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STATE CONTROLLER KATHLEEN CONNELL ASSURES CALIFORNIANS
THAT THE STATE ISON SOLID ECONOMIC GROUND

Sacramento, October 1, 2001 — State Controller Kathleen Connell today told reporters “ Californiais not in a state of
‘fiscal chaos,” and that we do not and will not have a deficit in the current fiscal year.”

The Controller’s remarks today were prompted in part by recent news stories reporting a potential $9.3 Billion deficit
in 2002-2003 and by telephone calls to her office by individuals and businesses concerned about the State’ s ability to
sell bonds.

“Contrary to news accounts over the past several days, California does not have afiscal emergency. It is not headed
for fiscal crackup. It isnot running out of cash and will not by early next year,” explained the Controller. “ These
reports have no foundation. Cash flow resources are sufficient given the successful sale last week of the $5.7 Billion
Revenue Anticipation Note, which | requested last month.”

The Controller released cash flow information for 2001-2002 that demonstrates that there will be sufficient Generd
Fund cash to pay all state obligations and redeem a $5.7 Billion Revenue Anticipation Note by the end of the fiscal
year.

“1 issued a demand for the Revenue Anticipation Note on August 8, 2001 because of a faltering economy and because
$6.2 Billion had been borrowed from the General Fund to purchase electricity,” said the Controller. “I did so with the

expectation that the General Fund would not be repaid in the current fiscal year. Therefore, any continued delay in the
sale of the $12.5 Billion issue will not create a financial meltdown as reported. However, | urge al parties to complete
the proposed bond sale as soon as prudently possible.”

“1 want to assure Californians and the investor community that California has the financial resources to continue its
legislatively mandated activities throughout the fiscal year. In addition, any discussion of a budget gap which may
exist during fiscal year 2002-2003 is hypothetical at this point, as no credible cash flows have been extended that far,”
said the Controller. “I remind Californians that the State is statutorily required to operate with a balanced budget, so
the use of the word “deficit” isinappropriate under any circumstance.”

The Controller outlined the financial mechanisms to borrow money in the short-term, if necessary, to bridge gaps
between revenue shortfalls and projected expenditures. Connell explained that there are five ways to deal with any
cash-flow shortfall: Revenue Anticipation Notes, Revenue Anticipation Warrants, Internal Borrowing, Emergency
Spending Freezes and Program Reductions.
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For more information on the State Controller’s Office, please visit our Web site at http://www.sco.ca.gov/
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