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SAN DIEGO COUNTY

REGIONAL AIRPORT AUTHORITY

P.0. BOX 82776, SAN DIEGO, CA 92138-2776
619.400.2400 WWW.SAN.ORG

October 23, 2018
To the Public:

ECONOMIC CONDITION

LET’'S GO.

PROFILE OF AIRPORT

AUTHORITY AND
ORGANIZATIONAL STRUCTURE

We are pleased to present the Comprehensive
Annual Financial Report of the San Diego County
Regional Airport Authority (“Airport Authority”) for
the fiscal years ended June 30, 2018 and 2017. The
purpose of this report is to provide the Airport
Authority Board, the public and other interested
parties with reliable information concerning the
financial condition and results of the operations of
the Airport Authority. The Airport Authority’s
Accounting Department prepared this report
following the guidelines recommended by the
Government Finance Officers Association of the
United States and Canada (GFOA). Responsibility
for the accuracy, completeness and fairness of the
presented data, including all disclosures, rests with
the Airport Authority management.

To the best of our knowledge and belief, this report
fairly presents and fully discloses the Airport
Authority’s financial position, changes in financial
positon, results of operations and cash flows in
accordance with generally accepted accounting
principles (GAAP) in the United States of America.

The Airport Authority has established and maintains
a comprehensive framework of internal controls to
provide reasonable assurance that assets are
properly safeguarded, transactions are properly
executed, and the financial statements are free from
material misstatement.

The Airport Authority engaged the Certified Public
Accounting firm BKD, LLP to perform the annual
independent audit of the basic financial statements
contained in this report. The auditors issued an
unmodified (or clean) opinion on the Airport
Authority’s financial statements for the fiscal years
ended June 30, 2018 and 2017.

GAAP requires that management provide a narrative
overview and analysis to accompany the financial
statements in the form of a Management’s
Discussion and Analysis (MD&A) section. This letter
of transmittal should be read in conjunction with the
MD&A, which can be found immediately following
the report of the independent auditors in the
Financial Section of this report.

The Airport Authority began operations on January
1, 2003, as an independent agency to manage the
day-to-day operations of San Diego International
Airport (SAN) and address the region’s long-term air
transportation needs.

The legislation that created the Airport Authority

mandates three main responsibilities:

e QOperate San Diego International Airport

e  Plan for the future air transportation needs of
the region

e Serve as the region’s Airport Land Use
Commission — and ensure the adoption of land
use plans that protect public health and safety
surrounding all 16 of the county’s airports.

The Airport Authority is governed by an appointed
Board of Directors of nine members representing all

areas of San Diego County and three additional
members serving as non-voting, ex-officio Board
members. Three Board members serve as the
Executive Committee consisting of one Board
member from each of the following “defined
jurisdictions”: the City of San Diego, the County of
San Diego, and one Board member from among the
east county cities, south county cities, north county
coastal or north county inland cities. The Board
members serve three-year terms.

The management and operations of SAN are
carried out by a staff headed by the President/Chief
Executive Officer, who is appointed by and reports
directly to the Airport Authority Board of

Directors (“Board”).

Economic and industry trends drive passenger
traffic and airline operations at SAN, directly
impacting our operating environment and airport
finances. The U.S. economy continues to slowly
strengthen. Gross Domestic Product (GDP)
increased 2.2% during 2017, reflecting continued
modest growth in the national economy.

The Air Trade Area for SAN includes San Diego
County and portions of neighboring Orange and
Riverside Counties and Baja California del Norte,
Mexico. The California Department of Finance
estimates the population of San Diego County to be
3.34 million as of January 1, 2018. The county is the
second largest in California, in terms of population,
and the City of San Diego ranks as the second
largest city in the state. The majority of the
county’s population is concentrated in its western
portion adjacent to the ocean. The largest cities in
the county are San Diego (43 percent), Chula Vista

(8 percent), Oceanside (5 percent), Escondido (5
percent), Carlsbad (3 percent), and El Cajon (3
percent). The combined San Diego/Tijuana
metropolitan population is estimated to be around
5 million inhabitants.

The region’s economy is diverse with a strong
tourism sector, a large defense industry and a
bustling technology cluster. Over the next five
years, job gains are expected in professional and
business services, leisure and hospitality, education
and healthcare and government. San Diego County
has enjoyed a relatively stable economic climate
during the past four years, with lower
unemployment rates than the State of California.
The U.S. Bureau of Labor Statistics notes that the
county’s average unemployment rate for June 2018
was 3.7 percent compared to June 2017, at 4.3
percent. California’s unemployment rate was 4.5
percent in June 2018 and 4.7 percent in June 2017,

and the national unemployment rate was 4.2
percent as of June 2018 compared to 4.4 percent as
of June 2017. See the Statistical Section for
additional economic information.

SAN’s enplaned passengers grew a very robust 10.7
percent in fiscal year 2018, reflecting continuing
economic and industry strength. Total enplaned
passengers were 11.7 million, compared to 10.6
million in fiscal year 2017. See the MD&A section of
the Financial Section of this report for further
discussion of the current year activity.
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MAJOR INITIATIVES AND

ACCOMPLISHMENTS

AIRPORT EXPANDS SERVICE TO
DOMESTIC AND INTERNATIONAL
MARKETS

San Diego International Airport (SAN) added 21
flights to exciting destinations on eight airlines in
Fiscal Year 2018, including:

¢ Alaska Airlines — Albuquerque, NM
e  Alaska Airlines — Austin, TX

e Alaska Airlines — Dallas/Love, TX

¢ Alaska Airlines — Kansas City, MO

e Alaska Airlines — Mexico City, MX

Alaska Airlines — Minneapolis/St. Paul, MN
Alaska Airlines — Omaha, NE

Alaska Airlines — San Francisco, CA

Alaska Airlines — St. Louis, MO

Alaska Airlines — Steamboat Springs/Hayden, CO
Allegiant Air — Eugene, OR

Frontier Airlines — Colorado Springs, CO

Frontier Airlines — Oklahoma City, OK

Frontier Airlines — San Antonio, TX

Frontier Airlines — Tulsa, OK

Hawaiian Airlines — Maui, Hl

Lufthansa — Frankfurt

Southwest Airlines — El Paso, TX

- !’H MI'I”
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Southwest Airlines — Tampa, FL
Spirit Airlines — Detroit, M
Sun Country — San Jose del Cabo, MX

With the addition of these flights, SAN now offers
nonstop service to more than 60 domestic and nine
international destinations.

RIBBON-CUTTING HELD FOR
INNOVATIVE NEW INTERNATIONAL
ARRIVALS FACILITY

The Airport Authority held a ribbon-cutting in
June 2018 to mark the completion of a new
130,000-square-foot International Arrivals facility
at SAN’s Terminal 2.

The new facility will allow the airport to
accommodate the increase in international
passengers resulting from recently added overseas
flights. SAN has experienced significant growth in
international arrivals in the past 25 years — from
about 50,000 passengers a year in the early 1990s
to more than 400,000 a year in 2017. That number
—and the associated economic impact — will
continue to grow as more international nonstop
flights are added.
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At 130,000 square feet, the new facility is five times
larger than the previous facility. It also increases
the number of international gates at the airport
from three to six and offers the latest biometric
facial recognition technologies, as well as an
expanded baggage claim and passenger wait area.
This has resulted in reduced wait times and a more
welcoming environment.

The facility also features two integrated public
artworks. Paths Woven, by artist Aaron T. Stephan,
is a suspended artwork in the public waiting area
that consists of 25 ladders representing the many
individual journeys that converge at an airport. In
baggage claim, visitors will see Carry On by artist
Walter Hood, made up of 52 glass panels featuring
more than 600 photos of unique, symbolic

items contributed by members of the San Diego
community and airport staff.

The total cost of the project is estimated at $229.4
million. The new facility will serve these airlines:
British Airways, Edelweiss Air, Japan Airlines,
Lufthansa, Alaska Airlines, Southwest Airlines,

and Spirit Airlines. SAN currently offers nonstop
flights to and from six countries — Japan, Germany,
Switzerland, the U.K., Mexico and Canada.
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TERMINAL 2

PARKING PLAZA

MAY 16, 2018

TERMINAL 2 PARKING PLAZA OPENS

The airport opened a much-needed 2,900-space
Parking Plaza in front of Terminal 2 in May
2018, providing a net increase of 1,700 spaces
of critical close-in parking. Having an adequate
supply of convenient, close-in parking is viewed
by the Airport Authority as a core customer
service need.

The $127.8 million Parking Plaza features
numerous sustainable features, including
advanced parking guidance technology to
reduce unnecessary vehicle circulation and

RIBEBON-CUTTING
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idling, energy-saving lighting controls and fixtures,
a scenic overlook deck and public art. The project
also includes 16 electric vehicle (EV) charging
ports as well as 145 “EV-ready” parking stalls,
allowing the airport to quickly increase chargers as
customer demand grows in the future.

The Airport Authority is pursuing “Parksmart”
certification for this project. Parksmart is similar
to LEED but focuses on recognizing sustainable
practices in parking structure design, technology,
programming and management. If successful, SAN
would be one of the first airports in the U.S. to be
certified under the green parking program.

Another notable feature is a below-ground
rainwater storage system with a capacity of nearly
100,000 gallons. Rainwater captured by this system
will be treated and used in the adjacent Central
Utility Plant to help manage air temperatures in the
terminals. Currently, the airport uses potable water
for this purpose.

AIRPORT AUTHORITY BEGINS
NEGOTIATIONS WITH AIRLINES

ON NEW AIRLINE OPERATING AND
LEASE AGREEMENT

The Authority’s existing agreement with airline
partners expired July 1, 2018 and the agreement
has transitioned to hold over status. Negotiations
on a new agreement with the airlines have been
ongoing, with spring of 2019 as the target date

to have executed agreements in place. Financial
terms of the agreement are being negotiated to
include support of the Authority’s capital program,
including the Airport Development Plan.

SMALL BUSINESS, BIG IMPACT

The Airport Authority’s Small Business
Development program had a very productive year
and exceeded its goal of having 8.4 percent of
federally funded projects to include Disadvantaged
Business Enterprises (DBEs).

In total, $157 million in capital improvement
contracts for local business and $63 million in

contracts for small businesses were implemented
at SAN. This achievement was possible due

to numerous outreach initiatives to small and
underrepresented enterprises, including a Meet
the Primes event that was attended by 450 small
businesses interested in learning about on-site
opportunities, and an Airport Disadvantaged
Business Enterprise Program (ACDBE) Lunch &
Learn that was a networking opportunity for joint
venture concessionaires and ACDBEs.

One of the challenges for the program is the lack
of qualified small businesses available to work
on projects at SAN, especially due to the volume
of large capital projects that are simultaneously
happening across the Southern California region.
The initiatives highlighted above help the Airport
Authority address this growing challenge.

SAN SIGNS SUSTAINABILITY
DECLARATION

On November 13, 2017, SAN officially signed
the “Airports Sustainability Declaration.” The
declaration, which is voluntary and non-binding,
calls for airports to develop, implement

and expand initiatives that improve the

sustainability and resilience of airports and their
surrounding communities.

The declaration promotes four key principles

— collaboration, transparency, innovation and
engagement — and encourages partnerships
between airports on a worldwide scale. The
declaration is also aligned with the 17 action areas

.

of the United Nations Sustainable Development
Goals, which were adopted by the United States
and over 190 other countries in 2015. SAN is
implementing a portfolio of policies and projects
that support the Airports Sustainability Declaration
and its main principles.
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OPPORTUNITIES ABOUND FOR
INNOVATION LAB'S INAUGURAL
ACCELERATION PROGRAM

The unique Innovation Lab was launched to reduce
barriers for innovators to break into the aviation
industry. Its goals are to enhance the passenger
experience, improve operational efficiency and
decrease costs for the Airport Authority.

The Airport Authority established the Innovation
Lab in part of the former Commuter Terminal,
which was decommissioned in June 2015. The
3,500-square-foot space offers a functional

mini-terminal area with ticket counters and a bag
claim carousel, all without passenger or security
concerns to work around.

The Airport Authority, in concert with its Innovation
Lab’s third-party operator, Detecon Innovation
Institute, in April 2018 released the first two
“opportunity statements” to solicit applicants

to participate in its accelerator program. One
opportunity focused on airport parking while the
other zeroed in on ways to assist passengers with
unique needs to simplify the journey through

the airport.

AIRPORT AUTHORITY COMPLETES
MAJOR BOND SALE, EARNS
LOWEST INTEREST RATE IN
AIRPORT'S HISTORY

The Airport Authority in July 2017 completed a
major bond sale. Proceeds covered construction
costs of the Terminal 2 Parking Plaza and
international arrivals facility, which opened in
mid-2018. More than $291 million in Subordinate

Airport Revenue Bonds were issued at a favorable
all-in borrowing cost of 3.74 percent for the bonds,
the lowest long-term rate the Authority has ever
attained. Accessing the market at a favorable interest
rate saves an estimated $43.4 million in debt service
cost over the 30-year term of the bonds.

The bond sale’s advantageous circumstances
were due to several factors, including the Airport
Authority’s careful timing of market entry for the
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sale, pricing during a time when rates were
more attractive, and its strong financial profile as
evidenced by favorable credit ratings for Airport
Authority bonds from the nation’s top three
ratings agencies: Fitch Ratings, Moody’s Investor
Services and Standard & Poor’s.

INTRODUCTORY
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QUIETER HOME PROGRAM GAINS
MOMENTUM

The Airport Authority strives to be a good neighbor
to surrounding communities. In 2017, one of its
most important community programs — the Quieter
Home Program — gained momentum. The Quieter
Home Program provides improvements and
retrofits to homes around SAN to reduce interior
sound levels from overhead planes.

In May 2018, the program began construction on
homes in the Loma Portal, Ocean Beach, Midtown,
South Park and Golden Hill communities. To date,
the Quieter Home Program has treated more than
3,500 homes, providing sound reduction benefits
for nearly 9,000 residents.

RUNWAY REHABILITATION PROJECT
PROVES TO BE EFFICIENT AND
SUSTAINABLE

In addition to the Parking Plaza and new
international arrivals facility, SAN has been working
on several other major capital improvement
projects including runway rehabilitation. In
November 2017, the airport’s single Runway 9-27
was closed from midnight to 5:00 AM to allow
milling, paving, and re-striping activities to occur.
Each night, a 22.5-foot-wide by approximately 2,100-
foot long lane was replaced with new asphalt paving
with the runway being completed in only 74 days.

LETTER OF TRANSMITTAL

In 2018, the Authority will continue its efforts to
rehabilitate its single runway and various taxiways.
Specifically, the current runway lights will be
replaced with energy-saving LED lights, the runway
pavement will be grooved and striped and eight
cross taxiways will be rehabilitated.
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SAN DIEGO INTERNATIONAL AIRPORT
WINS ENVIRONMENTAL
EXCELLENCE AWARD

Two projects at SAN that advance water
conservation and reuse efforts received the
Industrial Environmental Association’s (IEA) 2017
Environmental Excellence Award in October 2017.
SAN’s Terminal 2 Parking Plaza was recognized

for an innovative rainwater capture system. The
airport’s air conditioning condensate collection
system was also recognized.

The new Parking Plaza was designed to capture
100 percent of the rain that falls on the 7.6-

acre structure, routing it into a below-ground
storage system with a capacity of nearly 100,000
gallons. Instead of becoming storm water runoff,
potentially impacting San Diego Bay, the collected

rainwater will be used by the adjacent Central
Utility Plant to help heat and cool the terminals.

The Airport’s Air Conditioning Condensate Capture
and Reuse program saves significant amounts

of water (condensate) that drips from the air
conditioning units of the passenger boarding
bridges. The program has resulted in capturing over
100,000 gallons of clean water annually for reuse
around other areas of the airport facility.

Potential storm water compliance issues have

also been evaded.
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SAN DIEGO INTERNATIONAL AIRPORT
RECOGNIZED FOR ENGAGEMENT IN
CARBON REDUCTION EFFORTS

The Airport Authority’s continuing efforts to reduce
the airport’s carbon footprint have been recognized
by the global agency that enforces carbon standards
for airports worldwide. SAN has been certified at
“Level 3 Optimization,” one of only 10 airports in
North America to achieve this designation or higher
from the Airports Council International’s Airport
Carbon Accreditation (ACA) program. The third-
party verified program is a framework that helps
airports identify, manage, and reduce their

carbon emissions.

Level 3 certification acknowledges that the

airport has gone beyond implementing a carbon
management plan that reduces emissions under

its control; and is now effectively partnering with
airlines, concessions, and ground transportation
operators to help them lower their emissions at the
airport. SAN’s goal is to reach the highest level of
certification, Level 3+ (Carbon Neutrality), by 2022.
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SAN DIEGO INTERNATIONAL AIRPORT
UNVEILS ICONIC DYNAMIC, SOLAR-
POWERED PUBLIC ART INSTALLATION
ON RENTAL CAR CENTER

In September 2017, SAN and artist team Ueberall
International officially unveiled DAZZLE, the
region’s largest high-tech public art installation
spanning the nearly one-third-mile facade of the

airport’s Rental Car Center facing Pacific Highway.
The artwork is named for the military dazzle
camouflage technique used in World War | in
which the outlines of ships would be camouflaged
through the use of stripes and patterns.

The 1,600-foot long digital art installation
features 2,100 e-paper solar-powered panels that
collectively display synchronized animated designs

to include water ripples and dancing snowflakes.
Through the utilization of E Ink technology, the
entire display consumes about as much energy as a
PC computer.

AIRPORT LAUNCHES GREEN
CONCESSIONS PROGRAM

In July 2017, SAN launched the Green Concessions
program, which rewards and recognizes airport
concessionaires that help reduce water and energy
use, minimize waste and educate consumers on
what green business is all about.

The Green Concessions program is designed to help

our concessionaires adopt sustainable business
practices that benefit their individual businesses,
the airport as a whole, and the environment.

LETTER OF TRANSMITTAL

The Authority provides support and assistance to
concessionaires interested in being certified. The
certification is good for a one-year period with the
opportunity for renewal. More than 30 businesses
have been certified as Green Concessions.
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BUDGET PROCESS AND

FINANCIAL PLAN

ACKNOWLEDGEMENTS
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FINANCIAL INFORMATION

Annually, the Airport Authority prepares a five
year capital program budget, an operating budget
for the fiscal year and a conceptual budget for the
next year. The capital program provides for critical
improvements and asset preservation. Security,
environmental remediation, terminal upgrades
and development are the main focus of the capital
program. The budget process begins in the fall with
senior management collaborating with the Board
to update, review and formulate the strategies

and initiatives that drive business performance.
The management team engages in cross-
functional discussions to arrive at key decisions
and agreements. The effort is designed to align
divisional requirements with the Airport Authority’s
overall strategies and initiatives.

The Airport Authority Board sets policy that
provides for appropriate internal controls and
provides oversight to ensure that the assets of the
Airport Authority are protected from loss, theft or
misuse, and to ensure that adequate accounting
data is compiled to allow for preparation of
financial statements in conformity with GAAP.
Internal controls are designed to provide
reasonable, but not absolute assurance that these
objectives are met. The concept of reasonable
assurance recognizes that the cost of a control

should not exceed the benefits likely to be derived,

and the valuation of costs and benefits requires
estimates and judgments by management.
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The Airport Authority completed fiscal year 2018
with operating income (before depreciation)

of $96.7 million. Fiscal year 2018 also grew as
compared to fiscal year 2017, with enplanements
increasing 10.7 percent, total passengers increasing
10.8 percent, and freight and mail tons increasing
1.6 percent. The accompanying Management’s
Discussion and Analysis provides a detailed
narrative overview.
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The preparation of the Comprehensive Annual
Financial Report was made possible by the
dedicated service and efforts of the Airport
Authority’s Accounting, Financial Management, and
Media and Public Relations. We wish to express
our sincere appreciation for their dedication to
ensure fiscal transparency and accountability

and to maintain and present the Airport
Authority’s financial statements in conformance
with the highest professional standards.

Respectfully submitted,

Kimberly J. Becker

President | Chief Executive Officer

ke D et
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Finally we would like to thank members of the
Airport Authority Board for their continued
leadership, guidance and support towards

the execution of our Mission to plan for and
provide air transportation services to the

region with safe, effective facilities that exceed
customer expectations. We are committed

to operating San Diego’s air transportation
gateways in a manner that promotes the region’s
prosperity and protects its quality of life.

Scott Brickner, CPA

Vice President | Chief Financial Officer
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ORGANIZATION CHART

AUTHORITY BOARD MEMBERS

AND EXECUTIVE STAFF

AS OF JUNE 30, 2018

SAN DIEGO COUNTY REGIONAL
AIRPORT AUTHORITY BOARD

General Counsel

President/

Chief Auditor

Chief Executive Officer

Development Division
Vice President/
Chief Development Officer

Airport Design &
Construction

Facilities Development

Planning &
Environmental Affairs

Finance Division
Vice President/
Chief Financial Officer

Accounting

Airline Relations

Finance & Risk Management

Information &
Technology Services

Procurement
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Operations Division
Vice President/
Chief Operating Officer

Airside & Terminal
Operations

Aviation Security &
Public Safety

Facilities Management

Ground Transportation

Media & Public Relations

Inter-Governmental
Relations

Board Services

Revenue Management
& Innovation Division
Vice President/
Chief Revenue Officer

Marketing, Arts &
Air Service Development

Innovation &
Business Development

Revenue Management

Small Business Development £

Talent, Culture & Capability

Strategy & Policy
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AIRPORT AUTHORITY BOARD

EXECUTIVE COMMITTEE MEMBERS:
C. APRIL BOLING, BOARD CHAIRMAN
PAUL ROBINSON, VICE CHAIR
MICHAEL SCHUMACHER

EX-OFFICIO MEMBERS
TIM GUBBINS

GENERAL MEMBERS:
GREG COX

JIM DESMOND

MARK KERSEY
ROBERT T. LLOYD
JOHANNA SCHIAVONI
MARK B. WEST

JACQUELINE WONG-HERNANDEZ
COLONEL JASON G. WOODWORTH

EXECUTIVE STAFF

KIMBERLY J. BECKER, PRESIDENT/CHIEF EXECUTIVE OFFICER
SCOTT BRICKNER, VICE PRESIDENT/CHIEF FINANCIAL OFFICER
ANGELA SHAFER-PAYNE, vIcE PRESIDENT/CHIEF OPERATING OFFICER
DENNIS PROBST, viCcE PRESIDENT/CHIEF DEVELOPMENT OFFICER

AMY GONZALEZ, GENERAL COUNSEL

LEE PARRAVANO, cHIerF AuDITOR
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GFOA CERTIFICATE
OF ACHIEVEMENT
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The Government Finance Officers Association of

the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial
Reporting to the San Diego County Regional Airport
Authority (California) for its Comprehensive Annual
Financial Report for the fiscal year ended June 30,
2017. This is the fifteenth consecutive year that the
Airport Authority has achieved this prestigious award.
In order to be awarded a Certificate of Achievement,
a government must publish an easily readable and
efficiently organized Comprehensive Annual Financial
Report. This report must satisfy both generally
accepted accounting principles and applicable

legal requirements.

A Certificate of Achievement is valid for a period of
one year only. We believe that our current
Comprehensive Annual Financial Report continues
to meet the Certificate of Achievement Program’s
requirements and we are submitting it to the GFOA

to determine its eligibility for another certificate.
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INDEPENDENT

AUDITOR’S REPORT

INDEPENDENT AUDITOR’S
REPORT (CONT.)

2 - SAN DIEGO COUNTY REGIONAL AIRPORT AUTHORITY

Independent Auditor's Report

To the Members of the Board
San Diego County Regional Airport Authority
San Diego, CA

We have audited the accompanying financial statements of the San Diego County Regional Airport Authority (Airport
Authority) as of and for the years ended June 30, 2018 and 2017, and the related notes to the financial statements,
which collectively comprise the Airport Authority’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
accounting principles generally accepted in the United States of America; this includes the design, implementation
and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are
free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our
audits in accordance with auditing standards generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of
material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the entity’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion.
An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial
statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Praxi ;__|_.{:

FINANCIAL | 2

SECTION

VA28 T Dalles Farkasay, Sude 1100 | Dallas, T8 7957542941
GiFAs & Advisors B3 00, B3AT | Fad TT2. 2047 | Bhd.caf

To the Members of the Board
San Diego County Regional Airport Authority

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of the Airport Authority as of June 30, 2018 and 2017, and the changes in its financial position and its cash flows for
the years then ended in accordance with accounting principles generally accepted in the United States of America.

Emphasis of Matter

As discussed in Note 1 to the financial statements, in 2018, the Airport Authority changed its method of accounting for
postemployment benefits other than pensions (OPEB) with the adoption of Governmental Accounting Standards
Board Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions.
QOur opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

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

Other Information

Our audit was conducted for the purpose of forming an opinion on the basic financial statements as a whole. The
Introductory and Statistical Sections listed in the table of contents are presented for purposes of additional analysis
and are not a required part of the basic financial statements. Such information has not been subjected to the auditing
procedures applied in the audit of the basic financial statements, and accordingly, we do not express an opinion or
provide any assurance on it.

BED P

Dallas, Texas
October 17, 2018
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MANAGEMENT’S DISCUSSION AND ANALYSIS

For The Period July 1, 2017 to June 30, 2018

The San Diego County Regional Airport Authority
(Airport Authority) was established on January

1, 2002, as an independent agency. On January
1, 2003, the operations and assets of San Diego
International Airport (SDIA) transferred from the
San Diego Unified Port District (District) to the
Airport Authority.

The Airport Authority is a self-sustaining entity
receiving most of its revenues through user fees
and rents from airline and non-airline business
partners operating at SDIA. Since the Airport

Authority is not funded by tax revenues, accounts
are maintained in an enterprise fund on the accrual
basis of accounting. Under accrual accounting,
revenues are recognized as soon as they are
earned, and expenses are recognized as soon as

a liability is incurred, regardless of the timing of
related cash inflows and outflows. Users of SDIA’s
facilities provide most of the revenues to operate,
maintain, and acquire necessary services

and facilities.

SAN DIEGO COUNTY REGIONAL

AIRPORT AUTHORITY

INTRODUCTION

HISTORY OF OWNERSHIP

The public policy decision to transfer
responsibility for SDIA from the District to the
newly created Airport Authority emanated

from recommendations made by the San Diego
Regional Efficiency Commission (Commission). The
Commission was established to evaluate regional
governance in San Diego County and report
recommended improvement measures to the
California State Legislature.

Because of the significant regional consequences

of airport development and operations, the
Commission concluded that a regional decision-
making process should address the future
development of airport facilities in San Diego
County. In October 2001, the enabling legislation,
Assembly Bill 93 (AB 93) established the composition
and jurisdiction of the Airport Authority’s governing
body in a manner that is designed to reflect the
collective interests of the entire San Diego region.

LEGISLATIVE BACKGROUND

AB 93 was signed into California State law in
October 2001. The Act established the Airport
Authority on January 1, 2002, as a local agency of
regional government with jurisdiction throughout
the County of San Diego. Subsequent legislative
changes to AB 93 were introduced and passed in
California Senate Bill 1896 (Act). The amendment
addresses several points pertaining to the transfer
of aviation employees, date of transfer, property
leases, property acquisition and purchase of
services from the District.

On January 1, 2008, Senate Bill 10 (SB 10), the
San Diego County Regional Airport Authority
Reform Act, was enacted into law expanding
the responsibilities of the Airport Authority. The

MANAGEMENT'S DISCUSSION & ANALYSIS

Airport Authority is vested with five principal

responsibilities:

1. Operation of SDIA;

2. Planning and operation of any future airport
that could be developed as a supplement or
replacement to SDIA;

3. Development of comprehensive airport land
use plans for the airports in the county;

4. Serving as the region’s Airport Land Use
Commission; and

5. Inaccordance with SB 10, preparing a Regional
Aviation Strategic Plan (completed in fiscal
year 2011).

SAN DIEGO COUNTY REGIONAL AIRPORT AUTHORITY - 5
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AIRPORT ACTIVITIES HIGHLIGHTS In August 2013, Assembly Bill 1058 was signed into law. This bill made minor clarifying and technical
(20716 - 2018) changes to the Airport Authority Act.

AIRPORT ACTIVITIES HIGHLIGHTS (2016 — 2018)

The Airport Authority experienced continued growth during the current and prior two fiscal years.
This follows the overall trend of healthy growth in the airport industry over the last several years as
improving economic conditions fuel demand for airport services.

The changes in the SDIA’s major activities for the three years are as follows:

FY 2016 FY 2017 FY 2018

Enplaned passengers 10,206,222 10,596,483 11,728,880

% increase 5.1% 3.8% 10.7%
Total passengers 20,397,170 21,140,067 23,431,340

% increase 5.1% 3.6% 10.8%
Aircraft operations 193,451 201,011 218,671

% increase (0.9%) 3.9% 8.8%
Freight and mail (in tons) 185,655 188,607 191,550

% increase 3.9% 1.6% 1.6%
Landed weight (in thousands) 12,048 12,616 13,781

% increase 4.6% 4.7% 9.2% The metric ‘Changes in Net Position’ is an indicator 2016, was followed by a slight 0.9 percent increase STATEMENT OF REVENUES,

of whether the Airport Authority’s overall financial ~ in 2017, and was followed by a larger increase of EXPENSES AND CHANGES IN

Overall, the strong economy is reflected in the FY freight and mail tons increased by 1.6 percent. New c‘ondition has impr.oyed‘or deteriorated during th‘e 3.4 percent in 2018. NET POSITION (IN THOUSANDS)
2018 Airport Activities results at SDIA. There was a  airline routes also factored into the sizable fiscal year. Net position increased by 4.5 percent in
substantial increase in enplaned passengers in increases of aircraft operations and landed weight.

Following is a summary of the statements of revenues, expenses and changes in net position (in thousands):
fiscal year 2018 of 10.7 percent. Additionally,

FY 2016 FY 2017 FY 2018
e Operating revenues $ 23399 $ 248,847 $ 265,830
LA Bt T T Operating expenses (241,429) (258,954) (274,652)
5 = " T A .
Pt ;j;:;::;;,‘,ﬁ::;.:'t:'.ﬂ” ot Nonoperating revenues, net 31,933 15,428 21,528
R e ) I';:l'"'"""‘ Wiis Capital contributions and grants 10,477 1,904 13,328
Increase in net position 34,975 7,225 26,034
Net position, beginning of year 742,741 775,949 783,174
Prior-period adjustment (1,767) - 717
‘ Net position, end of year $ 775,949 $ 783,174  $ 809,925
\ | =
g
=3
= - Detailed descriptions of the components in fiscal years 2016 and 2018 respectively. The
_:—'3-_ of operating revenues and expenses, and cumulative changes in accounting for pension and
E nonoperating revenues and expenses are described  postretirement benefit liabilities are reflected in

in the sections that follow. The implementation of these adjustments.
GASB 68 and 75 caused prior-period adjustments

]

v
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OPERATING REVENUES
(IN THOUSANDS)

From 2017 to 2018

8 - SAN DIEGO COUNTY REGIONAL AIRPORT AUTHORITY

Increase
FY 2017 FY 2018 (Decrease) % Change
Airline revenue:
Landing fees $ 24,612 $ 23,900 $ (712) (2.9%)
Aircraft parking fees 2,927 3,236 309 10.6%
Building rentals 56,575 62,241 5,666 10.0%
Security surcharge 29,468 32,303 2,835 9.6%
Other aviation revenue 2,799 1,477 (1,322) (47.2%)
Total airline revenue 116,381 123,157 6,776 5.8%
Concession revenue 61,256 65,610 4,354 7.1%
Parking and ground transportation revenue 49,407 53,254 3,847 7.8%
Ground and non-airline terminal rentals 20,053 22,109 2,056 10.3%
Other operating revenue 1,750 1,701 (49) (2.8%)
Total operating revenue $ 248,847 $ 265,831 $ 16,984 6.8%
From 2016 to 2017
Increase
FY 2016 FY 2017 (Decrease) % Change
Airline revenue:
Landing fees $ 23,985 $% 24,612 $ 627 2.6%
Aircraft parking fees 2,701 2,927 226 8.4%
Building rentals 51,273 56,575 5,302 10.3%
Security surcharge 29,223 29,468 245 0.8%
Other aviation revenue 5,023 2,799 (2,224) (44.3%)
Total airline revenue 112,205 116,381 4,176 3.7%
Concession revenue 56,274 61,256 4,982 8.9%
Parking and ground transportation revenue 48,106 49,407 1,301 2.7%
Ground and non-airline terminal rentals 16,226 20,053 3,827 23.6%
Other operating revenue 1,183 1,750 567 47.9%
Total operating revenue $ 233,994 $ 248,847 $ 14,853 6.3%

FINANCIAL 2
SECTION

FISCAL YEAR 2018 COMPARED TO 2017:

Total airline revenues increased by $6.8 million,

or 5.8 percent, primarily due to an increased

cost recovery for the airlines which was higher in
fiscal year 2018, compared to 2017. Landing fees
decreased by $712 thousand or 2.9 percent due to
airfield-related cost savings. Aircraft parking fees
increased by $309 thousand or 10.6 percent due
to additional overnight aircraft parking positions.
Building rentals increased by $5.7 million or 10.0
percent due to increased cost recovery from airline
rents. Security surcharge increased by $2.8 million
or 9.6 percent, primarily due to increased terminal
security charges. Other aviation revenue decreased
by $1.3 million or 47.2 percent, mostly due to
common use cost recovery charges. Concession
revenue increased by $4.4 million or 7.1 percent,
reflecting increased enplanements. Parking and
ground transportation increased by $3.8 million

or 7.8 percent, due to higher enplanements and
higher trip fees from transportation network
companies. Ground and non-airline terminal
rentals increased by $2.1 million or 10.3 percent.
This increase was primarily due to fuel facility
rentals, and scheduled rent increases.

FISCAL YEAR 2017 COMPARED TO 2016:

Total airline revenues increased by $4.2 million, or
3.7 percent, primarily due to an increased cost
recovery from the airlines which was higher in fiscal
year 2017, compared to 2016. Landing fees
increased by $627 thousand or 2.6 percent due to
increased airfield operating costs and new capital
projects. Aircraft parking fees increased by $226
thousand or 8.4 percent, due to increased airfield-
related costs. Building rentals increased by $5.3
million or 10.3 percent due to higher terminal
maintenance costs and changes in rentable square
footage. Security surcharge increased slightly by
$245 thousand or .8 percent, partially due to
increased security checkpoint expenses and
increased security equipment costs. Concession
revenue increased by $5.0 million or 8.9 percent,
reflecting higher sales per enplaned passenger.
Parking and ground transportation increased by
$1.3 million or 2.7 percent, due to higher

MANAGEMENT'S DISCUSSION & ANALYSIS

enplanements, valet parking revenue, and permits. OPERATING REVENUES
Ground non-airline terminal rentals increased by (CO NTINUE D)
$3.8 million or 23.6 percent, due in part to new

non-tenant agreements and increased Fixed Base
Operator rents. Other operating revenue increased
by $567 thousand or 47.9 percent, primarily due to
higher landing fees at the Fixed Base Operator, and
higher fees for miscellaneous services.

SAN DIEGO COUNTY REGIONAL AIRPORT AUTHORITY
FISCAL YEAR ENDED JUNE 30, 2018 | OPERATING REVENUES

Concession revenue
25%
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OPERATING EXPENSES
(IN THOUSANDS)

Salaries and benefits
Contractual services
Safety and security
Space rental
Utilities
Maintenance
Equipment and systems
Materials and supplies
Insurance
Employee development and support
Business development
Equipment rentals and repairs
Total operating expenses before
depreciation

Depreciation

Total operating expense

Salaries and benefits
Contractual services
Safety and security
Space rental
Utilities
Maintenance
Equipment and systems
Materials and supplies
Insurance
Employee development and support
Business development
Equipment rentals and repairs
Total operating expenses before
depreciation

Depreciation

Total operating expense

10 - SAN DIEGO COUNTY REGIONAL AIRPORT AUTHORITY

From 2017 to 2018

Increase
FY 2017 FY 2018 (Decrease) % Change
46,874  $ 47,866 $ 992 2.1%
44,372 45,249 877 2.0%
28,422 30,733 2,311 8.1%
10,190 10,190 - 0.0%
10,736 12,509 1,773 16.5%
14,270 12,603 (1,667) (11.7%)
506 598 92 18.2%
611 656 45 7.4%
956 1,098 142 14.9%
1,347 1,248 (99) (7.3%)
2,347 3,246 899 38.3%
3,095 3,124 29 0.9%
163,726 169,120 5,394 3.3%
95,229 105,532 10,303 10.8%
258,955 $ 274,652 % 15,697 6.1%
From 2016 to 2017
Increase
FY 2016 FY 2017 (Decrease) % Change
42,025 $ 46,874 % 4,849 11.5%
38,215 44,372 6,157 16.1%
28,721 28,422 (299) (1.0%)
10,367 10,190 (177) (1.7%)
11,480 10,736 (744) (6.5%)
14,122 14,270 148 1.0%
708 506 (202) (28.5%)
536 611 75 14.0%
950 956 6 0.6%
1,242 1,347 105 8.5%
2,390 2,347 (43) (1.8%)
2,852 3,095 243 8.5%
153,608 163,726 10,118 6.6%
87,821 95,229 7,408 8.4%
241,429 $ 258,955 $ 17,526 7.3%
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FISCAL YEAR 2018 COMPARED TO 2017:

Total fiscal year 2018 operating expenses increased
by $15.7 million or 6.1 percent. Salaries and benefits
increased by $992 thousand or 2.1 percent, due to
planned wage and benefit increases. Contractual
services increased by $877 thousand or 2.0 percent,
mainly due to higher expenses in custodial services.
Safety and security increased by $2.3 million or 8.1
percent due to higher law enforcement and
emergency services costs. Utilities increased by $1.8
million or 16.5 percent, due to higher usage as a
result of the increase in total passengers. Equipment
and systems increased by $92 thousand or 18.2
percent, mainly due to additional computer
equipment and licenses. Insurance increased by
$142 thousand or 14.9 percent, primarily due to
higher coverage costs of various policies. Business
development increased by $899 thousand or 38.3
percent, mainly due to community outreach.
Depreciation increased by $10.3 million or 10.8
percent, due to the Parking Plaza and international
passenger area (FIS) being placed in service.

Offsetting this increase in operating expenses was
the following decrease: Maintenance expenses
decreased $1.7 million, or 11.7 percent, due in part
to lower electrical and HVAC maintenance

contract costs.

FISCAL YEAR 2017 COMPARED TO 2016:

Total fiscal year 2017 operating expenses increased
by $17.5 million or 7.3 percent. Salaries and benefits
increased by $4.8 million or 11.5 percent, due to a
GASB 68 valuation adjustment and planned wage
and benefit increases. Contractual services
increased by $6.2 million or 16.1 percent, mainly
due to higher expenses in parking, noise
monitoring, and a full year of Rental Car Center
bussing. Maintenance expenses increased $148
thousand, or 1.0 percent, due to slightly higher
major maintenance projects. Materials and supplies
increased $75 thousand or 14.0 percent, partly due
to higher maintenance and safety expenditures.
Employee development and support increased by
$105 thousand or 8.5 per