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Ridership Statistics — Last Ten Fiscal Years (Unaudited)

Passenger-Miles

HOV Ridership Carpool/Vanpool

Cars & Vans Transit Revenue Passenger Non-Metro Buses Number of

Fiscal Year & Non-Metro Buses Boardings Vehicle Miles Miles-Transit on Transitways Employees
2005 21,254,941 94,905,517 54,330,585 583,840,541 219,732,408 3,360
2004 23,128,816 96,428,515 57,809,095 619,874,671 238,458,131 3,699
2003 22,666,399 97,740,511 56,150,814 608,896,070 233,690,569 3,784
2002 20,685,679 97,704,392 56,269,408 625,060,589 213,269,331 3,644
2001 18,793,691 101,914,157 54,666,706 632,160,800 193,762,951 3,687
2000 16,325,048 101,101,040 52,161,652 607,449,113 168,311,243 3,487
1999 16,550,699 101,106,374 49,911,832 601,923,531 170,637,709 3,555
1998 15,207,916 96,274,371 47,688,468 548,950,133 156,793,609 3,413
1997 15,292,009 88,332,464 47219,839 466,272,601 157,660,605 3,465
1996 15,347,291 81,401,409 45,220,481 397,024,900 158,230,570 3,513

Source: Metropolitan Transit Authority Office of Management and Budget















In September, Rachel Simon, author
of Riding the Bus with My Sister, read
excerpts from her book at METRO’s

downtown headquarters.

Books On
The Bayou

ing the Bus with My Sister was
lead book featured in the

h Annual Books on the Bayou:
ouston Reads Together program,
onsored by the Houston Public
ibrary to broaden and deepen
ppreciation for literature and
romote literacy in the city.

The Books on the Bayou theme for 2006
focused on families with special needs
and the challenges they confront.

Simon’s life changed when she wrote an
article about her sister Beth's unusual
lifestyle of riding the buses in the city
where she lives. Over the course of a
year riding with Beth, who is mentally
disabled, Simon left most of her jobs
behind, found her way back to her sister
and rediscovered her friendships. She
also came to know many of the bus

operators who befriended and watched
out for her sister.

IN the community

Cypress Park & Ride

Park & Ride commuters who live along Houston’s heavily
congested U.S. 290 will get some much needed relief in the
summer of 2007 when METRO opens its 26th Park &
Ride Lot.

METRO signed an historic joint agreement with NewQuest
Properties in August 2006 that calls for the construction of
a $16.3 million dollar facility to

include a 1500-space,

four-level parking

garage, an exclusive bus

service road and platform

and loading areas.

“ [sasinew ground
for us, but it’s solid
ground” said METRO

Board Chairman David Wol LIt poses no financial risk for
METRO, only a potential source of revenue.”

In a second phase, NewQuest will develop a 75,000-square-

foot commercial/retail center and 300-unit apartment

complex on 11 acres leased to it by METRO. As part of

the leasing agreement, METRO will receive the greater of
$50,000 per year or a 25 percent share in the net
profit from the development.

“By linking a Park & Ride with residential units
and commercial/retail development, you integrate
mass transit with everyday life,” Wol [sdid.




Never content to do anything halfway,
METRO employees adopted the March
of Dimes as its annual charity in FY 2006
and raised nearly $60,000 to help stamp
out birth defects.

March of Dimes
Campaign

Led by President and CEO Frank
Wilson, METRO was singled-
minded in its drive — hosting bake

sales, bingo games and employee ra [esl]
On April 30, 70 METRO employees

joined thousands of other Houstonians
participating in WalkAmerica 2006.

Each METRO employee wore a specially
designed T-shirt that won “most
creative”in organizations of 500 or

more employees in Houston. All total,
employees bought 800 of the T-shirts.

METRO Police Officer Boris retired from
service to spend his days sleeping in the
shade and gnawing on a bone that METRO
President and CEO Frank Wilson gave him for
his retirement.

METRO “O Lced’
Retires with Honor

The 9-year-old, 90-pound Weimaraner, was
METRO’s first narcotics K9 officer.

5th Ward

Denver Harbor Transit

METRO celebrated the completed remodeling of its Fifth
Wiard/Denver Harbor Transit Center in FY 2006. [efirkt
transit center METRO built, Fifth Ward/Denver Harbor now
features new canopies, more boarding bays, new wind screens,
better seating, landscaping and lighting. e $1.85

million remodeling also included the addition of a

24-car parking lot.

Transit centers are conveniently located to provide safe and
sheltered transfers for bus and METRORail riders. Simple-
to-use transfer information is posted at each location. Limited
parking also is available at some Transit Centers.

Built in 1984, the Fifth Ward/Denver Harbor is an
integral part of METRO’s transportation network,
which now includes 26 Park & Ride lots and 20
Transit Centers.




New Fare Structure

In September, METRQO’s Board of Directors took a bold
step toward securing METRO’s financial future, voting to
totally restructure METRO?s fare system — the first such
restructuring in 12 years.

Designed to make paying fares easier, faster and fairer, the
new system maintains METRQO’s base fare of $1 — still one
of the lowest in the nation — while replacing most discount
passes with one pass — the Q Card.

It will also help METRO raise $14 million annually to help
o [Set rising costs for health care and fuel, which has nearly
tripled since FY 03, rising from $14 million to $39 million
in FY 07.

With 65 ways to pay, METRQO old fare structure was
complex and inequitable — giving the biggest discounts to
the riders who could a[ard to pay up front for multiple trips.
Because of deep discounting and abuse in the system, the
average cost of a ride was just 48 cents.

With the new system:

« Riders can benefit from an incentive program that
rewards them with 5 free trips for every 50 paid trips.

e About 1 in 5 riders would, for the first time, save
more money through regular use.

* METRO will still pay 81 percent of the total cost
of each ride.




In tribute to National Good Deed Day
on September 12, 2006, local Boys
Scouts fanned out to four METRO Transit
Centers and one Park & Ride lot to

promote METRO's new toll-free,
cell-phone number, #MPD (#673),
that patrons can use to report

National Good
Deed Day

“METRO and the Boy Scouts share a
similar motto ‘Be Prepared,” said METRO
Police Chief Thomas Lambert. “We

want our customers to be alert and be
prepared and if they see something,
they should call our new MPD number.
We appreciate the support we're

non-emergency information.

The Sam Houston Area Council,
Boy Scouts of America, founded
Good Deed Day in 2006 to

commemorate September 12th,

2001, when the United States

saw an outpouring of kindness
and compassion from across the world

following the attacks of September 11.

receiving from
the Boy Scouts,
who are doing
a‘good deed’
in helping

us get this
information
out to our
riders”

Security System at Park & Ride

Knowing that safety is as important to customers as buses
that run on time, METRO initiated several programs in FY
2006 to improve safety on its system.

Chief among them is the agency’s new high-tech security
system for its Park & Ride lots.

“Customers need to know they've left their expensive assets
in a secure environment,” said METRO President and CEO
Frank Wilson, “and that from a personal security point of
view, they are in a safe haven on METRO property.”

At the heart of the new security system are cameras that can
be programmed to spot a variety of activities, from a car
parked in a bus-loading area to a suspicious package left near
a bench. Such events will alert METRO police o [cerb at
Houston TranStar of a suspicious activity or that a crime may
be in progress.

e sydtem also features call boxes for patrons who have
an emergency or who spot suspicious activities, a public
address system, and entrance gates that can be closed at a
moment’s notice.

Virtually all areas of the lots - some 440 acres total including
31,391 parking spaces - will be monitored with the system,
which includes 343 cameras that detect images good enough
to be used in court.

[Ce_prbgram cost $16 million and includes adding network
capabilities allowing Houston TranStar to remotely control
156 tra [csignals in west Houston.

In addition to 26 Park & Ride lots, METRO also installed
the cameras at the Hillcroft Transit Center, which includes
spaces for more than 900 cars.
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Financial Information
e Adthority is not a component unit and the

accompanying financial statements include all activity for
which the Authority is financially accountable as defined by
Governmental Accounting Standard No. 14 “ CeFihancial
Reporting Entity”.

[Ce Adthority’s principal operating and capital resources
are derived from a 1 percent sales tax levied in the Authority’s
service area, user fees for transit service, investment income
and federal capital grants. e Adthority’s expenditures
relate primarily to transit operations, local infrastructure
improvements, tra Cc_nhanagement and various capital items.

[Ceredponsibility for the accuracy, reliability and fairness
of the presentation of financial information and related
disclosures rests with the Authority’s management. All
disclosures that are necessary to enable the reader to gain
an understanding of the Authority’s financial activities have
been included. e Adthority is also responsible for ensuring
that an adequate internal control structure is in place for
preparation of financial information, safeguarding of assets,

e [ective and e Cciehct use of resources and compliance with
applicable laws and regulations. [e-infernal control structure
has been designed to provide reasonable, but not absolute,
assurance that these objectives are met. [ecahcept of
reasonable assurance recognizes that: (1) the cost of a control
should not exceed the benefits likely to be derived; and (2) the
valuation of cost and benefits requires estimates and judgment
by management. In addition, the Authority is required by
state and federal law to have independent certified public
accountants perform audits and issue reports in accordance
with generally accepted auditing standards, the Single Audit
Act of 1996 and U.S. O [cebf Management and Budget
Circular A-133. [esefeports are filed annually with the
appropriate state and federal agency.

[Ce Enterprise Fund is used to account for transit
operations that have been designed to provide the public
with a high-quality, cost-e [eckive public transportation
system. Transit operations include designing and constructing
maintenance and bus storage facilities, selecting bus routes,
purchasing buses, maintaining equipment, hiring and training
personnel who deliver transit services, providing security and
tra Ccehforcement, and administering and managing the
transit system.

[Ce_Adthority’s cash and investment policy is to monitor
and adjust, on a daily basis, its cash balance and investment
portfolio while investing in only those securities which have
been legally authorized. Such securities and cash deposits
include: collateralized money market accounts, repurchase
agreements, certificates of deposit, U.S. Treasury securities,
and U.S. Agency securities. Investments and deposits are
insured, registered or held by the Authority or its agent in the
Authority’s name as required by law.

METRO is self-insured, except for property risk insurance, for
which it pays an annual premium to a third-party insurance
company. Lispdlicy covers risk of loss to all real and personal
property, including transit buses, located on METRO’s
property, but excludes o [=property coverage.

Other Information

[Ce Gavernment Finance O Lcerb Association (GFOA)
awarded a Certificate of Achievement for Excellence in
Financial Reporting to METRO for its CAFR for the year
ended September 30, 2005, which is the 50th consecutive
year that METRO has received this prestigious award. In
order to be awarded a Certificate of Achievement, METRO
must publish an easily readable and e [ciehtly organized
CAFR report. [isrebort must satisfy both generally accepted
accounting principles and applicable legal requirements.

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

METRO financial statements have been audited by the
firm of KPMG LLP.

Acknowledgments

e minagement of the Authority expresses its appreciation
to the employees of METRO for their commitment in making
this one of the best transit agencies in the nation.



KPMG LLP
700 Louisiana Street
Houston, TX 77002

Independent Auditors’ Report

[Ce Bdard of Directors
Metropolitan Transit Authority
of Harris County, Texas

We have audited the accompanying basic financial
statements of the Metropolitan Transit Authority of
Harris County, Texas (the Authority) as of and for the
years ended September 30, 2006 and 2005, as listed
in the table of contents. [ese Financial statements
are the responsibility of the Authority’s management.
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 and the standards applicable to financial
audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States.
[ose btandards require that we plan and perform the
audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement.
An audit includes consideration of internal control
over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on
the eleckiveness of the Authority’s internal control
over financial reporting. Accordingly, we express no
such opinion. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures
in the financial statements, assessing the accounting
principals used and significant estimates made by
management, as well as evaluating the overall financial
statement presentation. We believe that audits provide
a reasonable basis for our opinion.

In our opinion, the financial statements referred to
above present fairly, in all material respects, the financial
position of the Authority as of September 30, 2006
and 2005, and the changes in its financial position and
its cash flows for the years then ended in conformity
with U.S. generally accepted accounting principles.

As described in Note 1, the Authority adopted the
provisions of Governmental Accounting Standards
Board Statements No. 42, Accounting and Financial

Reporting for Impairment of Capital Assets and for
Insurance Recoveries, and Governmental Accounting
Standards Board Statement No. 44, Economic Condition
Reporting: [CeSthtistical Section, in 2006.

In accordance with Government Auditing Standards,
we have also issued our report dated January 15,
2007, on our consideration of the Authority’s internal
control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations,

contracts and grant agreements and other matters. &1

purpose of that report is to describe the scope of our
testing of internal control over financial reporting and
compliance and the results of that testing, and not
to provide an opinion on the internal control over
financial reporting or on compliance. [af réport is
an integral part of an audit performed in accordance
with Government Auditing Standards and should be
considered in assessing the results of our audit.

e Management’s Discussion and Analysis and the
Required Pension Supplementary Information on pages
F2 through F10 and page F27 are not a required part
of the basic financial statements but are supplementary
information required by accounting principles accepted
in the United States of America. We have applied
certain limited procedures, which consisted principally
of inquiries of Management regarding the methods
of measurement and presentation of the required
supplementary information. However, we did not
audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming an
opinion on the Authority’s basic financial statements.
[Ce_ifdformation in the introduction and statistical
section is presented for purposes of additional analysis
and is not a required part of the basic financial
statements. e information in the introduction and
statistical section has not been subjected to the auditing
procedures applied in the audit of the basic financial
statements and, accordingly, we express no opinion
onit.

January 15, 2007

KPMG LLP, a U.S. limited liability partnership, is the U.S.
member firm of KPMG International, a Swiss cooperative.




METROPOLITAN TRANSIT AUTHORITY OF HARRIS COUNTY, TEXAS
MANAGEMENT’S DISCUSSION AND ANALYSIS
YEARS ENDED SEPTEMBER 30, 2006, 2005, AND 2004

This section of the annual report of the Metropolitan Transit Authority of Harris County (METRO) presents
a discussion and analysis of METRO’s financial performance during the fiscal years that ended September 30,
2006, 2005, and 2004. Please read it in conjunction with the introductory section of the report and METRO’s
financial statements, which immediately follow this section.

FINANCIAL HIGHLIGHTS

Fiscal Year 2006 vs. 2005

» FY2006 Sales Tax revenues were $467.6 million, 18.7%
higher than in FY2005 (Table A-3). Fares in FY2006
were $54.2 million, 8.2% higher than in FY2005 (Table
A-1). L[ereas no fare increase in FY2006. L[einkrease
in fare revenue was due to an increase in ridership of
8.3%. Sales Tax improvement resulted from the economic
improvement in Houston, the accompanying job growth,
plus a one time prior period audit collection by the State
Comptroller O [cedf $16.839 million.

« FY2006 total operating expenses (including depreciation)
were $435.7 million, an increase of 1.2% over FY2005
(Table A-1). L[isinkrease was primarily due to higher
maintenance costs, caused by the bus fleet advancing in
age by one year (Average age of 7.09 years).

e [ebalance sheet shows net assets as of September 30,
2006 were $1,699.8 million, an increase of 5.7% over
September 30, 2005 (Table A-4).

 Total capital assets (net of depreciation) were $1,506.0
million at September 30, 2006, an increase of 0.4% over
September 30, 2005 (Table A-5). [sinkrease is primarily
the result of completing Regional Bus Plan Infrastructure
projects started in earlier years that resulted in lower
transfers from capital construction-in-progress to grants to
other governments.

Fiscal Year 2005 vs. 2004

» FY2005 Sales Tax revenues were $394.0 million, 3.2%
higher than in FY2004 (Table A-3). Fares in FY2005 were
$50.1 million, 2.1% lower than in FY2004 (Table A-1).

[ereWas no fare increase in FY2005. [edekrease in
fare revenue was due to a decrease in ridership. Sales Tax
improvement resulted from the economic improvement in
Houston and the accompanying job growth.

e FY2005 total operating expenses (including depreciation)
were $430.5 million, a decrease of 1.3% over FY2004
(Table A-1). [isddcrease was primarily due to the
elimination of bus routes and the implementation of
other cost-cutting measures. [iswhs partially o [set by
increased fuel expenses, 12 months rather than 9 months
of rail operations, and increased health benefits and
pension expenses.

e [ebalance sheet shows net assets as of September 30,
2005 were $1,607.7 million, an increase of 1.8% over
September 30, 2004 (Table A-4).

« Total capital assets (net of depreciation) were
approximately $1,499.7 million at September 30, 2005,
an increase of 1.0% over September 30, 2004 (Table
A-5). Lisinkrease is primarily the result of winding
down Regional Bus Plan Infrastructure projects started in
earlier years that resulted in lower transfers from capital
construction-in-progress to grants to other governments.




OVERVIEW OF THE FINANCIAL STATEMENTS

[Cefidancial section of this report consists of four parts: management’s discussion and analysis (this section), the basic
financial statements, the notes to the financial statements, and other supplementary information.

METRO financial statements are prepared in conformity with accounting principles generally accepted in the United States
of America (GAAP) as applied to government units on an accrual basis. Under this basis, revenues are recognized in the

period in which they are earned, expenses are recognized in the period in which they are incurred, and depreciation of assets is
recognized in the Statement of Revenues, Expenses and Changes in Net Assets. [e Stdtement of Net Assets reports METRO’s
net assets.

FINANCIAL ANALYSIS OF METRO
Net Assets
Fiscal Year 2006 vs. 2005

[Ceinkrease in net assets from FY2005 to FY2006 was approximately $92.1 million (Table A-1) or 5.7% (Table A-4).
METROs total operating revenues increased by 8.2% to $54.2 million, and total operating expenses increased 1.2% to
$435.7 million. Accordingly, the operating subsidy (operating loss) including depreciation increased 0.3%. Non-operating
income and capital contribution increased by $64.5 million, 15.8%.

e 5.1 million increase in net assets from FY2005 to FY2006 is the net of an increase of $186.8 million in total assets and
an increase of $94.7 million in total liabilities. Total assets (Table A-4) increased 9.2% to $2,212.0 million and total liabilities
increased by 22.7% to $512.2 million.

Fiscal Year 2005 vs. 2004

[Ceinkrease in net assets from FY2004 to FY2005 was approximately $28.7 million or 1.8% (Table A-1). METRO' total
operating revenues decreased by 2.1% to $50.1 million, and total operating expenses decreased 1.3% to $430.4 million.
Accordingly, the operating subsidy (operating loss) including depreciation decreased 1.2%. Non-operating income and capital
contribution increased by $86.1 million, 26.7%.

e $28.7 million increase in net assets from FY2004 to FY2005 is the net of a decrease of $13.5 million in total assets and
a decrease of $42.2 million in total liabilities. Total assets (Table A-4) decreased 0.7% to $2,025.2 million and total liabilities
decreased by 9.2% to $417.5 million.




Table A-1
Changes in METRO’s Net Assets
(in millions of dollars)

Percentage Change
FY2006 FY2005 FY2006-2005 FY2004

Operating Revenues
Transportation Fares 54.2 50.1 8.2% 51.2

Total Operating Revenues 54.2 50.1 8.2% 51.2

Operating Expenses

Operating Expenses 328.7 3225 1.9% 325.6
Depreciation & Amortization 107.0 108.0 -0.9% 1104
Total Operating Expenses 435.7 430.5 1.2% 436.0
Operating Loss (381.5) (380.4) 0.3% (384.8)

Net Non-Operating Income & Capital Contributions 473.6 409.1 15.8% 323.0
Change in Net Assets 92.1 28.7 220.9% -61.8

Total Net Assets, Beginning of the Year 1,607.7 1,579.0 1.8% 1,640.8
Total Net Assets, End of the Year 1,699.8 1,607.7 5.7% 1,579.0

OPERATING REVENUE

Fiscal Year 2006 vs. 2005

e 8. 2% increase in FY2006 operating revenue over FY2005 is due to an increase in ridership of 8.3% due to higher gas
prices, better alignment of service with customer demands, and population growth due to Hurricane Katrina evacuees
relocating to the Houston area.

Fiscal Year 2005 vs. 2004

e 2.1% decrease in FY2005 operating revenue over FY2004 is due to no change in fare policy and a decrease in ridership
due to the elimination of bus routes. [eecbnomic growth in Houston during the year was not large enough to have a net
positive impact on ridership.




Table A-2
METRO’sTotal Operating Expenses (including depreciation)

(in thousands of dollars)

Percentage Change

FY2006 FY2005 FY2006-2005 FY2004
Scheduled Services - Fixed Route
Bus & Rail Operations - Direct 126,865 125,263 1.30% 131,230
Contract Service 38,907 36,332 7.10% 32,152
Materials 4,300 4,242 1.40% 4,134
Preventative Maintenance 41,756 39,385 6.00% 42,691
Central Shops & Maintenance Support 12,956 13,481 -3.90% 12,465
Safety & Training 533 3,791 -85.90% 5911
Subtotal Scheduled Services 225317 222,494 1.30% 228,583
Non-Scheduled Services - Special
METROLIft 30,548 28,884 5.80% 27,559
METROVan 3,579 2,563 39.60% 2,324
Special Events 3,507 3,637 -3.60% 5,831
Subtotal Non-Scheduled Services 37,634 35,084 7.30% 35,714
Service Support
Service Planning & Evaluation 349 1,178 -70.40% 1,168
Marketing 3,862 4,261 -9.40% 4,835
Transit Security 10,607 9,189 15.40% 6,633
Insurance & Claims 3,142 3,021 4.00% 2,380
Ticket & Fare Collection 971 1,227 -20.90% 1,093
Facility Maintenance 13,941 11,283 23.60% 11,339
Subtotal Service Support 32,872 30,159 9.00% 27,448
Tra CcManagement - Services
Tra [cManagement 9,549 11,012 -13.30% 10,437
Subtotal Tra [c Management 9,549 11,012 -13.30% 10,437
Organizational Support
Business, Community & Government Development 447 528 -15.30% 335
Administrative, Financial & Personnel 17,123 15,665 9.30% 16,281
Information Systems 2,188 2,930 -25.30% 2,468
Purchasing 1,224 1,748 -30.00% 1,730
Oversight, Audit & Legal 2,288 2,857 -19.90% 2,618
Subtotal Organizational Support 23,270 23,728 -1.90% 23,432
Depreciation & Amortization 107,031 107,971 -0.90% 110,336
Total Operating Expenses 435,673 430,447 1.20% 435,950




EXPENSE FACTORS
Expense Factors
Fiscal Year 2006 vs. 2005

[eindreases in expenses were due to an increase in the
contract rate for First Transit (Northwest Bus Operating
Facility & METROLIft); a $2.4 million or 6.0% increase
in preventive maintenance principally due to increased bus
parts and maintenance labor expense associated with an aging
bus fleet; an increase in diesel fuel cost of $11.1 million or
67.3% due primarily to market prices for fuel and METRO’s
election to purchase diesel fuel in FY2006 (to minimize risk
due to unstable fuel prices) for contract operated bus services
(the increase is o [Set by a reduced purchased transportation
cost resulting in an adjusted fuel increase of $4.8 million
or 20.9%); and a merit accrual for $1.8 million. [esel
expenses were o [set by a $3.2 million decrease in safety and
training and $0.5 million decrease in central shops
and maintenance support.

Fiscal Year 2005 vs. 2004

[eindrease in expenses were due to a 4.8% increase in
operating expense for METROLIft, (a 44% increase in fuel
expense for paratransit service accounted for 47% of the total
increase); a 2.7% increase in union wages due to contractual

NON-OPERATING INCOME DISCUSSION

labor agreements; an increase in diesel fuel cost of 6% due to
market prices for fuel; medical inflation in both union and
salaried employee health benefits expenses which increased
6.2%; and operating rail 12 months rather than 9 months.

[ese dosts were o [Set by planned reductions of bus routes in
October and April of FY2005. Also, a shift of service to First
Transit resulted in lower bus operating costs and manpower
reduction improved e [Ciehcy.

DEPRECIATION AND AMORTIZATION
Fiscal Year 2006 vs. 2005

In FY2006, METRO sold property/facilities and equipment
it no longer needed. As a result of these capital asset sales, the
depreciation and amortization expense in FY2006 decreased
$1.0 million or 0.9%.

Fiscal Year 2005 vs. 2004

A depreciation decline of 2.4 million or 2.2% was
primarily due to the retirement of equipment. 1S ddcline
accounted for 42% of the $5.5 million decline in total
operating expense.

Table A-3
Changes in METRO’s Non-Operating Revenue
(in millions of dollars)

Non-Operating Revenues (Expenses) and Grants
Sales Tax

Capital Contribution (Grants)

Investment Income

Other Income/Expense

Local Infrastructure Assistance

Loss of Sale of Assets

Total Net Non-Operating Revenues (Expenses) and Grants

Percentage Change

FY2006  FY2005  FY2006-2005  FY2004
467.6 394.0 18.7% 381.9
1235 150.6 -18.0% 134.6

7.9 18 338.9% 16

0.4 (0.9) 144.4% 0.4
(1156)  (134.1) -13.8% (188.2)
(10.2) (2.4) 325.0% (7.3)
4736 409.0 15.8% 323.0



SALES TAX
Fiscal Year 2006 vs. 2005

METRO collects a one percent sales tax in its 1,285 square
mile service area, a tax approved by public vote when
METRO was established in 1978. FY2006 sales tax
revenues were $73.6 million higher than in FY2005, an
18.7% increase.

Population and employment are the major drivers of sales
tax. During the course of FY2006, the Houston regional
economy improved and as a result sales tax revenue
increased. Additionally there was a one time prior period
audit collection by the State Comptroller O [ce bf
$16.839 million.

Fiscal Year 2005 vs. 2004

FY2005 sales tax revenues were $12.1 million higher than in
FY2004, a 3.2% increase.

Population and employment are the major drivers of sales tax.
During the course of FY2005, the Houston regional economy
improved and, as a result, sales tax revenue increased.

GRANTS
Fiscal Year 2006 vs. 2005

METRO is the recipient of a number of federal and state
grants from a variety of programs including Formula Funds,
New Starts, Fixed Guideway Modernization, Discretionary
Bus, Congestion Mitigation/Air Quality (CMAQ), and
Texas Emission Reduction Program (TERP). Lesedunds
are received on the basis of project expenditures made. As
projects are advanced and expenditures incurred, the grants
are received and recognized. In FY2005, total grants were
$150.6 million. In FY20086, the total received was $123.5
million, a decrease of $27.1 million. [edekrease is primarily
due to project completions in the Regional Bus Plan
construction projects.

Fiscal Year 2005 vs. 2004

METRO is the recipient of a number of federal and state
grants from a variety of programs including Formula Funds,
New Starts, Fixed Guideway Modernization, Discretionary
Bus, Congestion Mitigation/Air Quality (CMAQ), and
Texas Emission Reduction Program (TERP). Lesedunds
are received on the basis of project expenditures made. As

projects are advanced and expenditures incurred, the grants
are received and recognized. In FY2004, total grants were
$134.6 million. In FY2005, the total received was $150.6
million, an increase of $16 million. [einkrease is primarily
due to project milestone completions in the Regional
Computerized Tra [cSlgnal System (RCTSS), Downtown/
Midtown Transit Streets construction projects, the 1900
Main Administration Building, and increased work on the
METRO Solutions program.

INVESTMENT INCOME
Fiscal Year 2006 vs. 2005

METRO' average invested funds for FY2006 were

$177.3 million and for FY2005 $80.7 million. [Ce_1
increase was primarily due to the FY2006 collection of

the Federal Transportation Administration portion of
eligible expenditures made in FY2005 and increases in
Sales Tax receipts. METRO’s average realized return was
4.61% for 2006 and 3.01% for 2005. [ein¥estment
portfolio consisted of the following: U.S. Treasuries, U.S.
Agencies, Commercial Paper, Cash and Money Market
Funds. METRO"s realized return increased from 3.01% to
4.61% due to rising market interest rates during periods for
investments. [_eFeberal funds rate increased 150 basis points
(3.75% to 5.25%) during fiscal year 2006.

Fiscal Year 2005 vs. 2004

METRO' average invested funds for FY2005 were $80.7
million and for FY2004 $112.7 million. [edektrease
was primarily due to the Federal government’s delay in
appropriation of funds for FY2005. METRO’s average
realized return was 3.01% for 2005 and 2.0% for 2004.
e in¥estment portfolio consisted of the following:
U.S. Treasuries, U.S. Agencies, Commercial Paper, Texas
Municipal Securities Bonds, Cash and Money Market Funds.
METRO?s realized return increased from 2.0% to 3.01%
due to rising interest rates during periods for investments.
e FeHeral funds rate increased 200 basis points (1.75% to
3.75%) during fiscal year 2005.



OTHER INCOME
Fiscal Year 2006 vs. 2005

In FY2006, METRO net receipts for rail land leases and
rebates were $0.332 million, which represented the bulk of
Other Income. In FY2006, METRO’s net cash receipts for
purchase rebates was $0.166 million on Procurement-Card
charges for material and supplies.

Fiscal Year 2005 vs. 2004

In FY2005, METRO provided disaster assistance to Katrina
victims in support of FEMA. [eingurred cost of $1.7
million was billed to FEMA; however, an allowance for
doubtful accounts was provided for the same amount and
recorded as expenses, based on management’s assessment

of collecting.

LOCAL INFRASTRUCTURE ASSISTANCE
Fiscal Year 2006 vs. 2005

METRO has a set of programs to construct, rebuild and
rehabilitate streets in the Houston region. [ese programs
include the General Mobility Program, Regional Bus

Plan -- Downtown/Midtown/Texas Medical Center street
improvements and Regional Computerized Tra [cSignal
System, and transit mobility. [esfrkeets are not the property
of METRO so the construction expenditures are reported as
current period non-operating expenses. [ese dtreet projects
are a major contribution to enhanced mobility and reduced
congestion in the METRO service area — a major part of
METRO’s mission. [esenvestments in regional mobility
totaled $134.1 million in FY2005 and $115.6 million in
FY2006 (Table A-3). [edetrease in local infrastructure
assistance expenses is due to a winding down of Regional Bus

Plan projects being transferred to other governmental entities.

Fiscal Year 2005 vs. 2004

METRO has a set of programs to construct, rebuild and
rehabilitate streets in the Houston region. [ese programs
include the General Mobility Program, Regional Bus

Plan -- Downtown/Midtown/Texas Medical Center street
improvements and Regional Computerized Tra [cSignal
System, and transit mobility. [esfrkeets are not the property
of METRO so the construction expenditures are reported as
current period non-operating expenses. [ese dtreet projects
are a major contribution to enhanced mobility and reduced

congestion in the METRO service area — a major part of
METRO's mission. [ese investments in regional mobility
totaled $188.2 million in FY2004 and $134.1 million in
FY2005 (Table A-3). e dekrease in local infrastructure
assistance expenses is due to a winding down of projects being
transferred to other governmental entities. In previous years,
these expenditures were carried as work-in-process. As the
work has now been completed, these transfers were made.

LOSS ON SALE OF ASSETS
Fiscal Year 2006 vs. 2005

In FY2006, the loss was due to the sale of surplus real estate
holdings and retired transit equipment, neither of which had
remaining useful value to the Authority.

Fiscal Year 2005 vs. 2004

In FY2005, the loss was due to the sale of surplus real estate
holdings and retired transit equipment, neither of which had
remaining useful value to the Authority.



Table A-4
METRQO'’s Net Assets
(in millions of dollars)

Current Assets
Capital Assets (Net)
Prepaid Assets

Total Assets

Current Liabilities
Other Liabilities

Total Liabilities

Net Assets:
Investments in Capital Assets
Unrestricted

Total Net Assets

CAPITAL ASSETS
Fiscal Year 2006 vs. 2005

As of September 30, 2006, METRO had invested
approximately $2,407.0 million in capital assets, including
rail and equipment, buildings, buses and equipment,
transitways, other property and equipment, leasehold
improvements, land, and construction-in-progress. Net of
accumulated depreciation, METRO's net capital assets at
September 30, 2006 totaled $1,506.0 million. (Table A-5)

[Cisarhount represents a net increase (including additions
and disposals, net of depreciation) of $6.3 million or 0.4%
over September 30, 2005.

[eindrease in total capital assets (before depreciation) from
FY2005 to FY2006 was $8.4 million, 0.3%. A number of
projects were completed during the year and transferred from
construction-in-progress to specific asset categories.

Percentage Change

FY2006 FY2005 FY2006-2005 FY2004
406.3 204.2 99.0% 210.2
1,506.0 1499.7 0.4% 1,4855
299.7 321.3 -6.7% 343.0
2,212.0 2,025.2 9.2% 2,038.7
199.5 84.1 137.2% 105.8
312.7 3334 -6.2% 353.9
5122 4175 22.71% 459.7
1,506.0 1499.7 0.4% 1,485.6
193.8 108.0 79.4% 934
1,699.8 1,607.7 5.7% 1,579.0

Fiscal Year 2005 vs. 2004

As of September 30, 2005, METRO had invested
approximately $2,398 million in capital assets, including rail
and equipment, buildings, buses and equipment, transitways,
other property and equipment, leasehold improvements,
land, and construction-in-progress. Net of accumulated
depreciation, METRO’s net capital assets at September 30,
2005 totaled $1,499.7 million. (Table A-5) [isarhount
represents a net increase (including additions and disposals,
net of depreciation) of $14.2 million or 1.0% over September
30, 2004.

[eindrease in total capital assets (before depreciation) from
FY2004 to FY2005 was $73.6 million, 0.3%. A number of
projects were completed during the year and transferred from
construction-in-progress to specific asset categories.




Table A-5
METRQO'’s Capital Assets
(in thousands of dollars)

Rail and Equipment

Buildings and Improvements
Park & Ride Lots

Buses and Equipment
Transitways

Other Property and Equipment
Leasehold Improvements

Less: Accumulated Depreciation
and Amortization

Net Depreciable Property and
Improvements

Land
Construction-In-Progress

Capital Assets (Net)

OUTSTANDING COMMITMENTS
Fiscal Year 2006 vs. 2005

e Adthority has entered into various contracts and purchase
orders to acquire goods and services or to assist in developing
infrastructure improvements within the Authority’s service
area. Many of these contracts extend beyond a single fiscal
year. [ese ikems total approximately $215.2 million as of
September 30, 2006.

Fiscal Year 2005 vs. 2004

e Adthority has entered into various contracts and
purchase orders to acquire services or to assist in developing
infrastructure improvements within the Authority’s service
area. Many of these contracts extend beyond a single fiscal
year. [ese ikems total approximately $167.1 million as of
September 30, 2005.

Percentage Change

FY2006  FY2005  FY2006-2005  FY2004
327,679 320,346 23% 289,361
481193 472,786 18% 378,713
136,798 137,447 05% 132,489
526,500 581,602 95% 577,611
499,875 493,553 13% 463,120
85379 101,711 161% 91,020
227 569 -60.1% 6,207
2,057,741 2,108,014 24% 1938521
(900,687)  (898,606) 02% (839,167)
1,157,054 1,209,408 -43% 1,099,354
231,368 223380 36% 210749
117,623 66,939 757% 175461
1,506,045 1,499,727 04% 1485564

ECONOMIC OUTLOOK FY2007

[Ce Hbuston economy continued economic expansion in
FY2007. LCenprlce of oil and natural gas and the recovery
of the US economy as a whole are the drivers of growth.
Predicting these events in the future is very di Cculk due to
the complex national and international situation and the
degree of uncertainty and instability that continues to exist.

An economic slowing may occur in FY2007 according to
METRO’s consulting economist. If this occurs, the severity
and duration is highly uncertain.

CONTACTING

[CisTimancial report is designed to provide our patrons and
other interested parties with a general overview of the finances
and to demonstrate METRO’s accountability for the funds
it receives. If you have questions about this report or need
additional financial information, contact the Metropolitan
Transit Authority of Harris County, Texas, Finance
Department, PO. Box 61429, Houston, TX 77208-1429.




BASIC FINANCIAL STATEMENTS

Metropolitan Transit Authority of Harris County, Texas

Statement of Net Assets
September 30,2006 and 2005

2006 2005
Assets
Current Assets
Cash $ 5,657,135 $ 2,671,602
Investments 245,227,457 86,949,555
Receivables
Sales Tax 78,514,236 67,495,967
Federal Government - Federal Transit Administration 18,970,115 12,653,593
Joint Projects - City Of Houston 2,727,697 4,174,036
Interest 2,409,928 408,545
Bus Passes 948,510 409,295
Other 2,256,053 1,427,099
Total Receivables 105,826,539 86,568,535
Materials and Supplies Inventory 29,758,196 23,278,027
Other Current Assets 4,800,989 4,723,719
Restricted Investments 4,370,072 -
Total Current Assets 395,640,388 204,191,438
Non Current Assets
Capital Assets, Net 1,506,044,662 1,499,727,161
Prepaid Pension 10,633,336 -
Prepaid Lease Payments 299,649,081 321,306,789
Total Non Current Assets 1,816,327,079 1,821,033,950
Total Assets 2,211,967,467 2,025,225,388
Liabilities
Current Liabilities
Trade Payables 82,133,081 43,667,990
Accrued Wages, Vacation and Payroll Taxes 18,655,986 22,040,633
Liabilites for Injuries and Damages 4953276 4933521
Comercial Paper 89,000,000 -
Other Current Liabilities 4,683,614 13,454,665
Total Current Liabilities 199,425,957 84,096,809
Non Current Liabilities
Liabilites for Injuries and Damages 13,055,519 12,120,851
Deferred Rental Payments 299,649,081 321,306,789
Total Non Current Liabilities 312,704,600 333,427,640
Total Liabilities 512,130,557 417,524,449
Net Assets
Invested in Capital Assets 1,506,044,662 1,499,727,161
Unrestricted 193,792,248 107,973,778

Total Net Assets

$ 1,699,836,910

$ 1,607,700,939

The accompanying notes are an intregal part of the [m&ncial statements.




Metropolitan Transit Authority of Harris County, Texas
Statement of Revenues, Expenses and Changes in Net Assets
For the Years Ended September 30,2006 and 2005

2006 2005
Operating Revenues:
Transportation Fares $ 54,186,016 50,137,041
Operating Expenses:
Scheduled Services - Fixed Route
Bus & Rail Operations - Direct 126,865,459 125,262,654
Contract Service 38,906,779 36,332,284
Materials 4,299,865 4,241,837
Preventative Maintenance 41,755,975 39,384,631
Central Shop & Maintenance Support 12,956,132 13,480,763
Safety & Training 532,939 3,791,481
Subtotal Scheduled Services - Fixed Route 225,317,149 222,493,650
Non-scheduled Services - Special
Metrolift 30,547,646 28,884,037
Metrovan 3,578,916 2,563,513
Special Events 3,506,689 3,636,986
Subtotal Scheduled Services - Fixed Route 37,633,251 35,084,536
Service Support
Service Planning & Evaluation 348,891 1,177,777
Marketing 3,861,995 4,260,466
Transit Security 10,607,564 9,188,740
Insurance Claims 3,141,878 3,021,310
Ticket & Fare Collection 971,469 1,227,181
Facility Maintenance 13,940,679 11,283,070
Subtotal Service Support 32,872,476 30,158,544
Tra CLcManagement - Services 9,549,401 11,011,559
Organizational Support
Business, Community & Governmental Development 447374 528,487
Administrative, Financial and Personnel 17,122,603 15,665,098
Information Systems 2,188,249 2,929,732
Purchasing 1,223,727 1,747,664
Oversight, Audit & Legal 2,288,331 2,856,902
Subtotal Organizational Support 23,270,284 23,727,883
Depreciation and Amortization 107,030,889 107,970,694
Total Operating Expenses 435,673,450 430,446,866
Operating Loss (381,487,434) (380,309,825)
Nonoperating Expenses (Expenses):
Sales Tax 467,645,812 394,015,831
Investment Income 7,923,445 1,803,936
Other Expenses (Income) 446,526 (874,336)
Local Infrastructure Assistance (115,616,319) (134,178,117)
Loss on Sale or Disposal of Assets (10,245,545) (2,392,293)
Total Nonoperating Revenues (Expenses) 350,153,919 258,375,021
Loss Before Contributions (31,333,515) (121,934,804)
Capital Contributions 123,469,486 150,607,114
Changes in Net Assets 92,135,971 28,672,310
Net Assets - Beginning of the Year 1,607,700,939 1,579,028,629
Net Assets - End of the Year $ 1,699,836,910 $ 1,607,700,939

The accompanying notes are an intregal part of the [m&ncial statements.
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Metropolitan Transit Authority of Harris County, Texas
Statement of Cash Flows
For the Years Ended September 30,2006 and 2005

2006 2005
Cash Flows from Operating Activities:
Cash Received from Customers $ 53,391,275 $ 50,993,013
Cash Payments to Employees (206,547,126) (205,247,493)
Cash Payments to Suppliers for Goods and Services (149,711,123) (101,591,735)
Net Cash Used by Operating Activities (302,866,974) (255,846,215)
Cash Flows from Noncapital Financing Activities:
Sales Tax 457,764,968 393,998,687
Cash Payments for Local Infrastructure Assistance (97,902,757) (137,726,657)
Cash Payments/Proceeds for Nonoperating Activities 1,746,867 (1,428,925)
Net Cash Provided by Noncapital Financing Activities 361,609,078 254,843,105
Cash Flows from Capital and Related Financing Activities:
Grants 117,176,461 149,388,539
Cash Received from Commercial Paper 89,000,000 _
Proceeds from Sale of Assets 3,061,650 1,519,426
Capital Purchases (125,835,353) (163,545,119)
Net Cash Flows for Capital and Related Financing Activities 83,402,758 (12,637,154)
Cash Flows from Investing Activities:
Proceeds from Sale and Maturities of Investments 4,053,929,896 2,039,978,121
Purchase of Investments (4,199,889,819) (2,030,999,504)
Investment Income 6,800,594 3,064,837
Net Cash Flows from Investing Activities (139,159,329) 12,043,454
Net Cash Increase (Decrease) 2,985,533 (1,596,810)
Cash at Beginning of Year 2,671,602 4,268,412
Cash at End of Year $ 5,657,135 $ 2,671,602
Reconciliation of Operating Loss to Net Cash Used in
Operating Activities:
Operating Loss $(381,487,434) $ (380,309,825)
Adjustments to Reconcile Operating Loss to Net Cash
Used in Operating Activities:
Depreciation and Amortization 107,030,889 107,970,694
Changes in Assets and Liabilities:
Increase (Decrease) in Accounts Receivable (539,215) 617,298
Increase (Decrease) in Accounts Receivable-Other (779,513) 954,335
Increase in Inventory (7,641,022) (5,375,553)
Decrease (Increase) in Accrued Payroll (858,013) (336,748)
Increase (Decrease) in Accounts Payable (18,592,665) 20,633,584
Cash Used by Operating Activities $(302,866,974) $ (255,846,215)
Non Cash Investing Activities
The Net Decrease in Fair Value of Investments $ (254,333) $ (445,031)

The Accompanying Notes Are An Intregal Part Of The Financial Statements.
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Metropolitan Transit Authority of Harris County, Texas
Notes to the Basic Financial Statements

1. SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES:

[Ce MEtropolitan Transit Authority of Harris County, Texas
(the Authority) prepares its financial statements in accordance
with generally accepted accounting principles established or
approved by the Governmental Accounting Standards Board
(GASB), the more significant of which are described below.

Reporting Entity

[CeAdthority is a stand-alone governmental entity as defined
by Governmental Accounting Standards Board (GASB)
Statement No. 14, [eFihancial Reporting Entity, amended
by GASB Statement No. 39, Determining Whether Certain
Organizations Are Component Units.

e Adthority is a political subdivision of the State of Texas
established in 1977. e Adthority began operations in 1979
to develop, maintain and operate a public mass transportation
system, principally within Harris County, Texas and is
governed by a nine-member Board of Directors (the Board).
Five are nominated by the Mayor of the City of Houston
and confirmed by City Council. Two are nominated by the
Harris County Judge and confirmed by the Harris County
Commissioners Court and two are elected by the Mayors
of the 14 cities other than Houston within the Authority’s
service area.

Related Organizations

e following related organizations are excluded from
the financial reporting entity because the Authority’s
accountability does not extend beyond making appointments
and/or defined contributions and financial information is
available from the respective organizations.

City of Houston, Texas (the City) - Incorporated under the
laws of the State of Texas, the City provides governmental
services as authorized or required by its charter. While the
City appoints a voting majority of the Authority’s board
members, it is not financially accountable for the actions of
the Authority as it is unable to impose its will, and a financial
benefit or burden relationship does not exist.

Transport Workers Union - Metropolitan Transit Authority
Welfare Trust (HWT) - Established to provide health and
welfare benefits for certain employees of the Authority.
Although the Authority appoints two of the four members of
the Board, the Authority does not have significant influence
over its management, budget or policies, and its financial
accountability is limited to negotiated defined contributions.

e Ndn-union Pension Plan (NUPP) and Transport Workers
Union Pension Plan Local 260, AFL-CIO (TWUPP) -

e NUPP is administered by a five-member committee
appointed by the Authority and the TWUPP is administered
by four trustees, two appointed by the Authority and two
appointed by local 260. [ese dommittee members and
trustees are responsible for oversight and management of the
plans. [Ceasdets of the plans are held by a custodian in the
name of the NUPP and TWUPP and are not available for use
by the Authority.

Nature of Operating and Nonoperating Activities

e Adthority uses the flow of economic resources
measurement focus and accrual basis of accounting when
preparing financial statements. Using this approach, revenues
are recognized when earned and expenses are recognized when
incurred. In accordance with Governmental Accounting
Standards Board (GASB) Statement No. 20, the Authority
has elected to follow all Financial Accounting Standard Board
(FASB) pronouncements issued prior to November 30, 1989,
unless those pronouncements conflict with or contradict
GASB pronouncements. [e Adthority has elected not to
follow FASB pronouncements issued subsequent to that date.

Transit operations - provide the public with a high quality
and cost e [eckive public transportation system. Transit
operations include the designing and constructing of
maintenance facilities, rail lines, transit centers, Park &

Ride lots, and bus storage facilities; selecting bus/rail

routes; purchasing buses and rail equipment; maintaining
equipment; and hiring/training personnel who deliver transit
services and provide security.

Tra [cmhanagement operations - provide comprehensive,

e [ective and e [cieht management of tra Ccahd vehicular
movement in order to enhance the utilization of the
Authority’s Regional Street and Road Network, thereby
improving regional mobility. [e_Adthority also provides
tra Ccahd transportation law enforcement activities in order
to increase safety for the area’s motorists and pedestrians.

Local infrastructure improvement assistance — increase
mobility through funding and coordinating with state and
local governments’ improvement to roads, streets, sidewalks,
bridges and other infrastructure assets within the Authority’s
service area.




(SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES, continued)

Revenue and Expenses

Operating revenue consists of transit fares which include
special events. Nonoperating revenue and expenses include
the one percent sales tax levied in the Authority’s service area,
investment income, local infrastructure improvements, gain/
loss on disposal of assets and other income which primarily
consists of concession sales fees, leasing of property not used
in transit operations, and cash receipts from lease/sublease
arrangements.

[e_Audthority’s expenses relate primarily to transit operations,
tra Ccohanagement, capital and infrastructure improvements.

Cash and Investments

Cash consists of amounts maintained in demand deposit
accounts, cash on hand and deposits with State of Texas.
Investments consist of a variety of items including: money
market accounts, commercial paper, mortgage backed
securities, mutual funds, repurchase agreements, certificates of
deposit, U.S. Treasury securities and U.S. Agency securities.
All investments, except money market accounts, are available
for participation in the securities lending program established
by JPMorgan Chase Bank of Texas. Investments that are

lent and cash received as collateral in securities lending
transactions are reported as assets with corresponding
liabilities on the balance sheet. All investments are reported
at fair value based on quoted market prices. Investments from
commercial paper borrowing have been reported as Restricted
Investments on the Statement of Net Assets.

Receivables

Receivables generally consist of amounts due from customers,
grantor agencies, cost sharing agreements, employees,
warranties and miscellaneous activity.

Inventories of Materials and Supplies

Inventories are valued using a weighted average costing
method and consist principally of repair parts and other
supplies that are used to maintain the bus, rail and facilities.

Capital Assets

[e_Adthority’s overall capitalization policy requires
expenditures to be capitalized when they exceed $1,000 and
(a) the useful life of the asset acquired exceeds one year and/or
(b) the useful life of an existing asset is increased beyond its
original useful life. Depreciation of such property and

equipment is calculated using the straight-line method over
the following estimated useful lives:

Park & Ride Lots 20 years
Buses and Equipment 3 - 10 years
Other Property and Equipment 3 - 10 years
Transitways 30 years

Rail and Equipment 25 - 30 years
Buildings and Improvements 40 years

Capital assets are recorded at historical cost and expenditures
relating to normal repair and maintenance are expensed as
incurred. [ecabt and accumulated depreciation of assets
retired or sold are removed from the accounts and any gain or
loss is included in nonoperating revenues.

Compensated Absences

Compensated absences are earned by all full-time and
part-time employees.

Employees covered by the Authority’s Union Contract earn
vacation hours each December 31 based on years of service.
A maximum of 200 vacation hours per year can be earned.
Earned vacation hours must be used in the next calendar year.

[ese dmployees also accumulate one sick day per month up
to a maximum of 30 days based on date of hire and years of
service. Accumulated sick pay in excess of eight days may be
sold each September 30, back to the Authority. Vacation and
sick pay for these employees are expensed when earned with
unpaid balances being reported as a liability in the Statement
of Net Assets.

Non-union employees earn, based on years of service,
vacation hours up to a maximum of 16.70 hours each month.
Vacation hours accumulate and may reach a maximum 520
hours based on years of service. [esedmployees receive 10
sick days per year beginning January 1 of each year. Unused
sick leave for non-union employees can not be carried
forward to subsequent years and there is no payment for
unused sick leave at the end of a calendar year, termination or
retirement. Sick leave for non-union employees is expensed
when incurred. Vacations for these employees are expensed
when earned with unused balances being reported as a
liability in the Statement of Net Assets.

Upon termination or retirement, employees are entitled to
receive compensation for their unused accrued vacation leave.
All balances are available to employees during the next fiscal
year and are reported as current liabilities in the Statement of
Net Assets.




Commercial Paper

Funds received from the issuance of tax exempt commercial
paper are recorded as a current liability with interest accrued
monthly.

Sales Tax

Revenue from the 1 percent sales tax is recognized when
taxable sale transactions occur within the Authority service
area. e Camptroller for the State of Texas collects and
distributes these amounts to the appropriate governmental
organization with funding normally occurring within
approximately 60 days from date of the sale.

Use of Estimates

e prkparation of financial statements in conformity with
United States generally accepted accounting principles
requires management to make estimates and assumptions
that a [eck the reported amounts of assets and liabilities at the
date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual
results could di Cerlfrom these estimates.

Implementation of New Accounting Standards

[e_Adthority implemented Governmental Accounting
Standards Board (GASB) Statement No. 42 Accounting and

Financial Reporting for Impairment of Capital Assets and

for Insurance Recoveries and Statement No. 44 Economic
Condition Reporting: [eSthtistical Section-an amendment of
NCGA Statement.

2. DEPOSITS AND INVESTMENT SECURITIES:

Deposits and Investment Policy

e Adthority’s deposits and investment policy complies with the Texas Public Funds Investment Act and other requirements
established by the Board. Investments can include: Obligations of the United States of America and its agencies and
instrumentalities, money market accounts, commercial paper, mutual funds, fully collateralized repurchase agreements, local
government investment pools, certificates of deposit and other investments authorized by the Public Funds Investment Act.

Interest Rate and Credit Risk

e Adthority’s investment policy is to minimize interest rate and credit risk by investing a majority of the portfolio in short-
term investments such as commercial paper, money market accounts, mutual funds and obligations of the United States of
America with maturities generally less than 2 years. Investments not insured or guaranteed by a governmental entity must be
rated by a nationally recognized organization with rating not less than AA, A-1, P-1, F-1 or equivalent ratings.

Custodial Credit Risk

e Adthority’s investment policy requires bank deposits to be insured by federal deposit insurance or collateralized at 102
percent of value with the collateral being held by a nona Lliafled, federally insured financial institution. Investment securities
are registered in the Authority’s name and held by an independent custodian.




(DEPOSITS AND INVESTMENT SECURITIES, continued)

Concentration of Credit Risk

[e_Audthority’s investment policy requires a diversified portfolio that minimizes the risk of loss resulting from over-
concentration of assets in specific maturity, specific issuer or specific class of securities and places limits on the allocation
of investments between investment types. Investments issued or explicitly guaranteed by the U.S. Government and mutual
funds are not subject to Concentration of Credit Risk disclosure and represented 8.86% of total investments. Commercial
paper and U.S. Agency securities represented 44.57% and 46.57% of total investments with placements that exceeded 5%
listed below:

Fair Value Maturity Date
Asset One $ 13,919,768 October 27,2006
Coral Capital 12,959,884 October 3,2006
Federal National Mortgage Association 13,879,537 May 15,2007
Federal Home Loan Mortgage Association 14,976,366 September 17,2007
Federal National Mortgage Association 23,973,600 April 28,2008
Federal Home Loan Bank 37,956,463 May 15,2008

Deposits
As of September 30, 2006 and 2005 the Authority’s deposits and book balances were:
Deposits Fiscal 2006 Fiscal 2005
Local Bank $ 493,243 $ 605,241
State of Texas 5,632,665 2,447,541
Total Deposits 6,125,908 3,052,782
Book Balance $ 5,657,135 $ 2,671,602

[eTaik value of the Authority’s investments is estimated based on quoted market prices. [elin¥estments held at
September 30, 2006 and 2005 are indicative of the type of investments made by the Authority during each fiscal year and
consist of the following:

Fiscal 2006 Fiscal 2005 Rating
Fair Value Fair Value Agencies
Investment Securities
U.S. Treasury Securities $ 19,125,000 $ 19,212,500
U.S. Agency Securities 116,233,487 5,540,675 AAA
Commercial Paper 111,256,961 40,961,780 A-1,P-1,F-1
Mortgage Backed Securities - 1,172
Total Investment Securities 246,615,448 65,716,127
Money Market Mutual Funds 2,982,081 21,333,428 Aaa, AAAm

Total Investments $ 249,597,529 $ 86,949,555




Investment by type and weighted average maturity as of September 30, 2006 consisted of:

Investment Maturity Weighted
Fiscal 2006 Average
Fair Value 1-365 days [-2 years 7 years Maturity
Investment Securities:

U.S.Treasury Securities $ 19,125,000 $ - $ 9,673,438 $ 9,451,562 4.1 years
U.S.Agency Securities 116,233,487 53,796,444 61,930,064 506,979 [.21 years
Commercial Paper 111,256,961 111,256,961 - - 17.38 days
Money Market Mutual Funds 2,982,081 2,982,081 - - 1.00 day

Total Investments $ 249,597,529 $168,035,486 $ 71,603,500 $ 9,958,54|

e Bdard has authorized the Authority to enter into a securities lending agreement with JPMorgan Chase Bank of Texas (CT)
and its a [liae JPMorgan Chase Manhattan Bank (CM) for securities held by the Authority. [isagreement authorizes CT
to act as the Authority’s agent and deliver to CM securities which may be loaned to those organizations that are reported on
the approved borrowers list maintained by CM. [e_Adthority has the right to further limit the organizations that CM may
conduct securities lending transactions on its behalf. In addition, the Authority or the borrower may terminate the loan
on demand.

As of September 30, 2006 and 2005 collateral received by CM for securities lending transactions is held in the name of the
Authority and consists of cash or governmental securities and equals 102 percent or more of the fair value of the securities
loaned, which is determined at the end of each business day by CM. Investment of the Authority’s cash collateral by CM is
limited to U.S. Treasury and Agency securities and Repurchase agreements with maturities not to exceed 90 days. Repurchase
agreements must be fully collateralized by securities that are issued or guaranteed as to principal and interest by the United
States Government, its agencies or instrumentalities. Because of these restrictions, the Authority is not subject to any

credit risk.

e Adthority is responsible for any deficits that result from the sale of investments that relate to the cash collateral held by
CM. When the collateral is in the form of securities, CM will indemnify the Authority if the borrower fails to return any of
the borrowed securities upon termination of the loan. [Ce<callateral held by CM in the name of the Authority can be pledged
or sold only if the borrower defaults.

All Investment securities are available for use in the security lending program and security lending activity for fiscal 2006 and
2005 consisted of:

Fiscal 2006 Fiscal 2005

Investment Securities
Available for Lending $ 246,615,448 $ 65,716,127
Amount on Loan 32,025,784 19,447,270
Gross Earnings 680,625 61,662
Rebates 652,558 58,108
Agent Fees 11,230 13,232

Amount Reported in
Investment Income 16,836 19,847

Percentage on Loan 12.9% 29.6%




3. CAPITAL ASSETS:

Changes in capital assets for fiscal 2006 were:

Transfers
and
October I, Completed September 30,

Capital Assets 2005 Additions Retirements Projects 2006
Capital Assets not Depreciated:

Land 223,379,900 $ 28,000 $ (2,905,531) $ 10,865,921 $ 231,368,290

Construction in Progress 66,939,263 125,834,822 (60,687) (75,090,864) 117,622,534
Total Capital Assets not Depreciated 290,319,163 125,862,822 (2,966,218) (64,224,943) 348,990,824
Capital Assets Depreciated:

Building and Improvements 472,786,216 - (2,580,454) 10,987,132 481,192,894

Park & Ride Lots 137,446,795 - (2,843,900) 2,194,940 136,797,835

Business Equipment 581,601,663 - (75,204,805) 20,193,229 526,590,087

Rail and Equipment 320,346,314 1,049,058 - 6,283,709 327,679,081

Transitways 493,553,341 - - 6,321,265 499,874,606

Other Property and Equipment 102,279,745 - (34,918,339) 18,244,668 85,606,074
Total Capital Assets Depreciated 2,108,014,074 1,049,058 (115,547,498) 64,224,943 2,057,740,577
Less: Accumulated Depreciation
and Amortization

Building and Improvements (188,339,187) (15,252,569) 1,593,025 - (201,998,731)

Park & Ride Lots (67,370,543) (5,170,880) 2,109,991 - (70,431,432)

Buses and Equipment (379,902,355) (42,647,741) 67,394,428 - (355,155,668)

Rail and Equipment (15,629,012) (10,702,837) - - (26,331,849)

Transitways (179,206,390) (17,321,273) - - (196,527,663)

Other Property and Equipment (68,158,589) (15,935,589) 33,852,782 - (50,241,396)
Total Accumulated Depreciation

and Amortization (898,606,076)  (107,030,889) 104,950,226 - (900,686,739)
Total Capital Assets being
Depreciated, Net 1,209,407,998  (105,981,831) (10,597,272) 64,224,943 [,157,053,838
Total Capital Assets, Net $ 1,499,727,161  $ 19,880,991  $ (13,563,490) $ - $1,506,044,662

[CeAdthority cancelled the EGR Development Project and recorded a loss totaling $3,244,851. [isarhount has been
reported in the Statement of Revenue, Expenses and Changes in Net Assets as a loss on sale or disposal of assets.




Changes in capital assets for fiscal 2005 were:

Transfers
and
October I, Completed September 30,

Capital Assets 2004 Additions Retirements Projects 2005
Capital Assets not Depreciated:

Land 210,749,538  $ - $ (1,066,156) $ 13696518 $ 223,379,900

Construction in Progress 175,461,052 127,153,880 (1,488,930) (234,186,739) 66,939,263
Total Capital Assets not Depreciated 386,210,590 127,153,880 (2,555,086) (220,490,221) 290,319,163
Capital Assets Depreciated:

Building and Improvements 378,712,905 - (206,936) 94,280,247 472,786,216

Park & Ride Lots 132,488,501 - (2,448,715) 7,407,009 137,446,795

Business Equipment 577,611,321 - (37,238,886 41,229,228 581,601,663

Rail and Equipment 289,361,000 - 30,985,314 320,346,314

Transitways 463,119,670 - - 30,433,671 493,553,341

Other Property and Equipment 97,227,487 - (11,102,494) 16,154,752 102,279,745
Total Capital Assets Depreciated 1,938,520,884 - (50,997,031) 220,490,221 2,108,014,074
Less: Accumulated Depreciation
and Amortization

Building and Improvements (174,443,335) (14,059,764) 195,596 (31,684) (188,339,187)

Park & Ride Lots (64,365,614) (5,195,661) 2,127,456 63,276 (67,370,543)

Buses and Equipment (366,077,630) (49,120,005) 35,294,164 I,116 (379,902,355)

Rail and Equipment (6,944,664) (8,692,579) - 8,231 (15,629,012)

Transitways (161,261,698) (17,939,004) - (5,688) (179,206,390)

Other Property and Equipment (66,074,505) (12,963,681) 10,914,848 (35,251) (68,158,589)
Total Accumulated Depreciation

and Amortization (839,167,446)  (107,970,694) 48,532,064 - (898,606,076)
Total Capital Assets being
Depreciated, Net 1,099,353,438  (107,970,694) (2,464,967) 220,490,221 1,209,407,998
Total Capital Assets, Net $ 1,485,564,028 $ 19,183,186 $ (5,020,053) $ - $1,499,727,161

4. RETIREMENT PLANS:

Pension Plans

e Adthority has two pension plans, the Transport Workers Union Pension Plan, Local 260 AFL-CIO and the Non-union
Pension Plan. Both plans are noncontributory, single employer, defined benefit plans designed to provide retirement benefits
to full time employees. Stand-alone financial statements are available for both pension plans from the Authority’s Treasury
Division. Pension plan contributions are authorized by the Board during the annual budgeting process.

Transport Workers Union Pension Plan Local 260, AFL-CIO (TWUPP)

e TWUPP provides monthly normal retirement benefits based on participants’ years of service but not less than $300.
Plan participants have a 100 percent vested interest in employer contributions to the Plan after 5 years of credited service.
Participants become eligible to receive benefits at the earlier of 28 years of credited service or age 60 with 5 years of credited
service. [ereduirements for early retirement with reduced benefits are that an employee reaches age 55 and has 25 years of






