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BART - VTA breaks ground on BART Silicon Valley
Berryessa Extension Project in San Jose in April 2012.

VTA Express Bus - Express buses were added to
VTA's fleet featuring Wi-Fi on board, reclining high-
back seats and reading lights.

Silicon Valley Express Lanes - SR 237 Express
Lanes opened in March 2012 providing congestion
relief to motorists through more effective use of the
existing HOV lanes.

Tully Road Interchange - The U.S. 101
Improvement Project at Tully Road reduces traffic
congestion and improves safety along the U.S. 101
corridor in east San Jose.

Solar Panels — VTA, in partnership with SunPower
Corp., Joint Venture Silicon Valley, and Wells Fargo,
installed solar parking canopy systems at three bus
maintenance cji)visions and is anticipated fo save
$2.7 million in electricity costs over the next 20 years.

Pedestrian Crossing — The Blossom Hill Pedestrian
Crossing opened in September 2012 allowing safe
access between residential neighborhoods and com-
mercial developments.

Light Rail = VTA's Light Rail service, first mass transit
in the world to offer riders free 4G Wi-Fi on board,
runs 42.2 miles with stations throughout Santa Clara
County.

Bike Locker Program - VTA is currently
implementing e-locker system to manage
parking at high demand Park & Ride lots.
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ﬁ Valley Transportation Authority

October 19, 2012

Board of Directors
Santa Clara Valley Transportation Authority

Subject: Comprehensive Annual Financial Report

It is a pleasure to submit to you the Comprehensive Annual Financial Report (CAFR) of the
Santa Clara Valley Transportation Authority (VTA) for the year ended June 30, 2012. The
CAFR 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, VTA’s financial position, changes in
financial position, and cash flows, where applicable, in accordance with the requirements of
accounting principles generally accepted in the United States of America as promulgated by the
Governmental Accounting Standards Board (GASB).

Vavrinek, Trine, Day & Company LLP, a firm of licensed Certified Public Accountants, has
audited the financial statements. The goal of the audit is to obtain a reasonable assurance that the
financial statements are free of material misstatements. Vavrinek, Trine, Day & Company LLP
concluded, based on the audit, that there was a reasonable basis for rendering an unqualified
opinion for the fiscal year ended June 30, 2012, and that the financial statements are fairly
presented in conformity with generally accepted accounting principles (GAAP). The independent
auditor’s report is presented as the first component of the financial section of this report.

In addition, Vavrinek, Trine, Day & Company LLP also conducts the federally mandated “Single
Audit” designed to meet requirements of federal grantor agencies. The standards governing the
Single Audit require the independent auditor to report on the fair presentation of the financial
statements, agency’s internal controls and compliance with legal requirements.



REPORTING ENTITY

VTA is an independent public agency responsible for bus and light rail operations in Santa Clara
County (County), regional commuter and inter-city rail service, Americans with Disabilities Act
(ADA) paratransit service, congestion management, specific highway improvements, and other
transportation projects, as well as countywide transportation planning and funding. A map
showing VTA’s bus and rail transit service area is set forth on page 1-15. VTA was created in
1972 pursuant to the Santa Clara County Transit District Act. Prior to January 1, 1995, the
County Board of Supervisors served as the VTA’s Board of Directors. Effective January 1, 1995,
pursuant to state of California (State) legislation, VTA has operated under a separate Board of
Directors composed of county and city representatives. On January 1, 2000, pursuant to the state
legislation, VTA’s name was officially changed from the Santa Clara County Transit District to
Santa Clara Valley Transportation Authority.

VTA is governed by a Board of Directors (the “Board” or the “Board of Directors”) consisting of
12 elected officials appointed by the jurisdictions they represent. Five members of the Board and
one alternate are appointed by the San Jose City Council. One member of the Board and one
alternate are appointed from among the city councils of the cities of Los Altos, Mountain View
and Palo Alto, and the Town of Los Altos Hills. One Board member and one alternate are
appointed from among the city councils of the cities of Campbell, Cupertino, Monte Sereno and
Saratoga, and the Town of Los Gatos. One Board member and one alternate are also appointed
from among the city councils of the cities of Gilroy and Morgan Hill. Two members of the Board
and one alternate are appointed from among the city councils of the cities of Milpitas, Santa
Clara, and Sunnyvale. The final two seats on the Board and one alternate are appointed by the
Board of Supervisors of the County. The allocation of Board representation is generally based on
population.

ECONOMIC ENVIRONMENT

The County of Santa Clara is located at the southern end of the San Francisco Bay and
encompasses an area of approximately 1,300 square miles. According to the California
Department of Finance, the County is home to approximately 1.8 million residents. The per
capita income in Santa Clara County is $59,184, and the average salary per worker is the highest
in the state at $98,430". The northwest portion of the County, known as Silicon Valley, is home

! Santa Clara County Economy (www.Californiaforecast.com)
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to many leading computer and electronic companies. With varied and relatively stable employers
such as Google, Cisco, Hewlett-Packard, Stanford University, and Apple among others, Santa
Clara County has enjoyed diverse employment and revenue base.

Though the economy showed optimism during the early months of calendar year 2012, its
recovery continues to be slow. According to the US Department of Labor report in June 2012,
the national unemployment rate remained at 8.2% and the number of unemployed persons was
13 million?. Compared to the prior year’s statistics during the same period, when unemployment
rate was 9.1% and the number of unemployed persons was 14 million, the recent numbers are
showing positive trend out of depths of the previous years’ economic downturn. Although sales
of new and previously occupied homes are up from the same time last year, the recent housing
indicators indicate that modest recovery is underway?®.

Relative to last year’s statistics, the County and State continue to show signs of recovery. In July
2012, the County’s unemployment rate dropped to 8.7% from 10.3% in the prior year, and the
state’s unemployment dropped to 10.8% from 11.9% in the prior year*. As of July 2012, it is
estimated that the number of Californians holding jobs was up 277,000 from employment total in
July of last year.

The State continues to have its own financial challenges which negatively impact local
governments and agencies. The State Transit Assistance Program (STA), the only State program
that directly provides funds to operate bus and rail systems in California, was lower in FY 2012
by $2.6 million, to $14.1 million.

On a brighter note, the County’s taxable sales activity showed positive signs in FY 2012
especially in the business to business, transportation, and general retail sectors. VTA’s largest
revenue sources for operations and capital activity, 1976 Half-Cent Sales Tax and 2000 Measure
A Sales Tax, grew approximately 8.4% and 8.8%, respectively, in FY 2012.

CURRENT YEAR FINANCIAL HIGHLIGHTS

GASB Statement Number 34 requires that management provide a narrative introduction,
overview, and analysis to accompany the basic financial statements in the form of Management's
Discussion and Analysis (MD&A). This letter of transmittal is designed to complement the
MD&A beginning on page 2-3 and should be read in conjunction with it.

2 Bonmarito, Sal. Business Labor, July 2012.
®The Associated Press. June 27, 2012.
* Department of Numbers. July 2012.
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The following presents supplemental information to the MD&A, providing comparative financial
data for VTA’s Enterprise Fund for FY 2012 and FY 2011 (in thousands).

Changes

Faworable/(Unfavorable)
Enterprise Funds FY 2012 FY 2011 Amount %
Operating Revenues $ 40,070 $ 40,014 $ 56 0.14 %
Operating Expenses (374,944) (353,812) (21,132) (5.97)%
Sales Tax- 1976 Half-Cent 166,567 153,601 12,966 8.44 %
Sales Tax- 2000 Measure A Half-Cent 166,280 152,855 13,425 8.78 %
Federal and State Operating Grants 140,419 137,804 2,615 1.90 %
Federal subsidy for Build America Bonds 9,399 5,848 3551 60.72 %
Investment and Other Income 30,450 17,204 13,246  76.99 %
Other Non-Operating Expenses (132,363) (122,593) (9,770) (7.97)%
Capital Contributions 115,584 148,303 (32,719) (22.06)%
Special Item - 32,650 (32,650) N/A
Change in Net Assets 161,462 211,874 (50,412) (23.79)%
Net assets, beginning of year 3,006,516 2,794,642 211,874 7.58 %
Net assets, end of year $ 3,167,978 $ 3,006516 $ 161,462 5.37 %

As reflected above, Enterprise Funds net assets increased by $161.5 million to $3.2 billion. Net
assets in the 2000 Measure A Transit Improvement Program, which can only be expended on
projects included on the 2000 Measure A ballot approved by the voters, increased by $137.7
million. For VTA Transit Fund, net assets increased by $17.1 million to $2.1 billion. VTA’s
largest revenue sources for operating and capital funding — 1976 Half-Cent Sales Tax and 2000
Measure A Half-Cent Sales Tax, were $13.0 million and $13.4 million higher compared to FY
2011, reflecting an increase of taxable activity in the County. The increase in operating expenses
in FY 2012 is a result primarily of higher costs in salary and benefits, as well as materials (diesel
fuel and gasoline), services, and depreciation expenses. The depreciation expense increased in
FY 2012 due to the capitalization of 20 new hybrid buses and recognition of a full year of
depreciation expense for the 70 hybrid buses purchased in FY 2011. The increase in investment
and other income is primarily due to an increase in investment trading gain and a decrease in
unrealized loss in investments, as well as recognition of the 1996 Measure B income in FY 2012.
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Total FY 2012 net assets consisted of the following (in thousands):

Invested in capital assets, net of related debt $ 2,351,676
Restricted:

2000 Measure A projects $ 318,895

SWAP/lease collateral 112,899

Debt service 65,114

Inventory, prepaid expenses, and issuance costs 32,551

Retention 17,263

1996 Measure B Projects 1,645 548,367
Unrestricted:

Debt reduction $ 114,331

Operating reserve 56,268

Sales tax stabilization 35,000

Local share of capital projects 33,846

OPERB liability reduction 20,650

Joint Development 7,622

Express Lane 218 267,935
Total Net Assets $ 3,167,978

SIGNIFICANT FINANCIAL POLICIES

Biennial Budget and Long-Range Planning

To comply with the legal requirements of State of California and the VTA Administrative Code,
VTA management proposes and the Board of Directors adopts an Operating Budget at the fund
level and a capital budget on a project basis. The General Manager may reallocate appropriation

between budget units and objects within each fund up to the limits of each fund’s annual

appropriations. Any net increase in authorized appropriation to any fund (including an allocation

from reserves) requires an affirmative vote of at least eight Directors. Capital appropriations,

which are not expended during the fiscal year, are carried over to successive fiscal years until the

projects are completed or otherwise terminated. VTA annually updates and incorporates the
VTA Financial Forecasting Model as part of its long-range planning process.

Internal Control

VTA management is responsible for establishing and maintaining an internal control system
designed to ensure that its assets are protected from loss, theft, or misuse and to ensure that
adequate accounting data is compiled to allow for the preparation of financial statements in

conformity with Generally Accepted Accounting Principles (GAAP). The internal control system
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is designed to provide reasonable, but not absolute, assurance that these objectives are met. The
concept of reasonable assurance recognizes that the cost of control should not exceed benefits
likely to be derived from its implementation. The valuation of costs and benefits requires
estimates and judgments by management. VTA’s management believes its internal controls are
adequate.

Basis of Accounting

The VTA’s accounting records are maintained on an accrual and modified accrual basis of
accounting. The activities are reported through the use of a fund accounting system.

Reserve Policies

The VTA Board has established an operating reserve goal of 15% of the subsequent year’s final
operating budget in the VTA Transit Enterprise Fund. These funds are to remain unappropriated
for any operating or capital use except to meet emergency needs that cannot be funded from any
other source. The purpose of this reserve is to ensure that sufficient funds are always available in
the event of either unanticipated revenue shortfalls or unavoidable expenditure needs. As of June
30, 2012, the operating reserve is at $56.3 million, 15% of the FY 2013 adopted operating
budget. The detailed calculation and information on the operating reserve is shown on page 3-8.

The reserves for Other Post-Employment Benefit (OPEB) Liability Reduction and Sales Tax
Stabilization were set up in FY 2011. The OPEB Liability Reduction Reserve is designed to
enhance VTA’s fiduciary governance practices and to reduce the levels of unfunded OPEB
obligations. As of June 30, 2012, VTA allocated $20.6 million to the OPEB liability reduction
reserve.

The VTA Transit Sales Tax Stabilization Fund serves to mitigate the impact of sales tax receipt
volatility on service levels and the VTA Transit Fund Operating Budget. Sales tax based
revenues for the VTA Transit Fund include the 1976 half-cent local sales tax, a quarter-cent state
sales tax (from Transportation Development Act or TDA), and 2000 Measure A Sales Tax-
Operating Assistance which is derived from 18.5% of 2000 Measure A half-cent sales tax
revenues. The VTA Transit Sales Tax Stabilization Fund is distinguished from the 15% Transit
Enterprise Operating Reserve in that the Operating Reserve is designed to ensure that sufficient
funds are available in the event of either unavoidable expenditure needs or unanticipated revenue
shortfalls from sources other than sales tax based revenues. As of June 30, 2012, the VTA
Transit Sales Tax Stabilization Fund has a reserve balance of $35.0 million.
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Cash and Investment Management Policies and Practices

VTA’s cash and investments are managed in accordance with California Government Code
Section 53601 and other applicable state law. The Restricted and Unrestricted Investment Policy
is periodically reviewed by staff and approved by the Board of Directors when changed or
modified. The Investment Policy defines permitted investments and prescribes investment
strategies. Risk tolerance and performance expectations are defined by benchmark indices. VTA
contracts with professional money managers to manage its investment portfolio and their
performance is overseen by VTA staff.

The VTA/ATU Pension Plan (Pension Plan) Investment Policy utilizes asset allocation ranges
and targets. The Pension Plan Trustees review and approve the Pension Plan Investment Policy
(pursuant to California State Proposition 162 enacted in November 1992). The Pension Plan is a
defined benefit plan and its financial position and changes in financial position are reported in
separately issued stand-alone financial statements. The Plan’s asset allocations are reviewed
relative to the targets on a monthly basis and action is taken to rebalance within the target ranges
by means of asset transfers among categories. When necessary and/or available, cash
inflows/outflows are managed in a manner consistent with the strategic asset allocation.

Risk Management and Self-Insurance

VTA is exposed to various risks of loss related to tort claims, theft, damage and destruction of
VTA assets and property, errors and omissions, injuries to employees and the public and natural
disasters. A combination of self-insurance and commercial coverage is used by VTA to manage
its risks. Further details on the types and amounts of coverage are addressed in Note 16 in the
Notes to the Basic Financial Statements. For self-insured retentions, VTA records the liabilities,
including losses incurred but not reported, at 100% of the net present value. The goal is to
maintain restricted cash balances in amounts equal to the present value of estimated liabilities but
in no event less than the next year’s projected cash outflows. An actuarial review of self-insured
liabilities is conducted annually.

TRUST FUNDS

Pension and Other Post-Employment Benefits

There are two specific pension plans offered by the VTA. All Amalgamated Transit Union
(ATU) represented employees are covered under the Santa Clara Valley Transportation
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Authority Amalgamated Transit Union Pension Plan. The plan provides retirement, disability,
and death benefits based on the employee’s years of service, age, and final compensation. The
second pension plan is the state’s Public Employees' Retirement System (CalPERS) for non-
ATU represented employees. Further information on the two plans can be obtained in Notes 11
and 12 in the Notes to the Basic Financial Statements. In addition, there are Schedules of
Funding Progress for the two plans within the Required Supplementary Information.

There are three health benefits programs for employees who retire directly from VTA as follows:
e ATU Retiree Health Care Program
e Non-ATU Retiree Health Care Program

e ATU Spousal Medical and Retiree Vision and Dental Program (a defined contribution
program funded by ATU represented employees)

MAJOR INITIATIVES

Bay Area Rapid Transit (BART) Silicon Valley

The BART Silicon Valley Project is a 16-mile extension of the existing BART system to San
Jose, Milpitas, and Santa Clara, which will be delivered through a phased approach. The first
phase, the Berryessa Extension, is a 10-mile, two-station extension, beginning in Fremont south
of the future BART Warm Springs Station and proceeding in the former Union Pacific Railroad
right-of-way through Milpitas, the location of the first station, and then to the Berryessa area of
north San Jose, at the second station. VTA continues project development activities for the
second 6-mile phase of the project that includes a 5.1 mile-long subway tunnel through
downtown San Jose, and ends at grade in Santa Clara near the Caltrain Station. Construction on
the second phase of the project will commence as additional funding is secured.

The cost of the Silicon Valley Berryessa Extension Project is approximately $2.4 billion, which
includes $900 million in federal assistance, $350 million in state funding and $1.171 billion from
Measure A sales tax. In March 2012, VTA received a $900 million grant commitment from the
FTA for the project, along with the first $100 million appropriation, as provided for in the Full
Funding Grant Agreement (FFGA). The FFGA is a multi-year contractual agreement that
formally defines the project scope, cost and schedule, and establishes the terms of the federal
financial assistance. Execution of the FFGA was the final step before construction on the 10-
mile, two station BART extension can begin.
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The first major design and construction contract, valued at $772 million for the line, track,
systems and stations, was awarded in December 2011 to Skanska-Shimmick-Herzog, a Joint
Venture. Construction of the 10-mile, two station project is planned for 2012 to 2016. Initial
construction activities include relocating utilities and preparing the future station areas for
construction. Other current and near-term work includes construction at major intersections that
the BART system will cross. Installing the tracks for BART will be one of the last construction
activities.

Express Lanes

VTA partnered with the Caltrans to convert carpool lanes at the State Route (SR) 237/1880
interchange in Milpitas to express lanes in March 2012. The SR 237 Express Lanes extend from
south of Dixon Landing Road in Milpitas to Lawrence Expressway in San Jose.

Tolls from solo drivers are collected electronically using FasTrak technology already in use on
Bay Area bridges and express lanes throughout California. Tolls are based on the level of
congestion and are adjusted to maintain a free flow of traffic. Revenue from these tolls remains
in Santa Clara County and will be used for operation, maintenance, enforcement costs, and
transit improvements within the corridors. For FY 2012, total revenue collections from SR237
Express lanes amount to approximately $218 thousand.

The cost of the 237 Express Lanes Project is $11.8 million. Approximately 65% of the project
was funded by federal grant programs: $3.5 million through the American Recovery and
Reinvestment Act (ARRA) and $4 million through the Federal Value Pricing Pilot Program
(VPPP). The balance of $4.3 million came from local funds.

AWARDS AND ACKNOWLEDGEMENTS

The Government Finance Officers Association of the United States and Canada (GFOA)
awarded a Certificate of Achievement for Excellence in Financial Reporting to VTA for its FY
2011 Comprehensive Annual Financial Report. This is the 16" consecutive year that VTA
achieved this prestigious award.

In order to receive the prestigious award, a government agency must publish an easily readable
and efficiently organized Comprehensive Annual Financial Report. This report must satisfy both
accounting principles generally accepted in the United States of America and applicable legal
requirements.
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A Certificate of Achievement is valid for a period of one year only. We believe that our current
comprehensive annual financial report continues to meet the Certificate of Achievement
Program’s requirements, and are submitting it to the GFOA to determine its eligibility for
another certificate.

The preparation of this CAFR required a concerted team effort throughout VTA, including staff
from General Accounting, Capital and Revenue Accounting, Disbursements, Revenue Services,
Contracts and Purchasing, Risk Management, Budget and Analysis, Investment Services, and
Finance Department. The Copy Center, Creative Services, and Marketing departments also made
significant contributions to the form, content, and production of the report. The team members
demonstrated a commendable degree of personal dedication and determination in producing this

document.

In addition, special thanks to Vavrinek, Trine, Day & Company LLP, for their contribution, as
well as all other VTA staff for responding positively and promptly to the request for information
that occurs with each annual audit.

Pdad [ (oot 7 Tl

Michael T. Burns / %septh. Smith
General Manager Chief Financial Officer




2012 VTA
BOARD OF DIRECTORS

VTA is an independent special district governed by its own board of Directors. The Board of Directors consists
of 12 voting members, 6 alternates, and 2 ex-officio members, all of whom are elected officials appointed to
serve by the jurisdctions they represent. Membership is based on population as follows:

Group 1 (San Jose) Six council members: 5 Members, 1 Alternate

Group 2 (Northwest) Two council members: 1 Member, 1 Alternate from the Cities of Los Altos,

Mountain View, Palo Alto, and the Town of Los Altos Hills.

Group 3 (West Valley) Two council members: 1 Member, 1 Alternate from the Cities of Campbell,

Cupertino, Monte Sereno, Saratoga, and the Town of Los Gatos.

Group 4 (South County) Two council members: 1 Member, 1 Alternate from the Cities of Gilroy and
Morgan Hill.

Group 5 (Northeast) Three council members: 2 Members, 1 Alternate from the Cities of Milpitas,
Santa Clara, and Sunnyvale.

Group 6 Three members: 2 Members, 1 Alternate from the Santa Clara (County of Santa
Clara) County Board of Supervisors

Ex-Officio Santa Clara County’s representatives to the Metropolitan Transportation

Commission (MTC): 2 Member Representatives, 1 Member representing the
County of Santa Clara and 1 Member representing the Citiesof Santa
Clara County.

The Board of Directors generally meets on the first Thursday of each month.

Ken Yeager, Chairperson

Joe Pirzynski, Vice Chairperson

GROUP 1
City of San Jose

Xavier Campos
Sam Liccardo
Rose Herrera
Nancy Pyle
Ash Kalra
TBD, Alternate

GROUP 4
City of Gilroy
City of Morgan Hill

Perry Woodward
Larry Carr, Alt.

GROUP 2

City of Los Altos

Town of Los Altos Hills
City of Mountain View
City of Palo Alto

Margaret Abe-Koga
Gail A. Price, Alt.

GROUP 5

City of Milpitas Pete McHugh

City of Santa Clara  Jamie Matthews
Citty of Sunnyvale David Whittum, Alt.
GROUP 6

County of Ken Yeager

Santa Clara Liz Kniss

George Shirakawa, Alt.

GROUP 3

City of Campbell

City of Cupertino
Town of Los Gatos
City of Monte Sereno
City of Saratoga

Evan Low, Alt.

Joe Pirzynski

Ex-Officio
Metropolitan
Transportation
Commission

Dave Cortese
Sam Liccardo®

Dave Cortese represents the County of Santa Clara on the Metropolitan Transportation Commission (MTC).
* Sam Liccardo also serves on the Metropolitan Transportation Commission representing the Cities of Santa Clara County.
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VTA BOARD OF DIRECTORS'
STANDING COMMITTEES

1.

Administration and Finance Committee (A & F) reviews and recommends policies pertaining to the
general administration of VTA, including administrative policies and procedures, legislative affairs, human
resources, and fiscal issues.

Audit Committee manages and monitors VTA’s auditing and financial reporting activities in order to
fulfill the Board’s financial oversight responsibilities. It also oversees the activities of the auditor general,
the internal audit function, and the public accounting firm that conducts VTA’s financial audit.

Congestion Management Program and Planning Committee (CMPP) reviews and recommends
policies related to the Congestion Management Agency and the countywide transportation plan, including
the integration of transportation, land-use and air-quality planning.

Transit Planning and Operations Committee (TP & O) reviews and recommends policies related to
transit planning, transit capital improvement projects, transit operations, and marketing.

Silicon Valley Rapid Transit (SVRT) Program Working Committee reviews the ongoing program
activities and recommends policy decisions pertaining to the program activities of the Silicon Valley Rapid
Transit Project, which brings the BART regional heavy rail system 16 miles from Alameda County to the
Santa Clara County cities of Milpitas, San Jose, and Santa Clara.

VTA BOARD OF DIRECTORS'
ADVISORY COMMITTEES

1.

Committee for Transit Accessibility (CTA) consists of 21 voting members comprised of individuals
from the disabled community and representatives from human services agencies, as well as two ex-officio,
non-voting members, one each representing VTA’s paratransit broker and the VTA Board of Directors.
The CTA provides advice to the VTA Board and staff on bus and rail system accessibility issues, as well
as on paratransit service. Many of these issues are related to VTA’s efforts to comply with the federal
Americans with Disabilities Act (ADA).

Citizens Advisory Committee (CAC) / 2000 Measure A Citizens Watchdog Committee is a 17 voting
member committee representing the residents of Santa Clara County, as well as specified community
stakeholder groups, including business and labor, with an interest in transportation. The CAC advises the
Board and VTA administration on issues impacting the communities and organizations they represent.

It also serves as the independent Citizens Watchdog Committee for the 2000 Measure A Transit
Improvement Program, and as the 2008 Measure D ballot-specified advisory body that reviews and
comments on VTA’s comprehensive transit program as part of the countywide transportation plan.

Bicycle and Pedestrian Advisory Committee (BPAC) consists of 16 voting members comprised of

one member appointed by each of the 15 cities within Santa Clara County and one member appointed

by the County of Santa Clara. In addition, the Silicon Valley Bicycle Coalition appoints one ex-officio,
non-voting representative. The BPAC advises the VTA Board of Directors on planning and funding issues
related to bicycle and pedestrian mobility and access. The BPAC also serves as the bicycle and pedestrian
advisory committee for the County of Santa Clara.
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4. Technical Advisory Committee (TAC) is a 16 voting member committee comprised of one staff member
(usually a public works, planning, or community development director) from each of the 15 cities within
the county and the County of Santa Clara. In addition, the California Department of Transportation
(Caltrans) appoints one non-voting representative to the TAC. The TAC provides in-depth analysis,
technical expertise and timely recommendations regarding transportation projects, programs, funding, and
other policy matters, while giving voice to and reconciling local and regional perspectives.

5. Policy Advisory Committee (PAC) is a 16 voting member committee comprised of one city council
member from each of the 15 cities within Santa Clara County and one member from the county Board

of Supervisors. The PAC ensures that all local jurisdictions have an opportunity to participate in the
development of VTA’s policies.

VTA BOARD OF DIRECTORS’

POLICY ADVISORY BOARDS
These Policy Advisory Boards (PAB) ensure the local jurisdictions affected by major transportation
improvement projects are involved in the planning, design, and construction. Membership for each PAB varies.
There are currently five active PABs:
e Diridon Station Joint Powers Policy Advisory Board
e Downtown East Valley Policy Advisory Board

® EIl Camino Real Rapid Transit Policy Advisory Board

® Silicon Valley Rapid Transit Corridor and BART Warm Springs Extension
Policy Advisory Board

® Vasona Light Rail Project Policy Advisory Board
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Santa Clara Valley Transportation Authority
As of June 30, 2012

( Board of Directors '

General Counsel I Auditor General I

General
Manager

Board
Secretary

Officer

Chief Chief Chief Congestion En .n:::.?‘f and Chief Chief
External Affairs Administrative Management g' ; : ? Financial Operating
Officer Officer Agency Officer onsuction Officer Officer

Chief
SVRT Program
Officer

Principal Officials as of June 30, 2012

General Manager.........c.ceueeeeeeennsnsnssseesesesensens Michael T. Burns
General Counsel.........ccvunueeeincnernnenencncccnsnnasnnenes Robert Fabela
Board Secretary .........ccoeeeeeeereeenenensnssenesssensnssenenens Sandra A. Weymouth
Auditor General .........c.ovvvrrnnncnencncnencneneseneens Vacant

Chief External Affairs Officer........ccccoevurueuecrencnee. Greta Helm

Chief Administrative Officer.........cccceevereurueeecrenenens Bill Lopez

Chief Congestion Management Agency Officer ..... John H. Ristow
Chief Engineering and Construction Officer........... Mark S. Robinson
Chief Financial Officer..........cccoeveveerererererererererannne Joseph T. Smith
Chief Operating Officer.........cccceveerererenrurureecsenennns Michael A. Hursh
Chief SVRT Program Officer .........cceceererrueueuecsenenens Carolyn Gonot
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SECTION 2 - FINANCIAL SECTION

INDEPENDENT AUDITOR’S REPORT
MANAGEMENT'’S DISCUSSION AND ANALYSIS (Required Supplementary Information)

BASIC FINANCIAL STATEMENTS:

Government-wide Financial Statements
e Statement of Net Assets
e Statement of Activities

Fund Financial Statements:

Proprietary Fund:
e Statement of Fund Net Assets
e Statement of Revenues, Expenses and Changes in Fund Net Assets
e Statement of Cash Flows

Governmental Funds:
* Balance Sheet
e Statement of Revenues, Expenses and Changes in Fund Balances

Fiduciary Funds:
e Statement of Fiduciary Net Assets
e Statement of Changes in Fiduciary Net Assets — Retiree Trust Funds

NOTES TO THE BASIC FINANCIAL STATEMENTS

Required Supplementary Information (other than MD&A):
e Schedule of Funding Progress — ATU Pension Plan
e Schedule of Funding Progress — CalPERS Plan
* Schedule of Funding Progress — Retirees’ Other Post Employment Benefits Trust
* Budgetary Comparison Schedule — Congestion Management Program Special
Revenue Fund
* Note to Required Supplementary Information — Budgetary Basis of Accounting

Supplementary Information — Combining and Individual Fund Statements and Schedules:

Enterprise fund:
* Comparative Statement of Fund Net Assets
e Comparative Statement of Revenues, Expenses and Changes in Fund Net Assets
* Comparative Statement of Cash Flows
* Budgetary Comparison Schedule

Fiduciary Funds:
* Combining Statement of Fiduciary Net Assets — Retiree Trust Funds
® Combining Statement of Changes in Fiduciary Net Assets — Retiree Trust Funds
e Combining Statement of Fiduciary Assets and Liabilities — Agency Funds
¢ Combining Statement of Changes in Fiduciary Assets and Liabilities — Agency Funds
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INDEPENDENT AUDITOR’S REPORT

The Board of Directors
Santa Clara Valley Transportation Authority
San Jose, California

We have audited the accompanying financial statements of the business-type activities, the governmental
activities, each major fund, and the aggregate remaining fund information of the Santa Clara Valley
Transportation Authority (VTA), as of and for the fiscal year ended June 30, 2012. These financial
statements are the responsibility of the VTA’s management. Our responsibility is to express an opinion
on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the business-type activity, the governmental activities, each major fund,
and the aggregate remaining fund information of VTA as of June 30, 2012, and the respective changes in
financial position and cash flows, where applicable, thereof for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated October 16, 2012,
on our consideration of the VTA's internal control over financial reporting and our tests of its compliance
with certain provisions of law, regulations, contracts, and grant agreements and other matters. The
purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audit.



Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and schedules of funding progress be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of financial reporting
for placing the basic financial statements in an appropriate operational, economic, or historical context.
We have applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the VTA’s financial statements as a whole. The introductory section, combining
and comparative individual fund financial statements and schedules, and statistical section are presented
for purposes of additional analysis and are not a required part of the financial statements. The combining
and individual fund financial statements and schedules are the responsibility of management and were
derived from and relate directly to the underlying accounting and other records used to prepare the basic
financial statements. This information has been subjected to the auditing procedures applied in the audit
of the basic financial statements, and certain additional procedures, including comparing and reconciling
such information directly to the underlying accounting and other records used to prepare the financial
statements or to the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. With respect to the June 30, 2011
comparative information presented in the combining statements and schedules, we have previously
audited, in accordance with auditing standards generally accepted in the United States, the VTA’s basic
financial statements for the year ended June 30, 2011, which are not presented with the accompanying
financial statements. In our report dated October 7, 2011, we expressed an unqualified opinion on the
respective basic financial statements of the business-type activities, governmental activities, each major
fund and the aggregate remaining fund information. In our opinion, the June 30, 2011 information is
fairly stated in all material respects in relation to the June 30, 2011 audited financial statements as a
whole.

The introductory and statistical section have not been subjected to the auditing procedures applied in the
audit of the basic financial statements and, accordingly, we do not express an opinion or provide any
assurance on them.

Vavmmlf, ‘Eh(__, pay géa LLP

Palo Alto, California
October 18, 2012
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Management’s Discussion and Analysis

Management Discussion and Analysis (MD&A) provides a narrative overview and
analysis of the financial activities of VTA for FY 2012. To obtain a complete
understanding of VTA’s financial condition, this document should be read in conjunction
with the accompanying Transmittal Letter and Basic Financial Statements.

Financial Highlights

e Asof June 30, 2012, VTA’s assets exceeded liabilities by approximately $3.2 billion.
Of the $3.2 billion in net assets, approximately $2.4 billion was invested in capital
assets net of related debt which is associated with VTA’s capital expansion program.

e Enterprise Fund operating revenues mainly from passenger fares were $40.1 million,
an increase of $56 thousand or 0.1% compared to FY 2011.

e Asof June 30, 2012, VTA has total outstanding bonds in the amount of $1.2 billion
compared to $1.3 billion in the prior fiscal year. During FY 2012, VTA issued $47.5
million (par value) of 2011 Series A Bonds to refund the 1998 Series A and 2000
Series A Junior Lien bonds.

e InFY 2012, VTA Transit Fund net assets increased $17.1 million to $2.1 billion. The
four board-designated reserves: Transit Operating Reserve, Debt Reduction Fund,
Sales Tax Stabilization Reserve, and Other Post-Employment Benefits (OPEB)
Liability Reduction Reserve were $56.3 million, $114.3 million, $35.0 million, and
$20.7 million, respectively.

e InFY 2012, VTA Measure A Fund net assets increased $137.7 million to a total of
$1.0 billion. This amount is restricted for the Measure A Transit Improvement
Program per the Measure A Ballot.

e The 1976 Sales Tax revenues increased $13.0 million or 8.4% to $166.6 million in
FY 2012 compared to FY 2011 reflecting an improvement in taxable sales activity in
the County.

e The 2000 Measure A Sales Tax revenues increased $13.4 million or 8.8% to $166.3
million in FY 2012 compared to FY 2011.

e Federal, state and local operating assistance were $2.6 million or 1.9% higher in FY
2012 mainly due to increased Transportation Development Act (TDA) revenues. The
total increase in TDA was offset by the decline in STA revenue.

e Capital grants decreased by $32.7 million compared to FY 2011. This decrease was
mainly due to lesser Traffic Congestion Relief Program (TCRP) grant receipts for the
BART Silicon Valley project, and the exhaustion of grant revenues received under
the American Recovery and Reinvestment Act (ARRA) for the procurement of 70
diesel-electric hybrid buses.



e InFY 2012, VTA created a new enterprise fund to account for the express lane
activities. As of June 30, 2012, the fund has total net assets of $218 thousand.

Overview of the Financial Statements

VTA'’s basic financial statements have three components: 1) government-wide financial
statements, 2) fund financial statements, and 3) notes to the basic financial statements. In
addition to the basic financial statements, this report also includes required and other
supplementary information.

1. Government-wide Financial Statements. The government-wide financial statements
provide a top-level view of VTA’s financial picture in a format resembling that of a
private-sector company.

The Statement of Net Assets presents information on all of VTA’s assets and liabilities,
with the difference between the two reported as net assets. Over time, an increase or
decrease in net assets may serve as an indicator of whether VTA’s financial position is
improving or deteriorating.

The Statement of Activities presents information reflecting changes in VTA’S net assets
during the most recent fiscal year. All changes in net assets are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of related
cash flows. Thus, revenues and expenses are reported in this statement for some items
that will result in cash flows only in future fiscal periods (e.g., uncollected taxes and
earned but unused vacation leave).

The government-wide statements distinguish functions of VTA that are principally
supported by sales tax and intergovernmental revenues. The VTA business-type activity
is transit, which includes bus/light rail operations, joint development, and capital
project activity. Although the transit operation’s primary function is intended to recover
its costs through charges for services (business-type activities), the recovery is not
significant. The governmental activities of VTA consist of congestion management and
highway programs, which include planning, programming, and construction of highway
projects.

2. Fund Financial Statements. A fund is a grouping of related accounts that is used to
maintain control over resources that have been segregated for specific activities or
objectives. VTA, like local and state governments, uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. All VTA funds can be
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divided into three categories: governmental funds, proprietary funds (i.e., enterprise
fund and internal service fund), and fiduciary funds.

Governmental funds. Governmental funds are used to account for essentially the same
functions reported as governmental activities in the government-wide financial
statements. However, unlike the government-wide financial statements, governmental
fund financial statements focus on near-term inflows and outflows of spendable
resources, as well as on balances of spendable resources available at the end of the
fiscal year. Such information may be useful in evaluating a government’s near-term
financial requirements.

VTA maintains three major governmental funds to account for the financial activities of
VTA'’s Congestion Management Program, the Congestion Management and Highway
Capital Project programs, and the 1996 Measure B Highway Capital Project programs.

Proprietary funds. VTA maintains two types of proprietary funds: enterprise funds and
internal service funds. The enterprise funds are used to report the same function
presented as “business-type activities” in the government-wide financial statements.
The internal service funds are used to account for activities that provide services to
other funds, departments or to other governments on a cost-reimbursement basis.
General Liability, Workers” Compensation, and Compensated Absences are accounted
for in the internal service funds. VTA uses the enterprise funds to account for its transit
operation and capital activities, the 1996 Measure B Transit projects, the 2000 Measure
A capital and operating activities, Joint Development Program, and Express Lanes
Program.

The combination of the enterprise fund and the internal service fund provide the same
type of information as the government-wide financial statements, only in more detail.

Fiduciary funds. Fiduciary funds are used to account for resources held for the benefit
of parties outside VTA. Fiduciary funds are not reflected in the government-wide
financial statements because the resources of those funds are not available to support
VTA’s own programs. The accounting used for fiduciary funds is much like that used
for proprietary funds.

The activities of the VTA Amalgamated Transit Union (ATU) Pension Plan, the ATU

Spousal Medical and Retiree Vision and Dental Funds and the Retirees’ Other Post
Employment Benefits (OPEB) Trust are reported in the retiree trust funds. Pension trust
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funds are used to account for assets held by VTA as a trustee for individuals and other
organizations, such as ATU.

Senate Bill 83 Vehicle Registration Fee (SB83 VRF) program, The Bay Area Air
Quality Management District (BAAQMD) program and the 1996 Measure B Ancillary
Programs, which includes the Pavement Management and Bicycle Programs, are
accounted for in an agency fund. Agency funds are used to account for assets held
solely in a custodial capacity.

Notes to the Financial Statements. The notes provide additional information that is

essential to a full understanding of the data provided in the government-wide and fund
financial statements. The notes to the financial statements can be found on pages 2-31
through 2-83 of this report.

In addition to the basic financial statements and notes, required supplementary
information is presented as required by GAAP. The required supplementary
information shows VTA’s progress in funding its obligation to provide employees with
pension benefits and also shows the Congestion Management Program Budgetary
Schedule. Required supplementary information can be found on pages 2-84 through 2-
88 of this report.

Other supplementary information such as the combining statements and other
individual schedules found immediately following the required supplementary
information present individual fund statements and schedules for the Enterprise and
Fiduciary Funds. Other supplementary information can be found on pages 2-89 through
2-99 of this report.

Government-wide Financial Analysis. The Government-Wide Statement of Net
Assets and the Statement of Activities reports a $161.9 million increase in net assets.
The increase was mainly in the Business-Type activities as the Government-type
activities only experienced $497 thousand increase in its net assets. The business-type
net asset increase was primarily due to Measure A sales tax receipts and capital grants
related to the BART Silicon Valley project as the locally funded capital expenditures
were lower compared to the revenue receipts. During FY 2012, VTA enterprise funds
acquired or built total capital assets of approximately $226.7 million (see Note 6).
These capital assets were funded by a variety of sources such as federal and state
grants, bond proceeds as well as local Measure A sales tax revenues.
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Santa Clara Valley Transportation Authority
Condensed Statement of Net Assets
FY 2012 and FY 2011
(In thousands)

Business- Type Activities Governmental Activities Total

2012 2011 2012 2011 2012 2011
Assets:
Current and other assets $ 1626494 $ 1572862 $ 25347 $ 23,772 $1,651,841 $1596,634
Capital assets, net 3,078,174 2,909,780 - - 3,078,174 2,909,780
Total assets 4,704,668 4,482,642 25,347 23,772 4,730,015 4,506,414
Liabilities:
Current liabilities 151,991 130,289 23,903 22,825 175,894 153,114
Long-term liabilities outstanding 1,389,731 1,350,817 - - 1,389,731 1,350,817
Total liabilities 1,541,722 1,481,106 23,903 22,825 1,565,625 1,503,931
Net assets:
Invested in capital assets,
net of related debt 2,351,676 2,220,118 - - 2,351,676 2,220,118
Restricted 548,367 572,054 1,444 947 549,811 573,001
Unrestricted 262,903 209,364 - - 262,903 209,364
Total net assets $ 3,162,946 $ 3001536 $ 1444 $ 947  $3,164,390 $3,002,483

The largest portion of VTA’s net assets (approximately 74.4%) reflects its investment in
capital assets (e.g., land, buildings, infrastructure, machinery, and equipment); less any
related outstanding debt used to acquire those assets. VTA uses these capital assets to
provide services to its customers. Consequently, these assets are not available for future
spending. Although VTA’s investment in its capital assets is reported net of related debt, it
should be noted that the resources needed to repay this debt must be provided from other
sources since the capital assets themselves cannot reasonably be used to liquidate these
liabilities. The restricted net assets represent mainly the funds set aside for the Measure A
and B Transit Improvement Programs, debt service with the bond trustees, SWAP/Lease
collateral, reserve for inventory, prepaid expenses, and bond issuance unamortized costs. The
unrestricted categories include funds set aside by Board policies and for funding of local
share of capital projects, VTA transit operating reserve, debt reduction, joint development
program fund, sales tax stabilization, OPEB liability reduction and for workers’
compensation and general liability claims. The unrestricted net assets are available for
appropriation with Board approval. The details of net assets categories are shown on page 2-
23 and Note 2(j).
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Santa Clara Valley Transportation Authority
Condensed Statement of Activities
FY 2012 and FY 2011
(In thousands)

Business-Type Activities Governmental Activities Total
2012 2011 2012 2011 2012 2011
Expenses:
Operations, support services, and CMP program $ 364,723 $ 343302 $ 6,692 $ 7196 $ 371,415 $ 350,498
Caltrain subsidy & capital expenditures on behalf of,
and contribution to other agencies 90,290 80,917 - - 90,290 80,917
Altamont Commuter Express subsidy 2,707 2,706 - - 2,707 2,706
Interest Expense 31,307 23,536 - - 31,307 23,536
Other non-operating expenses 8,059 15,434 - - 8,059 15,434
Claims and change in future claim estimates 11,419 8,410 - - 11,419 8,410
Contribution to agencies - - 37 867 37 867
Capital outlay on behalf of other agencies - - 19,052 21,091 19,052 21,091
Total expenses 508,505 474,305 25,781 29,154 534,286 503,459
Program revenues:
Charges for services 40,070 40,014 2,503 2,520 42,573 42,534
Operating grants 140,419 137,804 2,110 2,127 142,529 139,931
Capital grants 115,584 148,303 21,530 24,051 137,114 172,354
Total program revenues 296,073 326,121 26,143 28,698 322,216 354,819
Net program revenues (expenses) (212,432) (148,184) 362 (456) (212,070) (148,640)
General revenues:
Sales tax revenue 332,847 306,456 - - 332,847 306,456
Investment income 19,289 11,039 31 10 19,320 11,049
Federal subsidy for Build America Bonds 9,399 5,848 - - 9,399 5,848
Other income 12,307 7,507 104 1,106 12,411 8,613
Total general revenues 373,842 330,850 135 1,116 373,977 331,966
Excess (deficiency) before special items 161,410 182,666 497 660 161,907 183,326
Special items:
Change in provisions for general liability & workers'
compensation claims - 5,716 - - - 5,716
Change in net assets 161,410 188,382 497 660 161,907 189,042
Net assets, beginning of year 3,001,536 2,813,154 947 287 3,002,483 2,813,441
Net assets, end of year $ 3,162,946 $ 3,001,536 $ 1,444 % 947 $ 3,164,390 $ 3,002,483

Business-Type Activities. Total net assets were $3.2 billion in FY 2012, an increase of
$161.4 million compared to FY 2011. Net program expenses (total expenses minus program
revenues) were $212.4 million during FY 2012 compared to $148.2 million in FY 2011.
Total expenses increased $34.2 million compared to FY 2011. Major increases were
operation and support services, which include labor, material and supplies, utilities, and
other operating expenses ($21.4 million), capital expenditures on behalf of, and
contributions to other agencies ($9.4 million), interest expenses on bonds ($7.8 million), and
claim payments for self-insured programs ($3.0 million). They were offset by a $7.4 million
decrease in other non-operating expenses.

In the program revenue categories, charges for services increased $56 thousand mainly due
to the newly created express lane revenues that was offset by a decrease in shuttle
revenues. Operating assistance grants increased slightly due to an increase in TDA
revenues received, partially offset by a decrease in STA revenues. Capital grants decreased
by $32.7 million primarily due to the exhaustion of the federal ARRA grant for the
procurement of hybrid buses granted for FY 2011 as well as lower TCRP grant receipts for
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the BART Silicon Valley project. Total general revenues increased $43.0 million resulting
from higher sales tax ($26.4 million), investment income ($8.2 million), federal subsidy for
newly issued Build America Bonds ($3.6 million), and other income ($4.8 million).

Governmental Activities. Total net assets for the governmental funds increased $497
thousand in FY 2012, with an ending balance of $1.4 million, all in the Special Revenue
Fund. Major elements of changes in net assets were as follows:

e In the Capital Projects Funds, total federal, state, and local grant revenues were $21.5
million and capital expenses and labor/overhead costs were also $21.5 million, with
no net assets.

e In the Congestion Management Program (CMP) Special Revenue Fund, total revenue
sources were $4.7 million, a decrease of $1.0 million compared to FY 2011. The
decrease was mainly due to a one time reimbursement of SB83 VRF ballot measure
election expenditures from local program reserve that CMP received in FY 2011.
Total expenditures were $4.3 million reflecting $0.8 million lower expenses (again
due to payment of SB83 VRF election costs in FY 2011), with a net change in net
assets of $497 thousand. CMP projects are funded only from member assessments
and various federal, state, and local grants.

Financial Analysis of VTA’s Funds

As noted earlier, VTA uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.

Proprietary funds. VTA’s proprietary funds provide the same type of information found

in the government-wide financial statements, but in more detail. The VTA maintains two
types of proprietary funds — Enterprise Funds and Internal Service Funds.
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Comparison of
Proprietary Funds Revenue
FY 2012 and FY 2011
(In thousands)

Changes

Favorable/(Unfavorable)

Proprietary Funds Revenue 2012 2011 Amount Percent
Charges for services $ 40,070 $ 40,014 % 56 0.14 %
Operating grants 140,419 137,804 2,615 1.90 %
Capital grants 115,584 148,303 (32,719) (22.06)%
1976 half-cent sales tax 166,567 153,601 12,966 8.44 %
2000 Measure A half-cent sales tax 166,280 152,855 13,425 8.78 %
Investment earnings 19,289 11,039 8,250 74.74 %
Federal subsidy for Build America Bonds 9,399 5,848 3,551 60.72 %
Other income 12,307 7,507 4,800 63.94 %
Special Item - 5,716 (5,716) N/A
TOTAL $ 669,915 $ 662,687 $ 7,228 1.09 %

Charges for Services

Charges for services, derived from bus fare box receipts, light rail ticket sales, the sale of
monthly passes (including Eco Pass and tokens) and advertisement income, were $40.1
million in FY 2012, $56 thousand or 0.1% higher compared to FY 2011. The slight
increase was due to implementation of Express Lane in FY 2012 that was partially offset
by lower shuttle revenues collected in FY 2012. In March 2012, VTA partnered with
Caltrans to convert carpool lanes at the State Route (SR) 237/1880 interchange in Milpitas
to express lanes, and VTA started collecting toll revenues from solo drivers who wished to
use the express lanes. As of June 30, 2012, toll revenues collected from the express lanes
amount to approximately $218 thousand.

Operating Grants

Operating grants include California Transportation Development Act (TDA), State Transit
Assistance (STA) grant, Federal Section 5307 Urbanized Formula Program Grants, state
vehicle license fees (AB434), and federal planning grants. In FY 2012, total operating
grants increased $2.6 million or 1.9% higher compared to FY 2011. This is primarily due to
increase in TDA revenues, partially offset by a decrease in STA revenues.

TDA funds are derived from a quarter-cent sales tax levied by the state on taxable
transactions occurring in the Santa Clara County. The Metropolitan Transportation
Commission (MTC) retains a portion of these funds for administration and approximately
96.5% is returned to the source county (i.e., Santa Clara). After sales tax derived from local
measures, TDA revenues are VTA’s second largest sources of revenue for operations. For
FY 2012, the actual TDA receipts were $82.0 million, reflecting $7.5 million or 10.0%
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increase over the prior fiscal year as the taxable sales activity improved in the County
during FY 2012,

STA funds are derived from state sales tax on diesel fuel. STA apportionments are made to
regional transportation planning agencies (MTC in the San Francisco Bay Area Region)
based on a formula that allocates 50% of the funds according to population and 50%
according to the transit operator’s qualified revenues in the region from the prior fiscal
year. In FY 2012, VTA received $14.1 million compared to $16.7 million in FY 2011.

Federal Section 5307 allows eligible recipients to claim capital grant funds for maintenance
costs and other projects such as routine bus replacements. Grant applicants may apply for
FTA grants in an amount up to 80% of annual vehicle maintenance costs. The funds are
reflected in the financial statements as Federal Operating Assistance. Currently, VTA treats
a large portion of its bus maintenance costs for revenue and non-revenue vehicles as
eligible expenditures. For FY 2012, total grant revenues under this program were $41.9
million, a $0.4 million increase from FY 2011.

Capital Grants

Capital grants include Federal Section 5309 capital grants, various State transit-related
capital grants, capital contribution from local agencies, and reimbursements received by
VTA for capital expenses undertaken on behalf of other agencies. In FY 2012, total capital
grants decreased $32.7 million or 22.0% to $115.6 million. This was primarily due to lower
grant revenues received from the federal ARRA program and state TCRP. VTA received
additional funding from the federal ARRA program for the procurement of 70 diesel-
electric hybrid buses in FY 2011 while FY 2012 recorded ARRA funding for only 20
hybrid vehicles.

1976 Half-Cent Sales Tax Revenues

The 1976 Sales Tax is VTA’s single largest source of revenue for operations. The State
Board of Equalization (SBOE) collects the 1976 Sales Tax for VTA. The 1976 Sales Tax
Revenues pay the operating expenses and capital expenditures, where state or federal
capital assistance programs require that the recipient of assistance contribute locally
derived revenue. For FY 2012, total sales tax revenues were $166.6 million, $13.0 million
or 8.4% higher compared to the prior fiscal year.

2000 Measure A Half-Cent Sales Tax Revenues

The 2000 Measure A Sales Tax is collected by the SBOE for VTA in the same manner as
the 1976 Measure B Sales Tax. The collection of the Measure A half-cent sales tax revenue
occurred after the expiration of 1996 Half-Cent Measure B Sales Tax on March 31, 2006.
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FY 2012 revenues of $166.3 million were $13.4 million or 8.8% higher than the prior year.
The 2000 Sales Tax revenues are restricted for projects and operational activities included
on the 2000 Measure A ballot.

Investment Earnings

The investment earnings are derived from three primary sources: short, mid, and long-term
investment portfolios. Pursuant to VTA’s adopted investment policy and California
Government Code, 100% of surplus assets are invested in domestic fixed income
investments. In FY 2012, the investment earnings were $8.2 million or 74.7% higher than
the prior year. This was mainly due to a $7.7 million net trading gain and decreased
unrealized loss in investments, as well as an additional $0.5 million in interest earned for
FY 2012.

Federal Subsidy for Build America Bonds (BABS)

In FY 2011, VTA issued 2010 Measure A Sales Tax Bonds which are taxable to the bond
holders. The bonds were issued under the federal BABs program which provides a 35%
interest cost subsidy to VTA. As per Governmental Accounting Standards Board (GASB),
VTA recognizes the BABs subsidy as an income item on its financial statements. In FY
2012, total BABs subsidy was $3.6 million or 60.7% higher than FY 2011. This was a
result of recognizing one full year of BABs subsidy in FY 2012 compared to eight months
in FY 2011.

Other Income

In FY 2012, total other income was $12.3 million; $4.8 million or 63.9% higher than the
prior fiscal year. This was a result of revenue increases in permit fees, sale of scrap,
insurance proceeds, land sale proceeds, and the recognition of the 1996 Measure B income
in FY 2012.
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Revenue by Sources - Proprietary Funds
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Total expenses for Proprietary Funds increased $34.2 million or 7.2% in FY 2012. A detail
analysis of major expense categories is discussed below.

Comparison of
Proprietary Funds Expenses
for FY 2012 and FY 2011
(In thousands)

Changes
Favorable/(Unfavorable)
Proprietary Funds Expenses 2012 2011 Amount Percent
Operations and support services $ 364,723 $ 343,302 $ (21,421) (6.24)%
Caltrain and ACE subsidy 12,914 16,841 3,927 23.32 %
Capital contributions to/or expenses
on-behalf of other agencies 80,083 66,782 (13,301) (19.92)%
Interest expense 31,307 23,536 (7,771) (33.02)%
Other non-operating expenses 8,059 15,434 7,375 47.78 %
Claims and change in future claim estimates 11,419 8,410 (3,009) (35.78)%
TOTALS $ 508505 $ 474,305 $ (34,200) (7.21)%

Operations and Support Services

Operations and support services expenses are incurred for labor, support services,
contracted services, insurance, purchased transportation and other overhead costs related to
bus and light rail operations, services, and support programs. For FY 2012, they were $21.4
million or 6.2% higher compared to FY 2011. Labor and benefit costs increased $14.2
million or 5.7% in FY 2012 as VTA'’s furlough programs and wage increase freezes for
various employee categories ended in FY 2011. Other major categories which increased in
FY 2012 were the cost of materials (diesel fuel and gasoline), services, and depreciation.
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Caltrain and Altamont Commuter Express (ACE) Subsidy

Caltrain is a commuter rail service, provided by the Peninsula Corridor Joint Powers Board
(PCJPB), which is composed of 3 member agencies: VTA, San Mateo County Transit
District (SamTrans) and City and County of San Francisco. VTA contributes a portion of
Caltrain operating and maintenance costs for commuter train service from Santa Clara
County to San Francisco. Operating subsidy to Caltrain was $10.2 million in FY 2012; $3.9
million lower than contributed in FY 2011.

The ACE is administered by and funded under a cooperative agreement among VTA, the
Alameda County Congestion Management Agency and the San Joaquin Regional Rail
Commission (SJRRC). VTA'’s subsidy to ACE commuter rail service totaled $2.7 million
in FY 2012. Approximately the same amount was contributed in FY 2011. The annual
subsidy was based on the joint power agreements with these agencies.

Capital Expenses to/or On Behalf of Other Agencies

As a part of its capital program, VTA makes capital contribution to or undertakes capital
projects jointly with other agencies. As the ownership of these capital projects does not rest
with VTA, these capital expenses are reported as non-operating expenses on its financial
statements. In FY 2012, total capital contributions and expenses were $80.1 million, an
increase of $13.3 million compared to FY 2011. The FY 2012 contribution included $7.8
million swap payment to Congestion Management and Highway Program Fund and other
agencies in the Measure A Transit Improvement Fund. In addition, VTA Transit and
Measure A Transit Improvement Fund expended $72.3 million to/or on behalf of other
agencies. VTA was partially reimbursed for these capital expenses by other agencies and
the reimbursements are reported as capital contributions.

Interest Expense

Bond interest expense was $31.3 million, $7.8 million higher compared to prior year
primarily due to recognition of a full year of interest expense for 2010 Bonds issued in
November 2010.

Other Non-Operating Expenses

Other non-operating expenses were $8.1 million, $7.4 million lower in FY 2012 compared
to the prior year. This was mainly due to an accrual for the right-of-way acquisition loan
payment to SamTrans in VTA Transit Fund in FY 2011 that didn’t occur again in FY 2012.
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Claims and Change in Future Claim Estimates

Claim payments in FY 2012 were $11.4 million, $3.0 million higher than FY 2011 due to
payments made for workers’ compensation and liability claims. VTA also recorded
additional expenses to increase the claims liability reserve to the actuarially determined
amount.

Internal Service Funds. VTA maintains Internal Service Funds to account for the
activities related to Workers’ Compensation, General Liability, and Compensated Absences
programs. The costs of these activities are accounted for in these funds and then charged to
other VTA funds. As of June 30, 2012, the total deficit for this fund category was $5
million, a decrease of $52 thousand from the prior year.

Revenue by Sources - Governmental Fund

Charges for
services, 9.5%

§
l--/

Others, 8.5%

Capital grants,
82.0%

Governmental funds. The focus of VTA’s governmental funds is to provide information
on near-term inflows, outflows, and balances of expendable resources. Such information is
useful in assessing VTA’s financing requirements. In particular, unreserved fund balance
may serve as a useful measure of VTA’s net resources available for spending at the end of
the fiscal year. VTA maintains two governmental fund types — Special Revenue Fund and
Capital Project Fund.

Special Revenue Fund. This fund accounts for the activities of the Congestion

Management Program. The table that follows shows the details of changes in net assets
between the current and prior fiscal year:
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Comparison of
Special Revenue Fund
FY 2012 and FY 2011

(In thousands)

Changes
Favorable/(Unfavorable)
‘Special Revenue Fund 2012 2011 Amount Percent
Member agency assessment revenues $ 2407 $ 2407 $ - 0.00%
Federal technical studies operating assistance grants 1,367 1,398 (3D (2.22)%
State and local assistance grants 743 729 14 1.92%
Other revenues 104 1,106 (1,002) (90.60)%
Administrative fees 96 113 a7 (15.04)%
Investment earnings 31 10 21 210.00%
Total Revenues 4,748 5,763 (1,015) (17.61)%
Salaries and benefits (3,767) (3,854) 87 2.26%
Professional services (436) (374) (62) (16.58)%
Contribution to other agencies 37 (867) 830 95.73%
Material and services (6) (©)] 2 25.00%
Miscellaneous (5) - (5) N/A
Total BExpenses (4,251) (5,203) 852 16.70%
Change in Net Assets 497 660 (163) (24.70)%
Net assets, beginning of year 947 287 660
Net assets, end of year $ 1444 3 U7 % 497 52.48%

Total fund revenues, which mainly include member assessments, and grants were $4.7
million in FY 2012, $1.0 million lower than the prior year. The decrease was mainly due to
a one-time transfer of $867 thousand from local program reserve to pay for the cost of a
ballot measure in November 2010 recorded in FY 2011. In addition, federal and state
operating assistance grants were also lower in FY 2012 compared to FY 2011. Total
expenses were $4.3 million, a decrease of $852 thousand mainly due to a contribution to
other agency related to the cost of ballot measure election. The ending fund balance was
$1.4 million.

Capital Project Fund. This fund accounts for VTA’s two major capital programs —

Congestion Management Highway Program and Measure B Highway Program. The table
below shows the details of changes in net assets between the current and prior fiscal year:

2-16



Comparison of
Capital Project Funds
FY 2012 and FY 2011

(In thousands)

Changes
Favorable/(Unfavorable)
Capital Projects Funds 2012 2011 Amount Percent
Federal, state, and local capital grant revenues $ 21530 $ 24051 $ (2,521) (10.48)%
VTA labor and overhead costs (2,478) (2,960) 482 16.28%

Capital expenditures on behalf of other agencies (19,052) (21,091) 2,039 9.67%
Change in Net Assets $ - $ -3 -

As of June 30, 2012, total revenues were $21.5 million which represent the total amount
expended on the projects during the fiscal year and billed to other governmental agencies.
The VTA labor and overhead costs were $482 thousand lower in FY 2012,

Capital Assets and Debt Administration

Capital assets. VTA'’s investment in capital assets for its business-type activity as of June
30, 2012, amounts to $3.1 billion, net of accumulated depreciation. VTA has no capital
assets invested in the governmental activities. This investment in capital assets includes:
Land and Right-of-Way, Buildings, Improvements, Equipment & Furniture, Vehicles, the
Caltrain-Gilroy Extension, Light Rail Tracks/Electrification, Leasehold Improvements, and
Other Operating Equipment. During FY 2012, VTA expended $226.7 million on the
acquisition and construction of capital assets.

Capital Assets
(Net of Accumulated Depreciation)
(In thousands)

2012 2011

Land and Right-of-way $ 1,122,495 $ 1,122,805
Construction in Progress 1,107,386 902,026
Buildings & Improvements

Equipment & Fixtures 280,569 288,264
Vehicles 310,103 318,280
Caltrain-Gilroy Extension 37,426 39,061
Light Rail Tracks/Electrification 198,919 216,057
Other Operating Equipment 13,620 15,189
Leasehold Improvements 7,656 8,098
Total $ 3078174 $ 2,909,780

Additional information on VTA’s capital assets can be found in Note 6 — Capital Assets.

Long-term debt. At year-end, VTA had $1.2 billion bonds outstanding versus $1.3 billion
in FY 2011. In FY 2012, VTA issued $47.5 million (notional amount) in Sales Tax
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Revenues Bonds to refund the 1998 Series A and 2000 Series A Junior Lien bonds in
October 2011. The total debt payment made for FY 2012 was approximately $74.4 million,
which includes the amount due in FY 2012 and the refunded debts.

Outstanding Debt

Proprietary Funds
(In thousands)

2012 2011
Jr. Lien Sales Tax Revenue Bonds (1976 Tax) $ - $ 64595
Sr. Lien Sales Tax Revenue Bonds (1976 Tax) 219,399 173,222

Sr. Lien Sales Tax Revenue Bonds (2000 Tax) 1,029,105 1,036,892
Total $1,248,504 $1,274,709

More information on this transaction is included in Note 7a — Long-Term Debt and
Liabilities.

VTA maintains uninsured ratings of “AAA” from Standard & Poor’s (S&P), “AA” rating
from Fitch, and a “Aa2” rating from Moody’s for its Senior Lien Sales Tax Revenue Bonds
secured by 1976 sales tax revenues.

The ratings for Sales Tax Revenue Bonds secured by the 2000 Measure A sales tax are
“Aa2” from Moody’s and “AA+” from S&P. The 2007 Series A Measure A bonds have
underlying (insured) ratings of AA+ and Aa2 from S&P and Moody’s, respectively.

Additional information on VTA’s long-term debt can be found in Note 7 — Long-Term
Liabilities.

VTA Transit Fund Budgetary Highlights

In June 2011, VTA Board of Directors adopted a biennial budget for Fiscal Years 2012 and
2013. The FY 2012 and FY 2013 Biennial Budget reflect an improved, although somewhat
tenuous, economic outlook with lower unemployment rates, increased sales tax revenues,
and improved ridership. The budget invests in service, infrastructure, and the Measure A
capital program promised to voters in 2000.

As shown on the Budgetary Comparison Schedule for the VTA Transit Fund (pages 2-94 &

2-95), the FY 2012 actual results for revenues and expenses were favorable compared to
both the Adopted and Final Budget.
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Requests for Information

Please address all questions or requests for additional information to the Fiscal Resources
Division, Attention: Chief Financial Officer, Santa Clara Valley Transportation Authority,
3331 North First Street Building C, Second Floor, San Jose, CA 95134-1927.
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY
Statement of Net Assets
June 30, 2012
(In thousands)
Business-Type Governmental

Activities Activities Total
ASSETS
Cash and investments $ 249,032 $ - $ 249,032
Receivables, net 3,217 - 3,217
Internal balances (765) 765 -
Due from other agencies 87,133 - 87,133
Inventories 19,389 - 19,389
Other current assets 881 - 881
Restricted assets:
Cash and investments 1,046,073 19,026 1,065,099
Receivables, net 2,172 - 2,172
Due from other agencies 89,796 5,553 95,349
Other current assets 231 3 234
Long-term assets:
Deferred charges 12,412 - 12,412
Deferred outflow of resources 116,923 - 116,923
Capital assets - nondepreciable 2,229,881 - 2,229,881
Capital assets - depreciable, net of accumulated depreciation 848,293 - 848,293
Total assets 4,704,668 25,347 4,730,015
LIABILITIES
Accounts payable and accrued expenses 16,304 - 16,304
Deposits 532 - 532
Accrued payroll and related liabilities 4,719 - 4,719
Bond interest and other fee payable 653 - 653
Deferred revenues 2,264 - 2,264
Due to other agencies 5,327 - 5,327
Liabilities payable from restricted assets:
Accounts payable and accrued expenses 32,651 3,156 35,807
Bond interest and other fee payable 12,439 - 12,439
Deferred revenues 35 - 35
Due to other agencies 54,175 20,747 14,922
Long-term liabilities:
Derivative instruments 116,923 - 116,923
Due within one year 22,892 - 22,892
Due in more than one year 1,272,808 - 1,272,808
Total liabilities 1,541,722 23,903 1,565,625
NET ASSETS
Invested in capital assets, net of related debt 2,351,676 - 2,351,676
Restricted:
Transit debt service 1,586 - 1,586
SWAP/lease collateral 112,899 - 112,899
2000 Measure A debt service 63,528 - 63,528
Retention 17,263 - 17,263
2000 Measure A projects 318,895 - 318,895
1996 Measure B projects 1,645 - 1,645
Inventory, prepaid expenses, and issuance cost 32,551 - 32,551
Congestion management program - 1,444 1,444
Unrestricted (Note 2j) 262,903 - 262,903
Total net assets $ 3,162,946 $ 1,444 $ 3,164,390

See Accompanying Notes to Basic Financial Statements 2-20



SANTA CLARA VALLEY TRANSPORTATION AUTHORITY

Statement of Activities
For the Year ended June 30, 2012

Expenses:

Operations, support services, and CMP program
Caltrain subsidy & capital expenditures on behalf of,

and contribution to other agencies
Altamont Commuter Express subsidy
Interest expense

Other non-operating expenses
Claims and change in future claim estimates

Contribution to agencies
Capital outlay on behalf of other agencies

Total expenses

Program revenues:
Charges for services
Operating grants
Capital grants

Total program revenues

Net program revenues (expenses)
General revenues:
Sales tax revenue
Investment income
Federal subsidy for Build America Bonds
Other income
Total general revenues

Change in net assets
Net assets, beginning of year
Net assets, end of year

(In thousands)

Business-Type Governmental

Activities Activities Total
$ 364,723 $ 6,692 $ 371,415
90,290 - 90,290
2,707 - 2,707
31,307 - 31,307
8,059 - 8,059
11,419 - 11,419
- 37 37
- 19,052 19,052
508,505 25,781 534,286
40,070 2,503 42,573
140,419 2,110 142,529
115,584 21,530 137,114
296,073 26,143 322,216
(212,432) 362 (212,070)
332,847 - 332,847
19,289 31 19,320
9,399 - 9,399
12,307 104 12,411
373,842 135 373,977
161,410 497 161,907
3,001,536 947 3,002,483
$3,162,946 $ 1,444 $ 3,164,390

See Accompanying Notes to Basic Financial Statements
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY
Statement of Fund Net Assets
Proprietary Funds
June 30, 2012
(In thousands)

Enterprise Funds
VTA Measure B Express Measure A Joint Total Internal
Transit Transit Lanes Transit Development  Enterprise Service
Fund Fund Fund Fund Fund Funds Fund
ASSETS
Current assets:
Cash and cash equivalents $ 24580 $ - 8 200 $ - 8 25 $ 24805 376
Investments 174,355 - - 7,618 181,973 41,878
Receivables, net 3,207 5 3,212 5
Due from other funds 385 - - - 385
Due from other agencies 87,115 - 18 87,133
Inventories 19,389 - 19,389
Other current assets 881 881
Restricted assets:
Cash and cash equivalents - 3,081 - 23 3,104
Cash and cash equivalents with fiscal agent 1,596 - - 602,787 604,383
Investments 58,656 379,930 438,586
Receivables, net - 2,172 2,172
Due from other agencies 89,796 89,796
Other current assets - - - 231 - 231 -
TOTAL CURRENT ASSETS 370,164 3,081 218 1,074,939 7,648 1,456,050 42,259
Noncurrent assets:
Deferred charges 1,226 11,186 12,412
Deferred outflow of resources 25,566 91,357 116,923
Capital assets - Non-depreciable:
Land and right of way 1,122,495 - - 1,122,495
Construction in progress 68,996 733 1,037,657 1,107,386
Capital assets - Depreciable:
Caltrain - Gilroy extension 53,307 53,307
Buildings, improvements, furniture, and fixtures 511,853 511,853
Vehicles 481,014 481,014
Light-rail tracks and electrification 403,394 403,394
Leasehold Improvements 9,686 9,686
Other 46,152 46,152
Less accumulated depreciation (657,113) - - (657,113)
Net capital assets 2,039,784 733 1,037,657 3,078,174
TOTAL NONCURRENT ASSETS 2,066,576 733 - 1,140,200 3,207,509
TOTAL ASSETS 2,436,740 3,814 218 2,215,139 7,648 4,663,559 42,259
(continued on next page)
See Accompanying Notes to Basic Financial Statements 2-22



LIABILITIES
Current liabilities:
Accounts payable and accrued expenses
Deposits
Accrued payroll and related liabilities
Bond interest and other fee payable
Deferred revenues
Due to other agencies
Claims liability
Compensated absences
Liabilities payable from restricted assets:

Current portion of long-term debt
Accounts payable and accrued expenses
Bond interest and other fee payable
Deferred revenues
Due to other funds
Due to other agencies

TOTAL CURRENT LIABILITIES

Non-current liabilities:

Long-term debt, excluding current portion
Derivative instruments
Claims liability
Compensated absences
Other accrued expenses

TOTAL NON-CURRENT LIABILITIES

TOTAL LIABILITIES

NET ASSETS

Invested in capital assets, net of related debt

Restricted:
Transit debt service
SWAP/lease collateral
2000 Measure A Debt service
Retention
2000 Measure A projects
1996 Measure B projects

Inventory, prepaid expenses, and issuance cost

Unrestricted (Note 2j)
TOTAL NET ASSETS

SANTA CLARA VALLEY TRANSPORTATION AUTHORITY
Statement of Fund Net Assets (continued)
Proprietary Funds
June 30, 2012
(In thousands)

Enterprise Funds

Reconciliation of the Statement of Fund Net assets to the Statement of Net Assets to:

Net Assets of Enterprise Fund

Net Assets of Internal Service Fund, which benefits Business-type Activities

Net Assets (Page 2-20)

VTA Measure B Express Measure A Joint Total Internal
Transit Transit Lanes Transit Development  Enterprise Service
Fund Fund Fund Fund Fund Funds Fund
16,078 - 16,078 226
527 - 5 532
4719 - 4719
653 - 653
2,243 - 21 2,264
5327 - 5327 -
- - 2,767
- - 7,100
10,400 - 2,625 - 13,025
- - 32,651 - 32,651
- - 12,439 - 12,439
- - - 3H - 35
- 7 1143 1,150
37,114 1429 15632 54,175 -
77,061 1436 64,525 26 143048 10,093
208,999 1,026,480 1235479
25,566 - 91,357 116,923 -
- - - - 18,267
- - - - 18931
131 - - - 131 -
234,696 - 1,117,837 1,352,533 37,198
311,757 1436 1,182,362 26 1,495,581 47291
1,820,385 733 530,558 2,351,676
1,586 - - - - 1,586
21542 - 91,357 - 112,899
- - 63528 - 63,528
10 - 17253 - 17,263
- - 3183895 - 318,89
- 1,645 - - - 1,645
21,365 - 11,186 - 32,551 -
260,095 - 218 - 7622 267,935 (5,032)
$ 2124983 2318 $ 218§ 1032777 $ 7622 $ 3167978 § (5032
$ 3167978
(5,032)
I
See Accompanying Notes to Basic Financial Statements 2-23



SANTA CLARA VALLEY TRANSPORTATION AUTHORITY
Statement of Revenues, Expenses and Changes in Fund Net Assets

Proprietary Funds

For the Year ended June 30, 2012
(In thousands)

Enterprise Funds

Measure
VTA B Express ~ Measure A Joint Total Internal
Transit Transit Lanes Transit Development  Enterprise Service
Fund Fund Fund Fund Fund Funds Fund
OPERATING REVENUE:
Passenger fares $ 314 5 - $ - $ - $ - $ 31744 S
Toll revenues collected - - 218 - - 218
Advertising and other 2,108 - - - - 2,108 -
Charges for services - - - - - - 12531
Total Operating Revenues 39,852 - 218 - - 40,070 12531
OPERATING EXPENSE:
Labor cost 262,556 - - - - 262,556
Materials and supplies 30,912 - - - - 30,912
Services 20,094 - - - 147 20,241
Utilities 6,983 - - - - 6,983
Casualty and liability 4,862 - - - - 4,862
Purchased transportation 18923 - - - - 18923
Leases and rentals 552 - - - - 552 -
Miscellaneous 1481 - - - - 1481 2310
Depreciation expense 57,886 - - - - 57,886 -
Costs allocated to capital and other programs (29452) - - - - (29452) -
Claims and change in future claims estimates - - - - - - 11,419
Total Operating Expense 374,797 - - - 147 374,944 13,729
Operating Income/(Loss) (334,945 - 218 - (247) (334,874 (1,198)
NON-OPERATING REVENUES (EXPENSES):
Sales tax revenue 166,567 - - 166,280 - 332,847
Measure A operating assistance 30,691 - - (30,691) - -
Federal operating assistance and other grants 42,286 - - - - 42,286
Federal subsidy for Build America Bonds - - - 9,399 - 9,399
State and local operating assistance grants 98,133 - - - - 98,133
Caltrain subsidy (10,207) - - - - (10,207)
Capital expenditure on behalf of, and
contribution
to other agencies (12,123) (3,600) - (64,360) - (80,083)
Altamont Commuter Express subsidy (2,707) - - - - (2,707) -
Investment earnings 5299 - - 13151 144 18,594 695
Interest expense (8,153) - - (23,154) - (31,307)
Measure A repayment obligations 10,843 - - (10,843) - - -
Other income 11,248 - - 440 168 11,856 451
Other expense (3,751) - - (4,308) - (8,059) -
Total Non-operating Revenues (Expenses) 328,126 (3,600) - 55914 312 380,752 1,146
Income (loss) before capital contributions
and transfers (6,819) (3,600) 218 55914 165 45878 (52)
Capital grants and contributions 30,207 3618 - 81,759 - 115,584 -
Transfer in/(out) (6,300 - - - 6,300 - -
Change in net assets 17,088 18 218 137,673 6,465 161,462 (52)
Net assets, beginning of year 2,107,895 2,360 - 895,104 1,157 3,006,516 (4,980)
Net assets, end of year $ 2124983 $ 2378 $ 218 $ 1032777 % 7622 $ 3167978 $ (5032)
Reconciliation of the Statement of Revenues, Expenses & Changes in Fund Net Assets to the Statement of Activities:
Change in net assets of the Enterprise Fund $ 161462
Change in net assets of the Internal Service Fund, which benefits Business-type Activities (52)
Change in net assets of Business-type Activities (Page 2-21) $ 161410
See Accompanying Notes to Basic Financial Statements 2-24



SANTA CLARA VALLEY TRANSPORTATION AUTHORITY
Statement of Cash Flows
Proprietary Funds

For the Year Ended June 30, 2012

CASH FLOWS FROM OPERATING ACTIVITIES
Cash received from passenger fares
Cash received from toll revenues collected
Cash received from advertising
Cash paid to employees
Cash paid to suppliers
Cash paid for purchased transportation
Cash received from contributions
Payments made to beneficiaries
Payments made to third party contractors
Other non-operating receipts
Net cash provided by/(used in) operating activities

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Operating grants received
Sales tax received
Measure A operating assistance
Measure A repayment obligations
Caltrain subsidy
Altamont Commuter Express subsidy
Capital contributions to other agencies
Transfer in
Transfer out
Net cash provided by/(used in) non-capital financing activities

(In thousands)

Enterprise Funds

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES

Payment of long-term debt
Proceeds from issuance of long-term debt
Premium on issuance of long-term bonds
Issuance and other cost
Advance (to)/from other governments
Interest and other fees paid on long-term debt
Acquisition and construction of capital assets
Capital contribution from other governments
Net cash provided by/(used in) capital and related financing activities

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sale of investments
Purchase of investments
Interest income received
Net cash provided by/(used in) investment activities

NET INCREASE/( DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS, END OF YEAR

Reconciliation to Fund Balance Sheet
Unrestricted:

Cash and cash equivalents
Restricted:

Cash and cash equivalents

Cash and cash equivalents with fiscal agent

Measure

B Express Measure A Joint Total Internal

VTA Transit ~ Transit Lanes Transit Development Enterprise Service

Fund Fund Fund Fund Fund Funds Fund
$ 3844 $ - $ - $ - $ - $ 38414 3 -
- - 200 - - 200 -

2,074 - - - - 2074 -
(234,904) - - - - (234,904) -
(63,392) - - - (147) (63,539) -
(18,923) - - - - (18,923) -
- - - - - - 12,526
- - - - - - (9,206)
- - - - - - (475)
9,227 - - 9,490 704 19421 520
(267,504) - 200 9,490 557 (257,257) 3,365
143,904 - - - - 143,904 -
163,878 - - 163441 - 327,319 -
30473 - - (30,473) - - -
10,843 - - (10,843) - - -
(10,207) - - - - (10,207) -
(2,707) - - - - (2,707) -
(12,728) (3,600) - (64,807) - (81,135) -
- - - - 6,300 6,300 -
(6,300) - - - - (6,300) -
317,156 (3,600) - 57,318 6,300 377,174 -
(71,920) - - (2,525) - (74,445) -
47485 - - - - 47,485 -
5,108 - - - - 5,108 -
(360) - - - - (360) -
6,671 (3,558) - 1,850 - 4,963 -
(8,560) - - (30,469) - (39,029) -
(31,297) 17) - (203,400) - (234,714) -
31,099 3617 - 84,664 - 119,380 -
(21,774) 42 - (149,880) - (171,612) -
593,662 - - 1,018,996 18,026 1,630,684 106,881
(630,400) - - (1,012,813) (25,137) (1,668,350) (110,565)
5,286 - - 13,151 144 18,581 695
(31,452) - - 19,334 (6,967) (19,085) (2,989)
(3574) (3,558) 200 (63,738) (110) (70,780) 376
29,750 6,639 - 666,548 135 703,072 -
$ 26176 $ 3081 $ 200 $ 602810 $ 25 § 632292 $ 376
$ 24580 % - $ 20 $ -8 25 $ 24805 % 376
- 3081 - 23 - 3104 -
1,596 - - 602,787 - 604,383 -
$ 26176 $ 3081 $ 200 $ 602810 $ 25 § 632292 $ 376

(continued on next page)
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY
Statement of Cash Flows (Continued)
Proprietary Funds
For the Year Ended June 30, 2012
(In thousands)

Enterprise Funds

Measure
B Express ~ Measure A Joint Total Internal
VTA Transit ~ Transit Lanes Transit Development  Enterprise Service
Fund Fund Fund Fund Fund Funds Fund
RECONCILIATION OF OPERATING INCOME (LOSS) TO NET
CASH PROVIDED BY/(USED IN) OPERATING ACTIVITIES:
Operating income/(loss) $(334,945) $ - % 218 $ -3 (147) $(334,874) $ (1,198)
Adjustments to reconcile operating income (loss) to
net cash used in operating activities:
Depreciation 57,886 - - - - 57,886 -
Changes in operating assets and liabilities:
Other current assets (200) - - - - (200) -
Receivables 294 - - - - 294 4)
Due from other agencies - - (18) - - (18) -
Inventories 246 - - - - 246 -
Accounts payable 1,683 - - - - 1,683 -
Other accrued liabilities (2,065) - - - - (2,065) 4,047
Deposits from others 27 - - - - 27 -
Deferred revenue 343 - - - - 343 -
Other non operating receipts 9,227 - - 9,490 704 19,421 520
Net cash provided by/(used in) operating activities $(267,504) $ - $ 200 $ 949 % 557 $(257,257) $ 3,365
Reconciliation of cash and cash equivalents to the Statement of Fund Net Assets:
Cashand cash equivalents, end of year:
Unrestricted $ 24580 $ - % 20 $ - $ 25 $ 24805 $ 376
Restricted 1,596 3,081 - 602,810 - 607,487 -
$ 26176 $3081 $ 200 $ 602810 $ 25 $ 632292 $ 376
NONCASH ACTIVITIES:
Increase/(Decrease) in fair value of investments $ (197 % -3 -3 (304) $ 6 $ (507) $  (20)
Noncash capital contributions in Due from Other Agencies 3,323 - - 31,513 - 34,836 -
Amortization expense of Caltrain Access Fee - - - (881) - (881) -
Total non-cash activities $ 3126 $ - 8 - $ 30328 $ 6) $ 33448 $ (20)
See Accompanying Notes to Basic Financial Statements 2-26



SANTA CLARA VALLEY TRANSPORTATION AUTHORITY
Balance Sheet
Governmental Funds
June 30, 2012
(In thousands)

Special
Revenue
Fund Capital Projects Funds
Congestion
Congestion  Management Measure B Total
Management & Highway Highway Governmental
Program Program Program Funds
ASSETS
Restricted assets:
Cash and cash equivalents $ 691 $ 13920 $ 3415 $ 18,026
Investments 1,000 - - 1,000
Due from other funds - 937 - 937
Due from other agencies 456 5,097 - 5,653
Other Current Asset - 3 - 3
TOTAL ASSETS $ 2,147 $ 19,957 $ 3,415 $ 25,519
LIABILITIES
Liabilities payable from restricted assets:
Accounts payable $ 81 $ 3,008 $ 29 % 3,118
Other accrued liabilities-current - 38 - 38
Due to other funds 12 151 9 172
Due to other agencies 610 16,760 3,377 20,747
TOTAL LIABILITIES 703 19,957 3,415 24,075
FUND BALANCES
Restricted for congestion management program 1,444 - - 1,444
TOTAL LIABILITIES AND FUND BALANCES $ 2147 $ 19957 $ 3,415 3 25,519
See Accompanying Notes to Basic Financial Statements 2-27



SANTA CLARA VALLEY TRANSPORTATION AUTHORITY
Statement of Revenues, Expenditures and Changes in Fund Balances

Governmental Funds

For the Year ended June 30, 2012
(In thousands)

REVENUES:
Assessment to member agencies
Federal grant revenues
Administrative fees
State and local operating assistance grants
Federal capital grant revenues
State and local capital grant revenues

Other revenues
Investment earnings

TOTAL REVENUES

EXPENDITURES:

VTA labor and overhead costs

Professional services

Material and services

Miscellaneous

Contribution to agencies

Capital expenditures on behalf of other agencies
TOTAL EXPENDITURES
NET CHANGES IN FUND BALANCES
FUND BALANCES, BEGINNING OF YEAR
FUND BALANCES, END OF YEAR

See Accompanying Notes to Basic Financial Statements

Special
Revenue Fund Capital Projects Funds
Congestion

Congestion Management Measure B Total
Management & Highway Highway  Governmental

Program Program Program Funds
$ 2407 $ - $ - 3 2,407
1,367 - - 1,367
96 - - 96
743 - - 743
- 9,077 - 9,077
- 12,005 448 12,453
104 - - 104
31 - - 31
4,748 21,082 448 26,278
3,767 2,478 - 6,245
436 - - 436
6 - - 6
5 - - 5
37 - - 37
- 18,604 448 19,052
4,251 21,082 448 25,781
497 - - 497
947 - - 947
$ 1444 3 - 3 - $ 1,444
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SANTA CLARA VALLEY TRANSPORTATION AUTHORITY

ASSETS

Restricted assets:
Cash and Cash Equivalents
Corporate Bond
U.S. Government Securities
U.S. Agency notes

Equity Based

Mutual Funds
Money Market Funds
Investment Pool

Receivables

TOTAL ASSETS

LIABILITIES

June 30, 2012
(In thousands)

Liabilities payable from restricted assets:

Accounts payable
Program payable
TOTAL LIABILITIES

NET ASSETS

Net assets held in trust for:
ATU Pension benefits
Retiree medical benefits

ATU Retiree spousal medical benefits
ATU Retiree dental and vision benefits

TOTAL NET ASSETS

Statement of Fiduciary Net Assets
Fiduciary Funds

Retiree Trust
Funds

Agency
Funds

$ 1,410
85,148
28,109
78,502
91,711

266,342
6,222
2,673
1,848

$

4,065

561,965

873

19
18,349

873

18,368

376,724
168,414
9,798
6,156

5 561002

See Accompanying Notes to Basic Financial Statements
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SANTA CLARA VALLEY TRANSPORTATION AGENCY
Statement of Changes in Fiduciary Net Assets

Retiree Trust Funds

For the Year ended June 30, 2012

(In thousands)

ADDITIONS
Employer Contributions
Investment earnings:
Investment income
Net depreciation in the fair value of investments
Investment expense
Net investment income
Other revenue
TOTAL ADDITIONS

DEDUCTIONS
Benefit payments
Administrative expenses
TOTAL DEDUCTIONS

NET INCREASE

NET ASSETS HELD IN TRUST
Beginning of year
End of year

Retiree

Trust Funds

_$ 38,100

19,688
(2,411)

(1,932)

15,345
210

53,664

34,791
282

35,073

18,591

542,501

$ 561,092

See Accompanying Notes to Basic Financial Statements
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NOTE 1-THE FINANCIAL REPORTING ENTITY

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 (County), California (State). VTA’s governing board
consists of two members of the 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 the County.

The accompanying basic financial statements also include the financial activities of the
Santa Clara Valley Transportation Authority Amalgamated Transit Union (ATU) Pension
Plan and the Other Post Employment Benefit Plan (the Plans) in the Trust Funds. The
financial activities of the Plans are included in the basic financial statements because they
exclusively serve the employees of VTA. Due to the fact that the Plans are fiscally
dependent on VTA, they are considered trust funds by VTA.

The Santa Clara Valley Transportation Authority Congestion Management Program (CMP)
was created in 1990 in response to Proposition 111. The CMP is not legally separate from
VTA. The CMP is responsible for the development and implementation of the Valley
Transportation Plan (VTP), the long-range transportation and land use plan for the County,
and for preparing and implementing the state-mandated Congestion Management Program.
It is also responsible for the programming and oversight of discretionary federal, state, and
local funds, and for serving as the program manager for certain countywide grant funds,
including the Transportation Fund for Clean Air (TFCA) and 1996 Measure B
Transportation Improvement Program’s (MBTIP) Ancillary Program. Annual contributions
from 17 member agencies are based on a formula adopted by the VTA’s Board of
Directors. The contribution formula considers each member agency’s share of Proposition
111, state gas tax monies, as well as employment within the County. The CMP is included
as a major governmental fund in the accompanying basic financial statements.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of Presentation

Government-wide Financial Statements

The Statement of Net Assets and Statement of Activities display information about

VTA as a whole. These statements include the financial activities of the overall

government, except for fiduciary activities. Eliminations have been made to minimize

the double counting of internal activities. These statements distinguish between the

business-type and governmental activities of VTA. Business-type activities, which

normally rely to a significant extent on fees charged to external parties, are reported
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separately from governmental activities, which normally are supported by taxes and
inter-governmental revenues.

The statement of activities presents a comparison between direct expenses and
program revenues for the business-type and governmental activities. Direct expenses
are those that are specifically associated with a program or function and; therefore,
are clearly identifiable to a particular function. Program revenues include: 1) charges
paid by the recipients of goods or services offered by the programs and 2) 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, including
all taxes, are presented as general revenues.

Fund Financial Statements

The fund financial statements provide information about VTA’s funds, including
fiduciary funds. Separate statements for each fund category — proprietary,
governmental, and fiduciary — are presented. The emphasis of fund financial
statements is on the major governmental and the enterprise funds, each displayed in
separate columns.

VTA reports the following major funds:

e The Proprietary Funds (Enterprise Funds) are used to account for activities for
which a fee is charged to external users for goods or services where:

(a) the activity is financed with debt that is secured solely by a pledge of the
net revenues from fees and charges of the activity; or

(b) laws or regulations require that the activity’s costs of providing services,
including capital costs (such as depreciation or debt service), be recovered
with fees and charges, rather than with taxes or similar revenues; or

(c) the pricing policies of the activity establish fees and charges designated to
recover its costs, including capital costs (such as depreciation or debt
service).

VTA reports the activities of its transit operations, 1996 Measure B Transit
Improvement Program, 2000 Measure A Transit Improvement Program, Express
Lanes Program and Joint Development Program as major funds in the Enterprise
Fund.

e The Governmental Funds are used to account for VTA’s general governmental
activities where the proceeds of specific revenue sources are legally restricted to
expenditures for specific purposes and for the acquisition of capital assets or
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construction of major capital projects (other than those financed by the Enterprise
Funds).

The Congestion Management Program Special Revenue Fund is used to account
for the congestion management planning, programming, and development
services for Santa Clara County.

The Congestion Management and Highway Program Capital Projects Fund is

used to account for the acquisition of capital assets and construction of highway
projects administered on behalf of State and other local governments (other than
those accounted for in the Measure B Highway Program Capital Projects Fund).

The Measure B Highway Program Capital Projects Fund is used to account for
acquisition of capital assets or construction of Measure B Highway projects.

VTA reports the following additional funds:

The Proprietary Funds (Internal Service Fund) are used to account for activities
that provide goods or services to other funds, departments or to other
governments, on a cost-reimbursement basis. General Liability, Workers’
Compensation, and Compensated Absences are accounted for in the Internal
Service Fund.

The Fiduciary Funds are used to account for assets held by VTA as a trustee or as
an agent for others and which assets cannot be used to support its own programs.
VTA’s trust and agency funds include the VTA/ATU Pension Plan, Retirees’
Other Post Employment Benefits Trust (OPEB Trust), ATU Spousal Medical and
Retiree Dental Vision Fund, Bay Area Air Quality Management District
(BAAQMD) Program, Senate Bill 83 Vehicle Registration Fee (SB83 VRF)
Program, and Measure B Ancillary Program. The VTA/ATU Pension Plan, OPEB
Trust, and the ATU Medical and Retiree Dental Vision Fund are reported as
Retiree Trust Funds. The BAAQMD, SB83 VRF, and the Measure B Ancillary
Programs are reported as agency funds. The BAAQMD agency fund accounts for
the activities that relate to the Transportation Fund for Clean Air (TFCA)
Program. The Measure B Ancillary Program agency fund was established to
administer the 1996 Measure B funds. The SB83 VRF fund was established to
administer the vehicle registration fee collected under California Senate Bill 83
and approved by voters in 2010.

2-33



(b)

Basis of Accounting

The government-wide, business-type funds, and fiduciary funds including agency
funds financial statements are reported using the accrual basis of accounting and the
economic resources exchange measurement focus. Revenues are recorded when
earned and expenses are recorded at the time liabilities are incurred, regardless of
when the related cash flows take place. Non-exchange transactions, in which VTA
gives (or receives) value without directly receiving (or giving) equal value in
exchange, include sales tax and grants. Revenues from sales tax are recognized when
the underlying transactions take place. Therefore, recorded sales taxes include an
accrual for amounts collected by the State Board of Equalization but not remitted to
VTA at the end of the fiscal year. Revenues from grants are recognized in the fiscal
year in which all eligibility requirements have been satisfied. Eligibility requirements
for the purchase of right-of-way are considered met once the acquisition has settled.
Fiduciary funds, including all agency funds, are also reported using accrual basis of
accounting and the economic resources exchange measurement focus.

VTA'’s operating revenues are generated directly from its transit operations and
consist principally of passenger fares. Operating expenses for the transit operations
include all costs related to providing transit services. These costs include labor, fringe
benefits, materials, supplies, services, utilities, leases and rentals, purchased
transportation, and depreciation on capital assets. All other revenue and expenses not
meeting these definitions are reported as non-operating revenues and expenses.

Governmental funds are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Under this method, revenues are
recognized when measurable and available. Interest earnings, certain state and federal
grants, and charges for services are accrued if their receipt occurs within 180 days
after the end of the accounting period so as to be both measurable and available.
Expenditures are generally recorded when a liability is incurred, as under accrual
accounting. When both restricted and unrestricted net assets are available,
unrestricted resources are used only after the restricted resources are depleted.

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 (FASB), the Accounting Principles Board or
any Accounting Research Bulletins issued on or before November 30, 1989, unless
those pronouncements conflict with or contradict GASB pronouncements. The GASB
periodically updates its codification of the existing Governmental Accounting and
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(©)

(d)

Financial Reporting Standards, which, along with subsequent GASB pronouncements
(Statements and Interpretations), constitutes accounting principles generally accepted
in the United States of America (GAAP) for governmental units. VTA has elected not
to follow subsequent private-sector guidance of FASB after November 30, 1989.

Cash and Investments

VTA contracts with money management firms to manage most of its investment
portfolio. VTA’s investment program manager has oversight responsibility for
investments managed by these firms. The securities are held by a third-party custodial
bank. Purchases and sales of securities are reflected on the trade date. Investment
income is recognized as earned.

The remaining cash balances in certain VTA funds are invested in the Local Agency
Investment Fund (LAIF). Unless there are specific legal or contractual requirements
for specific allocations, income earned or losses arising from investments are
allocated on a monthly basis to the appropriate fund(s) based on their average daily
balances.

Cash and cash equivalents include cash on hand, demand deposits, and short-term
investments, which are readily convertible to known amounts of cash. Restricted and
unrestricted cash and cash equivalents and cash and investments with fiscal agents are
considered to be cash and cash equivalents for purposes of the accompanying
statement of cash flows. Access to cash and investments with fiscal agents is similar
to that of a demand deposit account and, therefore, investments are considered to be
cash equivalents.

VTA has reported its investments at fair value based on quoted market information,
from its fiscal agent for actively managed accounts and from management firms for
commingled accounts.

The fair value of VTA’s investments commingled in LAIF state pool is based on
VTA'’s cash positions in the commingled accounts as of the end of the fiscal year.

Inventories

Inventories are stated at the lower of average cost/market and are charged to expense
at the time individual items are withdrawn from inventory (consumption method).
Inventory consists primarily of parts and supplies relating to transportation vehicles
and facilities.
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(f)

(9)

Restricted Assets

Restricted assets consist of monies and other resources, the use of which is legally
restricted for capital and operating, as well as debt service and funds swap/lease
collateral.

Bond Issuance Costs, Discounts, Premiums and Deferred Amount on Refundings
Bond issuance costs and deferred amount on refundings for the government-wide
statement of net assets and the enterprise funds are deferred and amortized on a
straight line basis over a period equal to the term of the related bond. The discounts
and premiums are amortized using the effective interest rate method. Government-
wide and enterprise fund bond discounts and deferred amount on refundings are
presented as a reduction of the face amount of bonds payable whereas issuance costs
are recorded as a deferred cost (asset).

Capital Assets

Itis VTA’s policy that assets with a value of $5,000 or more, and a useful life beyond
one year are capitalized, and included in the capital asset accounting system and
depreciated accordingly. Property, facilities, and equipment are stated at historical
cost. Normal maintenance and repairs costs are charged to operations as incurred.
Improvements are capitalized and depreciated over the remaining useful lives of the
related assets.

Depreciation is computed using the straight-line method over estimated useful lives
as follows:

Asset being Depreciated Useful Life
Buildings, improvements, furniture and fixtures 5 to 50 years
Vehicles (excluding light-rail vehicles) 510 12 years
Light-rail tracks, electrification and light-rail vehicles 25 to 45 years
Leasehold improvements 10 to 35 years
Other operating equipment 5to 10 years

Depreciation on such assets is included in the accompanying statement of activities
and enterprise statement of revenues, expenses, and changes in fund net assets.

Interest is capitalized on construction in progress. Accordingly, interest capitalized is
the total interest cost from the date of the borrowing until the specified asset is ready
for its intended use. In the current year, VTA capitalized total interest expense and
other bond charges of $23.0 million relating to the Measure A Transit Improvement
Projects.
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(h) Vacation and Sick Leave Benefits

(i)

()

It is the policy of VTA to permit employees to accumulate unused vacation and sick
leave benefits up to the limit designated in the various collective bargaining
agreements. As vacation and sick leave are used during the year, they are reported as
expenses. Additionally, there is an amount charged each month to accrue the
estimated increase in unused vacation and sick leave. The balance reflecting the year-
end value of unused vacation and sick leave is reported in the Internal Service Fund.

Self-Insurance

VTA is self-insured for general liability and workers’ compensation claims.
Estimated losses on claims other than workers’ compensation claims are charged to
expense in the period the loss is determinable. Estimated losses for workers’
compensation claims are charged to expense as a percentage of labor in each
accounting period. The costs incurred for workers’ compensation and general liability
(including estimates for claims incurred but not yet reported) are reported in the
Internal Service Fund based on an actuarial determination of the present value of
estimated future cash payments (see Notes 14 and 16).

Net Assets

The government-wide and proprietary funds financial statements utilize a net asset
presentation. Net assets are categorized as invested in capital assets (net of related
debt), restricted, and unrestricted.

e Invested in Capital Assets, Net of Related Debt — This category groups all capital
assets, including infrastructure, into one component of net assets. Accumulated
depreciation and the outstanding balances of debt (including deferred bond
issuance costs) that are attributable to the acquisition, construction or
improvement of these assets reduce the balance in this category.

e Restricted Net Assets — This category consists of debt service reserve,
SWAP/lease collateral, net assets restricted for Measure B Transit, 2000 Measure
A capital programs, carrying balances of inventory, retention payable, prepaid
expenses and unamortized bond issuance cost, and Congestion Management
Program.

The Statement of Fund Net Assets on pages 2-22 & 23 reports that enterprise fund
net assets amount to $3.2 billion as of June 30, 2012, of which $1.0 billion is
restricted by enabling legislation for the 2000 Measure A Sales Tax Programs.
The 2000 Measure A half-cent sales tax was approved by Santa Clara County
voters to fund certain transportation related projects.
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e Unrestricted Net Assets — The remaining unrestricted net assets, although not
legally restricted, have been earmarked for future capital and operating needs, as
well as for other purposes in accordance with Board directives. Unrestricted Net
Assets consist of the following:

Proprietary Funds
VTA Express Joint Total Internal
Transit Lanes Development  Enterprise Service
Fund Fund Fund Funds Fund
Local share of capital projects $ 33846 3 - $ - $33846 $ -
Debt reduction 114,331 - - 114,331 -
Express Lane - 218 - 218 -
Joint Development - - 7,622 7,622 -
OPEB liability reduction 20,650 - - 20,650 -
Sales tax stabilization 35,000 - - 35,000 -
Operating reserve 56,268 - - 56,268 -
Workers' compensation, general
liability and compensated
absences - - - - (5,032)
Total $ 260,095 $ 218 $ 7,622  $267,935 $(5,032)

(k) Cost Allocated to Capital and Other Programs
On the Statement of Revenues, Expenses and Changes in Net Assets, the VTA
Transit Fund reports $29.5 million as costs allocated to capital and other programs.
This amount represents a credit for direct and indirect labor and associated fringe
benefits, reproduction and mileage costs, and other costs that were capitalized as
construction in progress.

() Estimates
VTA’s management has made a number of estimates and assumptions relating to the
reporting of assets and liabilities, revenues, expenses, expenditures and the disclosure
of contingent liabilities to prepare the basic financial statements in conformity with
GAAP. Actual results could differ from those estimates.

(m) Fund Balance - Governmental funds
In FY 2011, VTA implemented the GASB Statement 54, “Fund Balance Reporting
and Governmental Fund-Type Definitions”. The Congestion Management Program
net assets are classified restricted. These are amounts that can be spent only for
specific purposes because of enabling legislation or constraints that are externally
imposed by creditors, grantors, contributions, or the laws or regulations of other
governments.
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(n) Spending Order Policy
When an expenditure is incurred for purposes for which both restricted and
unrestricted fund balance is available, VTA considers restricted funds to have been
spent first.

(0) Transfer In/(Out)
The transfer represents the interfund transaction between funds. During FY 2012,
total transfer in and out consists of transfer from VTA Transit to Joint Development
Fund of $6.3 million. This transfer relates to proceeds for the sale of land per the
Board policy.

NOTE 3 - CASH AND INVESTMENTS

Total cash and investments as of June 30, 2012, are reported in the accompanying basic financial
statements as follows (in thousands):

Internal Retiree
Enterprise Service Governmental Trust Agency
Fund Fund Fund Funds Funds Total
Unrestricted:
Cash and Cash Equivalents $ 24805 $ 376 $ - 3 - 8 - $ 25181
Investments 181,973 41,878 - - - 223,851
Total unrestricted 206,778 42,254 - - - 249,032
Restricted:
Cash and Cash Equivalents 3,104 - 18,026 1,410 4,065 26,605
Cash and Cash Equivalents
with Fiscal Agents 604,383 - - - - 604,383
Investments 438,586 - 1,000 558,707 14,303 1,012,596
Total restricted 1,046,073 - 19,026 560,117 18,368 1,643,584
Total Cash and Investments $ 1,252,851 $ 42,254 $ 19,026 $560,117 $ 18,368 $1,892,616

As of June 30, 2012 total cash and investments among all funds consisted of the following
(in thousands):

Cash & Cash Equivalents $ 51,786
Cash & Cash Equivalents

with Fiscal Agents 604,383
Investments 1,236,447
Total $ 1,892,616
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Cash and Cash Equivalents

VTA maintains checking accounts for its operations, the Congestion Management and
Highway Programs (CM&HP) and the Measure B Transportation Improvement Program
(Measure B account). These checking accounts earn interest based on the bank’s monthly
sweep average repurchase agreement rate. At June 30, 2012, the carrying amounts of these
cash balances are shown below (in thousands):

Operation Account $ 34,785
CM&HP Account 13,920
Measure B Account 3,081

Total Deposits $ 51,786

Investments

Government code requires that the primary objective of the trustee is to safeguard the
principal, secondarily meet the liquidity needs of the depositors, and then achieve a
reasonable return on the funds under the trustee’s control. Further, the intent of the
government code is to minimize risk of loss on held investments from:

Interest rate risk

Credit risk

Custodial credit risk
Concentration of credit risk

A wbdheE

Specific restrictions of investment are noted below:

VTA'’s investment policies (Unrestricted/Restricted Funds and retiree plan) 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 any one long-term instrument. VTA’s permissible
investments include U.S. treasury obligations, obligations of federal agencies and U.S.
government sponsored enterprises, state of California obligations, local agency obligations,
bonds issued by VTA except BABs, bankers’ acceptances, commercial paper, repurchase
and reverse repurchase agreements, medium-term corporate notes, insured savings/money
market accounts, negotiable certificates of deposit, mortgage and asset-back obligations,
mutual funds, state of California’s local agency agreements, and qualified structured
investment. Asset allocations for ATU Pension Plan, ATU Spousal Medical Plan, and
Retirees” OPEB are all included investments in bonds, equity securities, and cash.
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The Local Investment Advisory Board has oversight responsibility for Local Agency
Investment Fund (LAIF). The Board consists of five members as designated by the state
statute.

VTA'’s portfolio includes asset-backed securities, which are invested and managed by
money managers and structured notes which are invested indirectly through LAIF. At June
30, 2012, investment in LAIF is $50.0 million. LAIF is voluntarily commingled within the
state of California Pooled Money Investment Account (PMIA), whose balance at June 30,
2012 was approximately $60.5 billion. If cash reserves of the state of California are
exhausted, then the participation by the State’s General Fund in the PMIA is zero. There is
no correlation between the state’s general fund cash reserves and VTA’s funds on deposit
in the LAIF. None of this amount was invested in derivative instruments. PMIA is not a
Securities and Exchange Commission (SEC) registered pool, but it is required to invest in
accordance with the guidelines established by the California Government Code. The
weighted-average to maturity of the investments in PMIA at June 30, 2012 was 268 days.
The value of the pool shares in investment earnings are paid quarterly based on the average
daily balance. Withdrawals from LAIF are completed on a dollar for dollar basis.

Interest Rate Risk — Interest rate risk is the risk that changes in market interest rates may
adversely affect the fair value of an investment. Normally, the longer the maturity of an
investment the greater the sensitivity of its fair value to changes in market interest rates. Of
VTA’s (Operation Funds and Plan Trust Funds) $1.24 billion in investments, 16.0% of the
investments have a maturity of less than 1 year. Only 7.1% of the remainder has a maturity
of more than 10 years. Per VTA’s investment policy, long-term securities of more than five
years are limited to 40% of the portfolio.

Credit Risk — Credit risk is the risk that an issuer of an investment will not fulfill its
obligation to the holder of the investment. This is measured by the assignment of a rating
by a nationally recognized statistical rating organization. Per its investment policy, VTA is
permitted to hold investments in commercial paper rated A-1 by Standard & Poor’s
Corporation or P-1 by Moody’s Commercial Paper Record. Negotiable certificate of
deposit must have long-term ratings of Aa/AA or better by two national rating agencies.
Purchases of mortgage and asset-back obligations do not exceed 20% of VTA’s portfolio.
In addition, VTA is permitted to invest in the state’s Local Agency Investment Fund,
money market and mutual funds that are non-rated. Table on page 2-43 shows the credit
quality of VTA’s investments as of June 30, 2012.
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Custodial Credit Risk — Deposits - For deposits, custodial credit risk is the risk that in the
event of a bank failure, VTA’s deposits may not be returned to it. California Law requires
banks and savings and loan institutions to pledge government securities with a market
value of 110% of VTA’s cash on deposit or first trust deed mortgage notes with a value of
150 percent of the deposit as collateral for these deposits. At June 30, 2012, VTA deposits
were collateralized by securities held by the financial institutions, which was not in VTA’s
name.

Custodial Credit Risk — Investments — The custodial credit risk for investments is the risk
that, in the event of a failure of the counterparty (e.g. broker-dealer) to a transaction, VTA
may not be able to recover the value of its investments or collateral securities that are in the
possession of another party. VTA’s Investment Policy limits its exposure to custodial credit
risk by requiring that all securities owned by VTA are kept in safekeeping with “perfected
interest” in the name of VTA by a third-party bank trust department, acting as agent for
VTA under the terms of a custody agreement executed between the bank and VTA. As of
June 30, 2012, VTA did not participate in reverse securities lending that would result in
any possible risk in this area.

Concentration of Credit Risk — Concentration of credit risk is the risk that the failure of any
one issuer would place an undue financial burden on VTA. Investments issued by or
explicitly guaranteed by the U.S. Government and investments in mutual funds, external
investment pools, and other pooled investments are exempt from this requirement, as they
are normally diversified themselves. Forty one and eight tenths percent (41.8%) of VTA’s
investments at year-end are in U.S. Government or Agency investments. There is no
limitation on amounts invested in these types of issues. At June 30, 2012, VTA had $138.0
million representing 11% of VTA’s portfolio invested in debt securities issued by the US
Government Agencies. At June 30, 2012, VTA had $64.3 million, $44.7 million and $11.9
million representing 5.2%, 3.6% and 1.0% of VTA’s portfolio invested in debt securities
issued by the Federal National Mortgage Association (FNMA), Federal Home Loan
Mortgage Corporation (FHLM), and Federal Home Loan Banks (FHLB), respectively. Of
the 29.0% of the portfolio invested in equities, no investment in a single issuer exceeds 5%.

Certain investments, such as obligations that are backed by the full faith and credit of the
United States Treasury are not subject to credit ratings.
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The following schedule indicates the interest rate and credit risk at June 30, 2012 (in
thousands):

Maturity
Less than 1 Over Market

Investment Type Year 2-5 Years 6-10 Years 10 Years Value
Corporate Bonds - Commingled ) $ 33315 $ 187548 $ - $ 100 $ 220,963
Corporate Bonds - Pension Plan 1,665 12,609 27,005 13,864 55,143
Corporate Bonds - OPEB Trust 563 6,053 16,909 6,359 29,884
US Goverment Agency Bonds

Commingled ® 18,245 41,126 - - 59,371

Pension Plan 488 2,781 4,969 42,407 50,645

OPEB Trust 50 824 2,420 24,685 27,979
US Treasury

Commingled © 71,118 219,348 59,944 - 350,410

Pension Plan 10,134 6,554 - - 16,688

OPEB Trust 6,276 5,145 - - 11,421

SUB TOTAL 141,854 481,988 111,247 87,415 822,504

Money Market Funds - Commingled we (329) - - - (329)
Money Market Funds - Pension 5,164 - - - 5,164
Money Market Funds - OPEB Trust 1,057 - - - 1,057
Cash with Fiscal Agents - Commercial Paper/CD 241,252 - - - 241,252
Cash with Fiscal Agents - Money Market Funds 249,249 - - - 249,249
Cash with Fiscal Agents - LAIF 112,826 - - - 112,826
TOTAL INVESTMENTS with Money Manager 751,073 481,988 111,247 87,415 1,431,723
LAIF @ 50,000 - - - 50,000
TOTAL INVESTMENTS $ 801,073 $ 481,988 $111247 $ 87,415 1,481,723
Equity-Based Investments 358,051
Retention Fund at Escrow Agents (Deposits) 1,056
Cash Deposits @ 51,786
TOTAL $ 1,892,616

! $4,084 thousand in Retirees, ATU, ATU Spousal Medical Plan are included in these line items.
2This is to record trades on June 30, 2012. GASB requires that investments be stated at the trade date.

The following is a summary of the credit quality distribution for investments with credit
exposure as a percentage of total investments as rated by Standards and Poor's:

Fair Value Percentages
Ratings (In Thousands) of Porfolios
Unrated $ 966,856 51.08%
Not Applicable 378,519 20.00%
BBB 23,644 1.25%
BBB- 5,149 0.27%
BBB+ 12,210 0.65%
A-1 241,252 12.75%
A 51,781 2.74%
A- 78,831 4.17%
A+ 35,296 1.86%
AA 11,371 0.60%
AA- 22,215 1.17%
AA+ 49,217 2.60%
AAA 16,275 0.86%
TOTAL $ 1892616 100.00%
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As of June 30, 2012, the Retiree Trust Funds restricted investments consisted of the

following (in thousands):

ATU Pension Plan Investments $ 374,842

ATU Spousal Medical Investments 15,909
Retirees Medical Trust 167,956
Total $ 558,707

NOTE 4 — INTERFUND TRANSACTIONS

The composition of interfund balances as of June 30, 2012 is as follows (in thousands):

Due from other funds

Due to other funds

Amount

VTA Transit Fund
VTA Transit Fund
VTA Transit Fund
VTA Transit Fund

Congestion Management & Highway ProgramFund ~ $ 151 !

Measure B Transit Fund
Measure B Highway Program Fund
Measure A Transit Fund

Congestion Management & Highway Program Fund ~ Measure A Transit Fund
Congestion Management & Highway Program Fund ~ Congestion Management Program Fund

* represents $302K labor cost transfer net of $151K collection for project billing

2represents mainly labor cost transfer
3 represents Measure A operating assistance
4 represents the swap project cost

S represents Community Development Transportation (CDT) planning grant reimbursement

NOTE 5-DUE FROM AND DUE TO OTHER AGENCIES

7 2
9 2
218 3

925 4
12 s
$1,322

Due from other agencies as of June 30, 2012 consisted of the following (in thousands):

Business-
Type
Activities Governmental Activities
Congestion Congestion
DUE FROM OTHER  Enterprise Management Management &
AGENCIES Funds Program Highway Program Total
Federal Government $ 47139 $ - 3 2966 $ 50,105
State Government 128,193 456 1,325 129,974
Others 1,597 - 806 2,403
Total $ 176929 $ 456 $ 5097 $182/482
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Due from other agencies as of June 30, 2012, is reported in the accompanying general-
purpose financial statements as follows (in thousands):

Business-
Type
Activities Governmental Activities
Congestion
Congestion Management
Enterprise = Management & Highway
ASSETS Funds Program Program Total
Current assets - unrestricted $ 87,133 - % - $ 87,133
Current assets - restricted 89,796 456 5,097 95,349
Total $176,929 456 $ 5,097 $182,482

Due to other agencies as of June 30, 2012, consisted of the following (in thousands):

Business-
Type
Activities Governmental Activities
Congestion
Congestion  Management Measure B
DUE TO OTHER Enterprise  Management & Highway Highway
AGENCIES Funds Program Program Program Total
State $48,526 % - $ 760 $ - $ 49,286
Caltrain 5,177 - - - 5,177
County of Santa Clara 1,428 610 10,986 3,377 16,401
City of San Jose 97 - 4,882 - 4,979
City of Fremont 684 - - - 684
Outreach 3,588 - - - 3,588
Misc. 2 - 132 - 134
Total $59,502 % 610 $ 16,760 $ 3,377  $80,249

Due to other agencies as of June 30, 2012, is reported in the accompanying basic financial

statements as follows (in thousands):

Business-
Type
Activities Governmental Activities
Congestion
Congestion  Management Measure B
Enterprise  Management & Highway Highway
LIABILITIES Funds Program Program Program Total
Current Liabilities - unrestricted $ 5327 $ - 8 - $ - $ 5327
Current Liabilities - restricted 54,175 610 16,760 3,377 74,922
Total $ 59502 $ 610 $ 16760 $ 3,377 $ 80,249
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NOTE 6 — CAPITAL ASSETS

Capital asset changes for VTA’s business-type activities for the year ended June 30, 2012

were as follows (in thousands):

July 1, 2011 Additions Retirements Transfers June 30, 2012
Capital assets, not being depreciated:
Land and right of way $1,122,805 $ - $ (310) $ $ 1,122,495
Construction in progress 902,026 226,415 (21,055) 1,107,386
Total capital assets, not being depreciated 2,024,831 226,415 (310) (21,055) 2,229,881
Capital assets, being depreciated
Caltrain - Gilroy extension 53,307 - - - 53,307
Buildings improvements, furniture and fixtures 504,531 233 (224) 7,313 511,853
Vehicles 485,590 - (18,755) 14,179 481,014
Light-rail tracks and electrification 403,831 - - (437) 403,394
Leasehold improvement 9,686 - - 9,686
Other operating equipment 46,065 87 - - 46,152
Total capital assets, being depreciated 1,503,010 320 (18,979) 21,055 1,505,406
Accumulated Depreciation
Buildings, improvements, furniture and fixtures (216,267) (15,743) 220 506 (231,284)
Vehicles (167,310) (21,709) 18,614 (506) (170,911)
Light-rail tracks and electrification (187,774) (16,701) - - (204,475)
Caltrain - Gilroy extension (14,246) (1,635) - - (15,881)
Other operating equipment (30,876) (1,656) - - (32,532)
Leasehold improvement (1,588) (442) - - (2,030)
Total accumulated depreciation (618,061) (57,886) 18,834 (657,113)
Total capital assets, being depreciated, net 884,949 (57,566) (145) 21,055 848,293
Total capital assets, net $2,909,780 $ 168849 § (455) $ - $ 3,078,174

Construction in progress (CIP) includes capitalized costs and right-of-way acquisitions
associated with the following projects as of June 30, 2012 (in thousands):

Silicon Valley Rapid Transit
Light Rail Program

Light Rail-Way, Power & Signal
Bus Program

Revenue Vehicle & Equipment
Information Systems Technology
Operating Facilities & Equipment
Vasona Corridor Projects
Passenger Facilities

Commuter Rail Program

$ 952,033
66,254
32,254
15,976
12,744
11,437
10,173

3,813
1,370
1,332

Total project costs expended to date $ 1,107,386
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Additional information regarding projects in progress as of June 30, 2012 is as follows (in

thousands):

Information Regarding Capital Expenditures: Costs

Total Board approved capital budget $ 3,913,999

Capital expenditures settling to CIP (1,107,386)

Capital expenditures settling to CIP re: court deposits (24,147)

Capital expenditures settling to fixed assets (421,452)

Capital expenditures settling to expense (285,840)
Remaining capital budget available $ 2,075,174

Anticipated funding sources are as follows:

Federal, state, and other local assistance $ 1,444,894

Local contributions 630,280
Total funding sources $ 2,075,174

VTA has outstanding commitments of about $223.5 million as of June 30, 2012, related to
the above capital projects.

NOTE 7 - LONG-TERM DEBT & LIABILITIES

Long-term debt as of June 30, 2012, consisted of the following (in thousands):

Secured by VTA’s 1976 1/2 cent Sales Tax
2007 Series A Refunding ($20,725 plus unamortized premium of $522

less unamortized loss in refunding of $1,706) $ 19,541
2008 Series A-C Refunding

($160,210 less unamortized deferred amount in refunding of 147,959
2011 Series A Refunding ($46,790 plus unamortized premium of $5,109) 51,899

Secured by VTA’s 2000 Measure A 1/2 cent Sales Tax
2007 Series A Measure A Refunding
($115,140 plus unamortized premium of $3,007 and deferred
amount in refunding of $4,142) 122,289
2008 Series A-D Measure A Refunding
($235,875 plus unamortized deferred amount in refunding of $4,649) 240,524
2010 Series A-B Measure A

($645,890 plus unamortized premium of $20,402) 666,292
Total long-term debt 1,248,504
Less current portion of long-term debt (13,025)
Long-term debt, excluding current portion $ 1,235,479

(a) Sales Tax Revenue Bonds, secured by 1976 Y% cent sales tax revenues

e $26.3 million of 2007 Series A Sales Tax Revenue Refunding Bonds (2007 Bonds)
were issued, at a true interest cost of 3.97%, to refund and completely pay off a
portion of the 1997 Series A Sales Tax Revenue Bonds, maturing in series on each
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June 1st from 2010 — 2021. Proceeds of the 2007 Bonds were deposited into an
escrow account held by a Trustee, and were used to pay the principal and accrued
interest on the refunded bonds on the redemption date of June 1, 2007; therefore there
are no refunded bonds outstanding and no funds remaining in escrow. The 2007
Bonds have a final maturity of June 1, 2021. 2007 Bonds maturing on or before June
1, 2017 are not subject to redemption prior to their respective stated maturities. The
2007 Bonds maturing on or after June 1, 2018 are subject to redemption prior to their
stated maturities any time on or after June 1, 2017.

e $168.6 million of 2008 Series A-C Sales Tax Revenue Refunding Bonds (2008 VTA
Bonds) were issued to implement a current refunding and completely pay off the
2005 Sales Tax Revenue Refunding Bonds, originally issued to finance the retirement
of a portion of 2001 Bonds. There is no escrow fund nor are there 2005 Sales Tax
Revenue Refunding Bonds outstanding. The 2008 VTA Bonds were issued as
variable rate demand bonds and bear interest at a weekly rate, which is determined by
the Remarketing Agent to be the rate necessary to remarket the 2008 VTA Bonds at
par value. The maturities of the 2008 VTA Bonds extend to June 1, 2026 and are
subject to optional and mandatory redemption and optional and mandatory tender for
purchase before maturity.

e Concurrent with the issuance and sale of the 2008 VTA Bonds, VTA transferred
interest rate swap agreements (originally entered into concurrent with the issuance of
the retired 2005 Sales Tax Revenue Refunding Bonds). Pursuant to the terms of the
swap agreements, VTA pays interest at a fixed rate of 3.145% to the counterparties to
the swaps. In return, the counterparties pay VTA interest based on a formula (lower
of 1 Month LIBOR® or a rate equal to the greater of 63.5% of 1 Month LIBOR, or
55.5% of 1 Month LIBOR plus 0.44%). The outstanding principal on the 2008 VTA
Bonds is used as the basis on which the interest payments are calculated. Under
certain circumstances, the agreements are subject to termination before maturity of
the 2008 VTA Bonds.

e $47.5 million of 2011 Series A Sales Tax Revenue Refunding Bonds (2011 Bonds)
were issued, at a true interest cost of 2.73%, to refund the 1998 Series A Sales Tax
Revenue Bonds and the 2000 Series A Sales Tax Revenue Bonds (collectively, the
“Refunded Bonds”), maturing in series on each June 1st from 2012 — 2028. The
Refunded Bonds were variable rate bonds, which were issued through the California
Transit Finance Authority (CTFA) (Note 20d). The bonds were refunded in order to
reduce bank and interest rate risk associated with variable rate demand bonds.

1 L ondon Inter Bank Offering Rate (LIBOR) is a daily reference rate based on the interest rate at which banks offer to lend unsecured funds to
other banks in the London wholesale (interbank) money market.
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(b)

Proceeds of the 2011 Bonds were deposited into an escrow account held by a Trustee,
and were used to pay the principal and accrued interest on the refunded bonds on the
redemption date of October 5, 2011. There are no 1998 Series A Sales Tax Revenue
Bonds or 2000 Series A Sales Tax Revenue Bonds outstanding, and no funds
remaining in escrow. The economic gain, which is calculated by comparing the
present value of the original issue debt service to the present value of the refunded
issue debt service is, $0.15 million. This assumes that the variable rates on the
refunded bonds would have remained constant through maturity at a rate equivalent to
their historic average weekly rate of 2.52% and liquidity costs equivalent to similar
rates paid on the 2008 VTA Bonds. 2011 Series A Bonds maturing on or before June
1, 2021 are not subject to redemption prior to their respective stated maturities. The
2011 Bonds maturing on or after June 1, 2022 are subject to redemption prior to their
stated maturities any time on or after June 1, 2021.

Sales Tax Revenue Bonds, secured by 2000 Measure A % cent sales tax revenues

$120.1 million of 2007 Measure A Series A Sales Tax Revenue Refunding Bonds
(2007 Measure A Bonds) were issued, at a true interest cost of 4.60%, to current
refund Series F and G of the 2006 Measure A Sales Tax Revenue Bonds, none of
which remain outstanding. Proceeds of the 2007 Measure A Bonds were deposited
into an escrow account held by a Trustee, and were used to fully pay the principal and
accrued interest on the refunded bonds on the redemption date of November 6, 2007.
There is no open escrow or refunded bonds outstanding. Maturities for the 2007
Measure A Bonds extend to April 1, 2036. 2007 Measure A Bonds maturing on or
before April 1, 2017 are not subject to redemption prior to their respective stated
maturities. 2007 Measure A Bonds maturing on or after April 1, 2018 are subject to
redemption any time on or after April 1, 2017.

$236.7 million of 2008 Series A-D Measure A Sales Tax Revenue Refunding Bonds
(2008 Measure A Bonds) were issued to current refund Series A-D of the 2006
Measure A Sales Tax Revenue Bonds, none of which remain outstanding. The 2008
Measure A Bonds were issued as variable rate demand bonds and bear interest at a
weekly rate, which is determined by the Remarketing Agent to be the rate necessary
to remarket the 2008 Measure A Bonds at par value. The maturities of the 2008
Measure A Bonds extend to April 1, 2036 and are subject to optional and mandatory
redemption and optional and mandatory tender for purchase before maturity.
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Concurrent with the issuance and sale of the 2008 Measure A Bonds, the four interest
rate swap agreements (originally entered into concurrent with the issuance of the
Series A-D of the 2006 Measure A Sales Tax Revenue Bonds, none of which remain
outstanding) were reassigned to the 2008 Measure A Bonds. Pursuant to the terms of
the swap agreements, VTA pays interest at a fixed rate of 3.765% to the
counterparties to the swaps. In return, the counterparties pay VTA a variable rate of
interest equal to 65% of three-month LIBOR. The outstanding principal is used as the
basis on which the interest payments are calculated. Under certain circumstances, the
agreements are subject to termination before maturity of the 2008 Measure A Bonds.

$645.9 million of 2010 Measure A Bonds (2010 Measure A Bonds) were issued, at a
true interest cost of 3.54%, to fund certain Measure A transit capital improvement
projects, most notably the BART extension to Berryessa. The bonds were issued as a
combination of taxable, Build America Bonds (Series A), and traditional tax-exempt
bonds (Series B). Build America Bonds are subject to 35% Federal subsidy on its
interest cost. Both are fixed interest bonds. The bonds have a final maturity date of
April 1, 2032. The 2010 Measure A Bonds, Series A (taxable Build America Bonds)
are subject to mandatory and optional redemption provisions prior to their stated
maturity dates. The 2010 Measure A Bonds Series B (tax-exempt) are not subject to
redemption prior to their maturity date.

Interest Rate Swaps

VTA has seven interest rate swap agreements outstanding as of year-end. Three
require that VTA pay fixed interest rates and receive variable interest at the lower of:
1)1 month LIBOR or, 2) a rate equal to the greater of 63.5% of 1 month LIBOR or
55.5% of 1 month LIBOR plus 0.44%. Four agreements require that VTA pay fixed
interest rates and receive interest at 65% of three-month LIBOR.

Obijective of the Swaps: The objective of the swaps is to hedge VTA’s exposure to
variable rate risk by synthetically fixing its interest costs at rates anticipated to be less
than what VTA otherwise would have paid to issue fixed rate debt in the tax-exempt
municipal bond market.
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(d) Summary: The terms, fair values, and credit ratings of the outstanding swaps as of
June 30, 2012 were as follows (dollars in thousands):

Fixed Variable Swap Counterparty
Associated  Notional Effective Rate Rate Fair Termination Credit
Bonds Amount Date Paid Received Value Date RatingCR
2008A $ 64,180 7/7/2005°°  3.145% calE® $ (10,239) 6/1/2026 Aa2, AAA ---
2008B 48,015 7/7/20055°  3.145% cal-e"® (7,663) 6/1/2026 A3, A, ---
2008C 48,015  7/7/2005°°  3.145% carER (7,663) 6/1/2026 Baal, A-, --
MA2008A 85,875  8/10/2006  3.765% LIBOR (33,260) 4/1/2036 A3, A, --
MA2008B 50,000 8/10/2006  3.765% LIBOR (19,366) 4/1/2036 A3, A, --
MA2008C 50,000 8/10/2006  3.765% LIBOR (19,366) 4/1/2036 Aa2, AAA, --
MA2008D 50,000 8/10/2006  3.765% LIBOR (19,366) 4/1/2036 Baal, A-, --
$ 396,085 $ (116,923)

R Moody’s, Standard and Poor’s, and Fitch, respectively.

ED Amended June 26, 2008 to reflect on-market fixed rate to be paid of 3.145%.
VR Lower of 1 month LIBOR or a rate equal to the greatest of 63.5% of 1 month LIBOR or 55.5% of 1 month LIBOR plus 0.44%.

Fair Values: At June 30, 2012, the swaps had a negative fair value of $116.9
million. This is because interest rates have declined since the execution of the swaps.
Because the coupons on VTA’s variable rate bonds adjust to changing interest rates,
the bonds do not have corresponding fair value increases or decreases. The fair values
of the interest rate swaps were estimated using the zero-coupon method. The swaps
were deemed to be effective derivative instruments using regression analysis and
therefore were recorded as deferred outflow of resources in the assets section and as a
derivative instrument liability in the liability section of the statement of net assets.

Credit Risks: It is VTA’s policy to enter into derivative agreements with highly rated
counterparties. Although VTA’s counterparties have experienced declines in their
ratings since inception of the swaps, their S&P and Moody’s ratings remain at

investment grade levels. All payments due from counterparties continue to be made
on time and are current as of June 30, 2012. When the swaps have a positive market
value, VTA manages any credit risk (associated with termination of swaps) by
requiring counterparties to post collateral based on certain events. VTA is entitled to
collateral in an amount up to 100% of the swap’s fair value as identified in the

follow

ing table.
Amount of ~ Rating Threshold Rating Threshold
Collateral for Collateral for 100%
Swap Required RequirementCR Collateral

2008A $ 5,000,000 A3/A- Baal/BBB+
2008B 7,000,000 A2/A A3/A-
2008C 5,000,000 A3/A- Baa3/BBB-
MAZ2008A 7,000,000 A2/A A3/A-
MA2008B 7,000,000 A2/A A3/A-
MA2008C 5,000,000 A3/A- Baal/BBB+
MA2008D 5,000,000 A3/A- Baa3/BBB-

R Moody’s and Standard and Poor’s, respectively
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Collateral generally consists of cash, U.S. Government securities, and U.S. Agency
securities, held by a third party custodian. VTA enters into derivative agreements
with multiple counterparties to limit concentration of credit risk. Currently, VTA has
interest rate swaps with four different counterparties and no counterparty accounts for
more than 35% of outstanding notional. VTA monitors counterparty credit risk on an
ongoing basis.

Basis Risk: The variable rate debt hedged by VTA's interest rate swaps are variable
rate demand obligation (VRDO) bonds that are remarketed weekly. VTA is exposed
to basis risk because the variable rate receipts from the swap are based on a rate or
index other than the interest rates VTA pays on the VRDO bonds. VTA is exposed to
basis risk to the extent that variable payments on the hedged item are not offset by the
variable receipts from the swap. On June 30, 2012, the weighted average interest rates
of the variable rate debt associated with the 2008 VTA VRDO Bonds was 0.12%. The
interest rate for variable rate payments received from the counterparties pursuant to
the swaps was 0.24%. The weighted average interest rates of the variable rate debt
associated with the 2008 Measure A VRDO Bonds was 0.15%, and the interest rate
for variable rate payments received from the counterparties pursuant to the swaps was
0.30%.

Interest Rate Risk: Interest payments on VTA’s variable rate debt will typically
increase as interest rates increase. VTA believes it has significantly reduced interest
rate risk by entering into pay-fixed, receive floating interest rate swaps. As interest
rates increase, variable rate debt interest payments increase and net swap payments
decrease. As interest rates decrease, variable rate debt interest payments decrease and
net swap payments increase.

Rollover Risk: Rollover risk is the risk that a hedging derivative instrument
associated with a hedgeable items does not extend to the maturity of that hedgeable
item. All of VTA’s swap agreements have maturities equal to the term of the bonds.

Termination Risk: VTA has the right to terminate any swap at its option at any time.
In addition, each counterparty may terminate a swap if VTA fails to perform under
the terms of the contract. Furthermore, the terms of the agreements provide for
Additional Termination Events in the event that the ratings of either the counterparty
or the unenhanced long-term revenue bonds ratings of VTA are downgraded below
Baa3 by Moody’s or BBB- by S & P. An additional termination event, if it occurs,
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could cause a substantial termination payment to be owed by VTA. As of the end of
the period, VTA’s unenhanced long-term revenue bond rating is Aa2 by Moody’s and
AAA by S&P (AA+ for Measure A secured bonds).

Tax Risk: As with other forms of variable rate exposure and the relationship between
the taxable and tax-exempt markets, VTA is exposed to tax risk should tax-exempt
interest rates on variable rate debt issued in conjunction with the swaps rise faster
than taxable interest rates received by the swap counterparties, due particularly to
reduced federal or state income tax rates, over the term of the swaps.

Foreign Currency Risk: All of VTA’s swaps are denominated in US Dollars and
therefore VTA is not exposed to foreign currency risk.

Commitments: All of the swap agreements contain provisions that require collateral
posting by VTA at specific fair value amounts based on VTA’s unenhanced long term
credit ratings during times when the swaps are in liability positions (negative fair
value). For swaps associated with long-term variable rate bonds secured by VTA’s
1976 Sales Tax Revenues, VTA is required to post the full collateralization of the fair
value of the transactions should VTA’s credit rating fall below A or A2 for one of the
swaps and below A- or A3 for two of the swaps. For the swaps associated with long-
term variable rate bond secured by 2000 Measure A Sales Tax Revenues, VTA is
required to post the full collateralization of the fair value of the transaction should the
long-term unenhanced rating fall below A or A2 for two swaps, and below A- or A3
for two of the swaps. In addition, each credit support annex requires collateral posting
at various rating levels and threshold amounts. Collateral generally consists of cash,
U.S. Government securities and U.S. Agency securities. As of June 30, 2012, VTA
had $16,207,309 of cash collateral posted among four different counterparties (all
related to the swaps associated with the long-term variable rate bonds secured by
2000 Measure A Sales Tax Revenues).
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Long-term Debt Obligation Summary
Interest Rates on all outstanding fixed-rate obligations range from 3.00% - 5.00%.

Swap Payments and Associated Debt

Using rates as of June 30, 2012, debt service requirements on VTA’s swap-related
variable rate debt and net swap payments are as follows. As rates vary, variable rate

bond interest payments and net swap payments will vary (dollars in thousands).

Variable Rate Bonds

Interest Rate

Year Ending June 30 Principal Interest Swap, Net Total
2013 $ 4760 $ 532 $ 12,801 $ 18,093
2014 4,555 526 12,664 17,745
2015 4,570 521 12,532 17,623
2016 10,165 515 12,386 23,066
2017 10,465 503 12,090 23,058
2018-2022 60,170 2,329 55,986 118,485
2023-2027 65,525 1,925 45,504 112,954
2028-2032 - 1,740 40,836 42,576
2033-2036 235,875 799 18,753 255,427

$396,085 $9,390 $ 223,552  $629,027

Interest on the variable rate debt is reset weekly based upon market conditions. Projected
principal and interest obligations as of June 30, 2012 are as follows:

(f)

(Dollars in thousands)

Year ending June 30:
2013

2014

2015

2016

2017

2018-2022
2023-2027
2028-2032
2033-2036

Unamortized bond discount, premium
and deferred amount on refunding, net

Total debt
Less current portion

Long-term portion of debt

Restrictions and Limitations

There are a number of restrictions and limitations contained in the various bond

Principal Interest Total
$ 13,025 $57,853 $ 70,878
35,030 57,064 92,094
36,480 55,479 91,959
41,275 53,855 95,130
42,980 52,119 95,099
245,040 230,171 475,211
283,815 167,275 451,090
261,580 94,262 355,842
265,405 23,903 289,308
1,224,630 $791,981  $2,016,611
23,874
1,248,504
(13,025)
$1,235,479

indentures. VTA’s management believes that VTA has complied with all applicable
restrictions and limitations.
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Long Term Liabilities

Amounts
Due Within
(Dollars in thousands) July 1, 2011 Additions Reductions  June 30,2012  One Year
Sales Tax Revenue Bonds
Secured by 1976 ¥ Cent Sales Tax
1998 Series A $ 35585 $ - $ (35,585) $ - $ -
2000 Series A 29,010 - (29,010) - -
2007 Series A 22,685 - (1,960) 20,725 2,085
2008 Series A-C 164,880 - (4,670) 160,210 4,760
2011 Series A - 47,485 (695) 46,790 3,555
Sales Tax Revenue Bonds: Secured
by 2000 Measure A Y Cent Sales
2007 Series A 117,665 - (2,525) 115,140 2,625
2008 Series A-D 235,875 - - 235,875 -
2010 Series A-B 645,890 - - 645,890 -
Total Outstanding Debt 1,251,590 47,485 (74,445) 1,224,630 13,025
Plus (less) premiums, deferred amount
on refundings and discounts 23,119 5,109 (4,354) 23,874 -
Outstanding Debt, Net 1,274,709 52,594 (78,799) 1,248,504 13,025
Derivative Instruments Liability 55,639 61,284 - 116,923 -
Arbitrage Liability 392 - (261) 131 -
Claims Liability:
General Liability 3,703 - (193) 3,510 852
Worker’s Compensation 17,189 335 - 17,524 1,915
Compensated Absences 22,125 3,906 - 26,031 7,100
Total Long-Term Liabilities $ 1,373,757 $118,119 $ (79,253) $ 1,412,623 $ 22,892

NOTE 8 -SALES TAX REVENUES

Sales tax revenue represents sales tax receipts from the California State Board of
Equalization, which, under voter-approved 1976 and 2000 Sales Tax Measures, collects a
half-cent for each taxable sales dollar spent in the County. These amounts are available to

fund both operations and capital expenditures except that portion which is to be used to

repay long-term debt as described in Note 7. The amount of the 1976 Sales Tax and 2000
Measure A Sales Tax recognized during FY 2012 was $166.6 million and $166.3 million

respectively, totaling $332.9 million.

Measure B Transportation Improvement Program (MBTIP)

NOTE 9 - VTA PROGRAMS FUNDED THROUGH LOCAL SALES TAX MEASURES

In November 1996, the voters of Santa Clara County approved Measure A - an advisory
measure listing an ambitious program of transportation improvements for the County. Also
approved on the same ballot, Measure B authorized the County Board of Supervisors to
collect a nine-year half-cent sales tax for general County purposes. The tax was identified
as a funding source for Measure A projects. Collection of the tax began in April 1997
however, use of the revenue was delayed pending the outcome of litigation challenging the
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legality of the sales tax. In August 1998, the California courts upheld the tax allowing the
Measure A transportation program to move forward.

In March 1999, the VTA Board of Directors and the County Board of Supervisors
approved a Memorandum of Understanding (MOU) formalizing the partnership to
implement Measure A. With this partnership in place, the County and VTA are in a
position to complete a transportation program valued at $2.1 billion. The County will
administer the funding, and VTA will be responsible for the project management of the
transit and highway projects and will assist in the administration of the pavement
management and bicycle elements of the program.

The Measure B Transit Projects, which consist mainly of light-rail extensions and new rail
vehicles, become the property of VTA. The Measure B Highway projects, which consist
primarily of widening highways and improvements become the property of the State. The
accompanying basic financial statements include the financial activities of the Measure B
Transit Projects in the Enterprise Fund and in the business-type activity, Measure B
Highway Projects in a capital projects fund and in governmental activity and the Measure
B Ancillary Program, which includes pavement and bicycle elements, in an agency fund.
The Ancillary Program was created to administer the Measure B Pavement & Bikeways
Program and Measure B Ancillary Fund, also known as the Local Program Reserves.

In fiscal year 2001, VTA and the County entered into two agreements for Fund Swap
arrangements, whereby VTA agreed to secure Federal and/or State grant funds and
program them for certain 1996 MBTIP Projects in exchange for the County to release the
corresponding 1996 MBTIP Project funds for other local projects. The Tasman East Light
Rail Project was programmed for $72.8 million with $67.9 million being available for other
local projects, the Vasona Light Rail Project was programmed for $51.6 million with the
same amount being available for other local projects, and the Route 237/880 Interchange
Hwy Project was programmed for $22.5 million with the same amount being available for
other local projects.

A third agreement was provided for a simultaneous exchange of funds. VTA secured 2001
Series A Senior Lien Sales Tax Revenue Bonds to reimburse the County approximately
$184.1 million of 1996 MBTIP project costs, namely the Tasman East, Vasona, and Capitol
Corridor Light Rail Projects. The reimbursement of 1996 MBTIP project costs made
$184.1 million available for the acquisition of low floor vehicles. On February 15, 2002
amendment#1 to the agreement was executed to increase the amount of reimbursement to
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$198.3 million. As of June 30, 2002, full reimbursement of the $198.3 million was made to
the Measure B Ancillary Program Agency Fund. As of June 30, 2007, the full amount of
$198.3 million have been expended out of the agency fund for the acquisition of low floor
vehicles.

Amendment 20 to the Master Agreement was executed in June 2007 to formalize the
process for winding down the Measure B Program. That amendment included the following
significant terms:

e VTA was paid the value of all approved 1996 Measure B project budgets, less the funds
already paid by County to VTA, and the net remaining Measure B funding for Fund
Swap Projects and Ancillary Programs administered by VTA.

e A lump sum amount of approximately $4.0 million was also paid to VTA by the
County to cover the closeout effort associated with incomplete projects.

During the current fiscal year, VTA paid approximately $8.1 million for current year costs
for the program. This amount was contributed by the Santa Clara County as follows: $3.6
million of Measure B fund for transit projects in the Enterprise Fund; $0.5 million of
Measure B fund for highway projects in the Measure B Highway Capital Projects Fund,;
and $4.0 million for the Ancillary Program (Measure B & Fund Swap Projects, Pavement
and Bikeways).

In March 2010, $10.23 million was transferred to Congestion Management and Highway
Program (CMHP) from the Measure B Highway and the Measure B Ancillary programs for
$7.23 million and $3 million, respectively. The purpose is for CMHP to administer the
landscaping phase of Measure B highway projects as well as the availment of various
Measure B swap funds.

2000 Measure A Program

The Santa Clara Valley Transportation Authority 2000 Measure A Program (the Measure A
Program) was created in response to the Measure A ballot approved by the voters of Santa
Clara County on November 7, 2000. The Measure A Program is responsible for a numb