such transfer to K-14 districts would not be built into the school districts’ base expenditures for
calculating their entitlement for State aid in the following year and would not increase the State’s
appropriations limit; (3) excluded from the calculation of appropriations that are subject to the
limit appropriations for certain “qualified capital outlay projects” and certain increases in gasoline
taxes, sales and use taxes, and receipts from vehicle weight fees; (4) provided that the
Appropriations Limit for each unit of government, including the State, would be recalculated
beginning in the 1990-91 fiscal year, based on the actual limit for fiscal year 1986-87, adjusted
forward to 1990-91 as if SCA 1 had been in effect; and (5) adjusted the Proposition 98 formula
that guarantees K-14 districts a certain amount of General Fund revenues, as described below.

Under prior law, K-14 districts were guaranteed the greater of (a) 40.9% of General Fund
revenues (the “first test”) or (b) the amount appropriated in the prior year adjusted for changes
in the cost of living (measured as in Article XIIIB by reference to per capita personal income)
and enrollment (the “second test”). Under Proposition 111, school districts would receive the
greater of (a) the first test, (b) the second test or (c) a third test, which would replace the second
test in any year when growth in per capita General Fund revenues from the prior year was less
than the annual growth in State per capita personal income. Under the third test, school
districts would receive the amount appropriated in the prior year adjusted for change in
enroliment and per capita General Fund revenues, plus an additional small adjustment factor. If
the third test were used in any year, the difference between the third test and the second test
would become a “credit” to be paid in future years when General Fund revenue growth exceeds
personal income growth.

Applications of Constitutional and Statutory Provisions

The application of Proposition 98 and other statutory regulations has become
increasingly difficult to predict accurately in recent years. For a discussion of how the provisions
of Proposition 98 have been applied to school funding, see “DISTRICT FINANCIAL
INFORMATION.”

2010 Legal Challenge to State Funding of Education

The application of Proposition 98 and other statutory regulations has become
increasingly difficult to predict accurately in recent years. For a discussion of how the provisions
of Proposition 98 have been applied to school funding see “DISTRICT FINANCIAL
INFORMATION - State Funding of Education and Recent State Budgets.”

On May 20, 2010, a plaintiff class of numerous current California public school students
and the Alameda Unified, Alpine Union, Del Norte County Unified, Folsom Cordova Unified,
Hemet Unified, Porterville Unified, Riverside Unified, San Francisco Unified, and Santa Ana
Unified School Districts, together with the California Congress of Parents, Teachers & Students,
the Association of California School Administrators and the California School Boards
Association filed suit in Alameda County Superior Court challenging the system of financing for
public schools in California as unconstitutional. In Maya Robles-Wong, et al. v. State of
California, plaintiffs seek declaratory and injunctive relief, including a permanent injunction
compelling the State to abandon the existing system of public school finance. The District
cannot predict the outcome of the Robles-Wong litigation, however, if successful, the lawsuit
could result in a change in how school finance is provided for in the State of California.
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Future Initiatives

From time to time other initiative measures could be adopted, further affecting District
revenues or the District’s ability to expend revenues.
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HEMET UNIFIED SCHOOL DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2009

CAPITAL ASSET AND DEBT ADMINISTRATION
Capital Assets
At June 30, 2009, the District had $437,897,137 in a broad range of capital assets (net of depreciation), including

land, construction, buildings, and furniture and equipment. This amount represents a net increase (including
additions, deductions and depreciation) of $20,590,477 or 4.9 percent, over the prior year (Table 5).

Table 5

Governmental Activities

2009 2008
Land $ 24,500,136 $ 24,500,136
Construction in progress 165,419,109 142,141,316
Buildings and improvements 242,875,222 246,264,580
Equipment 5,102,670 4,400,628
Total $ 437,897,137 $ 417,306,660

This year's additions totaling $55 million included completed facilities projects, portable classrooms, and furniture
and equipment. State School funding, General Obligation 2006, Certificates of Participation, and Community
Facilities District (CFD) bonds were issued in prior years to fund these additions.

Many capital projects are planned for the 2009-2010 year including continuing work on the Hemet High
renovation and improvement project and various middle and elementary school projects, and modernization
projects. More detailed information about the District's capital assets are presented in Note 4 in these financial
statements.
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HEMET UNIFIED SCHOOL DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2009

Long-Term Obligations

At June 30, 2009, the District had $213,571,010 in general obligation bonds and certificates of participation
outstanding compared to $216,759,941 on June 30, 2008, a decrease of 1.5 percent. Other obligations consisted

of those items listed in Table 6 below.

Table 6

General obligation bonds

Certificates of participation

Lease revenue bonds

Capital leases

Accumulated vacation

SERP

Claims liability

Net OPEB obligation
Total

Governmental Activities

2009 2008
$ 154,847,287 $ 156,685,798
58,723,723 60,074,143
4,525,392 4,699,870
4,797,975 6,728,409
955,365 1,006,462
5,999,890 3,104,925
2,792,545 -
4,984,680 2,955,495
$ 237,626,857 $ 235,255,102

Other obligations include compensated absences payable, postemployment benefits (not including health
benefits), capital leases, and other long-term obligations. We present more detailed information regarding our

long-term obligations in Note 9 of the financial statements.
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HEMET UNIFIED SCHOOL DISTRICT

MANAGEMENT'S DISCUSSION AND ANALYSIS
JUNE 30, 2009

Table 7 lists the District's 2009-2010 budget assumptions. These assumptions were based on the most current
information available to the District at the time the budget was adopted in June 2009. Budgetary goals were
developed and prioritized by the District's leadership team and governing board. Input provided by these two
groups was used as the framework to develop the District's 2009-2010 budget, which includes site and department
allocations for both staffing and operating budgets.

Table 7

2009-2010 Budget Assumptions

COLA 4.25%
COLA Deficit 17.967%
Enrollment 22,134
Enrollment Growth/(Decline) (559)
ADA — Average Daily Attendance 20,984.10
ADA - Funded 21,561.63
ADA Percentage 93.5%
ADA Increase/(Decrease) (577.53)
Salary Increase 0.00%
Step & Column % of Salaries 1.60%
Deferred/Routine Maintenance - % of Total Expenditures 2.76%
Federal Revenue Increase (excluding ARRA) 0.00%
New Schools -0-
Reserve for Economic Uncertainties 3.00%

CONTACTING THE DISTRICT'S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, students, investors, and creditors with a
general overview of the District's finances and to show the District's accountability for the money it receives. If
you have questions about this report or need any additional information contact the Assistant Superintendent,
Business Services, at Hemet Unified School District, 1791 West Acacia Avenue, Hemet, California, 92545-3797,
or e-mail at: vchristakos@hemetusd.k12.ca.us.

17



HEMET UNIFIED SCHOOL DISTRICT

STATEMENT OF NET ASSETS
JUNE 30, 2009

ASSETS
Deposits and investments
Restricted cash
Receivables
Prepaid expenses
Stores inventories
Deferred cost on issuance
Capital assets
Land and construction in process
Other capital assets
Less: Accumulated depreciation
Total Capital Assets
TOTAL ASSETS

LIABILITIES
Accounts payable
Interest payable
Deferred revenue
Claims liabilities
Long-term obligations
Current portion of long-term obligations
Noncurrent portion of long-term obligations
Total Long-Term Obligations
TOTAL LIABILITIES

NET ASSETS
Invested in capital assets, net of related debt
Restricted for:
Debt service
Capital projects
Educational programs
Other activities
Unrestricted
TOTAL NET ASSETS

The accompanying notes are an integral part of these financial statements.
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Governmental

Activities

$

73,811,365
4,257,550
31,362,507
1,465,104
678,208
2,762,396

189,919,245
318,935,367
(70,957,475)

437,897,137

552,234,267

8,103,045
2,924,489
2,754,769
1,478,677

7,050,812
230,576,045

237,626,857

252,887,837

255,806,011

11,921,115
4,372,036
9,271,296
4,580,630

13,395,342

$

299,346,430
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HEMET UNIFIED SCHOOL DISTRICT

STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2009

Net (Expenses)
Revenues and

Changes in
Program Revenues Net Assets
Charges for Operating Capital
Servicesand  Grantsand  Grantsand Governmental
Functions/Programs Expenses Sales Contributions Contributions Activities

Governmental Activities:

Instruction $127,659,333 $ 430,527 $ 24,007,735 $ 1,500,711 $(101,720,360)
Instruction-related activities:
Supervision of instruction 7,637,441 22,776 6,098,972 - (1,515,693)
Instructional library, media
and technology 1,602,406 1,233 184,722 - (1,416,451)
School site administration 14,529,836 3,753 461,071 - (14,065,012)
Pupil services:
Home-to-school transportation 8,277,763 5,061,490 1,960,494 - (1,255,779)
Food services 9,126,107 1,462,226 7,795,714 - 131,833
All other pupil services 9,774,729 97,284 3,140,852 - (6,536,593)
Administration:
Data processing 2,186,392 1,779 1,658 - (2,182,955)
All other administration 12,043,269 367,002 1,710,208 - (9,966,059)
Plant services 18,730,444 77,340 356,540 - (18,296,564)
Ancillary services 2,546,743 302 1,292 - (2,545,149)
Community services 90,501 - - - (90,501)
Enterprise services 1,652 - - - (1,652)
Interest on long-term obligations 8,537,546 - - - (8,537,546)
Other outgo 187,594 705,783 859,904 - 1,378,093
Total Governmental Activities $222,931,756 $ 8,231,495 $ 46,579,162 $ 1,500,711 (166,620,388)
General revenues and subventions:
Property taxes, levied for general purposes 30,059,357
Property taxes, levied for debt service 11,779,092
Taxes levied for other specific purposes 3,471,020
Federal and State aid not restricted to specific purposes 116,173,131
Interest and investment earnings 1,976,352
Transfers between agencies 809,821
Miscellaneous 9,689,926
Subtotal, General Revenues 173,958,699
Change in Net Assets 7,338,311
Net Assets - Beginning 292,008,119

Net Assets - Ending $ 299,346,430

The accompanying notes are an integral part of these financial statements.
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HEMET UNIFIED SCHOOL DISTRICT

GOVERNMENTAL FUNDS
BALANCE SHEET
JUNE 30, 2009

ASSETS
Deposits and investments
Restricted cash
Receivables
Due from other funds
Prepaid expenditures
Stores inventories
Total Assets
LIABILITIES AND
FUND BALANCES
Liabilities:
Accounts payable
Due to other funds
Deferred revenue
Total Liabilities
Fund Balances:
Reserved for:
Revolving cash
Stores inventories
Prepaid expenditures
Legally restricted balances
Unreserved:
Designated
Undesignated, reported in:
General Fund
Special revenue funds
Debt service funds
Capital projects funds
Total Fund Balance
Total Liabilities and
Fund Balances

The accompanying notes are an integral part of these financial statements.
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General Building

Fund Fund
$ 2,099,853 $ 35,898,086
30,213,264 148,146
1,374,104 1,458
1,465,104 -
313,312 -
$ 35465637 $ 36,047,690
$ 5138513 % 2,497,606
1,617,027 2,103
2,754,769 -
9,510,309 2,499,709
25,000 -
313,312 -
1,465,104 -
9,271,296 -
9,097,376 -
5,783,240 -
- 33,547,981
25,955,328 33,547,981
$ 35465637 $ 36,047,690




Bond Interest Non-Major Total
and Redemption  Governmental Governmental
Fund Funds Funds
$ 10,639,800 $ 13,734,492 $ 62,372,231
- 4,257,550 4,257,550
- 909,434 31,270,844
- 1,853,464 3,229,026
- - 1,465,104
- 364,896 678,208
$ 10,639,800 $ 21,119,836 $ 103,272,963
$ - 3 364,880 $ 8,000,999
- 1,623,073 3,242,203
- - 2,754,769
- 1,987,953 13,997,971
- - 25,000
- 364,896 678,208
- - 1,465,104
- - 9,271,296
- 2,128,692 11,226,068
- - 5,783,240
- 2,204,943 2,204,943
10,639,800 4,205,804 14,845,604
- 10,227,548 43,775,529
10,639,800 19,131,883 89,274,992
$ 10,639,800 $ 21,119.836 $ 103,272,963
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HEMET UNIFIED SCHOOL DISTRICT

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET

TO THE STATEMENT OF NET ASSETS
JUNE 30, 2009

Total Fund Balance - Governmental Funds

Amounts Reported for Governmental Activities in the Statement of Net Assets are

Different Because:

Capital assets used in governmental activities are not financial resources and,
therefore, are not reported as assets in governmental funds.
The cost of capital assets is:
Accumulated depreciation is:
Net Capital Assets

Expenditures relating to issuance of debt were recognized in modified accrual basis,
but should not be recognized in accrual basis. Under accrual basis, these
expenditures are capitalized and amortized over the life of the debt as an
adjustment to interest expense.

In governmental funds, unmatured interest on long-term obligations is recognized
in the period when it is due. On the government-wide financial statements,
unmatured interest on long-term obligations is recognized when it is incurred.

An internal service fund is used by the District's management to charge the costs of
the health and welfare benefits and workers' compensation program to the
individual funds. The assets and liabilities of the internal service fund are included
with governmental activities. Internal service fund net assets are:

Long-term obligations, including general obligation bonds, certificates of
participation, capital lease obligations, compensated absences, and
postemployment benefits are not due and payable in the current period and,
therefore, are not reported as liabilities in the funds.

Long-term obligations at year-end consist of:

General obligation bonds
Premium on issuance, net of amortization
Certificates of participation
Discount on issuance, net of amortization
Lease revenue bonds
Discount on issuance, net of amortization
Capital lease obligations
Compensated absences - accumulated vacation
Supplemental early retirement program
Net OPEB obligation
Total Long-Term Obligations
Total Net Assets - Governmental Activities

The accompanying notes are an integral part of these financial statements.
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$ 89,274,992
$ 508,854,612
(70,957 475)
437,897,137
2,762,396
(2,924,489)
7,170,706
153,105,000
1,742,287
58,858,005
(134,282)
4,535,000
(9,608)
4,797,975
955,365
5,999,890
4,984,680
(234,834,312)

$ 299,346,430




HEMET UNIFIED SCHOOL DISTRICT

GOVERNMENTAL FUNDS

STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCE

FOR THE YEAR ENDED JUNE 30, 2009

General Building
Fund Fund
REVENUES
Revenue limit sources $ 127,172,355 -
Federal sources 22,190,296 -
Other State sources 27,570,381 -
Other local sources 23,719,589 1,096,706
Total Revenues 200,652,621 1,096,706
EXPENDITURES
Current
Instruction 119,234,050 -
Instruction-related activities:
Supervision of instruction 7,417,203 -
Instructional library, media and technology 1,600,146 -
School site administration 13,772,206 -
Pupil services:
Home-to-school transportation 8,194,547 -
Food services 30,615 -
All other pupil services 9,858,453 -
Administration:
Data processing 2,178,240 -
All other administration 7,889,018 -
Plant services 17,616,653 959
Facility acquisition and construction 109,216 24,614,297
Ancillary services 2,544,571 -
Community services 90,501 -
Other outgo 6,638 -
Debt service
Principal 794,133 -
Interest and other 1,005,844 -
Total Expenditures 192,342,034 24,615,256
Excess (Deficiency) of Revenues Over Expenditures 8,310,587 (23,518,550)
OTHER FINANCING SOURCE (USES)
Transfers in 419,098 -
Other sources 903,098 -
Transfers out (5,365,393) -
Net Financing Sources (Uses) (4,043,197) -
NET CHANGE IN FUND BALANCES 4,267,390 (23,518,550)
Fund Balance - Beginning 21,687,938 57,066,531
Fund Balance - Ending $ 25,955,328 $ 33,547,981

The accompanying notes are an integral part of these financial statements.
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Bond Interest Non-Major Total
and Redemption Governmental Governmental

Fund Funds Funds
$ - $ 1,071,174 $128,243,529
- 8,117,603 30,307,899
182,603 3,814,676 31,567,660
11,743,183 3,372,720 39,932,198
11,925,786 16,376,173 230,051,286

- 1,950,962 121,185,012

- 211,392 7,628,595
- 3,128 1,603,274

- 510,928 14,283,134

- - 8,194,547

- 8,700,928 8,731,543

- 33,195 9,891,648

- 390 2,178,630

- 833,917 8,722,935

- 1,461,466 19,079,078

- 3,323,638 28,047,151

- - 2,544,571

- - 90,501

- 180,956 187,594
1,775,000 1,669,307 4,238,440
6,798,513 3,186,092 10,990,449
8,573,513 22,066,299 247,597,102
3,352,273 (5,690,126) __ (17,545,316)
- 5,733,103 6,152,201

14,391 - 917,489

- (786,808) (6,152,201)

14,391 4,946,295 917,489
3,366,664 (743,831) _ (16,628,327)
7,273,136 19,875,714 105,903,319

$ 10,639,800 $ 19,131,883 $ 89,274,992




HEMET UNIFIED SCHOOL DISTRICT

RECONCILIATION OF THE GOVERNMENTAL FUNDS STATEMENT OF
REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

TO THE DISTRICT-WIDE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2009

Total Net Change in Fund Balances - Governmental Funds

Amounts Reported for Governmental Activities in the Statement of Activities are
Different Because:

Capital outlays to purchase or build capital assets are reported in governmental funds
as expenditures, however, for governmental activities, those costs are shown in the
Statement of Net Assets and allocated over their estimated useful lives as annual
depreciation expenses in the Statement of Activities.
This is the amount by which capital outlays exceeds depreciation in the period.
Capital outlays
Depreciation expense
Net Expense Adjustment
Loss on disposal of capital assets is reported in the government-wide financial statement
of net assets, but is not recorded in the governmental funds.

Some of the capital assets acquired this year were financed with capital leases. The
amount financed by the leases is reported in the governmental funds as a source of
financing. On the other hand, the capital leases are not revenues in the statement of
activities, but rather constitute long-term obligations in the Statement of Net Assets.

In the Statement of Activities, certain operating expenses - compensated absences
(vacations) and special termination benefits (early retirement) are measured by the
amounts earned during the year. In the governmental funds, however, expenditures for
these items are measured by the amount of financial resources used (essentially, the
amounts actually paid). This year, special termination benefits used was less than
amounts earned by $2,894,965. Vacation used was more than amounts earned by
$51,097.

In the Statement of Activities Other Postemployment Benefit Obligations
(OPEB) are measured by an actuarially determined Annual Required
Contribution (ARC). In the governmental funds, however, expenditures for
these items are measured by the amount of financial resources used
(essentially, the amounts actually paid). This year, amounts contributed
toward the OPEB obligation were less than the ARC by $2,029,185.

Repayment of bond principal is an expenditure in the governmental funds, but it reduces

long-term obligations in the Statement of Net Assets and does not affect the statement of

activities:
General obligation bonds
Certificates of participation
Lease revenue bonds
Capital lease obligations

The accompanying notes are an integral part of these financial statements.
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$(16,628,327)

$28,600,887

(7,985,339)

20,615,548

(25,071)

(903,098)

(2,843,868)

(2,029,185)

1,775,000
1,355,665

175,000
2,833,532



HEMET UNIFIED SCHOOL DISTRICT

RECONCILIATION OF THE GOVERNMENTAL FUNDS STATEMENT OF
REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

TO THE DISTRICT-WIDE STATEMENT OF ACTIVITIES (Continued)
FOR THE YEAR ENDED JUNE 30, 2009

Governmental funds report the effect of premiums, discounts, and issuance costs when
the debt is first issued, whereas the amounts are deferred and amortized over the life of
the debt in the Statement of Activities. This amount is the net effect of the amortization
of the related items:

Premium on issuance for general obligation bonds $ 63511

Discount on issuance for certificates of participation (5,245)
Discount on issuance for lease revenue bonds (522)
Cost of issuance for general obligation bonds (50,037)
Cost of issuance for certificates of participation (49,181)
Cost of issuance for lease revenue bonds (13,003)
Deferred amount on refunding (2,613)

Combined Adjustment $  (57,090)

Interest on long-term obligations in the Statement of Activities differs from the amount

reported in the governmental funds because interest is recorded as an expenditure in

the funds when it is due, and thus requires the use of current financial resources. In the

Statement of Activities, however, interest expense is recognized as the interest accrues,

regardless of when it is due. 609,236
An internal service fund is used by the District's management to charge the costs of the

health and welfare benefits and workers' compensation insurance program to the

individual funds. The net revenue of the Internal Service Fund is reported with

governmental activities. 2,460,969

Change in Net Assets of Governmental Activities $ 7,338,311

The accompanying notes are an integral part of these financial statements.
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HEMET UNIFIED SCHOOL DISTRICT

PROPRIETARY FUND
STATEMENT OF NET ASSETS
FOR THE YEAR ENDED JUNE 30, 2009

Governmental
Activities
Internal
Service Fund
ASSETS
Current Assets
Deposits and investments $ 11,439,134
Receivables 91,663
Due from other funds 14,297
Total Assets 11,545,094
LIABILITIES
Current Liabilities
Accounts payable 102,046
Due to other funds 1,120
Claims liabilities 1,478,677
Total Current Liabilities 1,581,843
Noncurrent Liabilities
Claims liabilities 2,792,545
Total Liabilities 4,374,388
NET ASSETS
Unrestricted 7,170,706
Total Net Assets $ 7,170,706

The accompanying notes are an integral part of these financial statements.
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HEMET UNIFIED SCHOOL DISTRICT

PROPRIETARY FUND

STATEMENT OF REVENUES, EXPENSES, AND CHANGES

IN FUND NET ASSETS
FOR THE YEAR ENDED JUNE 30, 2009

OPERATING REVENUES
Charges to other funds and miscellaneous revenues

OPERATING EXPENSES
Professional and contract services
Supplies and materials
Total Operating Expenses
Operating Income

NONOPERATING REVENUES
Interest income

Change in Net Assets
Total Net Assets - Beginning
Total Net Assets - Ending

The accompanying notes are an integral part of these financial statements.
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Governmental
Activities

Internal
Service Fund

$ 17,337,547

15,099,909
6,130

15,106,039

2,231,508

229,461

2,460,969
4,709,737

$ 7,170,706




HEMET UNIFIED SCHOOL DISTRICT

PROPRIETARY FUND
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2009

CASH FLOWS FROM OPERATING ACTIVITIES
Cash receipts from customers
Cash payments to suppliers for goods and services
Other operating cash payments
Net Cash Provided by Operating Activities
CASH FLOWS FROM INVESTING ACTIVITIES
Interest on investments
Net Cash Provided by Investing Activities
Net Increase in Cash and Cash Equivalents
Cash and Cash Equivalents - Beginning
Cash and Cash Equivalents - Ending

RECONCILIATION OF OPERATING GAIN TO NET CASH
PROVIDED BY OPERATING ACTIVITIES:
Operating gain
Changes in assets and liabilities:
Receivables
Due from other funds
Accounts payable
Due to other funds
Claims liabilities
NET CASH PROVIDED BY OPERATING ACTIVITIES

The accompanying notes are an integral part of these financial statements.
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Governmental
Activities

Internal
Service Fund

$ 17,313,597
(6,130)
(15,491,734)

1,815,733

229,461

229,461

2,045,194
9,393,940

$ 11,439,134

$ 2,231,508

(18,888)
(5,062)
74,920

255
(467,000)

$ 1,815,733




HEMET UNIFIED SCHOOL DISTRICT

FIDUCIARY FUNDS
STATEMENT OF NET ASSETS
JUNE 30, 2009

ASSETS
Deposits and investments
Receivables
Stores inventories
Total Assets

LIABILITIES
Accounts payable
Due to student groups
Due to bond holders
Total Liabilities

Agency Funds

Debt Service

Fund Associated Total
for Special Tax Student Agency

Bonds Bodies Funds
$ 5,383,129 $ 1,106,709 6,489,838
- 510 510
- 10,468 10,468
$ 5383129 $ 1,117,687 6,500,816
$ - $ 10,872 10,872
- 1,106,815 1,106,815
5,383,129 - 5,383,129
$ 5383129 $ 1,117,687 6,500,816

The accompanying notes are an integral part of these financial statements.
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NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2009

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Financial Reporting Entity

The Hemet Unified School District (the District) was established on July 1, 1966, under the laws of the State of
California. The District operates under a locally elected seven-member Board form of government and provides
educational services to grades K - 12 as mandated by the State and/or Federal agencies. The District operates
fifteen elementary schools, four middle schools, three high schools, one continuation school, two alternative
independent study schools, one community day school, an adult school, and one charter school.

A reporting entity is comprised of the primary government, component units, and other organizations that are
included to ensure the financial statements are not misleading. The primary government of the District consists of
all funds, departments, and agencies that are not legally separate from the District. For Hemet Unified School
District, this includes general operations, food service, and student related activities of the District.

Component Units

Component units are legally separate organizations for which the District is financially accountable. Component
units may also include organizations that are fiscally dependent on the District, in that the District approves their
budget, the issuance of their debt or the levying of their taxes. In addition, component units are other legally
separate organizations for which the District is not financially accountable but the nature and significance of the
organization's relationship with the District is such that exclusion would cause the District's financial statements
to be misleading or incomplete. For financial reporting purposes, the component units have a financial and
operational relationship which meets the reporting entity definition criteria of the Governmental Accounting
Standards Board (GASB) Statement No. 14, The Financial Reporting Entity, and thus are included in the financial
statements of the District. The component units, although legally separate entities, are reported in the financial
statements using the blended presentation method as if they were part of the District's operations because the
governing board of the component units is essentially the same as the governing board of the District and because
their purpose is to finance the construction of facilities to be used for the direct benefit of the District.

The Golden West Schools Financing Authority (the "Authority™) and the Hemet Unified School District School
Facilities Corporation (the "Corporation") financial activity is presented in the financial statements as the Capital
Projects for Blended Component Units Fund and the Debt Service for Blended Component Units Fund.
Certificates of participation and other debt issued by the Authority and the Corporation are included as long-term
liabilities in the government-wide financial statements. Individually prepared financial statements are not
prepared for the Authority or the Corporation.

The Hemet Unified School District Community Facilities Districts (CFDs) financial activity is presented in the
financial statements as the Capital Projects Fund for Blended Component Units and in the Fiduciary Funds
Statement as the Debt Service Fund for Special Tax Bonds. Special Tax Bonds issued by the CFDs are not
included in the long-term obligations of the Statement of Net Assets as they are not obligations of the District.
Individually prepared financial statements are not prepared for each of the CFDs.

Charter School The District has approved a Charter for the Hemet Academy for Applied Academics and

Technology Charter School pursuant to Education Code Section 47605. The Charter School is operated by the
District, and its financial activities are presented in the Charter School Special Revenue Fund.

29



HEMET UNIFIED SCHOOL DISTRICT
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Other Related Entity

Joint Powers Authority The District is associated with one joint powers authority. This organization does not
meet the criteria for inclusion as a component unit of the District. Additional information is presented in Note 16
to the financial statements. This organization is:

e Alliance of Schools Cooperative Insurance Programs (ASCIP)
Basis of Presentation - Fund Accounting

The accounting system is organized and operated on a fund basis. A fund is defined as a fiscal and accounting
entity with a self-balancing set of accounts, which are segregated for the purpose of carrying on specific activities
or attaining certain objectives in accordance with special regulations, restrictions, or limitations. The District's
funds are grouped into three broad fund categories: governmental, proprietary, and fiduciary.

Governmental Funds Governmental funds are those through which most governmental functions typically are
financed. Governmental fund reporting focuses on the sources, uses, and balances of current financial resources.
Expendable assets are assigned to the various governmental funds according to the purposes for which they may
or must be used. Current liabilities are assigned to the fund from which they will be paid. The difference
between governmental fund assets and liabilities is reported as fund balance. The following are the District's
major and non-major governmental funds:

Major Governmental Funds

General Fund The General Fund is the chief operating fund for all districts. It is used to account for the ordinary
operations of a district. All transactions except those required or permitted by law to be in another fund are
accounted for in this fund.

Building Fund The Building Fund exists primarily to account separately for proceeds from the sale of bonds
(Education Code Section 15146) and may not be used for any purposes other than those for which the bonds were
issued.

Bond Interest and Redemption Fund The Bond Interest and Redemption Fund is used for the repayment of
bonds issued for a District (Education Code Sections 15125-15262).

Non-Major Governmental Funds
Special Revenue Funds The Special Revenue funds are established to account for the proceeds from specific
revenue sources (other than trusts or for major capital projects) that are restricted to the financing of particular
activities:

Charter Schools Fund The Charter Schools Fund is used by the District to account separately for the

activities of district-operated charter schools that would otherwise be reported in the authorizing district's
General Fund.

Adult Education Fund The Adult Education Fund is used to account separately for Federal, State, and
local revenues for adult education programs and is to be expended for adult education purposes only.
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Child Development Fund The Child Development Fund is used to account separately for Federal, State, and
local revenues to operate child development programs and is to be used only for expenditures for the
operation of child development programs.

Cafeteria Fund The Cafeteria Fund is used to account separately for Federal, State, and local resources to
operate the food service program (Education Code Sections 38090-38093) and is used only for those
expenditures authorized by the governing board as necessary for the operation of the District's food service
program (Education Code Sections 38091 and 38100).

Deferred Maintenance Fund The Deferred Maintenance Fund is used to account separately for
State apportionments and the District's contributions for deferred maintenance purposes (Education
Code Sections 17582-17587) and for items of maintenance approved by the State Allocation Board.

Special Reserve Fund for Other Than Capital Outlay Projects The Special Reserve Fund for Other Than
Capital Outlay Projects is used primarily to provide for the accumulation of General Fund monies for general
operating purposes other than for capital outlay (Education Code Section 42840).

Capital Projects Funds The Capital Project funds are established to account for financial resources to be used
for the acquisition or construction of major capital facilities (other than those financed by proprietary funds and
trust funds).

Capital Facilities Fund The Capital Facilities Fund is used primarily to account separately for monies
received from fees levied on developers or other agencies as a condition of approving a development
(Education Code Sections 17620-17626). Expenditures are restricted to the purposes specified in Government
Code Sections 65970-65981 or to the items specified in agreements with the developer (Government Code
Section 66006).

County School Facilities Fund The County School Facilities Fund is established pursuant to Education
Code Section 17070.43 to receive apportionments from the 1998 State School Facilities Fund (Proposition
IA), the 2002 State School Facilities Fund (Proposition 47), or the 2004 State School Facilities Fund
(Proposition 55) authorized by the State Allocation Board for new school facility construction, modernization
projects, and facility hardship grants, as provided in the Leroy F. Greene School Facilities Act of 1998
(Education Code Section 17070 et seq.).

Special Reserve Fund for Capital Outlay Projects The Special Reserve Fund for Capital Outlay Projects
exists primarily to provide for the accumulation of General Fund monies for capital outlay purposes
(Education Code Section 42840).

Capital Projects for Blended Component Units Fund The Capital Projects for Blended Component Units
Fund is used to account for capital projects financed by the 2004 COP, 2006 COP, 2007 COP, 2005-3 CFD,
and 2005-4 CFD issuances that are considered blended component units of the District under generally
accepted accounting principles (GAAP).

Debt Service Funds The Debt Service funds are used to account for the accumulation of resources for, and the

payment of, long-term obligations principal, interest, and related costs. The District maintains the following debt
service funds:
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Debt Service for Blended Component Units Fund The Debt Service for Blended Component Units Fund is
used to account for the accumulation of resources for the payment of the principal and interest on bonds
issued by Financing Authorities and similar entities that are considered blended component units of the
District under generally accepted accounting principles (GAAP).

Proprietary Funds Proprietary fund reporting focuses on the determination of operating income, changes in net
assets, financial position, and cash flows. The District applies all GASB pronouncements, as well as the Financial
Accounting Standards Board pronouncements issued on or before November 30, 1989, unless those
pronouncements conflict with or contradict GASB pronouncements. Proprietary funds are classified as enterprise
or internal service. The District has the following proprietary fund:

Internal Service Fund Internal service funds may be used to account for any activity for which goods or
services are provided to other funds of the District in return for a fee to cover the cost of operations. The
District operates a Self-Insurance program for health and welfare and workers' compensation services that is
accounted for in an internal service fund.

Fiduciary Funds Fiduciary fund reporting focuses on net assets and changes in net assets. Trust funds are used
to account for the assets held by the District under a trust agreement for individuals, private organizations, or
other governments and are therefore not available to support the District's own programs. Agency funds are
custodial in nature (assets equal liabilities) and do not involve measurement of results of operations. The
District's agency funds account for the accumulation of resources for the payment of the principal and interest on
the Special Tax Bonds issued by the Community Facilities Districts as well as the student body activities (ASB).

Basis of Accounting - Measurement Focus

Government-Wide Financial Statements The government-wide financial statements are prepared using the
economic resources measurement focus and the accrual basis of accounting. This is the same approach used in
the preparation of the proprietary fund financial statements, but differs from the manner in which governmental
fund financial statements are prepared.

The government-wide financial Statement of Activities presents a comparison between direct expenses and
program revenues for each segment of the District and for each governmental program, and exclude fiduciary
activity. Direct expenses are those that are specifically associated with a service, program, or department and are
therefore clearly identifiable to a particular function. The District does not allocate indirect expenses to functions
in the Statement of Activities. Program revenues include charges paid by the recipients of the goods or services
offered by the programs and grants and contributions that are restricted to meeting the operational or capital
requirements of a particular program. Revenues that are not classified as program revenues are presented as
general revenues. The comparison of program revenues and expenses identifies the extent to which each program
is self-financing or draws from the general revenues of the District. Eliminations have been made to minimize the
double counting of internal activities.

Net assets should be reported as restricted when constraints placed on net asset use are either externally imposed
by creditors (such as through debt covenants), grantors, contributors, or laws or regulations of other governments
or imposed by law through constitutional provisions or enabling legislation. The net assets restricted for other
activities result from special revenue funds and the restrictions on their net asset use.
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Fund Financial Statements Fund financial statements report detailed information about the District. The focus
of governmental fund financial statements is on major funds rather than reporting funds by type. Each major fund
is presented in a separate column. Non-major funds are aggregated and presented in a single column. The
internal service fund is presented in a single column on the face of the proprietary fund statements.

Governmental Funds All governmental funds are accounted for using a flow of current financial resources
measurement focus and the modified accrual basis of accounting. With this measurement focus, only current
assets and current liabilities generally are included on the balance sheet. The statement of revenues,
expenditures, and changes in fund balance reports on the sources (revenues and other financing sources) and
uses (expenditures and other financing uses) of current financial resources. This approach differs from the
manner in which the governmental activities of the government-wide financial statements are prepared.
Governmental fund financial statements therefore include reconciliation with brief explanations to better
identify the relationship between the government-wide financial statements and the statements for the
governmental funds on a modified accrual basis of accounting and the current financial resources
measurement focus. Under this basis, revenues are recognized in the accounting period in which they become
measurable and available. Expenditures are recognized in the accounting period in which the fund liability is
incurred, if measurable.

Proprietary Funds Proprietary funds are accounted for using a flow of economic resources measurement
focus and the accrual basis of accounting. All assets and all liabilities associated with the operation of this
fund are included in the Statement of Net Assets. The statement of changes in fund net assets presents
increases (revenues) and decreases (expenses) in net total assets. The statement of cash flows provides
information about how the District finances and meets the cash flow needs of its proprietary fund.

Fiduciary Funds Fiduciary funds are accounted for using the flow of economic resources measurement
focus and the accrual basis of accounting. Fiduciary funds are excluded from the government-wide financial
statements because they do not represent resources of the District.

Revenues - Exchange and Non-Exchange Transactions Revenue resulting from exchange transactions, in
which each party gives and receives essentially equal value, is recorded on the accrual basis when the exchange
takes place. On a modified accrual basis, revenue is recorded in the fiscal year in which the resources are
measurable and become available. Available means that the resources will be collected within the current fiscal
year or are expected to be collected soon enough thereafter to be used to pay liabilities of the current fiscal year.
Generally, available is defined as collectible within 60 days. However, to achieve comparability of reporting
among California districts and so as not to distort normal revenue patterns, with specific respect to reimbursement
grants and corrections to state-aid apportionments, the California Department of Education has defined available
for districts as collectible within one year. The following revenue sources are considered to be both measurable
and available at fiscal year-end: State apportionments, interest, certain grants, and other local sources.

Non-exchange transactions, in which the District receives value without directly giving equal value in return,
include property taxes, certain grants, entitlements, and donations. Revenue from property taxes is recognized in
the fiscal year in which the taxes are received. Revenue from certain grants, entitlements, and donations is
recognized in the fiscal year in which all eligibility requirements have been satisfied. Eligibility requirements
include time and purpose requirements. On a modified accrual basis, revenue from non-exchange transactions
must also be available before it can be recognized.
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Deferred Revenue Deferred revenue arises when potential revenue does not meet both the "measurable” and
"available™ criteria for recognition in the current period or when resources are received by the District prior to the
incurrence of qualifying expenditures. In subsequent periods, when both revenue recognition criteria are met, or
when the District has a legal claim to the resources, the liability for deferred revenue is removed from the
combined balance sheet and revenue is recognized.

Certain grants received that have not met eligibility requirements are recorded as deferred revenue. On the
governmental fund financial statements, receivables that will not be collected within the available period are also
recorded as deferred revenue.

Expenses/Expenditures On the accrual basis of accounting, expenses are recognized at the time they are
incurred. The measurement focus of governmental fund accounting is on decreases in net financial resources
(expenditures) rather than expenses. Expenditures are generally recognized in the accounting period in which the
related fund liability is incurred, if measurable. Principal and interest on long-term obligations, which has not
matured, are recognized when paid in the governmental funds. Allocations of costs, such as depreciation and
amortization, are not recognized in the governmental funds.

Cash and Cash Equivalents

The District's cash and cash equivalents are considered to be cash on hand, demand deposits, and short-term
investments with original maturities of three months or less from the date of acquisition. Cash equivalents also
include cash with county treasury balances for purposes of the statement of cash flows.

Investments

Investments held at June 30, 2009, with original maturities greater than one year are stated at fair value. Fair
value is estimated based on quoted market prices at year-end. All investments not required to be reported at fair
value are stated at cost or amortized cost. Fair values of investments in county and State investment pools are
determined by the program sponsor.

Restricted Assets

Restricted assets arise when restrictions on their use change the normal understanding of the availability of the
asset. Such constraints are either imposed by creditors, contributors, grantors, or laws of other governments or
imposed by enabling legislation.

Prepaid Expenditures

Prepaid expenditures (expenses) represent amounts paid in advance of receiving goods or services. The District
has the option of reporting an expenditure in governmental funds for prepaid items either when purchased, or
during the benefiting period.

Stores Inventories

Inventories consist of expendable food and supplies held for consumption. Inventories are stated at cost, on the

first-in, first-out basis. The costs of inventory items are recorded as expenditures in the governmental type funds
when used.
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Capital Assets and Depreciation

The accounting and reporting treatment applied to the capital assets associated with a fund are determined by its
measurement focus. General capital assets are long-lived assets of the District. The District maintains a
capitalization threshold of $5,000. The District does not possess any infrastructure. Improvements are
capitalized; the costs of normal maintenance and repairs that do not add to the value of the asset or materially
extend an asset's life are not capitalized, but are expensed as incurred.

When purchased, such assets are recorded as expenditures in the governmental funds and capitalized in the
government-wide financial Statement of Net Assets. The valuation basis for general capital assets are historical
cost, or where historical cost is not available, estimated historical cost based on replacement cost. Donated capital
assets are capitalized at estimated fair market value on the date donated.

Capital assets in the proprietary funds are capitalized in the fund in which they are utilized. The valuation basis
for proprietary fund capital assets is the same as those used for the capital assets of governmental funds.

Depreciation of capital assets is computed and recorded by the straight-line method. Estimated useful lives of the
various classes of depreciable capital assets are as follows: buildings, 20 to 50 years; improvements, 5 to 50 years;
equipment, 2 to 15 years.

Interfund Balances

On fund financial statements, receivables and payables resulting from short-term interfund loans are classified as
"interfund receivables/payables".

Compensated Absences

Accumulated unpaid vacation benefits are accrued as a liability as the benefits are earned. The entire
compensated absence liability is reported on the government-wide Statement of Net Assets. For governmental
funds, the current portion of unpaid compensated absences is recognized upon the occurrence of relevant events
such as employee resignations and retirements that occur prior to year end that have not yet been paid with
expendable available financial resources. These amounts are reported in the fund from which the employees who
have accumulated leave are paid.

Sick leave is accumulated without limit for each employee at the rate of one day for each month worked. Leave
with pay is provided when employees are absent for health reasons; however, the employees do not gain a vested
right to accumulated sick leave. Employees are never paid for any sick leave balance at termination of
employment or any other time. Therefore, the value of accumulated sick leave is not recognized as a liability in
the District's financial statements. However, credit for unused sick leave is applicable to all classified school
members who retire after January 1, 1999. At retirement, each member will receive .004 year of service credit for
each day of unused sick leave.
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Accrued Liabilities and Long-Term Obligations

All payables, accrued liabilities, and long-term obligations are reported in the government-wide and proprietary
fund financial statements. In general, governmental fund payables and accrued liabilities that, once incurred, are
paid in a timely manner and in full from current financial resources are reported as obligations of the funds.

However, claims and judgments and special termination benefits that will be paid from governmental funds are
reported as a liability in the fund financial statements only to the extent that they are due for payment during the
current year. Bonds, capital leases, and long-term loans are recognized as liabilities in the governmental fund
financial statements when due.

Deferred Issuance Costs, Premiums and Discounts

In the government-wide financial statements, long-term obligations are reported as liabilities in the applicable
governmental activities Statement of Net Assets. Bond premiums and discounts, as well as issuance costs, are
deferred and amortized over the life of the bonds using the straight line method.

Fund Balance Reserves and Designations

The District reserves those portions of fund balance which are legally segregated for a specific future use or which
do not represent available expendable resources and therefore are not available for appropriation or expenditure.
Unreserved fund balance indicates that portion of fund balance, which is available for appropriation in future
periods. Fund balance reserves have been established for revolving cash accounts, stores inventories, and legally
restricted grants and entitlements.

Designations of fund balances consist of that portion of the fund balance that has been designated (set aside) by
the governing board to provide for specific purposes or uses. Fund balance designations have been established for
economic uncertainties, and other specified purposes.

Net Assets

Net assets represent the difference between assets and liabilities. Net assets invested in capital assets, net of
related debt consists of capital assets, net of accumulated depreciation, reduced by the outstanding balances of any
borrowings used for the acquisition, construction or improvement of those assets. The District has related debt
outstanding as of June 30, 2009. Net assets are reported as restricted when there are limitations imposed on their
use either through the enabling legislation adopted by the District or through external restrictions imposed by
creditors, grantors, or laws or regulations of other governments. The District first applies restricted resources
when an expense is incurred for purposes for which both restricted and unrestricted net assets are available. The
government-wide financial statements reports $30,145,077 of restricted net assets.

Operating Revenues and Expenses
Operating revenues are those revenues that are generated directly from the primary activity of the proprietary
funds. For the District, these revenues are charges to other funds for self-insurance. Operating expenses are

necessary costs incurred to provide the good or service that is the primary activity of the fund. All revenues and
expenses not meeting this definition are reported as non-operating revenues and expenses.
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Interfund Activity

Exchange transactions between funds are reported as revenues in the seller funds and as expenditures/expenses in
the purchaser funds. Flows of cash or goods from one fund to another without a requirement for repayment are
reported as interfund transfers. Interfund transfers are reported as other financing sources/uses in governmental
funds and after nonoperating revenues/expenses in proprietary funds. Repayments from funds responsible for
particular expenditures/expenses to the funds that initially paid for them are not presented on the financial
statements. Interfund transfers are eliminated in the governmental and business-type activities columns of the
Statement of Activities, except for the net residual amounts transferred between governmental and business-type
activities.

Estimates

The preparation of the financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes. Actual results may differ from those estimates.

Budgetary Data

The budgetary process is prescribed by provisions of the California Education Code and requires the governing
board to hold a public hearing and adopt an operating budget no later than July 1 of each year. The District
governing board satisfied these requirements. The adopted budget is subject to amendment throughout the year to
give consideration to unanticipated revenue and expenditures primarily resulting from events unknown at the time
of budget adoption with the legal restriction that expenditures cannot exceed appropriations by major object
account.

The amounts reported as the original budgeted amounts in the budgetary statements reflect the amounts when the
original appropriations were adopted. The amounts reported as the final budgeted amounts in the budgetary
statements reflect the amounts after all budget amendments have been accounted for. For purposes of the budget,
on-behalf payments have been included as revenue and expenditures as required under generally accepted
accounting principles.

Property Tax

Secured property taxes attach as an enforceable lien on property as of January 1. Taxes are payable in two
installments on November 1 and February 1 and become delinquent on December 10 and April 10, respectively.
Unsecured property taxes are payable in one installment on or before August 31. The County of Riverside bills
and collects the taxes on behalf of the District. Local property tax revenues are recorded when received.

New Accounting Pronouncements

In March 2009, the GASB issued GASB Statement No. 54, Fund Balance Reporting and Governmental Fund
Type Definitions. The objective of this Statement is to enhance the usefulness of fund balance information by
providing clearer fund balance classifications that can be more consistently applied and by clarifying the existing
governmental fund type definitions. This Statement establishes fund balance classifications that comprise a
hierarchy based primarily on the extent to which a government is bound to observe constraints imposed upon the
use of the resources reported in governmental funds. The requirements of this Statement are effective for the
financial statements for periods beginning after June 15, 2010. Early implementation is encouraged.
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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
Instruction
Instruction-related activities:
Supervision of instruction

Instructional library, media, and technology

School site administration
Pupil services:
Home-to-school transportation
Food services
All other pupil services
Administration:
Data processing
All other administration
Plant services
Facility acquisition and construction
Ancillary services
Community services
Other outgo
Debt service
Principal
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

! On behalf payments of $4,134,905 are included in the actual revenues and expenditures, but have not been included in the

budgeted amounts.

Variances -
Positive
Budgeted Amounts (Negative)
(GAAP Basis) Actual Final

Original Final (GAAP Basis) to Actual
$130,276,237 $122,104,994 $127,172,355 $ 5,067,361
13,537,965 21,084,517 22,190,296 1,105,779
23,887,681 24,599,034 27,570,381 2,971,347
21,063,905 23,873,359 23,719,589 (153,770)
188,765,788 191,661,904 200,652,621 8,990,717
111,812,685 115,271,403 119,234,050 (3,962,647)
6,825,256 7,433,857 7,417,203 16,654
1,472,443 1,603,739 1,600,146 3,593
12,673,083 13,803,130 13,772,206 30,924
8,455,707 8,897,225 8,194,547 702,678
31,590 33,240 30,615 2,625
10,172,642 10,703,810 9,858,453 845,357
2,394,716 2,387,166 2,178,240 208,926
8,673,040 8,645,695 7,889,018 756,677
17,829,409 18,090,130 17,616,653 473,477
110,535 112,151 109,216 2,935
1,037,625 1,063,237 2,544,571 (1,481,334)
- 79,151 90,501 (11,350)
4,544,265 5,517,805 6,638 5,511,167
- - 794,133 (794,133)
186,032,996 193,641,739 192,342,034 1,299,705
2,732,792 (1,979,835) 8,310,587 10,290,422
300,000 418,820 419,098 278
- 962,126 903,098 (59,028)
- (1,698,591) (5,365,393) (3,666,802)
300,000 (317,645) (4,043,197) (3,725,552)
3,032,792 (2,297,480) 4,267,390 6,564,870
21,687,938 21,687,938 21,687,938 -
$ 24,720,730 $ 19,390,458 $ 25,955,328 $ 6,564,870
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SCHEDULE OF OTHER POSTEMPLOYMENT BENEFITS (OPEB) FUNDING
PROGRESS
FOR THE YEAR ENDED JUNE 30, 2009

Schedule of Funding Progress

Actuarial
Accrued
Liability Unfunded UAAL asa
Actuarial (AAL) - AAL Percentage of
Valuation  Actuarial Value Unprojected (UAAL) Funded Ratio Covered Covered Payroll
Date of Assets (a)  Unit Credit (b) (b-a) (a/b) Payroll (c) ([b-a]/c)
January 1,2007 $ - $ 26,724934 $ 26,724,934 0% $ 107,818,224 25%
July 1, 2008 - 30,204,004 30,204,004 0% 121,877,577 25%
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APPENDIX C

GENERAL INFORMATION ABOUT THE CITY OF HEMET
AND THE COUNTY OF RIVERSIDE

The following information concerning the City of Hemet and the County of Riverside is
included only for the purpose of supplying general information regarding the area of the District.
The Refunding Bonds are not a debt of the City of Hemet, the County, the State or any of its
political subdivisions, and neither the City of Hemet, the County, the State nor any of its political
subdivisions is liable therefor.

General

The District is located in Riverside County, California. Set forth below is certain
demographic information in Riverside County that could affect the economic environment within
which the District operates.

Riverside County

Riverside County, which encompasses 7,177 square miles, was organized in 1893 from
territory in San Bernardino and San Diego Counties. Located in the southeastern portion of
California, Riverside County is bordered on the north by San Bernardino County, on the east by
the State of Arizona, on the South by San Diego and Imperial Counties and on the west by
Orange and Los Angeles Counties. There are 24 incorporated cities in Riverside County.

Riverside County's varying topology includes desert, valley and mountain areas as well
as gently rolling terrain. Three distinct geographical areas characterize Riverside County: the
western valley area, the higher elevations of the mountains, and the deserts. The western
valley, the San Jacinto mountains and the Cleveland National Forest experience the mild
climate typical of Southern California. The eastern desert areas experience warmer and dryer
weather conditions. Riverside County is the site for famous resorts, such as Palm Springs, as
well as a leading area for inland water recreation. Nearly 20 lakes in Riverside County are open
to the public. The dry summers and moderate to cool winters make it possible to enjoy these
and other recreational and cultural facilities on a year-round basis.

City of Hemet

The City of Hemet is located in Riverside County approximately 35 miles southeast of
the City of Riverside, 85 miles southeast of Los Angeles and 83 miles north of San Diego. The
yearly temperature average for Hemet is 62 degrees with a minimum of 34 degrees Fahrenheit
and a maximum of 98 degrees Fahrenheit. The City is predominantly a retirement community,
made up largely from relocated individuals who desire the warm winter climate available in
Hemet. Planned recreational areas and activities include: camping, boating, cycling, bird
watching, fishing, picnic areas, equestrian trails, hiking, golf, and a sports complex.

Riverside County Population

The largest cities in Riverside County are the cities of Riverside, Moreno Valley, Corona,
Hemet, Indio, Palm Springs, Murrieta, Temecula and Cathedral City. The areas of most rapid
population growth continue to be those more populated and industrialized cities in the western
and central regions of Riverside County and the southwestern unincorporated region of



Riverside County between Sun City and Temecula. Growth in Hemet has been 9.3% over the
past five-year period.

The following table sets forth annual population figures, as of January 1, for the City of
Hemet, Riverside County and the State, for each of the years listed:

COUNTY OF RIVERSIDE
Population Estimates

Year City of Riverside State of
(January 1) Hemet County California
2005 68,030 1,882,812 36,675,346
2006 71,315 1,962,801 37,114,598
2007 73,299 2,034,840 37,559,440
2008 73,205 2,078,601 37,883,992
2009 74,361 2,107,653 38,292,687

Source: State of California Department of Finance, Demographic Research Unit.

Employment

The unemployment rate in the Riverside-San Bernardino-Ontario MSA was 15.0% in
March 2010, up from a revised 14.8% in February 2010, and above the year-ago estimate of
12.3%. This compares with an unadjusted unemployment rate of 13.0% for California and
10.2% for the nation during the same period. The unemployment rate was 15.1% in Riverside
County, and 14.8% in San Bernardino County.

The following table presents the annual average distribution of persons in various wage
and salary employment categories for Riverside-San Bernardino Primary Metropolitan Statistical
Area for calendar years 2005 through 2009.
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RIVERSIDE-SAN BERNARDINO PRIMARY METROPOLITAN STATISTICAL AREA
ANNUAL AVERAGE EMPLOYMENT COMPARISON

2005 2006 2007 2008 2009

Civilian Labor Force 1,713,500 1,758,800 1,782,700 1,783,800 1,778,200
Employment 1,622,300 1,672,100 1,678,900 1,636,900 1,541,600
Unemployment 91,200 86,700 103,800 146,900 236,500
Unemployment Rate 5.3% 4.9% 5.8% 8.2% 13.3%
Wage and Salary Employment; ?

Agriculture 18,300 17,300 16,400 15,900 15,200
Mining and Logging 1,400 1,400 1,300 1,200 1,200
Construction 123,300 127,500 112,500 90,700 67,400
Manufacturing 121,000 123,400 118,500 106,900 88,500
Wholesale Trade 49,900 54,200 56,800 54,100 48,300
Retail Trade 165,700 173,200 175,600 168,600 154,900
Transportation, Warehousing and Ultilities 60,200 63,800 69,500 70,200 66,500
Information 14,500 15,300 15,400 14,900 14,800
Finance and Insurance 30,100 31,700 30,700 28,000 27,000
Real Estate and Rental and Leasing 18,900 19,900 19,500 18,700 16,600
Professional and Business Services 133,200 142,300 145,000 137,400 127,300
Educational and Health Services 119,900 122,100 127,000 131,500 132,600
Leisure and Hospitality 122,600 128,100 132,600 131,000 123,000
Other Services 40,800 42,500 41,200 40,800 36,700
Federal Government 18,700 19,300 19,400 19,600 20,100
State Government 27,000 27,400 28,700 29,600 29,700
Local Government 174,800 175,700 177,200 180,700 177,500
Total All Industries 1,240,300 1,285,000 1,287,300 1,239,700 1,147,100

(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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The 25 largest employers in the County are shown below.

RIVERSIDE COUNTY

LARGEST EMPLOYERS
(As of January 1, 2010)
Employer Name Location Industry
Abbott Vascular Temecula Physicians & Surgeons
Agua Caliente Casino Rancho Mirage Casino
Corona Regional Medical Center Corona Hospital

Corrections Dept Norco State Govt-Correctional Institutions
Crossroads Truck Dismantling Mira Loma Automobile Wrecking (Whls)
Eisenhower Medical Ctr Rancho Mirage Hospitals

Fantasy Springs Resort Casino Indio Casino

Handsome Rewards Perris Internet & Catalog Shopping
Hemet Valley Medical Ctr Hemet Hospitals

Hub International Of CA Ins Riverside Insurance

J W Marriott-Desert Spgs Resrt Palm Desert Hotels & Motels

La Quinta Resort & Club La Quinta Resorts

Morongo Casino Resort & Spa Cabazon Casinos

Mountain & Dunes Golf Courses La Quinta Golf Courses-Private

Pechanga Development Corp Temecula Casinos

Riverside Community Hospital Riverside Hospitals

Riverside County Regional Med Moreno Valley Hospitals

Riverside Forklift Training Riverside Trucks-Industrial (Whls)

Riverside Medical Center Riverside Hospital

Robertson’s Ready-Mix Corona Concrete-Ready Mixed

Starcrest Of California Perris Internet & Catalog Shopping
Starcrest Products-California Perris Gift Shops

Sun World Intl LLC Coachella Fruits & Vegetables-Growers & Shippers
University Of Cal-Riverside Riverside Schools-Universities & Colleges Academic
Watson Pharmaceuticals Inc Corona Pharmaceuticals

Source: California Employment Development Dept., America’s Labor Market Information System (ALMIS) Employer Database, 2010

2nd Edition

Riverside County 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
2004

2005

2006

2007

2008

COUNTY OF RIVERSIDE
Effective Buying Income

For Calendar Years 2004 through 2008

Area

City of Hemet
Riverside County
California

United States

City of Hemet
Riverside County
California

United States

City of Hemet
Riverside County
California

United States

City of Hemet
Riverside County
California

United States

City of Hemet
Riverside County
California

United States

Source: Sales & Marketing Management Survey of Buying Power.

Total Effective
Buying Income

(000's Omitted)
$ 916,100
29,468,208
705,108,410
5,692,909,567

$ 963,308
32,004,438
720,798,106
5,894,663,364
$ 1,053,658
35,656,620
764,120,963
6,107,092,244

$ 1,139,323
38,631,365
814,894,438
6,300,794,040

$ 1,168,335
40,935,408
832,531,445
6,443,994 ,426
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Median

Household
Effective Buying

Income

$26,824
40,275
43,915
39,324

$27,407
41,326
44,681
40,529

$28,755
43,490
46,275
41,255

$29,931
45,310
48,203
41,792

$30,689
46,958
48,952
42,303



Construction Trends

Provided below are the building permits and valuations for the City and the County, for
calendar years 2005 through 2009. Annual figures are not yet available for 2009.

COUNTY OF RIVERSIDE
Total Building Permit Valuations
(valuations in thousands)

2005 2006 2007 2008 2009

Permit Valuation
New Single-family $2,972,203.7 $4,412,255.1 $1,263,350 $1,214,753.0 $892,790.0
New Multi-family 114,787.0 431,580.9 155,820.1 243,741.9 75,7561
Res. Alterations/Additions 157,825.3 158,099.4 128,336.1 118,488.7 85,148.0
Total Residential 3,244,816.0 5,001,935.4 1,547,506.7 1,576,983.5 1,053,694.1
New Commercial 552,666.9 442,650.9 569,354.4 539,943.4 94,651.4
New Industrial 120,367.6 372,801.3 350,521.0 70,410.8 12,277.6
New Other 344,703.2 237,689.2 190,362.6 138,765.2 107,332.1
Com. Alterations/Additions 274,337.7 268,738.1 255,984.2 292,693.8 162,557.5
Total Nonresidential 1,292,075.4 1,321,879.5 1,366,222.3 1,041,813.1 376,818.6
New Dwelling Units
Single Family 15,305 20,692 6,239 3,815 3,431
Multiple Family 1,379 4,519 1,765 2,104 759

TOTAL 16,684 25,211 8,004 5,919 4,190

Source: Construction Industry Research Board, Building Permit Summary.

CITY OF HEMET
Total Building Permit Valuations
(valuations in thousands)

2005 2006 2007 2008 2009

Permit Valuation
New Single-family $390,109.5 $124,831.7 $138,474.5 $35,177.7 $44,617.3
New Multi-family 0.0 4,400.0 15,445.6 0.0 5,800.0
Res. Alterations/Additions 2,057.4 2,138.7 1,759.4 987.5 1,901.1
Total Residential 392,166.9 131,370.4 155,679.5 36,165.2 52,318.4
New Commercial 13,997.9 13,311.9 11,857.1 13,547.8 12,265.6
New Industrial 0.0 0.0 4,021.2 0.0 0.0
New Other 8,979.2 12,294.8 21,731.0 4,808.6 2,065.6
Com. Alterations/Additions 12,657.3 5,618.3 5,750.3 8,794.6 6,037.3
Total Nonresidential 35,634.4 31,2251 43,359.6 27,1511 20,368.5
New Dwelling Units
Single Family 1,489 409 395 121 143
Multiple Family _ o 79 218 0 65

TOTAL 1,489 488 613 121 208

Source: Construction Industry Research Board, Building Permit Summary.
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Riverside County Commercial Activity

Commercial activity is an important factor in Riverside County’s economy. Much of
Riverside County’s commercial activity is concentrated in central business districts or small
neighborhood commercial centers in cities. There are eight regional shopping malls in
Riverside County: Riverside Plaza, Galleria at Tyler (Riverside), Palm Springs Mall, Desert
Fashion Mall, Indio Fashion Mall, Hemet Valley Mall, Palm Desert Town Center and Moreno
Valley Mall at Towngate. There are also two factory outlet malls (Desert Hills Factory Stores
and Lake Elsinore Outlet Center) and over 200 area centers in Riverside County.

Total taxable sales during the first quarter of calendar year 2009 in the City were
reported to be $167,861,000, a 26.1% decrease over the total taxable sales of $227,128,000
reported in the City during the first quarter of calendar year 2008. The valuations of taxable
transactions in the City are presented in the following table. Annual figures are not yet available
for 2009.

CITY OF HEMET
Taxable Transactions
(figures in thousands)

Retail Stores Total All Outlets
Number Taxable Number Taxable
of Permits Transactions of Permits Transactions
2004 823 $806,848 1,527 $ 896,825
2005 847 907,128 1,510 1,006,866
2006 858 945,412 1,452 1,053,235
2007 819 858,551 1,441 962,919
2008 802 748,522 1,407 840,655

Source: California State Board of Equalization, Taxable Sales in California (Sales & Use Tax).

Total taxable sales during the first quarter of calendar year 2009 in the County were
reported to be $5,446,210,000, a 17.6% decrease over the total taxable sales of
$6,608,575,000 reported during the first quarter of calendar year 2008. The valuations of
taxable transactions in the County are presented in the following table. Annual figures are not
yet available for 2009.

COUNTY OF RIVERSIDE
Taxable Retail Sales
Number of Permits and Valuation of Taxable Transactions
(Dollars in thousands)

Retail Stores Total All Outlets
Number Taxable Number Taxable
of Permits Transactions of Permits Transactions
2004 20,642 $18,715,949 42,826 $25,237,148
2005 22,691 20,839,212 44 222 28,256,491
2006 23,322 21,842,345 43,672 29,816,237
2007 22,918 21,242,516 45,279 29,023,609
2008 23,604 18,689,249 46,272 26,003,595

Source: California State Board of Equalization, Taxable Sales in California (Sales & Use Tax).
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Riverside County Agriculture

Agriculture remains a leading source of income in Riverside County. Principal
agricultural products are milk, eggs, table grapes, grapefruit, nursery, alfalfa, dates, lemons and
avocados. Four areas in Riverside County account for the major portion of agricultural activity:
the Riverside/Corona and San Jacinto/Temecula Valley Districts in the western portion of
Riverside County, the Coachella Valley in the central portion and the Palo Verde Valley near
Riverside County’s eastern border.

Riverside County Transportation

Easy access to job opportunities in Riverside County and nearby Los Angeles, Orange
and San Diego Counties is important to Riverside County’s employment picture. Several major
freeways and highways provide access between Riverside County and all parts of Southern
California. The Riverside Freeway (State Route 91) extends southwest through Corona and
connects with the Orange County freeway network in Fullerton. Interstate 10 traverses the width
of Riverside County, the western-most portion of which links up with major cities and freeways
in the eastern part of Los Angeles County and the southern part of San Bernardino County.
Interstate 15 and 215 extend north and then east to Las Vegas, and south to San Diego. The
Moreno Valley Freeway (U.S. 60) provides an alternate (to Interstate 10) east-west link to Los
Angeles County.

Currently, Metrolink provides commuter rail service to Los Angeles and Orange Counties
from several stations in Riverside County. Transcontinental passenger rail service is provided
by Amtrak with a stop in Indio. Freight service to major west coast and national markets is
provided by two transcontinental railroads — Burlington Northern/Santa Fe and Union Pacific.
Truck service is provided by several common carriers, making available overnight delivery
service to major California cities.

Transcontinental bus service is provided by Greyhound Lines. Intercounty, intercity and
local bus service is provided by the Riverside Transit Agency to western County cities and
communities. The SunLine Transit Agency provides local bus service throughout the Coachella
Valley, including the cities of Palm Springs and Indio. The City of Banning also operates a local
bus system.

Riverside County seat, located in the City of Riverside, is within 20 miles of the Ontario
International Airport in neighboring San Bernardino County. This airport is operated by the Los
Angeles Department of Airports. Four major airlines schedule commercial flight service at Palm
Springs Regional Airport. County-operated general aviation airports include those in Thermal,
Hemet, Blythe and French Valley. The cities of Riverside, Corona and Banning also operate
general aviation airports. There is a military base at March Air Force Base, which converted
from an active duty base to a reserve-only base on April 1, 1996. Plans for joint military and
civilian use of the base thereafter are presently being formulated by the March AFB Joint
Powers Authority, comprised of Riverside County and the Cities of Riverside, Moreno Valley
and Perris.

Riverside County Environmental Control Services
Water Supply. Riverside County obtains a large part of its water supply from

groundwater sources, with certain areas of Riverside County, such as the City of Riverside,
relying almost entirely on groundwater. As in most areas of Southern California, this



groundwater source is not sufficient to meet countywide demand and Riverside County’s water
supply is supplemented by imported water. At the present time imported water is provided by
the Colorado River Aqueduct and the State Water Project.

At the regional and local level, there are several water districts that were formed for the
primary purpose of supplying supplemental water to the cities and agencies within their areas.
The Rancho California Water District, the Coachella Valley Water District, the Western
Municipal Water District and the Eastern Municipal Water District are the largest of these water
districts in terms of area served. Riverside County is also served by the San Gorgonio Pass
Water Agency, Desert Water Agency and Palo Verde Irrigation District.

Flood Control. Primary responsibility for planning and construction of flood control and
drainage systems within Riverside County is provided by the Riverside County Flood Control
and Water Conservation District and the Coachella Valley Storm Water Unit.

Sewage. There are 18 wastewater treatment agencies in Riverside County’s Santa Ana
River region and nine in Riverside County’s Colorado River Basin region. Most residents in the
rural unsewered areas of Riverside County rely upon septic tanks and leach fields as an
environmentally acceptable method of sewage disposal.

Riverside County Education

There are four elementary school districts, one high school district, eighteen unified (K-
12) school districts and four community college districts in Riverside County. Ninety-five
percent of all K-12 students attend schools in the unified school districts. The three largest
unified districts are Riverside Unified School District, Moreno Valley Unified School District and
Corona-Norco Unified School District.

There are seven two-year community college campuses located in the communities of
Riverside, Moreno Valley, Norco, San Jacinto, Menifee, Coachella Valley and Palo Verde
Valley. There are also two universities and a four-year college located in the City of Riverside —
the University of California, Riverside, La Sierra University and California Baptist College.
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APPENDIX D
FORM OF OPINION OF BOND COUNSEL

Upon delivery of the Bonds, Bowie, Arneson, Wiles & Giannone, Newport Beach,
California, Bond Counsel to the Hemet Unified School District, proposes to render their final
approving opinion with respect to the Bonds in substantially the following form:

Governing Board of the

Hemet Unified School District
Professional Development Service Center
1791 W. Acacia Avenue

Hemet, CA 92545

Re: § Hemet Unified School District
2010 General Obligation Refunding Bonds
Final Opinion

Ladies and Gentlemen:

We have acted as Bond Counsel for the Hemet Unified School District (“District”) in
connection with the proceedings for the issuance and sale by the District of §
principal amount of Hemet Unified School District 2010 General Obligation Refunding Bonds
(“Bonds”). The Bonds are being issued pursuant to the Resolution of Issuance of the Governing
Board of the District, adopted on October 20, 2009 (Resolution No. 1935), as supplemented by a
Resolution adopted by the Governing Board of the District, adopted on June 1, 2010 (Resolution
No. 1990) (collectively, the “Bond Resolution™), and in accordance with the statutory authority
set forth in Articles 9 and 11 of Chapter 3 of Part 1 of Division 2 of Title 5 of the California
Government Code. The Bonds are being issued to refund certain outstanding general obligation
bonds of the District and to pay costs of issuance of the Bonds.

As Bond Counsel, we have examined copies certified to us as being true and
complete copies of the proceedings in connection with the issuance of the Bonds. In this
connection, we have also examined such certificates of public officials and officers of the
District, the County of Riverside (“County”), and the purchaser of the Bonds, including
certificates as to factual matters, including, but not limited to the Tax Certificate, as we have
deemed necessary to render this opinion.

Attention is called to the fact the we have not been requested to examine, and have not
examined, any documents or information relating to the District, or the County, other than the
record of proceedings hereinabove referred to, and no opinion is expressed as to any financial or
other information, or the adequacy thereof, which has been, or may be supplied to any purchaser
of the Bonds.

We have not been engaged or undertaken to review the accuracy, completeness or
sufficiency of the Official Statement or other offering material relating to the Bonds (except to
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the extent, if any, stated in the Official Statement) and we express no opinion relating thereto
(excepting only matters set forth as our opinion in the Official Statement).

The opinions expressed herein are based on an analysis of existing laws, regulations,
rulings and court decisions. The opinions may be affected by actions or events occurring after
the date hereof. We have not undertaken to determine, or to inform any person, whether such
actions or events occur. As to questions of fact material to our opinions, we have relied upon the
documents and matters referred to above, and we have not undertaken by independent
investigation to verify the authenticity of signatures or the accuracy of the factual matters
represented, warranted or certified therein. Furthermore, we have assumed compliance with all
covenants contained in the Bond Resolution and in certain other documents, including, without
limitation, covenants compliance with which is necessary to assure that future actions or events
will not cause the interest on the Bonds to be included in gross income for federal income tax
purposes retroactive to the date of original issuance of the Bonds.

The Bond Resolution and other related documents refer to certain requirements and
procedures which may be changed and certain actions which may be taken, in circumstances and
subject to terms and conditions set forth in such documents, upon the advice or with an
approving opinion of nationally recognized bond counsel. No opinion is expressed herein as to
any Bond or the interest thereon if any such change is made or action is taken upon the advice or
approval of counsel other than ourselves.

Based on the foregoing, we are of the following opinions:
1. The Bonds are valid and binding general obligations of the District.

2. All taxable property in the territory of the District is subject to ad valorem
taxation without limitation as to rate or amount (except as to certain classes of
personal property which is taxable at limited rates) to pay the Bonds. The County
of Riverside is required by law to include in its annual tax levy the principal and
interest coming due on the Bonds to the extent necessary funds are not provided
from other sources.

3. Interest on the Bonds is excluded from gross income for federal income tax
purposes under Section 103 of the Internal Revenue Code of 1986, as amended,
and is exempt from State of California personal income taxes. Interest on the
Bonds is not an item of tax preference for purposes of the federal alternative
minimum taxes imposed on individuals and corporations. In addition, under the
American Recovery and Reinvestment Act, which was signed into law on
February 17, 2009, interest on the Bonds is not included as an adjustment in
calculating federal corporate alternative minimum taxable income for the
purposes of determining a corporation’s alternative minimum tax liability. We
express no opinion regarding other tax consequences arising with respect to the
Bonds.
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It is understood that the rights of the holders of the Bonds and the enforceability thereof
may be subject to bankruptcy, insolvency, reorganization, moratorium and other similar laws
affecting creditor's rights heretofore or hereafter enacted to the extent constitutionally applicable
and that their enforcement may also be subject to exercise of judicial discretion in appropriate

casces.

Very truly yours,
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APPENDIX E

FORM OF CONTINUING DISCLOSURE CERTIFICATE

$___
HEMET UNIFIED SCHOOL DISTRICT
2010 General Obligation Refunding Bonds
(Riverside County, California)

CONTINUING DISCLOSURE CERTIFICATE

This Continuing Disclosure Certificate (the “Disclosure Certificate”) is executed and
delivered by the Hemet Unified School District (the “District”) in connection with the issuance of
$ aggregate principal amount of Hemet Unified School District School District
2010 General Obligation Refunding Bonds (County of Riverside, California) (the “Bonds”). The
Bonds are being issued pursuant to a Resolution adopted by the Governing Board of the District
on October 20, 2009, as supplemented on June 1, 2010 (as supplemented, the “Bond
Resolution”). The District 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 Underwriters in complying with S.E.C. Rule 15c2-
12(b)(5).

Section 2. Definitions. In addition to the definitions set forth 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 have the following meanings:

“Annual Report’” means any Annual Report provided by the District under and as
described in Sections 3 and 4.

“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.

“Holders” shall mean registered owners of the Bonds.

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

“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, or any other repository of disclosure information which may be designated
by the Securities and Exchange Commission as such for purposes of the Rule in the future.

“Participating Underwriter’ means any of the original underwriters of the Bonds required
to comply with the Rule in connection with offering of the Bonds.



“Rule” means Rule 15¢2-12(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 provide, or shall cause the Dissemination Agent to provide, not
later than nine months after the end of the District’s fiscal year (which currently would be March
31), commencing no later than 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. 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). The District shall provide a written certification with each Annual Report
furnished to the Dissemination Agent to the effect that such Annual Report constitutes the
Annual Report required to be furnished by the District hereunder.

(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.

(c) With respect to the 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 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 Annual Report shall contain or incorporate
by reference the following:

(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 the 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, financial information and operating data with respect to the District for the



preceding fiscal year, substantially similar to that provided in the corresponding tables in the
Official Statement:

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

(i) pension plan contributions made by the District for the preceding fiscal
year;

(iii) 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;

(iv) 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;

(v) the District’s total revenue limit for the preceding fiscal year and for the
current budget year;

(vi) property tax collection delinquencies for the District, for the most recently
completed Fiscal Year, if the District is no longer a participant in the County
of Riverside's Teeter Plan; and

(vii) current fiscal year assessed valuation of taxable properties in the District,
including assessed valuation of the top ten properties.

(c) In addition to any of the information expressly required to be provided under
paragraphs (a) and (b) of this Section, the District shall provide such further 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.

(d) 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.

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.

) Modifications to rights of security Holders.
) Contingent or unscheduled bond calls.

9) Defeasances.
0

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 (if not the District) to, promptly file a notice of such occurrence with the
MSRB, in an electronic format as prescribed by the MSRB. Notwithstanding the foregoing,
notice of Listed Events described in subsections (a)(8) and (9) above 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.

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 hereof, 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 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 under 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 9. Additional Information. Nothing in this Disclosure Certificate prevents 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 10. Default. If the District fails to comply with any provision of this Disclosure
Certificate, 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 11. 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
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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. Beneficiaries. This Disclosure Certificate shall inure solely to the benefit of
the District, the Dissemination Agent, the Participating Underwriters 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
HEMET UNIFIED SCHOOL DISTRICT

By:

Authorized Officer



EXHIBIT A

NOTICE OF FAILURE TO FILE ANNUAL REPORT

Name of Obligor: Hemet Unified School District

Name of Bond Issue: $ aggregate principal amount of Hemet Unified School
District 2010 General Obligation Refunding Bonds (County of Riverside,
California)

Date of Issuance: , 2010

NOTICE IS HEREBY GIVEN to the Municipal Securities Rulemaking Board that the
District has not provided an Annual Report with respect to the above-named Bonds as required
by the District's Bond Resolution authorizing the issuance of the Bonds. The District anticipates
that the Annual Report will be filed by

Dated:

HEMET UNIFIED SCHOOL DISTRICT

By

Superintendent
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APPENDIX F

BOOK-ENTRY ONLY SYSTEM

The following description of the Depository Trust Company (“DTC”), the procedures and
record keeping with respect to beneficial ownership interests in the Bonds, payment of principal,
interest and other payments on the Bonds to DTC Participants or Beneficial Owners,
confirmation and transfer of beneficial ownership interest in the 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 District nor the Paying Agent take any responsibility for the information
contained in this Section.

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 Bonds, (b) Bonds representing ownership interest in or other confirmation or
ownership interest in the Bonds, or (c) redemption or other notices sent to DTC or Cede & Co.,
its nominee, as the registered owner of the 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.

The Depository Trust Company (“DTC”), New York, NY, will act as securities depository
for the Bonds. The Bonds 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 certificate will be issued for the Bonds, 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.

DTC, the world’s largest 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 2.2 million issues of U.S. and non-U.S. equity, corporate
and municipal debt issues, and money market instrument 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 the Bonds. 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, in turn, is owned
by a number of Direct Participants of DTC and Members of the National Securities Clearing
Corporation, Fixed Income Clearing Corporation, and Emerging Markets Clearing Corporation



(NSCC, FICC, and EMCC, also subsidiaries of DTCC), as well as by the New York Stock
Exchange, Inc., the American Stock Exchange LLC, and the National Association of Securities
Dealers, Inc. 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.

Purchases of Bonds under the DTC system must be made by or through Direct
Participants, which will receive a credit for the Bonds on DTC’s records. The ownership interest
of each actual purchaser of each Certificate (“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 Bonds 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 Bonds representing their ownership interests in Bonds,
except in the event that use of the book-entry system for the Bonds is discontinued.

To facilitate subsequent transfers, all Bonds 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 Bonds with DTC and
their registration in the name of Cede & Co. or such other nominee do not effect any change in
beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of the Bonds;
DTC'’s records reflect only the identity of the Direct Participants to whose accounts such Bonds
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.

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 Bonds may
wish to take certain steps to augment transmission to them of notices of significant events with
respect to the Bonds, such as redemptions, tenders, defaults, and proposed amendments to
the security documents. For example, Beneficial Owners of Bonds may wish to ascertain that
the nominee holding the Bonds 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 the notices be provided directly to them.

Redemption notices shall be sent to DTC. If less than all of the Bonds 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.

Neither DTC nor Cede & Co. (nor such other DTC nominee) will consent or vote with
respect to the Bonds unless authorized by a Direct Participant in accordance with DTC’s
Procedures. Under its usual procedures, DTC mails an Omnibus Proxy to District as soon as
possible after the record date. The Omnibus Proxy assigns Cede & Co.’s consenting or voting
rights to those Direct Participants to whose accounts the Bonds are credited on the record date
(identified in a listing attached to the Omnibus Proxy).
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Redemption proceeds, distributions, and interest payments on the Bonds 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 District or Paying 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 nor its nominee, Paying Agent, or
District, 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 District or Paying 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.

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

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

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

obtained from sources that District believes to be reliable, but District takes no responsibility for
the accuracy thereof.
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