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Agenda Board Meeting Open/Closed Information/Action Issue
Iltem No. Date Session Item Date
6 1/10/11 Open Action 1/03/11

Subject: Review the FY2010 Comprehensive Annual Financial Report (CAFR), Reports
Compliance Control and the Management Letter

ISSUE

Whether to Receive and File the Comprehensive Annual Financial Report (CAFR), Reports on
Compliance and Internal Controls as required by OMB Circular A-133 and the Transportation
Development Act, and the Management Letter for the Fiscal Year ended June 30, 2010.

RECOMMENDED ACTION

Motion: Receive and File the FY2010 Comprehensive Annual Financial Report (CAFR), Reports
on Compliance Control as Required by OMB A-133 and the Transportation Development Act, and
Management Letter for Fiscal Year 2010.

FISCAL IMPACT

None

DISCUSSION

Each fiscal year, the District prepares a Comprehensive Annual Financial Report (CAFR), and
Reports on Compliance and Internal Control as required by OMB Circular A-133 and the
Transportation Development Act. In addition, annually the District receives a Report to the Board
of Directors which summarizes the yearly audit process and discusses any opportunities for
strengthening internal controls and operating efficiencies as well an update on prior year
management letter recommendations.

For the Year ended June 30, 2010, the District received an unqualified (clean) opinion on the
CAFR and OMB Circular A-133 reports from its auditors, Gilbert Associates, Inc. Moreover, no
material weaknesses involving the District’s financial reporting or internal control processes were
identified, however two significant deficiencies were identified. The first finding related to the
payroll data entry process for the bus and rail payroll employees. During testing, the auditors
found two cases in which employees were overpaid in total by 1 hour and 24 minutes. The
second finding relates to the procurement process and the compliance regulations surrounding
verification of a contractor's status. Management has reviewed its internal controls and
determined that additional steps can be taken to improve the controls related to both areas (see
Attachment 5 for further information regarding the condition and response).

Financial Results Summary:

The CAFR presentation and classifications are intended to provide a picture of the District’s year-
end financial position as well as the results of operations. Overall, and as reflected in the
Financial Section of the CAFR (see Attachment 1 — Statement of Revenue and Expenses), the
District realized an operating loss of ($5.0) million as of June 30, 2010. This figure includes ($4.3)
million from operations and ($700) thousand in contributions received in support of the District’s
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Capital Program. For additional analysis, refer to the Management Discussion and Analysis
(MD&A) section found within the CAFR document.

Summary

The CAFR presentation differs from the District’s operating and capital budgets in that the CAFR
combines both operating and capital activities. As such, Attachment 1 is provided to show the
District’s operating and capital funds separately. As of June 30, 2010, the District’s operating
results were as follows: $30.9 million in fare revenues, $166.2 million in Operating Expenses,
$96.1 million in Non-Operating Revenues (Expenses).

Budget to Actual Summary (Attachment 2)

Budget to actual highlights include net favorable (unfavorable) variances in: operating revenues of
($9.3) million, operating expenses of $9.2 million, and non-operating revenues (expenses) of
($500) thousand.

Operating Revenues

The District’'s FY 2010 total operating revenue and contracted services revenues totaled $35.4
million. The net unfavorable operating revenues variance of ($9.3) million was primarily due to a
shortfall in expected fare revenue which may be attributed to changes in customer buying patterns
resulting from State furloughs, less than projected ridership, and a rise in unemployment in the
State and Sacramento Region.

Operating Expenses

Operating expenses totaled $131.5 million, a favorable variance of $9.2 million from the adopted
budget of $140.8 million. The net favorable operating expense variance can mainly be attributed
to savings from the successful resolution of public liability, property damage, and workers’
compensation claims at a lower rate than originally anticipated, other cost containment efforts,
offset by an unfavorable labor variance as a result of 2 of the 5 bargaining groups not approving
labor agreements which included labor cost savings measures.

Non-Operating Revenues (Expenses)

The net unfavorable non-operating revenue (expense) variance of ($500) thousand can be
attributed to a reduction in the anticipated revenues related to the CNG rebate and Federal 5307
funds offset by an increase in STA revenues.
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Operating Results

The District concluded the year with an operating loss of $4.3 million. This loss does not take into
account the prior years operating carryover reserve of $5.8 million. After accounting for the one
time carry over reserve, the District ended the year with a $1.5 million positive result, which will be
included as a positive carryover balance in the upcoming budget reconciliation of FY 2011.
Although the year ended positive, after accounting for the one time carry over reserve, the District
originally forecasted closing the year with a $12.1 Million dollar loss. This projected loss was
based on the assumption that the STA lawsuit settlement revenues would not be recognized until
FY 2011 and that there would not be significant savings from the actuarially determined self
insurance liability calculations. Since RT was able to recognize approximately $5 million in STA
funds during FY 2010 and experienced a (one-time) self insurance expense reduction of $8
million, the District was able to balance the year with more positive results.

The following documents (Attachments 1-5) are submitted to the Board for receipt and filing:

e Fiscal Year 2010 Revenue and Expense per Funding Designations — Attachment 1
e Fiscal Year 2010 Statement of Revenue and Expenses — Attachment 2

e The Comprehensive Annual Financial Report (CAFR) — Attachment 3

e OMB Circular A-133 and Transportation Development Act (TDA) — Attachment 4

e Report to the Board of Directors — Attachment 5



Fiscal year 2010

Statement of Revenues and Expenses
Per Funding Designation

ATTACHMENT 1

FY 2010 Funding Designation
_ _ Capital Improvement
Statement of Revenues and Expenses Operations Program Total
OPERATING REVENUES (Fares) $ 30,863,701 || $ -{|$ 30,863,701
OPERATING EXPENSES
Labor and Fringe Benefits 91,203,130 91,203,130
Professional and Other Services 22,915,248 1,881,949 24,797,197
Spare Parts and Supplies 9,127,637 1,916,155 11,043,792
Utilities 5,530,888 5,530,888
Casualty and Liability Costs 2,286,204 2,286,204
Depreciation and Amortization 30,870,183 30,870,183
Indirect Costs Allocated to Capital Programs (862,964) (862,964)
Other 1,351,985 50,000 1,401,985
Total Operating Expenses 131,552,128 34,718,287 166,270,415
Loss from Operations (100,688,427) (34,718,287) (135,406,714)
NON-OPERATING REVENUES (EXPENSES)
Operating Assistance
State and Local 58,134,639 58,134,639
Federal 30,913,817 3,637,886 34,551,703
Investment Income 6,430,453 8,052 6,438,505
Interest Expense (6,422,262) (369,799) (6,792,061)
Pass Through to Subrecipients - (3,637,885) (3,637,885)
Contract Services 4,598,650 4,598,650
Other 2,705,571 52,641 2,758,212
Total Non-operating Revenues (Expense) 96,360,868 (309,105) 96,051,763
Income (Loss) Before Capital Contributions (4,327,559) (35,027,392) (39,354,951)
Capital Contributions
State and Local 29,380,939 29,380,939
Federal 4,955,453 4,955,453
Net Loss $ (4,327,559)|| $ (691,000)|] $ (5,018,559)
Summary
Operating Revenue $ 30,863,701 $ 30,863,701
Non Operating Revenue 96,360,868 $ 34,027,287 130,388,155
Total Revenue 127,224,569 34,027,287 161,251,856
Operating Expense 131,552,128 34,718,287 166,270,415
Net Loss (4,327,559) $ (691,000) $ (5,018,559)
Carryover Prior Fiscal Years 5,883,428
Remaining Carryover $ 1,555,869 |




Fiscal Year 2010

Statement of Revenues and Expenses

Operating Budget to Actual Expenses

ATTACHMENT 2

FY 2010 Budget to Actual Expenses

Adjusted Variance
Approved Operating (Unfavorable)/ Percent
Statement of Revenues and Expenses Budget Results Favorable Variance
OPERATING REVENUES
Fares 41,000,448 30,863,701 $ (10,136,747) -24.7%
Contracted Services 3,772,544 4,598,650 826,106 21.9%
Subtotal 44,772,992 35,462,351 (9,310,641) -20.8%
OPERATING EXPENSES
Labor and Fringe Benefits 89,865,860 91,203,130 (1,337,270) -1.5%
Professional and Other Services 23,393,867 22,915,248 478,619 2.0%
Spare Parts and Supplies 9,161,625 9,127,637 33,988 0.4%
Utilities 5,574,200 5,530,888 43,312 0.8%
Casualty and Liability Costs 10,363,118 2,286,204 8,076,914 77.9%
Depreciation and Amortization - - -
Indirect Costs Allocated to Capital Programs - (862,964) 862,964 N/A
Other 2,440,430 1,351,985 1,088,445 44.6%
Total Operating Expenses 140,799,100 131,552,128 9,246,972 6.6%
(Loss) Income from Operations (96,026,108) (96,089,777) (63,669) 0.1%
NON-OPERATING REVENUES (EXPENSES)
Operating Assistance
State and Local 56,393,978 58,134,639 1,740,661 3.1%
Federal 31,715,575 30,913,817 (801,758) -2.5%
Investment Income/Expense 550,000 8,191 (541,809) -98.5%
Advertising 1,314,000 995,552 (318,448) -24.2%
Commercial Income/Other 2,281,792 1,710,019 (571,773) -25.1%
Total Non-operating Revenues (Exp) 92,255,345 91,762,218 (493,127) -0.5%
BUDGETED FY10 Carryover 3,770,763 - 3,770,763
Net Loss - (4,327,559)
Summary
Operating Revenue 44,772,992 35,462,351
Non Operating Revenue 92,255,345 91,762,218
Total Operating and Non Operating Revenues 137,028,337 127,224,569
Budgeted FY10 Carryover 3,770,763 -
Total Funds Available for FY10 140,799,100 127,224,569
Operating Expense 140,799,100 131,552,128

FY 10 Net Loss

(4,327,559)




Attachment 3

COMPREHENSIVE ANNUAL FINANCIAL REPORT

Sacramento Regional Transit District for the Fiscal Years Ended
June 30, 2010 and 2009
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December 20, 2010

To the Board of Directors and Citizens Served by Sacramento Regional
Transit District:

Sacramento Regional Transit District (“the District”) is required to undergo an
annual audit in conformity with the provisions of the Single Audit Act and U.S.
Office of Management and Budget Circular A-133 as it pertains to audits of state
and local governments. State law requires that all local governments publish
within six months of the close of each fiscal year a complete set of financial
statements presented in conformity with generally accepted accounting principles
(GAAP) and audited in accordance with generally accepted auditing standards
accepted in the United States of America and the standards applicable to financial
audits contained in Government Audit Standards issued by the Comptroller of the
United States. Pursuant to that requirement, the District hereby issues the
Comprehensive Annual Financial Report (CAFR) of the District for the fiscal years
ended June 30, 2010 and 2009.

This report consists of management’s representations concerning the finances of
the District. Consequently, management assumes full responsibility for the
completeness and reliability of all the information presented in this report. To
provide a reasonable basis for making these representations, management of the
District annually commissions an independent audit of its account records,
consistent with the Sacramento Regional Transit District Board of Directors’
(Board) fiduciary duty to preserve and protect District assets and to compile
sufficient reliable information for the preparation of the District's financial
statements in conformity with GAAP. Because the cost of internal controls should
not outweigh their benefits, the District's comprehensive framework of internal
controls has been designed to provide reasonable rather than absolute assurance
that the financial statements will be free from material misstatement. As
management, we assert that, to the best of our knowledge and belief, this financial
report is complete and reliable in all material respects.

The District’s financial statements have been audited by Gilbert Associates, Inc., a
firm of licensed certified public accountants. The goal of the independent audit
was to provide reasonable assurance that the District’s financial statements for the
fiscal years ended June 30, 2010 and 2009, are free of material misstatement.
The independent audit involved 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; and evaluating
the overall financial statement presentation. The independent auditor concluded,
based upon the audit, that there are no material weaknesses to report and that
there was a reasonable basis for rendering an unqualified opinion that the District’s
financial statements for the fiscal years ended June 30, 2010 and 2009, are fairly
presented in conformity with GAAP.



The independent audit of the financial statements of the District was part of a broader, federally
mandated “Single Audit” designed to meet the special needs of federal grantor agencies. The
standards governing Single Audit engagements require the independent auditor to report not
only on the fair presentation of the financial statements but also on internal controls and
compliance with legal requirements, with special emphasis on internal controls and legal
requirements involving the administration of federal awards. These reports are available in the
District’s separately-issued Single Audit Reports.

GAAP requires that management provide a narrative introduction, overview and analysis to
accompany the basic financial statements in the form of Management’s Discussion and Analysis
(MD&A). This letter of transmittal is designed to complement MD&A and should be read in
conjunction with it. The District's MD&A can be found immediately following the independent
auditor’s report of Gilbert Associates, Inc.

Profile of the District

The District began operation on April 1, 1973, with the acquisition of the Sacramento Transit
Authority. The District is the largest public transportation provider in the Sacramento Valley,
serving a metropolitan population of over 1.4 million with a service area of 418 square miles. In
1971, California legislation allocated sales tax money for local and statewide transit service and
created the organizational framework for the District pursuant to the Sacramento Regional
Transit District Act.

An eleven-member Board is responsible for governing the District. The Board is comprised of
four members of the Sacramento City Council, three members of the Sacramento County Board
of Supervisors, one member of the Rancho Cordova City Council, one member of the Citrus
Heights City Council, one member of the Folsom City Council and one member of the Elk Grove
City Council. The Board of Directors is responsible, among other things, for passing
ordinances, adopting the budget, appointing committees, and hiring both the District's General
Manager/Chief Executive Officer (GM/CEO) and Chief Legal Counsel. The District's GM/CEO
is responsible for carrying out the policies and ordinances of the Board for overseeing the day-
to-day operations of the District, and for appointing the heads of the various divisions.

The District provides bus and light rail service 365 days a year. Annual ridership has steadily
increased on both the bus and light rail system; from 14 million passengers in 1987, when light
rail operations began, to 33 million passengers in fiscal year ended June 30, 2010. The
District’s entire bus and light rail system is accessible to the disabled community. Additionally,
through a contract with Paratransit Inc., the District provides origin-to-destination transportation
service for Sacramento area residents unable to use fixed-route service. This special service
has increased 100 percent from its 1993 inception.

The annual budget serves as the foundation for the District’s financial planning and control. The
budget is a financial plan for one fiscal year of operating and capital investments. The plan
matches revenues with the service expenses and project cost expenses based on policies set
by the District's Board. The budget process follows three basic steps that help provide
continuity in decision making: 1) assess current conditions and needs and develop goals,
objectives, policies and plans; 2) prioritize projects and develop a work program, and 3)
implement those plans and policies and prepare to evaluate their effectiveness and
shortcomings. All division executive heads of the District are required to submit requests for
appropriation to the GM/CEO by the last business day of January each year. The District's
GM/CEO uses these requests as the starting point for developing a proposed budget. The



District's GM/CEO then presents this proposed budget to the Board for a sixty-day public review
period beginning in April. Following the review period, the District is required to hold public
hearings on the proposed budget and to adopt a final budget no later than June 30, the close of
the District’s fiscal year. The budget is prepared by fund (operating or capital) and department
(e.g., safety) or by capital project. Division heads may make transfers of appropriations within a
department or between departments within a division. Transfers of appropriations between
divisions, however require the special approval of the GM/CEO. Any changes to total
appropriations occurring after Board adoption of the budget for a fiscal year requires the
approval of the Board.

Factors Affecting Financial Condition

The information presented in the financial statements is perhaps best understood when it is
considered from the broader perspective of the specific environment within which the District
operates.

Local Economy The District operates within the greater Sacramento area. The region, which
includes six counties (El Dorado, Placer, Sacramento, Sutter, Yolo and Yuba), has varied state
governmental services and a light industrial base. The annual unemployment rate for the
Sacramento area in 2010 was 12.7 percent, up from 11.1 percent in 2009. The Sacramento
area’s annual unemployment rate is forecast to remain at in the 12 to 13 percent range before
improving in 2011. The unemployment rate is expected to remain above 10 percent until the end
of 2013.

A significant portion of the District’'s operating assistance is derived from sales tax revenues.
Taxable sales from all outlets in the Sacramento area have declined annually from their 2006
peak. Taxable sales fell 18% in the Sacramento Region in 2010 compared to 2009. It is
estimated that taxable sales in 2011 will be flat as compared to 2010 levels.

Residential construction, as measured by building permits, has declined steadily since 2005.
New home construction, often considered the base for economic recovery, is expected to
increase in 2011, but will remain at its second lowest level in fifty years. Over the next two
years, multi family starts are projected to bounce back to near pre-recession levels while single
family construction lags as long as existing home prices remain below construction costs.

The Sacramento area’s economy is expected to struggle over the next two years as new-home
construction remains sluggish and the loss of state and local government jobs will continue to
put pressure on the unemployment rate.

TransitAction Plan The TransitAction Plan is the District’s vision for the next 25 years. Since
the District’s last Transit Master Plan was produced in 1993, the Sacramento region has seen
significant population growth with an expanding low density land use form. With population and
employment locations becoming even more dispersed, it has become even more difficult for the
District to provide affordable, effective transit service.

In response to continued sprawl and large forecast increases in population, employment and
households as well as an aging population in the Sacramento region over the next 30-50 years,
the Sacramento Area Council of Governments (SACOG) has produced a land use Blueprint for
the future of the region. The Blueprint is based on “smart growth” principles with a focus on high
quality, higher density, mixed use neighborhoods, which are designed with a greater emphasis



on walking, cycling and transit use. These livable communities will be designed with “complete
streets” so that there is less reliance on the private car providing for a more sustainable future.

The 2008 spike in gas prices and the 2009 recession have highlighted that economic conditions
have a considerable impact on where people live and work and how they travel as evidenced by
record levels of transit ridership recorded last year. Gas prices are likely to increase in the long
term and congestion is expected to only get worse with population growth. The District already
provides a vital service to the region but there is now a need for a comprehensive incremental
change in the quality, coverage and frequency of transit, making it a real transportation choice
that is clean, convenient, reliable, efficient and affordable.

Over the past twenty years, the District has continued to invest in transit infrastructure and
services. The Light Rail system, opened in 1987, has continued to expand and bus services have
been modernized with a fleet of natural gas-powered vehicles. Despite these improvements,
Transit services continue to capture only a small part of the travel market in the region. High car
ownership levels and cheap gas have contributed to the “transit challenge.”

The TransitAction Plan includes the following transit network and supporting services:

e Major investments in capital projects (transit network expansion and improvements
to stations/stops access)

o New multi-functional transfer centers that will provide easy and convenient
interchange between modes and services

e Major investments in operations to provide a comprehensive network with high-
frequency services and longer operating hours

o Expanded fleet size

¢ Improvements to information, ticketing, stops and stations, wayfinding, as well as
further funding for safety and security

Balanced Funding Concepts While the District has extensive plans for future expansion and
improvement of light rail and bus services, it faces significant capital replacement and
infrastructure maintenance needs for its existing bus and light rail systems. As a result, it is
increasingly important to ensure the availability of financial resources to maintain existing levels
of service and to fund capital and operating expenditures related to proposed expansion and
service improvements. The 25-year vision balances high-priority needs with potential funding.
There are three major sources of funding:

e Locally controlled federal and state funding sources (funding given to local
governments and agencies to spend on their priority projects)

o Federal discretionary funding sources (designated by the federal government for a
specific project)

e Locally raised money (from county sales tax, downtown parking revenues, airport
passenger charges and development fees)



Recent economic activity has had a negative impact on the national, state and local economies,
affecting funding for transportation. Local funding has been affected by a slowdown in housing
construction, and a reduction in consumer and governmental spending. Most of the federal and
state revenues that the District receives are generated by the federal highway trust fund and the
state transportation account, rather than general funds. These sources have been relatively
stable in the past; however, the state budget transferred a significant portion of public
transportation funding to the general fund and eliminated the State Transit Assistance program.
This revenue reduction along with the decrease in sales taxes caused the District to implement
the following policies and programs in the fiscal year ended June 30, 2010:

e Reduce bus and light rail service by 21 percent, effective June 20, 2010

¢ |Initiated a strategic three-phase employee layoff plan. The first two phases occurred in
April and June 2010 (the approximate number of employee reductions of all three
phases will be 200)

e Hiring and salary freeze

e Extended employee furlough policy

¢ Increase fares for bus and light rail, effective September 2009
e Park-Pay-and-Ride Program

e Other miscellaneous expense reduction efforts

The District has specific and continuing Securities and Exchange Commission (SEC) disclosure
requirements (Rule 15¢2-12) in connection with the California Transit Finance Corporation
Farebox Revenue Certificates of Participation, 2003 Series-C. The required continuing
disclosure items and their locations within the CAFR are presented on page 66.

The District maintains a combined retirement plan Pension Trust fund for the District’s union
employees, which accounts for the retirement fund of the members of ATU and IBEW. In
addition, the District maintains the retirement plan Pension Trust fund for the District’s salaried
employees. Each year, an independent actuary engaged by the respective Retirement Boards
calculates the amount of the annual contribution that the District must make to the Trusts to
ensure that each retirement plan will be able to fully meet its obligations to retired employees on
a timely basis. The District fully funds each year’s annual required contribution to the Trusts as
determined by the actuary through the budget process.

Awards and Acknowledgements

The Government Finance Officers Association (GFOA) awarded a Certificate of Achievement
for Excellence in Financial Reporting to the District for its Comprehensive Annual Financial
Report (CAFR) for the fiscal years ended June 30, 2009 and 2008. The Certificate of
Achievement is a prestigious national award, recognizing conformance with the highest
standards for preparation of state or local government financial reports. This was the 10"
consecutive year that the District has received this award. In order to be awarded a Certificate
of Achievement, a government unit must publish an easily readable and efficiently organized
CAFR. This report must satisfy both GAAP and applicable legal requirements.



A Certificate of Achievement is valid for a period of only one year. We believe that our current
CAFR continues to meet the Certificate of Achievement Program’s requirements and we are
submitting it to the GFOA to determine its eligibility for another certificate.

The preparation of this report would not have been possible without the efficient and dedicated
services of several departments and the tireless efforts of the finance department staff. We
would like to express our appreciation to all members of the departments who assisted and
contributed to the preparation of this report, with special thanks to Brent Bernegger, CPA,
Director of Finance/Treasury; Paul Selenis, Accounting Manager; Jeff Cheng, CPA, Accountant
II; Nadia Mokhov, Senior Financial Analyst; and LaDonna Lee, Senior Administrative Assistant.

Respectfully Submitted,

. ettt > - = Fi
Michael R. Wiley Dee Brookshire
General Manager/CEO Chief Financial Officer

Vi



Certificate of
Achievement
for Excellence
in Financial
Reporting

Presented to

Sacramento Regional Transit
District, California

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
June 30, 2009

A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting
and financial reporting.

President

Gy -

Executive Director

Vii



Sacramento Regional Transit District

Board of Directors

Steve Miller, City of Citrus Heights, Chair
Don Nottoli, County of Sacramento, Vice Chair
Steve Cohn, City of Sacramento
Roger Dickinson, County of Sacramento
Lauren Hammond, City of Sacramento
Pat Hume, City of Elk Grove
Roberta MacGlashan, County of Sacramento
Andy Morin, City of Folsom
Bonnie Pannell, City of Sacramento
David Sander, Ph.D., City of Rancho Cordova
Ray Tretheway, City of Sacramento

Board of Directors Alternates

Steven Detrick, City of EIk Grove
Jeff Slowey, City of Citrus Heights
Robert McGarvey, City of Rancho Cordova

General Manager/CEO
Michael R. Wiley

Chief Legal Counsel
Bruce A. Behrens

Executive Management Team

Dan M. Bailey, Chief Administrative Officer/EEO Officer

Dee Brookshire, Chief Financial Officer
Rosemary Covington, Assistant General Manager, Planning & Transit Systems
Mark Lonergan, Chief Operating Officer
Alane Masui, Assistant General Manager, Marketing
Michael A. Mattos, Chief of Facilities & Business Support Services
Diane Nakano, Assistant General Manager, Engineering
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