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Preface

he Assistant Superintendent of Business Services must submit a Debt Report to the Board of Educa-
tion and Superintendent annually in accordance with the District's Debt Management Policy. The fol-
lowing list identifies the information to be included in the report:

Topic Location in Report
e A listing of outstanding General Obligation Bond debt supported by Section |.B. and
voter-approved tax levies and a schedule of debt service require- Appendix 1
ments for this debt.
e A listing of authorized but unissued general obligation bond debt Section I.B.
e A discussion of tax rates being paid by District taxpayers to service Section I.D.

the District's General Obligation Bond Debt

e Alisting of authorized but unissued debt that the Assistant Superin- Section I.C. and I1.B.
tendent of Business intends to sell during the current and subse-
guent budget year and the projected increase in debt service as a
result of those sales

e A listing of outstanding Certificates of Participation, QZAB, and Section ILA., lll and
Lease Revenue debt supported by the General Fund and/or devel- Appendix 3
oper fees and a schedule of debt service requirements for this debt

e Alisting of authorized but unissued Certificates of Participation debt Section I1.B.

e A description of the market for the District's General Obligation Section IV
Bonds and Certificates of Deposit

e Adiscussion of the District’s long-term credit ratings Section V

e |dentification of pertinent debt ratios, such as debt service to Gen- Section VI

eral Fund expenditures, debt to assessed valuation of property and
debt per capita

e A comparison of the District’s debt ratios to those of other issuers Section VI.B.

This report frequently uses the words “bonds” and “debt” interchangeably, even when underlying obliga-
tion does not technically constitute “debt” under California’s constitution. This conforms with market conven-
tion for the general use of the term “debt” and “debt service” as applied to a broad variety of instruments in
the municipal market, regardless of their precise legal status. “Debt” excludes short-term obligations such as
tax revenue anticipation notes (TRANS). The rating agencies and the investor community evaluate the Dis-
trict’'s debt position based on all of its outstanding debt whether or not such debt is repaid from taxpayer-
approved levies, the General Fund or developer fee sources.
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SECTION I: GENERAL OBLIGATION BOND DEBT

A. District’s Bonded Debt Limitation and Assessed Valuation Growth

In accordance with Education Code 15106,

the District’'s bonded debt limitation equals
2.5% of the value of taxable property (i.e.,
assessed valuation) in the District. For Fis-
cal Year 2009-10 total assessed valuation
in the District was $9.2 billion resulting in a
bonded debt limitation of $230 million. Ta-
ble 1 below presents the District's maxi-
mum debt versus current outstanding debt.
The difference is the “Legal Debt Margin”.
Chart 1, to the right shows the that the Le-
gal Debt Margin, the distance between the
two lines, is erased in 2010-11 but is pro-
jected to improve and regain a positive po-
sition even as the District issues the re-
maining authorized amounts from the 2006
Measure T General Obligation after 2012-
13.

Millians

Chart 1

HUSD Debt Capacity vs. Projected Outstanding GO Bonds
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In addition to the District debt issuance pat-
tern, the Legal Debt Margin is greatly af-
fected by assessed valuation growth in the
District, which is depicted in Chart 2. As-
sessed valuation typically grows at the maxi-
mum 2% rate allowed under Proposition 13
for existing property plus additional growth
from new construction and the sale and ex-
change of property. The annual growth in
assessed valuation averaged 8.11% over
the last 10 years and averaged 8.34% over
the last five years. Based on this historical
context the District may have assumed an
annual growth rate of 8% or more, however
assessed values decreased over 15% in
2009-10 with the downturn in property val-
ues. For projection purposes, the assumed
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growth rate used in Chart 1 is 2%. This will be re-evaluated in future years as the housing market stabilizes.

Table 1
Bonded Debt Limitation and Legal Debt Margin, Fiscal Year 2009-10

Total Assessed Valuation

Bonded Debt Limitation (2.5% times Assessed Valuation

Less: Outstanding General Obligation Bonds

$9,200,666,304
230,016,658

(149,875,000)

Less: Amounts Available in Bond Interest and Redemption Fund to (9,584,639)

Pay Principal

Equals: Legal Debt Margin

$ 70,557,019
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B. Bonds Outstanding and Bonds Authorized But Unissued

As of June 30, 2010, the District had a total of 149,875,000 in voter authorized General Obligation Bonds
outstanding. A detailed list of the District’s outstanding General Obligation Bonds is shown in Table 2. Debt
service requirements and additional details related to the district’s General Obligation Bonds can be found in

Appendices 1 and 2.

Table 2
General Obligation Bond Issuance and True Interest Cost
(as of June 30, 2010)

The District had a total of $49 million of authorized but unissued General Obligation Bonds as of June 30,
2010. Table 3 presents overall highlights of the District's authorized but unissued bonds and Chart 3 in the
next subsection depicts actual and projected issuance of bonds.

Bond Issue

Date of Issue

Principal

Outstanding

Interest (%)

Amount Issued Principal
Measure E-Series A 06/06/2002 $23,000,000 $18,890,000  2.50%-5.38%
Measure E-Series B 06/04/2003 15,000,000 12,630,000  2.75%-5.50%
Measure E-Series C 05/26/2004 10,000,000 8,850,000  4.00%-5.00%
Measure E-Series D 05/18/2005 6,000,000 5,430,000  3.50%-5.00%
Measure E-Series E 01/17/2006 6,000,000 5,650,000  4.00%-6.50%
Measure T-Series A 03/01/2007 60,000,000 58,970,000  4.00%-5.75%
Measure T-Series B 03/04/2008 40,000,000 39,455,000  4.50%-5.25%
Total  $160,000,000  $149,875,000
Table 3

Authorized but Unissued General Obligation Bond as of June 30, 2009

Voter Authorized Amount
Issued
Authorized but Unissued

2002 Measure E
$60,000,000
60,000,000

$0
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2006 Measure T

$149,000,0000
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$49,000,000




C. Intended Issuances of Bonds

Intended issuances are based on actual spending patterns and expenditure projections prepared by the Fa-
cilities Department and are subject to change. As unfavorable conditions in the bond market continue to exist
along with further downgrading of

bond insurers, it is uncertain when
the District will be able to issue the
remaining outstanding bonds from it

the Measure T authorization. In the $6000 1
interim, the District has been se-
lected to receive $25 million in $50.00
Qualified School Construction
Bonds (QSCB) that if funded, will sa000
be used for GO bond projects and
repaid through GO bonds when the $30.00
district is again able to issue the

remaining amounts authorized from s2000 V |

the 2006 election. Projections of

the intended issuances of General s1000 - '

Obligation Bonds for Measure T l '

are presented in Chart 3, with de- _ ll : - - - 74

tails ShOWn in Table 4. 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09 2002-10 2010-11 2011-12 2012-13 2013-14

Fiscal Year

Chart 3
Hemet Unified School District
Actual and Projected Issuance of General Obligation Bonds

Aclual Issuance I Projected Issuance

W 2002 GO Bonds W 00RO Bonds

Table 4
Intended Issuances of Bonds
Fiscal Years 2010-11 and 2011-12

Intended Issuances

Bond Authorization and Authorization Year FY 2010-11 2011-12
2010 QSCB—BAN (2006 GO Bonds) $25,000,000 $0.00
2002 GO Bonds Series A ** ($18,740,000)
2010 GO bonds (Refund 2002 Series A) * $18,160,000

* Difference related to discounts at time of bond funding

The District issued $25 million in Bond Anticipation Notes (BAN) for its 2006 GO Bonds through the Qualified
School Construction Bonds (QSCB) authorized with the American Recovery and Reinvestment Act in July
2010. The QSCB funds will be used for GO Bond projects. In addition, $18,740,000 of the 2002 Series A
General Obligation Bonds were refunded on July 12, 2010. Over the next two year period there will be an
increase in general obligation bond debt service payments because of the new bond issuances. A detailed
schedule of the projected annual payments for the anticipated issuances can be found in Appendix 2.

The Assistant Superintendent of Business regularly monitors market conditions for refunding opportunities
that, pursuant to the Debt Management Policy, will produce at least a 3% net present value savings for each
maturity of bonds refunded.
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__________________________________________________________________________________________________________________________________________________________|
D. Tax Rates on Outstanding Bonds

Tax rates on outstanding bonds are calculated annually by the Riverside County Office of Education during
the year-end closing process. Information including amounts of outstanding bonds issued, bond debt pay-
ment schedules and assessed valuations are used to compute the tax rate. The tax rate is adjusted annually
based on changes in amounts of outstanding bonds issued and assessed valuations. Table 5 below shows
the current computed and levied tax rates as well as the rates for the past five years for the district’'s out-
standing bonds.

Table 5

Annual Tax Rates on General Obligation Bond Debt Service

Fiscal Year | Outstanding Bond AV Computed | Levied Tax
Indebtedness Tax Rate Rate

2004-05 $ 52,775,000 $ 6,474,214,065 .04875 .04875
2005-06 $ 57,695,000 $ 7,789,947,831 .03939 .03939
2006-07 $ 116,370,000 $ 9,587,606,302 .08165 .08165
2007-08 $ 154,880,000 $11,047,473,657 .10963 .10963
2008-09 $ 153,105,000 $10,879,573,631 .09476 .09476
2009-10 $ 149,875,000 $ 9,200,666,304 A1177 11177

SECTION Il : CERTIFICATES OF PARTICIPATION/QZAB/QSCB DEBT
A. COPs/QZAB/QSCB Outstanding

Over the years, the District has issued Certificates of Participation (COPs) and Qualified Zone Academy
Bonds (QZAB) to fund a variety of capital projects including construction of one high school, two middle
school, several elementary schools, acquisition of portable classrooms, and construction and improvement of
the District’'s Professional Development Academy, and Professional Development Service Center, along with
numerous modernization and improvement projects. Debt service on COPs are paid from the Restricted Gen-
eral Fund with redevelopment pass-thru revenues the district receives from the City of Hemet.

In seeking to achieve the benefits of a diversified debt portfolio, the District issued the 2006 COPs as a vari-
able/swap (weekly) rate as authorized by the District’s Debt Policy which is included in this report as Appen-
dix 4. The District’'s Policy states that variable rate COPs may be issued providing the total amount in that
mode does not exceed 20% of the total principal of outstanding debt or $100 million, whichever is less. Ta-
bles 6 and 7 provide listings of outstanding COPs in fixed rate mode and variable rate mode, respectively. As
of June 30, 2010, a total of $57,419,547 in fixed and variable rate COPs were outstanding. The debt service
requirements on outstanding COPs can be found in Appendix 3.

Table 6
Fixed-Rate Certificates of Participation and QZAB Issuance and True Interest Cost
(as of June 30, 2010)

Issue Description Date of Issue Principal Outstanding Interest %
Amount Issued Principal

2004 COPs (refunding 1993 COPs, mul- 10/14/2004 $23,425,000 $20,385,000 2.00%-4.625%

tiple projects)

2005 QZAB COPs (Professional Devel- 12/13/2005 $5,000,000 $3,829,547 0.00%

opment Academy)

2007 COPs (multiple projects) 11/21/2007 $4,610,000 $3,760,000 4.00%-5.00%
Total $33,035,000 $27,974,547
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Table 7
Variable/Swap-Rate Certificates of Participation Issuance
(as of June 30, 2008)

Issue Description Date of Issue Principal Outstanding
Amount Issued Principal
2006 COPs (PDA & PDSC) 6/13/2006 $29,445,000 $29,445,000
Total $29,445,000 $29,445,000

The amount of redevelopment funds necessary to pay COPs debt service has rose significantly between
2004-05 and 2008-09 when additional debt service payments were made to refund the 2006 variable/swap
rate COPs. Funds from redevelopment has fallen off in the past two years as assessed property values have
declined in the region. Redevelopment payments are expected to stabilize in 2010-11 and debt service for
current COPs is expected to remain flat through the remainder of their repayment periods until 2033-34 when
only payments for the 2006 and 2007 COPs issuances remain. Both the 2006 and 2007 COPs will be fully
repaid in 2036-37 based on their current payment schedules. The negative payment amount shown in the
final year is due to anticipated earnings exceeding the final payment for the 2006 variable/swap rate COP.

COPS & QZAB Debt Service (General Fund)
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SECTION Il : REFUNDING LEASE REVENUE BONDS
Refunding Lease Revenue Bonds Outstanding

The District issued Refunding Lease Revenue Bonds in 2005 to refund the 1997 COPs that were originally
issued for construction of the district’'s Nutrition Center. Refunding Lease Revenue Bonds are similar to COPs
except that they are repaid with a revenue stream produced by the project. Originally $5,205,000 in bonds
were issued, the principal balance outstanding as of June 30, 2009 was $4,355,000, The 2005 Refunding
Lease Revenue bonds debt service requirements are paid from the District’'s Cafeteria Fund.

Lease Revenue Bonds Issuance
(as of June 30, 2008)

Issue Description Date of Issue Principal Outstanding Interest %
Amount Issued Principal
2005 Lease Revenue 11/22/2005 $5,205,000 $4,355,000| 3.40% - 4.50%
Total $5,205,000 $4,535,000

SECTION IV: THE MARKET FOR THE DISTRICT'S DEBT
A. Municipal Bond Market

The District's bonds, COPs and tax revenue anticipation notes (“TRANSs") are issued and traded in the United
States’ municipal bond market, a deep and highly liquid market. The major groups of investors in this market
include insurance companies, mutual funds, hedge and arbitrage funds, investment banks, trust departments,
investment advisors, individual investors, and money market funds. Each of these market participants may
exhibit differing preferences for the structure and maturities of the bonds, COPs or TRANSs that they may pur-
chase.

The borrowing cost that the District must pay its investors is a function of market interest rates levels, antici-
pated Federal Reserve policy actions and, most importantly, the investment community’s perception of and
demand for the District’s credit. Investors demand rates of return on their investments commensurate with
their perception of the District’s ability and willingness to repay its obligations as well as the District’'s overall
financial, debt, and economic performance compared to other issuers. The investment community has histori-
cally viewed the District’'s bonds and COPs as high quality investment grade securities, owing to the District’s
strong financial position, a good local economy, good access to voter-approved tax levies, and an excellent
debt service payment record.

Traditionally, the large numbers of investors residing in California and the State’s progressive tax system
have provided investors with incentives to purchase the District’s bonds and COPs. During recent years, how-
ever, investor perception of California debt has weakened significantly due to the State’s credit deterioration,
investor concerns over the growing magnitude of the State’s budget shortfalls and massive issuance of eco-
nomic recovery bonds. The State’s credit rating has continued to be downgraded by all credit rating agencies
and ranks at or near the bottom compared to all other states. The State’s borrowing costs have risen accord-
ingly as did interest costs for issuers viewed as “agencies” of the State such as Hemet USD, even though dis-
trict credit ratings remain very strong and well above those of the State.

The impact of the State’s low credit ratings on Hemet USD was not as great as the penalty on the State itself
for the 2009-10 fiscal year, reflecting the District’s ability to maintain its high ratings by showing itself to be
fiscally responsible and repaying its obligations when due. However, the Districts ratings will continue to be
affected by the State’s poor ratings and the District may continue to pay interest costs at higher spreads to
national names than otherwise would have been the case.
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B. Cost of The District’s Fixed Rate and Variable Rate Debt

B.1. Fixed Rate Debt. All of the District's General Obligation Bond issues and all but one of its COPs issues
carry fixed interest rates. Since reaching a cyclical high in 1999, fixed interest rates have fallen to historically
low levels. The low rates helped the District achieve very low interest cost on its General Obligation Bonds
when compared to industry benchmarks. The District’'s bonds have a term to maturity of 30 years.

B. 2. Variable/Swap Rate Debt. Current statutory provisions make it impractical for the District to issue vari-
able rate General Obligation Bonds, as ancillary costs such as remarketing fees, auction agent fees, and
dealer fees cannot be paid from voter approved tax levies. Thus, with the vast majority of the District’s debt
necessarily being issued as fixed rate bonds, the District has looked to its COPs issuance program to achieve
debt portfolio diversification in the form of variable rate COPs. The District has issued one series of variable/
swap rate COPs, as summarized earlier in Table 7. The interest rate on this COPs varies with the movement
of interest rates at the short end of the yield curve, which until recently has resulted in low interest expense
due to low market interest rates. Because of volatility in the financial market, interest rates have begun trend-
ing upward significantly making the variable rate funding less attractive. The district will explore options in
early 2008-09 to refund or reoffer the 2006 COPs in order to stabilize and lower interest charges.

SECTION V: THE DISTRICT'S CREDIT RATINGS
A. Long-Term Credit Ratings on General Obligation Bonds and Certificates of Participation

Long-term credit ratings provided by a rating agency are in independent assessment of the relative credit risk
associated with purchasing and holding a particular bond through its scheduled term of repayment. Long-term
credit ratings serve as unbiased opinions of a borrower’s financial strength and ability to repay its debt on a
timely basis. Long-term credit ratings are one of the most important indicators of creditworthiness readily
available to the investment community and have a direct impact on the borrowing rates paid by the District.

As of May 2010, the District had a credit rating of “A” from Stan-
dard and Poor’s for it's general obligation bonds. It’s rating for
Certificate’s of Participation is a notch below at ‘A-" Normally,
General Obligation Bond ratings are typically a level or two
higher than ratings assigned for COPs because of the credit
strength of ad valorem taxes that are pledged to repay General
Obligation Bonds compared to repayment of the COPs from the
district’'s general fund. However, declining assessed valuations,
the state budget crisis and other economic factors have nega- | Best Quality AAA
tively impacted all credit ratings. AA+

Credit Quality Tranches

One critical component of a district’s credit rating is its General

High Qualit AA
Fund reserve balance. In recent years, Hemet has been able to ghQ y
increase its reserve balance which has helped to maintain its AA-
excellent credit rating. Under normal circumstances it would be A+

advisable for the District consider adopting a policy establishing
a reserve balance higher than the current statutory requirement | Upper Medium Grade
of 3%. The district's General Fund reserve as of June 30, 2010
was 14.3% of total expenditures. The reserve balance is com-
prised of both restricted and unrestricted components. In the BBB+
past, less than half of the general fund reserves were associ- Medium Grade BBB
ated with the unrestricted general fund. However, with reclassifi-
cation of many state restricted funds to unrestricted dollars in BBB-
2008-09, the unrestricted ending balance now makes up alar- |gelow Investment Grade BB+ and lower
ger percent of the total. For 2009-10, the district’s unrestricted
balance was equivalent to 8.6% of combined general fund expenditures. The average unrestricted balance for
unified school districts in California is 9%. A key objective for the District, at some point in the future when
education is again fully funded, would be to adopt a fund balance policy establishing a minimum 5% unre-
stricted General Fund reserve.

2009-10 Annual Debt Report




B. Short-Term Credit Ratings on Tax and Revenue Anticipation Notes

The District has issued tax and revenue anticipation notes (“TRANSs") annually since 1999-00 to fund short
term cash flow deficits due to timing of receipts of local property taxes and other revenues. The TRANs are
issued to the District through the California School Cash Reserve Program sponsored by the California
School Boards Association Finance Company in conjunction with US Bank and Piper Jaffray. In 2009-10,
based on projected cash deficits the district was authorized for a total of $30 million in TRANS be issued in
two $15 million loans. A new cross-year TRANs was added to the historical TRAN issued in July to cover De-
cember cash shortfalls because of increased deferrals of payments of state apportionments.

SECTION VI: DEBT RATIOS
A. Use of Debt Ratios

Pursuant to the District’'s Debt Management Policy set forth in Section 3.08, the district will monitor certain
debt factors and debt burden ratios, as well as periodically measure the District’s debt performance against
those debt factors and debt burden ratios. Measuring the District’s debt performance through the use of debt
ratios provides a convenient way to compare the district to other borrowers. The most common debt ratios
applied to school districts are:

0 Ratio of Outstanding Debt to Assessed Value. The formula for this computation is contained
in Section 15106 of the Education Code. The ratio is calculated for both “Direct Debt” (i.e., gen-
eral obligation bonds) and “Combined Direct Debt” (both general obligation bonds and COPs),
the latter commonly referred to a “Debt Burden” in the California Municipal Statistics Overlap-
ping Debt Statement. In addition, the ratio of “Overall Debt Burden” includes the District Direct
Debt plus the Direct Debt of issuers whose boundaries overlap those of the District. It is impor-
tant to monitor the levels and growth of Direct Debt and Overall Direct Debt as they portray the
debt burden borne by our taxpayers and serve as proxies for taxpayer capacity to take on addi-
tional debt in the future. The District must be careful not to overburden its taxpayers by issuing
debt too quickly or too frequently, for example.

0 Ratio of Outstanding Debt per Capita. The formula for this computation is Outstanding Debt
divided by the population residing within the District's boundaries. Ratios are computed for both
“Direct Debt Per Capita” and “Overall Debt Per Capita.” It is important to monitor these ratios as
they attempt to measure the degree to which debt is concentrated, i.e. whether it is spread
across a large or small population.

0 Ratio of Annual Lease Debt Service to General Fund Expenditures. The formula for this
computation is annual lease debt service expenditures divided by General Funds (Unrestricted
and Restricted) expenditures including interfund transfers as reported in the most recent annual
financial report.

¢ Proportion of Fixed-Rate and Variable Rate COPs Issues. The Debt Management Policy re-
guires the District to keep its variable rate exposure, to the extent not hedged or swapped to
fixed rate, at or below 20% of principal outstanding COPs or $100 million, whichever is less. If
variable rate debt is issued, the Assistant Superintendent of Business Services will periodically,
but at least annually determine whether it is appropriate to convert the debt to fixed interest
rates. A re-offering of the 2006 Swap COPs was done in 2008-09.
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B. Hemet Unified School District’'s Compliance With Debt Management Policy, Debt Levels Compared
to Other Districts

Table 9 provides a summary of the District’'s performance against policy benchmarks, targets and ceilings for
debt paid from the General Fund. The District’'s Debt policy establishes a target debt factor limit for COPs
debt service, including QZAB and Lease Revenue Bonds, paid from the combined general fund at 3.00% with
a cap of 4.00%. The policy, approved in January 2009, showed the target dollar amount at $6.2 million. That
figure has been revised in this report to reflect the amount equivalent to 3% of total general fund expenditures
and uses at June 30, 2010. For the fiscal year 2009-10, the percentage of COPs payments compared to total
expenditures and uses of the combined general fund was 2.46% and actual payments were $4.8 million, be-
low both the ceiling and target debt factors.

Table 9
2009-10 COP Debt Limits

Debt Factor Ceiling Actual as of June Over/(Under) Policy

30,2010 @ Ceiling

COP Gross Debt Service 3.00% 4.00% 2.22% (1.78%)
Limit (Percentage)

COP Gross Debt Service

Cap (dollars) $5,398,946 $7,198,594 $3,972,376 ($3,226,218)

! Includes the annual base rental payments deposited in the sinking fund for the 2005 QZAB
and the debt service payments for the 2005 Lease Revenue Bonds which are paid from the
Cafeteria Fund (Fund 13).
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APPENDIX 1
Hemet Unified School District
General Obligation Bonds, Semi-Annual Debt Service
(As of June 30, 2010)

80,101,689.53 $

106,175,538.84 $

186,277,228.37 $ 186,277,228.37

Fiscal Year Election 2002 Election 2006 Aggregate Aggregate
Ending June 30 Measure E Measure T Semi-annual Fiscal Year Fiscal
Series A-E Series A-B Debt Service Total Year
Debt Service
8/1/2010 2,979,381.90 2,357,982.50 5,337,364.40
2/1/2011 1,101,956.90 1,286,982.50 2,388,939.40 7,726,303.80 2010-11
8/1/2011 3,036,956.90 2,426,982.50 5,463,939.40
2/1/2012 1,064,154.40 1,264,182.50 2,328,336.90 7,792,276.30 2011-12
8/1/2012 3,089,154.40 2,414,182.50 5,503,336.90
2/1/2013 1,024,834.40 1,241,182.50 2,266,016.90 7,769,353.80 2012-13
8/1/2013 3,144,834.40 2,461,182.50 5,606,016.90
2/1/2014 984,528.15 1,216,782.50 2,201,310.65 7,807,327.55 2013-14
8/1/2014 3,199,528.15 2,516,782.50 5,716,310.65
2/1/2015 940,908.15 1,179,407.50 2,120,315.65 7,836,626.30 2014-15
8/1/2015 3,260,908.15 2,564,407.50 5,825,315.65
2/1/2016 894,041.27 1,140,454.38 2,034,495.65 7,859,811.30 2015-16
8/1/2016 3,319,041.27 2,605,454.38 5,924,495.65
2/1/2017 843,885.02 1,107,491.88 1,951,376.90 7,875,872.55 2016-17
8/1/2017 3,388,885.02 2,647,491.88 6,036,376.90
2/1/2018 786,078.77 1,076,691.88 1,862,770.65 7,899,147.55 2017-18
8/1/2018 3,451,078.77 2,686,691.88 6,137,770.65
2/1/2019 728,546.27 1,044,491.88 1,773,038.15 7,910,808.80 2018-19
8/1/2019 3,513,546.27 2,719,491.88 6,233,038.15
2/1/2020 667,549.40 1,010,991.88 1,678,541.28 7,911,579.43  2019-20
8/1/2020 3,567,549.40 2,750,991.88 6,318,541.28
2/1/2021 602,737.53 967,491.88 1,570,229.41 7,888,770.69 2020-21
8/1/2021 3,657,737.53 2,772,491.88 6,430,229.41
2/1/2022 532,869.41 922,366.88 1,455,236.29 7,885,465.70 2021-22
8/1/2022 3,727,869.41 2,802,366.88 6,530,236.29
2/1/2023 458,903.15 875,366.88 1,334,270.03 7,864,506.32  2022-23
8/1/2023 3,808,903.15 2,850,366.88 6,659,270.03
2/1/2024 380,718.77 825,991.88 1,206,710.65 7,865,980.68 2023-24
8/1/2024 3,895,718.77 2,880,991.88 6,776,710.65
2/1/2025 295,759.39 783,607.50 1,079,366.89 7,856,077.54  2024-25
8/1/2025 3,985,759.39 2,923,607.50 6,909,366.89
2/1/2026 206,546.89 738,667.50 945,214.39 7,854,581.28 2025-26
8/1/2026 4,076,544.89 2,968,667.50 7,045,212.39
2/1/2027 112,728.14 691,837.50 804,565.64 7,849,778.03  2026-27
8/1/2027 2,492,728.14 3,016,837.50 5,509,565.64
2/1/2028 59,345.64 642,431.25 701,776.89 6,211,342.53 2027-28
8/1/2028 1,499,345.64 3,062,431.25 4,561,776.89
2/1/2029 25,812.51 591,006.25 616,818.76 5,178,595.65 2028-29
8/1/2029 800,812.51 3,116,006.25 3,916,818.76
2/1/2030 8,859.38 537,350.00 546,209.38 4,463,028.14  2029-30
8/1/2030 413,859.38 3,167,350.00 3,581,209.38
2/1/2031 - 481,462.50 481,462.50 4,062,671.88 2030-31
8/1/2031 - 3,226,462.50 3,226,462.50
2/1/2032 - 423,131.25 423,131.25 3,649,593.75 2031-32
8/1/2032 - 3,288,131.25 3,288,131.25
2/1/2033 - 362,250.00 362,250.00 3,650,381.25 2032-33
8/1/2033 - 3,312,250.00 3,312,250.00
2/1/2034 - 295,875.00 295,875.00 3,608,125.00 2033-34
8/1/2034 - 3,395,875.00 3,395,875.00
2/1/2035 - 226,125.00 226,125.00 3,622,000.00 2034-35
8/1/2035 - 3,426,125.00 3,426,125.00
2/1/2036 - 154,125.00 154,125.00 3,580,250.00 2035-36
8/1/2036 - 3,504,125.00 3,504,125.00
2/1/2037 - 78,750.00 78,750.00 3,5682,875.00 2036-37
8/1/2037 - 3,578,750.00 3,578,750.00
2/1/2038 - 3,578,750.00 2037-038



APPENDIX 2
Hemet Unified School District
Debt Service Requirements on Intended Sales
of Authorized but Unissued Bonds During
Fiscal Years 2010-11 and 2011-12

2002 Series A

2010 GO Bonds

FY 2011-12 GO

Fiscal Year 2010 QSCB Bond Issuance | Total All New
Ending Refunded (02/A Refund) Debt Bonds Debt
30-Jun FY 2010-11 GO Issuance Debt Service Service Service

2011 $ (18,740,000) $ - $ 593,490 - $ (18,146,510)
2012 1,593,671 1,343,750 - 2,937,421
2013 1,536,549 1,343,750 - 2,880,299
2014 1,488,399 1,343,750 - 2,832,149
2015 1,435,122 1,343,750 - 2,778,872
2016 1,385,747 25,671,875 - 27,057,622
2017 1,335,235 - 1,335,235
2018 1,287,906 - 1,287,906
2019 1,233,939 - 1,233,939
2020 1,188,990 - - 1,188,990
2021 1,140,150 - - 1,140,150
2022 1,100,514 - - 1,100,514
2023 1,056,140 - - 1,056,140
2024 1,014,734 - - 1,014,734
2025 975,941 - - 975,941
2026 936,409 - - 936,409
2027 898,970 - - 898,970
2028 - - -
2029 - - -
2030 - - -
2031 - - -
2032 - - -
2033 - - -

$ (18,740,000) $ 19,608,416 $ 31,640,365 $ - $ 32,508,781




APPENDIX 3
Hemet Unified School District
Certificates of Participation Lease Obligations

Gross Debt Service *
As of June 30, 2010

Fiscal Year Restricted General
Ending June Fund Total All COPs Debt
30 (Redevelopment) 23 Cafeteria Fund Service!
2010 3,720,874.39 367,126.26 4,088,000.65
2011 3,716,775.85 366,006.26 4,082,782.11
2012 3,765,589.71 364,716.26 4,130,305.97
2013 3,801,417.28 368,066.26 4,169,483.54
2014 3,815,165.08 365,866.26 4,181,031.34
2015 3,827,911.46 368,435.00 4,196,346.46
2016 3,839,413.05 370,372.50 4,209,785.55
2017 3,849,741.28 366,597.50 4,216,338.78
2018 3,949,589.90 362,397.50 4,311,987.40
2019 3,961,244.30 367,762.50 4,329,006.80
2020 3,975,258.22 367,137.50 4,342,395.72
2021 3,987,517.96 365,762.50 4,353,280.46
2022 3,725,924.31 363,950.00 4,089,874.31
2023 3,739,709.70 366,700.00 4,106,409.70
2024 3,754,775.50 363,793.76 4,118,569.26
2025 3,768,333.07 370,450.00 4,138,783.07
2026 3,778,901.79 365,825.00 4,144,726.79
2027 3,853,255.63 365,750.00 4,219,005.63
2028 3,905,186.80 - 3,905,186.80
2029 3,953,820.64 - 3,953,820.64
2030 4,002,933.51 - 4,002,933.51
2031 4,048,195.76 - 4,048,195.76
2032 4,098,139.01 - 4,098,139.01
2033 4,130,039.88 - 4,130,039.88
2034 1,305,112.46 1,305,112.46
2035 1,355,950.41 1,355,950.41
2036 1,421,411.73 1,421,411.73
2037 (251,636.98) (251,636.98)

$

93,079,677.30 $

6,229,588.80 $

99,309,266.10

! The district has assumed certain interest rates for the swap rate lease obligations
included in the above table.

Z Includes the annual base rental payments deposited into the sinking fund for the

2005 QZAB

% In the event that insufficient redevelopment revenue is available to pay the above
lease obligations, the Unrestricted General Fund would need to cover the

obligations
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Introduction

The intent and purpose of having a Debt Management Policy is to make sure the
Governing Board and the public are aware of the fiscal issues related to public
finance borrowing. The policies set forth in this Debt Management Policy (the “Policy”)
have been developed to provide guidelines for the issuance of general obligation
bonds, certificates of participation (“COPs”) and other forms of indebtedness by the
Hemet Unified School District. While the issuance of debt can be an appropriate
method of financing capital projects, careful and consistent monitoring of such debt
issuance is required to preserve the District’s credit strength and budget and financial
flexibility. These guidelines will serve the District in determining the appropriate uses
for debt financing and debt structures as well as establishing prudent debt
management goals.

The District’'s Debt Management Policy was first adopted on January 22, 2008. Section
2.04 requires the policy to be reviewed and updated annually and submitted to the
Governing Board for approval. The Debt Management Policy being presented for 2010
contains some small revisions to the Policy originally presented and approved in 2008.
Staff is recommending the board review and approve the 2010 Debt Management
Policy guidelines for the issuance of various types of debt instruments, the
measurement of the District's debt performance, the selection of financing team
members and communication with municipal market participants such as rating
agencies, bond insures, credit banks and investors.

Background

In 1993 the District issued a COP Refunding that was intended to be funded entirely
with annual revenues received from the City of Hemet Redevelopment Agency. The
District’'s redevelopment pass-through agreement provides annual receipts from a
portion of the District’'s property tax revenue restricted for capital facilities funding only.
Beginning in 1994, assessed valuation dropped providing a shortfall in revenues forcing
the District to encroach on the General Fund to make debt service payments until 1997.
Since 1997, no Unrestricted General Funds have been expended on COP debt service
payments.

The experience of the 1993 COPs is an important lesson on the need for careful
analysis and conservative projections and why it is hecessary to maintain reserves and
contingency provisions.

The District from that point forward has done an excellent job in management of debt
and is compliant with all laws including preparing timely disclosure reports and arbitrage
calculation reports. During the District’'s issuance of the 2007COPs, Standard and
Poor’'s Corporation (S&P) noted that the District did not have a Debt Management
Policy. Staff surveyed districts in Riverside County (County) and discovered that there
was no district in the County with a Debt Management Policy. To help ensure and
possibly improve the District’s creditworthiness, an established policy of managing the
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District’s debt is essential. Staff has developed the Debt Management Policy as hereby
presented based on the policy of the Los Angeles Unified School District but with
changes that reflect both the size and demographics of the District.

The District's general obligation bonds, Measure E (2002) and Measure T (2006)
obtained an ‘A-‘ rating during early years and an ‘A’ rating through 2009-10. These high
credit ratings reduce the interest costs paid by the District on the amounts borrowed.
Lower interest costs result in lower tax rates paid by the District's taxpayers and a
reduced burden on the General Fund. These debt management policies are intended to
maintain the District’s high ratings so that access to borrowed funds is provided at the
lowest possible interest rates. Traditionally, these policies are intended to set forth
selection criteria for certain financial consultants and attorneys which will ensure a fair
and open selection process, provide opportunities for all firms, including small business
enterprises, to participate in District contracts, and result in the selection of the best
qualified advisors.

The District faces continuing capital infrastructure and cash requirements. In particular,
the District is presently engaged in building new schools and modernizing schools with
Facilities Improvement Program to be completed over the next several years. The costs
of these requirements will be met, in large part, through the issuance of various types of
debt instruments and other long-term financial obligations. Under “Measure E” and
“Measure T” adopted by the voters in March 2002 and November 2006 respectively, the
District has already raised a combined $209 million in general obligation bond
authorization for its Facilities Improvement Program and other capital and General Fund
relief projects. Consequently, the District needs to anticipate increases in historical
levels of such debt and other obligations, some of which may be repaid from the
District’'s General Fund. With these increases, the effects of decisions regarding type of
issue, method of sale, and payment structure become ever more critical to the District’s
fiscal health. To this end, the Board of Education of the District (the “Board”) recognizes
this Policy to be financially prudent and in the District’'s best economic interest.

Article I. Purpose and Goals

= The purpose of the Policy is to provide a functional tool for debt management
and capital planning, as well as to enhance the District's ability to manage its
debt and lease financings in a conservative and prudent manner. In following
this Policy, the District shall pursue the following goals:

= The District shall strive to fund capital improvements from referendum-approved
bond issues to preserve the availability of its General Funds for District operating
purposes and other purposes that cannot be funded by such bond issues.

= The District shall endeavor to attain the best possible credit rating for each debt
issue (with or without bond insurance) in order to reduce interest costs, within the



context of preserving financial flexibility and meeting capital funding
requirements.

= The District shall take all practical precautions and proactive measures to avoid
any financial decision which will negatively impact current credit ratings on
existing or future debt issues.

= The District shall remain mindful of debt limits in relation to assessed value
growth within the school district and the tax burden needed to meet long-term
capital requirements.

= The District shall consider market conditions and District cash flows when timing
the issuance of debt.

= The District shall determine the amortization (maturity) schedule which will best
fit with the overall debt structure of the District at the time the new debt is
issued.

= The District shall give consideration to matching the term of the issue to the
useful lives of assets whenever practicable, while considering repair and
replacement costs of those assets to be incurred in future years as an offset to
the useful lives, and the related length of time in the payout structure.

= The District shall, when planning for the issuance of new debt, consider the
impact of such new debt on overlapping debt and the financing plans of local,
state and other governments which overlap with the District.

= The District shall, when issuing debt, assess financial alternatives to include new
and innovative financing approaches, including whenever feasible categorical
grants, revolving loans or other State/federal aid, so as to minimize the
encroachment on the District's General Fund.

The District shall, when planning for the sizing and timing of debt issuance, consider its
liability to expend the funds obtained in an efficient and economical manner.

The key financial management tools and goals that are intrinsic to the Policy include:

A. Fund Balance Policy: The District recognizes the importance of emergency
reserves that can provide a financial cushion in years of poor revenue receipts.
Recommend a Reserve Fund Policy be developed and implemented for adoption by
the Board.

B. Capital Financing Plan: The Office of the Assistant Superintendent, Business
Services will prepare a five (5) year Capital Financing Plan in conjunction with the
capital budget. The Plan will detail the sources of financing for all facilities in the capital




budget, establish funding priorities and review the impact of all borrowings on the
District’s long-term debt affordability ratios. The Plan will consider all potential sources
of financing, including non-debt options and ensure that these financing sources are in
accordance with the goals of this policy. The Office of the Assistant Superintendent,
Business Services will review and revise the Plan annually. See Articles Il and IV
herein.

C. Annual Debt Report: The Office of the Assistant Superintendent, Business Services
will annually prepare for and submit to the Superintendent and the Board a Debt Report
which reviews the outstanding debt of the District as further described under Section
4.02 herein.

Article Il.  Authorization
Section 2.01 Authority and Purposes of the Issuance of Debt

The laws of the State of California authorize the issuance of debt by the District, and
confer upon it the power and authority to make lease payments, contract debt, borrow
money, and issue bonds for public improvement projects. Under these provisions, the
District may contract debt to pay for the cost of acquiring, constructing, reconstructing,
rehabilitating, replacing, improving, extending, enlarging, and equipping such projects,
or to refund existing debt or to provide for cash flow needs.

Legislation effective January 1, 2009 changed some reporting requirements for issuing
non-voter approved debt, such as COPs that are secured by real property. AB2197
requires districts to notify the county superintendent of schools and the county auditor
not less than 30 days prior to approving the issuance of such debt. Pursuant to this
legislation the District will submit to the County Superintendent of Schools information
regarding any new debt, including the type of debt to be issued, projects to be financed,
funding sources for repayment along with a contingency plan should the original funding
source not materialize, as well as multi-year budget projections for each fund pledged
for the debt repayment.

Section 2.02 Common Types of Debt Issuance

A. Short-Term: The District may issue fixed-rate and/or variable rate short-term debt
which may include tax and revenue anticipation notes (“TRANs”) when such
instruments allow the District to meet its cash flow requirements. However, the District
shall generally manage its cash position in a manner so that internally generated cash
flow is sufficient to meet expenditures. The District may also issue commercial paper in
the context of providing funding of shorter term acquisitions, such as equipment, or
interim funding for capital costs that will ultimately be replaced with COPs. The District
may also participate in an annual pooled financing of delinquent property taxes known
as the Teeter Program to the extent that the Assistant Superintendent, Business
Services determines such financing produces significant benefit to the District.



B. Long-Term: Debt issues may be used to finance essential capital facilities,
projects and certain equipment where it is appropriate to spread the cost of the projects
over more than one budget year. In so doing, the District recognizes that future
taxpayers who will benefit from the investment will pay a share of its cost. Projects
which are not appropriate for spreading costs over future years will not be debt
financed. Long-term debt will, under no circumstances, be used to fund District
operations. The District may issue long-term debt which may include, but is not limited
to general obligation bonds (“*G. O. Bonds”), including general obligation bonds issued
pursuant to Proposition 39. The District may also enter into long-term leases and/or
COPs for public facilities, property, and equipment.

C. Equipment Financing: Lease obligations are a routine and appropriate means of
financing capital equipment. However, lease obligations also have the greatest impact
on debt capacity and budget flexibility. Therefore, efforts will be made to fund capital
equipment with pay-as-you-go financing where feasible, and only the highest priority
equipment purchases will be funded with lease obligations. With the exception of leases
undertaken through the District’s standard procurement process, all equipment with a
useful life of less than six years shall be funded on a pay-as-you-go basis unless the
following conditions are met:

i. In connection with the proposed District budget, the Superintendent makes
the finding that there is an “economic necessity” based on a significant
economic downturn, earthquake or other natural disaster and there are no
other viable sources of funds to fund the equipment purchase.

ii. The Board concurs with the Superintendent’s finding in the adoption of the
budget.
iii. The various debt ceilings in Section 3.08 of this Policy are not exceeded.

D. Lease Financing of Real Property: Lease financing for facilities is appropriate
for facilities for which there is insufficient time to obtain voter approval or in
instances where obtaining voter approval is not feasible. Such financings will
be structured in accordance with Section 3.01 of the Policy. If and when voter
approved debt proceeds become available subsequently, the District will use
such proceeds to take out the financing where appropriate.

E. Use of General Obligation Bonds: Voter-approved general obligation bonds
typically provide the lowest cost of borrowing. General obligation bond debt to
the extent authorized for the District requires either two-thirds approval of the
voters (in the case of traditional general obligation bonds) or 55% approval of the
voters (in the case of general obligation bonds issued pursuant to Proposition
39). In recognition of the difficulty in achieving the required two-thirds voter-
approval or 55% voter approval, as the case may be, to issue general obligation
bonds, such bonds will be generally limited to facilities and projects that provide
wide public benefit and for which broad public support has been generated.




F. Use of Asset Transfer COPs: The District will restrict the use of an “asset
transfer” COPs to finance emergency capital needs for which there are no other
viable financing options. Additionally, asset transfer COPs may be used if
significant savings in financing costs can be generated compared to other
financing alternatives.

G. Pay-As-You-Go Financing: Except in extenuating circumstances, the District
will fund routine maintenance projects in each year’'s capital program with pay-
as-you-go financing. Extenuating circumstances may include unusually large
and non-recurring budgeted expenditures, or when depleted reserves and
weak revenues would require the delay or deletion of necessary capital
projects.

Pursuant to the State law, the District can issue either fixed-rate,
variable rate or capital appreciation debt, depending on the applicable
law.

Section 2.03 State Law

Section 18 of Article XVI of the State Constitution contains the basic “debt limitation”
formula applicable to the District.

Sections 1(b)(2) and 1(b)(3) of Article XlIl A of the State Constitution allow the District to
issue traditional general obligation bonds and Proposition 39 bonds, respectively. The
statutory authority for issuing general obligation bonds is contained in Section 15000 et
seq. of the Education Code. Additional provisions applicable only to Proposition 39
general obligation bonds are contained in Section 15264 et seq. of the Education Code.
An alternative procedure for issuing general obligation bonds is also available in Section
53506 et seq. of the Government Code.

The statutory authority for issuing TRANSs is contained in Section 53850 et seq. of the
Government Code. Authority for lease financings is found in Section 17455 et seq. of
the Education Code and additional authority is contained in Sections 17400 et seq.,
17430 et seq. and 17450 et seq. of the Education Code. The District may also issue
Mello-Roos bonds pursuant to Section 53311 et seq. of the Government Code.

Section 2.04 Annual Review

The Policy shall be reviewed and updated annually and presented to the Board for
approval as necessary. The Assistant Superintendent, Business Services is the
designated administrator of the Policy and has overall responsibility, with the Board’s
approval, for decisions related to the structuring of all District debt issues. The
Assistant Superintendent of Business Services may delegate the day-to-day
responsibility for managing the District's debt and lease financings. The Board is the
obligated issuer of all District debt and awards all purchase contracts for GO Bonds,
COPs, TRANSs and any other debt issuances.



Article llI Structural Features, Legal and Credit Concerns
Section 3.01 Structure of Debt Issues

A. Maturity of Debt: The duration of a debt issue shall be consistent, to the extent
possible, with the economic or useful life of the improvement or asset that the issue is
financing. The final maturity of the debt shall be equal to or less than the useful life of
the assets being financed, and the average life of the financing shall not exceed 120%
of the average life of the assets being financed.

I. General Obligation Bonds: The final maturity of General Obligation bonds will be
limited to the shorter of the average useful life of the asset financed or 25 years when
such bonds are issued pursuant to the Education Code. General Obligation bonds may
be structured with a term to maturity no longer than 40 years if issued pursuant to the
Government Code; however, the selected term to maturity would have to be appropriate
relative to the average useful lives of the assets financed. GO Bond issues will generally
be sized to the amount reasonably expected to be required for two year’'s commitments.

il. Lease-Purchase Obligations: The final maturity of equipment obligations
will be limited to the average useful life of the equipment to be financed.
The final maturity of real property obligations will be determined by the
size of the financing, 15 years for small issues, 20 years for large issues
and 30 years for exceptional projects.

iii. Community Facilities District Obligations and Revenue Bonds: These
obligations, although repaid through additional taxes levied on a discrete
group of taxpayers or from pledged developer fees and/or
redevelopment funds, constitute overlapping indebtedness of the District
and have an impact on the overall level of debt affordability. The District
will develop separate guidelines for the issuance of such obligations as
the need arises.

B. Debt Service Structure: The District shall design the financing schedule and
repayment of debt so as to take best advantage of market conditions, provide flexibility,
and, as practical, to recapture or maximize its credit for future use. Annual debt service
payments will generally be amortized on a level basis per component financed,;
however, slower principal amortization may occur where permissible to meet debt
repayment goals.

C. Capitalized Interest: Unless required for structuring purposes, the District will
avoid the use of capitalized interest in order to avoid unnecessarily increasing the
bond size and interest expense. Certain types of financings such as COPs may
require that interest on the debt be paid from capitalized interest until the District has
use and possession of the underlying project. However, the District may pledge
assets as collateral for the issue in order to eliminate the need for capitalized interest.




D. Call Provisions: The Assistant Superintendent, Business Services, based upon
analysis from the financial advisors of the economics of callable versus non-callable
features, shall set forth call provisions for each issue.

Section 3.02 Sale of Securities

There are three methods of sale: competitive, negotiated, and private placement. All
three methods of sale shall be considered for all issuance of debt to the extent allowed
by law, as each method has the potential to achieve the lowest financing cost given the
right conditions. Any award through negotiation shall be subject to approval by the
District, generally the Assistant Superintendent, Business Services or other person
designated by the Assistant Superintendent, to ensure that interest costs are in
accordance with comparable market interest rates. When a competitive bidding process
is deemed the most advantageous method of sale for the District, award will be based
upon, among other factors, the lowest offered True Interest Cost (“TIC”). While not used
as frequently as negotiated or competitive sale methods, a private placement sale
would be appropriate when the financing can or must be structured for a single or
limited number of purchasers.

Section 3.03 Markets

The District shall consider products and conditions in both domestic and international
capital markets in meeting the District's financing needs. When practical in its
financing program, the District shall consider local and regional markets as well as
retail and institutional investors.

Section 3.04 Credit Enhancements

The District may enter into credit enhancement agreements such as municipal bond
insurance and letters of credit with commercial banks, municipal bond insurance
companies, or other financial entities when their use is judged to lower borrowing
costs, eliminate restrictive covenants, or have a net economic benefit to the issuance.
The District shall use a competitive process to select providers of such products to the
extent applicable.

The District may also undertake hedging strategies in connection with its debt issues.
The Assistant Superintendent, Business Services will develop an appropriate policy
regarding interest rate swaps, interest rate caps and collars, rate locks and other
derivatives for approval by the Board. Such policy, if approved, will be integrated into
this Policy.

Section 3.05 Impact on Operating Budget

When considering any debt issuance, the potential impact of debt service and
additional operating costs induced by new projects on the operating budget of the
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District, both short and long-term, will be evaluated. The ratio of annual debt service to
General Fund expenditures is one method. The cost of debt issued for major capital
repairs or replacements should be judged against the potential cost of delaying such
repairs.

Section 3.06 Debt Limitation

Section 15106 of the Education Code limits the District’s total outstanding debt (i.e.,
the principal portion only) to 2.5% of the assessed valuation of the taxable property of
the District. TRANs and lease payment obligations in support of COPs generally do
not count against this limit except as provided in Section 17422 of the Education
Code. Limitation on TRANS is based on calculated cash deficit.

Section 3.07 Debt Issued to Finance Operating Costs

The District cannot finance general operating costs from debt having maturities greater
than thirteen months. However, the District may deem it necessary to finance cash flow
requirements under certain conditions. Such cash flow borrowing must be payable from
taxes, income, revenue, cash receipts and other moneys attributable to the fiscal year in
which the debt is issued. General operating costs include, but may not be limited to,
those items normally funded in the District’'s annual operating budget and having a
useful life of less than one year.

Section 3.08 Debt Burden Ratios and Debt Affordability Criteria

A. Debt Burden Ratios: The following debt burden ratios should be
considered in developing debt issuance plans:

= Ratio of Outstanding Debt to Assessed Value. The formula for this computation is
contained in Section 15106 of the Education Code. The ratio shall be calculated
for both “Direct Debt (G.O.s)’and “Combined Direct Debt (G.O.s and COPs) or
Overall Debt Burden” typically contained in the Overlapping Debt Statement
prepared by California Municipal Statistics.

= Ratio of Outstanding Debt Per Capita. The formula for this computation is
Outstanding Debt divided by the population residing within the District, based
upon the most recent estimates as determined by the United States Bureau of
the Census. Ratios shall be computed for both “Direct Debt Per Capita” and
“Overall Debt Per Capita”.

= Ratio of Annual Lease Debt Service to General Funds Expenditures. The
formula for this computation is annual lease debt service expenditures divided by
General Funds (i.e., General and Debt Service Funds) expenditures (excluding
interfund transfers) as reported in the most recent CAFR.

= Proportion of Fixed-Rate and Variable-Rate COPs Issues. The District can
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benefit from some variable rate exposure in its portfolio of COPs issues.
However, the District shall keep its variable rate exposure, to the extent not
hedged or swapped to fixed rate, at or below 20% of the total principal of
outstanding COPs or $100 million, whichever is less. Under no circumstances
will the District issue variable rate debt for arbitrage purposes. If variable rate
debt is used, the Assistant Superintendent, Business Services will periodically,
but at least annually, determine whether it is appropriate to convert the debt to
fixed interest rates.

B. Debt Affordability: The determination of how much indebtedness the District
should incur will be based on a Capital Financing Plan (the “Plan”) that is currently
being developed by the Office of the Assistant Superintendent, Business Services,
which analyzes the long-term infrastructure needs of the District, and the impact of
planned debt issuances on the long-term affordability of all outstanding debt. The Plan
will be based on the District’s current five-year capital plan and will include all District
financings to be repaid from the General Fund or special funds. The affordability of the
incurrence of debt will be determined by calculating various debt ratios (itemized below)
which would result after issuance of the debt and analyzing the trends over time.

C. Targets and Ceilings for Debt Affordability: One of the factors contributing to the
District’s high credit ratings is its moderate General Fund-supported debt level relative
to other large issuers and as compared to the resources available to repay the debt.
The issuance of debt to be repaid from the General Fund and other internal District
resources (typically, the District's certificates of participation) must be carefully
monitored to maintain a balance between debt and said resources.

The District’s credit environment is also affected by the District’s issuance of its general
obligation bonds paid from voter approved tax levies as well as the debt issuance
activities of other agencies (for example, the City of Hemet, the County of Riverside and
the Mt. San Jacinto Community College District) whose jurisdictions overlap those of
the District. It is important for the District to examine debt burden ratios for such debt as
well, even though such debt is not paid from the District's General Fund or other internal
resources. Further, the tax receipts used to repay the Districts general obligation bonds
are levied and collected by the County of Riverside and are not controlled by the
District.

Tables 1 and 2 provide a listing of the debt burden factors that will be monitored by the
Assistant Superintendent, Business Services in the case of debt to be repaid from the
General Fund or other District resources. The measured debt factors will be compared
to targeted and maximum levels for those factors. The targets and ceilings are intended
to guide policy. The targets and ceilings do not mean that debt issuance is automatically
approved if there is room under a particular target or ceiling. On the contrary, each and
every proposed debt issuance must be individually presented to and approved by the
Board of Education.
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I Debt Ratios: The following table sets forth the debt ratios to be monitored
under the Policy and their targeted levels and Policy ceilings, if applicable.

Table 1
Debt Factor Target Ceiling

COP Gross Debt Service 3.00% of total general 4.00% of total general

Limit (percentage) fund expenditures fund expenditures

COP Gross Debt Service

(2010-11 First Interim) $5,322,849 $7,097,132
Table 2

Debt Burden Ratio Benchmark
Direct Debt to Assessed Value Standard & Poor’s median for school districts with student

populations between 20,000 and 150,000

Overall Debt to Assessed Value Standard & Poor’s median for student school districts with
populations between 20,000 and 150,000

Direct Debt per Capita Standard & Poor’'s median for A rated school districts with
student populations between 20,000 and 150,000

Overall Debt per Capita Standard & Poor’'s median for A rated school districts with
student populations between 20,000 and 150,000

“Direct Debt” includes all debt that is repaid from the General Fund or from any tax
revenues deposited into special funds not supporting revenue bonds.

“Overall Debt” includes any debt that is paid from general tax revenues and special
assessments by residents in the District. This includes debt issued by other agencies
whose taxing boundaries overlap the District, such as the City of Hemet, the County of
Riverside and the Eastern Municipal Water District, but excludes revenue bonds.

D. Monitor Impact on District Taxpayer of Voter-Approved Taxes: In addition to the
analysis of the District's debt affordability, the Plan will review the impact of debt
issuance on District taxpayers. This analysis will incorporate the District's general
obligation bond tax levies as well as tax rates imposed by overlapping jurisdictions as
reported in the District’'s Comprehensive Annual Financial Report (CAFR). In addition,
the District will monitor the performance of the actual tax levy rate per $100,000 of
assessed value for each general obligation bond authorization versus what the tax levy
rate was expected to be at the time of the original bond election and include said
performance in the Debt Report. The Measure E and Measure T Bonds were each
authorized with a tax levy limitation of $60 per $100,000 of assessed value to repay
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bonds issued under each authorization (Measure).
Section 3.09 Use of Corporations as Lessor for COPs Issues

The District has established two special purpose corporations to assist in COPs
financings as lessor: the Hemet Unified School District School Facilities Corporation
and the Hemet Unified Property Acquisition Corporation. The District shall use these
corporations rather than private corporations as lessor whenever feasible. The District
shall maintain proper records relating to the corporations and prepare audits as
required.

Article IV. Related Issues
Section 4.01 Capital Improvement Program

Planning and management of the District's Capital Improvement Program rests
primarily with the Facilities Services Division under the Superintendent’s direction,
subject to review by the Bond Oversight Committee and approval by the Board of
Education. The Facilities Master Plan and Strategic Execution Plans provide an
overall description of the District’'s current Facilities Improvement Program. The
Facilities Services Division will, as appropriate, supplement and revise these plans in
keeping with the District's current needs for the acquisition, development and/or
improvement of District’s real estate and facilities. The plans must include a summary
of total cost of each project, schedules for the projects, the expected quarterly cash
requirements, and annual appropriations, in order for the projects to be completed.

The Office of the Assistant Superintendent, Business Services shall prepare the annual
Capital Financing Plan and a capital program budget as part of the annual budget for
the District. The capital program budget shall identify all appropriations for the capital
program, sources of funds, uses of funds, future funding requirements for project
completion and an estimate of the capital program’s impact on subsequent operating
budgets. The District Board, upon advice from the Assistant Superintendent, Business
Services, may consider incurring subsequent debt to fund multiple phases of the
Facilities Improvement Program.

Section 4.02 Reporting of Debt

The Comprehensive Annual Financial Report will serve as the repository for statements
of indebtedness. The annual debt statement certifies the amount of (i) new debt issued,
(ii) debt outstanding, (iii) debt authorized but not issued, (iv) assessed valuation and (v)
outstanding debt expressed as a percentage of assessed valuation, each as of the end
of the fiscal year to which the CAFR relates. The CAFR will be posted on the District's
website as well as the District’s dissemination agent’s website.

Section 4.03 Financial Disclosure
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The District shall prepare or cause to be prepared appropriate disclosures as required
by Securities and Exchange Commission Rule 15c¢2-12, the federal government, the
State of California, rating agencies, bond insurers, underwriters, bond counsel,
investors, taxpayers, and other persons or entities entitled to disclosure to ensure
compliance with applicable laws and regulations and agreements to provide ongoing
disclosure.

The District shall make available its annual CAFRs, budgets and Official Statements on
the official District website or on the dissemination agent's website so that interested
persons have a convenient way to locate major financial reports and documents
pertaining to the District’s finances and debt.

Section 4.04 Review of Financing Proposals

All capital financing proposals involving a pledge of the District’s credit through the sale
of securities, execution of loans or lease agreements or otherwise directly or indirectly
the lending or pledging of the District’s credit initially shall be referred to the Assistant
Superintendent, Business Services who shall determine the financial feasibility of such
proposal and make recommendations accordingly to the Board.

Section 4.05 Establishing Financing Priorities

The Office of the Assistant Superintendent, Business Services shall administer and
coordinate the Policy and the District's debt issuance program and activities,
including timing of issuance, method of sale, structuring the issue and marketing
strategies. The Assistant Superintendent, Business Services shall, as appropriate,
report to the Superintendent and the Board regarding the status of the current and
future year programs and make specific recommendations.

Section 4.06 Rating Agency, Bond Insurer, and Credit Enhancer Relations

The District shall endeavor to maintain effective relations with the rating agencies, bond
insurers, and credit enhancers. The Assistant Superintendent, Business Services along
with the District’s financial advisors shall meet with, make presentations to, or otherwise
communicate with the rating agencies, bond insurers, and credit enhancers on a
consistent and regular basis in order to keep the agencies informed concerning the
District’'s capital plans, debt issuance program, and other appropriate financial
information.

Section 4.07 Investment Community Relations

The District shall endeavor to maintain a positive relationship with the investment
community. The Office of the Assistant Superintendent, Business Services shall, as
necessary, prepare reports and other forms of communication regarding the District's
indebtedness, as well as its future financing plans. This includes information
presented to the media and other public sources of information. To the extent
applicable, such communications shall be posted on the District's website.
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Section 4.08 Refunding and Restructuring Policy

Whenever deemed to be in the best interest of the District, the District shall consider
refunding or restructuring outstanding debt when financially advantageous or
beneficial for structuring. The Assistant Superintendent, Business Services shall
review a net present value analysis of any proposed refunding in order to make a
determination regarding the cost-effectiveness of the proposed refunding. The target
net present value savings as a percentage of the refunded aggregate principal amount
shall be no less than 3% per maturity unless, at the discretion of the Assistant
Superintendent, Business Services, a lower percentage is more applicable, such as,
for transactions with only a few years until maturity or for COPs being defeased or
redeemed from proceeds of G.O. Bonds.

The Assistant Superintendent, Business Services shall be empowered to restructure
escrow funds for the District's refunded Bonds and COPs from time to time when
savings can be achieved. The Assistant Superintendent, Business Services shall
review a savings analysis of any proposed restructuring in order to make a
determination regarding its cost-effectiveness. The target net savings shall be no less
than $1.0 million unless, at the discretion of the Assistant Superintendent, Business
Services, a lower amount is more appropriate given the nature of the particular escrow
fund. Any savings from such restructuring shall be applied in accordance with legal and
tax considerations and legal analysis at the time such savings are available.

Section 4.09 Investment of Borrowed Proceeds

The District acknowledges its on-going fiduciary responsibilities to actively manage the
proceeds of debt issued for public purposes in a manner that is consistent with
California law governing the investment of public funds and with the permitted
securities covenants of related bond documents executed by the District. Where
applicable, the District’'s official investment policy shall govern specific methods of
investment of bond related proceeds. The District shall competitively bid the purchase
of investment securities, investment contracts, float contracts, forward purchase
agreements and any other investments pertaining to its tax-exempt debt issues. An
independent broker, registered investment advisor or the County of Riverside shall
solicit bids for investment products. The District's underwriters, but not its financial
advisors, may bid on investment products. Preservation of principal will be the primary
goal of any investment strategy followed by the availability of funds, followed by return
on investment.

The management of public funds shall enable the District to respond to changes in
markets or changes in payment or construction schedules so as to (i) ensure liquidity
and (ii) minimize risk.

Section 4.10 Federal Arbitrage Rebate Requirement
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The District shall maintain or cause to be maintained an appropriate system of
accounting to calculate bond investment arbitrage earnings in accordance with the Tax
Reform Act of 1986, as amended or supplemented and applicable United States
Treasury regulations related thereto.

Section 4.11 Transaction Records

The Assistant Superintendent, Business Services or designee shall maintain complete
records of decisions made in connection with each financing, including the selection of
members of the financing team, the structuring of the financing, selection of credit
enhancement products and providers, and selection of investment products. Each
transaction file shall include the official transcript for the financing, the final number
runs, and a post-pricing summary of the debt issue. The Office of the Assistant
Superintendent, Business Services shall timely provide a summary of each financing to

the Board.

Section 4.12 Financing Team Members

A. Retention of Consultants

General: All financial advisors, bond counsel, disclosure counsel, and
underwriters will be selected from a pool to be created through a Request
for Proposals (RFP) or Request for Qualifications (RFQ) process,
whichever is most appropriate given the circumstances. In isolated
instances, such contracts may be awarded on a sole source basis if it is
clear that an RFP/RFQ process would not be feasible or in the District’s
interests. The District’'s contracting policies will apply to all contracts with
finance professionals.

General Financial Advisor: The District will retain a general financial
advisory team to provide general advice on the District's debt
management program, financial condition, budget options and bond
rating agency relations. Additionally, the general financial advisor will
structure the District's General Obligation bond issuances and may be
used on an as-needed basis to structure bond issuances that do not fall
into the other categories of District debt obligations.

As-Needed Bond Counsel: The District will select a bond counsel team to
be used on an as-needed basis to structure bond issuances which do not
fall into the other categories of District debt obligations. Additionally, one
or more of the firms will be selected to provide general legal advice on
debt financing.

Other District Bond Programs: Financial advisory and bond counsel teams
will be selected for the District's general lease financings, TRANS,
Community Facilities Districts, special revenue bonds and any other bond
program which may be created. Depending on particular expertise and
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B.

C.

consultant availability, some firms may be used on more than one
program. However, efforts will be made to establish different teams to
provide a number of firms the opportunity to participate in District
contracts.

Use of Independent Financial Advisors

Use of Independent Financial Advisors on Competitive Sales: The District
will strive to hire financial advisors who do not participate in the
underwriting or trading of bonds or other securities. Under certain
circumstances, however, it may be in the District’s interests to hire an
investment banking firm to act as financial advisor on specific bond issues.
In the event that a financial advisor working for the District does
underwrite, the firm will, under no circumstances, be permitted to lead a
syndicate which is bidding on the project for which the firm is acting as
financial advisor. In some circumstances, such as a very routine financing
and financings for which the financial advisor did not play a lead role in
structuring the transaction and upon request of the firm, the District may
allow the firm to participate in a bidding syndicate in a non-book running
role.

Use of Independent Financial Advisors on Negotiated Sales: In recognition
of the fact that in a negotiated sale the goals of the underwriters and the
issuer are inherently in conflict, the District will hire financial advisors who
do not participate in the underwriting or trading of bonds or other securities
to represent the District for issues of $5,000,000 or more. The only
exception to this policy would be that if all independent financial advisory
firms which responded to the RFP are found to be unqualified. In this
event, the District may hire an underwriter to act as financial advisor to the
District. However, the underwriter would be prevented from participating
in the underwriting of the transaction, and no firm which had any profit
sharing or other type of agreement with any member of the underwriting
team for the transaction in question or any other transaction for any issuer
would be allowed to serve as financial advisor.

Use of Investment Advisors for Investment Advice: Although, in most
instances, the Office of the Assistant Superintendent, Business Services
will make all investment decisions relative to temporary investments
pending the expenditure of bond proceeds, a registered investment
advisor may provide investment advice on refundings and other
transactions with specialized investment needs.

Disclosure by Financing Team Members; Ethics
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All financing team members will be required to provide full and complete
disclosure, under penalty of perjury, relative to any and all agreements with
other financing team members and outside parties. The extent of the disclosure
may vary depending on the nature of the transaction. However, in general
terms, no agreements will be permitted which would compromise a firm’s ability
to provide independent advice which is solely in the best interests of the District,
or which could reasonably be perceived as a conflict of interest. All financing
team members shall abide by the Board’s code of ethics.

Section 4.13 Special Situations

Changes in the capital markets, District programs and other unforeseen circumstances
may from time to time produce situations that are not covered by the Policy. These
situations may require modifications or exceptions to achieve policy goals. Management
flexibility is appropriate and necessary in such situations, provided specific authorization
is received from the Board.
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