 54,000 5&&325 180 Complied
Grede5 | @  sao0 58,920 180 Complied
Grade 6 \, ‘ {a) ) 54,000 £9,182 180 Complied
Grade 7 {a} o 54,000 &8182 180 Complied
Grade § a (@) 54,000 59182 180 . Complied
Grade 9 , @) 64,800 85,837 186 Compled
Grade 10 : @ 64,800, 85837 . 180 Complied
Grade 11 @ 54,800 65,837 180 Complied
Grade 121 4 - | @) 64,800 65,837 180 Complied

(a) The District was non-existent {nen-unified) in 1982-83, therefore this is not applicable, .

Districts, ‘including‘basic aid districts, must maintain their instructional minutes at efher the 1882-83
actual minutes or the 1986-87 requirements, whichever is greater, as required by Educetion Code
Section 46201. This schedule is required of all districts, including basic aid districts,

The District has received incentive funding for increasing instiuctional time as provided by the
Incentives for Longer Instructional Day. This schedule presents information on the amount of instruction
time offered by the District and whether the District complied with the provisions of Education Code
Bections 46200 through 46206.
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FARMERSVILLE UNIFIED SCHOOL DISTRICT TABLE D4
SCHEDULE OF FINANCIAL TRENDS AND ANALYSIS ,
YEAR ENDED JUNE 30, 2009

{Budgel} :
General Fund 2010 2008 2008 2007

Revenues and cther financlal sources § 24318047 % 26,863,520 % 24345927 % 22,753,178

Expendifures 23,802,978 , 2&828,9&6 23,586,364 22,291,928
Other uses and transfers ot 75,245 . 102,545 100618 326,456
Total autgo e AB8T8Z2Y 24881401 23885972 22,538,384
Change in fund balance 365,826 1,832,038 650,955 214,792
. Ending fund balgnce ) $ 8513475 ¢ 6,113,640 § 4 481,611 $m 3,821,656
 Available reserves $ 3,102486 § 1773765 § 1,900,329 § 1,586,193
Besignated for economic ungertainties g 923518 % D05 848 § 638,050 $ 504 441
Undesignated fund batance $ 2178870 § 540071 $ 734631 § 991,752
Avallable reserves as a perceniage
of total outgo g 4 12.8% 7.1% 8.0% 7.0%
Total fong-term debt 3 4974005 $ | 5472600 % 5845086 $___ 6,212,265
Average daily altendance af P-2 e 2474 2488 2,337 _ 2,334

This schedule discioses the District's financial trends by displaying past years' data along with current year budget
information. These financial trend disclosures are used to evaluate the Districl's ability to continue as 2 going
~ concermn for a reasonable period of time,

The general fund balance has increased by $2,291,963 (60%;) over the past two vears. The fiscal year 2000-2010 budget
projects an increase of $399,826 (8.5%), For a district this size, the state recommends available reserves of at least three
percent of total general fund expenditures, transfers out, and other uses {{otal outgo).

The District has included the unrestricted portion of the 2008-10 re-appropriated categotical funding totaling $237,846
in the above calcutation of the available reserves for 2008-08, See Note O i the finenclal siatements for further

explanation. )

The District has enjoyed operaling surpluses in the past three years and anficipates ancther surplus during the
2008-2010 fiscal year, Total long-term debt has decreased by $738,685 over the past two years,

Average daily attendance has increased by 151 ADA over the past two years. A decrease of 14 ADA is anticipaled
during the fiscal year 2009-2010.
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'FARMERSVILLE UNIFIED SCHOOL DISTRICT
RECONCILIATION OF ANNUAL FINANGIAL AND BUDGET
REPORT WITH AUDITED FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2008 '

June 30, 2009, annual financial and budget
report fund balances

Adjustments and reclassifications:
tncreasing {decreasing) the fundk balance:
' Accounts receivable overstatement
Nei adjﬁstments and reclassifications

June 30, 2008, audited financial stalement fund balances

TABLE D-B

4

General

§

6113648

This schedule provides the information r;éc&ss;ary 1o reconcie the fund balances of all funds as reported on the

SACS report lo the audited financial statements, Funds that required no adjustment are not presenied.
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FARMERSVILLE UNIFIED SCHOOL DISTRICT TABLE D-6

SCHEDULE OF CHARTER SCHOOLS
YEAR ENDED JUNE 30, 2008

Mo charler schools are chartered by Farmersville Unified School District.

Included in
Charter Schools _Audit?
Nene N/A
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Total U.'S. Department of Agriculture -
TOTAL EXPENDITURES OF FEDERAL AWARDS

* Indicates clustered program under OMB Circular A-133 Compiliance Suppiement

The accompanying notes are an integral part of this schedule,
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FARMERSVILLE UNIFIED SCHOOL DISTRICT TABLE D-7
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS : '
YEAR ENDED JUNE 30, 2008
Federal Granior/ % " Federal Pass-Through
Fass-Through Granior/ ) CFDA Entity. Identifying Federal
Program Title Number Number ) Expendilures
T U S, DEPARTMENT OF HEALTH AND HUMAN SERVICES
Fassed Through California Depariment of Education:
Medi-Cal Billing Option {MAA) ™. 9a.778 10060 L 1,178
Medi-Cal Billing Option ™ 93.778 16013 11 9,722
Total Passed Through California Department of Education 120,800
Total U, 5. Depariment of Health and Human Services 120,800
L. & DEPARTMENT OF ERUCATION
Passed ?hzng%; Tulare County Office of Education: ‘
NCLB: Title |, Part C, Migrant Education 84.011 143286 105,106
Special Ed: | SE_A Preschool Grant, Part B * 84.173 13430 66437
Total Passed Through Tulare County Office of Education 171543
Passed Through California Depariment of Education : _ :
NCLB: Title |, Part A,-Basic Grants Low-Income and Neglected® 84.010 14329 1,186,540
Special Education: IDEA, Loca! and Stale * 84,027 13379 346,631
Carl Perkins Vocational Education Act 84,048 13024 27,431
NCLB: Titte IV, Safe and Drug Free School and Communities £4.186 14347 12,888
MOLB: Titls I, 21st Century Leaming Center 84287 14349 248,168
NCLE; Title V, Part A, Innovative Education Strategies 84.298A 14354 4,019
NCLB: Title [}, Part D, Enhancing Education Through Technology 84.318 14334 15,595
NCLB: Title [, Part G, Advanced Placement Test Fee Program 84 330 14831 7,203
NCLB; Title {il, Limited English Proficiency Student 84385 10084 101,344
- NCLB: Title I}, Part A, Improving Teacher Quality 84,367 14341 228,743
Total Passed Through California Department of Education 2178570
Total U. S. Depariment of Education 2,381 112
UL 8. QEPARTMENT OF AGRICULTURE
Passed Through California Department of Education: . o
Food Distribution 10850 N/A 25418
Child Nutrition: School Breakfast F’rogram (Basic) ¥ 10,553 13525 2,581
Child Nettrition: School Breakfast Program (Needy) * 10,853 135828 332,748
Child Nufrition: National School Lunch * 10.555 13824 . B7a783
Total Passed Through California Department of Education 1,235,531
1,235,531
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FARMERSVILLE UNIFIED SCHOOL DISTRICT
NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE YEAR ENDED JUNE 30, 2009

Basis of Presentation

The accompanying schedule of expenditures of federal awards includes the federal grant activity of
Farmersville Unified School District and is presented on the modified accrual basis of accounting, The
information in this schedule is presented in accordance with the requirements of OMB Circular A-133, Audifs
of States, Local Governments, and Non-Profit Crganizalions.
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Tulare
Visaia

M. Green and Company LLP o<

CERTIFIED PUBLIC ACCOUNTANTS

FPost Gifice Bux 3730 » Vislio, Californin 93278-3330 » Telephone (3393 8323000 » FAX {5595 825-1606
Email: visatio@mgreencpas.cam » Beb Site: wow.mgresscpas som

Board of Trustees

Farmersville Unified School District
571 E. Cifrus

Farmersavllle, California 83223.188¢

Members of the Board of Trustees:

We have audited the financial statements of the governmental activities, each major fund, and the aggregate
remaining fund information of Farmersville Unified School District as of and for the year ended June 30, 2008,
which collectively comprise the Farmersville Unified School District's basic financial statements and have
issued our report thereon dated Novermnber 13, 2008, 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 Siates.

in plannlng and performirzg our audlt we consl dezed Farmersviile Unified School District's internal control over
financial reporting as a basis for designing our auditing precedaras for the purpose of expressing our
opinions on the financial statements but not for the purpose of expressing an opinion on the effectiveness of
the Farmersville Unified School District's internal control over financial reporting. Accordingly, we do not
express an ophion on the effectiveness of the Farmersville Unified School District's mts&ma! contro! over
fi aanctai repart ng. :

Qur consideration of internal control over financial reporting was for the limited purpose described in the
* preceeding paragraph and would nol necessarily identify all deficiencies in internal control over financial reporting
that might be significant deficiencies or material weaknesses, However, as discussed below, we identified
certain deficiencies in internal control over financial reporting that we considered to be significant deficiencies,

- A control deficiency exists when the design or operation of a confrol does not allow management or
employees, in the normal course of performing their assigned functions, fo prevent or detect misstatements
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies, that
adversely affects the Farmersville Unified School District's ability to inifiate, autherize, record, process or
report financial data reliably in accordance with generally accepted accounting principles such that there is
more than a remote likelihood that a misstatement of the Farmersville Unified School District's financial
statements that is more than inconsequential will not be prevented or detected by the Farmersville Unified School
District's internal control, We consider the deficiency described in the accompanying schedule of findings
and questioned costs as item 84-1 to be & significant dsficiency in internal control over financial reporting.

A material weakness is a significant deficiency, or combination of significant deficlencies, that results in more

than a remote Hkelihcod that a material misstatement of the financial statements will not be prevented or
detecied by the Farmersville Unified School District’s internal control.
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Qur consideration of the internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencles In the internal control that
might be significant deficiencies and, accordingly, would not necessarily disclose all significant déficiencies
fhat are alse considered fo be material weaknesses. However, we belleve thal none of the significant
deficlencies described above is a material weakness,

As part of obtaining reasonable assurance about whether Farmersville Unified School District's financial
statements are free of material misstaterment, we performed tests of its compliance with certain provisions of
laws, regulations, confracts and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial siatement amounts. However, providing an opinion on
compliance with those provisions was nol an objective of our audil, and accordingly, we do nct express
such an opinion. The results of our tests disclosed no instances of noncompliance or other matters that are
required 1o be reported under Government Audiling Standards. ,

We noted certain matters that we reported to managemerzt of Farmersville Unified School District in &
separate letter dated November 13, 2009

Farmersvilie Unified School District's response o the findings identified in our audit are described in the
accompanying schedule of findings and questioned costs, We did not audit Farmersville Unified School

District's response and, accordingly, we express no opinion on it.
This report is intended solely for the information and use of the audit committes, management, others within

the entity, the Board of Trustees, and federal awarding agencies and pass-through entities and is not
intended to be and should not be used by anyone other than these specified parties.

November 13, 2008
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Tulare
Yisals

M. Green and Company LLP | s

CERTIFIED PUBLIC 4CCOUNTANTS

Post Uffice Box 3530 » Visafia, California 93278-3330 » Telephone (559) 6173900 » FAX (5383 625-160%
E-mail: visalio@mareencpas.com « Wed Site: woww. mereencpar.com

Board of Trustees

Farmersville Unified School District
571 E. Citrus

Farmersville, California 832231859

Members ¢f the Beard %::xf Trustess:

We have audited the compliance of Farmersville Unified School District with the typaes of compliance
requiremenis described in the U 5. Office of Management and Budgef (OMB) Circular A-133
Compliance Supplement that are applicable to each of its major federal programs for the year ended June
30, 2008, Farmersville Unified School District's major federal programs are identified in the summary of
auditor's results section of the accompanying schedule of findings and questicned costs. Compliance with
the requirements of laws, regulations, contracts and grants applicable to each of its major federal programs
is the responsibility of Farmersville Unified Schoot District's management. Our responsibility is to express an
apinion on Farmersville Unified School District's comipliance based on cur audit,

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
Uniled Stales of America; the standards applicable to financial audits contained in Government Auditing
- Standards, issued by the Complroller General of the United States; and OMB Circular A-133, Audits of
Slates, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to oblain reasonable assurance about whether noncompiiance .
with the types of compliance requirements referred to above that could have a direct and material effect on a
major federal program occurred. An audit includes examining, on a test basis, evidence about Farmersville
Unified School District's compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion. Our audif does not provide a legal determination of Farmersville Unified Schocl District's compliance

with those requirements.

in our opinion, Farmersville Unified School District complied, in all material respects, with the requirements
referred to above that are applicable to each of its major federal programs for the year ended June 30, 2008,

The management of Farmerswiie Unified School District is responsibie for establishing and maintaining
effective internal control over compliance with the requirements of iaws, regulations, contracts and grants
appiicabie to federal programs. In planning and performing our audit, we considered Farmersville Unifisd
School District's internal confrol over compliance with the requirements that could have a direct and material
effect on a major federal program in order to defermine cur audifing procedures for the purpose cf
expressing our opinion on compliance, but not for the purpose of expressing an opinion on the effectiveness
of internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of
Farmersville Unified Schocl District's internat control over compliance.
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A control deficiency in an enfity’s infernal conirol over compliance exists when the design or operation of a
control does not allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect noncompliance with a type of compliance requirement of a federal program on
a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies, that
adversely affects the entity's ability to administer a federal program such that there is more than a remote
likelihood that noncompliance with a type of compliance requirement of a federal program that is more than
inconsequential will not be prevented or detected by the entity's interat control.

A material weakness is a sighificant deficiency, or combination of significant deficiencies, that resuits in more
than a remote likelihoad that matertal noncompliance with a type of compliance requirement of & federal
program will not be prevenied or detected by the entity's internal control,

. Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might be
significant deficiencies or material weaknesses, We did not identify any deficiencies in internal control over
compliance that we considered to be material weaknesses, as defined above.

This report is intended solely for the information and use of the audit commities, management, others within

the entity, the Board of Trustees, and federal awarding agencies and pass-through entities and is not
intended to be and should not be used by anyone other than these specified parties.

November 13, 2009
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! CERTIFIED PUBLIC ACCOUNTANTS |

Post Gffice Box 3330 = Visalia, California 93278-3330 = Teiephone (359) 6173000 » FAX (859} 6251606
E-matl: visathe@mgreencpas,cont v Web Site wivw. mgreencpas.con

uditars: R S : i
Board of Trustees

Farmersviide Unified Schoot District

871 E, Cifrus

Farmersville, California 83223-1869

Members of the Board of Trustees:

We have audited the basic financial statements of the Farmersville Unified School District {"District") as of and
for the year ended June 30, 2009, and have issued our report thereon dated November 13, 2008, Qur audit
was made in accordance with auditing standards generally accepted in the United States of America; the
standards applicable to financlal audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States; and the State's audit guide, Standards and Procedures for Audits
of California K-12 Local Education Agencles 2008-09, published by the Education Audit Appeals
Panel. Those standards require that we plan and perform the audit to obtain reasonable assurance about
- whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also Includes
-assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis
for our apinion, ’ : '

The District's management is responsible for the District's compliance with laws and regulations, In connection
with the audit referred to above, we selected and tested transactions and records to determine the District's
compliance with the state laws and regulations applicable to the following items:

‘ Procedures In Procedures

Description o Audit Guide Parformed
Attendance Accounting: : :

Altendance Reporting : 8 Yesg

Independent Study 23 Yes

Continuation Education : 10 Yes
Instructional Time; '

Schoel Districts B Yes

County Offices of Education 3 NIA
Community Day Schools 3 N/A
Instructional Materials, General Requirements § 1ia]
Ratiog of Adminisirative Employees o Teachers 1 Yes
Classroom Teacher Salaries 1 Yes
Early Retirement Incentive Program 4 N/A
GANN Limit Calculation 1 Yes
School Accountability Report Card 3 Yes
Class Size Reduction Program (Including In Charter Schools):

General Requirements . 7 Yes

Option One Classes 3 Yes

Option Two Classes 4 NIA

Only One Scheol Serving Grades K-3 4 N/A

 Afer School Education and Safety Program:
General Reguirements 4 Yes
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After School 4 Yes
Before School 5 N/A
Contemporaneous Records of Atfendance, For Charler Schools 1 N/A
Mode of Instruction, for Charter Schoois 1 NiA
Nonclassroom-Based Instruction/Independent Study, For Charler Schools 16 N/A
- Determination of Funding for Nonclassroom-Based ,
Insiruction, For Charter Schools 3 iA
Annuai instructional Minutes - Classroom Based, For Charter Schools 3 N/A

The term "N/A" is used above to mean one or more of the following: 1) The District did not offer the program
during the current fiscal year, 2) The program applies only to a different type of local education agency, or 3)
The procedures in the audit guide have been revised by subsequent state legislation, The letter enclosed in
brackets which follows soms items is explained as follows:

[a] The number of procedures to be performed was reduced per flexibility provisions in SBx3 4. Section 19828.3
procedures (b} and {c) were not performed.

Based on our audit, we found that, for the items tested, Farmersville Unified School District complied with the
state laws and regulations referred to above, except as described in the Findings and Recommendations
section of this report. Further, based on our examination, for items not tested, nothing came to our attention to
indicate that the Farmersvile Unifled School District had not complied with the state laws aaé regulations,
except as described In the Findings and Recommendations section of this report.

This report is intended solely for the information and use of the audit commitiee, the Board of Trustees,
- management, State Controller's Office, Department of Finance, Department of Education, and pass-through
entities, and is not intended to be and should not be used by anyone other than these specified pariies.

November 13, 2008
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FARMERSVILLE UNIFIED SCHQOL DISTRICT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS |
FOR THE YEAR ENDED JUNE 30, 2009
A. Summary of Auditors' Resulis
1. Financial Statements
Type of auditors’ report issued:; : Ungualified
Internal control over financial reporting:

Qne or more malerial weaknesses identified? Yes X No

One or more significant deficiencies identified that are
are not considered to be material weaknesses? ' X Yes None Reported

Noncompliance material to financial
statements noted? ~ Yes X Neo

2, Federal Awards
Internal control over major programs;

Ore or more material weaknesses identified? Yes X No

One or more significant deficiencies identified that ,
are not considered to be material weaknesses? Yes X None Reported

Type of auditors’ report issued on compliance .
for major programs; , Unqualified

Any audit find%ngs disclosed that are required
fo be reported in accordance with section B10(a)
- of Circular A-1337 Yes X HNo

Identification of major programs:

CEDA Number(s} ﬂ@mﬁmﬁ_mmgm
84,010 NCLB: Title |, Part A, Basic Grants Low-Income and Neglected
84.027, 84.173  Special Education Cluster
Dollar threshoid used to distinguish betWeen
type A and type B programs: $300,000
Auditee qualified as low-risk auditee? _ X Yes No

3. State Awards
Internal control over state programs:
One or more material weaknesses idantlfied? Yes X_ No

One or more significant deficlencies identified that are
are not considered to be material weaknesses? X  Yes ___ None Reported
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FARMERSVILLE UNIFIED SCHOOL DISTRICT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2008

Type of auditors’ report issued on compliance ‘
for state programs: , Qualified

B. Financial Statement Findings

Einding. 041
30000 :
SIGNIFICANT DEFICIENCY IN INTERNAL CONTROL - STUDENT BODY

C“Ii‘wj@
Good internal controls require proper following of pfﬁzceda;‘es in order to ensure the safeguarding

_of assets.

Condition
At the High School, the amount coliected for the a&dxteﬁi football game was less than the

calculated potential revenue, as was their calculation and there was no explanation for the
difference. At Snowden Elementary School, the receipts were not deposited in a timely manner

and we were unabie {0 tie the deposits fo fundraisers. Also, at the High School, ons invoice
out of five tested was not signed for receipt of goods,

Q&&g@dmp@t_s
Nol applicable.

Context
-~ Thiswas aseiated to the Fa;‘merav lle High Schog! amﬁ Snowden E!emema{y School student bodles.

Effect”
-There exists the potential for mlsappropraa‘fton of student body funds, The Eack of documentation

exposes the student body funds to the possibility of defalcation.

Cause : : 7
Established conltrols over the student body were not followed for these expenditure invoices

and fundraisers,

Recommendation '
We recommend the ii}sstr i ma&e a greater effort to ensure that the excellent pFGCEdLﬁ?ES ai:eacéy

in piace for student body activity are followed.

LEA’s Response :

The High School has updated their ticket reconciliation form to include a section for explanation
of differences belween what is sold and what is coliected. The High School will work to
ensure that all invoices for goods are received and signed for on the inveice. The administrator
at Snowden Elemenlary School has been consulted regarding the deposit procedures. The
Business Office Monthly Site ASB Audit Guide form has been modified fo include a review of
invoices to ensure receipt of goods are being acknowledged and now also includes a rewew
for zmdepes ited checks and cash to ensure they are processed timely.

C. Federal Award Findings and Questioned Costs

NONE
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FARMERSVILLE UNIFIED SCHOOL DISTRICT
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 38, 2008

D, State Award Findings and Questioned Costs

~ Finding 08-1
40000 ’
STATE COMPLIANCE - AFTER SGHOOL EDUCATION AND SAFETY PROGRAM
Criteria

Education Code Sections 145021 and 14503 specify audits of After Bchool Education and
Safety Programs (ASES) shall be conducted in accordance with guidance provided within the
California K-12 Audit Guide adopted by the Education Audit Appeals Panel. The K-12 audit guide

. requires the number of students servad, as that term is used in the attendance reports, for
each selected school to be supported by written records that document pupil participation.

The number of sttzdents served, as reported on the ASES Aftendance Reporis, was not
supported by sufficient support documentation. We were unable to frace the reportad number
of students served, as reported on the ASES Attendance Reports, to daily attendance logs,

Questionsd Costs
Not apnlicable.

Context
isolated to ASES parficipating sites.

Effect
The District is out of compliance with State requirements.

Cause
The attendance summaries used to determine number of students reported on the atftendance
reports were not complete or updated to reflect actual attendance to the program.

Recommendation
We recommend the District use acourate attendance summaries that reﬂect actusl allowabie

attendance to the ASES program for reporting on the attendance reports. The number of students
served, as reported on the ASES Attendance Reports, sﬁead trace through the attendance
summary documentation to the daily attendance logs.

LEA's Response

The District Assistant Superintendent has met with the Operations Director who oversees the
day to day operations of The Boys and Girls Clubs of the Sequoias ASES programs at
Farmersville USD. The Boys and Girls Club will sef up a protocol by which all attendance reports
are checked for accuracy before submission to the Farmersville Unified School District. The
District has suggested that the Boys and Girls Club employees who are responsible for
preparing attendance reports receive some basle training in the use and cresticn of Excel
spreadsheets.
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i CERTIFIED PUBLIC ACCOUNTANTS
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Letter to Management

Board of Trustees

Farmersville Unified School District
571 E, Citrus

Farmersville, California 83223-1899

Dear Bcard Members:

We have completed the audit of Farmersville Unified School District for the fiscal year ended June 30, 2099
The foliowing items came to our atiention which we are providing for your consideration:

B‘.ajm‘ﬁgmnciiigtieng

~ Bank reconciliations for bank accounts maintained by the District were incorrectly reconciled o the ending
balance per the bank statements instead of to the balance per the District's books. Performing bank
reconciliations correctly is an Important controt over cash, As such, we recommend the District balance its
bank statermnents te the District's books in a timely manner,

Flexihility Transfers - Public Hearing

Education Code Section 426050(2) references that a public hearing is recuired as a condition of receipt of
funds for Tier lll categorical programs. As & condition of receipt of funds, the govemning board, at a regulariy
scheduled open public hearing, shall take testimony from the public, discuss, approve or disapprove, the
proposed use of the funding, and make explicit for each and every one of the 38 items the purposes for
which the funds will be used. We strongly urge you to conduct the above described public hearing annually
during the period of time that the 38 items are to remain flexible and to document that public hearing in your
board minutes in enough detail so that upon audit it is readily determinable that you complied with this

requirement for all 39 programs. This audit procedure is already in the 2009-10 audit guide. If your public

hearing did not address each of these items, another public hearing should be conducted to include all items
and should be thoroughly documented in the board minutes. If this public hearing requlrement is not met, the

District wm be subjsct to potential return of all of the funds

Prior Year Issues

invoice QOverpayment: One of the invoices for products purchased by the Cafeteria was overpaid by
39,000, The vendor has given credit for this amount, s¢ there was ng fiscal impact However, we
recommended “that when a large number of warrants are issued at the same lime, they be reviewed more
closely. This recommendation has been implemented,
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We would like to thank management and all of the office personnel for the excellent cooperation we received
during our audit. We look forward o working with you again in 2010 and beyond.

YVery truly yours,

TN Geetnt trcel WW/‘L’L‘?

M. GREEN AND COMPANY LLP
Certified Puplic Accountants

Novembper 13, 2008
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FARMERSVILLE UNIFIED SCHOOL DISTRICT

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2009

Finding/Recommendation

Current Status

04-1

One of the eleven invoices tested lacked a
signature authorizing the purchase. One of those
invoices was also not cancelled to prevent misuse
and one disbursement was missing proper
. approval.  None of the fundraisers lested had
potential revenue forms sadequately completed.
One had ne form that we could locate. We
recommended the District make a greater effort to
ensure that procedures already in place for
student body activity were followed,

06-1

The budget line item "Classified Salaries” was
over-expended by $253 in the General Fund. We
recommended the budgeting process be watched
more closely at year end.

08-1

Students served, as reported in the attendance
report, were not .supported by sufficient
records. . No  summary documentation was
available to trace the reported number of students
served to dally attendance Iogs. We
recommended the District adjust thelr attendance
fracking software system to provide dally
sftendance logs that indicate if the studenis’
particlpation met the requirements to be included as
& student served, as reported on the atiendance
report,  We also recommended the software
system be capable of generating summary
documentation that ties the total number  of
students seived, as reported on the altendance
repor, to the daily attendance logs.
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Not implemented

implemented

Not Implemented

Management's Explanation
1 Not Implemented

See current year finding 04-1

See current year finding 08-1
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APPENDIX C

FORM OF OPINION OF SPECIAL COUNSEL

[Letterhead of Quint & Thimmig LLP]

[Closing Date]

Farmersville Unified School District
571 East Citrus
Farmersville, California 93223

OPINION: $685,000 Certificates of Participation (2010 Financing Project) Evidencing Direct,
Undivided Fractional Interests of the Owners Thereof in Lease Payments to be
Made by the Farmersville Unified School District, as the Rental for Certain
Property Pursuant to a Lease Agreement with the Local Facilities Finance
Corporation

Members of the Board of Trustees:

We have acted as special counsel in connection with the delivery by the Farmersville Unified
School District (the “District”), of its $685,000 Lease Agreement, dated as of October 1, 2010, by and
between the Local Facilities Finance Corporation (the “Corporation”) and the District (the “Lease
Agreement”), pursuant to the California Education Code. The Corporation has, pursuant to the
Assignment Agreement, dated as of October 1, 2010 (the “Assignment Agreement”), by and between the
Corporation and The Bank of New York Mellon Trust Company, N.A., as trustee (the “Trustee”),
assigned certain of its rights under the Lease Agreement, including its right to receive a portion of the
lease payments made by the District thereunder (the “Lease Payments”), to the Trustee. Pursuant to the
Trust Agreement, dated as of October 1, 2010, by and among the Trustee, the Corporation and the District
(the “Trust Agreement”), the Trustee has executed and delivered certificates of participation (the
“Certificates”) evidencing direct, undivided fractional interests of the owners thereof in the Lease
Payments. We have examined the law and such certified proceedings and other papers as we deem
necessary to render this opinion.

As to questions of fact material to our opinion, we have relied upon representations of the
District contained in the Lease Agreement and in the certified proceedings and certifications of public
officials and others furnished to us without undertaking to verify the same by independent investigation.

Based upon our examination, we are of the opinion, under existing law, as follows:

1. The District is duly created and validly existing as a school district organized and existing
under the laws of the State of California with the power to enter into the Lease Agreement and the Trust
Agreement and to perform the agreements on its part contained therein.

2. The Lease Agreement has been duly authorized, executed and delivered by the District and is
an obligation of the District valid, binding and enforceable against the District in accordance with its
terms.

3. The Trust Agreement and the Assignment Agreement are valid, binding and enforceable in
accordance with their terms.

4. Subject to the terms and provisions of the Lease Agreement, the Lease Payments to be made by
the District are payable from general funds of the District lawfully available therefor. By virtue of the
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Assignment Agreement, the owners of the Certificates are entitled to receive their fractional share of the
Lease Payments in accordance with the terms and provisions of the Trust Agreement.

5. Subject to the District’s compliance with certain covenants, interest with respect to the
Certificates (i) is excludable from gross income of the owners thereof for federal income tax purposes, (ii)
is not included as an item of tax preference in computing the alternative minimum tax for individuals
and corporations under the Internal Revenue Code of 1986, as amended, and (iii) interest with respect to
the Certificates is not taken into account in computing adjusted current earnings, which is used as an
adjustment in determining the federal alternative minimum tax for certain corporations. It is also our
opinion that the Lease Agreement is a “qualified tax-exempt obligations” under section 265(b)(3) of the
Code. Failure to comply with certain of such covenants could cause interest with respect to the
Certificates to be includable in gross income for federal income tax purposes retroactively to the date of
delivery of the Certificates.

6. The portion of the Lease Payments designated as and comprising interest and received by the
owners of the Certificates is exempt from personal income taxation imposed by the State of California.

Ownership of the Certificates may result in other tax consequences to certain taxpayers, and we
express no opinion regarding any such collateral consequences arising with respect to the Certificates.

The rights of the owners of the Certificates and the enforceability of the Lease Agreement, the
Assignment Agreement and the Trust Agreement may be subject to the Bankruptcy, insolvency,
reorganization, moratorium and other similar laws affecting creditors’ rights heretofore or hereafter
enacted and also may be subject to the exercise of judicial discretion in accordance with general principles
of equity.

In rendering this opinion, we have relied upon certifications of the District and others with
respect to certain material facts. Our opinion represents our legal judgment based upon such review of
the law and the facts that we deem relevant to render our opinion and is not a guarantee of a result. This
opinion is given as of the date hereof and we assume no obligation to revise or supplement this opinion
to reflect any facts or circumstances that may hereafter come to our attention or any changes in law that
may hereafter occur.

Respectfully submitted,
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APPENDIX D

FORM OF CONTINUING DISCLOSURE CERTIFICATE

This CONTINUING DISCLOSURE CERTIFICATE (the “Disclosure Certificate”) is executed and
delivered by the FARMERSVILLE UNIFIED SCHOOL DISTRICT (the “District”) in connection with the
execution and delivery of $685,000 Farmersville Unified School District (Tulare County, California)
Certificates of Participation (2010 Financing Project) (the “Certificates”). The Certificates are being
executed and delivered pursuant to a Trust Agreement, dated as of October 1, 2010, by and among The
Bank of New York Mellon Trust Company, N.A., as trustee (the “Trustee”), the District and the Local
Facilities Finance Corporation (the “Trust Agreement”). The District covenants and agrees as follows:

Section 1. Purpose of this Disclosure Certificate. This Disclosure Certificate is being executed and
delivered by the District for the benefit of the Beneficial Owners and bondholders in order to assist the
Participating Underwriter in complying with Securities and Exchange Commission Rule 15¢2-12(b)(5).

Section 2. Definitions. In addition to the definitions set forth in the Trust Agreement, which apply
to any capitalized term used in this Disclosure Certificate unless otherwise defined in this Section, the
following capitalized terms shall have the following meanings:

“Annual Report” shall mean any Annual Report provided by the District pursuant to, and as
described in, Sections 3 and 4 of this Disclosure Certificate.

“Beneficial Owner” shall mean any person which (a) has the power, directly or indirectly, to vote
or consent with respect to, or to dispose of ownership of, any Certificates (including persons holding
Certificates through nominees, depositories or other intermediaries), or (b) is treated as the owner of any
Certificates for federal income tax purposes.

“Dissemination Agent” shall mean the District or any successor Dissemination Agent designated in
writing by the District and which has filed with the District a written acceptance of such designation. In
the absence of such a designation, the District shall act as the Dissemination Agent.

“EMMA” or “Electronic Municipal Market Access” means the centralized on-line repository system
located at www.emma.msrb.org for documents filed with the MSRB pursuant to the Rule, such as official
statements and disclosure information relating to municipal bonds, notes and other securities as issued
by state and local governments.

“Listed Events” shall mean any of the events listed in Section 5(a) of this Disclosure Certificate.

“MSRB” means the Municipal Securities Rulemaking Board, which has been designated by the
Securities and Exchange Commission as the sole repository of disclosure information for purposes of the
Rule, or any other repository of disclosure information which may be designated by the Securities and

Exchange Commission as such for purposes of the Rule in the future.

“National Repository” shall mean any Nationally Recognized Municipal Securities Information
Repository for purposes of the Rule.

“Participating Underwriter” shall mean the original underwriter of the Certificates required to
comply with the Rule in connection with offering of the Certificates.

“Repository” shall mean each National Repository and each State Repository, if any.

“Rule” shall mean Rule 15¢2-12(b)(5) adopted by the Securities and Exchange Commission under
the Securities Exchange Act of 1934, as the same may be amended from time to time.

“State” shall mean the State of California.
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“State Repository” shall mean any public or private repository or entity designated by the State as
a state repository for the purpose of the Rule. As of the date of this Certificate, there is no State
Repository.

Section 3. Provision of Annual Reports.

(a) Delivery of Annual Report to MSRB. The District shall, or shall cause the Dissemination Agent
to, not later than nine months after the end of the District’s fiscal year (which currently ends on June 30),
commencing with the report for the 2009-2010 Fiscal Year, which is due not later than April 1, 2011,
provide to the Participating Underwriter and to file with EMMA, in a readable PDF or other electronic
format as prescribed by the MSRB, an Annual Report that is consistent with the requirements of Section 4
of this Disclosure Certificate. The Annual Report may be submitted as a single document or as separate
documents comprising a package, and may cross-reference other information as provided in Section 4 of
this Disclosure Certificate; provided that the audited financial statements of the District may be
submitted separately from the balance of the Annual Report and later than the date required above for
the filing of the Annual Report if they are not available by that date.

(b) Change of Fiscal Year. If the District’s fiscal year changes, it shall give notice of such change in
the same manner as for a Listed Event under Section 5(d).

(c) Delivery of Annual Report to Dissemination Agent. Not later than fifteen (15) Business Days prior
to the date specified in subsection (a) for providing the Annual Report to EMMA, the District shall
provide the Annual Report to the Dissemination Agent (if other than the District). If by such date, the
Dissemination Agent has not received a copy of the Annual Report, the Dissemination Agent shall notify
the District.

(d) Report of Non-Compliance. If the District is unable to provide an Annual Report by the date
required in subsection (a), the Dissemination Agent shall send a notice to EMMA in substantially the
form attached as Exhibit A.

(e) Annual Compliance Certification. The Dissemination Agent shall, if the Dissemination Agent is
other than the District, file a report with the District certifying that the Annual Report has been provided
pursuant to this Disclosure Certificate, stating the date it was provided.

Section 4. Content of Annual Reports. The District’'s Annual Report shall contain or incorporate
by reference the following;:

(a) Audited financial statements of the District for the preceding fiscal year, prepared in
accordance with the laws of the State and including all statements and information prescribed for
inclusion therein by the Controller of the State. If the District’s audited financial statements are not
available by the time the Annual Report is required to be filed pursuant to Section 3(a), the Annual
Report shall contain unaudited financial statements in a format similar to the financial statements
contained in the final Official Statement, and the audited financial statements shall be filed in the same
manner as the Annual Report when they become available.

(b) To the extent not included in the audited final statements of the District, the Annual Report
shall also include an update of the following information for the then current fiscal year:

(i) general fund revenue sources by type (over $1,000,000);

(ii) combined annual contribution (District’s share and employees’ share) to the Public
Employees Retirement System;

(iii) adopted general fund budget;

(iv) tax rates;
(v) assessed valuations; and
(vi) average daily attendance.

(c) Any or all of the items listed above may be included by specific reference to other documents,
including official statements of debt issues of the District or related public entities, which are available to
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the public on the MSRB’s Internet web site or filed with the Securities and Exchange Commission. The
District shall clearly identify each such other document so included by reference.

If the document included by reference is a final official statement, it must be available from
EMMA.

(d) In addition to any of the information expressly required to be provided under paragraph (b)
of this Section 4, the District shall provide such further information, if any, as may be necessary to make
the specifically required statements or information (as set forth herein), in the light of the circumstances
under which they are made, not misleading.

Section 5. Reporting of Significant Events.

(a) Listed Events. Pursuant to the provisions of this Section 5, the District shall give, or cause to be
given, notice of the occurrence of any of the following events with respect to the Certificates, if material:

(1) Principal and interest payment delinquencies;

(ii) Non-payment related defaults;

(iii)  Unscheduled draws on debt service reserves reflecting financial difficulties;
(iv)  Unscheduled draws on credit enhancements reflecting financial difficulties;
) Substitution of credit or liquidity provides, or their failure to perform;

(vi)  Adverse tax opinions or events affecting the tax-exempt status of the security;
(vii) Modifications to rights of security holders;

(viii) Bond calls;

(ix)  Defeasances;

(x) Release, substitution, or sale of property securing repayment of the securities; and
(xi)  Rating changes.

(b) Determination of Materiality of Listed Events. Whenever the District obtains knowledge of the
occurrence of a Listed Event, the District shall as soon as possible determine if such event would be
material under applicable federal securities laws.

(c) Notice to Dissemination Agent. If the District has determined that knowledge of the occurrence
of a Listed Event would be material under applicable federal securities laws, the District shall promptly
notify the Dissemination Agent (if other than the District) in writing. Such notice shall instruct the
Dissemination Agent to report the occurrence pursuant to subsection (d).

(d) Notice of Listed Events. The District shall file, or cause the Dissemination Agent to file, a notice
of the occurrence of a Listed Event, if material, with EMMA, in a readable PDF or other electronic format
as prescribed by the MSRB, with a copy to the Participating Underwriter. Notwithstanding the foregoing,
notice of Listed Events described in subsections (a)(viii) and (ix) (defeasances) need not be given under
this subsection any earlier than the notice (if any) of the underlying event is given to Certificate holders of
affected Certificates.

Section 6. Identifying Information for Filings with EMMA. All documents provided to EMMA
under this Disclosure Certificate shall be accompanied by identifying information as prescribed by the
MSRB.

Section 7. Termination of Reporting Obligation. The District’s obligations under this Disclosure
Certificate shall terminate upon the defeasance, prior redemption or payment in full of all of the
Certificates. If such termination occurs prior to the final maturity of the Certificates, the District shall give
notice of such termination in the same manner as for a Listed Event under Section 5.

Section 8. Dissemination Agent.

(a) Appointment of Dissemination Agent. The initial Dissemination Agent shall be the District. The
District may, from time to time, appoint or engage a Dissemination Agent to assist it in carrying out its

Appendix D
Page 3



obligations under this Disclosure Certificate, and may discharge any such agent, with or without
appointing a successor Dissemination Agent. If the Dissemination Agent is not the District, the
Dissemination Agent shall not be responsible in any manner for the content of any notice or report
prepared by the District pursuant to this Disclosure Certificate.

(b) Compensation of Dissemination Agent. The Dissemination Agent shall be paid compensation by
the District for its services provided hereunder in accordance with its schedule of fees as agreed to
between the Dissemination Agent and the District from time to time and all expenses, legal fees and
advances made or incurred by the Dissemination Agent in the performance of its duties hereunder. The
Dissemination Agent shall not be deemed to be acting in any fiduciary capacity for the District, Holders
or Beneficial Owners, or any other party. The Dissemination Agent may rely and shall be protected in
acting or refraining from acting upon any direction from the District or an opinion of nationally
recognized Special Counsel. The Dissemination Agent may at any time resign by giving written notice of
such resignation to the District.

Section 9. Amendment; Waiver. Notwithstanding any other provision of this Disclosure
Certificate, the District may amend this Disclosure Certificate (and the Dissemination Agent shall agree to
any amendment so requested by the District that does not impose any greater duties or risk of liability on
the Dissemination Agent), and any provision of this Disclosure Certificate may be waived, provided that
the following conditions are satisfied:

(a) Change in Circumstances. If the amendment or waiver relates to the provisions of Sections 3(a),
4 or 5(a), it may only be made in connection with a change in circumstances that arises from a change in
legal requirements, change in law, or change in the identity, nature, or status of an obligated person with
respect to the Certificates, or the type of business conducted;

(b) Compliance as of Issue Date. The undertaking, as amended or taking into account such waiver,
would, in the opinion of a nationally recognized Special Counsel, have complied with the requirements of
the Rule at the time of the original issuance of the Certificates, after taking into account any amendments
or interpretations of the Rule, as well as any change in circumstances; and

(c) Consent of Holders; Non-impairment Opinion. The amendment or waiver either (i) is approved by
the Certificate holders in the same manner as provided in the Trust Agreement for amendments to the
Trust Agreement with the consent of Certificate holders, or (ii) does not, in the opinion of nationally
recognized Special Counsel, materially impair the interests of the Certificate holders or Beneficial
Owners.

If this Disclosure Certificate is amended or any provision of this Disclosure Certificate is waived,
the District shall describe such amendment or waiver in the next following Annual Report and shall
include, as applicable, a narrative explanation of the reason for the amendment or waiver and its impact
on the type (or in the case of a change of accounting principles, on the presentation) of financial
information or operating data being presented by the District. In addition, if the amendment relates to the
accounting principles to be followed in preparing financial statements, (i) notice of such change shall be
given in the same manner as for a Listed Event under Section 5(d), and (ii) the Annual Report for the year
in which the change is made should present a comparison (in narrative form and also, if feasible, in
quantitative form) between the financial statements as prepared on the basis of the new accounting
principles and those prepared on the basis of the former accounting principles.

Section 10. Additional Information. Nothing in this Disclosure Certificate shall be deemed to
prevent the District from disseminating any other information, using the means of dissemination set forth
in this Disclosure Certificate or any other means of communication, or including any other information in
any Annual Report or notice of occurrence of a Listed Event, in addition to that which is required by this
Disclosure Certificate. If the District chooses to include any information in any Annual Report or notice of
occurrence of a Listed Event in addition to that which is specifically required by this Disclosure
Certificate, the District shall have no obligation under this Disclosure Certificate to update such
information or include it in any future Annual Report or notice of occurrence of a Listed Event.

Section 11. Default. In the event of a failure of the District to comply with any provision of this
Disclosure Certificate, any Certificate holder or Beneficial Owner may take such actions as may be
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necessary and appropriate, including seeking mandate or specific performance by court order, to cause
the District to comply with its obligations under this Disclosure Certificate. The sole remedy under this
Disclosure Certificate in the event of any failure of the District to comply with this Disclosure Certificate
shall be an action to compel performance.

Section 12. Duties, Immunities and Liabilities of Dissemination Agent. All of the immunities,
indemnities, and exceptions from liability in Article IX of the Trust Agreement insofar as the relate to the
Trustee shall apply to the Dissemination Agent in this Disclosure Certificate. The Dissemination Agent
shall have only such duties as are specifically set forth in this Disclosure Certificate, and the District
agrees to indemnify and save the Dissemination Agent, and its officers, directors, employees and agents,
harmless against any loss, expense and liabilities which it may incur arising out of the disclosure of
information pursuant to the Disclosure Certificate or arising out of or in the exercise of performance of its
powers and duties hereunder, including the costs and expenses (including attorneys fees) of defending
against any claim of liability, but excluding liabilities due to the Dissemination Agent’s negligence or
willful misconduct. The Dissemination Agent shall have no duty of obligation to review any information
provided to it hereunder and shall not be deemed to be acting in any fiduciary capacity for the District,
the owner of a Certificate, or any other party. The Trustee shall have no liability to any party for any
monetary damages or other financial liability of any kind whatsoever related to or arising from any
breach of this Disclosure Certificate. No person shall have any right to commence any action against the
Dissemination Agent seeking any remedy other than to compel specific performance of this Certificate.
The Dissemination Agent may rely and shall be protected in acting or refraining from acting upon any
written direction from the District or an opinion of Special Counsel. The obligations of the District under
this Section shall survive resignation or removal of the Dissemination Agent or the Trustee and payment
of the Certificates.

Section 13. Beneficiaries. This Disclosure Certificate shall inure solely to the benefit of the District,
the Dissemination Agent, the Participating Underwriter and Holders and Beneficial Owners from time to
time of the Certificates, and shall create no rights in any other person or entity.

Section 14. Fees and Expenses.

(a) The Dissemination Agent shall be entitled to payment and reimbursement from the District
for its services and all advances, counsel fees and other expenses reasonably made and incurred by the
Dissemination Agent.

(b) The Dissemination Agent may rely on and shall be protected in acting and refraining from
acting upon any direction from the District or an opinion of nationally recognized bond counsel.

Date: [Closing Date]

FARMERSVILLE UNIFIED SCHOOL DISTRICT

By

Authorized Officer
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EXHIBIT A

NOTICE TO EMMA OF FAILURE TO FILE ANNUAL REPORT

Name of Issuer: Farmersville Unified School District

Name of Issue: Certificates of Participation (2010 Financing Project) Evidencing Direct,
Undivided Fractional Interests of the Owners Thereof in Lease Payments to be
made by the Farmersville Unified School District, as the Rental for Certain
Property Pursuant to a Lease Agreement with the Local Facilities Finance
Corporation

Date of Issuance: [Closing Date]

NOTICE IS HEREBY GIVEN that the District has not provided an Annual Report with respect to the
above-named Issue as required by the Continuing Disclosure Certificate dated [Closing Date], furnished
by the District in connection with the Issue. The District anticipates that the Annual Report will be filed

by

Date:

FARMERSVILLE UNIFIED SCHOOL
DISTRICT, as Dissemination Agent

By
Authorized Officer
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APPENDIX E

BOOK-ENTRY SYSTEM

The following description of the procedures and record keeping with respect to beneficial ownership
interests in the Certificates, payment of principal and interest with respect to the Certificates to Direct Participants,
Indirect Participants or Beneficial Owners (as such terms are defined below) of the Certificates, confirmation and
transfer of beneficial ownership interests in the Certificates and other Certificate related transactions by and between
DTC, Direct Participants, Indirect Participants and Beneficial Owners of the Certificates is based solely on
information furnished by DTC to the District which the District believes to be reliable, but the District and the
Underwriter do not and cannot make any independent representations concerning these matters and do not take
responsibility for the accuracy or completeness thereof. Neither the DTC, Direct Participants, Indirect Participants
nor the Beneficial Owners should rely on the foregoing information with respect to such matters, but should instead
confirm the same with DTC or the DTC Participants, as the case may be.

The Depository Trust Company (“DTC”), New York, New York, will act as securities depository
for the Certificates. The Certificates will be issued as fully-registered securities registered in the name of
Cede & Co. (DTC’s partnership nominee) or such other name as may be requested by an authorized
representative of DTC. One fully-registered Certificate will be issued for each maturity of the Certificates,
each in the aggregate principal amount of such maturity, and will be deposited with DTC.

DTC, the world’s largest securities depository, is a limited-purpose trust company organized
under the New York Banking Law, a “banking organization” within the meaning of the New York
Banking Law, a member of the Federal Reserve System, a “clearing corporation” within the meaning of
the New York Uniform Commercial Code, and a “clearing agency” registered pursuant to the provisions
of Section 17A of the Securities Exchange Act of 1934. DTC holds and provides asset servicing for over 3.5
million issues of U.S. and non-U.S. equity issues, corporate and municipal debt issues and money market
instruments (from over 100 countries) that DTC’s participants (“Direct Participants”) deposit with DTC.
DTC also facilitates the post-trade settlement among Direct Participants of sales and other securities
transactions in deposited securities, through electronic computerized book-entry transfers and pledges
between Direct Participants’ accounts. This eliminates the need for physical movement of securities
certificates. Direct Participants include both U.S. and non-U.S. securities brokers and dealers, banks, trust
companies, clearing corporations, and certain other organizations. DTC is a wholly-owned subsidiary of
The Depository Trust & Clearing Corporation (“DTCC”). DTCC is the holding company for DTC,
National Securities Clearing Corporation and Fixed Income Clearing Corporation all of which are
registered clearing agencies. DTCC is owned by the users of its regulated subsidiaries. Access to the DTC
system is also available to others such as both U.S. and non-U.S. securities brokers and dealers, banks,
trust companies and clearing corporations that clear through or maintain a custodial relationship with a
Direct Participant, either directly or indirectly (“Indirect Participants”). DTC has Standard & Poor’s
highest rating: AAA. The DTC Rules applicable to its Participants are on file with the Securities and
Exchange Commission. More information about DTC can be found at www.dtcc.com and www.dtc.org.

Purchases of Certificates under the DTC system must be made by or through Direct Participants,
which will receive a credit for the Certificates on DTC’s records. The ownership interest of each actual
purchaser of each Certificate (“Beneficial Owner”) is in turn to be recorded on the Direct and Indirect
Participants’ records. Beneficial Owners will not receive written confirmation from DTC of their
purchase. Beneficial Owners are, however, expected to receive written confirmations providing details of
the transaction, as well as periodic statements of their holdings, from the Direct or Indirect Participant
through which the Beneficial Owner entered into the transaction. Transfers of ownership interests in the
Certificates are to be accomplished by entries made on the books of Direct and Indirect Participants acting
on behalf of Beneficial Owners. Beneficial Owners will not receive certificates representing their
ownership interests in the Certificates, except in the event that use of the book-entry system for the
Certificates is discontinued.

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

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

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

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

DTC may discontinue providing its service as depository with respect to the Certificates at any
time by giving reasonable notice to the District or the Trustee. Under such circumstances, in the event
that a successor depository is not obtained, Certificate certificates are required to be printed and
delivered.

The District may decide to discontinue use of the system of book-entry-only transfers through
DTC (or a successor securities depository). In that event, the Certificate certificates will be printed and
delivered to DTC.

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

In the event that (a) DTC determines not to continue to act as securities depository for the
Certificates, or (b) the District determines that DTC shall no longer act and delivers a written certificate to
the Trustee to that effect, then the District will discontinue the Book-Entry System with DTC for the
Certificates. If the District determines to replace DTC with another qualified securities depository, the
District will prepare or direct the preparation of a new single separate, fully registered Certificate for each
maturity of the Certificates registered in the name of such successor or substitute securities depository as
are not inconsistent with the terms of the Trust Agreement. If the District fails to identify another
qualified securities depository to replace the incumbent securities depository for the Certificates, then the
Certificates shall no longer be restricted to being registered in the Certificate registration books in the
name of the incumbent securities depository or its nominee, but shall be registered in whatever name or
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names the incumbent securities depository or its nominee transferring or exchanging the Certificates shall
designate.

In the event that the Book-Entry System is discontinued, the following provisions would also
apply: (i) the Certificates will be made available in physical form, (ii) principal and interest with respect
to will be payable upon surrender thereof at the trust office of the Trustee identified in the Trust
Agreement, and (iii) the Certificates will be transferable and exchangeable as provided in the Trust
Agreement.

The District and the Trustee do not have any responsibility or obligation to DTC Participants, to the
persons for whom they act as nominees, to Beneficial Owners, or to any other person who is not shown on the
registration books as being an owner of the Certificates, with respect to (i) the accuracy of any records maintained by
DTC or any DTC Participants; (ii) the payment by DTC or any DTC Participant of any amount in respect of the
principal and interest with respect to the Certificates; (iii) the delivery of any notice which is permitted or required
to be given to registered owners under the Trust Agreement; (iv) any consent given or other action taken by DTC as
registered owner; or (v) any other matter arising with respect to the Certificates or the Trust Agreement. The
District and the Trustee cannot and do not give any assurances that DTC, DTC Participants or others will
distribute payments of principal and interest with respect to the Certificates paid to DTC or its nominee, as the
registered owner, or any notices to the Beneficial Owners or that they will do so on a timely basis or will serve and
act in a manner described in this Official Statement. The District and the Trustee are not responsible or liable for the
failure of DTC or any DTC Participant to make any payment or give any notice to a Beneficial Owner in respect to
the Certificates or any error or delay relating thereto.
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PREFACE

The Tulare County Treasurer’s Investment Policy Statement for the Pooled Investment
Fund is presented annually to the Treasury Oversight Committee for review and to the
County Board of Supervisors for approval as recommended by California Government
Code §53646 and §27133 and shall remain in effect until the succeeding policy is
adopted. This policy has been researched, prepared, and written under the direction of
the Auditor-Controller/Treasurer-Tax Collector and the Chief Deputy Treasurer-Tax
Collector of the County of Tulare. Each issue addressed in this policy is considered to
be of timely and significant importance to the administration of the investment portfolio.
While some portions of this policy are a restatement of State law, it is viewed that these
restatements are integral to the purpose and flow of this policy.

The following statements are intended to ensure the achievement of the purpose, goals,
and objectives of the investment strategy in an orderly, accurate manner. However,
there is no guarantee that problems, errors or losses will not arise in the course of
administering the investment of idle funds.

Among the obstacles and deterrents that may effect the achievement of the goals and
objectives of the portfolio include but are not limited to the following: unforeseen
national or international events or crises, deviation of actual cash flow from forecasted
cash flow, unexpected demands on cash flow, policies made with regard to investment
in local depositories, errors in data or advice used to make decisions, as well as any
other unforeseen aberration or event that may have an effect on local, national or
international financial markets, economies or politics which in turn has a decided effect
upon the portfolio.

Keeping in mind the obstacles and deterrents in pursuing portfolio goals and objectives,
this policy is designed to achieve a reasonable rate of return over an economic cycle,
consistent with limited risk and prudent investment practices.

The Treasurer's Office also maintains a separate Investment Guidelines and
Procedures Manual that is consistent with this Investment Policy.

Approval Schedule

e  County Treasury Oversight Committee
April 29, 2010 — Meeting

e Tulare County Board of Supervisors
June 29, 2010 — Meeting
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SCOPE

The following investment policy governs the deposit, safekeeping, and investment of all
funds under the control of the County Treasurer, as well as all related transactions and
investment activities. It does not apply to bond funds or other assets belonging to the
County of Tulare, or other affiliated public agency assets that reside outside of the
County Treasury Pool.

PURPOSE

The purpose of the investment policy is to facilitate accomplishment of the goals and
objectives of the Treasurer with regard to the investment of idle funds, to provide a
framework within which to carry out the business of administering and investing the idle
funds of the Treasury, and to improve communications at all levels between those
involved and those interested in the process of investing and administering the idle
funds of the Treasury.

GOALS AND OBJECTIVES

LEGAL COMPLIANCE

All investments shall be made in accordance with the County Treasurer’s Investment
Policy, California Government Code §27000 et. seq., and §53600 et. seq., and any
forthcoming amendments or additions to the California Government Code in relation to
the investment of local agency idle funds.

PRUDENCE

The administration of idle funds of the Tulare County Treasurer, as a fiduciary trustee,
shall be performed in accordance with the prudent investor standard as stated in
California Government Code §§27000.3 and 53600.3:

“‘When investing, reinvesting, purchasing, acquiring, exchanging, selling or
managing public funds, the county treasurer shall act with care, skill,
prudence, and diligence under the circumstances then prevailing,
specifically including, but not limited to, the general economic conditions
and the anticipated needs of the county and other depositors, that a
prudent person acting in a like capacity and familiarity with those matters
would use in the conduct of funds of a like character and with like aims, to
safeguard the principal and maintain the liquidity needs of the county and
other depositors.”

As prudence shall be applied in the context of portfolio management, investment
officers and their advisors, acting in accordance with written procedures and exercising
due diligence, shall be relieved of personal responsibility for an individual security’s
credit risk or market price changes, provided that deviations from expectation are
reported to the Treasurer in a timely fashion and appropriate action is taken to control
adverse developments.




PRIMARY GOALS

The Treasurer’'s primary goals for the investment of idle funds (the portfolio) are, in
order of priority as per California Government Code §§27000.5 and 53600.5:

1. Safety -- Safety of capital shall mean the safeguarding of capital through the
selection of investments and investing procedures to best protect against loss
arising from default, fraud, or error. This objective will be obtained through
diversification and investment in securities of high quality to minimize credit risk
and loss of principal.

2. Liquidity — The investment portfolio shall remain sufficiently liquid to enable the
Treasury Pool to meet the operating requirements of its participants which might
be reasonably anticipated and shall always have the ability to convert sufficient
securities in the portfolio to cash to meet contingency needs.

3. Yield — The investment portfolio shall be designed with the objective of attaining
the highest rate of return, taking into consideration income preservation, current
market conditions, the present phase of the market cycle, both present and future
cash flow needs, and the other primary goals of Safety and Liquidity.

PERFORMANCE MEASUREMENT

The investment portfolio will be managed in accordance with the parameters specified
within this policy. The investment performance objective for the portfolio shall be to
earn a total rate of return which is approximately equal to or greater than the return on a
portfolio/index of securities with commensurate risk. These will include the Local
Agency Investment Fund (LAIF) and the average two-year Treasury Note.

MAINTENANCE OF PUBLIC TRUST

As the Treasurer has been entrusted with the safekeeping of public monies received
from public sources, the Treasurer in managing the investment portfolio shall exercise a
high degree of professionalism to ensure and sustain public confidence, remembering
that both the investment instruments and the methods of transacting investment
business are subject to public review and scrutiny.

PUBLIC INQUIRY

The County Treasurer’s portfolio and related transactions are a matter of public record.
All districts whose funds are deposited with the Treasurer may receive a
monthly/quarterly report of the portfolio by requesting a copy at the Treasurer’s Office.
In addition, any member of the public may receive a copy of the portfolio or Investment
Policy by requesting a copy at the Treasurer’s Office. The Treasurer may charge a fee
for the copy, as allowed by law.




DELEGATION OF AUTHORITY

The management responsibility for the County of Tulare’s investment program is hereby
delegated to the County Treasurer in accordance with California Government Code
Section 27000.1. Pursuant to California Government Code §27000.1, §53601 and
§53635, the Tulare County Ordinance 1-03-2061, the County Treasurer shall be
responsible for the investment of the County’s funds (including the purchase, sale, or
exchange of securities), the monitoring and reviewing of all investments for consistency
under this investment policy.

The Treasurer shall have the responsibility to execute investment transactions on a day
to day basis and shall establish a system of internal controls to regulate the investment
activities. When circumstances warrant, the responsibility to execute investment
transactions may be delegated to others. The County may engage the services of one
or more external investment managers to assist in the management of the Investment
portfolio in a manner consistent with the County’s objectives. Such external managers
may be granted discretion to purchase and sell investment securities in accordance with
this Investment Policy. Each external manager assigned any portion of the portfolio
must individually comply with the investment parameters established by this policy.
Such managers must be registered under the Investment Advisors Act of 1940.

NO PERSON MAY ENGAGE IN AN INVESTMENT TRANSACTION EXCEPT AS
PROVIDED UNDER THE LIMITS OF THIS POLICY AND THE PROCEDURES
ESTABLISHED BY THE AUDITOR-CONTROLLER/TREASURER-TAX COLLECTOR.

COUNTY TREASURY OVERSIGHT COMMITTEE

Pursuant to the addition of Article 6, to Chapter 5 of Division 2 of Title 3 of the California
Government Code, the Board of Supervisors, in consultation with the County Treasurer
has created a County Treasury Oversight Committee to promote the public interest by
involving depositors in the management of their funds and by enhancing the security
and investment return of their funds through the establishment of criteria for the
withdrawal of funds. The County of Tulare Treasury Oversight Committee shall
annually review and monitor the Investment Policy and cause an annual audit to
determine the Treasurer’s compliance with the Investment Policy. Nothing in this policy
shall be construed to allow the County Treasury Oversight Committee to direct
individual investment decisions, select individual investment advisors, brokers or
dealers, or impinge on the day-to-day operations of the County Treasury.

In compliance with §27132 of the California Government Code, the County Treasurer
Oversight Committee shall consist of the following:

a) The County Auditor

b) A member of the Board of Supervisors or his/her designee

c) The Superintendent of Schools or his designee

d) A School District designee

e) A Special District designee

f) Two members of the public with expertise, or academic background in public
finance.




CONFLICT OF INTEREST

The Auditor-Controller/Treasurer-Tax Collector, the Treasury Oversight Committee, and
Treasury staff involved with the investment process shall not engage in any profession,
trade, business or occupation which is incompatible or involves a conflict of interest with
his/her duties; or which may reflect unfavorably on the County, the appointing authority,
or on fellow employees.

Section 27133(d) requires limits to be set on the receipt of honoraria, gifts, and
gratuities from advisors, brokers, dealers, bankers, or other persons with whom the
County Treasury conducts business by any member of the County Treasury Oversight
Committee and shall require the completion of an annual Statement of Economic
Interests by each member to be filed with the member’s respective agency. This policy
sets a $250 per current filing limit on the amount of honoraria, gifts and gratuities that a
committee member may receive from a single source in a calendar year. This limit may
be in addition to the limits set by a committee member’s own agency, by state law, or by
the Fair Political Practices Commission.

TERMS FOR FUNDS INVESTED WITH THE COUNTY INVESTMENT POOL

The Government Code requires the County Treasurer to define the limits and conditions
under which local agencies having their money in the Investment Pool may deposit and
withdraw their funds. The Government Codes confer upon the Treasurer the final
authority as to how funds for which the Treasurer is held responsible for overseeing, are
to be invested. The Treasurer must take into account the current financial condition of
the sum total of the Pools’ agencies, the conditions of the market place, as well as the
cash flow projections and the potential for changes in the Pool’'s cash needs. The
Treasurer must protect the earnings of each individual local agency in the Pool, and
also see that no decision will reward a particular agency or group of agencies within the
Pool at the expense of another or others within the Pool. If the Treasurer determines
that a request for a withdrawal of funds for a specific or outside investment is not, in the
Treasurer’s opinion, in the best interest of a particular agency, or is overly detrimental to
the Pool as a whole, the Treasurer must legally deny the request, or find a means of
neutralizing the harm to all those affected.




FUNDS OF AGENCIES REQUIRED TO INVEST WITHIN THE POOL

Funds will be accepted at all times, in the manner prescribed, from those agencies
where the County Treasurer is also the Treasurer for the local agency, or from any
agencies that by statute must place their money in the County Investment Pool. Funds
will earn interest based on the average daily balance apportioned on a quarterly basis.

The Treasury Pool’'s cash management plan provides for adequate liquidity to cover
day-to-day operations of pool participants. The County Treasurer will honor all requests
to withdraw funds for normal operations that are approved by the County Auditor at a
one-dollar net asset value. To accommodate large withdrawals that exceed those
normally associated with operations, the following written notification requirements
much be followed to allow for adjustments to the liquidity position of the pool.

¢ Withdrawals of upto $ 5,000,000.............c.cceevenennnn. 24 hours
¢ Withdrawals of up to $10,000,000........................... 48 hours
¢ Withdrawals of up to $10,000,001 and above ............ 72 hours

Should a legislative body of a local agency determine that certain funds will not be
required by the local agency for a period of at least one year, the local agency may
petition the County Treasurer to invest that portion of the local agency’s excess funds in
a specific investment under the control of the County Treasurer. Such a petition should
state the nature of the funds the legislative body wishes to invest specifically, and the
reasons why the legislative body believes a specific investment is a preferable and
viable alternative to the general Pools participation. Should the Treasurer determine that
the request for a specific investment is valid and not overly counter-productive as to the
Pool as a whole, the Treasurer will consult with the local agency’s legislative body, or its
appointed representative, to suggest and determine exactly what investment(s) should
be purchased to fulfill the needs of the local agency. The Treasurer will then purchase
the specific investment(s) upon receipt of a written resolution issued by the legislative
body of the local agency, requesting the specific investment. The resolution must
acknowledge that the local agency’s legislative body takes full responsibility for the
decision to purchase the specific investment(s), and that should conditions change
requiring a sale prior to maturity of the specific investment(s), any loss that might be
suffered as a result, will be solely that of the local agency, and that this loss shall not be
shared by the Pool as a whole, nor by the County.

Under language added to the Government Code in 1995, it is not permissible for local
agency legislative bodies, required to have their funds within the Pool, to withdraw funds
from the Pool in order to invest outside the County Pool in any manner, at any time
without specific permission of the Treasurer. Any such investments shall be either
terminated and all funds returned to the Pool, or the securities so purchased must be
transferred to the custody of the County Treasurer immediately. Upon receipt of any
such securities by the Treasurer, the Treasurer shall at the Treasurer’s option, place the
investment in the Pool, terminate the investment at the current market value and credit
the local agency with the proceeds, or place the security in the name of the local agency
as a specific investment.




MONEY VOLUNTARILY INVESTED WITH THE COUNTY INVESTMENT POOL

By Code, the County Treasurer shall limit the amounts and set conditions under which
money from local agencies, not required to have their funds in the investment Pool, may
deposit and withdraw voluntarily invested funds. Local agencies from outside the
County will not be permitted to deposit funds in the County Pool. Funds from local
agencies within the County, voluntarily wishing to participate in the Pool, will not be
accepted under normal conditions unless the Treasurer is assured that these funds are
in lieu of longer term investments. Such deposits are subject to withdrawal restrictions
for a set minimal term as to be agreed to prior to the funds being accepted into the Pool,
and may not be withdrawn at any time without a minimum of 30 days notice of “intent to
withdraw”.

Under normal conditions, voluntary money withdrawn from the Pool will be disbursed on
a dollar for dollar basis, plus appropriate interest, but under adverse market conditions,
when the Treasurer deems the withdrawal of voluntary funds would cause undue losses
or significantly lower earnings for those local agencies remaining within the Pool, the
Treasurer may require one or more of three remedies:

1. Restrict the percentage of funds that may be withdrawn in any given month;

2. Restrict the rate at which the funds may be withdrawn;

3. Require the local agency withdrawing their funds to accept their funds based on
the current market value of the overall Pool.

These terms will be agreed to and contracts signed prior to any voluntary money being
accepted into the County Investment Pool. Such terms may exceed minimum
requirements set forth in the Government Codes.

Specific investments are not normally permitted with voluntary funds, though on a cost
recovery basis and under circumstances that dictate such activity, exceptions may be
permitted.

AUTHORIZED INVESTMENT INSTRUMENTS

No investment shall be made in any security with a maturity greater than five years,
unless it is approved by the Board of Supervisors. Some investments are restricted to
terms less than five years. These maturity limitations are described in this Policy. The
term “maturity” in this Policy is defined as an instrument’s stated legal final redemption
date.

The dollar-weighted average maturity of the portfolio shall not exceed 3.5 years.




The following defines in detail the parameters of each approved investment type. Any
instrument not expressly permitted is prohibited. Specific limitations are provided on the
maximum allowable percentage per investment category and further limitations by
issuer within each investment category. With the exception of insured and/or
collateralized bank deposits, overnight repurchase agreements, U.S. Government
securities, including its agencies and instrumentalities, and authorized pools, no more
than 10% of the County’s aggregate investment portfolio may be invested in securities
of a single issuer. Where there is a percentage limitation for a particular category of
investment, that percentage is only applicable at the time of purchase. If at the end of
any quarter, any percentage in any restricted security is higher than the maximum
allowed by category at time of purchase, the Treasurer shall take action within 90 days,
to adjust the portfolio holdings so that the percentages are brought within the
percentage limits.

A. Bonds issued by the County of Tulare, including bonds payable solely out of the
revenues from a revenue-producing property owned, controlled, or operated by the
County of Tulare or by a department, board, agency, or authority of the County of
Tulare.

B. United States Treasury bills, notes, bonds or certificates of indebtedness or those
for which faith and credit of the United States are pledged for principal and interest.

C. Registered treasury notes or bonds of any of the 49 United States in addition to the
State of California, including bonds payable solely out of the revenues from a
revenue-producing property owned, controlled, or operated by a state or by a
department, board, agency, or authority of any of the other 49 United States, in
addition to the State of California.

D. Bonds, notes or warrants of the State of California and any local agency within
California, including bonds payable solely out of the revenues from a revenue-
producing property owned, controlled, or operated by the local agency or by a
department, board, agency, or authority of the local agency.

E. Federal agency or United State government - sponsored enterprise obligation,
participations, or other instruments, including those issued by or fully guaranteed as
to principal and interest by federal agencies or United States government -
sponsored enterprises, per California Government Code §53601. No more than
75% of the total portfolio may be invested in Agency Securities and no more than
25% per issuer.

Any mortgage pass through security issued and guaranteed by Federal Agency
with a maximum final maturity of five years. Purchase of securities authorized by
this subdivision may not exceed 10% of the County’s surplus funds.

FDIC-guaranteed corporate debt issued under the Temporary Liquidity Guarantee
Program (TLGP) and backed by the full faith and credit of the United States
Government with a maximum final maturity of five years. No more than 35% of the
total portfolio may be invested in TLGP corporate debt and no more than 10% per
issuer.




F. Bills of exchange or time drafts drawn on and accepted by a commercial bank,
otherwise known as Bankers Acceptances, which are eligible for purchase by the
Federal Reserve System, the short-term paper of which is rated in the highest
category by a nationally recognized rating service. Purchases of Bankers
Acceptances may not exceed 180 days maturity or 40 percent of the County’s
surplus funds which may be invested pursuant to this section.

G. Commercial Paper. Commercial paper (excluding Rule 144A issues) of “prime”
quality of the highest ranking or of the highest letter and number rating as provided
for by a nationally recognized statistical-rating organization. The entity that issues
the commercial paper shall meet all of the following conditions in either paragraph
(1) or paragraph (2):

(1) The entity meets the following criteria: (A) Is organized and operating in the
United States as a general corporation. (B) Has total assets in excess of five
hundred million dollars ($500,000,000). (C) Has debt other than commercial
paper, if any, that is rated “A” or higher by a nationally recognized statistical-
rating organization.

(2) The entity meets the following criteria: (A) Is organized within the United States
as a special purpose corporation, trust, or limited liability company. (B) Has
program wide credit enhancements including, but not limited to, over
collateralization, letters of credit, or surety bond. (C) Has commercial paper
that is rated “A-1" or higher, or the equivalent, by a nationally recognized
statistical-rating organization.

Purchases of eligible commercial paper shall not exceed 270 days maturity nor
represent more than 5 percent of the outstanding paper of an issuing corporation.
Purchases of commercial paper may not exceed 40 percent of the County’s
investment portfolio.

H. Negotiable Certificates of Deposit issued by a nationally or state-chartered bank or
a savings association or federal association or a state or federal credit union or a
state-licensed branch of a foreign bank; provided that the senior debt obligations of
the issuing institution are rated “AA” or better by a nationally recognizing rating
service. Purchases of negotiable certificates of deposit may not exceed 30 percent
of the County’s surplus money which may be invested pursuant to this section. For
the purpose of this section, negotiable certificates of deposit do not come within
Article 2 of Chapter 4 of Part 1 of Division 2 of Title 5 of the Government code,
except that the amount so invested shall be subject to the limitations of §53638.




I.  Authorized by California Government Code Section 53601 and/or 53635.

(1) Investment in Repurchase Agreements or Reverse Repurchase Agreements
of any securities authorized by California Government Code 53601 & 53635.

(2) Investment in Repurchase Agreements may be made on any investment
authorized in Government Code Section 53601 and 53635 when the term of
the agreement does not exceed one year. The market value of securities that
underlay a repurchase agreement shall be valued at 102 percent or greater of
the funds borrowed against those securities and the value shall be adjusted
no less than quarterly. Since the market value of the underlying securities is
subject to daily fluctuation, the investments in repurchase agreements shall
be in compliance if the value of the underlying securities is brought back up to
102 percent no later than the next business day. No more than 50% of the
total portfolio may be invested in overnight repurchase agreements.

(3) Reverse Repurchase Agreements may be utilized only when the following
conditions are met:. The security to be sold on Reverse Repurchase
Agreement has been owned and fully paid for by the County of Tulare for a
minimum of 30 days prior to sale, and the total of all Reverse Repurchase
Agreements on investments owned by the local agency does not exceed 20
percent of the base portfolio, and the agreement does not exceed a term of
92 days, unless the agreement includes a written codicil guaranteeing a
minimum earning or spread for the entire period between the sale of the
security using a Reverse Repurchase Agreement and the final maturity date
of the same security.

(4) A Reverse Repurchase Agreement may not be entered into as a means of
financing or paying for the security sold on a Reverse Repurchase
Agreement, but may only be entered into in order to supplement the yield on
securities owned and previously paid for or to provide funds for the immediate
payment of an obligation of Tulare County.

(5) Investments in Reverse Repurchase Agreements or similar investments in
which the local agency sells securities prior to purchase, may only be made
upon prior approval of the Board of Supervisors of the County of Tulare and
are limited to no more than 20% of the total portfolio.




(6) (6-a) “Repurchase Agreement” means a purchase of securities by the agency
pursuant to an agreement by which the counter party seller will repurchase
the securities on or before a specified date and for a specified amount and
the counter party will deliver the underlying securities to the agency’s pool by
book entry, physical delivery, or by third party custodial agreement. The
transfer of underlying securities to the counter party bank’s customer book-
entry account may be used for book-entry delivery.

(6-b) “Securities”, for the purpose of repurchase, means securities of the
same issuer, description, issue date, and maturity.

(6-c) “Reverse Repurchase Agreement” means a sale of securities by the
County Treasury pursuant to an agreement by which the agency will
repurchase the securities on or before a specified date, and includes other
comparable agreements.

(6-d) The base value of the County Treasury pools portfolio shall be that
dollar amount obtained by totaling all cash balances placed in the pools by all
pool participants, excluding any amounts obtained through selling securities
by way of Reverse Repurchase Agreements or other similar borrowing
methods.

(6-e) The spread is the difference between the cost of funds obtained using
the reverse repurchase agreement and the earnings obtained on the
reinvestment of the funds.

Medium-Term Notes of a maximum of five years’ maturity issued by corporations
organized and operating within the United States or by depository institutions
licensed by the United States or_any state and operating within the United States.
Notes eligible for investment shall be rated in a rating category of “A” or its
equivalent or better by a nationally recognized rating service. Purchases of
medium-term notes may not exceed 30 percent of the agency’s surplus money
which may be invested.

Shares of beneficial interest issued by diversified management companies that
are money market funds registered with the Securities and Exchange
Commission under the Investment Company Act of 1940. To be eligible for
investment these companies shall either:

(1) Attain the highest ranking or highest letter and numerical rating provided by
not less than two nationally recognized statistical rating organizations.

(2) Have an investment advisor registered or exempt from registration with the
Securities and Exchange Commission with not less than five years’
experience managing money market funds with assets under management in
excess of five hundred million dollars ($500,000,000). The purchase price of
shares of beneficial interest purchased shall not include any commission that
these companies may charge and shall not exceed 15 percent of the
agency’s surplus money which may be invested pursuant to §53635 of the
California Government Code.
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Time Certificates of Deposit (TCD) that are insured by the FDIC or fully
collateralized in accordance with state law for amounts in excess of the FDIC
insurance. Not more than 30% of the Treasury portfolio may be invested in
TCD’s. TCD'’s are safekept in the County Treasurer’s vault or in an acceptable
safekeeping account with a perfected interest in the County’s name. An
institution must meet the following criteria to be considered by the County
Treasurer for investments in TCD’s:

1)

2)

3)

4)
5)

The institution must be located in California, however may utilize a private
sector entity for placement of certificates of deposit pursuant to §53601.8.

The institution must have current financial information, a signed contract and
waiver on file with the agency.

The institution must maintain a net worth to asset ratio of at least 3% and
have a positive earnings record.

The institution must be at least 3 years old.

For collateralized investments, the institution must have at least $100 million
in assets and collateralize their TCD’s in accordance with §53651 and §53652
of the California Government Code.

Local Agency Investment Fund (LAIF). The maximum balance that can be held
in the fund is the maximum amount permitted by State Treasury policy.

Managed Investment Pool’s pursuant to California Government Code 53601(p)
for which shares of beneficial interest issued by a joint powers authority
organized pursuant to Section 6509.7 that invests in the securities and
obligations authorized in subdivisions (a) to (0), inclusive. Each share shall
represent an equal proportional interest in the underlying pool of securities
owned by the joint powers authority. To be eligible under this section, the joint
powers authority issuing the shares shall have retained an investment adviser
that meets all of the following criteria:

(1) The adviser is registered or exempt from registration with the Securities
and Exchange Commission.

(2) The adviser has not less than five years of experience investing in the
securities and obligations authorized in subdivisions (a) to (0), inclusive.

(3) The adviser has assets under management in excess of five hundred
million dollars ($500,000,000).

11




3.

FDIC insured or collateralized savings accounts, market rate accounts,
certificates of deposits and other bank deposits in a state or national bank,
savings association or federal association, a state or a federal credit union
located in California. Any financial institution accepting County funds for deposit
must comply with the requirements of Government Code Section 53630 et seq.,
including collateralization of deposits. The County may waive the
collateralization requirements for any portion of the deposit that is covered by
Federal Deposit Insurance. To be eligible to receive County deposits, the
financial institution shall have received an overall rating of not less than
"satisfactory" in its most recent Community Reinvestment Act evaluation. As
provided by Government Code Section 53649, the County shall have a signed
contract with each financial institution that has County funds on deposit.

INELIGIBLE SECURITIES

. Prohibited investments:

¢+ “Non-Federal Agency” mortgage pass-through security
Collateralized mortgage obligation

Mortgage-backed or other pay-through bond
Equipment lease-backed certificate

Consumer receivable pass-through certificate
Consumer receivable-backed bond

¢ Securities Lending

> & 6 o o0

Inverse floaters, range notes, or interest-only strips that are derived from a pool of
mortgages.

A local agency shall not invest any funds in any security that could result in zero
interest accrual if held to maturity. However, a local agency may hold prohibited
investments purchased prior to January 1, 1996 until their maturity dates.

Financial futures and options.
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POOL INVESTMENT PARAMETERS

County Code County Code County % per
Maximum % Maximum % Maximum Maximum Issuert
Allowable Instruments of Portfolio of Portfolio Maturity Maturity
U.S. Treasury Obligations
(§53601 (b)) 100 100 5 Years 5 Years 100
U.S. Agency Obligations or U.S.
Government Sponsored Enterprises 75 100 5 Years 5 Years 25
(§53601(e))
FDIC — Guaranteed Corporate Debt
under the Temporary Liquidity 35 100 5 Years 5 Years 10
Guarantee Program (TLGP)
Medium Term Notes (Corporate)
(§53601())) 30 30 5 Years 5 Years 10
Bankers’ Acceptances
(§53601(f) 40 40 180 Days 180 Days 10
Negotiable Certificates of Deposit
(§53601(h)) 30 30 5 Years 5 Years 10
Repurchase Agreement
(§53601(i)) 50 None 30 Days 1 Year N/A
Reverse Repurchase Agreements
(§53601(i)) 20 20 92 Days 92 Days 10
Bank Time Deposits”
(§53650 et seq.) 30 None 3 Years None 25
Money Market Accounts
(§53650 et seq.) 50 None N/A None 25
Commercial Paper 40 40 270 Days 270 days 10
(§53601(g) and (§53635(a)) Y ¥
Money Market Funds
(§53601(K)) 15 20 N/A N/A 10
Obligations issued by a State or local
agencies within California or any of the 30 100 5 Years 5 Years 10
other 49 United States (§53601(d))
Tulare County
(§53601(a)) 15 100 5 Years 5 Years 10
L.A.LF. Maximum Per State
(§16429,1) Allowed Treasury Policy N/A N/A N/A
Managed Investment Pool pursuant to
GC §53601(p) 50 None N/A N/A N/A

1 With the exception of insured and/or collateralized bank deposits, overnight repurchase
agreements, U.S. Government securities, including its agencies and instrumentalities, and
authorized pools, no more than 10% of the County’s aggregate investment portfolio may be
invested in securities of a single issuer. Commercial paper is further limited to 5% of the
outstanding paper of the issuing corporation.
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BROKER/DEALER AND DEPOSITORY INSTITUTION
RELATIONSHIPS

APPROVED LIST OF BROKER/DEALER INSTITUTIONS

The County Treasurer shall approve and maintain a list of broker/dealers and direct
issuers authorized to provide investment services to the County. All investments must
be made with institutions that have been approved by the County Treasurer prior to
investing. The County’s external investment advisors may use their own list of
approved broker/dealers and financial institutions for investment purposes. The advisor
shall submit the list of approved broker/dealers to the County on a quarterly basis for
review. The criteria for approval are described in a separate Investment Guidelines and
Procedures Manual maintained by the Treasurer’s Office.

APPROVED LIST OF DEPOSITORY INSTITUTIONS

The County Treasurer shall approve and maintain a list of depository institutions
authorized to purchase Certificates of Deposit and Time Deposits. The criteria for
approval are described in Section (L) of the AUTHORIZED INVESTMENT
INSTRUMENTS section of this policy.

REVIEW AND ANALYSIS OF PROSPECTIVE INVESTMENTS

Due to the complexity of the various investment instruments available and uncertainty of
market conditions the Treasurer may seek professional advice in making investment
decisions in order to optimize investment selections, subject to §1-03-2062 of the Tulare
County Ordinance Code.

COMPETITIVE BIDDING

When executing a transaction, the County and its external investment advisors shall
seek bids or offerings from at least three broker/dealers on the approved list.

SAFEKEEPING

As required by California Government Code §53601 and §53635 all investment
instruments in a negotiable, bearer, registered, or non-registered format, shall be
delivered to the County of Tulare’s custodial bank by using book entry or physical
delivery. The “delivery vs. payment” purchase procedure shall be used. Securities will
be held by a third party custodian designated by the Treasurer and evidenced by
safekeeping receipts. No securities will be held by the broker/dealer from whom they
were purchased.
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REPORTING

The Treasurer provides a quarterly Investment Report to the Board of Supervisors,
County Administrative Officer, the County Auditor, and the Oversight Committee, within
thirty (30) days following the end of the quarter covered by the report. The quarterly
investment report contains, but is not limited to, the following investment information:

A. The type of investment, name of issuer, date of maturity, par and dollar amount
invested in all securities, investments, and monies;

B. A description of any funds, investments that are under the management of
contracted parties;

C. The market value as of the date of the report, and the source of this valuation for any
security within the treasury or under management by contract;

The weighted average maturity of investments within the treasury;
Purchase dates, book values, and current credit rating of issuers;
Yield to maturity;

Overall portfolio yield based on cost;

I & Mmoo

Statement that the portfolio is in compliance with the Investment Policy or the
manner in which the portfolio is not in compliance;

|. A statement denoting the County’s ability to meet its expenditure requirements for
the next six months, or an explanation as to why sufficient money shall not be
available.

The Treasurer annually renders a Statement of Investment Policy to the Oversight
Committee and to the Board of Supervisors, which is approved at a public meeting. Any
changes in the policy shall also be reviewed and approved/denied by the Board of
Supervisors at a public meeting.
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