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December, 1997

Board of Directors
Santa Clara Valley Transportation Authority

Subject: Comprehensive Annual Financial Report

The Santa Clara Valley Transportation Authority (VTA) Comprehensive Annual Financial Report
(CAFR) for the year ended June 30, 1997 was prepared in accordance with the guidelines recommended
by the Government Finance Officers Association of the United States and Canada (GFOA).
Responsibility for the accuracy, completeness, and fairness of the data and the clarity of the presentation,
including all disclosures, rests with VTA. To the best of our knowledge, the enclosed data is reported in
a manner designed to fairly present, in all material respects, VTA’s results of operations, financial
position, and cash flows in accordance with the requirements of generally accepted accounting principles
promulgated by the Governmental Accounting Standards Board (GASB).

Management is proud in the fact that the FY 1996 CAFR report earned the recognition of the GFOA
with a Certificate of Achievement for Excellence in Financial Reporting. This award evidences the fact
that the CAFR complied with stringent GFOA standards for professional financial reporting.

This report is organized into three sections:

1. Introduction Section, including a table of contents, this letter of transmittal, list of principal officials
and organization chart.

2. Financial Section, including the financial statements with accompanying notes, supplemental
schedules, and the independent auditors’ report.

3. Statistical Section, including additional data about VT A over the last ten years.

THE REPORTING ENTITY

VTA was established in 1972 and commenced operating a public transportation system in Santa Clara
County in January 1973. The Voters of Santa Clara County approved the legal separation of VTA from
Santa Clara County and legislation was signed by the governor of California in September 1994 ,
effective January 1, 1995.

Separation of VTA from the County of Santa Clara also provided for the merger of VTA and the
Congestion Management Agency. VTA’s governing board now consists of two members of the Santa
Clara County Board of Supervisors, five city council members from the City of San Jose, and five city
council members selected from among the remaining incorporated cities in Santa Clara County. The
separation did not alter or impair any of VTA’s rights, powers, contracts or obligations.
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50 West San Fernando Street
San Jose, CA 95113

Independent Auditors’ Report

The Board of Directors
Santa Clara Valley Transportation Authority:

We have audited the accompanying general purpose financial statements of the Santa Clara Valley
Transportation Authority (VTA) as of and for the year ended June 30, 1997, as listed in the accompanying
table of contents under the caption “General Purpose Financial Statements.” These general purpose financial
statements are the responsibility of VTA’s management. Our responsibility is to express an opinion on these
general purpose financial statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the general purpose financial
statements are free of material misstaternent. An aundit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the general purpose financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
peneral purpose financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the peneral purpose financial statements referred to above present fairly, in all material
respects, the financial position of the Santa Clara Valley Transportation Authority as of June 30, 1997, and
the results of its operations and cash flows of its Proprietary Fund Type for the year then ended in conformity
with generally accepted accounting principles.

As discussed in Note 2 to the general purpese financial statements, the plan net assets, and changes in plan net
assets {(which were excluded in prior years) of the Santa Clara County District Amalgamated Transit Union
Pension Plan, have been included in VTA’s reporting entity as of and for the year ended June 30, 1997,
Additionally, the assets, liabilities, and operating activities of the Santa Clara County Traffic Authority have
been included in VTA’s reporting entity for the period from April I, 1997 to June 30, 1997, Certain other
funds have been reclassified in order to enhance the usefulness of the general purpose financial statements.

The accompanying suppleinentary information reflecting the funding progress, and actuarial methods and
assumptions relative to the Santa Clara County District Amalgamated Transit Union Pensicn Plan is not a
required part of the basic general purpose financial statements but is a disclosure required by the Governmental
Accounting Standards Board. We have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the required
supplemnentary information. However, we did not audit the information and do not express an opinion en it.

Our audit was made for the purpose of forming an opinion on the basic general purpose financial statements
taken as a whole. The supplementary data listed in the accompanying table of contents under the caption
“Combining Schedules” is presented for purposes of additional analysis and is not a required part of the basic
general purpose financial statements of VTA. Such information has been subjected to the auditing procedures
applied in the audit of the basic general purpose financial statements and, in our opinion, is fairly presented in
all material respects in relation to the basic general purpose financial statements taken as a whole.

The supplementary information listed in the accompanying table of contents as “Combined Schedule of
Revenues, Expenditures, and Changes in Fund Balances — Traffic Authority — Year Ended June 30, 1997,” and
“Statistical” is presented for purposes of additional analysis and is not a required part of the general purpose
financial statements of VTA. The information has not been audited by us, and, accordingly, we express no

opinion on such information.
KPNG Gt Plirwrid. LLLP

October 24, 1997, except as to Note 22,
which is as of November 25, 1997

e Firm of
LPMIG Internabonal
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)
Combined Statement of Cash Fiows — Enterprise Fund, (Continued)

Year ended June 30, 1997

Reconciliation of operating loss to net cash used in operating activities:

Operating loss $ (165,350,955)
Adjustments to operating loss:
Depreciation 24,417,543
Changes in operating assets and liabilities:
Receivables (1,061,906)
Inventories (548,834)
Prepaid and other current assets 1,009,236
Accounts payable 138,985
Other accrued liabilities (560,975)
Due to other governmental agencies 348,637
Other accrued liabilities — noncurrent 2,379,957
Net cash used in operating activities $ _(139,228,312)

See accompanying notes to general purpose financial statements.
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)

Notes to General Purpose Financial Statements

Basis of Accounting

The Proprietary Fund Type and Pension Trust Fund are accounted for on a flow of economic
resources measurement focus. With this measurement focus, all assets and liabilities
associated with the operation of these funds are included on the accompanying combined
balance sheet. Fund equity (i.e., total assets net of total liabilities) for the Proprietary Fund
Type is segregated into contributed capital and retained earnings components. Proprietary
Fund Type operating statements present increases (i.c., revenues) and decreases (l.e.,
expenses) in net total assets.

The Proprietary Fund Type and Pension Trust Fund are accounted for using the accrual basis
of accounting. Revenues are recognized when eamed and expenses are recognized when
incurred.

VTA has elected under GASB Statement No. 20, Accounting and Financial Reporting for
Proprietary Funds and Other Governmental Entities That Use Proprietary Fund Accounting,
to apply all applicable GASB pronouncements, as well as any applicable pronouncements of
the Financial Accounting Standards Board, the Accounting Principles Board, or any
Accounting Research Bulletins issued on or before November 30, 1989, unless these
pronouncements conflict with or contradict GASB pronouncements.

Governmental Fund Types and Agency Funds are accounted for using the modified accrual
basis of accounting. Revenues are recorded when “susceptible to accrual” (i.e., when they
become both measurable and available). “Measurable” means that the amount of the
transaction can be determined, and “available” means that revenues are coliectible within the
current period or soon enough thereafter to be used to pay liabilities of the current period.
Revenues not considered available are recorded as deferred revenues. Expenditures are
recorded when the fund liability is incurred if it is expected to be paid within 12 months.

Cash and Investments

Cash balances in certain of VTA’s funds, as well as from certain other related entities, are
pooled and invested by the County. Income earned or losses arising from investments are
allocated on a quarterly basis to the appropriate fund(s) and entities based on their average
daily cash balances.

Cash and investments in the County Treasury are considered to be cash and cash equivalents
for purposes of the accompanying combined statement of cash flows. Access to cash and
investments held by the County Treasurer is similar to that of a demand deposit account, and,
therefore, investments in the County Treasury are considered to be cash equivalents.
Restricted cash and investments held by a fiscal agent outside of the County Treasury are not
considered to be cash and cash equivalents.

Investments with Fiscal Agent
Investments with fiscal agent are stated at the lower of amortized cost or market, except for

investments of the Pension Trust Fund, which are stated at fair value. See Note 4 for market
value information.

(Continued)
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)

Notes to General Purpose Financial Statements

Due from other governimental agencies as of June 30, 1997, is reported in the accompanying
combined balance sheet as follows:

Fund Types
Special Trust and
Enterprise Revenue Agency Total
Current assets $31,492,284 1,122,902 - 32,615,186
Restricted assets 9,212,215 4,509 154,856 9,371,580
$ 40,704,499 1,127,411 154,856 41,986,766

(7) Construction In Progress

Construction in progress (CIP), included in property, facilities, and equipment, includes
capitalized costs associated with the following projects as of June 30, 1997:

Tasman Cormidor project $ 122,149,494
Environmental building and site modifications 559,005
Facilities modifications 2,299,577
Software development 691,474
Vasona Corridor project 1,605,155
VTA administration building improvements 563,485
Coach replacement 452,727
Bike rack project 12,804

Total $ 128,333,721

Additional information regarding projects in progress as of June 30, 1997, follows:

Total Board approved project budget § 405,816,990
Expended to date 128,333,721
Expenditure budget available for CIP $ 277,483,269

Anticipated funding sources are as follows:
Federal, state, and other local assistance $ 245,748,423
Local contribution (Note 10) 31,734,846
Total funding sources $277,483,269

VTA has outstanding encumbrances of approximately $126,384,000 as of June 30, 1997,
reiated to the above capital projects.

(Continued)
2-20
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)

Notes to General Purpose Financial Statements

The Series C Certificates are subject to mandatory redemption prior to their maturity date on
each December 1 on or after December 1, 2009, through mandatory sinking fund account
payments at a redemption price equal to the principal amount to be redeemed, plus accrued
interest to the redemption date. Prior to December 1, 2003, the Series C Certificates are
subject to optional redemption at a redemption rate of 102% of the principal amount, plus
accrued interest from December 1, 2004, through November 30, 2005, at a rate of 101%
from December 1, 2005, through November 30, 2006, and at a rate of 100% from
December 1, 2006, through November 30, 2009.

1997 Series A Sales Tax Revenue Bonds

The 1991 Series A Bonds, which originally imcluded $2,930,000 of serial bonds and
$31,445,000 of term bonds, were issued to finance the acquisition, renovation, and equipping
of new administration buildings for VTA. Issuance costs related to this issuance are being
amortized over the term of the debt. The 1991 Series A Bonds are special obligations of
VTA payable from and secured by sales tax revenue.

The $2,930,000 serial bonds mature serially beginning June 1, 1994, through June 1, 2001.
Future annual principal payments on the serial bonds range from $380,000 to $535,000 and
bear interest ranging from 6.0% to 6.30%. The $31,445,000 term bonds consist of
$9,570,000, $3,155,000, and $18,720,000, which mature in 2011, 2013, and 2021,
respectively. The term bonds are subject to redemption prior to their stated maturity
through mandatory sinking fund account payments. The term bonds bear interest ranging
from 6.25% to 6.75%, and annual sinking fund payments range from $595,000 to
$2,975,000 beginning June 1, 2002, through June 1, 2021.

Series 19854 Equipment Trust Certificates

The 1985A Certificates were issued to finance the retirement of the Series 1984A Equipment
Trust Certificates, which had been issued to finance the acquisition of light-rail vehicles for
the Guadalupe Corridor light-rail project. Proceeds from the sale of the 1985A Certificates
were $52,155,000, which was net of issuance costs of $705,000. Issuance costs related to
this issuance are being amortized over the term of the debt. The interest on the 1985A
Certificates is adjusted daily by the Trustee (3.8% as of June 30, 1997).

The 1985A Certificates are limited general obligations of VTA and are secured by the light-
rail vehicles purchased with the proceeds of such certificates, an irrevocable letter of credit in
the amount of $30,400,000, which expires on June 15, 2000, and sales tax revenue.

The 1985A Certificates mature beginning in 2007 and are subject to redemption prior to
their maturity date on each June 1 through deposit on such date in a separate sinking fund
account, of the principal amount due together with accrued interest to the date of
redemption. As of June 30, 1997, VTA had repaid $23,200,000 on the 1985A Certificates.
As a result of making payments prior to scheduled repay maturity dates, the next required
sinking fund payments are due in 2007 through 2015 and range from $460,000 to
$4,800,000.

(Continued)
2-22
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)

Notes to General Purpose Financial Statements

As of June 30, 1997, VTA accrued a liability of approximately $1,543,000 as a result of the
Aerospace settlement by the State requiring the refunding of certain sales taxes previously
coliected and remitted to VTA. The State is charging interest at 6% on the unrefunded
portion of such sales taxes.

Reservation of Retained Earnings

The excess of assets restricted for encumbrances and the local share of capital projects
over the related liabilities payable from restricted assets is recorded as a reservation of
retained earnings in the accompanying combined balance sheet. Reserved retained
earnings as of June 30, 1997, totaled $33,159,132.

Federal, State, and Local Assistance

VTA is dependent upon the receipt of funds from several sources to meet its operating,
maintenance, and capital requirements. The receipt of such revenues is controlled by federal,
state, and local laws, the provisions of various grant contracts and regulatory approvals and,
in some instances, is dependent on the availability of grant funds and the availability of local
matching funds.

A summary of the various governmental funding sources is as follows:
Federal Grants
Federal grants are approved principally by the Federal Transportation Administration (FTA)

and the Federal Highway Administration (FHWA). Federal grants for the years ended
June 30, 1997, are summarized as follows:

Fund Types
Special
Enterprise Revenue
Operating assistance grants:
Federal Highway $ - 1,129,750
Planning - 127,993
Federal Technical Studies 48,591 -
Total operating assistance grants 48,591 1,257,743
Capital grants:
FTA Section 3 15,328,104 -
FTA Section 9 21,759 803 —
Total capital grants 37,087,907 —
Total federal grants $ 37,136,498 1,257,743
(Continued)
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)

Notes to General Purpose Financial Statements

Transit Capital Improvement (TCI) program funds are received from the State
Transportation Planning and Development Account. All state funds must be matched by
50% of local funds. Projects are programmed by the California Transportation Commission,
with each county assigned a county minimum allocation.

Proposition 116 funds are received from the California Transportation Commission from
Rail Bond funds pursuant to the 1990 Clean Air and Transportation Improvement Act.
These funds are used to reimburse project costs relating to final engineering on the Tasman
Corridor Project and construction of a commuter rail service from San Jose to Gilroy.

State Traffic Systems Management (TSM) Program funds are received from Proposition 111].

The California Transportation Commission programs the projects from a prioritized list
submitted by the California Department of Transportation {(CalTrans). The statute requires
that priority be given to projects from counties with adopted Congestion Management
Programs. These funds are used by VTA to fund the Tasman Corridor Project.

City of San Jose funds received are related to work in progress on the Tasman Corridor
Project.

Santa Clara County Transit District Amalgamated Transit Union Pension Plan
Plan Description

All ATU employees of VTA are covered by the Plan. The Pian is a noncontributory single-
employer defined benefit pension plan. The Plan provides retirement, disability, and death
benefits based on the employees’ years of service, age, and final compensation,

Employees with 10 or more years of services are entitled to full annual pension benefits
beginning at normal retirement age of 65. Employees with less than 10 years of service are
entitled to a reduced annual benefit at age 65 providing the Pension Board approves of such a
benefit. Employees with 15 or more years of service are entitled to full annual pension
benefits beginning at age 55. The Plan permits early retirement if an employee becomes
disabled after 10 or more years of service, and deferred vested retirement upon employee
termination after 10 or more years of service, with benefits payable permitted at age 65.
Employees may elect to receive their benefits in the form of a joint or survivor annuity.
These benefit provisions and all other requirements are established by California statute and
the labor agreement with the ATU.

Separately issued audited financial statements of the Plan are available from VTA.

The current membership of the Plan as of June 30, 1997, is comprised of the following:

Retirees and beneficiaries currently receiving benefits 420
Terminated vested members not yet receiving benefits 127
Active members 1,467
Total 2,014
(Continued)
2-26
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)

Notes to General Purpose Financial Statements

Public Employees Retirement System

All eligible non-ATU employees of VTA participate in the State’s Public Employees
Retirement System (PERS). Prior to separation from the County on January 1, 1995, (see
Note 1) all eligible VTA employees participated in PERS through the County. PERS is an
agent multiple-employer defined benefit retirement plan that acts as a common investment
and administrative agent for various local and state governmental agencies within California.
PERS provides retirement, disability, and death benefits based on the employees’ years of
service, age, and final compensation. Employees vest after five years of service and may
receive retirement benefits at age 50. These benefit provisions and all other requirements are
established by state statute and VTA resolutions. VTA contracts with PERS to administer
these benefits.

VTA contributed 16.2% of payroll for covered employees to PERS for the year ended

June 30, 1997. VTA’s contribution includes the employees’ required payroll contribution.
VTA'’s total covered payroll, applicable to non-ATU employees, for the year ended June 30,
1997, was approximately $24,624,000. Employees have no additional obligation to
contribute to PERS.

Funding Status and Progress

As a result of the separation from the County, certain administrative employees were
transferred from the County to VTA. Based on discussions with PERS’ staff, it was
determined that all of those administrative employees’ service credits eamed during the
period they worked for the County’s transportation agency would be transferred to VTA’s
PERS account. The transfer of related assets and liabilities is expected to result in a net
impact of $5,000,000 of assets transferred greater than liabilities. Until the transfer is
completed, PERS is unable to determine the pemnsion benefit obligation relating to such
employees and VTA separate from the County.

Actuarially Determined Contributions Required and Contributions Made

The funding policy of PERS provides for actuarially determined periodic contributions by
VTA at rates such that sufficient assets will be available to pay PERS’ benefits when due.
VTA'’s contributions to PERS were made in accordance with the actuarially determined
requirements. VTA’s contributions to PERS for the year ended June 30, 1997, were based on
preliminary actuarial studies performed by PERS. VTA’s total pension expense (all normal
cost) for the year ended June 30, 1997, was approximately $3,995,000, which consisted of
$1,669,000 of employees’ total required contributions paid by VTA (6.8% of current covered
payroll), and VTA’s employer contributions of $2,326,000 (9.4% of current covered
payroll}.

PERS uses the level percentage of payroll modification of the Entry Age Normal Actuarial
Cost Method to determine the contribution rate for normal cost and to amortize any
unfunded actuarial liabilities through June 30, 2011.

{Continued)
2-28
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)

Notes to General Purpose Financial Statements

Retiree Health Care Programs

ATU

VTA provides an ATU Retiree Health Care Program (the ATU Program), a postemployment
benefit, in accordance with the agreement between VTA and the ATU, to all ATU employees
who retire from VTA on or after attaining the age of 55 with at least 15 years of service, or
if an employee becomes disabled and has completed at least 10 years of service. As of

June 30, 1997, 302 retirees met the eligibility requirements. VTA pays medical premiums for
its eligible retirees. Benefits paid to participants of the ATU Program for the year ended
June 30, 1997, were approximately $873,000. For the year ended June 30, 1997, VTA made
contributions to the ATU Program, which were expensed by VTA, of approximately
$2,708,000. An actuarial study as of June 30, 1996, (the latest available) projected that the
present value of future VTA paid retiree medical benefits for the cumrent group of active
employees, retirees, and terminated vested employees (excluding new employees) was
approximately $33,563,000, of which approximately $10,301,000 represents the unfunded
actuarial liability. The actuarial study recommended a fiscal 1998 contribution of
approximately $1,825,000, which was determined using the Projected Unit Credit Method, to
fund the unfunded actuarial liability over an amortization period of 17 years, commencing
June 30, 1996. VTA’s fiscal 1997 contribution approximated the actuarially determined
contribution.

Non-ATU

All non-ATU employees upon retirement with at least five years of service and attaining age
50 are also covered under a Retiree Health Care Program (the Non-ATU Program). As of
June 30, 1997, 198 retirees met the eligibility requirements. For the year ended June 30,
1997, benefits paid to participants of the Non-ATU Program were approximately $243,000
while contributions, which were made by VTA, were approximately $1,250,000. An actuarial
study as of June 30, 1996, (the latest available) projected that the present value of future
VTA paid retiree medical benefits for the current group of active employees, retirees, and
terminated vested employees (excluding new employees) was approximately $13,997,000, of
which approximately $7,067,000 represents the unfunded actuarial liability. The actuarial
study recommended a fiscal 1998 contribution of approximately $1,030,000, which was
determined using the Projected Unit Credit Method, to fund the unfunded actuarial liability
over an amortization period of 17 years, commencing June 30, 1996, VTA’s fiscal 1997
contribution approximated the actuarially determined contribution.

As of June 30, 1997, VTA had restricted assets and related liabilities of approximately
$20,100,000 to cover future costs of the ATU and Non-ATU Programs.

(Continued)
2-30
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)

Notes to General Purpose Financial Statements

Changes in the balances of general liability claims liabilities for the two years ended June 30,
1997, are as follows:

1997 1996

Unpaid claims, the beginning of fiscal year $ 19,636,000 -
Transfer from the County - 17,926,000
Provision for claim and claim adjustment expense 3,811,000 5,314,000
Payments for claims (2,769,000) {3,604,000)
Unpaid claims, end of fiscal year $ 20,678,000 19,636,000

Estimated losses on claims other than workers’ compensation and general liability are
charged to expense in the period the loss is determinable.

Leases

VTA leases various properties for use as transfer facilities, parking lots, information centers,
and warchouses under lease agreements that expire at various dates through 2013. These

agreements are accounted for as operating leases. Rent expense was approximately $120,000
in fiscal 1997.

Minimum future annual rental payments under these lease agreements are as follows:

Year ending
June 30,
1998 $ 156,000
1999 163,000
2000 170,000
2001 178,000
2002 186,000
Thereafter 2,184,000
Total $ 3,037,000
Litigation

As of June 30, 1997, VTA had accrued amounts that management believes are adequate to
provide for claims and litigation which arose during the normal course of business. Other
claims and litigation are outstanding for which VT A cannot determine the ultimate outcome
and resulting liability, if any. However, VTA’s management believes the ultimate outcome of
these claims and lawsuits will not significantly impact VTA’s financial position.

{Continued)
2-32
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)

Combined Schedule of Revenues, Expenditures, and Changes in Fund Balances —
Traffic Authority — Year Ended June 30, 1997 (Unaudited) — (Note 1)

Revenues:

Sales taxes

State and local transportation
partnership program

Federal grants

Interest

Program reimbursement

Sales of excess land

Other revenues

Total revenues
Expenditures:
Salaries and benefits
Services
Program expenses
Other
Total expenditures
Total expenditures exceeding
revenues hefore other

financing sources

Other financing sources — sales of
fixed assets

Total expenditures exceeding
revenues

Fund balance, beginning of year
Adjustments to fund balance

Fund balance, end of year

Nine months
ended
March 31,
1997

$ 2,272,225

428,010
5,395,804
699,647
1,114,631
389,544
39,931

—_—

10,339,792

—_—

388,266
234,248
19,121,174
99,239

—_—

19,842,927

—_—

(9,503,135)

11,603

—_————

(9,491,532)
14,834,235

(807,728)
§ 4,534,975

2 S 27 T T
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Three months

ended
June 30,
1597

217,208

1,129,750
162,899
93,852

3,105

—_——

1,606,814

—_— e

49,922
2,521,569
31,646

——r—
2,603,137
(996,323)

3,720

——

(992,603)

(992,603)

Total

2,489,433

428,010
6,525,554
862,546
1,208,483
389,544
43,036

—

11,946,606

——r A

388,266
284,170
21,642,743
130,885

—_—————

22,446,064

—_—

(10,499,458)

15,323

——— T

(10,484,135)

14,834,235

(807,728)

3,542,372

















































