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The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to Santa Clara
Valley Transportation Authority for its comprehensive annual financial report (CAFR) for
the fiscal year ended June 30, 1997. The Certificate of Achievement is a prestigious
national award, recognizing conformance with the highest standards for preparation of a
state and local government financial report.

In order to be awarded a Certificate of Achievement, a government unit must publish an
easily readable and efficiently organized comprehensive annual financial report, the
contents of which conform to program standards. The CAFR must satisfy both generally
accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe our

current report continues to conform to the Certificate of Achievement program
requirements, and we are submitting it to GFOA for review.
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November, 1998

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, 1998 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 present fairly, in all material respects, VT A’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 pleased that the FY 1997 CAFR 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 the Governor of California signed legislation 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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ACCOUNTING SYSTEM AND BUDGETARY CONTROL

The financial affairs of VTA are organized on the basis of funds, each of which are accounted for with a
separate set of self-balancing accounts for its assets, liabilities, equity, revenues and expenses. Resources
are allocated to, and accounted for in, individual funds based upon the purpose for expenditures. The
funds are grouped into broad fund categories.

Proprietary Fund Type - Enterprise Fund.

Operations and capital activity of VTA is accounted for in various enterprise funds that are consolidated
for reporting purposes. These funds use the accrual method of recognizing revenues and expenses. Of all
the governmental accounting structures, the Enterprise Fund is most similar to a private enterprise.
Under this method of accounting, revenues are recorded when earned and expenses are recorded when
incurred. The measurement focus is on determination of net income (loss), financial position and cash
flows. Where appropriate, statements and schedules reflect amounts, including provisions for claims
made against VTA, based on estimates and judgments of management.

Governmental Fund Type - Special Revenue Funds

The activities of the Congestion Management Program and the Traffic Authority Program are accounted
for in separate special revenue funds. A special revenue fund is used to account for the proceeds of
revenue sources that are legally restricted to expenditures for specified purposes. The Congestion
Management program receives operating contributions from VTA, the County and fifteen cities. The
Traffic Authority program receives the proceeds of ongoing settlements from the California State Board
of Equalization related to a ten year, one-half cent sales tax, which expired in 1995.

Fiduciary Fund Type - Trust and Agency Funds

The activities of the Amalgamated Transit Union (ATU) Pension Plan, and the ATU Spousal Medical
Trust, are accounted for in trust funds. Trust funds are used to account for assets held by VTA as a
trustee for individuals and other organizations such as ATU. The Bay Area Air Quality Management
District program is accounted for in an agency fund

Component Unit Financial Statements

VTA issues separate component unit financial statements for the ATU Pension Plan and the Congestion
Management Program

Budgetary Control

State law requires the adoption of an annual budget, which must be approved by the Board of Directors.
Budgetary control is maintained at several levels. The Board of Directors authorizes budget amendments
at the fund level. The responsible director must authorize line item reclassification amnendments to the
budget. Managers who are assigned responsibility for controlling their budgets monitor operating
expenses. Operating budgets lapse at the end of the fiscal year. Emphasis is placed on the total budget
for the division, however, capital items must be within budgeted amounts. Capital expenditures operate
under the control of a project-to-date budget and the annual budget. Capital budgets do not lapse until
the project is completed or abandoned. Obligations incurred for operations activity are encumbered and
when encumbered, budget authority does not lapse.







BB R EEE EadEeEseEsEee | HdEddbddEEEEL

MAJOR INITIATIVES AND ACCOMPLISHMENTS

The Board has established policy direction in four key areas:

Integrating land use and transportation.

Using all transportation options.

Creating a safe, convenient, reliable and high quality bus/rail operation.
Building a regional perspective.

Consistent with the Board mission statement, VTA continues its aggressive program of change. Most
important are efforts to continue the strong ridership growth of the past few years. Major initiatives to
support this goal and our other strategic priorities will affect all elements of the organization, some more
noticeably than others.

Major Initiatives:

Major Accomplishments

Overhaul VTA’s information systems, as part of implementing the VTA Integrated Information
System project.

Create a VTA Deferred Compensation Plan.
Establish a fare structure modification for FY 1999-2000.
Successfully manage the Measure A Capital projects.

Implement a Disaster Recovery Plan for VTA’s computer systems, to ensure continuity of critical
functions.

Expanded service hours on 9 routes during weekdays and 12 routes during weekends, including 24-
hour service for light rail system and Line 22 of the bus system.

Opened an expanded Customer Service Center in a new location at the Downtown San Jose Transit
Mall, resulting in increased customer and sales volumes.

Implemented the ECO Pass Program on a countywide basis.

Signed a new 5-year Collective Bargaining Agreement with the Amalgamated Transit Union at a cost ‘
within the financial constraints of the Strategic Business Plan.

Launched several financial initiatives to improve VTA’s financial position.

Advanced construction of the Tasman West Light Rail Project to 8 months ahead of schedule and
trending towards $10 million under budget.

Opened the Maude-Middlefield roadway project, eliminating the last traffic lights on Highway 237
between Highway 85 and Milpitas.

1-13
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The investment policies of the commingled pool conform to State statutes. In addition, VTA has an
adopted policy regarding the types of investments which may be made and the maximum amounts which
may be invested in any one financial institution or amounts which may be invested in long-term
instruments.

Investment earnings, recognized on the Combined Statement of Revenues and Expenses - Enterprise
Fund, amounted to approximately $8.7 million during fiscal year 1998. Special Revenue funds recorded
approximately $0.6 million in investment earnings. $7.4 million in investment earnings is reported on the
component unit statements of the Amalgamated Transit Union Pension Plan.

Funds invested for restricted assets include workers’ compensation, general liability, and retiree medical
activities. The expense for these activities is recognized in the Enterprise fund for payments of the
contribution amount that is net of expected earnings. The contribution amounts are based on actuarial
studies. The increase in investment assets is recognized as an increase in cash and increase in other
accrued liabilities. Approximately $4.6 million in restricted investment earnings are accounted for in this
manner. The following table summarizes the investment earnings.

Enterprise Fund Earnings $ 8.7

Special Revenue Fund Earnings .6

ATU Pension Interest Earnings 7.4

Income Recognized 16.7

Reduction of Contribution 4.6

Total Investment Earnings $21.3
RISK MANAGEMENT

VTA maintains a program of self-insurance through a workers compensation fund and a general liability
fund. A risk manager is responsible for obtaining insurance for property type coverage and to supervise a
staff administering claims processing for both of the funds. The unpaid general liability and workers’
compensation claim liabilities are based on the results of actuarial studies and include amounts for claims
incurred but not reported. Tt is VTA’s practice to obtain full actuarial studies annually. VT A uses third-
party administrators to perform the claims processing function.

DEBT

VTA'’s four major debt issues outstanding at June 30, 1998 total approximately $116,175,000. Proceeds
from the issues were used to finance light rail vehicles, purchase an administration facility and acquire
certain parcels of land. VTA refunded the 1991 Series A bonds as well as the 1994 ABAG Series C
certificates and issued $50 million of junior lien sales tax revenue bonds to finance certain capital projects.

In September 1998, VTA executed a leveraged lease transaction under which it leased out and then
leased back 50 light-rail cars. The net present value benefit derived from the lease transaction was
approximately $5.5 million.
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VTA is an independent special district governed by its own Board of Directors. The Board consists
of 12 elected city and county officials, appointed by the jurisdictions they represent. Board
membership is based on population as follows:

1. Five city council members from the city of San Jose.

2. Three city council members from among the cities of Los Altos, Los Altos Hills,
Mountain View, Palo Alto, Santa Clara and Sunnyvale.

3. One city council member from among the cities of Campbell, Cupertino, Los
Gatos, Monte Sereno, and Saratoga.

4. One city council member from among the cities of Gilroy, Milpitas and
Morgan Hill.

5. Two members from the Santa Clara County Board of Supervisors.

Each of these groupings has one alternate.

A new chairperson and vice chairperson are elected by the Board each year.

The Board of Directors meets at 6 p.an. on the first Thursday of each month in the Santa Clara
County Board of Supervisors chambers.

Charlotte Powers, Chairperson
Jim Lawson, Vice-Chairperson

GROUP 1 GROUP 3
City of San Jose Manny Diaz City of Campbell

Margie Fernandes City of Cupertino

Trixie Johnson Town of Los Gatos

Charlotte Powers City of Monte Sereno Jack Lucas, Alt.

Alice Woody City of Saratoga Donald Wolfe

George Shirakawa Jr, Alt.

GROUP 4
GROUP 2 City of Gilroy
City of Los Altos Francis La Poll City of Milpitas Jim Lawson
Town of Los Alios Hills City of Morgan Hill Deniis Kennedy, AlL.
City of Mountain View
City of Palo Alto Sandra Eakins GROUP 5
City of Santa Clara Judy Nadler County of Santa Clara Blanca Alvarado
City of Sunnyvale Manuel Valerio, Alt. Jim Beall, .Jr.
Pete McHugh, Alt.
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Pr ¢ al Offici: 1s

General Manager
General Counsel

Board Secretary

Chief Financial Officer
Congestion Management
Fiscal Resources
Government Affairs
Human Resources
Maintenance

Marketing

Operations

Planning & Development
Service & Operations
Transportation

Transportation & Policy

Peter M. Cipolla

Suzanne Gifford

Sandra Weymouth

Scott Buhrer

Michael P. Evanhoe, Director
Jerry Rosenquist, Deputy Director
Kurt Evans, Manager

Kaye Evleth, Director

George Barlow, Deputy Director
Anne-Catherine Vinickas, Director
Bill Allen, Director

James Pierson, Director

Mike Aro, Deputy Director

Rich Golda, Deputy Director

Dawn Cameron, Manager
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)

Combined Statement of Revenues, Expenditures, and Changes in Fund Balances —
Budget and Actual — Governmental Fund Tvpe (Special Revenue Funds)

Year ended June 30, 1998
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Favorable
(Unfavorable)
Budget Actual Variance
Revenues:
Sales tax 869,000 1,410,326 541,326
Federal grants 8,239,000 6,486,268 (1,752,732)
Investment earnings 139,000 496,993 357,993
Member agency assessment revenue 1,240,000 1,239,995 (%)
Program reimbursement — 514,063 514,063
Administrative fees 92,000 54,760 (37,240)
State grants 5,942,000 832,821 (5,109,179)
Other revenues — 264,499 264,499
Total revenues 16,521,000 11,299,725 (5,221,.275)
Expenditures:
Salaries and benefits 913,000 644285 268,715
Services 1,243,000 1,041,023 201,977
Program expenses 10,838,000 9,945,774 §02.226
Other 20,000 37,188 {17.188)
Total expenditures 13,014,000 11.668.270 1,345,730
Excess (deficiency) of revenues over
(under) expenditures 3,507,000 (368,545) (3.875,545)
Fund balance at beginning of year 4.548.976 4,548,976 —
Fund balance at end ofyear 8.055976 4,180,43] (3,875,545)

See accompanying notes to general purpose financial statements.
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)
Notes to General Purpose Financial Statements

June 30, 1998

Organization

The Santa Clara Valley Transportation Authority {(VTA), which was established in 1972, develops,
maintains, and operates a public mass transit system for the benefit of the residents of the County of
Santa Clara (the County), California (the State).

VTA was previously governed by the County’s Board of Supervisors (the Board) under provisions of
the Santa Clara County Transit District Act. Pursuant to legisiation enacted in September 1994, VTA
legally separated from the County effective January 1, 1995. VTA’s new governing board consists of
two members of the Board, five City Council members from the City of San Jose, and five City Council
members selected from among the remaining incorporated cities in the County. The legal separation
from the County has not altered or impaired any of VTA’s rights, powers, contracts, or obligations,
and VTA continues as the same lega! entity.

VTA is not subject to federal or state income taxes.

The accompanying general purpose financial statements also include the financial activities of the
Santa Clara County Transit District Amalgamated Transit Union (ATU) Pension Plan (the Plan) in
the Trust and Agency Funds (Note 12).

The Santa Clara County Traffic Authority (the Traffic Authority) was created upon the approval, in
November 1984, of a one-half cent sales and use tax in the County by the County’s voters. The tax,
known as Measure A, commenced April 1, 1985, and expired on March 31, 1995. The proceeds of the
tax are principally reserved for highway improvements in the County. The Measure A improvement
projects mainly consist of improvements on Routes 85, 101, and 237. All improvements funded by
Measure A become the property of the State.

As of March 31, 1997, the Traffic Authority ceased operations as a separate entity, and, effective
April 1, 1997, VTA assumed responsibility as successor organization for the purpose of winding up the
affairs of the Traffic Authority. The Traffic Authority is a blended component unit of VTA and is
included in the accompanying general purpose financial statements in the Special Revenue and Trust
Funds.

The Santa Clara Valley Transportation Authority Congestion Management Program (the CMP) was
created in 1990 in response to Proposition 111. The CMP is not legally separate from VTA. The
CMP is responsible for studying ways to alleviate traffic congestion in the County, coordinating and
prioritizing proposals for state and federal transportation funds, administering the Bay Area Air
Quality Management Program, and coordinating land use and other transportation planning. Prior to
January 1, 1995, the CMP was a joint powers authority with a governing board comprised of 12 locally
elected officials representing the CMP member agencies. Currently, annual contributions from each
member agency are based on a formula adopted by VTA's governing board. The contribution formula
considers each member agency’s share of Proposition 111 state gas tax monies, as well as employment
within the County. The accompanying general purpose financial statements include the financial
activities of the CMP in the Special Revenue and Agency Funds.

2-11 {Continued)
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)
Notes to General Purpose Financial Statements
June 30, 1998

VTA has elected under Governmental Accounting Standards Board (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 the Agency Fund 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 collectible 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.

Budgetary Control

State law requires the adoption of an annual budget, which must be approved by the Board of
Directors. Budgetary control is maintained at several levels. The Board of Directors authorizes
budget amendments to the fund level. Line item reclassification amendments to the budget must
be authorized by the responsible director. Operating expenses are monitored by managers who
are assigned responsibility for controlling their budgets. Emphasis is placed on the total budget
for the division, however, capital items must be within budgeted amounts. Capital expenditures
operate under the control of a project-to-date budget and the annual budget.

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. Unless there are specific legal or contractual requirements for
specific allocations, 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.

Restricted and unrestricted cash and investments held 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 fiscal agents outside of the County Treasury
are not considered to be cash and cash equivalents,

Effective July 1, 1997, VTA implemented the provisions of GASB Statement No, 31,
Accounting and Financial Reporting for Certain Investments and for External Investment Pools,
which required governmental entities to report certain investments at fair value in the balance
sheet and recognize the corresponding change in fair value of investments in the year in which
the change occurred. In accordance with GASB Statement No. 31, VTA has reported its
investments at fair value based on quoted market information obtained from fiscal agents or
other sources. Although, VTA may elect to report, at amortized cost, certain investments that
have a remaining maturity at the time of purchase of one year or less, it did not choose to
exercise this option.

2-13 {Continued)
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)
Notes to General Purpose Financial Statements
June 30, 1998

(3) Cash and Investments

For investment purposes, VTA deposits cash with the County Treasurer in a commingled account with
cash from various other governmental entities within the County. The commingled cash is principally
invested in time deposits, bankers’ acceptances, negotiable certificates of deposit, and various U.S.
government agency and commercial notes. Interest earned from such time deposits and investments is
allocated quarterly to VTA based on VTA’s average daily cash balances.

VTA’s investment policies conform to state statutes, and provide written investment guidance
regarding the types of investments that may be made and amounts which may be invested in any one
financial institution or amounts which may be invested in long-term instruments. Permissible
investments included deposits with the County Treasurer in a commingled account, obligations of the
U.S. Treasury, U.S. government agencies and certain time deposits, certificates of deposit, bankers’
acceptances, commercial paper, and repurchase and reverse repurchase agreements. [nvestments in
commercial paper must be rated A-1 by Standard & Poor’s Corporation or P-1 by Moody’s
Commercial Paper Record. Negotiable certificates of deposit are restricted to those rated B or better
by the Thompson Batchwatch, Inc. rating service.

Bank deposits are collateralized as required by state law (Government Code Section 53652) with assets
held in a common pool with other governmental agencies. State law requires that the market value of

. the common pool of collateral be equal to or greater than 110% of all public deposits with the pledging

financial institution if government securities are used, or 150% if first trust deed mortgage notes are
used as collateral. The collateral is not held by, or held in the name of, the County or VTA. As of
June 30, 1998, VTA had no bank deposits held by a fiscal agent. Cash of approximately $518,000
consisted primarily of deposits in transit and change funds. This cash balance is uncollateralized.

VTA complied with the provisions of state statutes pertaining to the types of investments held,
institutions in which deposits are made, and security requirements. VTA will continue to monitor
compliance with applicable statutes pertaining to public deposits and investments.

2-17 {Continued)
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)
Notes to General Purpose Financial Statements
June 30, 1998

Total cash and investments as of June 30, 1998, are reported in the accompanying combined balance
sheet as follows:

Unrestricted:
Cash and equity in cash and investments
held in County Treasury $ 147.315,486
Restricted:
Cash and equity in cash and investments
held in County Treasury 133,427,723
Investments 113,803,313
Investments with fiscal agent 34,439,335
Total restricted 281,670,371
Total cash and investments $ 428.985.857

{(4) Due From Other Funds/Due To Other Funds

Due from other funds and due to other funds as of June 30, 1998, consisted of the following:

Due from other funds Due to other funds
Unrestricted Restricted Total Unrestricted Restricted Total
Enterprise Fund Type 5 — 551.115 551,115 23.195.380 — 25.195.380
Special Revenue Fund Type:
Traftic Authority — — — 30 — 30
CMP 34.760 — 54,760 1,059 — 1.039
Total Special Revenue
Fund Tyvpe 54.760 — 34.760 1.089 — 1,089
Fiduciary Fund Types
Trust Funds: ]
SCCTD/ATU Pension — 22,888.882 22.888.882 — — —
ATU Spousan Medial — — — — 18.200 18.200
Agency Fund — — — — 280.088 280,088
Total Fiduciary
Fund Types — 22.388.882 22.888.882 — 298,288 298.288
Total All Fund Types 3 54.760 23.439.997 23.494.757 23.196.469 298.288 23.494.757
2-19 (Continued)







SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)
Notes to General Purpose Financial Statements
June 30, 1998

Due to other governmental agencies as of June 30, 1998, is reported in the accompanying combined
balance sheet as follows:

B B B NN e

Fund Types
Special
Enterprise Revenue Total
Current liabilities h) 1,557,514 612,442 2,169,956
Liabilities payable from
restricted assets 1,554,565 72,048 1,626,613
1
Total 3 3,112,079 684.490 3.796,569
= {6) 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, 1998:
Tasman Corridor Project — West Extension $ 208,847,030
.| Tasman Corridor Project — East Extension 7,758,074
Environmental Building and Site Modifications 696,285
.| Facilities Modifications 5,260,635
Software Development 31,484,676
] Vasona Corridor Project 1,775,273
i’ | VTA Administration Building Improvement 1,829,311
Coach Replacement 31,961
“r | Guadalupe Corridor 110,699
Study Projects 197,565
| )
Total § 229,991,509

2-21 {Continued)
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)
Notes to General Purpose Financial Statements
June 30, 1998

Long-term debt, excluding current portion, as of June 30, 1998, is reported in the accompanying
combined balance sheet as follows:

(a)

(b)

Long-term debt payable from restricted assets $ 7,580,362
Unrestricted 107,699.379
$ 115,279,741

1998 Series A Junior Lien Sales Tax Revenue Bonds

In March 1998, through the California Transit Variable Rate Program of the California Transit
Finance Authority (Note 21), VTA issued $50,000,000 of 1998 Series A Junior Lien Sales Tax
Revenues Bonds (1998 Bonds) to finance certain capital projects. [ssuance costs related to such
bonds are being amortized over the term of the debt. The 1998 Bonds are special obligations of
VTA which are payable from and secured by sale tax revenues.

The $50.000.000 1998 Bonds mature serially beginning October 1, 2000 through October 1,
2027. Future annual principal payments on the 1998 Bonds range from $1,110,000 to
$2.690,000 and bear interest at 3.6%.

1997 Series A Sales Tax Revenue Refunding Bonds

In November 1997, VTA issued $40,570,000 of 1997 Series A Sales Tax Revenue Refunding
Bonds (1997 Bonds). The proceeds were used to advance refund $33,270,000 of the outstanding
principal amount of its 1991 Series A Bonds, advance refund $4,940,000 of the outstanding
principal amount of its Series C Certificates, and to pay for certain capital expenditures of VTA,
The portions of the proceeds for advance refunding of 1991 Series A Bonds and Series C
Certificates were placed in an escrow account. Upon such an irrevocable deposit, the refunded
debts were considered defeased. The refunding resulted in a difference between the reacquisition
price and the net carrying amount of the old debts of approximately $3,606,000. This deferred
amount on-refunding, reported in the accompanying financial statements as a reduction from
bonds payable, is being charged to operations as a component of interest expense through the
vear 2021 in a manner that approximates the effective interest method. VTA completed the
refunding to take advantage of lower interest rates, to reduce its total debt service over a 24-year
period by approximately $4,563,000 to obtain an economic gain (difference between the present
value of the old and new debt service payments) of approximately $2,770,000.

The 1997 bonds are special obligations of VTA which are payable from and secured by sales tax
revenues. The $26,020,000 matures serially beginning June 1, 1998 through June 1, 2015.
Future annual principal payments on the 1997 Bonds range from $345,000 to $2,375,000 and
bear interest ranging from 4.0% to 5.0%. The remaining $14,550,000 are term bonds consisting
of $4.250,000 and $10,300,000 which mature in June 1, 2017 and June 1, 2021, respectively,
and bear interest at 5.25%.

As of June 30. 1998, the outstanding principal balances of the 1991 Series A Bonds and the
Series C Certificates were $32,890.000 and $4,785,000, respectively.
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)
Notes to General Purpose Financial Statements
June 30, 1998

fe) Five Year Debt Maturity

Annual debt service requirements (including sinking fund requirements) to maturity for long-term
debt are as follows:

Year ending

June 30,

1999 $ 5,859,509
2000 5,883,512
2001 6,989,699
2002 7,017,707
2003 7,031,687
Thereafter 164,011,173
Total debt service requirements 196,793,287
Less: Amounts representing interest 76,724,388

Unamortized bond discount 382,778

Unamortized deferred amount on refunding 3,511,267

Total debt 116,174,854
Less current portion 895.113

Long-term debt, excluding current portion $ 115,279,741

() Limitations and Restrictions

There are a number of limitations and restrictions contained in the various bond indentures.
VTA’s management believes that VTA is in compliance with all significant limitations and
resirictions.
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)
Notes to General Purpose Financial Statements
June 30, 1998

Proposition 16 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 the construction of the Tasman Corridor Project.

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, Smart Parking Study, Tamien
Child Care Facility, and Vasona Corridor Project,

State Flexible Congestion Relief (State FCR) funds are from the State Highway Account (SHA)
which is programmed in the State Transportation Improvement Program (STIP). These funds
are used to reimburse project costs relating to construction of the Tasman Corridor Project

Other local grants include grants from the City of Mountain View and the City of Sunnyvale for
project costs relating to construction of the Tasman Corridor Project and from the City of
Morgan Hill for a CalTrain Park-and-Ride lot.

(12) Santa Clara County Transit District Amalgamated Transit Union Pension Plan

(a)

Plan Description

All ATU employees of VTA are covered by the Plan. The Plan 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 {0 or more years of service 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
vears 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, 1998, is comprised of the following:

Retirees and beneficiaries currently receiving benefits A 406

Terminated vested members not yet receiving benefits 143

Active members 1,587

Total 3 2,136
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)
Notes to General Purpose Financial Statements
June 30, 1998

Net Pension Oblipation

VTA’s net pension obligation to the Plan was zero as of June 30, 1998, which was determined in
accordance with GASB Statement No. 27.

Three-year trend information follows:

Annual Percentage
Fiscal pension of APC Net pension
year cost (APC) contributed obligation
June 30, 1998 % 5,714,116 100% —
June 30, 1997 4,232,627 100% —
June 30, 1996 4,104,206 100% —

(13) Public Employees Retirement System

(a)

(b)

Plan Description

All eligible non-ATU employees of VTA participate in the State’s Public Employees Retirement
System (CalPERS). Prior to separation from the County on January 1, 1995, (see Note 1) all
eligible VTA employees participated in CalPERS through the County. CalPERS 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.
CalPERS provides retirement, disability, and death benefits based on the employces’ 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 statue VTA resolutions. VTA contracts with CalPERS to administer these benefits.

Copies of the CalPERS’ annual financial report may be obtained from the CalPERS Executive
Office, 400 P Street, Sacramento, CA 95814.

Funding Policy

Active Plan members in VTA’s CalPERS Plan (CalPERS Plan) are not required to contribute to
the CalPERS Plan. VTA is required to contribute the actuarially determined amount necessary to
fund the benefits for its members. The actuarial methods and assumptions used are those adopted
by the CalPERS Board of Administration. The required contribution rate for fiscal 1998 was
9.44% for the employer and 7.0% for employees. The required employee contribution was paid
by VTA. The contribution requirements of the Plan are established by State statute and the
employer contribution is established and may amended by CalPERS.
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)
Notes to General Purpose Financial Statements
June 30, 1998

(15) Retiree Health Care Programs
{a) 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 afier 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, 1998,
355 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, 1998, were
approximately $623,000. For the year ended June 30, 1998, VTA made contributions to the
ATU Program, which were expensed by VTA, of approximately $2,142,000. 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 $33,563,000, of which approximately
$10,301.,000 represents the unfunded actuarial liability. VTA’s fiscal 1998 contribution
approximated the actuarially determined contribution.

(b) 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,
1998, 264 retirees met the eligibility requirements. For the year ended June 30, 1998, benefits
paid to participants of the Non-ATU Program were approximately $309,000 while
contributions, which were made by VTA, were approximately $1,140,000. 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. VTA’s fiscal 1998 contribution
approximated the actuarially determined contribution.

As of June 30, 1998, VTA had restricted assets and related liabilities of approximately
$23,702,000 to cover future costs of the ATU and Non-ATU Programs.

(16) Deferred Compensation Plan

VTA offers its employees a deferred compensation plan (the Deferred Plan) created in accordance with
internal Revenue Code (IRC) Section 457. The Deferred Plan, available to all VTA employees,
permits them to defer a portion of their salary until future years. The deferred compensation is not
available to employees until retirement, termination or certain other covered events. The plan
administrator has invested the deferred amounts in numerous participant directed, uninsured,
uncollateralized investments.

]
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)
Notes to General Purpose Financial Statements
June 30, 1998

Amounts in excess of these limits are self-insured and no losses have occurred above the self-insured
retention.

(a)

Workers' Compensation and General Liability

The unpaid general liability and workers’ compensation claim liabilities, included in other accrued
liabilities, are based on the results of actuarial studies and include amounts for claims incurred but
not reported. Claims liability discount rates are calculated considering the effects of inflation,
recent claim sertlement trends, including frequency and amount of pay-outs, and other economic
and social factors. Estimated losses for general liability and workers’ compensation claims are
charged to expense in the period the loss is incurred (including estimates for claims incurred but
not yet reported) and are accrued as a liability based on the present value of estimated future cash
payments using a 6.5% average discount rate for workers’ compensation as of June 30, 1998, and
a 6% average discount rate for general liability as of June 30, 1998, until paid. It is VTA’s
practice to obtain full actuarial studies annually. VTA uses third-party administrators to perform
its claims processing function.

Changes in the balances of workers’ compensation claims liabilities for the two years ended
June 30, 1998, are as follows:

1998 1997
Unpaid claims, beginning of fiscal year 3 25,620,000 26,630,000
Provision for claim and claim adjustment expense 6,726,000 5,681,000
Payments for claims (6.655.000) {6.691,000)
Unpaid claims, end of fiscal year ) 25,691,000 25,620,000

Changes in the balances of general liability claims liabilities for the two years ended June 30,
1998, are as follows:

1998 1997
Unpaid claims, beginning of fiscal year $ 20,678,000 19,636,000
Provision for claim and claim adjustment expense 4,930,000 3,811,000
Payments for claims (3.005,000) (2.769,000)
Unpaid claims, end of fiscal year $ 22,603,000 __20,678.000

Estimated losses on claims other than workers’ compensation and general liability are charged to
expense in the period the loss is determinable.
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)
Notes to General Purpose Financial Statements
June 30, 1998

The net operating costs and administrative expenses of the PCIPB for services provided between
San Francisco and San Jose are reimbursed by the member agencies. VTA, SamTrans, and CCSF
are responsible for 38.8%, 51.0%, and 10.2%, respectively, of the member agencies’ total
reimbursement for such expenses. VTA is also responsible for 100% of the net operating costs
between San Jose and Gilroy. During the year ended June 30, 1998, VTA paid approximately
$12,254,000 to the PCIPB.

SamTrans serves as the managing agency of the PCJPB, providing administrative personnel and
facilities. The disbursement of funds received by the PCIPB is controlled by provisions of
various grant contracts entered into with the U.S. government, the State, and the member
agencies.

VTA's agreement with the PCJPB expires in 2001; however, it will continue in full force and
effect on a year-to-year basis thereafter, unless a member provides one year’s prior written
notice of withdrawal. If two or more parties to the agreement withdraw, then the agreement
shall terminate at the end of the fiscal year following expiration of the one year’s notice given
by the second party. In that event, the property and funds of the PCJPB would be distributed to
the member agencies in accordance with a separate agreement to be entered into between the
parties.

Summary financial information (not included in VTA’s financial statements) for the PCIPB as of
and for the year ended June 30, 1998 (unaudited), is as follows:

Total assets $ 460,485,000
Operating revenue ) 21,551,000
Expenses (44,449,000)
Nonoperating revenue 25,909,000

Excess of expenses over revenues $ 3,011,000

No debt has been issued by PCIPB.
Altamont Commuter Express

The Altamont Commuter Express (ACE) is a commuter rail service covering over 85 miles
between Stockton and San Jose with stops in Manteca, Tracy, Livermore, Pleasanton, Fremont,
and Santa Clara. VTA has committed to contributing up to $2,600,000 of operating funds to
ACE over the initial three years of its operations.

ACE commenced operations in October 1998 and provides twice daily round trip commuter rail
service from Stockton through the Tri-Valley area of Alameda County to Santa Clara County.
ACE operates through the joint efforts of VTA, the Alameda County Congestion Management
Agency, and the San Joaquin Regional Rail Commission.

2-37 (Continued)







TEdEdR00 lddd adddidd Jddddadlldddd |4

SANTA CLARA VALLEY TRANSPORTATION AUTHORITY (VTA)
Notes to General Purpose Financial Statements

June 30, 1998

(23) Subsequent Events

fa)

(b)

fc)

(d)

(e)

Fixed Rate SWAP

In August 1998, VTA executed a fixed rate swap (the swap) for the variable rate 1985 Equipment
Trust Certificates at an all inclusive fixed rate of 4.643% including transaction costs and annual
fees. The notional amount of the swap was approximately $29,700,000, and the term is 17
years. The swap became effective on September 14, 1998.

United Sta