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The Birth of the Municipal Bond Market
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Today’s Municipal Market Characteristics
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How Does the Municipal Market Compare to Other Markets

CDIAC Municipal Debt Essentials Seminar

Key market statistics

Market Market # of # of % Direct | Avg Daily | Avg Daily Avg $/
Size Issuers CUSIPs Retail Volume # of Trades | Trade

Equities $50.0 T 5,700 10,000 35% $76.8 BN 9,800,000 $8,000
Corporate Bonds  $7.7T 5,000 20,000 10% $19.2 BN 37,000 $519,000
Municipal Bonds $3.7T 46,000 1,100,000 51% $6.9 BN 38,000 $161,000

Source: EMMA, SIFMA, Bloomberg, NYSE/NASDAQ, TRACE, GAO
Note: Data reflects U.S. market only, bond data excludes money market activity

® Individual municipal bonds trade on average once every 27 days while an individual equity trades
on average ~980 times per day

= Municipal bonds are not registered with the SEC: the SEC cannot directly enforce continuing
disclosure practices of municipal entities
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What is Considered Debt in California?
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California’s Constitutional Debt Limit

= Article XVI, section 18, provides in part: “No county, city, town, township, board of
education, or school district, shall incur any indebtedness or liability in any manner or
for any purpose exceeding in any year the income and revenue provided for such year,
without the assent of two-thirds of the qualified electors thereof, voting at an election to
be held for that purpose ...."

= In 2015 California municipalities issued $57 billion in debt, 38% was voter approved

Special Fund

Dean v. Duchel San Francisco S. Co. v. County of Los Angeles v.
(1950) Contra Costa Co. Byram
(1929). (1951)
City of Los Angeles v. City of Oxnard v. Dale Lewis v. Widber
Offner (1955) (1893)
(1942)
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During the 20" Century, Californians and the Courts Redefined Voter Approval

The People Fight Back New Approaches

Proposition 13

Proposition 62 Mello-Roos

Guardino decision Use of assessments

Proposition 218 Use of fees

Proposition 26 General tax

Proposition 537?
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The Financial Crisis Changed the Municipal Debt Market Landscape
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Casualties of the Financial Crisis

Receivership of Fannie Mae
Variable Rate Debt and Freddie Mac

. Auction_Rat_e Securities Bond Insurers
 Synthetic Fixed Rate Debt

* Insurance for debt service
» Surety Bonds

Consolidation/Elimination of Firms

» Bear Stearns bought by J.P. Morgan
» Bankruptcy of Lehman
« Sale of Merrill Lynch to Bank of America
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California’s Municipal Market Trends Before and After the Financial Crisis
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Enforcement, Regulation, Disclosure
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15¢2-12

Amendment
of 15c2-12

Enforcement
Actions

® Enacted in 1989 in response to WPPSS default

m Governed disclosure for municipal bonds by regulating underwriters

® Enacted in 1995 in response to Orange County bankruptcy

® Requires continuing disclosure

SEC Enforcement Actions for inadequate pension disclosures

City of San Diego (2006), States of New Jersey (2010), lllinois (2013),
Kansas (2014)

m Enforcement Division Unit created in 2010

® Dodd-Frank Act gave SEC new power to obtain fines in administrative
(“cease and desist”) actions

= Announced in March 2014 by SEC

= Focus on whether an offering document was materially accurate with
respect to compliance with continuing disclosure undertakings
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SEC MCDC Program
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SEC enforcement program aimed at public agencies which made material mis-

statements about their continuing disclosure compliance

Program involves public agencies and underwriters self-reporting prior material mis-

statements

Consent agreements with underwriters were issued in 2015

Enforcement actions against municipal issuers announced in 2016; agreements with

Issuers are expected in 2016

SEC Charges 71 Municipal Issuers in Muni Bond
Disclosure Initiative
08/24/2016 11:00 AM EDT

The Securities and Exchange Commission today
announced enforcement actions against 71
municipal issuers and other obligated persons for

violations in municipal bond offerings.
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An lllustration of the Changes in Disclosure Practices

California GO 1959 California GO 2016
m 14 Total Pages ® 396 Total Pages

m 3 Pages Describing Current Budget m 12 Pages Describing Current Budget
m Outstanding GO Debt of $1.4 billion ® QOutstanding Debt of $75.7 billion

NEW ISSUE - BOOK ENTRY ONLY Ratings: Moody's: Aa3

Al
S&P: AA-
Fitch: AA-
(See “RATINGS™)
In.the opiwion of Bond Counsel to the Siate of California, intevest on the Bonds is excluded from gross income for federat
income tax purposes under Section 103 af the Internal Revenue Code of 1956, as amended (the “Code”), and is exempt. from
‘State of California personal income taxes. See “TAX MATTERS.”

§2,653,000,000
STATE OF CALIFORNIA
GENERAL OBLIGATION BONDS
$609,180,000 $2,043,820,000
VARIOUS PURPOSE VARIOUS PURPOSE
GENERAL OBLIGATION BONDS GENERAL OBLIGATION REFUNDING BONDS

Dated: Date of Delivery Due: See “SUMMARY OF THE OFFERING”

immediately following this cover page

The State of Califoria (the *State") 1s Issuing $500, 180,000 Vanous Purpose General Obligation Bonds (the *Construction Bonds™)

and §2043,820,000 Various Purpose Ceneral Obligation. Refining Boats {the, “Refunding Bonds", all bearing tnterest. al fixed rates
(eollectively, the *Bonds™).

The Bands are general obligations of $He-Slate tb-whuch tHE Till Tarth.and coédit'ol the State are pledged The princpal of and

Inferest on all abigaion bouein Boi bl 1 the General Fund of the State, subject
under Siate law only io the prior applieaiion the sysiem and public higher
s e ATHORTATION D ANY SFR ATy PO I BOMTS

Interest on the Bonds ks payahk o Mareh 1 and September 1 of esch year, Sommenclng Marshil, 2017, at the respective rates per
annum set. forth m the “SUMMARY OF THE OFFERING” immediately following this cover page - Beneficial interests in the Bonds may
be purchased in prineipal amounts of £3,00.or.any mtegral muliple thereof 1n bopk-entry Form ok, See “THE BONDS—General” and
APPENDIR B Tt RO ENTHY ONLY STETEAL

‘This cover pags general the securlty or terms of the Bonds.
avesiors ane a4vced t rendhe i QOSSR 1 bt (e Sl T e making of an Informed invesiment
dectsion.

Certain of the Bonds are subjec prior to their Tesp described herein. See “THE BONDS—
Redemption.™

MATURITIES, PRINCIPAL AMOUNTS,
INTEREST RATES, YIELDS AND CUSIPS
(Ses “SUMMARY OF THE OFFERING™)

The Fonds are offered when, as aRd'if issued. receized by the T ilers, subject to the approval of validity

G S O emen On by the Homorable Kamala D. Harris, Atibndiey Genevol-of the State of Califernia,jand by Orrick, Herrington & Sutcliffe LLP, Bond
Cunnsl o the Sate. Orric, ferrington & Saflff LLF ang e Peabouy LLEars serving as Co-Discosure Counse 0 the State

with respect to the Honds. Orrick, Herrington & Sulche L.LP ToeaCarison & Rauth, a Corporation, are

serving as Co-Tisclosure Coumsel 1o the Stale regarding AppEiREr A Ceviain matiers will be passed upon for the Underwriters by

$50,000,000 and $50,000,000 T e L e e e e e
CONSTRUCTION VETERANS' MONORABLE JOUN CHIANG
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J.P. Morgan BofA Merrill Lynch
(Joint Senior Manager) (Joint Senior Manager)
Jefferies Ramirez & Co., Inc.
{Co-Senior Manager) (Co-Senior Manager)
Academy Securities Backstrom MeCarley Berry & Co., LLC BNY Mellon Capital Markets, LLC
BOK Financial Securities, Inc. (Cabrera Capital Markets, LLC Citigronp
1959 Fidelity Capital Markets FTN Financial Capital Markets Goldman, Sachs & Co.
Great Parific Securities Shockey, Erley & Co.
/ | Mesirow Financial, Inc. Morgan Stanley Oppenheimer & Co.
i 1 Raymond James RBC Capital Markets RH Investment Corporation
Siebert Cisneros Shank & Co., LLC. Stifel The Williams Capital Group, L.P.
T.5. Bancorp Investments, Inc. ‘Wells Fargo Securities William Blair

Official Statement Datedt August 30, 2016
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