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This presentation was prepared exclusively for the benefit and internal use of the J.P. Morgan client to whom it is directly addressed and delivered (including such client’s affiliates, the
“Client”) in order to assist the Client in evaluating, on a preliminary basis, the feasibility of possible transactions referenced herein. The materials have been provided to the Client for
informational purposes only and may not be relied upon by the Client in evaluating the merits of pursuing transactions described herein. No assurance can be given that any transaction
mentioned herein could in fact be executed.

Information has been obtained from sources believed to be reliable but J.P. Morgan does not warrant its completeness or accuracy. Opinions and estimates constitute our judgment as of
the date of this material and are subject to change without notice. Past performance is not indicative of future results. Any financial products discussed may fluctuate in price or value. This
presentation does not constitute a commitment by any J.P. Morgan entity to underwrite, subscribe for or place any securities or to extend or arrange credit or to provide any other services.

J.P. Morgan's presentation is delivered to you for the purpose of being engaged as an underwriter, not as an advisor, (including, without limitation, a Municipal Advisor (as such term is
defined in Section 975(e) of the Dodd-Frank Wall Street Reform and Consumer Protection Act)) . The role of an underwriter and its relationship to an issuer of debt is not equivalent to the
role of an independent financial advisor. The primary role of an underwriter is to purchase, or arrange for the purchase of, securities in an arm’s-length commercial transaction between the
issuer and the underwriter. An underwriter has financial and other interests that differ from those of the issuer. If selected as your underwriter, J.P. Morgan will be acting as a principal
and not as your agent or your fiduciary with respect to the offering of the securities or the process leading to issuance (whether or not J.P. Morgan or any affiliate has advised or is
currently advising the Client on other matters). Any portion of this presentation which provides information on municipal financial products or the issuance of municipal securities is given in
response to your questions or to demonstrate our experience in the municipal markets and does not constitute “advice” within the meaning of Section 975 of the Dodd-Frank Wall Street
Reform and Consumer Protection Act. We encourage you to consult with your own legal and financial advisors to the extent you deem appropriate in connection with the offering of the
securities. If you have any questions concerning our intended role and relationship with you, we would be happy to discuss this with you further.

This communication shall not constitute an offer to sell or the solicitation of an offer to buy, nor shall there be any sale of the securities in any state or jurisdiction in which such an offer,
solicitation or sale would be unlawful prior to registration or qualification under the securities laws of any such state or jurisdiction.

This material is not a product of the Research Departments of J.P. Morgan Securities LLC ("JPMS") and is not a research report. Unless otherwise specifically stated, any views or
opinions expressed herein are solely those of the authors listed, and may differ from the views and opinions expressed by JPMS's Research Departments or other departments or divisions
of JPMS and its affiliates. Research reports and notes produced by the Research Departments of JPMS are available from your Registered Representative or at http://www.jpmm.com
JPMS'’s policies prohibit employees from offering, directly or indirectly, a favorable research rating or specific price target, or offering to change a rating or price target, to a subject Client
as consideration or inducement for the receipt of business or for compensation. JPMS also prohibits its research analysts from being compensated for involvement in investment banking
transactions except to the extent that such participation is intended to benefit investors.

J.P. Morgan makes no representations as to the legal, tax, credit, or accounting treatment of any transactions mentioned herein, or any other effects such transactions may have on you
and your affiliates or any other parties to such transactions and their respective affiliates. You should consult with your own advisors as to such matters.

JPMorgan Chase & Co. and its affiliates do not provide tax, legal or accounting advice. This material has been prepared for informational purposes only, and is not intended to provide,
and should not be relied on as the basis for making an investment decision nor as tax, legal or accounting advice. You should consult your own advisors in respect of any tax, legal or
accounting matter.

This presentation does not carry any right of publication or disclosure, in whole or in part, to any other party, without the prior consent of J.P. Morgan. Additional information is available
upon request.

J.P. Morgan is the marketing name for the investment banking activities of JPMorgan Chase Bank, N.A., J.P. Morgan Securities LLC (member, NYSE), J.P. Morgan Securities plc
(authorized by the FSA and member, LSE) and their investment banking affiliates.
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The Birth of the Municipal Bond Market
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Today’s Municipal Market Characteristics

US Bond Market Debt Outstanding (4Q 2017) 2017 Municipal Issuance by Sector
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How Does the Municipal Market Compare to Other Markets?

Key Market Statistics

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

Equities $285T 10,700 38% $80.5 BN 10,740,000 $7,495
Corporate Bonds $8.8T 30,000 10% $25.8 BN 58,900 $424,450
Municipal Bonds $39T 1,000,000 42% $10.8 BN 39,000 $277,000

Source: MSRB Muni Facts http://www.msrb.org/msrb1/pdfs/MSRB-Muni-Facts.pdf , SIFMA FINRA TRACE, NASDAQ, Federal Reserve Statistical Release Flow of Funds,
Balance Sheets, and Integrated Macroeconomics, Bloomberg as of 12/12/18.
Note: Data reflects U.S. market only, bond data excludes money market activity

m Individual municipal bonds trade on average once every 26 days while an individual equity trades
on average ~1000 times per day

B Municipal bonds are not registered with the SEC: the SEC cannot directly enforce continuing
disclosure practices of municipal entities

CDIAC MUNICIPAL DEBT ESSENTIALS 2019 3 J.RMorgan



How is Debt Authorized in California?

California’s Constitutional Debt Limit

m 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 ...."

® |n 2015 California municipalities issued $57 billion in debt, 38% was voter approved

9 Special Fund Imposed by Law

San Francisco S. Co. v. County of Los Angeles
Dean v. Kuchel
(1950) Contra Costa Co. v. Byram
(1929). (1951)

City of Los Angeles v. City of Oxnard v. Dale Lewis v. Widber
Offner

A (1955) (1893)
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During the 20" Century, Californians and the Courts Redefined Voter Approval

The People Fight Back New Approaches

Proposition 13 Mello-Roos

Proposition 62 Use of assessments

Guardino decision Use of fees
Proposition 218 General tax
Proposition 26 Mark-Roos
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The Financial Crisis Changed the Municipal Debt Market Landscape

Casualties of the Financial Crisis

Receivership of Fannie Mae
and Freddie Mac

Bond Insurers

 Insurance for debt service
» Surety Bonds

Variable Rate Debt

» Auction Rate Securities
» Synthetic Fixed Rate Debt

Consolidation/Elimination of Firms

» Bear Stearns bought by J.P. Morgan
» Bankruptcy of Lehman
 Sale of Merrill Lynch to Bank of America

collapse sends

Countrywide me‘jﬁkwave round | world
Ambac --

Investor Alerts

Auction Rate Securities: What Happens When Auctions Fail
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Municipal Market Terms

A guarantee by a bond insurer of the payment of the principal of and interest on municipal bonds as they

Bond Insurance become due should the issuer or obligated person fail to make required.

An interest rate, sometimes referred to as a “floating rate,” on a security that is reset at specified intervals

Variable Rate according to market conditions or a predetermined index or formula.

Refunding A procedure whereby an issuer refinances outstanding bonds by issuing new bonds.

A refunding in which the refunded issue remains outstanding for a period of more than 90 days after the

Advance Refunding issuance of the refunding issue.

A refunding transaction where the municipal securities being refunded will all mature or be redeemed

Current Refunding within 90 days or less from the date of issuance of the refunding issue.

New Money Bonds I A bond issued to raise money to finance capital projects such as roads, bridges, schools, and libraries

Source: Municipal Securities Rulemaking Board, Glossary of Municipal Securities Terms (except New Money Bonds)
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California’s Municipal Market Trends Before and After the Financial Crisis

California 2006 Insured vs. Uninsured California 2017 Insured vs. Uninsured

) Insured
Uninsured %

29%

Insured
1% Uninsured

92%
California 2006 Fixed vs. Variable Rate California 2017 Fixed vs. Variable Rate

Variable Rate Variable Rate

14% 11% ‘
Fixed Rate Fixed Rate

86% 89%

California 2006 New Money vs. Refunding California 2017 New Money vs. Refunding

Refunding
31%

Refunding
19%

Refunding & New Money
47%
New Money
0,
New Money 15%
o Refunding &
New Money
Source: SDC as of December 12, 2018 1Mo
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The Tax Cuts and Jobs Act of 2017

Individual Tax
Rates

Corporate Tax
Rates

State and Local
Taxes

Advance Refunding
Bonds

Tax Credit Bonds

Modification of
“proration” rules
for Property and
Casualty Insurance
Companies

m Individual: maintain a 7-bracket system but with lower rates (0%, 10%, 12%, 22%, 24% 32% and 37%)
m Keep AMT, but at a higher income threshold
B Increased standard deductions overall

m Tax rate for “C” corporations reduced to 21% from 35% - effective in 2018
B Repeal of AMT

m Continues to allow for deduction of cost of state and local property taxes, consistent with current law --
up to $10,000; allows individuals and families the ability to choose among sales, income, and property
taxes based on their needs

®m For bonds issued after 2017, interest on advance refunding bonds would be taxable; interest on current
refunding bonds would continue to be tax-exempt

m Eliminates tax credit and direct pay bonds including new Clean Renewable Energy Bonds, Qualified
Energy Conservation Bonds, Qualified Zone Academy Bonds, and Qualified School Construction Bonds

m P&C insurance companies are were eligible for a tax deduction for contributions to loss reserves, which
was reduced by 15% of the tax-exempt interest a P&C earns - effectively a partial tax on otherwise tax-
exempt interest. Under current rules, that disallowance percentage increases to 25% for tax years
beginning after 2017

Source: House of Representatives, Conference Report, house.gov 12/29/2017; 1Calculated by dividing 5.25% by the top corporate tax rate
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2017 vs. 2018 YTD

Impacts of tax reform on municipal issuance

Refunding vs. New Money ‘

2018

Both
11%

Refunding
31%
Refunding
16%
New Money
50%

New Money

Both 73%

19%

Taxable vs. Tax-Exempt ‘

2018

Taxable Taxable
12% 13%

Tax-Exempt Tax-Exempt
88% 87%
Total Issuance: $496.847 billion Total Issuance: $369.287 billion
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Direct Purchase / Loan vs. Publicly Offered Bond

Direct Purchase/Loan

Interest payments may be fixed or floating

Pricing will depend on a number of factors including
issuer ratings, deal size, tenor, new money /
refunding proceeds and relevant credit covenants

Borrower is not subject to the performance of
purchaser through the bond’s mandatory tender
date

Upon a mandatory tender date for the bond/loan, a
term-out provision and stepped-up rates may apply
if the debt is not otherwise repaid or remarketed,
similar to a bank facility or a put bond

Bank loans may be subject to margin rate factor
adjustments, while the risk of changes to tax rates
falls on the purchaser of direct purchase bonds
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Publicly Offered Bond

Ratings

Official Statements
Documentation
Continuing Disclosure
Remarketing / Term Out

Issuance Costs
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Additional Municipal Market Terms

Securities and Exchange Commission. The federal agency responsible for supervising and regulating the

SEC securities industry.
Municipal Securities Rulemaking Board. A self-regulatory organization, consisting of representatives of
securities firms, bank dealers, municipal advisors, issuers, investors and the public, that is charged with
MSRB primary rulemaking authority over municipal securities dealers and municipal advisors in connection with
their municipal securities and municipal advisory activities.
Disclosure of material information relating to municipal securities provided to the marketplace by the issuer
Continui of the securities or any other entity obligated with respect to the securities after the initial issuance of
Df)ntllnumg municipal securities. Such disclosures include, but are not limited to, annual financial information, certain
isclosure

operating information and notices about specified events affecting the issuer, the obligor, the municipal
securities or the project financed.

Source: Municipal Securities Rulemaking Board, Glossary of Municipal Securities Terms
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Enforcement, Regulation, Disclosure

Rule 15c2-12

Amendment of
15c2-12

Pension

Enforcement
Actions

Independent

Registered
Municipal Advisor

MCDC

2019 15¢c2-12
New Disclosure
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®m Enacted in 1989 in response to Washington Public Power Supply System default
m Governed disclosure for municipal bonds by regulating underwriters

®m Enacted in 1995 in response to Orange County bankruptcy
B Requires continuing disclosure

m SEC Enforcement Actions for inadequate pension disclosures
m City of San Diego (2006), States of New Jersey (2010), Illinois (2013), Kansas (2014)

m Enforcement Division Unit created in 2010

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

m SEC’s Municipal Advisor Rule, in effect since July 2014, establishes a fiduciary duty on the part of a
municipal advisor to its municipal entity client,

B Imposes certain restrictions upon the communications from a non-registered municipal advisor with its
municipal entity clients

B Announced in March 2014 by SEC

m Focus on whether an offering document was materially accurate with respect to compliance with
continuing disclosure undertakings

B |In August 2016, the SEC enforcement actions against 71 municipal issuers and other obligated persons
for violations in municipal bond offering

® Two new 15c¢2-12 disclosure items, effective February 2019

®m Bank loans and any other material financial obligation entered into, as well as disclosure of events that
may reflect financial difficulties, e.g., default.
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An lllustration of the Changes in Disclosure Practices

California GO 1959 California GO 2016
m 14 Total Pages m 372 Total Pages

m 3 Pages Describing Current Budget m 15 Pages Describing Current Budget
m Qutstanding GO Debt of $1.4 billion m Qutstanding Debt of $83.3 billion

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

S&P: AA-

Fitch: AA-

(See “RATINGS” herein)

In the opinion of Bond Counsel to the State of California, interest on the Bonds is excluded from gross
income for federal income tozx purposes under Section 103 of the Internal Revenue Code of 1986, as amended
(the “Code”), and is exempt from State of California personal income taxes. See “TAX MATTERS.”

$871,885,000
STATE OF CALIFORNIA
VARIOUS PURPOSE
GENERAL OBLIGATION BONDS

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

The State of California (the “State” is issuing $871,85,000 Various Purpose General Obligation Bonds (the
“Bonds™), all bearing interest at fixed rates.

The Bonds are general obligationsof thé State to whieh/the il faith and credit of the State is pledged. The
principal of and interest on all State goneral obligation Bionds; incladifg the Bonds, are payable from any moneys
in the General Fund of the State; stbject tfider State law only to the prior application of such moneys to the
support of the ystemand public higher editeatian:, See “AUTHORIZATION OF AND
SECURITY FOR THE BONDS™

Interest on the Bondé fs payable on April 1 and Octgbier I 6feael year, eomiencing April 1, 2019, at the
respective rates per annuf st fortl it the “SUMMARY OF THE OFFERING™ hinimediately following this cover
page. Beneficial interests in the Borids may be prrchased in prineipal amotnits 6£35,000 or any integral multiple
thereof in book-entry form dhily. See “THE BONDS—Genéral® aid APPENDIX B— *THE BOOK-ENTRY ONLY
SYSTEM."

Certain of the Bonds are subject 1o optional priorto their stated maturity dates as
described herein. See “THE BONDS-Redemption.”

This cover page contaliis certain infofmation for general reforeney only. It is ot a summary of the security
a statement on el ot o RS
MATURITIES, PRINCIPAL AMOUNTS,
$50,000,000 e Sl e
7 (4 cnd $50I 000[0 OO The Bonds are offered when, as and if issued by the State and received by the initial purchaser(s), subject
’ to the approval of validity by the Honorable Xavier Becerra, Attorney General of the State of California, and by
CONSTRUCT'ON VETE RAN Orrick, Herrington & Sutctiffe LLF, Bond Counsel to the State. Orrick, Herringlon & Sutcligfe LLP and Nixon
Peabody LLP are serving as Co-Disclosure Counsel o the State with respect to the Bonds. Orrick, Herrington &
Counsel 1o the State regarding Appendiz A. Public Resources Advisory Group is serving as the Municipal
Advisor to the State with respect to the Bonds. The Bonds are expected lo be available for delivery througl the
facilities of The Depository Trust Company on or about October 25, 2018.

or terms of the Bonds. Investors areadvised toread the entire Officinl Satement o obtain information essential
CISIPS
(See “SUMMARY OF THE OFFERING")
B O N D c Suteliffe LLP and Stradling Yocea Carison & Rauth, a Professional Corporation, are serving as Co-Disclosure

HONORABLE JOHN CHIANG
Treasurer of the State of California

‘THE BONDS WERE SOLD AT COMPETITIVE SALE ON OCTOBER 17, 2018
INITIAL OFFERING YIELDS HAVE BEEN SET BY THE INITIAL PURCHASERS

Official Statement Dated: October 17, 2018

ate Treasurer
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