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SUBMITTAL TO THE BOARD OF SUPERVISORS
COUNTY OF RIVERSIDE, STATE OF CALIFORNIA

FROM: Don Kent, Treasurer/Tax Collector SUBMlTTAL DATE:
July 29, 2010

| SUBJECT: Resolution No. 2010-227 — Corona Norco Unified School District Fiscal Year 2010-2011 Tax

and Revenue Anticipation Notes (Vote on Separately)

RECOMMENDED MOTION: That your Honorable Board approve and adopt Resolution No. 2010-227

' providing for the issuance and sale of Tax and Revenue Anticipation Notes for the Corona-Norco Unified School

District (the “District”) in a principal amount not to exceed $50,000,000.

BACKGROUND: Government Code Section 53853 provides that a school district’s tax and revenue
anticipation notes are to be issued by the Board of Supervisors of Riverside County when the Riverside
County Superintendent of Schools has jurisdiction over that district. The Riverside County Superintendent
of Schools has jurisdiction over the District, therefore the District has requested, by resolution, that the Board
of Supervisors issue Corona-Norco Unified School District Tax and Revenue Anticipation Notes on behalf
of the District. The District requests the issuance of the Notes to fund its short-term operating cash

“ | requirements during the 2010-2011 fiscal year.

(Continued on page two) /é/,

on Kent, Treasurer-Tax Collector
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Date: July 29, 2010

From: Treasurer-Tax Collector
Subject: Resolution No. 2010-227
Page 2

Resolution No. 2010-227 authorizes the issuance of Corona-Norco Unified School District Tax and Revenue
Anticipation Notes in a principal amount not to exceed $50,000,000. The District has pledged certain of its unrestricted
revenues to be received or accrued during fiscal year 2010-2011 for the repayment of the Notes.

When issued, the notes will represent a general obligation of the District. The Notes will not constitute an obligation of
the County. No funds of the County are pledged to the repayment of the Notes.

The Office of County Counsel has reviewed Resolution No. 2010-227 and has approved it as to form.

FORM 11 (Rev. 7/93)



RESOLUTION NO. 2010-227

RESOLUTION OF THE BOARD OF SUPERVISORS OF RIVERSIDE
COUNTY PROVIDING FOR THE ISSUANCE OF CORONA-NORCO
UNIFIED SCHOOL DISTRICT, RIVERSIDE COUNTY, STATE OF
CALIFORNIA, 2010-11 TAX AND REVENUE ANTICIPATION NOTES
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BOARD OF SUPERVISORS,
RIVERSIDE COUNTY, STATE OF CALIFORNIA

RESOLUTION NO. 2010-227

‘RESOLUTION OF THE BOARD OF SUPERVISORS OF RIVERSIDE
COUNTY PROVIDING FOR THE ISSUANCE OF CORONA-NORCO
UNIFIED SCHOOL DISTRICT, RIVERSIDE COUNTY, STATE OF
CALIFORNIA, 2010-11 TAX AND REVENUE ANTICIPATION NOTES

WHEREAS, pursuant to Section 53850 er seq. of the Government Code of the State
of California (the “Act”) contained in Article 7.6 thereof, entitled “Temporary Borrowing”
that provides for temporary borrowing by certain local agencies, on or after the first day of
any fiscal year (being July 1), a school district may borrow money by issuing notes for any
purpose for which the school district is authorized to expend moneys, including but not
limited to current expenses, capital expenditures, and the discharge of any obligation or
indebtedness of the school district; and

WHEREAS, Section 53853 of the Act provides that such notes must be issued in the
name of the school district by the board of supervisors of a county, the county superintendent
of which has jurisdiction over the school district, as soon as possible following the receipt of
a resolution of the governing board of the school district requesting the borrowing; and

WHEREAS, the County Superintendent of Riverside County (the “County”) has
jurisdiction over the Corona-Norco Unified School District (the “District”™), and this Board of
Supervisors of the County (the “County Board™) has received a resolution of the Board of
Education of the District (the “District Board”), being the governing board of the District,
dated July 20, 2010, entitled “RESOLUTION OF THE BOARD OF EDUCATION OF THE
CORONA-NORCO UNIFIED SCHOOL DISTRICT AUTHORIZING THE ISSUANCE OF
2010-11 TAX AND REVENUE ANTICIPATION NOTES FOR THE DISTRICT AND
REQUESTING THE BOARD OF SUPERVISORS -OF THE COUNTY OF RIVERSIDE TO
[SSUE THE NOTES” (the “District Resclution”) which District Resolution requests the
borrowing of not exceeding Fifty Million Dollars ($50,000,000) at an interest rate not to
exceed the maximum rate allowed by law, through the issuance by the County Board of
2010-11 Tax and Revenue Anticipation Notes (the “Notes™) in the name of the District; and

WHEREAS, such Notes shall be payable on a date that is not later than fifieen
months after the date of issue, and such Notes shall be payable only from the District’s
revenue received or accrued during the fiscal year in which issued; and

WHEREAS, pursuant to Section 33856 of the Act, the District may pledge any taxes,
income, revenue, cash receipts or other moneys deposited in inactive or term deposits (but
excepting certain moneys encumbered for a special purpose); and the District Resolution
specifies that certain unrestricted revenues that will be received or accrued by the District for
the General Fund of the District during fiscal year 2010-11 are pledged for the payment of
the Notes: and

WHEREAS, the Notes shall be a general obligation of the District, and to the extent
not paid from the taxes, income, revenue, cash receipts and other moneys of the District
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pledged for the payment thereof shall be paid with interest thereon from any other moneys of
the District lawfully available therefor, as required by Section 53857 of the Act, and shall not
in any way be payable from County moneys; and

WHEREAS, the Notes shall be in denominations of $5,000 or integral multiples
thereof, as permitted by Section 53854 of the Act; shall be issued on a date to be designated,
as permitted by Section 53853 of the Act; and shall be in the form and executed in the
manner prescnbed in the District Resolution and herein, as required by Section 53853 of the
Act; and )

WHEREAS, the County Board has no independent knowledge of but accepts the
determination by the District that said $50,000,000 maximum principal amount of Notes to
be issued by the County Board in fiscal year 2010-11, when added to the interest payable
thereon, does not exceed eighty-five percent (85%) of the estimated amount of the
uncollected taxes, income, revenue (including but not limited to revenue from state and
federal governments), cash receipts and other moneys of the District which will be available
for the payment of the Notes and interest thereon, as required by Section 53858 of the Act;
and

WHEREAS, the District has determined that the Notes will not be outstanding after a
period ending fifteen months after the date on which such Notes are issued and will not be
issued in an amount greater than the maximum anticipated cumulative cash flow deficit to be

financed by the anticipated tax or other revenue sources for the period for which such taxes

or other revenues are anticipated and during which such Notes are outstanding, all as
provided in Section 1, 103 14(c) of the Income Tax Regulations of the United States
Treasury;

NOW, THEREFORE, the Board of Supervisors of Riverside County hereby resolves
as follows:

Section I. - Authorization of Issuance of Notes: Terms Thereof: Paving Agent.
The County Board hereby authorizes the issuance, in the name of the District, of an amount
not to exceed $50,000,000 principal amount of Notes under the Act, designated “Corona-
Norco Unified School District, Riverside County, State of California, 2010-11 Tax and
Revenue Anticipation Notes™ (the “Notes™); to be numbered from 1 consecutively upward in
order of issuance; to be in the denominations of $5,000, or integral multiples thereof; to be
dated the date of delivery thereof; to mature on the date set forth in the official statement

pertaining to the Notes (the “Official Statement™), but in no event later than fifteen months

after the date of issuance, or if such date is not a day on which banks in New York or
California are open for business, on the last day such banks are open for business prior to
such date, without option of prior redemption unless otherwise provided for in the Notes and
in the Official Statement; and, unless otherwise provided for in the Notes and in the Official
Statement, to bear interest, payable on or before the twelve month anniversary following the
date of issuance and at maturity and computed on a 30-day month/360-day year basis at the
rate or rates determined at the time of sale thereof, but not in excess of six percent (6%) per
annum. Both the principal of and interest on the Notes shall be payable, only upon surrender
thereof, in lawful money of the United States of America at the office of U.S. Bank National
Association, which is hereby designated to be the paying agent for the Notes (together with
any successor, the “Paying Agent”). No interest shall be payable on any Note for any period

2
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after maturity during which the registered owner thereof fails to properly present such Note
for payment, The District may appoint another national banking association with corporate
trust offices in Los Angeles, California, to serve as Paying Agent with the consent of the
Treasurer-Tax Collector of Riverside County (the “Treasurer-Tax Collector”) or may request

|| the Treasurer-Tax Collector to serve as Paying Agent. This Board hereby approves the

payment of the reasonable fees and expenses of the Paying Agent as they shall become due
and payable.

Section 2. Form of Notes. The Notes shall be issued in registered form, without
coupons, and shall be substantially in the form and substance set forth in Exhibit A attached
hereto and by reference incorporated herein, the blanks in said form to be filled in with
appropriate words and figures. The Notes shall be initially registered in the name of “Cede &
Co.” as nominee of The Depository Trust Company, and shall be evidenced by one note in
the full principal amount of the Notes. The Depository Trust Company, New York, New
York is hereby appointed depository for the Notes (the “Depository”). Registered ownership
may not thereafter be transferred except as set forth in Section 4 hereof. There shall be
simultaneously delivered with each Note, the legal opinion of Stradling Yocca Carlson &
Rauth, a Professional Corporation respecting the validity of said Notes.

Section 3. Transfer and Exchange of Notes. In the event the Notes are no longer
registered in the name of “Cede & Co.”, the registration of any Note may, in accordance with
its terms, be transferred, upon the registration books kept by the Paying Agent for such
purpose, by the person in whose name it is registered, in person ot by his or her duly
authorized attorney, upon surrender of such Note for cancellation, accompanied by delivery
of a written instrument of transfer, duly executed in a form approved by the Paying Agent.

Whenever any Note shall be surrendered for transfer of registration or exchange, the
Paying Agent shall execute and deliver a new Note or Notes, for a like aggregate principal
amount in one or more authorized denominations. The Paying Agent shall require the Note
owner requesting such transfer of registration or exchange to pay any tax or other
governmental charge required to be paid with respect to such transfer or exchange. The
Paying Agent may require the owner requesting such transfer of registration or exchange to
pay such additional reasonable charge as may be necessary to cover customary expenses
incurred and fees charged by the Paying Agent with respect to such transfer of registration or
exchange. The Paying Agent may treat the registered owner of any Note as the absolute
owner thereof for all purposes whatsoever in accordance with this resolution, and the Paying
Agent shall not be affected by any notice to the contrary.

Section 4. Use of Depository.

(A)  The Notes shall be initially registered as provided in Section 2 hereof,
Registered ownership of the Notes, or any portion thereof, may not thereafter be transferred
except:

(D Ta any successar of Cede & Co., as nominee of The Depository Trust
Company, or its nominee, or to any substitute depository designated pursuant to clause (2) of
this Section 4(A) (a “substitute depository™); provided, that any successor of Cede & Co., as
nominee of The Depository Trust Company or a substitute depository, shall be qualified
under any applicable laws to provide the services proposed to be provided by it;
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(2) To any substitute depository not objected to by the Paying Agent,
upon (i) the resignation of The Depository Trust Company or its successor (or any substitute
depository or its successor) from its functions as depository, or (ii) a determination by the
Treasurer-Tax Collector to substitute another depository for The Depository Trust Company
(or its successor) because The Depository Trust Company or its successer (or any substitute
depository or its successor) is no longer able to carry out its functions as depository;
provided, that any such substitute depository shall be quahﬁed under any applicable laws to
provide the services proposed to be provuded by it; or

(3) To any perso‘n as provided below, upon (i) the resignation of The
Depository Trust Company or its successor (or substitute depository or its successor} from its
functions as depository, or (ii) a determination by the County to remove The Depository
Trust Company or its successor (or any substitute depository or its successor) from its
functions as depository.

(B) In the case of any transfer pursuant to clause (1) or clause (2) of
subsection (A) of this Section 4, upon receipt of the outstanding Notes by the Paying Agent,
together with a request of the District to the Paying Agent, a new Note shall be executed and
delivered in the aggregate principal amount of the Notes registered in the name of such
successor or such substitute depository, or their nominees, as the case may be, all as specified
in such request of the District. In the case of any transfer pursuant to clause (3) of subsection
(A) of this Section 4, upon receipt of the outstanding Notes by the Paying Agent together
with a request of the District to the Paying Agent, new Notes shall be executed and delivered
in such denominations numbered in the manner determined by the Paying Agent and
registered in the names of such persons as are requested in such a request of the District;
provided, the Paying Agent shall not be required to deliver such new Notes within a period
less than sixty (60) days from the date of receipt of such a request of the District. Thereafier,
Notes shall be transferred pursuant to Section 3 hereof,

(C)  The Paying Agent shall be entitled to treat the person in whose name
any Note is registered as the owner thereof for all purposes of this resolution and any
applicable laws, notwithstanding any notice to the contrary received by the Paying Agent or
the District; and the Paying Agent shall have no responsibility for transmitting payments to,
communication with, notifying, or otherwise dealing with any beneficial owners of the Notes
and neither the District nor the Paying Agent will have any responsibility or obligations, legal
or otherwise, to the beneficial owners of the Notes or to any other party, including The
Depository Trust Company or its successor (or substitute depository or its successor), except
for the registered owner of any Notes.

(D) So long as the outstanding Notes are registered in the name of Cede &
Co. or its registered assigns, the Paying Agent shall cooperate with Cede & Co., as sole
registered owner, or its registered assigns in effecting payment of the principal of and interest
on the Notes 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.

Section 5. Deposit_of Note Proceeds. The moneys borrowed by the District
through the issuance of the Notes shall be deposited in the General Fund of the District.
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Section 6. Pavment of Notes.

(A) = Source of Payment. The principal amount of the Notes, together with
the interest thereon, shall be payable from taxes, income, revenue, cash receipts, and other
money of the District as provided in Section 53856 of the Act, which are received or accrued
during fiscal year 2010-11 for the General Fund of the District and which are lawfully
available for the payment of current expenses and other obligations of the District (the
“Unrestricied Revenues™), and are not payable from moneys of the County. The Notes shall
be a general obligation of the District, and to the extent the Notes and the interest thereon are
not paid from the Unrestricted Revenues transferred to the Repayment Fund, defined below,
the Notes shall be paid with interest thereon from any other moneys of the District lawfully
available therefor, as provided in the District Resolution and by law. Notwithstanding
anything to the contrary contained herein or in any document mentioned herein or related to

1| the Notes, the County shall not have any monetary liability hereunder or by reason hereof or

in connection with the transactions contemplated hereby and the Notes shall be payable
solely from the moneys of the District available therefor as set forth in this Section and in
Section 4 of the District Resolution. Further, the County shall have no responsibility for or
liability as a result of the use of the proceeds of the sale of the Notes.

(B) Pledged Revenues and Other Moneys. As security for the payinent of

the principal of and interest on the Notes, as provided in the District Resolution, the District
has pledged to transfer to the Repayment Fund (i) the first Unrestricted Revenues received by
the District in the month ending July 31, 2011 until an amount equal to seventy percent
(70%) of the aggregate principal amount of the Notes is on deposit therein; and (ii) the first
Unrestricted Revenues received by the District in the month ending August 31, 2011 until an
amount equal to the aggregate principal amount of and interest due on the Notes through
maturity is on deposit therein; provided, however, that the foregoing dates and deposit
amounts may be changed to other dates and amounts as provided for in the Notes upon their
delivery and in the Official Statement and such dates shall be the operative dates for this
Section 6(B) as if set forth in this paragraph and shall be binding on the District (such
pledged amounts being hereinafter called the “Pledged Revenues™).

The principal of the Notes and the interest thereon shall be a first lien and
charge against and shall be payable from the first moneys received by the District from such
Pledged Revenues as provided in Section 53856 of the Act and upon amounts in the
Repayment Fund.

In the event that there are insufficient Unrestricted Revenues received by the
District to permit the deposit of the full amount of Pledged Revenues to be deposited in the
Repayment Fund from Unrestricted Revenues in any month, then the amount of such
deficiency shall be satisfied and made up from any other moneys of the District lawfully
available for the repayment of the Notes and the interest thereon, all as provided in Sections
33856 and 53857 of the Act (the “Other Moneys”}. Such Other Moneys and any Unrestricted
Revenues shall be transferred to the Repayment Fund on a daily basis, as such amounts are
received by the District, until the required deposits to the Repayment Fund for such month
and any prior month have been made.

© Deposit of Pledged Revenues and Other Moneys in Repayment Fund.
The Pledged Revenues and any Other Moneys transferred in accordance with Section 6(B)

5
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above shall be held (in accordance with the District Resolution) in a special fund to be held
by the Treasurer-Tax Collector designated as the “Corona-Norco Unified School District,
Riverside County, State of California, 2010-11 Tax and Revenue Anticipation Notes

|| Repayment Fund” (herein called the “Repayment Fund™) and applied as directed in this

resolution. Any moneys accounted for in the Repayment Fund shall be for the benefit of the
holders of the Notes, and until the Notes and all interest thereon are paid or until provision
has been made for the payment of the Notes at maturity with interest to maturity, the moneys
accounted for in the Repayment Fund shall be applied only for the purposes for which the
Repayment Fund is created and, except for the disbursement of any excess amount as
described in Section 6(D) below, the District shall have no right to withdraw such moneys for
any other purpose.

(D) Dishursement and Investment of Moneys in Repayment Fund. From
the date this resolution takes effect. all Pledged Revenues and Other Moneys shall, when
received, be deposited in the Repayment Fund. Afier such date as the amount of Pledged
Revenues and Other Moneys deposited in the Repayment Fund shall be sufficient to pay in
full the principal of and interest-on the Notes, when due, any moneys in excess of such
amount remaining in or accruing to the Repayment Fund shall be transferred to the General
Fund of the District upon the request of the District. On the maturity date of the Notes, the
moneys in the Repayment Fund shall be used, to the extent necessary, to pay the principal of
and interest on the Notes.

Moneys in the Repayment Fund shall be invested in accordance with the provisions
of the District Resolution. To the extent that moneys invested or held by the County are
subject to arbitrage rebate, neither the County nor any officer or employee of the County
shall assume hereunder or under the provisions of any rebate certificate any duty or
obligation to make the actual calculations of arbitrage rebate liability of the District, or to pay
any such rebate or any penalties in regard thereto if the District miscalculates or fails to pay
or cause such rebate or such penalties to be paid.

Section 7. Execution of Notes. The Chairman of the County Board is hereby
authorized to sign the Notes manually or by facsimile signature, the Treasurer-Tax Collector
is hereby authorized to sign the Notes manually or by facsimile signature and the Clerk of the
County Board (the “Clerk™) is hereby authorized to countersign the Notes manually or by
facsimile signature, provided that at least one of the foregoing or the Paying Agent shall sign
manually, and the Clerk is authorized to affix the seal of the County thereto by facsimile
impression thereof. Each of the foregoing officers is authorized and requested to cause the
blank spaces in the form of the Notes attached hereto as Exhibit A to be filled in with the
appropriate information and for such other changes to be made to the Notes so as to conform
them to the terms upon which they are sold.

Section 8. Approval of Contract_of Purchase. The Notes shall be sold by
negotiated sale to Piper Jaffray & Co. (the “Underwriter”). The form of Contract of Purchase
for the Notes, substantially in the form presented to this meeting and on file with the Clerk of
the County Board is hereby approved. The Treasurer-Tax Collector, or the Treasurer-Tax
Collector’s designee, is hereby authorized to execute and deliver the Contract of Purchase on
behalf of the County, such approval to be conclusively evidenced by his or her execution and
delivery thereof; provided, however, that the maximum interest rate on the Notes shall not
exceed six percent (6%) per annum and the underwriter’s discount shall not exceed one
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quarter of one percent (0.25%) of the par amount of the Notes. The Treasurer-Tax Collector,
or the Treasurer-Tax Collector’s designee, is hereby further authorized to determine the
maximum principal amount of Notes to be specified in the Contract of Purchase, up to
$50,000,000, and to enter into and execute the Contract of Purchase with the Underwriter, if
the conditions set forth in this resolution are satisfied.

~ Section 9. Authorization of Preliminary Official Staterment and Official
Statement. - The District will prepare a Preliminary Official Statement and an Official
Statement relating to the Notes, to be used by the Underwriter in connection with the offering
and sale of the Notes. The Superintendent of the District, the Assistant Superintendent,
Business Services or the written designee of either have been authorized to execute and
deliver the Official Statement on behalf of the District and to deem “final” pursuant to
Rule 15¢2-12 of the Securities Exchange Act of 1934 the preliminary Official Statement
prior to its distribution,

- Section 10.  Delivery of Notes. The proper officers of the County Board are
hereby authorized and directed to deliver the Notes to the Underwriter in accordance
herewith. All actions heretofore taken by the officers and agents of the County Board with
respect to the sale and issuance of the Notes are hereby approved, confirmed and ratified, and
the officers of the County Board are hereby authorized and directed, for and in the name and
on behalf of the County Board, to do any and all things and take any and all actions and
execute and deliver any and all certificates, agreements and other documents, which they, or
any of them, may deem necessary or advisable in order to consummate the lawful issuance
and delivery of the Notes in accordance with this resolution and the District Resolution,

Section 11, Further Actions Authorized. It is hereby covenanted that the County,
and its appropriate officials, have duly taken all proceedings necessary to be taken by them,
and will take any additional proceedings necessary to be taken by them, for the levy,
collection and enforcement of the taxes income, revenue, cash receipts and other moneys
pledged under the District Resolution in accordance with the law in order to consummate the
lawful issuance and delivery of the Notes in accordance with the District Resolution and to
manage the Note proceeds and repayment funds, including, without limitation, the execution
and delivery of agreements with paying agents, security depositories and investment
agreement providers, and for otherwise carrying out the provisions of the District Resolution
and of this resolution.

Section 12, investment of Note Proceeds. Notwithstanding anything to the
contrary contained herein, the proceeds of the Notes shall be pledged to the payment of the
Notes in the event and to the extent sufficient Pledged Revenues of the District and Other
Moneys are not deposited into the Repayment Fund as required by the District Resolution. In
addition to investments in the Treasurer-Tax Collector’s Investment Pool, pursuant to Section
53601(1) of the Government Code of the State of California, the following are hercby
designated as additional authorized investments for the proceeds of the Notes and the
Repayment Fund: (i) a guaranteed investment contract with a financial institution or
insurance company which has, or its guarantor has, at the date of execution thereof one or
more outstanding issues of unsecured, uninsured and unguaranteed debt obligations or a
claims paying ability rated not lower than the second highest rating category (without regard
to subcategories) by Standard & Poor’s Ratings Services and Moody’s Investors Service (in
which case, the District Board has authorized the Superintendent or the Assistant
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Superintendent, Business Services of the District to execute a certificate of indemnity holding
the Treasurer-Tax Collector and the County, its officers, employees and servants harmless
and indemnifying them from any costs, liabilities, claims or damages, including but not
limited to attorneys’ fees, caused by or arising from the investment of the funds in such an
instrument, or, alternatively, a written agreement to pay for any costs, liabilities, claims or
damages, including but not limited to attorneys’ fees, to the Treasurer-Tax Collector, the
County, its officers, employees and servants, caused by or arising from the investment of the
funds in such an instrument); or (ii) the Local Agency Investment Fund (LAIF) administered
by the State of California. '

Section 13.  Recitals, All the recitals in this resolution above are true and carrect
and this County Board so finds, determines and represents.

Section 14, Effective Date. This resolution shall take effect immediately upon its
passage.

The foregoing resolution was adopted by the Board of Supervisors of the County of
Riverside on August 10, 2010.

COUNTY OF RIVERSIDE
By:
Chairman
ATTEST:
Clerk of the Board of Supervisors
8
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EXHIBIT A

FORM OF NOTE

REGISTERED REGISTERED

No. , | §

CORONA-NORCO UNIFIED SCHOOL DISTR]CT
RIVERSIDE COUNTY
STATE OF CALIFORNIA
-2010-11 TAX AND REVENUE ANTICIPATION NOTE

Rate of Interest: Note Date: Maturity Date: CUSIP:

% o . 200 L2011

REGISTERED OWNER: CEDE & CO.

PRINCIPAL AMOUNT: DOLLARS

FOR VALUE RECEIVED, the Corona-Norco Unified School District (the
“District”), Riverside County, State of California, acknowledges itself indebted to and
promises to pay the Registered Owner identified above, or registered assignee, at the office of
U.S. Bank National Association, or its successor (the “Paying Agent™), the Principal Amount
specifted above in lawful money of the United States of America, on the Maturity Date set
forth above, together with interest thereon at the Rate of Interest per annum set forth above
(computed on the basis of a 360-day year composed of twelve 30-day months), in like lawful
money of the United States of America from the date hereof until payment in full of said
principal sum. Both the principal of and interest on this Note shall be payable only to the
Registered Owner hereof upon surrender of this Note at the office of the Paying Agent as the
same shall fall due; provided, however, no interest shall be payable for any period after
maturity during which the Registered Owner fails to properly present this Note for payment.

[t is hereby certified, recited and declared that this Note is one of an authorized issue
of Notes in the aggregate principal amount of Dollars ($ )
all of like tenor and effect, made, executed and given pursuant to and by authority of a
resolution of the Board of Supervisors of Riverside County duly passed and adopted on
August 10, 2010 and a Resolution of the Board of Education of the District duly passed and
adopted on July 20, 2010 under and by authority of Article 7.6 (commencing with Section
53830) of Chapter 4, Part 1, Division 2, Title 5, California Government Code (the
“Resolutions™), and that all acts, conditions and things required to exist, happen and be
performed precedent to and in the issuance of this Note have existed, happened and been

A-1
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performed in regular and due time, form and manner as required by law, and that this Note,
together with all other indebtedness and obligations of the District, does not exceed any limit
prescribed by the Constitution or statutes of the State of California.

The principal amount of the Notes, together with the interest thereon, shall be payable
from taxes, income, revenue, cash receipts and other moneys that are received or accrued by
the District for the General Fund of the District during fiscal year 2010-11 to the extent
provided in the Resolutions. As security for the payment of the principal of and interest on
the Notes, the District has pledged to transfer to the Repayment Fund (i) the first Unrestricted
Revenues (as defined in the Resolutions) received by the District in the month ending July
31,2011 until an amount equal to seventy percent (70%) of the aggregate principal amount of
the Notes is on deposit therein; and (i) the first Unrestricted Revenues received by the
District in the month ending August 31, 2011 until an amount equal to the aggregate principal
amount of and interest due on the Notes through maturity is on deposit therein (such pledged
amounts being hereinafter called the “Pledged Revenues”); and the principal of the Notes and
the interest thereon shall constitute a first lien and charge thereon and shall be payable from
the Pledged Revenues, and to the extent not so paid shall be paid from-any other moneys of
the District lawfully available therefor.

The Notes represent an obligation of the District and are not an obligation of the
County, and no funds of the County are pledged to the repayment of the Notes.

This Note is transferable by the Registered Owner hereof in person or by his attorney
duly authorized in writing at the office of the Paying Agent but only in the manner, subject to
the limitations and upon payment of the charges provided in the Resolutions, and upon
surrender and cancellation of this Note. Upon such transfer a new Note or Notes of
authorized denominations and for the same aggregate principal amount will be issued to the
transferees in exchange herefor,

The County, the District and the Paying Agent may deem and treat the Registered
Owner hereof as the absolute owner hereof for the purpese of receiving payment of or on
account of principal hereof and interest due hereon and for alt other purposes, and neither the
District nor the Paying Agent shall be affected by any notice to the contrary.

Unless this certificate is presented by an authorized representative of The Depository
Trust Company to the issuer or its agent for registration of transfer, exchange or payment,
and any certificate issued is registered in the name of Cede & Co. or such other name as
requested by an authorized representative of The Depository Trust Company and any
payment is made to Cede & Co., ANY TRANSFER, PLEDGE OR OTHER USE HEREOF
FOR VALUE OR OTHERWISE BY OR TO ANY PERSON [S WRONGFUL since the
registered owner hereof, Cede & Co. has an interest herein.
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IN WITNESS WHEREOF, Riverside County has caused this Corona-Norco Unified
School District, Riverside County, State of California, 2010-11 Tax and Revenue
Anticipation Note to be executed by the Chairman of its Board of Supervisors and by the
Clerk of its Board of Supervisors by facsimile signature and countersigned by the Treasurer-
Tax Collector by manual signature and has caused a facsimile of its official seal to be printed
hereonthis ___ dayof _ ,2010. '

RIVERSIDE COUNTY

By: [Facsimile Signature]
Chairman of the Board of Supervisors

By : [Maﬁual Signature]

Treasurer-Tax Collector

(SEAL)

Countersigned

By: [Signature]
Clerk of the Board of Supervisors

CERTIFICATE OF AUTHENTICATION

This note is one of the notes described in the Resolutions referred to herein which has
been authenticated and registered on ,2010.

U.S. BANK NATIONAL ASSOCIATION, as
Paying Agent

By:
[ts: Authorized Officer

A-3
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LEGAL OPINION

[ HEREBY CERTIFY that the following is a true and correct copy of the legal
opinion upon the Notes therein described that was provided by Siradling Yocca Carlson &
Rauth, a Professional Corporation, and was dated as of the date of delivery of and payment
for said Notes.

[Facsimile Signature]

Clerk of the Board of Supervisors

ASSIGNMENT

For value received the undersigned do{es) hereby sell, assign and transfer unto the
‘ within-mentioned registered Note and hereby irrevocably constitute(s)
and appoint(s) attorney, to transfer the same on the books of the Paying Agent
with full power of substitution in the premises.

Dated:

Signature Guaranteed by.:

NOTE.: Signature(s) must be guaranteed by NOTE: The signature to the assignment must

an eligible guarantor institution. correspond to the name as it appears upon the
face of this Note in every particular, without
any alteration or change whatsoever.
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S
CORONA-NORCO UNIFIED SCHOOL DISTRICT
COUNTY OF RIVERSIDE, STATE OF CALIFORNIA
2010-11 TAX AND REVENUE ANTICIPATION NOTES

CONTRACT OF PURCHASE
, 2010

County of Riverside

Board of Supervisors

4080 Lemon Street, 5th Floor
Riverside, California 92501

Corona-Norco Unified School District
2820 Clark Avenue
Norco, California 92860

The undersigned, Piper Jaffray & Co. (the “Underwriter”), offers to enter into the
following agreement (this “Contract of Purchase™) with the County of Riverside, California (the
“County”), and the Corona-Norco Unified School District (the “District”), which, upon
acceptance of this offer by the County and the District will be binding upon the County, the
District and the Underwriter. This offer is made subject to acceptance of this Contract of
Purchase by the County and the District on or before 5:00 p.m., California time, on the date
hereof, and, if this Contract of Purchase is not so accepted, will be subject to withdrawal by the
Underwriter upon notice delivered to the County and the District.

1. Upon the terms and conditions and upon the basis of the representations,
warranties and agreements set forth herein, the Underwriter hereby agrees to purchase Corona-
Norco Unified School District, County of Riverside, State of California, 2010-11 Tax and
Revenue Anticipation Notes (the “Notes™) in the aggregate principal amount of §

Inasmuch as this purchase and sale represents a negotiated transaction, the County and
the District understand, and hereby confirm, that the Underwriter is not acting as a fiduciary of
the County or the District, but rather is acting solely in its capacity as Underwriter for its own
account.

The Notes shall be dated the date of initial execution and delivery, shall mature on

1, 2011, and shall bear interest at the rate of % per annum (with a yield to

maturity of %). The aggregate purchase price to be paid by the Underwriter for the Notes

is hereby agreed to be $ (representing the principal amount of § plus

original issue premium of $ less the Underwriter’s discount of $ ). Such

payment and delivery and the other actions contemplated hereby to take place at the time of such
payment and delivery are referred to as the “Closing.”

In connection with the offering and sale of the Notes, the District hereby ratifies,
confirms and approves of the use and distribution by the Underwriter prior to the date hereof of
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the Preliminary Official Statement dated , 2010, relating to the Notes (including the
cover page and Appendices thereto, the “Preliminary Official Statement”) which, as of its date,
the District has deemed final (and hereby confirm and ratify such determination) for purposes of
Rule 15¢2-12 promulgated under the Securities Exchange Act of 1934, as amended, (“Rule
15¢2-12”) except for information permitted to be omitted therefrom by Rule 15¢2-12. The
District agrees to deliver to the Underwriter as many definitive copies of the Preliminary Official
Statement, as amended to conform to the terms of this Contract of Purchase and with such other
changes and amendments as are mutually agreed upon by the Underwriter and the District (the
“Official Statement™), as the Underwriter shall reasonably request as necessary to comply with
paragraph (b)(4) of Rule 15¢2-12 and with Rule G-2 and all other rules of the Municipal
Securities Rulemaking Board. The District agrees to deliver such copies of the final Official
Statement within seven business days after the execution of this Contract of Purchase.

2. The Notes shall be delivered and secured under the resolutions adopted by the
District on July 20, 2010 (the “District Resolution™) and the County adopted on , 2010
(the “County Resolution” and together with the District Resolution, the “Resolutions™). The
principal and interest evidenced by the Notes shall be payable as provided in the Resolutions and
as described in the Official Statement. All capitalized items not defined herein shall have the
meanings set forth in the Resolutions. The District shall irrevocably deposit with and pledge and
transfer to the Underwriter, who is the registered owner of each Note for the benefit of the
Owners of the Notes as applicable, and such deposit, transfer and pledge shall constitute a first
and exclusive lien on the principal and interest payments of the Notes for the purpose and on the
terms set forth in the Resolutions, The Note of the District shall be registered in the name of the
Cede & Co. as nominee of The Depository Trust Company, New York, New York (“DTC") and
held for the benefit of the owners of the Notes to secure the payment of principal and interest
represented by Notes. The issuance of the Notes, and the approval of the execution and delivery
of the Notes, have been duly and validly authorized or acknowledged by the County and the
District pursuant to the Resolutions.

The County and the District hereby authorize the Underwriter to use and distribute the
Resolutions, the Preliminary Official Statement and the Official Statement and the information
contained in each such document in connection with the offering and the sale of the Notes.

3. At 9:00 a.m., California time, on , 2010, or at such earlier or later
time or date as shall be agreed by the County, the District and the Underwriter (such time and
date being herein referred to as the “Closing Date™), the County and the District will deliver to
the Underwriter, for redelivery through DTC, in New York, New York (or such other location as
may be designated by the Underwriter), the Notes in the form of one or more (as may be required
by DTC) fully registered Notes (which may be typewritten) duly executed in accordance with the
Resolutions, and will deliver or cause to be delivered to the Underwriter in Los Angeles,
California (or such other location as may be designated by the Underwriter), the other documents
herein mentioned. It shall be a condition to the obligation of the Underwriter to purchase, to
accept delivery of and to pay for the Notes, that the entire aggregate principal amount of the
Notes authorized to be executed and delivered by the Resolutions shall be sold and delivered at
the Closing. The Underwriter will accept such delivery and pay the purchase price of the Notes
as set forth in Section 1 herein by wire transfer in immediately available funds. Notwithstanding
the foregoing, neither the failure to print CUSIP numbers on any Notes nor any error with
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respect thereto shall constitute cause for a failure or refusal by the Underwriter to accept delivery
of and pay for the Notes on the Closing Date in accordance with the terms of this Contract of
Purchase.” The Notes shall be made available to the Underwriter, not later than one business day
before the Closing Date for purposes of inspection and packaging. Upon initial issuance, the
ownership of such Notes shall be registered in the registration books kept by the Underwriter in
the name of Cede & Co., as the nominee of DTC.

4. The District represents, warrants and agrees as follows:

(a) the District is, and will be at the Closing Date, a duly organized, validly
existing and operating school district pursuant to the laws of the State of California (the “State™)
with full power and authority to cause the Notes to be issued by the County on its behalf and to
observe and perform the covenants and agreements set forth in the District Resolution, and this
Contract of Purchase;

(b) by official action of the District, prior to or concurrently with the

| acceptance hereof, the District (i) has duly authorized the distribution of the Preliminary Official

Statement, approved and authorized the distribution of the Official Statement, and (ii) adopted
the District Resolution, and authorized and approved the execution and delivery of this Contract
of Purchase, and the performance of its obligations contained in the Notes, the District
Resolution, and this Contract of Purchase, and (iii) the District Resolution is in full force and
effect and has not been amended or supplemented as of the date hereof, and covenants that it will
advise the Underwriter promptly of any proposal to amend or supplement the District
Resolution;

() the adoption of the District Resolution and the execution and delivery of
this Contract of Purchase and the Note, and compliance with the provisions on the District’s part
contained therein do not and will not conflict with or constitute a breach of or default under any
law, administrative regulation, judgment, decree, statute, indenture, mortgage, deed of trust,
bond, note, resolution, agreement or other instrument to which the District is a party or by which
the District or, to its knowledge, any of its properties are bound, nor will any such execution,
delivery, adoption or compliance result in the creation or imposition of any lien, charge or other
security interest or encumbrance of any nature whatsoever upon any of the properties or assets of
the District which materially adversely affects the security for the Notes under the terms of any
such law, administrative regulation, judgment, decree, statue, indenture, mortgage, deed of trust
bond, note, resolution, agreement or other instrument, except as provided in the District
Resolution;

(d)  all consents, approvals and authorizations of governmental or regulatory
authorities or by or on behalf of any creditors or any other third party for the valid execution and
delivery of the Notes and this Contract of Purchase, and the performance of the District’s
obligations contained herein and therein, have been obtained and are in full force and effect;

{e) other than as set forth in the Official Statement, there is no action, suit,
proceeding, inquiry, or investigation, at law or in equity, before or by any court, governmental
agency, public board or body, which has been formally served on the District or, to the
knowledge of the District, pending or threatened against the District seeking to restrain or enjoin
the issuance, sale, execution or delivery of the Notes or the pledge or application of the Notes
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pursuant to the District Resolution, to an extent which would have a materially adverse effect on
the security for the Notes or in any way contesting or affecting the validity of any proceedings of
the District taken concerning the issuance or sale of the Notes, the District Resolution and this
Contract of Purchase or any other agreement or instrument to which the District is a party or by
which the District or any of its properties are bound or the federal tax exempt status of interest on
the Notes or contesting in any way the completeness or accuracy of the Preliminary Official
Statement or the Official Statement, as amended or supplemented, or the existence or powers of
the District relating to the issuance of the Notes, the adoption of the District Resolution or the
execution and delivery of this Contract of Purchase;

(H all representations and warranties set forth in the District Resolution are
true and correct on the date hereof and are made for the benefit of the Underwriter as if set forth
herein;

(g) a copy of the District Resolution has been delivered to the Underwriter,
and the District Resolution will not be amended or repealed without the consent of the
Underwriter, which consent will not be unreasonably withheld,

(h) the District has not issued and will not issue any obligation or obligations,
other than the Notes, to finance the working capital deficit for which the Notes are being issued;

(i) both at the time of acceptance hereof by the District and at the Closing
Date, and at all times subsequent thereto during the period up to and including twenty-five (25)
days after the end of the underwriting period (as described below), the Official Statement is and
will be true, correct and complete in all material respects and the Official Statement does not and
will not, as of the Closing Date and at all times subsequent thereto during the period up to and
including twenty-five (25) days after the end of the underwriting period {as described below),
omit to state any material fact necessary to make the statements and information contained
therein, in the light of the circumstances under which they were made, not misleading in any
material respect; it being further understood that no such representation or warranty shall apply
to statements or information in the Official Statement concerning DTC and its book-entry
system, under the caption “COUNTY INVESTMENT POOL” and in Appendix F thereto;

()] if between the date of this Contract of Purchase and twenty-five (25) days
after the end of the underwriting period (as described below) an event occurs or facts or
conditions become known, of which the District has knowledge, which in the opinion of the
Underwriter, might or would cause the information in the Official Statement, as then
supplemented or amended, to contain an untrue statement of a material fact or to omit to state a
material fact required to be stated therein or necessary to make the information therein, in the
light of the circumstances under which it was presented, not misleading, the District will notify
the Underwriter, and if in the opinion of the Underwriter such event, fact or condition requires
the preparation and publication of a supplement or amendment to the Official Statement, the
District will amend or supplement the Official Statement in a form and in a manner approved by
the Underwriter. Unless otherwise notified by the Underwriter in writing, the District can
assume that the underwriting period (as defined in Rule 15¢2-12) ends on the Closing Date;

(k) the terms and provisions of this Contract of Purchase comply in all
material respects with the requirements of the District Resolution, and on the Closing Date, the
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District Resolution will be in full force and effect and will not have been supplemented or
amended, and this Contract of Purchase constitutes, and the District Resolution, assuming due
authorization, execution and delivery by the other respective parties thereto, will constitute, the
valid and binding obligations of the District, enforceable in accordance with its terms, subject to
bankruptcy, insolvency, moratorium and other similar laws affecting creditors’ rights generally
and to equitable principles when equitable remedies are sought;

()] the District is not in violation or breach of or default under any applicable
law or administrative rule or regulation of the United States or any state thereof having
jurisdiction over the District or its properties, or of any department, division, agency or
instrumentality of any state thereof, or any applicable court judgment or administrative decree or
order, or any lease, note, resolution, indenture, contract, agreement or other instrument to which
the District is a party or is otherwise (to its knowledge) subject or bound, or to which any of its
property is otherwise subject, which in any way materially affects the issuance of the Notes or
the validity thereof, this Contract of Purchase or the District Resolution, or materially adversely
affects the ability of the District to perform any of its obligations under any thereof;

(m)  any certificate signed by an authorized officer of the District and delivered
to the Underwriter shall be deemed a representation and warranty by the District in connection
with this Contract of Purchase to the Underwriter as to the statements made therein for the
purposes for which such statements are made;

(n) the District will furnish such information, execute such instruments and
take such other action in cooperation with the Underwriter, as the Underwriter may reasonably
request in order to qualify the Notes for offer and sale under the Blue Sky or securities laws and
regulations of such states and other jurisdictions of the United States as the Underwriter may
request; provided, however, that the District will not be required to consent to service of process
in any such jurisdiction or to qualify as a foreign corporation in any such jurisdiction;

(o) upon the terms and conditions and in reliance upon the representations,
warranties and agreements set forth herein, the District shall deposit with the Underwriter the
Notes, as described herein and in the District Resolution. The Notes shall be issued in
substantially the form set forth in the District Resolution, without coupons in the full principal
amount of § (the District acknowledges that the Underwriter has not participated in
any of the matters pertaining to investment of the Note proceeds and that the Underwriter has no
responsibility for such investments or any bidding procedures with respect thereto);

(p)  the District Resolution creates a valid pledge of, lien on, and first security
interest in, the proceeds of the Notes and the other funds and assets purported to be pledged
under such District Resolution, prior in right to any other pledge, lien or security interest in the
proceeds of the Notes or such other funds and assets;

(q) the District shall cause the Notes, duly executed and authenticated,
together with the other documents hereinafter mentioned, to be delivered to the Underwriter at
8:00 a.m., California time, on the Closing Date or at such other time or date as may be mutually
agreeable to the County, the District and the Underwriter, at the Newport Beach office of
Stradling Yocca Carlson & Rauth, a Professional Corporation (“Bond Counsel”), or such other
place as the County, the District and the Underwriter shall mutually agree. The proceeds of sale
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of the Notes net of Underwriter’s discount of $ and net of costs of issuance of
$ to be paid by the Underwriter on behalf of the District shall be deposited with and be
held by the County on behalf of the District;

(1) the District shall undertake pursuant to the District Resolution to provide
notices of certain events, if material, as described in the Preliminary Official Statement and the
Official Statement;

(s) for budgeting and finance reporting purposes in accordance with
Education Code Section 33128.1, the District shall recognize all Unrestricted Revenues (as
defined in the District Resolution) that are deferred for payment by the State of California from
fiscal year 2010-11 as a receivable in fiscal year 2010-11; and

()] the District agrees, to provide or cause to be provided to the Municipal
Securities Rulemaking Board in a timely manner notice of certain material events respecting the
Notes in accordance with the terms of the Continuing Disclosure Certificate attached to the
Official Statement and to be executed by the District upon the issuance of the Notes. These
agreements have been made in order to assist the Underwriter in complying with the Rule.
Except as disclosed in the Preliminary Official Statement, the District has not in the previous five
years failed to comply in any material respect, and is as of the date hereof in compliance in all
material respects, with its disclosure obligations under any prior undertaking related to the Rule
to provide annual reports or notices of material events.

5. The County represents, warrants and agrees as follows:

(a) The County is, and will be at the Closing date, a duly organized, validly
existing and operating political subdivision pursuant to the laws of the State, with full
power and authority to issue the Notes on behalf of the District and to observe and
perform the covenants and agreements set forth in the County Resolution and this
Contract of Purchase.

(b) by official action of the County, prior to or concurrently with the
acceptance hereof, the County (i) has adopted the County Resolution, and authorized and
approved the execution and delivery of this Contract of Purchase, and the performance of
its obligations contained in the Notes, the County Resolution and this Contract of
Purchase, and (ii) the County Resolution is in full force and effect and has not been
amended or supplemented as of the date hereof, and covenants that it will advise the
Underwriter promptly of any proposal to amend or supplement the County Resolution.

(c) the adoption of the County Resolution and the execution and delivery of
this Contract of Purchase and the Notes, and compliance with the provision on the
County’s part contained therein do not and will not conflict with or constitute a breach of
or default under the law, administrative regulation, judgment, decree, statute, indenture,
mortgage, deed of trust, bond, note, resolution, agreement or other instrument to which
the County is a party or by which the County or, to its knowledge, any of its properties
are bound, nor will any such execution, delivery, adoption or compliance result in the
creation or imposition of any lien, charge or other security interest or encumbrance of any
nature whatsoever upon any of the properties or assets of the County which materially
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adversely affects the security for the Notes under the terms of any such law,
administrative regulation, judgment, decree, statute, indenture, mortgage, deed of trust
bond, note, resolution, agreement or other instrument, except as provided in the County
Resolution.

(d)  all consents, approvals and authorizations of governmental or regulatory
authorities or by or on behalf of any creditors or any other third party for the valid
execution and delivery of the Notes and this Contract of Purchase, and the performance
of the County’s obligations contained herein and therein, have been obtained and are in
full force and effect;

(e} other than as set forth in the Official Statement, there is no action, suit,
proceeding, inquiry, or investigation, at law or in equity, before or by any court,
governmental agency, public board or body, which has been formally served on the
County or, to the knowledge of the County, pending or threatened against the County
secking to restrain or enjoin the issuance, sale, execution or delivery of the Notes or the
pledge or application of the Notes pursuant to the County Resolution, to an extent which
would have a materially adverse effect on the security for the Notes or in any way
contesting or affecting the validity of any proceedings of the County taken concerning the
issuance or sale of the Notes, the County Resolution and this Contract of Purchase or any
other agreement or instrument to which the County is a party or by which the County or
any of its properties are bound or the federal tax exempt status of interest on the Notes or
contesting in any way the completeness or accuracy of the Preliminary Official Statement
or the Official Statement, as amended or supplemented, or the existence or powers of the
County relating to the issuance of the Notes, the adoption of the County Resolution or the
execution and delivery of this Contract of Purchase;

49 all representations and warranties set forth in the County Resolution are
true and correct on the date hereof and are made for the benefit of the Underwriter as if
set forth herein;

(g)  a copy of the County Resolution has been delivered to the Underwriter,
and the County Resolution will not be amended or repealed without the consent of the
Underwriter, which consent will not be unreasonably withheld;

(h)  the County has not issued and will not issue any obligation or obligations,
other than the Notes, to finance the working capital deficit of the District for which the
Notes are being issued;

(i) the terms and provisions of this Contract of Purchase comply in all
material respects with the requirements of the County Resolution, and on the Closing
Date, the County Resolution will be in full force and effect and will not have been
supplemented or amended, and this Contract of Purchase constitutes, and the County
Resolution, assuming due authorization, execution and delivery by the other respective
parties thereto, will constitute, the wvalid and binding obligations of the County,
enforceable in accordance with its terms, subject to bankruptcy, insolvency, moratorium
and other similar laws affecting creditors’ rights generally and to equitable principles
when equitable remedies are sought;
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)] the County is not in violation or breach of or default under any applicable
law or administrative rule or regulation of the United States or any state thereof having
Jurisdiction over the County or its properties, or of any department, division, agency or
instrumentality of any state thereof, or any applicable court judgment or administrative
decree or order, or any lease, note, resolution, indenture, contract, agreement or other
instrument to which the County is a party or is otherwise (1o its knowledge) subject or
bound, or to which any of its property is otherwise subject, which in any way materially
affects the issuance of the Notes or the validity thereof, this Contract of Purchase or the
County Resolution, or materially adversely affects the ability of the County to perform
any of its obligations under any thereof;

(k) any certificate signed by an authorized officer of the County and delivered
to the Underwriter shall be deemed a representation and warranty by the County in
connection with this Contract of Purchase to the Underwriter as to the statements made
therein for the purposes for which such statements are made;

(N the County will furnish such information, execute such instruments and
take such other action in cooperation with the Underwriter, as the Underwriter may
reasonably request in order to qualify the Notes for offer and sale under the Blue Sky or
securities laws and regulations of such states and other jurisdictions of the United States
as the Underwriter may request; provided, however, that the County will not be required
to consent to service of process in any such jurisdiction or to qualify as a foreign
corporaticn in any such jurisdiction;

(m) the County Resolution creates a valid pledge of, lien on, and security
interest in, the Notes and the other funds and assets purported to be pledged under such
County Resolution, prior in right to any other pledge, lien or security interest in the Notes
or such other funds and assets. All of the Notes shall be general obligations of the
District, and, to the extent not paid from revenues pledged thereto, they shall be paid
from any other moneys of the District lawfully available therefor, and are not payable
from County moneys;

(n) the County shall cause the Notes, duly executed and authenticated,
together with the other documents hereinafter mentioned, to be delivered to the
Underwriter at 8:00 a.m., California time, on the Closing Date or at such other time or
date as may be mutually agreeable to the County, the District and the Underwriter, at the
Newport Beach office of Stradling Yocca Carlson & Rauth, a Professional Corporation
(“Bond Counsel™), or such other place as the County, the District and the Underwriter
shall mutually agree; and

(0) at the time of acceptance hereof by the District, and at the Closing Date,
the information in the Official Statement under the caption “COUNTY INVESTMENT
POOL” and in Appendix F thereto is and will be true, carrect and complete in all material
respects and does not and will not omit to state any material fact necessary to make the
statements therein not misleading in any material respect.

6. ‘The Underwriter has entered into this Contract of Purchase in reliance upon the
representations, warranties and covenants of the County and the District contained in the
8
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Resolutions and to be contained in the documents and instruments to be delivered at the Closing
(hereinafter referred to collectively as the “Delivery Certificates™) and upon the performance by
the District and the County of their respective obligations hereunder and under the Resolutions
(collectively, the “Documents”), both as of the date hereof and as of the Closing Date.
Accordingly, the Underwriter’s obligation under this Contract of Purchase to purchase, to accept
delivery of and to pay for the Notes shall be subject to the performance by the County and the
District of their respective obligations to be performed hereunder and under the Documents to
which they are a party at or prior to the Closing and shall alsc be subject to the following
conditions, including the delivery by each of the District and the County of such documents as
are contemplated hereby in form and substance satisfactory to Bond Counsel and to the
following additional conditions:

(a) The representations and warranties of the County and the District
contained herein and in their respective Delivery Certificates shall be true, complete and correct
in all material respects as of the date thereof, and the representations and warranties of the
County and the District contained in their respective resolution shall be true, complete and
correct in all material respects on the date hereof and on and as of the date of the Closing, as if
made on the date of the Closing. The County and the District shall inform the Underwriter prior
to the Closing if it has actual knowledge that any of the representations and warranties contained
herein or in their respective Delivery Certificate, or resolution has become false or misleading
prior to the Closing.

(b) At the time of the Closing, all official action of the County and the District
relating to the Resolutions shall be in full force and effect and shall not have been revoked,
amended, modified or supplemented.

(c) The Underwriter shall have the right to terminate the Underwriter’s
obligation under this Contract of Purchase to purchase, to accept delivery of and to pay for the
Notes by notifying the District and the County of its election to do so if, after the execution
hereof and prior to the Closing: (i) the offering, sale and delivery of the Notes or the market
price thereof, in the reasonable opinion of the Underwriter, has been or will be materially and
adversely affected by an amendment or proposed amendment to the Constitution of the United
States or the State or by any federal or State legislation or the promulgation or proposed
promulgation of any rule or regulation thereunder or by any decision of any federal, State, or
local court or by any ruling or regulation (final, temporary or proposed) by or on behalf of the
Treasury Department of the United States, the Internal Revenue Service or other federal or State
authority, affecting (1) the federal income tax status of the District, its property or income or its
obligations (including the Notes) or (2) the federal income tax status of the interest on the Notes
or the validity of the Notes or any of the Documents; or (ii} there shall have occurred any
outbreak of hostilities or escalation of hostilities or change in financial markets or other national
or international calamity or crisis, in the reasonable opinion of the Underwriter, would make it
impracticable or inadvisable to proceed with the offer, sale or delivery of the Notes on the terms
. and in the manner contemplated in the Official Statement; or (iii) there shall have occurred a
general suspension of trading on the New York Stock Exchange or the declaration of a general
banking moratorium by the United States or authorities of the States of New York or California;
ar (iv) there shall have occurred any adverse change or any development involving a prospective
change in the condition, financial or otherwise, of the District, which, in the reasonable opinion

9
DOCSOC/1416105v4/022534-0045



of the Underwriter, would make it impracticable or inadvisable to proceed with the offer, sale or
delivery of the Notes on the terms and in the manner contemplated in the Official Statement; or
(v) there shall have occurred a default under any federal bankruptcy laws by or against any state
of the United States or any local agency located in the State or any local agency located in the
United States having a population of over 500,000, the effect of which, in the reasonable opinion
of the Underwriter, would make it impracticable or inadvisable to proceed with the offer, sale or
delivery of the Notes on the terms and in the manner contemplated in the Official Statement; or
(vi) legislation shall be enacted, or a decision of a court of competent jurisdiction shall be
rendered or any action shall be taken by or on behalf of, the Securities and Exchange
Commission, the California Department of Corporations or any other federal or state
governmental agency having jurisdiction in the subject matter which, in the opinion the
Underwriter, has the effect of requiring registration or qualification of the issuance, offering or
sale of the Notes, or of obligations of the general character of the Notes as contemplated hereby,
under the Securities Act of 1933, as amended, or the Resolutions under the Trust Indenture Act
of 1939, as amended; or (vii) the New York Stock Exchange or other national securities
exchange, or any governmental authority, shall impose, as to the Notes or obligations of the
general character of the Notes, any material restrictions not now in force or being enforced, or
increase materially those now in force, with respect to extension of credit by, or the charges to
the net capital requirements of, the Underwriter.

(d Any event shall have occurred or shall exist which either (i) makes untrue
or incorrect in any material respect any statement or information contained in or appended to the
Official Statement, or (ii) is not reflected in the Official Statement or the Appendices thereto and
should be reflected therein in order to make the statements and information contained therein not
misleading in any material respect (for the purposes of this paragraph the Preliminary Official
Statement shall be deemed to be the Official Statement until such time as a final Official
Statement is printed and delivered to the Underwriter).

(e) The District and the County shall fail to deliver the Notes to the
Underwriter as provided herein.

69) At or prior to the Closing, the Underwriter shall have received the
following documents:

(D The Official Statement.
(2) A certified copy of the County Resolution.
3) A certified copy of the District Resolution.

(4)  The unqualified approving opinion, dated the Closing Date and
addressed to the District, of Bond Counsel in the form attached to the Official Statement
as Appendix B, together with a letter to the Underwriter stating that the Underwriter is
entitled to rely on such approving opinion.

(5) A supplemental opinion, dated the Closing Date and addressed to
the Underwriter, of Bond Counsel in form and substance satisfactory to the Underwriter,
to the effect that:
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_ (i)  the statements contained in the Official Statement dated

, 2010 (the “Official Statement™) under the captions “INTRODUCTION,”
“THE NOTES,” “SECURITY FOR AND SOURCES OF PAYMENT OF THE
NOTES,” “TAX MATTERS” and “APPENDIX B - FORM OF OPINION OF
BOND COUNSEL” insofar as such statements purport to summarize certain
provisions of the Notes, the Resolutions and Bond Counsel’s opinion as to the
exclusion from gross income for federal income tax purposes of interest on the
Notes are accurate in all material respects (excluding therefrom financial
statements and statistical data as to which no opinion need be expressed); and

(ii)  the Notes are not subject to the registration requirements of
the Securities Act of 1933, as amended, and the Resolutions are exempt from
qualification pursuant to the Trust Indenture Act of 1939, as amended.

(6) Disclosure Counsel Letter. A letter from Stradling Yocca Carlson
& Rauth, a Professional Corporation, Disclosure Counsel, addressed to the Underwriter to the
effect that, without having undertaken to determine independently the accuracy or completeness
of the statements contained in the Official Statement, but on the basis of their participation in
conferences with representatives of the District and others, and their examination of certain
documents, as a matter of fact but not opinion, nothing has come to their attention which has led
them to belicve that the Official Statement contains any untrue statement of a material fact or
omits to state a material fact required to be stated therein or necessary to make the statements
therein, in light of the circumstances under which they were made, not misleading (except that
no opinion or belief need be expressed as to any financial or statistical data, assessed valuations,
any forecasts, any assumptions or any expressions of opinion contained in the Official Statement,
or as to any information related to DTC or CUSIP numbers therein);

(7 A certificate, each from the County and the District, dated the
Closing Date and signed by an authorized officer of the County or the District,
respectively, to the effect that, to their best knowledge, belief and information:

(i) the representations and warranties of the County or District
contained in this Contract of Purchase are true and correct in all material respects
on and as of the date of the Closing as if made on the date of the Closing;

(i)  none of the proceedings or authority for the execution and
delivery of the Note by the County or the District has been repealed modified,
amended, revoked or rescinded; and

(ili)  no event affecting the County or the District has occurred
since the date of the Official Statement which should be disclosed in the Official
Statement for the purposes for which it is to be used or which it is necessary to
disclose therein in order to make the statements and information therein not
misleading in any material respect.

(8) At the Closing, a certificate of the District executed by an
authorized officer of the District, in form and substance acceptable to the Underwriter
and Bond Counsel, dated as of the Closing Date, setting forth facts, estimates and
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circumstances concerning the use or application of the proceeds of the Notes, and stating
in effect that on the basis of such facts, estimates and circumstances in existence on the
date of the Closing, it is not expected that the proceeds of such Notes will be used in a
manner that would cause such Notes to be “arbitrage bonds” within the meaning of
Section 148(a) of the Internal Revenue Code of 1986 (the “Code™) and the regulations
promulgated thereunder or under the statutory predecessor of the Code.

9 At or prior to the Closing, evidence shall be delivered that the
Notes shall have been rated ” by Standard & Poor’s, and that such rating is in full
force and effect as of the Closing Date.

(10) Ewvidence that the federal tax information Form 8038-G has been
prepared for each District;

(11)  An opinion, dated the Closing Date, of counsel to the District in
substantially the form attached hereto as Exhibit A, and

(12)  An opinion, dated the Closing Date, of counsel to the County in
substantially the form attached hereto as Exhibit B, and

(13)  Such legal opinions, certificates, proceedings, instruments and
other documents as the Underwriter or Bond Counsel may reasonably request to evidence
(1) compliance by the County or the District with legal requirements, (ii) the truth and
accuracy, as of the time of Closing, of the representations of the County or the District
herein contained or as contained in the Delivery Certificate, (iii) the due performance or
satisfaction by the County or the District at or prior to such time of all agreements then
required to be performed and all conditions then required to be satisfied by the County or
the District, and (iv) that the information concerning the County or the District in the
Official Statement does not contain any untrue statement of a material fact or omit to
state a material fact necessary in order to make the statements made, in the light of the
circumstances under which they were made, not misleading,.

All of the opinions, letters, certificates, instruments and other documents mentioned in
this Contract of Purchase shall be deemed te be in compliance with the provisions hereof if, and
only if, they are in form and substance satisfactory to the Underwriter.

If the County or the District shall be unable to satisfy the conditions to the obligation of
the Underwriter to purchase, to accept delivery of and to pay for the Notes contained in this
Contract of Purchase, or if the obligation of the Underwriter to purchase, to accept delivery of
and to pay for the Notes shall be terminated for any reason permitted by this Contract of
Purchase, this Contract of Purchase shall terminate and neither the Underwriter, the County nor
the District shall be under further obligation hereunder, and except that the respective obligations
of the County, the District and the Underwriter set forth in paragraph 9 hereof shall continue in
full force and effect.

7. (a) Upon the delivery of the Notes to and payment thereof from the Underwriter,
the District shall pay solely from the proceeds of the Notes, all expenses incident to the issuance
of the Notes, including, but not limited to, (i) the cost of printing and preparation for printing of
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the preliminary and final Official Statements, as well as the postage or delivery costs incurred in
connection with distribution of the preliminary and final Official Statements in connection with
the offering of the Notes; (ii) the cost of preparing the definitive Notes; (iii) the fees and
disbursements of Bond Counsel, and the rating agencies and any other experts or consultants and
the fees and expenses of any counsel retained by any such person or firm; and (iv) Blue Sky
registration fees, if any. In the event the Underwriter does not purchase the Notes, the District
shall be under no obligation to pay any expenses incident to the issuance of the Notes.

(b) The Underwriter shall pay: (i) all advertising expenses in connection with
the offering of the Notes; (ii) all other expenses incurred by them in connection with the offering
and distribution of the Notes; and (iii} the fees of CUSIP and CDIAC in connection with the
Notes.

8. Any notice or other communication to be given to any of the participating District
under this Contract of Purchase may be given by delivering the same in writing if to the County,
to the County Treasurer, County of Riverside, 4080 Lemon Street, 4™ Floor, Riverside,
California 92502; if to the District, to Corona-Norco Unified School District, 2820 Clark
Avenue, Norco, California 92860; and any notice or other communication to be given to the
Underwriter under this Contract of Purchase may be given by delivering the same in writing to
Piper Jaffray & Co., 2321 Rosecrans Avenue, Suite 3200, El Segundo, California 90245,
Attention: Municipal Finance.

9. This Contract of Purchase is made solely for the benefit of the County, the
District and the Underwriter, and no other person shall acquire or have any right hereunder or by
virtue hereof. All of the representations, warranties and agreements of the County and the
District contained in this Contract of Purchase and the Resolutions shall remain operative and in
full force and effect regardless of (i) any investigations made by or on behalf of the Underwriter,
(ii) delivery of any payment for the Notes pursuant to this Contract of Purchase and (iii) any
termination of this Contract of Purchase.

10.  This Contract of Purchase shall become effective upon the execution of the
acceptance hereof by a duly authorized signatory of the County and by a duly authorized
signatory of the District, which acceptance hereof shall be indicated on the signature page hereof,
and shall be valid and enforceable as of the time of such acceptance, This Contract of Purchase
may be executed by facsimile transmission and in several counterparts, each of which shall be
regarded as an original and all of which shall constitute one and the same document.
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11. This Contract of Purchase shall be governed by and construed in accordance with
the laws of the State of California,

Accepted this day of

DOCSOC/1416105v4/022534-0045

, 2010

Very truly yours,

PIPER JAFFRAY & CO.

By:

Authorized Representative

CORONA-NORCO UNIFIED SCHOOL
DISTRICT

By:

Authorized Representative
COUNTY OF RIVERSIDE
By:

Authorized Representative

Approved as to form:

COUNTY COUNSEL
By:
Deputy County Counsel
14



EXHIBIT A
[FORM OF OPINION OF COUNSEL TO THE DISTRICT)]

: s
CORONA-NORCO UNIFIED SCHOOL DISTRICT
COUNTY OF RIVERSIDE, STATE OF CALIFORNIA
2010-11 TAX AND REVENUE ANTICIPATION NOTES

(Introduction)

1. The District is a duly organized, validly existing and operating school district
pursuant to the laws of the State of California.

2. The District Resolution was duly adopted at a meeting of the governing body of
the District which was called and held pursuant to law and with all public notice required by law
and at which a quorum was present and acting at the time of adoption.

3. The District resolution and the Note Purchase Contract have been duly executed
and remain in effect and valid, binding and enforceable against the District except as limited by
bankruptcy, moratorium, reorganization, insolvency or other laws affecting creditors; rights
generally or by the exercise of judicial discretion in accordance with general principles of equity
or otherwise in appropriate cases.

4. To the best of our knowledge, there is no litigation against the District of any
nature pending or threatened to restrain or enjoin the issuance, sale, execution or delivery of the
Notes, or any of the proceedings taken with respect to the issuance and sale of the Notes, the
application of moneys to the payment of the Notes or in any manner questioning the proceedings
and authority under which the Notes were authorized or affecting the validity of the Notes or the
title of officials of the District who have acted with respect to the proceedings for the issuance
and sale of the Notes to their respective offices.

5. The issuance of the Notes does not and will not conflict with or constitute on the
part of the District a material breach of, or a default under any instrument, to which the District is
subject or by which it is bound.

A-1
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EXHIBIT B
[FORM OF OPINION OF COUNTY COUNSEL]

S
CORONA-NORCO UNIFIED SCHOOL DISTRICT
COUNTY OF RIVERSIDE, STATE OF CALIFORNIA
2010-11 TAX AND REVENUE ANTICIPATION NOTES

(Introduction)

1. The County is a political subdivision duly organized and validly existing under
the laws of the State of California.

2, The County Resolution was duly adopted at a meeting of the governing body of
the District which was called and held pursuant to law and with all public notice required by law
and at which a quorum was present and acting at the time of adoption.

3. The County Resolution and the Note Purchase Contract have been duly executed
and remain in effect and are valid, binding and enforceable against the County except as limited
by bankruptcy, moratorium, reorganization, insolvency or other laws affecting creditors’ rights
generally or by the exercise of judicial discretion in accordance with general principles of equity
or otherwise in appropriate cases.

4, To the best of our knowledge, there is no litigation against the County of any
nature pending or threatened to restrain or enjoin the issuance, sale, execution or delivery of the
Notes, or any of the proceedings taken with respect to the issuance and sale of the Notes, the
application of moneys to the payment of the Notes or in any manner questioning the proceedings
and authority under which the Notes were authorized or affecting the validity of the Notes or the
title of officials of the County who have acted with respect to the proceedings for the issvance
and sale of the Notes to their respective offices.

5. The 1ssuance of the Notes does not and will not conflict with or constitute on the

part of the County a material breach of, or a default under any instrument, to which the County is
subject or by which it is bound.
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2010-11 RESOLUTION NO. 41

RESOLUTION OF THE BOARD OF EDUCATION OF THE CORONA-
NORCO UNIFIED SCHOOL DISTRICT AUTHORIZING THE ISSUANCE OF
2010-11 TAX AND REVENUE ANTICIPATION NOTES FOR THE DISTRICT
AND REQUESTING THE BOARD OF SUPERVISORS OF THE COUNTY OF
RIVERSIDE TO ISSUE THE NOTES

WHEREAS, the Board of Education (“the District Board™) desires to authorize the issuance of
its 2010-11 Tax and Revenue Anticipation Notes (the “Notes™) by requesting the Board of Supervisors
(the “County Board”) of Riverside County (the “County™) to issue the Notes on behalf of the Corona-
Norco Unified School District { the “District™); and

WHEREAS, pursuant to Sections 53850 er seq. of the Government Code of the State of
California (the “Act™) contained in Article 7.6 thereof, entitled “Temporary Borrowing™ that provides
for temporary borrowing by certain local agencies on or after the first day of any fiscal year (being
July 1), the District Board may borrow money by issuing notes for any purpose for which the District is
authorized to use and expend moneys, including but not limited to current expenses, capital

expenditures, investment and reinvestment and the discharge of any obligation or indebtedness of the
District; and

WHEREAS, Section 53853 of the Act provides that such Notes must be issued in the name of
the District by the County Board of Supervisors, the County Superintendent of Schools of which has
jurisdiction over the District, as soon as possible following the receipt of a resolution of the governing
board of the District requesting the borrowing; and

WHEREAS, the County Superintendent of the County of Riverside has jurisdiction over the
District, and the District Board, being the governing board of the District, hereby requests a borrowing
of nat to exceed Fifty Million Dollars {$50,000,000) at an interest rate not to exceed six percent (6%)
per annum, through the issuance by the County Board of the Notes in the name of the District to be sold
by negotiated sale; and

WHEREAS, in accordance with the Act, such Notes shall be payable no later than fifteen
months after their date of delivery, and such Notes shall be payable only from revenue received or
accrued during the fiscal year 2010-11; and

WHEREAS, pursuant to Section 53856 of the Act, the District may pledge any taxes, income,
revenue, cash receipts or other moneys, including moneys deposited in inactive or term deposits (but
excepting certain moneys encumbered for a special purpose); and this Resolution specifies that certain
unrestricted revenues which will be received or accrued by the District for the General Fund of the
District during fiscal year 2010-11 are pledged for the payment of the Notes; and

WHEREAS, the Notes shall be a genera! obligation of the District, and to the extent not paid
from the taxes, income, revenue, cash receipts and other moneys of the District pledged for the
payment thereof shall be paid with interest thercon from any other moneys of the District lawfully
available therefor, as required by Section 53857 of the Act; and

WHEREAS, the Notes shall be in denominations of $5,000, or integral multiples thereof, as
permitted by Section 53854 of the Act; shall be issued on a date to be designated and shall be in the



form and executed in the manner prescribed in this Resolution, all as permitted and required by
Section 53833 of the Act; and

WHEREAS, the District Board finds and determines that, as required by Section 53858 of the
Act, the $50,000,000 maximum principal amount of Notes authorized to be issued in the name of the
District by the County Board in fiscal year 2010-11, when added to the interest payable thereon, does
not exceed eighty-five percent (85%) of the estimated amount of the uncollected taxes, income,
revenue (including but not limited to revenue from state and federal governments), cash receipts and

other moneys of the District which will be available for the payment of the Notes and interest thereon;
and

WHEREAS, the Notes will not be issued in an amount greater than the sum of the maximum
anticipated cumulative cash flow deficit to be financed by the anticipated tax or other revenue sources
for the period for which such taxes or other revenues are anticipated and during which such Notes are
outstanding plus a permitted working capital reserve, all as provided in Section 1.103-14(c) of the
Income Tax Regulations of the United States Treasury; and

NOW, THEREFORE, the Board of Education of the Corona-Norco Unified School District
hereby resolves as follows:

Section 1. Authorization of Issnance of Notes; Terms Thereof. Paying Agent. The
District Board hereby requests the County Board to issue, in the name of the District, an amount not
to exceed $50,000,000 principal amount of Notes under the Act, designated *Corona-Norco Unified
School District, Riverside County, State of California, 2010-11 Tax and Revenue Anticipation
Notes” (the “Notes”); to be numbered from | consecutively upward in order of issuance; to be in the
denominations of $5,000, or integral multiples thereof} to be dated the date of delivery thereof; to
mature (without option of prior redemption) on the date set forth in the official statement pertaining
to the Notes (the “Official Statement™), but in no event later than fifteen months after the date of
issuance, ot if such date is not a day on which banks in New York or California are open for
business, on the last day such banks are open for business prior to such date; and, unless otherwise
provided for in the Notes or the Official Statement, to bear interest, payable on or before the twelve
month anniversary following the date of issuance and at maturity and computed on a 30-day
month/360-day year basis at the rate or rates determined at the time of safe thereof, but not in excess
of six percent (6%) per annum, Both the principal of and interest on the Notes shall be payable, only
upon surrender thereof, in lawful money of the United States of America at the office of the
Treasurer-Tax Collector of Riverside County (the “Treasurer-Tax Collector”) or, if so designated by
the County Board, at the office of any banking institution selected to be the paying agent for the
Notes (in such capacity, the “Paying Agent”). No interest shall be payable on any Note for any
period after maturity during which the registered owner thereof fails to properly present such Note
for payment, The Treasurer-Tax Collector of Riverside County is authorized to designate any
banking institution to perform the services of Paying Agent for the Notes. This Board hereby

approves the payment of the reasonable fees and expenses of the Paying Agent as they shall become
due and payable.

Section 2. Form of Notes. The Notes shall be issued in registered form and shall be
substantially in the form set forth in Exhibit A attached hereto and by reference incorporated herein,
the blanks in said form to be filled in with appropriate words and figures. The Notes shall be initially
registered in the name of “Cede & Co.” as nominee of The Depository Trust Company, and shall be
evidenced by one note in the full principal amount of the Notes. The Depository Trust Company,



New York, New York is hereby appointed depository for the Notes. Registered ownership may not
thereafier be transferred except as set forth in Section 4 hereof. There shall be attached to each Note,
the legal opinion of Stradling Yocca Carlson & Rauth, a Professional Corporation, respecting the
validity of said Notes,

Section 3. Deposit of Note Proceeds: Tax Covenants.

-(A)  Themeneys received by the District from the issuance of the Notes shall be deposited
in the General Fund of the District. The District hereby covenants that it will make no use of the
preceeds of the Notes that would cause the Notes to be “arbitrage bonds” under Section 148 of the
Internal Revenue Code of 1986, as amended (the “Code™); and, to that end, so long as any of the
Notes are outstanding, the District, and all of its officers having custody or control of such proceeds,
shall comply with all requirements of Section 148 of the Code, including restrictions on the use and
investment of proceeds of the Notes and the rebate of a portion of investment earnings on certain
amounts, including proceeds of the Notes, if requited, to the Federal government, and of the Income
Tax Regulations of the United States Treasury promulgated thereunder or under any predecessor
provisions, to the extent that such regulations are, at the time, applicable and in effect, so that the
Notes will not be “arbitrage bonds.” The District further covenants that it shall at all times do and
perform all acts and things necessary and within its power and authority, including complying with
each applicable requirement of Section 103 and Sections 141 through 150 of the Code, to assure that

interest paid on the Notes shall, for the purposes of federal income taxes, be excludable from the
gross income of the recipients thereof.

(B)  Notwithstanding any other provision of this Resolution to the contrary, upon the
District’s failure to observe, or refusal to comply with, the covenants contained in this Section, no
one other than the owners or former owners of the Notes or the Paying Agent shall be entitled to
exercise any right or remedy under this Resolution on the basis of the District’s failure to observe, or
refusal to comply with, such covenants.

(C)  The covenants contained in this Section 3 shall survive the payment of the Notes.

(D)  Notwithstanding any provision of this Section, if the District shall provide to the
Paying Agent an opinion of nationally recognized bond counsel that any specified action required
under this section is no longer required or that some further or different action is required to maintain
the exclusion from gross income for federal income tax purposes of interest on the Notes, the Paying
Agent and the District may conclusively rely on such opinion in complying with the requirements of
this Section 3, and the covenants hereunder shall be deemed to be modified to that extent.

Section 4. Payment of Notes.

(A)  Source of Payment. The principal amount of the Notes, together with the interest
thereon, shall be payable from taxes, income, revenue, cash receipts, and other money of the District
as provided in Section 53856 of the Act, which are received or accrued during fiscal year 2010-11 for
the General Fund of the District and which are lawfully available for the payment of current expenses
and other obligations of the District (the “Unrestricted Revenues”).

The Notes shall be a general obligation of the District, and, to the extent the Notes and the
interest thereon are not paid from the Unrestricted Revenues transferred to the Repayment Fund (as



defined in Section 4(E) below), the Notes shall be paid with interest thergon from any other moneys of
the District lawfully available therefor, as provided in Section 4(C) below,

(B)  Pledged Revenues. As security for the payment of the principal of and interest on the
Notes, the District hereby pledges to transfer to the Repayment Fund (i) the first Unrestricted
Revenues received by the District in the month ending July 31, 2011 until an amount equal to
seventy percent (70%) of the aggregate principal amount of the Notes is on deposit therein; and
(if) the first Unrestricted Revenues received by the District in the month ending August 31, 2011
until an amount cqual to the aggregate principal amount of and interest due on the Notes through
roaturity is on deposit therein; provided, howevet, that the foregoing dates and deposit amounts may
be changed to other dates and amounts as provided for in the Notes upon their delivery and in the
Official Statement and such dates shall be the operative dates for this Section 4(B) as if set forth in
this paragraph and shall be binding on the District (such pledged amounts being hereinafter called the
“Pledged Revenues™).

The principal of the Notes and the interest thereon shall be a first lien and charge
against, and shall be payable from, the first moneys received by the District from such Pledged
Revenues, as provided in Section 53856 of the Act and upon amounts in the Repayment Fund,

(Cy  Other Pledged Moneys. In the event that there are insufficient Unrestricted Revenues
received by the District to permit the deposit into the Repayment Fund of the full amount of Pledged
Revenues to be deposited into the Repayment Fund from Unrestricted Revenues in a month, then the
amount of any deficiency shall be satisfied and made up from any other moneys of the District
lawfully available for repayment of the Notes and the interest thereon, all as provided in
Sections 53856 and 53857 of the Act (the “Other Moneys™). Such Other Moneys and any
Unrestricted Revenues shall be transferred to the Repayment Fund on a daily basis, as such amounts
are received by the District, until the required deposits to the Repayment Fund for such month and
any prior month have been made.

(D)  Covenant Regarding Additional Short-term Borrowing. The District hereby
covenants and warrants that, unless otherwise agreed to by the Underwriter in the Contract of
Purchase (each as defined below), it will not request the Treasurer-Tax Collector to make temporary
transfers of funds in the custody of the Treasurer-Tax Collector to meet any obligations of the
District during the 2010-11 fiscal year pursuant to the authority of Article XVI, Section 6 of the
Constitution of the State of California or any other legal authority until all of the required deposits to
the Repayment Fund hereunder shall have been made.

(E)  Deposit of Pledged Revenues and Other Moneys in Repayment Fund. The Pledged

Revenues transferred in accordance with Section 4(B) above and any Other Moneys transferred in
accordance with Section 4(C) above shall be held by the Paying Agent or the Treasurer-Tax
Collector in a special fund designated as the “Corona-Norco Unified School District, Riverside
County, State of California, 2010-11 Tax and Revenue Anticipation Notes Repayment Fund” (herein
called the “Repayment Fund”) and applied as directed in this Resolution. Any moneys deposited into
the Repayment Fund are pledged to secure and shall be for the exclusive benefit of the holders of the
Notes, and until the Notes and all interest thereon are paid or until provision has been made for the
payment of the Notes at maturity with interest to maturity, the maneys in the Repayment Fund shall
be applied only for the purposes for which the Repayment Fund is created, and the District shall have
no right to transfer moneys out of the Repayment Fund.




) Disbursement and Investment of Moneys in Repayment Fund., From the date this

Resolution takes effect, all Pledged Revenues and Other Moneys shall, when received, be accounted
for in the Repayment Fund. After such date as the amount of Pledged Revenues and Other Moneys
accounted for in the Repayment Fund shall be sufficient to pay in full the principal of and interest on
the Notes, when due, any moneys in excess of such amount remaining in or accruing to the
Repayment Fund shall be transferred to the General Fund of the District upon the request of the
District. On the maturity date of the Notes, the moneys in the Repayment Fund shall be used, to the
extent necessary, to pay the principal of and interest on the Notes.

Moneys accounted for in the Repayment Fund, to the greatest extent possible, shall be invested
at the request of the District, by the Treasurer-Tax Collector, or, if held by the Paying Agent, then by
the Paying Agent, only in investments permitted by California law, as it is now in effect and as it may
be amended, modified or supplemented from time to time, and which are described in Section 10 of this
Resolution; provided that no such investments shall have a maturity date later than the maturity date of
the Notes.

Section 5. Execution of Notes. The District hereby requests the Chairman of the County
Board io sign the Notes manually or by facsimile signature, the Treasurer-Tax Collector to sign the
Notes manually or by facsimile signature and the Clerk of the County Board (the “Clerk™) to
countersign the Notes manually or by facsimile signature, provided that at least one of the foregoing
or the Paying Agent shall sign manually, and for the Clerk to affix the seal of the County therete by
facsimile impression thereof. Each of the foregoing officers is authorized and requested to cause the
blank spaces in the form of the Notes attached hereto as Exhibit A to be filled in with the appropriate
information and for such other changes to be made to the Notes so as to conform them to the terms
upon which they are sold.

Section 6.  Salp of the Notes. The Notes are authorized to be sold upon the terms
provided in the County Resolution; provided that the aggregate principal amount of the Notes does
not exceed Fifty Million Doilars ($50,000,000) and the interest rate does not exceed six percent
(6.0%) per annum.

Section 7. Appointment of Underwriter and Bond Counsel; Authorization of Preliminary
Official Statement and Official Statement. Piper Jaffray & Co. (the “Underwriter”) is hereby
designated the Underwriter in connection with the issuance of the Notes, Stradling Yocca Carlson &
Rauth, a Professional Corporation (*Bond Counsel”), is hereby designated as bond counsel and
disclosure counsel to the District in connection with the issuance of the Notes. The form of
Agreement for Legal Services between the District and Bond Counsel, substantially in the form
presented to this meeting and on file with the Clerk of the District Board, is hereby approved. Any
one of the Superintendent or the Assistant Superintendent, Business Services or a designated deputy
thereof is hereby authorized to execute and deliver the Agreement for Legal Services, and the
Superintendent or the Assistant Superintendent, Busincss Services of the District are each hereby
authorized and requested to acknowledge such Agreement for Legal Services, if necessary, such
approval to be conclusively evidenced by his or her execution and delivery thereof. The form of the
Preliminary Official Statement, substantially in the form presented to this meeting and on file with
the Clerk of the District Board, is hereby approved, and such Preliminary Official Statement, together
with such changes thereto as are approved by the Superintendent or the Assistant Superintendent,
Business Services, or their designees, is authorized to be used by the Underwriter in connection with
the offering and sale of the Notes. The Superintendent, the Assistant Superintendent, Business
Services, or the written designee of either, each acting alane, are hereby authorized and requested to



execute and deliver a final Official Statement; such execution shall conclusively evidence the
District’s approval of such Official Statement. The Superintendent, the Assistant Superintendent,
Business Services, or the written designee of either, each acting alone, are also authorized to deem

the Preliminary Official Statement “final” pursuant to Rule 15¢2-12 of the Securities Exchange Act
of 1934 prior to its distribution.

Section 8. Approval of Contract of Purchase. The Notes shall be sold to the Underwriter
at negotiated sale. The form of Contract of Purchase for the Notes, substantially in the form
presented to this meeting and on file with the Clerk of the District Board, is hereby approved. Any
one of the Superintendent or the Assistant Superintendent, Business Services, or the written designee
of either, each acting alone, is hereby authorized to execute and deliver the Contract of Purchase, and
the Superintendent or the Assistant Superintendent, Business Services of the District are each hereby
authorized and requested to acknowledge such Contract of Purchase, if necessary, such approval to
be conclusively evidenced by his or her execution and delivery thereof; provided, however, that the
maximum interest rate on the Notes shall not exceed six percent (6%) per annum and that the
Underwriter’s discount shall not exceed one quarter of one percent (0.25%) of the par amount of the
Notes. Any one of the Superintendent or the Assistant Superintendent, Business Services or the
written designee of either, each acting alone, is hereby further autherized to determine the maximum
principal amount of Notes to be specified in the Contract of Purchase, up to $50,000,000, and to enter
into and execute the Contract of Purchase with the Underwriter, if the conditions set forth in this
Resolution are satisfied.

Section 9. Delivery of Notes. The proper officers of the County Board are hereby
requested to deliver the Notes to the purchaser. All actions herctofore taken by the officers and
agents of the District Board, including the Superintendent or the Assistant Superintendent, Business
Services or their designees, with respect to the Notes are hereby approved, confirmed and ratified,
and the officers of the District Board, including the Superintendent and Assistant Superintendent,
Business Services or their designees, are hereby authorized and directed to do any and all things and
take any and all actions which they, or any of them, may deem necessary or advisable in order to
consummmate the lawful issuance and delivery of the Notes in accordance with this Resolution and
any resolution hereafter adopted by the County Board.

Section 10.  Proceeds of Notes Conditionally Pledged; Investment of Note Proceeds.
Notwithstanding anything to the contrary contained herein, any unexpended proceeds of the Notes
shall be pledged to the payment of the Notes in the event and to the extent sufficient Pledged
Revenues of the District and Other Moneys are not deposited into the Repayment Fund as required
by Sections 4(B) and 4(C) above. In addition to investments in the Treasurer-Tax Collector’s
Investment Pool, pursuant to Section 53601(1) of the Government Code of the State of California,
the following are hereby designated as additional authorized investments for the proceeds of the
Notes and the Repayment Fund: (i) a guaranteed investment contract with a financial institution or
insurance company which has, or its guarantor has, at the date of execution thereof one or more
outstanding issues of unsecured, uninsured and unguaranteed debt obligations or a claims paying
ability rated not lower than the second highest rating category (without regard to subcategories) by
Standard & Poor’s Ratings Services and Moody’s Investors Service (in which case, the District
Board hereby authorizes the Superintendent or the Assistant Superintendent, Business Services of the
District to execute a cettificate of indemnity holding the Treasurer-Tax Collector and the County, its
officers, employees and servants harmless and indemnifying them from any costs, liabilities, claims
or damages, including but not limited to attorneys’ fees, caused by or arising from the investment of
the funds in such an instrument, or, alternatively, a written agreement to pay for any costs, liabilities,




claims or damages, including but not limited to attorneys’ fees, to the Treasurer-Tax Collector, the
County, its officers, employees and servants, caused by or arising from the investment of the funds in

such an instrument); or (ii} the Local Agency Investment Fund (LAIF) administered by the State of
California.

Section 11.  Continuing Disclosure. The District Board hereby covenants and agrees that
it will comply with and carry out, and authorizes and directs the Superintendent, the Assistant
Superintendent, Business Services or the writien designee of either, each acting alone, to comply
with and carry out, all of the provisions of that certain Continuing Disclosure Certificate to be dated
the daie of issuance and delivery of the Notes, as originally executed and as it may be amended from
time to time in accordance with the terms thereof (the “Continuing Disclosure Certificate™).
Notwithstanding any other provision of this Resolution, failure of the District to comply with the
Continuing Disclosure Certificate shall not be considered an event of default under this Resolution;
however, any Noteholder may take such actions as may be necessary and appropriate, including
seeking mandate or specific performance by court order, to cause the District to comply with its
obligations under the Continuing Disclosure Certificate. The form of the Continuing Disclosure
Certificate, substantially in the form presented to this meeting and on file with the Clerk of the
Board, is hereby approved. The Superintendent, the Assistant Superintendent, Business Services, or
the written designee of either, each acting alone, is hereby authorized and directed to execute and
deliver to the purchaser of the Notes the Continuing Disclosure Certificate, with such changes therein
as any such official may require or approve, such approval to be conclusively evidenced by the
execution and delivery thereof.

Section 12.  Transmittal of Resolution. The Superintendent, or a designee, is hercby
directed to send a certified copy of this Resolution to the County Board, the Treasurer-Tax Collector
and the County Superintendent of Schools.

Section 13.  Further Actions Authorized. The District Board hereby covenants that the
District, and its appropriate officials, will request the County Board and the Treasurer-Tax Collector
to take all proceedings necessary to be taken by them for the levy, collection and enforcement of the
taxes, income, revenue, cash receipts and other moneys pledged under this Resolution in accordance
with law in order to consummate the lawful issuance and delivery of the Notes in accordance with
this Resolution and to manage the Note proceeds and Repayment Fund, including, without limitation,
the execution and delivery of agreements with paying agents, security depositories and investment
agreement providers, and for otherwise carrying out the provisions of this Resolution.



PASSED AND ADOPTED by the Board of Education of the Corona-Norco Unified School
District this 20" day of July, 2010, by the following vote:

AYES: 5
NOES: O
ABSENT: ©
ABSTAIN: 0
by I Wth g g O
Michell A. Skipworth
President, Board of Education
Corona-Norco Unified School District
ATTEST:

P
By: dmf-—b{, Mumﬁam

Cathy L/Bciortino
Clerk of the Board of Education
Corona-Norco Unified School District




CLERK’S CERTIFICATE

I, Cathy L. Sciortino, Clerk of the Board of Education of the Corona-Norco Unified School
District, Riverside County, California, hereby certify as follows:

The following is a full, true and correct copy of a resolution duly adopted at a regular meeting
of the Board of Education of said District duly and regularly and legally held at the regular meeting
place thereof on July 20, 2010, of which meeting all of the members of the Board of Education of said
District had due notice and at which a quorum was present.

[ bave carefully compared the same with the original minutes of said meeting on file and of
recerd in the Superintendent’s office and the foregoing is a full, true and correct copy of the original
resolution adopted at said meeting and entered in said minutes,

Said resolution has not been amended, modified or rescinded since the date of its adoption, and
the same is now in full force and effect.

BPated: July 20, 2010

By: d/‘—d‘-ﬁ% »M\R’;‘L.w_,

C y L. Sciortino
Clerk of the Board of Education
Corona-Norco Unified School District




EXHIBIT A
FORM OF NOTE

REGISTERED REGISTERED
No.1 $

UNLESS THIS NOTE IS PRESENTED BY AN AUTHORIZED REPRESENTATIVE OF THE
DEPOSITORY (AS DEFINED IN THE RESOLUTION) TO THE NOTE REGISTRAR FOR
REGISTRATION OF TRANSFER, EXCHANGE, OR PAYMENT, AND ANY NOTE ISSUED
IS REGISTERED IN THE NAME OF CEDE & CO. OR IN SUCH OTHER NAME AS IS
REQUESTED BY AN AUTHORIZED REPRESENTATIVE OF THE DEPOSITORY (AND
ANY PAYMENT IS MADE TO CEDE & CO. OR TO SUCH OTHER ENTITY AS IS
REQUESTED BY AN AUTHORIZED REPRESENTATIVE OF THE DEPOSITORY), ANY
TRANSFER, PLEDGE, OR OTHER USE HEREOF FOR VALUE OR OTHERWISE BY OR
TO ANY PERSON IS WRONGFUL INASMUCH AS THE REGISTERED OWNER HEREOF,
CEDE & CO., HAS AN INTEREST HEREIN,

CORONA-NORCO UNIFIED SCHOOL DISTRICT

RIVERSIDE COUNTY
STATE OF CALIFORNIA
2010-11 TAX AND REVENUE ANTICIPATION NOTE
Rate of Interest: Note Date: Maturity Date: CUSIP:
% , 2010 2010

REGISTERED OWNER: CEDE & CO.

PRINCIPAL AMOUNT: DOLLARS

FOR VALUE RECEIVED, the Corona-Norco Unified School District (the “District”),
Riverside County, State of California, acknowledges itself indebted to and promises to pay the
Registered Owner identified above, or registered assignee, at the office of U.S. Bank National
Association (the “Paying Agent”), the Principal Amount specified above in lawful money of the United
States of America, on the Maturity Date set forth above, together with interest thereon at the Rate of
Interest per annum set forth above, in like lawful money of the United States of America from the date
hereof until payment in full of said principal sum, Both the principal of and interest on this Note shall
be payable only upon sutrender of this Note as the same shall fall due; provided, however, no interest
shall be payable for any period after maturity during which the Registered Owner fails to properly
present this Note for payment.

It is hereby certified, recited and declared that this Note is one of an authorized issue of Notes
in the aggregate principal amountof Dollars ($ )y all of like
date, tenor and effect, made, executed and given pursuant to and by authority of a resolution of the
Board of Supervisors of the County of Riverside duly passed and adopted on ,2010 and a
Resolution of the Board of Education of the District duly passed and adopted on July 20, 2010 under
and by authority of Article 7.6 (commencing with Section 53850) of Chapter 4, Part 1, Division 2, Title
5, California Government Code, and that all acts, conditions and things required to exist, happen and be
performed precedent to and in the issuance of this Note have existed, happened and been performed in

A-1



regular and due time, form and manner as required by law, and that this Note, together with all other
indebtedness and obligations of the Disirict, does not exceed any limit prescribed by the Constitution or
statutes of the State of California.

The principal amount of the Notes, together with the interest thereon, shall be payable from
taxes, income, revenue, cash receipts and other moneys that are received or accrued by the District for
the General Fund of the District during fiscal year 2010-11. As security for the payment of the principal
of and interest on the Notes, the District hereby pledges to transfer to the Repayment Fund (i) the first
Unrestricted Revenues received by the District in the month ending July 31, 2011 until an amount equal
to seventy percent (70%) of the aggregate principal amount of the Notes is on deposit therein; and (ii)
the first Unrestricted Revenues received by the District in the month ending August 31, 2011 until an
amount ¢qual to the aggregate principal amount of and interest due on the Notes through maturity is on
deposit therein (such pledged amounts being hereinafter called the “Pledged Revenues”); and the
principal of the Notes and the interest thereon shall constitute a first lien and charge thereon and shall
be payable from the Pledged Revenues, and to the extent not so paid shall be paid from any other
moneys of the District lawfully available therefor.

This Note is transferable by the Registered Owner hereof in person or by his attorney duly
authorized in writing at the office of the Paying Agent in Riverside, California but only in the maneer,
subject to the limitations and upon payment of the charges provided in the Resolution, and upon
surrender and cancellation of this Note except that this Note shall not be transferred or exchanged later
than the 15" day prior to the maturity date hereof. Upon such transfer a new Note or Notes of
authorized denominations and for the same aggregate principal amount will be issued to the transferees
in exchange herefor.

The County, the District and the Paying Agent may deem and treat the Registered Owner
hereof as the absolute owner hereof for the purpose of receiving payment of or on account of principal
hereof and interest due hereon and for all other purposes, and neither the District nor the Paying Agent
shall be affected by any notice to the contrary.



IN WITNESS WHEREOF, the County of Riverside has caused this Corona-Norco Unified
School District, Riverside County, State of California, 2010-11 Tax and Revenue Anticipation Note {0
be executed by the Chairman of its Board of Supervisors and by the Clerk of its Board of Supervisors
by facsimile signature and countersigned by the Treasurer-Tax Collector by manual signature and has

caused a facsimile of its official seal to be printed hereon this day of , 2010,
COUNTY OF RIVERSIDE
By: [Facsimile Signature]

Chairman of the Board of Supervisors

By: (Manual Signature]
Treasurer-Tax Collector

(SEAL)

Countersigned

By: [Signature]
Clerk of the Board of Supervisors

CERTIFICATE OF AUTHENTICATION
This bond is one of the bonds described in the Resolutions referred to herein which has been

authenticated and registered on , 2010,

U.S. BANK NATIONAL ASSOCIATION, as Paying
Agent

By:
Its: Authorized Officer
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LLEGAL OPINION
I HEREBY CERTIFY that the following is a true and correct copy of the legal opinion upon

the Notes therein described that was provided by Siradling Yocea Carlson & Rauth, a Professional
Corporation, and was dated as of the date of delivery of and payment for said Notes.

[Facsimile Signature]

Clerk of the Board of Supervisors

ASSIGNMENT

For value received the undersigned do(es) hercby sell, assign and transfer unto the
within-mentioned registered Note and hereby irrevocably constitute(s) and
appoint(s) ___attorney, to fransfer the same on the books of the Paying Agent with full power
of substitution in the premises.

Dated:

Signature Guaranteed by:

1 NOTE: Signature(s) must be guaranteed by NOTE: The signature to the assignment must
| an eligible guarantor institution, correspond to the name as it appears upon the
| face of this Note in every particular, without
i
\

any alteration or change whatsoever.



the time the Official Statement is delivered in final form. Under no circumstances shall this Pretiminary Official Statement constitute an offer to sell or the solicitation of an offer to buy, nor shall there

This Preliminary Official Statement and the information contained herein are subject to completion or amendment. These securities may not be sold, nor may offers to buy them be accepted, prior to
be any sale of, these securities in any jurisdiction in which such offer, solicitation or sale would be unlawful.

PRELIMINARY OFFICIAL STATEMENT DATED _______ 2010

NEW ISSUE FULL BOOK-ENTRY RATING
Standard & Poor’s: »
(See “Rating” herein)

In the opinion of Stradling Yocca Carlson & Rauth, a Professional Corporation, Newport Beach, California
(“Bond Counsel”), under existing statutes, regulations, rulings and judicial decisions, and assuming certain
representations and compliance with certain covenants and requirements described herein, interest on the Notes is
excluded from gross income for federal income tax purposes and is not an item of tax preference for purposes of
calculating the federal alternative minimum tax imposed on individuals and corporations. Bond Counsel notes that, with
respect {0 corporations, inlerest on the Notes is not included as an adjustment in the calculation of alternative minimum
taxable income. In the further opinion of Bond Counsel, interest on the Notes is exempt from State of California personal
income lax. See "TAX MATTERS™ herein with respect to tax consequences relating to the Notes,

S_—i
CORONA-NORCO UNIFIED SCHOOL DISTRICT
County of Riverside

State of California
2010-11 Tax and Revenue Anticipation Notes

Dated: Date of Delivery Due: 1,2011

The Corona-Norco Unified School District 2010-11 Tax and Revenue Anticipation Notes are being issued to
finance the cash flow requirements of the Corona-Norco Unified School District (the “District™) for the fiscal year ending
June 30, 2011. The Notes will be in denominations of $5,000 or any integral multiple thereof and will be dated the date
of their delivery. Principal of and interest on the Notes will be payable in lawful money of the United States of America
by the District upon maturity at the office of the Treasurer-Tax Collector of the County or other such paying agent as the
County or the District may appoint. The Notes will be issued in the aggregate principal amount of $ *. The
Notes will not be subject to redemption prior to maturity.

The Notes will be issued in fully registered form. When delivered, the Notes will be registered in the name of
Cede & Co., as nominee for the Depository Trust Company (“DTC”), New York, New York, which will act as securities
depository for the Notes. Purchasers will not receive Notes representing their ownership interest in the Notes
purchased. Principal and interest on the Notes will be payable when due through the facilities of DTC, as described in
Appendix E—"BOOK-ENTRY ONLY SYSTEM.” :

Interest Rate . Priced to Yield
0/0 “/0

As security for repayment of the Notes, the District has pledged to transfer to the Repayment Fund (defined herein) the
first Unrestricted Revenues (defined herein) received by the District (i) during the month ending ————July 31, 2011,
until an amount equal to 7570% of the aggregate principal amount of the Notes is on deposit therein, and (ii) during the
month ending ————August 31, 2011, until an amount equal to the aggregate principal amount of and interest due on
the Notes at maturity is on deposit therein. See “SECURITY AND SOURCES OF PAYMENT OF THE NOTES.”

To the extent more fully described herein, the Notes are legal investments for commercial banks in California
and are eligible to secure deposits of public moneys in California.

The Notes are offered when, as and if issued and received by the Underwriter, subject to the approval of legality
by Stradling Yocca Carison & Rauth, a Professional Corporation, Newport Beach, California, Bond Counsel and
Disclosure Counsel. Certain other legal matters will be passed upon for the District by District Counsel, Parker &
Covert, Tustin, California. The Notes, in book-entry form, will be available through the facilities of the Depository Trus!
Company in New York, New York, on or about , 2010,

Piper Jaffray & Co.
Dated: . 2010

" Preliminary, subject to change.
DOCSOC/1416115v46/022534-0045



No dealer, broker, salesperson or other person has been authorized by the District, the County or the Underwriter
1o give any information or to make any representations other than those contained herein. If given or made, such other
information or representations must not be relied upon as having been authorized by the District, the County or the
Underwriter. This Official Statement does nat constitute an offer to sell or the solicitation of an offer to buy, nor shall
there be any sale of the Notes by a person in any jurisdiction in which it is unlawful for such person to make such an offer,
salicitation or sale.

This Official Statement is. not to be construed as a contract with the purchasers of the Notes. 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. -

The Underwriter has provided the following sentence 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 of completeness of such information.”

The information and expression of opinion herein are subject to change without notice and neither delivery of
this Official Statement nor any sale made hereunder shall, under-any circumstances, create any implication that there has
been no change in the affairs of the District or any other parties described herein since the date hereof. This Official
Statement is being submitted in connection with the sale of the Notes referred to herein and may not be reproduced or
used, in whole or in part, for any other purpose, unless authorized in writing by the District. All summaries of documents
and laws are made subject to the provisions thereof and do not purport to be complete statements of any or all such
provisions.

Certain statements included or incorporated by reference in this Official Statement constitute “forward-locking
statements” within the meaning of the United States Private Securities Litigation Reform Act of 1993, Section 21E of the
United States Securities Exchange Act of 1934, as amended, and Section 27A of the United States Securities Act of 1933,
as amended. Such statements are generally identifiable by the terminology used such as a “plan,” “expect,” “estimate,”

“project,” “budget” or similar words.

The achievement of certain results or other expectations contained in such forward-looking statements involves
known and unknown risks, uncertainties and other factors which may cause actual results, performance or achievements
described to be materially different from any future results, performance or achievements expressed or implied by such
forward-looking statements. The District does not plan to issue any updates or revisions to those forward-looking
statements if or when its expectations or events, conditions or circumstances on which statements are based change,

All information material to the making of an informed investment decision with respect to the Notes is contained
in this Official Statement. While the District maintains an internet website for various purposes, none of the information
on its website is incorporated by reference into this Official Statement. Any such information that is inconsistent with the
information set forth in this Official Statement should be disregarded. '

WITH RESPECT TO THIS OFFERING, THE UNDERWRITER MAY ALLOT OR EFFECT
TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE NOTES AT A LEVEL
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 NOTES DESCRIBED HEREIN TO CERTAIN DEALERS AND DEALER BANKS AND BANKS ACTING
AS AGENT AND OTHERS AT PRICES LOWER THAN THE PUBLIC OFFERING PRICES STATED IN THIS
OFFICIAL STATEMENT AND SAID PUBLIC OFFERING PRICES MAY BE CHANGED FROM TIME TO
TIME BY THE UNDERWRITER,

THE NOTES HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS
AMENDED, IN RELIANCE UPON AN EXEMPTION CONTAINED IN SUCH ACT AND HAVE NOT BEEN
REGISTERED OR QUALIFIED UNDER THE SECURITIES LAWS OF ANY STATE.

Piper Jaffray & Co. Since 1895. Member SIPC and FINRA.

DOCSOC/1416115v46/022534-0045
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OFFICIAL STATEMENT
$ *
Corona-Norco Unified School District
County of Riverside
State of California
2010-11 Tax and Revenue Anticipation Notes

INTRODUCTION
General

This Official Statement provides certain information in connection with the issuance, sale and delivery
by the County of Riverside (the “County”) in the name and on behalf of the Corona-Norco Unified School
District (the “District™) of $ * of the District’s 2010-11 Tax and Revenue Anticipation Notes (the
“Notes”). The Notes are being issued under the authority of Article 7.6, Chapter 4, Part 1, Division 2, Title §
(commencing with Section 53850) of the California Government Code and pursuant to resolutions adopted by
the Board of Education of the District (the “District Note Resolution™) and by the Board of Supervisors of the
County (the “County Note Resolution” and together with the District’s Note Resolution, the *Resolutions™).
Issuance of the Notes will provide funds to meet the District’s Fiscal Year 2010-11 General Fund
expenditures, including operating expenses, capital expenditures, and the discharge of other obligations or
indebtedness, of the District.

Brief descriptions of the Notes, the security and sources of payment for the Notes, the District and its
financial status follow. Such descriptions do not purport to be comprehensive or definitive. All references
herein to various documents are qualified in their entirety by reference to the forms thereof, all of which are
available for inspection at the office of the Assistant Superintendent, Business Services of the District.

2010-11 SHORT-TERM BORROWING PROGRAM

The issuance of the Notes is necessitated by District General Fund expenditures occurring in relatively
level amounts throughout the year with receipts occurring in uneven amounts, primarily as a result of the
uneven pattern of payments from state and federal sources and payments of secured property taxes primarily in
January and April. As a result, without the proceeds of the Notes, the District’s General Fund cash balance
would be negative during parts of Fiscal Year 2010-11. The Notes are intended to satisfy the District’s cash
flow requirements without the District incurring cash deficits and are an altemnative to the District’s borrowing
from the County Treasury to meet its cash flow needs.

The Notes, in accordance with California law, are general obligations of the District, and to the extent
not paid from the portion of the taxes, income, revenue, cash receipts and other moneys received or accrued by
the District during Fiscal Year 2010-11 and pledged for the payment thereof, are to be paid, with interest
thereon, from any other moneys of the District legally available therefor. The security for the Notes is
described under “SECURITY FOR AND SOURCES OF PAYMENT OF THE NOTES.”

THE NOTES
General Provisions

The Notes will be dated the date of their delivery and will mature on 1, 2011. The Notes
will be registered in the name of Cede & Co. (“Cede & Co.”), as nominee of the Depository Trust Company,

* Preliminary, subject to change.
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New York, New York (“DTC™). Interest on the Notes will be computed on a 360-day year and 30-day month
basis. The Notes are not subject to redemption prior to maturity. Principal and interest due on the Notes shall
be payable upon maturity on 1, 2011 through the facilities of DTC as described in Appendix E—
"BOOK-ENTRY ONLY SYSTEM.”

Authority for Issuance; Additional Notes

The Notes will be issued pursuant to Article 7.6 Chapter 4, Part 1, Division 2, Title 5 (commencing
with Section 53850) of the California Government Code and pursuant to Resolutions adopted by the Board of
Education of the District and the Board of Supervisors of the County.

[The District has provided in the District Resolution that it may issue up to § of additional
short-term notes during Fiscal Year 2010-11.]

Purpose of Issue

Issuance of the Notes will provide funds to meet the District’s Fiscal Year 2010-11 General Fund
expenditures, including operating expenses, capital expenditures, and the discharge of other obligations or
indebtedness of the District.

Investment of Note Proceeds and Repayment Fund

Pursuant to the Resolutions, the District is authorized to invest Note proceeds and amounts in the
Repayment Fund for the Notes, in the Riverside County Treasury Pool, the Local Agency Investment Fund
administered by the State, and, pursuant to Government Code Section 53601(1) in a guaranteed investment
contract with a financial institution or insurance company which has, or its guarantor has at the date of
execution thereof, one or more outstanding issues of unsecured, uninsured and unguaranteed debt obligations
or a claims paying ability rated not lower than the second highest rating category (without regard to
subcategories) by Standard & Poor’s, a division of the McGraw-Hill Companies and Moody's Investors
Service, Inc. (the “Permitted Investments™). The District currently expects to invest the Note proceeds and the
amounts in the Repayment Fund in the Riverside County Treasury Pool. See “COUNTY INVESTMENT
POOL” herein.

SECURITY FOR AND SOURCES OF PAYMENT OF THE NOTES
Security for the Notes
The Resolutions authorizing the isswance of the Notes provide that the Notes shall be payable from

certain pledged revenues of the District. Pursuant to Section 53856 of the Act and the Resolutions, as security
for the payment of the Notes, the District has pledged to transfer to the Repayment Fund for the Notes (i) the

first Unrestricted Revenues (defined below) received by the District in the month ending ————July 31,
2011 until an amount equal to 7570% of the aggregate principal amount of the Notes is on deposit therein, and
(i1) the first Unrestricted Revenues received by the District in the month ending on ———————August 31, 2011

until an amount equal to the aggregate principal amount of and interest due on the Notes at maturity is on
deposit therein (the “Pledged Revenues™).

The term “Unrestricted Revenues” is defined by the Resolutions to mean means taxes, income,
revenue, cash receipts and other money of the District as provided in Section 53586 of the Government Code
of the State of California, which are received or accrued during Fiscal Year 2010-11 for the General Fund of
the District and which are lawfully available for the payment of current expenses and other obligations of the
Dristrict.
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In the event that there are insufficient Unrestricted Revenues received by the District to permit the
deposit into the Repayment Fund (as hereinafter defined) in a month, then the amount of any deficiency shall
be satisfied and made up from any other moneys of the District lawfully available for the payment of the
principal of and interest on the Notes, all as provided in Sections 53856 and 53857 of the Government Code of
the State of California (the “Other Moneys™). Such Other Moneys and any Unrestricted Revenues shall be
transferred to the Repayment Fund on a daily basis, as such amounts are received by the District, until the
required deposits to the Repayment Fund for such menth and any prior month have been made. The principal
of and interest on the Notes will constitute a first lien and charge against, and will be payable from, the first
moneys received by the District from such Pledged Revenues, as provided in Section 53856 of the
Government Code of the State of California and upon amounts in the Repayment Fund.

All Pledged Revenues will be deposited into a special fund held by the Treasurer-Tax Collector of the
County designated as the “Corona-Norco Unified School District, County of Riverside, State of California,
2010-11 Tax and Revenue Anticipation Notes Repayment Fund” (the “Repayment Fund™). Moneys in the
Repayment Fund will be invested in Permitted Investments which mature not later than the maturity date of the
Notes. After the date on which the amount of Pledged Revenues deposited in the Repayment Fund are
sufficient to pay in full the principal of and interest on the Notes, when due, any moneys in excess of such
amount remaining in or accruing to the Repayment Fund shall be transferred to the General Fund of the
District upon request of the District,

Available Sources of Payment

The Notes, in accordance with California law, are general obligations of the District, and, to the extent
not paid from the Unrestricted Revenues, will be paid with interest thereon from any other moneys of the
District legally available therefor. A 1978 change in the Constitution of the State of California substantially
limited the District’s ability to levy ad valoremtaxe s. See “CONSTITUTIONAL AND STATUTORY .
PROVISIONS AFFECTING SCHOOL DISTRICT REVENUES” and “DISTRICT FINANCIAL
INFORMATION - Ad valorem Property Taxation.”

The District will covenant in the Notes to set aside 7570% of the principal due on the Notes from
Unrestricted Revenues received in the month ending ————July 31, 2011 and 25% of the principal and all
of the interest due on the Notes from Unrestricted Revenue received in the month ending —————August
31, 2011. The District projects that the Unrestricted Revenues available to it in July and August 2011 will
consist primarily of State apportionments made to the District for Fiscal Year 2010-11, the payment of which
has been deferred by the State to July and August 2011 (the “Deferred Revenues™). The Deferred Revenues
are projected to be approximately $ . See “FUNDING OF SCHOOL DISTRICTS IN
CALIFORNIA—Staie Budget Measures” and “SECURITY AND SOURCES OF PAYMENT FOR THE
NOTES—Projected and Actual Cash Flows.”

Although the State, in some cases, treats the Deferred Revenues as expenditures for the fiscal year in
which they are made, the District is authorized under State law to elect to treat such Deferred Revenues for
budgetary and financial reporting purposes as a receivable in the current fiscal year. The District intends to
treat the Deferred Revenues as receivables for Fiscal Year 2010-11. Although not free from doubt, assuming
that the District in fact treats the Deferred Revenues as receivables accrued in Fiscal Year 2010-11 for
budgetary, financial reporting and all other relevant purposes, the Deferred Revenues should constitute
Unrestricted Revenues and be subject to the pledge for the repayment of the Notes.

In connection with the rating of the Notes by Standard & Poor’s Rating Service {the “Rating
Agency”), Bond Counsel was requested to render an opinion to the Rating Agency as to whether the Deferred
Revenues are revenues that may be applied to repay the Notes if they are not received by the District until
fiscal year 2010-11. Bond Counsel has delivered its opinion to the Rating Agency which states that it is not
aware of any case law that addresses this specific question, and, accordingly, this matter is not free from doubt.
However, it is of the opinion that, if the matter were properly briefed and presented to a court of competent
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jurisdiction, the court should hold that any of the Deferred Revenues that lawfully could have been applied to
repay the Notes if those revenues had been received in fiscal year 2010-11 remain available to repay the Notes
even if not received until fiscal year 2010-11, This opinion is subject to the assumptions, qualifications and
limitations set forth therein, including assumptions that certain facts exist and that certain circumstances will
occur. Bond Counse! can provide no assurance that such facts or circumstances will exist or occur as assumed
in the opinion. This opinion is based on an analysis of existing laws and court decisions, and covers certain
matters not directly addressed by such authorities.

Bond Counsel’s opinion is not binding on a court and does not guarantee the outcome of the matter
addressed in the opinion. Accordingly, it is passible that a court would reach an opinion contrary to that

expressed by Bond Counsel and hold that the Deferréd Revenues are not subject to the pledge to repay the
Notes.

The District is unable to predict what further actions might be taken by the State Legislature and the
Governor to address changing State revenues and expenditures or the exact impact such actions or the 2010-11
State Budget and accompanying legislation will have on State revenues available to the District. The State
Budget will continue to be affected by future national and State economic conditions and other factors over
which the District has no control See “FUNDING OF SCHOOL DISTRICTS IN CALIFORNIA™ herein.

Projected and Actual Cash Flows

The District has prepared the accompanying monthly General Fund cash flow statements based on
unaudited actual results for Fiscal Year 2009-10 and projected results for Fiscal Year 2010-11 and for the
months of July and August 2011. The General Fund is used to finance the ordinary operations of the District
and is available for any legally authorized purpose. The anticipated deficit occurs due to the daily timing of
expenditures occurring prior to the receipt of revenues for the month. The projections for Fiscal Year 2010-11
are based on the District’s adopted budget for Fiscal Year 2010-11 and actual results for July and August 2010.
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Other District Funds

The District maintains certain segregated and special purpose funds outside its General Fund not
pledged 1o the payment of the Notes, which, if needed and to the extent moneys are available therein, could be
accessed on a temporary basis through District Board of Trustees action. Such borrowed amounts must be
repaid within the fiscal year borrowed, or in the following fiscal year under certain circumstances. See
“CORONA-NORCO UNIFIED SCHOOL DISTRICT—Additional District Funds™ herein for a description of
significant other funds maintained by the District. '

Limitations on Noteholder Remedies; Lien in Event of Bankruptcy

The rights of the owners of the Notes are subject to the limitations on legal remedies school districts in
the State. ~Additionally, enforceability of the rights and remedies of the owners of the Notes, and the
obligations incurred by the District, may become subject to the following: the Federal Bankruptey Code and
applicable bankruptey, insolvency, reorganization, moratorium, or similar laws relating to or affecting the
enforcement of creditor’s rights generally, now or hereafter in effect; equity principles which may limit the
specific enforcement under State law of certain remedies; the exercise by the United States of America of the
powers delegated to it by the Constitution; and the reasonable and necessary exercise, in certain exceptional
situations, of the police powers inherent in the sovereignty of the State and its governmental bodies in the
interest of serving a significant and legitimate public purpose. Bankruptcy proceedings, or the exercise of
powers by the federal or State government, if initiated, could subject the owners of the Notes to judicial
discretion and interpretation of their rights in bankruptcy or otherwise, and consequently may entail risks of
delay, limitation, or modification of their rights. ‘

The Treasurer-Tax Collector for the County of Riverside acts as Paying Agent for the Notes, and
holds the Repayment Fund as well as other funds of the District, the County and other public entities located in
the County.

A March 1995 ruling of the United States Bankruptcy Court for the Central District of California,
concerning an issue of Orange County tax and revenue anticipation notes issued in 1994 under the same
statutory authority as the Notes, held that the lien securing the Orange County notes did not attach to revenues
received by Orange County after the filing of its bankruptcy petition on December 6, 1994, and, therefore,
Orange County was not required to set aside the revenues pledged under the note resolution following the
bankruptey, because the lien was a consensual security interest rather than a statutory lien. In July 1995, the
United States District Court for the Central District of California reversed the decision of the Bankruptcy
Court. Orange County appealed the decision of the District Court to the United States Court of Appeals for the
Ninth Circuit. Before the Ninth Circuit rendered a decision, the parties settled their disputes. Accordingly, it
is not clear, if the County were to file for bankruptcy, whether a court would require it to set aside revenues as
described above. '

Because the County Treasurer is in possession of the taxes and other revenues that will be set aside to
pay the Notes and may invest these funds in the pooled investment fund, should the County go into
bankruptcy, a court might hold that the owners of the Notes do not have a valid lien on the set-aside funds. In
that case, unless the Beneficial Owners of the Notes could “trace” the funds, the Beneficial Owners would be
merely unsecured creditors of the County. There can be no assurance that the Beneficial Qwners could
successfully “trace” the pledged taxes and other revenues,

FUNDING OF SCHOOL DISTRICTS IN CALIFORNIA
Major Revenues

School district revenues consist primarily of State moneys required to be paid to school districts under
the California Constitution, ad valorem property taxes collected on property within the District and funds
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received from the State in the form of categorical aid under ongoing programs of local assistance. All State aid
is subject to the appropriation of funds in the State’s annual budget. Decreases in State revenues may affect
appropriations made by the legislature to school districts.

Each school district receives a portion of the local property taxes that are collected within its district
boundaries. This amount is compared to the total revenue limit amount that a district is to receive under State
funding formulas, and the balance is received in the form of State aid. The sum of the property taxes and State
aid equal the district’s revenue limit. Districts which receive the minimum amount of State aid are known as
“Basic Aid” districts. The District is not a Basic Aid district.

School districts in the State have historically received most of their income under a formula known as
the State revenue limit. This apportionment, which is funded by State general fund moneys and local property
taxes (and in the case of community college districts, certain other local revenues), is allocated to the school
districts based on the average daily attendance (“ADA™) of the school districts for either the current or
preceding school year. Generally, such apportionments will amount to the difference between the school
district’s revenue limit and the district’s local property tax allocation. Revenue limit calculations are adjusted
annually in accordance with a number of factors designed primarily to provide cost of living increases and 1o
equalize revenues among all California school districts of the same type (i.e., all unified school districts, all
high school districts or all elementary school districts).

A small part of a school district’s budget is from local sources other than property taxes, such as
interest income, donations and sales of property. The rest of a school district’s budget comes from categorical
funds provided by the State and federal government. These funds are to be used for specific programs and
typically cannot be used for any other purpose. The California lottery is another source of funding for school
districts, providing approximately 2% of a school district’s budget. Every school district receives the same
amount of lottery funds per pupil from the State; however, these are not categorical funds as they are not for
particular programs or children. The initiative authorizing the lottery mandates the funds be used for
instructional purposes, and prohibits their use for capital purposes.

The State revenue limit was first instituted in 1973-74 to provide a mechanism to calculate the amount
of general purpose revenue a school district is entitled to receive from state and local sources. Prior to 1973-
74, taxpayers in districts with low property values per pupil paid higher tax rates than taxpayers in districts
with high property values per pupil. However, despite higher tax rates, less was spent per pupil in districts
with low property values per pupil than districts with high property values per pupil. Thus, the State revenue
limit helps to alleviate the inequities between the two types of districts.

The State revenue limit is calculated three times a year for each school district. The first calculation is
performed for the February 20th First Principal Apportionment, the second calculation for the June 25th
Second Principal Apportionment, and the final calculation for the end of the year Annual Principal
Apportionment. Calculations are reviewed by the county and submitted to the State Department of Education
to review the calculations for accuracy, calculate the amount of state aid owed to such school district and
notify the State Controller of the amount, who then distributes the state aid.

The calculation of the amount of State ald a school district is entitled to receive each year is basically
a five-step process. First, the prior year State revenue limit per ADA is established, with recalculations as are
necessary for adjustments for equalization or other factors. Second, the adjusted prior year state revenue limit
per ADA is inflated according to formulas based on the implicit price deflator for government goods and
services and the statewide average State revenue limit per ADA for school districts. Third, the current year’s
State revenue limit per ADA for each school district is multiplied by such schoel district’s ADA for either the
current or prior year. Fourth, revenue limit add-ons are calculated for each school district if such school
district qualified for the add-ons. Add-ons include the necessary small school district adjustments, meals for
needy pupils and small school district transportation, and are added to the State revenue limit for each
qualifying school district. Finally, local property tax revenues are deducted from the State revenue limit to
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arrive at the amount of state aid based on the State revenue limit to which each school district is entitied for the
current year. :

State Budget Measures

The following information concerning the State 's budgets has been obtained from publicly available
information which the District believes fo be reliable; however, the District does not guaranty the accuracy or
completeness of this information and has not independently verified such information. On March 13, 2009, the
Legislative Analyst’s Office (the "LAQ") released a report analyzing the provisions aof the 2009 Budget Act
(the "2009 Budget Act Report”) and In November 2009, the Legislative Analyst’s Office (the “LAO")
released its report “The 2010-11 Budget: California’s Fiscal Outlook” (the "Fiscal Outlook Repori).on
January 12, 2010 released its overview of the Governor s proposed budget for fiscal year 2010-11 and on
May 18, 2010, released its report on the May revision to the Governor's proposed budget for fiscal vear 201 (-
11. The following information has been adapted from information recently provided by the State in connection
with its issuance of certain of its bonds and by the LAQ in the reports listed above.

As a result of State budget shortfalls ir_l recent years, the District has received significantly less
revenue from the State and has had to reduce expenditures. See “CORONA-NORCO UNIFIED SCHOOL
DISTRICT —Budget Process and Adopted General Fund Budgets™ herein. ‘

State Current Financial Stress. Since the start of 2008, the State has been experiencing the most
significant economic downturn and financial pressure since the Great Depression of the 1930s. As a result of
continuing weakness in the state economy, state tax revenues have declined precipitously, resulting in large
budget gaps and cash shortfalls. The Legislature and the Governor adopted three major budget plans; covering
both the 2008-09 and 2009-10 fiscal years, in less than 11 months, in response to continuing deterioration in
the State’s fiscal condition. In the course of these three budget plans, the Legislature enacted some $60 billion
in budget measures, including some revenue increases and borrowing, but consisting primarily of expenditure
reductions which have affected almost all state government, education, social services and other programs
funded by the State.

The initial 2008 Budget Act adopted in September 2008 estimated State General Fund revenues and
transfers for fiscal year 2008-09 of approximately $102 billion with expenditures of $103.4 billion. By the
time of the adoption of the amended State budget for 2009 (the “Amended 2009 Budget Act™ in July 2009,
State General Fund revenues (even including certain new revenues) for the 2009-10 fiscal year were estimated
at only $89.5 billion and expenditures at $84.6 billion. The Amended 2009 Budget Act only provided for a
$500 million reserve at June 30, 2010. A number of the budgetary assumptions used by the State in enacting
the Amended 2009 Budget were not fully realized and as discussed in further detail below, as of May 2010, the
State is projecting a $7.7 billion budget shortfall in fiscal year 2009-10 and a $10.2 billion shortfall in fiscal
year 2010-11.

Cash Management and Impact on Schools. The sharp drop in revenues over the last two fiscal years
has also resulted in a significant depletion of cash resources to pay the State’s obligations. For a period of one
month, in February 2009, the State deferred making certain payments from the State General Fund in order to
conserve cash resources for high priority obligations, such as education and debt service. Full payments
resumed in March 2009, and the State was able to pay all its obligations through June 30, 2009, inciuding
repayment of $5.5 billion of 2008-09 revenue anticipation notes. However, by July 2009, as new budget gaps
were identified and with the failure to adopt corrective actions, the Staie’s cash resources had dwindled so far
that, commencing July 2, 2009, the State Controller began to issue registered warrants (or “I0Us”) for certain
lower priority obligations in lieu of warrants (checks) which could be immediately cashed. The registered
warrants, the issuance of which did not require the consent of the recipients thereof, bore interest. With
enactment of the Amended 2009 Budget Act in late July 2009, and the ability to issue $1.5 billion of interim
2009-10 revenue anticipation notes, the State was able to call all its outstanding registered warrants for
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redemption on September 4, 2009. The issuance of state registered warrants this year was only the second
time the State has issued state registered warrants to such types of state creditors since the 1930s,

To better manage its cash flow in light of declining revenues, the State has enacted several statutes
deferring the amounts owed to public schools, until a later date in the Fiscal Year, or even into the following
Fiscal Year, in order to more closely align the State’s revenues with its expenditures. This technique has been
used several times through the enactment of budget bills in Fiscal Years 2008-2009 and 2009-2010. Some of
these statutory deferrals were made permanent, and cthers were implemented only for one Fiscal Year.

The advance apportionment for most school districts was modified for Fiscal Year 2009-2010
pursuant to Chapter 23, Statutes of 2009. This bill reduced the annual estimated state aid for July, August, and
November by adjusting the monthly percentage to meet a statewide target deferral amount of $1 billion in July,
$1.5 billion in August, and $1 billion in November., The reduced amounts were restored in December,
QOctober, and January respectively,

On March 1, 2010, the Governor signed a bill (and on March 4, 2010 and March 22, 2010,
subsequently signed clean-up bills to amend and clarify certain provisions of such bill) to provide additional
cash management flexibility to State fiscal officials (the “Cash Management Bill™).

The Cash Management Bill authorizes deferral of certain payments during Fiscal Year 2010-2011 for
K-12 school districts, including charter schools (not to exceed $2.5 billion in the aggregate at any one time,
and a maximum of three deferrals during the Fiscal Year). Deferrals of payments to K-12 schools may be
‘made in July 2010, October 2010 and March 2011, for not to exceed 60, 90 and 30 days, respectively, but
depending on actual cash flow conditions at the time, the State Controller, State Treasurer and Director of
Finance of the State may either accelerate or delay the deferrals up to 30 days, or reduce the amounts deferred.
On March 30, 2010, the State Controller, State Treasurer and Director of Finance of the State jointly provided
a written declaration to the Legislature and State Department of Education of the expected amounts and timing
of payment deferrals for the 2010-2011 Fiscal Year. On April 16, 2010, the State Department of Education
and the State Superintendent of Public Instruction issued a letter informing school districts of the expected
amounts and timing of payment deferrals, which are as follows:

(D 100% of the July 2010 payment will be deferred for 60 days to September 2010, in
the amount of $2.5 billion. A $1,249,500,000 portion of this amount includes amounts further deferred from
February and June 2010 pursuant {o previous enactments;

2) 100% of the October 2010 payment will be deferred for 90 days to January 2011, in
the amount of $2.5 billion; and

3) 100% of the March 2011 payment will be deferred until April 29, 2011, in the
amount of $2.5 billion.

Certain school districts that can demonstrate hardship in procedures specified in the Cash
Management Bill will not be subject to these deferrals. The application for an exemption from the payment
deferrals requires, among other things, the school district, county of office of education or State Board of
Education that granted an applicant’s charter 1o certify to the State Superintendent of Public Instruction that
deferral will cause an applicant to be unable to meet its expenditure obligations during the deferral period. In
addition, an applicant must demonstrate that it has exhausted all internal and external sources of borrowing and
will be forced to cease operations if payments are deferred. In total, the State Department of Finance estimates
all deferrals authorized under the Cash Management Bill (which includes deferrals to community coileges,
school districts, social services and other entities receiving State funds) will improve the State’s cash position
by up to $5.3 billion in certain months, thereby reducmg the need for external cash management borrowing or
other measures.
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There can be no assurances that the fiscal stress and cash pressures currently facing the State will not
continue or become more difficult, or that continuing declines in State tax receipts or other impacts of the
current economic recession will not further materially adversely affect the financial condition of the State. The
Department of Finance has projected that multi-billion dollar budget gaps will occur annually through at Jeast
fi sca] year 2012-13 without further corrective actions.

Enactment of State Budget for 2009-10. The State’s budget for Fiscal Year 2009-10 was enacted in
an unusual sequence. The 2008 Budget Act was one of the latest ever enacted, having been delayed until mid-
September 2008 as a result of the difficulty of balancing the budget with reduced revenues, as declining
economic conditions were already evident. The 2008 Budget Act, however, was based on revenue
assumptions made in the spring of 2008, which proved to be greatly overstated by the time actual revenue
results for September and October 2008 were received. With the financial market meltdown starting in
September 2008, which resulted in massive federal assistance and caused large drops in stock market and other
asset values and reductions in consumer spending, projections of tax revenues, which are heavily dependent on
capital gains taxes and sales taxes, had to be dramatically reduced. In November 2008, the Governor
announced that the 2008 Budget Act would be biltions of dollars out of balance, and called several special
sessions of the Legislature to enact corrective actions.

Initial 2009 Budget Act. The Initial 2009 Budget Act was adopted by the Legislature on February 19,
2009, along with a number of implementing measures, and signed by the Governor on February 20, 2009, In
February, the State enacted $36 billion in measures to what was then estimated to be a $42 billion State
General Fund budget gap for the combined 2008-09 and 2009-10 fiscal years, It also provided for five budget-
related measures that would have provided an estimated $6 billion in additional budget measures, to be placed
before the voters on May 19, 2009. These measures were all rejected by the voters.

Under the Initial 2009 Budget Act, based on then-current assumptions about the State’s financial
circumstances, and assuming receipt of approximately $8.0 billion of federal stimulus funds to offset State
General Fund costs and voter approval of various ballot measures, State General Fund revenues and transfers
were projected to increase 9.3 percent, from $89.4 billion in fiscal year 2008-09 to $97.7 billion in fiscal year
2009-10. The Initial 2009 Budget Act contained State General Fund appropriations of $92.2 billion, compared
to $94.1 billion in 2008-09, a 2.0 percent decrease. The Junc 30, 2010 total reserve was projected to be $2.1
billion, an increase of $5.5 billion compared to the estimated June 30, 2009 reserve deficit of negative $3.4
billion.

After adoption of the Initial 2009 Budget Act, the State continued to experience continuing significant
declines in revenues and other financial pressures. On May 14, 2009, the Governor released the 2009-10 May
Revision. Together with subsequent revisions, the 2009-10 May Revision identified a further budget shortfall
through the 2009-10 fiscal year of approximately $24 billion.

Adoption of Amended 2009 Budget Act. On July 24, 2009, the Legislature approved the amendments
to the Initial 2009 Budget Act and the Governor signed the Amended 2009 Budget Act on July 28, 2009. The
Amended 2009 Budget Act includes another $24 billion in measures to address the further deterioration of the
State’s fiscal situation identified in the 2009-10 May Revision. ~

Under the Amended 2009 Budget Act, State General Fund revenues and transfers are projected to
increase 6.4 percent, from a revised $84.1 billion in fiscal year 2008-09 to $89.5 billion in fiscal year 2009-10.
The Amended 2009 Budget Act contains State General Fund appropriations of $84.6 billion in 2009-10,
compared to $91.5 billion in 2008-09, a 7.5 percent decrease. The June 30, 2010 total reserve is projected to
be $500 million as compared to the revised June 30, 2009 reserve of negative $4.5 billion.

The Amended 2009 Budget Act contains the following major State General Fund components:
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1. Addressing the Deficit — The $60 billion in budget measures adopted for the combined fiscal
years 2008-09 and 2009-10 ($36 billion in measures were adopted in February 2009 and $24
billion in July 2009) are wide-ranging and touch all three of the State’s major revenue sources
(personal income taxes, corporation taxes and sales and use taxes). Spending cuts are
implemented in virtually every State program that receives State General Fund support. The
budget measures include spending reductions of $31.0 billion (52 percent of total measures). The
spending reductions consist primarily of reductions in education spending under Propasition 98
($14.9 billion reduction), higher education ($3.3 billion reduction), employee compensation ($2.0
billion reduction), and reductions in other spending due to the use of redevelopment agency
revenues and fund balances to pay costs that would otherwise be payable from the State General
Fund ($1.7 billion reduction). The budget measures also include an estimated receipt of $8.0
billion (13 percent of tatal measures) of federal stimulus funds which will be used to offset State
General Fund expenditures. Additional measures include $12.5 billion of tax increases (21
percent of total measures), and $8.4 billion of other measures (14 percent of total measures).
Significant elements of the other hudget measures include:

»  Proposition 14 of 2004 Borrowing from Local Governments — The Amended 2009 Budget
Act authorizes the State to exercise its borrowing authority under Proposition 1A of 2004 to
borrow from local agencies up to 8 percent of their 2008-09 property tax revenues. This
borrowing is estimated to generate $1.935 billion that will be used to offset State General
Fund costs for a variety of court, health, corrections, and K-12 programs. The enabling
legislation specifies the borrowed sums will be repaid by the State, with interest, no later than
the end of June 2013, '

s Redevelopment Agency Borrowing — The Amended 2009 Budget Act also contains a shift of
$1.7 billion in local redevelopment agency funds to the State from current revenues and
reserves in 2009-10 and $350 million in 2010-11. Under the Amended 2009 Budget Act
these revenues are ultimately shifted to schools that serve the redevelopment areas. An
-association of redevelopment agencies has announced that it will sue to block this transfer
which if successful could adversely affect the State’s financial condition. (The failure of the
Legislature, during the regular session ended on ————September 11, 2009, to pass
clean-up legislation clearly authorizing redevelopment agencies to borrow from low and
moderate income housing accounts may jeopardize the ability of some agencies to make their
full payment to the Supplemental Education Revenue Augmentation Fund in 2009-10, thus
some portion of the §1.7 billion budget measure may not be achieved in 2009-10 as planned.
It is likely that these funds could be paid in later years as agencies receive new revenues with
which to make the payments.)

»  Payroll Shift -~ One-time savings of $1.618 billion ($937.6 million State General Fund) from
shifting the June payments for employee payroll and active and retiree health to July each
year beginning with the pay period ending June 30, 2010. This payment shift excludes the
University of California, California State University, Community Colleges, the Legislature,
the California Exposition and State Fair, and local trial courts.

»  Staie Compensation Insurance Fund Sale - One-time revenues of $1 billion from the sale of
certain assets of the State Compensation Insurance Fund (“SCIF”™).

2. Federal Stimulus — The Amended 2009 Budget Act assumed the receipt of at least $8 billion from
the American Recovery and Reinvestment Act of 2009 1o offset State General Fund expenditures
in fiscal years 2008-09 and 2009-10. Final estimates put this amount at about $8.1 billion. As of
the end of August 2009, approximately $5 billion has been received by the State.
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3. Cash Flow Management — The deterioration of revenues resulted in a cash shortage in 2008-09
and 2009-10. In order to manage cash flow and provide for timely payments of the State’s
obligations, the Amended 2009 Budget Act includes a number of cash measures to better balance
timing of receipts and disbursements.

4. Proposition 98 — The Proposition 98 Guarantee for 2009-10 is projected to be $50.4 billion, of
which $35.0 billion is the State General Fund portion. See “—Proposition 98 and K-14 Funding”
below. :

5. K:-12 Education — The Amended 2009 Budget Act includes $66.7 billion for K-12 education
programs for 2009-10 of which $35.0 billion is funded from the State General Fund. This refiects
a decrease of $1.8 billion or 2.6 percent below the revised 2008-09 budget. Total per-pupil
expenditures are projected to decrease by $262 to $11,259 in 2009-10,

6. Higher Education — The Amended 2009 Budget Act reflects a total funding of $20.9 billion,
including $12.5 billion State General Fund and Proposition 98 sources for all major segments of
Higher Education (excluding infrastructure and stem cell research). This reflects an increase of
$1.416 billion (including $248.6 million State General Fund and Proposition 98 sources) above
the revised 2008-09 estimate. ’

7. Health and Human Services — The Amended 2009 Budget Act includes $24.8 billion in non-
Proposition 98 State General Fund expenditures for Health and Human Service Programs for
2009-10, which is a decrease of $3.9 billion or 13.5 percent from the revised 2008-09 estimate.
Due to the State’s severe fiscal shortfall, the Initial 2009 Budget Act included $2.4 billion in
proposed State General Fund expenditure reductions in Health and Human Services programs in
2009-10, and the Amendments to the 2009 Budget Act include an additional $3.4 billion in 2009-
10 State General Fund expenditure reductions in these programs. Unlike the budget enacted by
the Legislature in February, the Amended 2009 Budget Act reflects significant State General
Fund relief for Health and Human Services programs resulting from the American Recovery and
Reinvestment Act of 2009.

8. Transportation Funding — The Amended 2009 Budget Act includes $1.441 billion of State
General Fund expenditures to fully fund local transportation programs under Proposition 42 in
2009-10. Proposition 1B was also passed in November 2006, providing $19.9 billion in bonding
authority for a total of 16 programs intended to address a broad range of transportation priorities
including rehabilitation and expansipn of highways, transit and transit security, port security, and
air quality. The authority for the use of any bond funds must be provided for in a budget act. The
Amended 2009 Budget Act appropriates $4.2 .billion of funds from the Proposition 1B bond
authorization. Additionally, the Amended 2009 Budget Act directs $953 million of funds from
sales tax on fuels to offset costs of programs otherwise likely to be funded from the State General
Fund such as debt service on transit bonds and other transportation programs. Of this amount
approximately $816 mill ion is for uses substantially similar to those that are the subject of
litigation related to the 2008 Budget Act. On September 30, 2009 the Supreme Court denied
review of an adverse Court of Appeal decision in this case.

9. Budget Stabilization Account — Under normal circumstances, the State would set aside a specified
portion of estimated annual State General Fund revenues for fiscal year 2009-10 in the BSA for
reserves that may be used to offset future shortfalls in the State General Fund. Given the
magnitude and urgency of the State’s ongoing financial stress, the Amended 2009 Budget Act
continues to suspend the transfer to the BSA for the 2009-10 fiscal year.

10. Prison_Funding — The Amended 2009 Budget Act includes $7.9 billion in State General Fund
expenditures for the California Department of Corrections and Rehabilitation (“CDCR™). In
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arriving at this figure, a total of $1.2 billion of savings for CDCR operations was assumed.
Approximately $600 million of these savings require further legislative approval to implement
and will be achieved through, among other things, prison and parole reforms. (Legislative action
on ————September 11 results in fewer reforms than assumed in the Amended 2009 Budget
Act, and will therefore generate less savings. The savings loss is estimated at $233.4 million.)

New Revenues. The Amended 2009 Budget Act included several major changes in State General
Fund revenues described below. The Amended 2009 Budget Act did not include any additional tax increases
over those provided for pursuant to the Initial 2009 Budget Act, though it did include certain tax law changes
intended to increase tax compliance and accelerate some revenues that were not in the Initial 2009 Budget Act.

Temporary Sales Tax Increase: Effective April 1, 2009, the State General Fund sales and use tax
rate was temporarily increased by 1 cent, from 5 percent to 6 percent. This tax increase will be in
effect through June 30, 2011. At the time of adoption, this tax law change was expected to
generate additional sales tax revenues of $1.203 billion in 2008-09 and $4.533 billion (net of $213
million transferred to the Transportation Investment Fund under Proposition 42) in 2009-10 for
the State General Fund.

Vehicle License Fees: Effective May 19, 2009, vehicle license fees were temporarily increased
from 0.65 percent to 1.15 percent with 0.35 percent going to the State General Fund and 0.15
percent going to the Local Safety and Protection Account for local law enforcement grant
programs previously funded from the State General Fund. Vehicle license fees apply to the value
of the vehicle (initially its market value and then subject to a standard depreciation schedule).
This increase is scheduled to remain in effect through June 30, 2011, At the time of adoption, this
law change was expected to generate additional revenues of approxnmately $360 million in
2008-09 and $1.6 biltion in 2009-10.

Personal Income Tax Surcharge: The Amended 2009 Budget Act provides for a temporary
addition of 0.25 percent to each personal income tax rate for tax years 2009 and 2010. At the time
of adoption, this change was expected to generate approximately $2.8 billion of additional State
General Fund revenues in 2009-10.

Dependent Exemption Credit Reduction: The Amended 2009 Budget Act includes a temporary
reduction in the Personal Income Tax exemption credit for dependents to the amount provided for
the personal credit for tax years 2009 and 2010 from $309 to $99 (tax year 2008 values). At the
time of adoption, this change was expected to generate approximately $1.4 biltion of additional
State General Fund revenues in 2009-10

The Amended 2009 Budget Act includes tax law changes affecting the State General Fund as
described below.

Non-Retailer Registration for Use Tax: Under current law, non-retailers — those who do not sell
tangible personal property — are not required to register with the Board of Equalization (“BOE”).
This law change will require non-retailers that hold a business license and have at least $100,000
in gross receipts to register with the BOE and submit a return that details purchases made during
the year that were subject to the use tax yet for which no use tax was paid. This law change is
expected to increase State General Fund sales and use tax revenue by $26 million in 2009-10 and
$123 million in 2010-11, with increasing amounts thereafter.

Accelerate Estimated Tax Payments: Under current law, individuals and corporations are
required to pay 30 percent each with the first two estimated payments, and 20 percent each for the
last two estimated payments. Under this law change, beginning with the 2010 tax year, the first
quarter estimated payment percentage will remain at 30 percent, the second quarter will increase
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to 40 percent, the third estimated payment will be eliminated, and the fourth quarter estimaied
payment will increase from 20 percent to 30 percent. This law change is expected to accelerate
$610 million into 2009-10 ($250 million in personal income tax receipts and $360 million in
corporate tax receipts). «

* Accelerate Wage Withholding: This tax law change will increase current wage withholding rates
by 10 percent and is expected to accelerate $1.7 billion of personal income tax receipts into 2009-
10.

» Require Backup Withholding: Under current federal law, gambling winnings reported on Internal
Revenue Service (“IRS™) Form W2G and payments made by banks and businesses reported on
various IRS 1099 forms may be subject to backup withhelding on those payments. Payments
reporied on IRS 1099 forms include payments to independent centractors, rents, commissions,
and royalty payments. This law change will conform state law to federal law by requiring a
withholding rate of 7 percent for state purposes whenever it is required for federal purposes. This
faw change is expected to increase personal income tax revenues by $32 million in 2009-10.

Projected Future Deficits. Since many of the actions taken to balance the State’s Amended 2009
Budget Act were either one-time actions, or involve loans which have to be repaid, or are based on temporary
revenue increases or the limited receipt of federal stimulus funds, budget gaps of several billions of dollars a
year are expected to recur in 2010-11 and subsequent years. At the time of adoption of the Amended 2009
Budget Act, the Department of Finance projected that, using expenditure obligations-under existing law and
various assumptions concerning revenues in future years, the State would, in the absence of taking additional
steps to balance its budget, face an “operating deficit” (expenditures exceeding revenues in the same fiscal
year) of $7.4 billion in fiscal year 2010-11, $15.5 billion in 2011-12 and $15.1 billion in 2012-13. These
projections contained a number of assumptions including that the State will ultimately prevail in the pending
and threatened litigation concerning budget actions,

The Fiscal Outlook Report updates expenditure and revenue projections for fiscal year 2009-10 and
later fiscal years and projects an addition $14.4 billion budget shortfall in fiscal year 2010-11 if no corrective
actions are taken and ongoing budget shortfalls of at least $20 billion in each fiscal year through 2013-14.

The financial condition of the State is subject to a number of other risks in the future, including
particularly potential significant increases in required state contributions to the Public Employees’ Retirement
System, increased financial obligations related to Other Post-Employment Benefits, and increased debt service.

Proposition 98 Funding. The 2009 Budget Amendments reduce Proposition 98 funding to $49.1
billion in fiscal year 2008-09, a change of $1.6 billion from the levels set by the Initial 2009 Budget Act. This
reduction is achieved primarily by reverting unallocated categorical programs funding that had not been
distributed at the end of the 2008-09 fiscal year to the State General Fund. The 2009 Budget Amendments also
create a future funding obligation, or “maintenance factor,” of $11.2 billion as a result of the reductions in
Proposition 98 funding for fiscal year 2008-09. Payments with respect to this funding obligation will be
required in future fiscal years until repaid in full.

For fiscal year 2009-10, the Amended Budget Act reduces Proposition 98 funding to $50.4 billion, a
change of $4.5 billion from the funding levels set by the 2009 Budget Act. This figure reflects a' total
reduction in Proposition 98 funding of $5.3 billion, which is offset by $850 million in redevelopment revenues
shifted from certain state agencies, as discussed above. The bulk of this reduction consists primarity of (i) $2.1
billion in reductions to school district and county office of education revenue limit payments, (i} $80 million
in reductions to basic aid school district categorical programs, (iii) $580 million in reductions to ongoing
California Community College funding, and (iv) a deferral of $1.7 billion in schoo! district revenue limit
payments and $115 million community college apportionments from the 2009-10 fiscal year to August of the
2010-11 fiscal year. As a cash management measure, the 2009 Budget Amendments also defer approximately
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$2 billion in K-12 apportionments from the first few months of the 2009-10 fiscal year to December 2009 and
January 2010.

Goverror’s Proposed 2010-2011 State Budget. On January 8, 2010, the Govemor released his
proposed budget for fiscal year 2010-11 (the “Proposed 2010-11 Budget™). On January 12, 2010, the
Legislative Analyst’s Office released its overview of the Proposed 2010-11 Budget (the “LAQ Report™), The
following information is adapted from the LAO Report.

The Proposed 2010-11 Budget estimates that, absent corrective measures, the State will end fiscal year
2009-10 with a $6.6 billion deficit. Also, General Fund expenditures in fiscal year 2010-11 are projected to
exceed revenues by approximately $12.3 billion. The projected budget gap results from an inability of the
state to achieve previous budget measures in several areas, the effects of certain adverse court rulings, and the
expiration of various one-time and temporary budget measures approved as part of the 2009-10 State budget.

To address the projected budget gap, the Proposed 2010-11 Budget includes approximately $19.9
billion worth of measures affecting both fiscal year 2009-10 and 2010-11. Specifically, the Proposed 2010-11
Budget includes $7.6 billion of expenditure reductions, $7.9 billion worth of measures requiring either federal
government funding or flexibility to change programs funded wholly or in part by the federal government, and
$4.5 of additional measures, comprised primarily of fund shifts.

With the implementation of these measures, the Proposed 2010-11 Budget assumes year-end revenues
of $88.1 billion for fiscal year 2009-10, an increase of 6.4% from the prior year. The State is projected to end
the 2009-10 fiscal year with a $5.4 billion deficit, thus eliminating the $500 miliion surplus enacted as part of
the 2009 Budget Amendments. For fiscal year 2010-11, the Proposed 2010-11 Budget assumes total
expenditures of $82.9 billion (reflecting a decrease of 3.7% from the prior year) and total revenues of $89.3
billion (reflecting an increase of 1.4% from the prior year). The State is also projected to end fiscal year
2010-11 with a $1 billion surplus.

Total Proposition 98 expenditures are reduced by $893 million in fiscal year 2009-10. The bulk of
these reductions come from mid-year adjustments to Proposition 98 funding. Specifically, the Proposed
2010-11 Budget recognizes $340 million in purported savings from increased K-3 class sizes and $228 million
in various baseline adjustments resulting primarily from reduced student attendance.

For fiscal year 2010-11, the Proposed 2010-11 Budget implements $1.5 billion in reductions to K-12
revenue limit funding.  This reduction would be achieved by (1) requiring school districts to spend less on
central administration, (2) consolidating county office of education functions, and (3) removing restrictions on
the contracting out of non-instructional services. The remaining cuts include recognizing a 0.38% decline in
costs of living adjustments ($230 miilion), reducing eligibility and reimbursement rates for CalWORKs Stage
3 child care ($200 million), and recognizing additional savings from increased K-3 class sizes ($210 million).
The Proposed 2010-11 Budget also provides $126 million to fund a 2.2% enrollment growth at California
community colleges, and $77 million to fund three K-12 mandates.

The Proposed 2010-11 Budget would implement new flexibility for school districts to respond to the
various proposed cuts, including (1) eliminating seniority rules that apply to layoffs,
assignments/reassignments, transfers and hires, (2) eliminating rules regarding priority for receiving substitute
teacher assignments, and (3) extending the layoff notification window to 60 days after the state budget has
been enacted.

With the implementation of these measures, the Proposed 2010-11 Budget provides for $49.8 billion
in Proposition 98 funding for fiscal year 2009-10, including $34.6 billion from the State general fund. For
fiscal year 2010-11, Proposition 98 funding is set at $49.9 billion, including $36.1 from the State general fund,
reflecting an increase of (.2% from the prior year. The LAO notes that, while Proposition 98 funding remains
virtually flat across fiscal years 2009-10 and 2010-11, the State general fund share will increase by
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approximately 4.1%, while the share covered by local property tax revenues will decline by approximately
8.7%. While this is attributable in part to the slumping real estate market, the bulk of the decline in State
general fund support results from the one-time $850 million contribution from redevelopment agencies
approved as part of the 2009 Budget Amendments,

Generally, the LAO is supportive of the Proposed 2010-11 Budget’s funding of Proposition 98,
particularly the Governor’s efforts to keep Proposition 98 spending flat across the current and coming fiscal
year, and the flexibility options for school districts. However, the LAQ notes that minimum funding guarantee
for fiscal year 2010-11 could rise if the Legislature does not adopt the proposed modifications to transportation
funding discussed herein, or if the State does not receive all the anticipated federal stimulus funds built into the
Proposed 2010-11 Budget. Moreover, the LAO notes that approximately $600 million of the proposed
reductions to education funding are predicated on the receipt by the State of a federal waiver of maintenance-
of-effort requirements under ARRA.

In addition to the provisions regarding education funding discussed above, the Proposed 2010-1]
Budget includes the following major features:

*  Transportation Funding. Elimination of most Proposition 42 transportation funding by
repeallng the State sales tax on gasoline. The State would make up the lost revenues by
increasing the per gallon excise tax on gasoline (the “Gas Tax”). For fiscal year 2010-11, this
proposal is projected to reduce fuel sales tax revenues by $2.8 billion. The Proposed 2010-11
Budget would partially offset this loss with a 10.8 cents per gallon increase of the Gas Tax,
which is projected to generate $1.9 billion in revenues, resulting in a net reduction of
transportation revenues of approximately $1 billion. The Proposed 2010-11 Budget does not
provide any additional public transit or rail funding, either in fiscal year 2010-11 or going
forward. In addition, by reducing State sales tax revenues, the Proposed 2010-11 Budget -
expects to achieve additional savings by lowering the Proposition 98 minimum funding
guaraniee.

* State Employees. $1.6 million of anticipated general fund savings by ending the current
employee furlough program and instituting (1) a five percent reduction of state employee
salaries across the board, (2) a five percent increase in employee pension contributions, and
(3) a five percent unallocated reduction of departmental personnel costs.

* Medi-Cal. $750 million of various measures designed to reduce Medi-Cal costs through
unspecified limits on services, utilization controls, and increased cost sharing with benefits
recipients through copayment requirements or premiums. The Proposed 2010-11 Budget also
anticipates $294 million in savings in fiscal years 2009-10 and 2010-11 by eliminating full-
scope Medi-Cal services for certain immigrants, eliminating adult day health care benefits,
delaying payments to institutional providers, and rescinding family planning rate increases.

*  Corrections/Rehabilitation. $811 million of assumed savings from the reduction of inmate
medical costs. The LAQO notes that the Proposed 2010-11 Budget fails to specify the
measures of achieving this savings. The Proposed 2010-11 Budget also assumes savings of
$25 million in fiscal year 2009-10 and $292 million in 2010-11 by requiring that certain non-
serious, non-violent and non-sex-offense felonies result in one- year county jail sentences in
lieu of state prison sentences.

*  Department of Developmental Services. $200 million in assumed savings in fiscal year 2010-
11 through various cost-control measures for the Department of Developmental Services
(“DDS™).

17
DOCSOC/1416115v46/022534-0045 '



»  Delay of Local Government Mandate Payments. $137 million in anticipated reductions by
suspending mandates not related to elections, law enforcement and property taxes. The
Proposed 2010-11 Budget also anticipates saving $93 million by deferring scheduled
mandates for costs incurred prior to fiscal year 2004-05.

s Social Services. $178 million in reductions to SSI/SSP progranﬂs"by reducing grants to
individuals by $15 per month (or 1.8%). The Proposed 2010-11 Budget also includes a
15.7% reduction in CalWORKs grants, with assumed general fund savings of $117 million.

»  Proposition 10 Ballor Proposal. The Proposed 2010-11 Budget would place, on the June
2010 election ballot, a measure to allow use of Proposition 10 early childhood development
funds for State general fund-supported DDS and Department of Social Services programs that
serve children. It is anticipated that these measures would generate $550 million in general
fund savings. The LAO notes that this proposal is similar to the Proposition 1D ballot
proposal that was unsuccessfully put to the voters as part of the 2009 Budget Act.

¢  Proposition 63 Ballot Proposal. The Proposed 2010-11 Budget would also place on the June
2010 election ballot a measure shifting $452 million of Proposition 63 mental health funds to
pay State general fund costs for specified Department of Mental Health programs in fiscal
years 2010-11 and 2011-12. The LAO notes that this proposal is similar to the Proposition
1E ballot propesal that was unsuccessfully put to the voters as part of the 2009 Budget Act.

»  Other Measures. The Proposed 2010-11 Budget also includes the following measures: (1)
elimination of the Cash Assistance Program for Immigrants and the California Food
Assistance Program ($200 million); (2) use of automated speed enforcement systems to
reduce state costs for trial courts ($297 millien); (3) a 4.8% surcharge on residential and
commercial property insurance ($200 million) to cover fire protections costs; (4) approval by
the Legislature of a lease to mine oil and gas off the Santa Barbara coast ($197 million) to
cover costs associated with the State park system.

In addition to the various expenditures reductions and revenue measures described above, the
Proposed 2010-11 Budget relies heavily on the receipt of federal government funding, or operating flexibility
for state-federal programs, collectively totaling $7.9 billion. As discussed above, the LAO notes that other
portions of the Proposed 2010-11 Budget, including some cuts to education funding, may also require federal
approval.

The Proposed 2010-11 Budget identifies $6.9 billion of federal funds to relieve fiscal year 2010-11
general fund costs, many of which, if received, would be of a one-time nature. These funds include the
following:

¢ Medi-Cal/Medicare. Assumed savings of $1.8 biltion by having the federal government
increase the State’s Federal Medical Assistance Percentage (“FMAP”) funding ratio. The
Proposed 2010-11 Budget also would request the federal government to extend through June
30, 2011 the increased FMAP provided as part of ARRA, resulting in an assumed savings of
$1.2 billion. Pursuant to ARRA, this increased FMAP is set to expire during calendar year
2010.  Finally, the Proposed 2010-11 Budget assumes $1 billion in Medi-Cal relief from
various federal moneys the Governor’s administration believes are owed to the State,
including funds related to health costs for individuals actually eligible for Medicare and
changes to the level of state funding for prescription drug costs.

»  Other Federal Funds. The Proposed 2010-11 Budget assumes State general fund savings in
connection with other miscellaneous programs, including: (1) $1 billion of anticipated federal
reimbursement for special education services; (2) $538 million from an extension of ARRA
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funding for the CalWORKs program; and (3) $880 million of federal funding to fully offset
costs of incarcerating undocumented immigrant, which the LAQ notes is substantially in
excess the federal funding the State has received in past years for such costs (approximately
$111 million per year).

The Proposed 2010-11 Budget includes other expenditure and revenue measures that may be triggered
in the event some of the above-described federal funds are not received. Possible expenditure reductions ($3.8
billion) include elimination of the CalWORKs, IHSS and Health Families programs, and well as an additional
five percent state employee salary reduction. Possible one-time revenue increases ($2.3 billion) include the
extension of business tax changes relating to operating losses, extension of the temporary reduction in the
dependent personal income tax credit approved as part of the 2009 Budget Act, and the delayed
implementation of various other personal and corporate tax breaks.

While generally supportive of the Proposed 2010-11 Budget’s revenue forecasts, the LAO perceives
some flaws. Beyond questioning some of the assumed savings claimed by the Proposed 2010-11 Budget, the
LAO notes that many of the proposed measures, such as a unilateral increase in state employee pension
contributions, raise questions regarding their legality. Other proposed cuts to health, social services and
transportation funding may face lawsuits. Finally, the LAO cautions that it is highly unlikely that the State
will receive all the federal funds or flexibility sought by the Proposed 2010-11-Budget, and advocates more
modest assumptions in the receipt of such federal assistance.

Additional information regarding the Proposed 2010-2011 Budget may be obtained from the LAO at
www.lao.ca.goy.

May Revision to 2010-11 Proposed State Budget

Governor’s May Revision to the Proposed 2010-11 Budget. On May 14, 2010, the Governor released
his May revision to the Proposed 2010-11 Budget (the “May Revision”). On May 18, 2010, the LAO released
its summary of the May Revision (the “LAO May Revision Summary”). The following information is drawn
from the May Revision Summary.

The May Revision estimates a total budget deficit of $17.9 billion through fiscal year 2010-11, a net
reduction of approximately $1 billion from the deficit projected by the Proposed 2010-11 Budget. This
reduction results from (1) increased State revenues occasioned by the gas tax and enhanced Medicaid federal
matching funds and (2) offsetting cost increases and declines in State revenues. Absent corrective action, the
May Revision estimates that the State will end fiscal year 2009-10 with a $7.7 billion deficit. State general
fund expenditures for fiscal year 2010-11 are also expected to exceed revenues by approximately $10.2 bitlion.

To address this projected gap, the May Revision proposes measures totaling $19.1 billion for both
fiscal years 2009-10 and 2010-11. These measures are in addition to, or modify, those set out by the Proposed
2010-11 Budget. Specifically, the May Revision proposes $12.2 billion in expenditure reductions, $2.6 billion
in Joans, transfers and fund shifts, and $900,000 in revenue increases. The May Revision also assumes the
receipt of $3.4 billion in federal funds, a significant decrease from the amount assumed by the Proposed
2010-11 Budget. .

With the implementation of these measures, the May Revision assumes, for fiscal year 2009-10, year-
end revenues of $86.5 billion and expenditures of $86.4 billion and that the State will end the 2009-10 fiscal
year with a deficit of $6.8 billion. For fiscal year 2010-11, the May Revision projects total revenues of $91.4
billion and expenditures of $83.4 billion. The May Revision projects that the State will end the 2010-11 fiscal
year with a $1.2 billion reserve.

For fiscal year 2009-10, the May Revision keeps total Proposition 98 funding virtually unchanged at
$49.9 billion. This level of funding is maintained despite a drop in State general fund revenues and a
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corresponding decrease in the Proposition 98 minimum guarantee. As a result, the May Revision provides for
$503 million more than the Proposed 2010-11 Budget. The May Revision counts this overappropriation as a
payment towards the State’s $11.2 billion in outstanding maintenance factor payments. Although total
Proposition 98 funding remains relatively unchanged, the State general fund share increases to $35.8 billion
. (an increase of approximately $1.2 billion) to offset declines in local property tax revenues.

For fiscal year 2010-11, the May Revision reduces total Proposition 98 funding to $48.4 billion,
including $35 billion from the State general fund. The May Revision purports to achieve the bulk of this
reduction ($1.2 billion) by eliminating all Proposition 98 support for state-subsidized child care. The May
Revision also purports to achieve $1.5 billion in savings by “rebenching” the Proposition 98 minimum funding
guarantee fo reflect the elimination of these child care services. The LLAO notes that the legality of this
rebenching is unclear and suggests that the Legislature consider suspending Proposition 98 in fiscal year 2009-
10 and fund the minimum Proposition 98 guarantee amount of $50.8 billion in fiscal year 2010-11 or suspend
the guarantee in both fiscal years and fund a flat amount of $49.8 billion in both years.

Other significant measures included as part of the May Revision are discussed below:

e State Employees. $795 million in anticipated savings from a mandatory personal leave
program pursuant to certain State employees will have their take-home pay reduced by the
equivalent of eight hours of pay each month during fiscal year 2010-11. Such employees
would be credited with a corresponding amount of personal leave hours.

CalWORKs. $1.2 billion by the elimination of the CalWORKs program. Combined with
other CalWORKs reductions set forth in the Proposed 2010-11 Budget, total savings are
assumed to be $2.5 billion. The LAO recommends the rejection of this proposal,
principally on grounds that the State would in forego significant amounts of federal funding
tied and that elimination of the CalWORKs program would shift to counties the cost of
providing services to needy families.

Medi-Cal. Approximately $900 million in savings from a variety of changes to the Medi-Cal
program, including: (i) enrolling seniors and persons with disabilities in managed care; (ii)
imposing new copayment requirements for various services, hospital stays and emergency
room visits ; (iii) limiting physician and clinic visits to ten per year; and (iv) freezing
hospital rates. The May Revision assumes the receipt of federal approval of these
reductions. The May Revision also largely eliminates the Drug Medi-Cal program, a
substance abuse program partly funded by the federal government.

Health. $602 million in purported savings by allowing counties to provide no more than the
minimum range of mental health services required by the federal government for
participation in Medicaid. The May Revision has also removed the Proposition 63 ballot
measure included in the Proposed 2010-11 Budget.

In-Home Supportive Services, With a majority of prior In-Home Supportive Services
(*IHSS™) reductions blocked by court decisions, the May Revision proposes $750 million in
savings to be achieved through cost-containment measures developed in consultation with
stakeholders. For fiscal year 2010-11, the net benefit to the State general fund is projected
to be $637 million after factoring in the receipt of federal matching funds under the
American Reinvestment and Recovery Act.

* Corrections/Rehabilitation. $244 million in anticipated savings by requiring that certain non-
serious, non-violent, non-sex offenders convicted of specified felonies, and who receive a
sentence of three years or less, serve such sentences in county jails rather than state prisons.
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* Federal Funding. As mentioned above, the State has already received federal Medicaid
matching funds amounting to approximately $680 million. The May Revision assumes the
receipt of an additional $3.4 billion in federal aid, with approximately half coming from the
congressional extension of the FMAP program and other federal economic stimulus funds.
The LAO notes that this amount is significantly lower than the amount of federal funds
assumed by the Proposed 2010-11 Budget, and, accordingly, no “trigger” list of alternative
proposals is included in the May Revision.

* Other Measures. $1.6 billion of one-time budget relief from the use of special fund monies
for State general fund purposes. Also, the May Revision assumes approximately $200
million in savings through the use of federal retiree reinsurance funds to reduce costs
associated with the PERS program.

The LAO May Revision Summary concludes that the State continues to face an ongoing annual
General Fund budget gap of around $20 billion through at least 2014-15. The LAO calculates these ongoing
shortfalls will range between $4 billion and $7 billion through fiscal year 2014-15 even if all of the Governor’s
recommendations in the May Revise are implemented.

Future Budgets and Actions

The District cannot predict what actions will be taken in the future by the State Legislature and the
Governor to address the current State budget deficit, changing State revenues and expenditures or the impact
such actions will have on State revenues available in the current or future years for education. The State
budget will be affecied by national and State economic conditions and other factors over which the District
will have no control. Certain actions could result in a significant shortfall of revenue and cash, and could
impair the Staie’s ability to fund schools. Continued State budget shortfalls in future fiscal years could have
an adverse financial impact on the State General Fund budget.

The District anticipates that with the size of the deficit in the State budget, it will receive less revenue
from the State in fiscal year 2010-11 and in response to the expected reductions has adopted a fiscal year 2010-
11 budget that reduces expenditures to offset a portion of these revenue reductions.

CONSTITUTIONAL AND STATUTORY PROVISIONS
AFFECTING SCHOOL ISTRICT REVENUES

Article XTITA of the California Constitution

Article XIIA of the State Constitution limits the amount of ad valorem taxes on real property tc 1%
of “full cash value” as determined by the county assessor. Article X1IIA defines “full cash vaiue” to mean “the
county assessor’s valuation of real property as shown on the 1975-76 bill under ‘full cash value,” or thereafier,
the appraised value of real property when purchased, newly constructed or a change in ownership has occurred
after the 1975 assessment,” subject to exemptions in certain circumstances of property transfer or
recenstruction. The “full cash value” is subject to annual adjustment to reflect increases, not to exceed 2% for
any year, or decreases in the consumer price index or comparable local data, or to reflect reductions in property
value caused by damage, destruction or other factors.

Article XIIIA requires a vote of two-thirds of the qualified electorate of a city, county, special district
or other public agency to impose special taxes, while totally precluding the imposition of any additional ad
valorem, sales or transaction tax on real property. Article X111A exempts from the 1% tax limitation any taxes
above that level required to pay debt service (i) on any indebtedness approved by the voters prior to July 1,
1978, or (ii) as the result of an amendment approved by State voters on July 3, 1986, on any bonded
indebtedness approved by two-thirds of the votes cast by the voters for the acquisition or improvement of real
property on or after July 1, 1978, or (iii) bonded indebtedness incurred by a school district or community
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college district for the construction, reconstruction, rehabilitation or replacement of school facilities or the
acquisition or lease of real property for school facilities, approved by 55% or more of the votes cast of the
proposition, but only if certain accountability measurers are included in the proposition. In addition, Article
XIIIA requires the approval of two-thirds of all members of the state legislature to change any state taxes for
the purpose of increasing tax revenues.

Legislation Implementing Article X1ITA

Legisiation 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. The formula apportions the tax roughly in proportion to the
relative shares of taxes levied prior to 1979,

That portion of annual property tax revenues generated by increases in assessed valuations within each
tax rate area within a county, subject to redevelopment agency, if any, claims on tax increment and subject to
changes in organizations, if any, of affected jurisdictions, is allocated to each jurisdiction within the tax rate
area in the same proportion that the total property tax revenue from the tax rate area for the prior year was
allocated to such jurisdictions.

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 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.

Beginning in fiscal year 1981-82, assessors in California no longer record property values on tax rolls
at the assessed value of 25% of market value which was expressed as $4 per $100 of assessed value. All
taxable property is now 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,

Both the United States Supreme Court and the California State Supreme Court have upheld the
general validity of Article XIIIA,

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 1o taxing jurisdictions (including the District) according to statutory formulae generally
based on the distribution of taxes in the prior year.

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 and owned. Sale of electric generation assets 1o
largely unregulated, nonutility companies may affect how those assets are assessed, and which local agencies
are 1o 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 ownership of utility assets or the State’s methods of assessing
utility property.and the allocation of assessed value to local taxing agencies, including the District, So long as
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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.

Article XIIIB of the California Constitution

Article X1IIB of the State Constitution (“Article X11IB™), as subsequently amended by Propositions 98
and 111, respectively, limits the annual appropriations of the State and of any city, county, school district,
authority or other political subdivision of the State to the level of appropriations of the particular governmental
entity for the prior fiscal year, as adjusted for changes in the cost of living and in population and for transfers

in the financial responsibility for providing services and for ceriain declared emergencies. As amended,
Article X1IIB defines

(a) “change in the cost of living” with respect to school districts to mean the percentage change
in California per capita income from the preceding year, and

by “change in population” with respect to a school district to mean the percentage change in the
average daily attendance of the school district from the preceding fiscal year.

For fiscal years beginning on or after July 1, 1990, the appropriations limit of each entity of
government shall be the appropriations limit for the 1986-87 fiscal year adjusted for the changes made from
that fiscal year pursuant to the provisions of Article XI1IIB, as amended.

The appropriations of an entity of local government subject to Article X1HB limitations include the
proceeds of taxes levied by or for that entity and the proceeds of certain state subventions to that entity.
“Proceeds of taxes” include, but are not limited to, all tax revenues and the proceeds to the entity from (a)
regulatory licenses, user charges and user fees (but only to the extent that these proceeds exceed the reasonable
costs in providing the regulation, product or service), and (b) the investment of tax revenues.

Appropriations subject to limitation do not include (a) refunds of taxes, (b) appropriations for debt
service, (c) appropriations required to comply with certain mandates of the courts or the federal government,
(d) appropriations of certain special districts, (e) appropriations for all qualified capital outlay projects as
defined by the legislature, (f) appropriations derived from certain fue! and vehicle taxes and (g) appropriations
derived from certain taxes on tobacco products.

Article XIIIB includes a requirement that all revenues received by an entity of government other than
the State in a fiscal year and in the fiscal year immediately following it in excess of the amount permiited to be
appropriated during that fiscal year and the fiscal year immediately following it shall be returned by a revision
of tax rates or fee schedules within the next two subsequent fiscal years.

Article XIIIB also includes a requirement that fifty percent of all revenues received by the State in a
fiscal year and in the fiscal year immediately following it in excess of the amount permitted to be appropriated
during that fiscal year and the fiscal year immediately following it shall be transferred and allocated to the
State School Fund pursuant to Section 8.5 of Article XV1 of the State Constitution. See “Propositions 98 and
111" below.

Article XTIIC and Article XIIID of the California Constitution

On November 5, 1996, the voters of the State of California approved Proposition 218, popularly
known as the “Right to Vote on Taxes Act.” Proposition 218 added to the California Constitution Articles
XIIC and XD, which contain a number of provisions affecting the ability of local agencies, including
school districts, to levy and collect both existing and future taxes, assessments, fees and charges.
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According to the “Title and Summary” of Proposition 218 prepared by the California Attorney
General, Proposition 218 limits “the authority of local governments to impose taxes and property-related
assessments, fees and charges,” Among other things, Article XIIIC establishes that every tax is either a
“general tax” (imposed for general governmental purposes) or a “special tax” (imposed for specific purposes),
prohibits special purpose government agencies such as community college districts from levying general taxes,
and prohibits any local agency from imposing, extending or increasing any special tax beyond its maximum
authorized rate without a two-thirds vote, and also provides that the initiative power will not be limited in
matters of reducing or repealing local taxes, assessments, fees and charges. Article XIC further provides that
no tax may be assessed on property other than ad valorem property taxes imposed in accordance with Articles
XN and XHIA of the California Constitution and special taxes approved by a two-thirds vote under Article
XA, Section 4. Article XIIID deals with assessments and property-retated fees and charges, and explicitly
provides that nothing in Article XIIIC or XIIID will be construed to affect existing laws relating to the
imposition of fees or charges as a condition of property development.

The District does not impose any taxes, assessments, or property-related fees or charges which are
subject to the provisions of Proposition 218. It does, however, receive a portion of the basic one percent ad
valorem property tax levied and collected by the County pursuant to Article X1IA of the California
Constitution. The provisions of Proposition 218 may have an indirect effect on the District, such as by limiting
or reducing the revenues otherwise available to other local governments whose boundaries encompass property
located within the District thereby causing such local governments to reduce service levels and possibly
adversely affecting the value of property within the District.

Propositions 98 and 111

On November 8, 1988, 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 July 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
comimunity 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 the General Fund in the
previous fiscal year, adjusted for increases in enroliment and changes in the cost of living, The Accountability
Act permits the Legislature to suspend this formula for a one-year period.

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 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 General Fund
revenugs 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.

On June 5, 1990, the voters approved Proposition 111 (Senate Constitutional Amendment No. 1)
called the “Traffic Congestion Relief and Spending Limit Act of 1990 (“Proposition 111”) which further
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modified Article XIIIB and Sections 8 and 8.5 of Article XVI of the State Constitution with respect to
appropriations limitations and school funding priority and allocation.

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.

Treatment of Excess Tax Revenues. “Excess” tax revenues with respect to Article X1IIB are
now determined based on a two-year cycle, so that the State can avoid having to retumn 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. Afier 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 enly up
to 2 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 timit is not to be increased by this amount.

Exclusions from Spending Limit. Two exceptions were added to the calculation of
appropriations which are subject to the Article XI11B spending limit. First, there are excluded
all appropriations for “qualified capital outlay projects” as defined by the Legisiature.
Second, there are excluded any increases in gasoline taxes above the 1990 level (then nine
cents per gallon), sales and use taxes on such increment in gasoline faxes, and increases in
receipts from vehicle weight fees above the levels in effect on January 1, 1990. These latter
provisions were necessary to make effective the transportation funding package approved by
the Legislature and the Governor, which expected to raise over $15 billion in additional taxes
from 1990 through 2000 to fund transportation programs,

Recalculation of Appropriations Limit. The Article XI1IB appropriations limit for each unit
of government, including the State, is to be recalculated beginning in fiscal year
1990-91. It is based on the actual limit for fiscal year 1986-87, adjusted forward to
1990-91 as if Proposition 111 had been in effect.

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) 40.9% 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 enroliment (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 capital 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,

25

DOCSOC/1416115v46/022534-0045



Proposition 39

On November 7, 2000, California voters approved an amendment (commonly known as Proposition
39) to the California Constitution. This amendment (1) allows school facilities bond measures to be approved
by 55 percent (rather than two-thirds) of the voters in local elections and permits property taxes to exceed the
current 1 percent limit in order to repay the bonds and (2) changes existing statutory law regarding charter
school facilities. As adopted, the constitutional amendments may be changed only with another Statewide vote
of the people. The statutory provisions could be changed by a majority vote of both houses of the Legislature
and approval by the Governor, but only to further the purposes of the proposition. The local school
jurisdictions affected by this proposition are K-12 school districts, including the District, community college
districts, and county offices of education. As noted above, the California Constitution previously limited
property taxes to 1 percent of the value of property. Property taxes may only exceed this limit to pay for (1)
any local government debts approved by the voters prior to July 1, 1978 or (2) bonds to buy or improve real
property that receive two-thirds voter approval after July 1, 1978,

The 55 percent vote requirement would apply only if the local bond measure presented o the voters
includes: (1) a requirement that the bond funds can be used only for construction, rehabilitation, equipping of
school facilities, or the acquisition or lease of real property for school facilities; (2) a specific list of school
projects to be funded and certification that the school board has evaluated safety, class size reduction, and
information technology needs in developing the list; and (3) a requirement that the school board conduct
annual, independent financial and performance audits until all bond funds have been spent to ensure that the
bond funds have been used only for the projects listed in the measure. Legislation approved in June 2000
places certain limitations on local school bonds to be approved by 55 percent of the voters. These provisions
require that the tax rate levied as the result of any single election be no more than $60 (for a unified school
district), $30 (for a high school or elementary school district), or $25 (for a community college district), per
$100,000 of taxable property value when assessed valuation is projected to increase in accordance with Article
XIIA of the Constitution. These requirements are not part of this proposition and can be changed with a
majority vote of both houses of the Legislature and approval by the Governor. See “—Article XIIIA of the
California Constitution” above.

Jarvis v, Connell

On May 29, 2002, the California Court of Appeal for the Second District decided the case of Howard
Jarvis Taxpayers Association, et al. v. Kathleen Connell (as Controller of the State of California). The Court
of Appeal held that either a final budget bill, an emergency appropriation, a self-executing authorization
pursuant to state statutes (such as continuing appropriations) or the California Constitution or a federal
mandate is necessary for the State Controller to disburse funds. The foregoing requirement could apply to
amounts budgeted by the District as being received from the State. To the extent the holding in such case
would apply to State payments reflected in the District’s budget, the requirement that there be either a final
budget bill or an emergency appropriation may result in the delay of such payments to the District if such
required legislative action is delayed, unless the payments are self-executing authorizations or are subject to a
federal mandate. On May 1, 2003, the California Supreme Court upheld the holding of the Court of Appeal,
stating that the Controller is not authorized under State law to disburse funds prior to the enactment of a budget
or other proper appropriation, but under federal law, the Controller is required, notwithstanding a budget
1mpasse and the limitations imposed by State law, to timely pay those State employees who are subject to the
minimum wage and overtime compensation provisions of the federal Fair Labor Standards Act.

Proposition 1A

On November 2, 2004, California voters approved Proposition 1A, which amends the State
constitution to significantly reduce the State’s authority over major local government revenue sources. Under
Proposition 1A, the State can not (i) reduce local sales tax rates or alter the method of allocating the revenue
generated by such taxes, (ii) shift property taxes from local governments to schools or community colleges,
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(iii) change how property tax revenues are shared among local governments without two-thirds approval of
both houses of the State Legislature or (iv) decrease Vehicle License Fee revenues without providing local
governments with equal replacement funding. Beginning, in 2008-09, the State may shift to schools and
community colleges a limited amount of local government property tax revenue if certain conditions are met,
including: (i) a proclamation by the Governor that the shift is needed due to a severe financial hardship of the
State, and (ii) approval of the shift by the State Legislature with a two-thirds vote of both houses. In the State
budget for 2010-11, the State exercised its right to borrow approximately $1.9 billion of local property taxes
under Proposition 1A. Under such a shift, the State must repay local governments for their property tax losses,
with interest, within three years. Proposition 1A does allow the State to approve voluntary exchanges of local
sales tax and property tax revenues among local governments within a county. Proposition 1A also amends the
State Constitution to require the State to suspend certain State laws creating mandates in any year that the State
does not fully reimburse local governments for their costs to comply with the mandates. This provision does
not apply to mandates relating to schools or community colleges or to those mandates relating to employee
rights.

Future Initiatives

Article XIIA, Article XIIIB, Article XINC, Aricle XIID of the. California Constitution and
Propositions 1A, 39, 62, 98 and 111 were each adopted as measures that qualified for the ballot pursuant to the
State’s initiative process. From time to time other initiative measures could be adopted further affecting
District revenues or the District’s ability to expend revenues. The nature and impact of these measures cannot
be anticipated by the District.

CORONA-NORCO UNIFIED SCHOOL DISTRICT
Introduction

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: Corona-Norce Unified
School District, 2820 Clark Avenue, Norco, California 92860, Attention: Superintendent.

General Information

The District, established in 1948, is located in the northwestern portion of Riverside County at the
Intersection of the U.S. Interstate 15 and State Route 91 Freeways, adjacent to Orange County. The District
encompasses within its boundaries all of the City of Corona, all of the City of Norco and a portion of the
unincorporated territory of the County. The District’s jurisdiction includes approximately 148 square miles.
The total-enrelmentaverage daily attendance in the District during fiscal year 2009-10 was approximately

50,617 students, and is projected to be approximately —————31,417 for fiscal year 2010-11.

The governing board of the District consists of five elected members, 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. Current members of the Board, together with their offices and the dates their terms
expire, are listed below: A president is elected by members of the board each year. The day-to-day affairs of
the District are the responsibility of its Superintendent,

, 27
DOCSOC/1416115v46/022534-0045



Name Office Term Expires

Bill Hedrick President December 3, 2010
Sharon R. Martinez Vice President December 3, 2010
Cathy L Sciortine Clerk December 9, 2012
Michell Skipworth Member December 9, 2012
Jose W. Lalas, Ph.D. Member December 9, 2012

The Superintendent of the District is responsible for administering the affairs of the District in
accordance with the policies of the Board.

Kent Bechler, Ph.D)., Superintendent, was appointed as superintendent effective July 1, 2007. Dr.
Bechler has ten years of experience as a superintendent at Walnut Valley Unified School District and at Duarte
Unified School District in Los Angeles County. Dr. Bechler has served as a teacher, assistant principal,
principal and assistant superintendent in the Glendora Unified School District. Dr. Bechler received his B.A.
from Azusa Pacific University, his M.A. from California State University, Los Angeles and his Ph.D. from
Claremont Graduate School.

Thomas R, Pike, Assistant Superintendent, Executive Services, was appointed on July 1, 2008. Mr.
Pike served as Assistant Superintendent, Student Services for eleven years prior and acted as the District’s
Director of Pupil Services and Coordinator in Special Education for the District from 1986-96. He has eamed
an M.S. degree in School Counseling and School Psychology.

Gregory Plutko, Ed.D., Deputy Superintendent, Educational Services, was hired as the Assistant
Superintendent of Executive Services for the District on August 1, 2007. On July 1, 2008, he became the
Deputy Superintendent of Educational Services. Prior to coming to work for the District, Dr, Plutko served in
the Walnut Valley Unified School District for three years, the last two as an assistant superintendent. Dr.
Plutko was also a teacher in the Glendora Unified School District, as well as principal of Glendora High
School. Dr. Plutko holds a B.A. and an M.A. from Azusa Pacific University and his Ed.D. from the University
of La Verne.

Michael H. Lin, Ed.D., Assistant Superintendent, Human Resources, was appointed the Assistant
Superintendent, Human Resources on July 1, 2008. Dr. Lin has ten years of experience in Human Resources
as a director/administrative director, both in certificated and classified personnel. Additionally, Dr. Lin has
served in public education since 1991 as teacher, coach, student activities director, assistant principal in the
areas of guidance, curriculum and instruction. Dr. Lin has a B.S. in aerospace engineering from California
Polytechnic State University, an M.S. in Educational Administration from California State University,
Fullerton and a Doctorate in Institutional Management from Pepperdine University.

David Hanson, Ed.D., Assistant Superintendent, Instructional Support, was appointed on July 1,
2008. Dr, Hanson received a B.A. Degree from Brigham Young University in Industrial Technology and M.A.
in Administration from California State University, San Bernardino. He has also received his Ed.D. from the
University of LaVerne. Dr. Hanson has been in education for nineteen years as teacher, assistant principal and
principal of Arlington High School.

Sherry Mata, Assistant Superintendent, Business Services, was assigned on July 1, 2008 having
previously served as Administrator Director, Director and Coordinator of Business Services, Ms, Mata began
with the District in 1987 in Accounting becoming an administrator of Business in 1991 and continued her
education professionally and formally and holds an M.B.A, from the University of Phoenix and a B.S. in
Business Administration from Redlands University. Ms, Mata has been involved with the development and
preparation of the budget for the last five years and was a participant for five years prior. '
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Ted E. Rozzi, Assistani Superintendent, Facilities, was appointed Assistant Superintendent of
Facilities in 2001. Mr. Rozzi previously acted as Facilities Director and Administrative Director from 1992 to
2001. He earned an M.B.A. in Finance in 1988 from California State University, San Bernardino.

Average Daily Attendance; Base Revenue Limit Funding

Annual State apportionments of basic and equalization aid to school districts for general purposes are
computed up to a revenue limit per unit of average daily attendance (“ADA™:). Such apportionments will,
generally speaking, amount to the difference between the District’s revenue limit and the District’s local
property tax allocation. Revenue limit calculations are adjusted annually in accordance with a number of
factors designed primarily to provide cost of living increases and to equalize revenues among all of the same
type of California school districts (i.e., unified, elementary and high school). Beginning with 2003-04,
revenue limit calculations include only the actual attendance by excluding excused absences.

The average daily attendance and base revenue limit for the District for the most recent five fiscal
years and a projection for fiscal year 2010-11 are set forth in the following table.

AVERAGE DAILY ATTENDANCE
Fiscal Years 2005-06 through 2010-11
Corona-Norco Unified School District

Fiscal Total Average Base Revenue
Year Duily Attendance Limit per Student per Year™
2005-06 45,029 $ 513741
2006-07 47,525 5,527.98
2007-08 49103 . 5,779.98
2008-09 50,003 6,108.98
2009-10"% 50,470 6,369.98
2010-11% 51,417 | 6,344.98
(" The State applied a deficit factor and funded only § per student jn 2008-09 and $____ in 2009-10. The
District projects that it will receive only $ per student in fiscai year 2010-11.
® __ Estimated Actuals. ‘

&9 Projected.
Source: The District.

On average throughout the District, the pupil-teacher ratio is approximately 21 to 1 for
Kindergarten-3, 31.5 to 1 for grades 4-6, 28.5 to 1 for grades 7-8 and 28 to 1 for grades 9-12.

‘Ad Vaiorem Property Taxation

Method of Property Taxafion. A portion of the District’s total revenue limit is derived from ad
valorem property taxes collected within the District. District property taxes are assessed and collected by
Riverside County at the same time and on the same tax rolls as are county, city and special district taxes.
Assessed valuations are the same for both District and County taxing purposes.

The valuation of secured property is established as of January 1 and is subsequently equalized in
August. Property taxes are payable in two installments due November 1 and February 1, respectively, and
become delinquent on December 10 and April 10 for each respective installment. Taxes on unsecured property
(personal property and leasehold) are due on ————September 1 of each year based on the preceding fiscal
year’s secured tax rate and become delinquent on October 31.
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State law exempts from taxation $7,000 of the ful cash value of an owner-occupied dwelling, but this
exemption does not result in any loss of revenue to local agencies, since the State reimburses local agencies for
the value of the exemptions.

All property is assessed using full cash value as defined by Article XIIIA of the State Constitution.
State law provides exemptions from ad valorem property taxation for certain classes of property such as
churches, colleges, non-profit hospitals, and charitable institutions.

Future assessed valuation growth allowed under Article XI11A (new construction, certain changes of
ownership, 2% inflation) will be allocated on the basis of “situs” among the jurisdictions that serve the tax rate
area within which the growth occurs. Local agencies and schools will share the growth of “base” revenues
from the tax rate arca. Each year’s growth allocation becomes part of each agency’s allocation in the
following year. The availability of revenue from growth in tax bases to such entities may be affected by the
establishment of redevelopment agencies which, under certain circumstances, may be entitled to revenues
resulting from the increase in certain property values.

For assessment and collection purposes, property is classified as either “secured” or “unsecured™ and
is listed accordingly on separate parts of the assessment roll. The “secured roll” is the part of the assessment
roll containing State-assessed property and real property having a tax lien which is sufficient, in the opinion of
the assessor, to secure payment of the taxes, Unsecured property comprises all property not attached to land
such as personal property or business property. Boats and airplanes are examples of unsecured property.
Unsecured property is assessed on the “unsecured roll.”

The passage of AB 454 in 1987 changed the manner in which unitary and operating nonunitary
property is assessed by the State Board of Equalization. The legislation deleted the formula for the allocation
of assessed value attributed to such property and imposed a state-mandated local program by requiring the
assignment of the assessed value of all unitary and operating nonunitary property in each county of each state
assessee other than a regulated railway company. The legislation established formulas for the computation of
applicable countrywide tax rates for such property and for the allocation of property tax revenue attributable to
such property among taxing jurisdictions in the county beginning in fiscal year 1988-89. This legislation
requires each county to issue each state assessee, other than a regulated railway company, a single tax bill for
all unitary and operating nonunitary property.

Teeter Plan. With respect to collection of property taxes, the County has adopted the Teeter Plan,
which is an alternate method of tax apportionment authorized in Chapter 3, Part §, Division 1 of the Revenue
and Taxation Code of the State of California (comprising Sections 4701 through 4717, inclusive) (the “Law™)
for distribution of certain property tax and assessment levies on the secured roll. Pursuant to the Law, the
County adopted the Teeter Plan. The Teeter Plan provides for a tax distribution procedure in which secured
roll taxes and assessments are distributed to participating County taxing agencies on the basis of the tax levy,
rather than on the basis of actual tax collections. The County then receives all future delinquent tax payments,
penalties and interest, and a complex tax redemption distribution system for all taxing agencies is avoided. In
connection with its adoption of the Teeter Plan, the County advanced to the participating taxing agencies an
amount equal to 95% of the total prior years delinquent secured property taxes and assessments (not including
penalties and interest) and 100% of the current year’s delinquent secured property taxes and assessments
outstanding.

Pursuant to the Law, the County is required to establish a tax losses reserve fund to cover losses which
may occur as a result of sale of tax-defaulted property. Once the tax losses reserve fund reaches a level of
three percent of the total of all taxes and assessments levied on the secured roll for that year, one percent of the
total of all taxes and assessments levied on the secured roll for that year, and any additional penalties and
interest normally credited to the tax losses reserve fund may be credited to the County General Fund. Upen
adoption of a resclution by the Board of Supervisors of the County by August 1 of any fiscal year, the ten
percent tax losses reserve fund threshold may be reduced to 25% of the total delinquent taxes and assessments
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for the previous year. The County did not elect to fund the tax losses reserve fund at a required threshold
initially, thereby requiring penalties and interest to be credited first to the tax losses reserve fund to meet its
required threshold before allowing any additional penalties and interest to be credited to the County General
Fund. The tax loss reserve fund is now fully funded and amounts in excess of the required minimum may be
transferred to the County General Fund in the future.

Once adopted by the County, the Teeter Plan remains in effect unless the County orders its
discontinuance or prior to the commencement of any subsequent fiscal years the County receives a petition for
its discontinuance adopted by resolution of two-thirds of the participating revenue districts in the County.
Further, the County may by resolution adopted not later than July 15 of any subsequent fiscal year after a
public hearing, discontinue the Teeter Plan as to any levying or assessment levying agency if the rate of
secured tax delinquency in that agency in any year exceeds three percent of the total of all taxes and
assessments levied on the secured rolls for the agency.

Asscssed Valuations, Tax Levies and Delinquencies

The following table represents the five-year history of assessed valuations in the District. For the first
time in many years, the assessed value of the property in the District declined due to adverse conditions in the
real estate market. The decline from fiscal year 2008-09 to 20+6-+12009-10 was approximately 11%. s

blothat d a1 it fotion i _ ==

102010-11.

rom fiscal year 2009-10

ASSESSED VALUATIONS
Fiscal Year 2006-07 through 2010-11%
Corona-Norco Unified School District
Local Secured Utility Unsecured Total

2006-07 $24,262,727,058 $10,097,307 $1,169,253,189 $25,472,077,554
2007-08 28,253,444,127 5,829,451 1,321,798,662 29,581,072,240
2008-09 28,052,045,194 5,829,451 1,451,766,019 29,509,640,664
2009-10 24,985,967,696 5,829,451 1,378,815,229 26,370,612,376
2010-11 24.805,026,841 NA 1,528,543,458 N/A

fiscal 2010.11 !!!QEB' ide A y
Sources: Califarnia Municipal Statistics. inc_and County of Riverside Assessor
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The following table shows the dates and percentage of anticipated secured property taxes to be
distributed to the District by the County in Fiscal Year 2010-11.

CORONA-NORCO UNIFIED SCHOOL DISTRICT
2010-11 SCHEDULE OF SECURED PROPERTY TAX PAYMENTS

Perceniage of

Date of Total Secured
Distribution _ Property Taxes
December 14-18, 2010..c..ii i erreac v 30%
January 19-22, 201 1. v 20
APTILS9, 2011 e 10
May 17-21, 2011 v e e e 40

T AUUSE 26, 20T oo e s eneeee e e ot
TOMBL et e 100%

o Any property taxes collected but not distributed in prior periods will be distributed during this time period.
© Sowrce. County of Riverside Auditor-Controller s office.

The following summarizes the annual secured tax levy within the District for its outstanding general
obligation bonds only and the amount delinquent as of June 30 for the last five fiscal years. For which
information is available Under the terms of the County’s Teeter Plan, the District is paid 100% of the secured
tax levy each year by the County and the County takes responsibility for collecting delinquencies and keeps
penalties and interest. '

SUMMARY OF SECURED TAX CHARGES AND DELINQUENCIES™"
' Fiscal Years 2005-06 through 2008-09
Corona-Norco Unified School District

Fiscal Year Secured Tax Delinguent % Delinguent
Charges Levied Secured Taxes June 30
2005-06 $ 2,831,574.12 $ 127,465.24 4.50%
2006-07 3,909,359.06 286,148.83 7.32
2007-08 10,636,603.51 1,001,547.11 9,42
2008-09 11,404,925.31 801,782.55 7.03

M This table represents the sccured ad vaforem taxes levied in the District solely to repay the District’s outstanding General
Obligation Bonds and does net include any delinquencies related to other tax or assessment levies.
Source: California Muricipal Statistics, Inc.

Financial Statements of the District

The District’s audited financial statements for the year ended June 30, 2009 are included-forveferenee
in Appendix D hereto.
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Historical General Fund Financial Information

The table below summarizes the District’s Statement of General Fund Revenues, Expenditures and
Changes in Fund Balance for Fiscal Years 2004-05 through 2008-09.

STATEMENT OF GENERAL FUND REVENUES, EXPENDITURES

AND CHANGES IN FUND BALANCES
Fiscal Years 2004-05 Through 2008-09
Corona-Norco Unilied School District

SOURCES

Revenue Limit Source

Federal Revenues

Other State Revenues

Other Local Revenue
Total Revenues

EXPENDITURES

Instruction

Instruction — Related Services

Pupil Services

General Adminisiration

Plant Services

Facilities Acquisition & Construction
Ancillary Services

. Other Cutgo

Enterprise Services
Debt Service
Total Expenditures

Excess of (Deficiency) of Revenues
Over Expenditures

OTHER FINANCING SOQURCES
Operating Transfers In

Operating Transfers Out

Total Other Financing Sources (use)

Excess (Deficiency) of Revenues and
Other Financing Sources over
Expenditures and Other Uses

Fund Balance (Deficit), July 1
Fund Balance (Deficit), June 30

Source: The District.

DOCSOC/1416115v46/022334-0045

Audited Audited - Audited Audited Audited

2004-05 2005-06 2006-07 2007-08 2008-09
§ 215,129,634 § 234431156 $ 266216871 S 285093123  § 283.558,127
15,784,875 18,723,830 14,883,939 17,370,952 33,186,153
63,159,127 67,462,202 91,545,970 87,705,691 80,154,138
1.323.027 1.973.283 2.557.128 2.208.594 3,074,761
295,396,663  _ 322590471 __ 375203908 _ 392378360 _ 399.973,179
202,548,444 220,144,811 244,624,316 262,562,623 259,759,521
31,975,870 36,828,608 41,076,173 43,032,302 41,080,047
23,017,285 25,470,326 30,341,113 32,716,241 32,402,047
10,506,311 7,219,029 11,828,824 11,603,819 12,391,804
26,928,625 30,204 412 36,296,513 38,174,957 35,463,621
558,011 151,549 72,676 269,348 2,810
2,125.020 2,103,522 2,350,048 2,563,167 2,467,939
7.750 7.729 184,683 255577 335,175
- - (N - -
297,667,311 322,219,986 366,774,534 391,178,034 383,902,964
(2,270,648) 370,485 8.429,374 1,200,326 2,208,594
2,000,000 5,057,931 - 1,700,000 -
(4.044.541) (7.062.226) (1.747.803) (1.752.052) -
(2,044,541} (2,004,295) (1,747,803) (52,052) 19,764
__(5418.481) (1,633,810) 6,681,571 1,148,273 16,089,979
$ 18558290 5 14243101 § _12,609291 § 19290862 § _20439,13¢6
$_14243,101  § 12609291 §_ 19290862 § 20439136 §_ 36329115
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The table below sets forth the District’s General Fund balance sheet for the last five fiscal years,

SUMMARY OF COMBINED GENERAL FUND BALANCE SHEET
Corona-Norco Unified School District

Audited Audited Audited Audited™ Unaudited
i 2005-06 2006-07 2067-08 2008-09 2009-10
ASSETS :
Depasits and Investments $ 407,685 $ 4,778,117 $ 3,300,858 $ 7.894,813
Accounts Receivable 23,996,898 35,150,435 32,104,004 49,397,203
Due from Other Funds 1,005,243 616,984 1,318,611 £10,058
Inventory 492 833 498.592 339,956 201.858
Total Assets 25.902.659 41,044,128 31,063,429 08,303,932
LIABILITIES AND FUND EQUITY
LIABILITIES
Accounts Payable 12,509,888 13,563,347 16,165,375 18,033,029
Due to Other Funds 118,931 7,633,974 13,654 : -~
Deferred Revenue 664.549 555945 445,264 3.741.788
Totai Liabilities 13,293,368  __21,753.266 16,624,293 21,774,817
FUND EQUITY
Fund balances
Reserved 4,170,634 10,071,665 9,858,346 9,067,900
Unreserved :
Designated 8,438,657 8,575,605 10,580,790 27,461,215
Undesignated - - - --
Total Fund Equity 12,605,291 19,290,862 20.439.136 36,529,115

Total Liabilities and Fund Equity $25902,659 541044128  §.37.063420  _§ 58.303,932

M Unaudited Actuals.
Source: The District.

Budget Process and Adopted General Fund Budgets

The District is 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, The State Department of Education imposes a uniform
budgeting and accounting format for school districts. The budget process for school districts was substantially
amended by Assembly Bill 1200 (“AB 1200”), which became State law on October 14, 1991. Portions of AB
1200 are summarized below.

School districts must adopt a budget on or before July | 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 | 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 office of education, or as needed. The District is on a single budget cycle and
adopts its budget on or before July 1.

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 Education and
identify technical corrections necessary to bring the budget into compliance, will determine if the budget
allows the district to meet its current obligations and will determine if the budget 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. Budgets will be
disapproved if they fail the above standards. The district board must be notified by August 15 of the county
superintendent’s recommendations for revision and reasons for the recommendations, The county
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superintendent may assign a fiscal advisor or appoint a commitliee to examine and comment on the
superintendent’s recommendations. The committee must report its findings no later than August 20. Any
recommendations made by the county superintendent must be made available by the district for public
inspection. The law does not provide for conditional approvals; budgets must be either approved or
disapproved. No later than August 20, the county superintendent must notify the Superintendent of Public
Instruction of all school districts whose budget has been disapproved.

For all dual budget options and for single and dual budget option districts whose budgets have been
disapproved, the district must revise and readopt its budget by September 8, reflecting changes in projected
income and expense since July 1, including responding to the county superintendent’s recommendations. The
county superintendent must determine if the budget conforms with the standards and criteria applicable to final
district budgets and not later than October 8, will approve or disapprove the revised budgets. If the budget is
disapproved, the county. superintendent will call for the formation of a budget review committee pursuant to
Education Code Section 42127.1. Until a district’s budget is approved, the district will operate on the lesser of
its proposed budget for the current fiscal year or the last budget adopted and reviewed for the prior fiscal year.

Under the provisions of AB 1200, each school district is required to file interim certifications with the
county office of education as to its ability to meet its financial obligations for the remainder of the then-current
fiscal year and, based on current forecasts, for the subsequent fiscal year. The county office of education
reviews the certification and 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 nepative certification is assigned to any school! district that will be 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 sequent fiscal vears.

The District has never had an adopted budget disapproved by the county superintendent of schools,
and has never received a “negative” certification of an Interim Financial Report pursuant to AB 1200.
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C Fi ial Conditi

The District’s General Fund adopted budgets for the years ended June 30, 20052009 and June 30,
26092010 and ending June 30, 2011, as well as its General Fund audited actual results for the fiscal year
ending June 30, 2009 and the unauditedestimated actual General Fund results for the fiscal year ending June

30, 20092010 are set forth in the following table.

GENERAL FUND BUDGET AND ACTUAL RESULTS
FISCAL YEAR ENDING JUNE 30, 2008 AND JUNE 30, 2009
Corona-Norco Unified School District

SOURCES

Revenue Limit Sources:
Federal Revenues
Other State Revenues

Other Local Revenue
Total Revenues

EXPENDITURES
Instruction

Instruction — Related Services
Pupil Services
General Administration

Plant Services
Facilities Acquisition & Construction
Ancillary Services

Dther Outgo

Enterprise Services
Debt Service
Total Expenditures

Excess of Revenves over (Under)
Expenditures

OTHER FINANCING SOURCES
Operating Transfers In

Operating Transfers Out

Total Other sources (uses)

Excess (Deficiency) of Revenues and
Other Financing Sources over
Expenditures and Other Uses

Fund Balance (Deficit), July |
Fund Balance (Deficit), June 30

Source: The District.

DOCSOC/1416115v46/022534-0045

2008-09 2008-09 © 2009-10
Adopted Budget  Audited Amounts  Adopted Budget
$ 288,610,050  $283.558,127  $ 251669274

14,286,591 33,186,153 32,890,881
73,822,901 77164096801 73,266,146
84,138 -

1,890,669 3,074.761 1,763,232
378,610,211 359,589,532
_396.983.1373

29,973,179
253,014,564 251481237 257,899 444
259,759,521
41,076,071 40495515410 40,321,574
80,047
32,171,127 34775118324 32,106,820
02,047
10,831,070 2412.19112,39
1,804 1,811,590
38,472,811 035,463,621 0
- 62,810 0
1,173,503 32334.9542,46 11,340,991
7,939
- 35461019335, 37,173,893
125 A
- 335175 56,909
377.639.146 380,711,222
_373.088.2003
83,902,964
22.994.928
971,065 2,208,594 (21,121,689)
(133.803) {239:390)-- (45.957)
(133,803) 19764 (45,957)
2304469316,
837.262  089.979 (21,167,646)
$ 20,439,136 $ 20439136  § 43.453.828
£.21,276,398 b
_A3A53.82836,
529.115
36

2009-10
Ynanditedbstimate 2010-11
d Actuals Adopted budget
3 252,368,369  _§ 256,505,208
32,588,378 26,677,089
12,384,527 12,188,360
3,486,837 2,156,720

60828113 357,521,377

42,520,611 38561973
12,930,427 27,987,062
2,586,016 2,145,284
3432657 10
13,121,090 14,900,307
312880 56,900
= . =
(24,101.041) (1L013,191)
= =
58.792) Z48,739)

(24,159,833) _(L.061.930}

322,286,182 8 _19.203994  § 18232064



As a result of significant State budget shortfalls, State revenues appomoned to the District for Fiscal
¥ea%s——2-998—99—&nel¥_caj: 2009 10 were reduced by more than $~——— éﬂ_lmllmn_ from Flscal Year

As a result_of reduced State funding, the District—-has—reduced—budgeted’s Genera] Fund
expendltures in Flscal Year mewww;

exceed revenues by approximate _ TheDlsmct is requlredby law to mamtam a General Fund
endmg balance equal to 32% of its annual General Fund expenditures, As set forth in the table above, the
District’s 2010-11 Budget projects an ending fund balance of over 32% of annual Genera] Fund expenditures.

The District’s financial condition is closely linked to the finances of the State, which has an ongoing
structural budget deficit. Future budget decisions by the State could have an adverse impact on the Dlstnct ]
financial condition. See “FUNDING OF SCHOOL DISTRICTS IN CALIFORNIA.”

Additional District Funds

In addition to the General Fund, the District maintains seven other funds to finance various types of
District expenditures. The unaudited actual ending balances in these seven funds for the fiscal year ended June
30, 26652010 and the projected ending fund balances for the fiscal year ending June 30,-204-andforthe

meﬂ-th-eﬁé-mg— 2011 are set forth in the table below:

CORONA-NORCO UNIFIED SCHOOL DISTRICT
OTHER AVAILABLE CASH BALANCES

June 30, 2010 June 30, 2011 j@#
Unaudited Projected Projected

Fund Ending Balance Ending Balance Ending Balance
Adult Education e $ 2,002,082 —S5 L161,282
Child Nutrition 2,161,914 2,161,914
Deferred Maintenance 13,161,798 7,496,798
Capital Facilities 8,897,441 1,404,342
School Building Fund 4,512,393 6,025,932
Special Reserve 283,665 241
Self Insurance 10,240,194 =12038,664
’ Preliminary, subject to change.
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Total $_ 41,349,487 $ 25,889,173

Source: The District.

Accounting Practices

The accounting policies 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 State of California Education Code, is to be followed by all California school districts.
The Governmental Accounting Standards Board (“GASB”) has released Statement No. 34, which makes
changes in the annual financial statements for all governmental agencies in the United States, especially in
recording of fixed assets and their depreciation, and in the way the report itself is formatted. These
requirements became effective in 2001-02 for the District, as well as any other governmental agency with
annual revenues of $100 million or more. Revenue is recorded on an accrual basis except for district property
taxes which are considered revenue in the year collections are made and therefore are fully reserved.
Expenditures are recorded according to receipt of goods and services on an accrual basis. Differences between
estimated and actual accounts receivable and payable, as of the beginning of the fiscal year, are reflected as
adjustments to fund balance.

District Reports and Certification

State law requires each school district to certify at two points during the fiscal year whether or not it is
able to meet its financial obligations for the remainder of such fiscal year, the first for the period ending
October 31 and the second for a period ending January 31. Such certifications and a report shall be filed with
the County Superintendent of Schools within forty-five days after the close of the period being reported and, to
the extent required, to the State Controller and the Superintendent of Public Instruction.

The District has filed positive certifications with the County Superintendent of Schools for cach
reporting period for which a certificate has been filed and the County Superintendent of Schools has not made
any qualified or negative determination with respect to any such certifications.

Copies of the District’s reports and certifications, as well as audited financial statements, may be
obtained upon request from the District’s Business Office at 2820 Clark Avenue, Norco, California 92860,
(Tel. 951-736-5020).

Existing Indebtedness

Long-Term Debt. A schedule of changes of the Dlstrxct in long-term debt for the year ended June 30
2009, is shown belowv : pra !

Balance Balance
Long Term Debrt July 1, 2008 Additions Deductions June 30, 2009
General Obligation Bonds $ 137,189,417 $ 55,763,658 $ 7,790,000 $ 185,163,075
Certificates of Participation 103 985,000 0 75,950,000 28.035.000
Total $ 241,174,417 $ 55,763,658 $ 83,740,000 8 213,198,075

Source: The District.

Certificates of Participation. The District has previously issued one series of certificates of
participation in 2001. The certificates of participation evidence fractional interests in lease payments to be
made by the District, as Jessee under a lease agreement with the Corona-Norco Unified School District Land
Acquisition Corporation, as lessor. As of June 30, 2009, the 2001 certificates of participation were outstanding
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in the amount of $28,035,000. See Note 8 to Appendix D—"DISTRICT’S 2008-09 AUDITED FINANCIAL
STATEMENTS” herein,

The following table summarizes the total annual lease payment requirements of the District for all
outstanding Certificates of Participation:

Year Ending 2001
(June 30) Certificates
2011 $ 2,378,181
2012 2,384,407
2013 2,385,806
2014-2018 11,850,331
2019-2023 11,905,606
2024-2028 9,371,931
2029 1,172,144
Total $41,488,406

Source: The District.

General Obligation Bonds. 1In 1998, the District identified a capital facilities need to alleviate school
district overcrowding, upgrade classroom technology and perform necessary repairs to school facilities. Voters
approved a $65 million general obligation bond authorization in April 1998 to fund required capital
improvements (the “Authorization™), The District has issued four series of general obligation bonds and a
series of refunding general obligation bonds through the Authorization. On November 7, 2006, the voters of
the District approved a $250 million general obligation bond authorization for purpose of building new
classrooms, elementary, intermediate and high schools, increasing kindergarten classrooms, adding school
libraries, creating reading, science and computer labs and upgrading security, sprinklers, smoke detectors and
fire doors, The District has issued $228,427,121.65 of general obligation bonds through the Authorization,
which includes a first series of bonds issued in 2007 in the amount of $75,000,000, a second series of bonds
issued on February 4, 2009 in the amount of $53,429,199.50 and a third series of bonds issued on December
17, 2009 in the principal amount of $99,997,922.15. As of June 30, 2009, the District had General Obligation
Bonds outstanding in the amount of $185,163,075. See Note 8 to Appendix D—"DISTRICT’S 2008-09
AUDITED FINANCIAL STATEMENTS” herein.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK.]
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Community Facilities District Bonds

As of June 30, 2010, the District had formed various community facilities districts (“CFDs"), which
had a combined $-—————168,249,697 of debt outstanding, The debt of the CFDs is payable from special
taxes levied on the parcels within those CFDs and not from general revenues of the District. A schedule of
changes in the debt of the CFDs for the year ended June 30, 2010 is as set forth in the table below, No
additional debt of the CFDs has been issued since June 30, 2010,

CORONA-NORCO ﬁNIFIED SCHOOL DISTRICT

CFD Debt!
- Balance Balance
CFD Debt July 1, 2009 Deductions Additions June 30, 2010
District CFD Special Tax Bonds: ‘
CFD 6 Series 1996A 3§ 1,505,000 3 345,004 —5 1,160,000
CFD 88-1 Series 1996A 2,795,000 405,000 2,390,000
CFD 98-1 Series 2002 22375000 260,000 22,115,000
CFD 98-1 Series 2003 285,950,000 270,000 25,680,000
—  CER32-} Seres2005B
CFB-05-1 Series-2006B ‘
-CFD (4-1 Serjes 2006 13,390,000 240,000 13,150,000
CFD 06-1 Series 2007 5,815,000 85,000 2,530,000
Total == 90,680,000 ==32,015.004 —3_B8.665 001
Public Financing Authority CFD Special Tax Bonds:
-CED 01-1A Series 2002A et 300,000 =8 75000 -8 3,585,000
W 2.920.000 55,000 2,865,000
LFD 03:4 Series 20044 2,365,000 45000 2,320,000
CFD 03-2 Serjes 20054 2,565,000 50,000 2,515,000
LED 035 Series 20058 2,720,000 50,000 2,670,000
CFD 97-1 Series 20058 1441557 51.824 1,389,733
CFD 99-1 Series 20058 3,494,669 . 101,546 4,393,123
CFD 99-2, Improvement Area A Series 2005B 2755406 12499 2,682,007
CFD 99-2, Improvement Area B Series 2005B 2,072,955 58,928 2,014,027
CFD 99-2, Improvement Area C Series 2005B° 2,448.427 10.880 2.377,547
— e CED-00-1+-Series2003
——— CEB-0-tA-Series-2602A
e CED-01-1B Series-2002A
e ——CER-O1 24 Series2004
—— CED-D1 2B Series 2003
LCED-01-26 Series-2005
CFD 02-2A Series 200320058 3,648,000 78,319 3,569,681
CFD 02-2B Series 20032005 54,617,052 97,195 4,519,857
1 CFD-03-1-Series2603 : '
‘ — CFEP03-2 Series2005
\
1 ———CFB-03-3A-Series—2004
| —————CFD-03-38-Series-2604
|
;
——————CFD-03-4Series-2004
_—@9‘9}*‘3“""; D041 Ser s ?‘Sf?
CFD 04-2, Improvement Area 1 Series 2006A 2,615,000 45,000 2,570,000
CFD 04-2, Improvement Area 2 Series 2006A 3,195,000 55,000 4,140,000
CFD  04-2, Improvement Area 3 Series .
200648 2,160,000 40.000 2,120,000
CED 05-1 Series 20068 12,315,000 235,000 12,670,000
| Total —5 81,231,467 31646770 =i _79.584,697
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Total _SI71911467  _§ 3661770 —5168.249.697

0" Unaudited.
Source: The District,

Retirement System

STRS and PERS. The District participates in the State of California Teachers’ Retirement System
(*STRS”) which provides benefits to full-time certificated personnel. The District also participates in the State
of California Public Employees Retirement System (“PERS™) which provides benefits to full-time classified
personnel and part-time employees who are employed more than 1,000 hours during the year.

The District was required to contribute to STRS from its General Fund a total of
$——17.343.427 during the fiscal year ended June 30, 2010. The District made a PERS contribution
during fiscal year ended June 30, 2010 of $———6.702,797 from its General Fund. For fiscal year 2010-
11, the District has budgeted a STRS contribution of $————--16,277.283 and a PERS contribution of

§———6.363.911 from its General Fund.

Both STRS and PERS have substantial unfunded liabilities based on current actuarial assumptions,
which could result in higher contribution rates for the District in the future, The substantial declines in the
stock and bond markets could further increase the unfunded liabilities and result in an increase in contribution
rates in the future,

Other Postemployment Benefits

The District - provides post-employment health care benefits, in accordance with the District’s
employment contracts, to all employees who retire from the District on or after attaining the age of 50 with at
least 10 years of service. As of June 30, 2010, 286 retired employees met those eligibility requirements,
The District contributes a maximum of $3,800 per year of the amount of premiums incurred by each retiree
and his or her dependents and the retiree contributes the remainder. A retiree will receive these health care
benefits to the end of the school year in which the retiree turns 65. Expenditures for post-employment benefits
are recognized on a pay-as-you-go basis, as retirees report claims paid. During fiscal year 2009-10, the
District contributed $————1,260,049 to the plan. In July 2009, the District received a report from an
outside consultant that estimated the District’s unfunded actuarial accrued liability for post-employment
retirement benefits as of June 2009 to be approximately $14,858,902 based on certain assumptions. The

District is required to conduct a report on its unfunded actuarial liability every two years.

Beginning with its fiscal year ending June 30, 2009, the District is required to comply with the
Governmental Accounting Standards Board (“GASB”) Statement 45 relating to other post-employment
benefits (“OPEB™), which will require the District to recognize the expenses and related liabilities and assets
for any OPEB provided by the District in its government-wide financial statements of net assets and activities,
The District’s annual required contribution for the post-employment health benefits plan calculated in
accordance with the parameters of GASB Statement 45 was $2,654,042 as of June 30, 2009. The annual
required contribution represents a level of funding that, if paid on an ongoing basis, is projected to cover
normal cost each year and amortize any unfunded actuarial accrued liabilities over a period not 1o exceed 30
years. '

In fiscal year 2007-08, the District adopted a supplemental retirement plan as part of an carly
retirement offer 1o certain employees. The plan provides annuities to be paid to eligible employees over a five-
year period. Annuities have been purchased for 83 employees participating in the plan. As of June 30, 2009,
the balance of the District’s obligation for this supplemental retirement plan was $4,462,922.

41
DOCSOC/1416115v46/022534-0045



State Assistance

The District’s largest revenue source is the State of California. See “FUNDING OF SCHOOL
DISTRICTS IN CALIFORNIA”™ for a discussion of recent State budgets and State funding of school districts.

Statement of Direct and Overlapping Debt

Set forth below is a direct and overlapping debt report (the “Debt Report™) prepared by California
Municipal Statistics, Inc. and as of July 6, 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 abligations 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 table shows the percentage of each overlapping entity’s assessed value located within the
boundaries of the District. The table also shows the corresponding portion of the overlapping entity’s existing
debt payable from property taxes levied within the District. The total amount of debt for each overlapping
entity is not given in the table. '

The first column in the table names each public agency which has outstanding debt as of the date of
the report and whose territory overlaps the District in whole or in part. Column 2 shows the percentage of each
overlapping agency’s assessed value located within the boundaries of the District. This percentage, multiplied
by the total outstanding debt of each overlapping agency (which is not shown in the table) produces the
amount shown in column 3, which is the apportionment of each overlapping agency’s outstanding debt to
taxable property in the District.
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STATEMENT OF DIRECT AND OVERLAPPING BONDED DEBT
Corona-Norco Unified School District

As of July 6, 2010

2009-10 Assessed Valuation:
Redevelopment Incremental Valuation:
Adjusted Assessed Valuation:

$26,370,612,376
4.733.842.898
$21,636,769.478

DIRECT AND OVERLAPPING TAX AND ASSESSMENT DEBT: % _Applicabie Debt 7/1/10
Metropolitan Water District 1.184% $ 3,128,365
Riverside City Community College District 36,771 49,529,106
Corona-Norco Unified School District 100. 264,166,512
Corona-Norco Unified School District Community Facilities Districts 100. 168,194,697
City of Riverside 0.002 346
City of Corona Community Facilities Districts 100, 140,580,000
City of Corona 1915 Act Bonds 100, 6.360,000
City of Norco Community Facilities Districts 79.907-100. 39,732,599
Special District Community Facilities Districts 100. 294,849,803
Riverside County Community Facilities Districts 100. 22,740,000
TOTAL DIRECT AND OVERLAPPING TAX AND ASSESSMENT DEBT $989,281,428
DIRECT AND OVERLAPPING GENERAL FUND DEBT: :
Riverside County General Fund Obligations 14.253% $104,963,049
Riverside County Pension Obligations 14.253 53,463,003
Riverside County Board of Education Certificates of Participation 14,253 1,031,917
Corona-Norco Unified School District General Fund Obligations 100. 27,040,000
City of Corona General Fund Obligations 93.898 66,752,088
City of Riverside General Fund and Pension Obligations 0.002 7.031
TOTAL GROSS DIRECT AND OVERLAPPING GENERAL FUND DEBT $253,257,088
Less: Riverside County self-supporting obligations 2,155,408
City of Corona supported by wastewater revenues 2,990,651
TOTAL NET DIRECT AND OVERLAPPING GENERAL FUND DEBT $248,111,029

GROSS COMBINED TOTAL DEBT
NET COMBINED TOTAL DEBT

(1) Excludes issue to be sold.
(2) Excludes accreted interest of capital appreciation bonds.

$1.242,538,516™
$1,237,392,457

(3) Excludes tax and revenue anticipation notes, enterprise revenue, mortgage revenue and tax allocation bonds and non-bonded

capital lease obligations,

Ratios to 2009-10 Assessed Valuation:
Direct Debt ($264,166,512) 1.00%
Total Direct and Overlapping Tax and Assessment Debt ......... 3753.70%

Ratios to Adjusted Assessed Valuation:

Combined Direct Debt ($291,206,512) 1.35%
Gross Combined Total Debt.....ooiocovnionece, RUPRRRO 5.74%
Net Combined Total Debl......oooe oo ceeee e e 3.72%

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

M Based on 2008-09 ratios.
@

(6
capital lease obligations.
Source: California Municipal Statistics, Inc.
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COUNTY INVESTMENT POOL

The jfollowing information concerning the Riverside County Pooled Investment Fund has been
provided by the Riverside County Treasurer-Tax Collector (the “Treasurer’) and has not been confirmed or
verified by the District. No representation is made herein as to the accuracy or adegquacy of such information
or as to the absence of material adverse changes in such information subsequent to the date hereof, or that the
information contained or incorporated hereby by reference is correct as of any time subsequent to its date.

The County Treasurer maintains one Pooled Investment Fund (the-“PIF”) for all local jurisdictions
having funds on deposit in the County Treasury. As of —————May 30, 2010, the portfolio assets
comprising the PIF had a market value of § -5,809,312.986.

State law requires that all operating moneys of the County, school districts; and certain special
districts be held by the County Treasurer. On June 30; 2009, the Auditor-Controller performed an analysis on
the County Treasury which resulted in the identification and classification of “mandatory® vs. discretionary”
depositors. Collectively; these mandatory deposits constituted approximately 84% of the funds on deposit in
the County Treasury; while approximately 16% of the total funds on deposit in the County Treasury,
represented discretionary deposits.-

While State law permits other governmental jurisdictions, with the prior consent of the Board and the
County Treasurer, to participate in the County’s PIF, none have been authorized entry, nor are any pending
consideration. The desire of the County is to maintain a stable depositor base for those entities participating in
the PIF.

All purchases of securities for the PIF are-te-be made in accordance with the County Treasurer’s 2009
Statement of Investment Policy;_{the “Policv Statemen{”} which is more restrictive than the investments
authorized pursuant to Sections 53601 and 53635 of the California Government Code. The Pelicy Statement
requires that all investment transactions be governed by first giving consideration to the safety and
preservation of principal and liquidity sufficient to meet daily cash flow needs prier to achieving a reasonable
rate of return on the investment. Investments are not authorized in reverse-repurchase agreements except for
an unanficipated and immediate cash flow need that would otherwise cause the Treasurer te sell portfolio

securities prior to maturity at a principal loss. The investments-infull text of the Policy Statement is set forth
in Appendix E bereto,
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The structure of the Pooled Investment Fund as of —%M—Wﬁ&as—feﬂewsw

was:
Commercial Paper 5 159,981,667 2.70%
Federal Agency Securities 4,391,664,232 25.60
Cash EBquivalent
U.S. Treasury BondsNotes 771,212,314 13.28
Mﬂ&ﬂ%ﬂm 369,054,054 6335
@M@wﬁ 15,660,000 027
ici 101,740,719 178
Medium Term Notes '+2 = -
Total —S 5.809.312.986 100.00%
amicioal
boeal—Ageney—Obligationst Weighted
Average Yield 0.89%
. » ]9()04
o !Mghﬁmmwmﬂ_ " o

m MSSt-Meé}umiFeFm—Nefes-afe—FD}Gmsufeéig’ Represents Local Agency Obligations issued by the Riverside District

ceurtCount Financing Corporation, the County; and the Redevelopment Agency. Not rated; all other investments are
government securities or rated investments,

@ Most Medinm Term Notes are FDIC insured,

As of ————May 27, 2010, the market value of the PIF was 100.15% of book value. The
Treasurer estimates that sufficient liquidity exists within the portfolio to meet daily expenditure needs without
requiring any sale of securities at a principal loss prior to their maturity.

In keeping with Séctions 53684 and 53844 of the California Government Code, all interest, income,
gains and losses on the portfolio are distributed quarterly to participants based upon their average daily balance
except for specific investments made on behalf of a particular fund. In these instances, SeetionsSection 53844
requires that the investment income be credited to the specific fund infrem which the investment was made.

The Board of Supervisors of the Countv has established an “Investment Oversight Committee
(“1OC™) in comphance w1th Cahfomla Government Code Sectlon 2’7131 Currently; -the-Committee-is

mﬂ_}__&g is to review the prudence of the County 5 lnvestment polncy, portfoho holdmgs and
investment procedures, and to make any findings and recommendations known to the Board—This_of
committee was reorganized to conform to new State requirements requiring

Supervisors of the County. The
the County to have a local eversight-commitieeQversight Committee. The eemmitteeCommittee is utilized

by the County to manage audlt and safeguard publlc funds and to perform other mtemal control measures.

The County has obtained a rating on the PIF of “AAA/Y1+” from Fitch IBCA, and a “AAA/MR1”
rating from Moody’s Investors Service-and—AAAA I+ ratingfrom-Fiteh-Ratings, There is no assurance that

such ratings will continue for any given period of time or that any such rating may not be lowered, suspended
or withdrawn entirely by the respective rating agency if, in the judgment of such rating agency, circumstances
SO warrant.

Neither the District nor the Underwriter has made asyan independent investigation of the
investments in the County PIF erand has made anyno assessment of the current County Investment
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Policy. The value of the various investments in the County PIF will fluctuate on a daily basis as a result
of a multitude of factors, including generally prevailing interest rates and other economic conditions.
Therefore, there can be no assurance that the values of the various investments in the County PIF will
not vary significantly from the values described herein.

TAX MATTERS

In the opinion of Stradling Yocca Carlson & Rauth, a Professional Corporation, Newport Beach,
California, Bond Counsel, under existing statutes, regulations, rulings and judicial decisions, and assuming
certain representations and compliance with certain covenants and requirements described herein, interest on
the Notes is excluded from gross income for federal income tax purposes, and is not an item of tax preference
for purposes of calculating the federal alternative minimum tax imposed on individuals and corporations. In
the further opinion of Bond Counsel, interest on the Notes is exempt from State of California personal income
tax. Bond Counsel notes that, with respect to corporations, interest on the Notes is not included as an
adjustment in the calculation of alternative minimum taxable income.

Bond Counsel’s opinion as to the exclusion from gross income of interest on the Notes is based upon
certain representations of fact and certifications made by the District and others and is subject to the condition
that the District complies with all requirements of the Internal Revenue Code of 1986, as amended (the
“Code™), that must be satisfied subsequent to the issuance of the Notes to assure that interest on the Notes will
not become inciudable in gross income for federal income tax purposes. Failure to comply with such
requirements of the Code might cause the interest on the Notes to be included in gross income for federal
income tax purposes retroactive to the date of issuance of the Notes. The District has covenanted to comply
with all such requirements.

The amount by which a Note Owner’s original basis for determining loss on sale or exchange in the
applicable Note (generally, the purchase price) exceeds the amount payable on maturity (or on an earlier call
date) constitutes amortizable Note premium, which must be amortized under Section 171 of the Code; such
amortizable Note premium reduces the Note Owner’s basis in the applicable Note (and the amount of tax-
exempt interest received), and is not deductible for federal income tax purposes. The basis reduction as a
result of the amortization of Note premium may result in a Note Owner realizing a taxable gain when a Note is
sold by the Owner for an amount equal to or less (under certain circumstances) than the original cost of the
Note to the Owner. Purchasers of the Notes should consult their own tax advisors as to the treatment,
computation and collateral consequences of amortizable Note premium.

The Internal Revenue Service (the “IR8") has initiated an expanded program for the auditing of tax-
exempt Note issues, including both random and targeted audits. It is possible that the Notes will be selected
for audit by the IRS. It is also possible that the market value of the Notes might be affected as a result of such
an audit of the Notes (or by an audit of similar notes). :

Bond Counsel’s opinions may be affected by actions taken (or not taken) or events occurring (or not
occurring) after the date hereof. Bond Counsel has not undertaken to determine, or to inform any person,
whether any such actions or events are taken or do occur. The Resolutions and the Tax Certificate relating to
the Notes permit certain actions te be taken or to be omitted if a favorable opinion of Bond Counsel is
provided with respect thereto. Bond Counsel expresses no opinion as to the exclusion from gross income of
interest on the Notes for federal income tax purposes with respect to any Note if any such action is taken or
omitted based upon the advice of counsel other than Stradling Yocca Carlson & Rauth.

Although Bond Counsel has rendered an opinion that interest on the Notes is excluded from gross
income for federal income tax purposes provided that the District continues te comply with certain
requirements of the Code, the ownership of the Notes and the accrual or receipt of interest with respect to the
Notes may otherwise affect the tax liability of certain persons. Bond Counsel expresses no opinion regarding
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any such tax consequences. Accordingly, before purchasing any of the Notes, all potential purchasers should
consult their tax advisors with respect to collateral tax consequences relating to the Notes.

A copy of the proposed form of opinion of Bond Counsel is attached hereto as Appendix B,

LEGAL OPINION

Bond Counsel will render a final approving opinion with respect to the Notes substantially in the form
attached as Appendix B. A copy of such approving opinion will be available at the time of delivery of the
Notes. _

The statements of law and legal conclusions set forth in this Official Statement have not been
reviewed by Bond Counsel. Bond Counsel’s employment is limited to a review of the legal proceedings
required for the authorization of the Notes. Bond Counsel’s opinion will not consider or extend to any
documents, agreements, representations, offering circulars or other material of any kind concerning the Notes.
Certain matters will be passed upon for the District by District Counsel, Parker & Covert, Tustin, California.

LEGALITY FOR INVESTMENT IN CALIFORNIA

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

RATING

The District received the rating of “SP1+___ " on the Notes from Standard & Poor’s Ratings Service.
Certain information was supplied by the District to the rating agency to be considered in evaluating the Notes.
The rating issued reflects only the views of the rating agency, and any explanation of the significance of such
rating should be obtained from the rating agency. There is no assurance that any rating obtained will be
retained for any given period of time or that the same will not be revised downward or withdrawn entirely by
the rating agency if, in its judgment, circumstances so warrant. The District undertakes no responsibility either
to bring to the attention of the holders of the Notes any downward revision or withdrawal. Any such
downward revision or withdrawal of the rating obtained may have an adverse effect on the market price of the
Notes,

LITIGATION

No litigation is pending or threatened concerning the validity of the Notes, and a Certificate of the
District and an opinion ef District Counsel to that effect will be furnished to the Underwriter at the time of the
original delivery of the Notes. The District is not aware of any litigation pending or threatened questioning the
political existence of the District or contesting the District’s ability to receive ad valorem taxes or to collect
other pledged revenues or contesting the District’ ability to issue and retire the Notes.

AVAILABILITY OF INFORMATION

Copies of the Resolutions are available, upon written request, from the District. For further
information concerning the financial condition of the District, copies of the final Fiscal Year 2008-09 budget,
2010-11 proposed budget and 2008-09 audited financial statements may be obtained from the District, as they
become available. Audited financial statements for fiscal years prior to 2008-09 are currently available for
review.
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This Official Statement contains financial data taken or constructed from the official records of the
District. Such data has been reviewed by an authorized representative of each District acting in his or her
official capacity. Such representative has determined that as of the date hereof the information contained
herein is, to the best of his or her knowledge and belief, true and correct in all material respects and does not
contain an untrue statement of a material fact, or omit to state a material fact, necessary to make the statements
therein, in light of the circumstances under which they were made, not misleading,

UNDERWRITING

The Notes are being purchased for reoffering by Piper Jaffray & Co. (the “Underwriter”). The
Underwriter has agreed to purchase the Notes at a price of $ {representing the aggregate principal
amount of the Notes of § ", plus a net original issue premium of § , less an Underwriter’s
discount of § and less cost of issuance to be paid by the Underwriter of $ ) pursuant to
the Note Purchase Agreement dated October 14, 2009 (the “Note Purchase Agreement ). The Note Purchase
Agreement provides that the Underwriter will purchase all of the Notes, if any are purchased. The obligation
to make such purchase is subject to certain terms and conditions set forth in the Note Purchase Agreement .

The Underwriter may-offer and sell Notes to dealers and others at a price lower than the offering price
stated on the cover page hereof. The offering price may be changed from time to time by the Underwriter.

CONTINUING DISCLOSURE

The District will covenant for the benefit of the holders of the Notes to provide notices of the
occurrence of certain enumerated events, if material. The notices of material events will be filed by the
District with the Municipal Securities Rulemaking Board. The specific nature of the notices of materia! events
is contained in “APPENDIX C - FORM OF CONTINUING DISCLOSURE CERTIFICATE.” These
covenants have been made in order to assist the Underwriter in complying with S.E.C. Rule 15¢2-12(b)(5).
The District has never failed to comply in all material respects with any previous undertaking with regard to
the Rule o provide annual reports or notices of material events, except that during 2008 the District did not file
all notices of rating changes resulting from downgrades to various municipal bond insurers insuring certain of
its obligations. The District is currently in compliance with all prior continuing disclosure obligations.

MISCELLANEOUS
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.
Any statements in this Official Statement involving matters of opinion, whether or not expressly so
stated, are intended as such and not as representations of fact. This Official Statement is not to be construed as

a contract or agreement between the District and the purchasers or Owners of any of the Notes.

CORONA-NORCO UNIFIED SCHOOL DISTRICT

By:

Superintendent

" Preliminary, subject 1o change
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APPENDIX A

REGIONAL AND COUNTY INFORMATION
COUNTY OF RIVERSIDE

The Notes are not obligations of the County of Riverside (the "County”) and do not represeni a lien
or charge against any funds or property of County or of any city. The following information is provided only
to give prospective investors an overview of the general economic condition of the County and the State of
California (the “State”). '

General - Corona

Corona is located in Western Riverside County 44 miles east of Los Angeles along State Route 91 and
U.S. Interstate 15, Corona is approximately 34.61 square miles in area.

Incorporated in 1896, Corona operates as a general law city. 1t has a council-manager form of
government, with the five City Council members elected at large for staggered four-year terms. The City
Council elects one of the Council members as Mayor. ‘

Corona provides police protection, fire protection, animal control, building safety regulation and
inspection, street lighting, beautification, water and sewer service, refuse collection, land use planning, and
zoning, housing and community services, maintenance and improvement of streets and related structures,
traffic safety maintenance and improvement and recreational and cultural programs for citizen participation,

General — Norco

Norco is located directly north of Corona in Western Riverside County 44 miles east of Los Angeles
ajong U.S. Interstate 15. Norco is approximately 17 square miles in area. Norco is an animal-keeping and
equestrian-oriented community.

Incorporated in 1964, Norco operates as a general law city. It has a council-manager form of
government, with the five City Council members elected at large for staggered four-year term. The City
Council elects one of the Council members as Mayor.

Norco provides fire protection, animal control, building safety regulation and inspection, street
lighting, beautification, water and sewer service, refuse collection, land use planning, and zoning, housing and
community services, maintenance and improvement of streets and related structures, traffic safety maintenance
and improvement and recreational and cultural programs for citizen participation. Law enforcement services
are provided by the Riverside County Sheriff's Department.
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Population

The following table offers population figures for Corona, Norco, the County and the State for January

1, 2006 through January 1, 2010,

Area

City of Corona

City of Norco
County of Riverside

State of California .

DOCSOC/1416115v46/022534-0045

2006
1452651452

95
27.35527,363
1+:562.0141,9

62,198
3708619137

2007
H5:847145.8
48
2732027,333

%:630,3+52,0

20,054
347267457

A-2

2008

2009

+46:608146,6  +48:597148,7

20 70
H34327,134  27:46027,189

267866420
17,183

27H67:6532,1
09,882

=L 37:883:99237  38,202:68738
L87,005 463,609 871,509 255,508 38,648,090

Source: State of California, Department of Finance, E-4 Population Estimates for Cities, Counties and the State, 2001~
26092010 with 2000 Benchmark, Sacramento, California, May 26692010,

2010
150,416

22,370
2,139,535



Construction Activity

The following table shows building permit valuations and new housing units in Corona for 2005
through 2009.

CITY OF CORONA
Building Permit Valuation and New Housing Units
{Dollar Volume in $1,000’s)

2005 2006 2007 2008 2009
Residential ‘
Single Family $ 162,7854  § $ 246226 § 1,7977 S5 68161
FR3083.32
0
Multi-Family 0.0  28.178.628,178 5,673.8 28,692.5 7,589.9
oL
Alteration/Additions 6,001.1 5:723:85,723.2 4,945.3 3,100.3 _4,374.6
Total 3 168.786.5 g 352417 § 335905 8 187805
4811,
224.4 ‘
Non-Residential
New Commercial § 315576 $ $ 74,2561  §.__ 1,599.2
L1 6.5
New Industry 4.776.6 1:519411,519 2,763.8 6,450.6 Q
3
Other®" 33,329.0  29.348.229,318 10,639.6 7,545.3 26216
.
Alteration/Additions 36.041.0 i 31.885.7 20,786.7 14,7054
32.692.932,69
0
Total 5::"1!“@“%(2) $ § 638855 $ 109,038.7 h 18,9259
186583118,
6584
Total All Industry § 2744908 § § 1201272  § 1426201 8 37,7064
2239334235,
882.8
New Housing Units
Single Family Units 588 349333 76 6 3
Multi-Family Units 0 220 40 359 58
Total 588 539553 116 365 21

(4]

|

garages, public works and utilities buildings and non-residential alterations and additions.

)

May not add up due to rounding.

Source: Construction Industry Research Board.
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The following table shows permit valuations and new housing units in Norco for 2005 through 2009.

Residential
Single Family
Multi-Family
Alteration/Additions
Total

Non-Residential
New Commercial
New Industry
Other("
Alteration/Additions
Total

Total All Industry

New Housing Units
Single Family Units
Multi-Family Units

Total

(0

Scurce:

Building Permit Valuation and New Housing Units

CITY OF NORCO

(Dollar Volume in $1,000s)

2007

2005 2006

$ 32,398.0 $ 1,342.2 $ 1,131.5
0.0 0.0 0.0
2.947.6 4.169.6 840.1
§ 353456 $ 55119 $ 19717
$ 2,8524 $ 13,9256 $ 0.0
0.0 8.000.0 0.0
5.173.8 6,207.0 4,233.4
3.261.6 2.100.3 . 5.830.2
$ 11,2878 § 302331 $ 100635
$46,6333% §__ 35745.0 $ 120353

99 8 4

0 Y 0

29 _8 4

DOCSOC/1416115v46/022534-0045
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2008

$ 1,937

0.0
_ 30896
§ 50267

$ 26086
3.154.2
3,010.9
3.570.8

$ 173711

bl

2009

el B

Includes churches and religious building, hospitals and institutional buildings, schools and educational buildings, residential
garages, public works and utilities buildings and non-residential alterations and additions.

May not add up due to rounding,
Construction Industry Research Board.



Employment

The following table sets forth the major employers located in the County during 2646:2009 in

alphabetical order by company name.

COUNTY OF RIVERSIDE

Company Name

Handsome Rewards

TemeenlaHemet Valley Unified—School
Q'SB'BEM&‘!MLCII———, School Sistrictiul
International of CA Ins

J W Marriott-Desert Spes Rest

Kaiser Permanente

Morongo Casino Resort & Spa

Eiserl Medical.C F R

& Casing

M

Major Employers

(1)
(2009)

Product/Service

Medical and Biotech Manufacturer
Casings
City G E ive Offi
HisherHospitals Edueat
Health-Care§ oVt ional Instituti
Hospitals
Marketing P & Servi
Internet & Catalog Shopping
EducatienHospital

The County itself does not directly maintain employment records, but relies upon a variety of independent surveys, as well

as upon its own surveys to identify major employers.
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Employment and Industry

Employment data by industry is not separately reported on an annual basis for Corona and Norco but
is compiled for the Riverside-San Bernardino-Ontario Metropolitan Statistical Area (the “MSA™), which
includes all of Riverside and San Bernardino Counties. In addition to varied manufacturing employment, the
MSA has large and growing commercial and service sector employment, as reflected in the table below.
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The following table represents the Annual Average Labor Force and Industry Employment for the
MSA for the period from 2005 through 2009,

RIVERSIDE-SAN BERNARDINQO-ONTARIO MSA
! Riverside, San Bernardine Counties
‘ Industry Employment & Labor Force — by Annual Average
|

March 20072009 Benchmark
2005 2000 2007 2008 2009
Total Farm 18,300 17,300 16,400 16520015, 15,200
| Total Nonfarm 1,222,000 1,267,700 1,270,900 222560 1,131,900
‘ S 1,223,800 |
| Total Private 1,001,600 1,045,200 1,045,600 9925009 904,600
| 24,000
| Goads Producing 245,700 252,300 232,400 4587061 157,100
' 28,800
Natural Resources and Mining 1,400 1,400 1,300 1,200 1,200
Construction 123,300 127,500 112,500 96;50090, - 67,400
200
Manufacturing 121,000 123,400 118,500 16706601 88.500
, 06,900
Durable Goods 86,100 86,900 82,100 7260072, 58,100
300
Nondurable Goods 35,000 36,500 36,500 34,40034, 30.400
300
| Service Providing 976,300 1,015400 1,038,600 1,023,800 974,800
| 1,025,000
Private Service Producing 755,900 793,000 813,200 793;9007 747,500
95,200
Trade, Transportation and Utilities 275,900 291,100 301,900 2934082 269,700
92,900
Wholesale Trade 49,900 54,200 56,800 5549054, 48,300
100
Retail Trade 165,700 173,200 175,600 1680001 154,900
68,600
‘Transportation, Warehousing and Utilities 60,200 63,800 69,500 70,200 66,500
‘Information 14,500 15,300 15,400 44:80014, 14,800
| 200
| Financial Activities 49,000 51,600 50,200 4630046, 43,600
700
Professional and Business Services 133,200 142,300 145,000 1367061 127,300
37,400
Educational and Health Services 119,900 122,100 127,000 1357001 132,600
31,500
Leisure and Hospitality 122,600 128,100 132,600 1364001 123,000
31,000
Other Services 40,800 42,500 41,200 40:56040, 36,700
800
Government 220.400 222,500 225,300 227,300
230-.6602
22,900
Total, All Industries 1,240,300 1,285,000 1,287,300 1,238,700 1,147,100

Source:  State of California Employment Development Department.

A-7
DOCSOC/1416115v46/022534-0045



The following table summarizes the labor force, employment and unemployment figures for the years
26642003 through 200682009 for Corona, Norco, the County, the State and the nation as a whole.

CITY OF CORONA, CITY OF NORCO, COUNTY OF RIVERSIDE,
STATE OF CALIFORNIA AND UNITED STATES
Average Annual Civilian Labor Force, Employment and Unemployment

Unemplayment
Year and Area Labor Force Employment” Unempioyment™ Rate (%)”
2005 '
Corona $1:06080,200 F%56077,100 3,100 3.9%
Norco 13;10012,900 12;50012,400 600 43
Riverside County 862.000854,300 816;500808,100 46;40046,100 5.4
California $7:695:60017,544,80  46:746;90016,592.20  948;700952,600 5.4
0 )]
United States'” 149,320,000 141,730,000 7,591,000 5.1
2006 ‘
Corona 83,300 80,300 3,000 3.6%
Norco 13,400 12,900 500 4.0
Riverside County 886,400886,300 $42,000841,700 44:40044,600 5.0
California +7,507,20017,718,50  +7-029:90016,851.60 -300866,900 4.9
0 ¢
United States'” 571,000151,428, 146,081:000144,427, 64910007,001,000 4:34.6
' 000 000
2007 '
Corona £5.30085,100 $1:50081,400 3:8003,700 4:54.3%
Norco 13;80013,700 13,100 700 5:04.8
Riverside County 900.800907,400 £53,800852 900 56,00054,500 6:26.0
California 18;188:10017,970,80  17,208,50017,011.00 979,200959,800 5453
0 (1]
United States™ 153,124,000 146,047,000 7,078,000 4.6
2008
Corona . ; 54005300 6:36.2%
Norco 13,800 _ 12,900 006200 6.9
Riverside County 948:800916,700 $39:000838 800 79:60077,900 8585
California 18,441,60018,251,60 108:00016,938,3¢0  +333-5001,313,200 7.2
¢ Q
United States” +54;349.000154,287, 143.350,000145,362, 10:999.0008,924,000 7158
000 200
2009
Corona 83,300 25,400 8,400 10.0%
Norco 13,600 12,100 1,500 1L1
Riverside County 213,900 790,000 123,900 13.6
California 18,250,200 16,163,500 2,086,200 114
United States' N/A N/A N/A NA

m

Includes persons invoived in labor-management trade disputes,

Includes all persons without jobs who are actively seeking work.

The unemployment rate is computed from unrounded data; therefore, it may differ from rates computed from rounded
figures in this table.

Not strictly comparable with data for prior years.

Source:  State of California, Employment Development Department and U.S. Department of Labor, Bureau of Labor Statistics,

(2}
1)

)
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Retail Sales
The table below presents Corana’s retail sales for the years 2005 through 2609%:2008,
CITY OF CORONA

Taxable Transactions For Years 2005 through 20092008
(in Thousands)

2005 2006 2007 2008* 26009200

Apparel stores $ 64817 § 81,190 § 99,002 -$5—2192s
General merchandise stores 364,569 377,648 358,707 85992
Food stores 78,659 84,516 89,216 22392
Eating and drinking places 212,455 228,546 232,780 56924
Home furnishings and appliances 106,604 86,219 84,808 8746
Building materials and farm implements 343,670 357,056 296,914 65466
Automobile dealers and auto supplies 426,696 369,623 409244 096936
Service stations : 259,851 301,831 313,504 96452
Other retail stores 253,806 272,805 194,352 41962
Total Retail Outlets 2,111,127 2,159.434 2,078,527 500,595
All Other Qutlets 1,244,949 1,417,266 1,399,810 310518
Total All Outlets $3356,076  $3,576,700 $3,478.337 8841513

" Source: California State Board o.f Equalization.
The table below presents Norco’s retail sales for the years 2005 through 2009%.2008,
CITY OF NORCO

Taxable Transactions For Years 2005 through 2009:2008
(in Thousands)
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2005 2006 2007 2008 2009

Apparel stores $ 4,654  § 4296 § 3,981 5
1327
General merchandise stores - - - ;%%
Food stores 22,770 21,907 21,663
3:H342,059
: 3
Eating and drinking places 44,425 48,434 49,934
+214547,9
i _ 36
Home furnishings and appliances 13,771 11,493 8,453 -271-24§,%5%
Building materials and farm implements - - -0 =
Automobile dealers and auto supplies 225,367 202,798 175,498
32568116,
288
Service stations 66,636 81,897 82,352
24;93586,8
33
Other retail stores 108,517 107,982" 92,296
28:71986,0
68
Total Retail Outlets 485917 478.807 434,197
99.352369,
338
All Other Qutlets 71,738 78,288 75,137
A8:94067,1
45
Total All Outlets $ 557,635 $ 557005 §_ 509334 b
2229243
6,753

' Sales omitted because their publication would result in the disclosure of confidential information. These are included with

“Other retail stores,”™

Source: California State Board of Equalization.
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APPENDIX B

FORM OF OPINION OF BOND COUNSEL

[Closing Date]

Members of the Beard of Education
Corona-Norco Unified School District

$ . ,
CORONA-NORCO UNIFIED SCHOOL DISTRICT
COUNTY OF RIVERSIDE
STATE OF CALIFORNIA
2010-11 Tax and Revenue Anticipation Notes

Members of the Board:

We hereby certify that we have examined certified copies of the legal proceedings and other proofs
submitted pertaining to the issuance and sale of $ * aggregate principal amount of the Corona-
Norco Unified Schoo! District, County of Riverside, State of California 2010-11 Tax and Revenue
Anticipation Notes (the “Notes”), issued by the Board of Supervisors of the County of Riverside (the
“County”) on behalf of the Corona-Norco Unified School District (the “District™) pursuant to Article 7.6,
Chapter 4, Part 1, Division 2, Title 5 (Sections 53850-53858, inclusive) of the State of California Government
Cade and pursuant to a resolution adopted by the Board of Supervisors of the County (the “Resolution™). The
Notes are dated the date hereof and are due and payable on 1, 2011. Both the principal of and
interest on the Notes are payable to the registered owner thereof at maturity in lawful money of the United
States of America at the office of the Treasurer-Tax Collector of the County of Riverside, Riverside,
California, as paying agent.

In rendering this opinion, we have relied upon certain representations of fact and certifications made
by the County, the District and the initial purchaser of the Notes. We have not undertaken to verify through
independent investigation the accuracy of the representations and certifications relicd upon by us.

Based upon our examination of the foregoing, and in reliance thereon and on all matters of fact as we
deem relevant under the circumstances, and upon consideration of applicable Taws, we are of the opinion that:

1. The proceedings undertaken by the County and the District and the other proofs submitted to
us show lawful authority for the issuance and sale of the Notes under the Constitution and laws of the State of
California now in force, and the Notes constitute valid and legally binding general obligations of the District.
The District has pledged to transfer to the Repayment Fund established under the Resolution from the first
Unrestricted Revenues (as defined in the Resolution) received by the District (i) during the month ending
————July 31, 2011 uniil an amount equal to seventy—five percent (7570%) of the principal amount of the
Notes is on deposit therein; and (ii) during the month ending ———August 31, 2011 until an amount equal

* Prefiminary, subject to change.
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to the aggregate principal amount of and interest due on the Notes at maturity is on deposit therein (the
“Pledged Revenues™). The principal of the Notes and the interest thereon shall constitute a first lien and
charge on the Pledged Revenues and shall be paid from such Pledged Revenues, and to the extent not so paid
shall be paid from any other moneys of the District lawfully available therefor.

2. Under existing statutes, regulations, rulings and judicial decisions, and assuming compliance
by the District with all requirements of the Internal Revenue Code of 1986, as amended (the “Code”), interest
on the Notes is not includable in the gross income of the holders of the Notes for federal income tax purposes,
is not an item of tax preference for purposes of calculating the federal alternative minimum tax imposed on
individuals and corporations, and will not be included- as an adjustment in the calculation of alternative
minimum taxable income of corporations.

3. The difference between the issue price of a Note (the first price at which a substantial amount
of the Notes are to be sold to the public) and the stated redemption price at maturity with respect to such Note
constitutes original issue discount. Original issue discount accrues under a constant vield method, and original
issue discount will accrue to the owner of a Note before receipt of cash atiributable to such excludable income.
The amount of original issue discount deemed received by the owner of a Note will increase such Note
owner’s basis in the applicable Note. Original issue discount that accrues for the owner of a Note is excluded
from the gross income of such owner for federal income tax purposes, is not an item of tax preference for
purposes of calculating the federal alternativé minimum tax imposed on individuals or corporations (as
described in paragraph 2 above) and is exempt from State of California personal income tax.

4. - The amount by which a Note owner’s original basis for determining loss on sale or exchange
of the applicable Note (generally, the purchase price) exceeds the amount payable on maturity (or on an earlier
call date) constitutes amortizable bond premium, which must be amortized under Section 171 of the Code;
such amortizable bond premium reduces the basis of the owner in the applicable Note (and the amount of tax-
exempt interest received), and is not deductible for federal income tax purposes. The basis reduction as a
result of the amortization of Note premium may result in a Note owner realizing a taxable gain when a Note is
sold by the Note owner for an amount equal to or less (under certain circumstances) than the original cost of
the Note to the Note owner. Purchasers of the Notes should consult their own tax advisors as to the treatment,
computation and collateral consequences of amortizable bond premium.

S. Interest {or original issue discount) on the Notes is exempt from personal income taxes
imposed by the State of California.

The opinions expressed in paragraphs (2) and (3) above as to the exclusion from gross income for
federal income tax purposes of interest (and original issue discount) on the Notes is subject to the condition
that the District complies with all requirements of the Code that must be satisfied subsequent to the issuance of
the Notes to assure that such interest (and original issue discount) will not become includable in gross income
for federal income tax purposes. Failure to comply with such requirements of the Code might cause interest
(and original issue discount) on the Notes to be included in gross income for federal income tax purposes
retroactive to the date of issuance of the Notes. The District has covenanted 1o comply with all such
requirements. Except as set forth in paragraphs (2), (3) and (4) above, we express no opinion as to any tax
consequences related to the Notes.

Certain agreements, requirements and procedures contained or referred to in the Resolution and the
Tax Certificate executed by the District with respect to the Notes may be changed and certain actions may be
taken or omitted, under the circumstances and subject to the terms and conditions set forth in such documents,
upon the advice or with the approving opinion of counsel nationally recognized in the area of tax exempt
obligations. We express no opinion as to the effect on the exclusion from gross income for federal income tax
purposes of the interest (and original issue discount) on any Notes if any such change occurs or action is taken
or omitted upon advice or approval of bond counsel other than Stradling Yocca Carlson & Rauth, a
Professional Corporation.

B-2
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With respect to the opinions expressed herein, the rights of the holders of the Notes and the
enforceability thereof are subject to bankruptcy, insolvency, moratorium and other laws affecting the
enforcement of creditors’ rights, to the application of equitable principles if equitable remedies are sought, to
the exercise of judicial discretion in appropriate cases and to the limitations on legal remedies against public
agencies in the State of California.

We are admitted to the practice of law only in the State of California and our opinion is limited to
matters governed by the laws of the State of California and federal law. We assume no responsibility with
respect to the applicability or the effect of the laws of any other jurisdiction.

The opinions expressed herein and the exclusion of interest on the Notes from gross income for
federal income tax purposes may be affected by actions taken (or not taken) or events occurring (or not
occurring) after the date hereof. We have not undertaken to determine, or to inform any person, whether any
such actions or events are taken (or not taken) or do occur (or do not occur). Qur engagement as Bond
Counsel terminates upon the issuance of the Notes.

The opinions expressed herein arc based upon our analysis and interpretation of existing laws,
regulations, rulings and judicial decisions and cover certain matters not directly addressed by such authorities.

We express no opinion herein as to the accuracy, completeness or sufficiency of the Official
Statement relating to the Notes or other offering material relating to the Notes and expressly disclaim any duty
to advise the owners of the Notes with respect to matters contained in the Official Statement.

Respectfully submitted,

STRADLING YOCCA CARLSON & RAUTH
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APPENDIX C
FORM OF CONTINUING DISCLOSURE CERTIFICATE

This Continuing Disclosure Certificate (the “Disclosure Certificate”) is executed and delivered by the
Corona-Norco Unified School District (the “District”) in connection with the issuance by the District of
$ " 2010-11 Tax and Revenue Anticipation Notes (the “Notes”). The Notes are being issued
pursuant to a resolution of the District and a resolution of the County of Riverside (the “County™ (collectively,
the “Resolution™). The District covenants and agrees as follows:

SECTION 1. Purbose of the Disclosure Certificate. This Disclosure Certificate is being executed
and delivered by the District for the benefit of the Holders of the Notes and to assist the ‘Participating
Underwriters in complying with S.E.C. Rule 15¢2-12(b)(5).

SECTION 2. Definitions. In addition to the definitions set forth in the Resolution, 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:

“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 writien acceptance of such designation.

“EMMA” shall mean the Electronic Municipal Market Access system of the Municipal Securities
Rulemaking Board.

“Holders” shall mean, while the Notes are registered in the name of The Depository Trust Company,
any applicable participant in its depository system, or the owner of any Note for Federal income tax purposes.

“Listed Events” shall mean any of the events listed in Section 3(a) of this Disclosure Certificate.

“Participating Underwriter” shall mean the original underwriter of the Notes required to corﬁply with
the Rule in connection with offering of the Notes.

“Rule” shall mean Rule 15¢2-12(b)(3) adopted by the Securities and Exchange Commission under the
Securities Exchange Act of 1934, as the same may be amended from time to time.

SECTION 3. Reporting of Significant Events.

(a) This Section 3 shall govern the giving of notices of the occurrence of any of the
following events with respect to the Notes:

1. Principal and interest payment delinquencies.

2. Non-payment related defaults,

3. Modifications to rights of the Holders of the Notes.
4. Optional, contingent or unscheduled bond calls.

5. Defeasances.

6. Rating changes.

" Preliminary, subject 10 change.
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7. Adverse tax opinions or events adversely affecting the tax-exempt status of the

Notes.
8. Unscheduied draws on debt service reserves reflecting financial difficulties.
9. Unscheduled draws on credit enhancements reflecting financial difficulties.
10. Substitution of the credit or liquidity providers or their failure to perform.
11. Release, substitution or sale of property securing repayment of the Notes.
(b) 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.

(©) If the District determines that knowledge of the occurrence of a Listed Event would
be material, the District shall promptly file a notice of such occurrence with the Municipal Securities
Rulemaking Board through EMMA. Notwithstanding the foregoing, notice of Listed Events described in
subsections (a)(4) and (2)(5) need not be given under this subsection any earlier than the notice (if any) of the
underlying event is given to Holders of affected Notes pursuant to the Resolution.

SECTION 4 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
Notes. If such termination occurs prior to the maturity of the Notes, the District shall give notice of such
termination in the same manner as for a Listed Event under Section 3(c).

SECTION 5. Dissemination Agent. The District may, from time to time, appoint or engage a
Dissemination Agent to assist it in carrying out its obligations under this Disclosure Certificate, and may
discharge any such Agent, with or without appointing a successor Dissemination Agent. 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.

SECTION 6.  Amendment; Waiver. Notwithstanding any other provision of this Disclosure
Certificate, the City may amend this Disclosure Certificate, and any provision of this Disclosure Certificate
may be waived, provided that the following conditions are satisfied:

(a) If the amendment or waiver relates to the provisions of Section 3 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 Notes, or the type of
business conducted;

(b) The undertaking, as amended or taking into account such waiver, would, in the
opinion of nationally recognized bond counsel, have complied with the requirements of the Rule at the time of
the original issuance of the Notes, after taking into account any amendments or interpretations of the Rule, as
well as any change in circumstances; and

(c) The amendment or waiver does not, in the opinion of nationally recognized bond
counsel, materially impair the interests of the Holders of the Notes.

SECTION 7. 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
notice of occurrence of a Listed Event, in addition 1o that which is required by this Disclosure Certificate. If
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the District chooses to include any information in any 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
Agreement to update such information or include it in any future notice of occurrence of a Listed Event.

SECTION 8. Default. In the event of a failure of the District to comply with any provision of this
Disclosure Certificate any Holder may take such actions as may be 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. A default under this Disclosure Certificate shall not be deemed an event of
default under the Resalution, and 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 9. Duties, Immunities and Liabilities of Dissemination Agent. 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, its officers, directors, employees and agents, harmless
against any loss, expense and liabilities which it may incur arising out of or in the exercise or 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 obligations of the District under this Section shall survive resignation or removal of the
Dissemination Agent and payment of the Notes.

SECTION 10. Beneficiaries. This Disclosure Certificate shall inure solely to the benefit of the
District, the Dissemination Agent, the Participating Underwriter and Holders from time to time of the Notes,
and shall create no rights in any other person or entity.

Dated: [Closing Datg] CORONA-NORCO UNIFIED SCHOOL DISTRICT

By:

Assistant Superintendent, Business Services
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APPENDIX E
BOOK-ENTRY ONLY SYSTEM

The information in this section concerning DTC and DTC''s book-entry system has been obtained from
sowrces that the District believes to be reliable, but the District takes no responsibility for the accuracy or
completeness thereof. The District cannot and does not give any assurances that DTC, DTC Participants or
Indirect Participants will distribute to the Beneficial Owners (q) payments of inlterest, principal or premium, if
any, with respect to the Notes, (b) certificates representing ownership interest in or other confirmation or
ownership interest in the Notes, or (c) redemplion or other notices sent to DTC or Cede & Co., its nominee, as
the registered owner of the Notes, or that they will so do on a timely basis or that DTC, DTC Participants or
DTC Indirect Participants will act in the manner described in this Official Statement. The current “Rules”
applicable to DTC are on file with the Securities and Exchange Commission and the current “Procedures” of
DTC to be followed in dealing with DTC Participants are on file with DTC.

The Depository Trust Company (“DTC”), New York, NY, will act as securities depository for the
Notes. The Notes 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 Security certificate will be issued for the Notes, in the aggregate principal amount of such
issue, 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 1 7A 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-
frade 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 mavement of securities certificates. Direct Participants include both U.5. and
non-U.8. 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
Corporaticn, 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 Ruies 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 Notes under the DTC system must be made by or through Direct Participants, which will
receive a credit for the Notes on DTC’s records. The ownership interest of each actual purchaser of each
Security (“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 Notes 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 Notes, except in the event that use
of the book-entry system for the Notes is discontinued.

DQOCSOC/1416115v46/022534-0045



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

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
m effect from time to time. Beneficial Owners of Notes may wish to take certain steps to augment the
transmission to them of notices of significant events with respect to the Notes, such as redemptions, tenders,
defaults, and proposed amendments to the Security documents. For example, Beneficial Owners of Notes may
wish to ascertain that the nominee holding the Notes for their benefit has agreed to obtain and transmit notices
to Beneficial Owners. In the alternative, Beneficial Owners may wish to provide their names and addresses to
the registrar and request that copies of notices be provided directly to them,

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to Notes
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 Notes are credited on the record date (identified in a listing attached to the Omnibus Proxy).

Distributions, and dividend payments on the Notes will be made o 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 Paying Agent, 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 Paying Agent, or the District,
subject to any statutory or regulatory requirements as may be in effect from time to time. Payment of
distributions, and dividend payments to Cede & Co. (or such other nominee as may be requested by an
authorized representative of DTC) is the responsibility of the District or Agent, 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.

A Beneficial Owner shall give notice to elect to have its Notes purchased or tendered, through its
Participant, to the Paying Agent, and shall effect delivery of such Notes by causing the Direct Participant to
transfer the Participant’s interest in the Notes, on DTC’s records, to the Paying Agent. The requirement for
physical delivery of Notes in connection with an optional tender or a mandatory purchase will be deemed
satisfied when the ownership rights in the Notes are transferred by Direct Participants on DTC’s records and
followed by a book-entry credit of tendered Notes to the Paying Agent’s DTC account.

DTC may discontinue providing its services as depository with respect to the Notes at any time by
giving reasonable notice to the District or the Paying Agent. Under such circumstances, in the event that a
successor depository is not obtained, Note 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, Note certificates will be printed and delivered to DTC.
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APPENDIX F

COUNTY OF RIVERSIDE OFFICE OF THE TREASURER-TAX COLLECTOR 2009 STATEMENT OF
INVESTMENT POLICY
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