














PACIFIC GROVE UNIFIED SCHOOL DISTRICT

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2009

The District participates in the Mission Trails Regional Occupational Program which is operated by a joint
powers agency comprised of seven high school districts within Monterey County. Pursuant to the joint powers
agreement, each member district provides occupational training classes and is required to maintain separate
accounts to record related transactions. Average daily attendance, which is the basis for State apportionment, is
reported to the State by the district educating pupils.

Contract revenues are recognized in the General Fund as reimbursement for providing instruction to classes in the
name of Mission Trails Occupational Program. Expenditures are recorded in the General Fund by object
category. Fiscal 2008-2009 revenues and expenditures for the classes the District conducts are summarized as
follows:

Amount
Revenues
Local $ 510,864
Total Revenue 510,864
Expenditures
Certificated salaries 367,233
Classified salaries 16,978
Employee benefits 57,419
Books and supplies 19,994
Service and other operating expenses 11,068
Other outgo 38,172
Total Expenditures 510,864
Excess Expenditures Over Revenues $ -

NOTE 17 - SUBSEQUENT EVENTS
Tax and Revenue Anticipation Notes

The District issued $5,000,000 of Tax and Revenue Anticipation Notes dated July 6, 2009. The notes mature on
July 6, 2010. The funds have been placed on deposit with the County Treasurer and will yield interest at the rate
of the County Investment Pool. The notes were sold to supplement cash flow. Repayment requirements are that a
percentage of principal and interest be deposited with the Fiscal Agent each month beginning February 1, 2010,
until 100 percent of principal and interest due is on account on May 1, 2010.

ABX4 3
On July 28, 2009, Governor Schwarzenegger signed a package of bills amending the 2008-09 and 2009-10

California State budgets. The budget amendments were designed to address the State’s budget gap of $24 billion
that had developed as a result of the deepening recession since the State’s last budget actions in February 2009.
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PACIFIC GROVE UNIFIED SCHOOL DISTRICT

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2009

The July budget package reduced, on a State-wide basis, $1.6 billion in 2008-09 Proposition 98 funding through a
reversion of undistributed categorical program balances. The budget language identified 51 specific programs
and required the amounts associated with these programs that were "unallocated, unexpended, or not liquidated as
of June 30, 2009" to revert to the State’s General Fund. The July budget package also provided an appropriation
in 2009-10 to backfill $1.5 billion of these cuts to repay the 2008-09 reversion of the undistributed categorical
program balances.

In accordance with the requirements of Governmental Accounting Standards Board Statement No. 33, the District
has not recorded the revenue and related receivable associated with the District’s portion of the unallocated,
unexpended or unliquidated categorical program balances identified in the July 2009 State Budget package.

NOTE 18 - FISCAL ISSUES RELATING TO BUDGET REDUCTIONS

The State of California continues to suffer the effects of a recessionary economy. California school districts are
reliant on the State of California to appropriate the funding necessary to continue the level of educational services
expected by the State constituency. With the implementation of education trailer bill Senate Bill 4 of the 2009-10
Third Extraordinary Session (SBX3 4) (Chapter 12, Statutes of 2009), 14 percent of current year appropriations
have now been deferred to a subsequent period, creating significant cash flow management issues for districts in
addition to requiring substantial budget reductions, ultimately impacting the ability of California school districts
to meet their goals for educational services.
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PACIFIC GROVE UNIFIED SCHOOL DISTRICT

GENERAL FUND

BUDGETARY COMPARISON SCHEDULE
FOR THE YEAR ENDED JUNE 30, 2009

REVENUES
Revenue limit sources
Federal sources
Other State sources
Other local sources
Total Revenues '
EXPENDITURES
Current
Certificated salaries
Classified salaries
Employee benefits
Books and supplies
Services and operating expenditures
Other outgo
Debt service
Capital outlay
Total Expenditures !
Excess (Deficiency) of Revenues
Over Expenditures
Other Financing Sources (Uses):
Transfers in
Other sources
Transfers out
Net Financing Sources (Uses)

NET CHANGE IN FUND BALANCES

Fund Balance - Beginning
Fund Balance - Ending

Variances -
Favorable
Budgeted Amounts (Unfavorable)
(GAAP Basis) Actual Final
Original Final (GAAP Basis) to Actual

$18,500,692 $18,399415 $19,048,424 § 649,009
523,366 522,837 1,169,002 646,165

1,627,349 1,627,514 1,349,924 (277,590)
1,656,381 1,804,641 1,924,075 119,434
22,307,788 22,354,407 23,491,425 1,137,018
11,512,415 11,885,605 11,866,920 18,685
3,647,392 3,718,898 3,630,413 88,485
2,951,314 2,942,050 2,921,063 20,987
835,610 1,742,229 1,046,518 695,711
2,321,811 2,841,020 2,626,665 214,355
591,896 668,194 666,717 1,477

- 64,893 64,893 -

- 47,379 65,764 (18,385)
21,860,438 23,910,268 22,888,953 1,021,315
447,350 (1,555,861) 602,472 2,158,333
- 6,600 324,631 318,031

- - 604,047 604,047

(739,144) (733,902) (734,830) (928)
(739,144) (727,302) 193,848 921,150
(291,794) (2,283,163) 796,320 3,079,483
2,939,072 2,939,072 2,939,072 -
$ 2,647,278 655,909  $ 3,735,392 $§ 3,079,483

' On behalf payments of $567,142 are excluded from the revenues and expenditures.
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PACIFIC GROVE UNIFIED SCHOOL DISTRICT

ADULT FUND
BUDGETARY COMPARISON SCHEDULE
FOR THE YEAR ENDED JUNE 30, 2009

Variances -
Favorable
Budgeted Amounts (Unfavorable)
(GAAP Basis) Actual Final
Original Final (GAAP Basis) to Actual
REVENUES
Federal sources $§ 40000 §$§ 49382 § 49382 § -
Other State sources 2,198,240 2,002,814 2,089,478 86,664
Other local sources 273,420 212,716 336,831 124,115
Total Revenues ' 2,511,660 2,264,912 2,475,691 210,779
EXPENDITURES
Current
Certificated salaries 1,419,835 1,348,572 1,299,635 48,937
Classified salaries 230,018 222,029 239,408 (17,379)
Employee benefits 376,109 354,730 263,128 91,602
Books and supplies 153,392 113,896 105,800 8,096
Services and operating expenditures 110,016 129,461 112,894 16,567
Other outgo 263,048 263,048 801,331 (538,283)
Total Expenditures ! 2,552,418 2,431,736 2,822,196 (390,460)
Excess (Deficiency) of Revenues
Over Expenditures (40,758) (166,824) (346,505) (179,681)
Other Financing Sources (Uses):
Transfers in 51,000 27,676 27,676 -
Net Financing Sources (Uses) 51,000 27,676 27,676 -
NET CHANGE IN FUND BALANCES 10,242 (139,148) (318,829) (179,681)
Fund Balance - Beginning 382,493 382,493 382,493 -
Fund Balance - Ending § 392,735 § 243345 § 63,664 §  (179,681)

! On behalf payments of $51,324 are excluded from the revenues and expenditures.
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PACIFIC GROVE UNIFIED SCHOOL DISTRICT

SCHEDULE OF OTHER POSTEMPLOYMENT BENEFITS (OPEB)
FUNDING PROGRESS
FOR THE YEAR ENDED JUNE 30, 2009

Schedule of Funding Progress

Actuarial
Accrued
Liability Unfunded UAAL as a
Actuarial (AAL) - AAL Percentage of
Valuation  Actuarial Value Entry Age (UAAL) Funded Ratio Covered Covered Payroll
Date of Assets (a) Normal (b) (b - a) (a/b) Payroll (c) ([b-a]/c)
June 30,2009 § - $ 5439918 $ 5439918 0% $ 17,626,319 30.86%
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APPENDIX C
GENERAL INFORMATION ABOUT MONTEREY COUNTY

The following information concerning Monterey County (the “County”) is included only for
the purpose of supplying general information regarding the area served by the District. The
Bonds are not a debt of the County.

Introduction

The District is located in Monterey County. The County borders the Pacific Ocean
almost at the midpoint of the California coastline, approximately 130 miles south of San
Francisco and 240 miles north of Los Angeles. Incorporated in 1850 as one of the State’s
original 27 counties, the City of Salinas is the County seat. The County covers an area of
approximately 3,300 square miles, with a population in excess of 428,000. Agriculture, tourism,
and government are major contributors to the County’s economy. The Salinas Valley, located in
the eastern portion of the County, is a rich agricultural center and one of the nation’s major
vegetable producing areas. The Monterey Peninsula, famed for its scenic beauty, is a year-
round tourist attraction. Pebble Beach, Cypress Point, Spyglass Hill, Poppy Hills and The Links
at Spanish Bay are well known Monterey Peninsula golf courses. The Monterey Bay Aquarium
and the City of Carmel also are attractions that draw tourists to the Monterey Peninsula.

Population
The following table shows historical population statistics for cities in the County:
MONTEREY COUNTY

Population Estimates
2003 through 2008

2003 2004 2005 2006 2007 2008

Carmel-By-The-Sea 4,110 4,111 4,064 4,057 4,053 4,049
Del Rey Oaks 1,656 1,656 1,635 1,630 1,626 1,627
Gonzales 8,355 8,440 8,344 8,495 8,737 8,803
Greenfield 13,060 13,193 13,270 15,407 16,629 17,316
King City 11,427 11,501 11,359 11,382 11,518 11,852
Marina 19,057 19,156 18,929 18,910 18,958 19,171
Monterey 30,451 30,299 30,399 30,129 30,121 29,322
Pacific Grove 15,601 15,608 15,429 15,375 15,444 15,472
Salinas 147,189 149,050 148,759 149,021 149,539 150,898
Sand City 283 308 300 302 301 298
Seaside 33,577 33,371 34,809 34,755 34,641 34,194
Soledad 24,630 26,233 27,266 28,150 28,361 27,905
Balance Of County 108,841 109,463 109,191 105,435 106,032 107,642
County Total 418,237 422,389 423,754 423,048 425,960 428,549

Source: State of California, Department of Finance.
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Employment

Monterey County makes up the Salinas Metropolitan Statistical Area. The County
civilian labor force figures are shown in the following table for the years 2003 through 2008.
These figures are County-wide and may not necessarily reflect employment trends in the
District.

SALINAS METROPOLITAN STATISTICAL AREA
(MONTEREY COUNTY)
Civilian Labor Force, Employment and Unemployment

2003 2004 2005 2006 2007 2008
Civilian Labor Force " 210,500 209,200 209,100 204,700 209,200 213,400
Employment 191,600 191,800 193,800 190,400 194,100 194,900
Unemployment 18,900 17,400 15,300 14,300 15,100 18,500
Unemployment Rate 9.0% 8.3% 7.3% 7.0% 7.2% 8.7%
Wage and Salary Employment: @
Agriculture 41,400 41,900 42,400 40,200 41,100 39,900
Natural Resources and Mining 200 200 200 200 200 200
Construction 6,700 6,700 6,700 7,200 7,000 6,500
Manufacturing 7,500 7,200 6,700 6,200 6,000 5,900
Wholesale Trade 4,900 4,700 4,800 4,900 4,900 5,200
Retail Trade 17,100 17,200 16,800 16,700 17,000 17,000
Transportation, Warehousing and
Utilities 3,200 3,300 3,400 3,400 3,600 3,900
Information 2,400 2,300 2,400 2,200 2,100 2,100
Professional and Business Services 11,800 11,800 12,500 12,600 12,000 11,800
Educational and Health Services 12,300 12,300 12,200 12,500 12,600 13,100
Leisure and Hospitality 19,700 20,300 20,800 20,600 21,100 21,300
Other Services 4,500 4,700 4,600 4,500 4,500 4,600
Federal Government 4,800 4,700 4,800 4,900 5,000 5,200
State Government 5,000 4,900 4,600 4,800 5,000 5,400
Local Government 21,300 20,700 20,900 21,000 21,600 22,000
Total, All Industries 169,200 168,800 169,800 167,900 169,500 169,700

(1) Labor force data is by place of residence; includes self-employed individuals, unpaid family workers,
household domestic workers, and workers on strike.

(2) Industry employment is by place of work; excludes self-employed individuals, unpaid family workers,
household domestic workers, and workers on strike.

Source: State of California Employment Development Department.
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Major Employers

The table below sets forth the major employers of the County as of January 2009.

MONTEREY COUNTY
2009 Major Employers
(Listed Alphabetically)

Employer Name Location Industry
Al Pak Labor Soledad Labor Contractors
Azcona Harvesting Greenfield Harvesting-Contract
Bud Of California Soledad Fruits & Vegetables-Growers & Shippers
Community Hospital-Monterey Monterey Hospitals
Con Agra Foods King City Dried/Dehydrated Fruits Vegetables (Mfr)
D’arrigo Brothers Co Salinas Fruits & Vegetables-Wholesale
Dole Salad Plant Soledad Fruit Products
Fresh Express Inc. Salinas Food Products (Wholesale)
Hartnell Junior College Salinas Schools-Universities & Colleges Academic
Hilltown Packing Co Salinas Harvesting-Contract
HSBC Card Svc Inc Salinas Financing
Inn At Spanish Bay Pebble Beach Hotel
McGraw Hill Co Inc Monterey Publisher
Monterey County Social Svc Salinas County Government-Social/Human Resources
Monterey County Public Works Salinas Grading Contractors
Monterey Peninsula College Monterey Schools-Universities & Colleges Academic
Natividad Medical Ctr Salinas Hospital
Naval Postgraduate School Monterey Federal Government-National Security
Ramirez Labor Contracting Svc Salinas Labor Contractors
Residences at Spanish Bay Pebble Beach Hotels & Motels
Salinas Valley Meml| Healthcare Salinas Hospitals
Social Services Dept Salinas Senior Citizens Service Organizations
Taylor Farms Salinas Farms
US Defense Dept Seaside Federal Government-National Security

Source: California Employment Development Department, extracted from The America’s Labor Market Information
System (ALMIS) Employer Database

Effective Buying Income

“Effective Buying Income” is defined as personal income less personal tax and nontax
payments, a number often referred to as “disposable” or “after-tax” income. Personal income is
the aggregate of wages and salaries, other labor-related income (such as employer
contributions to private pension funds), proprietor's income, rental income (which includes
imputed rental income of owner-occupants of non-farm dwellings), dividends paid by
corporations, interest income from all sources, and transfer payments (such as pensions and
welfare assistance). Deducted from this total are personal taxes (federal, state and local),
nontax payments (fines, fees, penalties, etc.) and personal contributions to social insurance.
According to U.S. government definitions, the resultant figure is commonly known as
“disposable personal income.”
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Year
2001

2002

2003

2004

2005

2006

2007

MONTEREY COUNTY, THE STATE OF CALIFORNIA

AND THE UNITED STATES
Effective Buying Income
2001 through 2007

Area

Monterey County
California
United States

Monterey County
California
United States

Monterey County
California
United States

Monterey County
California
United States

Monterey County
California
United States

Monterey County
California
United States

Monterey County
California
United States

Source: “Survey of Buying Power,” Sales and Marketing Management Magazine for 2001 through 2004;

Claritas Demographics for 2005 through 2007.
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Total Effective
Buying Income
(000’s Omitted)
$ 7,269,196
650,521,407
5,303,481,498

6,679,148
647,879,427
5,340,682,818

6,899,170
674,721,020
5,466,880,008

7,251,250
705,108,410
5,692,909,567

7,326,823
720,798,106
5,894,663,364

7,605,625
764,120,963
6,107,092,244

7,810,255
814,894,478
6,300,794,040

Median Household
Effective Buying

Income

$46,842
43,532
38,365

43,424
42,484
38,035

43,978
42,924
38,201

45,358
43,915
39,324

46,344
44,681
40,529

47,682
46,275
41,255

48,097
48,203
41,792



Commercial Activity

During the calendar year 2007 total taxable sales in the County were reported to be
$5,680,652,000, a .4% increase over the total taxable sales of $5,658,166,000 that were
reported during calendar year 2006. A summary of the historic taxable sales within the County
is shown below. Annual figures are not available for 2008.

COUNTY OF MONTEREY
Taxable Sales
2003 through 2007
(Dollars in Thousands)

2003 2004 2005 2006 2007

Apparel Stores Group $ 165,390 $ 1727,931 $ 181,167 $189,133 $213,737
General Merchandise Group 588,389 608,660 609,948 626,771 629,166
Specialty Stores Group 410,503 435,057 447,420 460,610 284,847
Food Stores Group 263,201 265,097 271,595 275,666 556,016
Eating and Drinking Group 484,559 504,336 525,737 539,382 139,453
Household Group 162,548 164,178 170,614 160,232 318,825
Building Material Group 329,465 351,391 354,999 349,766 747,161
Automotive Group 952,602 1,041,968 1,113,635 1,156,739 454,629
Other Retail Stores 205,738 222,881 232,493 243,320 677,316

Total Retail Outlets 3,562,395 3,766,499 3,907,608 4,001,619 4,021,150
Business and Personal Services 336,077 351,104 359,809 374,316 389,401
All Other Outlets 1,020,184 1,118,352 1,187,083 1,282,231 1,270,101

Total All Outlets $4,918,656 $5,235,955 $5,454,500 $5,658,166 $5,680,652

Source: State Board of Equalization.

Construction Activity
The following tables summarize historical building permit valuation for the County:

COUNTY OF MONTEREY
Building Permit Valuation
2003 through 2007
(Dollars in Thousands)

2003 2004 2005 2006 2007
Permit Valuation
New Single-family $311,004.8 $341,618.6 $368,509.2 $258,850.2 $200,669.1
New Multi-family 43,396.3 24114 .2 23,056.0 17,829.6 70,987.2
Res. Alterations/Additions 99.,350.9 115,296.4 122.615.5 115,733.1 97.913.6
Total Residential 453,752.0 481,029.2 514,180.7 392,412.9 369,569.9
New Commercial 59,831.9 54,819.7 45,717 .1 79,380.6 70,080.0
New Industrial 12,280.6 4,148 .1 0.0 1,475.0 3,466.4
New Other 27,266.0 20,977.7 18,067.7 36,590.6 43,287.5
Com. Alterations/Additions 71,327 1 52,298.9 52,669.6 88,324.8 99,344 .4
Total Nonresidential 170,705.6 132,244 4 116,454 .4 205,770.9 216,178.2
New Dwelling Units
Single Family 1,063 1,085 1,181 742 559
Multiple Family _322 191 154 131 557
TOTAL 1,385 1,276 1,335 873 1,116

Source: Construction Industry Research Board, Building Permit Summary.
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Transportation

Two major north-south highways connect the County with surrounding counties. State
Highway 1 follows the coast. U.S. 101 follows the Salinas Valley. Highway 68 links the City of
Salinas to the Monterey Peninsula. Highways 156 and 198 link U.S. 101 with the parallel inland
route in adjacent counties.

Local transit needs are served by the Monterey-Salinas Transit system. Greyhound
provides regularly scheduled intrastate and interstate transportation. Amtrak passenger service
is available from Salinas, which is located on the Southern Pacific mainline route between San
Francisco and Los Angeles.

County residents and visitors utilize commercial airlines flying out of Monterey Peninsula
Airport, located 3.5 miles from downtown Monterey. The Monterey Peninsula Airport is
designated a primary airport within the National Airport System Plan and is in the small hub
airport category based on passenger enplanement criteria. It provides scheduled airline and
general aviation services.

Union Pacific Railroad provides freight service for the interior of the County. Freight
transportation is also provided by several intrastate and transcontinental trucking firms.

Education

Public school education in the County is available through fifteen elementary districts,
two high school districts, and seven unified school districts. Five private schools are located
within the County.

There are fourteen educational institutions located in Monterey County which provide

post-secondary opportunities and several other universities located within close driving
distance.
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APPENDIX D

FORM OF OPINION OF BOND COUNSEL

[Closing Date]

Board of Education

Pacific Grove Unified School District
555 Sinex Avenue

Pacific Grove, California 93950

OPINION: $ Pacific Grove Unified School District (Monterey County,
California) General Obligation Bonds 2006 Election, Series D

Members of the Board of Education:

We have acted as bond counsel to the Pacific Grove Unified School District (the
“District”) in connection with the issuance by District of the Pacific Grove Unified School District
(County of Monterey, California) General Obligation Bonds 2006 Election, Series D in the
aggregate principal amount of $ (the “Bonds”), under Title 5, Division 2, Part 1,
chapter 3, Article 4.5 of the Government Code of the State of California (the “Bond Law”), and
under a resolution of the Board of Education adopted on January 14, 2010 (the “Bond
Resolution”). We have examined the law and such certified proceedings and other papers as
we have deemed necessary to render this opinion.

As to questions of fact material to our opinion, we have relied upon representations of
the Board contained in the Bond Resolution and in the certified proceedings and certifications of
public officials and others furnished to us without undertaking to verify the same by independent
investigation.

Based upon the foregoing, we are of the opinion, under existing law, as follows:

1. The District is duly created and validly existing as a unified school district with the
power to cause the Board to issue the Bonds on its behalf and to perform its obligations under
the Bond Resolution and the Bonds.

2. The Bond Resolution has been duly adopted by the Board and constitutes a valid
and binding obligation of the District enforceable against the District in accordance with its
terms.

3. The Bonds have been duly authorized, executed and delivered by the Board and
are valid and binding general obligations of the District, and the Board is obligated and is
authorized under the laws of the State of California to cause to be levied a tax, without limit as
to rate or amount, upon the taxable property in the District for the payment when due of the
principal of and interest on the Bonds.

4. Interest on the Bonds is excluded from gross income for federal income tax
purposes and is not an item of tax preference for purposes of the federal alternative minimum
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tax imposed on individuals and corporations, and the Bonds are “qualified tax-exempt
obligations” within the meaning of section 265(b)(3) of the Internal Revenue Code of 1986 (the
“Code”) such that, in the case of certain financial institutions (within the meaning of section
265(b)(5) of the Code), a deduction for federal income tax purposes is allowed for 80 percent of
that portion of such financial institution’s interest expense allocable to interest payable on the
Bonds. The opinions set forth in the preceding sentence are subject to the condition that the
District comply with all requirements of the Internal Revenue Code of 1986 which must be
satisfied subsequent to the issuance of the Bonds in order that interest thereon be, or continue
to be, excluded from gross income for federal income tax purposes. The District has
covenanted in the documents relating to the Bonds to comply with each of such requirements;
and the District has full legal authority to make and comply with such covenants. Failure to
comply with certain of such requirements may cause the inclusion of interest on the Bonds in
gross income for federal income tax purposes to be retroactive to the date of issuance of the
Bonds. We express no opinion regarding other federal tax consequences arising with respect to
the Bonds.

5. The interest on the Bonds is exempt from personal income taxation imposed by
the State of California.

The rights of the owners of the Bonds and the enforceability of the Bonds and the
Resolution may be subject to bankruptcy, insolvency, reorganization, moratorium and other

similar laws affecting creditors' rights heretofore or hereafter enacted and may also be subject
to the exercise of judicial discretion in appropriate cases.

Respectfully submitted,

Jones Hall,
A Professional Law Corporation
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APPENDIX E
FORM OF CONTINUING DISCLOSURE CERTIFICATE

$
PACIFIC GROVE UNIFIED SCHOOL DISTRICT
(County of Monterey, California)
General Obligation Bonds
2006 Election, Series D

CONTINUING DISCLOSURE CERTIFICATE

This Continuing Disclosure Certificate (this “Disclosure Certificate”) is executed and
delivered by the Pacific Grove Unified School District (the “District”) in connection with the
issuance of the bonds captioned above (collectively, the “Bonds”). The Bonds are being issued
under a Resolution adopted by the Board of Education of the District on January 14, 2010 (the
“Bond Resolution”). The District hereby covenants and agrees as follows:

Section 1. Purpose of the Disclosure Certificate. This Disclosure Certificate is being
executed and delivered by the District for the benefit of the holders and beneficial owners of the
Bonds and in order to assist the Participating Underwriter in complying with S.E.C. Rule 15c2-
12(b)(5).

Section 2. Definitions. In addition to the definitions set forth above and in the Bond
Resolution, which apply to any capitalized term used in this Disclosure Certificate unless
otherwise defined in this Section, the following capitalized terms shall have the following
meanings:

“Annual Report’ means any Annual Report provided by the District pursuant to, and as
described in, Sections 3 and 4 of this Disclosure Certificate.

“Annual Report Date” means the date that is nine months after the end of the District's
fiscal year (currently March 31 based on the District’s fiscal year end of June 30).

“‘Dissemination Agent’” means the District or any successor Dissemination Agent
designated in writing by the District and which has filed with the District a written acceptance of
such designation.

“Listed Events” means any of the events listed in Section 5(a) of this Disclosure
Certificate.

“MSRB” means the Municipal Securities Rulemaking Board, which has been designated
by the Securities and Exchange Commission as the sole repository of disclosure information for
purposes of the Rule.

“Official Statement” means the final official statement executed by the District in
connection with the issuance of the Bonds.

“Participating Underwriter” means , the original purchaser of the Bonds,
required to comply with the Rule in connection with offering of the Bonds.



“Rule” means Rule 15¢c2-12(b)(5) adopted by the Securities and Exchange Commission
under the Securities Exchange Act of 1934, as the same may be amended from time to time.

Section 3. Provision of Annual Reports.

(a) The District shall, or shall cause the Dissemination Agent to, not later than the
Annual Report Date, commencing March 31, 2011 with the report for the 2009-10 fiscal year,
provide to the MSRB, in an electronic format as prescribed by the MSRB, an Annual Report that
is consistent with the requirements of Section 4 of this Disclosure Certificate, with a copy to the
Participating Underwriter. Not later than 15 Business Days prior to the Annual Report Date, the
District shall provide the Annual Report to the Dissemination Agent (if other than the District). If
by 15 Business Days prior to the Annual Report Date the Dissemination Agent (if other than the
District) has not received a copy of the Annual Report, the Dissemination Agent shall contact
the District to determine if the District is in compliance with the previous sentence. The Annual
Report may be submitted as a single document or as separate documents comprising a
package, and may include by reference other information as provided in Section 4 of this
Disclosure Certificate; provided that the audited financial statements of the District may be
submitted separately from the balance of the Annual Report, and later than the Annual Report
Date, if not available by that date. If the District’s fiscal year changes, it shall give notice of such
change in the same manner as for a Listed Event under Section 5(c).

(b) If the District does not provide (or cause the Dissemination Agent to provide) an
Annual Report by the Annual Report Date, the District shall provide (or cause the Dissemination
Agent to provide) to the MSRB, in an electronic format as prescribed by the MSRB, a notice in
substantially the form attached as Exhibit A, with a copy to the Participating Underwriter.

(c) With respect to each Annual Report, the Dissemination Agent shall:

(i) determine each year prior to the Annual Report Date the then-applicable
rules and electronic format prescribed by the MSRB for the filing of annual continuing
disclosure reports; and

(i) if the Dissemination Agent is other than the District, file a report with the
District, with a copy to the Participating Underwriter, certifying that the Annual Report
has been provided pursuant to this Disclosure Certificate, and stating the date it was
provided.

Section 4. Content of Annual Reports. The District's Annual Report shall contain or
incorporate by reference the following documents and information:

(a) Audited financial statements prepared in accordance with generally accepted
accounting principles as promulgated to apply to governmental entities from time to time by the
Governmental Accounting Standards Board. If the District’s audited financial statements are not
available by Annual Report Date, the Annual Report shall contain unaudited financial
statements in a format similar to the financial statements contained in the final Official
Statement, and the audited financial statements shall be filed in the same manner as the Annual
Report when they become available.

(b) Unless otherwise provided in the audited financial statements filed on or before
the Annual Report Date, the Annual Report shall contain information showing:



(i) the average daily attendance in District schools on an aggregate basis for
the preceding fiscal year;

(i) aggregate principal amount of short-term borrowings, lease obligations
and other long-term borrowings of the District as of the end of the preceding fiscal year;

(iii) description of amount of general fund revenues and expenditures which
have been budgeted for the current fiscal year, together with audited actual budget
figures for the preceding fiscal year;

(iv) the District’s Basic Aid status and the District’s total revenue limit for the
preceding fiscal year;

(v) prior fiscal year total secured property tax levy and collections, showing
current collections as a percent of the total levy, if the District is not a participant in the
Teeter Plan; and

(vi) current fiscal year assessed valuation of taxable properties in the District.

(c) In addition to any of the information expressly required to be provided under this
Disclosure Certificate, the District shall provide such further material information, if any, as may
be necessary to make the specifically required statements, in the light of the circumstances
under which they are made, not misleading.

Any or all of the items listed above may be included by specific reference to other
documents, including official statements of debt issues of the District or related public entities,
which are available to the public on the MSRB’s Internet web site or filed with the Securities and
Exchange Commission. The District shall clearly identify each such other document so included
by reference.

Section 5. Reporting of Significant Events.

(a) The District shall give, or cause to be given, notice of the occurrence of any of
the following events with respect to the Bonds, if material:

(1) Principal and interest payment delinquencies.
(2) Non payment related defaults.

(3) Unscheduled draws on debt service reserves reflecting financial
difficulties.

(4) Unscheduled draws on credit enhancements reflecting financial
difficulties.

(5) Substitution of credit or liquidity providers, or their failure to perform.

(6) Adverse tax opinions or events affecting the tax exempt status of the
security.

(7) Modifications to rights of security holders.
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(8) Contingent or unscheduled bond calls.
(9) Defeasances.

(10) Release, substitution, or sale of property securing repayment of the
securities.

(11)  Rating changes.

(b) Whenever the District obtains knowledge of the occurrence of a Listed Event, the
District shall as soon as possible determine if such event would be material under applicable
Federal securities law.

(c) If the District determines that knowledge of the occurrence of a Listed Event
would be material under applicable Federal securities law, the District shall, or shall cause the
Dissemination Agent to, promptly file a notice of such occurrence with the MSRB, in an
electronic format as prescribed by the MSRB, with a copy to the Participating Underwriter.
Notwithstanding the foregoing, notice of Listed Events described in subsections (a)(8) and (9)
need not be given under this subsection any earlier than the notice (if any) of the underlying
event is given to holders of affected Bonds pursuant to the applicable Bond Resolution.

Section 6. Identifying Information for Filings with the MSRB. All documents provided to
the MSRB under the Disclosure Certificate shall be accompanied by identifying information as
prescribed by the MSRB.

Section 7. Termination of Reporting Obligation. The District's obligations under this
Disclosure Certificate shall terminate upon the legal defeasance, prior redemption or payment in
full of all of the Bonds. If such termination occurs prior to the final maturity of the Bonds, the
District shall give notice of such termination in the same manner as for a Listed Event under
Section 5(c).

Section 8. Dissemination Agent. The District may, from time to time, appoint or engage
a Dissemination Agent to assist it in carrying out its obligations under this Disclosure Certificate,
and may discharge any such Agent, with or without appointing a successor Dissemination
Agent.

Section 9. Amendment; Waiver. Notwithstanding any other provision of this Disclosure
Certificate, the District may amend this Disclosure Certificate, and any provision of this
Disclosure Certificate may be waived, provided that the following conditions are satisfied:

(a) if the amendment or waiver relates to the provisions of Sections 3(a), 4 or
5(a), it may only be made in connection with a change in circumstances that arises from
a change in legal requirements, change in law, or change in the identity, nature, or
status of an obligated person with respect to the Bonds, or type of business conducted;

(b) the undertakings herein, as proposed to be amended or waived, would, in
the opinion of nationally recognized bond counsel, have complied with the requirements
of the Rule at the time of the primary offering of the Bonds, after taking into account any
amendments or interpretations of the Rule, as well as any change in circumstances; and

(c) the proposed amendment or waiver either (i) is approved by holders of
the Bonds in the manner provided in the Bond Resolution for amendments to the Bond

E-4



Resolution with the consent of holders, or (ii) does not, in the opinion of nationally
recognized bond counsel, materially impair the interests of the holders or beneficial
owners of the Bonds.

If the annual financial information or operating data to be provided in the Annual Report
is amended pursuant to the provisions hereof, the first annual financial information filed
pursuant hereto containing the amended operating data or financial information shall explain, in
narrative form, the reasons for the amendment and the impact of the change in the type of
operating data or financial information being provided.

If an amendment is made to the undertaking specifying the accounting principles to be
followed in preparing financial statements, the annual financial information for the year in which
the change is made shall present a comparison between the financial statements or information
prepared on the basis of the new accounting principles and those prepared on the basis of the
former accounting principles. The comparison shall include a qualitative discussion of the
differences in the accounting principles and the impact of the change in the accounting
principles on the presentation of the financial information, in order to provide information to
investors to enable them to evaluate the ability of the District to meet its obligations. To the
extent reasonably feasible, the comparison shall be quantitative. A notice of the change in the
accounting principles shall be filed in the same manner as for a Listed Event under Section 5(c).

Section 10. Additional Information. Nothing in this Disclosure Certificate shall be
deemed to prevent the District from disseminating any other information, using the means of
dissemination set forth in this Disclosure Certificate or any other means of communication, or
including any other information in any Annual Report or notice of occurrence of a Listed Event,
in addition to that which is required by this Disclosure Certificate. If the District chooses to
include any information in any Annual Report or notice of occurrence of a Listed Event in
addition to that which is specifically required by this Disclosure Certificate, the District shall have
no obligation under this Disclosure Certificate to update such information or include it in any
future Annual Report or notice of occurrence of a Listed Event.

Section 11. Default. In the event of a failure of the District to comply with any provision
of this Disclosure Certificate, the Participating Underwriter or any holder or beneficial owner of
the Bonds may take such actions as may be necessary and appropriate, including seeking
mandate or specific performance by court order, to cause the District to comply with its
obligations under this Disclosure Certificate. A default under this Disclosure Certificate shall not
be deemed an Event of Default under the Bond Resolution, and the sole remedy under this
Disclosure Certificate in the event of any failure of the District to comply with this Disclosure
Certificate shall be an action to compel performance.

Section 12.  Duties, Immunities and Liabilities of Dissemination Agent. The
Dissemination Agent shall have only such duties as are specifically set forth in this Disclosure
Certificate, and the District agrees to indemnify and save the Dissemination Agent, its officers,
directors, employees and agents, harmless against any loss, expense and liabilities which it
may incur arising out of or in the exercise or performance of its powers and duties hereunder,
including the costs and expenses (including attorneys fees) of defending against any claim of
liability, but excluding liabilities due to the Dissemination Agent's negligence or willful
misconduct. The obligations of the District under this Section shall survive resignation or
removal of the Dissemination Agent and payment of the Bonds.

Section 12. Notices. Any notice or communications to be among any of the parties to
this Disclosure Certificate may be given as follows:
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To the Issuer: Pacific Grove Unified School District
555 Sinex Avenue
Pacific Grove, CA 93950
Fax: (831) 646-6500

To the Participating Underwriter:

Any person may, by written notice to the other persons listed above, designate a
different address or telephone number(s) to which subsequent notices or communications
should be sent.

Section 13. Beneficiaries. This Disclosure Certificate shall inure solely to the benefit of
the District, the Dissemination Agent, the Participating Underwriter and holders and beneficial
owners from time to time of the Bonds, and shall create no rights in any other person or entity.

Date: , 2010

PACIFIC GROVE UNIFIED SCHOOL
DISTRICT

By:

Superintendent



EXHIBIT A

NOTICE OF FAILURE TO FILE ANNUAL REPORT

Name of Issuer: Pacific Grove Unified School District (the “District”)

Name of Bond Issue: $ Pacific Grove Unified School District (County of Monterey,
California) General Obligation Bonds, 2006 Election, Series D

Date of Issuance: , 2010
NOTICE IS HEREBY GIVEN that the District has not provided an Annual Report with

respect to the above-named Bonds as required by the Bond Resolution authorizing the issuance
of the Bonds. The District anticipates that the Annual Report will be filed by

Dated:

PACIFIC GROVE UNIFIED SCHOOL
DISTRICT

By:
Its:
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APPENDIX F

DTC AND THE BOOK-ENTRY SYSTEM

The following description of the Depository Trust Company (“DTC”), the procedures and
record keeping with respect to beneficial ownership interests in the Series D Bonds, payment of
principal, interest and other payments on the Series D Bonds to DTC Participants or Beneficial
Owners, confirmation and transfer of beneficial ownership interest in the Series D Bonds and
other related transactions by and between DTC, the DTC Participants and the Beneficial
Owners is based solely on information provided by DTC. Accordingly, no representations can
be made concerning these matters and neither the DTC Participants nor the Beneficial Owners
should rely on the foregoing information with respect to such matters, but should instead confirm
the same with DTC or the DTC Participants, as the case may be.

Neither the issuer of the Series D Bonds (the “Issuer”) nor the trustee, fiscal agent or
paying agent appointed with respect to the Series D Bonds (the “Agent”) take any responsibility
for the information contained in this Appendix.

No assurances can be given that DTC, DTC Participants or Indirect Participants will
distribute to the Beneficial Owners (a) payments of interest, principal or premium, if any, with
respect to the Series D Bonds, (b) certificates representing ownership interest in or other
confirmation or ownership interest in the Series D Bonds, or (c) redemption or other notices sent
to DTC or Cede & Co., its nominee, as the registered owner of the Series D Bonds, or that they
will so do on a timely basis, or that DTC, DTC Participants or DTC Indirect Participants will act
in the manner described in this Appendix. The current "Rules"” applicable to DTC are on file with
the Securities and Exchange Commission and the current "Procedures” of DTC to be followed
in dealing with DTC Participants are on file with DTC.

1. The Depository Trust Company (“DTC”), New York, NY, will act as securities
depository for the securities (the “Securities”). The Securities will be issued as fully-registered
securities registered in the name of Cede & Co. (DTC’s partnership nominee) or such other
name as may be requested by an authorized representative of DTC. One fully-registered
Security certificate will be issued for each issue of the Securities, each in the aggregate
principal amount of such issue, and will be deposited with DTC. If, however, the aggregate
principal amount of any issue exceeds $500 million, one certificate will be issued with respect to
each $500 million of principal amount, and an additional certificate will be issued with respect to
any remaining principal amount of such issue.

2. DTC, the world’s largest securities depository, is a limited-purpose trust company
organized under the New York Banking Law, a “banking organization” within the meaning of the
New York Banking Law, a member of the Federal Reserve System, a “clearing corporation”
within the meaning of the New York Uniform Commercial Code, and a “clearing agency”
registered pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934.
DTC holds and provides asset servicing for over 3.5 million issues of U.S. and non-U.S. equity
issues, corporate and municipal debt issues, and money market instruments (from over 100
countries) that DTC’s participants (“Direct Participants”) deposit with DTC. DTC also facilitates
the post-trade settlement among Direct Participants of sales and other securities transactions in
deposited securities, through electronic computerized book-entry transfers and pledges
between Direct Participants’ accounts. This eliminates the need for physical movement of
securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers and
dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC is
a wholly-owned subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). DTCC is



the holding company for DTC, National Securities Clearing Corporation and Fixed Income
Clearing Corporation, all of which are registered clearing agencies. DTCC is owned by the users
of its regulated subsidiaries. Access to the DTC system is also available to others such as both
U.S. and non-U.S. securities brokers and dealers, banks, trust companies, and clearing
corporations that clear through or maintain a custodial relationship with a Direct Participant,
either directly or indirectly (“Indirect Participants”). DTC has Standard & Poor’s highest rating:
AAA. The DTC Rules applicable to its Participants are on file with the Securities and Exchange
Commission. More information about DTC can be found at www.dtcc.com and www.dtc.org.
The information contained on this Internet site is not incorporated herein by reference.

3. Purchases of Securities under the DTC system must be made by or through Direct
Participants, which will receive a credit for the Securities on DTC’s records. The ownership
interest of each actual purchaser of each Security (“Beneficial Owner”) is in turn to be recorded
on the Direct and Indirect Participants’ records. Beneficial Owners will not receive written
confirmation from DTC of their purchase. Beneficial Owners are, however, expected to receive
written confirmations providing details of the transaction, as well as periodic statements of their
holdings, from the Direct or Indirect Participant through which the Beneficial Owner entered into
the transaction. Transfers of ownership interests in the Securities are to be accomplished by
entries made on the books of Direct and Indirect Participants acting on behalf of Beneficial
Owners. Beneficial Owners will not receive certificates representing their ownership interests in
Securities, except in the event that use of the book-entry system for the Securities is
discontinued.

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

5. Conveyance of notices and other communications by DTC to Direct Participants, by
Direct Participants to Indirect Participants, and by Direct Participants and Indirect Participants to
Beneficial Owners will be governed by arrangements among them, subject to any statutory or
regulatory requirements as may be in effect from time to time. Beneficial Owners of Securities
may wish to take certain steps to augment the transmission to them of notices of significant
events with respect to the Securities, such as redemptions, tenders, defaults, and proposed
amendments to the Security documents. For example, Beneficial Owners of Securities may
wish to ascertain that the nominee holding the Securities for their benefit has agreed to obtain
and transmit notices to Beneficial Owners. In the alternative, Beneficial Owners may wish to
provide their names and addresses to the registrar and request that copies of notices be
provided directly to them.

6. Redemption notices shall be sent to DTC. If less than all of the Securities within an
issue are being redeemed, DTC’s practice is to determine by lot the amount of the interest of
each Direct Participant in such issue to be redeemed.

7. Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with

respect to Securities unless authorized by a Direct Participant in accordance with DTC’s MMI
Procedures. Under its usual procedures, DTC mails an Omnibus Proxy to Issuer as soon as
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possible after the record date. The Omnibus Proxy assigns Cede & Co.’s consenting or voting
rights to those Direct Participants to whose accounts Securities are credited on the record date
(identified in a listing attached to the Omnibus Proxy).

8. Redemption proceeds, distributions, and dividend payments on the Securities will be
made to Cede & Co., or such other nominee as may be requested by an authorized
representative of DTC. DTC'’s practice is to credit Direct Participants’ accounts upon DTC’s
receipt of funds and corresponding detail information from Issuer or Agent, on payable date in
accordance with their respective holdings shown on DTC’s records. Payments by Participants
to Beneficial Owners will be governed by standing instructions and customary practices, as is
the case with securities held for the accounts of customers in bearer form or registered in “street
name,” and will be the responsibility of such Participant and not of DTC, Agent, or Issuer,
subject to any statutory or regulatory requirements as may be in effect from time to time.
Payment of redemption proceeds, distributions, and dividend payments to Cede & Co. (or such
other nominee as may be requested by an authorized representative of DTC) is the
responsibility of Issuer or Agent, disbursement of such payments to Direct Participants will be
the responsibility of DTC, and disbursement of such payments to the Beneficial Owners will be
the responsibility of Direct and Indirect Participants.

9. DTC may discontinue providing its services as depository with respect to the
Securities at any time by giving reasonable notice to Issuer or Agent. Under such
circumstances, in the event that a successor depository is not obtained, Security certificates are
required to be printed and delivered.

10. Issuer may decide to discontinue use of the system of book-entry-only transfers
through DTC (or a successor securities depository). In that event, Security certificates will be
printed and delivered to DTC.

11. The information in this section concerning DTC and DTC’s book-entry system has

been obtained from sources that Issuer believes to be reliable, but Issuer takes no responsibility
for the accuracy thereof.
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APPENDIX G

COUNTY POOLED INVESTMENT POLICY
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Exhibit D
TREASURER-TAX COLLECTOR
County of Monterey Investment Policy

1.0 Policy.

It is the policy of the Treasurer-Tax Collector of Monterey County to invest public funds
in a manner which provides for the safety of the funds on deposit, the cash flow demands,
or liquidity needs of the treasury pool participants, and the highest possible yield after
first considering the first two objectives of safety and liquidity. In addition, it is the
Treasurer-Tax Collector's policy to invest all funds in strict conformance with all state
statutes governing the investment of public monies.

2.0 Scope.

This investment policy applies to all financial assets of the treasury pool participants.
These funds are accounted for in the annual Financial Reports of the County and each of
the treasury pool's participating agencies.

2.1 Participating Agencies. Participants in the Treasurer's investment pool
shall be limited to the County of Monterey, school districts within Monterey
County and those special districts, which, by statute, maintain depository
authority with the County Treasurer.

2.2 Outside Agency Participation. It is the Treasurer's policy to prohibit any
voluntary agency participation in the treasury pool.

3.0 Prudence.

The county treasurer is a trustee and therefore a fiduciary subject to the prudent investor
standard. When investing, reinvesting, purchasing, acquiring, exchanging, selling, and
managing public funds, the county treasurer shall act with care, skill, prudence and
diligence under the circumstances then prevailing, that a prudent person acting in a like
capacity and familiarity with those matters would use in the conduct of funds of a like
character and with like aims, to safeguard the principal and maintain the liquidity
needs of the county and the other depositors. Within the limitations of this section
and considering individual investments as part of an overall investment strategy, a trustee is
authorized to acquire investments as authorized by law. Nothing in this Chapter is
intended to grant investment authority to any person or governing body except as
provided in Sections 53601,53607, 53608, and 53635, of the Government Code.

4.0 Objectives.

The primary objectives, in priority order, of the County of Monterey's investment
activities shall be:

4.1 Safety. Safety of principal. Investments of the County shall be undertaken in
a manner that seeks to ensure preservation of capital in the overall portfolio. To
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attain this objective, diversification is required in order that potential losses do not
exceed the income generated from the remainder of the portfolio.

4.2 Liquidity. The investment portfolio shall remain sufficiently liquid to enable
all depositors to meet all expenditure requirements that might be reasonably
anticipated. A minimum of 30% of the invested assets, including cash held in
commercial bank accounts, shall be kept in overnight liquid assets. In the
event that unforeseen cash-flow fluctuations temporarily cause the ratio of
overnight liquid assets to decline below 30% of the portfolio balance, no new
investments will be made until the minimum ratio is restored.

4.3 Return on Investment. The County's investment portfolio shall be designed
with the objective of attaining a market rate of return throughout budgetary and
economic cycles, taking into account the County's investment risk constraints and
the cash flow characteristics of the portfolio.

5.0 Delegation of Authority.

Subject to amended delegation by the Board of Supervisors pursuant to Government
Code Section 53607, the Treasurer-Tax Collector is authorized to manage the Monterey
County investment program. The Treasurer- Tax Collector shall establish written
procedures for the operation of the investment program consistent with this investment
policy. Procedures should include reference to: safekeeping, master repurchase
agreements, funds transfer agreements, collateral/ depository agreements and banking
service contracts. Such procedures shall include explicit delegation of authority to
persons responsible for investment transactions. No person may engage in an
investment transaction except as provided under the terms of this policy and the
procedures established by the Treasurer-Tax Collector. The Treasurer- Tax Collector
shall be responsible for all transactions undertaken and shall establish a system of
controls to regulate the activities of subordinate officials.

6.0 Conflict of Interest.

Pursuant to Article 2 (commencing with Section 87200) of Chapter 7 of Title 9 of the
Government Code and the regulations of the Fair Political Practices Commission enacted
pursuant thereto, the Treasurer-Tax Collector shall disclose his investments, interests in
real properties, and any income received during the immediately preceding 12 months.
Such disclosure shall be in writing, and shall be filed with the officer designated by law
within the time periods specified by law.

6.1 Acceptance of Gifts. The Treasurer-Tax Collector and all deputized
departmental staff are prohibited from accepting any monetary or in-kind gift
from any broker, dealer, or firm doing business or seeking to do business with the
Monterey County Treasurer.

7.0 Authorized Dealers and Institutions.

The Treasurer-Tax Collector will maintain a list of broker/dealers and institutions
authorized to provide investment services. Repurchase agreements and reverse
repurchase agreements shall only be made with primary dealers designated by the Federal
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Reserve Bank. The Treasurer-Tax Collector may impose additional qualifications of
brokers and their firms in order to ensure professionalism and suitability. At a
minimum, all broker/dealers and/or financial institutions authorized to provide
investment services to Monterey County shall meet the following criteria:

1. For commercial banks and saving institutions, must be authorized as insured
with the FDIC, SIPC, or NCUA (credit unions), as applicable.

2. Must hold an active corporate registered status with the Secretary of State
(California), or an out-of-state counterpart agency.

3. For commercial banks and savings institutions, must be nationally or state
chartered, or be a state licensed branch of a foreign bank.

4. Must be an active member of the National Association of Security Dealers.

7.1 Limitations on Political Contributions. Pursuant to Government Code Section
27133 (c), the Treasurer-Tax Collector shall not select for business any broker,
brokerage, dealer, or securities firm that has, within any consecutive 48-month period
following January 1, 1996, made a political contribution in an amount exceeding the
limitations contained in Rule G-37 of the Municipal Securities Rulemaking Board, to
the county treasurer, any member of the Monterey County Board of Supervisors, or
any candidate for those offices.

8.0 Authorized and Suitable Investments.

The Treasurer-Tax Collector of Monterey County may invest in any security within the
limits authorized by Section 53635 of the Government Code of the State of California,
and within the limits of any other Government Code Statute that permits public agency
investment in various securities or participation in investment trading techniques or
strategies. Permissible investments are detailed in Appendix A.

8.1 Limitations. The Treasurer shall not invest in any security not previously
purchased prior to January 1, 1995, which, by its structure, term or other
characteristics, has the possibility of returning a zero or negative yield or could be
subject to a loss of principal at the time such security has attained its maturity
date. Investments shall not be made in inverse floaters, range notes, and interest-
only strips.

8.2 Reverse Repurchase Agreements. Any reverse repurchase agreement
where securities were not purchased previous to January 1, 1995, shall have a
maximum maturity of 92 days, and the proceeds shall not be invested beyond the
expiration of the reverse repurchase agreement. The maximum amount of Reverse
Repurchase Agreements shall be limited to 20% of the portfolio’s book value on
the date of the transaction.

8.3 Securities Lending. The Treasurer may engage in securities lending
programs through nationally recognized counter parties, with a 20% restriction
based on the portfolio’s book value on the date of the transaction. Instruments
involved in a securities lending program are restricted to those securities
provided in Government Code Section 53635 and the County Investment Policy.
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8.4 Maximum Credit Exposure. The Treasurer shall limit the investments in
any single issuer, regardless of the combination of asset class, to no more than
10% of the portfolio’s twelve month projected minimum size. Obligations of the
United States Treasury and its Agencies are exempted from this restriction.

8.5 Maximum Dollar Limits. The Treasurer shall limit investments to specific
maximum dollar limits by issuer as detailed in Appendix A. In the case of
investments outside the core portfolio, maximum dollar limits shall apply to each
separate investment.

9.0 Safekeeping and Custody.

All security transactions, including collateral for repurchase agreements, shall be
conducted on a delivery-versus-payment basis. Securities shall be held by a third-party
custodian designated by the Treasurer-Tax Collector and evidenced by safekeeping
receipts and tri-party master repurchase agreements. Securities acquired through reverse
repurchase agreement transactions may be held as collateral by primary dealers acting as
counter-parties.

9.5 Investments Outside Core Portfolio

The Treasurer will accept funds for investment outside of the core pooled portfolio
(custom invested funds) from depository agencies who also deposit their operating
fund in the core portfolio under the following criteria:

a) the funds represent proceeds of bonds, other forms of indebtedness, or
special purpose funds not required for normal operating expenses, and

b) the funds represent new or additional assets of the agency that were not
previously invested in the Monterey County Investment Pool, or under other
conditions approved by the Treasurer, and

c) the funds may be transferred to the core portfolio upon mutual agreement
between the depository agency and the Monterey County Treasurer. Any
such transfer will reflect the market value of any securities sold prior to their
maturity, where the underlying funds cannot be transferred back to a custom
investment outside the core portfolio unless approved by the Treasurer, and

d) funds may be transferred to the Monterey County Treasurer’s operating
(checking) account for further disbursement provided the funds originate
from: maturing securities; overnight liquid funds; sold securities subject to
section 9.5(c) above, and associated earned income on those funds, and

e) within 7 business days prior to the maturity of any security the depository
agency shall inform the Monterey County Treasurer of the desired
disposition of such maturing assets to include, rollover to a new asset,
transfer to the core portfolio, or transfer to the Monterey County Treasurer’s
operating account subject to the conditions 9.5 (a) through (f) inclusive, and
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f) any earned income on “custom invested funds” will be segregated from
the core portfolio and deposited to an overnight liquid fund designated
specifically for such income. Any liquidation or transfer of the underlying
asset will invoke a corresponding transfer of the associated earned income.

10.0 Criteria for Withdrawal of Funds from the Treasury Investment Pool —
Section 27136 and Section 27133 (h) - Government Code.

The County Treasurer is defined by statute (Government Code Sec. 27000.3) as a
fiduciary subject to the prudent investor standard. The Treasurer shall have exclusive
authority to approve any withdrawal request predicated on the impact such withdrawal
may have on other depositors and other criteria incorporated in the Treasurer’s
Investment Policy.

An agency having funds on deposit in the county treasury investment pool, and where
such agency possesses specific statutory authority to separately invest funds on deposit in
the county treasury, may make application to the Treasurer for the withdrawal of funds.
All such applications must be in writing and be received by the County Treasurer at least
30 days in advance of the first anticipated date of withdrawal. All application for
withdrawal requests must include the following:

1. A resolution of the governing body of the requesting agency declaring a surplus
of funds targeted for separate investment. The resolution must state the specific
purpose for the withdrawal of funds and incorporate all of the following elements:

a) an investment plan specifying the first target date of withdrawal,

b) complete details of how, where, and by whom the targeted funds would be
managed,

c) astatement of compliance assuring that all targeted funds would be managed
in full accordance with all laws pertaining to the investment of public funds,

d) complete explanation of how the targeted investment funds would interface
with the agency’s operating account including the account reconciliation
process, the specific source of all audits of the investment funds, and an
explanation of how the agency plans to coordinate and balance externally
invested funds with the agency’s general ledger;

2. An investment policy adopted by the governing board of the requesting agency.
Such policy must conform in all respects to all sections of the Government Code
of California pertaining to the investment of public funds;

3. A contractual safekeeping agreement with a recognized bank or safekeeping
institution providing for third party custody of invested public funds. The
safekeeping agent must provide at least quarterly statements of all account
activity and provide copies to the County Treasurer. The safekeeping agent must
provide full delivery versus payment capability, and separate statements or

other documents defining the GASB 3 investment categories encumbering invested
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funds. All agency deposits must conform to category 1 of GASB 3;

4. A detailed cash flow projection reflecting at least a 25% liquidity cushion where
invested funds may be immediately withdrawn without the necessity to sell or
liquidate other securities that are separately invested. The liquidity cushion must
extend over a projected 12-month time horizon;

5. A statement of justification for withdrawal of funds. The statement must describe
how the withdrawn funds would sustain their safety and liquidity on a basis
comparable at least to the funds on deposit in the county treasury investment pool.

Before any withdrawal of funds is approved by the Treasurer, the requesting agency must
first meet with the Treasurer to determine whether a mutually acceptable investment plan
can be arranged within the county investment pool. In the absence of such a plan, and if
all conditions for withdrawal (1) through (5) are satisfied, the Treasurer shall evaluate the
proposal for withdrawal. In no instance will the Treasurer approve a withdrawal request
where yield enhancement is the justified purpose for the withdrawal. A written decision
of the Treasurer shall be delivered to the requesting agency no later than 15 days prior to
the target date for first withdrawal. All decisions of the Treasurer are final. The value of
the withdrawing participants' interest in the pooled portfolio will reflect its most recent
quarterly valuation.

11.0 Maximum Maturities.

Any non-marketable investments, such as time deposits, should not exceed a two-year
maturity. In addition, no specific investment shall have a term remaining to maturity in
excess of five years except under the following circumstances, and subject to specific
approval of the Board of Supervisors:

Bond proceeds where the maturity term is not integral to short term cash flow
needs.

Other special purpose investments where the maturity term is not integral to
short term cash flow needs.

11.1 Weighted Average Maturity. The weighted average maturity of the
overall portfolio shall not exceed two years.

11.2 Money Market Fund. The maximum maturity of investments in a money
market fund shall not exceed 397 days, and the weighted average maturity of the
fund shall not exceed 90 days. A Money Market Fund shall not comprise more
than 10% of the portfolio’s book value on the date investments are made;
maximum investment in all Money Market Funds, as described in Government
Code Section 53635(k) shall not exceed 20% of the portfolio’s book value on the
date that investments are made.



12.0 Audits.

The Monterey County investment portfolio shall be subject to a process of independent
review by the Auditor-Controller's internal auditor. The County's external auditors shall
review the investment portfolio in connection with the annual county audit and
requirements of the Governmental Accounting Standards Board.

12.1 Compliance Audit Pursuant to Government Code Section 27134, the
County Treasury Oversight Committee shall cause an annual audit to be conducted to
determine the County Treasurer’s compliance with Article 6, Chapter 5 of Division 2 of
Title 3 of the Government Code.

13.0 Performance Standards.

The investment portfolio will be designed to obtain a market average rate of return during
budgetary and economic cycles, taking into account the County's investment risk
constraints and cash flow needs.

14.0 Investment Policy Adoption.

The Treasurer-Tax Collector of Monterey County shall submit the Investment Policy to
the Board of Supervisors for adoption at least annually.

14.1 Policy Amendments. As the California Government Code pertaining to
investments is amended, this policy shall likewise become amended and adopted
by the Board of Supervisors. Other amendments may be recommended
periodically by the Treasurer-Tax Collector.

15.0 Reporting.

Pursuant to Government Code Section 53686 (b) the Treasurer-Tax Collector shall
provide quarterly investment reports to the Board of Supervisors, Treasury Oversight
Committee, and all pool participants. The report shall include a listing of all securities
held in the portfolio. Such listing shall include investment description, maturity date,
par, amortized book value and market values, and a risk measurement standard such as
duration, along with a certification concerning the portfolio's available liquidity to meet
expenditure requirements for the next succeeding reporting period, and disclosure of the
method used to apportion investment interest. Each second and fourth calendar quarter
investment report and the current investment policy shall be provided to the State
Treasurer’s California Debt and Investment Advisory Committee as required by Sections
8855 and 53646 of the Government Code.



16.0 Allocation of Investment Cost.

The costs of investing, banking, and cash management as budgeted annually and applied
quarterly shall be assessed to depositing agencies at the time of quarterly interest
apportionment by the County Auditor-Controller, and in accordance with Government
Code statutes. Depositing agencies will receive net revenue after pro rata application of
costs that correspond to a basis point reduction to earned interest rates.

When actual annual costs of investing are determined, any differences from budgeted
amounts shall be included in an adjusting interest allocation by the Auditor-Controller.

17.0 Treasury Oversight Committee A Treasury Oversight Committee nominated by
the County Treasurer and confirmed by the Board of Supervisors shall provide oversight
through periodic review of the Investment Policy and compliance with such policy. The
Treasury Oversight Committee, pursuant to Government Code Section 27130 et seq;
shall consist of 6 members including: the Treasurer-Tax Collector, the County
Administrative Officer or his/her designee: the County Superintendent of Schools, or
his/her designee, a representative of the governing bodies of county school districts, a
representative of the legislative bodies of county special districts that are authorized
depositors in the county treasury, and a member of the public. The committee shall meet
at least quarterly, or as needed, and shall review investment policy and report on
compliance with such policy.

17.1 Treasury Oversight Committee. Pursuant to Section 27130 et seq; of the
Government Code, the Monterey County Treasury Oversight Committee is
established. The committee shall be subject to the provisions of the Political
Reform Act of 1974, as amended (Government Code Sections 8100 et seq).

17.2 Pursuant to Government Code Section 27132.4, Committee meetings shall
be open to the public and subject to the Ralph M. Brown Act (Chapter 9
(commencing with Section 54950) of part 1 of Division 2 of Title 5).

17.3 Membership Prohibitions

Pursuant to Government Code Section 27132.2, No member of the committee
shall directly or indirectly raise money for a candidate for local treasurer or a
member of the governing board of any local agency that has deposited funds in
the county treasury while a member of the committee.

Pursuant to Government Code Section 27132.3, a member of the Treasury
Oversight Committee may not secure employment with, or be employed by, bond
underwriters, bond covered security brokers or dealers or financial services firms,
with whom the Treasurer is doing business during the period that the person is a
member of the Committee or for one year after leaving the Committee.

ADOPTED 1/26/10



APPENDIX A
Authorized Investments County General Pool
Instrument Maximum Maturity County Restriction Max %/ Dollar Limit

California State Treasurer’s Local Agency
Investment Fund N/A N/A $40,000,000 (per
account or as approved by the State Treasurer for bond/note proceeds.)

California Asset Management Program N/A N/A 20%
CalTRUST N/A N/A 20%
Negotiable Order of Withdrawals N/A N/A  10% limit issuer (% limit all
funds)

Bonds, including revenue bonds, issued by 5 years N/A 10% limit issuer (*)

The County, its
Agencies, or authorities

U.S. Treasury notes, bonds, bills, or 5 years N/A N/A
Certificates of indebtedness bearing a
full faith and credit pledge

Registered warrants, notes, and bonds, 5 years N/A 10% limit issuer (*)
including revenue bonds, of the State of
California and all other 49 States

Bonds, notes, warrants, and other 5 years N/A 10% limit issuer (*)
evidences of indebtedness issued by any

local agency within California, including

revenue bonds

Obligations of federal agencies and United 5 years N/A N/A
States government-sponsored enterprises

Bankers acceptances 180 days N/A 40% (*)
Prime commercial paper of domestic issuers 270 days N/A 40% (*)

with assets in excess of $500 million

Negotiable certificates of deposit issued 5 years N/A 30% (*)
by domestic banks, associations, and state-
chartered branches of foreign banks.

Reverse repurchase agreements 92 days N/A N/A

and Securities Lending matched maturities 20%

Repurchase agreements 1 year 20% N/A

Medium term notes issued by domestic 5 years No inverse floating 30% (*)

corporations and depository institutions rate instruments

rated “A” or better

Money market mutual funds N/A N/A 20% Total all funds
10% any one fund

Collateralized deposits and investment contracts 5 years N/A 10% limit issuer (*)

Securitized pass through instruments rated 5 years N/A 20% (*)

at least “A”

Overall portfolio weighted average maturity 2 years(*)

*Total exposure of all asset classes to any single issuer shall not exceed 10% of the 12-mo projected minimum size of the
portfolio.
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