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Notes to the Financial Statements

NOTE 1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Reporting Entity

The accompanying financial statements present information on the
financial activities of the State of California over which the
Governor, the Legislature, and other elected officials have direct or
indirect governing and fiscal control. These financial statements
have been prepared in conformity with generally accepted
accounting principles (GAAP).

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

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

Building authorities are blended component units because they
have been created through the use of Joint Exercise of Powers
Agreements with various cities to finance the construction of state
buildings. The building authorities are reported as capital projects
funds. As a result, the $836 million of capital lease arrangements
between the building authorities and the State have been eliminated
from the combined balance sheet. Instead, only the underlying fixed
assets and the debt used to acquire them are reported in the

23



State of California

24

appropriate account groups. Copies of the financial statements of
the building authorities may be obtained from the State Controller’s
Office, Division of Accounting and Reporting, P.O. Box 942850,
Sacramento, California 94250-5876.

Discretely presented component units are reported in separate
columns in the combined financial statements. Discretely presented
component units are legally separate from the primary government,
and mostly provide services to entities and individuals outside the
State. For ease of presentation, discretely presented component
units, other than the University of California, are included in the
statements under the heading of special purpose authorities.

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

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

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

The SCIF is a self-supporting enterprise created to offer insurance
protection to employers at the lowest possible cost. It operates in
competition with other insurance carriers to provide services to the
State, counties, cities, school districts, or other public corporations.
It is a component unit of the State because the State appoints all
five voting members of the SCIF’s governing board and has the
authority to approve or modify the SCIF’s budget. Copies of the
SCIF’s financial statements for the year ended December 31, 1999,
may be obtained from the State Compensation Insurance Fund,
1275 Market Street, San Francisco, California 94103.

The CHFA was created by the Zenovich-Moscone-Chacon Housing
and Home Finance Act, as amended. The CHFA’s purpose is to meet
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the housing needs of persons and families of low and moderate
income. It is a component unit of the State because the State
appoints a voting majority of the CHFA’s governing board and has
the authority to approve or modify its budget. Copies of the CHFA’s
financial statements may be obtained from the California Housing
Finance Agency, 1121 L Street, Sacramento, California 95814.

State legislation created various Non-Major Component Units to
provide certain services outside the primary government and to
provide certain private and public entities with a low-cost source of
financing for programs deemed to be in the public interest. The
California Pollution Control Financing Authority, the San Joaquin
River Conservancy, and the District Agricultural Associations are
considered component units, since they have a fiscal dependency on
the primary government. The California Educational Facilities
Authority is considered a component unit, since its exclusion from
the statements would be misleading because of its relationship with
the primary government. The balance of the non-major component
units are considered component units, since the majority of their
governing boards are appointed by or are members of the primary
government, and the primary government can impose its will on the
entity or the entity provides a specific financial benefit to the
primary government. Copies of the financial statements of these
component units may be obtained from the State Controller’s Office,
Division of Accounting and Reporting, P.O. Box 942850,
Sacramento, California 94250-5876. The Non-Major Component
Units are:

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

The California Infrastructure and Economic Development Banl,
which provides financing for business development and public
improvements (Effective January 1, 1999 the California Economic
Development Financing Authority merged with the California
Infrastructure and Economic Development Banl.);

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

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

The California Educational Facilities Authority, which issues
revenue bonds to finance loans for students attending both
public and private colleges and universities and to assist private
educational institutions of higher learning in financing the
expansion and construction of educational facilities;
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The California School Finance Authority, which provides loans to
school and community college districts to assist in obtaining
equipment and facilities;

The District Agricultural Associations, which exhibit all of the
industries, industrial enterprises, resources, and products of
the state;

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

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

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

The State participates in a joint venture with the Capitol Area
Development Authority (CADA). The CADA was created in 1978 by
the Joint Exercise of Powers Agreement between the primary
government and the City of Sacramento for the location of state
buildings and other improvements. The CADA is a public entity,
separate from the primary government and the City, and is
administered by a board of five members: two appointed by the
primary government, two appointed by the City, and one appointed
by the affirmative vote of at least three of the other four members of
the board. The primary government designates the chairperson of
the board. Although the primary government does not have an
equity interest in the CADA, it does have an ongoing financial
interest. Based upon the appointment authority, the primary
government has the ability to indirectly influence the CADA to
undertake special projects for the citizenry of the participants. The
primary government subsidizes the CADA’s operations by leasing
land to the CADA without consideration; however, the primary
government is not obligated to do so. At June 30, 2000, the CADA
had total assets of $14.4 million, total liabilities of $8.5 million, and
reserved and unreserved retained earnings of $0.1 million and
$4.7 million, respectively. Total revenues for the fiscal year were
$5.7 million and expenses were $5.5 million, resulting in a net
income of $0.2 million. Since the primary government does not have
an equity interest in the CADA, the CADA’s financial information is
not included in the financial statements of this report. Separately
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issued financial statements can be obtained from the Capitol Area
Development Authority, 1530 Capitol Avenue, Sacramento,
California 95814.

Effective November 1, 1997, the University of California, San
Francisco (UCSF) Medical Center (a portion of a discretely presented
component unit) and Stanford Health Services, which manages and
operates Stanford University’s medical center, merged through the
formation of UCSF Stanford Health Care, a separate non-profit
corporation (the Corporation). The Corporation was governed by a
seventeen member Board of Directors consisting of representatives
from both universities, selected officers of the new corporation, and
three independent directors. The primary purpose of the
Corporation was to support, benefit, and further the charitable,
scientific, and educational purposes of the Schools of Medicine at
UCSF and Stanford. The affiliation between the UC and Stanford
University creating the Corporation was terminated on
March 31, 2000. Real and personal property leases between the UC
and the Corporation were canceled. Most of the UC's share of the
Corporation's net assets was distributed to the UC on April 1, 2000.

In order to include the Corporation's financial activities in the UC's
financial statements in a timely manner, the UC recorded the
proportional share of the Corporation's operating results based
upon a fiscal period beginning June 1st and ending May 31st of
each year. For the current fiscal year, operating results were
included through March 31, 2000, the date of dissolution. The
Corporation's operating results for the ten month period ending
March 31, 2000 are revenues of $1.5 billion with an operating loss,
net of investment gains, of $117 million. The Corporation's
financial position at March 31, 2000 resulted in assets of
S1.7 billion and liabilities of S894 million with a fund balance of
$765 million.

The Corporation's losses, according to the dissolution agreement,
were generally allocated equally between the UC and Stanford
University. After the distribution of $679 million of net assets to the
UC, the investment in UCSF Stanford Health Care was
approximately $15 million at June 30, 2000.

Distribution of the UC's final share of the net assets of the joint
venture, represented by the remaining investment in the
Corporation of $15 million at June 30, 2000, is dependent upon the
satisfactory completion of certain events specified in the dissolution
agreement. Among these events is finalizing the audit of UCSF
Stanford Health Care as of March 31, 2000. Management believes
the eventual result of the audit will not have a material effect on the
financial statements of the UC.
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Information on the finances of the Corporation may be obtained
from the University of California, Financial Management, 1111
Franklin Street, 10th Floor, Oakland, California 94607-5200.

The Bay Area Toll Authority, which is not part of the State’s
reporting entity, was created by the California Legislature in 1997 to
administer the base S2 toll on toll revenues collected from the San
Francisco Bay Area’s seven state-owned toll bridges and to have
program oversight related to certain bridge construction projects.
Additional information on the Bay Area Toll Authority may be
obtained from the Metropolitan Transportation Commission, 101
Eighth Street, Oakland, California 94607.

The financial statements of the State are organized and operated on
the basis of funds, account groups, and component units. A fund is
an independent fiscal and accounting entity with a self-balancing
set of accounts. Fund accounting segregates funds according to
their intended purpose and is used to aid management in
demonstrating compliance with finance-related legal and
contractual provisions. The minimum number of funds is
maintained consistent with legal and managerial requirements.
Account groups are a reporting device to account for certain assets
and liabilities of the governmental funds that are not recorded
directly in those funds. A component unit is an organization which
is legally separate from the State but for which the State is
financially accountable, or for which the nature and significance of
its relationship with the State is such that exclusion would cause
the State’s financial statements to be misleading or incomplete.

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

Governmental Fund Types are used primarily to account for
services provided to the general public without charging directly for
those services. The State has three governmental fund types.

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

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

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

Proprietary Fund Types present financial data on activities that
are similar to those found in the private sector. Users are charged
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for the goods or services provided. For its proprietary funds, the
State applies all applicable GASB pronouncements, pursuant to
GASB Statement No. 20, as well as all applicable Financial
Accounting Standards Board (FASB) Statements and Interpretations
issued on or before November 30, 1989, unless the FASB
Statements and Interpretations conflict with or contradict GASB
pronouncements. However, with one exception, the State has
elected not to apply FASB Statements and Interpretations issued
after November 30, 1989. The exception is Prison Industries, an
internal service fund, which has elected to follow FASB
pronouncements issued after November 30, 1989, unless they
conflict with or contradict GASB pronouncements. The State has
two proprietary fund types.

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

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

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

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

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

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

The Investment Trust Fund accounts for the deposits, withdrawals,
and earnings of the Local Agency Investment Fund, an external
investment pool for local governments and public agencies.

Account Groups are used to establish control over and

accountability for the government’s general fixed assets and general
long-term obligations. The State has two account groups.
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and Basis of
Accounting

The General Fixed Assets Account Group accounts for governmental
fixed assets not reported in a proprietary fund or a trust fund.

The General Long-Term Obligations Account Group accounts for
unmatured general obligation bonds and other long-term
obligations  generally expected to be financed from
governmental funds.

Discretely Presented Component Units are reported in separate
columns in the combined financial statements to emphasize that
they are legally separate from the primary government. The
discretely presented component units are classified as the
University of California and as special purpose authorities. The
University of California’s financial statements are prepared in
conformity with GAAP using the American Institute of Certified
Public Accountants College and University Audit Guide model. As a
result, the University of California’s activities are accounted for in
the following funds: Current Funds; Loan Funds; Endowment and
Similar Funds; Plant Funds; Agency Funds; and Retirement System
Funds. Special purpose authorities account for their activities as
enterprise funds.

Governmental Fund Types and Expendable Trust Funds are
presented wusing the flow of current financial resources
measurement focus. With this measurement focus, operating
statements present increases and decreases in net current assets;
the wunreserved fund balance is a measure of available
spendable resources.

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

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

E. Inventories

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

Proprietary Fund Types, the Investment Trust Fund, and
Pension Trust Funds are accounted for on the flow of economic
resources measurement focus.

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

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

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

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

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

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

The discretely presented component units have inventory policies
similar to the primary government’s.
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The State Public Works Board, an agency that accounts for its
activities as an enterprise fund, has entered into lease-purchase
agreements with various other primary government agencies, the
University of California, and certain local agencies. The payments
from these leases will be used to satisfy the principal and interest
requirements of revenue bonds issued by the State Public Works
Board to finance the construction of facilities and energy efficiency
projects. Upon expiration of these leases, jurisdiction of the facilities
and projects will be with the primary government agency, University
of California, or local agency. The State Public Works Board records
the net investment in direct financing leases at the net present
value of the minimum lease payments.

The deferred charges account primarily represents operating and
maintenance costs and unrecovered capital costs in the enterprise
fund type that will be recognized as expenses over the remaining life
of long-term state water supply contracts. These costs are billable in
future years. In addition, the account includes unbilled interest
earnings on unrecovered capital costs that are recorded as deferred
charges. These charges are recognized when billed in future years
under the terms of water supply contracts.

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

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

Proprietary Fund Type fixed assets, consisting of property, plant,
and equipment, are stated at cost at the date of acquisition, less
accumulated depreciation. They are depreciated over their
estimated useful or service lives, ranging from two to 100 years,
using the straight-line method of depreciation. Dormitory facilities,
which represent 17.3% of the fixed assets of the enterprise funds,
are not depreciated.
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I. Long-Term
Obligations

J. Compensated
Absences

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

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

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

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

The amounts of vested unpaid vacation and annual leave
accumulated by state employees are accrued when incurred in
proprietary funds. In the discretely presented component units, the
compensated absences are accounted for in a similar manner as the
proprietary funds in the primary government.
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Fund equity accounts present the difference between assets and
liabilities of a fund. The fund equity accounts consist of contributed
capital and retained earnings for proprietary funds and certain
component units, investment in general fixed assets for the General
Fixed Assets Account Group and certain component units, and fund
balance for governmental funds, trust funds, and certain
component units.

Contributed capital is the permanent fund capital of a proprietary
fund. Contributed capital is created when a residual equity transfer
is received by a proprietary fund, when a general fixed asset is
“transferred” to a proprietary fund, or when a grant is received that
is externally restricted to capital acquisition or construction.

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

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

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

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

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

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

M. Guaranty Deposits

N. Memorandum Only
Total Columns

NOTE 2.

Reserved  for  continuing  appropriations  represents the
unencumbered balance of all appropriations for which the period of
availability extends beyond the period covered by this report. These
appropriations are legally segregated for a specific future use.

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

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

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

The beginning balance in retained earnings of the discretely
presented component units-special purpose authorities has been
increased by $401 thousand as a result of errors made in the prior
year financial statements.

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

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

BUDGETARY AND LEGAL COMPLIANCE

A. Budgeting and
Budgetary Control

The State’s annual budget is prepared primarily on a modified
accrual basis for governmental funds. The Governor recommends a
budget for approval by the Legislature each year. This
recommended budget includes estimated revenues; however,
revenues are not included in the budget adopted by the Legislature.
Under state law, the State cannot adopt a spending plan that
exceeds estimated revenues.
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Under the State Constitution, money may be drawn from the
treasury only through a legal appropriation. The appropriations
contained in the Budget Act, as approved by the Legislature and
signed by the Governor, are the primary sources of annual
expenditure authorizations and establish the legal level of control at
the appropriation level for the annual operating budget. The budget
can be amended throughout the year by special legislative action,
budget revisions by the Department of Finance, or executive orders
by the Governor.

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

Two legislative bills were not passed by August 31, 2000, the last
day of the legislative session, that were intended to increase the
appropriation authority of previously enacted legislation.
Departments with deficiency funding requests in these bills, totaling
approximately $808 million, have paid and will pay the claims
related to past year deficiencies by using the following methods: (1)
California Medical Assistance Program claims have been paid as
required by the federal Medicaid Act, Title 42, United States Code
section 1396a(a)(37), which states that the State plan for medical
assistance must - “provide for claims payment procedures which (A)
ensure that 90 per centum of claims for payment (for which no
further written information or substantiation is required in order to
make payment) made for services covered under the plan and
furnished by health care practitioners through individual or group
practices or through shared health facilities are paid within 30 days
of the date of receipt of such claims and that 99 per centum of such
claims are paid within 90 days of the date of receipt of such
claims..;” (2) Payroll deficiencies have been paid as required by the
federal Fair Labor Standards Act, Title 29, United States Code
section 206(b), which states, in part, that “Every employer shall pay
each of his employees...not less than the minimum wage in
effect...;” (3) Departments will wait to receive an allocation from the
new deficiency bill, which the legislative leadership has committed
to passing when the new session resumes, prior to making any
payments; (4) Departments with immediate funding needs of
approximately $142 million have been authorized by the
Department of Finance to either increase, or establish, Office
Revolving Funds in sufficient amounts to pay claims related to the
deficiencies included in the deficiency bills. In all cases, valid
amounts related to these deficiencies are included as expenditures
in this report.
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B. Legal Compliance

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

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

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

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

The Combined Statement of Revenues, Expenditures, and Changes
in Fund Balances, Non-GAAP Budgetary Basis — Budget and Actual
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Reconciliation of
Budgetary Basis with
GAAP Basis

is not presented in this document at the legal level of budgetary
control, as such a presentation would be extremely lengthy and
cumbersome. The State of California prepares a separate report, the
Budgetary/Legal Basis Annual Report Supplement, which includes
statements that demonstrate compliance with the legal level of
budgetary control in accordance with GASB’s Codification of
Governmental Accounting and Financial Reporting Standards
Section 2400.112. The Statement of Appropriations, Expenditures,
and Balances and the Comparative Statement of Actual and
Budgeted Expenditures include the comparison of the annual
appropriated budget with expenditures at the legal level of control.
A copy of this report is available from the State Controller’s Office,
Division of Accounting and Reporting, P.O. Box 942850,
Sacramento, California 94250-5876.

The State annually reports its financial condition based on GAAP
(GAAP basis) and on the State’s budgetary provisions (budgetary
basis). The Combined Statement of Revenues, Expenditures, and
Changes in Fund Balances, Non-GAAP Budgetary Basis — Budget
and Actual is compiled on the budgetary basis. The differences
between budgetary basis fund balances and the fund equity
prepared in accordance with GAAP are explained and reconciled in
the following paragraphs and Table 1.

The beginning fund balance on the budgetary basis is restated for
“prior year revenue adjustments” and “prior year expenditure
adjustments.” A prior year revenue adjustment occurs when the
actual amount received in the current year differs from the prior
year accrual of revenues. A prior year expenditure adjustment
results when the actual amount paid in the current year differs
from the prior year accrual for appropriations whose ability to
encumber funds has lapsed in previous periods. The beginning fund
balance on a GAAP basis is not affected by this adjustment.

Perspective Difference

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

Advances and loans receivable: Loans made to other funds or to
other governments are normally recorded as expenditures on the
budgetary basis. However, in accordance with GAAP, these loans
are recorded as assets. The General Fund had education loans
outstanding as of June 30, 2000, of $450 million, which will be
forgiven and charged to expenditures in the year of appropriation on
a budgetary basis. On a GAAP basis, these education loans were
charged to expenditures for the year ended June 30, 1996, the year
that the agreement was made to forgive the loans. The adjustments
related to advances and loans caused a decrease to the fund equity
of $412 million in the General Fund and an increase to the fund
equity of $1.7 billion in special revenue funds, $341 million in
enterprise funds, and $579 million in trust and agency funds.

Escheat property: A liability for the estimated amount of escheat
property ultimately expected to be reclaimed and paid is not
reported on a budgetary basis, while it is required to be reported on
a GAAP basis. This adjustment caused a S509 million decrease to
the General Fund balance.

Authorized and unissued bonds: General obligation bonds that are
not self-liquidating are recorded as additions to the fund balance for
the special revenue and capital projects funds on the budgetary
basis when voters authorize the sale of bonds. However, in
accordance with GAAP, only the bonds issued during the year are
recorded as additions to the fund balance. The adjustments related
to authorized and unissued bonds caused a decrease to fund
balance of $10.8 billion in special revenue funds and $438 million
in capital projects funds.

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

Encumbrances: The State does not record certain encumbrances on
a budgetary basis that are recorded on a GAAP basis. The
adjustments related to encumbrances caused an increase to the
fund balance of $526 million in special revenue funds.

Fixed assets: For certain enterprise programs, the budgetary basis
uses the modified accrual basis of accounting for fixed assets,
which expenses fixed asset costs. In accordance with GAAP, fixed
assets for enterprise funds should be capitalized and depreciated
using the accrual basis of accounting. This adjustment caused a
$1.5 billion increase to the enterprise fund equity.
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Fund balances in agency funds: Fund balances are reported in
agency funds on the budgetary basis. In accordance with GAAP,
agency funds do not have a fund balance since they account for
assets held solely in a custodial capacity. Accordingly, assets in
agency funds are always matched with liabilities. This adjustment
caused a $26.1 billion decrease to the agency fund balance.

California accounting practices for insurance: The financial
statements of the State Compensation Insurance Fund (SCIF) on a
budgetary basis are prepared in conformity with accounting
practices prescribed by the Department of Insurance of the State of
California. The principal differences between this method and GAAP
are that investments are carried at amortized cost rather than fair
value and policy acquisition costs are charged to current operations
rather than being deferred. This adjustment caused a $141 million
decrease to the discretely presented component units fund equity.

Other: Certain other adjustments and reclassifications are
necessary to present the financial statements in accordance with
GAAP. The other adjustments caused an increase in fund equity of
$31 million in the General Fund, $29 million in capital projects
funds, and $2 million in component units and a decrease in fund
equity of $43 million in special revenue funds, $101 million in
enterprise funds, $31 million in internal service funds, and
$145 million in trust and agency funds.

Timing Difference

Liabilities budgeted in subsequent years: The primary government
does not, on a budgetary basis, accrue liabilities for which there is
no existing appropriation or no currently available appropriation.
The adjustments made to account for these liabilities in accordance
with GAAP caused a net decrease to the fund balance of
$383 miillion in the General Fund and $127 million in special
revenue funds.

Entity Difference

Entities not included in the State’s accounting system: A fund for the
trial courts in the special revenue funds and some discretely
presented component units are not included in the budgetary basis
accounting system, but are included on a GAAP basis. These
adjustments caused an increase to the fund equity of $211 million
in the special revenue funds and $72.5 billion in component units,
of which $72.2 billion is related to the University of California.
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Table 1

Reconciliation of Budgetary Basis Fund Balance and GAAP Basis Fund Equity

June 30, 2000
(Amounts in thousands)

Perspective Difference

Budgetary / Legal Basis Annual Report
General Fund..........cooooviiiiiiieieceens
Other Governmental Cost Funds...............
Non-Governmental Cost Funds.................

Total Budgetary Fund Balances

Reclassified into GAAP Statement

Fund Structure .......cccooeeiviiiiieei e

Basis Difference
Advances and loans receivable..................
Escheat property ........ccccccvvviiiniieiiinnnnnnn.
Authorized and unissued bonds..................
Provision for long-term obligations..............
Encumbrances..........ccoooeiiiiiiiiiiccieee
Fixed asSetS......cccvieeiviiiiiiiiii e,
Fund balances in agency funds.................
California accounting practices
forinsurance.........ccooevevviiiieiiieeiieenn,

Timing Difference
Liabilities budgeted in subsequent years....
Entity Difference
Entities not included in the State’s
accounting SYStem .........ccoevvvvviinnnenen.
GAAP Fund Equity, June 30, 2000..............

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

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

$ 9639691 $ 9,639,691 $ — 3 — $ — $ — $ — $ —

6,472,245 — 6,256,269 60,182 18 13,729 142,047 —

355,787,597 — 11,216,273 535,569 4,652,210 571,668 336,084,804 2,727,073

$ 371,899,533 9,639,691 17,472,542 595,751 4,652,228 585,397 336,226,851 2,727,073

(412,385) 1,703,262 — 341,463 — 578,926 —

(508,785) — — — — _ _

— (10,812,281) (438,108) — — — —

— — — (2,807,177) — — —

— 526,411 — — — — —

— — — 1,489,812 — — —

— — — — — (26,056,075) —

— — — — — — (140,561)

31,363 (42,513) 29,199 (101,114) (30,656) (145,411) 1,735

(382,564) (127,073) — — — — —

— 210,614 — — — — 72,525,390

$ 8367320 $ 8,930,962 $ 186,842 $ 3,575,212 $ 554,741 $ 310,604,291 $ 75,113,637
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As required by GASB Statement No. 31, Accounting and Financial
Reporting for Certain Investments and for External Investment
Pools, the State reports investments at fair value.

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

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

The State Treasurer's Office administers a pooled investment
program for the primary government and for certain special purpose
authorities. As of June 30, the special purpose authorities’ cash and
pooled investments were approximately 3% of the State Treasurer’s
pooled investment portfolio. This program enables the State
Treasurer’s Office to combine available cash from all funds and to
invest cash that exceeds current needs.

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

All demand and time deposits, totaling approximately $4.4 billion,
which were held by financial institutions as of June 30, were
insured by federal depository insurance or by collateral held by the
St