

















































































































































































































































































































































































































JEFFERSON COUNTY COMMISSION
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2008

NOTE V - SUBSEQUENT EVENTS - Continued

July 6, 2009 - The July 6, 2009, Material Event Notice disclosed that on July 1, 2009.
debt service payments on certain of the Warrants were due. The Trustee applied net
sewer revenues from the Commission to the payment of all interest due on the Warrants
on such date. Certain Warrants have been purchased by a Liquidity Provider pursuant to
a Liquidity Facility and are insured by a bond insurance policy issued by FGIC. Such
FGIC-insured Warrants were called for redemption on July 1. 2009, pursuant to the
accelerated amortization provision of such Liquidity Facility and were paid from a draw
on the FGIC bond insurance policy insuring the payment of such Warrants because the
Commission’s net sewer revenues were not sufficient to make such payment. Certain
other Warrants have been purchased by other Liquidity Providers pursuant to Liquidity
Facilitics and are insured by bond insurance policies issued by Syncora. Such Syncora-
insured Warrants were called for redemption in part on July 1, 2009, pursuant to the
accelerated amortization provisions of such Liquidity Facilities. Syncora has suspended
payment on its insurance policies, and the Commission’s net sewer revenues were not
sufficient to redeem the Syncora-insured Warrants. As a result, the $46,056 aggregate
principal amount of Syncora-insured Warrants called for redemption on July 1, 2009, was
not paid by either the Commission or Syncora.

As described in Prior Notices, the Commission entered into a scparate Forbearance
Agrecment and Reservation of Rights, dated as of March 31, 2008, with cach of the
Liquidity Providers providing Liquidity Facilitics with respect to Variable Rate Demand
Warrants. Each of the Liquidity Providers subsequently agreed to extensions of the
forbearance period through June 30, 2009. By letter dated June 30, 2009, JPMorgan
Chase Bank, in its capacity as a Liquidity Provider, further extended the forbearance
period with regard to the Variable Ratc Demand Warrants purchased by it pursuant to its
Liquidity Facilities. The letter provides that it is not JPMorgan Chase Bank's current
intent to exercise its rights and remedies prior to July 31, 2009. The other Liquidity
Providers elected not to extend their forbearance beyond June 30. 2009, and the Liquidity
Facility Forbcarance Agreements with such Liquidity Providers expired on such date.
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Each of these counterparties subsequently agreed to extensions of the forbearance period
with regard to its interest rate swap transactions through June 30, 2009. By letter dated
June 30, 2009, JPMorgan Chase Bank and Bear Stearns Capital Markets. Inc. further
extended the forbearance period with regard to their interest rate swap transactions. The
letters provide that it is not JPMorgan Chase Bank's or Bear Stearns Capital Markets,
Inc.'s current intent to exercise their rights and remedies prior to July 31, 2009. Bank of
America elected not to extend its forbearance beyond June 30, 2009, and the Swap
Forbearance Agreement with Bank of America expired on such date. A Swap
Forbcarance Agreement with Lehman Brothers Special Financing, Inc. expired on
November 17, 2008. The lien on the net revenues from the Commission's scwer system
securing the Commission's obligations to the counterparties is described in Prior Notices.

On May 11, 2009, the long-term insured rating assigned to those Warrants insured by
AGM was reduced from “AAA” to “AA+" by Fitch in conjunction with the
corresponding reduction in such rating agency’s financial strength and financial
enhancement rating of AGM.

August 24, 2009 - The August 24, 2009, Material Event Notice disclosed that on
August 3, 2009, S&P corrected its long-term insured rating on the FGIC insured
Series 1997-A, Serics 2001-A, Series 2003-B-1-A through Series 2003-B-1-E and
Series 2003-C-1 through Series 2003-C-8 Warrants by a reduction from “CCC-" to “C.”
Likewise, on August 3, 2009, S&P corrected its long-term insured rating on the
Scries 2003-B-2 through Series 2003-B-7 Warrants insured by Syncora by a reduction
from “CC-"to “D.”

On September 16, 2008, the Trustee, at the direction of FGIC and Syncora, filed a lawsuit
in the United States District Court, Northern District of Alabama against the Commission
seeking. among other relief, the appointment of a receiver over the Jefferson Commission
sewer system. On July 6, 2009, the District Court entered an order administratively
terminating the Trustce’s motion for the appointment of a receiver and stayed all
proceedings on the Trustee’s claims pending resolution of the receiver request in State
court. On August 3, 2009, the Trustee, on behalf of the bondholders, filed suit against the
Commission in the Circuit Court of Jefferson County seeking the appointment of a
receiver and a court order requiring the Commission to raise sewer rates and impose
additional user charges and fees to pay bondholders. The Commission opposed the
appointment of a receiver and the other relief requested in the lawsuit.
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October 26, 2009 - The October 26 2009, Material Event Notice disclosed that on
October 1, 2009, debt service payments on certain of the Warrants were due. The
Commission’s net sewer revenues provided to the Trustee were sufficient for payment of
all interest due on the Warrants on such date. Certain other Warrants have been
purchased by other Liquidity Providers pursuant to Liquidity Facilities and are insured by
bond insurance policies issued by Syncora. Such Syncora-insured Warrants were called
for redemption in part on October 1, 2009, pursuant to the accelerated amortization
provisions of such Liquidity Facilities. Syncora has suspended payment on its insurance
policies, and the Commission’s net sewer revenues were not sufficient to redeem the
Syncora-insured Warrants. As a result, the $46,061 aggregate principal amount of
Syncora-insured Warrants called for redemption on October 1, 2009, was not paid by
either the Commission or Syncora.

On October 12, 2009, the long-term insured rating assigned to those Warrants insured by
AGM was reduced from “AA” to “AA-” by Fitch in conjunction with the corresponding
reduction in such rating agency’s strength and financial enhancement rating of AGM.

February 3, 2010 - The Trustee delivered a Notice of Default to the Commission dated
February 3, 2010 pursuant to Section 13.lc of the Indenture. The Trustee issued a
demand for the Commission to cure its covenant defaults and the Events of Default which
continue unabated. The Trustee notified the Commission of failure to comply with
Sections 11.3 and 11.11 for failure to restore the Reserve Fund to the Reserve Fund
Requirement; failure to comply with Section 12.2 and to furnish the audit within 180
days of year end; failure to comply with Section 12.5 to increase the rates and charges to
comply with the Rate Covenant on January 1, 2010 and the continuation of other notices
given on March 24, 2009, February 17, 2009, December 19, 2008, October 15, 2008 and
September 2, 2008 (as discussed above and in Note J).

March 3, 2010 - The March 3, 2010, Material Event Notice disclosed that on
February 24, 2010, the long-term insured rating assigned to those Warrants insured by
AGM was withdrawn by Fitch at the request of Assured Guaranty Ltd., AGM’s parent
company.

October 4, 2010 - The October 4, 2010, Material Event Notice disclosed that on
October 1, 2010, debt service payments on certain of the Warrants were due. The
Commission’s net sewer revenues provided to the Trustee were sufficient for payment of
all interest due on the Warrants on such date.
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Certain other Warrants have been purchased by other Liquidity Providers pursuant to
Liquidity Facilities and are insured by bond insurance policies issued by Syncora. Such
Syncora-insured Warrants were called for redemption in part on October 1, 2010,
pursuant to the accelerated amortization provisions of such Liquidity Facilities. Syncora
has suspended payment on its insurance policies. and the Commission’s net sewer
revenues were not sufficient to redeem the Syncora-insured Warrants. As a result, the
$46,061 aggregate principal amount of Syncora-insured Warrants called for redemption
on October 1, 2010, was not paid by either the County or Syncora. On September 22.
2010, the Circuit Court entered an order granting the Trustec's request for the
appointment of a receiver regarding the suit styled The Bank of New York Mellon, as
Indenture Trustee v. Jefferson County, Alabama, et al., 01-CV-2009-002318.

November 1, 2010 - The November 1, 2010, Material Event Notice disclosed that on
October 25, 2010, the long-term insured rating assigned to those Warrants insured by
AGM was reduced from “AAA” to “AA+” by S&P in conjunction with the
corresponding reduction in such rating agency’s financial strength and financial
enhancement rating of AGM.

Warrant Events of Default

As discussed above, the Trustee has delivered several Notices of Default to the
Commission, which have become Events of Default, as defined by the Indenture, when
not cured within the 30-day time period. As a result, substantially all of the Sewer
Revenue Warrants are currently in default.

Warrant Repayments Subsequent to Year End

In connection with scheduled maturitics and certain forbearance agrcements entered into
with the banks and liquidity providers, as discussed above, the Commission has made
payments on various warrants totaling approximately $86,275 from September 30, 2008
through September 30, 2009. Certain additional payments totaling approximately
$239,654 were made by the bond insurers (FGIC and Syncora).

The Commission has also made agreed upon intcrest payments in connection with the
extension of certain forbearance agreements related to the warrants outstanding
subsequent to year end. In certain cases, part of the interest payments was madc by the
bond insurers on behalf of the Commission. Any remaining balance due will be payable
within a few days of the expiration of such agreements.
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Notice of Issuer Event of Default on Repurchase Agreement

The Commission held an Investment Repurchase Agreement (the Agrecment) dated
March 1997 with The Bank of New York Mellon (the Trustee), Wells Fargo Bank (as
Custodian) and Bayerische Landesbank through its New York Branch (the Seller). The
Seller notified the Commission on October 16, 2008. that an event of default had
occurred under the Agreement pursuant to Section 11.2(c) and dcclared an immediate
repurchase date for all remaining securities held in the custody account. As a result. the
repurchase agreement with an initial contract amount of $54,095 (discussed further in
Note D to the financial statements) was terminated and repaid.

Reduction in Restricted Cash Balances

Payments have been made from restricted cash accounts held by the Trustee subsequent
to year end for sewer improvements or debt service on the warrants (principal or interest).
Such restricted cash accounts had a balance of $187,779 as of September 30, 2008.

GOVERNMENTAL ACTIVITIES (amounts in thousands)

General Obligation Warrants, Limited Obligation School Warrants and Lease Revenue
Warrants

As of September 30, 2008, the Commission has outstanding $28,185 aggregate principal
of its General Obligation Warrants, Series 2001-A, $120,000 aggregate principal of its
General Obligation Warrants, Series 2001-B (Variable Rate Warrants), $56,310
aggregate principal of its General Obligation Warrants, Series 2003-A, $51,020 aggregate
principal of its General Obligation Warrants, Series 2004-A, $607.115 aggregate
principal of its Limited Obligation School Warrants, Series 2004-A (together, the Fixed
Rate Warrants), $318,500 of its Limited Obligation School Warrants, Series 2005-A
($159,250 of Auction Rate Warrants) and 2005-B ($159,250 of Variable Rate Warrants)
and $85,755 of its Lease Revenue Warrants, Series 2006.

Material Events Notices

October 6, 2008 - The October 6, 2008, Material Event Notice disclosed the extension of
the Forbearancc Agreement dated September 15, 2008, related to the General Obligation
Warrants, Serics 2001-B. On September 30, 2008, the Commission entered into a
scparate letter agreement with each of the Liquidity Providers which further extended the
forbearance period until October 8, 2008.
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October 9, 2008 - The October 9, 2008, Material Event Notice disclosed the extension of
the Forbearance Agreement dated September 15, 2008 (discussed above), for the General
Obligation Warrants, Series 2001-B. On October 8, 2008, the Commission entered into a
separate letter agreement with each of the Liquidity Providers which further extended the
forbearance period until October 31, 2008.

November 10, 2008 - The November 10, 2008, Material Event Notice disclosed rating
downgrades on the long-term ratings on the General Obligation Warrants, Series 2001-B,
and Lease Revenue Warrants, Series 2006, insured by Ambac reduced by Moody’s from
‘Aa3’ to ‘Baal’ and insured by National (formerly known as MBIA) reduced by
Moody’s from ‘A2’ to ‘Baal’ in conjunction with the corresponding reduction of the
agency’s financial strength and financial enhancement ratings. Fitch withdrew its long-
term insured ratings assigned to the National (formerly known as MBIA), and Ambac
insured warrants on June 26, 2008.

November 10, 2008 - The November 10, 2008, Material Event Notice disclosed the
separate letter agreement extending the Forbearance Agreement dated September 22,
2008, related to the General Obligation Warrants, Series 2001-B. On October 30, 2008,
the Commission made a partial payment of the amounts due to the Liquidity Providers of
$10,000 in connection with the execution of a letter agreement with the Liquidity
Providers which further extended the forbearance period to January 15, 2009.

December 8, 2008 - The December 8, 2008, Material Event Notices disclosed a ratings
downgrade related to the General Obligation Warrants, Series 2001-A, Series 2003-A and
Series 2004-A, Limited Obligation School Warrants, Series 2005-A and Series 2005-B.
and Lease Revenue Warrants, Series 2006. On November 19, 2008, the long-term
insured ratings assigned to the Ambac and National (formerly known as MBIA) insured
Warrants related to the General Obligation Warrants, Series 2001-A, Series 2003-A and
Series 2004-A, Limited Obligation School Warrants, Series 2005-A and Series 2005-B,
and Lease Revenue Warrants, Series 2006, by S&P were reduced from ‘AA’ to ‘A’ in
conjunction with the corresponding reduction in such rating agency’s financial strength
and financial enhancement rating of Ambac.
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January 15, 2009 - The January 15, 2009, Material Event Notice disclosed the separate
letter agreement extending the Forbearance Agreement dated September 22, 2008, related
to the General Obligation Warrants, Series 2001-B. On January 15, 2009, the
Commission made a partial payment of the amounts due to the Liquidity Providers of
$5,000 in connection with the execution of a letter agreement with the Liquidity
Providers which further extended the forbearance period to March 12, 20009.

March 17, 2009 - The March 17, 2009, Material Event Notice disclosed the separate
letter agreement extending the Forbearance Agreement dated September 22, 2008, related
to the General Obligation Warrants, Series 2001-B. On March 12, 2009, the Commission
executed a letter agreement with the Liquidity Providers which further extended the
forbearance period to June 20, 2009.

May 4, 2009 - The May 4, 2009, Material Event Notices disclosed a ratings downgrade
related to the General Obligation Warrants, Series 2001-A, Series 2003-A and
Series 2004-A, Limited Obligation School Warrants, Series 2005-A and Series 2005-B,
and Lease Revenue Warrants, Series 2006. On April 13, 2009, the long-term insured
rating assigned by Moody’s to the Ambac insured Warrants was reduced from “Baal” to
“Ba3” in conjunction with the corresponding reduction in such rating agency’s financial
strength and financial enhancement ratings of Ambac. On April 28, 2009, the underlying
rating assigned to the Warrants by Moody’s was reduced from “B3” to “Caal.”

July 20, 2009 - The July 20, 2009, Material Event Notices disclosed a ratings downgrade
related to the General Obligation Warrants, Series 2001-A, Series 2003-A and
Series 2004-A, Limited Obligation School Warrants, Series 2005-A and Series 2005-B,
and Lease Revenue Warrants, Series 2006. On June 5, 2009, the long-term insured rating
assigned to the National insured Warrants, related to the General Obligation Warrants,
Series 2003-A and Series 2004-A, was reduced from “AA-" to “A” in conjunction with
the corresponding reduction in such rating agency’s financial strength and financial
enhancement rating of National.

On June 24, 2009, the long-term insured rating assigned to the Ambac insured Warrants,
related to the General Obligation Warrants, Series 2001-A, Limited Obligation School
Warrants, Series 2005-A and Series 2005-B, and the Lease Revenue Warrants 2006, by
S&P was reduced from “A” to “BBB” in conjunction with the corresponding reduction in
such rating agency’s financial strength and financial enhancement rating of Ambac.
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August 24, 2009 - The August 24, 2009, Material Event Notice disclosed the separate
letter agreement extending the Forbearance Agreement dated September 15, 2008, related
to the General Obligation Warrants, Series 2001-B. On August 18, 2009, the Liquidity
Provider further extended the forbearance period to September 14, 2009. On July 29,
2009, the long-term insured rating assigned to the Ambac insured Warrants, related to the
General Obligation Warrants, Series 2001-A, Limited Obligation School Warrants,
Series 2005-A and Series 2005-B, and the Lease Revenue Warrants, Series 2006, by
Moody’s was reduced from “Ba3” to “Caa2” in conjunction with the corresponding
reduction in such rating agency’s financial strength and financial enhancement rating of
Ambac.

In addition, the Trustee delivered a Notice of Default to the Commission by letter dated
July 30, 2009 stating that a payment event of default occurred due to the Commission’s
failure to pay $19,790 in accelerated principal installments on the General Obligation
Warrants, Series 2001-B.

The August 24, 2009, Material Event Notice disclosed a Notice of Default, dated July 30,
2009 received from The Bank of New York Mellon (as Indenturc Trustee) for the
General Obligation Warrants, Series 2001-B. The Notice of Default states that Events of
Default have occurred under the Indenture due to the Commission’s failure to pay
$19,790,000 in principal installments due on the Series 2001-B Warrants called for
redemption pursuant to the terms of (i) the Indenture and (ii) a Standby Warrant Purchase
Agreement dated as of July 1, 2001 between the Commission, JPMorgan Chase Bank,
Bayerische Landesbank and the Trustee.

February 4, 2010 - The Trustce delivered a Notice of Default to the Commission dated
December 28, 2009 pursuant to Section 17.1(b) of the Indenture for the Limited
Obligation School Warrants, Series 2004-A, Series 2005-A and Series 2005-B. The
Notice of Default states that the Commission is in violation of certain covenants set forth
in the Indenture and that such covenant defaults will become Events of Default if not
cured within 30 days of the notice date. The Trustee gave notice that a covenant default
has occurred and is continuing as a result of the failure of the Commission to comply
with Section 14.3 and 14.8 of the Indenture that requires the Reserve Fund Requirement
be satisfied, in whole or in part, by depositing with the Trustee a surety bond or insurance
policy that satisfies the requirements specified in Section 14.8.
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Events of Default under the Indenture have occurred and are continuing under Section
13.1(a) of the Indenture as a result from a ratings downgrade of Ambac, the provider of
the surety bond in the face amount of $29,438,296 held by the Trustee as part of the Debt
Service Fund for the Warrants. The Commission has been unable to deliver a
replacement surety bond or letter of credit as required by the Trust Indenture dated
December 1, 2004, as supplemented by thc First Supplemental Indenture dated as of
January 1, 2005, nor has it been able to deposit sufficient cash within the time required to
cure the deficiency in the Reserve Fund Requirement (as defined in the Trust Indenture)
caused by the ratings downgrade of the Surety Bond. A deposit of $3,275,383 was made
to the Reserve Fund on December 21, 2009,

March 31 2010 - The March 31, 2010, Material Event Notice disclosed the Forbearance
Agreement dated September 15, 2008, expired on January 29, 2010, related to the
General Obligation Warrants, Series 2001-B. In addition, the Liquidity Providers
notified the Commission via letter dated March 18, 2010 that additional payment events
of default occurred on March 15, 2009, September 15, 2009, and March 15, 2010. On
March 25, 2010, the long-term insured rating assigned to the Ambac insured Warrants,
related to the General Obligation Warrants, Series 2001-A, Series 2003-A and Series
2004-A, Limited Obligation School Warrants, Series 2005-A and Series 2005-B, and the
Lease Revenue Warrants, Series 2006, by S&P was reduced from “CC” to “R” in
conjunction with the corresponding reduction in such rating agency’s financial strength
and financial enhancement rating of Ambac.

May 6, 2010 - The Commission received a Notice of Default under Standby Warrant
Purchase Agrecment dated May 6, 2010 from Depfa Bank PLC. Depfa Bank became a
holder of approximately $179,750 of tendcred warrants on February 14, 2008 pursuant to
the Standby Warrant Purchase Agreement for the Limited Obligation School Warrants
Series 2005-B. Decpfa Bank claims that the Commission failed to give them priority
regarding certain redemptions of warrants with excess tax proceeds on or about March 1,
2008. Depfa further notes the defaults described in the December 28, 2009 Notice
(discussed above). As a result, Depfa Bank has exercised its right to charge the default
rate of interest as allowed under the Agreement and notified the Commission.

July 15, 2010 - The July 15, 2010, Material Event Notice disclosed a ratings downgrade
related to the General Obligation Warrants, Series 2001-B. On July 6, 2010, the
underlying rating assigned to the General Obligation Warrants, Series 2001-B, by S&P
was withdrawn,
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September 29, 2010 - The September 29, 2010, Material Event Notice disclosed a
payment event of default related to the General Obligation Warrants, Series 2001-B. On
September 15, 2010, General Obligation Warrants, Series 2001-B, were not redeemed by
the Commission, as required under the accelerated redemption provisions of the Standby
Warrant Purchase Agreement.

November 8, 2010 - On November 8, 2010, Ambac Financial Group, Inc. petitioned for
Chapter 11 bankruptcy. Any reorganization would presumably leave the company’s
bond insurance subsidiary, Ambac Assurance Corp., untouched and capable of paying
claims on defaulted municipal bonds.

December 13, 2010 - The December 13, 2010, Material Event Notice disclosed a ratings
downgrade related to the General Obligation Warrants, Series 2001-A, insured by
Ambac. On November 30, 2010, the rating assigned to Ambac by S&P was withdrawn.
Pursuant to S&P’s rating policy, the Ambac insured Warrants arc rated to the higher of
the SPUR or the insurer rating. The current long-term rating assigned by S&P to the
Ambac insured Warrants remains “B” to match the SPUR for those Warrants.

December 13, 2010 - The December 13, 2010, Material Event Notice disclosed a ratings
downgrade related to the Limited Obligation School Warrants, Series 2005-A and Series
2005-B, insured by Ambac. On November 30, 2010, the rating assigned to Ambac by
S&P was withdrawn. Pursuant to S&P’s rating policy, the Ambac insured Warrants are
rated to the higher of the SPUR or the insurer rating. The current long-term rating
assigned by S&P to the Ambac insured Warrants remains “BBB” to match the SPUR for
those Warrants.

December 13, 2010 - The December 13, 2010, Material Event Notice disclosed a ratings
downgrade related to the Lease Revenue Warrants, Series 2006. The Warrants arc
insured by Ambac. On November 30, 2010, the rating assigned to Ambac by S&P was
withdrawn. Pursuant to S&P’s rating policy, the Ambac insured Warrants are rated to the
higher of the SPUR or the insurer rating. The current long-term rating assigned by S&P
to the Ambac insured Warrants remains “B-" to match the SPUR for those Warrants.

Liquidity Facility Forbearance Agreements

As a result of certain Notices of Events of Default which are described in the Material
Event Notices and under the Notice of Event of Default section above, the Liquidity
Providers were allowed to immediately terminate without notice or demand.
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The Commission subsequently entered into separate agrcements with each party to
extend the Forbearance Agreements. The forbearance period expired on June 30, 2009,
for the Series 2002-C-3, 2002-C-4, 2002-C-6, 2002-C-7, 2003-B-2, 2003-B-3, 2003-B-4,
2003-B-5, 2003-B6 and 2003-B-7 warrants. The forbearance period expired on July 31,
2009, for the Series 2002-A and 2002-C-2 warrants. The forbearance period expired on
September 14, 2009, for the GO Series 2001-B warrants.

Warrant Events of Default

As discussed above and in Note J, the Trustee has delivered certain Notices of Default to
the Commission, which have become Events of Default, as defined by the Indenture,
when not cured within the 30-day time period. As a result, the GO Series 2001-B and LO
Series 2004-A, 2005-A and 2005-B arc currently in default.

NOTE W - SIGNIFICANT NEW ACCOUNTING PRONOUNCEMENTS

In June 2004, the GASB issued Statement No. 45, Accounting and Financial Reporting
by Employers for Postemployment Benefits Other Than Pensions, which is effective for
the Commission beginning with the fiscal ycar ended September 30, 2008. This
statement requires that the Commission accrue the cost of the Commission’s retiree
health subsidy and other postemployment benefits (OPEBs) during the period of
employees’ active employment as the benefits are being earned. It requires the unfunded
actuarial accrued liability be disclosed in order to accurately account for the total future
cost of OPEBs and the financial impact on the Commission. The amount of the
additional liability attributable to the Commission has not been determined.

In June 2008, the GASB issued Statement No. 53, Accounting and Financial Reporting
Jor Derivative Instruments, which is effective for the Commission beginning with the
fiscal year ending September 30, 2010. GASB Statement No. 53 requires the fair value
of financial arrangements considered “derivatives” or “derivative instruments” be
reported in the financial statements of state and local governments. The effect of the
implementation of GASB Statement No. 53 on the Commission has not been determined
but, based on the fair values of interest rate swaps as disclosed in Note K, has potential
for significant impact on the Commission’s financial position.
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In February 2009, the GASB issued Statement No. 54, Fund Balance Reporting and
Governmental Fund Type Definitions, which is effective for the Commission beginning
with the fiscal year ending September 30, 2011. GASB Statement No. 54 establishes the
criteria for classifying fund balances into specifically defined classifications and clarifies
definitions for governmental fund types. The statement requires that fund balance
reclassifications made to conform to the provisions of this statement should be applied
retroactively by restating fund balance for all prior periods presented. The effect of the
implementation of GASB Statement No. 54 on the Commission has not been determined.

In March 2009, the GASB issued Statement No. 56, Codification of Accounting and
Financial Reporting Guidance Contained in the AICPA Statements on Auditing
Standards, which is effective upon issuance. GASB Statement No. 56 establishes
accounting and financial reporting standards for related party transactions, subsequent
events and going concern considerations for all state and local governments. The effect
of the implementation of this statement on the Commisston has not becn determined.

In December 2009, the GASB issued Statement No. 58, Accounting and Financial
Reporting for Chapter 9 Bankruptcies, which is effective for the Commission beginning
with the fiscal year ending September 30, 2010. This statement provides accounting and
financial reporting guidance for governments that have petitioned for protection from
creditors by filing for bankruptcy under Chapter 9 of the United States Bankruptcy Code.
The effect of the application of this statement on the Commission has not been
determined.

NOTE X - UNCERTAINTIES

In the first quarter of calendar 2008, rating agencies downgraded the credit ratings of
certain bond insurers that insure portions of the Commission’s variable rate and auction
rate indebtedness rclated to the Jefferson County Commission Sewer System (the
System). The ratings downgrades of these bond insurers caused the remarketing
mechanisms for the System’s variable and auction rate debts to fail, resulting in higher
interest rates and, in the case of all outstanding variable rate warrants, accelerated
amortization of principal on warrants held by the liquidity banks. Prior to these events.
the System’s cash flows generally were, and have continued to be, sufficient to meet
operating expenscs and to service the regularly-scheduled debt on the System.
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As a result of these events, debt scrvice on the System debt, taking into account the
accelerated payments due to the liquidity banks, has exceeded the net revenues of the
System. However, the Commission continues to operate the System, collect revenues
and plan and carry out needed maintenance and capital improvements.

The System's debt is payable only from the net revenues of the System. The System's
debt is nonrecourse to the Commission and is not payable from the Commission’s
General Fund or any non-System revenues. Necvertheless, the Commission Finance
Committee proposed for the Commission to address the System’s financial difficulties by
filing a petition under Chapter 9 of Title 11 of the United States Code (Adjustment of
Debts of a Municipality); such motion was defeated by vote of the full Commission in
October 2008.

Unaudited financial data for fiscal year 2009 show that the net revenues of the System
were insufficient to service the System’s debt when calculated to include the accelerated
principal. Subsequent to September 30, 2008, the bond insurers have paid a portion of
the System's debt service pursuant to policies issued in connection with the System's
debt, and such policies provide for the Commission’s reimbursement of the payments
made by the bond insurers. Because the System’s debt is secured by a pledge of only the
net revenues of the System, the Commission is allowed by the governing documents.
consistent with applicable law, to pay all operating expenses prior to the payment of debt
service. Because of the nonrecourse nature of the System debt. holders of the System
debt have no claim against the Commission’s General Fund or non-System revenues.

As of September 30, 2008, the Commission was engaged in negotiations with various
holders of sewer warrants to refinance or restructure the System debt without recourse to
a chapter 9 filing. During 2009 and through September of 2010, the Commission
continued discussions with various holders of System debt but was unable to reach
resolution.  On September 22, 2010, the trustce of the Sewer warrants obtained
appointment of a receiver over the System. See Note S for a discussion of the related
litigation. The receiver has authority with respect 1o factors that may affect a refinancing
or restructure of the System debt, such as System operations and revenues. Certain
holders of System debt have expressed a desire to delay substantive negotiations until
they can assess the effect of the receivership on net System revenues. The Commission
believes that a refinancing or restructuring of the System debt remains achicvable outside
of bankruptcy. However, the outcome cannot be assured at this time.
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JEFFERSON COUNTY COMMISSION
NOTES TO FINANCIAL STATEMENTS
SEPTEMBER 30, 2008

NOTE X - UNCERTAINTIES - Continued

On December 1, 2010, the Circuit Court of Jefferson County ruled that Act 2009-811 of
the Alabama Legislature, pursuant to which the Commission had levied an occupational
and business license tax, was unconstitutional. The Commission has appealed the
decision to the Alabama Supreme Court. See Note S for a discussion of the related
litigation. Although there is no impact on the accompanying financial statements as of
September 30, 2008, the resulting loss of tax revenue could have a material effect on
future operations, unless the Alabama Supreme Court reverses the decision or the
Legislature passes legislation authorizing a replacement tax. While the Commission
believes both judicial and legislative action to reverse the loss of tax revenue is possible,
the outcome cannot be assured at this time.

148

WARREN, AVERETT, &
KIMBROUGH MARINO, LLC



REQUIRED SUPPLEMENTARY INFORMATION

WARREN, AVERETT,
KiIMBROUGH MARINO. LLC



JEFFERSON COUNTY COMMISSION
SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -
BUDGET AND ACTUAL - GENERAL FUND
FOR THE YEAR ENDED SEPTEMBER 30, 2008

(In Thousands)
Budgeted Amounts Actual Amounts Actual Amounts
Original Final Budgetary Basis  GAAP Basis
Revenues
Taxes $ 153,530 $ 154,684 b3 102,574 $ 102,574
Licenses and permits 76,408 76,407 76,832 76,832
Intergovernmental 54,728 45,340 38,378 38,378
Charges for services, net 36,430 37,050 28,279 28,279
Miscellaneous 6,696 2,554 5,762 5,762
Interest and investment - 3,298 4,408 4,408
327,792 319,333 256,233 256,233
Expenditures
Current:
Gieneral government 213,812 244,184 151,366 151,366
Public safety 66,806 68,894 72,904 72,904
Highway and roads 40,979 31,909 28,361 28,361
Health and welfare - - 39 39
Environmental services - 35 108 108
Culture and recreation 5,901 - 10,286 10,286
Education - other - 168 167 167
Capital outlay - 2,435 (1,409) (1,409)
Debt service:
Interest and fiscal charges - - 185 185
327,498 347,625 262,007 262,007
Deficiency of Revenues over Expenditures 294 (28,292) (5.774) (5,774)
Other Financing Sources (Uscs)
Sale of capital assets - 647 117 117
Transfors in - 3,402 22,703 22,703
Transfers out (5,220) (1,228) (7,797) (7,797)
(5,220) 2,821 15,023 15,023
Net Changes in Fund Balances (4,926) (25.471) 9,249 9,249
Fund Balance - beginning of year, as restated 32,837 32,837 32,837 32,837
Fund Balance - end of year $ 27,911 $ 7,366 $ 42,086 $ 42,086

See independent auditors' report.
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JEFFERSON COUNTY COMDMISSION
SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES -
BUDGET AND ACTUAL - INDIGENT CARE FUND
FOR THE YEAR ENDED SEPTENBER 30, 2008

(In Thousands)

Budgeted Amounts Actual Amounts Actual Amounts
Original Final Budgetary Basis  GAAP Basis
Revenues
Taxes $ 47,948 $ 47,948 $ 45485 ) 45,485
Miscellancous 342 342 131 131
[ntcrest and investment - - 19 19
48,290 48,290 45,635 45,633
Other Financing Sources (Uses)
‘Transfers in - 249 249 249
‘Transfers out 48,290 (78) (44,776) (44,776)
48,290 171 (44,527) (44,527)
Net Changes in Fund Balances - 48,461 1,108 1,108
Fund Balance - beginning of year 7,954 7,954 7,954 7.954
Fund Balance - end of year $ 7.954 $ 56,415 $ 9,062 S 9,062
See independent auditors' report.
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JEFFERSON COUNTY COMMISSION
NOTE TO REQUIRED SUPPLEMENTARY INFORMATION
SEPTEMBER 30, 2008

The Limited Obligation School Fund is a major special revenue fund. However. no
legally adopted budget is required to be prepared under the County Financial Control Act
of 1935. Therefore, no budget and actual comparison is presented for this fund.
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JEFFERSON COUNTY COMMISSION

COMBINING BALANCE SHEET -

NONMAJOR GOVERNMENTAL FUNDS
SEPTEMBER 30, 2008
(IN THOUSANDS)

ASSETS

Cash and investments

Accounts receivable, net

Taxes receivable, net

Due from other governments
Prepaid expenses

Loans receivable, net

Restricted assets

Advances due from (to) other funds

LIABILITIES AND FUND BALANCES

Liabilities
Accounts payable
Deferred/unearned revenue
Accrued wages and benefits
Accrued interest
Swap termination liability
Retainage payable
Estimated liability for compensated absences

Total Liabilities

Fund Balances

Reserved for:
Advances due from other funds
Petty cash
Debt service
Encumbrances
Loans receivable
Capital projects

Unreserved reported in:
Special Revenue Funds
Capital Projects Fund

Sce independent auditors' report.

Bridge and
Public
Building Fund

A -

40.343
463

Community
Development
Fund

Capital
Improvements
Fund

3 40,806

$ 529

b 2.199
1,615

1,192

1.132
912

(1,723)

5,006

(21.777)

(4,950)

$ 912

3 56
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Public Road Emergency Debt Total Nonmuajor
Building Construction Home Management Service Governmental
Authority Fund Grant Fund Fund Fund Funds

$ -8 - s - s 1,006 S 12.049 S 13,055
] 225 - - - 230

- - - . . 40,343

- - 260 132 - 855

- . - - - 51

- . 101 . . 1,013

51.607 . - - - 51,607

$ 51,607 8 225§ 361 S 1,138 § 12049 S 107,154
$ - 8 783§ I3 217 8 9 3 3,738
- . 7 - 43,710

. - 4 7 - 73

2,156 - - - 3,866 6,022

- . - - 7.894 7,894

- 759 - - - 1,951

2,156 1,542 12 224 11,769 63,388

- - - 1,006 - 1,006

- - - - 214 214

- 3,596 1,586 392 66 23,603

] - 101 - - 1,013

49,451 - - - - 49.451
- . (1,338) (484) - (4,831)
- (4,913) - - - (26,690)

49,451 (1,317) 349 914 280 43.766

$ 51,607 $ 225§ 361§ 1,138 § 12049 § 107,154
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JEFFERSON COUNTY CONMINMISSION
COMBINING STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - NONMAJOR GOVERNMENTAL FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2008

(IN THOUSANDS)
Bridge and Community Capital
Public Development Improvements
Building Fund Fund Fund
Revenues
Taxes $ 42,008 S - 5 -
Intergovernmental 734 3,883 67
Charges for services, net - - -
Miscellaneous 1,582 156 19
Interest and investment 712 ] -
45,096 4,040 86
Expenditures
Current:
General government - 4,331 3,846
Public safety - - -
Highway and roads - - -
Health and welfare - 8 -
Capital outlay - - 4,156
Debt service:
Principal retirement - - 1,672
Interest and fiscal charges - - 326
- 4,339 10,300
Excess (Deficiency) of Revenues over Expenditures 45,096 (299) (10,214)
Other Financing Sources (Uses)
Transfers in - 3.285 22,235
Transfers out (45,052) - (7,835)
(45,052) 3,285 14,400
Net Changes in Fund Balances 44 2,986 4,186
Fund Balance - beginning of year, as previously
reported 38,461 (1,775) (26,718)
Prior Period Adjustments (39,787) (890) 17,582
Fund Balance - beginning of year. as restated (1,326) (2,665) (9,136)
Fund Balance - end of year $ (1,282) § 321 $ (4,950)
Sce independent auditors' report.
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Public Road Home Emergency Debt Total Nonmajor
Building Construction Grant Management Service Governmental
Authority Fund Fund Fund Fund Funds
$ $ - S - § - - S 42,068
- - 1,496 2.946 1,713 10,839
- 3,077 - 574 - 3,651
N 21 - 179 1 1,958
2,620 - 42 - 2437 5.812
2,620 3,098 1,538 3,699 4,151 64,328
- - 1,747 - - 9,924
- - - 3,562 - 3,562
- 877 - - - 877
- - 3 - - 38
32,878 7,775 - - 44,809
990 - - - 14,430 17,392
4,338 - - - 22,503 27,167
38,206 §.652 1,777 3,562 36,933 103,769
(35,586) (5,554) (239) 137 (32,782) (39,441)
10,270 4,986 621 - - 41,397
- - - - (11.022) (63,909)
10,270 4,986 621 - (11.022) (22,512)
(25,310) (568) 382 137 (43,804) (61,953)
74,767 (5,153) 5.554 (123) 60,665 145,678
- 4,404 (3.587) 900 (16,581) (39,959)
74,767 (749) (33) 777 44,084 105,719
$ 49,451 $ (1.317) % 349 $ 914 280 ) 43,766
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JEFFERSON COUNTY COMMISSION
COMIBINING STATEMENT OF NET ASSETS -
NONMAJOR ENTERPRISE FUNDS
SEPTEMBER 30, 2008

(IN THOUSANDS)
Jefferson
Jefferson  County Economic
Landfill Rehabilitation  and Industrial Total Other
Operations and Health Development Enterprise
ASSETS Fund Center Fund Authority Funds
Current Assets
Cash and investments - 3 69 S 2,591 S 2,660
Patient accounts receivable, net - 1,513 - 1,513
Accounts receivable, net 79 - 295 374
Other receivables - - 303 303
Due to other governments - - (1,300) (1,300)
Inventorics - 78 - 78
Deferred charges - issuance costs - - - -
‘Total Current Assets 79 1,660 1,889 3.628
Noncurrent Assets
Restricted assets 713 - 8,228 8,941
Advances due from (o) other funds - - (19,243) (19,243)
Deferred charges - issuance costs 114 - 51 165
Capital assets:
Depreciable assets, net 30,738 8,846 4,220 43,804
Nondepreciable asscts 8,115 9 14,549 22,673
39,680 8,855 7,805 56,340
39,759 $ 10,515 $ 9.694 S 59.968
See independent auditors' report.
158
WARREN, AVERETT,

N\
KIMBROUGH MARINO, LLC



Jefferson
Jefferson County Econemic

Landfill Rehabilitation  and Industrial Total Other
Operations and Health Development Enterprise
LIABILITIES AND NET ASSETS Fund Center Fund Authority Funds
Current Liabilities
Accounts payable b - 3 628 % - S 628
Accrued wages and benefits 4 292 - 296
Accrued interest - - 17 17
Estimated claims liability - 374 - 374
Estimated liability for compensated absences - 277 - 277
Warrants payable - - 1,285 1,285
Add: Unamortized premiums (discounts) - - ) 1)
Less: Deferred loss on rctunding - - 30) (30)
- - 1,251 1,251
Total Current Liabilities 4 1,571 1,268 2,843
Noncurrent Liabilities
Warrants payable - - 4,570 4,570
Add: Unamortized premiums (discounts) - - (18) (18)
Less: Dcferred loss on refunding - - (136) {136)
- - 4,416 4,416
Estimated liability for landfill closure and
postclosure care costs 7.182 - - 7,182
Estimated liability for compensated absences - 201 - 201
Total Liabilities 7,186 1,772 5,684 14,642
Net Assets
Invested in capital assets, net of related debt 38,967 8,853 (7.407) 40415
Restricted for:
Debt scrvice - - 8,228 8,228
Closure and postclosure care 713 - - 713
Unrestricted (7,107) (112) 3,189 (4.030)
$ 32573 § 8743 § 4010 § 45,326
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JEFFERSON COUNTY COMMISSION
COMBINING STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS -
NONMAJOR ENTERPRISE FUNDS
FOR TIIE YEAR ENDED SEPTEMBER 30, 2008
(IN THOUSANDS)

Jefferson
Jefferson County Economic
Landfill Rehabilitation  and Industrial Total Other
Operations and Health Development Enterprise
Fund Center Fund Authority Funds
Operating Revenues
Charges for services, net $ - $ 9,781 $ - 5 9,781
Other operating revenue 1,144 45 413 1,602
1,144 9,826 413 11,383
Operating Expenses
Salaries - 6,005 286 6,291
Employee benefits and payroll taxes - 2,001 18 2,019
Materials and supplies - 1,481 - 1,481
Ulilities - 978 29 1,007
Outside services - 2,910 131 3,041
Officc expenses - 73 162 235
Depreciation 1,890 293 239 2,422
Closure and postclosure care 1,000 - - 1,000
Miscellancous 3 492 38 333
2,893 14,233 903 18,029
Operating Loss (1,749) (4,407) (490) (0,646)
Nonoperating Revenues (Expenses)
Intercst expense, net (752) - 227) 979
Interest revenue 39 - 271 310
Amortization of warrant related costs ©) - (99) (108)
Gain on sale or retirement of capital assets - - 2,010 2.010
(722) - 1,955 1,233
Operating Transfers
Transfers in 752 4,228 - 4,980
Transfers out (1,843) - - (1,843)
(1,091) 4,228 - 3,137
Change in Net Assets (3,562) (179) 1,465 (2,276)
Net Assets - beginning of year, as previously
reported 21,735 3,565 2,545 27,845
Prior Period Adjustments 14,400 5.357 - 19,757
Net Assets - beginning of year, restated 36,135 8,922 2,545 47,602
Net Assets - end of year $ 32,573 3 8,743 3 4,010 $ 45,326
See independent auditors’ report.
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JEFFERSON COUNTY COMMISSION
COMBINING STATEMENT OF CASH FLOWS -
NONMAJOR ENTERPRISE FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2008
(IN THOUSANDS)

Jefferson
Jefferson County Economic
Landfill Rchabilitation  and Industrial Total Other
Operations and Health Development Enterprise
Fund Center Fund Authority Funds
Cash Flows from Operating Activities
Cash received from services $ -3 9.764 % 131 % 9,895
Cash payments to employees - (8,005) (305) (8,310)
Cash payments for goods and services - (5,307) (321) (5.628)
Other receipts and payments, net 1,484 (393) (407 684
Net Cash Provided (Used) by Operating Activities 1,484 (3,941) (902) (3.339)
Cash Flows from Noncapital Financing Activities
Operating transfers in 752 4,228 - 4,980
Operating transfers out (1,843) - - (1,843)
Net Cash Provided (Used) by Noncapital
Financing Activities (1,091) 4,228 - 3,137
Cash Flows from Capital and Related Financing
Activitics
Acquisition of capital assets - (318) (544) (862)
Sale of capital assets - - 4,506 4.506
Interest paid (752) - (230) (982)
Principal payments on warrants - - (1,245) (1.243)
Net Cash Provided (Used) by Capital and Related
Financing Activitics (752) (318) 2,487 1,417
Cash Flows from Investing Activities
Interest received 39 - 271 310
Miscellaneous 2 | (942) (939)
Net Cash Provided (Used) by Investing Activities 41 1 (671) (629)
Increase (Decrease) in Cash and Investments (318) (30) 914 5606
Cash and Investments - beginning of year 1,031 99 1,677 2,807
Cash and Investments - end of year $ 713 3§ 69 $ 2,591 3 3,373
Displayed As
Cash and investments $ - 3 69 % 2,591 S 2,660
Restricted assets - noncurrent cash 713 - - 713
$ 713§ 6% 8 2,391 $ 3.373
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JEFFERSON COUNTY COMNMIISSION
COMBINING STATEMENT OF CASH FLOWS -
NONMAJOR ENTERPRISE FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2008

(IN THOUSANDS)
(Continucd)
Jefferson
Jefferson County Economic
Landfill Rehabilitation  and Industrial Total Other
Operations and Health Development Enterprise
Fund Center Fund Authority Funds
Reconciliation of Operating Loss to Net Cash
Provided (Used) by Operating Activities
Operating loss $ (1,749) § (4,407) $ (490) § (6.646)
Adjustments to reconcile operating loss to net
cash provided by operating activities:
Depreciation expense 1,890 293 239 2,422
Provision [or bad debts - 663 - 663
Change in putient accounts receivable - (679) - (679)
Change in accounts receivable - - (282) (282)
Change in other receivables - - (276) (276)
Change in advances due (to) from other funds - - 93) (93)
Change in inventories - 13 - 13
Change in accounts payable - 123 - 123
Change in accrued wages and benefits - 27 - 27
Change in estimated claims liability - 52 - 52
Change in estimated liability for compensated
absences - (26) - (26)
Change in liability for landfill closure and
postclosure care costs 1,343 - - 1.343
3,233 466 (412) 3,287
Net Cash Provided (Used) by Operating Activities $ 1,484 $ (3,941) § 902) § (3,359)
SUPPLEMENTAL DISCLOSURE OF
NONCASH INVESTING, CAPITAL AND
FINANCING ACTIVITIES
Gain on sale or retirement of capital assets S - S - 5 2,010 S 2,010
See independent auditors' report.
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JEFFERSON COUNTY COMMISSION
COMBINING STATEMENT OF FIDUCIARY NET ASSETS -
AGENCY FUNDS
SEPTEMBER 30, 2008

(IN THOUSANDS)
City of
Storm Water Birmingham
Management Revolving Total
ASSETS Authority Fund Loan Fund Agency Funds
Current Assets
Cash and investments $ 1,979 $ 627 S 2,606
Loans receivable, net - 306 306
Prepaid expenses 2 - 2
Total Current Assets 1,981 933 2914
Depreciable assets, net 125 - 125
$ 2,106 S 933 3 3,039
LIABILITIES
Accounts payable and accrued expenses S 361 $ - $ 361
Due to external organizations 1,745 - 1,745
Due to other governments - 933 933
5 2,106 3 933 $ 3,039
See independent auditors' report.
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JEFFERSON COUNTY COMMISSION
COMBINING STATEMENT OF CHANGES IN ASSETS AND LIABILITIES -
AGENCY FUNDS
SEPTEMBER 30, 2008
(IN THOUSANDS)

Balance Balance
October 1, September 30,
2007 Additions Deductions 2008
Storm Water Management Authority Fund
Assets
Cash and investments S 2,031 h) - 3 (52) S 1,979
Prepaid expenses - 2 - 2
Depreciable assets, net 211 - (86) 125
$ 2,242 S 2 S (138) § 2.106
Liabilities
Accounts payable and accrued expenses Y 81 $ 280 § - S 361
Due to external organizations 2,161 - (416) 1,745
$ 2,242 $ 280§ 416) $ 2,106
City of Birmingham Revolving Loan Fund
Assets
Cash and investments $ 776§ 113 3 262y S 627
Loans receivable, net 102 260 (56) 306
¥ 78 8 373 % (318) § 933
Liabilities
Due to other governments S 878 $ 373 $ (318) $§ 933
Agency Fund Totals
Assets
Cash and investments $ 2,807 $ 113 $ G4 3 2,606
Loans receivable, net 102 260 (56) 306
Prepaid expenses - 2 - 2
Depreciable assets, net 211 - (86) 125
$ 3,120 § 375§ (456) § 3,039
Liabilities
Accounts payable and accrued expenses 3 81 3 280 § - $ 361
Due to external organizations 2,161 - (4106) 1,745
Due to other governments 878 373 (318) 933
3 3,120 § 653 § (734) § 3,039
Sce independent auditors' report.
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JEFFERSON COUNTY COMMISSION
COMMISSION MEMBERS AND ADMINISTRATIVE PERSONNEL

SEPTEMBER 30, 2008
Term

Commission Members As of January 31, 2011 Expires

Hon. David Carrington President Suite 230 2014
Jefferson County Courthouse
Birmingham, AL 35263

Hon. George T. Bowman  Member Suitc 240 2014
Jefferson County Courthouse
Birmingham, AL 35263

Hon. T. Joe Knight Member Suite 220 2014
Jetferson County Courthouse
Birmingham, AL 35263

Hon. James A. Stephens ~ Member Suitc 210 2014
Jefterson County Courthouse
Birmingham, AL 35263

Hon. Sandra Little Brown Member Suite 250 2014

Jefferson County Courthouse
Birmingham, AL 35263

Administrative Personnel As of January 31, 2011

Jeffery T. Hager Chief Suite 810
Financial Jefferson County Courthouse
Officer Birmingham, AL 35263
Jeffrey M. Sewell County Suite 280
Attorney Jefferson County Courthouse

Birmingham, AL 35263
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