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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY
RETIREES’ OTHER POST EMPLOYMENT BENEFITS TRUST

MANAGEMENT’S DISCUSSION AND ANALYSIS
FOR THE YEARS ENDED JUNE 30, 2021 AND JUNE 30, 2020

This section provides an overview and analysis of the financial activities of Santa Clara Valley Transportation
Authority Retirees” Other Post Employment Benefits Trust (Plan) for the fiscal years ended June 30, 2021 and
June 30, 2020. The Plan was established in May 2008 by the VTA’s Board of Directors, and assets held for
Other Post Employment Benefits (OPEB) were transferred to the Plan. We encourage readers to consider the
information presented here in conjunction with additional information that we have furnished in our financial
statements.

FINANCIAL HIGHLIGHTS

The net position of the Plan for the fiscal year ended June 30, 2021 is $397.4 million (net position restricted for
retirce OPEB). The entire net position is available to meet the Plan’s ongoing obligations to Plan participants
and beneficiaries. Net position at the close of 2020 was $331.0 million compared to $330.6 million in 2019.

The Plan’s funding objective is to meet long-term benefit obligations through contributions and investment
income. Total additions to the Plan were $80.7 million and $14.2 million for the fiscal years ending June 30,
2021, and 2020 respectively. As of June 30, 2021, the Plan’s OPEB liability was 144.89% funded compared to
124.76% as of June 30, 2020.

OVERVIEW OF THE FINANCIAL STATEMENTS

The following discussion and analysis are intended to serve as an introduction to the Plan’s financial statements,
which comprise these components:

1. Statement of Fiduciary Net Position
2. Statement of Changes in Fiduciary Net Position
3. Notes to the Basic Financial Statements

This report also contains other supplementary information in addition to the basic financial statements
themselves.

The Statement of Fiduciary Net Position is a snapshot of account balances at year-end. It indicates the assets
available for future payments to retirees and any current liabilities that are owed at this time.

The Statement of Changes in Fiduciary Net Position, on the other hand, provides a view of current year
additions to and deductions from the Plan.

The Statement of Fiduciary Net Position and the Statement of Changes in Fiduciary Net Position report
information about the Plan's activities. These statements include all assets and liabilities, using the full accrual
basis of accounting, which is similar to the accounting used by most private sector companies. All of the current
year's revenues and expenses are taken into account regardless of when cash is received or paid. All investment
gains and losses are shown at trade date. In addition, both realized and unrealized gains and losses are shown
on investments.

These two statements report the Plan’s net position held in an irrevocable trust account for retirees” medical
benefits. Net position, the difference between assets and liabilities, measures the Plan’s financial position. Over
time, increases and decreases in net position indicate whether the Plan’s financial health is improving or
deteriorating. Other factors, such as market conditions, should also be considered in measuring the Plan's overall
health.

Notes to the Basic Financial Statements provide additional information that is essential to a full understanding
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY
RETIREES’ OTHER POST EMPLOYMENT BENEFITS TRUST

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30,2021 AND JUNE 30, 2020

For surviving spouses of ATU retirees: VTA pays the Public Employees™ Medical & Hospital Care Act (PEMHCA)
minimum employer premium contribution of $143 per month in 2021.

Non-ATU employvees who retire directly from VTA on or after attaining the age of 50 years (Classic members) or
52 years (New members) with at least 5 years of CalPERS service are also covered under a Retiree Health Care
Program (the administrative retiree program). Non-ATU retirees can select from retiree health plans offered under
the CalPERS program.

For Non-ATU retirees living in California: VTA will contribute up to the Kaiser Bay Area Employee Only rate.
Non-ATU retirees pay any premium in excess of the CalPERS Kaiser Bay Area Employee Only rate.

For Non-ATU retirees living outside of California: VTA will contribute up to the Kaiser Out of State Single Party
rate. Non-ATU retirees pay any premium in excess of the CalPERS Kaiser Out of State Single Party rate.

Non-ATU retirees who are eligible for Medicare are reimbursed for the Medicare Part B premium, excluding
penalties/late enrollment fees.

For surviving spouses of non-ATU retirees who elect a pension option with survivor benefits: VTA will contribute
the same amount as it contributes for non-ATU retirees.

VTA also provides life insurance benefits for all ATU retirees and Executive Management retirees. ATU retirees
who retired prior to January 1, 2010, receive $5,000 in life insurance coverage and those who retired on or after
January 1, 2010, receive $7,000 in life insurance coverage. Executive Management retirees receive $50,000 in life
insurance coverage for the first year of retirement, decreasing by $10,000 each year until its expiration in the sixth
year.

Benefit allowance provisions are established through agreements and memorandums of understanding (MOU)
between VTA and unions representing its employees.

Plan Termination

In the event of Plan termination, the net position of the Plan would be allocated as prescribed in the trust documents,
generally to pay in the order indicated:

e VTA’s remaining retirce OPEB liabilities
e Reasonable expenses of administering the Plan

Any assets remaining in the Plan after paying off the above liabilities shall revert back to VTA.



SANTA CLARA VALLEY TRANSPORTATION AUTHORITY
RETIREES’ OTHER POST EMPLOYMENT BENEFITS TRUST

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30,2021 AND JUNE 30, 2020

NOTE 2 — SIGNIFICANT ACCOUNTING POLICIES
Basis of Accounting

The accompanying financial statements are presented on the accrual basis of accounting and the economic resources
measurement focus in accordance with accounting principles generally accepted in the United States of America as
promulgated by the Government Accounting Standards Board (GASB). Contributions are recognized when due,
pursuant to formal commitments as well as statutory or contractual commitments. Benefits and refunds of
contributions are recognized when due and payable under the provisions of the trust agreement.

Investments

Investments are reported at fair value. Securities traded on a national or international exchange are valued at the
last reported sales price on the last business day of the fiscal year at current exchange rates. Purchases and sales of
securities are reflected on the trade date and investment income is recognized as earned. Securities that do not have
an established market are reported at estimated fair value derived from third party pricing. Certain investments of
the Plan are valued based on Net Asset Values (NAV) provided by the respective fund managers. For certain
investments where no readily ascertainable fair value exists, the value of these investments is based on estimates
provided by the fund managers. Because of the inherent uncertainty in privately held securities, the fair value may
differ from the values that would have been used if a ready market for such securities existed.

Investment Policies

The Plan has adopted an internally developed investment policy that is governed by the standards established in the
California Constitution. In addition, the Plan has written investment policies regarding the type of investments that
may be made specifically for the Plan and the amount, which may be invested in any one financial institution or
amounts that may be invested in long-term instruments. Management believes the Plan’s investments have complied
with the provisions of statutes pertaining to the types of investments held, institutions in which deposits were made,
and security requirements.

Administrative Expenses

Certain internal costs (such as audit fees, investment consultant and actuarial fees) of administering the Plan are
paid by the Plan. Administrative expenses for the year ended June 30, 2021 and 2020 were $94 thousand and $91
thousand, respectively.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United

States of America requires management to make estimates and assumptions that affect certain reported amounts
and disclosures. Actual results could differ from those estimates.
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY
RETIREES’ OTHER POST EMPLOYMENT BENEFITS TRUST

NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30,2021 AND JUNE 30, 2020

NOTE 3 — INVESTMENTS

The Plan maintains all of its operating cash funds in VTA’s cash and investment pool. The pool functions as a
demand deposit account for the Plan, as amounts can be withdrawn at any time upon demand. VTA’s management
and its Board of Directors are responsible for oversight of the cash and investment pool. Information regarding the
characteristics of the entire investment pool can be found in the VTA’s financial statements. That report may be
obtained by writing to Santa Clara Valley Transportation Authority — Finance and Budget Division, 3331 North
First Street, San Jose, California, 95134. The fair value of the Plan’s position in the cash pool is the same as the
value of the cash pool shares. As of June 30, 2021 and 2020, the Plan has $1.2 million and $3.1 million in VTA’s
cash and cash equivalents, respectively.

Money weighted Rate of Return

For the years ended June 30, 2021 and June 30, 2020, the annual money-weighted rate of return on the Plan’s
investments, net of Plan investment expense, were 19.50 and 1.03 percent. The money-weighted rate of return
expresses investment performance, net of investment expense, adjusted for the timing of receipts and disbursements.

Custodial Credit Risk

The custodial credit risk for investments is the risk that, in the event of the failure of the counterparty (e.g., broker-
dealer) to a transaction, the Plan will not be able to recover the value of its investment or collateral securities that
are in the possession of another party. The Plan's investment policy provides for the use of a custodian/trustee to
invest the Plan's assets as directed by investment managers. The Plan's investment securities were held by US Bank,
N.A., a custodial bank, at June 30, 2021 and June 30, 2020. Assets are separate from the counterparty, in the name
of Santa Clara Valley Transportation Authority (VTA). VTA's securities are not part of US Bank’s assets and not
attachable by any of its creditors.

Concentration of Credit Risk

Concentration of credit risk is the risk that the failure of anyone issuer would place an undue financial burden on
the Plan. The Plan's investment policy mitigates the concentration of credit risk by identifying percentage ranges
for different types of investments and specific targets within the percentage ranges. Disclosure of concentration of
credit risk is defined as any investment with one issuer that is greater than 5% of the total Plan investments. As of
June 30, 2021, the Plan held investments in the UBS Core Real Estate Fund, Dodge & Cox, Principal Group and
BlackRock that exceeded 5% of the total Plan’s investment portfolio. As of June 30, 2020, the Plan had investments
with Domestic Large Cap Equities, Non-US Developed Large Cap Equities, and Emerging Markets Equities that
exceeded 5% of the total Plan’s investment portfolio.

Interest Rate Risk
Interest rate risk is the risk that changes in market rates will adversely affect the fair market value of an investment.
Generally, the longer the maturity of an investment, the greater the sensitivity of its fair value to changes in market

rates. One of the Plan’s primary goals is to provide sufficient liquidity to meet future retirees” other post employment
benefit obligations. However, the Plan does not have any policies specifically addressing interest rate risk.
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