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City Council
City of San José, California 

Independent Auditor’s Report 

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 City’s management.  Our responsibility is to express opinions on these financial 
statements based on our audit.

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

In our opinion, the financial statements referred to previously present fairly, in all material respects, the 
respective financial position of the governmental activities, the business-type activities, each major fund, 
and the aggregate remaining fund information of the City 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 in Note I.A. to the basic financial statements, the California State Legislature enacted 
legislation that dissolved redevelopment agencies in the State of California as of February 1, 2012. On 
February 1, 2012, the City, as the Successor Agency to the Redevelopment Agency of the City of San 
José, became responsible for overseeing the dissolution process and the wind down of redevelopment 
activity. 

As discussed in Note IV.C.3. to the basic financial statements, on June 8, 2012, Moody’s Investors 
Service downgraded the former Redevelopment Agency of the City of San José’s Senior Obligations 
Rating to below “Baa1”, which triggered a Special Termination Event under the Continuing Covenant 
Agreement of its 2010 C Housing Set-Aside Tax Allocation Bonds (Bonds). The Bonds have an 
outstanding balance at June 30, 2012 of $88.6 million and are reported as a current liability. For the 
period commencing on August 15, 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 cannot predict the 
outcome of the negotiations. 

As discussed in Note IV.D.3 to the basic financial statements, in connection with the Redevelopment 
Dissolution Law, the County of Santa Clara’s Auditor-Controller issued 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 component unit, which are currently in dispute 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 issues. 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. It is reasonably possible that a 
determination may be made at a later date by an appropriate State or judicial authority that would resolve 
this matter unfavorably to the City. 
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As discussed in Note IV.A.1.4. to 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’ Retirement System’s independent actuaries determined that, at June 30, 2011, the value of 
the defined benefit pensions plans’ actuarial accrued liability exceeded the actuarial value of their assets 
by $510.3 million and $981.6 million, respectively. Also, as described in Note IV.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 healthcare plans’ actuarial accrued liability exceeded the 
actuarial value of their assets by $943.1 million and $1,009.9 million, respectively.

In accordance with Government Auditing Standards, we have also issued our report dated 
November 19, 2012 on our consideration of the City’s internal control over financial reporting and on our 
tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and 
other matters.  The purpose of that report is to describe the scope of our testing of internal control over 
financial reporting and compliance and the results of that testing, and not to provide an opinion on internal 
control over financial reporting or on compliance.  That report is an integral part of an audit performed in 
accordance with Government Auditing Standards and should be considered in assessing the results of 
our audit. 

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

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively 
comprise the City’s basic financial statements. The accompanying schedule of expenditures of federal 
awards, schedule of revenues and expenditures of passenger facility charges, and schedule of revenues 
and expenditures of customer facility charges are presented for purposes of additional analysis as 
required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local Governments, 
and Non-Profit Organizations, the Passenger Facility Charge Audit Guide for Public Agencies, and the 
California Civil Code Section 1936, as amended by SB 1192, respectively, and are not a required part of 
the basic financial statements.  Such information is the responsibility of management and was derived 
from and relates directly to the underlying accounting and other records used to prepare the basic 
financial statements.  The information has been subjected to the auditing procedures applied in the audit 
of the basic financial statements and certain additional procedures, including comparing and reconciling 
such information directly to the underlying accounting and other records used to prepare the basic 
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 information is fairly stated in all material respects in relation to the basic financial statements as a 
whole.

Walnut Creek, California 
November 19, 2012, except for our report on the schedule of expenditures of federal awards,
  schedule of passenger facility charge revenues and expenditures and
  schedule of customer facility charge revenues and expenditures,
  as to which the date is February 7, 2013
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Management’s Discussion and Analysis (“MD&A”) provides an overview of the City of San José’s (“City”) 
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.   
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� 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 balance of $329.0 million for business-type 
activities. In addition, the City’s restricted net assets total $1.068 billion ($939.5 million for 
governmental activities and $128.4 million for business-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 governmental activities and $859.4 million for business-type activities). 

� Total net assets increased by $1.761 billion or 31.2 percent during 2011-2012 from $5.648 billion to 
$7.410 billion. The majority of the increase was primarily 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 extraordinary gain, net assets decreased by $300.6 million.  

� 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 
Agency was reported in the governmental funds and governmental activities of the City.  After the 
date of dissolution, the assets, liabilities, and activities of the former Agency were reported in SARA. 
The dissolution of all 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 governmental 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 dissolution, the City also incurred 
extraordinary losses that offset some of this gain including the transfers-out of Housing Activities 
Fund’s cash to pay SARA’s enforceable obligations ($6.9 million) and the invalidation of loans 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 financial statements and the government-wide financial statements is shown on page 53 under 
Note I.F.16. 

� Governmental funds reported a combined ending fund balance of $1.186 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 Fund ($16.4 
million), Affordable Housing Investment Fund ($355.1 million), and other nonmajor funds ($16.5 
million).

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

�
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� Total long-term obligations 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 billion 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 partially offset by the issuances of the Norman Y. Mineta San José International Airport 
(“Airport”) Revenue Bonds in the amount of $508.6 million to refund certain variable rate commercial 
paper notes (a current obligation) ($354.3 million) and to refund existing revenue bonds totaling 
($92.2 million).

OVERVIEW OF THE FINANCIAL STATEMENTS 

This discussion and analysis provides an introduction to the City’s basic financial statements, 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 liabilities and reports the difference 
between the two as net assets. 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 activities presents information showing how the net assets changed during the most 
recent fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to 
the change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are 
reported in this statement for some items that will result in cash flows in future fiscal periods. Examples 
include revenues pertaining to uncollected taxes and expenses pertaining to earned but unused vacation 
and sick leave.  

Both of these government-wide financial statements address functions that principally are supported by 
taxes and intergovernmental revenues (governmental activities) and other functions that intend to recover 
all or in part a portion of their costs through user fees and charges (business-type activities). The
governmental activities of the City include general government, public 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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Capital Maintenance
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City of San José
Statement of Fund Net Assets

Proprietary Funds
June 30, 2012

($000's)

Norman Y. Mineta
San José  Wastewater  Municipal Internal

International Treatment  Water   Parking Service
Airport  System  System    System Total Funds

Enterprise Funds

ASSETS
Current assets:

Equity in pooled cash and investments
    held in City Treasury $ 86,109                271,326         18,781          12,904      389,120        21,019       
Receivables (net of allowance
   for uncollectibles) 8,547                  1,981             2,661            216           13,405          227            
Due from outside agencies -                    66                  -              -               66                 -                 
Due from other funds -                    377                -              -               377               -                 
Prepaid expenses, advances and deposits 186                     -               -              -               186               -                 
Inventories -                    1,179             -              -               1,179            1,214         

     Total unrestricted current assets 94,842                274,929         21,442          13,120      404,333        22,460       

Restricted assets:
Equity in pooled cash and investments
    held in City Treasury 63,087                53,451           -              2,037        118,575        -                 
Cash and investments held with fiscal agent 224,917              6,600             -              -               231,517        -                 
Receivables (net of allowances
   for uncollectibles) 3,672                  -               -              -               3,672            -                 
Prepaid expenses, advances and deposits 5                         -               -              -               5                   -                 

     Total restricted current assets 291,681              60,051           -              2,037        353,769        -                 
Total current assets 386,523              334,980         21,442          15,157      758,102        22,460       

Noncurrent assets:
Deferred bond issuance costs

(net of accumulated amortization) 17,166 537                -              -               17,703          -                 
Loan receivable 250                     -               -              -               250               -                 
Advances and deposits 5,331                  -               -              -               5,331            -                 
Advances to other funds -                    5,044             -              -               5,044            -                 
Capital assets (net of accumulated
  depreciation):

Nondepreciable 117,749              80,027           605               19,586      217,967        -                 
Depreciable 1,365,496           466,384         66,843          41,874      1,940,597     6,703         

Total noncurrent assets 1,505,992           551,992         67,448          61,460      2,186,892     6,703         
Total assets $ 1,892,515           886,972         88,890          76,617      2,944,994     29,163       

          The Notes to Basic Financial Statements are an integral part of this statement.
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City of San José
Statement of Fund Net Assets

Proprietary Funds
June 30, 2012

($000's)

Norman Y. Mineta
San José  Wastewater  Municipal Internal

International Treatment  Water   Parking Service
Airport  System  System    System Total Funds

Enterprise Funds

LIABILITIES
Current liabilities:

Accounts payable $ 3,570                  7,257             2,852            745           14,424          779            
Accrued liabilities 477                     1,082             69                 35             1,663            421            
Interest payable 8                         277                -              -               285               -                 
Due to other funds -                    -               176               -               176               -                 
Short-term notes payable 47,937                -               -              -               47,937          -                 
Accrued vacation, sick leave and

compensatory time 1,536                  2,230             157               77             4,000            -                 
Estimated liability for self-insurance 560                     1,300             126               -               1,986            -                 
Advances and deposits payable 1,083                  -               -              88             1,171            -                 
Unearned revenue 3,885                  -               -              -               3,885            -                 
Loans payable -                    3,977             -              -               3,977            -                 
Pollution remediation obligation 330                     -               -              -               330               -                 

     Total current liabilities unrestricted 59,386                16,123           3,380            945           79,834          1,200         

Current liabilities payable
  from restricted assets:

Accounts payable and accrued liabilities 415                     -               -              -               415               -                 
Interest payable 25,615                239                -              - 25,854          -                 
Unearned revenue 1,585                  -               -              -               1,585            -                 
Current portion of bonds payable 13,296                5,114             -              -               18,410          -                 
Pollution remediation obligation 384                     -               -              -               384               -                 

     Total current liabilities payable from
       restricted assets 41,295                5,353             -                    -               46,648          -                 

Total current liabilities 100,681              21,476           3,380            945           126,482        1,200         

Noncurrent liabilities:
Accrued vacation, sick leave and

compensatory time 510                     644                -              -               1,154            3,328         
Estimated liability for self-insurance 1,071                  1,939             -              -               3,010            -                 
Advance contributions from participating
  agencies -                    2,827             -              -               2,827            -                 
Advances, deposits and reimbursable
  credits -                    -               1,165            -               1,165            -                 
Loans payable -                    22,769           -              -               22,769          -                 
Bonds payable  (net of premium/discount

and deferred loss on refunding) 1,399,159           43,647           -              -               1,442,806     -                 
Net other postemployment benefits obligation 9,964                  16,261           1,223            533           27,981          -                 

Total noncurrent liabilities 1,410,704           88,087           2,388            533           1,501,712     3,328         
Total liabilities 1,511,385           109,563         5,768            1,478        1,628,194     4,528         

NET ASSETS
Invested in capital assets, net of
  related debt 247,771 482,713 67,448 61,460     859,392        6,703       
Restricted for debt service 16,176 6,249 - 2,037       24,462          -               
Restricted for capital projects and other
  agreements 53,174 50,725 - -              103,899        1,368       
Unrestricted 64,009 237,722 15,674 11,642     329,047        16,564     

Total net assets $ 381,130 777,409 83,122 75,139     1,316,800     24,635     
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Current liabilities: $

Due to brokers 18,873                 -                      -                      
Accrued interest payable -                      41,682                 -                      
Pass through payable to the County of Santa Clara -                      15,719                 -                      
Unearned revenues -                      2,340                   -                      
Securities lending collateral, due to borrowers 241,875             -                     -
Other liabilities 7,607                   2,320                   1,698                   

Total current liabilities 268,355               62,061                 1,698                   

Long-term liabilities:
Due within one year -                      258,149               -                      
Due in more than one year -                      2,119,105            -                      

Total noncurrent liabilities -                      2,377,254            -                      
    Total liabilities 268,355               2,439,315            1,698                   

)4-��		4-	���4(���-	"
Held in trust for:

Employees' pension benefits 4,227,713            -                      
Employees' postemployment healthcare benefits 200,776               -                      
Redevelopment dissolution and other purposes -                      (2,063,278)           

Total net assets (deficits) $ 4,428,489            (2,063,278)           

The Notes to Basic Financial Statements are an integral part of this statement.
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Redevelopment property tax revenues $ - 82,237
Investment income:
    Interest 73,268 155
    Dividends 44,609 -
    Net rental income 6,610 322
    Net change in fair value of plan investments (218,025) -
    Investment expenses (17,986) -

Total investment income (loss) (111,524) 477
Securities lending income:
    Securities lending income 3,109 -
    Securities lending rebates and expenses (774) -

Total securities lending income 2,335 -
Contributions:
     Employer 255,130 -
     Employees 56,369 -

Total contributions 311,499 -
Other - 578

         Total additions 202,310 83,292

�4�!�-�2)	
General and administrative 7,217 967
Project expenses - 816
Pass through amounts to the County of Santa Clara - 8,177
Loss on fair value of property held for resale - 27,417
Depreciation - 2,040
Interest on debt - 45,401
Health insurance premiums 61,556 -
Refunds of contributions 4,121 -
Retirement and other benefits:
     Death benefits 16,081 -
     Retirement benefits 268,315 -

         Total deductions 357,290 84,818

    Extraordinary loss from dissolution of the
       Redevelopment Agency -       (2,061,851)

              Change in net assets (154,980) (2,063,377)

Net assets held in trust for pension,
postemployment healthcare benefits
and other purposes:
    Beginning of year 4,583,469 99
    End of year $ 4,428,489 (2,063,278)

 The Notes to Basic Financial Statements are an integral part of this statement.
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5. Special Assessment Districts  
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8. Bond Issuance Costs, Original Issue Discounts and Premiums and  
  Deferred Amounts on Refundings 
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10. Capital Assets
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11. Compensated Absences – Accrued Vacation, Sick Leave, and Compensatory Time 
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12. Interfund Transactions 
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13. Self-Insurance 

<����
	��
�������
�����������"��%���*���
�����	
�������������
��
�
	�����	���
��
�
	����������	�
���	����
�
�%���<����
	�*��"��%���*���
�����	
�����	
�
	
������� �����������������	��� ����������	���� 
�� 	���
����� �
����
��� �	�	�
��	�� ������ ����� 	��� ��	
�
	
��� ��� ����� ������ <��� ������	� ���	
��� ��� ���

��
�
��
�
	�� 
��������	������� 
��	���=�������>��������	�����	����
������������	������
�������		��
��	��
�������� ��� ����
��	�� ��	����� "
	�
�� 	��� ������	� �
����� ������ @�� 	��� ������
��	�"
��� �
����
���
�	�	�
��	������	�����	����
���������
����
����	�	�
��	���	�����	

�	����
��
�
	���������������
���������
�
��
�
	�����

��
�����������������
��
�
	����

14. Net Assets/Fund Equity 
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15. Fund Balances 
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17. Property Taxes 
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18. Wastewater Treatment System 
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are normally diversified themselves. 

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

Federal Farm Credit Banks  12.24% 
Federal Home Loan Banks  19.28% 
Federal Home Loan Mortgage Corporation  25.07% 
Federal National Mortgage Association  21.71% 

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

Special Assessment Districts:
Federal Home Loan Mortgage Corporation 5.72%

San José Financing Authority Debt Service:
Federal Home Loan Bank 48.24%

Airport:
Federal Farm Credit Bank 16.83%

Wastewater Treatment System:
Federal Home Loan Mortgage Corporation 94.67%

(������������������
HF 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 

��1�
������ 9������
� I� 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 
similar risk levels by changing the asset allocation to a more diversified structure that includes 
commodities, absolute return, and opportunistic investments. In December 2011, the Retirement 
Board of FCERS aligned its asset allocation to the expected returns to the liabilities as determined 
in the June 30, 2011 valuations by increasing the level of asset allocation to absolute return 
strategies and real assets and reducing the allocation to equity and fixed income. The Retirement 
Systems’ investment asset allocations are as follows: 

-���������1�
����� 9������*����
�
�����
��������


PFDRP Equity - Target of 40% Minimum of 30% and maximum of 50% of the fair value of 
the aggregate portfolio.
U.S. Large Cap - Target 18%
U.S. Small Cap - Target 5%
Non U.S. Developed Markets - Target 12%
Non U.S. Emerging Markets - Target 5%

Fixed Income - Target of 25% Minimum of 15% and maximum of 35% of the fair value of 
the aggregate portfolio.
Core Fixed Income - Target 5%
U.S. Treasury Inflation Protected Securities (TIPS) - Target 
10%
Long Duration Fixed Income - Target 5%
Opportunistic Credit - Target 5%

Alternative Assets - Target of 35% Minimum of 10% and maximum of 60% of the fair value of 
the aggregate portfolio.
Under allocated asset classes have been temporarily 
invested in other asset classes.

Private Equity - Target 5%
Real Estate - Target 10%
Inflation-Linked Assets - Target 10%
Absolute Return - Target 5%
Opportunistic - Target 5%

FCERS Global Equity - Target 45%

Fixed Income - Target 10%

Absolute Return strategies - Target 25%

Real Assets - Target 20%

As of June 30, 2012, PFDRP’s separate real estate properties include: office buildings in O’Fallon, 
MO, and San José, CA. In fiscal year 2012, PFDRP sold its apartment complexes in Houston, TX 
and Colorado Springs, CO; office buildings in Denver, CO, near Chicago, IL, and in Anchorage, AK; 
and warehouses near Minneapolis, MN.  As of June 30, 2012, the office building in O’Fallon, MO 
had a mortgage loan 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 its warehouse located in Northern California.  
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The following tables provide information as of June 30, 2012, concerning the fair value of forward 
currency contracts�and foreign currency risk (dollars in thousands): 

���.�

Currency Name PFDRP FCERS Total FCERS

Australian Dollar 79$               39$                118$              -$              
British Pound Sterling 94                82                 176               -                
Canadian Dollar 24                32                 56                 -                
Euro Currency 352              279               631               39                 
Japanese Yen (128)             (31)               (159)              -                
New Taiwan Dollar 16                11                 27                 -                
Norwegian Krone 61                41                 102               -                
Swedish Krona (9)                 (8)                 (17)                -                

Total 489$              445$               934$              39$                

9�������(����������������48�.
���


	��������
�*������F�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 portfolio can be lent longer than six months. The custodial agreements with 
the Custodians authorize them to lend securities in the Retirement Systems’ investment portfolio 
under such terms and conditions, as the Custodians deem advisable and to permit the lent 
securities to be transferred into 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 to 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 collateral represents investments in an investment pool purchased with cash collateral, as 
well as securities collateral that may not be pledged or sold without a default by the borrower. All 
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 Retirement 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 collateral 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 allocated the asset-backed securities (regardless of maturity) 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 redeemable only in-kind, not cash. The Quality D 
duration pool will not make additional investments. The liquidity pool investment policy guidelines 
provide that the State Street Investment Manager shall maintain the dollar-weighted average 
maturity of the fund in a manner that the Investment Manager believes is appropriate to 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 dollar-weighted average maturity to final of the Quality D Fund not to exceed 180 days. 

{^
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2. Depreciation
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3. Capitalized Interest 
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4. Construction Commitments 
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2. Debt Compliance 
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3. Legal Debt Limit and Margin 
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4. Arbitrage 
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5.�Special Assessment and Special Tax Bonds with Limited City Commitment 
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6. 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 moderate-income households. 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 households. The bonds are payable solely from payments made on the 
related 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. 
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Included in long-term debt is $232,270,000 of variable-rate demand bonds issued by the Financing 
Authority. The Financing Authority issued these bonds to provide variable-rate exposure to the debt 
portfolio and to provide additional flexibility with respect to restructuring or redeeming the debt 
issued for certain projects. The Financing Authority has entered into credit facilities that support the 
variable-rate demand bonds. 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 III.F.9.). 

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

Balance
June 30,

2012 Provider Expiration Date
City of San José Financing Authority:
Lease Revenue Bonds:
Series 2008A (Civic Center) 56,920$          Union Bank 10/21/2013
Series 2008B (Civic Center Garage) 33,815            Bank of America, N.A./Union Bank 10/21/2013
Series 2008C (Hayes Mansion) 10,915            U.S. Bank 10/21/2013
Series 2008D (Taxable) (Hayes Mansion) 41,300            U.S. Bank 10/21/2013
Series 2008E (Taxable) (Ice Centre) 23,730            Bank of America, N.A./U.S. Bank 10/21/2013
Series 2008F (Taxable) (Land Acquisition) 65,590            Bank of America, N.A. 05/02/2014

Total variable rate lease revenue bonds 232,270$       

Credit Facility Description

The Financing Authority’s variable-rate demand lease revenue bonds are payable upon demand of 
the bondholder at a purchase price equal to principal plus accrued interest. The Financing 
Authority’s remarketing agents are required to use their best efforts 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 to 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 will 
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 law, lease payments may not exceed the fair rental value for the leased 
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8. Summary of Changes in Long-term Obligations 
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As discussed in Note I.F.16-Extraordinary Items, the former Agency transferred its long-term debt 
and other obligations to SARA. Please refer to Note IV.C.3 for a summary of the bonds issued by 
the former Agency and detailed discussion on these bonds.  
�
,����
�� 20���
����� /���
 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 $598,820,000 of general 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 
service net of other available funding sources. As of June 30, 2011, the City of San José had 
issued $589,590,000 of GO bonds with proceeds split 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-issued for 
the library and public safety programs. The proceeds of those bonds would be used to fund a 
portion of the library 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. 

*�

����1����>��1�����/���
 are issued primarily to finance various capital improvements to 
be leased to the City and are secured by lease rental revenue from "lessee" departments in the 
General Fund, Nonmajor Governmental Funds, and SARA. The lease rental revenue for each fiscal 
year is generally equal to 100% of annual 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 payable through a pledge agreement (2001A) and a reimbursement agreement (2001F) by the 
former Agency, which were assumed by the SARA.  Prior to the dissolution of the former Agency, 
the City eliminated the interfund balances between the Agency and the Financing Authority for 
financial reporting purposes pursuant to GASB Statement No. 14.  Upon the Agency’s dissolution, 
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: 

� ��1����� /���
� G��.� 9������ ���������F In March 2001, the Financing Authority issued 
Revenue Bonds, Series 2001A in the amount of $48,675,000 to finance the construction of the 
4th Street and San Fernando Parking Facility 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 year to an 
amount equal to the annual debt service due on the bonds minus surplus 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 outstanding tax allocation 
bonds and deemed to be “Surplus” in the current fiscal year in accordance with the resolution 
or indenture pursuant to which the outstanding tax allocation bonds were issued; plus (ii) 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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9. Annual Requirements to Maturity 
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10. Impact of the Ambac Financial Group Inc. Bankruptcy Filing
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11. New Debt Issuances and Short-Term Debt Activities  
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12. Landfill Post-closure Costs 

<����
	�������
���������������
��������"�
������	�������������
��
	��
�������
����
��������]�
��������
�����/

�	�������^���������
����"�
���������
���
����������`��~����
��
�
���"
	��	��������������	���
���	� �����
���� ��� ��	

�	��� �
��
�
	�� ��� z{���^�^^^� ����	��� 	�� 	��� ������� �����
���� 
�� ��������� 
�� 	���
������
��	�"
����
����
����	�	�
��	��������X�����^��_^`_��<����
	�*�����
���
��	�����
��
�����
���
����������
������������������	
������ 	��������
��	
����� �
��
�
	�����	�������	��
�������
�����
���� 	�� 
����	
���� �������� 
�� 	����������� ��� �������� 
�� ������	
����� <��� �
	�� ����� ��	� �"�� ���
�����	����������������
�����	�	�
��	

���
�
13. Estimated Liability for Self-Insurance 
�
<����
	��
���/������	�����
�����
�%����������������	���	��	��	���������������

��
��������������
��
�
	���

����
��� 	���
������������
����
��	����

��������
�����������	���������	��� 
����������K��
���
�
����� ����� _^`_�� 	��� �
	�� 
�
�	�
���� ��� �����
�%� ������	�� ���
��� 
�����
��� ��
���� ���� 
���
�����
�/��������� ��������� ���� ����� ���� 	�� ���
����� 
�	�����	
��� ���� ������� <��� �
	�� �
�� ��	� ������
���	�]��%�� 
��������� ��� 
	� "��� ��	� ���
������ �	� ����������� ��	���� �� ��

���� ��� 
���������
�������������	������
������
�����	�����`��_^``�	����	�����`��_^`_�
������
��������"!�

��1��
��
 *���������2�������� �������0���9���2���������
[�����	���
�����
���+��
�����@�	�����	
�� z`��
��
�� z`^^�^^^

>�����������&���
���>�����#����������
z`��

��
����������������������
��������������	�

��������������	��
�%��z`�

��
���


�

�
������	
����

>����������+
z_��

��
����������������������
��������������	�

_�������������	��
�%��z`^^�^^^�


�

�
������	
����

>�������	��������	
���
z`^^�

��
������������������
������������������	� z`^^�^^^

K��
��� �
����� ����� _^`_�� ���� 	��� ���
��� ���
��� ��� ��	����� `�� _^``� 	�� ��	����� `�� _^`_�� 	��� �
	��

�
�	�
���� ��� �
����	� �
��
�
	�� ���
��� �����
��� 	��� �
����	� 
�����
��� �����	
��� ��� ���
����� ���
���

����� "�
��� ����
���� �� �


	� ��� z_^^�^^^�^^^� ��
�
���� �
����� �


	� ���� ���
��� 
������ ����
������	�� ��
���� ������	� 	�� �� �����	
���� ��� z^� ����� ����������� ���� ������� �������	��� "
	�� ��
����


	� ��� z�^�^^^�^^^� ����� ����������� ���� 
�� 	��� ������� �������	�� ���� ��������� 
������ ���� ��
����


	����z`^^�^^^�^^^���������������������
��	�����������������	������"����
��
�
	����K��
���	���
���	�	������������	����������������������
��	������	��	�	����
���	�������

���		��
��	���/�������
	��� 
��������� ���������� � �� ������	�� ��	�
��
��� ���
��� ����
���� ��������� ���� 	��� �������

���
�����	
���� ��� �
����	� ���
����� 
�����
��� ���		��� ���� ����	��� � ��������� 
�������� z`�^^^�^^^� ����
����������� ��
�
���� �
����� �


	� ���� ���
��� 
������ ���� ������	�� ��
���� ���� ��� �����	
������
[���
���� ��
���� ��������� "��� ���
������ ���� 	��� �
����	� &��		��� +��� >���	� ���� 
�� ������	� 	�� ��
z_��^^^� ��
�������
��� ���� ����
�
��� �����	
����� � &�		���� ���

�� ����� ��	� �/������� 	���
��

���
������������
���������	������	�	������
�������������������	������������������	�����
�����	���
�
	����������	����
����	�����	������	�������������
��
�
	�������������

���

���
��
�
	
������������	���"����
	� 
����������� 	��	��� ����������������������	����
���	���� 	���
�������������������������	

�	����<��������	����	�����������	����	

�	��	������

���
��
�
	��
����	����
�/��	��
���	����
	������������
������
���/����	�������������
����	
������������
�����������	�
�����
��"��
���������
����
�	
���������
�����"������������
���������

��������������	������
��
������
	������
����	��������	�����
����	
���������	����

����		��
��	�	�������
�����
������]�����������
���	�
���������	���������

���������
��� ���	�������"����
��������� 
����
�	
��������������� 
�� 	��� ��"��
<��� ��	

�	�� ��� 	��� ���

�� �
��
�
	�� ����� 
�������� 
��������� ��� ���������� 	�� ����
������ �����	���
����		���� ���

��� � <��� "��%���*� ��
�����	
��� ��	

�	�� 
�������� ������	��� ����� �����	
��	�
�/��������"�
�����������	�	����
���	����	������
�	���"
	��	��������������
��
�
��������

�����"����
�����������	�������������	
��	��/��������"�
�����������	�	������	��	����

�
�	����������

��	���
����
��		��
��	��"�
���
������������ 
�	�� 	��� ��	�������������������
�����	��� 	�� 	��
��������	�������

93



��������	
����
��
)���
����/

���(��
���
��	�
������
�

�����#$%�&$'&�

�

�

��
�������	��������������	����
���	�������������

\
	��������	�	��	������������
��
�
	�����������	����
	��������
����������		������"��
	���
����������

��
�����	��� ���
��	� 
	� ��� ��� X���� �^�� _^`_�� <��� �
	�� �		������ ����� "
	�� ������	� 	�� "��%���*�
��
�����	
������

���	����
	�*��?
�%�����������������
�"���	��������

��������"��
	��
��������	��
������	�� 	��� �
%��
�������������������������	��
�� 	�� 	����
	������ 	�����
����	������	

�	����� 	���
�
���	���� ��������� ��	��	
��� ����� 	�� 	����
	���<����
	������ 
��������������
�
��� ���� ������� 
�� 
	��
���

���
��
�
	��������������	
�����
���	��	�������	�����������������������������������	

�	����

��������
��	��������	����
��
�
	�����
���	������	�	"��������������������"�����������
��	���������!��

�
��
�
	��������X�����^��_^`^ `���_��z������
���

��������������
����	

�	������
���_^`` �`�_{�����������
���

�����
��	� �_`��{�����������

�
��
�
	��������X�����^��_^`` `���^_���������
���

��������������
����	

�	������
���_^`_ `���_�����������
���

�����
��	� �_^�_������������

�
��
�
	��������X�����^��_^`_ `�_�{`~z������
�

2G���� ����������� ��
��
���� 9����
�
�  � ��� ������ �`�� _^^��� 	��� �
	�� ������ ���	�
�� �
��
�
	��

������������������ ���� 	���
�������
�����	����� 	������	������������[�����	� 	�����������"����
���	�������
���������������
�����@[���"
	������	
������
������
��
����@�	����	
�����=��������@=����
�@�� #���
����� @���� ���� �@�� ���� ���@����� ��� ��@[� 
�� �� �
����� 
��������� ������
� 	��	� ����
����

������������������ ���� ����	���	
��� ����
	�� �
�%���� 	��� ������	� �"����� �������� ���	���	���� ���� ����
������	���	���� �����
�	��� "
	�� ����	���	
��� �	� 	��� ���
���	��� ������	� �
	��� <��� ���	�� ����������
[�����	������������
���	�������	������
�
����/�
����K���
�����`��_^^����������	���������������
	������	������������[�����	�����
�����������������
�
�
���"��%������
�	���"
	��	�������
������	���
���
�
	��
�������������	���<��

���������@
�����
��	�[�����	���<�@[�����@[����������
��������"�����

������������
��	������	���	������"��%���	������������	���<�@[���@[������]�
�
���	������	���	����
������

��������"��%�	������
���
��������������������

���	����
	�����������
	
�����
��������

<����
	��"����������]�
����	����	���
��������

�������������������	������	������������[�����	�
��	���
�������	���
���	����z���^^�^^^����
������ 
���������"��%
��� ������<��� ������
���	���� 	������

��
����� �������� ���� ����� �����
	��� "
	�� 	��� 
��������� ����
��� ���� "��� ��������� ��� ��������� ����
�����
	�� 
�� 	��� ����
����
��� �	�	�
��	� ��� ��	� ����	��� <��� ���

�� ����� �������� ������ 	���
�����	
����������	��z_�^�^^^����������������	����
�/

�
�������/�������	��	����
	�����z���^^�^^^��
������X�����^��_^`_��	��������������	������	�������������������������
��z`�^_��^^^������	
��"
���
���	
����	�������	�����
�
�
���������
��	������

����������������������	
�������	

�����	����/�������
	���
�%�������

������������	����
	����	��	���������	�	�����
�
�
���������
���/����������������	
���
�������
�
�
	��������	��	
�����	�������

����

��� ������ `��� _^^{�� 	��� �
	�� ���������� ���
	
����� �
��
�
	�� 
��������� 	������� ���	���� ��@[� ����

�������
�����	�����	����
����	*��<�@[���@[�	�����������	
���<����������������	�
��������
�������
X�����^��_^`_�
����������"�!�

��1��
��
 *����
 �������0���9���2���������
=��������
��
�
	� z_�

��
������������������ z_�^�^^^

��z��

��
����������	�
\��%�������
�����	
�� &	�	�	��� z_�^�^^^
�
����������
��
�
	� z`�

��
����������
���	 z_�^�^^^
�/������
��
�
	� z_^^�

��
�� ����

-�����
�����
������1������9��E���


�
�

94



��������	
����
��
)���
����/

���(��
���
��	�
������
�

�����#$%�&$'&�

�

�

<��� �
��
�
	�� ������ 	��� <�@[� ��@[� 
�� ������ ����� ��� ��	

�	��� �������� ��� z�_��^^�^^^� ���� 	���
��������������	������������	���	
������
�������{�
��	������

���
������������`���_^^{�	�������
K���
�����`��_^`^��<���	��
����	���<�@[���@[�"��������]���	����/	������	��X�����^��_^``��<���
	��
�� ��� 	��� <�@[� ��@[� ��]�
��� 	��� �
	�� 	�� ����� �� ���

�� ����� �������� ����� "
	�� ����	
�� 
�� 	���
�
���	����z���^^�^^^��<������

��������������������
�����
������	������	
��	���������

��"
	�
��	���
�
	�*�������	
����������	�	������������	��
�/

�
�������/�������"
	�
������������


	��	��	����
	��
��� z���^^�^^^�� <��� �
	�� "��� ����� 	�� ����	
�	�� �� �����	
��� 
�� ����
��� 	�� {��� ��� 	��� ���

�� �����
�������� ���� 
�	����	� ������	��� ��
�
��� 
�� 	��� ������ � ��� ��� X���� �^�� _^^��� 	��� ����� �
���	� ���
z~��^^�^^^� "��� �����
	��� "
	�� ����	
�� ���� 	��� �������� �	� X���� �^�� _^`_� 
�� z���^��^^^�� � <�
��
�����
	�
��������������������������������
	��
��	�������
����
����	�	�
��	������	�����	����
�
14. Net Other Postemployment Benefits (OPEB) Obligation 

<����
	��

���
��	���=�&+�&	�	�
��	���������Accounting and Financial Reporting by Employers 
for Postemployment Benefits Other Than Pensions�� �������	
����� ���� ��� ������ 	��� �
	�� �
�� ��	�
���������	��[�+����
��	
����	� 	����
	
����X����`��_^^{��<���[>K?[�����>��?&��������	�������	�
�[�+����
��	
���
�������������"
	��=�&+��������
��������
����	��@����_��<����
	��
�
	
�	������
���
����� ������
�� 	�� ������ ��������� 	��� ������� ��]�
���� ���	�
��	
��� ���� ��	
���� ����	������ �����
	��
�������	� 	�� 
�
������� ��� �����
��	� "
	�� 	��� 
����
	�� ��� 
	�� �
������� ��
	�� ���
��
��� 
�� �
�����
����� _^`^� 	������� �
����� ����� _^`��� ���� "
	�� 	��� 
�
����� ��� 	��� &��� X��Z� >
���
��	���� ��
���
�@�	����	
����� �����
�	
��� ��� >
���
��	����� ������ _�^�� ���
��
��� 
�� �
����� ����� _^`_� 	������� �
�����
�����_^`~��<���������
�������"
������	
����	�������	�
�����
����
��	���
��������
����	
��������	������
���	�
��	
���� ���� ��	�� 	��� �
	�� ���� 
	�� �
�������� ����� 	��� 	��
� ��� 	��� ������	
��� 
�
������� ���
�����
��	��[���
���
��	�������������������	
��������	�����������
	���������	�
����	��	�	����/
�	
���
���
��	
���
����
������ 


��
�	�����@	� 
��������	���	��	� 
	�"
��� 	�%�������/

�	�����^�������	����������
	��� �/
�	
��� ��������� ��	
���� ����	������ �
��
�
	��� �	� X�����^�� _^`_�� 	��� �
	�� ��������� ��	� �[�+�
���
��	
���� 	�	��
��� z�_^�__��^^^� 
�� 	��� ������
��	�"
��� �
����
��� �	�	�
��	��� ��� "�
���
z_�_�_���^^^�
��
��������
��	�����	
�
	
�������z_{���`�^^^�
��
�����
�����	������	
�
	
���

15. Pollution Remediation Obligations 
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3. Advances Receivable from SARA  
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5. Long-term Advances from SARA 
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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 collectively, “the Retirement Systems”, which together cover all 
full-time and certain part-time employees of the City. The Retirement Systems provide general 
retirement benefits under single employer Defined Benefit Pension Plans, as well as the 
Postemployment Healthcare Plans. The Retirement Systems are accounted 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 Retirement Services, 1737 North First Street, 
Suite 580, San José, California 95112. 

The Defined Benefit Pension Plans provide general retirement benefits including pension, death, 
and disability benefits to 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 employee 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 
Municipal Code.  

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

9(��9 (�4�	
Defined Benefit Pension Plans:

Retirees and beneficiaries currently receiving benefits 1,910 3,688
Terminated vested members not yet receiving benefits 166 969
Active members 1,718 3,076

Total 3,794 7,733

The Retirement Systems are not subject to the provisions of the Employee Retirement Income 
Security Act of 1974, 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 plans.  

2. Funding Policy

Actuarial valuations of an ongoing plan involve estimates and assumptions about the probability of 
occurrence of events far into the future. For pension plans, the assumptions include future 
employment trends, mortality rates, level of salary increases, and investment rate 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. Retirement Systems’ Boards 
policy is to obtain actuarial evaluations every year beginning June 30, 2010. The most recent 
valuations were completed as of June 30, 2011 and included in the valuations was the Retirement 
Systems Boards’ adopted funding policy of establishing the annual required contribution to be the 
greater of the dollar amount reported in the actuarial valuation or the dollar amount determined by 
applying the percentage of payroll reported in the valuation to the actual payroll for the fiscal year.  

`^`
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The City fully funded the fiscal year 2011-2012 annual 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 actuarially determined percentage of each employee’s base salary 
sufficient to provide adequate assets to 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 City 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 to the bi-weekly 
payments that would 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 established in accordance with actuarially determined 
requirements computed through 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 pension plans for the fiscal year 
ended June 30, 2012 are as follows (dollars in thousands): 

�����'" 9
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Actuarial Rate:

Defined Benefit Pension Plan:
7/01/11 - 6/23/12 (police members) 49.29% 10.46%
7/01/11 - 6/23/12 (fire members) 51.05% 10.76%
7/01/11 - 6/23/12 28.34% 4.68%
6/24/12 - 6/30/12 (police members) 56.57% (2) 11.13%
6/24/12 - 6/30/12 (fire members) 58.43% (2) 11.21%
6/24/12 - 6/30/12 44.45% (2) 5.74%

Annual Pension Contribution
Defined Benefit Pension Plan 121,009$ 19,345$        140,354$    87,082$    10,555$        97,637$

9(��9 (�4�	

(1) The actual contribution rates paid by the City for the fiscal year ended June 30, 2012 differed due to the City funding 
the annual required contribution amount based on the greater of the dollar amount reported in the actuarial valuation or 
the dollar amount determined by applying the percentage of payroll reported in the valuation to the actual payroll, if 
actual payroll exceeds the actuarial payroll for the fiscal year. 

(2) The resolutions adopted by the Retirement Plans’ Boards setting the contribution rates for fiscal year 2012-2013 
provide that the City's Budget Office may adjust the employer's contribution rates in order to achieve a minimum dollar 
contribution for fiscal year 2012-2013. 
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3. Annual Pension Cost and Net Pension Obligation 
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4. Funded Status and Funding Progress  
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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 $121,009,000 (if paid at the beginning of the fiscal 
year) or 51.05% for fire member and 49.29% for police members of actual payroll for the fiscal year.  
PFDRP’s payroll for fiscal year 2012 of $184,746,000 was less than the actuarial payroll of 
$251,058,000 resulting in an annual contribution of $121,009,000 as of July 1, 2011, including year 
end contributions receivable and prior year contribution adjustments.�

(�4�	�
�(������	�
��
�
���(�������9�����

F As summarized in the table below, as of the 
June 30, 2011 actuarial valuation date, FCERS was 65% funded on an actuarial 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 resulting primarily from unfavorable investment returns 
in fiscal years 2008 and 2009.  FCERS’ actuarial valuation uses a five-year smoothing method for 
investment returns,  This means that the current year’s gains or losses, as calculated 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 from 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:   

(a)  a decrease in the investment return assumption from 7.95%, net of expenses, to 7.50%, net 
of investment expenses only(*);

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

(c)  a decrease of 14% in the number of active members and decrease of 24% in the expected 
payroll.
(*) The June 30, 2011 valuation includes the Board approved actuary’s recommendation to include administrative 
expenses and supplemental retiree benefits reserve (SRBR) costs as additions to normal cost (valued at 0.70% of 
payroll for administrative expenses and 0.35% of the market value of assets for the SRBR). SRBR is a reserve 
required by the Municipal Code to be set aside from investment earnings to provide supplemental benefits to 
retirees.
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PFDRP 6/30/11 $ 2,685,721    $ 3,196,007    $ 510,286    $ 84% $ 190,726    $ 268%
FCERS 6/30/11 1,788,660    2,770,227    981,567    65% 228,936    429%

The Schedule of Funding Progress, presented as Required Supplementary Information (“RSI”) 
following the Notes to Basic Financial Statements, presents multiyear trend information about 
whether the actuarial value of plan assets is increasing or decreasing over time relative to the 
actuarial accrued liability 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 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 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 
applying the employer contribution rate determined from that same valuation to the actual emerging 
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5. Actuarial Methods and Assumptions 

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

��
�������� ���.��>�

������� ���.��>�

�������
Valuation date June 30, 2011 June 30, 2010

Actuarial cost method Entry age normal cost method Entry age normal cost method

Amortization method for 
actuarial accrued liabilities

Level percentage of pay, closed, layered; 
equivalent single amortization period 
13.6 years

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

Remaining amortization 
period

(1) Outstanding 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 losses 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.

(1) Outstanding balance of the unfunded 
accrued liability 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) 
Future 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.

Actuarial asset valuation 
method

5 year smoothed market with a 80% to 
120% Market Value Corridor

5 year smoothed market with a 80% to 
120% Market Value Corridor

Investment rate of return 7.5% per annum (net of investment 
expenses)

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

Post-retirement mortality RP-2000 Male Combined Healthy 
Mortality Table with no collar adjustment, 
projected 10 years. (set back 3 years)

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

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

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

RP-2000 combined healthy male 
mortality table with no collar adjustment, 
projected 10 years, set back 2 years.

(b) Disability: RP-2000 combined healthy 
male mortality table with no collar 
adjustment, projected 10 years, set back 1 
year.

Active service, withdrawal, 
death, disability service 
retirements

Based upon the June 30, 2011 Actuarial 
Experience Analysis.

Based upon the June 30, 2009 Actuarial 
Experience Analysis.

Salary increases 0.00% for FY 2013 and 2014, and 3.5% 
thereafter. Merit component added based 
on an individual years of service ranging 
from 8.00% to 2.25%. 

9.75% for the first 5 years of service, 
6.75% for 6-7 years of service, and 6% for 
8+ years of service.  The total salary 
increase of 4.25% is for combined inflation 
and real across-the-board salary increase.
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2. OPEB Funding Policy  
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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 currently sufficient to provide adequate assets to pay benefits in 
accordance with the requirements of GASB Statement No. 43. The contribution rates for the 
Postemployment Healthcare Plans for the City and the participating 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): 

������'" 9
������
��
 -��
� ������'" 9
������
��
 -��
�
Actuarial Rate:

Postemployment Healthcare Plan:
7/01/11 - 6/23/12 (police members) 7.61% 7.01%
7/01/11 - 6/23/12 (fire members) 5.27% 4.86%
7/01/11 - 6/23/12 7.16% 6.52%
6/24/12 - 6/30/12 (police members) 8.96% (2) 8.26%
6/24/12 - 6/30/12 (fire members) 6.62% (2) 6.11%
6/24/12 - 6/30/12 7.91% (2) 7.26%

Annual OPEB Contribution
Postemployment Healthcare Plan: 21,205$    11,474$        32,679$      25,834$    14,995$        40,829$

9(��9 (�4�	

(1) The actual contribution rates paid by the City for the fiscal year ended June 30, 2012 differed due to the City funding 
the annual required contribution amount based on the greater of the dollar amount reported in the actuarial valuation or 
the dollar amount determined by applying the percentage of payroll reported in the valuation to the actual payroll, if 
actual payroll exceeds the actuarial payroll for the fiscal year. 

(2) The resolutions adopted by the Retirement Plans’ Boards setting the contribution rates for fiscal year 2012-2013 
provide that the City's Budget Office may adjust the employer's contribution rates in order to achieve a minimum dollar 
contribution for fiscal year 2012-2013. 

3. Annual Other Postemployment Benefit (“OPEB”) Cost and Net OPEB Obligation 

The City’s annual other postemployment benefit cost and net OPEB obligation for PFDRP and 
FCERS as of and for the fiscal year ended June 30, 2012, were as follows (dollars in thousands): 

9(��9 (�4�	

Annual required contribution 63,824$               66,991$               
Interest on net OPEB obligation 8,753 5,235                  
Adjustment to annual required contribution (7,220) (4,822)                 

Annual OPEB cost 65,357 67,404                
Contributions made (21,205) (25,834)               
Implicit rate subsidy (4,730) (4,382)                 

Increase in net OPEB obligation 39,422 37,188                
Net OPEB obligation – beginning of year 154,105 89,510                

Net OPEB obligation – end of year 193,527$ 126,698$             
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The following is three-year trend information for the City’s single employer Postemployment 
Healthcare Plans (dollars in thousands):  

Fiscal Annual Total Percent Net
year OPEB Employer Annual OPEB Cost OPEB

ended Cost Contributions Contributed Obligation
9(��9 6/30/10 38,536$          15,994$            42% 107,054$     

6/30/11 64,108 17,057 27% 154,105
6/30/12 65,357 25,935 40% 193,527

(�4�	 6/30/10 39,414           21,585             55% 62,589         
6/30/11 48,529           21,608             45% 89,510         
6/30/12 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 actuarial 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 result of changes in the actuarial 
assumptions including the expected rate of return on plan investments, payroll 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):  
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� ������� ����
� 9������
��
3
��
���� 3
������ *�
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PFDRP 6/30/2011 $ 60,709    $ 1,003,795    $ 943,086    6% $ 190,726    494%
FCERS 6/30/2011 135,454    1,145,359    1,009,905    12% 228,936    441%

The Schedule of Funding Progress, presented as RSI following the Notes to Basic Financial 
Statements, presents information about whether the actuarial value of plan assets is increasing or 
decreasing over time relative to the actuarial accrued liability 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 Retirement Systems’ Boards approved an establishment of a “floor 
funding method” for payment of the annual required contributions (“ARC”) for postemployment 
healthcare benefits to 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 applying 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 contribution rates for fiscal 
year 2012-2013 provide that the employer's contribution rates may be adjusted in order to achieve 
a minimum dollar contribution for fiscal year 2012-2013. 

5. OPEB Actuarial Methods and Assumptions  

The actuarial methods and assumptions used include techniques that are designed to reduce the 
effects of short-term volatility in actuarial accrual liabilities and the actuarial value of assets, 
consistent with the long-term perspective of the calculations. The contributions rates for the fiscal 
year ended June 30, 2012 were based on the actuarial 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 OPEB annual required contributions and the funded status are as follows: 

��
�������� ���.��>�

������� ���.��>�

�������
Valuation date June 30, 2011 June 30, 2010

Actuarial cost method Entry age normal cost method Entry age normal cost method

Amortization method for actuarial 
accrued liabilities

30 years, level percentage of pay 30 years, level percentage of pay

Remaining amortization period
30 years as of June 30, 2011, open

30 years as of June 30, 2010, 
open

Actuarial asset valuation method 5 year smoothed market with a 80% 
to 120% Market Value Corridor

5 year smoothed market with a 
80% to 120% Market Value 
Corridor

Discount rate* 5.7% 6.3%

Inflation rate 3.5% 3.5%

Projected payroll increases 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%

4.25% (includes across-the-
board salary increase of 0.75%).

Healthcare cost trend rate:
Medical Future medical inflation assumed to 

be at 9.17% per annum graded down 
to 4.5% over a 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.

Projected premiums for FY2010-
2011 and 9.75% beginning 
FY2011-2012, decreasing by 
0.50% for each year for 10 years 
until it reaches an ultimate rate of 
5%.

Dental 4.50% graded down to 4% over a 
three year period.

5%

9(��9

�
* Determined as a blended rate of the expected long-term investment returns on plan assets and on the 

City’s investments, based on the portion of the ARC contributed by the City for the fiscal year. 

```
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1. Norman Y. Mineta San José International Airport 
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2. San José – Santa Clara Water Pollution Control Plant�
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unfunded commitments to contribute 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 Security, the Department of 
Labor, the Department of Energy, and the Department 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 1996 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 City 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 governmental fund balance. As of June 30, 2012, total 
governmental fund encumbrance balances for the City are as follows (dollars in thousands):�

General Fund 20,444$           
Housing Activities 1,484               
Affordable Housing Investment Fund 10,705             
Special Assessment Districts 72,779             
Nonmajor governmental funds 35,610             

Total governmental funds 141,022$        

�F�	����

��������������.������1��������������������.����������	
����
���

1. Cash and Investment Held by SARA  

A summary of SARA’s cash and investments at June 30, 2012 is as follows (dollars in thousands):   

 Credit  Fair 
Type of Investment  Rating Under 30 31 - 180 181 - 365 366 to 3 years  Value 
State of California 

Local Agency Investment Fund  Unrated -$             -$             26,615$       -$             26,615$            
U.S. Treasury Notes  Aaa -               -               -               8,280           8,280                
Money Market Mutual Funds  Aaa 92,310         3,438           -               -               95,748              

Subtotal 92,310$       3,438$         26,615$       8,280$         130,643            
Certificates of Deposit 8,251                
Restricted deposit in transit to fiscal agent 16,630              
Bank deposits 5,440                

Total cash and investments 160,964$          

Maturity (in days)
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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 realizable value.  SARA 
reclassifies capital assets originally received from the former Agency to property held for resale 
upon the State Department of Finance approval of a Long-Term Property Management Plan or 
when the conversion of property for cash is necessary to pay SARA’s enforceable obligations when 
due.

During the five-month period ended June 30, 2012, SARA reclassified 4 properties with a book 
value of $49,891,000 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 (dollars in thousands):  

���
������J��
(�0��
���'% ���9��������+��� �����#$%

&$'& ��������
 ������

�� &$'&

Capital assets, not being depreciated:
Land 66,036$             -$           (31,432)$     34,604$           
Construction in progress 977                    -                 -                  977                  

Total capital assets, not being depreciated 67,013               -                 (31,432)       35,581             
Capital assets, being depreciated:

Buildings 109,097             -                 (20,510)       88,587             
Building and other improvements 19,399               -                 -                  19,399             
Equipment 1,145                 -                 -                  1,145               

Total capital assets, being depreciated 129,641             -                 (20,510)       109,131           
Less accumulated depreciation for:

Buildings 12,892               1,426         (2,051)         12,267             
Building and other improvements 2,405                 539            -                  2,944               
Equipment 950                    75              -                  1,025               

Total accumulated depreciation 16,247               2,040         (2,051)         16,236             
Total capital assets, being depreciated, net 113,394             (2,040)        (18,459)       92,895             

Private-Purpose Trust Fund capital assets, net 180,407$            (2,040)$      (49,891)$     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 1996 and 2003 Revenue Variable Bonds.  In addition, as additional 
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 to the County under 
the Settlement Agreement executed in March 2011, the former Agency also (i) executed and 
recorded for the benefit of the County Deeds of Trust subordinate to JPMorgan on those same 
parcels of former Agency-owned land (except for the California Theatre), (ii) assigned to the County 
one-half (1/2) of the former Agency sales proceeds from the sale of the North San Pedro properties 
under two separate Disposition 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 to secure HUD Section 108 
loans 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 a summary of bonds and loans payable of the SARA as of June 30, 2012 (dollars 
in thousands, unless otherwise noted): 
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Tax Allocation Bonds (TAB):
 1993 Merged Refunding Advance refunding 692,075$ 12/01/1993 08/01/2015 6.00% $0-18,195 18,195$       
 1997 Merged Merged area project 106,000 03/27/1997 08/01/2028 5.38-5.63% $10-715 5,810          
 1999 Merged Merged area project 240,000 01/06/1999 08/01/2019 4.75% $0-7,165 12,920        
 2002 Merged Merged area project 350,000 01/24/2002 08/01/2015 4.00-4.50% $0-11,290 13,165        
 2003 Merged Merged area project 135,000 12/22/2003 08/01/2033 4.00-5.00% $0- 34,100 127,545
 2004 A Merged Refunding Refunding TABs 281,985 05/27/2004 08/01/2019 4.23- 5.25% $8,775-31,900 193,215
 2005 A/B Merged Refunding Refunding TABs 220,080 07/26/2005 08/01/2028 4.00- 5.00% $0-26,210 198,115
 2006 A/B Merged Merged area project 81,300       11/14/2006 08/01/2035 4.50- 5.65% $0-21,000 80,300        
 2006 C/D Merged Refunding Refunding TABs 701,185 12/15/2006 08/01/2032 3.75-5.00% $0-74,280 698,990
 2007 A-T/B Merged Merged area project 212,930 11/07/2007 08/01/2036 0-5.10% $0-23,970 205,685
 2008 A/B Merged Merged area project 117,295 11/13/2008 08/01/2035 0-7.00% $0-6,700 107,860

1,661,800
Revenue Demand Bonds (Subordinate):
1996 Merged Area Revenue, Series A/B Merged area projects 59,000       06/27/1996 07/01/2026 Variable  $2,000-4,000 46,000        
2003 Merged Area Revenue, Series A/B Merged area projects 60,000       08/27/2003 08/01/2032 Variable $1,300-3,900 47,655        

93,655        
Housing Set-Aside Tax Allocation Bonds:
 1997 Housing, Series E Low-moderate income housing 17,045       06/23/1997 08/01/2027 5.75-5.85% $340-3,670 17,045        
 2003 Housing, Series J/K Low-moderate income housing 69,000       07/10/2003 08/01/2029 3.40- 5.25% $230-3,505 40,815        
 2005 Housing Series A/B Low-moderate income housing 129,720 06/30/2005 08/01/2035 0-5.46% $0-8,300 120,300
 2010 Housing Series A/B Low-moderate income housing 67,405       04/15/2010 08/01/2035 0-5.5% $0-6,305 62,220        
 2010 Housing Series C (Subordinate) Low-moderate income housing 93,000       04/29/2010 08/01/2035 Variable $2,425-5,210 88,600        

328,980      
Other Long-term Debt:
 Pledge Agreement - Revenues Bonds 4th/San Fernando parking facility 48,675       04/10/2001 09/01/2026 4.13-5.25% $1,740-3,205 33,435        
 Reimbursement Agreement - Refundin
 Revenue Bonds 2001F Convention Center project 190,730 07/01/2001 09/01/2022 4.25-5.00% $9,150-14,730 129,020
 CSCDA 2005 ERAF Loan Fund the State's ERAF Program 19,085       04/27/2005 08/01/2015 4.77-5.01% $2,140-2,355 6,735          
 CSCDA 2006 ERAF Loan Fund the State's ERAF Program 14,920       05/03/2006 08/01/2016 5.53-5.67% $1,615-1,905 7,025          
 HUD Section 108 Loans Merged area projects 5,200         02/11/1997 08/01/2016 Variable $355-465 2,035          
 HUD Section 108 Loans (CIM) Merged area projects 13,000       02/08/2006 08/01/2025 Variable $600-1,135 11,830        
 HUD Section 108 Loans (Story & King) Merged area projects 18,000       06/30/2006 08/01/2025 Variable $785-1,570 15,880        
 City of San José SERAF Loan Fund the State's SERAF Payment 64,816       2010-2011 06/30/2015 Variable $12,873-52,499 65,371        

Other Long-term Obligation:
 County Pass Through Pass-through payment 23,562       06/30/2011 06/30/2017 Variable $4,713 23,562        

294,893
Grand Total 2,379,328$

-
8������
�����/���
��	������-�/
" are issued primarily to finance redevelopment projects and 
are secured primarily by a pledge of redevelopment property tax revenues (i.e. former tax 
increment), consisting of a portion of taxes levied upon all taxable properties within each of the tax 
increment generating redevelopment project areas constituting the Merged Area Redevelopment 
Project, and are equally and ratably secured on a parity with each TAB series.  
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�– In June 1996, the former Agency issued the 1996 Merged 
Area Redevelopment 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 to the 1993 Merged Area Refunding Tax Allocation Bonds. The 1996 
Bonds have a variable rate of interest and Series A bears interest 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 result in the market value of the bonds being equal to 
100% of the principal amount outstanding. 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 1996 Series B, respectively.  

&$$#�����������
���1�����/���
�I� 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 to finance redevelopment projects within the Merged Area.  The 2003 Merged Area 
Revenue Bonds are ratably and equally 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 that result in the market value of the bonds being equal 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 portfolio and 
to provide additional flexibility 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 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 credit facilities that support the SARA’s variable-rate bonds as of June 30, 2012 are as follows 
(dollars in thousands): 

Balance
June 30,

2012 Provider Expiration Date*
Revenue Bonds:
Series 1996A (Merged Area) 23,000$        JPMorgan Chase Bank, N.A. 3/1/2013
Series 1996B (Merged Area) 23,000          JPMorgan Chase Bank, N.A. 3/1/2013
Series 2003A (Taxable) (Merged Area) 32,655          JPMorgan Chase Bank, N.A. 3/1/2013
Series 2003B (Merged Area) 15,000          JPMorgan Chase Bank, N.A. 3/1/2013

Total variable-rate revenue bonds 93,655$       

Credit Facility Description

* Expiration date of these credit facilities were extended by the JPMorgan Chase Bank. 

These variable-rate 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 to 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 obtained four letters of credit (LOCs) as credit facilities from the credit facility 
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 institution 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 payable, 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. In addition, in 
fiscal year 2010 the former Agency made the required deposit with JPMorgan Chase Bank, N.A., 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 land and the City’s California Theatre were also used to secure the 
Letters of Credit.  

+��
����	�� �
����-
8������
�����/���
 (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 

``�



��������	
����
��
)���
����/

���(��
���
��	�
������
�

�����#$%�&$'&�

of and lien upon the 20% redevelopment property tax revenue (i.e. former tax increment) set-aside 
for the low and moderate income housing subfund.  

+��
����	�� �
����-
8������
�����/���
��	�0�����
��".  On April 29, 2010, the former Agency 
issued $93,000,000 in Taxable Subordinate Housing Set-Aside Tax Allocation 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 a basis subordinate to the senior bonds. The 2010C bonds were issued as 
multi-modal, variable rate bonds with a taxable interest rate that resets weekly. 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 support 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 Wells 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 limitation, 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 exercising 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 
1st 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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4. SARA’s Conduit Debt 
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5. City’s Commitments to SARA 
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6. Commitments and Contingencies Related to SARA 

Tax Sharing Agreement with the County of Santa Clara  
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Report (“AUP”) on October 5, 2012 and submitted it to the State Controller’s Office (‘SCO”) and the 
DOF.  Other than as a reference for the DOF and the State Controller’s 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 to 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 loan in its review of housing asset 
transfers based on previous discussion with the County Auditor-Controller.  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 Investment Fund.  The City asserts that the $10.2 million transfers 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 not finalized its “due diligence review” required by 
Health and Safety Code Section 34179.5 used to determine the balance available 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 
statements at June 30, 2012.   

Property Transfers – The County Auditor-Controller also 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 its final review of asset transfers made by the former Agency.  As such, neither the 
City nor SARA has included these transfers 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, Series 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 Capital Corp with an interest rate of 1.53%. The refunding provides approximately 
$1,000,000 of debt service savings through the final maturity in 2018.  

5. Events (Unaudited) Subsequent to the Date of the Independent Auditor's Report  

In November 2012, Wells Fargo Bank agreed to extend the forbearance period to April 29, 2013 to 
coincide with the expiration of the three year private placement on the former Agency’s 2010C 
Housing Set-Aside Tax Allocation Bonds. In January 2013, the City’s Affordable Housing 
Investment Fund transferred $10.2 million of housing assets back to SARA.  
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Independent Auditor’s Report on Internal Control over  
Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed in

Accordance with Government Auditing Standards 

City Council 
City of San José, California 

We have audited the 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, and have issued our report thereon dated November 19, 2012, except for our report on the 
schedule of expenditures of federal awards, schedule of passenger facility charge revenues and 
expenditures, and schedule of customer facility charge revenues and expenditures as to which the date is 
February 7, 2013. Our report contains emphasis of a matter paragraphs discussing the dissolution of the 
Redevelopment Agency of the City of San José; discussing the $88.6 million 2010 C Housing Set-Aside 
Tax Allocation Bonds Special Termination Event on June 8, 2012; discussing an uncertainty of $203.0 
million of assets held by the City and a component unit in connection with the Redevelopment Dissolution 
Law; and discussing the City’s defined benefit pension plans’ and postemployment healthcare plans’ 
unfunded actuarially accrued liabilities.  We conducted our audit in accordance with auditing standards 
generally accepted in the United States of America and the standards applicable to financial audits 
contained in Government Auditing Standards, issued by the Comptroller General of the United States. 

Internal Control Over Financial Reporting

Management of the City is responsible for establishing and maintaining effective internal control over 
financial reporting.  In planning and performing our audit, we considered the City’s internal control over 
financial reporting as a basis for designing our auditing procedures for the purpose of expressing our 
opinions on the financial statements, but not for the purpose of expressing an opinion on the 
effectiveness of the City’s internal control over financial reporting. Accordingly, we do not express an 
opinion on the effectiveness of the City’s internal control over financial reporting. 

Our consideration of internal control over financial reporting was for the limited purpose described in the 
preceding paragraph and was not designed to identify all deficiencies in internal control over financial 
reporting that might be significant deficiencies or material weaknesses and therefore, there can be no 
assurance that all deficiencies, significant deficiencies, or material weaknesses have been identified.  
However, as described in the accompanying Federal Awards Schedule of Findings and Questioned 
Costs, we have identified a deficiency in internal control over financial reporting to be a material 
weakness.

A deficiency in internal control exists when the design or operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent, or 
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a 
combination of deficiencies, in internal control such that there is a reasonable possibility that a material 
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a 
timely basis. We consider the deficiency described in item 2012-1 in the accompanying Federal Awards 
Schedule of Findings and Questioned Costs to be a material weakness. 

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less 
severe than a material weakness, yet important enough to merit attention by those charged with 
governance. We consider the deficiencies described in items 2012-2, 2012-3 and 2012-4 in the 
accompanying Federal Awards Schedule of Findings and Questioned Costs to be significant deficiencies. 



 

135

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the City’s financial statements are free of 
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations, 
contracts, and grant agreements, noncompliance with which could have a direct and material effect on 
the determination of financial statement amounts.  However, providing an opinion on compliance with 
those provisions was not an objective of our audit, and accordingly, we do not express such an opinion.  
The results of our tests disclosed no instances of noncompliance or other matters that are required to be 
reported under Government Auditing Standards. 

We noted certain matters that we reported to management of the City in a separate letter dated 
November 19, 2012. 

The City’s responses to the findings identified in our audit are described in the accompanying Federal 
Awards Schedule of Findings and Questioned Costs.  We did not audit the City’s responses and, 
accordingly, we express no opinion on the responses.

This report is intended solely for the information and use of the City Council, the City’s management,  
federal awarding agencies and pass-through entities, and the State Controller’s Office, and is not 
intended to be and should not be used by anyone other than these specified parties. 

Walnut Creek, California 
November 19, 2012 
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Independent Auditor’s Report on Compliance with Requirements That Could  
Have a Direct and Material Effect on Each Major Program and on  

Internal Control over Compliance in Accordance with OMB Circular A-133 

City Council 
City of San José, California 

Compliance

We have audited the City of San José’s, California (City), compliance with the types of compliance 
requirements described in the OMB Circular A-133 Compliance Supplement that could have a direct and 
material effect on each of the City’s major federal programs for the year ended June 30, 2012.  The City’s 
major federal programs are identified in the summary of auditor’s results section of the accompanying 
Federal Awards Schedule of Findings and Questioned Costs.  Compliance with the requirements of laws, 
regulations, contracts, and grants applicable to each of its major federal programs is the responsibility of 
the City’s management.  Our responsibility is to express an opinion on the City’s compliance based on 
our audit. 

We conducted our audit of compliance in accordance with auditing standards generally accepted in the 
United States of America; the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of 
States, Local Governments, and Non-Profit Organizations.  Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance 
with the types of compliance requirements referred to above that could have a direct and material effect 
on a major federal program occurred.  An audit includes examining, on a test basis, evidence about the 
City’s compliance with those requirements and performing such other procedures as we considered 
necessary in the circumstances.  We believe that our audit provides a reasonable basis for our opinion.  
Our audit does not provide a legal determination of the City’s compliance with those requirements. 

As described in finding 2012-A in the accompanying Federal Awards Schedule of Findings and 
Questioned Costs, the City did not comply with requirements of the Davis-Bacon Act that are applicable 
to its Highway Planning and Construction Cluster (CFDA Nos. 20.205 and 20.219).  Compliance with 
such requirements is necessary, in our opinion, for the City to comply with requirements applicable to that 
program.

As described in finding 2012-B in the accompanying Federal Awards Schedule of Findings and 
Questioned Costs, the City did not comply with requirements of eligibility that are applicable to the Home 
Investment Partnerships Program (CFDA No. 14.239). Compliance with such requirements is necessary, 
in our opinion, for the City to comply with requirements applicable to that program. 

In our opinion, except for the noncompliance described in the preceding paragraphs, the City complied, in 
all material respects, with the compliance requirements referred to above that could have a direct and 
material effect on each of its major federal programs for the year ended June 30, 2012.
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Internal Control Over Compliance

Management of the City is responsible for establishing and maintaining effective internal control over 
compliance with the requirements of laws, regulations, contracts, and grants applicable to federal 
programs.  In planning and performing our audit, we considered the City’s internal control over 
compliance with the requirements that could have a direct and material effect on a major federal program 
to determine the auditing procedures for the purpose of expressing our opinion on compliance and to test 
and report on internal control over compliance in accordance with OMB Circular A-133, but not for the 
purpose of expressing an opinion on the effectiveness of internal control over compliance.  Accordingly, 
we do not express an opinion on the effectiveness of the City’s internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the 
preceding paragraph and was not designed to identify all deficiencies in internal control over compliance 
that might be significant deficiencies or material weaknesses and therefore, there can be no assurance 
that all deficiencies, significant deficiencies, or material weaknesses have been identified.  However, as 
discussed below, we identified deficiencies in internal control over compliance that we consider to be 
material weaknesses.

A deficiency in internal control over compliance exists when the design or operation of a control over 
compliance does not allow management or employees, in the normal course of performing their assigned 
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a 
federal program on a timely basis.  A material weakness in internal control over compliance is a 
deficiency, or combination of deficiencies, in internal control over compliance, such that there is a 
reasonable possibility that material noncompliance with a type of compliance requirement of a federal 
program will not be prevented, or detected and corrected, on a timely basis. We consider the deficiencies 
in internal control over compliance described in the accompanying Federal Awards Schedule of Findings 
and Questioned Costs as findings 2012–A and 2012-B to be material weaknesses. 

The City’s responses to the findings identified in our audit are described in the accompanying Federal 
Awards Schedule of Findings and Questioned Costs.  We did not audit the City’s responses and, 
accordingly, we express no opinion on the responses. 

This report is intended solely for the information and use of the City Council, the City’s management, 
federal awarding agencies and pass-through entities, and the State Controller’s Office, and is not 
intended to be and should not be used by anyone other than these specified parties. 

Walnut Creek, California 
February 7, 2013
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(1) GENERAL 

The accompanying Schedule of Expenditures of Federal Awards (SEFA) presents the activity of 
the federal award programs of the City of San José, California (the City).  The City’s reporting 
entity is defined in Note I to its basic financial statements.  The SEFA includes all federal awards 
received directly from federal agencies and federal awards passed-through other governmental 
agencies.  In addition, the SEFA includes local, state and other expenditures matched along with 
the federal award expenditures.

(2) BASIS OF PRESENTATION 

The accompanying schedule is presented using the modified accrual basis of accounting for 
program expenditures accounted for in the governmental funds and the accrual basis of 
accounting for program expenditures accounted for in the proprietary funds as described in Note I 
to the City’s basic financial statements, with the exception of the City’s loan programs (see 
Note 7).  For reimbursable grants, except for the San José Water Reclamation and Reuse 
Program as discussed in Note 8, which revenues are recognized upon Congressional 
appropriations, the City recognizes revenues commencing on the date of grant approval 
(provided all eligibility requirements are met) since this is when the City is eligible to claim 
expenditures for reimbursements.  Pass-through entity identifying numbers are presented where 
available.

(3) RELATIONSHIP TO THE BASIC FINANCIAL STATEMENTS 

 Expenditures of federal awards are reported in the City’s basic financial statements as 
expenditures in the general, special revenue and capital projects funds and as expenses for non-
capital expenditures and as additions to capital assets for capital related expenditures in the 
enterprise funds.  Federal award expenditures agree or can be reconciled with the amounts 
reported in the City’s basic financial statements.

(4) RELATIONSHIP TO FEDERAL FINANCIAL REPORTS 

 Amounts reported in the SEFA agree to or can be reconciled with the amounts reported in the 
related federal financial reports.

(5) AIRPORT EXPENDITURES 

 The FAA reimburses the Airport for approximately 80% of allowable Airport Improvement 
Program (AIP) grant expenditures. Total allowable AIP expenditures are presented in the 
accompanying SEFA.

During the year ended June 30, 2012, the U.S. Department of Homeland Security, Office of 
Inspector General disallowed certain expenditures claimed by the Airport in prior years related to 
the TSA Airport Checked Baggage Inspection System Program (CFDA No. 97.117).  Disallowed 
expenditures in the amount of $254,092 are reported as a negative amount in the SEFA for the 
year ended June 30, 2012. 
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(6) AMOUNTS PROVIDED TO SUBRECIPIENTS 

Included in the total expenditures of federal awards are the following amounts passed through to 
subrecipients:

Program Title
Federal Catalog 

Number
Provided to 

Subrecipients

Community Development Block Grants/Entitlement Grants 14.218 2,802,649$      
ARRA - Community Development Block Grants-Entitlement Grants 14.253 336,231           
Emergency Solutions Grant Program 14.231 380,528           
Home Investment Partnerships Program 14.239 792,127           
Housing Opportunities for Persons with AIDS 14.241 1,211,207        
ARRA - Homeless Prevention and Rapid Re-Housing Program 14.257 388,856           
Workforce Investment Act (WIA) Adult Program 17.258 769,169           
Workforce Investment Act (WIA) Youth Activities 17.259 983,248           
Workforce Investment Act (WIA) Dislocated Workers Formula Grants 17.278 994,782           

(7) LOANS OUTSTANDING 

The City participates in certain federal award programs that sponsor revolving loan programs, which are 
administered by the City.  These programs maintain servicing and trust arrangements with the City to 
collect loan repayments.  The funds are returned to the programs upon repayment of the principal and 
interest.  The federal government has imposed certain continuing compliance requirements with respect 
to the loans under the Community Development Block Grants/Entitlement Grants (CDBG), the HOME 
Investment Partnerships Program (HOME), and Economic Adjustment Assistance program.  In 
accordance with Subpart B, Section 205 of the Office of Management and Budget Circular A-133, the City 
has reported the outstanding balance of loans from previous years that have continuing compliance 
requirements as of June 30, 2012, along with the value of total outstanding and new loans made during 
the current year in the SEFA.

The following is a summary of the loan programs maintained by the City and their balances at 
June 30, 2012:

Program Title
CFDA 

Number
Amount 

Outstanding

Prior year loans 
with continuing 

compliance 
requirements New loans

Economic Adjustment Assistance 11.307 394,933$          394,933$           -$               
Community Development
   Block Grants/Entitlement Grants 14.218 7,527,481         6,776,978          750,503         
HOME Investment
   Partnerships Program 14.239 54,072,711       48,502,770        5,569,941      

61,995,125$    55,674,681$     6,320,444$    
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(8) SAN JOSE AREA WATER RECLAMATION AND REUSE PROGRAM  

The San José Area Water Reclamation and Reuse Program, now known as South Bay Water Recycling 
(SBWR), assists the City and tributary agencies of the San José-Santa Clara Water Pollution Control 
Plant in protecting endangered species habitats, achieving federally mandated water quality standards 
and reducing reliance on area surface, ground water, and imported water supplies.  The U.S. Department 
of Interior – Bureau of Reclamation awarded the City $32.5 million in federal fiscal year 1995 and 
approved an increase of $2.5 million in federal fiscal year 2000.  Funding for subsequent years, for a total 
of $35 million in Phase 1A for the South Bay Water Recycling Program, is contingent upon subsequent 
Congressional appropriations acts.  As a result of the timing of the subsequent funding approvals, the 
City requests reimbursements for costs incurred in prior fiscal years. 

As of September 30, 2010, Congress appropriated $31.65 million towards the Phase 1A obligation. In 
addition, on April 30, 2010, the U.S. Department of Interior – Bureau of Reclamation awarded the City 
$6.31 million from the American Recovery and Reinvestment Act of 2009 (ARRA) towards the $14.78 
million Phase 1C program, of which, $3.35 million was allocated in lieu of reimbursement for Phase 1A, 
essentially completing the federal obligation for that phase for the program.  This additional grant 
increased the federal share of Phase 1C from 25% to 44% of the project cost.  During fiscal year 2012, 
the program incurred expenditures of $1,080,633. 

Furthermore, in June 2010 the City Council authorized the City Manager to enter into a third agreement 
with the Bureau of Reclamation to fund 25% of the $82.85 million SBWR Phase 1B project, or $20.7 
million. The first part of the Agreement R10AP20057 was executed on November 30, 2010. As of June 
30, 2012, Congress appropriated $1,652,000 towards the Phase 1B obligation. 

 
(9) PROGRAM TOTALS  

The SEFA does not summarize all programs that receive funding from various funding sources or grants 
by Catalog of Federal Domestic Assistance (CFDA) number.  The following table includes programs with 
various funding sources or grants by CFDA numbers not summarized in the SEFA.

CFDA Number - Program Title
  Grant Identifying Number or Pass-through Grantor

Federal 
Expenditures

Highway Planning and Construction Cluster:
CFDA No. 20.205 - Highway Planning and Construction

Pass-through California Department of Transportation 2,426,689$       
Pass-through Metropolitan Transportation Commission 158,709            
Pass-through Valley Transportation Authority 10,853              

CFDA No. 20.205 - Highway Planning and Construction 2,596,251         

CFDA No. 20.219 - Recreational Trails Program
Pass-through California Department of Transportation 97,043              
Pass-through Valley Transportation Authority 199,125            

CFDA No. 20.219 - Recreational Trails Program 296,168            
Total Highway Planning and Construction Cluster 2,892,419$       
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(10) INTERNET CRIMES AGAINST CHILDREN (ICAC) STATE GRANT 

The following schedule represents expenditures for the Internet Crimes Against Children Task Force 
Program from the U.S. Department of Justice and the California Emergency Management Agency 
(Cal EMA) for the year ended June 30, 2012. This information is included in the City’s Single Audit Report 
at the request of Cal EMA.

Cumulative Cumulative
Expense Expense

Program Title Grant Number through through 
and Expenditure Category Grant Period June 30, 2011 Non-match Match June 30, 2012 Revenue

Internet Crimes Against Children
Task Force Program (Federal) 2008 MC CX K002

Personnel Services 7/1/08 - 6/30/2012 393,721$    89,370$     -$           483,091$       483,091$       
Operating Expenses 552,711      124,880     -             677,591         677,591         
Equipment 182,157      -             -             182,157         182,157         

Total 1,128,589$ 214,250$ 1 -$           1,342,839$    1,342,839$   

Internet Crimes Against Children
Task Force Program (Federal) 2011 MC CX K003

Personnel Services 04/01/11 - 9/30/12 -$            159,173$   -$           159,173$       122,650$       
Operating Expenses -              179,536     -             179,536         138,341         
Equipment -              -             -             -                 -                 

Total -$           338,709$ 1 -$           338,709$       260,991$      

Internet Crimes Against Children
Task Force Program (State) IC11037928

Personnel Services 07/01/11 - 06/30/12 -$            124,223$   -$           124,223$       118,794$       
Operating Expenses -              -             -             -                 -                 
Equipment -              -             -             -                 -                 

Total -$           124,223$  -$           124,223$       118,794$      

1

Actual 7/1/11-6/30/12

Amount is reported as federal expenditures in the SEFA under CFDA number 16.543 for the Missing Children's Assistance Grant from the U.S.
Department of Justice.



CITY OF SAN JOSE, CALIFORNIA 

Federal Awards Schedule of Findings and Questioned Costs 

 Year Ended June 30, 2012 

149

Section I Summary of Auditor’s Results

Financial Statements 

Type of auditor’s report issued on the basic financial 
statements of the City: Unqualified

Internal control over financial reporting: 

� Material weakness(es) identified? Yes 
� Significant deficiency(ies) identified? Yes  

Noncompliance material to the financial statements noted? No
   
Federal Awards   

Internal control over major programs: 

� Material weakness(es) identified? Yes 
� Significant deficiency(ies) identified?  None reported.

Type of auditor’s report issued on compliance for major 
programs:

Unqualified, except for the Highway 
Planning and Construction Cluster 
(CFDA # 20.205 and 20.219) and the 
Home Investment Partnerships 
Program (CFDA # 14.239), which are 
qualified.

Any audit findings disclosed that are required to be reported 
in accordance with section 510(a) of OMB Circular A-133? Yes   

Identification of major programs:

Federal Domestic 
Catalog Number(s) Name of Federal Program or Cluster 

14.239 Home Investment Partnerships Program 
14.256 ARRA -  Neighborhood Stabilization Program II 
15.504 ARRA - Water Reclamation and Reuse Program 

20.205, 20.219 Highway Planning and Construction Cluster 
81.128 ARRA – Energy Efficiency and Conservation Block Grant Program 
97.067 Homeland Security Grant Program 
97.083 Staffing for Adequate Fire and Emergency Response (SAFER) 

Dollar threshold used to distinguish between type A
  and type B programs: $3,000,000

Auditee qualified as a low-risk auditee? No
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Section II Financial Statement Findings

Item 2012-1 – Material Weakness 
Internal Control Over Financial Reporting – Preparation of Financial Statements 

On June 28, 2011, the Governor signed AB X1 26, which amended the Community Redevelopment Law 
in California to, among other things, direct the dissolution of all redevelopment agencies in California. On 
December 29, 2011, the California Supreme Court (Court) issued a decision that upheld the 
constitutionality of AB Xl 26.  As a result of the Court decision, as of February 1, 2012, by implementation 
of AB X1 26, the Redevelopment Agency of the City of San José (Agency) was dissolved and the 
Successor Agency to the Redevelopment Agency of the City of San José (Successor Agency) came into 
existence as a separate legal entity.

The dissolution of the Agency severely impacted the organization’s internal controls over financial 
reporting.  In 2011, the Agency had 5 individuals who were involved with accounting, fiscal and financial 
analysis and financial reporting.  During the Agency’s close-out audit and the Successor Agency’s initial 
audit, the Successor Agency had one individual assigned to perform these tasks.  In addition to these two 
financial statements audits, the Successor Agency has been responding to and providing information to 
numerous other auditors, rating agencies and consultants with a total staff of 7 individuals from 58 
individuals in 2011.

The current staffing complement is not configured to adequately support the Successor Agency’s 
financial reporting responsibilities resulting in a deficiency in internal controls that provide reasonable 
assurance that closing transactions (capital assets, accruals, deferred revenue, etc.) and financial 
statements are accurately prepared under generally accepted accounting principles.

With the increasing audit requests related to the Successor Agency’s activities, it is essential that the 
Successor Agency has sufficient accounting and fiscal personnel to adequately meet and maintain 
accurate financial records of the former Agency and subsequent Successor Agency.

Recommendation
We recommend that the Successor Agency obtain additional assistance from the City to reduce the 
likelihood that errors may occur and not be detected or corrected on a timely basis and therefore improve 
internal controls over financial reporting.  Areas where the City could provide additional support include:

• Monitoring and management of the loan portfolio to ensure accurate receivable balances (e.g., bad 
debt, allowance for doubtful accounts, and collectability and availability analysis). 

• Evaluating the cost basis for redevelopment capital assets and valuation for property held for resale 
for proper reporting.

• Recording of close-out entries (e.g., interest receivable on loans, intergovernmental payables, and 
deferred revenue) in the financial statements.

• Recording year-end accrual closing entries (e.g., unearned revenue adjustments, capital asset 
activity, and interest payable). 

Management Response 
The last year has been a fiscally challenging year for the former Redevelopment Agency (Agency).  The 
economic recession took a considerable toll on tax increment revenues and as early as 2010 the Agency 
began a significant reduction in workforce.  At the beginning of fiscal year 2010-11, staffing levels were 
92 with 9 devoted to financial operations and affairs of the Agency.  By the time dissolution was final on 
February 1, 2012, the total staffing was 10 with only 4 devoted to the financial operations and affairs of 
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Item 2012-1 – Internal Control Over Financial Reporting – Preparation of Financial Statements 
(continued)

the former Agency, now the Successor Agency to the Redevelopment Agency (SARA).  During the 
transition period, the SARA staff has been assisted with resources from both the City Finance and 
Housing Departments to complete the necessary financial statements for the reporting periods ending 
January 31, 2012 and June 30, 2012.

This past calendar year has been one of transition as the City has worked to develop proper staffing 
levels and staffing expertise to ensure the orderly “wind-down” of the former Agency’s financial affairs.  
During the next six months, Management will continue the transition process to ensure appropriate 
internal controls are met with respect to the financial reporting obligations of SARA and to interface with 
the various outside agencies.  It is Management’s expectation that most or all of the financial operations, 
including financial reporting will be transferred to the City’s Finance Department by the end of the current 
fiscal year.  The transfer to the Finance Department allows the financial operations to be reviewed and 
managed by a larger organization, creates more cross-training and knowledge sharing, and ensures the 
appropriate level of management reviews. 

Item 2012-2 – Significant Deficiency 
Risk Assessment of Internal Controls 

As discussed in the prior year, internal control is an integral process that is affected by the City’s 
governing body, management and personnel and is designed to address risks and to provide reasonable 
assurance that in pursuit of the organization’s goals, the following general objectives are being achieved: 

� Executing orderly, ethical, economical, efficient and effective operations; 
� Fulfilling accountability obligations; 
� Complying with applicable laws and regulations; and 
� Safeguarding resources against loss, misuse and damage. 

Internal controls should be continuously monitored in order to adapt to the City’s recent organizational 
changes, changes in its operating environment and reduced resources available for internal controls.  
Internal control is a dynamic integral process that should be continuously adapting to the changes the 
City is facing.  Over the past decade, the City has reduced budgeted positions by 28 percent.  The last 
two budgets included widespread reductions in services with corresponding reductions in 
authorized/budgeted positions coupled with reductions in employee total compensation.  City Council’s 
approval of the 2011-2012 Adopted Budget resulted in the loss of 140 employees through layoffs.  In 
addition, through the execution of Civil Service Rules, over 500 employees were moved into new 
positions where they are required to learn or re-learn, the skills and knowledge necessary to successfully 
fulfill the requirements of their new position.  We observed City staff who are facing continual pressures to 
maintain service levels with fewer resources and have not been provided adequate or sufficient training 
nor have changes in business processes been implemented to improve work flow efficiencies. These 
organizational changes can have a significant impact on the effectiveness of the internal control system.



CITY OF SAN JOSE, CALIFORNIA 

Federal Awards Schedule of Findings and Questioned Costs 

 Year Ended June 30, 2012 

152

Item 2012-2 – Risk Assessment of Internal Controls (continued) 

The staffing constraints are factors in errors in the City’s fiscal year 2012 year-end financial reporting 
process including:

� Errors in accounts payable year-end cut-off totaling $0.8 million.   
� Lack of understanding in the composition of the pooled cash and investments reconciling entry of 

$18 million.
� Inadequate review of complex government-wide reconciling journal entries.

In general, we observed that staff is facing additional pressures to maintain service levels with fewer 
resources and the City has not adequately assessed the necessary changes in processes to mitigate risk 
associated with reduced resources in the City’s financial reporting and accounting processes.  With these 
organizational changes, the City should update its documentation, test its internal controls, assess the 
magnitude of any deficiencies identified and develop a work plan to re-structure the organization to 
ensure internal controls are adequate for its changed environment and reduced workforce.

Recommendation
As a result of organizational changes, the City should identify and quantify the risks of any significant 
internal control weaknesses that have not been addressed because of insufficient resources or staff 
capabilities.  Once these risks are identified, the City should develop a work plan to mitigate these risks in 
internal controls.

Management Response 
Management agrees that the reduction in Citywide positions and the associated impact of executing the 
Civil Service Rules with these position eliminations have been disruptive to the financial operations of the 
organization. The City Auditor’s Report “Ten Years of Staffing Reductions at the City of San Jose: 
impacts and Lessons Learned” stated that in addition to laying-off 337 people over the last ten years (all 
but 6 were laid-off in the last three years), 2,444 full-time employees retired and 1,507 full-time 
employees resigned. According to the report, of the 2,130 positions eliminated since 2002-2003, over 
1,100 (52%) were eliminated in the last three years. This level of downsizing has had significant service 
level impacts across the organization including those services related to financial operations. 

Management believes opportunities exist for continued improvement in identification of the  impacts on 
the City’s financial operations and internal control structure as well as developing a work plan to address 
these impacts. However, management believes the City has made progress toward stabilizing and 
improving staffing for the primary financial reporting operations in the City’s Finance Department. For 
example, a permanent appointment has been made for the  Director of Finance position.  This 
appointment establishes a continuity of management with a seasoned veteran of the Finance Department 
who has played a vital role in CAFR production since 2010.  Concurrently, the Finance Treasury Division 
Manager continues as  the Acting Assistant Director bringing his technical expertise to the CAFR 
production process  in the areas of treasury and debt management, pension plan disclosure and his 
previous work experience.  In addition, the Acting Accounting Division Manager continues  to bring eight 
years of prior work experience in the Accounting Division in which he played a key and vital role in 
preparation of prior CAFRs and currently provides organizational stability to the Accounting Division. It 
should also be noted that within the last year a Principal Accountant position was restored in the Finance 
Department’s Accounting Division as an initial step in rebuilding critical skills and expertise needed in the 
Finance Department. 



CITY OF SAN JOSE, CALIFORNIA 

Federal Awards Schedule of Findings and Questioned Costs 

 Year Ended June 30, 2012 

153

Item #2012-2 – Risk Assessment of Internal Controls (continued) 

Management acknowledges the impact on the organization of the deficiencies in formalized roles and 
responsibilities in City departments and the impact it may have on the quality and consistency of financial 
reporting.  The decentralization of finance functions to other City departments has made each department 
responsible for establishing and maintaining specific and defined roles and responsibilities to assure a 
seamless transition when positions become vacant and then subsequently filled.  Due to the 
aforementioned reduction and turnover in City staffing,  consistencies in how roles and responsibilities 
are established and maintained within departments and with the Finance Department has diminished.

The Finance Department will work with City departments to identify the reduction in all finance related 
positions and assess current staffing levels on a Citywide basis. In addition, the Finance Department will 
work with City departments to assess the consistency of finance procedural documentation to ensure 
consistency and continuity throughout the organization.  It should be noted that the ability to complete this 
work and to implement solutions may be impacted by current staffing levels in all City departments. In 
light of staffing constraints, the City will consider its options to utilize consulting services to assist the City 
in assessing the current consistency and content of finance procedural documentation to ensure best 
practices, consistency, and continuity throughout the organization.

As the City begins planning for the preparation of the fiscal year 2013 CAFR, the Finance Department is 
making a concerted effort to assemble the strongest team possible within the staffing constraints of the 
Department and the organization.  This effort will involve more closely aligning staff skills with job duties 
and responsibilities.  The Finance Department remains challenged by recent departures of long-tenured, 
highly knowledgeable staff and resource reductions over the last several fiscal years.  Additionally, the 
Finance Department has subscribed to an on-line accounting research tool to assist the Accounting staff 
in performing the necessary research and analysis of accounting rules and regulations as a way to 
enhance staff’s knowledge and efficiency.  The City has also initiated research into financial reporting 
solution packages that could potentially streamline the CAFR process and provide more time for 
analytical reviews of data.
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Item 2012-3 Significant Deficiency 
Housing Department Budgetary Controls 

Under the Redevelopment Dissolution Law, the Redevelopment Agency of the City of San José (Agency) 
and the Successor Agency to the Redevelopment Agency of the City of San José (Successor Agency) 
were no longer required to set-aside 20% of property tax revenues to the City’s Housing Department for 
low and moderate income housing activities.  In fiscal year 2010-2011, the last full fiscal year of this 
source of funds, the Housing Activities Fund received $34.8 million from this revenue source.  
Commencing February 1, 2012, the Housing Activities Fund’s primary sources of revenues will be limited 
to grant funds from U.S. Department of Housing and Urban Development and repayments on loans from 
its loan portfolio.  In fiscal year 2011-2012, the Housing Activities Fund final budgeted revenues and other 
financing sources reported a total $78.4 million and final budgeted expenditures and other financing uses 
reported a total $145.3 million or a deficiency of $66.9 million.  On a budgetary basis, the Housing 
Activities Fund reported a deficiency of funding sources under its funding uses of $44.4 million and a 
deficit fund balance of $15.2 million.

During our audit, we made inquiries regarding the nature of these budgetary deficits and noted that the 
primary cause was due to the decrease in the 20% set-aside.  Additionally, upon inquiry it was noted that 
there is not a plan in place to remedy the fund deficit on a budgetary basis as all available funding 
sources are budgeted for current projects.  As such, the City may not be properly analyzing the Fund’s 
available funding sources and budgetary accounts.

Recommendation
The City should improve its monitoring of its Housing budget compared to actual statements so that a 
Fund does not close the year in a deficit position.

Management Response 
The City regularly monitors its budgets to ensure that no fund closes the year in a deficit position.  In this 
particular case, there were extenuating circumstances that made it appear that the Housing Activities 
Fund had a deficit year-end balance.  As previously noted, legislation was passed to dissolve all 
redevelopment agencies throughout the State effective February 1, 2012.  This action directly impacted 
the City’s Housing Activities Fund. 

Since 1988, the City’s Housing Department has managed the Low and Moderate Income Housing Fund, 
20% of all redevelopment funding as required by law, for affordable housing programs.  Prior to fiscal 
year 2011-2012, these funds have been included in the Housing Activities Fund financial statements.  
With the dissolution of the City’s Redevelopment Agency, affordable housing assets, including the 
existing loan portfolio, were transferred to the Affordable Housing Investment Fund.  Tax increment 
dollars, the former 20% Low and Moderate Income Housing Funds, were transferred to the Successor 
Agency to the Redevelopment Agency Fund.  As a result, two separate Funds now hold the former 20% 
Fund assets. 

As a result, when examining the Housing Activities Fund, it appears that there is a gap in actual amounts 
on a budgetary basis in the financial statements.  However, when examining the $15.2 million deficit fund 
balance in the Housing Activities Fund in conjunction with the $24.7 million surplus fund balance in the 
Affordable Housing Investment Fund, there is a net surplus balance.  The City is currently working to 
resolve the fund balance presentation issue, and plans to have the issue resolved prior to completion of 
the fiscal year 2012-2013 financial statements.

Many unintended consequences have been identified through the extraordinary event of dissolving the 
Redevelopment Agency. This identification of a budgetary deficit is an example of an unintended 
consequence, and as noted earlier management plans to have the issue resolved during the fiscal year 
2012-2013 CAFR preparation process.
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Item 2012-4 – Significant Deficiency 
Accounting for Housing Loans Reserves 

Each year for preparation of the City’s basic financial statements, the City’s Housing Department 
conducts an analysis of its loan portfolio.  The analysis includes a calculation of loan loss reserves to 
fairly state the value of reserves as of the balance sheet date of June 30 for the City’s Major Housing, 
Community Development Block Grant (CDBG), and HOME loans. From the analysis, an adjustment is 
recorded to the general ledger to fairly state the value of loan loss reserves for the City’s basic financial 
statements.

During the year, the City implemented a new customer relationship management (CRM) system to track 
outstanding loans and to compute the present value of the loan loss reserves.  This computation is 
extracted to an excel spreadsheet for further analysis.  We noted that the CRM system had a formula 
error in the calculation of the reserve, which resulted in an understatement of the allowance on the City’s 
loans receivable of $19.3 million at June 30, 2012.  The City subsequently corrected this error in its 
financial statements.

Recommendation
We recommend that the Housing Department develop procedures to review its CRM database and 
system computations in order to ensure that accurate financial information is available to management for 
analysis of its loan portfolio.

Management Response 
The City agrees with this recommendation.  New procedures are being developed to reconcile the CRM 
database and Financial Management System to ensure that loans are recorded accurately.  In addition, 
staff is currently testing the computations derived from the CRM database to ensure accuracy in 
recording the loan loss reserve in the future. 
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Section III Federal Award Findings and Questioned Costs 

Finding 2012-A Highway Planning and Construction Cluster – Davis-Bacon Act  

Program Identification:
Awarding Agency: United States Department of Transportation 
Passed Through: California Department of Transportation 
Program Name:  Highway Planning and Construction Cluster 
CFDA:   20.205 and 20.219 
Award Number:  ITS99-5005(058), RPSTPLE-5005(101), and SRTSL-5005(097) 
Award Year:  2006, 2011, and 2009, respectively 

Criteria
The Davis-Bacon Act requires the payment of prevailing wage rates to all laborers and mechanics 
performing on-site work on federally funded construction contracts in excess of $2,000.  All contractors 
must submit weekly certified payroll reports accompanied by a Statement of Compliance.  The City is 
responsible for ensuring compliance with Davis-Bacon Act requirements.  In the event that the contractor 
does not provide the required certified payrolls by the due date, the City should initiate necessary follow-
up after the 15 day time period and timely corrective actions to ensure compliance, such as sending 
timely follow-up requests to the prime contractor and withholding payment until the certified payrolls are 
received.

Condition
During our review of the City’s compliance with the Davis-Bacon Act for the Highway Planning and 
Construction (HPC) Cluster, we tested 51 items from a population of 99 certified payrolls for the HPC 
Cluster. Our testing showed that the Office of Equality Assurance did not perform timely follow-up of past 
due certified payroll reports with the prime contractors for 26 of the 51 items selected.  Of the 26 items 
identified as past due,  the Office of Equality Assurance did not receive the required certified payroll 
reports prior to the City’s project managers’ instruction to disburse funds to the prime contractors for 18 of 
the 51 items selected (resulting in questioned costs).  The 18 items were comprised of both payments to 
prime contractors and subcontractors.

Effect
The City’s Public Works Department through the Office of Equality Assurance is responsible for the City’s 
compliance with the Davis-Bacon Act, and did not consistently verify the laborers and mechanics 
employed by the contractors and subcontractors were paid prevailing wage rates before payment was 
released to the contractors.  There is a risk that federal funds may be paid to contractors who did not 
comply with the Davis-Bacon Act requirements, resulting in unallowable costs.  In addition, releasing 
payments before certified payroll compliance is verified could place the City’s federal grant 
reimbursements at risk. 

Questioned Costs 
The questioned costs totaled $413,470, which are related to various projects.  This was computed by 
totaling the contractors disbursements to subcontractors during the months certified payrolls were not 
submitted.

Recommendation
Due to the City’s budget constraints and a reduction in the number of employees in the Office of Equality 
Assurance, the City may not have sufficient resources or defined processes to perform the necessary 
follow-ups after the 15 day time period in situations of non-compliance.  We recommend the City evaluate 
the effectiveness of its current internal control policies and procedures in light of its current resource 
changes. In addition, we recommend that the City establish internal control policies and procedures over 
withholding payment until the certified payrolls are received. 
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Finding 2012-A Highway Planning and Construction Cluster – Davis-Bacon Act (continued) 

Management Response 
The City concurs with this recommendation.  The City is updating the City of San José Standard 
Specifications for Public Works Construction (“Specifications”). It is a major work product and the 
revisions will supersede the publication of the same title dated 1992. One of the sections of the 
Specifications is devoted to Labor Standards. A subsection will be Certified Payroll Records – Contents of 
Certified Payroll Records; Verification of Payroll Records; Location of Certified Payroll Records; 
Availability of Certified Payroll Records; Submittal of Certified Payroll Records; Failure to Timely Submit 
Certified Payroll Records; Withholding Payment; and Payment Not a Waiver.  The Specifications are 
anticipated to be completed by June 30, 2013.

Given the complexity and staff time involved in updating the Specifications, the Office of Equality 
Assurance issued a memo on June 29, 2012 to appropriate City staff reminding them of the requirement 
that contractors shall maintain and provide to the City, with each partial payment request, certified 
payrolls for all of its employees and those employees of contractor’s subcontractors.  Additionally, the 
Office of Equality Assurance was able to receive the past due payroll certified reports from the 
contractors and the subcontractors prior to issuance of the Single Audit Report. 

Finding 2012-B Home Investment Partnerships Program – Eligibility 

Program Identification:
Awarding Agency: U.S. Department of Housing and Urban Development 
Program Name:  Home Investment Partnerships Program 
CFDA:   14.239 
Award Number: MC09-10 MC06215  
Award Year:  2009 

Criteria
The HOME Investment Partnership Program includes income targeting requirements. Only low-income or 
very low-income persons, as defined in 24 CFR section 92.2, can receive housing assistance. The City is 
responsible for verifying that applicants meet the low-income or very low-income requirements before 
granting the applicant a loan.

Condition
During our review of the City’s compliance with the eligibility requirements for the HOME program, we 
tested 8 individuals from a population of 33 individuals who qualified for HOME loans. Our testing showed 
that the Housing Department granted a loan to an individual who did not meet the low-income or very 
low-income limits. 

Effect
The City’s Housing Department is responsible with overseeing the compliance of the eligibility 
requirements and did not ensure, in all instances, that the individuals who were receiving loans using 
HOME funds met the low-income or very-low income requirements. There is a risk that federal funds are 
not being used on eligible applicants, resulting in unallowable costs. 

Questioned Costs 
The known questioned cost is $87,800, the amount of the loan that the individual received. 
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Finding #2012-B Home Investment Partnerships Program – Eligibility (continued)

Recommendation
Due to the City’s budget constraints and recent reductions in the number of employees at the Housing 
Department, the City may not have sufficient resources to perform all the necessary requirements to 
verify that applicants are eligible to receive HOME funding. We recommend the City evaluate the 
effectiveness of its current internal control policies and procedures in light of its current staffing changes. 
In addition, we recommend that the City update its internal control policies and procedures over verifying 
income limits against the HUD current income guidelines to ensure current guidelines are being followed.

Management Response 
The City agrees that an error was made with the approval of one borrower, and has since changed the 
funding source for the loan.  However, the oversight was made due to an incorrect income limit chart 
being inadvertently used to verify qualifying income during the underwriting process, and not due to 
insufficient resources.  

To ensure that HUD is not charged for this error, the funding source for the loan was changed.  To avoid 
an oversight in the future, the City will employ an online tool recently provided by HUD during loan 
underwriting to electronically check income limits for eligibility. Additionally, the City will enhance its 
internal controls by implementing a management review of the income determination. 
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Financial Statement Findings 

2011 Comment: 2011-1 - Risk Assessment of Internal Controls 

Condition/Effect: Internal controls should be continuously monitored in order to adapt to 
the City’s recent organizational changes, changes in its operating 
environment and reduced resources available for internal controls.  
The City has been going through a profound change especially in the 
number of personnel and the experience level of its finance and 
accounting personnel since the end of fiscal year 2009.

In general, we observed that staff is facing additional pressures to 
maintain service levels with fewer resources and the City has not 
adequately assessed the necessary changes in processes to mitigate 
risk associated with reduced resources in the City’s financial reporting 
and accounting processes.

Recommendation: The City should update its documentation, test its internal controls, 
assess the magnitude of any deficiencies identified and develop a 
work plan to re-structure the organization to ensure that its internal 
controls are adequate for its changed environment and reduced 
workforce.

Status: Not implemented.  See comment 2012-2.

2011 Comment: 2011-2 - Airport Cost Allocation Plan 

Condition/Effect: During our audit, we noted that the fiscal year 2011 Airport Cost Allocation 
Plan (ACAP) used a factor of 400 full-time equivalents (FTEs).  However, 
the Airport has approximately 206 FTEs at June 30, 2011.  Unlike 
expenditures, the City does not adjust nonfinancial factors such as FTEs 
to actual results.  As such, the Airport may be burdened with a 
disproportionate share of overhead costs when they experience dramatic 
changes in FTEs and other nonfinancial measurements.  

Recommendation: We recommend the City develop a more equitable cost allocation 
methodology that measures and allocates the relative benefit of 
administrative efforts received by the Airport during a given fiscal year.

Status: Not implemented. The City maintained the same methodology in 
allocating central service program costs.  The ACAP used 305 FTEs 
compared to the approximate actual of 181 FTEs as of June 30, 2012, 
and thus the Airport may still be burdened with a disproportionate 
share of overhead costs.  Effective fiscal year 2013-2014, the City will 
use actual FTEs as the cost allocation basis for the ACAP 
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Federal Award Findings 

2011 Comment: 2011-A – Highway Planning and Construction Cluster – Davis-
Bacon Act 

Condition/Effect: During our audit of the City’s compliance with the Davis-Bacon Act for the 
Highway Planning and Construction (HPC) Cluster, we tested 25 pay 
period items from a population of 144 construction pay periods for the 
HPC Cluster. Our testing showed that the Office of Equality Assurance 
(OEA) did not perform timely follow-up of overdue certified payroll reports 
with the prime contractors for 8 of the 25 items selected.

Recommendation: We recommend the City evaluate the effectiveness of its current 
internal control policies in light of its current resource constraints. In 
addition, we recommend that the City establish internal control policies 
over withholding payment until the certified payrolls are received.

Status: Not implemented, see current year finding 2012-A.
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Independent Auditor’s Report on Compliance with Requirements of the  
Passenger Facility Charge Program and on Internal Control over Compliance in  
Accordance with the Passenger Facility Charge Audit Guide for Public Agencies 

City Council 
City of San José, California 

Compliance

We have audited Norman Y. Mineta San José International Airport’s (Airport), an enterprise fund of the 
City of San José (City), compliance with the types of compliance requirements described in the 
Passenger Facility Charge Audit Guide for Public Agencies (the Guide), issued by the Federal Aviation 
Administration, applicable to its passenger facility charge program for the year ended June 30, 2012.  
Compliance with the requirements referred to above is the responsibility of the Airport’s management.  
Our responsibility is to express an opinion on the Airport’s compliance based on our audit. 

We conducted our audit of compliance in accordance with auditing standards generally accepted in the 
United States of America; the standards applicable to financial audits contained in Government Auditing 
Standards, issued by the Comptroller General of the United States; and the Guide.  Those standards and 
the Guide require that we plan and perform the audit to obtain reasonable assurance about whether 
noncompliance with the types of compliance requirements referred to above that could have a material 
effect on the passenger facility charge program occurred.  An audit includes examining, on a test basis, 
evidence about the Airport’s compliance with those requirements and performing such other procedures 
as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis 
for our opinion.  Our audit does not provide a legal determination of the Airport’s compliance with those 
requirements.

In our opinion, the Airport complied, in all material respects, with the requirements referred to above that 
are applicable to its passenger facility charge program for the year ended June 30, 2012.

Internal Control Over Compliance

Management of the Airport is responsible for establishing and maintaining effective internal control over 
compliance with the compliance requirements referred to above.  In planning and performing our audit, 
we considered the Airport’s internal control over compliance to determine the auditing procedures for the 
purpose of expressing our opinion on compliance, but not for the purpose of expressing an opinion on the 
effectiveness of internal control over compliance.  Accordingly, we do not express an opinion on the 
effectiveness of the Airport’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over 
compliance does not allow management or employees, in the normal course of performing their assigned 
functions, to prevent, or detect and correct, noncompliance on a timely basis.  A material weakness in
internal control over compliance is a deficiency, or combination of deficiencies, in internal control over 
compliance, such that there is a reasonable possibility that material noncompliance with a compliance 
requirement will not be prevented, or detected and corrected, on a timely basis. 
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Our consideration of internal control over compliance was for the limited purpose described in the first 
paragraph of this section and was not designed to identify all deficiencies in internal control that might be 
deficiencies, significant deficiencies, or material weaknesses in internal control over compliance.  We did 
not identify any deficiencies in internal control over compliance that we consider to be material 
weaknesses, as defined above.

This report is intended solely for the information and use of the City Council, the City’s and the Airport’s 
management, and the Federal Aviation Administration of the U.S. Department of Transportation, and is 
not intended to be and should not be used by anyone other than these specified parties. 

Walnut Creek, California 
February 7, 2013 



Under (over)
Passenger Expenditures Expenditures

Facility Charge Interest Total on Approved on Approved
Revenue Earned Revenues Projects Projects

Fiscal year 2011-12 transactions:
Quarter ended September 30, 2011 2,548,153$         -$                    2,548,153$         -$                    2,548,153$         
Quarter ended December 31, 2011 3,419,480           -                      3,419,480           -                      3,419,480           
Quarter ended March 31, 2012 4,621,330           -                      4,621,330           21,336,421         (16,715,091)        
Quarter ended June 30, 2012 6,198,015           152,462              6,350,477           -                      6,350,477           

16,786,978$       152,462$            16,939,440$       21,336,421$       (4,396,981)          

Balance, beginning of year 42,967,880         

Balance, end of year 38,570,899$       

CITY OF SAN JOSE, CALIFORNIA
Schedule of Passenger Facility Charge Revenues and Expenditures

Year Ended June 30, 2012

See accompanying notes to the Schedule of Passenger Facility Charge Revenues and Expenditures.
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(1) GENERAL 

The Schedule of Passenger Facility Charge Revenues and Expenditures presents only the 
activity of the Passenger Facility Charge (PFC) program of the Norman Y. Mineta San José 
International Airport (Airport), an enterprise fund of the City.

The Aviation Safety and Capacity Expansion Act of 1990 (Public Law 101-508, Title II, Subtitle B) 
authorized the imposition of PFCs and use of the resulting revenue on Federal Aviation 
Administration (FAA) approved projects.  PFCs are fees imposed on enplaned passengers by the 
Airport for the purpose of generating revenue for Airport projects that increase capacity, increase 
safety, mitigate noise impact and enhance competition between and among air carriers in 
accordance with FAA approvals. 

 (2) BASIS OF ACCOUNTING  

The accompanying schedule are presented using the accrual basis of accounting as described in 
Note I to the City’s basic financial statements.

(3) RELATIONSHIP TO THE BASIC FINANCIAL STATEMENTS 

 Under the Airport’s Master Trust Agreement, the Airport may for any period elect to designate any 
PFC revenues as “Available PFC Revenues” by filing with the Trustee a written statement 
designating the amount of such Available PFC Revenues and containing a statements that the 
Available PFC Revenues are legally available to be applied to pay bond debt service during such 
period.  An amount of $21,336,421 from accumulated PFC Revenues had been designated as 
Available PFC Revenues for payment of eligible bond debt service in fiscal year ended 
June 30, 2012.

(4) RELATIONSHIP TO FEDERAL FINANCIAL REPORTS 

 Amounts reported in the Schedule of Passenger Facility Charge Revenues and Expenditures 
agree to or can be reconciled with the amounts reported to the FAA on the Passenger Facility 
Charge Quarterly Status Reports.
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(5) PFC APPROVED PROJECTS AND EXPENDITURES  

The general description of the approved projects and the expenditures for the year ended 
June 30, 2012 are as follows:

Passenger
Identifying Facility

Passenger Facility Charge Project Number/Description Number Charge Amount Expenditures
#1 Communication Center Upgrade 92-01-C-00-SJC 528,691$               -$                       
#2 Fire Truck Replacement 92-01-C-00-SJC 599,826                 -                         
#3 Handlift Replacement 92-01-C-00-SJC 103,000                 -                         
#4 Noise Attenuation 92-01-C-00-SJC 47,792,121            -                         
#5 Noise Monitoring System Upgrade 92-01-C-00-SJC 184,000                 -                         
#6 Noise Remedy/Land Acquisition 92-01-C-00-SJC 5,133,000              -                         
#7 Security Access Control System 92-01-C-00-SJC 1,032,000              -                         
#40A Runway 12R/30L Reconstruction 01-12-C-00-SJC 72,022,700            3,657,995              
#40B Runway 12R/30L Extention 01-12-C-00-SJC 38,671,724            1,655,479              
#52 Taxiway Z - Apron Reconstruction ( Phase II) 01-11-C-00-SJC 825,000                 -                         
#53 Terminal C Fire Protection 01-11-C-00-SJC 580,000                 -                         
#54 Fiber Optic Cable to ARC & Fire Station 29 01-11-C-00-SJC 87,345                   -                         
#55 Green Island Bridge 01-11-C-00-SJC 825,000                 -                         
#56 Replacement of AACS and CCTV 01-11-C-00-SJC 4,418,645              -                         
#57 Skyport Grade Separation 01-11-C-00-SJC 18,218,154            -                         
#58 Terminal Drive Improvements 01-11-C-00-SJC 1,146,165              -                         
#59 Replacement of PASSUR 01-11-C-00-SJC 221,000                 -                         
#60 Terminal C Restroom 01-11-C-00-SJC 2,485,000              -                         
#61 Interim Air Cargo Ramp Extension 01-11-C-00-SJC 1,100,000              -                         
#62 Runway 30R/12L Reconstruction 01-11-C-00-SJC 84,105,103            3,918,171              
#63 Noise Attenuation Category II & III 01-11-C-00-SJC 4,500,000              -                         
#64 Taxiway Y Extension 01-11-C-00-SJC 12,890,000            431,776                 
#65 Extended Noise Attenuation 02-13-C-00-SJC 61,589,000            -                         
#67 Terminal B - North Concourse 06-15-C-00-SJC 495,095,000          10,194,000            
#68 Terminal B Extension, Phase I 08-16-C-00-SJC 110,159,000          1,479,000              
#69 Roadway Improvements: Grade Separations 08-16-C-00-SJC 10,244,000            -                         

Total Passenger Facility Charge Programs 974,555,474$        21,336,421$          
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Independent Auditor’s Report on Compliance with  
Requirements of the Customer Facility Charge Program and on  

Internal Control over Compliance  

City Council 
City of San José, California 

Compliance

We have audited  Norman Y. Mineta San José International Airport’s (Airport), an enterprise fund of the 
City of San José (City), compliance with the compliance requirements described in the California Civil 
Code Section 1936, applicable to its customer facility charge program for the year ended June 30, 2012.  
Compliance with the requirements referred to above is the responsibility of the Airport’s management.  
Our responsibility is to express an opinion on the Airport’s compliance based on our audit. 

We conducted our audit of compliance in accordance with auditing standards generally accepted in the 
United States of America and the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States; and the California Civil Code 
Section 1936.  Those standards and the California Civil Code Section 1936 require that we plan and 
perform the audit to obtain reasonable assurance about whether noncompliance with the types of 
compliance requirements referred to above that could have a material effect on the customer facility 
charge program occurred.  An audit includes examining, on a test basis, evidence about the Airport’s 
compliance with those requirements and performing such other procedures as we considered necessary 
in the circumstances.  We believe that our audit provides a reasonable basis for our opinion.  Our audit 
does not provide a legal determination of the Airport’s compliance with those requirements. 

In our opinion, the Airport complied, in all material respects, with the requirements referred to above that 
are applicable to  its customer facility charge program for the year ended June 30, 2012.   

Internal Control Over Compliance

Management of the Airport is responsible for establishing and maintaining effective internal control over 
compliance with the compliance requirements referred to above.  In planning and performing our audit, 
we considered the Airport’s internal control over compliance  to determine the auditing procedures for the 
purpose of expressing our opinion on compliance, but not for the purpose of expressing an opinion on the 
effectiveness of internal control over compliance.  Accordingly, we do not express an opinion on the 
effectiveness of the Airport’s internal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over 
compliance does not allow management or employees, in the normal course of performing their assigned 
functions, to prevent, or detect and correct, noncompliance  on a timely basis.  A material weakness in
internal control over compliance is a deficiency, or combination of deficiencies, in internal control over 
compliance, such that there is a reasonable possibility that material noncompliance with a compliance 
requirement will not be prevented, or detected and corrected, on a timely basis.
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Our consideration of internal control over compliance was for the limited purpose described in the first 
paragraph of this section and was not designed to identify all deficiencies in internal control that might be 
deficiencies, significant deficiencies, or material weaknesses in internal control over compliance.  We did 
not identify any deficiencies in internal control over compliance that we consider to be material 
weaknesses, as defined above.

This report is intended solely for the information and use of the City Council, the City’s and the Airport’s 
management, and the California State Controller’s Office, and is not intended to be and should not be 
used by anyone other than these specified parties. 

Walnut Creek, California 
February 7, 2013 



Revenues
Customer facility charges:

$10 per rental contract  (7/01/2011-11/30/2011) 3,117,083$     
$6 per contract day (12/01/2011-6/30/2012) 7,019,970       

Interest income 12,016            

Total revenues 10,149,069     

Expenditures
ConRAC debt service expenditures 10,149,069     

Total expenditures 10,149,069     

Revenues over expenditures -$                

CITY OF SAN JOSE, CALIFORNIA
Schedule of Customer Facility Charges Revenues and Expenditures

Year Ended June 30, 2012

See accompanying notes to the Schedule of Customer Facility Charge Revenues and Expenditures.

169



CITY OF SAN JOSE, CALIFORNIA 

Notes to the Schedule of Customer Facility Charge Revenues and Expenditures 

Year Ended June 30, 2012 

170

(1) GENERAL 

California Civil Code Section 1936, as amended by Senate Bill 1192 (Code), permits an airport 
sponsor to require rental car companies to collect from a renter a Customer Facility Charge 
(CFC) to finance, design and construct a consolidated airport rental car facility; to finance, 
design, construct, and operate common-use transportation systems that move passengers 
between airport terminals and those consolidated car rental facilities, and acquire vehicles for use 
in that system; and to finance, design, and construct terminal modifications solely to 
accommodate and provide customer access to common-use transportation systems.

Since January 1, 2008, the Norman Y. Mineta San José International Airport (Airport) has 
imposed a CFC of $10.00 per rental contract. Effective on December 1, 2011, pursuant to 
Section 1936 of the California Civil Code (Section 1936), the City increased the CFC to $6.00 per 
contract day, to a maximum of five days, on each rental instead of the $10.00 per rental contract 
CFC to  help pay first for debt service associated with the Consolidated Rental Car Facility 
(ConRAC) and then certain operating expenses related to the transportation of rental car 
customers between Terminal A and the ConRAC.

(2) BASIS OF ACCOUNTING  

The accompanying schedule are presented using the accrual basis of accounting as described in 
Note I to the City’s basic financial statements.

(3) RELATIONSHIP TO THE BASIC FINANCIAL STATEMENTS 

 Expenditures of CFCs are reported in the City’s basic financial statements as reduction of 
liabilities in the Airport enterprise fund.  CFC expenditures agree or can be reconciled with the 
amounts reported in the City’s basic financial statements.




