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SAN JOSE

CARPPTAL OFSICOM VALLEY

Offiee of the City Manage:

November 18, 2012

HONORABLE MAYOR and CITY COUNCIL

THE COMPREHENSIVE ANNUAL FINANCIAL
REPORT OF THE CITY OF SAN JOSE

We are pleased to present the Comprehensive Annual Financial Report ("CAFR”) of the City of San Jose
{“City’} for the fiscal year July 1, 2011 through June 30, 2012 as required by Sections 805(a) and 1215 of
the City Charter. Although submitted to the Mayor and City Councit {"Councit”) for consideration, the
CAFR is also intended to provide relevant financial information to the residents of San José, taxpayers,
creditors, investors, and other interested pariies.

This letter of transmittal provides a non<technical summary of City finances, services, achievements, and
economic prospects. We ask that readers who wish a more detailed discussion of the City's financial
results refer to Management's Discussion & Analysis ("MD&A") contained in the Financiat Section of the
CAFR. :

The City's Administration is responsibie for the accuracy of the information conifained in this report, the
adeguacy of its disclosures, and the fairness of its presentation. We believe this CAFR to be complete
and reliable in all materiat respects. To provide a reasonable basis for making this representation, we
have established a comprehensive system of internal controls designed to protect City assets from loss,
1o identify and record transactions accurately, and to compile the information necessary to produce
financiat statements in conformity with generaily accepted accounting principles.

The City contracted with Macias Gini & O'Connell LLP, a firm of Certified Public Accountants ficensed to
practice in the State of California, to perform the annuat independent audit. The auditors expressed an
opinion that the City's financial statements for fiscal year 2011-2012 are fairly stated in conformity with
accounting principies generally accepted in the United States. This is the most favorable conclusion and
is commonly known as an "unqualified” or “clean” opinion. The independent auditor's report includes
explanatory paragraphs discussing the changes to California Redevelopment Law and the dissolution of
the Redevelopment Agency of the City of San José ("Agency’); the Special Termination Event under the
Continuing Covenant of the 2010 C Housing Set-Aside Tax Allocation Bonds; the uncertainties over the
validation of certain obligations and asset transfers of the former Agency to the City and its related
entities: and that the actuarial value for the City's two pension systems reflect actuarial acerued liabilities
exceeding the actuarial value of their assets for both the retirement and postemployment healthcare
plans. The independent auditor's report is included in the Financiat Section of this report.

in addition, Macias Gini & O'Connell LLP is in the process of auditing the City's major program
expenditures of federat funds for compliance with the Federal Single Audit Act Amendments of 1886, the
Office of Management and Budget Circular A-133 regulating Single Audits, and the standards applicable
10 financial audits contained in Government Auditing Standards issued by the Comptroller General of the
United States. The report of the Single Audit is published separately from this CAFR, and when
completed, may be obtained upon request from the City’s Department of Finance.

San Josg, CA 95113 s (408} 5358100 fox (108} V207007 werwsanjosecu. gov
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Letter of Transmittal (Continued)

This CAFR is arganized inta three sections:

s The Infroductory Section is intended fo familiarize the reader with the organizational
structure of the City, the nature and scope of City services, and specifics of the City's
iegat operating enviranment. '

» The Financial Section includes Management's Discussion & Analysis, Basic Financial
Statements, Nates to Basic Financial Statements, and required supplementary
information. The Basic Financial Statements include the governmentwide financial
statements that present an averview of the City’s entire financial operations and the fund
financial statements that present financial information for each of the City’s major funds,
nan-majar governmental funds, as well as proprietary funds, internal service funds, and
fiduciary funds. This section also contains the independent auditor's report on the Basic
Financial Statements.

« The Slafistical Section presents up to ten years of detailed statistical data on the City's
financial trends, revenue capacity, debt capacity, demaographic and ecaonomic
information, and operating information as a context to the information presented in the
financial statements and note disciosures.

REPORTING ENTITY

San José is a charter city that has operated under a councikmanager form of goverament since 1918.
Under the City Charter, the Mayar and Gouncil form the legisiative body that represents the community
and is empowered to formulate Citywide policy. The Council consists of a Mayor and ten Council
members. The Mayor is elected at large for a four-year term, and Council members are elected by district
for staggered four-year terms. The Mayor and Councii members are limited to two consecutive four-year
terms. Under the Charter, the Mayor recommends paolicy, program, and budget priorities ta the Council,
which in tum approves policy direction for the City. The City Manager is appointed by the Council and
serves as the chief administrative officer of the organization responsible for the administration of City
affairs, day-to-day operations, and implementation of Council palicies. In addition to the City Manager, the
City Attorney, City Clerk, City Auditor, and Independent Police Auditor are appointed by and report
directly to the Council. :

Prior to February 1, 2012, the Council had been acting as the Redevelopment Agency Board and had the
authority to appoint the Director of the Redevelopment Agency {"Agency”) tc administer redevelopment
projects and programs. Pursuant to the passage of state legistation in 2011, AB X1 26, redevelopment
agencies in Cafifornia were dissolved effective February 1, 2012. Effective February 1, 2012, the Council
became the Successor Agency to the Redevelopment Agency of the City of San José (“SARA™} and per
the legisiation assets, properties, contracts, leases, books, records, buildings and equipment were
transferred to SARA on February 1, 2012 by operation of law. SARA is respansible for the management
of City redevelopment projects currently underway, making payments identified an the Enforceable
Obligation Payment Schadule {"EOPS") and the subsequent Recognized Obligation Payment Schedules
("ROPS"), and the orderly disposition of assets and properties. Activities of SARA are supervised by a
seven-member Oversight Board that has autherity over the former Agency's financial affairs and is
comprised of representatives of the local taxing agencies that serve the San José redevelopment project
area: the City, County of Santa Clara, special districts, and educational agencies.

The City provides a range of municipal services, including police and fire protection, sanitation services,
environmental management, maintenance of streets and infrastructure, and the administration of library
services, recreational activiies, and cultural facilities. The City operates a parking program, a municipal
water system, a wastewater treatment facility, the Mineta San José international Airpert, and three
municipal golf courses. In addition, the City oversees canvention, cultural event and hospitality facilities
that include the San José McEnery Convention Center, Center for the Performing Arts, California Theatre,
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Mexican Heritage Plaza, Dolce Hayes Mansion and Conference Center, and the HP Pavilion at San José
— home of the San José Sharks of the National Hockey League.

San José covers approximately 179 square miles at the south end of the San Francisco Bay and is'the
county seat of Santa Clara County. With a 2012 estimated population of 971,372, it is the tenth largest
city in the United States and the third largest city in California. In addition, San José is the oldest city in
California, developing from a Spanish pueblo established on November 29, 1777. The City has
transformed dramatically from the rich agricultural setting of its early years into the largest city in the
Silicon Valley, known as the "Capital of Silicon Valiey.” Sliicon Valley is home to many of the worid’s
largest technology companies and is a global center of technology innovation. Service providers account
for approximately 78 percent2 of the employmsant in the San José-Sunnyvale-Santa Clara Metropolitan
Statistical Area {"MSA”) with the majority of employment related to professional and business services,
education and heaith services, government, and retail. in addition, durable goods manufacturing, primarily
computer equipment, semiconductor components, and electronic instruments, accounts for approximately
16.3 percent’ of the MSA employment.

The CAFR includes all funds of the City, as well as all govemmental organizations and activities for which
the Council has financial accountabllity. These organizations include the former Agency through its
dissolution date, Parking Authority of the City, San José-Santa Clara Clean Water Financing Authorily,
the City's Financing Authority, and the San José Diridon Development Authority. The CAFR aiso includes
SARA for the five-month pericd ended June 30, 2012.

ECONOMIC CONDITION and FISCAL OUTLOOK

Fiscal year 2011-2012 finished with encouraging though modest signs of improvement in City revenue
growth. However, the City still faces fiscal challenges for s long-term financial outiook. The City's five-
year Fiscal Reform Plan {"Reform Plan”) approved by the Counci in fiscal year 2010-2011 continues to
he a policy guide and operational blueprint for the development of future budgets to achieve fiscal stability
and organizational sustainability. The Reform Plan envisions achieving General Fund savings through
implementing recommendations related to revenues, retirement costs, organizational changes, and
service delivery efficiencies. -

On June 5, 2012, San José voters approved a comprehensive pension reform measure that éstablished
parameters for @ new pension benefit structure for new City employees ("Tier 2°), established higher
employee retirement contribution rates for current City empioyees who choose to stay in the existing plan,
and provided current City employees the choice to opt in to a lower cost retirement plan with a reduced
henefit structure from the existing pfan. The implementation of the Tier 2 plan was effective for all
members of the Federated City Employees’ Retirement System hired on or affer September 30, 2012,
The City will continue to focus on controlling the growth in retirement costs to maintain financial stability

and fo ensure appropriate levels of service delivery for San Jose residents.

The City Council approved a balanced fiscal year 2012-2013 budget in June 2012. Ten prior consecutive
years of budgetary shortfalls required significant reductions in services, staffing, and compensation to
achieve halanced budgets, but the fiscal year 2012-2013 bud?et allowed for setting aside a $9.0 miilion
reserve to help address a forecasted $22.5 million shortfall’ in fiscal year 2013-2014. This two-year
"hridge” strategy is intended to provide a smooth transition towards the projected budgetary stabilization

' stale of Galifornia, Department of Finance, Population Estimates for Cities and Counties, January 2012,

2 State of Califomia, Empioymeant Development Department, Labor Market Information Division, March 2012,
* State of California, Employmanl Development Department, Labor Market information Division, March 2012,
4 Cily Manager's Budget Message, May 1, 2012,
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accurring aver the next several years. The prior decade of budget shortfalis aiso required the sustained
use of surplus reserves, .

in fiscal year 2012-2013, the City aims to begin the effort to restore key services in public safety, and
maintenance of City critical infrastructure areas at the same leval of January 1, 2011, The fiscal year
2012-2013 budget includes the funding to: (1) open four newly constructed libraries and one community
center that had been unopened due to budget constraints; {2) begin to address the critical reptacement,
repair, and maintenance at City faciiities and infrastructure; (3) address essential operational and
organizational needs; (4) continue implementing new maodels for service delivery o improve efficiency,
reduce costs, and enhance service fevels.

in addition to these budgetary challenges, the City faces the likely impacts associated with State actions
dissalving the farmer Agency. The dissefution process, in conjunction with the lingering effects of the
econemic downturn, will require City funds be expended in fiscal year 2012-2013 and possibly beyond to
ensure payment of SARA cbiigations that the City would be contractually obligated to pay, as well as
administrative costs due to the forecasted insufficiency in redevetopment property tax increment revenues
to pay for ali obligations.

The San José Jung 2012 unemployment rate of 9.7 percent represents an improevement over the June
2011 unempioyment rafe of 11.4 percent, and aithough better than the statewide rate of 10.7 percents, it
is stili high compared o historic focal norms. While San José and the natien continue to face uncertain
aconomic times, the City will strive to maintain a course of fiscal prudence and community engagement to
achieve budgetary stability and sustainabiity. ’

The City's current general obiigation credit ratings are Aal/AA+/AA+ from Moody's Investors Service,
("Moedy's"), Standard & Poor's {"S&P"), and Fitch Ratings {“Fitch”), respectively. Although the Maady’s
end S&P ratings reflect a one-notch downgrade from the prior year, the City remains the highest rated
farge city (with popuiation over 250,000) in California, and third highest among the nation’s ten largest
cities. The ratings continue to refiect the diversity of the local economy anchored by a strong technology
presence and sound financial operations and strong budgetary practices. However, rating agencies
express concern that years of budget pressures resulting in service cuts and labor concessions may
make future cuts more challenging. Overali, the current maintenance of these ratings transiates to
significant interest cost savings in the City's debt program which in turn beneiit the taxpayers of the San
José community.

SIGNIFICANT EVENTS and ACCOMPLISHMENTS

Highlights of activities and accomplishments for the fiscal year ended June 30, 2012, include the
following:

% in August 2011, the Norman Y. Mineta San José International Airport (the *Airport”) received a
national award for Innavative Design in Engineering and Architecture with Structural Steet from the
American Institute of Sieel Construction in recognition of the new Terminal B and Temminal B
Concourse. This award is considered the most prestigious award in the structural stee} industry for
puistanding achievements in engineering and archiecture on steel-framed buillding projects. The
Airport was one of 14 winners from approximately 100 competing projects across the nation judged
on the creative use of structural steel including design, visual impact, and architectural advances.

< in August 2011, the renovated Watson Park was reopened. The park had been closed since 2005 as
a result of the discovery of refuse materials uncovered during excavation on the site that required

® State of California, Employmeant Development Depariment, Labor Marke! information Division, June 2012
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remediation. The 35-acre park now has two soccer fields, basketball courts, a playground, dog parks
for both small and large dogs, restrooms, and a parking area.

in August 2011, the San José Housing Department won the 2011 National Association of Housing
and Redevelopment Officials Award of Excellence for the Casa Feliz Studio project that provides
affordable rental apartments for jow-income tenants in San José. The award recognizes outstanding
innovation and achievement in housing and community development programs throughout the
country. The Casa Feliz Studio project has sixty affordable rental apartments for fow-income tenants
and twenty-one units set aside for residents with developmental disabilities.

In September 2011, Happy Hollow Zoo received the 2011 Jean M. Hromadka Excelience in Animal
Care Award. This award was given based on outstanding animal husbandry, enrichment for all
species, research, exhibit design, public education, and the national accreditation of Happy Hollow
Z00.

in September 2011, the Environmental Services Department received LEED Gold Certification from
the U.S. Green Building Council for the City’s Environmental Services Building ("ESB™) located on
Zanker Road, adjacent to the San JoséfSanta Clara Water Poliution Control Piant. This is the second
highest level of certification of green buildings. The £SB achieved all seventeen energy efficiency and
renewable energy credits, making it one of the most energy efficient bulidings in San José,

in September 2011, the San José Housing Department was selected to be the first recipient of the
Robert C. Larson Workforce Housing Public Policy Award. This award recognized exemplary state
and local efforts that provide ongoing and sustainable support for the production, rehabilitation, or
preservation of workforce housing. The Housing Bepartment was recognized for implementing
successful public policies to address workforce housing needs of working families.

in Detoher 2011, Storm Water Solutions Magazine selected the San José Environmental innovation
Center {"SJEIC") as a winner of the Stoerm Water Sclution Top Project for innovative use of storm
water pollution measures. The SJEIC uses technologically advanced green design elements to
ensure all runoff is treated prior to entering the slorm drain system. The technology inciudes a
modular wetiand mechanical unit, which is one of the first successful adaptations of this technology in
Neorthern Califernia, as well as a bioretention area consisting of a special soil mix {sand, topseil, and
compost) specifically designed for this project.

In October 2011, the City received the 2011 National Medal for Museum and Library Service for
meeting the information and ieaming needs of its diverse community, innovative and educational
programs, and for providing its customers with on demand services and self-service options that
enhance thelr library experience. The City's library system was the ﬁrst municipal library in California
and one of only ten fibraries in the nation to receive the award.

in November 2011, the MetlLife Foundation andg Local Initiatives Suppornt Corporation selected the
San José Police Department (“SJPD"), Strong Neighborhoods initiative, and CommUiniverCity as one
of the top ten projects from around the country to receive the 2011 Community & Policy Partnership
Award for Neighborhood Revitalization. A successful partnership model between community
organizations in the McKinley and Olinder neighborhoods and SJPD worked to reduce crime, and
ravitalize and improve safety in neighborhoods.

In November 2011, the City received the "Community Bay Steward” award at Save the Bay's annual
event. San José was recognized for adopting the most comprehensive erdinance o reduce single-
use carryout bags in the nation. Several local, state, and federal legisiators, community leaders, non-
profits, regulators and private sector pariners pardicipated in the event, Save the Bay is the fargest
regional organization working to protect, restore, and celebrate San Francisco Bay.
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in December 2011, the City's Parks, Recreation and Neighborhood Services Department ("PRNS"}
won the 2012 Learning Resources Network Infernational Award for Marketing. PRNS staff developed
an innovative marketing approach that uses Quick Response codes fo help increase customer
contact, market programs, and improve customer retention.

in December 2011, the City became the first city in the nation to earn the E-Stewards Enterprise
designation from the Basel Action Network, which recognizes companies, instifutions, and
government bodies that commit fo giobally responsible recycling and refurbishment of electric
equipment. The E-Stewards Enterprise designation recognized the City's achievements in upholding
the high standards for the responsible management of e-waste, such as adopting an Enviranmentally
Preferable Procurement Policy and committing to do business with certified recyclers.

in January 2012, The Boys and Girls Club of Silicon Valley ("BGCSV") honored the City's PRNS
Reuse Program with the 2011 Community Partner Government Award. As a Reuse Program Pariner,
the Boys and Girls Club operates seven sites throughout the San José providing youth leadership,
athletic leagues, community events, and recreational programs. PRNS received this award for being
a soutce of active community supporter, partner, and volunteer for BGCSV.

fn March 2012, the City was recognized with three awards of excellence by the California Parks and
Recreation Society ("CPRS”) for three projects: Coyote Creek Trail Master Plan, Guadalupe River
Trail Reach 6, and San Jose Family Camp. The CPRS is an advocate for California’s park and
recreation professionals.

in April 2012, Waste & Recycling News ("WRN") awarded the 2012 Green City Award to San Jose for
having the most effective and successful residential recycling program for a large city in the United
States. WRN is a national publication in the solid waste industry, and its annual Green City Awards
program recognizes municipalities that have shown exceptional leadership in communicating and
promeoting residential recyceling programs.

In May 2012, the Smart Start San José program received an award from the California Child
Development Administrators Association, a statewide organization for Program Design in Early
Education. The Smart Start San José program promotes guality childcare programs as an essential
step for young children’s success in schoot and life.

in May 2012, the Envision San José General Plan won the 2012 Comprehensive Planning Large
Jurisdiction Award from the Northern California Chapter of the American Planning Association. The
award recognized the teamwork across multiple City departments, an exftensive community
engagement process, and the City's contributions to the field of long-range planning.

in June 2012, San José was named a Community Solutions PaceSetter by the Campaign for Grade-
Levet Reading for promoting youth reading skills. The City was recognized for its coltaboration with
the Santa Clara County Office of Education and other local partners to enhance early education
through the SJ2020 initiative that supports early learning and schoo! readiness programs. The City is
one of 124 cities, counties, and towns nationwide that has committed to significantly increase the
number of low-income students who read at their grade level by the end of third grade.

In June 2012, the City's Public Library received the 2012 Top Innovatar Award from the Urban
Libraries Council. The Library was selected for its Work Wise literacy program in the category of
Education, Literacy and Lifelong Learning. Work Wise is a vocational and literacy training program
that improves the job performance of workers in San José.

v
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FIVE-YEAR CAPITAL IMPROVEMENT PROGRAM

The City is committed to providing excellent municipal services to its residents, businesses and visitors.
The City organization is structured into six City Service Areas ("CSAs") that integrate services provided by
separate departments and offices into key alignments from the community's perspective. The CSAs are:
Community & Economic Development; Environmental & Utility Services; Neighborhood Services; Public
Safely; Strategic Support; and Transportation & Aviation Services. The City publishes a five-year Capita!
fmprovement Program {"CIP") that guides the City in the planning, scheduling, and budgeting of capital
improvement projects. The CIP is updated annually and approved by the City Council, Significant issues
and projects ingluded in the 2013-2017 CIP, presented within the CSA structure, are as follows:

Community & Economic Development

The Community and Economic Development CSA seeks to manage the growth and change of the City in
order o encourage a strong economy, create and preserve healthy neighborhoods, ensure a diverse
range of employment and housing opportunities, and encourage a diverse range of aris, cultural and
entertainment offerings. One of the primary capital programs of this CSA is the Developer Assisted
Projects Capital Program to ensure that residential developments include the construction of public
improvements necessary to maintain or improve the Cily’s infrastructure. This capital program includes
the Underground Utility Fund and the Residential Construction Tax Contribution Fund that facilitate the
undergrounding of existing overhead facilities and to reimburse developers for the construction of certain
street improvements throughout the City. Funding is derived from fees associated with residential
development and as such continues to be impacted by the economic downturn. Program funding of $8.1
million s allocated for the 2013-2017 CIP, of which $4.1 million is allocated in 2012-2013.

e The Underground LUility Fund is used to accoun{ for developer fees that are collected when a
developer opts out of placing facilities underground at the time of development. The Fund is used to
establish Rule 208 Underground Utility Districts that combine several smafler undergrounding
projects into one large project to achieve economies of scale and minimize the undesirable result of
piecemeal undergrounding of utility facilities throughout the City. In addition, the Fund accounts for
undergrounding projects financed by Pacific Gas and Eleciric Company, known as Rule 20A projects,
as mandated by the California Pubtlic Utilities Commission. AT&T and Comcast also set aside funds
to paricipate in Rule 20A projects. The Developer Assisted Projects Capital Program allocates
funding of $5.8 million for the Rule 20A and Rule 20B programs during the 2013-2017 CIP.

» The Residential Construction Tax Contribution Fund {("RCTCF”) was established to account for taxes
collected from dewslopers that construct housing, and in turn reimburse developers that construct
gualified improvements on City streets in connection with new residential developments. The
principal objective of the program funded by the RCTCF is o achieve the General Plan goal of
assigning priority to the instalfation and maintenance of median island construction and center strip
paving.

Environmental & Utifity Services

The Environmenta! and Utility Services CSA  Capitat improvement Program is designed to achieve the
outcomes of a reliable utility infrastructure; healthy streams, rivers, marsh, and bay; and a safe, reliable
and sufficient water supply. In order to help achieve CSA ohieclives, this capital program is organized in
the City’s CIP under the Sanitary Sewer System, Storm Sewer System, Water Poliution Controf Plant, and
Water Utility System, The fiscal years 2013-2017 combined funding for the four capital programs totals
$617.8 million.

s  The Sanitaty Sewer System Capital Program for fiscal years 2013-2017 plans funding of $209.9
million, of which $102.0 million is allocated in 2012-2013. The program’s funding is used to enhance
sewer capacity for economic development and to rehabilitate existing sewers. This leve! of funding
does not include an increase for Sewer Service and Use Charge fees in 2012-2013. However, cuirent
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estimates suggest that annuai rate increases of approximately 3% would need to resume in 2014~
2015 to meet the anticipated needs of this capital pregram. The Sanitary Sewer System consists of
approximately 2,500 miles of sewer mains with a replacement vaiue estimated at $3.5 billion. Projects
of note in this CIP include the construction of a new Fourth Major Interceptor. The Interceptor System
is the primary arterial sewage collection point for ail locat sewer systems of the City and the ultimate
conveyance of wastewater to the Water Pollution Control Plant. When completed, the Fourth Major
Inferceptor will allow for one of the three older interceptors o be removed from service for routine
maintenance or rehabilitation.

s The Storm Sewer System Capital Program for fiscal years 2013-2017 plans funding of $45.3 million,
of which $15.2 million is allocated in 2012-2013. This level of funding did not require a rate increase
in fiscal year 2012-2013, and no rate increases were assumed for the four years of the CiP beyond
2012-2013. The existing storm sewer main system is approximately 1,150 miles long. The program's
2013-2017 objectives include the installation of technology and infrastructure to maximize the
efficiency of the storm drain collection system; increase the reliability of storm pump stations; manage
the quality of storm water runoff, and minimize water from pooling in residential areas. Projects of
note in the 2013-2017 CIP include: replacement or rehabifitation of high-priority storm pumgp stations
($2.8 million), various small neighborhced storm sewer improvement projects ($2.7 million); and
continuation of the Storm Drainage Improvement — Special Corridors Project {$3.8 million).

+ The San José/Santa Clara Water Pollution Control Plant ("WPCP") is a regional wastewater treatment
facility serving eight sewage coilection agencies including municipalities and sanitary sewer districts.
The WPCP Capital Program for 2013-2017 plans funding totaling $339.2 million, of which $144.3
miflion is budgeted in 2012-2013. This leve! of funding does not include a rate increase in 2012-2013,
but moderate rate increases were projected for the next four years of this capitai program. WPCP's
five-year capital program incorporates the anticipated resuits of a three-year master planning effort for
rehabilitating and modernizing the plant that has not been completed, as well as a new packaged
approach for imptementation of the recommended capital improvement projects. Package 1 includes
critical rehabilitation projects covering the various treatment process areas at the Plant. Package 2,
not inciuded in the this capitai program, wiif include implementation of several new technology
projects to improve, enhance, and repiace existing treatment process technoiogies to be completed
over a period of seven years, Package 3, also not incfuded in this capital program, will include end-of-
iife cycle replacement projects for existing infrastructure to be constructed beyond the 10 to 15-vear
horizon. Funding options for Packages 2 and 3 may include debt financing to spread costs over the
life of the projects and potentially ease the potential impact of rate increases on users, Anticipated
projects of note in the 2013-2017 capital program and anticipated cosls include: primary tanks
rehabilitation {$32.2 miltion); biosolids transition technology and digester rehabiiitation program {$66.2
million); headworks repairs ($13.4 million); advanced process contro! and autemation ($6 5 miliion);
and site facility improvements ($32.4 miliion).

*  The Water Utility System Capital Program is deveioped to ensure reliable infrastructure for the San
José Municipal Water System. Municipal Water provides water service fo approximately 26,000
customers in five service areas: Evergreen, Neorth San José, Alviso, Edenvale, and Coyote Valley.
The Evergreen Service Area contains approximately 32 percent of the total customers served and
accounts for 72% of the total water usage in the system. The Water Utility System Capital Program
pians funding of $23.4 millicn for fiscal years 2013.2017 and includes the construction of new
faciities, maintenance of existing infrastructure, and improvements to the existing Municipal Water
facilities.

Neighborhood Services
The goal of the Neighborheod Services CSA is fo provide services to residents and neighborhoods that
promote safe and clean parks, facilities and attractions, and support vibrant cultural, learning and leisure

_opportunities. in November 2000, San José voters approved a $228.0 million bond measure for park and
recreational facility improvements and a $212.0 million bond measure for tibrary facility improvements. As
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a result of these successful bond measures, major investments in the City's fibraries, parks, and
community centers have been made over the past decade, and all bond-funded projects are anticipated
to be completed within this five-year CIP. Funding for the Neighborhood Services 2013-2017 Capital
Program is programmed at $297.8 millien.

* The objective of the Library Capital Program is to provide readily accessible and high quality library
services to San José residents. The Library Capital Program provides funding to construct new
library facilities, renovate existing facilities, acquire materials, install automation equipment, and
suppert general faciity improvements. The 2013-2017 Library Capital Program plans funding of $57.0
miftion, of which $38.2 million is aflecated in 2012-2013. A total of $19.6 million is allocated in the
2013-2017 capitai program for the completion of branch library bond projects including the opening of
two new branches {Bascom Branch and Southeast Branch) and three expanded/relocated branches
(Calabazas Branch, Educational Park Branch, and Seven Trees Branch). Four of the five new and
expanded libraries are scheduled to open during 2012-2013. in addition to bend-funded projects, this
capital program allocates funding for the acquisition of new tbrary materials ($18.5 milffion),
automation projects and system maintenance projects ($4.5 million), and maintenance of library
facilities ($3.0 miffion).

= The mission of the Parks, Recreation, and Neighborhood Services Depariment is “ 7o build healthy
communities Ihrough people, parks, and programs”. This mission is the basis for the fong-term
acquisition, development, and maintenance of parks, recreational facilities, trails, and open space -
through the Parks and Community Facifities Development Capital Program. The 2013-2017 Capita
Program allocates funding of $240.8 million, of which $162.3 million is allocated in 2012-2013. The
2013-2017 capital program focuses on delivering projects that wil help the parks system become
financially and environmentally sustainable by building out the trail network, banking land for future
park development, constructing artificial turf sports fields, and replacing aging infrastructure. The
Parks and Recreation Bond Projects Fund totals $34.5 million for the anticipated completion of new
softball and soccer sperts complexes in the 2013-2017 capital program. In addition to bond-funded
projects, this capital program includes funding for trail development in the amount of $12.9 mittion of
which $10.4 million is budgeted in 2012.2013.

FPublic Safety

The Public Safety CSA's objective is to provide, maintain, and improve facilities and equipment that
support the effective delivery of emergency services. To help effectuate this goal in March 2002, San
José voters approved the $159.0 million Neighborhood Security Act Bond Measure to provide the funding
for police and fire capital improvements with the goal of improving respense times to emergency
incidents, public access to public safety services, and working conditions for public safety personnel. The
2013-2017 Public Safety Capital Program allocates funding of $50.7 mitlion, of which $22.1 million is
budgeted in 2012-2013. The remaining projects funded by the Neighborhood Security Act Bond Measure
are scheduled for completion during the 2013-2017 CiP.

» The Police Department’s Public Safety Bond Program projects initially included the construction of a
South 8an Jose Police Substation, community policing centers, renovation of the 9-1-1
Communications Dispatch Center, and a Driver Safety Training Center. The development of previous
Public Safety capital programs included partial defunding of community policing centers and the fuil
defunding cf the Driver Safety Training Center in order to fully fund the South San José Police
Substation. Although the Police Substation was compieted in 2010-2014, its opening has been
delayed to September 2013 due o funding constraints for operations.

» Fire Department Public Safety Bond Program projects inciude the construction of three new fire
stations, relocating six fire stations, rebuilding one fire station, consclidating one fire station,
remedeiing 16 fire stations, and renovating existing fire training faciities. In 2012-2013, the focus will
be on completing design work and construction for new and relocated fire stations. In addition io the
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funds provided through the Fire Department Public Safety Bond Program, the 2013-2017 CiP
budgets $27.9 milfion of funding for fire apparatus repair and replacement. The Cily's investment in
fire apparatus has significantly improved the reliabliity of the Fire Department's fieet and its ability to
respond to emergencies in accordance with established response time performance measures.

Strategic Support

The Strategic Support CSA is comprised of internat functions that enable the five other CSAs to deliver
services to the community. The City departments which comprise the Strategic Support CSA endeavor to
design, build, and maintain City facilities while managing the City's financial and technology systems. The
Strategic Support CSA includes the Communications, Municipai Improvements, and Service Yards
Capital Improvement Programs. The Strategic Support Capital improvement Program for fiscal years
2013-2017 programs funding of $62.1 million.

» The Communications Capital Program inciudes funding fotaling $6.8 milfion aliocated to
communications equipment upgrades and replacement. The Communications Capital Program
priorities for 2013-2017 include the replacement of public safety-related communications equipment,
maintenance of existing radic equipment to extend useful fife, and strategic planning for future
communication upgrades and technology changes.

» The 2013-2017 Municipal Improvements Capitat Program aliocates funding of $33.1 mitfion, of which
$29.1 milion is afiocated in 2012-2013. The Municipal Improvements Capital Program budgets
funding for capital improvements and maintenance for City facifities and their operating systems not
funded in other capital programs. The following projects are inciuded in the funding allocated to 2012-
2013: the Convention Center Expansion and Renovation Project {$14.7 miliion), the Househoid
Hazardous Waste Las Plumas Facility Project ($84 miiion), and the Police Communications
Emergency Uninterrupted Power Supply Project ($3.8 million).

» The Service Yard Capital Program ailocates funds for the construction and capital improvements for
support facilities that maintain City vehicles, buiidings, sewer systems, pavement, and related pubiic
infrastructure faciities. The 2013-2017 Service Yard Capital Program plans funding of $32.4 million,
of which $4.0 miition is allocated in 2012-2013.

Transportation & Aviation Services

The Transportation and Aviation Services CSA facilitates the provision of a safe and efficient
transportation system including freeways, transit, streets, bicycle and parking facilities, and sidewalks, as
well as Mineta San José international Airport and its support facilities. Transportation and Aviation
infrastructure and services provide an important resource to support the community's livability and
gconomy. The Transportation and Aviation Services CSA includes the Traffic, Parking, and Airport Capital
Programs and includes $630.8 miiiion in funding for fiscal years 2013-2017.

» The mission of the Traffic Capital Program is to implement a safe, efficieni, and environmentally
sound surface transportation system, consistent with the goals and policies of the Cily's General
Plan. The Generat Plan defines a network of major streets, bikeways, pedestrian corridors, and
regional transportation faciiities needed to support iand uses within the City. The 2013-2017 Traffic
Capital Program plans funding of $278.5 million, of which $110.8 milfion is allocated in 2012-2013.
The maintenance activities in the Traffic Capital Program include pavement maintenance, bridge
maintenance, traffic signal rehabilitation, and citywide emergency repairs. The adopted CIP aljocates
$109.0 million for maintenance activities, of which $106.8 milion is earmarked for pavement
maintenance. In addition $33.4 million is ailocated toward projects and programs that improve
operationa! efficiency and enhance safety of the City’s transportation network. The 201 3-2017 capital
program also aliocates $27.3 milion for the development of local transportation enhancements
throughout the City including the streets extension, and pedestrian and bicycle reiated improvements.
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» The Parking Capital Program’'s primary responsibiliies are developing new parking facHities,
maintaining and improving existing facilities and upgrading, and replacing both on-street and off-
street parking eguipment. The off-street component of the program currently operates eight garages
and nine surface lots with appraximately 7,500 parking spaces, mostly in San Joseé's downtown core,
The on-street component currently operates approximately 2,600 metered parking spaces in the
areas of Downtown, Japantown, Civic Center, and HP Arena/Diridon Station. The 2013-2017 capital
program primarily focuses on projects to upgrade equipment, security, and technology of existing
parking faciliies. The Parking Capital Program for fiscal years 2013-2017 plans funding of $6.7
million, of which $3.3 million is aliocated in 2012-2013.

» The Airport's Capital Program for fiscal years 2013-2017 totals $345.7 million, of which $214 .4 million
is allocated in 2012-2013. The 2013-2017 CiP focuses on the maintenance and preservation of
Airport infrastructure that reflects a transition from the successful completion of Phase 1 of the

. Terminal Area Improvement Program to the business needs and opportunities beyond the terminal
area. Non-terminal area opportunities include the development of the Airport's west side and the
rehabilitation of areas in the northeast and southeast of the Airport. In addition, the Airport's Taxiway
W improvements Project addresses safety concerns identified by the FAA Runway Safety Action
Team, and will add taxiway capacity and improve airfield efficiency that will support the anticipated
development of the Airport's west side for future growth of general aviation. The Alrport Capitat-
Program allocates $41.4 million towards the Taxiway W Improvements Project. Taxiway W
construction funding includes exiension, reconstruction of taxiways, preveniive pavement
maintenance, and various improvements pursuant to FAA requirements,

FINANCIAL INFORMATION

The City’s Administration is responsible for establishing and maintaining internal controls that safeguard
the City’s assets from joss, theft, or misuse, and allow the compilation of adeguate accounting data for
the preparation of financial statements in conformity with generally accepted accounting principles.
internal controls are designed to provide reasonable, but not absolute, assurance that these objectives
are met. The concept of reasonable assurance recognizes that the cost of a control should not exceed its
likely benefits and that the evaluation of costs and benefits is subject to management estimates and
judgments.

Singie Audit

As a recipient of federal, state and county funding, the City is responsible for providing assurance that
adequate internal controls are in place to ensure compliance with appficable laws and regulations relating
to these award programs. Internal controls are subject to periedic evaluation by management, the Office
of the City Auditor, and the City's outside independent auditors.

As part of the City'’s single audit procedures, tests are performed to determine the eflectiveness of the
internal controls over major Federal award programs and the City's compliance with applicable laws and
reguiations related to these award programs.

Budgetary Controis
The City maintains budgetary controls through the City Councit's adoption of an annual appropriation
erdinance and by maintaining an encumbrance accounting system. Expenditures for City operations and

other purposes identified in the annual budget cannot legally exceed the budgsted amounts approved by
the City Council.
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The City also uses encumbrance accounting as another technigue for accomplishing budgetary control.
An encumbrance is a commitment of a future expenditure earmarked for a particular purpose that
reduces the amount of budgetary authority available for general spending. At the end of the fiscal year,
encumbered appropriations are carried forward and become part of the following year's budget while
appropriations that have not been encumbered lapse.

The City continues to meet its responsibility for sound financiai management as demonsirated by the
statements and schedules included in the financial section of this report.

Debt Management Policy

The City’s Debt Management Policy was adopted by the City Councii on May 21, 2002, and is reviewed
annually. The Debt Management Policy establishes the following equally important objectives:

Minimize debt service and issuance costs

Maintain access to cost-effective borrowing

Achieve the highesti practical credit rating

Full and timely repayment of debt

Maintain full and complete financial disclosure and reporting
Ensure compliance with applicable State and Federal laws

The first set of program-specific poficies, related {o the City’s multifamily housing program, was adopted
by the City Council on June 11, 2002 and subsequently amended on December 6, 2005.

AWARDS

*The Government Finance Officers Association ("GFOA") of the United States and Canada awarded ifs
Certificate of Achievement for Excellence in Financial Reporting to the City for its CAFR for the fiscal year
ended June 30, 2011. This was the twenty-fourth consecutive year the City has received this prestigious
award. To qualify for the Certificate of Achievement, the governmental entity must publish an easily
readable and efficiently organized CAFR, the conterts of which conform to program standards. Such
report must satisfy accounting principles generally accepied in the United States of America, as well as all
applicable legal requirements.

The Certificate of Achievermnent is valid for one year only. The City believes this CAFR continues to
conform to the Certificate of Achievement Program requirements and will be submitting it to GFOA for
consideration of the annual award.

For the twenty-second consecutive year, the City received the GFCA Distinguished Budget Preparation
Award for ifs annual budget for the fiscal year beginning July 1, 2011. To gqualify for this award, the
government unit must publish a budget document that meets program criteria as a policy document, a
financial plan, an operations guide, and a communications medium.

ACKNOWLEDGMENTS
The preparation of this CAFR represents the culmination of a2 concerted team effort by the entire staff of

the Finance Department. Many members of the Department demonsirated exemplary personal
determination and dedicated many long days of focused atiention to produce this document.
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In addition, staff in all City departments and the Successor Agency of the Redevelopmant Agency should
be recognized for responding so positively o the requests for detalled information that accompanies sach
annual audit. The City also recognizes the contributions and positive working relationship with Macias
Gini & O'Connell LLP.

Finatly, we wish to express our sincere appreciation to the Mayor and City Councit for providing policy
direction and a firm foundation of support for the pursuit of excellence in all reaims of professional
endeavors, especially their role in guiding the City to a secure financial condition that assures resources
are available to provide core services to the community.

Respectfulty submitted,

DEBRA FIGONE
City Manager

LIAH. CODPER
ting Director of Finance
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City of San José, California _ Son Dioaes

Independent Aoditor’s Report Soatie

We have audited the accompanying financial statements of the governmental activities, the business-type activities,
each major fund, and the aggregate remaining fund information of the City of San José, California (the City), as of
and for the year ended June 30, 2012, which collectively comprise the City’s basic financial statements as listed in
the table of contents. These financial statements are the responsibility of the Cily’s nanagement. Our responsibility
is 1o express opinions on these financial statéments hased on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America,
Thnse 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 consideration of internal control over
financial reporting as a basis for designing audit procedures that are appropriate in the cireumstances, but not for the
purpose of expressing an opinion on the effectiveness of the City's internal control over financial reporting.
Accordingly, we express no such opinion. An audit alse includes examining, on a test basis, evidenece supporting
the amoonts and dis¢losures in the financial statements, assessing the accounting principles used and significant
estimates miade by management, as well as evaluating the overall financial statement presentation. 'We believe that
our audit provides a reasonahle basis for our opinions.

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

As discussed m Note LA, to the basic financial statements, the California State Legislature enacted legislation that
dissolved redevelopment agencies in the State of California as of February I, 2012. On Febrvary 1, 2012, the City,
as the Successor Agency to the Redevelopment Agency of the City of San José, became respensible for overseeing
the dissolution process and the wind down of redevelopment activity.

As discussed in Note TV.C.3. to the basic financial statements, on lune 8, 2012, Moody’s Investors Service
dnwngraded the former Redevelopment Agency of the City of San José’s Senior Obligations Rating to helow
“Baal”, which triggcred a Spectal Termination Event under the Continwing Covenant Agreement of its 2010 C
Housing Set-Aside Tax Allocation Bonds (Bonds). The Bonds has an cutstanding balance at June 30, 2012 of $88.6
militon and are reported as a current liability. For the period commencing on August 5, 2012 and ended on
November 15, 2012, the bank agreed to forebear from exercising its rights and remedies under the bond documents
in respect to the existing default. Negotiations are presently underway to extend the forbearance agreement, The
City cannat predict the outcome of the negotiations.

As discussed in Note TV.D.3. o the basic financial statements, in connection with the Redevelopment Dissolution
Law, the County of Santa Clara’s Auditor-Controller issucd its Agreed-Upon Procedures Report on October 5, 2012,
which identified three separate issues questioning a total of $203.0 million of assets held by the City and a
componcnt unit, which are currently in disputc by the City and the Successor Agency to the Redevelopment Agency
of the City of San José. The City has requested meet! and confer meetings with the State Department of Finance and
is in the process of other administrative procedures to resolve these jssues. Due to uncertaintics with the
Redevelopment Dissolution Law, the uitimate outcome of these Issues cannot presently be determined, accordingly,
no provision for any liability that may resuft has been recorded in the financial statements. It is reasonably possible
that a determination may be made atf a latcr datc by an appropriate State or judicial authority that wiuld resolve this
matter unfavorably to the City.
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As deseribed in Note 1V.A.1.4. t0 the basic financial statements, based on the most recent actuarial valuations as of
June 30, 2011, the Police and Fire Department Retirement Plan’s and the Federated City Employees’ Retircment
System’s independent actuaries deternined that, at June 30, 2011, the value of the defined benefit pension plans’
actuavial acerued liability exceeded the actuarial value of their asscts by $510.3 million and $981.6 million,
respectively. Also, as described in Note 1V.A 2.4, based on the most recent actuarial valuations as of June 30, 2011,
the Police and Fire Department Retirement Plan’s and the Federated City Employees’ Retirement System's
independent actuaries determined that, at June 30, 2011, the value of the postemployment healtheare plans’ actuarial
acerved liability exceeded the actuarial value of their assets by $943.1 million and $1,009.9 miltion, respectively.

Accounting principles generally aeeepted in the United States of America require that the management’s discussion
and analysis; the schedules of revenues, cxpenditures, and changes in fund balances — budget and actual for the
General Fund, Housing Activities Fund and the Affordahle Housing Jnvestment Fund; and the schedules of funding
progress listed in the table of contents be presented to supplement the basic finaneial statements. Such information,
although not a part of the basic finaneial statements, is required by the Governmental Accounting Standards Board
who considers it to be an esschtial part of financial reporting for placing the basic financial statements in an
appropriate opcrational, econonic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing slandards generally aecepted 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 {0 our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements. We do not express
an opinjon 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 opinions on the financial staternents that collectively comprise
the City’s basic financial statements. The introductory section, combining normajor govemmental, intemal service,
trust and agency funds financial statements and sehedules, and statistical section are presented for purposes of
additional analysis and are not a required part of the basic financial statements. The combimng normajor
povernmental, intemal service, frust and agency funds financial statements and schedules are the responsibility of
management and were detived from and relate directly to the underlying accounting and other records used to
prepare the basic financial statements, The information has been subjected 1o the auditing procedures applied in the
audit of the basic financial statements and certain additional procedures, including comparing and reconciting such
information directly to the underlying accounting and other records used to prepare the basie financial statements or
to the basic financial statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the inforation is fairly stated in all material
respeets in relation o the basic financial statements as a whole, The introductory and statistical sections 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.

Walnut Creck, California
November 19, 2012



City of San José
Management’s Discussion and Analysis
{Required Supplementary Information - Unaudited)
June 30, 2012

Management's Discussion and Analysis ("MD&A”) provides an overview of the City of San José's {"Cily")
activities and financial performance for the fiscal year ended June 30, 2012, Readers are encouraged to
read the MD&A in conjunction with the basic financial statements that immediately follow, along with the
letter of transmittal at the beginning of the Introductory Section, and with other portions of this
Comprehensive Annual Financial Report ("CAFR™. All amounts have been rounded to the nearest one
hundred thousand dollars and one tenth of a percent. :

FINANCIAL HIGHLIGHTS

» The government-wide statement of net assets for the City's governmental and business-type activities
indicates that as of June 30, 2012, total assets exceed total liabilities by $7.410 billion. Of this
amount, $131.7 million represents unrestricted net assets, which is comprised of a deficit balance of
$197.3 million for governmental activities, and a positive hatance of $329.0 million for business-type
activittes. I addition, the City's restricted net assets total $1.068 billion ($939.5 million for
governmental activities and $128.4 million for husiness-type activities) and are dedicated to specific
purposes. Lastly, net assets of $6.210 billion are invested in capital assets, net of related debt
($5.351 billion for govemmental activities and $859.4 million for business-type activilies).

» Total net assets increased by $1.761 billion or 31.2 percent during 2011-2012 from $5.648 biffion to
$7.410 billion. The majority of the increase was primatily due to the extraordinary gain on the
dissolution of the former Redevelopment Agency ("Agency”) of $2.062 billion resulting from the
transfer of liabilities in excess of its assets to the Successor Agency to the Redevelopment Agency of
the City of San José {*SARA"), a private-purpose trust fund reported in the financial statements of the
City. Excluding the exiracrdinary gain, net assets decreased by $300.6 mitlion.

« In accordance with the decision of the California Supreme Court on December 29, 2011, all
redevelopment agencies in the State of California were dissolved and ceased to operate as a legal
entity as of February 1, 2012. Prior to that date, the final seven months of activity of the former
Agancy was reported in the governmental funds and governmental activities of the City. After the
date of dissciution, the assets, liabilities, and activities of the former Agency were reported in SARA.
The dissolution of 8l redevelopment agencies in the State of California qualifies as an extraordinary
item since this state-wide dissolution was both unusual in nature and infrequent in occurrence.
Accordingly, the movement of the liabilities in excess of its assets of the former Agency as of
February 1, 2012 from governmantal funds of the City to SARA was recorded as an extraordinary
gain in the governmental fund financial statements ($70.5 million) and in the government-wide
financial statements ($2.104 billion). In connection with the dissclution, the City also incurred
extraprdinary losses that offset some of this gain including the fransfers-out of Housing Activities
Fund's cash to pay SARA’s enforceable obligations ($8.9 million) and the invaiidation of ipans and
interest between the former Agency and the City ($35.3 million). The receipt of these liabilities in
excess of assets as of February 1, 2012 was reported in the SARA trust fund as an extraordinary loss
{$2.062 billion). A reconciliation of the difference between the extraordinary gain in the governmental
fund financiat statements and the government-wide financial statements is shown on page 53 under
Note 1.F.16.

+ Governmental funds reported a combined ending fund baiance of $1.188 billion at June 30, 2012,
which is $62.3 million or 5.0 percent less than the June 30, 2011 balance. The decrease was
attributable to the dissolution of the former Agency ($60.6 million) and a decrease in the fund balance
for Housing Activities {$363.0 million), and Special Assessment Districts ($26.2 million). These
decreases were partially offset by increases in fund balance including the General Fungd ($16.4
miflion), Affordable Housing investment Fund {$355.1 million), and other nonmajor funds ($16.5
mitkion).

» Unassigned fund balance {otals $49.2 million, which is 4.1 percent of combined governmental fund
balances at June 30, 2012.



City of San José
Management’s Discussion and Analysis {Continued)
{(Required Supplementary Information - Unaudited)
June 30, 2012

» Total iong-term obiigations decreased by $1.821 billion to $3.493 billion at June 30, 2012, which
represents a decrease of 34.3 percent compared to $5.315 biliion at June 30, 2011. The primary
factor leading to this decrease was the $2.313 billion transfer of former Agency debt to SARA. This
decrease was partiaily offset by the issuances of the Norman Y. Mineta San José International Airport
{"Airport”) Revenue Bonds in the amount of 3508.6 million to refund certain variable rate commenrcial
paper notes (a current obligation) ($354.3 million) and to refund existing revenue bonds totaling
{$92.2 miilion).

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis provides an introduction to the City’s basic financial stalements, which are
comprised of four components:

Government-wide Financial Statements
Fund Financial Statements

Notes to the Basic Financial Statements
Required Supplementary information

In addition, this report also contains other supplementary information.

Government-wide Financial Statements

Government-wide Financial Statements provide readers with a broad overview of the City’s finances in
a manner similar to that of a private-sector business.

The statement of net assets presents information on all assets and Habiliies and reports the difference
between the two as nef assels. Over time, increases or decreases in net assets may serve as a useful
indicator of whether the City's financial position is improving or deteriorating.

The statement of activifies presents information showing how the net assets changed during the most
recent fiscal year. Al changes in net assets are reported as soon as the underlying event giving rise to
the change cccurs, regardiess of the timing of refated cash fiows. Thus, revenues and expenses are
reported in this statement for some items that wiHl resuit in cash flows in future fiscal periods. Examples
include revenues pertaining to uncoliected taxes and expenses pertaining to earned but unused vacation
and sick leave,

Both of these government-wide financial statements address functions that principaily are supported by
taxes and intergovernmental revenues {governmeanial acfivities) and other functions that intend to recover
all or in part a portion of their costs through user fees and charges (business-fype activities). The
governmental activities of the City include general government, pubiic safety, capital maintenance,
community services, sanitation, and interest and fiscal charges, The City's business-type activities include
airport, wastewater treatment, water supply, and various parking management operations.

The government-wide financial statements include the primary government of the City, the former Agency
for a seven-month period, and four separate components for which the City is financially accountable.
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Fund Financial Statements

Fund Financial Statements. report information ahout groupings of related accounts used to maintain
control over resources segregated for specific activities .or objectives. As do other state and local
governments, the City uses fund accounting to ensure and demonstrate finance-related legal compliance.
Each City fund faills into one of three categories: governmental funds, propriefary funds, or fidugiary
funds.

Governmental funds account for essentially the same functions reported as govemmental activitfies in
the government-wide financial statements. However, uniike the government-wide financial statements,
governmental funds 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 the City's capacity to finance its programs in the near future.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for govemmental furids with similar
information presented for governmental activities in the government-wide financial statemants. By doing
g0, Teaders may belter understand the long-term impact of the government's’ nearterm financing
decisions. Both the governmental funds halance sheet and the govermmental funds statement of
revenues, expenditures and changes in fund balances provide a reconcitiation to facilitate comparison
between governmental funds and governmenfal activities.

The govermnmental funds balance sheet and the governmentat funds statement of revenues, expenditures
and changes in fund balances present information separately for the General Fund, former
Redevelopment Agency, Housing Activitlies, Affordable Housing Investment, Special Assessment
Districts, and the San José Financing Authority Debt Service, which are afl classified as major funds.
These statements also report severat individual governmertal funds classified as nonmajor funds such as
special revenue, debt service, and capital projects funds, which are combined into a single, aggregated
presentation. Individual fund data for each of the nonmajor governmental funds is provided in the form of |
combining statements elsewhere in this CAFR.

Proprietary funds generally account for services charged to extemal or internal customers through fees.

Proprietary funds provide the same type of information as shown in the govemment-wide financial

siatements for business-fype activities, only in more detail. The City accounts for its airport, wastewater
treatment, water system, and parking management operations in proprietary funds.

The City accounts for its Public Works program support, empioyee benefils, and stores, vehicle
maintenance, and ocoperations as internal service funds. These services predominantly benefit
governmental functions. Therefore, they are included as govemmental activities in the government-wide
financial statements. Individua! fund data for each of the nonmajor internal service funds are provided in
the form of combining statements elsewhere in this CAFR.

Fiduciary funds account for resources held for the benefit of City employees and outside parties in a
similar manner as that for proprietary funds. Pension plan trust funds, private purpose trust funds, and
agency funds are repoited as fiduciary funds. The government-wide financial statements do not include
fiduciary funds as their resources are not available to support City programs.

Notes to the Basic Financial Statements provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements.

Required Supplementary informatien includes the budgetary schedules for the General Fund, Housing
Activites Fund, and the Affordable Heusing investment Fund. in addition, pension and other
postemployment healthcare schedules present the City's progress toward funding its obligations to
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provide future penston and other postemployment healthcare benefits for its active and retired
employees,

Combining and individual fund statements and schedules provide information for nonmajor
governmental funds, internal service funds, and fiduciary funds and are presented immediately following
the required supplementary information.

GOVERNMENT-WIDE FINANCGIAL ANALYSIS

Analysis of net asgsets: As noted earlier, net assets may serve as a useful indicator of a government’s
financiat position. As of June 30, 2012, the City’s total assets exceed total fiabilities by $7.410 billion.

The following table is a condensed summary of the City's net assets for governmental and business-type
activities:

Statement of Net Assets
June 30, 2012 and 2011
{in thousands}

Sovernmeantal Business-typs
Activities Activities Totals
FY 2012 FY 2011 FY 2012 FY 2011 FY 2012 FY 2019

Assats:
Current and oiher assets....... § 1.616,438 1,646,164 786,254 745,374 2,402 669 2391538
Capital assets. ... 6,507,504 7,090,733 2,158,564 2,208 930 8,756,158 9,207 663

Total assets.................. 8,214,029 6,736,897 2.944 818 2,952,304 11,158,847 11,689,201
Liabifittes: '
Current and other fiabiilfles..... 154,850 258,550 104,211 466,655 256,101 726,205
Long-term flabififies............... 1,966,262 4,173,724 1,526,807 1,140,808 3,493 068 5,314,532

Totat fiabfities................ 2,121,152 4,433,274 1,628,018 1,607 463 3,749,170 6,040,737
Net assets:
Invested in capital assets,

net of refated debt............. 5,350,666 3,810,801 B5G,392 B88674 6,210,058 4,700,475

Restricted net assets 938,509 822241 128,361 122,534 1,087,870 744,775
Unrestricted net assets......... {197,298} (129,419) 329,047 332,633 131,748 203,214

Total net assets............. 3 6,002,877 4,303,623 1,316,800 1,344,841 7,400,677 5,648,464

At June 30, 2012, the City reported positive balances in alf three calegories of net assets on a total basis.

Net assets invested in capital assets (infrastructure, fand, buildings, other improvements, vehicles, and
equipment, less outstanding debt used to acquire them} of $6.210 bilfion comprise 83.8 percent of the
City's total net assets. These capital assets facilitate providing services to the San José community, but
they are not liquid, and therefore they are not available for future spending. During 2011-2012, net assets
invested in capital assets, net of related debt for governmenta! activities increased by $1.510 biltion
primarily due {o the net effect of transfers of the former Agency's capital related fong-term debt (51.945
biflion) and capital assets ($180.4 million} to SARA.

A portion of the City's net assets, $1.068 biltion or 14.4 percent are subject to legal restrictions on their
use, including $938.5 million in governmental activities and $128.4 million in business-type activities.
During 2011-2012, restricted net assets increased by $323.1 million primarily due to the transfer of the
former Agency's Housing Tax Allocation Bonds ($329.0 mitlion) to SARA. Of the total net assets, $131.7
miffion or 1.8 percent represents unrestricted net assets, which comprises a deficit balance of $197.3
millien for governmenta!l activities, and a positive balance of $329.0 million for business-type activities.
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Primary factors contributing to the governmental activities deficit balance are the City's other
postemployment benefits and workers’ compensation long-term liabilities.

During 2011-2012, the City's fotal net assets increased by $1.761 billion or 31.2 percent. The increase in
total net assets is primarily attributed to an extraordinary gain of $2.062 billion resutting from the fransfer
of liabitities in excess of assets to SARA. Excluding the extracrdinary gain, total net assets decreased by
$300.6 milion, or $81.4 million lower than the decrease of $382.0 million experienced in 2010-2011.
Expenses decreased by $104.8 million from the prior fiscal year.

Notable changes in the statement of net assets between June 30, 2012 and June 30, 2011 include:

Capita! assets decreased by $541.5 million or 5.8 percent compared to the prior fiscal year.
Governmental capital assets decreased by $493.1 million and business-type capital assets
decreased by $48.4 million. The decrease in governmental capital assets resuited from
transfers of the former Agency's capital assets to SARA tofaling $180.4 million, and
depreciation expense of $382.7 million for major infrastructure and other assets. The
decrease in governmental capital assets was slightly offset by additions (net) to capital assets
of $68.8 million. The decrease in business-type capital assets was primarily due io
depraciation expense of $81.3 millon but was offset by additional projects at the Wastewater
(313.8 million) and at the Airport ($16.5 mitlion), Projects compieted as of June 30, 2012
inciude the Terminal Equity improvement, Terminal B Phase | project, airport sagnage
surface parking, South Loop parking, and airfield improvements,

Current and other assets increased by $11.2 million or 0.5 percent due to an increase of
$40.9 million for business-type activities, which was parfially offset by a decrease of $28.7
miflion for governmental activities. The increase in current assets for business-type activities
is due to the net proceeds of $43.9 million from the issuance of revenue bonds to refund
existing bonds and certain commercial paper notes for Airport capital projects. The decrease
in governmental aclivilles Is primarily the result of a decrease in cash balances of
governmenial activities due to the payment of pension contributions during the year.

Long-term liahilities decreased hy a net amount of $1.821 biflion or 34.3 percent. The net
decrease was primarily the resuit of the transfer of the former Agency's fong-term debt
($2.313 biliion} to SARA. The decrease was partially offset by the issuance of 2011 Airport
revenue bonds ($508.6 million) to refund various short-term commercial paper notes ($354.3
million} and revenue bonds ($92.2 miltion). In addition, the Alrport used $21.8 miition of the
proceeds o pay down various revenue honds. .

Current and other liabilities for the City decreased by $470.1 million or 84.7 percent due to a
decrease of $104.7 million for governmental activities and a decrease of $365.4 miltion for
business-type activities. The decrease for governmental activities is primarily due to short-
term liabilities previously recorded by the former Agency ($138.9 million) that are now
recorded in the SARA financial statements. The decrease for business-fype activities s
primarily the result of a $7.9 miliion pay down of commercial paper notes payabie and the
refunding of $354.2 million of short-term commerciat paper notes payable with long-term
bonds for the Airport.

Unrestricted net assets for governmental activities decreased by $67.9 million or 52.4 percent
resulting in a deficit balance of $197.3 million at year-end. A significant part of the reduction in
unresiricted net assets is the result of continued under-funding of the annual required contribution
of the City's other postemployment benefits thereby increasing its net other post employment
benefits abligation (NOPEBO) and reducing net assets by an additional $68.1 million. At June
30, 2012, the City's NOPEBQ balance for governmental activities is $292.2 million,
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Analysis of activities: The following table indicates the changes in net assets for governmental and

business-type activities:

Staternent of Activities

Forthe Years Ended June 30, 2012 and 2011
{in thousands}

Revenves:
Pragram revenues:
Fees, fines, and ¢harges for senices. ...
Operaling grants and conlrbutions.................

Capital grants and contabutions.......cooee o

Seneral revenues:

Properly anes
Utility taxes......
Franchise fees...............
Transienl cccupancy laxes.. .
Satestaxes sharedfrevenue. ...
Slate of Califorsia in- Heu
Business Laes...

Unrestricted mterest and mvestment eamzngs., -

Clher revenue. . o
Tol&F fEVERLBS. ... e e

Expenses:

Senera qovernment. .. ...
Puplic salety...........
Communily senices.
Sanitalion...
Capilal mamtenan;e . .
Imerast and fiscal charges ..............................
Norman Y. Minera San José Imemational

Afrpor._ -
Waslewa!er Treatment Sysiem
Municipal Water System
Parking System. ...

Total expenses...

Deficiency before lransiers and

exlraordinary items
Transfers. ..
E)draomnar\_.r galn (Ioss} on drssnlutlon ot the
former Redevelopment Agency...

Change innel assels...........ovoe.
Mel assels at beginning of year
Netassels atend of Year ... ..ooviiviveennene

Governmental Business-type
Activlies Aclivilies Totals

FY 2012 FY 2011 FY 2012 FY 2011 FY 2012 FY 2011
$ 340,932 316,858 I62 823 348,167 703,555 666,025
123,828 100,045 670 7 124 499 100,746
22,7448 33,041 10,608 19,413 33648 52,454
404,677 481,145 - - 404 BT7 481,145
110,512 108528 . 110,812 108,528
41,705 41273 - 41,709 4127
22,451 18,102 - - 22,451 18,102
154,026 137,970 - - 154,025 137,970
2611 4,869 - - 2611 4 89
41,134 37,063 - - 41,134 37,963
6,950 6,142 3,562 3886 103512 12,028
21,207 33,237 - - 21,207 33,237
1,283,367 1,324,193 377,754 373,167 167,141 1,694,360
111,986 146,515 - - 111,986 148,515
490442 467 650 - - 490,442 487659
247518 254 481 - - 247518 254 481
135,543 129,138 - - 135,543 129,138
47367 515,800 - - 473,674 515,808
123,696 163 280 - - 123,696 163,260
200,360 195,867 200,380 195,867
- 148,980 147,283 148,880 147,283
- 29,260 24 600 29,260 24,600
- - 9,750 8,630 9,290 8,630
1,582 BG4S 1,698,982 386,810 377,380 1,571,775 2,076,362
{28%,483) {377,788} {11,156} 4213 {300,638} {382,002

3,357 '5,303 (3,357} (5,303} - -

2,075,379 - £13,528) - 2061 851 -
1,785,254 (372,486) {28,041) (9,516} 1,761,213 {382,002}
4,303,623 4676, 105 1,344 Bdt 1.354 357 5,648 464 5,030,466
4,303,623 1,316,800 1,344 B41 7400 677 5,648,464

§ 6092877
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Governmental activities: Net assets for governmental activities increased by $1.788 billion or 41.6
“percent during 2011-2012 from $4.304 biflion to $6.093 billion. Total expenses decreased by $116.1
million whereas total revenues decreased by $27.8 millicn. Although the year over year decrease in
expenses was larger compared to the year over year decrease in revenues, expenses continue to exceed
revenues resulting in a decrease in net assets before transfers and extracrdinary items. Significant
elements of the decrease in nel assels before transfers and extraordinary items for govemmenta!
activities frem June 30, 2011 te June 30, 2012 are as follows:

« Contributing factors resulting in increases to ceriain revenue categories are as follows; Transignt
occupancy tax receipts from guests staying in the City's local hotels increased by $4.3 mitlion or
24.0 percent. For the fourteen largest hoteis in the City, the average mom rate increased from
5117 0 5129 and the occupancy rate rose from 58.5 percent to 61.6 percent during the year
indicating sighs of economic recovery. Operating grants and contributions increased by $23.8
miffion or 23.8 percent primarily due to additional Federal and State grants received for public
safety ($10.3 milion). neighborhood stabifization program ($12.2 miflion), HOME grants ($3.5
million), and Mobilehome Seismic Retrofit ($5.6 millicn). Sales tax revenue increased by $16.1
millicn or 11.6 percent indicating a modest improvement in consumer spending. Business tax
revenues improved by $3.2 million or 8.4 percent. Fees, fines, and charges for services
increased by $24.1 million or 7.6 percent primarily due to higher developer revenues for in-lieu
fees, and fee increases charged by the City for services such as building permits. LHility taxes
increased by $2.4 million or 2.2 percent due to higher utifity charges.

« Contributing factors resuiting in decreases to certain revenue categories are as follows: State of
California in Heu decreased by $2.3 million or 46.6 percent due o a re-categorization of aircraft
property tax revenue, which was formerly included as aircraft in-lieu tax in the revenue from the
State of California category, is now included in the properiy tax category. Capital grants and
contributions decreased by $10.3 million or 31.1 percent primarily due o a decrease of $7.5
million in dedication of capital assets from developers. Propery {ax revenhues decreased by
$76.3 million or 15.9 percent due to the redistribution of the June 2012 former Agency’s property
tax revenues in the amount of $82.2 miltion into the SARA private-purpose trust fund.

s interest and investment income showed a decrease of $1.2 million or 14.6 percent from the prior
year due to a decrease in the fair valie of investments, In addition, lower cash balances
combined with lower interest yields contributed fo the decrease. The increase in pre-payment of
the City's contribution to its two retirement plans in July 2011, along with expenses continuing to
outpace revenues, caused lower cash balances. in addition, the annualized investment interest
yield for the City’'s investment poo! declined from 0.7 percent as of June 30, 2011 fo 0.6 percent
as of June 30, 2012, reflecting the continued lower interest rate environment experienced in the
capital markets.

+ General government expenses decreased by $36.5 million or 24.6 percent during 2011-2012
primarily due to a decrease in expenses recorded by the former Agency (313.3 million) during the
last seven months of its existence. The decrease in general government expenses ($7.3 million)
attributable to the General Fund is explained in more detall in the governmental fund section later
in this document.

« Public safety expenses increased by $2.8 million during 2011-2012 due to increases in pensnon
and heatthcare rates.

»  Community services expenses decreased by $7.0 milion or 2.7 percent primarily resuiting from
large reductions in service levels for branch libraries (open 39 hours per week as compared to 47
hours in the prior year) and for parks maintenance and enhancement combined with staffing level
reductions to align with service eliminations.
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"« Sanitation expenses increased by $6.4 million or 5.0 percent primarily due to an increase in costs
for the commercial solid waste recycling program.

© »  Capital maintenance decreased by §42.2 million or 8.2 percent primarity due fo reductions in
capital maintenance spending programs.

+ Interest and fiscal charges decreased by $39.6 million or 24 .2 percent primarily due to obligations
of the former Agency that are now reported under the SARA private-purpose trust fund.

Govem'mental Activities Revenues 2012

Unrestricied imterast and

" Business laxes s .
. - investment earmings

Stale of California In-fiew 3.2%

N
.29 0.5%
- Sales lowes shared revenue . _ Ulher revenue Fees, fines, and charges for
11.9% e D R //’ 1.7% .- SRIVICRS

. 26.3%
Transien! occupancy laxes
1.7% o

. Franchise fees .--"7

312% Operaling granis & -

cantrbuiions
9.6%

Utility taxes .~

8.6% . o
Capital granls & conbribitions

Propery laxes 1.8% -
’ 31.3%

The chart above shows the primary comiponents of governmental activities revenue sources for 2011-
2012. Of the $1.293 billion in total revenues generated by governmental activities, 79.1 percent is
attributable to four categories: property taxes (31.3 percent), fees, fines, and charges for services (26.3
percent), sales taxes (11.9 percent), and operating grants and contributions {9.6 percent}. Except for
property taxes, which were down by $76.3 million compared to the previous year attributable to the
dissolution of the former Agency, sales taxes, utility taxes, and revenues for fees, fines and charges for
.services increased slightly over the prior year.

10
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" Thé chart below shows the principal categories of 2011-2012 expenses for governmental activities. Of the
$1.583 billion in total expenses incurred by governmental activities, the categories accounting for 76.5
_percent of the total are: public safety (31.0 percent), capital maintenance (29.9 percent), and community
services (15.6 percent).

Governmental Activities Expenses 2012

Sanliation © Genefal Governmend
B.6% 7%

. Capital Mainlenance
Public Safely o 20.9%

3.0%

Interest and fiscal charges

78% Conmmuniy Services

15.6%

Busingss-type activities; Business-type activities net éssets decreased by $28.0 million or 2.1 percent
to $1.317 bilion during 2011-2012.

The notable components of net af;sets for business-type activities during 2011-2012 are:

« Airport net asseis decreased by $35.5 milfion or 8.5 percent. The Airport had an operating income
of $6.2 million, an increase of $19.8 milion or 145.3 percent compared to the prior year loss of
$13.6 million. Operating revenues increased by $8.3 million or 7.3 percent despite the decline in
major airport traffic activities. Revenue increases were experienced in terminal rentals, parking
and roadway, Customer Facility Charges and fuel handling fees. These increases were offset by
decreases in landing fees, terminal buildings and concessions, airfield, and general aviation and
other revenues. Operating expenses of $130.9 million were $10.5 million or 7.4 percent lower
compared to 2010-2011, highlighted by decreases in expenses associated with terminal building
and concessions ($9.4 milfion} and general and administrative ($0.8 million) due to outsourcing of
custodial services and the reduction in building maintenance staff. Monoperaling expenses
exceeded nonoperating revenues by $48.0 million, which represented an increase of §14.8
miflion from 2010-2011. This increase in nonoperating expenses was mainly due to the expensing
of interest costs in 2011-2012 for construction projects substantially completed in the prior fiscal
year,

« Wastewater Treatment System net assets increased by $20.4 million or 2.7 percent from $757.0
million to $777.4 million. Qperating revenues were flat at $167.7 million when compared fo
"operating revenues for the previous year. Although sewer service charges increased by $3.6
million due to a 3.0 percent sewer rate increase effective July 1, 2011, and increases were
_experienced in sewar conpection fees ($1.0 million) and recycled water sales and other
miscellanecus revenues ($1.1 million), these increases in revenues were offset by a $5.7 million

1
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decrease in contribution from the City of Santa Clara and other parficipating agencies to the
Treatment Plant's costs. Tolal operating expenses increased by $2.6 million or 1.8 percent
primarily due to 8 $2.1 million increase in other postemployment benefits costs, and a $0.5 million
increase in various project costs incurred to rehabilitate the aging treatment plant and sewer
collection system, Net nonoperating expenses increased by $0.9 million mainly due to decreases
in the fair value of investments, Capital grants and contributions decreased by $5.0 million
primarily due to a $3.4 million reduction in grants received from the U.S. Bureau of Reciamation
for construction of wastewater recyciing faciliies and recycled water projects. In addition, there
were reduction in reimbursements from the California Depariment of Transportation {$1.2 million}
and capitat dedications from developers {$0.7 million) as projects were substantially completed.

» Municipal Water System net assets decreased by $1.0 miiion or 1.2 percent from $84.1 milion to
$83.1 million. Operating revenues of $28.5 million increased by $2.5 million or 8.7 percent, which
includes a 3.8 percent rate increase effective July 1, 2011. Operating expenses of $29.3 million
increased by §4.7 million or 12.0 percent mainly due to higher wholesale prices of water.

+ Parking System net assets decreased by $11.9 milfion or 13.7 percent from $87.1 milfion to $75.1
mifion primarily due to & $13.5 milfion extraordinary loss from the dissolution of the former
Agency. As mentioned in the financial highlights above, pursuant to AB X1 26, all prior loans
made between the City and the former Agency, except for {oans made from the Affordable
Housing Investment Fund for payment of Supplemental Education Revenue Augmentation Fund
("SERAF™}, were invalidated on February 1, 2012. As such, the Parking Sysiem loans to the
former Agency totaling $13.5 million were written off and reported as an extraordinary joss to the
fund. Operating revenues increased by $2.0 miflion or 21.4 percent primarily due to more activity
at the parking facilities resulting from an improving economy. Operating expenses decreased by
$0.3 million or 3.5 percent reflecting reductions 1o operations and maintenance costs. Net
nonoperating revenues were flat when compared o the previous vear.

FINANCIAL ANALYS!S OF THE CITY’S FUNDS

As noted egrlier, the City uses fund accounting to ensure and demonstrate compliance with finahce-
related legal requirements.

As of June 30, 2012, the City's governmentai funds reported combined fund balances of $1.186 billion, a
decrease of $62.3 million or 5.0 percent compared to the balance at June 30, 2011. The governmental
fund balances are categorized as nonspendable, restricted, committed, assigned, or unassigned.

+ $20.5 million consists of nonspendable fund balance including prepaid items, advances and
deposits, and other assets that are not intended to convert into cash and {ong-term in nature and
do not represent currently avaifable resources; '

»  $821.6 million is reported as restricted fund balance that includes restrictions imposed by external
parties or engbling legislation. This amount includes unspent bond proceeds, unspent grant
revenues, and restricted tax revenues:

«  $91.9 million is reported as commitied fund balance that had been limited by formal Council
action to specific purposes.

+ $102.8 million is reported as assigned fund balance that includes amounts that may be used for
specific purposes, but do not meet the criteria to be classified as restricted or committed.

+  $46.2 million is reported as unassigned fund balance that represents the residual classification for
the City's General Fund and includes ail spendable amounts not contained in the other
classifications.
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Revenues and other financing sources for governmentat funds totaled approximately $1.777 billien in
2011-2012, an increase of $72.6 million or 4.3 percent from 2010-2011 primarily due fo increases in
transfers-in ($269.5 million). The increase was partially offset by the absence of long-term debt issuance
{$162.0 million) in the current year.

General Fund: The General Fund is the chief operating fund of the City. At June 30, 2012, the General
Fund's available {unassigned) fund balance is $49.4 million or 27.0 percent of the $183.0 million total
General Fund balance. Comparing available fund balance and total fund balance to total fund
expenditures may be useful as a measure of the General Fund's capacity to liquidate future obligations.
At June 30, 2012, available fund balance represents 7.3 percent of total General Fund expenditures of
$673.0 million, while total fund balance represents 27.2 percent of total General Fund expenditures. This
measure of financial health shows a modest improvement from the prior fiscal year. At June 30, 2011, the
same measures were 6.5 percent and 24.3 percent, respectively.

For the first time in five years, revenues exceeded expenditures resulting in an excess of $48.9 million in
2011-2012. The excess was generated through a combination of slightly stronger revenues and
continued implementation of cost reduction measures including deep service reductions and efiminations,
reduction in employee total compensation, and service delivery changes.

in 2011-2012, General Fund revenues of $721.9 million were $41.1 million or 6.0 percent higher than
2010-2011 revenues of $680.8 million. Taxes and spscial assessments revenues increased by $65.2
million or 3.2 percent. The increase was attributed to the following: reclassification of business laxes to
business tax category ($37.4 million), increases in sales tax ($16.1 million), property tax ($4.5 million),
marijuana business tax {$2.5 million), utility tax ($2.4 million), fransient occupancy tax revenues ($1.8
million), and electric franchise fees {$0.4 million).

License, permits and fines decreased by $31.3 million or 33.5 percent primarily due to a reciassification of
$37.4 million formerly in this categoty to the business taxes category to conform to budgetary practices
bul was offset by an increase of $6.1 milfion in revenues from various permits. Intergovemmental
revenues rose by $9.1 mittion due to a new SAFER grant ($4.6 million), 2010 COPS Hiring Pregram {($2.1
million), 2008 Assistance Firefighters Grant {$1.7 million), and 2009 UAS! grant ($1.2 million). Charges
for services increased by $2.2 million due to increases in deparimental charges from Public Works for
services refated io engineering, grinding, and utility excavations, and from Parks, Recreation and
Neighberhood fees {$0.8 million). Investment income showed a gain of $1.1 miilion over the prior year
mainly due to an increase in fair value of investiments. Other revenue decreased by $6.2 miilion due to
the nonrecurring termination of the Airport West Option Payment ($2.0 million) received in the prior year
and decreases in other miscellaneous revenues.

2011-2012 General Fund expenditures of $673.0 million were $12.7 million or 1.9 percent lower than
2010-2011 expenditures of $685.7 million. General government expenditures decreased by $7.3 million
primarily due to a fower sick leave payout {$8.3 miflion) but were partially offset by an increase in
expenditures resulting from the transfer of the Public Works Real Estate Services Unit to the Office of
Economic Development {$1.7 million}.

Public safety expenditures increased by $11.9 million due primarily to the reduction in cost
reimbursement through overhead allocation resulting from salary and position reductions ($9.2 million)
and expenditures related to the Fire Self-contained Breathing Apparatus program.

Community services expenditures decreased by $6.0 million due o substantial staffing and service cuts
in libraries and reduced expenditures for park enhancement and other community support programs.
Sanitation expenditures slightly increased by $0.1 million due o additional costs for commercial solid
waste programs. Infrastructure and fixed asset capital outlay expenditures increased by $1.6 million due
to costs associated with additional fire equipment. '
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Capital maintenance expenditures decreased by $13.0 million or 26.1 percent primarily due to reductions
in staffing and compensation of personnel in Public Works, the transfer of the real estate division of Public
Works to the Office of Economic Development, and reduction in custodial services costs.

Redeveiopment Agency fund: As mentioned under the Financial Highlights section of this MD&A, the
California Supreme Court upheld AB X1 26 and dissolved afl redevelopment agencies in the State of
California effective February 1, 2012. As such, for 2011.2012, only seven months of revenues and
expenditures of the former Agency were reported in the governmental funds., The remaining five month
period {February 1 through June 30) of §nancial activity of the farmer Agency was reported in a private
purpose trust fund under SARA.

Housing Activities fund: The Housing Activities fund accounts for the Cily's commitment to providing
affordable housing activities. The City's Housing Activities fund receives resources from the U.S.
Depariment of Housing and Urban Development and the California Department of Housing and
Community Development. At June 30, 212, the fund's loan receivable balance (net), which represents
foans to developers of various affordable housing projects and first time homebuyers was $61.1 milfion.
This balance includes loans o developers for various projects, including Taylor Oaks Apariments,
Northrup, Roundtable, Kings Crossing, Peacock Commons, Archer Studios, Cancas, Terrace, Curiner
Gardens, Homesafe, Markham Plaza, Plaza Del Sol, Verandas, and Willow Glen Senior Housing.
Additions to the loan receivable balance were offsef by an increase in the valuation aliowance in the
Housing Activities fund based on the City's annual review of the valuations and adjustments reflecting the
terms of the loans.

Prior to the dissclution of the former Agency, the Housing Activities fund was a special revenue fund that
accounted for all of the City's affordable housing activities, including the twenty percent requirement {o
set-aside funds from former Agency incremental property taxes for low and moderate income housing
and refated expenditures. Upon dissolution of the former Agency and the City Councif's election o retain
the housing assets, functions, and powers previcusly parformed by the former Agency, the City created a
housing successor fund (Affordable Housing Investment Fund) and transferred the assets and housing
activities associated with the twenty percent incremental properly taxes set-aside funds for jow and
moderate income housing.

Affordable Heusing Investment fund: The Affordable Housing investment Fund is the City housing
successor fund, which was created to administer the housing assets and functions related to the Low and
Moderate Income Housing Program retained by the City following the dissoiution of the former Agency.
At June 30, 2012, the fund's ioan receivable balance {net) was $253.5 million and incitdes the following
low and affordable housing projects including the Belovida, Almaden, Orvieto Apartments, Cinnabar
Commons, El Parador and E} Paseo Studios, Hillview Glen, Monte Vista, Oak Tree Village, Rincon De
Los Esteros, and Terramina Square.

On October 18, 2012, the Affordable Housing Investment Fund was renamed the Low and Moderate
Income Housing Asset fund to comply with the requirements of Assembly Bilt 1484,

Special Assessment Districts fund: The Special Assessment Districts fund accounts for debt issuance
and capital improvemenis related to the spedific purposes of eight speciat assessment and community
facilittes districts located in different parts of the City. A total of $52.2 million in special assessment and
special tax debt outstanding at June 30, 2012 is secured by special assessments or special taxes
charged to the owners’ real property in the district issuing the debt. The City is not obligated to cure any
deficiency or redeem any debt of special assessment districts from City funds.

Total expenditures for 2011-2012 increased by $28.3 million or 211.9 percent compared to the prior fiscal
year primarily due to expenditures associated with the Convention Center renovation and expansion.
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Financing Authority fund: The City's Financing Authority Debt Service fund accounts for the issuance of
commercial paper notes secured by lease revenues as a mechanism for financing Cily public
improvements and purposes such as: Phase I improvements of the City's Central Service Yard; non-
construction costs for technology, furniture, and equipment at City Hall, capital improvements at the City's
HP Pavilion, procuring the consolidated utility billing system; and making the loan to the Housing
Activities fund to finance low and moderate income housing activities and programs. The amount of
commercial paper notes outstanding decreased from $46.6 million on June 30, 2011 to $45.3 million on
June 30, 2012, a decrease of $1.3 million, which represented defeasance of commercial paper notes.

Other financing sources (net of uses) decreased by $12.9 million or 27.3 percent to $34 .4 million primarily
due to a $24.4 million decrease in transfers-out offset by a $7.0 million decrease in transfers-in.

Proprietary funds

The City's proprietary funds provide the same type of information found in the government-wide financial
statements for business-type activities, but in more detail. At Jupe 30, 2012, the unrestricted net asseis
were $64.0 million for the Airport, $237.7 million for the Wastewater Treatment System, $15.7 million for
the Municipal Water System and §$11.6 mitlion for the Parking System. Net assets for proprietary funds
fell from $1.345 billion at June 30, 2011 to $1.317 billion at June 30, 2012, resulting in a decrease of
$28.0 million or 2.1 percent.

Other aspects of proprietary fund agtivities are discussed in the business-type activities section above.
GENERAL FUND BUDGETARY HIGHLIGHTS

The City's Charter requires the City Managet to submit balanced opera!ing and capital budgets to the City
Coungil prior to the beginning of a new fiscal year that begins each July 1 and ends on the following
June 30. Council approved the 2011-2012 budgets in June 2011.

During the fiscat year ended June 30, 2012, there was a $41.2 million increase in the budgeted revenues
between the original and final amended operating budget for the General Fund. The increase reflected
higher actual receipts in sales tax, ufility, business tax, licenses, permits and fines, intergovernmental,
charges for current services, and other revenues

Actuat budgetary basis expenditures of $694.1 million were $49.7 million less than the amended budget
and $45.4 million fess than the original budget. Savings were experienced over all expenditure
categories. .

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The City's investment in capital assets, net of accumulated depreciation, for its governmenta! and
business-type activities together amounted to $8.756 billion at June 30, 2012, This investment includes
fand, infrastructure, structures and improvements, vehicles, equipment, intangible assets, and
construction-in-progress. The City's degision to depreciate infrastructure capital asseis results in
recording a large non-cash depreciation expense each year that offsets additions to capital asseis. At
June 30, 2012, net capital asseis degreased by $541.5 million ($493.1 million in governmental activities
and $48.4 million in business-type activities) or 5.8 percent compared to net capital assets at June 30,
2011, The decrease in capital assets of $493.1 million in governmental activities is primarily due to
depreciation expense of $362.7 miflion and the transfer of capital assets tofaling $180.4 million to SARA
during 2011-2012. These decreases were partially offset by additional infrastructure projects tolaling
$58.8 miliion in the governmental activities. The decrease of $48.4 million in capital assets in the
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business-type activities resulted from depreciation expense of $81.3 million, offset by additions of capital
- projects of $30.3 minion at the Ajlrport and Wastewater.

Teotal construction-in-progress increased by $1.7 million or 1.3 percent from $138.2 million ai June 30,
2011 to 3139.9 miliion at June 30, 2012. The construction-in-progress for the governmental activities
remained flat at $69.8 million. Business-type activities contributed a modest increase of $1.8 million to the
total construction-in-progress as addition to Airport construction-in-progress totaling $16.5 million was
offset by a $7.3 million projects that were compieted and placed in-service. The completed Airport
projects include the following: improvements to the terminal area roadway, which included a widened
Airpon Bivd and a dedicated shutfle lane between Terminal A and the new rental car garage, Green
Istand Parking; Terminal B Parking, South Loop Parking, and airfield improvements,

The City records infrastructure asseis af hisforical cost in the government-wide financial statements and
depreciates assefs from acquisition date to the end of the current fiscal year as required by GASB
Statement Me. 34. For governmental fund financial statements recording purposes, capital assei
purchases are recorded as expenditures, rather than capitalizing and recording related depreciation.
Capital assets, net of depreciation, for governmental and business-type activities in the government-wide
financial staiemenis are presenied below to Hlustrate changes between June 30, 2011 and June 30, 2012
(in thousands):

Governmental activities Busziness-type activities Totat
2012 2011 2012 2011 2012 2011

Land 3 463,726 528,805 134,926 134,920 568,882 663,531
Intangibte assets - - 12,062 42,882 12,082 12,882
cangtruction in

progress - 69,764 69,813 70,159 68,368 _ 138,923 138,184
Buitdings 1,037,128 1,161,245 1,253,657 1,287 783 2,290,785 2,448 998
tmprovements, other

than buildings : 188,103 194,400 604, 248 814,559 793,351 909,958
Infrastructure 4813 811 5,107 454 - - 4,813 5811 5,107 454
Fumiture and fixtures, )

vehicles, equipment 23.867 28,529 81,233 o6 554 105,100 115,082
Property ender

capital leases 495 iLE] 1,459 1,899 1,954 2577
Tolgl capital assets 5 6,59?& 7.080.733 2 158 564 2206830 . 8.7%6.158 8,287,663

Commitments outstanding as of June 30, 2012, relaied io governmental and business-type activities
construction in progress iotaled approximately $3.8 million and $18.2 million, respectively. Additional
information about the City's capital assets can be found in Nete 111.D. to the financial siatements.

General Fund Bonded Debt Limit

The City Charter limits bonded indebtedness for General Obfigation bonds to 15 perceni of the total
assessed valuation of all real and personal property within the City. The total assessed value on the City's
2011-2012 tax rofl was $124.438 biliion, which resulis in a net total debt capacity of $18.666 bilion. As of
June 30, 2012, the City had $460.7 miltion of General Obligation bonds cuistanding,

General Obligation Bonds and Other Bond Ratings
The City continues to receive high general credit ratings from alf three national rating agencies despite
the difficuit financial and economic conditions nationafly and locafly. in March 2012, Moody’s investars

Service ("Mocdy's”) downgraded the City's general obligation rating from Aaa to Aa1l citing a multi-year
erosion of the City's General Fund reserves and the City's management being significantly challenged to
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manage retrement costs. in April 2012, Standard & Poor's ("S&P"} also downgraded the City's general
obtligation rating from AAA to AA+ reflecting long-term structural budget challenges. These downgrades
foliow actions from Fitch Ratings ("Fitich”) in 2011 when Fitch downgraded the City's general obligation
rating from AAA to AA+ reflecting a reduction of fund halance in the General Fund following several years
of structural imbalance, high and rising pension and retiree healthcare costs, and reduced expenditure
fiexibitity fotlowing significant Jabor concessions and service reductions already implemented.

During the year, Standard & Poor's reduced its ratings on the Airport Bonds from A to A- and revised the
outiock fromy negative to stable. As of June 30, 2012, the Airport’s bond ratings were AZ from Moody's,
A- from Fitch and A- from Standard & Poor's.

Subsequent to June 30, 2012, the Airport Revenue Bonds were downgraded by Fitch Ratings from A-
with a negative outlook to BBB+ with a stable outiook.

Outstanding Debt

The City's debt service obtigations include general ohligation bonds, revenue bonds, lease revenue
honds, and special assessment and special tax bonds.

During 2011-2012, the City’s gross outstanding long-term debt decreased by $1.854 billion to $2 961
hiflion, comprised of governmenta!l activities ($1.465 billion) and business-type activities ($1.485 bilfion).
The balances at June 30, 2011 were $3.705 billion for governmental activities and $1.110 billion for
husiness-type activities, for a total of $4.815 billion. The decrease of $1.854 billion is primarily due to the
transfer of $2.313 billion of long-term debt of the former Agency to SARA but was offset by the issuance
of the 2011 Airport revenue bonds. For more information on the dissolution of the former Agency, please
refer to the financial highlights of this MD&A and the Notes to Basic Financial Statements on page 54.

The table below identifies the net changes in each category (in thousands):

As of As of Het
June 30, 2012 June 30, 2011 Change

Governmenta Activities:

Generat obligation bands § 460,670 480,320 {16,650)
HUD Seactian 103 loan 20,802 24.877 (1,074)
San Jese Financing Autharity

Ladse revanua honds 859,578 G49,233 (9,855)
Lease revenue bonds with

reimbursement agreamenl 129,020 - 129,020
Revenue bonds with

pledge sgreement 35,105 - 35,105

Special assessmeanl bends with limited

governmentat Sammitrhent 160,310 163,904 {3,694)
Redevelopment Ageney - 2,309,575 {2,388 575)

Sub-latal 1485458 3,704,808 (2.239423)

Buglnesa-Type Activities:

Revenue bonds 1,468,705 1.079,125 386,580
Slate af CA-Revalving Fund Loan 26,746 0851 {3.805)

Sub-tolal 1,485,451 1,109,776 385675

Tatat: & 2,960,937 4,814,585 [1.553.748)

Additional information about the City's long-term obligations appears in Note HLF. of the Notes to Basic
“Financial Statements.
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ECONOMIC FACTORS AND NEXT YEAR’S BUDGET AND RATES

The City completed 2011-2012 with better operating financial resulis than expected when the
2011-2012 Adopted Budget was developed. Although the economic indicators in this region
appear to have stabilized, the City still faces fiscal challenges on a long-term basis as the local
economy continues to work itS way out of the Great Recession. A set of 2012-2013 budget
balancing strategies were developed through a comprehensive community outreach process and
City Council Study Sessions including a Council Pricrity Setting Study Session. in June 2012, the
City Council approved a balanced General Fund budget for fiscal year 2012-2013, with a
projected surpius of $9.0 million, a significant change compared to the $115.0 million shertfalf
addressed in the 2011-2012 Adopted Budget.

Due fo the improved forecast, the City dogs not face further service cuts in fiscal year 2012-2013.
instead, reductions are limited io areas where alternative service delivery models can reduce
costs and enhance service levels. In addition, the $9.0 million projected surplus will be used to
meet projected shortfalls in future years.

The insufficient property tax revenues to pay snforceable obligations of the former Agency is
projected to be $24.4 milion in 2012-2013. As a result, it was assumed that City funds would be
used to ensure adequate funding for SARA obligations for which the Cily was obligated. This
resuited in a $19.0 mifion fransfer from the General Fund, with the Gengral Purpose Parking
Fund and the Community Development Block Grant Fund addressing the remaining shortfall.
More information on SARA is provided in Note IV.C.1-8.

As of June 30, 2011, the most recent actuarial valuation date, the Police and Fire Department
Retirement Plan ("PFDRP") had an 84.0 percent actuarial funded ratio for pensicn bensfits. The
actuarial accrued Hability for pension benefits was $3.198 billion, and the actuarial value of assets
was $2.686 hillion resulting in an unfunded actuariai accrued lability ("UAAL”) of $510.3 million.
As of Jure 30, 2011, the most recent actuarial valuation date, the Federated City Employees’
Retirament System ("FCERS") had a 65.0 percent actuarial funded ratio for pension benefits, The
actuarial accrued lability for benefits was $2.770 billion and the actuarial value of asse!s was
$1.784 billion, resulting in a2 UAAL of $881.6 miltion.

The adopted 2012-2013 operating budget projects retirement costs at $187.7 million in the
General Fund and $246.5 million in all funds, based on analysis provided by Cheiron, the City
Retirement Boards” actuary. Compared to 2012-2013 lavels, City refirement contributions for all
funds are forecasted fo grow approximately 27.0 percent by 2016-2017.

As noted in the Trust and Agency Funds section of this CAFR, the PFDRP's net assels
experienced a decrease of $46.0 million in 2011.2012 following a $372.5 millicn increase in net
assets in the prior year primarily as a result of the depreciation of the fair value of investments
caused by a short-term deterioration of the eguity investment market. The FCERS's net assets
experienced a decrease of $109.0 miltion in 2011-2012 following a $275.3 million increase in net
assets in the prior year primarily as a resuit of the depreciation of the fair value of investmenis
caused by a short-term deterioration in the investment market.

For 2012-2013, the City's contribution rates for pension beansfits, as a percentage of payroll, are
as follows: for pofice and fire members of PFDRP, 56.6 percent and 58.4 percent, respectively,
and 44.5 percent for FCERS members. For 2012-2013, the City's contribution rates for health
and dental benefits, as a percentage of payroll, are as follows: for police and fire members of
PFDRP, 8.0 percent and 6.6 percent, respectively, and 7.9 percent for FCERS mambers.

On June 24, 2008, the City Council adopted ordinance No. 28332 amending Chapter 3.36 and
3.28 of Title 3 of the San José Municipal Code to provide the City with the option to make lump
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sum prepayments of Cily required contributions for pension benefits and postemployment
healthcare benefits to PFDRP and FCERS. The lump sum prepayment for 2012-2013 was
calculated to be actuarially equivalent to the biweekly payments that would otherwise have been
the City's required contributions o the benefit pension plans and the postemployment healthcare
plans. The Boards of Administration for PFDRP and FCERS approved the actuarially determined
prepayment amount of §120.2 milion and $121.0 million, respectively, paid by the City in July
2012.

» (Coniributions to the Poslemployment Healthcare Plans are made by both the City and the
participating members. Contributions to PFDRP for the fiscal year ended June 30, 2012 for Fire
members of PFDRP were based on the Board's 10-year cash fiow funding policy. The Police
members of PFDRP and the bargaining units representing the FCERS's members entered into
Memoranda. of Agreements ("MOA”) with the City to increase the contribution rates for retiree
health and denta! in order to phase-in to full funding of the GASB Statement No. 45 annual
required contribution (ARC) over 5 years beginning fiscal 2009-2010 and ending 2013-2014.
Effective June 26, 2011, the Fire members entered into an MDA with the City to phase-in to full
funding of the ARC over a five year period with fiscal year 2011-2012 as the first year of the
phase-in,

+« Asof June 30, 2011, the most recent actuarial valuation date, the PFDRP was 6.0 percent funded
for other postemployment benefits. The actuarial accrued liability for benefits was $1.004 billion,
and the actuarial value of assets was $60.7 million resulting in a UAAL of $843.1 million, As of
June 30, 2011, the most recent actuarial valuation date, the FCERS was 12.0 percent funded for
other posiemployment benefits. The actuarial accrued liability for benefits was $1.145 biltion and
the actuarial value of assets was $135.5 million, resulting in a UAAL of $1.001 billion.

Ali of these factors were considered in preparing the City's budget for 2012-2013.

REQUEST FOR INFORMATION
This financial report is designed to provide our residents, taxpayers, customers, investors, and creditors
with a general overview of the Cily's finances. Questions concerning any of the information provided in

this report or requests for additional financial information shouid be addressed to the Director of Finance,
200 E. Santa Clara Street, San José, CA 95113.
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{3000's)
Gover tal Busi Type
- Activities Activities Total
ASSETS
Equity in pooied cash and investments
held in City Treasury % 568,627 39120 957.747
Receivahies (nat of allowances
for uncaliectibles) 144,028 12,405 157,433
Due from outside agencies 3,133 . BB 3,188
internal balances . (5,245} 5245 -
nventores 1,214 1,179 2,393
Loans receivabie (net of ailowances
for uncoflectiblas) 321,445 250 321,895
Advances and deposits 298 5,331 5,629
Cthar assets 41,233 1941 41,424
Restricted assets: ’
Edquity in pooied cash and investments
held in City Treasury 40,054 118,575 158,629
Cash and investments held with fiscal agent 253,193 231,517 484,710
Other cash and investmants 5710 - 5710
Receivables (net of allowances
for uncoliectibles) - 3672 3672
Deferred bond issuance costs
{pet of accumulated amortization) 14,918 17,703 32ga2
Long-ferm receivables from SARA 227826 - 227,826
Capital assets {net of accumulatad
depreciation):
Nondepreciable 533480 217,967 751,457
Qapreciable 6,064,104 1,840,507 5,004,701
Total assets 5,214 028 2,944 818 11,156 847
LIABILITIES
Accounts payabile 33,339 14,830 48,178
Actrugd Babilitias 14,678 1,662 16,341
interest payable 10,753 26,1329 36,892
Due to SARA 850 - 850
Dua to outside agencies 457 : 457
Short-term notes payabla 45,348 474937 93285
Uneamed revenus 15124 5470 20,5594
Advances, deposits, and reimbursable credits 9,648 5,163 14,812
Long-term pavables - SARA 280 - 280
Other liabilities 24,412 - 24,412
Long-term pbligations:
Due within phe year 84U BAB 26,087 98 753
Due in more than one year 1,896 546 1,497 720 3,384,316
Totat liabilities 2121152 1,628,018 3,749,170
NET ASSETS
Invested in capital assats, nat of related debt 5,350,666 B850 352 6,210,058
Restricted for: ’
Cebt service 50,205 24,482 74,767
Capital projects 358 319 103,839 462,218
Community services 526,442 . - 528,442
Public safety 4,443 - 44432
Unrestriced {197 208} 329,047 131,748
Total nat assats 3 6,092,877 1,316,800 7,408,677

The Notes to Basic Financial Statements are an integral part of this statement.
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{$0090's)
Not {Expensa} Ravanue and
Program Re Changes.in Net Assais
Fees, Fines, Operating Capital Grants
and Chargas for Grants and and Governmentat  Business -Type
Functians/Programs Expenses Services Cantributlans Contrib Activitles Activities Taotai
Govemmental actwities:
General gavernment 111,806 24,737 173 {87,883} - {B7.093)
Public safety 458,442 22,089 21.721 - {446,622 B {44552
Cammunily Bervices 247 518 40,252 76579 (86,737} - {B5, 737}
Senitalian 135,043 151,844 - &5 15,1868 16,766
Capital maintenance 4TIET4 52,205 31,486 e o {367,307} - {367,387}
Interest and fiscal charges 123 B95 - {123,895) - {123,8958)
Totat governmentat activities 1,582 869 348,932 123,523 22,748 {1,895,358] - (1,885 350)
Businass -Typa activilies:
Maman Y. Mingla San Jasé
Internationat Airpart 200,380 154,713 578 7,399 - {37,598} [A7.586)
Wastewater Treglmen? Syslem 145,888 167.783 - 3,37 . 21,174 21,174
Municipal Water Systern 28,268 28,542 - 128 - {583 {563)
Parking Systam 5,288 14,585 - - - 2.285 2285
Telal business-typo activities 350,916 IE2623 G790 10,893 - {14,718} 144,718}
Total 1,971,779 703,555 124,439 33,848 {1.605,359} 144,719} {1,110.077)
Goneral revenues;
Taxes and franchiee f&9E.
Preperty and ather laxes 4u4 BFT - 404 977
Litikity 110,012 - 110,912
Franchise 41,704 - 41,799
Transient occupancy 22451 22,454
Business taxXes EX R 41,134
Sales laxes shared revenue 154 926 - 154,026
State of Cafifarnia in-tigu 2611 - 2671
Unrestricled inferest gnd investment incame 5,950 3,562 18,512
Other revanua 21,207 - 21207
Transfers 3,357 (3,357) -
Total ganeral revenuas and transfara 889,234 205 509,439
Extragrdinary gain {lass) fram
dissalutlan & the Rede uelapment Agenty 2475378 {13,526} 2,061,851
Change in net essets 1,769, 254 128,041} 1,764,213
Met sssets - beginning 4,203,623 1,344 B4t 5,648 464
Net assels - ending 6,092,877 1,316,900 T 400,877

The Notes to Basic Financial Statemenis are an integral part of this statemant.
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City of San .José

Balance Sheet

Governmental Funds

ASSETS
Equity in poaled cash and investments
heid in City Treasury
Receivables {net of alowance
for uncollectibles)
Crue fram oulside agencies
Cee from other funds
Loans receivables (net of allowance
for uncoliectibles)
Advances and deposits
Restricted assels: :
Equity in poaled cash and investments
hetd in City Treasury
Cash and investments held with fiscal agent
Other cash and investments
Advances to other funds
Advances receivable - SARA
Other assels

Total assets

LIABILITIES AND FUND BALANCES
Liabifities:

Accounts payable

Accrued salaries, wages, and payrofl taxes

Cue to other funds

Cue to SARA

Due to other agencies

Short-term notes payatle

Deferred revenue

Advances, deposits, and reimbursable credits

Advances from other funds

Long-term advances from SARA

Cther liabifities

Total liabiiities

Fund balances:
MNonspendable
Restricted
Comritted
Assigned
Unassigned

Total fund halances

Total liabilities and fund balances

June 30, 2012
($000's})

Redevelopment Housing
General Fund Agency Activities
167,781 4,313
50,540 2671
3,090 - .
1,438 -
2,241 - 81,1214
252 - R
728 - 1,348
i1 B 3
3,297 - .
244,376 - 69,456
9,651 - 962
12,096 - 28
124 726
457 - -
4,322 23,009
7 . -
16,200 - -
21,481 - -
66,346 - 24,725
i3 - .
392 - 44,731
63,014 - R
70,236 -
49,373 - .
163,028 - 44,731
249,376 - 69,458

The Notes to Basic Financiat Stataments are an integral pant of this statement.
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San.osé

Affordable Special Financing Nenmajor Total
Housing Assessment Authority Debt Governmental Governmental
investment Fund Dislricls Service Funds Funds
36,058 315 456 547,608
1436 53,250 35,904 143,801
- - - 43 3,133
- 10,297 11,735
253477 - - 4,608 321,445
- 5 - 4 298
625 - 37,355 40,054
130,062 59,703 63,414 253,193
- - - 5710 5710
- - 14,091 15,656 33,044
85371 - - 85371
20771 - - 20462 41233
377,113 183,942 73,7494 512,944 1,466,625
41 1.400 a1 20,415 32560
110 23 - 2,000 14,257
- - 103 11,633 11,938
- - - 650
- - - - 457
- - 45 340 - 45,348
7.448 52,885 - 14,995 102,659
- 4,138 - 5,504 9,843
14,091 - 3,287 2,500 30,088
280 - - 280
- - - 2,521 24412
21,870 58 446 48,839 60,168 280,456
- 5 - 20,503 20,521
355,143 125,491 24,955 370,844 §21,556
- - - 28,928 91,942
- - 32,673 102,909
- - - {172} 45201
355,143 125496 24,855 452,776 1,186,129
377,113 183,542 73,794 512,944 1,466,625
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City of San José
Reconciliation of the Governmental Funds Balance Sheet
to the Statement of Net Assets
June 34, 2012
{$000"s}

Tetal fund balances.governmental funds (Page 25} 3 1,185,129

Amounts reported for governmenta) activities in the statement of net assets are different
because:
Capital assels used in governmenta activities are not financial resources and
therefore are not reporled in the funds, These assets consist of:

Land 463,726
Construction in progress 89,764
infrastructure assets 14,365,408
Other capital assets 1,758,071
Accumulated depreciation 7,066,078
Total capital assels 5,590,801

Long-term receivables are hot available to pay for curtent period expenditures and,
therefore, are deferred on the modified accrual basis. 34650

Long-temn receivables associated with lease and pledge revenue agreements
from the private-purpose trust fund are hot current financizl resources and
therefore are not repoded in the governmenta! funds 162 455

Band issuance costs are expended in governmental funds when paid,
hicwever, such costs are capiialized and amarized over the life of the
corresponding bonds for purposes of the statemant of net assets, 14 218

Special assessments are reported as revenue when levied in govemment-wide
financial statements. In governmentat funds, these assessments are repored as
deferred revenue (5 Babilily) since they are not available. - 52 885

Inferest payable an long-term debt does not require the use of current financiat
fesources and, therefore, interes!t payable is generally nat accrued as a liability
in the balance sheet of governmentat funds. (10,753)

Intema service funds are used by management to charge the cost of public

works suppant, employee benefits, and stores, vehicle, maintenance and

opsrations to individual funds. The assets and liabilities are included

in govemmental activities in the statement of net assets. 24635

Long-term ligbiliies are not due and payable in the current period and therefore are nat reparted
in the funds. Those liabilities consist of:

Bands and notes payable {1,469, 561)
Accreted interest on capital appreciation bonds (510}
Accrued vacation, sick ieave and compensatory time - (54,328)
Estimated liahility for self-insurance (137,720}
Net ather postemployment benefits obligation {292 244)
Other {8,571}
Tota! lnnhg-te v llabitities {1.4862,934)
Net assets of governmental activities (Page 22) § 6092477

The Notes ta Basic Financial Statements are an integral part of this statement.
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City of San José

Statement of Revenues, Expenditures
and Changes in Fund Balances

Governmental Funds

For the Year Ended June 30, 2012
{$000's}

REVENUES
Taxes and special assessments
Licenses, permits, and fines
Intergovemmental
Charges for current services
Rent
{nvestment income
Other revenue

Total revenues

EXPENDITURES
Curment:
General govemiment
Public safety
Community services
Sanitatian
Capital maintenance
Capital outlay
Debt service:
Frincipal
Interest and fiscal charges
Total expendilures
Cxeess (deficiency) of revenues
over (under) expenditures

OTHER FINANCING SOURCES (USES)
Froceeds from sale of capital assets
Reclassification of demand bonds to short-term liability
Transfers in
Transfers out
Total other financing sources {(uses)

Extraordinary gain {inss) from dissolution of the
Redevelopmeant Agency

Net change in fund balances

Fund balances - beginning
Fund batances - ending

The Netes to Basic Financial Statements are an integra! part of this statement,

Redevelopment Housing
General Fund Agency Activities
561,086 87,662 -
62,197 - -
24 664 26 23,594
35,405 - : -
- 353 -
4,661 297 1.681
33,639 1577 9,556
121674 68,815 35,041
71,897 1,620 -
444,336 - -
114,046 - 38,398
849 - -
35,671 15,182 -
35%7 96
1,074 74,955 -
535 56,350 -
672,886 149,113 38,398
48,886 (59,188) 3,387)
969 11,268 -
- (88,500) -
12,605 25,156 17.532
S (27,233 (19,720 (370.,288)
{13,5659) {¥1,895) (352 754)
(18,820 70,478 {6,863)
16,407 {60.816) (362 8v4)
166,621 60,616 407,708
183.028 - 44 731
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San José

Affordable Special Financing Nonmajor Total
Housing Assessment Authority Debt Governmentai Governmental
investment Fund Districts Service Funds Funis

- 34,645 128,570 792,385

- - - - 52,197

- - 1.831 52,054 112,169

- - - 182 417 227,522

- - - 20617 20,970

7407 554 509 1,487 16,800

5,013 418 - 4,680 55,261

13,414 15615 2,340 410,105 1,268,304

- - - 14,966 88,365

- - 1,454 445,790

4,318 - - 57,955 214,718

- - - 133,058 133,908

- B85 - 107.4186 160,346

- 27,928 - 21,438 53,036

- 3,594 31,305 19,650 110,576

- 10,135 25,984 23,333 16,338

4,318 41.72¢ 37,269 379,276 1,323,102
9,095 (26,108) (34,849) 30,829 (34,796)

- - 12,237
- - . - (88,500}
346,047 16 34,500 40,382 476,236
- (143) {58} (54.732) (472172}
345,047 (3127) 34,442 (14,35Q) (72,287)

- - - 44,795
355,143 {26,232} {507) 36,478 {62,300}

- 151,728 25,462 435,297 1,248,428

355,143 125,496 24,955 452 776 1,166,129
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City of San José
Reconciliation of the Changes in Fund Balances of Governmental Funds
to the Stetement of Activities
For the Year Ended June 30, 2012
{5000's)

Net changa In fund balances—10tal gouernmental funds (Page 28)
Amounlz reported for governmental activilies in the stalement of activities are differant because:
Capital suttays are raported as expentitures in gevernmentat funds. Howeuer, in the

stalement of actlvities, the cost ef capitad assets is all d aver their esti o
useful lives #s depreciation expense. [n the cument perind, these amevnis are”

Capital buttay 53.038

Depreciation expense (359,192}

Excess of dapreciziian expense aver capital sutiay

The net effect of varous miscellanaous transactions invilving capital assets
{i.e. sales, retirements, trade-ins, donalions)

Dunzied agsets 4,298
Praceeds from sale of capital asscie {12,230
Gain on disposal af assets 3,403

Bond issyaence casts are expended in governmental funds when psid, however, are
caplalized ant amorilzed over the life of the correSponding bonts for the pyrposes
of the siatamant of aciiuitiag.

Repayment of bng- ration prneipal is reported es en expendifuse in
gavernmentat funds and, thus, has the effect of redueing fund batance because
current financial rescurces have been used, Forthe government-wide statements,
however, the prineipal payments reduee the Bablitles in the slatement of nel
assets and do not result in an expense in the slatement of setivities. The City's
long-term obiipatians wera reduced bacause principal paymonts were mads o
bondholders and HUD,

Accruet interest axpense pn long-tanm debt |s fepoded in the governmenl-whide
stotement of activities, but does not require the use of eutrent financial lesources.,
Amertizatian of bond premiums, disceunts and deferred amaunts on refunding
should be expensed as a componant of interest expense an the statement of
activilies, This ameunt represenis [he net accrued inlerest expense and the

amonl af bond | i . tecounts and defamed amounts an refunding
net reponed in gevemmmenis| funds,

Acerued interest on cspltal appreeiation bonda 45

inerzase |n aecrued interest expense {7.914)

Amorlizetion of deferrad amounis, premitms and distounts 330
‘Total net Intere st axy and flzetion of discountfpremium

Because soma rovenups will nat ba coliected for several months after the Clty's
fiscal yaar ents, they are not considered "available” revanve ant are dofamed
in the gavernmenlal funds. Deferred revenuas decreased by this ampunt this year.

internal service funds ala used by management to chargy the cost of public werks
suppon, emplayes benafils, and vehicle, maintenance and opeations 10 individua
funde. The change in Net assets i3 ncluded in governmental aetivities in the
stsiement of aclivilles.

Some ilems repolied In the stetement of ectivities do not require the use pf
ciTent financial resaurces and tharefore are nat reparted as expendiures
in governmental funds. These actlvilles consist of:

Met increase in net QPER sbfigakion (88,134)
MWel decrease in vacation, sick leave, and compensatnry time 7,433
Nel b In g sl i ety tor seb-i ance 4,606
Nel decrease in other Babilities 1,263

Tota) additional expanditures

Expendilvres reporled in the governmanial funds but not in gouernmental actitities include
reclassfication of damand bonds to short-temm obligations

Long-lesm zssets wede nat finaneial rescurces of the fomier Agency and the leng-lem
Hahilities were not due and payable, and es such the transfers of these Eabilities in excess
of assets 10 SARA are not recerded in the governmentat funds,

Change in nat aeeats of goverhmental activities {Page 23)

The MNotes to Basic Financial Statemants sre an intagral par of this statoment.
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City of S8an José

Statement of Fund Net Assets

Proprietary Funds
June 30, 2012

{$000's)
Enterprise Funds
Narman Y. Mineta
San Jose Wasteweter Municipel intarnal
international Treatment Watar Parking Service
Aldrport System System System Total Funds
ASSETS
Current 2ssets:
Equity in pocled cash and investmants
held in City Treasury % © BB,109 271,326 18,781 12,904 389,120 21,018
Receivebles {net of silowance
for uncollectibies) 8547 1,981 2,661 216 13,405 227
Dug from eutside agencies - 66 - - 65 -
Due from other funds - 377 - - 77 -
Prépaid expensss, advances and d eposits 186 B - 184 -
invertories - 1,179 - 1,179 1,214
Tetal unrestricted current assets 94,842 274929 21,442 13,120 404,333 22,460
Restricted assets:
Equity in pocled cash and investments
heid in City Treasury 83,087 53,451 - 2037 118,575 -
Cash and investments heid with fiscat agent 224 917 6,600 - 231,517 -
Receivables {net of allowances
for uncoliectibles) 3672 - - 3672 -
Prepaid expenses, advances and deposits 5 - 5
Total restricted current assets 291 681 50,051 - 2,037 353,768 -
Total current assets 286 522 334,980 21,442 15,157 758,102 22,460
Nencurrent assets: '
Defarred bond issuance costs
(net of accumulated amortization) 17,166 R37 - - 17,703
Loan receivable 259 - - 250 -
Advances and deposits 5331 - - 5,331
Advances 1o other funds - 5044 - 5,044
Capital assels {net of accumulated
depreciation):
Nondepreciable 117 749 80,027 605 18,586 217 867 -
Depreciable 1,365,486 466,384 56,843 41,874 1,840,597 5,703
Teotal noncurrent assets 1,505,992 551,092 67,448 61,460 2,185 882 6,703
88,890 76817 2,944,994 29,163

Total assets $ 1,882,515 886,972

The Notes to Basic Financial Statements are an integrai part of this statement.
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LIABILITIES

Currant lighiities:
Accounts payable
Accried lighiities
interest payahle
Due to other fundls
Short-term notes payable
Accrued vacation, sick ieave and

compensatory time

Estimated iabiity for seif-insurance
Advances and deposits payable
Unearned revenue
Loans payable
Polivtion remediation obligation

Total current liabilittes unrestricled

Curmrent labiliies payable
from resticted] assets:
Accounts payabie and accrued liabiities
intsrest payable
Unearned revenue
Current portion of bonds payable
Pollution remediation obligation
Tolal current Habilities payabie from
restricted assels

Total current liabiities

Noncurrent liabitities:
Accrued vacation, sick leave and
compensatory ime
Estimaled liability for self-insurance
Atlvance contributions from participating
agencies
Advances, deposits and reimbursable
credits
Loans payable
- Bonds payable {net of premivmidiscount
and deferred 1055 on refunding)

Net other postemployment benefits obligation

Total noncurrent lighitties
Total iabites

NET ASSETS

invested in capitat assets, net of
related debt
Restricted for debt service
Restricted for capital projects and other
agreements
Unresiricied
Total net asscts

City of San José
Statement of Fund Net Assets
Proprietary Funds
June 30, 2012

($000's)
Eunterprise Funds
Norman ¥. Mineta
San José Wastewater Municipal internal
Internaticna! Treatment Water Parking Service
Airport System System System Totai Fungs
3,570 7,257 2852 743 14,424 i7g
437 1,082 89 35 1,663 421
8 277 - - 265 -
. - 176 176
47,937 - - 47937
1,936 2,230 157 77 4,000
560 1.300 126 - 1,988
1.083 - - 88 1,171
3,885 - - - 3,885 -
- 3977 - 3977 -
330 - - 330 -
29 386 18,123 3,380 945 79834 1,200
415 - . 413
25615 239 - 25,854
1,585 - - - 1,585
13,296 5,114 18,410
384 - - 384
41,295 5,353 - 48 648 :
100681 21,476 3,380 245 126,482 1,200
210 &44 1,154 3,328
1,071 1.939 3,010 -
2827 - 2827
- - 1,165 - 1,165
- 22,769 - 22,769
1,899,158 43,647 - - 1,442,806
9,964 16,281 1,223 233 27,981 -
1,410,704 88087 2,388 533 1,501,712 3,328
1,911,385 109,563 5,788 1,478 1,628,194 4,528
247,771 482,713 67,448 51,480 859,392 5,703
16,175 5,249 - 2,087 24,462 -
23,174 50,725 - - 103,899 +,368
64,009 237,722 15674 11,642 320047 16,564
381,130 777,409 83,122 75,139 1,315,800 24,635
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OPERATING REVENUES

Charges for services

Rentais and concessions

Customer transportation fees

sService connection, engineering
and inspection

Contributions

Other

Totai operating revenues

OPERATING EXPENSES
Operations and maintenance
General and adminisirative
Depreciation and amortization
Msterials and supphes

Other expenses

Total pperabing expenses
Operating income {Joss)

NONQPERATING REVENUES {EXPENSES)

Fassenger facility charges

Operating grants

nvestment income

tnterest expense

Contributions refunded from participating
agencies

Loss on disposal of cepitel assets

Other revenues, nat

Met nonoperating revsnuss (exponses)
Income {ioss) before capital contributions,
transfers, end extreordinary foss

Capital contributions

Transfers in

Transfers cut

Extraordinary loss from dissolution of the
Redevelopment Agency
Changes in net essets

Met assets - beginning

Net assets - ending

City of San José
Statement of Revenues, Expenses, and Changes in Fund Net Assets

Proprietary Funds

For the Year Ended June 30, 2012

{$000's)
Enterprise Fungs
Morman Y. Mineta :
San José Wastewater Municipal internat
International Treatment Water Parking SBorvice
Abrport System System System Total Funds
A6, 141 140,968 28,472 11,585 227,166 113.223
80835 3,248 - - 84,083 -
10,137 - 10137 -
3,150 3.150 -
- 14,387 14,387
5,908 5,908
137,113 187,861 28472 11,585 344,831 113,223
80,474 100,415 25,554 3,112 188,555 105,612
18,328 21738 1,267 3,578 44 911 -
52,130 24,738 2,436 2,485 81,791 3,552
- 286 - 115 481 .
- - - - 354
130,932 147,377 29,259 9,290 316,658 108,518
5,151 20,484 (787) 2,295 28,173 a708
16,787 - - 16,787
870 - - - 670 -
2217 1,183 98 54 3.562 231
(69,438) {2,854) {1 {72.093) -
- {146} - {146)
(10) )] - (13) -
813 122 70 1,805 -
{48,961) {1,488} 167 54 {50,228} 231
(42,780 18,898 (820) 2.349 {22 055) 3,635
7,399 3371 129 - 10,699 -
- - - - - 111
(115} {1.880) (508} (754) {3.357) 820)
- - - {13.528) {13,528) -
{35,496) 28,387 {9589) {11.833) (268.041) 3227
416,626 ¥o7.022 84 421 87.072 1,344 841 21,408
381,130 777,408 83,122 75,139 1,316,808 24,635

The Notes to Basic Financial Statements are an integral part of this ststement.
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City of San .José
Statement of Cash Flows
Proprietary Funds
For the Year Ended June 30, 2012
{$000's)

Enisrprise Funds

Norman Y. Mineta

San José Wastewatar Municipal Intarnal
Internationa! Traatment Water Parking Service
Airport System Systam System Total Funds
GASH FLOWS FROM OPERATING
ACTIVITIES
Receipls from customers and ussss 3 137,111 153,549 27915 1,561 330136 -
Cash received lrom intsrfund services providaed - - - - - 111,707
Payments 1o suppliers {55,233) (82 464) {21,376) {4,458) 143,531) (87.500
Payments o empinye s (25.812) {64.026) (42707 {2,189) [96,397) {18.235)
Olher receipls 1,208 14,437 - - 15,645 -
Met cash provided by operaling activities 57,174 41,496 2264 4,914 105,853 4,972
GASHFLOWS FROM NONCAPITAL
FINANCING ACTIVITIES
Transfer from other funds - . . - . 111
Transfer lo other funds {115) {1,980 {508) {(754) (3,357) (8240
{Advences 1o} / paymens from othsr funds - 1,035 {1.000) {1.65%) {1.645}) -
Subsidies from oparating granis 740 - - - 740 -
Advarnices and deposils recaivad - - 17 - 17 -

Nel cash provided by (used in) noncapilaf
and related financing aclivities 525 (345} {1,489) {2.,435) (4.246) (709}
GASH FLOWS FROM CAPITAL AND

RELATED FINANGING ACTIVITIES
Passenger facilily cherges received 16,735 - - - 10,735 -

Refunded cotnmerclal paner {354,250) . . - (354,250) -
Proceeds from issuance of bonds 504,401 - - - 504 401 -
Paymont for redemption of bonds {92,185) - - - {92,165) -
Principat payment on commercial papsr {7,892} - - - {7.892) -
Suhsidies from capital grants 6,197 3,952 - - 10,159 -
Acguisilion ang conslruction of capital assets (18,717} (14,064} {241) (82) {33,104) {1,510)
Drincipal paid on deb! {21,915} (8,850} . - {30,765} -
Bond issuance cosl paid {8,775} - - {8.775) -
Inlarest paid on debt (61,776) {2.589) - - (64,345) -
Advances and deposits received 504 - - - 594 -

sl cash used in gaptal

and relaled financing activities {35,563) {21,521} (241} (B2} (57407 {1.510)
CASH FLOWS FROM INVESTING
ACTIVITIES

Proceeds from salss and maturitiss of

invostments 2e5,217 5,480 - - 200,677 -
Purchas e of inuesiments {3010,469) (6.248) - . {308,717) -
ieres1 receivad 1057 1,355 aq 54 2 556 231
Land and building rentals - 7o - - 79 -

Het cash provided by {used in) invesling aclivities {14,195) 648 a0 54 {13,405) 231
Mel change in cash and cash equivalants 8.041 19676 27 2.451 30,795 2.084
Cash and cash equivalonls - beginning 328,216 305,453 16,154 12 42 564,213 18,035
Cash and ¢ash equivalents - ending $ 336,257 325,129 18,751 14,941 595,105 21,018

The Notes to Basic Financiat Statements are an integrai part of 1his stalement.
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City of San José
Statement of Cash Flows
Proprietary Funds
Forthe Year Ended June 30, 2012
{$000's}

Enterprisg Funds

Nerman ¥, Mingta

San José Wastewater Municipal Internat
international T nt Water Sarking Service
Airport System System System Tetal Funds
Reconcilistien ef eperating inceme {ioss) te
nat eash previded hy gpereting
ectivittas: :
Cperating income {less) ] 5,181 20,484 (TE7) 2,295 - 28,173 3,708
Adjustments lo reconcile #peraling .
inceme {loss) te nel cash provided by
operating aclivities:
Deprecialion snd amarizalian 52,120 24,738 2,438 2,485 8,791 3,552
Cther nanoperating revenues 813 42 0 - 925 -
Cecreese fincrease) in;
Azeounis recgivabla {595} 234 {6286} (24) {1,011} 932
Due from putsida agencies - a7 - - 47 -
inventorigs - {37) - - 37 (452}
Prepaid expenses, advarices and depasils 3 B - - 3 -
Inereass (decreese) in:
Accounts payshle and aecruaed fiabitilies {3.775) (7,684} 783 {3} 10,699} {1843}
Agerued vecalion, sick leave
and compansatary fime (270 {849) - {109) 1,228} (212)
Estimeted itabiity for self-insuranca : {674) {829} a - {1.500) -
Unearned ravenue : 912 - - - 912 -
Advances and deposiis payable 15 - - 86 1M -
Other liabiities 2,434 5,450 408 184 8476 -
Tetal adjustments 50,993 21,12 3,056 2,619 7 7.680 1.267
Nat cash pravidad by operating aclivities b1 57,174 41,486 2,268 4814 {5 553 4,972
Racenchiatien ef cash and cesh equivalents
to the statement of net essets:
Equity in pooled cash and invesiments
held in City Treasury
Unrasiricted ] &5,109 271,326 13,731 12,904 389,120 21,019
Resticted 53,087 53,451 - 2,037 118,575 .
Cash end InveSiments held with fiscai agent 224,917 5,800 . . 231517 -
Less nvestments not meeting
the definition of cash equivalgnts {37.856) {6,248) . . {44104} -
Cash and eash equivalgnls ¥ 336,257 325,129 18,781 14,841 545,108 21,018
Mancash nancapltal, capitat and related flnancing,
end iNvesting activilizs:
Loss an disposal of cepital assets 5 (m (3 - - 13) -
Acquisitian of capilal assats an accaunls
payabls and aecrued liabilties 1,409 - - - 1,400 -
Capilat contnibulions kom develepers - 063 128 - 992 -
Amarlization af deferved charpes and other eharges ke 149 - - G22 -
Change in kair vatua ef inve stments 961 259 - - 1,220 -
Exlraardinary 1ass an write-off af SERAF advance - - - (13 528) {13,529) -

The Meales te Bssic Financial Statements are an integrai part of this stalement,
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City of San José
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($000's)
Pension
Trist Private Purpose Agency
Funds Trust Funds Fund
ASSETS
Current assets: )
Equity in pooled cash and investments held
in City Treasury 3 - 104 1,698
Cash and investments - 6,965 -
Investments of retirement plans:
investments, excluding securities lending collateral:
Fixed income 1,308,742 -
Giobat and domestic equity 1,488,100 - -
Pooled international eguity 488,810 - -
Private equity 220941 - -
internationat currency contracts, net 941 - -
Opportunistic 277885 - -
Real assets 447 805 - -
Real estate 190,118 - -
Securities iending cash coliateral investrment pool 238 396 - -
Total invesiments of retirement plans - 4,671,747 -
Receivables:
Accrued investment income 12,908 - 2
Empioyee contributions 2,623 - -
Empioyer contributions 3,583 - -
Due from the City of San José _ - 850 -
Other 6,003 519 -
Rastricted cash and investments - 153,999 -
Totel current assets 4,606,844 162,437 1,698
Noncurrent assets:
Advances to the City of San José - 280 -
Loans receivabie, net - 31.275 -
Deposits - 155 -
Deferred charges, net - 30,940 -
Property held for resaie - 22,474 -
Capitai assets:
Nondepreciabie - 35,581 -
Depreciable, net - 82,895 -
Total noncurrent assetls - 213,600 -
Total assets % 4 656,844 376,037 1,698

The Notes to Basic Finaneial Staterents are an integrai part of this statement,
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LIABILITIES

Current liabilities:
Oue to brokers
Accrued interest payabie :
Pass through payable to the County of Santa Clara
Unearned revenues
Securities lending collateral, due to borrowars
Other iiabilities

Total currem liabilities

tong-term fiabillies:
Oue within one year
Oue in more than one year
Totai noncurrent liabilities
Total liablities

NET ASSETS (DEFICITS)
Held in trust for:
Employees’ pension benefits
Employees’ poslemployment hesithcare benefits
Redevelopment dissolution and other purposes
Total net assets (deficits)

{$000's}
Pension
Trust Private Purpose Agency
Funds Trust Funds Fund
$
18,873 - -
- 41,682 -
- 15,718 -
- 2,340 -
241,875 - -
7.607 2.320 1,688
268,355 §2.061 1,688
- 258,148 -
- 2,118,105 -
- 2,377,254 -
268,355 2,439,315 1,698
4227713 -
200778 -
- {2,063,278)
3 4,428,488 {2,083,278)

The Notes to Basic Financiat Statements are an integrat part of this stalement.
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{$000's}
Pension Private
Trust Purpose
ADDITIONS Funds Terust Funds
Redevelopment property {ax revenues 5 - 82.237
tnvesiment inceme:
Interest 73,268 158
Dividends 44 609 -
Net rental income 6,610 322
Net change in fair value of plan investments {218,025} -
Investment expenses (17,906} -
Tota! invesiment income (loss) {111,524} 477
Securities lending incoma;
Securities lending income 3,108
Sacurities lending rebates and expenses {774}
Tota! securities lending income 2,335 -
Contributions:
Employer 255,130
Employees 55,360 -
Tota! contributions 311,498 -
Other - 578
Total additions 202,310 83,292
DEDUCTIONS
General and administrative 7.217 a57
Project expenses - 816
Pass through amounds to the County of Santa Clara - 8,177
l.oss on fair vetue of property held for resale - 27417
Depreciation - 2,040
Interest on debt - 45 401
Health insurance preémiums 61,556 -
Refunds of confributions - 4,11
Retirement and other benefits:
Death benefits 16,081
Retirement benefits 268315 -
Total deductions : 357,280 54,818
Extraordinary loss from dissolution of tha
Redevelopment Agency - (2,061,851}
Change in net assets {154,980} {2,063 377}
Net assets held in trust for pension,
postemployment hearthcare benefits
and ofher purposes:
Beginning of year 4,583,468 98
End of year b 4,428,469 {2,053,278)

The Notes to Basic Financial Stalements are an inlegral part of this statement.
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L. Summary of Significant Accounting Policies
A. Reporting Entity

The City of San José, California {the "City"), was chartered on March 25, 1850, and has operated
under a Council-Manager form of govemnment since 1916. The City has defined its reporting entity
in accordance with generally accepted accounting principles {(“GAAP") in the United States of
America, which provide guidance for determining which governmental activities, organizations, and
functions showld ke included in the reporting entity. in evaluating how to define the City for financial
reporting purposes, management has considered ail potential component units. The primary
criterion for including a potential component unit within the reporting entity is the governing body's
financial accountabllity. A primary govemment is financially accountable if it appoints a voting
majority of a component unit’s governing body and it is able {o impose its will on the companent
unit, or if there is a potential for the component unit to provide specific financial benefits to, or
impose specific financial burdens on, the primary government. A primary government may also be
financially accountable if a component unit is fiscally dependent on the primary govemment
regardiess of whether the component unit has a separately elected governing board, a governing
board appointed by a higher level of government, or a jointly appointed board. Based upon the
application of these criteria, the following Is a brief description of each component uni included
within the City's reporting entity. All such component units have been "blended” as though they are
part of the primary government because the component unit's governing body is substantially the
same as the City's primary government, and/or the component units provide services entirely, or
almost entirely, {o the City or otherwise exclusively, or aimost exclusively, benefits the City, even
though it does not provide services directly to it

+ Redevelopment Agency of the City of San José - The Redevelopment Agency of the City of
José ("Agency”) was established in 1956 by the City Council as a public entity tegally separate
from the City. In January 1975, the City Council declared itself the Agency Board, replacing a
separate board. Until June 28, 2011, the Agency had the broad authority to acquire,
rehabilitate, develop, administer, and sell or lease property in a "Redevelopment Area.”
Redevelopment projects are developed in cooperation with private developers. Public
redevelopment projects are also developed under cooperation agreements between the
Agency and the City or other public entity that will own the project.

Cn June 28, 2011, Assembly Bill X1 26 ("AB X1 26") was enacted. This legislation is referred to
herein as the Redevelopment Dissolution Law. On December 28, 2011, the California Supreme
Court upheld the constifutionality of AB X1 2B, and all redevelopment agencies in California
were dissolved by operation of law effective February 1, 2012. The legislation provides for
successor agencies and oversight boards that are responsibie for overseeing the dissolution
process and wind down of redevelopment activity. At the City’s meeting on January 24, 2012,
the City Councit affirmed its decision to serve as the Successor Agency to the Redevelopment
Agency of the City of San José ("SARA"), effective February 1, 2012, and as such is a
compenent unit of the City. Also, upon dissolution, the City Counci! elected to retain the
housing assets, functions and powers previously performed by the former Agency.

+« Successor Agency to the Redevelopment Agency of the City of San José — The SARA
was created to-serve as a custodian for the assets and to wind down the affairs of the former
Agency. The SARA is a separate public entity from the City, subject to the direction of an
Oversight Boarnd. The Oversight Board is comprised of seven-mamber representatives from
focal government bodies: two City representatives appointed by the Mayor, two County of
Santa Clara (County) representatives; the County Superintendent of Education; the Chancellor
of California Community Colleges; and the largest special district taxing entity in the Merged
Project.
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in general, the SARA's assets can only be used to pay enforceable obligations in existence at
the date of dissolution {including the completion of any unfinished projecis that were subject to
legally enforceable contractual commitments). In future fiscal years, the SARA will only be
atocated revenue in the amount that is necessary o pay the esltimaled annual instaliment
payments on enforceable obligations of the former Agency uniil all enforceable obligations of
the former Agency have been paid in full and all assels have been liquidated. Based upon the
nature of the SARA's custodiat role, the SARA is reported in a fiduciary fund {private-purpose
{frust fund).

Parking Authority of the City of San José — The Parking Authorily of the City of San José
(the “Parking Authority”) was created by the City Council t0 provide funding through debt
issuance for parking faciliies constructed on City-owned land. Certain members of the City
Council are also members of the Parking Authority’s Board of Directars. On May 8, 2012, the
City Council suspanded the Parking Authority as there was no foreseeable need {o finance the
construction of additional public parking in the San José Downtown area through the Parking
Authority.

San José — Santa Clara Clean Water Financing Authority — The San José — Santa Clara
Ciean Water Financing Authority {the “Clean Water Financing Authority”} was created pursuant
{o a Joint Exercise of Powers Agreement between the City and the City of Santa Clara. The
putpose was fo finance the acquisition of, and additions and improvements 1o the existing San
José — Santa Clara Water Poillution Control Plant (the “Plant'). The Clean Water Financing
Autherity is governed by a five-member Board of Directors, three are mambers of the San José
City Councit and two are members of the City Council of the City of Santa Clara. The Clean
Water Financing Autherity and the cities of San José and Santa Clara subsequently entered
into an Improvement Agreement, which requires each city to make base payments that are at
least equal to each city's allocable share of debt service requirements of the Clean Water
Financing Authority's outstanding revenue bonds.

City of San José Financing Authority — The City of San José Financing Authority {the
“Financing Authority”) was created by a Joint Exercise of Powers Agreement between the City
and the former Agency. The Financing Authority was created for the purpose of facilitating the
financing of public improvements and fachities within the City and is autherized to issue bonds
for this purpose. The Financing Authority is governed by an 11-member Governing Board,
which consists of the members of the City Councii.

San José Diridon Development Authority — The San José Diridon Development Authority
{the “Diridon Authority”} was created in March 2011 by a Joint Exercise of Powers Agreement
between the City and the former Agency. The Diridon Authority was created for the purposes of
overseeing the development of properties within the BDiridon area of the City, and is authorized
to issue bonds for this purpose. The Diridon Authority is governed by an 11-mamber Governmg
Board, which consists of the members of the City Council.

Separate financial reports for the fiscal year 2012, containing additicnal information and more
detailed information regarding financial position, changes in financial position, and, where

apphcable
Street; 13

[ ]

cash flows, are available from the City’s Director of Finance, 200 East Santa Clara

;’Fioor San José, CA 85113-1905, for the following:

Federated City Employees’ Retirement System {the "FCERS")
Police and Fire Department Retirement Plan (the “PFDRP")

Redevelopment Agency of the City of San José (for the period July 1, 2011 through
January 31, 2012)
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+ Successor Agency 1o the Redevelopment Agency of the Cily of San José (for the period
February 1, 2012 through June 30, 2012)

=« Norman Y. Mineta San José International Airport (the “Airport}
» San José — Santa Clara Clean Water Financing Authority

» San José Diridon Development Authority
B. Financial Staternent Presentation

Government-wide Financial Statements. The govermmeni-wide financial statements, ie. the
statement of net asseis and the statement of activities, display information about the primary
government and its component units. These statements include the financial activities of the overall
government, except for fiduciary activities. Eiiminations have been made to minimize the double
counting of internal activities. For example, the direct expense charges based on actual use are not
eliminated, whereas indirect expense allocations made in the funds are eliminated. These
statements distinguish between the governmenfal and business-lype activities of the Cily.
Governmental activities, which normally are supported by taxes, intergovernmenta! reventies and
other non-exchange transactions, are reported separately from business-type activities, which rely
to a significant extent on fees charged to external parties.

The statement of activities presents a comparison between direct expenses and program revenues
for each business-type activity of the City and each function of the City’s governmenta! activities.
Direct expenses are those that are specifically associated with a business-type activity or
governmental function and; therefore, are clearly identifiable to a particular activity or function.
Program revenues include 1) fees, fines and charges paid by the recipients of goods or services
offered by the programs, and 2) grants and contributions that are restricted to meet the aperational
or capital requirements of a particular program. Revenues that are not classified as program
revenues, including all taxes, are inslead presented as general revenues.

Fund Financial Statements. The fund financial statements provide information about the Cily's
funds, including its fiduciary funds. Separate statements for each fund category, such as
governmenta!, proprietary and fiduciary, are presented. The emphasis of fund financiaf statements
are on the major govermnmental and enterprise funds of the City and are reported separately in the
accompanying financial staterments. All remaining governmental funds are aggregated and reported
as non-major funds in the accompanying financiat staternents.

Fund accounting is designed to demonstrate legal compiiance and to aid financial management by
segregaling transactions related fo cerain government functions or activities. A fund is a separate
accounting entity with a self-balancing set of accounts.

The City reporis the following major'govemmentai funds:

The Geperal Fund is the City's primary operating fund. it accounts for all revenues and
expenditures necessary o cary ouf basic governmental activities of the City that are not
accounted for through other funds.

The Redevelopment Agency Fund is a capital projects fund that accounts for the activities of
the former Agency for the seven months ended January 31, 2012,

The Housing Activities Fund is a special revenue fund that accounts for 20% redevelopment
property tax revenue until February 1, 2012 and alt of the City's affordable housing activities
funded by federal and state granis. Prior to the dissolution of redevelopment agencies, the
Housing Activities Fund accounted for all of the City's affordable housing activities, including the
20% redevelopment property tax revenue (Le. former fax increment) set-aside for low and
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moderate income housing and refated expenditures. Upon dissolution of the former Agency and
the City Council's election o retain the housing activities previously fundead by the former Agency,
the City created a housing successor fund (Affordable Housing Investment Fund) and fransferred
the asseis and affordable housing activities.

The Affordable Housing Investment Fund is a special revenue fund that was created to
administer the housing assets and funclions related ¢ the Low and Moderate Income Housing
Program retained by the City following the dissolution of the former Agency. Gn Cctober 18,
2012, the Affordable Housing Investment Fund was renamed to Low and Moderate Income
Housing Asset Fund to comply with the requirement of Assembly Bili 1484.

The Special Assessment Districts Fund is a capital projects fund that accounts for the capital
project and debt activities related to debt issued to finance public improvements benefiting
properties against which special assessments or special taxes are levied.

The City of San José Financing Authority Fund is a debt service fund that accounts for the
debt activities related o capital projects funded with Financing Authority debt.

The City reports the following major enterprise funds:

The Norman Y. Mineta San José International Airpaort Fund accounts for the activities of the
City owned commercial service and general aviation airport.

The Wastewater Treatment System Fund accounts for the financing, construction and
operations of the Plant and the regional water reclamation program.

The Municipal Waler Systerm Fund accounts for the operations of the five water system
aperating districts: North San José, Evergreen, Coyote, Edenvale, and Alviso,

The Parking Systent Fund accounis for the operations of the parking garage facilities, parking
fots, and parking meters jocated within the City.

The City also reports the following types of funds:

The Internal Service Funds are used to account for the public works support services provided
to City-wide capitai programs; the cost of operating on automotive maintenance facility used by
other City depariments; and empioyee benefits including medical, vision, dental, ahd
unemployment insurance cosis on a cost-reimbursement basis.

The Pension Trust Funds account for the accumuiated resources to be used for retirement
annuity and postempioyment healthcare payments to members of the FCERS and the PFDRP,
coliectively, the “Retirement Systems”.

The Private Purpose Trust Funds account for the custodiai responsibiiities that are assigned to
SARA with the passage of AB X1 26, and for the resources legally held in {rust towards suppon
of the EMQ Families First Agency (a.k.a. Eastfield Ming Quong).

The Agency Funds account for assets held by the City in a custodial capacity on behalf of the
San José Arena.

C. Measurement Focus and Basis of Accounting
The bhasis of accounting determines when fransactions are reported on the financial statements.

The governmeni-wide, propriefary and fiduciasy funds (excluding agency funds) financial
statements are reported using the economic resources measurement focus and the accrual basis of
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accounfing. Revenues are recorded when earned and expenses are recorded at the time liabilities
are incurred, regardiess of when the related cash flows take place. Non-exchange transactions, in
which the City gives {or receives) vaiue without directly receiving {or giving) equal value in
exchange, include property and sales taxes, grants, entitlements and donations. On an accrual
basis, revenue from property taxes is recognized in the fiscal year for which the taxes are levied.
Revenues from sales and use, transient occupancy and utility user tax are recognized when the
underlying fransactions take place. Revenues from grants, entitlemenis and donations are
recognized in the fiscal year in which all eligiblity requirements have been satisfied.

Governmental funds are reported using the cusrent financial resources measurement fogus, This
focus is on the determination of, and changes in financial resources, and generally only current
assets and current liabilities are inciuded in the balance sheet These funds use the modified
accrual basis of accounting, whereby revenues are recognized in the accounting period in which
they become both measurable and available to finance expenditures of the fiscal period, For this
purpose, the City considers revenues as available if they are collected within sixty days of the end
of the current fiscal period. Expenditures are generally recorded when a liability is incurred.
However, principal and interest on long-term debt and certain estimated liabilities, such as
compensated absences and self-insurance claims, are recorded only when payment is due.

in governmental funds, revenues fram taxes, franchise fees, investment income, certain state and
federal grants and charges for services associated with the current fiscal period are all considered
to be susceptible to accrual and so have been recognized as revenues in the current period. All
other revenue ifems are considered measurzble and available only when cash is received by the
City.

Proprietary funds distinguish between operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund's principal ongoing operations. The principal
operating revenuves of the City's enterprise funds are charges 1o customers for sales and services.
In addition, Wastewater Treatment System Fund contributions from other participating agencies for
their zliocation of the Piant's operating and maintenance expense are also included as operating
revenues. Operating expenses for enterprise funds include the cost of sales and services,
administrative expenses and depreciation on capital assets. All revenves and expenses not
meeting this definition zre reported as non-operating revenues and expenses.

Under the terms of grant agreements, the City funds certain programs by a combination of gpecific
cost-reimbursement grants, categotical biock grants and general revenues. Thus, when program
expenses are incurred, there are both restricted and unrestricted net assets available to finance the
program. It is the City's policy to first apply restricted cost-reimbursement grant resources to such
programs, followed by restricted categorical block grants, and then by unrestricted general
revenuss.

Private-sector standards of accounting and financial reporting issuved prior to December 1, 1988,
generally are followed in both governmentwide and proprietary fund financial statements to the
exient that those standards do not conflict with or contradict guidance of the Governmental
Accounting Standards Board (*GASB"). Governments aiso have the option of following subsequent
private-sector guidance for business-type activities and enterprise funds, subject to the same
limitation. The City has elected not to follow subsequent private-sector guidance.

D. Use of Estimates
A number of estimates and assumplions relating to the reporting of revenues,
expendiflires/expenses, assets and liabilities, and the disclosure of contingent liabilities were used

to prepare these financial statements in conformity with accounting principles generally accepted in
the United States of America. Actual results could differ from those estimates.
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E. New Pronouncements

The City is currently analyzing its accounting practices to determine the potenfial impact on the
financial statements for the foflowing GASB Statements:

In November 2010, GASB issued Statement No. 80, Accounting and Financial Reporling for
Service Concession Arrangements. The objective of this statement is to improve financial reporting
by addressing issues related to service concession arrangements {"SCAs), which are a type of
public-private or public-public partnership. This statement requires disclosures about an SCA
inciuding a general description of the arrangement and information about the associated assets,
liabilities, and deferred inflows, the rights granted and retained, and guarantees and commitments,
Application of this statement is effective for the City’s fiscal year ending June 30, 2013.

in November 2010, GASB issued Statement No.61, The Financial Reporting Entity: Omnibus — an
amendment of GASB Stalements No. 14 and No. 34 This statement modifies certain requirements
for inclusion of component units in the financial reporting entity. The requirements of this statement
result in financial reporting entity financial statements being more relevant by improving guidance
for including, presenting and disclosing information about component units and equity interest
transactions of a financial reporting entity. Application of this statement is effective for the City's
fiscal year ending June 30, 2013.

in December 2010, GASB issued Statement No. 82, Codification of Accounfing and Financial
Reporting Guidance Contained in Pre-November 30, 1888 FASB and AICPA Pronouncements. The
objective of this stalement is fo incorporate into the GASB's authoritative literature certain
accounting and financial reporting guidance that is included in the following pronouncements issued
on or before November 30, 1989, which does not conflict with or contradict GASB pronouncements:

1. Financial Accounting Standards Board (*FASB”) Statements and interpretations
Accounting Principles Board Opinions

Accounfing Research Bulletins of the American Instifute of Centified Public Accountants’
("AICPA") Committee on Accounting Procedure

Hereinafter, these pronouncements collectively are referred to as the “FASB and AICPA
prenouncements.” This statement will improve financial reporting by confributing it the GASB's
efforts to codify all sources of generally accepted accounting principles for state and local
governments so that they derive from a single source. Application of this statement is effective for
the City's fiscal year ending June 30, 2013.

In June 2011, GASB issued Statement No. 63, Financial Reporting of Deferred Qutflows of
Resources, Deferred inflows of Resources, and Net Posilion. This statement provides financial
reporting guidance for deferred outflows of resources and deferred inflows of resources. This
Statement also amends the net asset reporting requirements in Statement No. 34, Basic Financial
Sfatements—and Management’s Discussion and Analysis—for State and Local Governments, and
other pronouncements by incorporating deferred outflows of rescurces and deferred inflows of
resources into the definitions of the required components of the residual measure and by renaming
that measure as net position, rather than net assets. Application of this statement is effective for
the City’s fiscal year ending June 30, 2013.

in March 2012, the GASB issued Statement No. 85, llems Previousfy Reported as Assels and
Liabilities, which is intended to clarify the appropriate reporting of deferred outflows of resources
and deferred inflows of resources to ensure consistency in financial reporting. Application of this
statement is effective for the City's fiscal year ending June 30, 2014,

In March 2012, the GASB issued Statement No. 66, Technical Correclions — 2012-an amendment
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of GASB Stalements No. 10 and No. 62, to resolve conflicting accounting and financial reporting
guidance that could diminish the consistency of financial reporting. This statement amends
Statement No. 10, Codification of Accounting and Financial Reporting for Risk Financing and
Related Insurance Issues, by removing the provision that limits fund-based reporting of a state and
local government's risk financing aclivities to the general fund and the internai service fund type.
This sfatement alse amends Statement No. B2, Codification of Accounting and Financial Reporling
Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements, by modifying
the specific guidance on accounting for (1) operating lease payments that vary from a straight-line
basis, (2) the difference between the initial investmant (purchase price) and the principai amount of
a purchased loan or group of loans, and (3) servicing fees related to mortgage foans that are sold
when the stated service fee rate differs significantly from a current servicing fee rate, Appiication of
this statement is effective for the City's fiscal year ending June 30, 2014.

in June 2012, the GASB issued iwe new standards, GASB Statement No. 67, Financial Reporting
for Pension Plans-an amendment of GASB Slatement No. 25 and GASB Siatement No. 68,
Accounting and Financial Reporting for Pensions-an amendment of GASB Stalement No. 27 to
improve the guidance for accounting and reporting on the pensions that governments provide to
their employees. :

Key changes include:

¢ Separating how the accounting and financial reporting is determined from how pensions are
funded.

+ Employers with defined benefit pension pians will recognize a net pension liabifity, as defined
by the standard, in their govarnment-wide, proprietary and fiduciary fund financial statements.

* Incomorating ad hoc cost-of-living adjustments and other ad hoc postemployment benefit
changes into projections of benefit payments, if an empioyer's past practice and future
expectations of granting them indicate they are essentially automatic.

+ Using a discount rate that applies (&) the expected iong-term rate of return on pension plan
investments for which plan assets are expected to be available to make projected henefit
payments, and (b) the interest rate on a tax-exempt 20-year AAfAa or higher rated municipal
bond index to projected benefit payments for which plan assets are not expected to be
availablie for long-term investment in a quaiified trust.

+ Adopting a single actuarial cost allocation method — eniry age normal — rather than the
current choice among six actuarial cost methods.

» Requiring more extensive note disclosures and required supplementary information.
The statements relate to accounting and financial reporting and do not apply to how governments
approach the funding of their pension plans. Al present, there generally is a close connection
between the ways many governments fund pensions and how they account for and report
information abou! them in audited financial reports. The statements would separate how the
accounting and financial reporting is determined from how pensions are funded. Application of

Statement 87 is effective for financial statements for the City’s fiscal year ending Jure 30,.2014.
Application of Statement 68 is effective for the City's fiscal year ending June 30, 2015.

F. Assets, Liabilities, and Net Assets or Equity
1. Cash and Cash Equivalenis

Restricted and unrestricted pooled cash and investments held in the City Treasury and other
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unrestricied investments, invested by the Ciy Treasurer, are considered cash equivalentis for
purposes of the statement of cash fiows because the City's cash management pool and funds
invested by the City Treasurer possess the characteristics of demand deposit accounts. Other
restricted and unrestricted investments with maturities less than three months at the time of
purchase are aiso considered cash equivalents for purposes of the statement of cash fiows.

2. Equity in Pooled Cash and Investments Held in City Treasury

Most cash balances of the City's funds and some of its component units are pooled and invested by
the City Treasurer unless otherwise dictated by legal or contractual requirements. Income and
losses arising from the invesiment activity of pooled cash are allocated fo the participating funds
and component units on a monthly basis, based on their proportionate shares of the average
weekly cash balance.

3. Deposits and Investiments

Investmenis are accounted for in accordance with the provisions of GASB Statement No. 31,
Accounting and Financial Reporting for Certain Investments and for External Investment Pools, as
amended.

This statement requires governmental entities to report investments at fair value in the statement of
net assets or balance sheet and te recognize the corresponding change in fair value of invesiments
in the year in which the change occurred.

Pooled Cash and Investments held in City Treasury. The City reporis its investments held in
City Treasury at fair value. The fair value is based on quoted market information obiained from
fiscal agents or other sources. income from some investments is assigned fo the General Fund.
The assignment of the income from these investmenis is supported by legal of contractual
provisions approved by the City Council. For the fiscal year ended June 30, 2012, the total
investment income from these investments assigned and tranpsferred to the Genperal Fund was
approximately $228,0600.

Retirement Systems. The Retrement Systems’ investment policies authorize various types of
investments. These investiments are reported at fair value. Securities traded on a national or
international exchange are valued at the last reported sales price on the last business day of the
fiscal year at current exchange rates, if applicable. Investments that do not have an established
market are reported af estimated fair vaiue based on the most recently available investor reports or
audited financial statements issued by the manager of those funds. The fund manager provides an
estimated unrealized gainfloss of the fund based on the mast recently audited financial statements
and other fund information. The fair value of separate reai estate properties is based on annual
independent appraisals. In addition, per the Refirement Systems' Real Estate Investment
Guidelines, mortgage loans at fair value on the separate real estate properties are not allowed to
exceed 50% of the property’s fair value. Purchases and sales of securities are reflected on the
date of trade. Investment income s recognized as earned. Rental income from reai estate activity is
recognized as earned, net of axpenses.

Other Investments. Non-pooled investments are generaliy carried at fair value. However,
investments in investment agreementis are carried at cost. income from non-pooled investments is
recorded based on the specific investments held by the fund. The investment income is recorded in
the fund that earned the income,

4. Inventories

Inventories of proprietary funds are valued at the lower of cost (first-inffirst-out) or market.
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5, Special Assessment Districts

Special assessments are recorded as receivables when fiens are placed on properties. Special
assessments not considered available are recorded as receivables and offset by deferred revenues
in the governmental fund financial statements. In general, special assessment and special tax
bonds are fully secured by liens against the privately owned properties benefited by the
improverments for which the bonds were issued. There is no reserve for delinguent receivables
since priority liens exist against the related properties and hence the City's managemen! believes
full value will uitimately be received by the City. Surplus funds remaining at the compietion of a
special assessment district project are disposed of in accordance with the City Council's resolutions
and with the appiicable laws of the Stale of Califomia. A {iability is recorded for the balance
remaining uniil a final legal determination has been made.

6. Advances and Deposits

Amounts deposited in conneclion with eminent domain proceedings and special assessment
surpluses are reported as advances and deposits. In the governmental fund siatements, non-
current portions of these are offset equally by either a deferred credit or a fund balance in the
nonspendable, restricted or commifled account fo- indicate they do not constitute expendable
financial resources available for appropriation.

7. Other Assels

Other assets primarily consist of real properties acquired outright andfor through foreclosure in
connection with the housing rehabilitation program and a leveraged asset associated with New
Market Tax Credit Financing Pregram. At June 30, 2012, the Cily reported other assets in the
amount of $41,233,000. Of which, $20,771,000 is for the housing rehabilitation program,
$19,6810.000 for the New Market Tax Credit Financing Program, and $852,000 for economic
development programs. These assets are recorded at the lower of cost or estimated net realizable
value.

8. Bond Issuance Costs, Original Issue Discounts and Premiums and
Deferred Amounts on Refundings

In the government-wide financial stalements and the proprietary fund financial statements, long-
term debt and other long-term obligations are reported as liabilities in the applicable governmental
activities, business-type activities, or proprietary fund statement of net assets. Bond premiums and
discounts, as well as issuance costs, are deferred and amortized over the life of the bonds. Bonds
payable are reporied net of the applicable bond premium or discount and deferred amounts on
refundings. Bond issuance costs are deferred and are amortized over the term of the related debt.
Gains or losses occurring from advance refundings, completed subseguent fo June 30, 1993, are
deferred and amortized into expense for both business-type activities and proprietary funds. For
governmenial activities, gains or losses occurring from advance refundings are deferred and
amortized inte expense if they occurred subsegquent to June 30, 2001.

in the fund financial statements, governmentai fund types recognize bond premiums and discounts,
as well as bond issuance costs, during the current period. lssuance costs, whether or not withheld
from the actual debt proceeds received, are repaorted as debf service expenditures.

8. Restricted Assefs

Assets that are restricted for specific uses by bonded debt reguirements, grant provisions or other
requirements are classified as restricted because their use is limited by applicable bend covenants
or agreements.
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10. Capital Asseis

Capital assets include land, buildings, improvements, vehicies and equipment, infrastructure, and
all other tangible and intangible asseis that are used in operations and that have initial useful fives
in excess of one year. Capital assets are reported in the applicable governmental or business-type
activity columns in the govermnmeni-wide financial statements, the proprietary funds' statement of
net assets, and ihe private-purpose trust fund. Capital assets are defined as assets with an initial
individual cost of mere than $5,000 for general capital assets and $100,000 for major infrastructure
asseis, and an estimated useful life in excess of one year. Such assets are recorded at historical
cost if purchased or constructed. Donated capital assets are recorded at estimated fair value at the
time received. Capital outlay is recorded as expenditures of the governmental funds and as assets
in the govemment-wide financial statements to the extent the City's capitalization threshold is met.
interest incurred during the construction phase of capiial asseis of business-type aciivities is
reflected in the capitalized value of the asset consiructed, net of inferest earned on the invested
proceeds of tax-exempt debt over the same period. Amortization of assets acquired under capital
leases is based on the shorter of the lease term or the estimated useful life of the asset and is
included in depreciation and amortization. '

Buiidings, improvements, infrastructure, vehicies and equipment, and furniture and fidures are
depreciated using the straight-line method over the following estimated useful lives:

Buildings 5~ 40 years
improvements, other than buitdings 10 - 50 years
infrastructure 25 - 50 years
Vehicles and equipment ' 2 - 40 years
Furniiure and fixtures 10 years

Capiial assels which are used for general governmental purposes and are not available for
expenditure are accounted for and reporied in the government-wide financial statemenis, Capial
assets that meet the definition of the major infrastructure networks or extend the life of exisiing
infrastructure networks are capitalized as infrastructure. Infrastruciure networks inciude roads,
bridges, drainage systems, and lighting systems.

11. Compensated Absences — Accfued Vacation, Sick Leave, and Compensatory Time

Vacation, sick leave, compensatory time, and relaied benefits are accrued as determined by the
agreement between the City and the respective employees’ collective bargaining group. For
governmental funds, compensated absence obiigations are recorded in the appropriate
governmental funds when due. The portion not currently due is recorded in the government-wide
financial statements. For proprietary funds, compensated absences are expensed when earned by
employees. At year-end, the accrued but unpaid compensated absence obligations are recorded as
current and non-current liabilities in the appropriate proprietary funds.

Vacation hours may be accumutated up fo two times the annual accrual rate, not fo exceed a
maximum of 400 hours for non-sworm employees and 360 hours for employees represented by the
San José Poiice Officer's Association ("SJPOA"). Employees represented by the International
Association of Firefighters, Local 230, may accumuiate vacation hours up fo 400 hours for
employees on a 40-hour worlkweek and 576 hours for employees on a 56-hour workweek.

Generally, empioyees in the FCERS who retire with at feast 15 years of service or 20 years for
police officers and firefighters in the PFDRP may be eligible to receive, upon refirement, sick leave
payouts based on percentages of accumulated unused sick leave hours as determined by the
respective collective bargaining agreements. Certain bargaining unit employees in the FCERS are
no longer eligible for a sick leave payout effective January 1, 2012.
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12. interfund Transactions

Interfund transactions are reflected as loans, services provided, reimbursements and/or transfers.
Leans and balances related tc unseitled service transactions are reported as receivables and
payables as appropriate, are subject to elimination upon consolidation of similar fund types, and are
referred to as either "due to/from other funds,” i.e., the current portion of interfund loans and
unsettled service transactions, or "advances ieffrom other funds,” i.e., the non-current portion of
interfund loans. Any residual balances ouistanding between the governmental activities and the
business-type activities are reported in the government-wide financial statements as “intemal
batances”.

Services provided are deemed {0 be at market or near market rates and are treated as revenues
and expenditures/expenses. Reimbursements are defined as when one fund incurs a cost, charges
the appropriate benefiting fund and reduces its related cost as a reimbursement. All other inferfund
transactions are treated as transfers. Transfers between governmental or proprietary funds are
netted as part of the recenciliation te the government-wide presentation.

13. Self-insurance

The City is seifinsured for workers’ compensation, general liability, auto liabifity, and certain other
risks. The City's workers’ compensation activities are funded and accounted for separately in the
fund financial statements based upon the activities of each fund, The current portion of claims
fiability is accounted for in the General Fund and the enterprise funds on the basis of setilements
reached or judgments entered within the current fiscal year. In the govemment-wide financial
statements and the enterprise fund financial statements, the estimated jiability for all self-insurance
fiability claims is recorded as a liability,

14. Net Assets/Fund Equity

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

s Invesfed in Capilal Assefs, Net of Related Debl - This category groups all capital assets,
including infrastructure, into one component of net assets. Accumulated depreciation and the
cutstanding balances of debt that are aftributable to the acquisition, construct!cn or
improvement of these assels reduce the balance in this category,

» Resiricted Nel Assefs — This category represents net assets that have external restrictions
imposed by creditors, grantors, centributors or jaws or reguiations of other governments and
restrictions imposed by jaw through constitutional provisions or enabling legislation. At
June 30, 2012, the government-wide statement of net assets reporied restricled assets of
$9398,502,000 in governmenta! activities and $128,361,000 in husiness-type activities. Of
these ameunts $380,952,000 and $67.400,000, respectively are restricted by enabling
legistation. .

s Unrestricled Nef Assefs — This category represents net asseis of the City, not restricted for
any project or other purpose,
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15. Fund Balances

Under GASB Statement No. 54, Fund Balance Reporting and Govemmental Fund Type Definitions,
the financial statements reporting for governmental funds classify fund balances based primarily on
the extent to which the City is bound to honor constraints on the specific purposes for which those
funds can be spent. Fund balance for the City's government funds consist of the following
caiegories:

« Nonspendable Fund Balance — includes amounts that are not in a spendable form, such as
inventories, prepaid items, and long-term loans and notes receivables. it aiso includes amounts
that are iegally or contractually reguired to be maintained intact or required to be retained in
perpetuity, such as the principal of an endowment fund.

+ Restricted Fund Balance — includes amounts reported as restricted when constraints placed on
the use of resources are either (1) externally imposed by creditors (such as through debt
covenants), grantors, contributors, or laws or regulations of other governments; or (2) imposed
by law through constitutional provisions or enabling legisiation.

»  Commitied Fund Balance — includes amounts that have been limited to specific purposes as
defined in the City Charter or through adoption of an ordinance by the City Council, the highest
level of decision making authority of the City. These commitments may be changed or lifted, but
only by the same formal action that was used to impose the constraint originally. City Council
action o commit fund balance must occcur within the fiscal reporiing period while the amount
committed may be subseguently determined.

« Assigned Fund Balance — includes amounts that are intended to be used by the City for specific
purposes through City Council budgetary actions. Intent is expressed by (a) the City Council or
(b} a body or officiai to which the Gity Councif has delegated the authority to assign amounts to
be used for specific purpose.

»  Unassigned Fund Balance - includes amounts within the General Fund, the residual resources,
either positive or negative, in excess of what can be properly classified in one of the other four
fund balance categories. Unassigned amounts are technically available for any puspose. Other
govemnmental funds may only report a negative unassigned balance that was created after
classification in one of the other four fund balance categories.

in circumstances when an expenditure is made for a purpose for which amounts are available in
muitiple fund balance categories, fund balance is depleted in the order of restricted, committed,
assigned, and unassigned.

16. Extracrdinary items

Exirgordinary items are both 1) unusual in nature (possessing & high degree of abnormality and
clearly unrefated te, or only incidentally related to, the ordinary and typical activities of the entity)
and 2) infrequent in occurrence (not reasonably expected o recur in the foreseeable future, taking
into account the environment in which the entity operates).

The dissolution of all redevelopment agencies in the State of California qualifies as an extraordinary
item since this state-wide dissolution was both unusual and infrequent. Accordingly, the transfer of
the former Agency's liabiliies in excess of its assets as of February 1, 2012 from the City's
governmental aclivities to the SARA fiduciary fund was recorded as an extracrdinary gain in the
City's government-wide financial statemenis and as an extrgordinary gain or loss in the
governmental and proprietary funds. The receipt of these liabilities in excess of assets was reported
in the SARA fiduciary fund financial statements as an extraordinary loss. In addition to the transfer
of the former Agency’s assets and liabilities, the transfer of cash out of the Housing Activities
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Fund's Low and Moderate income Housing Program to pay enforceable obtigations of SARA in the
amount of $6,863,000 was also recorded as an exiraordinary loss.

AB X1 26 specifically invalidates existing agreements between the former Agency and the City,
except for 1) those entered into at the time of issuance of debf, for the purpose of securing
repayment of such debt; and 2) loans or advances from the Low and Moderate Income Housing
Fund. Therefore, on February 1, 2012, AB X1 26 invalidated the following City loans previously
reported as long-term receivables from the former Agency: (1) City of San José Parking Fund Loan
($13,528,000); (2) City of San José Parkiand Fees ($8,112,000); (3) City of San José Autumn
Street Property ($630,000); and (4) the portion of the City of San José Supplemental Education
Revenue Augmentation Fund Loans ("SERAF Loans") and ifs related accumulated interest and
fees that were funded from sources other than the Low and Moderate Income Housing Fund
($10,078,000); and (5) invalidation of accrued interest with SERAF Loans in excess of the LAIF
rates pursuant to AB X1 26 as amended with AB 1484 in the amount of ($2,840,000).

The compenents of the extraordinary gains and losses recorded in the financial statements are as
follows (dollars in thousands):

Governmental activities:
Former Agency's transfers of net assets at January 31, 2012:

Transfers out of former Agency Fund assels 3 (164,020)
Transfers out of former Agency Fund Habitities 234,488
Extraordinary gain teported in the former Agency Fund 70,478
Transfers out of the former Agency's capital assets {120,407)
Transfers out of the former Agency's other iong4erm assets {60.247)
Transfers out of the former Agency's long-term debt, net deferred amounts 2,224.771
Transfers out of the former Agency’s interest payabie and other tong-term liabilities 50,147
Extraordinary gain from transfers of the former Agency liabililies in excess of assets 2,104,002
Transfers out of Housing Activisies Fund's cash to pay SARA's enforceable obligations {6.863)
invatigation of loans and interest between the former Agency and the City:
Loans funded and/for asaumed by the General Fund (18,820}
Accrued interest on SERAF Loans in excess of the LAIF rate {2.940)
Extraordinary logs from invalidation of oans and intere st (21,760}
Extraordinary gain from dissolution of the former Agency - governmental activities 2,075,378

Business-type aclivities.
invatidation of {pang and interest between the former Agency and the City:

Loans funded from the Parking System Fund {13,528)
Extraordinary loss from dissolution of the former Agency - business type activities {13,528)
Extraordinary gain from dissolution of the forrmer Agency - primary government $ 2,061,851

17. Property Taxes
Property taxes are collected on behaif of and remitted to the City by the County of Santa Clara (the

“County”). The amount of property tax levies is restricted by Aricle 13A of the California State
Consfitution (commonly referred to as Proposition 13).
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The County assesses property values, levies, hills, and coliects the related property taxes as

foliows:

Secured Unsecured
Valuationflien dates January 1 January 1
{ evy dates Cctober 1 _ July 1

Due dates (delinquent after) 50% on November 1 (December 10)  July 1 {(August 31)
50% on February 1 (Aprit 10}

The City has elected to participate in the "Teeter Plan” offered by the County whereby cities receive
100% of secured property and supplemental property taxes levied in exchange for foregoing any
interest and penalties collected on the related delinquent taxes. Accordingly, property taxes levied
for the fiscal year are recorded as revenue when received from the County.

General property taxes are based either on a flat 1% rate applied to the fiscal 1876 full value of the
property or on 1% of the sales price of the property on saies transactions and construction that
oceur after the fiscal 1876 valyation. Assessed values on properties (exclusive of increases related
to sales and construction) can rise at a maximum of 2% per year depending on increases in the
consumer price index.

The City's net assessed valuation for the fiscal year ended June 30, 2012, was approximately
$120.2 billion, an increase of approximately 0.8% from the previous vear, The City's tax rate was
approximately 30,188 per $100 of assessed valuation, which included the 1% basic levy and
additional levies for general obligation bonds Measures “C” and "P" (2000) and Measure "O"
(2002,

18. Wastewater Treatment System

The Wastewater Treatment System is an enterprise of the City and is comprised of the Plant,
including South Bay Water Recyciing, and the San José Sewage Collection System.

The Plant provides wastewater treatment services to the City and to six other sewage coilection
agencies. The Clean Water Financing Authority was established to provide financing for the capital
programs of the Plant including the regional water reclamation program. The City's sewer service
rates pay for the City's shamre of the Plant operations, maintenance, and administration and capital
costs.

In 1959, the City and the City of Santa Clara entered into an agreement to jointly own and operate
the Plant. Under the agreement, the City serves as the administering agency and is responsible for
operating and maintaining the Plant. The cities share in the capital and operating costs on a pro
rata basis determined by the ratio of each city's assessed valuation to the sum of hoth cities'
assessed vailuations. Annually, these percentages are determined and applied to the capital and
operating costs on an accrual basis. For the fiscal vear ended June 30, 2012, the City's portion of
the capital and operating cosis was approximately 82.8% and, based on operations through the
fiscal year ended June 30, 2012, the City'’s interest in the net assets of the Plant was approximately
82.9%.

. Stewardship, Compliance, and Accountability
A. Deficit Fund Balance and Net Assets

A deficit fund batance of $172,000 was reported in the non-major capital projects Fiber Optics
Development Fund. !t wili be efiminated with future transfers from ihe General Fund.
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The Public Works Programs Support Internal Service Fund also reported deficit net assets of
$969.000, The deficit is expected to be eliminated in future years through rate increases for its
services provided to the City departments.

Prior to February 1, 2012, the California Redevelopment Law provided tax increment financing as a
source of revenue to redevelopment agencies to fund redevelopment activities. Once a
redevelopment area was adopted, the former Agency could only receive tax increment to the extent
that it could show on an annual basis that it has incurred indebtedness that must be repaid with tax
increment. Due to the nature of the redevelopment financing, the former Agency liabilities exceeded
assets. Therefore, the former Agency historically carried a deficlt, which was expected to be
reduced as future tax increment revenues were received and used to reduce its outstanding long-
term debt. This deficit was transferred to the SARA on February 1, 2012, At June 30, 2012, SARA
has a deficit of $2,063,382,000, which will be eliminated with future redevelopment properly tax
revenues distributed from the Redevelopment Property Tax Trust Fund administered by the
County's Auditar-Controlier,

B. Deficit Unrestricted Net Assets — Governmental Activities

At June 30, 2012, the City reports a deficit unrestricted net assets in its Statement of Net Assets —
governmental activities in the amount of $197,298,000. This deficit is primanly due to the City’s
accrual of certain long-term Labilities, such as compensated absences and estimated claims, that
are recognized as expenses under the accrual basis of accounting as the liabilities are incurred;
however, these expenses are not budgeted (funded) until the liabilities are anticipated to come due;
and the City's recognition of other postemployment benefit (OPEB) obligations for OPEB costs in
which the actuarial annual required contributions are greater than the amount funded into the
OPEB plans to date. Pursuant to the City’s latest agreements with its bargaining units, the funding
to fully fund the OPEB's annual required contributions is being phased in over a five year period
with varying ending dates (see Note IV.A.),

lit. Detailed Notes on Ali Funds

A. Cash, Deposits and Investments

As of June 30, 2012, total City cash, deposits and investments, at fair value, are as follows (dollars
in thousands):

Fiductary Funds

G | Business-type Penslon Private-Purpase Camying
Activities Activitics Trust Trust Agency Vatug
Equity in pealed cash and investrmenis $ S6B627 § /9,128 5 - $ 84 & 1696 8§ 854,547
Diher cash ead invastmants - . 6,965 - 6,985
Restricled Imvestments.
Equity in pooled ¢ash and invesiments 48,854 118575 . - 158,629
Gash and nvesimenis with fiscal agens 253,142 23517 - 151,598 - 638,784
Mher cash and snvesiments 570 - - - - 5710
Investments of reliremend plans - - 4 671,747 - - 4671.747
ToAat depesits and investmants 5 BET, 584 & Fagnz 5 4 B71747 5 161 068 5 1688 § 6441307
Deposits { {Dulstanding toems) 3 $21.538)
Invesimenis 6,442 887
Total deposits and bmvesiments § 6441387

Pooled Cash and investments Held in City Treasury. The City maintains a cash and investment
pool that is available for use by ali funds and certain companent units. Each fund’s portion of this
pool is displayed on the accompanying governmenta! fund balance sheets and proprietary fund and
fiduciary fund statement of net assets as "Equity in pooled cash and investments held in City
Treasury.”
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Other Cash and investments. The City has other investments outside the City Treasury that are
invested pursuant to various governing bond covenants, San José Municipal Code or California
Government Code provisions.

Other cash and investments consist primarily of deposits and investments with trustees related to
the issuance of bonds and to certain loan programs operated by the City. These investments are
made either in accordance with bond covenants, and are pledged for payment of principal, interest,
and specified capifat improvements or in accordance with trust and grant agreements.

Investments of Retirement Systems. The Retirement Systems' funds are invested pursuant to
policy guidelines established by the respective Boards. The objective of each investment policy is
to maximize the expectsd return of the funds at an agreed upon level of risk. The Retirement
Boards have established percentage guidelines for types of investments to ensure the portfolio is
diversified.

investment Risk. The investments are subject to certain types of risk, including interest rate risk,
credit quality risk, concentration of credit risk, custodial credit risk and foreign currency risk. These
risks are addressed separately for the investments related to governmental and business-type
activities and those related to the Retirement Systerms, as follows:

1. Governmental and Business-Type Activities

Interest Rate Risk. Interest rate risk is the risk that changes in market rates will adversely affect-
the fair value of an investment. Generally, the ionger the time of maturity of an investment, the
greater the sensitivity of its fair value to changes in market inlerest rates. Additionally, the fair
values of the investments may be highly sensitive fo interest rate fluctuations. One of the ways that
the City manages its exposure to interest rate risk is by purchasing a combination of shorter-term
and longer-term investments and by timing the cash flows from the maturities so that a portion is
maturing or coming close to maturing evenly over time, as necessaiy to provide the cash flow and
liguidity needs for operations.

The City has the ability to hoid investments until their respective maturity dates; however, the
nvestment Policy does not prohibit the sale of securities prior to maturity. The average maturity of
the City's pooled cash and investments as of June 30, 2012, was approximately 387 days.
However, any portfolio restructuring requires prior conceptual approval in writing from the Director
of Finance. Section 17.2 of the Investment Policy further defines the parameters with respect to
restructuring the portfolio.

Credit Quatity Risk. Credit risk is the risk that an issuer of an investment will not fulfill its obligation
to the holder of the investment, This risk is measured by the assignment of a rating by a nationally
recognized statistical rating organization. The City's Iavestment Policy has mitigated credit risk by
fimiting investments to the safest type of securities, by prequalifying financial institutions, by
diversifying the portfolio and by establishing monitoring procedures.

Investment in Local Agency investment Fund. The City is a voluntary patticipant in the
California Local Agency Investment Fund (“LAIF") that is governed by the California Government
Code under the oversight of the Local Inveshment Advisory Board {"Board”). The Board consists of
five members as designated by state statute. The fair value of the City's investment in the LAIF
pool is reported in the accompanying financial statements at amounts based upon the City's pro-
rata share of the fair value provided by LAIF, for the entire LAIF porifolio (in relation to the
amortized cost of that portfolio). The balance available for withdrawat is based on the accounting
records maintained by LAIF, which are recorded on an amortized cost basis, which is different from
the fair value of the City’s position in the LAIF pool.

As of June 30, 2012, the City’s pooled and fiscal agent investments in LAIF was approximately

a7



City of San José
Notes to Basic Financial Statements
. June 30, 2012

$333,172,000. The weighted average maturity of LAIF was 268 days at June 30, 2012, The fotal
amount recorded by all public agencies in LAIF at June 30, 2012 was approximately $21.9 biliion,
LAIF is part of the State’s Pooled Money Investment Account (PMIA).  PMIA has a total of
approximately $60.5 billion and of that amount, 96.53% was invested in non-derivative financial
products and 3.47% in structured notes and asset backed securities.

Concentration of Credit Risk. Concentration of credit risk is the risk of loss attnbuted to the
magnitude of a government's investment in a single issuer. The City's investment policy sets forth
the policies regarding concentration of credit risk.

The City Counci! adopted an investment policy {the "Policy™) on Apnil 2, 1985, as last amended on
August 30, 2011, related to the City’s cash and investment pool, which is subject to annual review.
The Policy specifically prohibits irading securities for the sole pumpose of speculating or taking an
un-hedged position on the fuiure direction of interest rates. Per the Policy, the investments conform
to Seclions 53800 et seq. of the Calfornia Government Code and the applicable limitations
contained within the Policy.

The following table identifies the investment types that are avthorized by the Policy as of June 30,
- 2012 .

Maximum Maximum
Maximum Percentage or Dollar Investment in
Authorized Investment Type Maturity of Portfolio One issuer

U.S. Treasury Obligations 5 years None None
U.8. Govemment Agency lssues 5 years None None
Bankers’ Acceptances 180 days 20% 5% *
insured Time Deposits 3years* $10 milion * 5% *
Uninsured Time Deposits 18 months * $10 migion * 5% *
Commercial Paper : 270 days 20% -~ 5% *
Negotiable Certificates of Deposit 180 days * 20% * 5% *
Repurchase Agreements 82 days ™ 50% * 10% *
Reverse Repurchase Agreemenis 30 days * Lesse;:}fzszf *ma!hon - None
Corporate Notes 3years* 20% * 594 *
Locai Agency California Investment Fund None State Treasurer Limit None
Money Market Mutual Funds None 20% 10%
Municipail Bonds - Category 1 (City) 5 years 10% " 5%
Municipai Bonds - Category 2 {State of CA) 5 years 5% * 5% =
Municipal Bonds - Cetegory 3 (CA lssuers) 5 years 5% * 5% *
Municipal Bonds - Cabzgory 4 (Other 49 Siates) 5 years 5% * 5% *
Investment Agreements Nane None None
Mortgage Backed Securities (MBS) and o e

Cailateralized Mortgage Obiigations {CMO) 5 years 10% None
Asset Based Securities (ABS) 5 years 5% * None

. Reprasents where the Cily's investment paolicy is more restriclive than the Caiifornia Governmant Coda,
Other restrictions on investments are summarized as follows:

= Purchases of United States government agency securities are limited to issues of
Federal Farm Credit Banks, the Fedaral Home Loan Banks, Federal Home Loan
Mortgage Corporation, and the Federal National Morigage Association,

= Purchases of BanKers' Acceptances ("BAs") are limited to issues by domestic U.S.
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or foreign banks, which must be rated by Fiich Ratings (“Fitch") as follows: an
issuer rating of “B" or betier for domestic U.S. banks, “C” or better for California
banks or "A/B” or better for foreign banks. Additionally, foreign BAs must be in LS,
dollar denominations. BAs eligible for investment must be rated “P1, Al, F1" or
better from two of the three naticnally recognized rating services; Moody's
Investors’ Service ("Moody's"), Standard & Poor's ("S&P"), or Fitch, respectivaly.

Deposits up to the Federal Deposit Insurance Corporation (‘FDIC”) fimit may be
invested in, but are not limited to, banks and savings and loans with offices located
in the San José area and deposits shall not exceed the net worth of that
depository. Uninsured time deposits are limited to issuances from banks and
savings and loans with offices located in the San José area and deposits shaill not
exceed the net worth of that depository. Additionaily, concerning uninsured time
deposits, depositories must have an issuer rating of "B” or better by Fitch and be
collateralized in a manner prescribed by state law for depositories.

Commercial paper eligible for investment must be rated "P1, At or F1° or better by
two of the three naticnally recognized rating services; Moody's, S&P or Filch,
respectively. Issuing corporations must be organized and operating within the
United States, have total assels in excess of $500,000,000 and shall issue debt,
other than commercial paper, if any, that is rated "A3, A- or A-" or higher,
respectively, by Moody's, S&P or Fitch.

Negotiable certificates of deposit are limited to banks and savings and foans with
an issuer rating of "A/B” or better by Fitch and may not exceed the net worth of the
issuing institution.

Repurchase agreements are {o be executed only with primary dealers of the
Federal Reserve Bank of New York and financial institutions, which have entered
into the City's Master Repurchase Agreement and any subsequent amendments to
the Master Repurchase Agreement. Securities accepied as collateral for the
repurchase agreement are limited to U.S. Treasury or U.S. Federal Government
Agencies permitted under the Policy. The market value of the securities that have
been accepted as collateral shall, at the time of transfer, equal at least 102 percent
of face vaiue of the repurchase agreement. For other than overnight investments,
the securitres transferred shail be marked to market on a dally basis and
maintained at a market value to at feast 102 percent of the repurchase agreement’s
face value. :

Reverse repurchase agreemenis under the Policy are limited to the lesser of
$25,000,000 or 20% of the portfolic value and fo those occasions where
unanticipated short-term cash requirements can be met more advantagecusly by
initiating a reverse repurchase agresment than by seiling a security into the
secondary market prior to maturity.

Corporate notes eligible for investment must be rated “A3, A- or A-" or better by two
of the three nationally recognized rating services, Moody's, S&P or Fitch,
respectively.

Funds invested in LAIF, a State of California managed investment pool, may be
made up to the maximum dollar amount per separate legal entity in conformity with
account balance limits authorized by the California State Treasurer. The current
maximum amount authorized by the State Treasurer is $50,000 000,

Investments in money market mutual funds are limited fo those funds registered
with the Securities and Exchange Commission ("SEC") and for which either one of
the credit criteria are met: (1) obtained the highest ranking or highest letter and

59



City of San José
Notes to Basic Financial Statements
June 30, 2012

numerical rating provided by no less than two nationally recognized rating services
or {2) retained an investment advisor registered with the SEC or exempt from the
SEC registration requirements with no less than five years experience investing in
securities and obligations authorized by California Government Code Sechion
53601 and managing money market mutual funds with assets under management
in excess of $500,000,000. Investments by the funds are restricted fo U.S.
Treasury and U.S. Government Agency backed securities permitted under the
Policy and must be maintained at no less than $1.00 per share.

s Municipal bonds under the Palicy are limited to a total of no more than 20% of the
portfolic value. The Policy establishes four municipal bond categories: (1) bonds
issued by the City or its agencies (as definad in the Policy), (2) by the State of
Catlifornia, (3) by other California local agencies, and (4) by any of the other 49
states, respectively. Eligible securities must be rated "A3, A- or A-" or better by two
of the three nationally recognized rating services; Moody's, S&P, or Fitch.

¢ Investment agreements may be used for the investment of bond proceeds in
accordance with the permitted investment provisions of the specific bond
indentures and in accordance with other safeguards outiined in the Policy to reduce
the risk associated with a provider's inability fo meet its contractual obiigations.

+ Mortgage backed securities and cobateralized mortgage obligations must be issued
by a United States govemment agency and must be AAA-rated or better by a
nationally recognized rating service.

« Asset backed securities must be AAA-rated or better by a nationally recognized
rating service. The issuer of any asset backed security must have an A3, A- or A-*
rating or better by Moody's, S&P or Fitch, respectively, of its underlying debt.

 The Policy permits the Diractor of Finance to authorize investments that depart from the Policy's
numerical limits if such an action is in the best interest of the City and is otherwise consistent with
the Policy and applicable City, state and federal laws. Whenever a deviation or exception o the
Policy occurs, it must be reported to the City Manager within 3 business days and to the City
Council within 10 days of its discovery. )
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The fallowing scheduie indicates the interest rate risk, credit quality risk and congentration of credit
risk of the City's investments, as of June 30, 2012. The credit ratings listed are for Moody's and
S&P, respectively. Certain investments, such as obligations, which are backed by the full faith and
credit of the United States Government, are exempt from credit rating disclosures {dollars in
thousands).

Maturity
Credit Under 39 3 - 189 89 - 365 i-5 Carrylng
Type of Investmant Hadng Days Days Days Years Walue
Poclad mvasiments in the City Treaaury:
Federal Fam Credil Banks Azaf Ade - 19808 14,685 115,558 148,222
Federal Heme Laan Banks Apa f AAG - 26,003 55,092 112881 184,705
Fadaral Home Lean Sanks - Callable LT . - 5,000 5000
Federal Home Lean Banks - Bieount PR+ - 2B 893 - - 285991
Fedara? Heme Laen Morgaga Carpardiion LY TRELY - 25833 18,008 80403 115,474
Federal Hema Lean Mongage Corparation - Callable Hhagd AAs - 15500 T3040
Federat Home Lean Mortgage Corporation - Siacount P-1/A-14 - 96,342 - 54,342
Iaderat National Mardgage Association hnE f AR - 0922 5918 75,600 1628
Fegergh Neliongl Mongage Asgodation - Caltabla haa f AR - - - 75313 EERLE]
Federal Natlonal Morgage Associatlon - Tiscount Pefa-g+ 33,747 IBHT - - 2748
Cammerrizl paper - Discounted P-1fad 0,221 31,880 - - 12220
Hegoliable certificata of deposil P17AY 50,002 - - . 56,002
Bonay marke: sutual funds Aaa-mi 26,308 - - - 26,300
Calkifomia Focal agency invasiian] fund Hzl Ratad - - 51,000 - S0.000
Tedal paolad investimans in the City Traasury 2E2TH 263,359 134,800 546,867 1,195,325
tnvestmens with fiscal agents:
Fedttrat Farm Cradit Barits ’ Aaa 7 AR - . . 37856 3795
rederal Home Laan Sarka Annf ARr - 85 - i85
Fedarat Home Loan G2aks - Biscatnt Pt A+ - 28916 - 28919
Federal Hame Laan Mortgage Comoralion - Siscoont (RSN R - 2,506 1B, 586 - 11682
Commare] 3t pager P A4 - 1,800 - - 1.508
Mativm-lem noles haaf ast - - Lal - A k]
BAonay rarke! sutual funtds Asg-mf 148 550 - 119,560
Ealifamin local agency levestment fund Mot Rated - - 283,172 - 83172
Tolal Invesiments with fiscal aganis 118.569 33406 264 976 ITEEE 484,798
Total Citywide | ing R ¥ L 5 3038 s 967§ 4 ra 5 584,723 5 1,630,126
Truse Funds: R
Tenal i i Reti H 5 (Seq paga 64} 4,671,747
Tolal Invesimanls i SARA (S22 gage 1193 161 964
Total mvesimaats 75 GA62, 587

Custodial Credit Risk. Custodial credit risk for deposits is the risk that, in the event of the failure of
a depository financial institution, the City will not be able to recover its deposits or will not be able to
recover coliateral securities that are in the possession of an ouiside party. The custodial credit fisk
for investments is the risk that, in the event of the failure of the counterparty (e.g., broker - dealer)
to a transaction, the City will not be able to recover the value of its investment or collateral
securities that are in the possession of another party. The California Government Code raguires
that a financial institution secure its deposits made by state or local governmental units by pledging
securities in an undivided collateral pool held by the depository regulated under state law {uniass
so waived by the governmental unit). The market value of the pledged governmental securities
and/or first trust deed mortgage notes held in the collateral pool must be at least 110% and 150%
of the City's deposits, respectively. The collateral is held by the pledging financia! institution's frust
department and is considered heid in the City's name. The investments heid by the City were not
subject to custodial credit risk at June 30, 2012

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 the City. The City mitigates the concentration of
credit risk by diversifying the portfolio and limiting investments in any one issuer to no more than
5% of the total portfolia other than the investment types discussed in the above table. Investments
issuetd by or explicitly guaranteed by the U.S. government and investments in mutua! funds,
external investiment pools, and other pooled investments are exempt from this requirement, as they
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are narmally diversified themselves.

As of June 30, 2012, the City's pooled investments in the City Treasury have iwvestments in U.S.
Agencies that represents 5% ar more of the total pooled investments in the following:

Federal Farm Credit Banks 12.24%
Federal Home Laan Banks 18.28%
Federa! Home Loan Mortgage Corporation 25.07%
Federa! National Mortgage Association 21.71%

In addition, the fallowing major funds hold invesiments with trustees that represent 5% or mare of
the funds’ investments outside the City Treasury as of June 30, 2012:

Special Assessment Districts:

Federa! Home Loan Martgage Carporation 5.72%
San José Financing Authority Debt Service:

Federal Home Loan Bank 48.24%
Airport: -

Federal Farm Credit Bank 16.83%
Wastewater Treatment System:

Federa! Home Loan Mortgage Corporation 84.67%

Foreign Currency Risk, The risk that changes in exchange rates will adversely affect the fair value
of an investment. As of June 30, 2012, the investments in the City’s investment pool were not
subject to foreign currency risk.
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2. Retirement Systems

Investment Policies — The City's Municipal Code delegates authority to the Boards of
Administration of FCERS and PFDRP {the "Retirement Boards”) to invest moneys of the respective
plans as provided in the Municipal Code. The Retirement Boards have adopted detailed
investment guidelines consistent with the limitations set forth in the Municipal Code. in fiscal year
2010, each Retirement Board approved new asset allocations to target higher expected returns at
simifar risk leveis by changing the asset aliccation to a more diversified structure that inciudes
commodities, absolute return, and opportunistic investments. in December 2011, the Retirement
Board of FCERS aligned its asset atiocation to the expected returns to the tiabllities as determined
in the June 30, 2011 valuations by increasing the level of asset adocation to absolute return
strategies and real assets and reducing the atiocation to equity and fixed income. The Retirement
Systems' investment asset atiocations are as follows:

Type of investment F'oiic_v Limits and Oescriptions
PFORP Equity - Target of 40% Minimum of 30% and maximum of 50% of the fair value of
the aggregate portfolio. .

.5 Large Cap- Target 158%
115, Small Cap - Target 5%
Non U.S. Developed Markets - Target 12%
Non LS. Emerging Markets - Target 5%
Fixed income - Target of 25% Minimum of 15¢% and maximum of 36% of the fair vaiue of
the aggregate portfohio.
Core Fixed tncome - Target 5%
1.5 Treasury inflation Protected Securities (TIPS} - Target
10%
Long Duration Fixed ncome - Target 5%
Cpporturistic Gredit - Target 5%
Alterngtive Assets - Target of 35% Minimum of 10% and maximum of 80% of the fair value of
the aggregate portfolio.
Under allocated asset classes have been temporarily
invested in other 2sset classes.
Private Equily - Target 5%
Reaf Estate - Targst 10%
inflation-tinked Assels - Target 10%
Absolute Return - Target 5%
Oppaorturigtic - Target 5%

FCERS Globat Equity - Target 45%
Fixed tncome - Target 10%

Absoiute Return strategies - Target 25%

Real Assets - Target 20%

As of June 30, 2012, PFDRP's separate real estate properties include: office buiidings in O'Fation,
MO, and San José, CA. In fiscal year 2012, PFDRP sold its apartment compiexes in Houston, TX
and Colorado Springs, CO; office buildings in Denver, CO, near Chicago, I, and in Anchorage, AK;
and warehouses near Minneapolis, MN. As of June 30, 2012, the office building in O'Falion, MO
had a mortgage lcan payable of approximately $9,014,000, which does not exceed 50% of the
assets as allowed in PFDRP's Real Estate Investment Guidelines.

On June 26, 2012, FCERS sold #ts warehouse located in Nerthern Caiifornia,
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At June 30, 2012, the Retirement Systemns held the following investments (doflars in thousands):

PFDRP FCERS Total
Securities and other:

Fixed income:
Domestic fixed income 8 B13,111 $ 185,808 § 778,017
internationat fixed income 15,652 2,180 17,832
Collective short-term investments 83,859 249 347 333,306
Corporate convertible bonds 73,068 51,234 124,302
Pooled fixed income hond funds 18,660 35,625 54 285
Total fixed income B04,450 504,282 1,308,742
Globhal equity 516,505 353,211 869,716
Domestic equity 618,384 - 618,384
Pooled international equity - 488,819 488,819
Private equity 125,453 95,478 220,941
Internationat currency contracts, net 4849 452 941
Opportunistic 194,009 B3.876 277,885
Real assetls 280,386 167,419 447 805
Real estate 105,253 §3,865 199,118
Securities lending cash collateraf investment pooi 239,396 - 239,396
Total investments $ 2,884,335 $ 1787412 $ 4,671,747

Inugstments are subject to certain fypes of risks, including interest rate risk, custodiai credit risk,
cradit guality risk, foreign currency risk, and concentration of cradit risk. The following describes
those risks:

intorest Rate Risk — The fair value of fixed incomeg invastments fluctuate in response to changes in
market interast rates. Increases in prevailing interest rates generally translate into decreases in fair
value of those instruments. The fair value of interest sensitive instruments may also be affected by
the creditworthiness of the issuer, prepayment options, and other general interest rate conditions.
Certain fixed income investments have call provisions that could result in shorter maturity periods.
The Retirement Systems do not have a policy regarding interest rate risk,

As of June 30, 2012, PFDRP's investiments include $12,215,000 of bank loan securities and
corporate bonds that were floating rate securities tied to the 1 and 3 month London Intarbank
Offered Rate (LIBOR).

As of June 30, 2012, FCERS's investments inciude $12,215,000 of bank loan securities that were
floating rate securities tied to the 1 and 3 month LIBOR. FCERS also had exposure to interest rate
risk on its fully collateralized infrastructure swaps. The FCERS invested in infrastructure
swaps with a notionat amount of $74,041,000 at June 30, 2012, in which it receives the total return
S&P Giobal Infrastructure Index, net of the 3-month LIBOR plus 50 to 55 basis points. The FCERS
alsc invested in commedities swaps with a notional amount of $226,788,000 at June 30, 2012, in
which it receives a total return of the United States three month treasury bill rate plus 10 to 12 basis
points.
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The following tables provide the segmented time distribution for fixed income investments based on
expected maturity as of June 38, 2012, concerning the fair value of investments and interest rate
risk {doHars in thousands}):

L PFDRP
B-3 3-B B mantns - 1-5 FRRY:] Mere than Total Tetal
mngnths mnanths 1 yeq: yEES yOBFS 18 years Fair Valtue Cosl

Demestic fixcd inzeme:

Assel backed securities % 202 0§ - 5 - 5 2028 5 29§ 4658 & 9944 & 11,781
fank [2ans - 1,142 1,064 0288 - - 12,516 10,97
Cail ized a8 ig - - - - 12,534 13,522 25,856 24,819
Carparale bands - 2,785 4,385 31476 26,837 11,680 176,292 155,145
FHLMC - - . - 4 GB8 11,158 15,847 15585
Fhma - - - - 1,802 17,344 22,436 22,118
GhMA - - - - - 3,381 3381 3086
S1sle snd fecal ebkigalions . - - - 738 18535 11,274 4,639
LS. TIFE - - - 38,209 137,628 - 267617 248484
U5, Trsaeury sacuftios 5,798 - - 34,878 2585 24,346 57528 55,306
Tetad domestic Hxdd income 7B 3531 5308 205,943 186,472 283,542 $13.11 557 148
Inlemesional corporale bonds 48 - ¥ i 4,298 4645 & 7eS 15,552 i5422
Pooled fixed ingsma band funds - - 18,658 - - 18550 6,288
Cerpergle convertible bends - 13,437 3725 ©.509 11,007 73,068 72,780
Callective shen-em investiments 12,79t - - - 71,168 B3,858 83876
Tetat fixed incame 3 Z0655 & 3931 8 18752 5 25761p § CBD4re § 204557 §  BO4458 5 7I263D
FCERS:
D3 3-5 S menihs - 1-5 5-18 Mare: than Tetal Total
mdnihs renths 1 ygur years bt 16 years Fair Vsiue casl

Dremeslic fived income:
Assel backed sacuriles £ 2026 - i . 3 2028 & - 3 - 3 4845 % 6,042
Benk leons ) - 1,142 - 11,275 - - 12,517 11,838
Corporals bonds - B36 - 15073 5,367 3,702 24,875 20582
LB TIPS - - - Bz.931 45,536 - 124 450 120.522
Total doenslic fived income #0295 1778 - 111,248 B0 3159 155 506 158,202
Inizmstionol fixad Incame - - - 1% 4 - AL 1,987
<. ive thert-taem & tment 1.817 - 260 - - 247470 249,347 240,781
Cerpetsia converible bonds - 4,369 32,815 3581 1,248 £1.234 £0.568
Poplad fived income bond tvnds - - 2572 32,953 35,625 29216
Tuota! fived income 3 3,842 & 1,774 % 4628 § f45800 5 53,192 % 255471 0§ S04282 5 480666

Custodial Credit Risk — The Retirement Systems do not have a policy regarding custodial credit
risk. As of June 30, 2012 all of the Retirement Systems’ investrments, exciuding invested securities
lending coflateral, are held in the Retirement Systems’ names, and/or are not exposed to custodial
credit risk. Securities lending coliateral are invested in the lending agent's investment fund (see
discussion on securities lending below).

Credit Quality Risk — PFDRP's investment policy dictates that ail domestic and interhational bonds
and notes in which PFDRP’s assets are invested, and which mature one year or more from the
date of original issues, are requifed to carry a rating of “BBB” or better by two of the following three
rating services: Moody’s, S&P, or Fitch. in the event that ratings are provided by only two agencies
and the third is non-rated, the more conservative {lowest) rating will be assigned. if only one
agency assigns a rating, that rating will be used; or, if unrated, the security shall be of equivalent
quality in the judgment of the investment manager to a similar domestic issue. Investment
managers may, with prior written authorization from PFDRP, invest a maximum of 20% of their
fixed income portfolio in bonds or notes that are rated B or BB. if bonds are downgraded below the
minimurn credit quality aliowabie in the PFDRP's investment policy at the time of purchase, the
investment manager is permitted to hold up to 2% of the PFDRP’s paorifolio managed by the
individual manager, using the towest of Moody's, S&F, and Fitch's rating in the event of a split-rated
sacurity.

FCERS's investment Policy dictates that assets shall generally be invested in investment grade,
marketable, fixed-income securities. Domestic fixed income investment grade shall be defined as
being rated Baa/BBB or better by Moody's or S&P. "Yankee" bonds issued by foreign counties
and denominated in U.S. dollars are alowed s0 long as they are rated Baa/BBB or belter by
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Moody's or S&P. If a security is not rated by Moody’s or S&P, the equivalent rating determined by
the investment manager's research department will be used. Should a current holding fall bejow
this standard, the manager shall notify FCERS of the downgrade and confer with FCERS staff as fo
whether the security will continue fo be held or dispesed. Up to 10% investment in BB or B
securities will be permitted with written authorization of the FCERS's Board. The investment
managers employed to manage fixed-income securities will have discretion in the day-to-day
management of the funds under their control.

The Retirement Systems may hedge against the possible adverse effects of currency fluctuations
on the Retirement Systems’ portfolios of international fixed income obligations when it is considered
appropriate. This is typically achieved using forward currency contracts. Short-term investments
may consist of commercial paper rated at feast A1 or P1, repurchase agreements, short-term U.S.
securities, and other money market invesiments.

The following table provides information as of June 30, 2012 concerning credit risk of fixed income
investments {doflars in thousands}:

PFORP FCERS
Fair value as a Falr value as a
58P quality % of fixed income % of fixed income
Rating Fair Value i s Fair Volue investmonis

AAA 5 15,541 3.3% $ 2698 0.7%
Ab 74,524 16.0% - 0.0%
A 90,082 19.0% 8844 2.3%
BEB TH,742 17.1% 15,550 4.1%
BB 12,300 4.1% 15,186 4.0%
B 10,109 2.2% 10,083 26%
CCC & below 1,726 04% 1,718 0.5%
Mot rated 173,773 3I7.3% 325,736 85.8%
Total investments exposed to credit risk 5 485,704 100.0% 5 370,822 100.0%

Foreign Currency Risk — This is the risk that changes in the exchange rates will adversely affect
the fair value of an investment. To mitigate this risk, the Retirement Systems’ investment policies
permit individuai investment managers to defensively hedge currency to mitigate the impact of
currency fluctuation on the underlying asset value.
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The foilowing tables provide information as of June 30, 2012, concerning the fair value- of
investments and foreign currency risk {dollars in thousands}):

PFORP
Pending
Foreign
Privale Fixed Currency Totat
Currency Name Cash Equity Equity Income Exchanges Exposure

Auslratian Dollar 5 144 & - 5 26277 & - E 79 5 26,500

Brazilian Real 186 - 6,896 35 - 9,117

Brilish Pound Sterting 594 - 65,834 - 94 96,522

Canadian Dollar 82 - 41,626 - 24 41,732

Chilean Peso 41 - 1,985 - - 2,026

Colombian Peso 47 B 789 - - 836

Danish Krone 3 - 3,057 - - 3,060

Euro Cutrency 2.764 - 103,118 7488 352 113,723

Hong Kong Dollar 230 - 22,262 125 - 22637

Indonesian Rupiah 36 - 2,341 - - 2,377

Israeli Sheket 1 - 300 - - 301

Japanese Yen 1,102 - 67,316 7,806 {128) 96,096

Mataysian Ringail 17 - 1,353 - - 1.380

Mexican Peso & - 541 - - 545

Mew Taiwan Dollar - - - - 16 16

Norwegian Krong &0 - 3,789 . &1 3,630

Philippine Pes? - - 480 - - 480

Polish Zinty - - 703 - - 703

Singapore Ooliar 126 - B, 704 2,651 - 11,481

South African Rand & - 4,644 - - 4662

Soulk Korean Won 154 - 16,798 - - 16,952

Swedish Krona 125 - 7,989 1,556 {9 9,661

Swiss Franc 166 - 23,077 - - 23,243

Thailand Baht 2% - 1618 B - 1,640

Turkish Lira 2l - 2.438 - - 2,459

Total 5 59853 § - 5 465966 5 19,662 & 488 § 482070

FCERS
Pending
Foreign
Private Fixed Currency Totat

Cumency Name Cash Equity Equity Income Exchanges Exposure
Ausiratian Dollar 5. i3 % - ] 10,014 % - 5 38 % 10,072
British Pound Steding GBS - 43,257 - 82 44,024
Canadizn Dotlar (26) - 5,757 - 3 5,762
Danish Krone 245 - 3,203 - - 3,448
Euro Currency 840 9,252 35,405 5816 285 51,508
Hong Kong Oohar 93 - 4,526 125 - 4 744
israafi Shekes 2 - 384 - - 386
Japanese Yen 405 - 38,855 5,536 (31 44,765
New Taiwan Doltar - - - - 1% i
Norwegian Krone 91 - 4371 - 43 4,505
Stngapore Donar 30 . 3,389 1,835 - 5,254
Swedish Krona 114 - 4,594 1,100 {8) 5,800
Swiss Franc 236 - 15,536 - - 15772
Turkish Lira 1 - - - - i
Totat B 2535 % G252 5 170,291 3 13612 % 452  § 196,142
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Concentration of Credit Risk — PFDRP’s investment policy dees not limit the amount that can be
invested in a single issuer. However, it limits the aggregate amount that can be invested in each
class of investments, iimits the portion of the total PFDRP assels that a manager can hold in a
single security with the exception of government backed securities and real estate equity to 5%,
and limits PFDRP assets placed with an investment manager to represent no more than 10% of
that manager's total assets. FCERS’s investment policy limits investment managers to no more
than 10% of FCERS’s assets under their management to be invested in securities of any single
issuer with the exception of U.S. Government and its agencies.

Derivatives — The Retirement Systems’ investment policies aiiow for investments in derivative
instruments that comply with the Retirement Systems’ basic objective of achieving the highest
return on investment funds, consistent with safely, and in accordance with accepted investment
practices. Due 1o the level of volatility associated with certain derivative investments in general, the
Retirsment Systems specifically prohibit investment managers from using derivative or synthetic
securities that expose the Retirement Systems to potentiaily high price voiatility or are leveraged, or
whose marketability may become severely iimited. Derivative investiments are reported at fair
vaiue. Derivative instruments traded on-a natienal or internationai exchange are vaiued at the Jast
reported sales price on the iast business day of the fiscal year at current exchange rates, if
applicable. investments that do not have an estabiished market are reported at estimated fair vaiue
based the most recently availabie investor reports or audited financial statements issued by the
manager of those funds. The fund manager provides an estimated unrealized gainfioss of the fund
based on the most recently available audited financiai statements and other fund information. The
fair vaiue of derivative investments that are not exchange traded, such as swaps and rights is
determined by the Retirement Systems’ custodians based on the hase market value of similar
instruments. Fulures contracts are marked-to-market at the end of each irading day, and the
settlement of gains or losses occur on the foilowing business day through variation margins. As a
result, futures have ne fair vaiue as of June 30, 2012. The fair value of international currency
forwards represents the unrealized gain or loss on the related contracts, which is caicuiated as the
difference between the specified contract exchange rate and the exchange rate at the end of the
reporting period.

The fair vaiuss and notional amounts of derivative instruments outstanding as of Jure 30, 2012,
classified by type, and the changes in fair vaiue of such derivative instruments for the year then
ended as reported in the financial statements are as follows (amounts in thousands):

PFORP

Wat Appreciation (epracialion) in Fair Value of

invesiamants threugh June 30, 2012 Fair Value 51 Juna 30, 2042 Notional
Invesiment Dasvatlve Instrumants Classiicatian Ameunt Chagsificaton Amawn Ameurt
Intemalianal currency farwards Inveatment income 5 B8E  Intgrralianal curmancy cantracls, net ] 489 B B23M
Fulures iongfshon (domeste and famign} Imvestment incema 1.3t Fixed inceme (dmestic and rareign} - da400
Ihdex fulurgs longlehon [domeste and fereigng nveslmient incame 2,381 Equity ingome (demestic and fendign) - ]
Rights nvestnent lass (4} Glabal Equity 5 .|
Warianis tnvestmant bncome 7 Glaba! Equily li} 14

Tetal derivalive Insiruments 5 4350 5 530

FCERS

Hat Apprecialion (Depreciation} in Fair Value ef

inveslmenis through June 30, 2042 Fair'Yalue a1 June 30, 2012 National
Iveetmenl Derivative Insinmeris Claspificatian Amaunt Classifecaiion Admreunt Armotn]
Tolet ralun swaps Taveatment loss 5 (7,849) Realassels 5 13552 5 00829
Fareign curroney forwards Invesiient losa {421) Foreign cwrrdncy contracks, net 445 48,207
Future options boughihwritien Invasiment lasg (8,851} Fiued inceme . calbeclive shoTt-termn invasmonls - 38,650
Rophils  YWarranis revesimont income 48 Global aquity bk} 2z
alg) derivative instrumenis § 113,422} 5 14046
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Derivative investments are subject o certain types of risks, including counterparty credit risk (non-
exchange traded), interest rate risk, and foreign currency risk. The following describes the risks
applicable to the investment derivative instruments that are reporied as of June 30, 2012;

Counterparty Credit Risk — The Retirement Systems are exposed to credit risk on derivative
instruments that are in asset positions and non-exchange traded.

Asg of June 30, 2012, PFDRP held rights and warrants with a fair vaiue of approximately $5,000 and
$36,00C with notional value of $8,000 and $18,000 held by unrated counterparties. PFDRP's
investments in forward currency contracts bear credit risk in that partias to the contracts may fail to
parform according fo the terms of the contract. As of June 30, 2012, total commitments in forward
currency confracts to purchase and sell international currencies were $62,324,000 and $62,324.000
respectively, with fair values of $82,574,000 and $62,085,000, respectively, held hy counterparties
with an S&P rating of at least AA-.

FCERS entered into infrastructure and commodity swaps with notionaf amounts of $74,04 1,000 and
$226,788,000, respectively, held by counterparties with S&P ratings of A. FCERS's investments in
forward currency contracts bear counferparty credit risk in that parties to the contracts may fail to
perform according fo the terms of the centract. As of June 30, 2012, total commitments in forward
currancy contracts to purchase and sell international currencies were $46,207.000 and $46,207,000
respectively, with fair values of $46 424 000 and $45,979,000, respectively, held by counterparties
with an S&P rating of at least A and above,

Interest Rate Risk -FCERS had exposure to interest rate risk on its fully collateralized commodity
and infrastructure swaps. The fair values of the commodity swaps were marked-to-market daily
based on their applicable indices, with unrealized gains and fosses collateralized to minimize
counterparty risk. As of June 30, 2012, PFORP did not hold commodity swaps. As of June 30,
2012, FCERS invested in infrastructure and commodity swaps with notiona! amounts of
$74,041,000 and $226,788,000, respectively. FCERS receives the total return S&F Global
Infrastruciure Index, net of the 3-LIBOR plus 50 to 55 basis points. FCERS also receives the total
return United States three menth Treasury bill rate plus 10 to 12 basis points for the commodities
swaps. FCERS's infrastructure swaps were executed in December 2011 and April 2012 and
mature in December 2012 and April 2013 with a .quarterly rate reset frequency. The commodity
swaps were executed in June 2012 and matured August 2012 with a monthly rate reset frequency.
FCERS does not have a policy regarding inferest rate risk, however, the Retirement Systems do
settle on a transaction plus one day basis (T+1), therefore limiting Retirement Systems’ exposure fo
counterparty risk.

Foreign Currency Risk — This is the risk that changes in the exchange rates will adversely affect
the fair value of undarlying investments. To mitigate this risk, the Retirement Systems’ investment
policies permit individua) investment managers to mitigate the impact of currency fluctuation on the
underlying asset vaiue. The Retirement Systems’ investment managers enfer into infemnational
forward currency contracts, which are commitments to purchase or sell stated amounts of
international currency. The Retirement Systems utilize these contracts to contre! exposure and
facilitate the settlement of international security purchase and sale transactions. At June 30, 2012,
the Retirement Systems’ net position in these contracts is recorded at fair value as international
currency centract investments. The fair values of internationai currency contracts are determined by
guoted currency prices from naticnal exchanges. The Retirement Systems’ commitments relating to
forward currency contracts are settled on a net basis.
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The following tables provide information as of June 30, 2012, conceming the fair vatue of forward
currency contracts and foreign currency risk {dollars in thousands):

Fending Foreign Currency Exchanges Rights
Currency Name PFDRP FCERS Total FCERS
Australian Dolar 5 79 % 9 3 118 & -
British Pound Sterling 94 az 176 -
Canadian Dollar 24 32 56 -
Euro Currency 352 279 831 38
Japanese Yen {128) {31 {158} -
New Taiwan Dollar 16 1 27 -
Norwegian Krone 61 41 102 -
Swedish Krona {9) {8 {17 -
Total 3 489 % 445 % 934 $ 39

Securities Lending. The Municipal Code and the investment policies, adopted by the Retirement
Boards permit the use of a securities lending program with its principal custodian banks
{"Custodians”). The Retirement Systems do not have a threshold for securities lending activities,
The investment policy of FCERS requires that loan maturities cannot exceed one year, and no
more than 15% of the portfolic can be lent fonger than six months. The custodial agreements with
the Custodians authorize them to lend securiies in the Retirement Systems’ investment portfoio
under such terms and conditions, as the Cusiodians deem advisable and to permit the fent
securities (o be transferred info the name of the borrowers. The Retirement Systems receive a fee
from the borrower for the use of the lent securities. As of June 30, 2012, the Retirement Systems’
had no exposure fo borrower credit risk related to the securities lending transactions as the
Custodians were responsible for the replacement of the lent securities with other securities of the
same issuer, class and denomination, or if such securities were not available on the open market,
the Custodian was required to credit the Retirement Systems’ account with the market value of
such unreturned lent securities if the lent securities were not returned by the borrower. Securities
lending coliateral represents investments in an investment pool purchased with cash collateral, as
well as securifies collateral that may not be pledged or sold without a default by the borrower. Ail
securities lending agreements can be terminated on demand within a period specified in each
agreement by either the Retirement Systems or borrowers.

Securities lending transactions collateralized with securities that cannot be pledged or sold without
borrower default are not reported as assets and liabilities in the fiduciary statement of net assets.
The Retirerment Systems do not match the maturities of investments made with cash collateral with
the securities on loan.

PFDRP authorized State Street Corporation {“State Street”) to invest and reinvest cash coliateral in
State Street’s Quality D Short-term investment fund, which, effective December 3, 2010, consists of
a liquidity pool and a liquidating account known as the duration pool. The duration pool was
established and alfocated the asset-backed securities (regardiess of mahurity) and securities of any
type with a remaining maturity of 91 days or greater. Each Quality D Fund investor owns a specified
percentage interest in the duration pool, which is redeamable only in-kind, not cash. The Quality D
duration pool will not make additionat investments. The liquidity pool investment policy guidelines
provide that the Slate Street Investment Manager shall maintain the doliar-weighted average
maturity of the fund in a manner that the investment Manager believes is appropriate fo the
objective of the fund; provided (a) in no event shall any eligible security be acquired with a
remaining legal final maturity (i.e., the date on which principal must be repaid) of greater than 18
months, (b} the Investment Manager shall endeavor to maintain a dollar-weighted average maturity
of the fund not to exceed 75 calendar days and (c) the Investment Manager shall endeavor to
maintain a doifar-weighted average maturity to final of the Quality D Fund not to exceed 180 days.
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At the time of purchase, ail securities with maturities of 13 months or less shall be rated at feast A1,
P1 or F1 by at teast any two nationally recognized stafistical rating organizations (‘NRSROs"), or be
determined by the investment Manager to be of comparable quality. Securities with maturities in
excess of 13 meonths shall be rated at least A-, A3 or A- by at least any twe of S&P, Moady's, or
Fitch, or be determined by the investment Manager to be of comparabie quality. The fund may
invest up to 10% of s assets at time of purchase in commingled vehicles that conform with the
State Street's Invesiment Policy Guidelines. As of June 30, 2012, the cash collateral pocl for the
duration and liquidity pool totaled $1.4 billien and $15.1 billion, respectively. The weighted average
maturities for the duration and liquidity pool were 40.32 and 35.93 days, respectively. The cash
coliateral duration poel incivded asset backed securities (99.54%) and other securities (0.46%).
The liquidity poot included asset backed securities (17.84%), certificates of deposit (34.33%), bank
notes {2.49%), commercial paper (19.70%), repurchase agreements (22.62%) and other securities
{3.02%). As of June 30, 2012, the underlying securities lcaned by PFDRP as a whole amounted to
approximately $257,596,000. The cash collateral and the non-cash collateral totaled $241,875,000
and $18,572.000, respectively, at carrying cost. The net asset vaiue (NAV) of the cash collatera
pool at June 30, 2012 was at $1.01 or $211,526,000 and $0.9177 or $27,870,000 for the ligquidity
and duration pools, respectively on a mark to market basis. The NAV of less than $1,00 for the
duration pool is due to the decline in the fair value of assets held by the cash coliateral pool. The
NAV of $0.9177 of the duration cash collateral pool results in an unrealized loss of approximately
$2,499,000 for PFDRP. PFDRP's investment in the iiquidity and duration cash coliateral investment
pools are presented in the statement of net plan assets at their respective NAV or $239,396,000.
The unrealized ioss of $2,479,000 for the duration pool is reflected in the securifies lending income
eamings line of the statement of changes in fiduciary net assets. PFDRP is exposed to market risk
including the possible inss of principal value in the cash collateral pooi due o the fluctuation in the
market value of the assets held by the cash collaterai pooi.

The lent securities as of June 30, 2012 censisted of U.S. Treasury securities, domestic corporate
bonds, domestic equity securities, international corporate bonds, and international equity securities,
In return, PFDRP receives collateral in the form of cash or securities equal to at ieast 102% for
domestic and 105% for internationai of the market vaiue of fransferred securities plus accrued
interest for reinvestment of the collateral.

FCERS authorized The Northem Trust Company ("Northern Trust) to invest and reinvest cash
collateral in Northern Trust's pooled investment vehicle, which must have a weighted average life of
60 days or less. Securities with maturities of 13 months or more must have a rating of A or better.
Securities with maturities of iess than 13 menths must be rated at least P-3. In August 2011, the
FCERS exited the Northern Trust secuwiities lending pregram,
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The following table provides information on PFORP's securities lent and collateral received as of
June 30, 2012 (dollars in thousands);

Type of Investment Lent
For Cash Collatera!:

U.5. treasury notes and bonds % 58,421
Domestic corporate bonds 45,050
Domestic equity securities 95,501
International equity securities 40,541
Total Lent for Cash Collaterat 239,513
For Nen-Cash Cotlateral:
U.5. treasury notes and bonds 17,278
Domestic equity securities - BOS
Total Lent for Non-Cash Colateral 18,083
Total Securities Lant $ 257,596
L]

Type of Collateral Receivad

Cash Coliateral * $ 239,396
Non-Cash Collaterai:
Forlent U. 5. treasury notes and bonds 17,751
For lent domestic equity securities B21
Total Non-Cash Coliateral 18,572
Total Collatera! Received . % 257968

+

Amount reprasents the mark-to-market value of the cash collaterat poo! at a 100.00% for the liquidity
portfolio and 91.77% for the duration portfolio for fiscal year 2012,
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B. Receivables, Net of Allowances

At June 30, 2012, receivables of the City's major individual funds and nonmajor funds !ak'eﬂ in
aggregate, inciuding the applicable aliowance for uncollectibie accounts are as follows (dollars in
thousands):

Aflordabie
Housing Spacial Total internal
Receivabies ~ General Hausing g A H N jor' Service  Governmental
Gavernmental Astivities: Fund Activities Fund Distriets Funds Funds Activitles
Taxes g 32713 8§ - £ - 3 - $ 5320 3 - 5 37,942
Aecryad interest 208 L1 1,385 12 1.730 20 3414
Grants 2,504 2451 - - 0200 - 14,155
Special assasamanls - . - 52,885 - - 52,885
Other 20,381 165 50 353 23961 248 53,168
Lass: afl fexr et £13.276) {3 ) - - {4;216} {42} {17.537)
Talal receivables, nat $ 50540 3% 2671 $ 1436 % 53250 5 35004 3 227 3 144,028
Narmsn Y. Minetz
San Joad Was tawatnr Municipai : Tatal
interaaitans! Trantment Water Parking Buainnas-7ypa
Buainess-Type Activitiea: Airpart ¥ ystam Sy Acttvitioa
Agcounis 5 9954 % 1484 % 3458 % 210 % 15,414
Acciuved interest 284 325 21 1& 660
Grants 2303 682 - - 2,885
Less: far fctib {356} {510} (926) 0 {1,682}
Tolsl racaivebles, net 5 12218 5 1981 % 2861 5 216§ 17.077

Special assessment receivables in the amount of $52,885,000 are not expected to be collected
within the subsequent year,

C. Loans Receivable, Net of Allowances

The composition of the City’s loang receivable batance for governmental activities, net of the
aliowance for uncollectible accounts, as of June 30, 2012 is as follows (doflars in thousands):

Affordabis
Housing . Tata
General I T 1 H N j Gova

Typa af L.oan Fund Aptivilias Fund Funds Activities
Housing Program Davaloper, rehabiitatian,

secand martgaga and rolocalian loans 5 - 5 - $ SB4.0B2  § - -3 554,062
Leans funded by federal granls - 50,348 - 7922 68,288
Ecanemic develapment, real estale daveloper

and athar laans 2.2d4 50,013 - i858 52,410

Lesa: allowance for uncollectibles - (49,238) (300,585) (2.401) {353,304)
Tatal toons, net $ 2241 B 61121 § 253477 & 4800 & 321445

Prior to effective date of the Redevelopment Dissolution Law, California Community
Redevelopment Law required that at least 20% of the incremental tax revenues generated from
certain redevelopment project areas be used fo increase, improve, and preserve the affordable
housing stock for families and individuals with very low, low, and moderate incomes. In response to
this former requirement, the City established its 20% Housing Program to offer financial assistance
to qualified developers, families, and individuals by providing loans at “below market” rates. Upon
. dissolution of the former Agency, the City assumed the housing activity function of the former
Agency. All loans receivable relating to the Low and Moderate Income Housing Program have been
transferred from the Housing Activities Fund to the Affordable Housing tnvestmen! Fund, which was
established as of February 1, 2012 (subsequently renamed the Low and Moderate Income Housing
Asset Fund in October 2012 in compliance with AB 1484). As of June 30, 2012, lvans receivable
relating to the Low and Moderate income Housing Program totaled approximately $253,477,000,
net of allowance for uncollectible accounts.
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The City will continue to use these funds as well as other state and federal funding sources to offer
financial assistance to gualified developers, individuals and families by providing loans at “below
market” interest rates.

Typical loans and related terms are summarized as follows:

Loan Type Interest Rate Pue
New Construction and Permanent 0-4% up to 55 years
Muiti-unit rental rehabiiitation 3% Sarmore years
Take-out {first tima homebuyer) 4% Tto 40 years
Home improvement 3-6% 110 30 years

Loans are secured by first, second, third or lower in lien-property deeds of trust except for take-out
loans, which are all secured by second deeds of trust. Interest and principal are typically due in
instaliments, except for take-out foans, which do not require payments until their maturity dates,

“The Gity has also invested in multi-family rental housing projects serving low to moderate income
individuals through subordinate loans with terms of up to 55 years. Generally, these loans are to be
repaid through fixed payments or net cash flow payments from project operations and the term and
potential risk of each loan varies. Because of the net cash flow feature of these subordinate loans,
there is greater risk of variability in the timing of payments and, potentially, a lower probability of
eventual repayment on these subordinate loans than on other loan types.

The City maintains a valuation allowance against loans receivable comprised of an allowance for
risk and an alfowance for present vatue discount. The allowance for risk is maintained to provide for
losses that can be reasonably anticipated. The allowance is based upon continuing consideration of
changes in the character of the porffolio, evaluation of current economic conditions, and such other
factors that, in the City’s judgment, deserve recognition in estimating potential loan losses. The
allowance for risk takes into consideration maturity dates, interest rates, and other relevant factors.

in accordance with City policy, loans are funded at below market rates of interest and include
amortized net cash flow deferred repayment terms. This policy exists to enhance the well-being of
the recipients or beneficiaries of the financial assistance, who, as described above, are very low,
fow, or moderate-income individuals or families, or developers of housing for such individuals or
families.

Accordingly, for financial statement purposes, the City has established an aliowance account
against the loans receivabie balance containing a present value discount, The present value
discount gives recognition to the economic cost of providing loans at interest rates below markst,
and represents an estimate of the present vaiue of projected net cash flows to the City from the
loan portfolio. The present value discount attributablie to the loans will be recognized as interest
income only as such loans are repaid in full because of the deferred nature of the loan portfolio and
the high level of uncertainty relating to the likelihood that cash flows will oceur as prejected. The
difference between the individual outstanding loan balances and the calculated net present vaiue of
the loans resuits in the aflowance for present value discount. Losses are recognized as an addition
to the allowance and any subsequent recoveries are deducted from the allowance.

The City's management believes the combined amount of the aforementioned risk and present
value discount allowances is adequate to reflect the net realizable value of the Community
Development Block Grant {"CDBG") loans, Home Investment Partnership Program (*HOME") loans,
and Affordable Housing Investment Fund foans receivable as of June 30, 2012.

in the normal course of operations for housing programs, the City has outstanding commitments to

extend credit, which have been encumbered as of June 30, 2012. These commitments involve
elements of credit and interest rate risk similar to those described above for oulstanding loans
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receivable. As of June 30, 2012, amounts committed to extend credit under normal lending
agreementis tofaled approximately $12,189,000.

. Capital Assets
1. Summary Schedule

The following is a summary of capital assets activity for the fiscal year ended June 30, 2012 {dollars
in thousands): '

Balance Balance

July 1, 2011 Additlens Deloti _Transfers June 30, 2012
Governmental activities:
Capital assets, not being depreciated;
Land $ 528,805 3 7219 § 6062 § (B60368) % 463,726
Canstructien in progress 69 813 37,590 2,741 {34 808} 89,764
Total capital assets, net being depreciated ouB.418 44,809 8,803 {108,834} 533,498
Capital assets, being depreciated.
Bulfdings 1,526,490 1,332 19 (108,538} 1,427,274
Improvements, ather than buildings 206,943 121 - - 207 084
infrastructure 11,352,807 6,639 - 5,862 11,365 408
Vehicles and equipment 106,878 5,845 7,266 {1,145} 104,512
Fumitures and lixtures 26,507 - - - 26,507
Properly under capital leases 13,379 - - - 13,378
Tetal capital assels, being depreciated 13,233,113 14,037 7,285 {95,721) 13,144,144
Less accumutated depreciatian for,
Buildings 355,254 40,086 19 {15,175) 340,146
Improvements, olher than buildings 12,543 5,541 - (123) 17,861
infrastructure 5,245,353 306,544 - - 8,551,807
Vehicies and equipment ) 80,070 7.725 7.235 {950) 88,610
Furnhures and fixtures 15,887 2,655 oo - 18,542
Property under capital leases 12,691 143 - - 12,884
Telal accumulated depreciatian £,740,798 362,744 7,254 (16,24 8) 7 080,048
Total capitat assets, being depreciated, net 6,407 315 {348,787} ] {78.473) 5,064,184
Governmenlal activiies capital assets, net ¥ 7,600,733 5  (383.80B) & 8,834 § (180,407} § 6597504
Business-ype Activities:
Capital assets, net being depreciated.
Land 3 134,926 $ - B - 3 . B 134,928
ntangible assets 12,882 - - - 12,882
Censtruction in progress £8,368 25,838 - {24.039) 74,159
Total capital assela, nat being depreciated 216,176 25,830 - {24,833 217,967
Capital assets, being depreciated:
Buildings 1,611,195 :F 4] 18 7,949 1,628,015
improvements, elher than buildings 1,052 637 4 551 - 13283 1,070,481
Vehicles and equipment 213.970 1,694 2,205 2797 216,256
Praperty under capitat leases 13,486 - - - 13,408
Tolat capilel assets, being depreciated 2,891,288 7,135 2,224 24,038 2,920,158
Less accumuialed depreciatien for:
Buildings 373442 42934 18 - 358 358
Imprevements, uther Ihan buildings 438,079 28,154 - - 466,233
Vehickes and equipment 127,416 9,806 2193 - 135,023
Preperdy under capital leases 11,517 430 - - 11,947
Tetal accumulated depreciatien 908,454 81,318 2.2%1 - 979 561
Total capital agsats, being depreciated, nol . 1,998,754 {74,180 13 24,039 1.948,597
Business-type activilies capital assets, nen 2206930 ] (48353 % 13 3 - § 2,158,584
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Upoen dissolution of the former Agency pursuant to AB X1 26 (See Note 1.F.16.), capital assets in
the amount of $180,407,000 previcusly recorded in the former Agency's records were transferred to
SARA on February 1, 2012.

2, Depreciation
Depreciation expense charged to various govemmental and business-type activities of the City for

the fiscal year ended June 30, 2012 is as follows (deliars in thousands):

Govemmental activities:

Generat government 3 10,527
Pubtic safety 8,732
Capital maintenance 310,258
Commmunity services 29,675
Capital assets held by City's internal service funds 3,562

Total depredation expense - govermental activities % 352,744

Business-type activities:

Nomzn Y. Mineta San José International Airport $ 51,657
Wastewater Treatment Systen 24,738
hMunicipal Water System - 2438
Parking System 2,465

Total dep rediation expanse - business-type activites $ 81,318

3. Capitalized interest

Interest costs that related fo the acquisition of buildings and improvements and equipment acquired
with tax-exempt and taxable debt are capitalized for business-type activities. The amount of interest
to be capitalized is calculated by offsetting interest expense incurred from the date of the horrowing
untit completion of the project, with interest earned on invested tax-exempt debt proceeds over the
same period. Capitalized interest cost is prorated fo completed projects based on the completion
date of each project. There was no capialized interest cost for the year ended June 30, 2012.

4. Construction Commitments

Commitments outstanding as of June 30, 2012, related to governmental and business-type
activities construction in progress totsled approximately $3,787,000 and $18,221,000, respectivaiy.

E. Leases
1. Operating Leases as Lessee

The City has commitments under various operating lease agreemenis requiring annual rentai
payments, which are described as follows:

Governmentai Activities

The City has ongoing commitments under operating lease agreements for business equipment,
office facilities and land necessary for City operations, which expire at various dates through 2017.
Each governmental fund includes the expenditures related to such lease agreements. There are
both cancelable and non-cancelable lease agreements. Rental expenditures reported by the
Genera! Fund and the Nonmajor Governmental Funds under these operating jease agreements for
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the fiscal year ended June 30, 2012 amounied to approximately $1,892,000 and $473,000,
respectively.

The future minimum lease payments anticipated under the existing lease commitments, as of
June 30, 2012, are as follows {dollars in thousands):

Fiscal Year Nonmajor Total
Ending Governmental Govermental
June 38, General Fund Funds Activities
2013 $ 1,784 3 21 3 1,882
20114 1,130 116 1,246
2115 356 20 378
216 214 20 234
2017 43 20 113

Totals 3 3,574 3 77 3 3951

Business-Type Activities

Airport Gas-Powered Buses. In December 2007, the Cily entered into an operating lease and
maintenance agreement for fourteen compressed natural gas powered buses for the Airport. The
term of the agreement is from August 1, 2008 to July 31, 2015, in September 2009, the agreement
was restated to add ten buses for the period of June 30, 2010 to May 31, 2017. tn May 2012, the
restated lease was amended to aliow the early termination of the lease term pertaining to the first
14 buses with City's payment of $4,407000. To relieve ifs lease commitment, the City
simultaneously entered into an agreement to relinquish the use of the 14 buses fo a third party for a
total price of $3,400,000. Rental expense for the Airport buses for the year ended June 30, 2012
was approximately $1,720,000,

Future Minimum Payments. The future minimum payments anticipated under these commitments
for the 10 remaining Gas-Powered huses, as of June 30, 2012, are as follows (dollars in
thousands).

Fiscal Year
Ending Operating
Juna 30, Leases
2013 $ 947
2014 950
2015 952
2016 955
2017 877
Total 3 4,681

2. Operating Leases as Lessor

The City also leases building space, facifities, and/or the privilege of operating a concession to
tenants and concessionaries resuiting in the receipt of annual rents, which are described as follows:

Governmental Activities

in October 1991, the City entered info a 15-year agreement {the “initial term™) with the San Joseé
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Arena Management Corporation (the "Manager™), an unrelated entity, regarding the management,
operations, and maintenance of the San José Arena, and use of the San José Arena by the San
José Sharks, a franchise of the National Hockey League. The agreement was subsequently
amended cn Decsmber 19, 2000 extending the agreement for an additional 10 years {the
"extended term”). The initial term commenced on October 24, 1991 and terminated on July 31,
2008. The extended term commenced on August 1, 2008 and terminates on July 31, 2018. As part
of the amended agreement, the Manager is required to pay the City annual minimum rental and
hockey rental payments of $1,642.000 and $1,460,000, respectively, as defined by the agreement.
Amounts in addition to the annual minimum rentat payments inclizde reimbursements for repair and
maintenance expenditures and other fees, which flucluate based on the level of annual aclivities.
tn the fiscal year ended June 30, 2012, the City received approximately $5,836,000 from the
Manager. As of June 30, 2012, leased assets had a total historic cost of approximately
$118,114,000 and accumulated depreciation of approximately $50,548,000.

Business-Type Activitics

Airiine-Airport Lease and Operating Agreements. The City entered into an Airline-Airport lease
and operating agresment with various passenger and cargo airiines (“Signatory Airlines”} serving
the Airport. The airline lease agreement, which took effect on December 1, 2007, was scheduled to
expire on June 30, 2012, In August 2011, the City Council authorized the Director of Aviation to
extend the term for five years through June 30, 2017, which allowed the airlines the ability to
continue to conduct operations and occupy leased space through the extended term. The existing
rates and charges structure, as well as all other terms and conditions, will remain unchanged.

The key provisions in the airline lease agreement inciude compensatory rate making for the
terminal cost center and residual rate making for the airfieid cost center. The airfine lease
agreement aiso includes a revenue sharing provision fo evenly divide net unobligated Airport
revenues between the Airport and the airlines currently operating at the Airport after each fiscal
year. In any fiscai year in which there are net unobligated Airport revenues and all requirements of
the City's Alrport financing documents have been satisfied, the remaining net unobligated Ajrport
revenues ate to be evenly divided between the City and the airlines. if net revenues exceed the
projected levels outlined in the Airport Forecast identified in the new airline lease agreement, then
the airlines share of the difference will be deposited into the Rate Stabilization Fund up to a cap of
$9,000,000. Once the Rate Stabilization Fund has been fully funded or in the event that the actuai
net revenues do not exceed the projected net revenues, the airlines share of net revenues shall be
applied as a credit to the aitline terminal revenue requirement for the following fiscal year, thus
reducing ferminal rental rates for the following fiscat year. The first $1,000,000 of the City's share of
any net revenues shall be retained by the Airport in a discretionary fund fo be used for any lawful
Aimport purpose. The remaining balance of the City's share shatl be applied to the capital costs of
the Alrports Master Plan Program. For the fiscal year ended June 30, 2012, the Airport's revenues
as defined in s lease agreement exceeded ifs expenditures and reserve requirements by
approximately $30,643,000. The surplus received during the fiscal year ended June 30, 2012 will
be distributed in accordance with the revenue sharing provisions of the airline lease agreement,
and/or used in the budget balancing actions for fiscal year 2014,

QOther Leases. The Airport also enters into leases with concessionaires, aitline carriers, and other
business entities for building space andfor the privilege of operating a concession at the Airport.
The terms of these cperating leases range from one month fo 26 years. The leases with
concessionaires are generally based on the greater of a percentage of their sales or a minimum
annual guaranteed amount. Rental revenuses from the operating leases were $78,227,000 for the
fiscal year ended June 30, 2012.
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The future minimum rentals to be received from the operating leases, as of June 30, 2012, are as
follows (dollars in thousands):

Fiscat Year
Ending
June 30, Amount
2013 3 88,458
2014 o0 844
2015 ' 87,893
2016 88,684
2017 89 605
2018-2022 135013
2023-2027 113¥70
2026-2032 112,338
2033-2037 111,297
2038-2041 71,016
Totat i 968,918

These future minimum rentals are based upon annual rates and charges agreed to by the airlines
and other tenants. As of June 30, 2012, leased assets had historic costs of approximately
$1,031,260,000 and accumutated depreciation of approximately $1061,478,000.
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F. Long-Term Debt and Other Obhligations

1. Summary Schedule of Long-Term Debt

The following is & sumrary of iong-term debt of the City as of June 30, 2012 (dollars in thousands,

unless otherwise noted):

G xvernmental Acthuitles:

CAy ef San José:

Ganargl Ghligalisn Bands;

Series 2881 (Libearies and Parks]

Seriee 2882 (Librarias, Parks, Pullic Safely]
Seres 2004 {Libesties Perks, Pullfis Safely)
Saties 2004 {Libfaties and Pubiic Safely)
Safigs 206 (LIbrares and Parks)

Betfics 2087 (Parks xnd Pubfic Sxfety)
Seiies 2498 (Libraries pnd Parks)

Sediaz 2009 (Public £aféty)

HUL Sechian 182 Note (FRC)

City of San Jets Fipancing Auihoily;
Leasw Ravenue Bxands:
Eantes 19938 (Cammunity Facilities)
Sares 19978 (Fire, Childeare, Library Lend)
Saras 2EB2E (Civis Cantar Preject)
Sefss 2HE3A (Cantta Service Yerd)
Sadss 2E0BA, (Civic Twntar Project]
Series 2887A (Recmatlanet Faciiies)
Sedes ZBEBA (Civie Cantar)
Seres 2B085-3 (Civic Conler Gareg )
Series 20088-2 (Chis Gavtor Garags)
Seres 20060 fHayas Mansion}
Serres 28080 (Taxable) Haeyas Manslan)
Berea 2800E-1 (Taxatble) {lce Cendre)
Series 20004E-2 (Taxable) (lee Centre)
Series 2008F (Taxable} fand Acquisition)
Eariss 28114 {Comenlisn Center)
Saries 20841F (CAnvention Center}
Revenue Bernds.

Senes 20014 (dth 8 5an Femanda Parking Fasility)

Epatial Assesemam Bands with Limited Davernmeantal Cammitman!:

Epscial Assessment Bends:

Series 240 (Helyer-Piercy)

Eares 24R (2882 Consslideled Rentnding)
Epecial Tox Bands:

CF 8 Ne. § {Cepilol Expresswey Aulo Malfy
CFD Na. 6 {Gres] Daks-Rane 85

CFD Ne. 8 BaileyHighway 181)

CFE No. 18 [Hasslar-Sllver Creeky

Seres 2817 {Cenventlan Cenler)

Talaf Gevemnmentat Activitiet - Bonds end Noles Payable

Bistnessdyps Astivitias:

MNamnan Y. Minels San José Imematienal Airpan:

fevenue Bands:
Heres 200148
Henes 208248
Serles 2004C {4MT)
Senes 20840
Seres 28a7A (AT
Senes 20878
Benss 201141 (AMT)
Series 281142
Series 38118

Waslewalar Treximen Syslem
Clean Water Finencing Authanty
Revenue Gamds:

Seres 28854
Sedes QU0

Hizle of Caklifarnla - Revslvng Fund Laan
Totdl Business-lype AcHyilies - Bonds and Lean Payabls
Grang Towl

80

155U
Purpase Ameunt
Carmmunhiy Faciutles 5 Ti.000
Cammuatty Facititiee 116,008
Cammunily Facilities 118,780
Communiy Fasitiles 46381
Cammunity Facitflias 145.488
Cammunily Facintlss 40,808
CaAmmunby Facitlles A3, 188
Cammunity Fatilities ©.858
Ectnanlg Davafopmem 25,8
Cammunby Facilitss 18,645
Camminlty Faclfies 8,855
Civig Center 292,425
Refunding 212825
Refurdding 57,448
Refunding 36,5558
Retunding B).318
Refund:ng 17,548
Refunding 17,648
Refunding 18,315
Ralunding 44,390
Rafunding 13,815
Ratunding 13,018
Relundmg 67 195
Camantion Canter Jaeg
Ratunding 186,150
Farking Faellity AH 675
Publie Forresbuciure 27 585
Conaclidated Refuntding 13,048
Publit nfrastructurs 4,188
Puble nfrashirctu e 12,281
Publis mirastiucture 13568
Puble Infrastructre 2,588
Publie. infrastactvre 187,425
Runway Censlruciion # 158455
Rafinding E3.698
Apa Facilities 75,738
Adpen Facilities .278
Al Facilitiss 545,755
Aifport Fasitities 178,261
Rerunding 158,405
Rafyngding 06,280
- Rafunding 371,920
Rafunding L4
Rafunding 21,428
Wastewatar Fgeilhles V3,585

HEBGZ08
T7riarzeaz
B7rtanans
HES2I2ERS
Ber2araens
BERIZEET
Aer2biieat
DBrSBRG

Azr10/2085

04134958
Rin bl
1141472802
O18haas
DA 006G
DGFAA0T
GB34i412008
B7Hniz00g
a7 M02008
QGI2612HG
Q672812008
B7 0312008
8032008
01142008
B41Z2B1 3
¥ 200t

0a10f2081

e eanT
BTz IR

114584887
t2r1grae81
P21112b03
871232883
i1 242811

aRT42881
$109/7883
OEf2472884
BERAIR004
291 U2007
08132087
RF0B20 T
QORI t
1214412084

1B/RSI2EES
81/2372888

DEIZAMGEF

Final

BEH2EDY
DEMt12032
0234
HHOZEDS
02836
1940172837
0aA01/2838
0840272838

BEMD1 2624

$irtGi2812
0EM1izaiz
Q62037
10/ 62823
oeigEg3n
BElibizain
0&iBireag
6/b128208
#6i0112938
HHARPHDF
SE/DL2al5
BEARFAIE
DE/RZIZBIS
DESRT/2004
BEDSIZEAZ
RAEE22

854094 2036

BE02I02D
BEN2R0E

1140172822
08401/2823
B9/01 2832
|5m12823
BHMAG42

HAARE3
T3a1e01e
BR226
30102828
BIDA204T

CHIEIT

H31 8
B8 §/+204
FHEITES

T1HEBE
117152028

BEME1Zai0

Range ar

5.00-0.525%
4.80-5B8%
4.80-5.88%
3.80-4.58%
4.88-5.00%
4_80-5_58%
4.80-5 88%
+.80-5.00%

Vadablp

B.a0%

4 BE-4 8756%
3.75-4. 265
3404 F0%
4.80-5 000
4.125-4.75%
Wariable
Vaniatke
Variable
Varable
Verinble
Variphla
Variable
Vanabla

A 00575
4.25-5.88%

4.925-525%

5.10-5.875%
3.88-4.38%

5.48-5.78%
& B0-6_88%
5 10-8.85%
4.28.5.25%
3.88-5.68%

B.bh%
53750

4.525-5.26%.

5.09%
5.00-6.80%
4.25-5.80%
2.8M6.25%
2.00-5.25%
1.80-6.75%

3.50-5_BB%
3.00-4 BTE%

Variaus

Principal
Paymania

5 237
347

3496
i.54.5.55
3.59-3.52

388
10111 -

n.Je

i 13222

8.256.28
8.37-8.41
8.21-3345
1.80-4 61
2801744
831222
8807188
B.36-8.845
2365945
.00-4.57
210-4.20
8.58-1 26
0535126
1,605-4.81
B,43.2.165
A.78-14.72

1612

1.87-2.08
8.52-1.87

& {7-8.38
B.4B-8.87
8.27-8.85
B 52-0.94

B.4-T.T1

58,28-518.06
246820
10g18.69
200-12.56
8.00.73 68
2.00-28.90
6.00-21.12
2.00-12,27
B0 2T 32

4.85.5.80
B.08-5.41

1.77-2.09

Balanss
June 38,

issue Dats Matunty  interest Rates (% mitiens} 2

5 47,309

469'573
20,803

763
05
298,775
15,585
47448
31,475
50,828
10918
165,585
18,815
41,288
11,478
11,868
65,580
34,985
128,820

35,105
E73 T00

L}

18,455
3,805

2588
F.E45

3 1495486

t A58
40,148
71,738
54,278

£45 765
179,260
145,370
4,875
264,885
1,428,385

7000
21,420
3

26, 746
3 1485451
5 2868037
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2. Debt Compliance

There are a number of limitations and restrictions contained in the various bond indentures. The
City believes it is in compliance with all significant limitations and restrictions.

3. Legal Debt Limit and Margin

The City's legal debt limit (as defined by Section 1216 of the City Charter) and debt margan as of
June 30, 2012, are approximately $18,665,770,000 and $18,205,100,000, respectively.

4. Arbitrage

The Tax Reform Act of 1986 instituted certain arbitrage resirictions with respect to the issuance of
tax-exempt bonds after August 31, 1988. Arbitrage reguiations deal with the investment of alf tax-
exempt bond proceeds at an interest yield -greater than the interest yield paid to bondholders.
Generally, all interest paid to bondholders can be retroactively rendered taxable if applicable rebate
liabilities are not reported and paid to the internal Revenue Service ("IRS") at least every five years.
Dusing the current year, the City performed calculations fo determine the rebate fiabiliies for the
City's tax-exempt hond issues listed above. However, as no bond issue with a positive rebate
fiahility was due for a fifth-year payment, the rebate amount calculated has been recorded as a
liability reporable to the IRS. The rebate liability amount is recorded as a fiability in the
Governmental Activities column of the government-wide statements in the amount of $48,000.

5. Special Assessment and Special Tax Bonds with Limited City Commitment

All obligations of the City under the Special Assessment and Special Tax Bonds are not considered
general obligations of the City, but are considered limited obiigations, payable solely from the
assessmenis/special taxes and from the cerain funds pledged therefore under the Paying Agent
Agreement or Fiscal Agent Agreement. Neither the faith and credif nor the taxing power of the City,
or any political subdivision thereof, is pledged to the payment of the bonds. The City is not
obiigated to advance available surplus funds from the City Treasury to cure any deficiency in the
Redemption Fund for these bonds; provided, however, the City is not prevented, in its sole
discretion, from so advancing funds.

As of June 30, 2012, the City has recorded approximately $52,885,000 of deferred revenue and
related special assessments receivables in the Special Assessment Districts Fund. These balances
consist primarily of property tax assessments and/or special taxes to be collected in the future by
the County of Santa Clara for future debt service of the special assessment districts and the
commupity facifities districts.

The City issued Special Hotel Tax Revenue Bonds, Series 2011 (Convention Center Expansion
and Renpvation Project), which are secured by a first lien on the Convention Center Facilities
District No. 2008-1 special tax revenues and any of the Available Transient Occupancy Tax
(Available TOT) as defined in the bond documents that is appropriated by Cily Council as part of
the City's annual budge! process {o pay debt service. The Base Special Tax and Additional Speciai
Tax {as defined in the bond documents) are praperty-based taxes levied on hotel properties within
the Convention Center Financing District and remitted to the City or a monthly or quarterly basis in
the same manner as the City's Transient Doccupancy Tax. The estimated deferred revenue of
$52,885,000 as of June 30, 2012 noted above does not include special taxes associated with the
2011 bonds because these special taxes are calculated based on occupancy and a percentage of
room rent and therefore the amount is undeterminable. Please refer to Note HLLF.8. for further
discussions on the 2011 bonds,
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8. Conduit Debt

The City has issued multi-family housing revenue bonds to provide funds for secured loans to
builders of multi-family housing projects. The purpose of the program is to provide needed rental
housing for low to moederate-income househoids. To comply with IRS requirements in order to meet
the tax-exempt status, the owner is required to set aside a certain percentage of all units built for
low to moderate-income househoids. The honds are payable solely from payments made on the
refated secured loans. These tax-exempt housing bonds have maturity dates that are due at
various dates through January 1, 2047. As of June 30, 2012, the outstanding conduit multi-family
housing revenue bonds issued by the City aggregated to approximately $534,401,000.

In the opinion of the City’s officials, these bonds are not payable from any revenues or assets of the
City. Neither the faith and credit nor the taxing power of the City, the State, or any political
subdivision thereof are pledged for the payment of the principal or interest on the bonds.

7. City of 8an José Financing Authority Variable-Rate Demand Lease Revenue Bonds

included in iong-term debt is $232,270,000 of variable-rate demand bonds issued by the Financing
Authority. The Financing Authority issued these bonds o provide variable-rate exposure to the debt
portfolio and to provide additional flexibiiity with respect o restructuring or redeeming the debt
issued for certain projects. The Financing Authority has entered info credit facilities that support the
variable-rate demand honds. Under the reimbursement agreements related to these credit facilities,
the trustee is authorized to draw an amount sufficient to pay the purchase price of bonds that have
been tendered and have not otherwise been remarketed. The scheduled redemption of these
bonds is incorporated in the Annual Requirements to Maturity schedules (see Note ilLF.9.}.

The credit facilities that support the Financing Authority's variable-rate bonds as of June 30, 2012
are as follows (doilars in thousands):

Balance
June 30, Credit Facilily Description
) 2012 Provider Expiralion Dale
City of San Jose Financing Authaority:
tease Revenue Bonds:
Series 20084 {Civic Center) : $ 56,920 Union Bank 10/21/2013
Series 2008B {Civic Cemer Garage) 33,8158 Bank of America, N.A /uUnion Bank 10/21/2013
Series 2008C (Hayes Mansion) . 10,915 UW.5. Bank 1042112013
Series 20080 (Taxabie) (Hayes Mansion) 41,300 U.S. Bank . 10/21/20%3
Series 2008E (Taxabte) (lce Centre) 23,730  Bank of America, N.A /LS, Bank 10/24/2013
Series 2008F {Taxable) (Land Acquisition) 65,600 Bank of America, N.A. 05/02/2014

Totat vanaile rate lease revenue bonds 3 232,270

The Financing Authority’s variable-rate demand lease revenue bonds are payable upon demand of
the vondholder at a purchase price equal to principal plus accrued interest. The Financing
Authority's remarketing agents are required to use their best efforis to remarket the bonds and, to
the extent that bonds are not remarketed, the Financing Authority’s trustees are authorized to draw
on the credit facilities in the amounts required to pay the purchase price of bonds tendered.

The Financing Authority’s repayment of unreimbursed draws made on the credit facilities bear
interest at varying rates with the principal amortization amounts and periods ranging from 3 o 5
years. The interest rate and principal amortization schedule of an unreimbursed draw are
determined by the take-out provisions of the applicable reimbursement agreement, which wifl
remain in effect until all principal of an unreimbursed draw is amortized. For example, if a draw
occurs on June 30, 2012, then the take-out provision will remain in effect until June 30, 2015 or
June 30, 2017, depending on the agreement. If the unreimbursed draws represent a significant
portion of the outstanding debt the principal will generally be amortized over multiple years
because, under State iaw, lease payments may not exceed the fair rental value for the leased
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property. Per the terms of the reimbursement agreements, the providers of the credit facilities have
the right to require an appraisal of the applicable leased property to increase the amount of the rent
payable.

The Financing Authority is required to pay the credit facility providers an annual commitment fee
ranging from 1.10% to 1.25% for each credit facility based on the terms of the appiicable
reimbursement agreement and the outstanding principal amount of the bonds supported by the
credit facility. As of June 30, 2012, the lefters of credit supporting Series 2008 ABCDE had an
expiration date of October 21, 2013 and the Series 2008F had an expiration date of May 2, 2014.
There are no unreimbursed draws made on the credit facilities supporting Series 2008 ABCDEF
bonds at June 30, 2012.

8. Summary of Changes in Long-term Obligations _
Governmental Activities - The changes in long-term obligations for the year ended June 30, 2012

are as foilows (dollars in thousands);

Additione:
Ohiigations, Lurent
intergat Maturitiaa,
A ! 't Amounta
July 1, and Nat and Ket June 18, Due Within
. 2ald i Dy 212 One Year
Goucrmmcntel Activitica:
Leng-term dabi payable:
General Qbligation bands 5 450,320 § - & (1965a) § 460670 5 15,645
HUD Scction 108 loan 21,8¥F {1.0%4) 201883 3,125
Snn Jose Financing Authorily
L easc revenuc bonds Bganze - 19,166} EAL.06% 18,37
Acerated Interast on capial apgrectatian bonds 1,085 45 40y 16 518
Loass ravenua bonds with aimbursaiment agreament* - 129,820 - 128,028 9,550
Revemia bande with pleride agreement” 35,185 35305 1.670
Bpecim Assessment bandls with imited
geusmmental commitment 63,904 1, 594) 188,310 3878
Redtvelapma Agmney
Merged Aren lax eilocatian bonds 1,711,000 - {1.711,000%
Heusing Set-Asite tax sllocatien bends 336 480 (338,440 -
Merged Araa rcusnise honds BE.B70 195 B7B)
Pledge and 1eimblrsement Agrcemants 174,515 [174,515) -
HUQO Section 108 netas payable 31,428 (31,420
Celifenia Siarewida Cemmunities Dauslapment
Authaority - ERAF loan 17,338 {17,330}
Talal isng-temm debt payatie 3,784 984 64,170 (2,403,523 1,455 486 46,148
Less deferad smeurits:
Fet rafunding galn {loss) [42,5548) 43,896 1.338 1}
Fet {ssltnnce pramims BB637 {43,462} 7175 308
Fer issuance discounts 16, FE6] 1.638 {5,128} [315)
Tatsl deferred gmounis 3,313 2072 1,385 52
Tatat kang-1ermt debt payable antl
deferred amovnts 3,706,222 164,176 12401521 1.468 871 46,209
Othes Lang-reim obigatisns:
Hayes Mansiegn constniclien baan 1,200 . .20}
Arbitrage labitity 336 - {262} 4B -
Accrued vacation, sick leaus ent companselony time 66,501 35,73 {44 684) 57,656 23,008
Acerued landhit postelasire costs 7965 - {485} T.440 465
Eslimeled fiability fac seffinsurance 142,418 16,424 {21,133) 137,720 -
Net eihar p banehts {OPE 8) el 224110 68,134 - 202244
Palivtien remediotien shilgaimn 1,585 - 912) 1,083
Pags theglegh gbigation 1e Ceunly 23,562 - (235621 - -
Totat sther leng-lem sbhigatians 457,562 120257 (00 408) 447,391 23 465
G t astivi tang- hiigati & 4573724 & 264,467 & (2.481.029) & 1,066262 § 08,660

* Debt previewsly repaned by Ihe fprmer Agency was re-established as San dgse Financing Aulbonty debl with associated ieng-ferm

agmements, recaivabie em the SARA (see page B4 for discussion).
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As discussed in Note i F.16-Extraordinary items, the former Agency transferred its iong-term debt
and other obligations to SARA. Piease refer to Note IV.C.3 for a summary of the bonds issued by
the former Agency and detalled discussion on these bonds.

General Obligation Bonds are issued pursuant to a two-thirds majority voter authorization. in
2000 and 2002, San José voters approved three ballot measures (Measures O and P in 2000 and
Measure O in 2002) that authorized the total issuance of $588,820,000 of genera!l obligation (“GO")
bonds for library, parks and public safety projects. GO bonds are secured by a pledge of the City to
levy ad valorem property taxes without limitation of rate or amount. The ad valorem property tax
levy is calculated for each fiscal year to generate sufficient revenue to pay 100% of annual debt
setvice net of other available funding sources. As of June 30, 2011, the City of San José had
issued $588,590,000 of GO bonds with proceeds spiit for three purposes: library projects
($205,885,000), parks and recreation projects ($228,030,000), and public safety projects
{$155,675,000). Total principal and interest remaining on the bonds as of June 30, 2012 is
approximately $723,713,000, with the final payment due on September 1, 2039.

The City did not issue any GO bonds in fiscal year 2012; however, it plans to issue the final series
of GO bonds in fiscal year 2013. A total of $9,230,000 of the authorization remains un-issved for
the library and public safety programs. The proceeds of those bonds would be used to fund a
portion of the fibrary and public safety projects approved by voters in November 2000 and March
2002. The timing, size, and purpose of the bond issue will depend upon the expenditure and
encumbrance needs of the various projects to be financed.

Lease Revenue/Revenue Bonds are issued primarily to finance various capital improvements to
be leased to the City and are secured by lease rental revenue from "lessee” depariments in the
General Fund, Nonmajor Governmental Funds, and SARA. The lease rental revenue for each fiscal
year is generally equal to 100% of annua! debt service net of other available funding sources. Total
principal, interest, and accreted value remaining on these bonds as of June 30, 2012 is
approximately $1,249,922,000, with the final payment due on May 1, 2042,

The amount remaining on these bonds includes payments for the 2001A and 2001F bonds, which
are payabile through a pledge agreement (2001A) and a reimbursement agreement (2001F) by the
former Agency, which were assumed by the SARA. Prior o the disgolution of the former Agency,
the City eliminated the interfund balances between the Agency and the Financing Authority for
financial reporting pumoses pursuant to GASB Statement No. 14, Upon the Agency's dissoiution,
the City re-established the receivable balance from SARA and the related bonds payable, which
totaled $162,455,000 and $164,125,000, respectively, at June 30, 2012, A description of these
bonds is as follows;

» Revenue Bonds with Pledge Agreement. In March 2001, the Financing Authority issued
Revenue Bonds, Series 2001A in the amount of $48,675,000 fo finance the construction of the
4" Street and San Fernando Parking Faciity Project. The former Agency entered into an
Agency Pledge Agreement with the Financing Authority, which was assumed by the SARA,
whereby the payments are payable from and secured by surplus “Agency Revenues”. Under
the terms of the Agency Pledge Agreement, SARA's payments are limited in each vear to an
amount equal to the annual debt service due on the bonds minus surpius revenues generated
by the parking facility. Surplus Agency Revenues consist of {i) estimated tax increment
revenues, which are pledged to the payment of the former Agency’s cutstanding tax aliocation
bonds and deemed to be “Surplus” in the current fiscal year in accordance with the resolution
or indenture pursuant to which the outstanding tax aliocation bonds were issued; plus (i) all
legally available revenues of SARA.

» SARA makes payments on the Financing Authority Series 2001A bonds pursuant to Exhibit A
of the Agency Pledge Agreement by and between the former Agency and the Financing
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Authority. However, the City records debt payments pursuant to the annual debt service
schedule, which resuits in a timing difference in the amount of $1,670,000 balances
outstanding as of June 30, 2012. At June 30, 2012, the Financing Authority's bonds payable is
$35,105,000, whereas the corresponding receivable from SARA is $33,435,000,

+ Lease Revenue Bonds with Reimbursement Agreement. In connection.with the issuance of
the 2001F Convention Center Refunding Bonds, the former Agency. and the City entered into
the Second Amended and Restated Reimbursement Agreement, which was assumed by the
SARA, under which the SARA is obiigated to use redeveiopment properfy tax or other revenues
to reimburse the City for lease payments made to the Financing Authority for the project. The
Series 2001F bonds (fax exempt) mature in 2022 and have an outstanding balance of
$129,020,000 as of June 30, 2012.

Special Assessment and Special Tax Bonds are issued by the City to finance public
improvements in special assessment or tax districts established by the City and are secured by
assessments of special taxes levied on properties focated within the special districts. The
assessments and special taxes, as appiicable, are calcuiated for each fiscal year to generate
sufficient revenue to pay 100% of annual debt service net of other availabie funding sources. Total
principal and interest remaining on the bonds as of June 30, 2012 is approximately $319,882,000,
with the final payment due on May 1, 2042,

Special Hotel Tax Revenue Bonds, Series 2011 was issued by the City on April 12, 2011 to finance
the costs of the Convention Center Expansion and Renovation Project (the "Project”). The Special
Hotel Tax Bonds are secured by a first lien on the Convention Center Facilities District No. 2008-1
special tax revenues and any Available Transient Occupancy Tax {(Available TOT) appropriated by
City Council as part of the Cify’s annual budget process to pay debt service, The Base Special Tax
and Additionat Special Tax (as defined in the bond documents) are property-based taxes levied on
hotel properties within the Convention Center Financing District and remitted to the City on a
menthiy or quarterly basis in the same manner as the Cily’s Transient Occupancy Tax. in summary,
the 2011 Bonds are generally payable from three sources of funds: (i) revenues generated by the
levy of the Base Special Tax; (if) Revenues generated by the ievy of the Additional Special Tax;
and (ill) Avajlabie Transient Occupancy Tax to the extent appropriated by the City Council for this
purpese. A full description of the sources of repayment can be found in the Official Statement of
the 2011 Bonds.

Other Long-Term Obligation payments are primarily made from general revenues recorded in the
General Fund.
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Business-Type Activities - The changes in Eong-térm cbligations for the year ended June 30,"
2012 are as follows {dollars in thousands):

Current
Additicnal  Maturities,
Obligatiens Retiremants, Amoiunts
Judy 1, and Net and Net June 30, Due Whthin
2011 inereases Decreases 2012 One Year
Business-Type Activities:
Nerman Y. Mingia San Jose intemational Aipert:
Revenite bands % 1025870 § 508 605 §{114,080) $ 1,420,385 § 13180
Defered ameunis:
Fer refunding {1.585) {2,205} 694 {3.096) {510
For issuance premiums 4,727 2,504 1592 6,729 B3z
For issuance discounis {5,708) {6,798) 933 (11,573) {16}
Clean Water Financing Authority:
Revenue bends 53,255 - (4,945) 43,310 5,125
Deferred ameunts:
For refunding {1,378) - 297 {1,081) {247)
For issuance premiums 1,768 . (236) 1,532 236
State of Canlurnia - Revalving Fund Lean 30,651 - {3.905) 28,748 3,977
Accrued vecation, sick leave and compensatory time 6,380 2,692 {3.918) 5,154 4,000
Estimatad lability fer self-insurance 6,609 - {1,813} 4.99¢ 1,986
Met othar postempleyment benefits {OPEB) ebiigatien 18,505 8,476 - 278981 -
Polutien remediation ebligatien 714 108 {108) T4 714
Business-type long-term ebiigations $ 1.140 808 $ 583472 $127.473) 5 1525807 § 29087

Airport Revenue Bonds are issued primarily to finance the construction of capital improvements at
the Norman Y. Mineta San José international Airport. Pursuant to the Airport's Master Trust
Agreement, the City has irrevocably pledged the general airport revenues and certain other funds
held or made available under the Alrporfs Master Trust Agreement, first to the payment of
maintenance and operation costs of the Afrport, and second to the payment of principal and
premium, if any, and interest on the bonds. General airport revenues generally include all revenues,
income, receipts and menies derived by the City from the operation of the Airport with the exception
of cerfain expressly excluded revenues. The net revenues available to pay debt service in the
current fiscal year fotaled approximately $120,566,000, which is composed of $61,649,000 of net
genersal airport revenues and $58,917,000 of other available funds. Bond debt service payable from
general airport revenues in the current fiscal year totaled approximately $59,389,000, which is net
of $21,336,000 of bond debt service paid from the accumutated passenger facility charges ("PFC™).
The City has covenanted in the Master Trust Agreement that net revenues available to pay debt
service for each fiscal year will be at least 125% of annual debt service for such fiscal year. Under
the Master Trust Agreement, "debt service” means for any specified period the sum of (a) the
interest falling due on any then outstanding current interest bonds, assuming that all principal
instaliments are paid when due, but excluding any interest funded from the proceeds of any series
of bonds and applied toward payment of interest on such bonds, and (b} the principal instaliments
payable on any then outstanding bonds. Under the Master Trust Agreement, annual debt service
excludes Avallable PFC Revenues, as defined in the Master Trust Agreement, for such fiscal year.
Total principal and interest remaining on the bonds as of June 30, 2012 is approximately $2.9
hillion, with the final payment due on Mareh 1, 2047.

Ambac Indemnity Corporation {Ambac), a subsidiary of Ambac Financial, has issued a reserve fund
surety bond of $4,250,000 that expires on March 1, 2018 and is on deposit in the Generat Account
of the Bond Reserve Fund, securing the Series 19984, 2001A, 2002A, and 2002B Airport Revenue
Bonds. The reserve reguirement in the General Account is also satisfied, in part, by a $6,600.000
surety bond from National Public Finance Guaranty Corporation ("NPFG"), as successor to the
MBIA Insurance Corporation, The ratings of Ambac and NPFG were reduced or withdrawn
subsequent to the deposit of the respective surety bonds to the General Account. The Master Trust
Agreement does not require that the rating of any surety bond held in the General Account be
maintained after the date of deposit.
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The Ambac surety bond expires on March 1, 2018 and the NPFG surety bond expires on March 1,
2016. According to the Master Trust Agreement for the Airport Revenue Bonds, in the event that
such surety bonds for any reason terminates or expires. and the remaining amount on deposit in
the General Account is less than the Required Reserve (as defined in the Master Trust Agreement),
the Airport is to address such shorifall by delivering to the trustee a surety bond or a letter of credit
meeting the criteria of a Qualified Reserve Facility under the Master Trust Agreement, or depositing
cash to the General Account in up to twelve equal monthly instaliments. See note below regarding
Ambac’s filing for bankruptey protection.

San José-Santa Clara Clean Water Financing Authority Sewer Revenue Bonds are issued
primarily to finance the construction of capital improvements at the Plant and the City has pledged
its net systems revenues as security for its obligations under the improvement agreement to make
base payments and additional payments with respect to the outside revenue honds. The net
system revenues available to pay debt service in the current fiscal year totaled approximately
$48 537,000. Bond deht service payable from net system revenues in the current fiscal year totaled
approximately $11,419,000. The City has covenanted in the Improvement Agreement that net
system revenues will be at least 115% of its allocable percentage of annual debt service. The City's
allocable percentage of annual debt service is currenily 100%. Total principat and interest
remaining on the bonds as of June 30, 2012 is approximately $57,004, 000, with the final payment
due on Novernber 15, 2020.
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8. Annual Reqguirements to Maturity

The annuai requirements to amortize aft bonds and notes outstanding as of June 30, 2012 are as
follows (doliars in thousands):

Gevernmenlal Aclivilies

City of San Jnsc Generaf Spedial Assessment Sonds
Ohbligation Bonds and HUD Cily of San Jese Financing Suthorily with Limited Gevammeantal
Lean |11 Bonds [1,2.3,4] [ il t
Fiscat ¥ ear Ending fcoreled
Jung 30, Pringips} Interest Piincips! interacl Interast Principsl ilerasl
2013 5 20778 5§ 252 3 21194 § 518 5 20851 5 35878 5 5405
2814 28,826 28,627 22,585 FE 28,685 4,215 8227
2815 28,887 19,744 24,248 - 27.785 5,630 4,826
2018 28,968 18,881 26,278 - 26,537 5515 8,751
2817 21.035 17,844 28695 . 25982 5.048 8488
2818 - 2022 106,541 6,158 172010 - 192504 29579 7578
2023 - 2027 104,556 52,586 183,780 - 82238 24,298 25,849
2028 - 2832 £8,255 28,626 124,674 - 50,253 22,285 23.152
2833 - 2027 61465 T827 173,758 - 28626 25,858 16,168
2038 - 2042 5,108 243 F4.070 - 3,367 24,128 £932
Totst § 481473 5 76Al85 _§ B23003  § 519 5 475278 § 60310 _§ 15657e
Business-Type Activities
Abrport Waatewater Traalment
Revenus Bands [4] F Bonds and Leans
Fiscal Yesr Ending

Juna 30, Principat Inlersst Pringpal imereat
2813 $ 12480 3 Teeab ] 41142 5 2318
2014 21,720 76,268 8,368 2,048
2815 23,180 5,250 §,643 1,726
2818 24,550 4,128 9862 1414
2047 25,560 72596 10,130 1,122
2818 - 2022 139,565 344,706 26,820 1506
2023 - 2027 185,250 304,785 - -
2828 - 2032 269,435 247 266
2033 - 2037 547 438 143,998
2838 - 2842 128,138 35472
2043 - 2047 42825 8,027 - -
Thta 51420395 § 1458,765 5 7a0b6 S 10536

[} Prejected intares! payments for the variable rate senes of bonds are bEsed on the felfawing rates in effect en Junse 30,2092

Financing Autharily Lease Revenue Bonds: Serias 2008A (D.12%), Series 20088-1 (0.22%), Series 20086-2 (0.13%), Series 20080
{D.14%), Series 20080 (D.18%), Series 2008E-1 {0.20%), Series 2808E-2 (8.18%), Series 2000F {(.20%). Cily ef San Jasé HUD
Section 108 Netes {0.66685%), Each series may be set at different interest rate calcubstion modes, inchuding daily, weekiy manthly, end
tang rates "

{8 Amsunt shown is sccreted ualue peyable in sach period. As of June 30, 2092, $510.000 of value had accreted en the sutstanding
capial appreciation bonds, which cambined with the 5650 068,000 principal smount of outsending lease revenue bonds totals
9869 575,000 of cutstanding lease revenue debt.

3 Projected debl service payments for the City of San Jos® Financing Authority Seres 20014 Revenue Bonds and Series 2004F Lease
Ravenue Bonds ere inctuded in the City of Sen José Financing Autharily Bongs category.

{4] Does aot include notinnal amardization of outstanding commercisd paper nates

For governmental and business-type aclivities, the specific year for payment of estimated liabiiities
for the Hayes Mansion construction loan, arbitrage liability, accrued vacation, sick leave and
compensatory time, accrued landfill post-closure costs, estimated liabiiity for self-insurance, the net
OPEBS obifigation and the pollution remediation obligation are not practicable to determine.

16. Impact of the Ambac Financial Group Inc. Bankruptcy Fifing

On November 9, 2010, Ambac Financial Group Inc. (Ambac Financial) filed for bankruptey
protection under Chapter 11 of the Bankruptcy Code in the United States Bankruptcy Court for the
Southern District of New York. Ambac Financial is a holding company whose affiliates provide
financial guarantees and financiai services to its customers.

Ambac Assurance Corporation {Ambac Assurance), a subsidiary of Ambac Finangial, has issued a
reserve fund surety bond that is on deposit in the General Account of the Bond Reserve Fund,
securing the Series 2001A and 2002A Airport Revenue Bonds and the Series 2011A-1 and the
Series 2011A-2 Airport Revenue Bonds. According te the Master Trust Agreement for these bonds,
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in the event that such surety bond for any reason terminates or expires, and the remaining amount
on deposit in the General Account is less than the Required Reserve (as defined in the Master
Trust Agreement), the Airport is to address such shortfalt by delivering to the trustee a surety bond
or a letter of credit meeting the criteria of a Qualified Reserve Facility under the Master Trust
Agreement, or depositing cash to the General Account in up to tweive equal monthly instaliments.

Ambac Assurance has also issued a reserve fund surely bond that is on deposit in the reserve fund
established for the City of San José Financing Authority Revenue Bonds, Series 2001A (4™ and
San Fernando Parking Facllity} (the “CSJFA Series 2001A Bonds™). According to the Indenture of
Trust for the CSJFA Series 2001A Bonds, prior to the expiration of the surety bond, the Financing
Authority s to (1) replace the surety bond with a new Qualified Reserve Account Credit Instrument
(as defined in the Indenture of Trust) or (2) deposit or cause to be deposited with the trusiee an
amount of moneys equal to the Reserve Requirement (as defined in the indenture of Trust), fo be
derived from Revenues {as defined in the Indenture of Trust). in the event that the Financing
Authority fails to do either of the above, then the trustee is to draw on the surety bond before such
expiration to provide moneys to fund the reserve in the amount of the Reserve Requirement.

ft is still uncertain at this time whether the Ambac Financial bankruptcy will cause the reserve fund
surety bonds to lapse or expire as no event has occurred during the fiscal year. If such an event
does occur, it is uncertain whether and when the Airport or the Financing Authority would be
required fo take one of the actions described above in order to maintain compliance with the
respective bond indenture. :

11. New Debt Issuances and Short-Term Debt Activities
City of Ban Jos¢ Financing Authority Lease Revenue Commercial Paper Notes Payable

The City's Commercial Paper (“CP"} Program utilizes a lease revenue financing structure. Under
this program, the Financing Authority is able to igssue commercial paper notes (“CP Notes”) at
prevaifing interest rates for periods of maturity not to exceed 270 days. The CP Notes are secured
by a pledge of lease revenues from various City assets and additionally secured by a direct-pay
letter of credit ("LOC”) provided by State Street Bank and Trust Company ("State Streef’) and the
California State Teachers’ Retirement System ("CalSTRS”) (fogether, the “Banks®). The current
Letter of Credit Agreement between the Financing Authority and the Banks expires on January 27,
2013. Per the terms of the Letter of Credit Agreement. the Banks are severally but not jointly
responsible for payments on the draws made on the LOC. The respective obligations of the Banks
are: State Street Bank at 75% and the CalSTRS at 25%. State Street serves as the agent for the
Banks. '

The current Letter of Cradit and Reimbursement Agreement specifies an annual commitment fee
equal to 1.25% per annum of the daily average Stated Amount and Unuiilized Commitment of the
Letter of Credit in effect from time to time for the period from January 27, 2010 to and including the
Letter of Credit Expiration Date; provided, however, that in the event that the fong-term unsecured
general obfigation debt ratings of the City are downgraded by two or more rating agencies, the
annual commitment fee shall increase by 15 hasis points (0.15%) per annum for each rating
category (including each "+" or *-* or numerical designation) below the "Aa1" category by Moody's
or the "AA+" category by Fitch or S&P through the "A2" category by Moody’s or the *A” category by
Fitch or S&P and by 20 basis points (0.20%) per anrum for every rating category (including each
“+” or " or numerical designation} below the “A2” category by Moody’s or the “A” category by Fitch
or 8&P (and if such ratings are withdrawn or suspended, for purposes of this provision, such ratings -
shalf be deemed to be downgraded beiow the "Baa2” category by Moody's or the "BBB” category
by Fitch or S&P).

interest on any Principal Advances (draws under the Letter of Credit that are not reimbursed by the
City on the same day) are calculated at various increasing interest rates _depending on the number
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of days the Principal Advance remains outstanding ranging from the rate of {i} the Alternative Base
plus 0.75% per annum for the period from the date of the Principal Advance to and including the
date thirly days thereafler to (i} the Alternative Base Rate plus 2.25% per annum for the period
from the date ninety-one days after the Principal Advance and thereafter.

Interest on any Default Advances (draws that are not reimbursed by the City following the Letter of
Credit Expiration Date or if an Event of Default has occurred as defined under the Letter of Credit
and Reimbursement Agreement) are payable at the Default Rate from the date of such Default
Advance until payment in full, payable in arrears, upon demand, and the unpaid amount of each
Default Advance is due immediately upon demand by the Banks, but if no demand is made, then on
each Quarterly Date in an amount equal to the then fair rental value with respect to the
Components subject o the Sublease for such quarterly period; provided, however, that the unpaid
- amount of each Default Advance shall be paid by the Financing Authorsity in each year only to the
extent of the then fair rental value with respect to the Components subject o the Sublease for such
Base Rental Period. The Defauit Rate means, on any paticular date, a rate of interest per annum
equal fo the Alternative Base Rate in effect on such date, plus 3.25% per annum. The Alternative
Base Rate means, for any day, the higher of {i} the Reference Rate {prime rate), in effect on such
date plus 3%, (i} the Fed Funds Rate, plus 3%, or {iii) the LIBDR Index Rate plus 3%; provided,
that at no time shall the Aliernative Base Rate be less than the Floor Rate (7% per annum} nor
higher than the Maximum Rate (10% per annum).

The Financing Authority issues the CP Notes under State law pursuant to an Amended and
Restated Trust Agreement between the Financing Authority and Wells Fargo Bank, National
Association (as amended and supplemented, the "Trust Agreement”} and an Amended and
Restated Issuing and Paying Agent Agreement between the Financing Authority and Weils Fargo
Banrk, National Association. Barclays Capital Inc. currently serves as the dealer for the CP Notes
pursuant to an Amended and Restated Commercial Paper Dealer Agreement. The City has leased
to the Financing Authority various City-owned facilities pursuant to a Site Lease, as amended {the
“Site Lease”). The Financing Authority subleased these same facilities back to the City pursuant fo
a Sublease, as amended (the “Sublease”) in exchange for the rental payments, which support
repayment of the CP Notes. The facilities subject to the Site and Sublease (pursuant to the Third
Amendments to the Site Lease and to the Sublease, both dated March 1, 2011, which substituted
leased assels) are: the Tech Museum, the Animal Carte Center, Fire Station No. 1, and the South
San Jose Police Substation.

As of June 30, 2012, $26,255,000 of tax-exempt commercial paper notes was outstanding at an
interest rate of 0.20% and $19,093,000 of taxable commercial paper notes was outstanding at an
interest rate of 0.50%. The changes in commercial paper notes during the fiscal year ended
Jurie 30, 2012 are as follows {dollars in thousands):

July 1, 2011 Additions Detelions June 30, 2012
$46,645 $136 $1,433 $45,348

This program was initially established on January 13, 2004, whereby the Cily Councit and the
Financing Authority each adopled a resolution authorizing the issuance of the Financing Autharity
tax-exempt lease revenue commercial paper notes in an amount not to exceed $98.000,000. This
commercial paper program was initially established as a mechanism for financing public
improvements of the City including the offsite parking garage for the new Civic Center and rion-
canstruction costs for technology, furniture, and equipmert and relocation services for the new
Civic Centet.

On June 21, 2005, the City Council and the Financing Authority each adopted a resolution
authorizing the issuance of taxable lease revenue commercial paper notes, under the same
$98,000,000 not to exceed limitation as the tax-exempt notes. This subsequent autharization
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permits the Financing Authority to issue taxable commercial paper notes to pay for expenses
otherwise authorized under the commercial paper program, but ineligible to be paid from tax-
exempt commercial paper proceeds. The City Council and the Financing Authority approved an
expansion of the capacity of the lease revenue commercial paper program from $98,000,000 to
$11€,000,000 on November 15, 2005. .

2011 Tax and Revenue Anticipation Note

On July 1, 2011, the City issued a short-term note for cash flow borrowing purposes to facilitate the
prefunding of the employer retirement contributions. The Initiai Note Portion of $100,000.000 was
purchased by JPMorgan Chase Bank, N.A. on the closing date of the financing, July 1, 2011. At
the Cily’s discretion, additional borrowings were permitted to occur under the terms of the 2011
Note and the Note Purchase Agreement; specifically, at any time up to the Commitment
Termination Date of June 30, 2012 and up to the Unutilized Commitment amount of $25 000,000,
Security for repayment of the 2011 Note is a pledge of the City's 2012 secured property tax
revenues (excluding property taxes levied for general obligation bonds) and sales fax revenues
received during fiscal year 2012 plus all other legally available General Fund revenues of the City, if
required. The City repaid the $100,000,000 2011 Note on February 2, 2012,

Business-Type Activities

Airport Commercial Paper Notes Payable

The Airport Commercia! Paper Notes program was established in November 1999, pursuant to City
Council Resolution 69200, to provide interim financing for Airpert capital needs in anticipation of
issuance of Airport revenue bonds that would replace the short-term notes with perrhanent iong-
term financing. Alrport commercial paper notes are debt obligations backed by Net General Airport
Revenues and are subordinate to Airport senior lien debt, also backed by these revenues.

Under the Airport's Commercial Paper Notes program, the Alrport is able to issue cormmerciad
paper noles at prevailing interest rates for pedods of maturity nol to exceed 270 days. The
Commercial Paper Notes program is also secured by Letters of Credit ("LOC") summarized below
with each provider securing designated series of outstanding commercial paper notes (dollars in
thousands):

Credit Facility Description

Provider LOC Capacity' Expiration Date
Bank of America, N.A. $ 50,000 01142013
JPMorgan Chase Bank, N.A. 50,000 0111/2013
Wells Fargo, N.A. 75,000 0141372014
Total 3 175,000

1. Reffects principal component of the LOC commitment.

The terms of each bank's credit facifity are specified in the respective LOC and Reimbursement
Agreement (the "Reimbursement Agreement”). In general, the bank agrees to advance funds to
the Issuing and Paying Agent in an amount sufficient to pay the principal and interest due on
maturing commercial paper notes in an amount not to exceed the stated amount of the related
LOC. in the event that the commercial paper dealer is unable to find investors 1o purchase
commercial paper notes to repay the advance from the bank, the City must pay interest to the bank
based on a formula specified in the Reimbursement Agreement. Additionally, each bank has a
separate Fee Letter fo specify the commitment fee payable by the City and the other fees and
charges imposed by the bank related to the issuance of its LOC. The initial facifity rates were
established based on the underlying credit rating on the Airport's bonds. As of June 30, 2012, the
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facility fee rates are 1.65% for BANA, 1.60% for JPMorgan, and 1.40% for Wells Fargo Bank.
These facility fee rates can increase at any time when a rating is withdrawn, suspended or
ctherwise unavailable and upon occurrence of an event of default or rating downgrade. tn July
2012, Fitch Ratings downgraded #ts rating with respect to the outstanding Airport Revenue Bonds
from "A-" with negative outlook to "BBB+" with stable outlook. As a result, the facility rate charged
by Wells Farge Bank increased to 1.65% effective July 20, 2012,

The putstanding balance for the Airport commercial paper notes as of June 30, 2012 is summarized
in the table below (doifars in thousands}:

Outstanding as of

LOC Provider Jime 34, 2012 interesi Rate
JPMorgan Chase Bank, M.A. 3 21,317 0.47%
Wells Fargo, N AL 26,620 0.19%
Total 5 47,937

The change in Airport commercial paper notes payable during fiscal year 2042 is as follows {dollars
in thousands):

June 30, 2011 Additions Deletions - June 30, 2012
$410,079 30 $362,142 $47.937

2011 Airport Revenue Bonds

in July 2611, the City issued Airport Revenue Bonds Series 2011A-1 and Series 2011A-2 in the
amounts of $150,405,000 and $86,380,000, respectively. The Series 2011 A-1 Bonds were issued
to (i) refund certain variable rate subordinated commercial paper notes originally issued to refund
the Airport Revenue Bond Series 2004A and Series 2004B, (i) to refund alfl of the ouistanding
Airport Revenue Refunding Bonds, Series 1998A, (iii) to make a cash deposit to the General
Account of the Bond Reserve Fund, and (Iv) to pay a portion of the costs of issuing Series 2011A
Bonds. The bonds were issued with interest rates ranging from 2.00% to 6.25% and wil mature in
March 2034,

A portion of the Seres 2011A-1 proceeds and the remaining balances in the 1998A principal and
interest accounts fetaling approximately $8,700,000 were used to pay the redemption price of the
refunded Series 1998A Bonds. The refunding achieved approximately $363,000 in aggregate debt
service savings or $303,000 on a present value basis.

The Series 2011A-2 Bonds were issued to refund $85,625,000 aggregate principal amount of the
outstanding Series 2001A, and to pay a portion of the costs of issuing the Series 2011A Bonds.
The bonds were issued with interest rates ranging from 2.00% to 5.25% and will mature in March
2034. The refunding achieved approximately $7,861,000 in aggregate debt service savings or
$5,425,000 on a present value basis.

in December 2011, the City issued Alrport Revenue Bonds Series 20118 in the amount of
$271,820,000. The Series 2011B Bonds were issued to {i) refund certain subordinated commercial
paper netes that were orginally issued to finance andfor refinance the costs of designing and
constructing certain improvements to the Airport, (i) pay a portion of interest to accrue on the
Series 20118 Bends through March 1, 2014, (iii) make a cash deposit 1o the 2011B account of the
bond reserve fund, and (iv) fund an increase of the rolling coverage amount, and pay the costs of
issuing the 20118 Bends. The bonds were issued with interest rates ranging from 1.00% to 6.75%
and have a final maturity date of March 1, 2041,

92



City of San José
Notes to Basic Financial Statements
June 30, 2012

- 12, Landfill Post-closure Casts

The City has five closed lanafilis for which post-closure and monitoring services may be required for
approximately a 30 year period, which began in fiscal year 1996, coinciding with the closure of the
fast tandfill. An estimated liability of $7,440,000 related to the closed landfills is recorded in the
government-wide financial statements as of June 30, 2012, The City's Environmental Compliance
Officer performs an anhual evaluation of the aforementioned liability. Actual costs may be higher
due to inflation, changes in technology, or changes in reguiations. The City does not own or
operate any open landfills at this time.

13. Estimated Liability for Self-Iinsurance

The City is exposed to various risks of losses related to torts, errors and omissions, general liability,
injuries to employees, unemployment claims, and empioyee health and dental insurance. During
fiscal year 2012, the City maintained an all-risk property policy including boiier and machinery
exposures, coverage for loss due tp business interruption and flood. The City did not carry
earthquake insurance as it was not available at reasonable rates, A summary of insurabie
coverage for the policy period October 1, 2011 to October 1, 2012 is provided below:

Coverages Limit per Qcocurence Deductible Par Occurrence

Property, including Susiness Interruption $1 bidlion $100.000
$15 milllon per occurence and 5% of values at risk {$1 million

Flood Zone, Special Flood Hazard Area annual aggregate minimurm deductibie)

$25 million per occurrence and 2% of values at risk ($100,000
Fiood Zone B annual aggregate minimum deductible}

$100 million per occurrence
Fload, Other Locations and annhual aggregate $100,000

During fiscal year 2012, for the policy period of October 1, 2011 to Qctober 1, 2012, the City
maintained an airport liability policy covering the Airport including operation of vehicles on
premises, which provides a fimit of $200,000,000 combined single imit for bodily injury and
property demage subject to a deductible of $0 each occurrence and annual aggregate, with a
sublimit of $56,000,000 each occurrence and in the annuai aggregate for perspnal injury and a
sublimit of $100,000,000 each cccurrence and in the annual aggregate for war fability. During the
past three years, there have been no any instances that the amount of claim settiements exceeded
the insurance coverage. A separate autompbile policy provided coverage for the off-premise
operations pf Airport vehicies including shuttle bus fleets. Coverage included $1,000,000 per
occcurrence combined single fimit for bodily injury and property damage and nc deducible.
Physical damage coverage was avaliable for the Airport Shuttie Bus Fleet and is subject to a
-$25,000 comprehensive and coliision deductible. Setfled claims have npot exceeded the
commercial coverage in any of the past three fiscal years. As part of general support services, the
City charges the Airport for the cost of general lability coverage.

Claims fiabilities are reported when it is probable that a toss has pecurred and the amount pf the
ioss can be reasonably estimated. The result of the process 1D estimate the claims liability is not an
exact amount as it depends on many complex factors, such as inflation, changes in legal doctrines,
new discovered information and damage awards. Accordingly, claims are reevaluated periodically
to consider the effects of inflation, recent claims setfiement trends {including frequency and amount
of pay-outs), economic and sociat factors, newly discovered information and changes in the law.
The estimate of the claims liability alse includes increases or decreases 1o previously reported
unsettied claims. The workers' compensation estimate includes allpcated loss adjustiment
expenses, which represent the direct cost associated with the defense of individual claims as well
as unaflocated loss adjustment expenses, which represent the costs to administer all claims to final
settlement, which may be years into the future and have been discounted to their presant vaiue
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using a rate of 3.5% for the amounts recorded.

With respect to the general liability accrual, the City has numerous unsettled lawsuits filed or claims
asserted against it as of June 30, 2012. The City Attorney and, with respect to workers’
compensation claims, the City's Risk Manager have reviewed these claims and lawsuits in order to
evaluate the likelihood of an unfavorable outcome to the City and to arrive at an estimate of the
amount or range of potential loss o the City. The City has included a provision for lpsses in its
claims liability for loss contingencies that are both probable and can be reasonably estimated.

Changes in the reported Hability during the past two years are as follows (doliars in thousands):

Liability as of June 30, 2010 $ 138,234
Claims and changes in estimates during 2011 31,273
Claims payments {21,479)

Liability as of June 30, 2011 149,028
Ciaims and changes in estimates during 2012 13,823
Claims paymaents (20,235)

Liability as of June 30, 2012 $ 142,718

Owner Controlled insurance Programs - On March 31, 2004, the City bound certain Hability
insurance coverage for the major components of the North Concourse Project through an owner-
controlled insurance program ("OCIP™) with Chartis, formerly American International Group ("AlG"),
AlU Holdings, inc. and AlU LLC ("AIU"). An OCIP is a single insurance program tha! provides
insurance coverage for construction jobsite risk of the project owner, general contractors and ail
subcontractors associated with construction at the designated project site. The North Concourse
Project has been completed and the policies expired December 31, 2008, Closeou! procedures on
the North Concourse Project are in process. All remaining work associated with the opening of the
facility is covered by the Terminal Area Improvement Project ('TAIP"} QCIP, as described below, or
is addressed in the contracts for work not covered by the TAIP QCIP by requiring the contractors
performing such work to provide insurance coverage naming the City as an additional insured.

The City was also required to establish a claims loss reserve for the North Concourse Project in the
aggregate amount of $3,800,000 available in a cash working fund. The full amount of the claims
foss reserve had been deposited with the insurance carrier and was recorded as advances and
deposits in the accompanying statement of net assets. The claims loss reserve funds the
deductible of up te $250,000 per occurrence to a maximum loss exposure to the City of $3,800,000.
As of June 30, 2012, the balance of the North Concourse reserve fund is $1,028,000. Chartis will
continue to hold the remaining funds in the claims loss reserve fund unti such time as the exposure
to risk of claims ceases or the City opts fo cash out the remaining funds in exchange for accepting
responsibility for potential future claims.

On March 15, 2007, the City purchased additional liability insurance through another QCIP for
major components of the Alrport’s TAIP OCIP through Chartis. The coverage for this program as of
June 30, 2012 is as follows:

Termina! Area Improvememt Projects

Coverages Limits Deductibie Par Qccurrence
General Liabitity $2 million per occurrence!f $250,000
$4 milion aggregate
Workers' Compensation Statulory $250,000
Employers' Liability $1 million per accident $250,000
Excess Liability $200 miltion None
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The liability under the TAIP GCIP is based upon an estimated payroli of $$2,500,000 for the
covered projects and a construction period of 57 months, commencing on March 18, 2007 through
December 31, 2010. The term of the TAIP OCIP was subsequently extended to June 30, 2611, The
terms of the TAIP OCIP require the City to fund a claims loss reserve fund with Chartis in the
amount of $8,900,000. The claims loss reserve fund is available to Chartis fo pay claims within the
City’s deductible subject to an aggregate maximum loss exposure within coverage limits to the City
of $8,900,000. The City was able to negotiate a reduction in funding to 74% of the claims loss
reserve and interest generated remains in the fund. As of June 30, 2009, the full amount of
$6,500,000 was deposited with Chartis and the balance at June 30, 2012 is $4,303.000. This
deposit is recorded as advances and deposits in the accompanying statement of net assets.

14. Net Other Postemployment Benefits (OPEB) Obligation

The City implemented GASB Statement No. 45, Accounting and Financial Reporting by Employers
for Postempioyment Benefits Other Than Pensions, prospectively and as such, the City did not
have a net OPEB obligation at transition, July 1, 2067. The PFDRP and FCERS calculated a net
CPEB chligation in accordance with GASB 45 as discussed in Note IV A.2. The City initiated a five-
year phase-in to futty pre-fund the annual required contribution for retiree healthcare benefits
pursuant to memoranda of agreement with the majority of its employee units beginning in fiscal
year 2010 through fiscal year 2014, and with the members of the San José Firefighters Union
{international Association of Firefighters, Local 230) beginning in fiscal year 2012 through fiscal
year 2016. The phase-in plan will continue to result in an incremental increase In retiree healthcare
contributions for hoth the City and its employees over the term of the respective memoranda of
agreement. Phasing-in to fully pre4und retiree heaithcare benefits does not mean that the existing
obligation is paid off immediately. It is projected that if will take approximately 30 years to pay off
the existing unfunded retiree healthcare dability. At June 30, 2012, the City recorded net OPEB
obligations totaling $320,22500C in the government-wide financial statements, of which
$292,244 GO0 is in governmentat activities and $27,981,000 is in business-type activities.

15. Pollution Remediation Obligations

The City is currently responsible for the management and cleanup of potiution remediation activities
at several City sites inciuding five active teaking petroleum storage tank sites: Fire Stations #5 and
#18, Las Plumas Warehouse, Family Shelter, and the Airport, as discussed in Note IWV.C.1.
Although the City has significant experience in estimating these types of cleanups, the calculation
of the expected outlays related to this poliution remediation is based on estimates provided by both
City engineers and consuftants hired by the City. The amount of the estimated poliution remediation
liability assumes that there will be no major increases in the cost of providing these cleanup
services. As of June 30, 2012, the government-wide statement of net assets reported a net
pofiution remediation obligation in the amount of $1,0683 000 in governmental activities, andg
$714,000 in business-type activities,
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@, Interfund Transactions

The composition of interfund balances as of Jupe 30, 2012, with explanations of fransactions, is as
follows (dollars in thousands):

1. Due from/Due to other funds

Receivable Fund Payable Fund Amount
General Fund Normajor Governmental Funds b3 1,438 (1)}
Nonmajor Governmentat Funds Nonmajor Governmental Funds 10,184 (2)
San Jos#& Financing Authority 103 (2)
Wastewater Traatmant System Nonmaior Governmental Funds 201 (3)
Municipal Water System 176 (4)
$ 12,112

(1) $1,151 represents accrual of gas tax transfer and $287 represents accrual of construction and
conveyance tax transfer.

{2) Represents short-term borrowing for working capital.
(3) Represents short-term portion of Ioan for Fiber Optics Conduit project.
(4) Represents short-term portion of Iean for the North Coyote Valley Water Project.

2. Advances to/Advances from other funds

Racaivable Fund Payable Fund Amount
General Fund San José Financing Authority 3 3,297 (1)
San José Financing Authority Affordable Housing Investment Fund 14,091 (2)
Nonmajor Govemmental Funds Nonmaior Govermmental Funds 2,500 (3}
General Fund 13,156 (4)
Wastewater Treatment System General Fund 5044 (4}
$ 38088

(1) Represents a loan to support the Rancho Del Puehlo goif course.

{2) Represents proceeds of the commarcial paper notes loaned to the Affordable Housing investment Fund to
replace the 20% redevelopment property lax revenues set aside to make the SERAF loan to the former
Agency.

{3) Represents a ioan for the Roberto Antonio Balermino Park Project.

{4) Represents SERAF loan amounts assumad by the General Fund per the term of the SERAF loan
agreement and payable in 2014-2015.
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3. Advances Recelvable from SARA

At June 30, 2012, the City has advances receivable from the SARA as foliows {in thousands):

Receivable Fund Purpose Amount
Affordable Housing Investment Fund SERAF principat 5 84,816
SERAF interest 555

s 85371

in July 2009, the State Legislature passed AB X4 26, which required redevelopment agencies
statewide to deposit a total of $2.05 billlon of property tax increment into the county held
Supplemental Educational Revenue Augmentation Fund ("SERAF”) to be distributed to meet the
State’s Proposition 98 obligations to schools. The former Agency’s SERAF obligation was
$62,200,000 in fiscal year 2009-2010 and $12,800,000 in fiscal year 2010-2011. Payments were
made by May 10 of each respective fiscal year.

On May 4, 2010, the former Agency and the City entered into a loan agreement where the City
agreed to loan the former Agency through two separate payments (May 2010 and May 2011) with a
combined amount of $74,816,000 o make the SERAF payment. Sources of the loan were from the
City’s Low and Moderate Income Housing Fund ($64,816,000), which was specifically authorized
by the legislation, and idle maneys from City special funds ($10,000,000).

As discussed in Note LF.16, pursuant to AB X1 26, the City retained the $64,816,000 SERAF Loan
made from the Low and Moderate income Housing Fund in fiscal year 2009-10 and 2010-11 and
the interest accrued at the LAIF rate associated with this loan in the amount of $555.000 at
June 30, 2012 Under the lban agreement, SARA has the option to make interest payments on an
ongoing basis, or to pay accrued interest upon final payment of the SERAF Loan in fiscal year
2015-16.

Management believes, in consultation with legal counsel, that the SERAF Loan made from the Low
and Moderate Income Housing Fund and the interest accrued are valid enforceable obfigations
payable by SARA under the requirements of the AB X1 28, A portion of this receivable is
questioned in the County Auditor-Controller's report as discussed in Note IV.D.3. However, since
the County Auditor Controller has no legal authority under AB X1 26 to enforce this determination,
the City has not made adjustments to the financial statements to reflect this view. !t is reasonably
possible that a determination may be made at a later date by an appropriate State or judicial
authority that would resolve this issue unfavorably to the City. The City has not made adjustments
to the financial statements due to this uncertainty. '

4. Due fo SARA

The former Agency entered into Annual Cooperation Agreements to assist in funding various
projects constructed on is behalf by the City and to reimburse the City for the actual salaries and
fringe benefits of City employees who work under the supervision of the former Agency's Executive
Director or designee, as well as other City staff in providing support services to the former Agency.
As of June 30, 2012, the City has a payable amount of $124000 to recognize the total
reimbursements due {o SARA. The City's Housing Activities Fund is also due $726,000 to the
SARA for reimbursement of prepaid housing administrative expenditures at June 30, 2012.
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5. Long-term Advances from SARA

The former Agency advanced a portion of a loan made by the City's Housing Department to a third
party for a transitional housing project. The former Agency is entitled to 24.5% of the total loan
repayment or $280,280. The advance will be repaid to SARA in part in FY 2012-13 and fulure
payments will be made to SARA as the loan is collected by the City's Housing Department.

8. Transfers in/Transfers out

Transfers are indicative of funding for capital projects, lease payments or debt service and
subsidies of varfous City operations. The following schedules summarize the City's transfer activity
with explanations of transactions (dollars in thousands):

Between governmental and business-type activities:

Transfers from Transfers to Amount
Ajrport General Fund 3 115 (1}
Wastewater Treatment System General Fund 256 (2}
' Nonmajor Governmental Funds 1,724 {3}
Municipal Waler System Ceneral Fund 242 (4)
Nonmajor Govemmentei Funds 117 {5}
San Jozé Financing Authority 149 {6)
Parking System General Fundg 506 {7
Nonmajor Governmentai Funds 248 (8

s 3,357

{1} Transfer to Generat Fund for Human Resources/Payroll System upgrade.

{2} Transfer to General Fund for Human Resources/Payroll System upgrade.

(3) Transfers of $1,671 for City Hall debt Service payments and $53 for the household hazardous waste
faciity.

{4) Transfer of $17 to General Fund for Human Resources/Payroll System upgrade and $225 for
administrative services.

{5} Transfer for City Hali debt service payments.

{8} Transfer for debt service payments.

{7} Transfer of $9 to Genera! Fund for Human Resources/Payroll System upgrade and $497 miscelianeous
non-downtown receipts.

(8) Transfer of $168 for City Hall debt service payments and $80 for the Downtown Property and Business
Improvement District,

98



City of 8an José
Notes to Basic Financial Statements
June 30, 2012

Between governmental activities:

Transfers from Transfers to Amount
General Fund San Jose Financing Authority % 2,295 (1)
- Monmajor Governmental Funds 24 527 (2}
internal Service Funds 11 (3
Redevelopmenl Agency General Fund I57 4
Housing Actiuvities 17,532 (%)
San Joseé Financing Authority 1,651 (B)
Monmaior Govemmental Funds 150 (N
Housing Activities Affordable Housing Investment Fund 346,047 {s5)
Geners! Fund 26 {9
Monmajor Governmental Funds 27 (i
San José Financing Authority 136 (11)
Redeuvelopment Agency 23,350 {11}
Monmajor Governmental Funds General Fund 10,352 {12)
Monmajor Governmental Funds 12,335 (13)
San José Financing Authority 30,238 {14)
Redevelopment Agency 1,808 {15)
San José Financing Authority Nonmajor Governmentat Funds 42 {18)
Species Assessment Districts & [(17)
Specis] Assessmeant Districts Generat Fund 143 {18)
tnternal Service Funds General Fund 60 {19)
Noamajor Governmental Funds 212 (20)

e

@)
{3)
157
{5

(6)
{7

8

9)

(10)
(11}
(12)
(13)
(14}
(15)
(18)
(t7)
{18)
(19)

20

7YY

Debt service payments of §1,490 for the 2007A bond series and $805 to replenish the Financing
Autharity.

Transfers for various debt service payments, loan repayments, operations and subsidies.

Transfers of $2 to increase flexible spending account and $102 for vehicle and fleet replacement.
Transter for San José Arena pass-through payment.

Transfer of 20% former Agency property tax increment revenue required under the former California
Community Redevelopment Law prior to the dissolution of the former Agency.

Pledged obligation payment for 4th Street and San Fernando parking facility.

Transfers for Hellyer-Piercy Assessment District improvements pursuant to the terms of the improvement
districts.

Transfers for the establishment of the Affordable Housing Investment Fund, as Housing Successar of the
former Agency.

Transfer to General Fund for Human Resources/Payrolt System Upgrade.

Transfer for City Hal! dabt service paymenrst.

Transfers for various debt service payments.

Various transfers for project savings, operations, interest earnings, and capital projects.

Various transfers for debt service, operations, capital projects, and project savings.

Various transfers for debt service payments,

Transfer for HUD 108 loan payments.

Transfer of #brary project compietion surplus.

Return of issuance cost refated fo the Special Hote! Tax Revenue Bonds,

Transfer o General Fund for administrative services.

Transfers of $15 for the Human Resources/Payroll System Upgrade, $5 interest earnings, $88 for Plan
and Specific Programs, 5200 over-colliected funds and $300 for operations,

Transfers of $202 for debt service payments and $10 to the Civic Center Construction Fund.

98



City of 8an José
Notes to Basic Financial Statements
June 30, 2012

H. Governmental Fund Balances

As of June 30, 2012, total fund batances for the City's major and nonmajor governmental funds are
as follows (dollars in thousands): .

Aifordable Sen Jasé
Houzng Specisl Financing Nopnsjor Tatal
Ganacal Hoeusing Invesiman) AssREEment Adtharity Gabt G G
Furnc Actities Fund Digtnels Sverace Funds Furnds
MNonspondabla: . ”
Advancus and deposits 3 13 % - 5 - 5 [ - 5 41 3 53
Othar assets - - - - - 20 462 28,462
Sublatel 33 - ” 5 - 20,543 20,521
Raslrivted for:
Gieneral government i) - 300
Public aaizty - - - 4,143 4,143
Cemmanily sarvices a2 4,731 355,143 - - 09,132 408 (9%
Cspital Msintenance . - 1254 - 235,416 364,002
Dabl st rvice - - . - 24,956 AT 153 62,109
Buhtolal 382 44,731 65,143 425491 24,955 I, 844 921.5%
Comenitted ta:
General govarnment 24,556 - - - - . 20,856
Pubdic aalchy 7.046 - - - - - 7045
Community services 15,952 - - - . 13,692 20,544
Banitatian 24 - - - - 11,718 11,738
Caphal Maintenance 2981 - - - - 3,526 11497
Capital oulley 250 - - . - B 254
Sublats] 53,014 - - - - _ _..RAYas  oi0d4)
Assigned to;
Geners] gavemmant 19,133 - - - - - 12,133
Fublic sefety 35,182 - - - - - 35,182
Community sarvcea %280 - - - - 13,2688 22,575
Sanifalian 75 - - - - - 76
Capital Maink £.557 - - - - 13,395 25047
Sublglal 78,238 - - - - 32673 82,500
Unassipned 49,373 {172} 4g.2qt

Tatal tund balancis ] 193928 % 44,731 % 365,443 0% 125436 3 24958 3 AS2776 & 3199423

City Reserves Policy. The City adopted the Reserves Policy in Octoher 2004. It formally set aside
amounts for use in emergency situations or when revenue shortages or budgetary imbalances
arise, A contingency reserve fund was setup in the Genera! Fund to account for one-time purposes
or as part of multi-year financial plan to balance the budget and avoid operating deficits. In addition,
a cash and emergency reserve funds were established by the City Charter to address known but
unspecified expenses and emergency needs. The minimum requirements for each fund were also
established accordingly.

The Contingency Reserve Fund was created 10 meet unexpected circumstances such as a
Generat Fund revenue shortfall, The policy established a minimum of three percent of the operating
budget as the reserve balance. As of June 30, 2012, the contingency amount accounts for
$30,000,000 of the unassigned fund balance.

The Cash Reserve Fund was created for the payment of any authorized expenditures of the City
for any fiscal year in anticipation of and before the collection of taxes and other revenues of the City
for such fiscal year, and for the payment of authorized expenses of the City for any fiscal year
which became due and pavable and must be paid prior to the receipt of tax payments and other
revenues for such fiscal year. A reserve shaf] be buiit up in said fund from any available sources
other than restricted sources in an amount which the Councit deems sufficient for said purposes. As
of June 30, 2012, the cash reserve amount accounts for $5,000 of the unassigned fund batance.

The Emergency Reserve Fund was created for the purpose of meeting any public emergency
involving or threatening the lfives, property or welfare of the people of the City or property of the
City. A reserve shall be built up in said fund from any available sources, other than restricted
sources, in an amount which the Council deems desirable. As of June 30, 2012, the emergency
reserve amount accounts for $3,000,000 of the unassigned fund balance.
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V. Other Information
A. Defined Benefit Retirement Pians
A. 1. City Sponsored Defined Benefit Pension Plans
1. Plan Description

The City sponsors and administers two single employer defined benefit retirement systems, the
Police and Fire Department Retirement Plan ("PFDRP") and the Federated City Employees’
Retirement System (“FCERS"), and coliectively, "the Retirement Systems”, which together cover all
full-time and certain part-time employees of the City. The Retirement Systems provide general
retirement berefits under singie employer Defined Benefit Pension Plans, as well as the
Postemployment Healthcare Plans. The Retirement Systems are accounied for in the Pension
Trust Funds.

The separately issued annual reports of PFDRP and FCERS, together with the City's Municipal
Code provide more detailed information about the Retirement Systems. Those reports may be
obtained from the City of San José Department of Retirament Services, 1737 North First Street,
Suite 580, San Jose, California 95112,

The Defined Benefit Pension Plans provide general retirement benefits including pension, death,
and disability benefits o members. Benefits are based on average final compensation, years of
service, and limited required cost-of-living increases. The Defined Benefit Pension Plans are
administered by the Director of Retirement, an empiloyee of the City, under the direction of the City
Manager and the Boards of Administration for the Retirement Systems. The contribution and
benefit provisions and all other requirements are established by the City Charter and the City's
Municipat Code.

The current membership in the Defined Benefit Pension Plans as of June 30, 2012, is as follows:

PFDRP FCERS
Oefined Benefit Pension Plans:
Retirees and beneficiaries currently receiving benefits 1,910 3,688
Terminated vesled members not yet receiving benelits 166 468
Active members 1,715 3,078
Total 3784 7,733

The Retirement Systems are not subject to the provisions of the Employee Retirement income
Security Act of 1874, a federal law that sets minimum standards for most voluntarily established
pension and health plans in private industry to provide protection for individuals in these pians.

2. Funding Policy

Actuarial valuations of an ongoing plan involve estimates and assumptions about the probabiiity of
accurrence of events far inlo the fulure. For pension plans, the assumplions inciude future
employment trends, mortality rates, ievel of salary increases, and investment rate of return.
Actuarially determined amounts are subject to cantinual revisions as actual resulis are compared
with past expectations and new estimates are made about the fuiure. Retirement Systems’ Boands
policy is fo obtain actuariai evaluations every year beginning June 30, 2010. The most recent
valuations were complated as of June 30, 2011 and inciuded in the valuations was the Retirement
Systems Boards' adopted funding poticy of establishing the annual required contribution to be the
greater of the daollar amount reported in the actuarial valuation or the dolfiar amount determined by
applying the percentage of payroli reported in the valuation to the actual payroii for the fiscal year.
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The City fully funded the fiscal year 2011-2012 annuai required contribution amount on July 1, 2011
as reported in the June 30, 2011 actuarial valuations.

The contributions to the Defined Benefit Pension Plans from the City and the participating
employees are based upon an actuariaily determined percentage of each employee’s base salary
sufficient to provide adequale assels io pay benefits when due.

On June 24, 2008, the City Council adopted ordinance No. 28332 amending Chapter 3.36 and 3.28
of Title 3 of the San José Municipal Code to provide the Ciy with the option to make lump sum
prepayments of City required contributions for pension benefits to PFDRP and FCERS. The lump
sum prepayment for fiscal year 2012 was calculated to be actuarially equivalent 1o the bi-weekiy
payments that wouid otherwise have been the City's required contributions to the pension plans,
The Boards of Administration for the PFDRP and FCERS approved the actuarially determined
prepayment amount to be paid by the City on July 1, 2011,

The contribution rates for the Defined Benefit Pension Plans for the City and the participating
employees for fiscal year 2012 were eslablished in accordance with actvarially determined
requirernents computed through actuarial valuations dated June 30, 2010, except for the pericd
June 24, 2012 through June 30, 2012, which were based on the June 30, 2011 valuation. The
contribution rates in effect and the amounts contributed to the pension plans for the fiscal year
ended June 30, 2012 are as follows {doliars in thousands):

PFDRP FCERS
city'™" Participants Tatal City"! Participants Total
Actuarial Rata,
Defined Benefit Pension Plan:
7011 - 823112 (polics members) 49.29% 10.46%
701111 - 8123112 (fre members) 51.05% 10.76%
0111 - 8122112 28.34% 4.68%
8/24/12 - 6/30{12 (police mBmbers) 58579 @ 11.13%
§/24112 - 6/30M12 {firts members) 58 4304 @ 11.21%
6I24112 - 6130112 44.45% @ 574%
Annuat Pension Contribulion
Defined Benalit Pension Plan § 121,009 $ 19345 § 140354 & 67082 % 10585 § 97,637

t The actuat contribution rates paid by the City for the Tiscat year ended June 30, 2012 differed due to the City funding

the annuai required contribution amount based an the greater of the dollar amount reporied in the acluariat valualion or
the dolfar amount determined by applying the percentage of payrolt reporled in the valuation o the actual payroft, if
actual payroll exceetls the actuarial payrall for the fiscal vear.

2 The resolutions adopted by the Relirement Plans' Boards sctting the contibution rates for fiscal year 2012-2013

provide that the Ciy's Budget Office may adjust the employer's contribution rates in order to achieve a minimum toliar
contributlon for fiscal year 2012-2013.
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3. Annual Pension Cost and Net Pension Obligation

The following is three-year trend information for the City's Defined Benefit Pension Plans {dollars in
thousands):

Fiscal Annual Percent Net
year Pension APC Pension

ended GCost (APCY" Gontributed Obligation
PFPRP 63010 8 52,315 100% 2 -

630111 11,918 100%

62012 - 121,008 100% ) -
FCERS 6/30110 54,566 100% -

630111 58,180 100% -

6/30/12 87,082 100% -

1 These amounts represent the anhual pension cost facloring in the City's elected Wimp-sum prepayment,
4. Funded Status and Funding Progress

PFDRP’s Funded Status and Funding Progress. As summarized in the table below, as of
June 30, 2011, the most recent actuarial valuation date, PFDRP was B4% funded for pension
benefiis {an increase from 80% in the June 30, 2010 valuatien) repressanting the difference between
the actuarial value of assets and the actuarial accrued liabilities {"AAL") resulted in an unfunded
actuarial acorued lability ("UAAL™) of $510,286,000. The UAAL does not reflect the impact of
approximately $58,000,000 of accumulated deferred investment loss resulting frorm unfavorable
investment returns from fiscal years 2008 and 2008. PFDRP's actuarial valuation uses a five-year
smoothing method for investment returns. This means that, for actuarial vatuation purposes, the
annual gains or losses, as calgulated at year-end, are smoothed {(amortized) with the net gains and
losses resulting from the prior four years. As of the June 30, 2011 acluarial valuation date,
PFDRP's AAL decreased by approximately $34, 449,000 due to favorable demographic experience
and changes in actuarial assumptions as recommended by the PFDRP’'s Board’s actuary in the
June 30, 2011 experience study. PFDRP's UAAL decreased from approximately $653,751,000 as
of June 30, 2010 to $510,286,000 a5 of June 30, 2011.

The net change fo the UAAL was primarily the result of.

{a) 14% reduction in the number of active members;
(b} 24% reduction in expscted payroll;

(c) increase in amortization period for changes in methods and assumptions from closed 16-year
periods o closed 20-year period beginning with the valuation date in which they are effective;

(&) 11.5% reduction in average pay;

{e) reduction in the discount rate from 7.75%, net of expenses, to 7.50%, net of investment
expenses’™; and

{f) reduction ih wage growth assumption from 4.25% to 0% for two years and 3.5% thereafter.
"' The June 30, 2011 valuation includes the Board approved the aclary's recommendation to include administrative
axpenses and supplemenial retiree benelits reserve [SRER) costs as addilions o normal cost (valued at 33.0 million

for administrative expenses and 0.22% of the market value of assets for the SRBR). SRER is a reserve required by the
Municipal Gode to be set aside fmm investmenl eamings to provide supplementa! benefits to retirees.
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The annual required contribution determined for PFDRP in the June 30, 2010 valuation for fiscal
year ended June 30, 2012 was the greater of $121,000,000 (if paid at the beginning of the fiscal
year) of 51.05% for fire member and 49.29% for police members of actual payrolt for the fiscal year.
PFDRP's payroll for fiscal year 2012 of $184,746,000 was iess than the actuarial payroll of
$251,058,000 resulting in an annuat contribution of $121,009,000 as of July 1, 2811, including year
end coniributions receivable and prior year contribution adjustments.

FCERS’s Funded Status and Funding Progress, As summarized in the table below, as of the
June 30, 2011 actuarial valuation date, FCERS was 65% funded on an actuariai basis for pension
benefits. FCERS's UAAL of $981,567,000 does not reflect the impact of approximately $28,000,000
of accumulated deferred investment losses resuiting primarily from unfavorable investment returns
in fiscal years 2008 and 2009, FCERS’ actuarial vajuation uses a five-year smoothing method for
investment returns, This means that the current year's gains or losses, as caiculated at year-end,
are smoothed with the results from the prior four years.

As of June 30, 2011, FCERS's most recent actuarial valuation, the funded status of FCERS
decreased fram 69% to 65%. The decrease in pension funding status was primarily due to
actuarial assumption changes as recommended by the FCERS Board’s actuary and adopted by the
Board for the June 30, 2011 valuation.

FCERS's June 30, 2011 actuarial valuation includes the following actuarial assumption changes:

(8) a decrease in the investment return assumption from 7.95%, net of expenses, to 7.50%, net
of invastment expenses oniy™,

(b) a decrease in the payroll wage inflation assumption from 3.90% to 3.25%; and

(¢) a decrease of 14% in the number of active members and decrease of 24% in the expected
payrofl.

t The June 30, 2011 valuation includes Ihe Board approved acluary's recommendation to include administrative
expanses and supplemental ratiree benents reserve (SRBR} costs as additions to normal cost {valued at 0.70% of
payroli for adminisiraive expenses and 0.35% of lhe markel value of assets for lhe SRBR). SRBR Is a reseva
required by the Municipal Code to be sel aside from investment earnings to provide suppiemental benefils to
relirees.

Defined Benefit Pension Plans’ Funded Status and Funding Progress Summary

Actuarial UAAL asa
Actuarial Actuerial Accrued Annuat Percentage
Valuation Value of Liakility Funded Covared of Coverad
Oate Assats [AAL] UAAL Ratto Payroti Payralk
FPFORP 613011 $ 2685721 % 3198007 § 516,288 % e4% $ 180,726 % 286%
FCERS  6/30H1 1,768 660 2770227 Q81,587 65% 228,826 428%

The Schedule of Funding Progress, presented as Required Supplementary Information ("RS1")
following the Notes to Basic Financial Statements, presents muitiyear frend information about
whether the actuarial vaiue of pian assels is increasing or decreasing over time relative to the
actuarial accrued tability for benefits. Actuarially determined amounts are subject to continual
revision as actual results are compared with past expectations and new estimates are made about
the future.

In fiscat year 2010-2011, the Retirement Systems’ Boards approved an establishment of a *floor
funding method” for payment of annual required contributions (*ARC”) for pension benefits to
address unexpected shortfalls in contributions that may result when payroli does not grow at the
rate assumed by the actuaries. The “floor funding method” interprets the ARC as the greater of the
annuat dollar contribution amount established in the valuvation, or the ARC that would result from
applying the employer contribution rate determined from that same valuation to the actual emerging
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payroll of Retrement Systems members throughout the fiscal year. " Therefore, the resolutions
adopted by the Retirement Systems' Boards setting the contribution rates for fiscal year 2012-2013
provide that the employer's contribution rates may be adjusted in crder te achieve a minimum doflar
contribution for fiscal year 2012-2013.

The annual required contribution determined for FCERS in the June 30, 2010 valuation for fiscal
year ending June 30, 2012 was the greater of $86,888,000 {if paid at the beginning of the fiscal
year) or 28.34% of actual payroll for the fiscal year. The actual payroll of FCERS for the fiscal year
of $224,742.000 was less than the actuarial payroll of $318,544,000 resuiting in an annual
conftihution of $87,082,000, including year-end contributions receivable and prier year contribution
adjustments of $194,000.
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5. Actuarial Methads and Assumptions

The significant actuarial methods and assumptions used to compute the actuarially determined
PFDRP's anhual required contributions and the funded status are as follows:

PFDRP

Description
Valuation date

Actuarial cost method

Amortization method for
actuarial accruad labilities

Remaining amortization
period - .

Actuarial asset valuation
methed

investment rate of return

Post-retiremeant mortality

Active service, withdrawal,
death, disgbility service
retirements

Salary increases

Method/Assumption
June 30, 2011

Entry age normal cost method

tevel percentage of pay, closed, layered;
egquivalent single amortization pericd
13.6 years

{1) Quistanding balance of the unfunded
accrued liability calculated through the
June 30, 2003 valuation amortized over
next 6 years, (2) Prior service cost for the
February 4, 1996 benefit improvement
amortized over the next 6 years; (3)
Actuarial gains and lesses and plan
changes are amortized over 16 years
from the date of each such event,
beginning with the June 30, 2005
valuation; and (4) Actuarial methods and
assumption changes are amortized over
20 years from the date of each such
event, beginning with the June 30, 2011
valuation.

5 year smoothed market with a 80% o

. 120% Market Value Corridor

7.5% per annum {net of investment
expenses}

RP-2000 Male Combined Healthy
Mortaiity Table with no collar adjustment,
projected 10 years. (set back 3 years}

RP-2000 Female Combined Healthy
Mortality Table with no coltar adjustment,
projected 10 years.

RP-2000 combined healthy mate
mortaiity table with ne cotlar adjusiment,
projected 10 years, set back 2 years.

Based upon the June 30, 2011 Actuarial
Experience Analysis,

0.00% for FY 2013 and 2014, and 3.5%
thereafter. Merit component added based
on an individuat years of senvice ranging
from 8.00% to 2.25%.
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Method/Assumption
June 30, 2010
Entry age normal cost method

Level percentage of payroll (assuming a
4.25% total payroll increase), clpsed,
layered,; equivalent single amortization
period of 15 years

(1) Quistanding balance of the unfunded
accrued abiity calculated through the
June 30, 2003 valuation amortized over
next 7 years; (2} Prior service cost for the
February 4, 1996 benefit improvement
amortized over the next 7 years; and (3)
Euture actuarial experience gains and
losses, changes in assumptions, and
benefit improvements amortized over 16
years from the date of each such event,
beginning with the June 30, 2005
valuation.

5 year smocthed market with a2 80% to
120% Market Value Corridor

7.75% per annum (net of administrative,
SRBR and investment expenses)

{a) Service: RP-2000 Mate Combined
Healthy Mortality Table with no collar
adiustment, projected 10 years. (set back
4 years)

RP-2000 Femate Combined Heaithy
Mortality Table with no collar adjustiment,
projected 10 years.

{b) Disabilty: RP-2000 combined healthy
male monality table with no collar
adjustment, projected 10 years, set back 1
year.

Based upon the June 30, 2009 Actuarial
Experience Analysis.

9.75% for the first 5 years of servica,
6.75% for 6-7 years of service, and 6% for
8+ years of service. The tota! salary
increase of 4.25% is for combined infation
and real across-the -board satary increase.
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The significant actuariai methods and assumptions used to compute the actuariaily determined
FCERS's annuai required contributions and the funded status are as follows:

FCERS

Methad/Assumption
June 30, 2011

MethadiAssumption
Jure 30, 2010

Description
Vaiuation date

Aciuarial gost methad Entry age normal cost method Entry age normat cost method

Amartization method for unfunded

Level peigentage of payroll
actuarial accrued fiabilities ’

Level percentage of payrolt

Remaining amartization period 20-year layered, closed, level
percentage of payroll with the June
30, 2009 UAAL amortized over a

closed 30-year periot.

20-year layered, closed, level
peicentage of payroll with the
June 30, 2009 UAAL amoertized
over a glosed 30-year period,

Actuarial asset valuation method
thvestment rate of return

Posiretirement mortality

5 year smoothed market
7.50% per annum
For healthy annuitants, the male

5 yaar smoothed market
7.95% per annum

The 1994 Group Annuity

and female RP-2000 combinad
employee and annuitant mortaiity
tables projacted to 2015 and set
back two years, For disabled
annuitanis, the CalPERS ordinary
disahility table from their 2000-
2004 study for miscelianecus
employees.

Mertality Table set hack three
yaars for males and one year for
females was used for healthy
retirees and beneficiarias. The
disabled mortality table used was
the 1581 Disability Mortality
Table.

Active service, withdrawal, death,
disability service retirement

Tables based upon current
expeiience

Tables hased upon current
exparience

Salary increases The base annual rate of safary
increase is 3.25% inflation rate
plus a rate increase for
merifflongevity for years 0 fo 15+
years of service ranging from
4.50% to 0.25% atthe 14th year of

service,
3.25%

The base annual rate of salary
increase is 3.90% inflation rate
plus a rate increase for
meritfiongevity for the first 5
years of service ranging from
5.75% to 0.25% at tha 5th year
of service.

Projected total payroll increases 3.90%

A. 2 Postemplayment Healthcare Plans
1. Plan Description

in addition to the Defined Benefit Pension Plans, the City also spensers and administers two single
employer postemployment healthcare plans, the Police and Fire Department Postemployment
Healthcare Plan and the Federated City Employees’ Postemployment Healthcare Plan, which
together cover eligible full-fime and certain part-time employees of the City. The Postemployment
Healthcare Plans are accounted for in the Pension Trust Funds.

The separately issued annual reports of PFDRF and FCERS, together with the City's Municipal
Code provide more defalled information about the Postemployment Healthcare Plans. As stated in
Section {V.A.1 of this note, those reports may be obtained from the City of San José Department of
Retirement Services.

The Postemployment Healthcare Plans provide medical and dentai hbenefits to eligible retirees and
their heneficiaries. Benefits are 100% of the premium cost for the lowest priced medical insurance
plan and 100% of the premium cost for a dental insurance plan availabie to an active City
employee. The Postemployment Healthcare Plans are administered by the Director of Retirement,
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an employee of the City, under the direction of the City Manager and Boards of Administration for
the Retirement Systems. The contribution and benefit provisions and all other requirements are
established by the City's Municipal Code and Memoranda of Agreements {MOAs),

The current membership in the Postemployment Healthcare Plans as of June 30, 2012, is as
follows:

PFORP FCERS
Postempioyment Healthcare Plans:
Retirees and beneficiaries cumently receiving benefits 1.852 3,082
Terminated vested members not yet receiving benefits 5 in
Active members 1,718 3076
Totat 3,575 68,249

2. OPEB Funding Policy

As stated above in the Defined Benefit Pension Plan section of this note, Retirement Systems’
Boards policy Is to obtain actuarial evaluafiens every year beginning June 30, 2010, Actuarial
valuations of an ongoing plan involve estimates and assumptions about the probability of
occurrence of events far into the future. For Postemployment Healthcare Plans, the assumptions
include those about future employment frends, mortality rates, leve! of salary increases, healthcare
cost trend, and investment rates of return. Actuarially determined amounts are subject to continual
revisions as actual results are compared with past expectations and new estimates are made about
the future.

Projections of postemployment healthcare benefit costs for financial reporting purposes are based
on the substantive plan as understood by the employer and plan members, and inciude the types of
benefits provided at the time of each valuation and the historical pattern of sharing of benefit costs
between the employer and the plan members to that point.

On June 24, 2008, the City Council adopted ordinance No. 28332 amending Chapter 3.36 and 3.28
of Titie 3 of the San José Municipal Code to provide the City with the option to make lump sum
prepayments of City required contributions for postemployment healthcare benefits to PFDRP and
FCERS. The lump sum prepayment for fiscal year 2012 was calculated to be actuarially equivalent
to the biweekly payments that would otherwise have been the City's required contributions to the
postemployment heaithcare ptans. The Boards of Administration for PFDRP and FCERS approved
the actuarially determined prepayment amount to be paid by the City on July 1, 2011, respectively.

Contributions to the Postemployment Healthcare Plans are made by both the City and the
participating members. Contributions to PFDRP for periods prior to June 26, 2011 for Fire
members and June 28, 2009 for police members of PFDRP were based on the Board’'s 10-vear
cash flow funding policy. Effective June 28, 2009, the police members of PFDRP entered into a
MOA with the City to increase the contribution rates for retiree heaith and dental in order to phase-
in to fully funding the GASB Statement No. 43 ARC over the next 5 years; fiscal year 2012 was the
third year of the phase-in The MCA between the City and police members of the PFDRP further
provided that the PFDRP member contribution rate shafl not have an incremental increase of more
than 1.25% and 1.35% of pensionable pay in each vear for the police members and City,
respectively. Additionally, the MOA with PFDRP members provided that if the retiree heaithcare
centributions exceed 10% of police member and 11% of City contiibutions, respectively, {exchiding
the implicit rate subsidy) the parties shall meet and confer on how to address the contributions
above 10% and 11%. Effective June 26, 2011, the Fire members of PFDRP entered into a MOA
with the City to fully fund the ARC over a five year period subject to the same fimitations specified in
the MOA with police members. Fiscal year 2012 was the first year of the phase-in for fire members.

The MOA between the City and the bargaining units representing the members of FCERS provided
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that the five-year phase-in of the ARC will not have an incremental increase of more than 0.75% of
pensionable pay in each fiscal year for the FCERS members or the City; the fiscal year ended
June 30, 2012 was the third year of the five-year phase-in. Notwithstanding these limitations on
incremental increases, the agreements with members of FCERS further provide that by the end of
the five-year phase-in the City and the members shall be contributing the full ARC in the ratio
currently provided in the relevant sections of the San José Municipal Code,

The contributions are not. currenlly sufficien! to provide adequate assets to pay benefits in
accordance with the requirements of GASB Statement No. 43. The contribution rates for the
Postemployment Healtheare Plans for the City and the paricipating employees for fiscal year 2012
were based on actuarial valuations dated June 30, 2010, except for the period June 24, 2012
through June 30, 2012, which were based on the June 30, 2011 valuation. The contribution rates in
effect and the amounts contributed to the PFDRP and the FCERS for the fiscal year ended
June 30, 2012 are as follows {dollars in thousands):

PFDRP FCERS
Cily ™ Participants Tota! City ' Patticipants Tota!
Actuarial Rate:
Postempoyment Healthcare Plan:
7101411 - 6/23112 (police members) 761% 7.01%
7/04/11 - 6/23f12 (Tre members) 5.27% 486%
70111 - 6123112 7.16% 6.52%
124112 - 5/30/12 (police membera) B.95% @ B.28%
BI24112 - 63012 (fire members) 6.62% 6.11%
524112 - B/30412 7.01% ¥ 7.26%
Annual QFPEB Contribution
Postemploymeni Healthcare Plan: $ 21208 $§ 11474 $ 32679 $ 25834 $ 14995 $ 40629

M The actual contribution raies paid by the City for the fiscal year ended June 30, 2012 differed due to the City funding

the annual required contribulion amount based on the greater of the dollar amount reported in the actuarial valuation or
the doliar amount delermined by appiying the percentage of payroli reported in the valuafion o the actual payroli, if
achual payroll exceeds the acluarial payoll for the fiscal year.

@ The resoiutions adopled by the Retirement Pians' Boards selting the contribution rates for fiscai year 2012-2013

providge that the City'a Budget Office may adjust the employer’s contribution rates in order to achieve a minimum dollar
contribuztion for fiscat year 201 2-2(1 3.

3. Annual Other Postemployment Benefit ("OPEB™) Cost and Net OPEB Obligation

The City's annual other postemployment benefit cost and net OPEB obiigation for PFDRP and
FCERS as of and for the fiscal year ended June 30, 2012, were as follows (dokars in thousands):

PFDRF FCERS
Annual required contribution $ 63,524 $ 66,961
interest on ngt QPEB obligation 8,753 5,235
Adjustment to annuat reguired contribution {7.220) {4,822)
Annual OPEB cost 65,357 67.404
Confribulions made {21,205) (25.834)
fmplicit rate subsidy {4,730 {4,382)
increase in net OPEB obligation 39,422 37,186
Net OPEB obligation — beginning of year 154,105 88,510
et OPER obligaticn — end of year 3 193,527 $ 126,698
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The following is three-year trend information for the City's singie employer Postemployment
Healthcare Plans (dollars in thousands):

Fiscal Annual Total Percent Net
year OPEB Employer Annual OPEB Cost OPEB
ended Cost Contributions Cantributed Obligation
PFDRP &8/30/10 % 38,536 % 15,984 42% $ 107054
6130/11 64,108 17,057 27% 154,105
630112 65 357 25835 40% 193,527
FCERS 8130410 38,414 21,585 55% 62,589
&/30/11 48,529 21608 45% 89,510
6130412 67,404 30,216 45% 126,698

4. OPEB Funded Status and Funding Progress

As summarized in the table below, as of June 30, 2011, the most recent aciuarial valuation date,
PFDRP and FCERS was 6% and 12% funded, respectively on an actuarial basis for OPEB,
respectively. Changes to the UAAL were primarily the resut of changes in the actuarial
assumptions including the expected rate of return on plan investments, payroli growth assumption,
and healthcare trend assumption changes to reflect current experience and the actuary's
expectation for the future. The specific funding status for each OPEB plan is summarized in the
table below, as of the June 30, 2011 valuation date (dollars in thousands);

Actuariat UAAL as a
Actuarial Actuarial Accrued Annuai Percentage
Valuation Valua of Liabiiity Funded Cavered of Covered
Date Assals {AAL) LIAAL Ratio Payroii Payroil
PFDRP  &/3072011 H 60,708 3 1003795 5 943,086 6% 8 180,726 484%
FCERS 63012011 135,454 1,145,358 1,008,505 12% 228,836 44144

The Scheduie of Funding Progress, presented as RS! following the Notes to Basic Financial
Statements, presents information about whether the actuarial value of plan assets is increasing or
decreasing over time relative fo the actuarial accrued kiability for benefits. Actuarially determined
amounts are subject to continual revision as actual results are compared with past expectations
and new estimates are made about the future.

In fiscal year 2010-2011, the Refirement Systems’ Boards approved an establishment of a "floor
funding methed” for payment of the annual required contributions ("ARC") for postemployment
heaithcare benefits ¢ address unexpected shortfalls in contributions that may result when payroll
does not grow at the rate assumed by the actuaries. The "floor funding method” interprets the ARC
as the greater of the annual dollar contribution amount established in the valuation, or the ARC that
would result from appiying the employer contribution rate determined from that same valuation to
the actual emerging payroll of Retirement Systems members throughout the fiscal year. Therefore,
the resolutions adopted by the Retirement Systems’ Boards setting the coniribution rates for fiscal
year 2012-2013 provide that the employer's contribution rates may be adjusted in order o achieve
& minimum dollar contribution for fiscal year 2012-2013.

5. OFEB Aciuarial Methods and Assumptions

The actuarial methods and assumptions used include techniques that are designed to reduce the
effects of short-term volatility in actuarial accrua! fiabilities and the actuarial value of assets,
consistent with the tong-temm perspective of the calculations. The contributions rates for the fiscal
vear ended June 30, 2012 were based on the attuarial valuation performed as of June 30, 2010,
except for the period June 24, 2012 through June 30, 2012, which were based on the
June 30, 2011 valuation.
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The significant actuarial methods and assumptions used to compute the actuarially determined
PFDRP's OPESB annual required contributions and the funded status are as follows:

PFDRP

Description
Vaipation date

Actuarial cost mathod

Amortization method for actuarial
accrued liabilities

Remaining amortization period
Actisarial asset valuation method
Discount rate”

Inflation rate

Projected payroll increases

Hezlthcare cost trand rate:
Medicat

Dental

Method/Assumption
June 30, 2011

Entry age normat cost method

30 years, level percentage of pay

30 years as of June 30, 2011, open

5 year smoothed market with a 80%
to 120% Market Value Corridor

5.7%
3.5%

0.00% for FY 2013 and 2014, and
3.50% thereafter, Merit component
added based on individual year's of
service ranging from 8.00% to 2.25%

Future medical inflation assumed to
be at 8.17% per annum graded down
to 4.5% over 2 15 year period for
medical-pre age 65 and 6.83% per
annum graded down to 4 5% over a
15 year period for medical-post age
65,

4.50% graded down to 4% over a
three year period.

Method/Assumption
June 30, 2010

Entry age normal cost method

30 yaars, level percentage of pay

30 years as of June 30, 2010,
open

5 year smoothad market with a
80% to 120% Market Vaive
Cornidor

63%
3.5%

4.25% (includes across-the-
board salary increase of 0.75%).

Projected premiums for FY2010-
2011 and 9.75% beginning
FY2011-2012, decieasing by
0.50% for each year for 10 years
until it reaches an ultimate rate of
5%.

5%

* Determined as a blended rate of the expectad long-term invesiment returns on plan assets and on the
City's investments, based on the portion of the ARC contributed by the Cily for the fiscal year.
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The significant actuarial methods and assumptions used to compute the actuarially determined
FCERS's OPEB annual required contributions and the funded status are as follows;

FCERS

Description
Valuation date

Actuarial cost method

Amortization method for actuarial
accrued liabilities

Remaining amortization period

Actuarial asset valuation method
Discount rate {net)*
Inflation rate

Salary increases

Projected payroll increases

Healthcare cost trend rate:
Medical

Dentat

Method/Assumption
June 30, 2011

Entry age normal cost method

Level percentage of payroll

20-year layered, closed, jevel
percentage of payroll with the
6302008 UAAL amortized over
a closed 30-year period

Market value
8.10%
3.26%

The base annual rate of salary
increase is 3.25% inflation rate
plus a rate increase for
meritfongevity for 0 to 14+ years
of service ranging from 4.5% to
0.25% at the 15th year of
service

3.25%

The valuation assumes that
future medical inflation will be at
a rate 0f9.17% per annum
graded down to 4.5% per annum
over a 15 year period for
medical-pre age 85 and 6.83%
o 4.5% per annum graded down
over a 15 year period for
medical-post age 65.

Dental inflation is assumed to be
4.5% graded down to 4% over a
three year period.

June 30, 2010
Entry age nermal cost method

Level percentage of payroll

2(0-year layered, closed, level
percentage of payroll with the
6£30/2008 UAAL amortized over
a closed 30-year period

Merket value
B8.71%
3.80%

The base annual rate of salary
increase is 3.90% inflation rate
plus a rate increase for
meritiiongevity for the first 5
years of service ranging from
5.75% to 0.25% at the 5th year
of service

3.80%

The valuation assumaes thet
future medical inflation will be at
a rate of 9.5% per annum graded
down to 4.5% per annum over a
15 year period for medicel-pre
age 65 and 7.0% to 4.5% per
annum graded down overa 15
yaar period for medical-post age
B85,

Dental inflation is assumed to be
5% graded down to 4% over a
four year pertod.

®  Determined as a blended rate of the expected long-term investment returns on plan assets and on the
City's investments, based on the funded leve! of the plan at the valuation date.
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A. 3 Catifornia Public Employees’ Retirement System {CalPERS)

Plan Description. The Mayor and members of the City Council are eligible to participate in the
Public Employses’ Retirement Fund {*Fund’) of the State of California’s Public Employees’
Retirement System {"CalPERS"), a cest-sharing muitiple-employer plan. CalPERS acts as a
common investment and administrative agent for various local and state governmental agencies
within the State of California. The City’s CalPERS plan is under the CalPERS Miscellaneous 2% at
55 Risk Poot. The Fund provides retirement, disability and death benefits based on the employee’s
years of service, age and final compensation. Employees vest after five years of service. Benefit
provisions and other requirements are esiablished by State statute and by City resclution. On
January 24, 2012, the City Council voted to terminate its contract with CalPERS. The City
subsequently delivered a resciution of its intention to terminate its contract with CalPERS and is
currantly awaiting a termination valuation report from CalPERS for determining the potential liability
for any deficit in funding relating to current participants earned benefits.  CalPERS issugs a
separate comprehensive annual financial report, copies of which may be cbiained from the
CalPERS Executive Offices, Lincoin Plaza East, 400 Q Street, Sacramento, California 95814.

Funding Policy. The City is required to contribute the actuarially determined amounts necessary to
fund the benefits for its members. The actuarial methods and assumptions used are those adopied
by the Fund's Board of Administration. The required employer contribution rate for the year ended
June 30, 2012 was 15.526%. The contractual employee cost sharing is 7.0% plus a fee of $0.93
per bi-weekly pay pericd pay pericd for the 1959 Survivor Benefit program, cost-of-living
adjustments are 2.0% per year, and benefits are based on a final average compensation period of
36 months. The total contribution requirements for local agencies are established and may be
amended by CalPERS. The City's contributions to CalPERS for the years ended June 30, 2012,
2011, and 2010 were $117.000, $108,000, and $127,000, respectively, equal fo the required
contributions for each year.
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B. Commitments and Contingencies
1. Norman Y. Mineta San José International Airport

Purchase Commitments. As of June 30, 2012, the Airport was obligated for purchase
commitments of approximately $9,600,000, primarily for the remainder of the costs for Terminal
Area Improvement Program (TAIP) projects. Additionally, the Airport has projected that it will
expend or encumber approximately $105,100,000 on proposed capital projects during the next five
fiscal years. It is anticipated that funding for such capital projects will be provided primarily by
proceeds from PFCs, federal grants, bond proceeds and other Airport revenues.

Fuel Storage Facility. In 1985, the Airport and a fuel supplier with a fue! storage facility adjacent to
the City who owned a fuel tank farm factlity, discovered a fuel leak whereby petroleum products had
been released into the soil and ground water from either or bath of the Cily owned facility and/or the
other fuel supplier facility. The Airport and a fuel supplier with a fuel storage facilily adjacent to the
City owned faciiity agreed o share the costs of a study to develop an acceplable cleanup pregram
far the contaminated site. The cleanup program submitied to the Santa Clara Valley Water District,
the responsible regulatory authority, was approved and the cleanup program commenced during
the fiscal year ended June 30, 1991. Under an operating agreemety, the Airport implemented a
groundwater extraction system {o control the migration of the contamination and hegin efforts fo
remediate the contamination. The agreement expired but the fuel supplier cominued the work.

in November 2009, the City emtered info an agreement with the fuel supplier for coordinated
corrective actions at the exisfing fuel tank farms at a cost to the City not to exceed $1,000,800 and
authorizing the Director of Aviation o approve additional expenditures in excess of $1,000,000
subject to appropriation of funds by City Councll. The agreement provides for a 50-50 cost sharing
responsibility for actuat future costs until successfl closure of the site. The agreement also
required the City to pay its 50% share of the past costs that the fuel suppiier has incurred during the
pericd after expiration of the prior agreement and before the new agreement was in place. During
the year ended June 30, 2012, the Airport paid its share of the remediation costs tofaling $105,000.

The fuel supplier is responsible for administering the new agreement including refaining a corrective
action contractor. The agreement is also structured lo facilitate potential reimbursement from the
State Water Resources Controt Board Underground Storage Tank Commingied Plume Fund (the
“Plume Fund”). Reimbursement from the Plume Fund is potentially available up to $1,500,00C for
each parly. Due to the proximity of the closed City jet fuel farm to the adjacent fue! supplier jet fuel
farm that was stiil active, and the apparently stable contaminant plume, the regulators approved a
waiver to atlow the City tanks to be left in place until such time as a completely new fuel farm could
be built, thereby allowing the fue! supplier site to be closed, and investigation/remediation {o bhe
done on both sites at once. The new jet fuel farm was constructed off-Airport across Highway 101
and was placed in service in December 2008, The fust supplier fuel farm was subsequently closed
upon commencement of the new fuel farm.

The fuel supplier has recently demalished its fue! farm and removed its Underground Sforage
Tanks ("USTs") during fiscal year 2010 The Cily removed its USTs in September 2011, The fuel
supplier is currently starting the site’s interim remedial action approved by the County in February
2012. The approved plan is a fixed area remedial excavation to remove the secondary source
materials bepeath and adjacent to the former USTs.

With the adoption of GASE Statement No. 49, the Airport has accrued $714,000 as of June 30,
2312 to cover the estimated remaining costs of its portion of the interim remediation system. Latest
estimates of cosis {o further investigale and cleanup this site is between $1,400,000 and
$2.000,000 depending upon the method of accomplishment and actual remediation reguirements.
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Master Plan. The Airport Masier Plan consists of a program of facility improvemenis designed to
fully accommodate commercial aviation demand (passengers and carge) projecied for the future,
with development phased as demand warrants and is determined to be financially feasibie. The
Master Plan was originally adopted by the City of San José in June 1897 and approved by the FAA
in December 1982 In June 2006, the City Council approved revisions to the Airport Master Pian
regarding implementation of the TAIP. Most of the program elements of Phase 1 were completed
as of June 30, 2012. Ongoing projects include a common use lounge, Terminal A/A+ space
refurbishment, building system upgrades, Terminal A baggage system ceiling protection, and
comptetion of the northeast area {formerly the rental car fueling and wash site). The northeast area
will provide for a fuel truck maintenance facility, shuttle bus staging and storage, a taxi staging
bilding, and adjacent employee parking. Construction of the Phase 2 projects is contingent upon
satisfying specified activity-based triggers. In June 2010, the City Council approved an additional
amendment o the Master Plan that updated projected aviation-demand and facility reguirements,
and modified specific components of the Airport Development Program. Pursuant to the amended
Master Plan, the former interim long-term public parking and employee parking lots on the
northwest side of the Airport (which have been relocated to the east side terminal area) will be
gradually converted to new general aviation leasehold facilities. A request for proposals for a
second full service fixed based operator was issued and is anticipated that a lease will be approved
by the City in fiscal year 2013. Funding for Master Plan projects is from severat sources, including
grants, PFCs, airline rates and charges, airport revenue bonds, and subordinated commercial
paper proceeds.

2. San José - Santa Clara Water Pollution Control Plant

For fiscal years 2013-2017, the Five Year capital improvement program includes approximately
$17,884,000 for the South Bay Water Recycling (“SBWR”) project, a regional water reclamation
program to recycle highly treated wastewater for irrigation and industrial uses in the cities of San
José, Santa Clara, and Milpitas, California. This program is part of an action plan, developed by the
City and other agencies tributary to the Plant and adopted by the Regional Water Quatity Control
Board ("RWQCB"), to control the amount of effluent discharged by the Plant into San Francisco
Bay.

The SBWR distribution system includes approximately 60 miles of pipe, a four million-gallon
reservoir, a fransmission pump station, and two booster pump stations. These facilities were
constructed between 1986 and 1988 at a capital cost of approximately $140,000,000 funded by the
tribtilary agencies, grants, and bond proceeds,

In June 1887, the RWQCE and the City approved the Proposed Revision to the South Bay Action
Plan, which described the projects necessary fo reduce average dry weather effluent flow from the
Plant to below 120,000,000 galions per day and protect sait marsh habitat for endangered species
in the South Bay as required by RWQCEB Order 84-117. These projecis include expanding the
Phase | non-potable reuse system by extending addiionat piping, placing greater emphasis on
water conservation programs, reducing infiltration inflow, augmenting stream flow, and creating
wetlands. The estimated cost for implementing these projects was $127,500,000. In Aprit 2010, the
City approved construction of the $14,777,000 Phase 1C facilities including an additional nine miles
of pipeline. As of June 30, 2012 an amount of $120,201,000 has been expended or encumbered.
These estimated costs are to be funded by the City and other lributary agencies through a
combination of State Revolving Fund Loans, Sewage Treatment Plant Connection Fees, federal
grants, and cash contributions.

3. Retirement Systems — Unfunded Commitments

As of June 30, 2012, the PFDRP had unfunded commitments to contribute capital for private equity,
direct fending, and real esfate investments in the amount of $115,934,000 and FCERS had
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unfunded commitments {o conttibute capital for private equity fund investments in the amount of
$105,377,000.

4. Federal Financial Assistance Programs

The City participates in a number of federally assisted grant programs, primarily with the HUD, the
FAA, the Department of Transportation, the Department of Homeland Secusity, the Department of
Labor, the Department of Enesgy, and the Depariment of Justice. These programs are subject to
program compliance audits by the grantors or their representatives.

Although the City's grant programs are audited in accordance with the provisions of the Single
Audit Act Amendments of 1836 for the fiscal year ended June 30, 2012, these programs are still
subject to financial and compliance audits by Federal auditors, and to resolution of identified
findings and questioned costs. At this time, the amount of expenditures, if any, which may be
disallowed by the granting agencies cannot be determined.

5. Encumbrances

The Cily uses encumbrances to control expenditure commitments for the year and to enhance cash
management. Encumbrances represent commitments related to contracts not yet performed and
purchase orders not yet filled (executory contracts: and open purchase orders). Commitments for
such expenditure of monies are encumbered to reserve a portion of applicable appropriations.
Encumbrances still open at year end are not accounted for as expenditures and liabilities but,
rather, as restricted or committed governmentai fund balance. As of June 30, 2012, total
governmental fund encumbrance balances for the City are as follows (dollars in thousands):

General Fund 3 20,444
Housing Aclivities 1,484
Affordable Housing Investment Fund 10,705
Speciat Assessment Districts 72778
Nonmajor governmentai funds 35,610

Total governmental funds 3 141,022

C. Suceessor Agency to the Redevelopment Agency of the City of San José
1. Cash and Investiment Held by SARA

A summary of SARA’s cash and investments af June 30, 2012 is as foilows (doflars in thousands):

Credit Maturity {in days) Fair
Type of Investment Rating Under 30 31-180 181 - 365 366 to 3 years Value
State of Califormia
Local Agency Investment Fund Unrated S . 3 - $ 26815 % - 3 26,615

.5, Treasury Motes Aagaz - - - 8,280 8,280
Money Market Mutual Funds Aaa 92 310 3,438 - - 05,748

Subtotal 92310 3 3438 §F 26615 % 8,280 130,643
Certilicates of Deposit 8,251
Restricted deposit in transit to Nlscal agent 18,830
Bank deposits 5,440

Total cash and investments 3 160,964
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2. Property Held for Resale and Capital Assets Held by SARA

Property Held for Resale is recorded as an asset at the lower of cost or net reaiizabie value. SARA
reclassifies capital asséts originally received from the former Agency to property heid for resale
upon the State Department of Finance approval of & Long-Term Property Management Plan or
when the conversion of property for cash is necessary to pay SARA’s enforceable obiigations when
due.

During the five-month period ended June 30, 2012, SARA reclassified 4 properties with a book
value of $49,881,000 from capital assets to property held for resale and wrote down these
properties in the amount of $27,417,000 to their lower of cost or net realizable value.

SARA holds the following capital assets as of June 30, 2012 (dofars in thousands):

Recategorized

Feburary 1, ta Property Held June 30,
2012 Additions for Resate 212
Capital assets, not being depreciated:
Land $ 86,036 $ - 5 (31.432) § 34,604
Construction in progress a7 - - 877
Totai capital assets, not being depreciated 87,013 - {31,432) 35,581
Capital assets, being depreciated:
Buildings 109,097 - (20,510 88,587
Buiiding and other improvements . 19,399 - - 19,399
Eguipment 1,145 - - 1,145
Total capital assels, being depreciated 129,641 - {20.510) 109,131
Less accumulated depreciation for:
Buildings 12,892 1,426 {2.051) 12,287
Building and other improvemants 2,405 530 - 2,844
Equipment 50 75 - 1,025
Total accumulated depreciation 16,247 2,040 {2,051) 16,236
Total capital a5sets, being depreciated, nat 113,304 (2,040) {18,459) 92,895
Private-Purpose Trust Fund capitail assets, net 3 180,467 $  (2,040) 5 (49,891) 3 128,476

Parcels of the former Agency-owned land with an aggregate book value of $19,300,000 were used
to secure the Letters of Credit ("LOCs") obtained from JPMorgan Chase Bank {JPMorgan)
supporting the former Agency's 19898 and 2003 Revenue Variable Bonds. 1h addition, as additionat
security for the LOCs, the City executed and recorded for the benefit of the JPMorgan a Deed of
Trust against the City owned California Theatre. As security for payments due ta the County under
the Seitlement Agreement executed in March 2011, the former Agency also {i) executed and
recorded for the benefit of the County Deeds of Trust subordinate o JPMorgan on those same
parceis of former Agency-owned fand {except for the California Theatre), {ii) assigned 1o the County
one-haif {1/2) of the former Agency sates proceeds from the sale of the North San Pedro properties
under two separate Dispesition and Development Agreements with private developers, and (iii)
executed and recorded for the benefit of the County a Deed of Trust against the'North San Pedro
properties, with an aggregate book value of $18,300,000.

In addition, the José Theatre and three other properties were used {o secure HUD Section 108
lpans obtained from the U.S. Department of Housing and Urban Development.
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3. Summary of SARA's Long-Term Debt

The following is & summary of bonds and loans payabie of the SARA as of June 30, 2012 (dolars
in thousands, uniess otherwise noted):

Principab Balxnce
L2317 Rangx gf Payments June 30,
Tupe ef induiteness Fiipgse Amaunt Issue Date  Fital Maturity  nlersst Raise {mitiigna}y 2012
Tax Alfbcalion Bonds (TAB): i
1983 Werged Refhding . Advarce edunsng 5 532675 12/91/1943 A ZB1S 0.0 F0-18,185 3 15,185
14997 Memed Margad aren peaject VEEEBN0 2711987 Bamr2 s 5318-5.62% 1B 1i5 518
1888 Merged Mesgep area pagjec] 240350 410611949 BaQZ01g 4 75% 30-7 185 128
2002 Merged Mergep area pmject ISRRR0  BU007 [tL Pl EY 4 844 5% $0-14.260 13,165
2003 Merged Merged Arsa projecy 135,880 12eraren®y DAMI2E33 4.00.5 Q0% 30- 34, 528 127,545
2004 A Merged Fefunding fAclunding TABS T 0S DEA I Bosifenie 423 5.25% $8,775-31,000 192,215
2005 AlS Metged Refunding Refunding TABS J2BHER  HIF2EI2085 0R/E 12828 4.B0- 5.00% $0-26,240 198,113
2008 ANB Medgesd Margsd arsa project 01,300 18 L2000 LN T T 4.50. 588%  $0.2908 B0.300
2006 CfH Mecped R ehunding Refunting TABs TH 95 1205008 DR/04/2632 A75-5.90% 3074208 98,550
BEr ATHB Memad Meeged area prgjecd 21298 1OI007 Bf 2038 [-5.10% 50-23,87% 85285
W00 AT Merged Berged area praecy 147,285 1141156/2008 02035 -7 B0% 506,700 107 268

PERTRGE
Revenue Demand Bonds (Subardmala):

1086 Mesed Aras Revenue, Seres AMG Merged area projects 55009 OEfrTHgTe YIS Variahle $2000-4 800 46,008
2093 Memed area Rextnue, Series AR Merged area peoiects S0.808  QA2TROGA 08142032 Virtiable 34,300-3.200 A7 D55
T35
Houalrg Sct-Aside Tax Albeation $onds:
187 Housing, Series Lowmedeiate meomo hewsing 1085 Q6231997 O&M1207 5.75-5 5% 3349-2,970 17045
2EHK3 Hewsing, Series K Lowernodesele meome housing G886 9PM000% &A1 /2026 340 5.25% 3236-3.585 40,945
200 Housing Series Ar 8 Lesw-moderste iacome hawsing 120,728 OG30/2005 D005 T5A6% $0-8.300 128,268
2818 Hpusing Reries AR Lersethiod ste coma hauslng 7405 0471502818 GO 2035 B-5.5% 506,505 G220
2018 Housing Series C (Subgrd! L erw- moome housing SATON QiAOI0 08152035 Vatiahky F2425-5 2140 08, %
THRer Long-ferm Dabl:
Pledge Agreement - Ravenues Senps 4hiGan Funarela paking fagitiy 48575 Q4rER2861 O RORE 4.12.5.25% AR 205 33435
Fevanue Bonds 200tF Cxnvenlign Cenler nmijec) 040,730 B Barif2g2z 4. 25:5.00% +0.130-14,730 120,028
LSOV 2003 ERAF Lean Fund the Sime's ERAF Pregram 12888 BARTROS oorglieals 4. Fr.5834% 521402355 935
CECDA 2006 ERAF Loan Fund thé Slale's ERAF Pragiam 14,020 Q9032006 SEMMZRIG 5525 BT% SH5E1,008 TS
HY D Secfion 108 Loans Merged xrea prejecs 52BO 02N wEE7 BE/011204E Vatabie 5355495 205
HUD Seclien 109 Loans (CiM} Meged <rea projects 13800 BOBIAONE QRIS Wariakie 5600-1,155 11,834
HUD Sxclion 108 Loans ($1ory & ¥ng) Meiged arca grojecs 19000 OG/3vE00R  OBM2B25 Warigtla 37851578 15,880
Chv of San Jgs¢ BERAF LEsn Fund the Siate's SERAF Paymeant Bt 20WENT HIHEEES Variaule 51207252 428 65,371

Othar Lang-terrn Ohligatlon:
Counly Pazs Through Pass-threugn gayment 3562 OGIAA011 [{{clalii Varizie 54713 23,562
EELE]
cranf Tolal 3 1.370.328
e r—

Tax Allecation Bonds {Senior TABs) are issued primarily to finance redeveiopment projects and
are secured primarily by a pledge of redeveiopment property tax revenues (i.e. faormer tax
increment), consisting of a portion of taxes levied upon ail taxable properties within each of the tax
increment generating redevelopment project areas constituting the Merged Area Redeveiopment
Project, and are equally and ratably secured on a parity with each TAB series.

Variable-Rate Demand Bonds {Subordinate}

1996 Merged Area Revenue Bonds — In June 1996, the former Agency issued the 1996 Merged
Area Redeveiopment Project Revenue Bonds, Series A and B, for $29,500,000 each, to provide
additional proceeds to finance various redevelopment projects in the Merged Project Area. The
1996 Bonds are subordinate o the 1993 Merged Area Refunding Tax Allocation Bonds. The 1996
Bonds have a variabie rate of interest and Series A bears inferest at a weekly rate while Series B
bears interest at a daily rate. The rate modes (daily, weekly, monthly) may be changed at the
SARA's option.

The daily and weekly rates are the rates that resuit in the market value of the bonds being equal to
100% of the principal amount cutstanding. The average interest rate for the daily and weekly rates
for June 30, 2012, was 0.18% for the 1996 Series A and 0.22% for the 1986 Series B, respectively.

2003 Merged Area Revenue Bonds ~ In August 2003, the former Agency issued Merged Area
Revenue Bonds Series A and Series B aggregating $60,000,000. The proceeds of the bonds were
used mainly fo finance redeveiopment projects within the Merged Area. The 2003 Merged Area
Revenue Bonds are ratably and equaily secured by a pledge of the subordinated revenues and
subordinate to the debt service payment of Senior Obligations of the former Agency.
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The 2003 Merged Area Revenue Bonds have a variable rate of interest at a weekly rate, until
converted to bear interest at another variable rate or fixed rate at the option of the SARA. The
weekly rates are the rates {hat resuit in the market value of the bonds being equat to 100% of the
outstanding principal and accrued interest. The rates for June 30, 2012 were 0.18% for the 2003
Series A and 0.22% for the 2003 Series B.

The former Agency issued these bonds to provide variable-rate exposure to the debt portfolic and
to provide additionat fiexibility with respect to restructuring or redeeming the debt issued for certain
projects. The former Agency has entered into credit facilities that support the variable-rate demand
bonds. Under the reimbursement agreements related fo these credit facilities, the trustee is
authorized to draw an amount sufficient to pay the purchase price of bonds that have been
tendered and have not otherwise been remarketed.

The credit facilities that support the SARA’s variable-rate bonds as of June 30, 2012 are as fallows
(doliars in thousands):

Balance
June 30, Credit Faciity Descrintion
2012 Provider Expiration Date*
Revenue Bonds:
Series 1996A (Merged Area) % 23,000 JPMorgan Chase Bank, N.A. 3112013
Series 19968 {Merged Area) ' 23,000 JPMorgan Chase Bank, N.A. 3142013
Series 2003A (Taxable) (Merged Area} 32,655 .JPMorgan Chase Bank, N.A. 312013
Serigs 20038 (Merged Area) 15,000  JPMorgan Chase Bank, N.A. 3N2013
Total variable-rate revenue bongs $ 93,655

* Expirstion date of these credit facilities were extended by the JPMorgan Chase Bark.

These variable-rale revenue bonds (1996 and 2003 Bonds) are payable upon demand of the
bondholder at a purchase price equal to principal plus accrued interest. SARA's remarketing
agents are required fo use their best efforts to remarket the bonds and, to the extent that bonds are
not remarketed, SARA’s bond trustees are authorized to draw on the credit facilities in the amounts
required to pay the purchase price of bonds tendered.

The former Agency oblained four letters of credit (LOCs) as credit facilities from the credit facitity
provider, JPMorgan Chase Bank (JPMorgan}, for the 1996 and 2003 Bonds. On August 7, 2012
JPMorgan agreed to extend the term of the LOCs to March 1, 2013.

In the event the LOCs are not renewed or a substitute LOC cannot be obtained from another
financial instifution the full amount of the outstanding 1996 and 2003 Merged Area Revenue Bonds
becomes “due and payable". in the event the LOC is not extended and insufficient funds exist to
pay the amount due and payabie, the interest rate on the 1996 and 2003 Merged Area Revenue
Bonds increases to a default rate of 11.5%.

The SARA is required to pay the credit facility provider an annual commitment fee for each credit
facility ranging from 2.1% to 3.0%, based on the terms of the applicable reimbursement agreement
and the outstanding principal amount of the bonds supported by the credit facility. n addition, in
fiscal year 2010 the former Agency made the reguired deposit with JPMorgan Chase Bank, NA., a
liquidity reserve in the amount of $5,000,000 as an added source of security of the bank. Parcels of
the former Agency owned fand and the City's California Theatre were also used to secure the
Letters of Credit.

Housing Set-Aside Tax Allocation Bonds (comprised of Series 1997E, Series 2003 J & K, Series

2005 A & B, and Series 2010 A-1, A-2 & B, and the 2010 Subordinate Series 2010C, collectively
the "Housing TABs") are issued to finance affordable housing projects and are secured by a pledge
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of and fien upon the 20% redevelopment properly tax revenue (.. former tax increment) set-aside
for the low and moderate income housing subfund.

Housing Set-Aside Tax Allocation Bonds (Subordinate). On April 29, 2010, the former Agency
issued $93.000,000 in Taxable Subordinate Housing Set-Aside Tax Alocation Variable Rate
Bonds, Series 2010C. The 2010C bonds were to {1) refinance the Bank of New York Term Loan
and (2) finance and refinance the City's gap loans made or to be made in connection with certain
affordable housing developments. The 2010C bonds are secured by 20% housing set-aside tax
allocation revenues on & basis subordinate {0 the senior bonds. The 2010C bonds were issued as
multi-modal, variable rate bonds with a taxable interest rate that resets weekiy. The 2010C bonds
have a single maturity anticipated to be no later than August 1, 2035, but with a scheduled
mandatory tender date in three years and mandatory sinking fund redemption payments on August
1 of each year.

The Series 2010C were directly purchased by Wells Fargo Bank. Because the bonds were directly
purchased, the bond indenture does not require a credit facility to suppert the debt service
payments until the bank's tender date of April 29, 2013, or such other date agreed to in writing by
the SARA and Weils Fargo Bank. On June 8, 2012, Moody's Investors Service downgraded the
former Agency’s Senior Obligations Rating to below "Baa1”, which triggered a Special Termination
Event under the Continuing Covenant Agreement of the Series 2010C Bonds. The SARA
requested that Wells Fargo Bank forbear from exercising its rights, including without fimitation, its
rights to accelerate the obligations. For the period commencing on August 15, 2012 and ending on
November 15, 2012, Wells Fargo Bank has agreed to forebear from exergising and its rights and
remedies under the Bond Documents in respect to the existing default. At June 30, 2012, the
balance of $88,600,000 is classified as an obligation due within one year. Negotiations are
presently under way to extend the forbearance agreement. The SARA cannot predict the outcome
of the negotiations.

The Series 2010C bears an interest rate at 1-month LIBOR, two London Business Days before the
+* day of each month plus 250 basis points, with a final maturity date of August 1, 2035. The
average weekly interest rate for the Series 2010C as of June 30, 2012 was 3.05%.
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A summary of the changes in long-term debt during the period from inception {February 1, 2012)
through June 30, 2012 follows (in thousands):

February 1, Amount Due
2817 . Additians Reductians June 38, 2042 Qne Year
Tax alocatian hands:
1843 Merged Refunding § 19185 8 - 4 - 5 18185 % -
19597 Merged 5Big . . 5911 320
1809 Merged 12,928 - - 12,9249 -
2002 Merged 13,165 - - 13,165
2803 Merged 127 545 - S 127 545 .
20884 A Merged Refunding 193,215 - - 193,215 24 648
2005 A/B Merged Refunding 198,115 - - 108,115 2,545
2006 AR Morged &0,300 - - Bg 3gg -
2806 CI0 Marged Refunding 686,800 - - 598886 B3
2867 A-T/B Maerged 265,685 - - 205,685 2858
2808 A/B Merged 107 868 . - 107,868 3.485
19897 Hausing, Seres E 17,045 - - 17.045 k2 1]
2803 Housing, Seres MK 48 815 - - 46,815 2,545
2805 Housing, Senes, A8 128,368 B - 128,308 145
2010 Housing, Series A8 52,220 - - 62,220 1,438
2010 Housing, Sevies C 88,600 - - BB,60G B8,600
Subtoal lax sliocation bonds 1,950,780 - - 1 aan 780 147 €18
Other iong-temm debt:
1886 Merged Area Revenua, Series AB 48 000 - - 44,640 46,000
2003 Merged Area Reuenue, Seriea AB 47 855 - - 47 655 47 55
Piedge Agreoment - #th & San Femando
parking revenue bonds 33435 - - 33,435 1,748
Rei t A =201 G
Center refunding revenve bands 128,029 - - 128,820 9,158
CSC0M ERAF Laans 15,545 - {1,785) 13,760 3,755
HUD Section 108 Inans, variable 28745 - - 29,745 1,748
City 8f San José - SERAF L aana (principal) 64,816 - - 654,518 -
City af San Jasé - SERAF Loans (interesd) 454 181 - 655
Caunty Pass-lhraugh (hfigatian 23,562 - - 23,562 -
Subtelal other tang-term deb 34,232 161 {1.785) 3BE B4Q 113,049
Subtolal fong-lerm: debt before unamonlized 2361 012 19 {1,785) 2378328 257,650
issuanca premium {discaunt) 37,603 - - 37983 3,828
Deferred amount on refunding {48.314) - - {all.314) {3.524)
Tetal iong-lenm debt payable 2378661 1 (1,785) 2376917 258854
Environmenial remediaian 356 - {18) 337 95
Tenel fong-tenm obligations § 2,378,857 § 191 5 {1884) § 2377254 § 258,148

4. SARA’'s Conduit Debt

In August 1997, the former Agency served as the conduit issuer of $10,595,000 in Muftifamily
Housing Revenue Bonds in order to provide funds for a mortgage ioan to a private developer for
rental housing project on the former Agency-owned land in the Japantown Redeveiopment Area.
The former Agency has no obligation for these bonds as they are secured primarily by fully
modified pass-through mortgage-backed securities guaranteed as a timely payment of principal and
interest by the Government Nationa! Mortgage Association. The bonds were issued for the
purpose of expanding the community’s supply of low to moderate-income housing. Additionally, the
loan is secured on a nonrecourse basis and is insured by the Federat Housing Authority pursuant to
and in accordance with the provisions of Section 221(d) (4) of the National Housing Act. As of June
30, 2012, the oulstanding balance was $9,260,000.

5. City’s Commitments to SARA

“in the event that future redevelopment property tax revenuss are not sufficient to cover the SARA’s
enforceable obligations, the City has committed other sources of funding to cover costs related to
the following obligations: the City of San Jose Financing Authority Lease Revenue Bonds, Series
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2001F (Convention Center Refunding), City of San Jose Financing Authority Revenue Bonds,
Series 2001A (4™ Street & San Fernando Parking Facility Project), Housing and Urban
Development (HUD) 108 loans, Education Revenue Augmentation Fund (ERAF) loan payments,
and the SARA’s annual administrative budget and City Support Service expenses.

6. Commitments and Contingencies Related to SARA
Tax Sharing Agreement with the County of Santa Clara
1983 and 2001 Settlement Agreement

In 1883, the former Agency and the County entered into a tax sharing agreement under which the
former Agency would pay a portion of tax increment revenue generated in the Merged Area and
part of the Rincon de los Esteros Project Area {the "County Pass-Through Payment”). On
December 16, 1993, the Agency, the County, and the City entered into a Settlsment Agreement,
which continued the County Pass-Through Payment.

On May 22, 2001, the County, the City, and the former Agency approved an Amended and
Restated Agreement (the "Amended Agreement™. in addition to the continued Pass-Through
Payment, the Amended Agreement delegated to the County the authority to undertake
redevelopment projects in or of benefit to the Merged Area, and requires the Agency to transfer
funds to the County to pay for such projects in an amount of 20% of the proceeds of any bonds
secured by 80% tax increment {excludes refinancing bonds) {the "Delegated Payment").

March 16, 2011 Settlement Agreement

In September 2009, the former Agency informed the County that due to the SERAF requirement
and insufficient tax increment revenues, it did not have sufficient unrestricted funds to make the
fiscal year 2008-2010 pass-through payment. The former Agency further informed the County that it
had reserved restricted funds for the fiscal year 2008-2009 pass-through ($21,300,000) pending
negotiations regarding the payment. On August 20, 2010, the County submitted an invoice to the
former Agency in the amount of $45,200,000, which included the fiscal year 2008-2009 pass-
through amount of $21,300,000, the fiscal year 2009-2010 pass-through amount of $18,200,000
and interest of $4,700,000.

On March 9, 2011, the County filed a lawsuit in the Santa Clara Superior Court against the Agency,
City, and San Jos¢ Diridon Development Authority (the "San José parties”) to recoup these
payments, On March 16, 2011, a Settlement Agreement was reached and enterad into between the
County and the San José parties. The following terms and conditions have been completed:

1. The Agency paid the County $21,500,000 in restricted tax exempt bond proceeds,

2. The Agency paid the County an additional $5,000,300 in unrestricted funds.

3. The Agency acquired from the City tille to the Old City Halt property and transferred it to the
County for a credit of $10,000,000 against the debt; the Agency transferred certain parcels it
owned, valued at $10,000,000 in exchange for the Cld City Hall.

The following obligation remains outstanding with the County as of June 30, 2012:

1. The Agency will pay the County $23,600,000 in 5 equal annual instaliments ($4,720,000 per
instaliment plus interest accrued as of the payment date) no later than June 30 of 2014, 2015,
2016, 2017 and 2018.

During the vear ended June 30, 2012, the former Agency and SARA did not have sufficient tax
increment revenues to make the fiscal year 2011-2012 pass-through payment. The amount of

122



City of San José
Notes to Basic Financial Statements
June 30, 2012

pass-through payments due to the County at June 30, 2012 is $15,719,000. The interest rate for
any late pass-through payment for fiscal years 2011-2012 and beyond will be as follows: {a) the
rate of return earned by the County Treasurer Investment Pool for the refevant time period ("County
Pool Rate”) for the first year the payments are overdue; (b) the County Pool Rate plus 3%
additional interest rate penaity for the second year the payment is overdue; (c) the County Pool
Rate plus 6% additional interest rate penaity for the third year the payment is overdue; and (d) the
County Pool Rate plus 9% additional inferest rate penalty for the fourth year and any additional
years the payments are overdue, provided however that in no event shall the interest rate exceed
- 10% in any year.

Ambac Bankruptcy

On November 8, 2010, Ambac Financial Group Inc. (Ambac Financial} filed for bankrupicy
protection under Chapter 11 Bankruptcy Code in the United States Bankruptcy Court for the
Southern District of New York. Ambac Financial is a holding company whose affiiales provide
financial guarantees and financial services to its customers. Ambac Assurance Corporation, a
subsidiary of Ambac Financial, has issued a financial guaranty insurance policy for payment of
principal and interest when due and a reserve fund surety bond for the former Agency's Series
1999 and 2005 B tax allocation bonds and the Series 2008 D tax atlocation refunding bonds.
According to the bond indenture for each of these bends, in the event that such surety bond or
insurance policy for any reason lapses or expires, the SARA must immediately (1) deliver a lstter of
credit, or {2) deliver fo the trustee a surety bond or an insurance policy, or {3) make the reguired
deposits to the bond reserve fund.

itis unciear, if such an event were to occur, whether the SARA would be required to take out one of
the three actions documented above in order to maintain compliance with the bond indenture,

Dissolution Legisiation “True up” Process

The provisions of AB 1484, which was a trafler bill to the FY 2012-2013 State budget, reguired that
the County Auditor-Controller determine if the tax revenues received by the former Agency in
January 2012 (before dissolution) were in excess of the amount spent by the former Agency and
SARA on enforceable obligations as defined by the Redevelopment Dissolution Law during the
period from January 1 through June 30, 2012. 1If there was an excess, SARA must remit the
residual amounts to the County by July 12, 2012, for alflocation to the taxing entities. Thig is
referred 1o as the “frue up” process. Due to the manner in which some of the former Agency's bend
ohligations were categorized on the Recognized Dbligation Payment Schedule ("“RDPS") during this
period, the Counly Auditor-Controller's caiculations indicated that there was a $38,300,000
"overpayment” of tax revenues to the former Agency. Dn July 6, 2012, the Oversight Board of
SARA approved corrections to the praviceusly approved RDPS fo clarify that there were no residual
tax revenues to distribute to the taxing entities from the Redevelopment Property Tax Trust Fund
{“Trust Funa®} administered by the County's Auditor-Controller.

SARA has been working with the State Department of Finance (*"DDF") to documenl why the

perceived $38,300,000 “overpayment” is incorrect. However, pending resolution with DDF and per

the legisiation, on July 8, 2012, the County Auditor-Controfler submitted an invoice to SARA in the

amount of $39,300,000. SARA has not paid this invoice, The legisiation provides that if SARA

does not pay the amount owed, the Siate Board of Equalization will be directed to withhold the

City's sales tax revenues until the amount due is paid. Dn August 27, 2012, SARA received a letter

from DDF indicating that they do not intend to pursue civil penaltiss or a sales tax offset
Management befieves, in consuitation with legal counsel and the DDF, that the invoice for the

"overpayment” is erroneous,
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D. Subsequent Events
1. Tax and Revenue Anticipation Notes

Cn duly 2, 2012, the City entered into the Note Purchase Agreement with U.S. Bank under which
US. Bank agreed fo purchase the City'’s short-term notes up to a maximum amount of
$125,000,000 in accordance with the terms of the Note Purchase Agreement for cash flow
horrowing purposes to facilitate the prefunding of employer retirement contributions. Pursuant o
the Note Purchase Agreement, the City issued and U.S. Bank purchased the City's notes in the
amount of $100,000,000 (the “Initial Note") at a fixed interest rate of 0.952%. Under the Note
Purchase Agreement, at the City’s discretion, the City may issue subsequent notes at any time up
to the Commitment Termination Date of December 31, 2012 and up to the Unutilized Commitment
amount of $25,000,000 at a variable interest rale calculated pursuant to the terms of the Note
Purchase Agreement, Security for repayment of the Initigl Note and any subsequent notes
(collectively, the "2012Notes™) is a pledge of the Ciy's 2012 secured property tax fevenues
{excluding property taxes levied for general obligation bonds) and sales tax revenues received
during fiscal year 2013 pius all other legally available General Fund revenues of the City, if
required. The final maturity of the Initial Note is February 14, 2013, The final maturity of any
subsequent note is June 28, 2013.

2. New Retirement Benefit Tier

On June 5, 2012, the San José voters enacted the Sustainable Relirement Benefits and
Compensation Act (Pension Act). The Pension Act amended the City Charter to change benefits
far current employees, establish different benefits for new employees, and place other limitations
on henefits,

Section 1508-A of the Pension Act applicable to new employees was adopted on August 28, 2012
by City Council Ordinance No. 29120 to provide Tier 2 pension benefits for new FCERS members
hired on or after Saptember 30, 2012. The new tier includes significant benefit changes from the
existing Tier 1 plan including, hut not imited to, a decrease in the benefits multiplier from 2.5% per
year to 2.0% per year, an increase from 55 years to 65 years of age for retirement eligibility at full
benefits, a consumer price index driven cost-of-living increase with a maximum of 1.5% instead of
the existing annual fixed 3.0% increase, a decrease in maximum benefit to 65% of final average
salary from 75%, no survivor benefits for death after retirement uniess the member elects a
reduced benefit, pensionable compensation to be based on base salary only, rather than base
compensation plus premium pays; members to contribute 50% of the total Normal Cost, any
accfued unfunded actuarial liability and administrative costs of the FCERS; year of service credit to
require 2,080 hours of work rather than 1,730 hours of work and final average compensation based
an the highes! consecutive 3 years of compensation compared 1o highest 1 year. Significant
portions of the Pension Act applicable to existing employees and effeciive June 23, 2013 are
currently subject to legal challenge by members of the FCERS. Additionally, various bargaining
units representing members of the FCERS have filed unfair labor practice charges with the
California Public Employment Relations Board related to the Pension Act.

3. Successor Agency to the Redevelopment Agency of the City of San José
Findings of the Agreed-Upon Procedures Report

Pursuant to the California Health and Safety Code section 34182, the County Auditor-Controlier
was responsibie to cause the performance of procedures fo establish the former Agency's assets
and liabilities, to document pass-through obligations, and to document the amount and terms of
indebtedness incurred hy the former Agency. The County issued its Agreed-Upon Procedures
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Report (‘AUP") on October 5, 2012 and submiited it to the State Controller's Office {SCO") and the
DOF. Dther than as a reference for the DOF and the State Confrollers Office, the AUP has no
consequence in the dissolution process. The report identified the following issues, which are
disputed by the City and SARA:

SERAF Loan — The AUP questions a portion ($54 million) of SARA's total SERAF obligation
funded by the former Agency’'s Low and Moderate income Housing Fund, stating that it should not
be classified as an obligation to the City's Low and Moderate Income Housing Fund. The City's
position is that cash was used fo fund the SERAF loan, therefore the obligation for repayment of
the §54 million remains. As such, the City’s Affordable Housing Investment Fund has not removed
these receivables nor has SARA removed these obligations from its financial statements at
June 30, 2012. The DOF has raised concerns with the SERAF foan in its review of housing asset
transfers based on previous discussion with the County Auditor-Controfier. This is now the subject
of a meet and confer meeting between the City, SARA and the DOF.

Unencumbered Housing Cash — In February 2012, a cash transfer of program income, which
consists of loan repayments, development deposits and lease revenues, in the amount of $10.2
million was made from the Low and Moderate income Housing Fund held by the City to the City's
Affordable Housing lnvestment Fund. The City asserts that the $10.2 million fransfers of program
income represents Housing Assets and therefore may be transferred to the City's Affordable
Housing Investment Fund as the Housing Successor. To date, the independent accountant
approved by the County Auditor-Controller has net finafized its “due diligence review” requirad by
Health and Safety Code Section 34179.5 used fo determine the balance availabie for transfer to
SARA from the Low and Moderate Income Housing Fund held by the City. As such, neither the
City nor SARA has included this transfer back from the City to the SARA in the respective financial
statfements at June 30, 2012.

Property Transfers — The County Auditor-Controller aiso stated that numerous properties
transferred to the San José Diridon Development Authority in the amount of $29.1 million and the
City in the amount of $109.7 million in early 2011 are subject to being ordered transferred back to
SARA by the SCO as required under Health and Safety Code Section 34167.5. To date, the SCO
has not finalized is final review of asset transfers made by the former Agency. As such, neither the
City nor SARA has included these ifransfers of property back from the City to SARA in the
respective financial statements at June 30, 2012.

Due to uncertainties with the Redevelopment Dissolution Law, the ultimate outcome of these issues
cannot presently be determined, accordingly, no provision for any liability that may result has been
recorded in the financial statements.

4. Airport Debt Refunding

City of San José Airport Revenue Bonds, Serdes 2012A - On November 8, 2012, the City
refunded the City of San José Airport Revenue Bonds, Series 2002A in the amount of $49,140,000.
The Series 2012A bonds were purchased as fixed rate direct placement with Bank of America
Public Capitai Corp with an interest rate of 1.53%. The refunding provides approximately
$1,000,000 of debt service savings through the finat maturity in 2018,
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General Fund
Schedule of Revenues, Expendltures and Ghanges in Fund Batance-Budget and Actual
For the Year Ended June 30, 2012
{$000"'s}

Actual Amounts

Budpstary Rssis Actual
Variance with Amaunts Budgetary Actual
Budgeted Amsunts Final Budget Suggetary ts GAAP Amounts
Criginal Final Qver {Undar} Basis Differenceos GAAP Basis
REVENUES
Tases and franchise {eas
FPropecly 3 201,454 208,275 . 1,437 281,712 - 201,712
Salgs 148,805 155382 {1,384} 154 826 - 154,026
Uirlity 108,568 111529 (508} 118,812 - 118,912
Slate of Caifornia in-ligu 2,621 2,121 488 25611 - 2611
Franchise 43,025 41,808 {81} 41,786 - 41,789
Business tsx 38,705 40,574 180 41,134 - 41,134
Cther 1,202 8308 GB4 6,984 - 8,984
Liconses, parnmils and fines 52,088 5B 745 2,452 52,197 - 62,197
IntErgavernmental 25228 33,701 (8,037} 24564 - 24,664
Charges for cument servicos 30,548 33671 113 35,485 - : 15405
Invosliment income 3,551 3,625 674 4,498 162 4,681 1)
Othor revenues 33,763 37,782 {3,679} 34,143 1274) 3B 3
Tola: rusnues Ci7.642 729,114 (7148}, 721866 =z} 721,874
EXPEHDITURES
Current:
Geneial government 118,817 180887 {17,972y 92,125 110,228} 71,887 ()
Fublic safaty : 487,163 459,944 {12.52%) 447,419 {3,083} 444,336 (2}
Community sinvices ' 118,502 171,341 (573 15,568 {1,528} 114,848 2)
Capital maintenenca 40,816 5589 {12,916} 42823 {B.252} I6,671 {2}
Ssnitation 1,88 1,169 31 A7B (25) 848 (2
Cepilat aulisy 3,444 3517 - 3,577 - 3,577
Debt service: :
Principal 4,074 1,246 {172) 1,874 . 1.874
I e eaat 526 526 - EZ6 1 536 {5}
Tola) expendiures 38,371 743.758 {45,666 584,998 . {2,182} 672 486
Excess {deficitncy) of revenues
over expendiluris ) {51,428) {14,642] 42518 27878 2100 48,886
QOTHER FIHANCING SOURCES [USES) .
Prazeads for sale of capilal assels 1,888 1 588 {531) 969 - ficie]
Transfers in 14,716 11614 891 12 605 - 12,885
Translers aul 125,498} (31,848 14,41 (27.,233) - [27.233)
Tola! pther financing sources {uses) {8,874} (15,531 {3,882 {13,658) - 113,656)
Extra0edinsry ipss from dissatulion of
Redevetopment Agency - - - - [18.828) (15,828} {4y
Nal changs in fund balances {68,483} [323,173) 38,566 14,217 2190 18,407
Fund balances - beginning 136,538 136,530 - 136,530 38.041 166,621
Seginning oncumbranse - - - 20,833 (28 933) -
Fund balancas - gnding % 76,127 183,357 38 566 171 688 11,340 183,028

Explanzafion of differences:

{1) Gain 9r loss in fair vatue of inuestmenls soe nat formally budgeted transadians,

{2} Encumbrences &f funds for which format bufgels are prepared.

(3} Loznrepayments (ar which budgela sre prapsred.

{#) Extreordinary |18ss on dissqlution of Redevelopment Agency is nat 2 budgeted fransactian.
(5} Intarosi expenditure associated with assumption of SERAF loan.

See accompanying Heles 1¢ Required Supp y inli Fion.

(Continued)
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2012

REVENLES
II‘||EFQD\’EI"HI’I'IEI'I|HI
InvgeElmant ncame
Ciher revenues

Totzl revenuas

EXPENCITURES
Curent:
Community services
Toat expenditires
Evcass (defitiency] sf revenues
et expendiures

QTHER FINARCING SOURCES (USES)

Transiaesin
Teansiers out

Totan ether inancing sourcas (uses)

E: dinary koss from di tion of
Radevaiopmant Agency

Metchange in fund batances
Fund batance - beginning
Heginning encumbrante
Fyng balances - ending

Explanation af differeneas:

Housing Activities
Schedule of Revenues, Expenditures and Chengas in Fund Balange-Budget and Actual

Fer the Yoar Ended June 30, 2012
(004"

s}

Agtual Amounis

{1} Gain o b5 in fair value of investments are not form ally budgetad wansaclions,
{2} Encumbrances af lunds for which forman budness are prapsred.

{3} Expenditures and rop 15 thal i

{4} Transfer for extablishing the Affordable Hausing lnvestment Fund was not budgeted.

See gecompanying Nates te Required Supplementary infomation.

Budgetary Basis Aetunk
Vasniance wilh A Buydgetary Actyal
d Amounts Finat Budget Budgetary $8 GAAP Amounts
Origlnal Final Qver (Under} Basis Differenees GALF Bazla
H 37018 33,866 {10,272} 23,504 . 23504
2,449 2,040 {245) 1,785 ] 1801 (1)
12,827 11,116 {199} 10,817 {1,361 G556 (3)
56,291 42022 {10,716} 35,306 {1,268} 35041
106,515 94,584 {48,160} 48,228 (8,830) 38,398 {2} {3}
G618 94368 {46,160} 48,228 [CEE R 38,508
{58524} (47,366} 35,444 (11,922 8565 {3.357)
48,315 1,409 [13.850) 17,532 - 17.532
(25.465) {50,955} 7781 [43,174) {32y 1Y) (372,286} {4}
21,850 {15,555} 18087 {26,642} {327,112} [362,754)
- - {5853 6,863 - (8.863)
(28,774) (66,821) 22,484 {44,427 (312,547 (362,974}
4,830 4,838 - {4,838 412,535 487 785
- - - 34,182 (34.102) .
% {33,604] (71,781} 22,484 {15,155 5k BAG 13 44,731
and d certain foan recelvables for which forma budgets ara reparsd
(Continued)
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Affordable Housing Investment Fund
Schedule of Revenues, Expenditures and Changes in Fund Batence-Budget and Actual
For the ¥oar Ended June 30, 2012

(5000's)
Actual Amounts
Budpetary Hasiy Actual
Vsriance with Amounts Budgetary Asiual
] A 1 Final Burdge! Budgetary 1o GARP Amounts
Qriginal Final Lver {Under) Basis Differences GAAP Basis
REVENUES
Imeasiment inceme 5 . 5 7,250 7214 127 % 7481 fi)
Dther revenues - 13,054 1,525 145714 {8, 566) 5013 {3
Tolal revenurs - 13,059 8,794 21853 (8,439 13414
EXPENDITURES
LCerrent:
CRRRIDNEY S BrYiCes - 24743 {0,427} 5321 11000 4,318 {2). (B

Excess (deficiency] of revenuas
aver expendiluies - {11,684 18216 4532 2,564 9.U%6

OTHER FINANCING SOURCES [USES]

Translers in - 16,934 {726) 168,288 327 839 24647 {4
Net chsnge In fund balsnees B 7.258 17.490 24,748 0483 355,143

Tund balance - beginning - - - R R .
Beginning eRcumbrance - - - - R
Funi balanpes - ending § - 7,250 17498 24748 348 5 355,143

Explanailon of differences:

{1 Gain or l0ss i feir value of investments are nol formally budgedad transactions,

{2} Encumbrances of funds for which formal budgets are prepared.

{3} Expendi and repayments {hat i and decreass cerlain Inan receivable s for which formal hudgats are prepared.

{4} Transtes in from the Neusing Acivitiea Fund for hishing ihe Affordatie Housing 1n Fund was net budgeted.

See accumpanying Netes 1o the Required Supplementery information.
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Schedule of Funding Progress

($000°s)

Police and Fire Department Retirement Pian - Defined Benefit Pengion Plan

Unfunded
Actuarial AAL as a
Actuariai Actuariai Accrued Unfunded Annuai Percentage
Vaiuation Value of Liahility {Overfunded) Funded Covered of Covered
Date Assets (1} {AAL) {2 AAL Ratio Payrotl (3} Payroil
6/30/02 $ 2,569,569 § 2,963,482 $ 383913 87% $ 243,196 162%
6/30110 2,576,705 3,230,456 653,751 80% 222699 294%
6130011 2685721 3,196,007 510,285 84% 190,726 268%
Federated City Empicyees’ Retirement System - Defined Benefit Pension Plan
Unfunded
Az tuarial AAL as a
Actuariai Actuariai Accrued Annual Percentage
Valuation Value of Liahiiity Unfunded Funded Covered of Covered
Date Assets (1) (AAL} (2] AAL Ratio Payroli (3] Payroli
5/30/02 $ 1,756,568 § 2,486,155 $ 720567 Ti% § 308,697 236%
8130110 1,729,414 2,510,358 780 944 68% 275,869 283%
6/30711 1,768,660 2,770,227 881.587 B8E% 228,936 429%

(1) Excludes accourts payable, postemployment healthcare plan assets, supplemental retiree benefit reserve.

(2) Excludes postemployment healthcare liahility.

(3} Annual covered payroll repmesents the acluarial estimate of annual coverad payroll for the suhsequent year for June 30, 2011
valualion. The amount presented for the June 30, 2009 and 2010 valuations represents achual annual covered payroll,

Police and Fire Department Retirement Plan - Postempioyment Heaithcare Benefit Plan

Unfunded
Actuarial AAL as a
Actuarial Actuarial Accrued } Annual Percentage
Valuation Value of L.iability Unfunded Funded Covered of Covered
Pate Assets {AAL) AAL Ratio Payroil Payroil

130009 3 56,618 % 761,604 $ 705988 % 3 243,196 290%
&/30/10 EB,586 946,308 BR7,722 8% 222699 390%
B0/ 60,704 1,003,745 943,086 &% 190,726 4945%,

Federated Cifty Employees' Retirement System - Postemployment Healthcare Benefit Plan

Unfunded
Actuarial AAles d
Actuarial Actuarial Accrued Annual Percentage
Valuation Vajue of Liability Unfunded Funded Covered of Covered
Date Assetls {AAL) AAL Ratio Payroll _ Payroli
6/30/09 3 85,564 & 796448 $ 710,884 11% $ 309697 230%
5/30/10 108,011 926,371 §18.360 12% 275,869 297%
6130111 135,454 1,145,359 1,009,905 12% 228,936 44 1%
{Continued)
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Budgetary Information

The adepted budget represents the financial and crganizational plan by which the policies and
programs approved by the City Council will be implemented. 1t includes: (1) the pregrams, projects,

“services and activities to be provided during the fiscal year: (2) estimated revenues available to

finance the operating plan; and (3) the estimated spending requirements of the cperating plan. The
City Charter requires that the City establish a budgetary system for general operations and
prehibits expending funds for which there is no legal appropriation.

The annual appropriation ordinance adopts the budget at the appropriation level by expenditure
category (perscnal services, nonpersonal) within depariments. Accordingly, the lowest Jevel of
budgetary control exercised by the City Councl is the apprepriation level within a department. The
City's legal level of budgetary control is so detailed that it is not practical to demonstrate
compliance within the Comprehensive Annual Financial Report itself. As a result, the City prepares
a separate report to demonstrate compliance with its legal level of budgetary control.

Anhuat budgets are prepared for the General Fund and all Special Revenue Funds. Capital project
budgets are hased on a project time frame rather than a fiscal year time frame. Debt Service Funds
appropriations were adopted by the Councii when the format bond resclutions were approved.
Therefore, Capital Project Funds and Debt Service Funds are not reported on budgetary basis.

Budgetary Results Reconciled to GAAP

The budgetary process is based upen accounting for certain transactions on a basis other than the
accounting principies generally accepted in the United States (“GAAP") basis. The resuits of
operations are presented in the accompanying budget and actual comparison schedules in
accordance with the budgetary process (“budgetary basis”) to provide a meaningful comparison
with the budget. :

The major differences between the budgetary basis actual and GAAP basis are as follows:

» Year-end encumbrances are recognized as the equivalent of expenditures in the budgetary
basis financial statements, while encumbered amounts are not recognized as expenditures
on GAAP basis until the equipment, supplies or services are received.

¢ Certain ioan transactions are recognized as expenditures for the budgetary basis but not for
the GAAP basis. When these loans are made, they are recorded as receivables on a GAAP
basis and as expenditures on a budgetary basis. When ioan repayments are received, they
are recorded as reductions te receivables on a GAAP basis, but are recognized as revenues
on a budgetary basis.

+ Netdecreases were made o certain GAAP basis loans receivable to reflect carrying amounts
at a discounted present value and allowances for bad debis. The discount is treated as an
expenditure on a GAAP basis and is not included in the budgetary basis financial statements,
in additicn, the allowance for bad debts is not included in the budgetary basis financial
statements, but is.an expenditure on a GAAP basis.

+ Certain accounts such as the change in fair value of investments included in the City’'s GAAP
basis ameunts, for which ne formal budgets are prepared, are excluded from the budgetary
basis financial statements.

{Continued)
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¢ The Community Facility Revenue non-major special revenue fund has been blended o
include the financial operations of the Dolce Hayss Mansion. Formal budgels are not
prepared for this financial aclivity and is excluded from the budgetary basis financial
statements.

+« Certain line of credit transactions are recognized as expenditures in the budgetary basis
financial schedules but are recorded as an asset in the GAAP basis financial statements.
When the outside agency draws down on the line of credit, the City records an asset,
advances to other agencies, in the GAAP basis financial statements and an expenditure on
the budgetary basis financial schedules. When the ouiside agency pays down the line of
credit, the City records a reduction to its assels in the GAAP basis financial statements and
revenues on the budgetary basis financial schedules.

s Ceriain grant revenues received in advance are recognized on the budgetary basis financiat
statements, but are deferred and not recognized as revenue on the GAAP basis financial
statements. This process normally creales a variance in recognized revenue from the prior
year to the current yaar.

»  Certain New Market Tax Credit Financing transactions are recognized as expenditures in the
budgetary basis financial schedules but are recorded as an asset in the GAAP basis financial
statements. When the City extends the leverage loan to outside agency "Chase investment
Fund”, the City records an asset, in the GAAP basis financial statements and an expendiiure
on the budgetary basis financial schedules.

»  Extracrdinary losses/gains resulted from dissclution of the former Agency are included in the
City's GAAP basis financial stalements. However, formal budgets are not prepared for this
event, and as such are exciuded from the budgetary basis financial schedules.

Budget Revisicns

On October 16, 2012, the City Council approved certain fiscal year 2012 budget revisions that
increased appropriations for various expenditure categories, The budget amounts presenied in
the accompanying schedule of revenues, expenditures, and changes in fund balances - budget
and actual reflect such budget revisions.

(Concluded}
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ASSETS
Equity in poocied cash and investments held
in City Treasury
Receivabies (net of allowance
for uncollectibles)
Due from outside agencies
Due from other funds
Loans receivable {nat)
Advances and deposits
Rastricted assets:
Equity in paoled cash and investments helg
in City Treasury
Cash and investments held with fiscal agent
Dther cash and investmants
Advances to other funds
Other assets

Total assets

LIABILITIES AND FUND BALANCES
Liabilties:
Accounts payable
Accrued salaries, wages, and payroll taxes
Due to other funds
Defarred ravenus
Advances, deposits, and reimbursable credits
Advances from other funds
Other liabilities

Totai liabiities

Fund balances:
Nonspendable
Restricted
Committed
Assigned
Unaszigned
Total fund balances

Total liabiites and fund balances

City of San José
Combining Balance Sheet
Nonmajor Governmental Funds
June 30, 2012
($000's)

Total Nonmajor

Special Revenue Debt Service Capltal Project Gavernmental
Funds Funds Funds Funds

$ 276,080 - 43,366 310,456
32,514 83 3,307 35,904

14 24 - 43

3,194 - 7,103 10,297

4 606 - 4,606

3 38 41

37,250 105 37,355

- - 53414 53,414

5710 - - 5110

15,656 - - 15,656

20,462 - - 20,462

5 358,254 3r.357 117,333 512,844
3 17,812 204 2,399 20415
1,858 - 142 2,000

4632 - 7,201 14,833

14,995 - - 14,095

5,504 - - 5504

2,500 - 2,500

2,921 - - 25921

50222 204 G742 B{,168

20465 - 38 20,503

245,288 37,153 88,403 370,844

28,628 - - 28,928

13,351 L. 19,322 32873
- - {172) {172)

308,032 37,153 107,501 452,778

§ 358,254 37,357 117,333 512,944
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REVENUES
Taxes and special assessments
Intergovernmental
Charges for current services
Rent
Investrment income
Other revenues
Totalrevenies

EXPENDITURES
Current:
General government
Public safety
Community services
Sanitation
Capital maintenance
Capital outlay
Debt service:
Principal
Interest and fiscal charges
Total expenditures

Excess {deficiency) of revenues
under {over} expendituras

OTHER FINANCING SOURCES (UUSES)
Transfers in

Transfers out
Total other financing sources {uses}

Met change in fund balances
Fund balances - beginning

Fund balances - ending

City of San José
Combining Statement of Revenues, Expenditures and Changes in Fund Balances

Nonmajor Governmental Funds
For the Year Ended June 30, 2012
($000's)

Total Nonmajor

Special Revenue Debt Service Capital Project Governmental
Funds Funds Funds Funds

68,452 42,450 18,028 128,970
48,357 - 15,657 62,054
184,408 - 7,708 192,447
20,817 - - 20617
861 128 478 1,467
3,118 - 1,782 4,880
323,814 42,618 43,673 410,105
14,988 - 14,568
1,454 - - 1.454
57,955 - 57.855
133,059 - - 133,059
81,176 - 26,242 107,418
10,170 - 11,268 21,4398
19,650 - 19,650
- 23,333 - 23,333
298,782 42 983 37,511 378,278
25032 {365} 6,162 30,829
17,230 21,156 1,986 40,382
(27,463} {18,791) {7.478) {54,732
{10,233) 1,385 (5,482) {14,350}
14,799 1.000 680 16,479
203,233 - 36,153 108,911 438,297
308,032 37,153 107,581 452 776
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ASSETS
Equity in pooled cash and inugstments
held In City Treasury
Receivables {net of alowance
for uncollectbles)
Due from outside agencies
Due from other funds
Loans receivable {net}
Advances and deposils
Rastricled aszets:
ather cash and investmants
Advances ko other funds
Other assels

Total assets

LIABYLITIES

Acoounts paygble

Accrued salaries, wages and payroll faxes
Due o other funds

{tefarred revanue

Advances, deposits and reimbursabie credits
Agvances from other funds

Oiher fabilities

Tolal flabililies

FUND BALANCES
Nonspendabie
Restricted
Committer
Assigned
Total fund balances

Total iabillies and fund balznces

City of San José
Combining Balance Sheet
Nonmajor Special Revenue Funds
June 30, 2012

{$000's)
Waorkforce San José
Prusch Investment Act Arena
Memoaoriat Park Gift Trust {Funds Enhancement
{Funds 131, 151) {Fund 139) 280-294, 289) {Fund 301)
3 336 3,533 - 3
- 8 3.787 -
K] 335 3,541 3,787 3
$ - 42 1,503 -
5 i 127
- 1,128 -
5 43 2,758
- - 1,029
an - . .
- 3498 - 3
N 3,498 1,029 3
3 338 3541 3,787 3

138



Speciat

Assessment 1943 Gas Tax
Mainte nance Ng Shing Gung Construction Maintenance 1964 Gas Tax
Districts Capital Subdivision and Property - and Maintenance and
(Funds 302, 351-359 Maintenance Park Trust Conveyance Tax Construction Construetion
371-374, 375) {Fund 303) {Fund 375) {Funds 377-388} {Fund 409) {Funds 410-411}
18,510 80 56,393 78,096 -
165 - 2777 3025 397 754
- - 13,638 - - -
18,775 0 82 803 81,121 397 754
95 - 473 1,348
12 - 46 117 - -
- - 287 g7 754
oz - 2727 - . .
- 2,500 - -
200 3,246 4,252 387 754
18.575 79,562 76,869 -
. 80 - . -
18,575 50 79,562 76,869 -
18,775 50 82,808 81,121 3H7 754
{Continued)
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ASSETS
Equity in pooled cash and investments
held In City Treasury
Receivabies {(het of allowance
for uncoliestibles)
Due from oulside agencias
Due from other funds .
Loans receivable (net)
Advances and deposils
Restricted assets:
Olhar cash and Investments
Advancas to other funds
(ther assets

Tols! assaty

LIABILITIES

Accounts payable

Acecrued salarles, wages and payroill taxes
Dua to other funds

Deferrad revanue

Advances, deposits and relmbursable credits
Advances from olner funds

Gther liabilities

Total liabitities

FUND BALANCES
Nonspendabte
Resfriclad
Committed
Assigned
Total fund balances

Totat fiabliities and fund balsnces

City of San José
Gombining Balance Sheet
Nonmajor Special Revenue Funds
Junhe 30, 2012

{3000°s)
Storm Suppiemental
Orainage Local Law Undarground State Orug
Fee Enforcement Utility Forfeiture
{Funds 413, 427) {Fund 414) {Fund 418} {Fund 417}
k3 387 2,188 2,084 1575
1 2 293 2
$ 388 : 2,182 2,357 1,577
& 9 $78 -
. . 3 -
1,962 .
9 2,162 3
s 20 2,354 1577
378 . 20 2,354 1,577
¥ 388 2,182 2,357 1577
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Residential

Construction Arteriat Community Integrated
Litrrary Parcel Federal Drug Tax and Major Facility Waste
Tax Forfeiture Contribution GCollectors Revenus ) Managamant
(Fund 418) (Fund 419) (Fund 420) (Fund 421) {Funds 422,432,438) (Fund 423)

7,164 2541 1,261 1,080 8,196 22191
6 3 1 1 967 12,381

4 . - . .

- - 2018 -
- - - - - 19,610
7,174 2,544 1,262 1,064 11,181 54,182
54 - - 1 340 10,703
81 - 848 183
. . 18 7.332
- 8e0 4,644
165 - 1 2.066 22,862
. . . - 19,610

7,009 2 544 - - -
- - 1,282 1,080 - 11,710

- - - - 9,115 -
7,008 2,544 1,262 1.080 9,115 31,320
7,074 2,544 1,262 1,081 11,181 54,182
{Continuad)
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ASSETS
Equity in pooled cash and investments
held in City Treasury
Receivabile s {net of ellowance
for uncollectibles)
Due from ouiside agencies
Cue from other funds
Leans receivable (net)
Aduencas and deposits
Restricted assets:
Other cash and invesimenis
Arvances te other funds
Other assets

Tota! assets

LIABILITIES

Accounts payable

Accrued salaries, wages end payreli taxes
Drue te ethar funds

Deferad revenue

Advancas, deposils and reimbursable credits
Advances from sther funds

Other iabilities

Tolal liabiillies

FUND BALANCES
Nonspendable
Restricted
Committed
Assigned
Tetal fund halances

Total Habilities and fund balances

City of San José
Combining Balance Sheet
Nonmajor Special Revenue Funds
June 30, 2012

($000's)
Building and

Structures Cormmunity

Tehacco Constructien Ceveloprnent Devalepment

Settiement Tax Enhancement Block Grant
{Fund 426} {Fund 429} {Fund 439) {Funds 441, 304)
3 13,283 645 148
- 2,202 - 1,795

3,194 - -
- - 20 451

- 3 . R
- - - 5

- . 852 .
18682 3,527 5.459
358 - o214
124 45
- - 2,066
- 1,449
- 430 - 4074

- 3 852 -
- 18,199 - 2,385

- 675 -
18,2062 1,527 2,385
5 - 18 682 157 5,458
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Economic

Development Storm Drainage Transient Edward Brown Municipal
Administration Service Cecocupancy Lake Memorial Golf
Loans Use Charge Tax Cunningham Justice Courses
{Fund 444) [Funds 446, 469) {Fund 461) {Fund 462} (Funds 474, 477) {Fund 518)
73 26,005 2,788 815 344 404
- i 1,716 9 -
- i5 - - -
75 - -
148 36,352 4,504 824 344 404
- 1,488 60 17 - 27
1 225 i7 - 2 -
- 340 -
1 1,715 77 i7 342 27
147 34637 - - 2 -
- - 4,427 807 - w7
147 34637 4,427 807 2 377
148 36,352 4,504 524 344 404
{Continued)}
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City of San José
Combining Balance Sheet
Nonmajor Special Revenue Funds
June 30, 2012
{$000°s)

Convention
- and
Cultural
Facilities
{Fund 536, 481) Total
ASSETS
Equity in pooled cash and investments

hstd in City Treasury ) 5,005 276,050
Receivables {n=t of allowance

for uncollectibles) 1,690 32514
Bue from outside agencies - 19
BDue from other funds - 3,194
Loans receivable (net) 4 606G
Advances and deposits 3
Restricted assets:

Other cash and investments 5705 5,710
Advances to other funds - 15,656
Other assels - 20,462

Total assets $ 13,500 358,254
LABILITIES
Accounts payable & 580 17.812
Accrued salanies, wages and payioll taxes 20 1,858
Bue 1o other funds - 4632
Deferred revenus 1,045 14,905
Advances, deposits and reimbursable credits - 5,504
Advances from other funds . 2,500
Other liabilities 2,921 2921
Total liabilities 4,566 50,222
FUND BALANCES
Nonspendable B 20,465
Restricted - 245,288
Committed 8,834 28,928
Assighed - 13.351
Total fung balances 8,934 308,032
Total liabiltles and fund batances 3 13,500 358,254
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City of San José

Combining Statement of Revenues, Expenditures and Changes in Fund Balances

Nonmajor Special Revenue Funds
For the Year Ended June 30, 2012

($000's)
Workforce San José
Prusch investment Act Arena
Memorial Park Glft Trust {Funds Enhancement
{Funds 131, 151} {Fund 138} 290-284, 298} {Fund 301}
REVENUES
Taxes and special assessments 3 - - - -
Intergovernmental - - 13,878
Charges for cumment gervices - - - N
Rent 77 - -
fnvesiment income 1 21 2
Other reuenues - B46 88
Total revenues 78 667 13,875 80
EXPENGITURES
Gurrent:
General govemment . .
Fublic safety - . .
Community services 104 448 13828 -
Sanitation - . .
Capital maintenance - .
Capital outlay - - -
Total expenditures 104 448 13,828 -
Excoss (deficiency) of revenues
over (under} expendifures {26} 2% {54} &0
OTHER FINANCING SOURCES {(USES)
Transfers in - BAY - 281
Transfers out - - - 11,078}
' Total other financing sources {uses) . 667 (87}
Net thange in fund batances {26} 886 543 3
Fund balances - beginning 357 2,612 1,083 -
Fund balances - ending 5 331 3,488 1,028 3
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Special

Assessment 1943 Gss Tax

Maintenance Ng Shing Gung Constructlon Malntenance 1964 Gas Tax
Districts Capital Subdivisicn and Property and Maintenance and

{Funds 302, 351-369 Malntenance Park Trust Conveyance Tax Construction Constructien
371374, 376} {Fund 303} {Fund 375} {Funds 377-398) (Fund 409} {Funds 410-411}

8773 - - 25 879 - -
- - 1 283 6,702 7882

- - 12,261 - - -

80 - 247 145 - .

110 2 - 800 -

8,843 2 12,508 27,217 6,702 7,892
8,322 2,478 21,160 6,702 7.982

- - 1,244 2,803 - -
8,322 - 18,722 24.063 65782 7.882

{373) 2 1,787 3,154 - N

852 3 - 848 - -

- - {812) (6.084) - -

852 3 (812) (5,136} - -

473 5 a75 {1,982} - -

18,182 55 78,587 78,851 - -

18,575 60 79,562 76,869 - -
{Continued)
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City of San José
Combining Statement of Revenues, Expenditures and Changes in Fund Balances
Nonmajor Speciat Revenue Funds
For the Year Ended June 30, 2012

{$000's)
Storm Supplemental
Drainage Locat Law Underground State Drug
Fee Enforcement Utility Forfaiture
(Funds 413, 477) {Fund 414} {Fund 418} {Fund 417)
REVENUES
Taxes and special assessments 5 - - - -
intergovernmental - 4 775 504 -
Charges for current services 183 - 4
Rent - . -
lvestment income 3 10 8 &
Cther revenues - - - 38
Total revenues . 190 785 516 42
EXPENDITURES
Currant:
Ganeral government - - -
Public safety . - 803 - R
Community services - - - -
Sanitation - . -
Capital maintenance 35 - 312 -
Capital outlay - & -
Total expendiiures 35 809 312 -
Excess {deficiency) of revanues
over {under} expanditura s 155 {24) 204 42
OTHER FINANGING SOURCES [USES)
Transfers in - - .
Transfers out {4) - (24)
Tota! other financing sources (uses) 4 - {24)
Nat change in fund balances 151 {24) B0 . 42
Fund balances - beginning 228 44 2,174 1,635
Fund balances - anding 3 a79 20 2,354 1,577
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Residential

Construction Arterial Commumnity integrated
Library Parcei Federai Drug Tax and Major Faciitly Waste
Tax Forfeiture Contribution Coilectors Revenue Management
{Fund 418} (Fund 419} {Fund 420} {Fund 421} {Funds 422,432,438} {Fund 423}
7.460 280 - .
- - - - 85
- 17 12,168 124,780
. - - 2,803 -
23 10 5 4 37 73
- 229 - 017 .
7.483 239 285 21 15,825 124,838
. . - 14,860 -
- 380 - - -
4 687 - - -
- - - - - 111,808
1,945 - 127 53 2,533 -
- - - - - 964
6,612 380 127 53 17,383 112,772
571 {141} 158 (32 {1,588) - 12,186
. - - 5,500 a3
68) - (6} {4.342) (2,160)
{69) (&) - 1,158 {2,097)
802 {141) 152 (32) (410) 10,069
6,207 2,885 1,110 1,112 8,525 21,251
7,009 2,544 1,262 1,080 9,115 31,320
{Cantinued}

149



City of San José

Combining Statement of Revenues, Expenditures and Changes in Fund Balances
Nonmajor Special Revenue Funds

For the Year Ended June 30, 2012

($000's)

Buliging and

Structures Community
Tobacco Construction Development Developmant
Settiemant Tax Enhancement Bilock Grant
{Fund 426) (Fund 429) {Fund 439) {Funds 441, 304)
REVENUES
Taxes and special assessments 3 - 12,593 - -
intergovernmental - 6,382 9463
Charges for current sernvices - - -
Rent - - - -
investment incoma 5] 50 2 -
Other revenuas - 51 - -
Total revenues (&) 19,088 2 9.463
EXPENDITURES
Current:
General government 108 - -
Public safety - - - .
Communily services - - 200 7,282
Sanitation . . .
Capilal maintenance - 14,525 - 1,932
Capital outlay - 3467 - 500
Tolal expenditures 108 17,992 200 9,314
Extess {defdeancy) of revenues
over (under) expenditures {114) 1,094 {188) 149
OTHER FINANCING SOURCES (USES)
Transfers in - . - -
Transfers out {750) {138) - (1,506)
Total other financing sourcas (uses) {750) {435) - {1,808}
Net change in fund halances (BG4) £59 (198) (1,657}
Fund halantes - beginning 384 17 543 1,729 4,042
Fundg balances - ending 3 - 18,202 1,527 2385
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Economic

Deveiopment Storm Drainage Transiant Edwardg Brown Municipai
Administration Service Qcoupancy Lake Memorial Goif
Loans Use Charge Tax _ Cunninghatn Justice Courses
{Fund 444} _{Funds 446, 469) {Fund 461} (Fund 462) {Funds 474,477} {Fund 518}
- 13,467 - N -
2 - - . 269 -
- 32,068 730 - 542
116 13 2 1 2
- 204 - - 35
2 32,175 13.684 732 270 579
- - . - 271 -
53 - 5,863 - - 5
- 21,2519 . - - -
4,223 7g 374
- 900 - - - -
53 26473 6,663 78 27 375
{51} 5702 8,821 653 {1} 200
- - . - 1,800
- {588) (6,408} {526) - {1,932}
{508) (6,406} {526) - {132)
51) 5144 415 127 {1} 68
186 28,443 4012 680 2 300
147 34,637 4 427 807 2 77
{Continued)
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City of San José
Combining Statement of Revenues, Expenditures and Changes in Fund Balances
Nonmajor Special Revenue Funds
For the Year Ended June 30, 2012

{$000's)
Conventicn
and
Cultural
Facilities
[Fund 536, 481) Total

REVENUES
Taxes and special assessments 5 - 68,452
Intergovernmental . 46, 357
Charges for current services 1,665 184,408
Rent ] 12,737 20,817
Investment income 28 =i2))
Other revenues - 3,118

Total revenues 19,428 323,814
EXPENDITURES
Currant:

General government - 14,968

Public safety - 1.454

Community senvices 24,404 57 9558

Sanitation - 133,059

Capital maintenance 784 81,176
Capilal outlay 87 10,170

Tata) expenditures 25275 298,782

Excess (deficiancy) of revenues

over {under) expenditures {5,847} 25,032

OTHER FINANCING SOURCES (USES)
Transfers in 6,406 47,230
Transfers out (521) (27,463)

Tolal other financing sources {uses) 5,865 {10.233)

Net change in fund bafances 38 14,799

Fund balances - beginning 5,896 293,233
Fund balances - ending 5 8,934 38,032
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REVENUES

Taxes and spacial assessments
Intergovernmental

Charges for cirrent Services
Reartl

Invasiment incame

Dthe: revenuee

Tatal revenues

EXPEN2ITURES
Cusrent.
Ganeral gavarnmenl
Public salety
Cammunity services
Sanitalian
{Lapital mainkenance
Capilal auttay
Tela! oxpenditures

Excess (deliclenty) of revenues
ever {under) expendilures

OTHER FINANCING SOURGCES {LUSES)
Transfers in
Transters gyl

Telst ether financing seurces {uses)

Net change in fund batances
Fund balances - beginning
Prigl year encumbtances

Fund baiances - ending

City of San José

Coembining Scheduie of Revenues, Expenditures and

Changes in Fund Baiances - Budget and Actual

5

Nonmajor Special Revenue Funds
For the Year Ended June 30, 2012

154

{$000's}
Prusch
Memerial Park Glft Trust
{Funds 131, 151) {Fund 128}
Budgetary Varlanee Budgetary Variance
Basis Qver Basls Quer
Budget Actual {Inden Budget Actual {inder)
77 77 - - -
- 1 ! - 14 14
- - - 1,033 645 {387}
77 78 1 1,033 G659 {373)
155 104 51} 3643 450 {3181
195 104 {51) 3843 450 [2.193)
(7B} {26) 52 {2.610) 210 2,820
- - - 3 887 884
- - - 3 857 G684
[78) (26} 52 807 w77 3,484
357 251
- 1
B 231 k] 3.390



Warkforce Investimant Act

San Jepé Arena Enhancement

Spaciat A t Main

Districts

156

{Funds 298-294 299) {Fund 301) {Funds 382, 351-369, 371-374, 376)
Budgatary variance Budgetary Variance Budgatary Variance
Gaais Quer Basis Ovar Basis DOwvar
Budge Actual {Under} Budget Aclua {Linder} Budger Acwal {Under}
. . . - - - 6,780 8773 5
20,147 3.875 £,2%2) - - - - -
. . - - 2 14 C 42 {72}
- M - 58 BB - - 118 118
28,147 13,875 {6,272 B 50 5882 5,925 43
17,875 13,849 {4.928) - . i - _ .
. . . . - - 12 608 10,815 {2,885}
17,978 13.849 {4,825) - - - 12 888 1515 {2.885)
2172 {74} {2,245} 88 a0 {3,718) {1.580) 2128
- - - 997 997 - BhZ a2 -
{103 - 183 {1.878) {1,078} - (15} - 15
(193} - 1823 (87} (87} - 637 B&2 15
2,068 {t4} 2,143 o 2 ;2,891! {#38) 2,143
1,083 - 16,096
- - 1166
€ 1,008 ¥ 3 $ 17,324
(Centinued)



REYENUES

Taxes and special assesstnents
truergave mimetal

Charges (a5 curent services
Renl

Investment income:

Dither revenuss

Tetal tevenums

EXPENAITURES
Current:
General gevernment
Public safety
Communily services
Sanlation
Lapial msintenanee
Capital etlay
Total expandilurex

Excess {defichency) of revenues
oves {under) expendiluses

DOTHER FINANCING SCURCES [USES)
Transfers in
Transfers eut

Teta elhet financing 5ources (UEes)

Net chienge in fund bstances
Fund bsiances - beginning
Priot yesr gncumbrances

Fund bslancex - ending

City of San Jose
Combining Schedule of Revenues, Expenditures and
Changes in Fund Balances - Budget and Actual
Nonmajor Special Revenue Funds
For the Year Ended June 30, 2012

{$000's}
-Ng Shing Gung Gapltal Malntenance Subdlvision Park Trest
{Fund 303) {Fund 375}
Budgelary Vatianee eudgatary Varianca
Haals Dver Basis Dwvet
Budget Actual {Under) Budgel Actusl {Undet)
- - - - 1 ]
- - - J.447 12281 8814
. - - - 184 104
' 2 2 - S L S
- 2 2 3447 12,4946 8,949
- - - 42604 15,105 {24,969
- - - 1,244 1.244 -
- - - 43,338 16,349 {26.9a9)
- 2 2 {30 601} {3.903) 35,988
3 . 3 - - . -
- - - 13,345} 13.312) 33
3 3 - {3,345} {3,313} 33
3 3 5 2 {43,236) {7,215) 36,001
85 65,181
- 2,114
$ &0 ] 60,080
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Construction and Preperty Conveyance Tax

1943 Gas Tax Maintenance and Constructien

1464 Ges Tax Mxintenance xnd Construction

{Funds 377-398) - {Fundg 409) [Funda 418-411)
Budgetary Vaiance Budgerary Varienes Budgetary Varianee
Basis CQuer Basig Over Rasis Ovar
Budget Actual fUnder) Budget Actuat {Under) Budget Actual (Linder)
21825 25,879 4,854 . . - . . .
454 283 {161) 1065 6.162 (363 8,243 7,092 {251}
- i 9 - - - . .
1.252 900 {352} - - - . - -
23.501 27.151 3,620 1,065 6,702 {363} G243 7,992 251}
63,285 25684 (37,701} 7.865 6,702 (363) 8.243 7.892 {261}
2 803 2,983 - - - - . . .
66,208 28,587 {37.701) 7.865 6,782 {363} 8,242 7,802 {261}
{42.787) {1496) 41,321 - - - - . .
1.821 3.448 2427 - - - - - -
B.218) (6.084} 126 - - . .
{5.168) (2,836 2,553 - - R - . N
i-ﬁ ?,856) (4.082) 43.8%4 - - - . - -
78688 - .
7982 -
74,588 - $_ .
{Centinved)
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REVENUES

Taxes and speciel s5sessmants
Intergoversnmental

Charges o currenl services
Rent

Investmant income

Diker revenuasg

Talal ravemes

EXPENDITURES
Cument:
General govemmenl
Public safety
Cammunily services
Saniletian
Caplial matntanance
Capltal uullay
Tolal expenditures

Excess {dehclency) of revenues

over {under} expentdiures

OTHER FINANCING SOURCES (USES)

Transfers in
Transfers cal

Tatal ather financing sources (uses)

_Met change in fund balancas

Fund baisnces - baginning
Priar yaar ancumbrances

Fund batancea - ending

City of San José
Coambining Schedule of Revenues, Expenditures and
Changes in Fund Balances - Budget and Actuai
Nonmajor Speciai Revenue Funds
For the Year Ended June 30, 2012

{$000°s}
Storm Oratnage Fee Suppl tal Local Law Enf 1
[Funds 413, 427 {Fund 414)
Budgetary Variance . Budgelary Vasdance
Bssis Qver Basis Over
Sudget Aclual (Under Hudget Actus| {Under}
4 4 - 1585 1,560 {5}
183 183 &E - - -
- 2 2 - 5 5
107 1889 H2 1,565 1.585 -
. - - 2,887 2,833 (774)
58 57 23 ) . . .
- . - & L] -
58 57 {2} 2913 2038 [774)
45 132 } 84 {1,240} (474) T4
{5) {4) 1 - : -
{53 ) 1 - - -
43 120 85 {1,248) (474) 774
225 305
- 200)
3 353 ] 75
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Undergreund Ltllity State Drug Ferfgiture Library Parcel Tax

. [Fund 416} {Fund 417) (Funddtgy
Budgetary Variance . Budgetary Varance Budgntany Variance
Basis Cuer Basig Dvar Basis Drver
Budget Actual fUnder) Budge! Actual (Under} Budget Actusal __ fdnder)
- - - - - - 7,251 7,460 289
730 584 (226} - - . B . .
- 4 4 - . -
- 5 5 10 4 L] - 16 16
- - - 2 37 3 - . -
738 513 (217) 44 41 {3} 7,251 7,478 225
i ) . . - - 6818 4,662 {1.354)
1,925 M2 (1.613) - - - 2763 1,945 {818)
1,595 312 {1.613) - - - 8,789 8,627 (2172)
. 195) 21 - 1398 44 41 (3} {3.548) 848 2397
(38) {24} 8 - . - {118) 88} 49
(38) 24) [ - . . (118) (69} 44
(1,225, 77 1,482 44 41 ) (1,668} 790 2,448
2,178 1532 5,154
- A a2z
$ 2,347 $ 1,573 $ £.975
—_——— —t —

{Cantinued)
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REVEHLES

Taxes and special p5sesaments
Intergevernmanie;

Chsrges for current sarvices
Rent

Invesimant intama

Other ravenues

Tela! revanuss

EXPENDITURES
Current:
General gevernmant
Publie safaty
Cammunity services
Sanitation
Capital meinenance
Cepital outlay
Tetal expanditures

Exceas (deficiency) ef revenues
ever (tnder) expendiitves

OTHER FINANCING SOURCES {(USES)
Transfers in
Transfers eut

Tatal ether finsncing sources {uses)

Net chenge infund batances
Fung balancea - beginning
Prior year encumbrances

Fund balences - ending

City of San José
Combining Schedule of Revenues, Expenditures and
Changes in Fund Batances - Budget and Actual
Nonmajor Special Revenue Funds
For the Year Ended June 30, 2012

{$000's}
Federa) Orug Ferfaliure Residential Censtructien Tax Centributien
{Fund 415) {Fund 424}
Budgetary Variance Audgetary Variznce
Hasis Over Basis Ovar
Budget Actual {Under) Budget Actual {Under)
3 - - - 42 2840 238
5 7 Iy 2 3 1
167 229 &2 - - -
182 238 54 44 283 239
444 380 {64) . . -
- . - 346 127 {718}
q44 280 {64} 846 127 (718)
{262) {144} 18 (802} 156 58
: - - {7 (9) 1
M . . 4] {6) 1.
3 (262} {144y 110 B0% 158 950
2,879 1,107
- & 25635 ] 1,257
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Arterlal and Major Cellecters

Communify Faclllty Revenue

Integrated Waate Managamant

i (Fund 421) {Funds 422,432.438) {Fund 423}
Budgalary Varignce Budgetary Variance Budgatary Variance
Basis Owver Basis Quer Basis Over
Budget Actual {Unden) Budget Actual {Lnder) Budget Actuel {Lndar)
- - - - - - 366 85 {281)
- 17 i7 - - 146,416 137518 {8.908)
- - 2,883 2,883 - - - -
- 3 3 28 38 1 185 T4 {2501
- - - 448 Bi2 164 -
- 28 28 3,288, 3,445 185 146,049 137,677 {8.272)
- - - 3,842 1,469 {1.573} - - -
- - - - . - 167,146 154,283 {5,893}

318 103 {245} 270 2532 (259) - - -

- - - - - - 984 484 -

318 103 {215} 5,833 4,881 11,832) 158 118 152 257 5,853)
(318) 83 235 {2.553) {556) 1,807 {11,161} {14,580} {3.418)
. - - 5,588 5,508 - 63 €3 -

2 - {2} {9.392} 19.202) - {2,168) 12,1603 -
2 - {2} {3.893) {3.890) (2897 (2,887 -

318 (83} 233 16.445) {4,448) 1,807 {15,258} [16,677) !3.4 19!

1,894 8.287 17,963
19 1 2,986
5 1,826 3858 ] 4262
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REVENUES

Taxes ahd specis| assocssments
Inlgrgovernmental

Charges tar cument services
Rent

inxestmant incame

Other revenues

Total revenues

EXPENCITURES
Cupranl:
(aneral geuernmenl
Public salely
Community servicea
Szanitalion
Cepisl mainlenancs
Copital outtay
Teis] expendiluios

Exgess {teficiency) of revenuns
over (under) expendilures

OTHER FINANCING SOURCES {USES)
Transfers in
Transfers gul

Total plher financing saurces {uses}

Met change in fund balancea
Fund bslances - beginning
Prio7 yaar encumiiyances

Fund bralanexs - nading

City of San José
Comhining Scheduie of Revenues, Expenditures and
Changes in Fund Balances - Budget and Actual
Nonmajor Special Revenue Funds
For the Year Ended June 30, 2012

($000's)
Tubacce Settlemant Building and Structures Construction Tax
(Fund 426) (Fund 429)
Budgetary Variance Budgelary Varance
Basls Cver Basis Ovar
Budget Aclual {nder} Budget Aclual {Under}
$ - - - 10,590 12 593 2003
- - - 15,002 6,382 {£.600)
- - - 275 3z (243)
- £00 ... Bon 4E 51 3
- 608 689 25,085 149,068 (6.837)
108 108 - - . -
- - - 28,738 18,288 (11,452)
_ . . 3457 3467 -
198 108 - 33,285 21,753 {11,452}
(1B} 492 &nd {7.308) (2.£05) 4,615
I 14 (750 - (52} {435} 107
{750} (750) - {542} (435) 107
§ 258 (258) 609 {7.942) (3,120} 4,722
147 13,762
11 3,746
$ 3 14,329
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Davalgy t Ent H . Cammunity Development Biock Grant Ecenomic Development Adminisiratien Loans

(Fund 439) {Funds 441, 304) (Fund 444)
Budgstary Varignoe Budgetary Variangce Budgetary Variance
Basis Cver Basis Qver Basis Ovar
Budgsl Aclual {Under} Birdget Actual {Under} Budgat Aclval {Under)

- - - 18,181 8,718 {442} 14 12 2
. 2 2 . - . - . .

- 2 2 18,1681 2,713 (442} 14 12 2

950 2BE {G58) i2.812 9148 {2,884} 120 &1 . {58)
- - - 2522 2,224 (298 . - -

- - - 500 580 - - - -

Lifsli] 280 (6E&) 15,034 11.872 {3,162} 120 k] {88
{658) (198} 542 {4.8673) {2,153 2720 [166) (49} 57
- - - {1,806} {1,806 - . - - .

: - - {1,806) {1,806} - - - -
858 {188} G52 {6.679) {3,959} 2728 {186) (49} 57 )
&1 8118 126
R 1,683 -
5 A53 3 56814 5 71

{Centinyed)
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REVEMNUES

Taxes and special sascssments
Intergevernmanie!

Charges for cUrrent services
Rent

Inuesimens inceme

Othar ravenuss

Tetal revenues

EXPENDITURES
Currant:
Geneta) govarrmant
Public safety
Communily services
Ssniiatien
Capilal manlensznce
Capital autiay
Total expendilures

Excess (deficiency) of revenures
over {wnder) axpendituras

OTHER FINANCING SCURCES [UISES)
Transfers in
Trenslers cul

Total other finarcing sovrces (Uses}

et change in fund hatances
‘Fund batances - heginning
Pripr yaar ancumbrances

Furd baisnces - ending

City of San José

Comblning Scheduie of Revenues, Expenditures and

Changes in Fund Balances - Budget and Actual
Nonmajor Speciai Revenug Funds
For the Year Ended June 3@, 2012

{$000°s}

Starm Brainage Servica Use Charge

Trensient Occupsncy Tax

(Funds 4486, 469) (Fund 461)
Budgetery Variance Budgelary Varignce
Basis Over Basis Over
Budget Actual {Undar} Rudget Aclual __(Under}
5 - - - 12,455 13,467 1812
31,880 32,859 258 - - R
31 73 42 - g ]
- - - - 284 204
31,831 32,132 384 12,45% 13,680 1.225
- - - 8,601 8.879 (1.822)
PR k) 23,264 (2,869} - - -
17,275 8,886 {11,189} - - R
gag 998 - - - R
44407 38,348 {14,058} 8.801 6,878 (1,822}
(12 57€) 1,782 14,358 3,954 6.781 2.847
{752) (588) 244 {6,416} {8,106} 18
752 {588) 244 {5,416} {6408} 10
s____ {13.328) 1.275 14,603 (2,562) 25 2857
25,348 3,828
4,042 176
3 38,685 4208
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Lake Cunningham

Edward Brewn Memortal Justice

Municipal Goif Courses

[Fund 462} {Funds 474,477} {Fund 518)
Budgetary Variance Budgetary Variance Budgelary Vartance
Basis Over Basig Over Basis Over
Budget Arlual (Linder} Budpe! Actual (Under} Butdpet Actual funder)
- - . 264 282 2 . ; .
524 738 106 - 546 542 )
- 2 2 - 1 1 3 1. 2
- - - - - . 18 35 47
524 73z 1498 284 2683 i1} 587 578 11
- - 512 546 (a8} - - -
- . - - - - 15 5 (o
245 154 (141} - - - 418 74 (38}
295 154 {t41) 812 =14 {66} 425 3vd {48}
324 578 249 348) (283 G5 142 199 57
- - - - - - 1.688 1,680 -
(526) {526) - [N - 1 {1.933) {1.032) 1
(526) {526) - 1} - 1 {123 {132) 1
197 &2 244 (3493 (263) &8 9 &7 5g
BaG [it:] 381
32 262 7
$ p $ a7 3 RYE]
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City of San José
Combining Schedute of Revenues, Expenditures and
Chenges in Fund Batances - Budget and Actuai
Monmajor Speciai Revenue Funds

Far the Year Ended June 30, 2012
($660's)

Cenventien and Cultural Faclilties
{Funds 535, 431)

8udgetary Variance
Basis Ovar
Budget Actual {Under}
REVENUES
Taxes and special gssessments i - . -
inlergavemmental - - -
Charges for current services 988 1.665 Gry
Rent 16,008 XA (263
Inyestmant incoms - 17 17
Cither revenues - - -
Tolal ravenues 16 088 18,418 43
EXPENDITURES
Currenl
General pavernment B - -
Fubnic safely - - -
Communily seivices 24738 24 497 {242}
Senitetion - - -
Capilam maintenance 2184 1,387 {737}
Capital euttay ar a7 -
Teiat expendituras 26530 25,851 {978)
Lxcess {deficiency) of revenues
over (under ) expenditures (r.942) (8,532) 1418
GTRER FINANCING SDURGES (USES)
Transters in 8,405 £,488 -
Transfers out {254} {521) k]
Total ather financing sources {usas) §.852 5.6as k]
Met change in fund balances H (2,040) {647 1,443
Fund belances - beginning 8.678
Prier yeer encuinbtances 495
Fund balances - ending H 8,528
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City of San José
Combining Balance Sheet
Nonmajor Deht Service Funds
June 30, 2012
(5000's})

2000 Series B

Camden GO Bonds
Park Parks, Libraries City
Refunding & Public Safety Halt
{Fund 203} {Fund 20§} {Fund 210} Total
ASSETS
Receivables {net of allowances
for uncoliectibles) $ - 81 2 83
Due from outside agencies - 24 - 24
Restricted assels:
Equily in pooled cash and investments
held in City Treasury - 35,096 2,154 37,250
Total assets 3 B 35,201 2,156 37 357
LJABILITIES
Accounts payable $ - - 204 204
FUND BAELANCES
Resfricted for debt service - 35201 1,852 37,153
Total liahililies and fund balances $ - 35,201 2156 37,357
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City of San Jose
Combining Statement of Revenues, Expenditures and Changes in Fund Balances
Nonmajor Debt Service Funds
For the Year Ended June 30, 2012
{$000's)

2000 Series B

GO Bonds

Camden
Park Parks, Libraries City
Refunding & Public Safaty Hall
{Fund 243) {Fund 208) {Fund 210) Total
REVENUES
Properly taxes ¥ - 42 490 - 42 490
fnvestment incame - 85 43 128
Total revenues 42 575 43 42 618
EXPENDITURES
- Dabt service:
Principat - 19,650 - 19,650
Interest and fiscat charges - 22242 1,084 23333
Tolal expenditures : - EXNEE] 1,084 47 983
Excess {deficiency) of revenues .
over(under} expendilures 676 (1.041) {365)
OTHER FINANCING SQURLES (USES)
Transfersin . - 21,156 21,156
Transfers out {100} {643) {15,046} {19,751}
Total other financing sourcas (uses) {100) {643y 2,108 1,365
Net change in fund balances (100) 33 1,067 1,000
Fund batances - beginning 100 35,168 285 36,153
Fund balances - anding S 35201 1,862 37,153
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Nonmajor Capital Project Funds
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ASSETS
Equity in pocled cash and invesiments
held in Gily Treasury
Receivebles {nel of allewance
fer uncallectibles)
Bue from other funds
Advences and deposits
Restricled assets:
Equily in pooled cash end investments
held in City Treasury
Cash and investments held with
fiscal egent

Total essets

LIABILITIES

Accounts payahie

Accrued salanes, wages and payroll taxes
Bue to sther funds

Total liabifties

FLUND BALANGES
Nenspendable
Resiricled
Assighed
Unassigned
Tolal lund balances
Total liabilittes and fund baiances

City of San José
Combining Balance Sheet
Nonmajor Capital Project Funds
June 30, 2612

{$060’s)
Consfruction
Fiber Excigg
Optics Cepital ROA Capital Tax
Oevelopment Improvements Civic Canter Projects {Funds 348,349 464
{Fund 887) [Funds 408, 424, 476) (Fund 425) {Fund 450) 465 478, 478-488)

28 479 - 48 48 548
- H - 1 3.383
- - - - 7000
- 4 - - 34
- - - - 105

- - 522 . -
29 __ 484 522 41 51,242
- 28 - - 1,387
- - - . 114

201 - 237 - -
201 28 237 - 1581
- 4 - - 34
- 452 285 41 38682
. - - - 19,145

{173) ) - - - -
{172} 456 285 41 49,781
249 484 522 41 51,282
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Branch Neighborhood San José
Parks Bond Libraries Security Financing Diridon Other
Projects Bond Projects Bond Projects Authority Authority Capitel
{Fund 4¥1) {Fune 472) [Fund 475) {Funds 858-859) (Fund 482} Projects Telai
1,888 - - 178 - 43,366
2 - - - - - 3,307
- - - 183 - - 7103
- . - - - - 38
- - B . . - 185
32688 17.657 9477 2870 - - 63,414
4458 17,857 9,477 2,973 178 - 117,332
13 816 as5 - - - . 2,399
51 8 14 - 1 - 142
- 5,998 TG - - - T.20H
i8 €,522 1,234 - 1 - 9,742
- - - - - - 38
34,472 11,325 8,243 2,573 - - 88,403
- - - - 177 - 19,322
- - - - - - {112)
34,472 11,335 8,243 2973 177 - 0¥, 581
34,438 17 857 9477 2,973 178 - 117,333
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City of 5an José

Caombining Statement of Revenues, Expenditures and Changes in Fund Balances

Nonmajor Capital Project Funds
Far the Year Ended June 34, 2012

{$000's}
Construclion
Fibrer Exciss
Qptics Capltai RODA Capitai Tax
Development improvements Civie Center Projects (Funds 148,349,084
{Fund 887} {Funds 488, 424, 476) {Fund 425} {Fund 458} 465,470,47 8-488)
REVENUES
Taxes % - - - - 18,828
Intergovernmental - - - - 15,697
Charges for current services - - - . 7.788
invesimant income - 2 3 1 178
Chher revenues - 28 - - 1,54
Tolgl revenues - 3 3 1 43,143
EXPENDITURES
Currenl:
Cepilal maintenance - 29 5 1,530 24,412
Capitst ouliay - - - 88 514
Totel expenditures - 29 B 1510 24,526
Excess (deficlancy) of revenues
owver (under) expendilures - 2 2} {1,609} 18,217
OTHER FINANGING 5QURCES (USES)
Transfers in 80 - 10 158 -
Transfers out - nm - 5] {4,588}
Totst other financing sources (uses) 50 (1) 18 147 (4,588}
Mgt change in fund bslances 50 1 8 f1.4862) 13.62%
Fund balances - beginning {222} 456 . 277 1,583 38,182
Fund belances - ending H] 7 466 285 a 49,781
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Branch Neighborhood San Jos#
Paris Bond Libraries Becurity Financing Diriden Cther
Projecls Bond Projacis Bond Projocts Authorty Autharity Capital
(Fund 471} (Fund 472} (Fund 475} {Funds 853-358) {Fund 432) Projects Yuotal

- - - - - - 18,023

- - - . - - 15,697

. - - - - - 7708

143 K] 53 18 1 [t} 478

- - - - 202 - 1,762

143 73 53 18 203 {h 43673

- 2 238 - 26 - 26,242

1,708 4 862 4,107 - - - 11,269

1,706 4,864 4,345 - 28 - 37,511

{1,563 14,758} (4.282) 19 177 (1) 6,162

1,420 366 - - - - 1,996
- (746) . {1,70%) . (437) (7.478)
1,420 (282) - {1,709 - 437} {5,482}

{143} {5,168} {4,282} {1.682} 177 {438} 880

34815 16.503 12,525 4,655 - 435 106,811

3472 11,335 5,243 2973 177 - 167,581
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City of San Jogé
Combining Statement of Fund Net Assets
Internal Service Funds
June 30, 2012

{$000's)
Stores, Vehicle
Public Works Employee Maintenance
Programs Support Benefits and Operations
{Fund 150) {Funds 155-161) {Funds 55%-553) Total
ASSETS
Current assats:
Equity in pocled cash and investments
held in City Treasury $ 2,002 15,563 3,454 21.019
Receivables {net of allowance :
for uncofiectibles} 2 168 57 . 227
Inventories - - 1,214 1214
Total current assets 2,004 15,731 4,725 22,460
Capital assets {net of accumulated '
depreciation):
Depreciable - - 8,703 6,703
Total assets 2,004 18,731 11,428 29,163
LIABILITIES
Current fiabilities:
Accounts payable 22 10 747 77d
Acerued liabilities . 147 155 118 421
Total current liabilities 168 165 866 1,200
Noncurrent labilities:
Accrued vacation, sick leave and
compensatory time 2,804 3z 492 3,328
Total tiabilities 2973 187 1,358 4528
NET ASSEYS
invested in capital assets, net of
refated debt - - 6,703 6,703
Restricted for capital projects end other
agreements 37 6 1,323 1,368
Unrestricted {1,006} 15 525 2,044 6,564
Total net assets 5 (368} 15,534 10,070 24,635
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City of San José
Combining Staternent of Revenues, Expenses, and Changes in Fund Net Assets
Internal Service Funds
For the Year Ended June 30, 2012

($000's)
Stores, Vehicle
Public Works Employee Maintenance
Frograms Support Benefits and Oparations
{Fund 150) {Funds 155-161) {Funds 551-653} Total

OPERATING REVENUES
Charges for services 5 9,627 84 354 19,242 113,223
OPERATING EXPENSES )
Operations and maintenance 11,286 78,388 15,938 105,612
Depreciation and amortization - - 31,552 3,554
Other expense - - 354 354

Total operating expenses 11,286 78,358 19,844 109,518

Operaling income {loss) {1,858 5 4986 {602) 3,705

NOWNOPERATING REVENUES .{EXPENSES]
Investment income 122 103 B 231

Income {loss) bafora transfars {1,537) 6,089 {596} 3536
Transfersin - 9 102 11
Transfers out {113} (112) (5456) {820}

Changes in net assets {1650} 5988 (1,06%9) 3227
Netasse!s - baginning 581 9,568 11,159 21,408
Net assets - ending 5 (969 15534 10,070 24,635
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CASH FLOWS FROM OPERATING
ACTIWITIES

City of San José
Combining Statement of Cash Flows
Internal Service Funds
Far the Year Ended June 30, 2012

Cash receivad from inferfund services provided
Cash payment to suppliers of goods and services
Cash payment to employaes for services

Net cash provided by {Usad in} oparafing activities

CASH FLOWS FROM NONCAPITAL
FINANCING ACTIVITIES
Transler from other funds
Transfer to other funds

Net cash usad in noncapital financing
achvities
CASH FLOWS FROM CAPITAL AND
RELATEOQ FINANCING ACTIVITIES
Acquisition and constriction of cepiial assets

CASH FLOWS FROM INVESTING
ACHVITIES
Imerest received

Net change in cash and cash equivaienis

Cash and cash equivalents - haginning
Cash and cash aquivalonts - ending

Reconciliation of operating income {loss) to
hat cash provided by {usad in) oparating
activities:

Operating incomae (foss)

Adjustments to reconcile cperating
incoms {I0ss) to het cash provided by
{used in) operating activities:

Depreciation and amortization
Decrease (increase) in:

Accounts receivable

rventories
Incrpase (decrease) i

Accounts payable and accrued liabilitiss

Accrued vacation, sick leave

and compensatory fime
Total adjustments

Net cash provided by (uzed in) operating activities

{$000's)
Stores, Vohicle
Public Works Empiloyee Maintenance
Programs Suppoert Benefits and Operatlans
{Fund 150} {Funds 155-161} {Fuhds 551-553) Total

L3 9,665 65,239 16,803 114,707
{1,413} (V7.587) (8,100} (87,500}
(10,942) {1.263) {7,030} {18,235)

{2,680) 5.989 1673 4972

- 9 102 11t

(113) {112) {595) (820)
113 {103) {4933 (7093

R {1,510} {1,510}

122 103 5 it

(2581 5,982 {324) 2,984

4,683 5574 3,778 18,035

§ 2,002 15,563 3,454 21019
$ {1,659) 5 066 {802 3.705
31552 3,552

40 885 7 932

- - {462) (462}

{807} {845} {3=1} {1.843}

{464} {17) (431} (2123

{1,031} 23 2275 1,267

% (269C) 5989 1,673 4972
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City of San José
Combining Statement of Pension Net Assets
Pension Trust Funds

June 30, 2012
($000's)

Federated
City Empioyees’
Retirement Systam

Police and Fire
Plan

(Funds 124, 134 and 140} {Funds 135 and 141) Totai
ASSETS
Investmerts at fair vatue;
Investmenis, exduding securities
tending collateral $ 1,787,412 2,644,934 4,432,351
Securities lending cash collateral investment peol - 236,386 238,396
Receivables (net of allowance
far uncoliectibles):
Accrued intestment income . 3,297 3,611 12,308
Employee confnbulions 1,863 660 2823
Employer contripvhions aay 2B76 3,563
8rokers gnd others 1,728 4 275 6,003
Tatal assets 1,786,067 2,801,757 4,696,844
L1ABILITIES
Due to brokers 4 384 14,4689 18,873
Segurities lending collateral, due to borrowers . - 241875 241,875
Other liabilities 3,856 3,951 7.607
Total fiabilities 8,040 260,315 286,355
NET ASSETS HELD IN TRUST FUND FOR;
Empiayees’ pension benefils 1,642,249 2 578,464 4,227,713
Employees’ postemployment healthcare benefits 137,798 62,978 200,776
Net assets heid in trust for pension and
pastemployment heaithcare benefils 3 1,787,047 2,641,442 4,428,488
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City of San José

Combining Statement of Changes in Pension Net Assets

ACOITIONS
investment income:
Interest
Dividends
Net rental income
Net depreciation in fair value
of plan investments
Investment expenses
Securities lending activities:
Securities lending income
Securities lending rebates and expenses
Centributions:
Employer
Employees

Total additions

DEDUCTIONS
Generat and administrative
Heaith insurance premiums
Refund of contributions
Relirement and other benefils:
Death benefits
Retirement benefits

Tolal deductions
Change in net assets

et assets hewd in trust for pension and
postemployment healthcare benefits
Beginning of year

End of year

Pension Trust Funds
For the Year Ended June 30, 2012

($000's)

Federated
City Employees’
Retirement System

Police and Fire
Plan

(Funds 124, 134 and 140)  (Funds 135 and 141) Total
28,057 44211 73,268
10,488 34121 44 609
559 6,051 - 6,610
{106,665} (111,359) (218,025)
{7,620 {10,366) {17.986)
95 3014 3.109
44 (818) (774}
112816 142,214 255,130
25,550 30619 56,369
64,423 137,887 202,310
3574 3,643 7.217
33,077 28,479 61,556
2,185 1,976 4,121
a.601 7.480 16,081
128,001 142314 568,315
173,448 183 642 357,290
{108,025) (45,955} {154,980
1,896,072 2,687 397 4,583 469
1,787,047 2,641,442 4,428,489
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ASSETS
ifvestments at fair value:
inveslments, excluding securities

{gnding coliaterat §

Receivabies (net of allg ce
for uncollectibles):
Accried investment income
Empioyee contributions
Employer contrbuiions
Erokers and olhers

Tota! assets

LIABILITIES
Due lo brokers
Chhar liabililies

Total iabliiies

NET ASSETS HELD :N TRUST FOR:

Employees' pension benefils

Employees’ poslemploymant healthcare
benefits

Netassels held in frust for pension and
poslemploymen! heshbhcars banefits 5

City of 5an Jozé
Combining Statement of Defined Benefit
and Postemployment Healthcare Pian Net Assets
Federated City Employees' Retirement System
June 30, 2012
{$000's}

Federated Retirement

Federated Costof Living {Fund 140) and

(Fund 134) RS Code Sechon 115 Trust (Fund 124)
Defined Benefit |IRS Code Section
Ogfined Benefd  Postemployment Tolaf Pension Plar 15 Trust Grand
Pension Plan Healthcare Plan __ Fund 134 Fund 140 Fund 124 Tolal Total

1,208,760 115518 1,324,678 441,22% 21,507 462,734 1,787412
2,304 221 2.525 772 - 72 3,207

1.600 ki) 1.504 59 - ] 1.963

. - - 389 318 487 BBT

1,215 113 1,333 395 . 385 1.728
1,213,880 116,560 1,330,440 ’ 442 822 21,825 464,647 1,795,087
3,083 294 3,357 1.026 1 1.027 43284

3,015 284 3.304 245 3 352 3856

6,078 583 8.581 1,375 4 1,379 8,040

1,207 802 - 1.207.802 441,447 - 441,447 1,649,249

- 415,977 115,977 - 21.821 21,821 137,788
1207802 115,877 1,323,778 441,447 21,6414 463,258 1,787,047
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City of S8an José
Combining 8tatement of Defined Benefit and Postemployment Healthcare
Changes in Pian Net Assets
Federated City Employees' Retirement System
For the Year Ended June 30, 2012
{$000's)

Federated Retirement Federated Cost of Living (Fund 140} and

{Fund 134) IRS Cede Sectien 115 Trust (Furd 124)
Delined Benekt |RS Code Section
Defined Benefit  Postemployment Total Pension Pian 118 Trust Grand
Pension Plan _ Heatthcare Pian Fund 134 Fund 140 Fund 124 Tolal Total
ADDITIONS
investment income: ’
Interest § 20,199 2,032 22,231 6,827 (1) 6,826 29,057
Dividends 6,883 702 7,685 2,367 436 2,803 10488
Met rental income 289 39 428 131 - 131 559
Net depreciation in {air value
of plan invesiments {74.013) (7445} (B1,458) {24,642) {386) {25,208} {106 666}
investment expenses {5,267) {530} {5.797) {1,808} (+7) {1,823} {7.620)
Securilies lending activilies:
Securities lending income 66 7 73 22 - 22 as
Securilies lending rebates
entf expenses 31 3 34 10 - 10 14
Cantributions:
Emplayer 59.496 4,044 73,540 17,586 21,780 39,376 112,516
Employees 7.994 14,998 22 889 25684 - 2,581 25,550
Total addilions 25,878 13,847 39,725 2,866 21,642 24,699 54,423
OEDUCTIONS
General and adminislrative 2,455 247 2703 gl 21 871 3.574
Heglth insurance premiums - 33077 33077 B - - 33,077
Refund of contibulons 1,916 - 1,918 277 - 277 2,195
Relirement and olher benalits:
Daath benefits 5,180 - 5,180 3421 - 342 8,601
Redirement banalits 100,007 - 100,007 25,994 - 25,894 126,001
Tatal deductiuns 109,561 33.324 142,688 30,542 21 30,563 173,448
Change in net assels {83,633 (19.477) (103,150) {27,6e8) 21,821  (5.885) {109,025
Net assets held in trust for pension and
postemploymenl heellhcare benefits
Baginning of year 1,291,465 135454 1,426,939 469,133 - 469,133 896,072
End of yeat k) 1,207 802 115,877 1,323,778 441,447 21,821 463,268 1,767,047
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Defined Benefit and Postemployment Healthcare Plan Net Assats

City of San José
Combining Statement of

Police and Fire Department Retirement Plan
June 30, 2042
($000s)

ASSETS
Invesiments at fair value:
Inve stments, excluding securities
{ending collaleral
Secunties lending cash coltateral investment pos!
Receivables (net of allawance -
for uncollectibles):
Accrued inveslment incame
Employee contributians
Employer centribulisns
Brokers and pthers

Total assets

LIABHLITIES

Due to brokers

Secusilies lending coliatersl, due to borrowers
Other fiabilitias

Taotal iablliles
NET ASSETS HELD IN TRUST FOR:

Emplayees’ pension benefils
Empioyaas' postemployment haallhcare banelns

Net assets held in trust far pension and
pastemployment healthcars benefits

Police and Fire Retirement

Police and Fle
costof Living

[Fund 135) {Fund 141}
Defined Benefit Paslemployment Tetal Defined Benefit
Pensign Plan Healthcare Plan Fund §35 Pensign Plan - Total
1,704,232 62,547 1,778,779 874168 2.644 93%
154,722 5865 16,387 79,089 238,386
6,352 233 £,583 3828 9641
273 263 538 124 688
1.42% kil 1,776 1,1aa 2.876
3,434 126 3568 Fiki] 4,275
1.874.432 68,188 1,643 621 858,136 2 801,757
10.087 37a 12,467 4,822 14,489
456,324 5,724 162,048 79,827 241,a75
3,185 117 3.382 549 3,951
189,608 6,211 175,817 §4,498 280,315
1,704,826 - 1,764 825 873633 2,578 464
. 62,978 62,978 - 52,978
1,704 326 52878 1,767,804 2,641,442

873,638
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City of San José

Combining Statement of Defined Benefit and Postemployment Healthcare

Changes in Plan Net Assets

Police and Fire Department Retirement Plan
For the Year Ended June 30, 2012

{$000's)

Police and Fire Retirement

Police and Fire
Costof Living

[Fund 135) {Fund 141)
Defined Benafd Pastemployment Tatal Defined Benefit
: Pensian Plan Heaithcare Plan Fung 135 Pension Plan Tolal
ADDITIDNS
Investment income:
interest 5 28,750 1,897 29,767 14,444 44271
Dividends 22,165 PB4 22,848 11,172 34,121
Net rental income 3.915 136 4,053 1,998 6,051
Net depreciation in fair value
of plan investments {72,150} [2,552) (74,702) {36,657 {111,359)
Inyestmont expensas {8,e85) {244) {7.128) {3,237} {10,386)
Securities lending activities:
Securities landing incame 1,999 ral z.070 944 3,014
Securilies lending rebates and expenses {531} {19y {550) {269) 818)
Contributicng:
Employer 70,960 21,208 92,165 50,049 142,214
Employees 13,352 11,474 24,826 5,893 30,819
Total additions 61575 31,874 93,449 44,439 137,887
DEDRCTIONS
General and administrative 2454 87 2,544 1,102 3843
Health Insurance premivms - 28,479 28,479 - 28479
Refund of contributions 1,540 - 1,540 386 1,928
Retirement and cthar benefits:
Death hanefits 4,355 - 4,355 3125 7480
Retirement banefils 110,648 - 110,648 31,566 142,314
Tota! deductions 118,997 28,566 147,583 36.279 183,842
Changa in net assets (57.422) 3.308 (54,114} 8,159 (45,955)
Net assets held in trust far penaion and
postemployment heaithcare benefits
Beginning of year 1,762,248 58,670 1,821,918 865,479 2,657,397
&nd of year 5 1,704,826 62,078 1.787,804 873,638 2 E41442
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City of San José
Combining Statement of Fiduciary Net Assets
Private Purpose Trust Funds
June 30, 2012

($000°s)
Successor Agency
to the
James Lick Redevelopment
Private Purpose Agency
Trust Fund Trust Fund Total
ASSETS
Current assets:
Equity in pooled cash and investments held
in City Treasury 3 164 - 104
Cash and investments - §,965 6.965
Receivables {net of glowance
for uncollectibles):
Due from the City of San José - as0 850
Qther - 519 . 519
Restricted cash and investments - 153,999 153,999
Total cument assets 104 162,332 162,437
Noncurrent assets.
Advances to the City of San José . . 280 280
{oans receivable, net - 31,275 31,275
Deposits - 155 ) 165 -
Deferred charges, net - 30,840 - 30,940
Property hefd for tesale - 22474 22.474
Capite! assets:
Nondepreciable - 35581 35,581
Depreciabie, nat - 92,885 42,895
Total noncutrant assets - 213,600 213,600
Total assets 104 375,933 376,037
LIABILITIES
Current Habilities: :
Accrued interast payable - 41,682 41682
Pass-through payable to the County of Santa Clarm - 18,719 15,719
Unesrned revenue - 2,340 2,340
Other lizbilities - 2,320 2320
Total current liabillies - 62 061 62,081
Long-term liabilities:
Due within one year - 258,149 258,148
Cue in more than one year - 2,119,105 2,119,105
Total nencyrrent liabilities - 2,377,254 2.377.254
Total liabilities - 2439315 2,439,315
NET ASSETS
Held in tryst for:
Redevslopment dissolution and other purposes 104 {2,063,382) {2,063,278)
Total net assets % 104 {2,063,382) {2.083,278)
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{$000's)
Successar Agency
to the
James Ligk Redevelopment
Private Purpose Adency
Trust Fund Trust Fund Toial
ADDITIONS
Redevelopment property tax revenues $ - 52,237 82,237 .
investment earnings 5 150 155
Rent - 322 322
Othar 578 578
Total additions 5 53,287 83,282
DEDUCTIQNS
General and administrative - 867 967
Project expenses - 816 816
Pass through ameunts to the County of Santa Clara . - 8,177 6,177
Loss on fair value of property held for resale - 27417 27417
Depreciation 2,040 2,040
Interest on debt - 45,401 45,401
Total deductions - 84,818 84,618
Extracrdinary loss from dissolution of the
Redevelopment Agency - {2.061,851) {2.061,651)
Change in net assets 5 {2.063,362) (2,083,377
NET ASSETS HELD IN TRUST
Beginning of year 89 - g8
End of year $ 104 {2,083,382}) {2,083,278)

City of San José

Combining Statement of Changes in Fiduciary Net Assets

Private Purpose Trust Funds

For the Year Ended June 30, 2012
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City of San José

Statement of Changes in Assets and Liabilities

Agency Fund

For The Year Ended June 30, 2012

{$000's)
Beginning Ending
Arena Capital Resarve (Fund 459} Balance Additions Deletions Balance
ASSETS
Equity in pooled cash and investments held
in City Treasury 5 3,226 1,073 2,603 1,696
Receivables { net of allowances
for uncollectinles):
Accrued interest 2 2 2 2
Totai assets 3,228 1,075 2,605 1,698
LIABILITIES
Other liabilities 3,228 508 2,038 1,608
Total liabilittes 5 3,228 508 2038 1,688
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Statistical Section

This section of the comprehensive annual financial report for the City of San José presents
detailed information as a context to the information presented in the financial statements, note
disclosures, and required supplementary information and to provide a framework to assess the
economic condition affecting the City of San José.

GASB issued Statement No. 44, Economic Condition Reporiing; The Statistical Secfion — an
amendment of NCGA Siatement 1. This statement amends the portions of NCGA Statement 1,
Governmental Accounting and Financial Reporting Principles, that guide the preparation of the
statistical section. The statistical section presents detailed information, typically in ten-year
trends, thal assists users in utilizing the basic financial statements, noles to basic financial
statements, and raquired supplementary information to assess the economic condition affecting a
government. During fiscal year 2005-2006, the City implemented this statement and added new
information that financial statement users have identified as important and eliminated certain
schedules previously required.

The dissolution of the former Agency on February 1, 2012 had a significant impact on the
presentation of funds in the City's governmental fund financial statements and government-wide
financial statements which affecis the statistical data. Most notably, the transfer of $2.313 biltion
in long-term debt of the former Agency to SARA affecled the ratios of cutstanding debt for the
governmentat activities in Schedules X and X. More information an the dissolution of the former
" Agency is provided in the MD&A section and Notes to Basic Financial Statements.

Contents Schedule

Financial Trends -
These schediies present trend information to help the reader undersiand the
City’s financial performance and condition.

Revenue Capacity _ V- Vil

These schedtilas contain information regarding property tax, the Cify's most
significant local reveniie source.

Debt Capacity X - Xill

These schediles present informalion regarding the City's current fevels of
outstanding debt and the City’s ability to issue additional debi in the fulure.

Demographic and Economic Information XIV-XV
These schedufes iMustrate demographic and economic indicalors to provide a
context for understanding and assessing the Cily's financial activities.

Operating information Xvi-XViHi
These schedules conlain service and infrastructure data refated to services
the City provides and the aclivities it performs.

Sources: Unless otherwise noted, the information in these schedules is derived from the
comprehensive annual financial reports for the relevant year.
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CITY OF SAN JDSE SCHEDULE XI
SCHEDULE OF DIRECT AND DVEREAPPING BONDED DEET
June 38, 2842

City Net Taxable Assessed Valvatian

Eslimated Sharn

Quistanding Delt of
% Applcable as of DEABI2 COrverlapping Debt
Cily Direct Dett 188000 % ABDEYE.B80 & 460,679,008
firegt Tax and Asessment Debt s
City af 8an Jose Cemmunity Facilities Districts 1BR80% & 38435808 5 38,435,008
City ef 5an Jose Special Assessment Bonda 180.00% 22,458 843 22,458,043
Total Direct Tax ond Assesament Dabl 52,885,043 52,885,041
Overapping Tax and Asscssment Debt
Alurn Reck Lnian Schoat Disbrect TEIE% 75.618.805 58,802,588
Berryesea Unian Schoad Diskict 95 79% 35,188,831 34,665,601
Cambrian School District 6Y 63% 18,284,944 12,388,268
Carmpbel Lnian High Schaol Disirict E1.944% 161,155,808 0% 844,183
Carmpbelf nien Schoel District 49.22% 148,784,944 71,185,548
Cuperine Union Schoet Dislrict 16.75% 128,672,535 28,212,658
East Side tnien High Schoel District 05 F4% 38,588,578 611,327,364
Euargreen Scheof District 99 45% 118,075,551 180,475,629
Evergreen Schoot Distnct Commaunlty Facilitles Distriet No. 52-1 180.00% 1,058,808 3,868, 008
Foolhii-DeAnza Community Coffega Diatrict 4.71% 620,424,288 26,718,185
Franktin-McKinley Scheel District 99 645% 88,756,314 0,478,437
Frement Linion High Scheol Diatrict 10.24% 268,685,108 26,675,537
Gavilan Jeint Communily Callega District TI5% 182,698.800 7.955,354
Les Gates Linion School District 1.40% 94,058,808 1.404 316
Las Gatas-Saretoga Jaint Unien High Schao! District 0.67% 51,188,808 3284
Luther Burbank Sohoo! District 21.26% 18,467 b1 2,229.424
Milpitaa Unified Scheol District 0.00% 43,585,800 87
Moraland Schoet District FE.31% 85,223,316 £5.813.912
Margan Hitl nified Schas] Distriet 18.78% 55,494,048 19.419.561
Maunt Pigaaant Schenl Districl B7 64% 6,769,992 54933,424
Dak Grove Stheal District 98.80% 186,774,152 106.565.074
Drehard School Dislict 100,08% 49,195,671 48,185,671
San Jose Unifind Schoot District oB.16% 481,247 986 472 407,460
San Jose-Evergraon Cemmunity Callega District 87 60% 315,168,092 275,604,804
Sanla Clara Gounty 36 10% 315,888,800 128,285 888
Santa Clara binified School District 4 25% 441 835 800 18,7 12,305
Santa Clara Valley Watdr District Benefil fasasament Diatrict a8.19% 133,440,000 50,962 878
Lnian Sehos! Dislict F3.58% 70,008.042 51521718
West Uallay Community Catlega Districh 28.35% 210,061,930 55,816,148
Sublelal D ppRing Tax and A t Dbl 4,B88.295.390 2482 862 844
Tatet Direcl and Dyertapping Tex and Assessmant Debt 4.913.168.433 2.515.847 887
Overdapping Oiter Debt:
Adutn Rock Uman Schaal District Carlficales &f Participation 77 5% 2B.808 808 21,773,368
East Side Unian High School District Pest Emptayment Obligatiens 95 749 31,405,808 A0,068,882
Faothill-DeAnza Community CGellege Districl General Fund Obligatlans 4.¥3% 18,808,808 893,308
Frarkin-MeKinfey Schoal Diskict Cerlificates of Parlicipalian 90 B5% 5,185 808 5.146.716
Los Gatas-Saralaga Jalnt Unlan High Schoat District Centlficates af Pailicipatan HEY% 9.070.809 8,868
Campball Unien High Schnal Distac! Certificates Programs 81.04%. 12,451,514 7712468
Midpeninsula Raglena! Open Spece Park Disinct General Fund Obllgatians 0.02% 138,474 717 22,158
Morgan Hill Unified Schoal Diatrict Centificates ef Participatian 1B.78% 13.585.800 2,535 699
San Jesa Unified School Diatricl Cerficates of Participation 98 16% 185,171,782 100,239 Y86
San Jase-Cuergreen Cemmunity Callege Dislicl Benefit Obligalians 87.88% n7 458,808 41 568,898
Santa Clera Caunty Baard af Education Cerlificales ef Parlicipatinn 38.19% 11,548,808 4407241
Santa Ciara Caunty General Fund Obligalians AB19% Froa4ar.bos 284,432 360
Santa Clara Caunly Pensian Obligatians AB19% 83834822 146 284 825
Sanla Ciara Counly Veclor Centrol Distriet Cerificatea of Participatian 36,199 3638,008 1,386,333
Sanla Clara Unified Scheo! District Gerificatea of Participatian 425% 12,988,808 551,261
West Valley-Miaaien Community Caliege District General Fund Dbligations 2B.35% 65,7 15,000 186832 801
Tatal Overlapping Other Debt 1,657 428,845 GTR.¥15,404
Tetai Ovarlapping Debt 5 6,578,518,278
Total Diract and Quorapping Dabt $ 2,94 56320%

Notes:

Owverlapping geusramonte are those thel colncide, at leaat in porl, with the geegrephie boundaries of the Gity, This schedule estimates the
portian af the outstanding deb! af Thasa overdapping gavemments that is bome by the residents and businesses in the City.  This procass
recognlzea that, when considering the City's abilty e isste and repay long-term debt, the entire debt burden borne by the residents arnd
businagacs ahould be taken intg account. However, 1hls dees not imply that every takpayer is a resident, and thedelore, respenaible for repaying
the debt, of gach avertapping gauemment. The City direct debt in thia schadule includes Ganeral Dbligatian Bends anly, i deos net include

Special Hatel Tax Revenud Sends (Canuankien Center Expansion and Renauatien project), Seres 2811 and cutstanding abligation of the larmer
Agency which was ransterfed te SARA gn February 1, 22

Saurces: Califarnia Municipat Stalistics, inc,
Finance Depariment, Caunly of Santa Clara
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CITY OF 54N JO5E
CONOUIT 1SSUER OF MULTIFAMILY HOUSING REVENUE BONOS OUTSTANDING™

SCHEBLULE XX

June 30, 2012
6328112 NEainrity
Prajuct Naste Series . Date Essued issite Ansuiett Batanse Refenption.  Aasual Fees™
Siena i Respssance Squars 19904 R § SOO00000 5 &00.000,000 [T T 75000
Abmaden Lake Village Apantments 19574 ixtr ey 25000000 28 DO0AA D301:32 33750
Caleman Seacae Aparttaents 1528 0424708 &050.000 678212 501530 8333
haktan Gardens Sertior Apaniiments 1998 Bai2408 R 6.73R. 770 D30330 R ARD
Carlton Plaza FoR8A Tai24r08 12,000, 4100 12000000 01232 15,800
The CGartlens Apartme ms EO99A Q5 EHS 15970000 ¥ BEATE 32 B0
Helrer Churt Apartmems CE99A 0602199 16, 948000 1561 8006 HeEh 26.ba2
Dhione -Chynowerh Commans A paylnenls 1999 DA 16,720, MW n 0330 EDLE25
Kimtberty Woods Apartments 19994 1220059 [Lisighiae] FG.05E BH) 12004529 0 ELT
Admsden Lake Vilfage Apartmenis Pl DE/29000 2 {00,000 2 B0 DIOLIL na
Saxth and Martia Famify Aparmenss Phaze [ 2000 LUrra TR 0,900, 00 £.558.008 BG1S33 11375
LU'ratg Gardens A partmends AR 12405/00 700,000 4873014 1231432 8875
Ef Parador Apartments A 12437700 4,130,000 3,604 0 [QHAPL]] 14,412
EE Parado Apartments 20008 12000000 S00,06D 345,000 DG na
Mame Visla Gardens Seniur Housing 20¥DA 120800 3,740,000 2950,631 I ESA3 9,350
San Jase Lutheran Seniors Apartmenis HREA-1 OB 3,550,000 3.I55,758 [T 4,250
Sixth and Marthx Famaly Apartments Phase 1 20EC 350NM 0000, D00 7,200,000 LiEHTTEE 11,250
The Yiliages Parkway Sernor Apaimenis 200D Bmum 6,500,000 5 AYR0,000 Qi34 5,500
Lenzen Hausing 20018 BEINH 8,395,000 7,735,000 Q22043 11,868
Terramema Sguare Aps/Morth White Rd Proj FOOEF L1150 E6 A 5,000 16,604,179 D401 44 2056
Vilta de Guadabupe Aparinents 200EE eyl 5,840,000 6,348,000 DEAEAZ 9687
Yilla de Guadulupe Apastments IR (Tax} 312700 08 26,433 Q42 na
Atmaden Senior Holsing Aparenis 20014 T205MN G.050.000 2,940,000 D534 7,562 °
Retty Arne Gardens Apanments W02A SR 11, (KHLA00 6,690,000 05134 £3,750
[ Pasey Apartments 20028 052 @ A00 600 4,545 00 10081534 E2600
Sunset Square Aparlments 20ZE H2640L 10,94, 00 4,069,000 DD /3 £3,360
Yitls Montercy Aportnients F00ZF D202 18, 00H0,000 HY, 300,000 an1535 13,750
Monte Vista Gardens Seator Elousing Apartments, Phase th 22C-1 LiFfr -t 3465000 TRI5,394 130135 4,583
Pablard Plaza Apartmenic 202D DROG02 14,000,800 6,893,600 F3/1/35 17500
Fuans Lane Apasttients 20024 1000802 AE KK B00 i 04715536 38750
Hacienda Villa Creek Senicr Aparimenis 200205 E 10710002 4,453,001 3,560,000 12401034 8,750
Kennedy Apartment Hotmes 2002 THIT02 AL 05, GO0 12715035 11500
Falten Leaves Aparimten:s 20021-1 121802 13,368 K] af, E OG0 OG0 E36 23,500
Fatlen Leaves Apanimenta 20021-2 {5ub)  1HIAR0Z 3 340,000 2,850,000 Q30130 na
Tumteal Apanments 2003A Qe 20/ 15,200,000 15, 09 DO [ a T ] 15412
The Daks af Almaden Apartmenis 20038-1 BUIN 4,365 060 3753873 236 10,437
Cinnabar Coammans 20030 BB WS 25,900,000 25,060,000 {F200 37 32375
Almeden Family Apamments 20030 1141683 It 300,000 24,655 0FH) EHEHIT 39123
Trestics Apaztments 20044 0340410 7,325,000 7,325,000 QIOESAT 10,781
Tresties Aparimens 20044 (Sub) 0304 E 300000 1131028 IE5I37 na
Yintage Tower ApaHments 2004E-§ 0&/28/04 4, £ 50,000 3139048 DE/ESI3T 5875
Delmas Park 20040 JO LS 13,750,000 12,834,071 BED4T7 24,203
Ratntree Apartmenis 5A CAREAS ZE ERROOD 20,600,000 030138 6,315
Pasca Senter b 5B 22K 0,142,200 4825042 1240/3% 7,580
Pazsca Senter (L L ok | E2/21/85 A 903,000 EREINCE D138 1.500
Casa Feliz Siudiv Apartments 20074 b 3007 1B, 000 . ] 1201509 7500
Abnaden Family Apartments TR {Sub.) EXET0T 5,385 00 4,016 Bl 11715137 na
Chrtner Stadios W07C-1 FZE0T 55201000 527963t 120139 7,500
Faisgsounds Semaor Hougig Apartments 20088 QE0ROR 26,000 800 3,335,000 B5/01441 32,500
Las Ventanas Apartments 20058 Q5008 25 5060 G 25,500,060 0L 3% na
Brockwood Temace Famuly Apts 2009B-1 E223005 700,000 T650,000 DT 44 17.600
Drookwoad Terrpce Family Apts JHHE-2 E223000 5,445 (K] i3 A0 754 na
Fourth Sfreet Apts 20tBA-Y Daz0 560,001 5,620,000 HADEIES 28,750
Tourth Street Apis 010A-2 DD 17,350 (0 16,728 566 GLAOESA na
Orvicto Famely Apartments L0t QM0N0 7,760,000 7,750,000 RO 17,750
Orvieta Family Apartments taB-2 07N G A4 000 4,151 922 DEDEZG na
Kings Crossing ApaHments 20E0C 09417210 24,125,000 17627 602 L5 30,156
Taytas Osks Apantments AOEEA-1 1020011 3,950,000 1,550,000 FO/01/23 7,875
Taybos Ozks Apartmenis ka2 2111 2,350,000 2258 000 40124 na
tst and Rosemary Famaly Apalinenis W1 912 33,500,805 14, B 285 H{tLFEELE ] 44 315
Fst and Kosemary Sentas Apartmenis 20820 o4 M 15, 50Kh 00D 4441 818 10/01/44 [5,375
Mayfaie Coud AparHments E2R-E 04728112 3220000 1,644,734 102 f44 27500
May fate Court ApaHments 20128-2 4720012 16, 780800 o 10/ /44 na
Tatat § 0860200 3 534,400,789 3 913,384

{1} Cakiforntz Governmen: Cede Chapter (0.7 "Conduit Finaneing Transpareney sad Accountsbitity” requises additionat seporting and pubhe disclosures
Dy public agensics that issue centain revenue bonds, mebwding conduit revenoe bonds. The labie pruvides the tafarmatien required by steton 5872 of

Chapter ED.? which includes disefosure ol fees impased an borrpwers by sondiet | g p ¥
narure of fens and eapenses, amoent of any authoriced, but wiseld bonds atend of June 30, 3012, nmi et sl debyt igsued and walztanding at end af

Tepurting period.

o

Az ol June 30, 2012 the Crty has served as v cofdiit 1ssuer far only multifamly howsing revenee bosds.

related ta fees, daffar nmawn: and

{7} Aonual masigrong Fees and uplraat foes ase colieated putsuant 10 City Counctl Palicy Na. E-B. Paliey For the lssuance of Mudtfamily Hausing

Revenue Bonds. The anoual monitaring fee is charged ta seimburse the Chy for

thee

complianee with fax Jaw. The winuat manitocing fees gre doposited in the Housing Astivities Fund.

212

| s, the

a8l

3wt unguee





