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MANAGEMENT’'S DISCUSSION AND ANALYSIS

The Authority

The San Bernardino International Airport
Authority (the Authority) is a joint powers
authority created in 1992. The Authority was
created for the purpose of acquiring, operating,
repairing, maintaining, and administering the
aviation related portions of the former Norton
Air Force Base.

The Authority members are the City of Colton,
City of Loma Linda, City of Highland, City of
San Bernardino, and the County of San
Bernardino in California.

The Basic Financial Statements

San Bernardino International Airport Authority
is a special-purpose government engaged in
activities that support themselves through user
charges. Accordingly, the accompanying
financial statements are presented in the
format prescribed for proprietary funds by the
Governmental Accounting Standards Board.

These financial statements consist of three
interrelated statements designed to provide the
reader with relevant, understandable data
about the Authority's financial condition and
operating results. They are the Statements of
Net Assets, the Statements of Revenues,
Expenses and Changes in Net Assets, and the
Statements of Cash Flows.

The Statements of Net Assets presents the
Authority's assets and liabilities and the
difference, or net, between what is owned and
what is owed as of the last day of the
Authority's fiscal year. The Statements of
Revenues, Expenses and Changes in Net
Assets describe the financial results of the
Authority's operations for the years reported.
These results, or changes in net assets, are
the increases or decreases in the bottom line
of the Statements of Net Assets.

The Statements of Cash Flows (direct method)
conveys to financial statement users how the
Authority managed cash resources during the
year. This statement converts the Change in
Net Assets presented on the Statements of
Revenues, Expenses and Changes in Net
Assets into actual cash provided by or used for

operations. The Statements of Cash Flows
also details how the Authority obtains cash
through financing and investing activities, and,
conversely, how cash is spent for these
purposes.

Information  and

Summary  Financial

Analysis

The Authority's total assets increased $23.7
million and net assets increased $24.2 million
after depreciation expense of $13.2 million.
The following chart reflects the composition of
assets owned at June 30, 2011.

Assets Owned
June 30, 2011

Infrastructure Buildings and
2% Structures
31%

Land and
Improvemernts
18%.

Accounts
Receivable &
Other

1%

Restricted
Cash &

Investments Cash &
0% Investments

Construction
in Progress
0% 27% 2%

Property &
Equipment

The increase in net assets included net
nonoperating revenues of Contributions from
capital grants of $42.1 million, and an
operating loss of $18.0 million after
depreciation expense of $13.2 million.



MANAGEMENT’'S DISCUSSION AND ANALYSIS

Financial Statement Summary
(in thousands)

2011 2010

Current assets $ 2,319 $ 2,474
Noncurrent assets 412,898 389,032

Total assets 415,217 391,506
Current liabilities 1,692 1,966
Noncurrent liabilities 4,300 4,500

Total liabilities 5,992 6,466
Net assets:
Invested in capital

assets 412,178 387,773
Restricted 2,131 1,732
Unrestricted (deficit) (5,084) (4,465)

Total net assets $ 409,225 $ 385,040
Operating revenue 3,361 3,046
Operating expense (21,223) (18,155)
Nonoperating revenue 39 44
Nonoperating expense (229) (95)

Deficiency before

contributions (17,952) (15,160)

Contributions (grants) 42,137 51,754

Change in net assets $ 24,185 $ 36,594

In 2010-11 contributions decreased 19% over
prior year. The Authority’s operating revenues
increased 10% from prior year. The increase in
revenues is due to increased leasing activities
and fuel flow fees at the Airport.

Millions
25 -

20 -
15 1

10 1
5 4

2007 2008 2009 2010 2011

OOperating Revenue
WOperating Expenses

In 2010-11 operating expenses increased 17%
over the prior year. General and administrative
expenses increased 28.0%. Maintenance and
operations increased 81.9% due to an increase
in salaries and wages, insurance and
professional fees associated with the airport
management company.

Categories of Net Assets
The Authority is required to present its net

assets in three categories: Invested in Capital
Assets, Restricted, and Unrestricted.

Invested in Capital Assets

At June 30, 2011, Invested in Capital Assets
included Property and Equipment, net of
Accumulated Depreciation, of $261.9 million
and Construction in Progress of $150.3 million.
These amounts are reduced by debt issued to
finance capital acquisitions. At June 30, 2011,
the Authority had no debt related to capital
financing, thus deriving an Invested in Capital
Assets balance of $412.2 million.

Restricted

At June 30, 2011, the Authority had $2.1
million in restricted net assets. These funds are
restricted for capital improvement projects,
including $1.4 milion for the Airport
Maintenance Facility, $300 thousand for Airport
parking lot improvements, and $400 thousand
for solar projects.

Unrestricted

The Authority had a deficit of $5.1 million at
June 30, 2011 in unrestricted net assets. The
deficit is due in part to depreciation expense on
contributed capital assets.



MANAGEMENT’'S DISCUSSION AND ANALYSIS

Capital Assets

The Authority spent approximately $4.6 million
for expansion, improvement or replacement of
property, plant, and equipment during 2010-11;
these costs are reflected as additions to
Infrastructure, Land Improvements, Buildings
and Structures, Machinery and Equipment, and
Construction in Progress in the accompanying
financial statements. During the current fiscal
year the Authority expended a total of $1.2
million in federal grant funds for capital
improvement projects.

Placed In Service

During the current fiscal year there was $21.8
million in capital assets placed in service. This
addition is made up of $14.5 million in
infrastructure, $7.2 million in buildings and
structures, and $78 thousand in operations
equipment.

Construction in Progress (CIP)

Construction in progress increased to $150.3
million at June 30, 2011. The major additions
to construction in progress for 2010-11
included:

Terminal development $ 16.1 million
Corporate FBO facility $ 9.8 million
Solar project $ 3.1 million
Airport ramp $ 2.1 million
Runway lighting $ 1.2 million
Parking lot $ 1.1 million

Future Capital Improvements

In 2011-12, the Authority will receive $22.6
million in financial assistance from the Inland
Valley Development Agency (Agency) to
further the development of the Airport. These
additional improvements include $6 million for
the completion of the US Customs building and
terminal building, $9.6 million for the sheriff's
hangar development and $7 million for general
aviation development.

The Authority also anticipates general aviation
development for the relocation of tenants of the
Rialto Airport due to its closure. The Authority
has an agreement to receive $49.5 million from
land sale proceeds from the City of Rialto once
the property is sold. The general aviation
project will be completed in two phases. Phase
1 will be in the amount of $4 million for
infrastructure at the east end of the Airport, and
is anticipated to begin in the 2011-12 fiscal
year. Phase 2 will be in the amount of
approximately $16 million for additional Airport
infrastructure and hangar construction, which is
anticipated to take place in the 2012-13 year.
Due to market  considerations, the
aforementioned agreements with Rialto have
been under discussion amongst the parties.
No formal amendments or other agreements
have been approved or executed.

Under the terms of the Airport Management
and Development Agreement dated December
9, 2009, the Inland Valley Development
Agency has committed to support the Authority
through and including the 2014-15 fiscal year
in an amount not to exceed $10 million to cover
airport operations. In the event prior to June
30, 2013, one or more commercial passenger
airines commence regularly scheduled
passenger service at the San Bernardino
International Airport, the Agency’s operating
guarantee shall be increased to $20 million and
the term of the Agency’'s guarantee shall be
extended to June 30, 2020.

Long-Term Debt

During the 2004-05 fiscal year, the Authority
received $5.2 million in loans from the Agency
to pay off Member Agency loans. The
remaining balance of the loans at June 30,
2011 is $4.6 million in principal and $49,529 in
accrued interest.

Outstanding Debt - June 30th

6,000,000

5,000,000

4,000,000

3,000,000

2,000,000

1,000,000
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Exhibit One

Page 1 of 2
SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY
STATEMENTS OF NET ASSETS
JUNE 30, 2011 AND 2010
2011 2010
ASSETS:
Current Assets:
Cash and investments $ 663,100 $ 1,147,251
Payroll deposit 52,945 5,792
Accounts receivable, net 581,857 289,504
Due from related party 217,580 198,005
Fuel services agreement receivable 438,400 438,400
Interest receivable 74,870 48,942
Intergovernmental receivable, net 273,919 346,203
Prepaid items 16,035 -
Total Current Assets 2,318,706 2,474,097
Noncurrent Assets:
Restricted cash and investments 170,046 228,672
Notes receivable 550,000 1,030,454
Capital Assets:
Infrastructure 127,743,265 113,223,822
Land improvements 56,893,542 56,893,542
Buildings and structures 170,446,347 163,267,235
Furniture and fixtures 22,702 22,702
Machinery and equipment 6,370,142 6,291,811
Vehicles 1,718,608 1,718,608
Less: Accumulated depreciation (134,154,696) (120,999,007)
229,039,910 220,418,713
Land 32,854,050 32,854,050
Construction in progress 150,284,022 134,500,582
Total Capital Assets, net 412,177,982 387,773,345
Total Noncurrent Assets 412,898,028 389,032,471
Total Assets $ 415,216,734 $ 391,506,568

The accompanying notes are an integral part of these financial statements.

-6-



LIABILITIES:

SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

STATEMENTS OF NET ASSETS

JUNE 30, 2011 AND 2010

Exhibit One

Current Liabilities:

Payable from current assets - unrestricted:
Accounts payable $
Accrued payroll
Accrued liabilities
Due to related party
Accrued compensated absences
Accrued interest payable - related parties
Deferred revenue
Long-term debt, current portion

Total Payable from Current Assets - Unrestricted

Payable from restricted assets:

Deposits

Total Payable from Current Assets - Restricted

Total Current Liabilities

Noncurrent Liabilities:
Long-term debt, noncurrent portion

Total Noncurrent Liabilities

Total Liabilities

NET ASSETS:

Invested in capital assets, net of related debt

Restricted

Unrestricted (deficit)

Total Net Assets $

Page 2 of 2
2011 2010

594,483 661,281
19,489 38,803

93,716 -
411,684 593,510
44,406 193,610
49,529 50,606

8,712 -
300,000 200,000
1,522,019 1,737,810
170,046 228,672
170,046 228,672
1,692,065 1,966,482
4,300,000 4,500,000
4,300,000 4,500,000
5,992,065 6,466,482
412,177,982 387,773,345
2,131,133 1,732,145
(5,084,446) (4,465,404)
409,224,669 385,040,086

The accompanying notes are an integral part of these financial statements.
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SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

Exhibit Two

STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

FOR THE YEARS ENDED JUNE 30, 2011 AND 2010

OPERATING REVENUES:
Rents, leases and storage
Other
Landing fees
Fuel flowage fees
Total Operating Revenues
OPERATING EXPENSES:
General and administrative
Maintenance and operations
Depreciation
Total Operating Expenses
Loss from Operations
NONOPERATING REVENUES (EXPENSES):
Interest income
Interest expense
Total Nonoperating Revenues (Expenses)

Loss Before Contributions

CONTRIBUTIONS:
Capital grants

Total Contributions
Change in Net Assets
NET ASSETS - beginning of the year

NET ASSETS - end of the year

The accompanying notes are an integral part of these financial statements.

2011 2010
3,119,820 $ 2,979,342
72,597 19,194
9,006 25,785
159,502 22,177
3,360,925 3,046,498
3,361,153 2,624,922
4,706,336 2,586,803
13,155,689 12,943,643
21,223,178 18,155,368
(17,862,253) (15,108,870)
39,056 44,270
(128,850) (94,792)
(89,794) (50,522)
(17,952,047) (15,159,392)
42,136,630 51,753,502
42,136,630 51,753,502
24,184,583 36,594,110
385,040,086 348,445,976
409,224,669 $ 385,040,086




SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED JUNE 30, 2011 AND 2010

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from customers
Cash paid to suppliers for goods and services
Cash paid to employees
Net Cash Used For Operating Activities

CASH FLOWS FROM NONCAPITAL FINANCING
ACTIVITIES:
Principal payments - operating loans
Interest paid - operating loans
Net Cash Used For Noncapital Financing
Activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:
Acquisition and construction of capital assets
Receipts from capital grants
Net Cash Provided By Capital and Related
Financing Activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Collections on note receivable
Interest income received
Net Cash Provided By Investing Activities

Net Decrease in Cash

Cash - Beginning of the Year

Cash - End of the Year

RECONCILIATION OF CASH TO STATEMENTS OF NET ASSETS:

Current assets:

Cash and investments
Noncurrent assets:

Restricted cash and investments

Total

The accompanying notes are an integral part of these financial statements.
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Exhibit Three

Page 1 of 2
2011 2010

$ 2,925,896 $ 2,380,612
(6,980,125) (6,039,009)
(1,000,412) (1,729,190)
(5,054,641) (5,387,587)
(100,000) (100,000)
(129,927) (96,000)
(229,927) (196,000)
(4,577,723) (5,724,888)
9,226,311 10,397,334
4,648,588 4,672,446

80,075 -
13,128 19,691
93,203 19,691
(542,777) (891,450)
1,375,923 2,267,373
$ 833,146 $ 1,375,923
$ 663,100 $ 1,147,251
170,046 228,672
$ 833,146 $ 1,375,923




RECONCILIATION OF LOSS FROM OPERATIONS TO
NET CASH USED FOR OPERATING ACTIVITIES:
Loss from operations

Adjustments to Reconcile Loss from Operations to Net
Cash Used For Operating Activities:

Depreciation

Note receivable - provision for bad debt
Reclassify accounts receivable to note receivable
Changes in Assets and Liabilities:
(Increase) Decrease in:
Accounts receivable, net
Due from related party
Payroll deposit
Prepaid items
Increase (Decrease) in:
Accounts payable

Deposits

Accrued payroll
Accrued liabilities
Accrued compensated absences
Deferred revenue
Due to related party
Net Cash Used For Operating
Activities

NON CASH INVESTING, CAPITAL, AND FINANCING

ACTIVITIES:

Capital grant revenue
Acquisition and construction of capital assets
included in accounts payable

The accompanying notes are an integral part of these financial statements.

SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED JUNE 30, 2011 AND 2010

2011

Exhibit Three
Page 2 of 2

2010

(17,862,253) $  (15,108,870)
13,155,689 12,943,643
400,379 -

- (480,454)
(292,353) (169,043)
(19,575) (107,435)
(47,153) (5,792)
(16,035) 50,778
(66,798) (2,507,263)
(58,626) (16,389)
(19,314) (44,339)
93,716 -
(149,204) (23,684)
8,712 -
(181,826) 81,261
(5,054,641) $ (5,387,587)
32,982,603 $ 43,152,061
- 312,504



SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011 AND 2010

NOTE 1: ORGANIZATION

The San Bernardino International Airport Authority (Authority) is a joint powers authority created
May 12, 1992 primarily for the purpose of acquiring, operating, repairing, maintaining, and
administering the aviation related portions of the former Norton Air Force Base property located in San
Bernardino, California.

The following are members of the San Bernardino International Airport Authority:

County of San Bernardino
City of San Bernardino
City of Colton

City of Highland

City of Loma Linda

Under the terms of the Joint Powers Agreement, each member agreed to be responsible for its
respective percentage of all annual expenses of the Authority. Any party who fails to pay its respective
share of such expenses for a 12-month period will be automatically expelled from the Authority with
remaining members then responsible for the expelled members' share of expenses. In the event of the
Authority's termination, the assets of the Authority together with debts owed at that time will be
transferred to the Inland Valley Development Agency (IVDA), or such other entity as may be
determined pursuant to Federal and State laws then in effect.

On December 17, 1999, the Authority filed a quit claim deed, reservations and grants of easements and
CERCLA section 120(h) notice (“Deed”) issued by the United States of America Department of the Air
Force for certain real property formerly a part of Norton Air Force Base for a consideration of one dollar.
Included in the Deed are certain government-owned personal properties which may not be sold,
transferred, donated or otherwise disposed of by the Authority, nor may they be removed from the
premises for use by the Authority elsewhere. The Authority has begun and intends to sub-lease
facilities to various airport users including, but not limited to scheduled airlines, airplane mechanical
services, and aircraft support services.

Under the Deed, the Authority received approximately 1,345 acres of land together with major hangar
buildings, terminal facilities, runways, tower and equipment, and other buildings and facilities needed to
operate the Airport. During the 2003-04 fiscal year, the land, infrastructure, land improvements, and
buildings and structures acquired from the Air Force were appraised based upon fair market value at
date of acquisition. These appraised properties are included in the financial statements.

Effective July 1, 1998, the Air Force and the IVDA entered into an agreement (Economic Development
Conveyance #2) to transfer an additional 104 acres of property at no cost to the Authority. This is part
of the public benefit transfer. All income and related expenses derived from these properties effective
July 1, 1998 were transferred to the Authority.

-11-



SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011 AND 2010

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The Authority’s financial statements have been prepared using the economic resources measurement
focus and the accrual-basis of accounting, in conformity with generally accepted accounting principles
(GAAP) and the uniform system of accounts for airport districts as prescribed by the Controller of the
State of California. Under this basis, revenues are recorded when earned and expenses are recorded
when the liability is incurred, regardless of the timing of the related cash flows.

The Authority follows all applicable GASB pronouncements, and all FASB Statements and
Interpretations, Accounting Principles Board (APB) Opinions, and Accounting Research Bulletins (ARB)
issued on or before November 30, 1989 unless they conflict with or contradict GASB pronouncements.
After November 30, 1989, only applicable GASB pronouncements are followed.

Net Assets
Net assets are categorized as follows:

e Invested in capital assets, net of related debt — This component of net assets consists of capital
assets, including restricted capital assets, net of accumulated depreciation reduced by the
outstanding balances of any bonds, mortgages, notes, or other borrowings that are attributable
to the acquisition, construction, or improvement of those assets. If there are significant unspent
related debt proceeds at year-end, the portion of the debt attributable to the unspent proceeds
are not included in the calculation of invested in capital assets, net of related debt. Rather, that
portion of the debt is included in the same net assets component as the unspent proceeds.

o Restricted — This component of net assets consists of constraints placed on net asset use
through external constraints imposed by creditors (such as through debt covenants), grantors,
contributors, or laws or regulations of other governments or constraints imposed by law through
constitutional provisions or enabling legislation.

e Unrestricted net assets — This component of net assets consists of net assets that do not meet
the definition of “restricted” or “invested in capital assets, net of related debt.”

Use of Restricted/Unrestricted Net Assets

When both restricted and unrestricted resources are available for use, it is the Authority’s policy to use
restricted resources first, then unrestricted resources, as they are needed.

-12-



SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011 AND 2010

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Cash and Cash Equivalents

For the purposes of the statement of cash flows, cash and cash equivalents consist of cash on hand,
demand deposits at financial institutions, investments in money market funds and government
securities that are highly liquid and readily available with an original maturity of three months or less,
and deposits in the State of California Local Agency Investment Fund (LAIF). Deposits in the LAIF can
be withdrawn at any time without penalty.

Receivables

As of June 30, 2011 and 2010, accounts receivable is presented net of allowance for uncollectible
receivables of $143,915 and $3,175, respectively. Intergovernmental receivables are shown net of an
allowance for uncollectible accounts. The intergovernmental receivable balance at June 30, 2011 and
2010 is net of an allowance for doubtful accounts of $-0- and $48,977, respectively.

Inventory

Inventory is valued at cost and is accounted for using the first-in, first-out method.

Capital assets

Capital assets include property, plant, equipment, and infrastructure assets (e.g., roads, utility lines,
sidewalks, and similar items). Capital assets are defined by the Authority as assets with an initial,
individual cost of more than $5,000 (for improvements to land, structures and equipment) and have an
estimated useful life in excess of one year. Such assets are recorded at historical cost or estimated
historical cost if purchased or constructed. Donated capital assets are recorded at estimated fair market
value at the date of donation.

The cost of normal maintenance and repairs that do not add to the value of the asset or materially
extend assets’ lives are charged to operating expense.

Major outlays for capital assets and improvements are capitalized as projects are constructed.

Capital assets of the Authority are depreciated using the straight-line method over the following
estimated useful lives:

Assets Years
Buildings and structures 5-39
Furniture and fixtures 5-7
Machinery and equipment 5-10

-13-



SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011 AND 2010

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Employee Compensated Absences

Accumulated vacation, holiday benefits, sick pay and compensatory time are recorded as an expense
and liability as the benefits are earned. The compensated absences liability is recorded as a current
liability.

Compensated absences activity for the year ended June 30, 2011 was as follows:

Balance Balance
June 30, 2010 Additions Deletions June 30, 2011
$ 193,610 $ 57,861 $ (207,065) $ 44,406

Compensated absences activity for the year ended June 30, 2010 was as follows:

Balance Balance
June 30, 2009 Additions Deletions June 30, 2010
$ 217,294 $ 177,398 $ (201,082) $ 193,610

Classification of Revenue

As an enterprise (proprietary) fund, the Authority classifies its revenues into three classifications:
operating revenue, non-operating revenue, and contributions.

Operating revenues are defined as revenues realized by the Authority in exchange for providing its
primary services of airport operations, including leasing of facilities and structures. Non-operating
revenues are those derived from the investment of cash reserves and from the disposal of excess
property, and also include those resources received from entities other than customers, such as
governmental agencies and developers, for purposes not related to capital improvement. Donated plant
and cash received for capital improvements without the requirement that the Authority provide
resources in exchange are recorded as contributions.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect
certain reported amounts and disclosures. Accordingly, actual results could differ from those estimates.

Financial Statement Reclassification

Certain reclassifications have been made to prior years’ balances to conform to classifications used in
2011.

-14-



SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011 AND 2010

NOTE 3: CASH AND INVESTMENTS

Cash and investments at June 30, 2011 and 2010 are classified in the accompanying financial
statements as follows:

2011 2010
Statement of Net Assets:
Current Assets:
Cash and Investments $ 663,100 $ 1,147,251
Restricted Assets:
Restricted Cash and Investments 170,046 228,672
Total Cash and Investments $ 833,146 $ 1,375,923

Cash and investments as of June 30, 2011 and 2010 consisted of the following:

2011 2010
Deposit with Financial Institutions $ 541,976 $ 290,680
Investments 291,170 1,085,243
Total Cash and Investments $ 833,146 $ 1,375,923

Investments Authorized by the California Government Code and the Authority’s Investment Policy

The table below identifies the investment types that are authorized by the Authority’s investment policy
and in accordance with Section 53601 of the California Government Code. The table also identifies
certain provisions of the Authority’s investment policy that address interest rate risk and concentration
of credit risk.

Maximum Maximum
Maximum Percentage of Investment in
Authorized Investment Type Maturity Portfolio One Issuer
Local Government Bonds or
Other Indebtedness None None None
Certificates of Deposit None None None
California Local Agency Investment Fund N/A None $50 Million
Securities of United States Government
or its Agencies None None None
State Bonds or Other Indebtedness None None None

-15-



SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011 AND 2010

NOTE 3: CASH AND INVESTMENTS (continued)

Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an
investment. Generally, the longer the maturity of an investment, the greater the sensitivity of its fair
value is to changes in market interest rates. One of the ways that the Authority manages its exposure to
interest rate risk is by purchasing a combination of shorter and longer term investments and by timing
cash flows from maturities, so that a portion of the portfolio is maturing or coming close to maturity
evenly over time as necessary to provide the cash flow and liquidity needed for operations.

As of June 30, 2011 and 2010, the Authority had the following investments and maturities:

2011 2010
Fair Value Maturity Fair Value Maturity
8 Months 7 Months
State investment pool $ 291,170 Average $ 1,085,243 Average

Investments with Fair Values Highly Sensitive to Interest Rate Fluctuations

As of June 30, 2011 and 2010, the Authority did not hold investments that were highly sensitive to
interest rate fluctuations beyond that already indicated in the information provided above.

Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder
of the investment. This is measured by the assignment of a rating by a nationally recognized statistical
rating organization. LAIF does not have a rating provided by a nationally recognized statistical rating
organization.

Concentration of Credit Risk

The investment policy of the Authority contains no limitations on the amount that can be invested in any
one issuer beyond that stipulated by the California Government Code. At June 30, 2011 and 2010, the
Authority did not hold any investments in any one issuer (other than external pools) that represent 5%
or more of total Authority investments.
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SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011 AND 2010

NOTE 3: CASH AND INVESTMENTS (continued)

Custodial Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial
institution, a government will not be able to recover its deposits or will not be able to recover collateral
securities that are in the possession of an outside party. The custodial credit risk for investments is the
risk that in the event of the failure of the counterparty to a transaction, a government will not be able to
recover the value of its investment or collateral securities that are in the possession of another party.
The California Government Code and the Authority’s investment policy do not contain legal or policy
requirements that would limit the exposure to custodial credit risk for deposits or investments, other
than the following provision for deposits. The California Government Code requires that a financial
institution secure deposits made by state or local governmental units by pledging securities in an
undivided collateral pool held by a depository regulated under state law. The market value of the
pledged securities in the collateral pool must equal at least 110% of the total amount deposited by the
public agencies.

As of June 30, 2011 and 2010 none of the Authority’s deposits with financial institutions were in excess
of federal depository insurance limits. Deposits were collateralized by securities held by the pledging
financial institutions’ trust department or agent, but not in the Authority’s name.

Investment in State Investment Pool

The Authority is a voluntary participant in the Local Agency Investment Fund (LAIF), which is a part of
the Pooled Money Investment Account that is regulated by the California Government Code under the
oversight of the State Treasurer, Director of Finance, and State Controller. The Authority’s investment
in this pool is reported in the accompanying financial statements at cost, which approximates fair value
at amounts based upon the Authority’s pro-rata share of the fair value provided by LAIF for the entire
LAIF portfolio (in relation to the amortized cost of that portfolio). The balance available for withdrawal is
based on the accounting records maintained by LAIF, which are recorded on an amortized cost basis.
Investments in LAIF are highly liquid, as deposits can be converted to cash within 24 hours without loss
of interest. All investments with LAIF are secured by the full faith and credit of the State of California.
Separate LAIF financial statements are available from the California State Treasurer’s Office on the
Internet at http://www.treasurer.ca.gov.
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SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011 AND 2010

NOTE 4: RESTRICTED CASH AND INVESTMENTS

The Authority holds security deposits from lessees. These deposits may subsequently be recognized
as lease revenue or returned to the lessee at the termination of the lease. The Authority receives
contributions from the Inland Valley Development Agency (IVDA) for capital grant projects.

Restricted cash and investments as of June 30, 2011 and 2010 was as follows:

2011 2010
Cash and investments restricted for:
Deposits $ 170,046 $ 228,672
Restricted Cash and Investments $ 170,046 $ 228,672

NOTE 5: NOTES RECEIVABLE

The Authority issued a $550,000 non-recourse, aircraft secured loan (Note), accruing interest at a rate
of five percent (5%) per annum to SBD Aircraft Services, LLC and Norton Aircraft Maintenance
Services, Inc., jointly and severally, on September 9, 2008. Interest accrues from the date of each
advance by the Authority of the principal amount pursuant to the Note. The outstanding principal and
unpaid accrued interest on the Note are due and payable on or before five years from the date of the
Note, or September 8, 2013. Accordingly, no schedule of payments on the Note is presented. The
outstanding principal on the Note at June 30, 2011 and 2010 was $550,000. Accrued interest on the
Note at June 30, 2011 and 2010 was $74,227 and $46,727, respectively.

The Authority entered into a Restated Hangar Lease Agreement (Restated Lease) with Norton Property
Management Services, LLC on October 14, 2010. The term of the Restated Lease is 15 years from the
commencement date of September 1, 2010. The Restated Lease modified the monthly lease rate for
the leased premises retroactive to July 1, 2009. Included in the modified monthly lease rate is the
amortization of certain outstanding lease payments of the lessee or its affiliated companies under
previous lease agreements. The outstanding lease payments under previous lease agreements were
reclassified from accounts receivable to notes receivable at June 30, 2010 as a result of the Restated
Lease, in the amount of $480,454. This note receivable does not accrue interest, but is amortized over
a 5 year period commencing on September 1, 2010, at the rate of $8,008 per month, which is included
as a component of the monthly lease rate per the Restated Lease.

On December 7, 2011 Norton Property Management Services, LLC filed for bankruptcy. At June 30,
2011 the amount due from this entity was $400,379. Collection of the Note Receivable is in doubt and,
therefore, the Authority has recorded an allowance for doubtful account for the full balance of the loan
as of June 30, 2011.
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SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011 AND 2010

NOTE 5: NOTES RECEIVABLE (continued)

Notes receivable as of June 30, 2011 and 2010 consisted of the following:

2011 2010
Norton Aircraft Maintenance Services, Inc. $ 550,000 $ 550,000
Norton Property Management Services, LLC 400,379 480,454
Less: Allowance for Doubtful Account (400,379) -
Total Notes Receivable $ 550,000 $ 1,030,454

NOTE 6: FUEL SERVICES AGREEMENT RECEIVABLE

On March 23, 2007, the Authority entered into a fuel services management agreement with SBD
Properties, LLC (Manager). The fuel farm is a possession of the Authority. The Manager was engaged
to secure the assistance of a qualified entity to manage or assist in the management of the fuel
services and the fuel farm upon completion and licensing of the fuel farm. On June 30, 2008, the
Authority entered into an agreement for the purchase of a certain aviation fuel supply with Million Air
San Bernardino, LLC, an affiliate of SBD Properties, LLC.

On July 8, 2008, the Authority purchased 80,000 gallons of Jet-A fuel in the amount of $438,400 in
order to perform testing procedures as part of the final phases of the completion and licensing of the
fuel farm. In accordance with the agreement and Amendment No. 1 to the agreement, Million Air may
use the 80,000 gallons of Jet-A fuel purchased by the Authority for its operation of the fuel farm. Upon
termination of the fuel services agreement, Million Air must leave 80,000 gallons of Jet-A fuel in the fuel
farm.

The actual number of gallons of Jet-A fuel stored in the fuel farm at any time during the year does not
change the historical cost value of the 80,000 gallons of fuel purchased by the Authority, or the book
value of the replacement fuel under the fuel services agreement. Therefore, the amount of $438,400
representing the historical cost to the Authority for the purchase of 80,000 gallons of Jet-A fuel is
presented as fuel services agreement receivable in the Statements of Net Assets for the years ending
June 30, 2011 and 2010.
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SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

NOTES TO FINANCIAL STATEMENTS

NOTE 7: CAPITAL ASSETS

JUNE 30, 2011 AND 2010

Capital assets activity for the year ended June 30, 2011 was as follows:

Capital assets, not being depreciated:
Land
Construction in progress
Total capital assets, not
being depreciated

Capital assets, being depreciated:
Infrastructure
Land improvements
Buildings and structures
Furniture and fixtures
Machinery and equipment
Vehicles
Total capital assets, being
depreciated

Less accumulated depreciation for:
Infrastructure
Land improvements
Buildings and structures
Furniture and fixtures
Machinery and equipment
Vehicles

Total accumulated depreciation

Total capital assets, being
depreciated, net

Total capital assets, net

Balance Balance
June 30, 2010 Additions Deletions June 30, 2011

$ 32,854,050 $ - $ - $ 32,854,050
134,500,582 37,560,326 (21,776,886) 150,284,022
167,354,632 37,560,326 (21,776,886) 183,138,072
113,223,822 14,519,443 - 127,743,265
56,893,542 - - 56,893,542
163,267,235 7,179,112 - 170,446,347
22,702 - - 22,702
6,291,811 78,331 - 6,370,142
1,718,608 - - 1,718,608
341,417,720 21,776,886 - 363,194,606
(49,523,359) (5,686,028) - (55,209,387)
(26,771,057) (2,844,677) - (29,615,734)
(41,946,425) (4,132,963) - (46,079,388)
(22,702) - - (22,702)
(1,611,395) (353,532) - (1,964,927)
(1,124,069) (138,489) - (1,262,558)
(120,999,007) (13,155,689) - (134,154,696)
220,418,713 8,621,197 - 229,039,910
$ 387,773,345 $ 46,181,523 $ (21,776,886) $ 412,177,982

-20-



SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011 AND 2010

NOTE 7: CAPITAL ASSETS (continued)

Capital assets activity for the year ended June 30, 2010 was as follows:

Capital assets, not being depreciated:
Land
Construction in progress
Total capital assets, not
being depreciated

Capital assets, being depreciated:
Infrastructure
Land improvements
Buildings and structures
Furniture and fixtures
Machinery and equipment
Vehicles
Total capital assets, being
depreciated

Less accumulated depreciation for:
Infrastructure
Land improvements
Buildings and structures
Furniture and fixtures
Machinery and equipment
Vehicles

Total accumulated depreciation

Total capital assets, being
depreciated, net

Total capital assets, net

Balance Balance
June 30, 2009 Additions Deletions June 30, 2010

$ 32,854,050 $ - $ - $ 32,854,050
89,683,721 49,189,453 (4,372,592) 134,500,582
122,537,771 49,189,453 (4,372,592) 167,354,632
109,852,650 3,371,172 - 113,223,822
56,234,247 659,295 - 56,893,542
163,267,235 - - 163,267,235
22,702 - - 22,702
5,949,686 342,125 - 6,291,811
1,718,608 - - 1,718,608
337,045,128 4,372,592 - 341,417,720
(44,015,245) (5,508,114) - (49,523,359)
(23,931,875) (2,839,182) - (26,771,057)
(37,832,234) (4,114,191) - (41,946,425)
(22,702) - - (22,702)
(1,272,780) (338,615) - (1,611,395)
(980,528) (143,541) - (1,124,069)
(108,055,364) (12,943,643) - (120,999,007)
228,989,764 (8,571,051) - 220,418,713

$ 351527535 $ 40,618,402 $ (4,372,592)

$ 387,773,345
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SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011 AND 2010

NOTE 8: LONG-TERM DEBT
A description of long-term debt outstanding as of June 30, 2011 follows:
Loans

On July 29, 2004, the Inland Valley Development Agency loaned the Authority $2,600,000. The
proceeds were to be used to repay Member Agency Loans. The loans are to be repaid in ten years,
fully amortized, at an interest rate of two percent or at the rate designated by LAIF, whichever is higher.
The interest shall be payable annually on September 1, beginning September 1, 2005. The interest rate
shall be modified only one time per year at September 1, beginning September 1, 2005. Payments in
years 2006 through 2009 included a minimum principal payment of $50,000, plus accrued interest;
years 2010 through 2013 must include a minimum principal payment of $100,000, plus accrued
interest; and the remaining principal balance plus accrued interest is due September 1, 2014. At June
30, 2011, the amount outstanding was $2,300,000.

On February 23, 2005, the Inland Valley Development Agency also loaned the Authority $2,600,000.
The proceeds are to be used to repay Member Agency Loans. The loans are to be repaid in ten years,
fully amortized at an interest rate of two percent or at the rate designated by LAIF, whichever is higher.
The interest shall be payable annually on April 1, beginning April 1, 2006. The interest rate shall be
modified only one time per year at April 1, beginning April 1, 2006. Payments in years 2006 through
2010 must include a minimum principal payment of $50,000, plus accrued interest; years 2011 through
2014 must include a minimum principal payment of $100,000, plus accrued interest; and the remaining
principal balance plus accrued interest is due April 1, 2015. At June 30, 2011, the amount outstanding
was $2,300,000.

For the year ending June 30, 2011 the Authority made principal payments on each loan of $50,000, as
opposed to the required minimum payment of $100,000 as stated above. To correct this mistake, an
additional principal payment of $50,000 will be paid for the year ending June 30, 2012. Accordingly, the
current portion of long term debt in the current year is $150,000 for each loan. No penalty has been
assessed by the Inland Valley Development Agency for late payment.
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SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011 AND 2010

NOTE 8:

LONG-TERM DEBT (continued)

The annual debt service requirements to maturity for the loans payable are as follows:

Fiscal Year 2004 IVDA 2005 IVDA
Ended June 30, Loan Loan Total
2012 $ 196,000 $ 196,000 $ 392,000
2013 143,000 143,000 286,000
2014 141,000 141,000 282,000
2015 1,989,000 1,989,000 3,978,000
Total Payments 2,469,000 2,469,000 4,938,000
Less: Interest (169,000) (169,000) (338,000)
Total Principal $ 2,300,000 $ 2,300,000 $ 4,600,000
Changes in Long-term Debt:
Long-term debt activity for the year ended June 30, 2011 was as follows:
June 30, 2011
Beginning Ending Due Within
Balance Additions  Reductions Balance One Year
Loans Payable:
2004 IVDA Loan  $ 2,350,000 $ - $ (50,000) $ 2,300,000 $ 150,000
2005 IVDA Loan 2,350,000 - (50,000) 2,300,000 150,000
Total Long-term
Debt $ 4,700,000 $ - $ (100,000) $ 4,600,000 $ 300,000
Long-term debt activity for the year ended June 30, 2010 was as follows:
Beginning Ending Due Within
Balance Additions  Reductions Balance One Year
Loans Payable:
2004 IVDA Loan  $ 2,400,000 $ - $ (50,0000 $ 2,350,000 $ 100,000
2005 IVDA Loan 2,400,000 - (50,000) 2,350,000 100,000
Total Long-term
Debt $ 4,800,000 $ - $ (100,000) $ 4,700,000 $ 200,000
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NOTE 9:

The Authority received capital grant contributions from the Inland Valley Development Agency during
the years ended June 30, 2008 through 2011. The capital grant contributions were received with
restrictions for specific capital projects. Restrictions for these projects were as follows: $4,200,000 for
airport improvements, $1,136,500 for aviation development, $1,500,000 for an airport maintenance
facility, and $3,500,000 for solar projects. As the Authority recognizes expenses related to these capital
projects, restricted net assets are released from restriction to unrestricted net assets. Net assets

SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011 AND 2010

RESTRICTED NET ASSETS

restricted as of June 30, 2011 and 2010 were as follows:

2011 2010
Net assets restricted for:
Airport improvements $ 302,493 $ 308,304
Aviation development 58,565 58,565
Airport maintenance facility 1,365,276 1,365,276
Solar project 404,799 -
Total Restricted Net Assets $ 2,131,133 $ 1,732,145
NOTE 10: CAPITAL GRANTS
2011 2010
The Authority was awarded in 2007-08 a grant totaling
$2,733,427 from the United States of America Department of
Transportation Federal Aviation Administration for the
reconstruction of taxiway A (design and phase | construction).
The grant proceeds are recorded as contributions when they
are earned and measurable. The grant proceeds recognized
as contributions for the year ended June 30, totaled: $ 11,880 $ 1,389,489
The Authority was awarded in 2008-09 a grant totaling
$6,982,680 from the United States of America Department of
Transportation Federal Aviation Administration for the
reconstruction of taxiway A (design and phase |l
construction). The grant proceeds are recorded as
contributions when they are earned and measurable. The
grant proceeds recognized as contributions for the year
ended June 30, totaled: - 554,187
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NOTE 10:

SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011 AND 2010

CAPITAL GRANTS (continued)

2011

2010

The Authority was awarded in 2008-09 a grant totaling
$278,731 from the United States of America Department of
Transportation Federal Aviation Administration for the
construction of an airfield access road. The grant proceeds
are recorded as contributions when they are earned and
measurable. The grant proceeds recognized as contributions
for the year ended June 30, totaled: $ -

The Authority was awarded in 2009-10 a grant totaling
$1,827,729 from the United States of America Department of
Transportation Federal Aviation Administration for the
rehabilitation of runway lighting and installation of a visual
guidance system. The grant proceeds are recorded as
contributions when they are earned and measurable. The
grant proceeds recognized as contributions for the year
ended June 30, totaled: 1,142,147

$ 213,928

219,037

Total Federal Agency Capital Grants 1,154,027

The Authority

received grants from the Inland Valley

Development Agency for the development of the Airport, as
well as contributions of construction in progress and capital
assets for Airport infrastructure improvements. The grant
proceeds and capital asset contributions recognized as
contributions for the year ended June 30, totaled: 40,982,603

2,376,641

49,376,861

Total Capital Grants $ 42,136,630

$ 51,753,502
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SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011 AND 2010

NOTE 11: PENSION PLAN

The Authority’s employees are under contract with the County of San Bernardino (the County) and
participate in the County’s Retirement System.

Plan Description

The San Bernardino County Employees’ Retirement Association (SBCERA) is a cost-sharing multiple-
employer defined benefit pension plan (the Plan) operating under the California County Employees'
Retirement Act of 1937 (1937 Act). It provides retirement, death and disability benefits to members.
Although legally established as a single employer plan, the City of Big Bear Lake, California State
Association of Counties, South Coast Air Quality Management District (SCAQMD), San Bernardino
Associated Governments (SANBAG), Local Agency Formation Commission (LAFCO), San Bernardino
County Law Library, Barstow Fire Protection District, Hesperia Recreation and Park District, SBCERA,
City of Chino Hills, Crest Forest Fire Protection District, Mojave Desert Air Quality Management District
(MDAQMD), California Electronic Recording Transaction Network Authority (CERTNA), Inland Valley
Development Agency (IVDA), San Bernardino International Airport Authority (SBIAA), the San
Bernardino County Superior Court, Inland Library System (ILS), Rim of the World Recreation and Park
District (RIM-REC) and Crestline Sanitation District were later included, along with the County, and are
collectively referred to as the “Participating Members." The Plan is governed by the SBCERA Board of
Retirement under the 1937 Act. Employees become eligible for membership on their first day of regular
employment and become fully vested after 5 years of service credit. SBCERA issues a stand-alone
financial report, which may be obtained by contacting the Board of Retirement, 348 W Hospitality
Lane - 3" Floor, San Bernardino, California 92415-0014.

Fiduciary Responsibility

SBCERA is controlled by its own board, the Retirement Board, which acts as a fiduciary agent for the
accounting and control of member and employee contributions and investment income. SBCERA
publishes its own Comprehensive Annual Financial Report and receives a separate independent audit.
SBCERA is also a legally separate entity from the County and not a component unit. For these
reasons, the County’s Comprehensive Annual Financial Report excludes SBCERA pension trust fund
as of June 30, 2011.
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SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011 AND 2010

NOTE 11: PENSION PLAN (continued)

Funding Policy

Participating members are required by statute (Sections 31621.6 and 31639.25 of the California
Government Code) to contribute a percentage of covered salary based on certain actuarial
assumptions and their age at entry to the Plan. Employee contribution rates vary according to age and
classification (general or safety). General members are required to contribute 7.42% - 12.96% and
safety members 9.54% - 15.32% of their annual covered salaries, of which the County pays
approximately 7%. County of San Bernardino employer contribution rates are as follows: County
General 12.32%, County Safety 26.82%. All employers combined are required to contribute 15.4% of
the current year covered payroll. For 2011, the County’s annual pension cost of $213,311,000 was
equal to the County’s required and actual contributions. Employee contribution rates are established
and may be amended pursuant to Articles 6 and 6.8 of the 1937 Act. Employer rates are determined
pursuant to Sections 31453 and 31454 of the 1937 Act.

The County’s annual pension cost and prepaid asset, computed in accordance with GASB 27,
Accounting for Pensions by State and Local Governmental Employers, for the year ended June 30,
2011, were as follows (in thousands):

Annual Required Contribution (County fiscal year basis) $ 213,311
Interest on Pension Assets (2,331)
Adjustment to the Annual Required Contribution 24,585
Annual Pension Cost 235,565
Annual Contributions Made 213,311
Increase/(Decrease) in Pension Assets (22,254)
Pension Assets, Beginning of Year 741,388
Pension Assets, End of Year $ 719,134

The following table shows the County’s required contributions and percentage contributed for the
current year and two preceding years:

Annual Contributions Made
(in thousands)

Year Ended Percentage

June 30, SBCERA County Contributed
2009 $ 246,232 $ 200,300 100%
2010 243,773 197,097 100%
2011 258,128 213,311 100%
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SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011 AND 2010

NOTE 11: PENSION PLAN (continued)

Funding Policy (continued)

The County, along with the SCAQMD, issued Pension Refunding Bonds (the Bonds) in November 1995
with an aggregate amount of $420,527,000. These Bonds were issued to allow the County and the
SCAQMD to refinance each of their unfunded accrued actuarial liabilities with respect to retirement
benefits for their respective employees. The Bonds are the obligations of the employers participating in
the Plan and the assets of the Plan do not secure the Bonds. The County’s portion of the bond
issuance was $386,266,000. The outstanding liability at June 30, 2011 is $414,041,000.

On June 24, 2004, the County issued its County of San Bernardino Pension Obligation Bonds, Series
2004 A (Fixed Rate Bonds), its County of San Bernardino Pension Obligation Bonds, Series 2004 B
(Auction Rate Bonds), and its County of San Bernardino Pension Obligation Bonds, Series 2004 C
(Index Bonds) in respective aggregate principal amounts of $189,070,000, $149,825,000, and
$125,000,000. The Bonds were issued to finance the County’s share of the unfunded accrued actuarial
liability of the SBCERA. In April 2008, the County refunded all of the 2004 Series B. The outstanding
liability at June 30, 2011 is $285,270,000.

In April 2008, the County of San Bernardino issued its $160,900,000 in Pension Obligation Refunding
Bonds (POB), Series 2008 (the Series 2008 Bonds). The outstanding liability at June 30, 2011 is
$157,735,000.

NOTE 12: RELATED PARTY TRANSACTIONS

Operating Expenses

The Authority shares certain common expenses with the Inland Valley Development Agency (IVDA), a
related party by virtue of common control. These expenses, which include salaries, benefits, services,
and supplies, are appropriately allocated between the two governments. The Authority’s allocable
share of the expenses paid by the IVDA are reported as due to other government agencies and the
IVDA's allocable share of the expenses paid by the Authority are reported as a component of
intergovernmental receivable, and are essentially short-term advances of working capital. The
advances are non-interest bearing and due on demand. The net amount payable to the IVDA at June
30, 2011 and 2010 was $194,105 and $395,505, respectively.

Capital Grants

The IVDA provides capital grants to the Authority for various capital improvement projects on Airport
property. These grants are provided by (1) cash contributions restricted for certain projects to be
completed by the Airport, or (2) capital asset contributions for certain projects completed by the IVDA
on Airport property. During the years ended June 30, 2011 and 2010, the Authority received capital
grant cash contributions of $8,000,000 and $6,224,800, respectively, and capital grant, capital asset
contributions of $32,982,603 and $43,152,061, respectively.
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NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2011 AND 2010

NOTE 13: AIRPORT MANAGEMENT AND DEVELOPMENT AGREEMENT

The Authority entered into an Airport Management and Development Agreement (Agreement) on
December 9, 2009 with San Bernardino Airport Management, LLC (Contractor). Under the Agreement,
the Authority retains ownership and authority for the operations of the San Bernardino International
Airport, including approval of airport policies and procedures, establishment of fees, approval of
budgets for operations and capital improvements, ownership of revenues, approval of long term leases
and agreements, management of the capital improvement program, and community relations.

The Contractor provides management services for the operations and maintenance of the Airport,
promotion, preparing for and initiation of commercial airline service, development of leasing
opportunities, administration of certain Authority agreements, submission of subsequent annual
budgets to the Authority for approval, preparation of an initial and subsequent five-year business plan,
and updates as necessary, and maintenance of Airport accounts and records to industry standards.

The Agreement commenced on December 9, 2009 with an initial term of five years. The determination
of the initial term commences as of July 1, 2010, with an option for five additional years. At the option of
the Authority, the term can be further extended by the Authority for two additional five year terms.
Pursuant to the Agreement, during each year of the initial term, the Contractor will receive $250,000 for
the Airport Manager Reimbursement, escalated for inflation at a rate of three percent (3%) per annum.
The Agreement also provides for income sharing between the Contractor and the Authority, subject to a
minimum of $250,000 per year. Total fees pursuant to the Agreement charged to operations for the
year ended June 30, 2011 and 2010 were $501,250 and $152,902, respectively.

The Authority terminated the aforementioned agreement with the Contractor effective December 23,
2011.
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Schedule One

SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

SCHEDULES OF GENERAL AND ADMINISTRATIVE EXPENSES

FOR THE YEARS ENDED JUNE 30, 2011 AND 2010

2011 2010
GENERAL AND ADMINISTRATIVE:
Salaries and wages $ 379,518 $ 866,756
Airport management salaries and wages 287,054 -
Utilities/maintenance fees 331,220 247,381
Insurance 410,766 219,208
US Customs 130,718 142,090
Directors' fees 8,700 11,800
Travel expense 51,735 28,464
Meetings and conferences 20,129 17,392
Dues and subscriptions 24,161 20,490
Office expense 128,287 78,021
Advertising and marketing 75,735 70,485
Maintenance and repairs 60,785 -
Professional services:
Legal 115,515 126,327
Accounting 102,401 56,993
Other 521,822 650,442
Janitorial 7,956 6,288
Telephone 67,331 59,299
Miscellaneous 96,202 15,658
Provision for bad debts 541,118 7,828
Totals $ 3,361,153 $ 2,624,922
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Schedule Two

SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

SCHEDULES OF MAINTENANCE AND OPERATIONS EXPENSES

FOR THE YEARS ENDED JUNE 30, 2011 AND 2010

2011 2010
MAINTENANCE AND OPERATIONS:

Salaries and wages $ 405,223 $ 788,619
Law enforcement 469,334 404,764
Professional services - other 254,981 81,986
Storm water monitoring 1,950 1,280
Hazardous waste removal 746 8,409
Janitorial 62,050 49,771
Office expense 545 590
Utilities/maintenance fees 282,405 256,536
Control tower 541,239 529,674
Communications 19,468 11,726
Miscellaneous 17,202 9,092
Gas/diesel/fuel 59,141 47,132
Parts/supplies 11,441 15,626
Maintenance/repairs 219,776 228,696
Airport management salaries and wages 1,135,468 -
Fire contract services 724,117 -
Airport management fee 501,250 152,902

Totals $ 4,706,336 $ 2,586,803
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Schedule Three

Page 1 of 2
SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2011
Federal Grantor/ Federal Program
Pass-through Grantor/ CFDA Identification Federal
Program Title Number Number Expenditures
United States Department of Transportation
Passed through the Federal Aviation Administration
Airport Improvement Program
Reconstruct Taxiway A - Design and
Phase | Construction 20.106 3-06-0358-21 $ 11,880
Rehabilitate Runway Lighting and
Visual Guidance System 20.106 3-06-0358-24 1,142,147
Total United States Department of Transportation 1,154,027
Total Expenditures of Federal Awards $ 1,154,027
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Schedule Three

Page 2 of 2
SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY
SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE YEAR ENDED JUNE 30, 2010
Federal Grantor/ Federal Program
Pass-through Grantor/ CFDA Identification Federal
Program Title Number Number Expenditures
United States Department of Transportation
Passed through the Federal Aviation Administration
Airport Improvement Program
Fuel Farm 20.106 3-06-0358-21 $ 1,389,489
Reconstruct Taxiway A - Design and
Phase | Construction 20.106 3-06-0358-22 554,187
Reconstruct Taxiway A - Design and
Phase Il Construction 20.106 3-06-0358-23 213,928
Construct Airfield Access Road 20.106 3-06-0358-24 219,037
Total United States Department of Transportation 2,376,641
Total Expenditures of Federal Awards $ 2,376,641

-33-



SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

NOTES TO SCHEDULES OF EXPENDITURES OF FEDERAL AWARDS

JUNE 30, 2011 AND 2010

NOTE 1: BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards (“Schedule”) includes the federal grant
activity of the San Bernardino International Airport Authority (Authority) under programs of the federal
government for the years ended June 30, 2011 and 2010. The information in this Schedule is
presented in accordance with the requirements of the Office of Management and Budget (OMB)
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Because the
Schedule presents only a selected portion of the operations of the Authority, it is not intended to and
does not present the financial position, changes in net assets or cash flows of the Authority. The
accompanying Schedule presents only the expenditures incurred by the Authority that are reimbursable
under federal programs of federal awards. Program expenditures in excess of the maximum federal
reimbursement authorized or the portion of the program expenditures that were funded with state, local
or other non-federal funds are excluded from the accompanying Schedule.

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Expenditures reported on the Schedule are reported on the accrual basis of accounting.

NOTE 3: MATCHING CONTRIBUTIONS
In accordance with the terms of the various grant funds expended, matching contributions of 5% were

made by the Authority in the amount of $60,740 and $125,086 during the years ending June 30, 2011
and 2010, respectively.
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To the Board of Commissioners
San Bernardino International Airport Authority

Internal Control Over Compliance

Management of the Authority 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 Authority’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 Authority’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 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.

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 over
compliance that might be deficiencies, significant deficiencies, or material weaknesses. 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 management, the Board of
Commissioners, others within the entity, federal awarding agencies, and pass-through entities and is
not intended to be and should not be used by anyone other than these specified parties.

/égw ﬂu(wmk)'\alom/ ¢ gcmr) LLP

January 3, 2012
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Page 1 of 2

SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30, 2011

A. SUMMARY OF AUDITOR'S RESULTS

Financial Statements

Type of auditor's report issued: unqualified
Internal control over financial reporting:

e Material weakness identified?

¢ Significant deficiencies identified
that are not considered to be
material weaknesses?

Noncompliance material to financial
statements noted?

Federal Awards

Internal control over major programs:

e Material weakness identified?

¢ Significant deficiencies identified
that are not considered to be
material weaknesses?

yes

yes

yes

yes

yes

X

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

Any audit findings disclosed that are
required to be reported in accordance
with section 510(a) of Circular A-133?
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Schedule Four
Page 2 of 2

SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JUNE 30, 2011

A. SUMMARY OF AUDITOR’'S RESULTS (continued)

Identification of major programs:

CFDA Number Name of Federal Program
20.106 Airport Improvement Program

Dollar threshold used to distinguish
between type A and type B programs: $ 300,000

Auditee qualified as low-risk auditee? yes X no

B. FINDINGS — FINANCIAL STATEMENT AUDIT

2011-1 Policies and Procedures over Contracts

During our consideration of the Authority’s internal controls over financial reporting and compliance, we
noted multiple instances in which the Authority paid vendors in excess of contracted amount as
approved by the Board of Directors. In addition, we found two instances in which the Authority did not
have a contract in place for payments made for services rendered. Following the Authority’s own
policies is crucial to maintain proper internal controls over financial reporting and compliance.

C. FINDINGS AND QUESTIONED COSTS — MAJOR FEDERAL AWARD PROGRAMS AUDIT

None
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Schedule Five

SAN BERNARDINO INTERNATIONAL AIRPORT AUTHORITY

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

FOR THE YEAR ENDED JUNE 30, 2011

Current Status of Prior Year Findings

2010-1 Policies and Procedures Manual over Financial Reporting

Condition: The Authority had an outdated policy and procedure manual for certain accounting
practices and procedures.

Current Status: This finding has been corrected. In June 2011, the Authority provided an
updated “Accounting Policy and Procedure Manual” that details the steps involved in accounting
procedures over financial reporting.

2010-2 Policies and Procedures Manual over Grant Compliance

Condition: The Authority did not have a grant policies and procedure manual in place to provide
a framework for consistent treatment of accounting and compliance transactions.

Current Status: This finding has been corrected. In June 2011, the Authority provided an

updated “Accounting Policy and Procedure Manual” that details the steps involved in accounting
procedures over financial reporting and grant compliance.
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