State of California:

Financial Report
Year Ended June 30, 2008

March 2009 Report 2008-001

CALIFORNIA

STATE AUDITOR




The first five copies of each California State Auditor report are free. Additional copies are $3 each, payable by

check or money order. You can obtain reports by contacting the Bureau of State Audits at the following address:

California State Auditor
Bureau of State Audits
555 Capitol Mall, Suite 300
Sacramento, California 95814

916.4.45.0255 Or TTY 916.445.0033
OR
This report is also available on the World Wide Web http://www.bsa.ca.gov
The California State Auditor is pleased to announce the availability of an on-line subscription service. For
information on how to subscribe, please contact the Information Technology Unit at 916.445.0255, ext. 456,
or visit our Web site at www.bsa.ca.gov.
Alternate format reports available upon request.

Permission is granted to reproduce reports.

For questions regarding the contents of this report,
please contact Margarita Ferndndez, Chief of Public Affairs, at 916.445.0255.



" onte huditor CALIFORNIA STATE AUDITOR
o e Bureau of State Audits

Chief Deputy
555 Capitol Mall, Suite 300 Sacramento, CA 95814 916.445.0255 916.327.0019 fax www.bsa.ca.gov

March 24, 2009 2008-001

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

State Capitol

Sacramento, California 95814

Dear Governor and Legislative Leaders:

The Bureau of State Audits presents its Independent Auditor’s Report on the State of
California’s basic financial statements for the year ended June 30, 2008. These financial
statements are presented on a basis in conformity with general accepted accounting principles
(GAAP). The financial statements show that the State’s General Fund had revenues and
other financing sources that were approximately $2.3 billion less than expenditures and other
financing uses. The General Fund ended the fiscal year with a fund deficit of approximately
$4.2 billion. The GAAP basis government-wide statements include all liabilities owed by the
State while the budgetary basis statements used to report on the State’s budget do not reflect
all liabilities.

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

ELAINE M. HOWLE, CPA
State Auditor
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Fund Financial Statements

Reconciliation of the Governmental Funds
Balance Sheet to the Statement of Net Assets

(amounts in thousands)

Total fund balances — governmental funds

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

* Capital assets used in governmental activities are not financial resources and, therefore, are not reported in
the funds.

* Other long-term assets are not available to pay for current-period expenditures and, therefore, are not reported.

* Internal service funds are used by management to charge the costs of certain activities, such as architectural,
procurement, and technology services, to individual funds. The assets and liabilities of the internal service
funds are included in governmental activities in the Statement of Net Assets.

* Bond discounts, premiums, and deferred issue costs are amortized over the life of the bonds and are included
in the governmental activities in the Statement of Net Assets.

¢ General obligation bonds totaling $55,689,667 and revenue bonds totaling $8,326,429 are not due and payable
in the current period and, therefore, are not reported in the funds.

e Certain long-term liabilities are not due and payable in the current period; therefore, adjustments to these
liabilities are not reported in the funds:

Compensated absences adjustments (1,961,773)
Certificates of participation and commercial paper adjustments (1,736,089)
Capital lease adjustments (4,367,363)
Other long-term obligations (12,501,481)

Net assets of governmental activities

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

12,688,575

95,145,200

1,715,295

418,703

(328,225)

(64,016,096)

(20,566,706)

25,056,746

35



State of California Comprehensive Annual Financial Report

Statement of Revenues, Expenditures,
and Changes in Fund Balances

Governmental Funds

Year Ended June 30, 2008

. Nonmajor
(amounts in thousands)
General Federal Transportation Governmental Total
REVENUES
Personal income taxes $ 54214285 $ — $ — 3 982,777 $ 55,197,062
Sales and use taxes .........cccoeveeviiiiiieiennnnns 26,598,820 — 1,157,373 7,008,458 34,764,651
Corporation taxes .........ocevvviiiiiiiiniineiieaanns 11,201,468 — — —_ 11,201,468
Insurance taxes 2,190,870 — — —_ 2,190,870
Othertaxes .......coeeevieiiiiiiieiiieiee e 494,427 — 3,253,041 1,928,426 5,675,894
Intergovernmental .............ccccoooei, — 47,037,796 — 1,931,210 48,969,006
Licenses and permits 792 — 3,038,550 2,287,512 5,326,854
190,992 — 502,309 332,268 1,025,569
796,517 — 18,964 5,235,921 6,051,402
52,724 453 55,370 640,684 749,231
581,535 — 90,099 919,391 1,591,025
282,287 — — — 282,287
1,169,661 — 106,661 2,988,688 4,265,010
Total revenues ........coceeivviiieniirenninnen, 97,774,378 47,038,249 8,222,367 24,255,335 177,290,329
EXPENDITURES
Current:
General government ..........ccocoeiieinieeennnn. 2,238,325 1,021,975 147,356 8,381,014 11,788,670
Education ..........cooiiiiiiiiiii e 51,091,244 6,399,901 101,412 6,775,055 64,367,612
Health and human services ..................... 29,147,545 34,938,163 137,851 9,879,149 74,102,708
RESOUICES ...ceveiiiiiiiiieiei e 1,468,516 331,483 146,482 4,177,128 6,123,609
State and consumer services ................... 539,094 52,966 92,358 554,979 1,239,397
Business and transportation ..................... 11,454 2,912,887 11,155,136 668,029 14,747,506
Correctional programs ............ceceeueeeunnnen. 9,695,223 233,796 — 43,488 9,972,507
Taxrelief ..o 957,190 — — — 957,190
Capital outlay .........oeeeeiiiiiiiiiiiiieeceens 268,686 — — 1,455,388 1,724,074
Debt service:
Bond and commercial paper retirement ..... 1,455,885 50,985 576,615 6,887,048 8,970,533
Interest and fiscal charges ....................... 2,101,880 20,960 21,537 1,250,056 3,394,433
Total expenditures .........coccevmvninennnennes 98,975,042 45,963,116 12,378,747 40,071,334 197,388,239
Excess (deficiency) of revenues
over (under) expenditures .................. (1,200,664) 1,075,133 (4,156,380) (15,815,999) (20,097,910)
OTHER FINANCING SOURCES (USES)
General obligation bonds and commercial
PaPerisSUEd ........c.veeuiieniiniin e —_ — 2,092,485 12,101,275 14,193,760
Refunding debt issued ...........cccooveriiinennnene — — 41,705 1,756,980 1,798,685
Payment to refund long-term debt .................. (45,321) — (41,705) (1,756,980) (1,844,006)
Premium on bonds issued................cccceeeel 147,463 — — 147,976 295,439
Capital 18aSES ......eorvveeiieiiiiiiieeee e 268,686 — — — 268,686
Transfers in ... v, 3,995,696 — 1,416,585 6,001,851 11,414,132
Transfers out .......cocoviiiiiiiiiii e, (5,427,191) (1,070,105) (694,532) (4,144,936) (11,336,764)
Total other financing sources (uses) ... (1,060,667) (1,070,105) 2,814,538 14,106,166 14,789,932
Net change in fund balances ... (2,261,331) 5,028 (1,341,842) (1,709,833) (5,307,978)
Fund balances, July 1, 2007 .........cccoovrrennnnns (1,907,538) 37,724 6,787,274 * 13,079,093 * 17,996,553
Fund balances (deficits), June 30, 2008 ....... $ (4,168,869) $ 42,752 $ 5,445432 $ 11,369,260 $ 12,688,575

* Restated

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



Fund Financial Statements

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

(amounts in thousands)

Net change in fund balances — total governmental funds $ (5,307,978)

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

Governmental funds report capital outlays as expenditures. However, in the Statement of Activities, the cost of 3,512,032
those assets is allocated over their estimated useful lives as depreciation expense. This is the amount by which
capital outlays exceed depreciation in the current period.

Revenues in the Statement of Activities that do not provide current financial resources are deferred and not 188,768
reported as revenues in the funds.

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

General obligation bond adjustments (5,979,756)
Revenue bond adjustments 197.952
Certificates of participation and commercial paper adjustments (378,038)
(6,159,842)
* Some expenses reported in the Statement of Activities do not require the use of current financial resources
and, therefore, are not reported as expenditures in governmental funds.
Compensated absences (21,606)
Lease adjustments (31,802)
Other long-term obligations (2,516,902)
(2,570,310)
* Internal service funds are used by management to charge the costs of certain activities, such as architectural, 24,966
procurement, and technology services, to individual funds. The net revenue (expense) of the internal service
funds is reported with governmental activities.
Change in net assets of governmental activities $ (10,312,364)

The notes to the financial statements are an integral part of this statement. 37



State of California Comprehensive Annual Financial Report

Statement of Net Assets
Proprietary Funds

June 30, 2008
(amounts in thousands)

Water
Electric Power Resources
ASSETS
Current assets:
Cash and pooled investments .................. $ — 485,283
Amount on deposit with U.S. Treasury — —
INVESTMENTS ...t ettt ettt e et e e et et e e e a e an e — —
Restricted assets:
Cash and pooled iINVESIMENES ..........iiitiiiiie e e e 1,846,000 —
INVESTMENTS. ...ttt e et e e s ab e e e s st e e e sate e e e enseeeanneeeansneeeeneeeeannes — —
Due from other governments ................ — —
Net investment in direct financing leases — —
ReCeIVabIES (NEL) ...ceei et — 109,775
Due from other funds ..................... 27,000 5,016
Due from other governments — 26,968
Prepaid ifEmMS ... e — —
Inventories ........c.cooeveeiiiiiiinn. — 19,035
Recoverable power costs (net) 511,000 —
Other CUITENT @SSEES ...ouiiiiii e e e e e e e e e 261,000 —
L] €= o U 1 (=Y o = TT=Y £ PP 2,645,000 646,077
Noncurrent assets:
Restricted assets:
Cash and pooled INVESTMENES ..........iiitiiiii et 1,015,000 37,521
INVESIMIBNES .ot eaaaas 450,000 74,135
LO@NS FECERIVADIE ... e e e e — —
INVESTMENTS ... ettt et et e e — —
Net investment in direct fin@nciNg 1ASES .........ceuuiiiiiiii e — —
RECEIVADIES ... e et e e e — —
INtErfUNA rECEIVADIES ... ...eeiieiit e e e e eeanas — 91,517
LOANS FECEIVADIE .....viiniiiii e e ettt e et e e e e et e anaas — 24,105
Recoverable POWET COSES (NEL) .. .ceuuniiit ittt e et e e e e e e aans 5,934,000 —
Deferred Charges ........oeue i ettt e e — 1,194,268
Capital assets:
= Lo Lo L PP TP PPN — —
Collections — NONAEPIECIADIE. ..........coiuiiiiieiii ettt es — —
Buildings and other depreciable property ............ooeiiiiii i — 4,587,682
Less: accumulated depreCiation ............c..ooeuueiiiiiii i e — (1,878,224)
CONSIIUCHON IN PrOGIESS .. evvieit ettt et e e et et e e e e eaaaaen e — 365,297
Other NONCUITENT @SSEES .. .c.uiiiii it e et — —
Total NONCUITENE @SSEES ..ot i e e e e e eans 7,399,000 4,496,301
e €= L= T = PR $ 10,044,000 5,142,378

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



Fund Financial Statements

Governmental
Business-type Activities — Enterprise Funds Activities
Public Building State Unemployment Nonmajor Internal

Construction Lottery Programs Enterprise Total Service Funds
$ —  $ 270,476 % 1,604,136 $ 1,753,026 $ 4,112,921 $ 918,653
— — 2,666,360 — 2,666,360 —

— 280,980 — 455,006 735,986 —

— — — 74,995 1,920,995 -

— — — 57,496 57,496 —
342,481 — — 21,309 363,790 —
108,498 159,097 213,598 41,715 632,683 53,406
22,633 3,131 14,650 16,496 88,926 360,264

— — 34,485 138,133 199,586 14,481

— 10,537 — 939 11,476 88,920

— 6,842 — 3,652 29,529 89,195

— — — — 511,000 —

— — — 617 261,617 —
473,612 731,063 4,533,229 2,563,384 11,592,365 1,524,919
— — — 16,039 1,068,560 —
24,146 — — 11,843 560,124 —
— — — 454,214 454,214 —
— 1,392,758 — 56,807 1,449,565 —
5,969,611 — — 337,944 6,307,555 —
— — 17,194 — 17,194 —
— — — 2,126 93,643 —
— — — 3,801,965 3,826,070 —
— — — — 5,934,000 —
62,656 5,526 — 41,521 1,303,971 —
— 6,469 — 46,379 52,848 231
— — — 29 29 —

— 104,553 11,640 4,009,713 8,713,588 605,896
— (60,546) (4,646) (1,858,264) (3,801,680) (409,883)
1,061,445 — — 449,503 1,876,245 18,225
— — — 13,476 13,476 —
7,117,858 1,448,760 24,188 7,383,295 27,869,402 214,469

$ 7,591,470 $ 2,179,823 § 4,557,417 § 9,946,679 $ 39,461,767 $ 1,739,388

(continued)

The notes to the financial statements are an integral part of this statement. 39



State of California Comprehensive Annual Financial Report

Statement of Net Assets (continued)
Proprietary Funds

June 30, 2008
(amounts in thousands)

LIABILITIES

Current liabilities:
ACCOUNTS PAYADIE ... e
Due to other funds ..........
Due to component units
Due 10 0ther QOVEINMENES ..........iiiii e e
Deferred revenue
DIBPOSIES ... et ettt et et e e
Contracts and NOtes PAYaDIE ............coooiuiiiiii e
Advance collections

Interest Payable ...

Benefits payable ...
Current portion of long-term obligations
Other current abIlItIeS ..........oooeiiii e

Total current IAbIlIIES .......cee e e
Noncurrent liabilities:

INterfund PaYabIES ..........oii e

Benefits payable ...... ..o

Lottery prizes and annuUIties .............oooiiiiiiiiiii

Compensated absences PAYabIe .............oiiiuiiiiiiiii e e
Certificates of participation, commercial paper,

and Other DOMTOWINGS .. ....uuiii ittt e e
Capital 1ease oblIgationS ...........ciuuiiiiiii e
General obligation bonds payable ............couuuiiiiiiiiii e
Revenue bonds payable ..o

Other noncurrent labilities ...........ooiiiiiii i e
Total noncurrent Iabilities .......co.ovniiii e e

Total liabilities ....ccuieiieiieiieic i rr e e e e e s e s s s e rea s e e n e rn e

NET ASSETS

Investment in capital assets, net of related debt ...

Restricted — Expendable:

CONSIIUCHION ...ttt e ettt e e et e e et e e e e eateeeeaaeeeeeaaeeessseeesanseeesaneeeenraeeas

(D= o] =1=T Y ot PP SU TSP
Security fOr revenUE DONAS ........cooiuiiiiii e
Lottery ..o
Unemployment program
ONEI PUIMPOSES ...ttt ettt ettt sttt ae et b et e bt nae e bt naeentesaeenenne
Total expendable

[0 =T 14103 (=T PP

Lo = L 1= =TT PN

Total liabilities and Net asSets .........ccvveiiiiicciirr s e

40

Water

Electric Power Resources
469,318 91,143
— 14,060
— 118,972
60,000 28,581
510,000 152,925
1,039,318 405,681
— 19,352
— 531,700
8,999,000 2,558,734
5,682 421,480
9,004,682 3,531,266
10,044,000 3,936,947
— 127,858
— 1,077,573
— 1,077,573
— 1,205,431
10,044,000 5,142,378

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





