Notes to the 2008 Financial Statements for the
Metropolitan Transit Authority of Harris County, Texas

1. Summary of Significant Accounting Policies

The 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

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

The Authority is a political subdivision of the State of Texas established in 1977. The Authority 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

The 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 Health & Welfare Trust (Trust) - 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.

The Non-union Pension Plan (NUPP) and Transport Workers Union Pension Plan Local 260, AFL-CIO (TWUPP)
- The NUPP is administered by a seven-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. These
committee members and trustees are responsible for oversight and management of the plans. The assets
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

Operating

The Authority 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 GASB Statement No. 20, the Authority follows all Financial
Accounting Standard Board (FASB) pronouncements issued prior to November 30, 1989, unless those
pronouncements conflict with or contradict GASB pronouncements. The Authority has elected not to follow
FASB pronouncements issued subsequent to that date.

Operating revenue consists of transit fares including special events while expenses consist of transit
operations, traffic management, and organizational support. During FY2008 the Authority implemented a
new revenue collection system. This system allows quicker boarding and better tracking of ridership and
unused ticket value. The value of unused tickets have been reported as deferred revenue and included in
other current liability, in the Statement of Net Assets.

Transit operations - provide the public with a high quality and cost effective 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.

Traffic management operations - provide comprehensive, effective and efficient management of traffic and
vehicular movement in order to enhance the utilization of the Authority’s Regional Street and Road Network,
thereby improving regional mobility. The Authority also provides traffic and transportation law enforcement
activities in order to increase safety for the area’s motorists and pedestrians.

Organizational support - provides the Authority with oversight, direct assistance, and community/business
development opportunities.

Nonoperating

Nonoperating revenue and expenses include the one percent sales tax levied in the Authority’s service
area, Investment income, Local infrastructure assistance, Gain/Loss 'on disposal of assets and Other
income which includes leasing of property not used in transit operations, and cash receipts from lease/
sub-lease arrangements.

Cash and Investments

Cash consist of amounts maintained in demand deposit and petty cash accounts. Restricted cash consist of
deposits with State of Texas and other governmental entities. 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. 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 activities.

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

Capital Assets

The Authority’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 4 - 30 years
Buses 3-12 years
Other property and equipment 3-10 years
Transitways 4 - 30 years
Rail cars 4 - 25 years
Rail infrastructure 4 - 30 years
Buildings and improvements 4 - 40 years

Capital assets, including capital leases, are recorded at historical cost and expenditures relating to normal
repair and maintenance are expensed as incurred. The cost and accumulated depreciation of assets retired
or sold are removed from the accounts with any gain or loss included in nonoperating revenues. Liabilities
relating to capital leases are reflected separately on the Statement of Net Assets.

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. These employees 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 can earn vacation hours up to 16.67 each month and can accumulate, based on
years of service, up to 520 hours. Vacation expense is recorded when earned with the unused balance being
reported as a liability in the Statement of Net Assets. Employees are paid for their unused vacation time
upon termination or retirement. In addition, these employees receive 10 sick days per year at the beginning
of each calendar year. Unused sick leave can not be carried forward to subsequent years and there is no
payment at the end of a calendar year, termination or retirement. Sick leave for non-union employees is

expensed when incurred.




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

Use of Estimates

The preparation of financial statements in conformity with United States’ generally accepted accounting
principles requires management to make estimates and assumptions that affect 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 differ from these estimates.

Implementation of new GASB Standards

During FY2008 the Authority implemented GASB No. 45 Accounting and Financial Reporting by Employers
for Postemployment Benefits Other Than Pension and GASB No. 50 Pension Disclosures. The Authority will
be evaluating the implementation of GASB 49 Accounting and Financial Reporting for Pollution Remediation
Obligations during FY2009.

2. Deposits and Investment Securities

Deposits and Investment policy

The Authority’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

The-Authority’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 two 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

The Authority’s investment policy requires bank deposits to be insured by federal deposit insurance or collat-
eralized at 102 percent of value with the collateral being held by a nonaffiliated, federally insured financial in-
stitution. Investment securities are registered in the Authority’s name and held by an independent custodian.




Concentration of Credit Risk
The Authority’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, mutual funds and investment pools are not subject to Concentration
of Credit Risk disclosure and represented 100% of total investments.

Deposits
As of September 30, 2008 and 2007 the Authority’s deposits and unrestricted cash book balances were:

Fiscal 2008 Fiscal 2007
Local bank deposit $ 1,231,556 ; $ 67,317
Unrestricted cash book balance $ 121,392 $ 231,459

The fair value of the Authority’s investments is estimated based on quoted market prices. The investments
held at September 30, 2008 and 2007 are indicative of the type of investments made by the Authority
during each fiscal year and consist of the following;:

Fiscal 2008 Fair Value Fiscal 2007 Fair Value Rating Agencies
Investment securities: I
U.S. Treasury securities $ 10,321,875 $ 19,587,500
U.S. Agency securities — 45,536,534 AAA
Commercial paper — 46,855,555 A1, P1,F1
Total investment securities 10,321,875 111,979,589
Money Market Mutual Funds 131,946,674 159,810,587 Aaa , AAAm
Total investments $ 142,268,549 $ 271,790,176

Investment by type and weighted average maturity as of September 30, 2008 consisted of:

Investment Maturity

Weighted
Fiscal 2008 Fair Value 1 day 5 years Average Maturity

Investment securities:
U.S. Treasury securities $ 10,321,875 — $ 10,321,875 4.67 years
Money Market Mutual Funds 131,946,674 131,946,674 — 1 day

Total investments $ 142,268,549 $ 131,946,674 $ 10,321,875

The Board has authorized the Authority to enter into a securities lending agreement with JPMorgan Chase
Bank of Texas (CT) and its affiliate JPMorgan Chase Manhattan Bank (CM) for securities held by the Authority.
This agreement 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. The Authority 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, 2008 and 2007 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.

The Authority 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. The collateral is held
by CM in the name of the Authority and 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 2008
ahd 2007 consisted of:

Fiscal 2008 Fiscal 2007
Investment Securities available for lending $ 10,321,875 $ 111,979,589
Amount on loan 9,684,828 19,532,010
Gross earnings 227,286 1,047,236
Rebates 201,565 1,006,142
Agent fees 24,497 16,442
Amount reported in Investment income 36,744 24,652
Percentage on loan 93.8% 17.4 %

3. Capital Assets

During fiscal year 2008 the Authority reviewed its asset classification which resulted in combining or
separating some assets into different asset categories and reducing estimated service life of certain assets.
Changes in the estimated service life will be treated as a change in accounting estimate and will increase
depreciation expense over the next 5 years by $15,863,322. Movement between categories are included as
part of the Transfers and Completed Projects column.




Changes in capital assets for fiscal 2008 were:

Transfers and

Completed September 30,
Capital Assets October 1, 2007 Additions Retirements Projects 2008
Capital assets not depreciated:
Land $ 240,609,772 — — $ 46,823,967 $ 287,433,739
Construction in progress 279,635,085 337,937,637 (12,770) (141,075,847) 476,484,105
Total capital assets not
depreciated 520,244,857 337,937,637 (12,770) (94,251,880) 763,917,844
Capital assets depreciated:
Administration & operating
facilities 478,370,724 — (653,706) (66,174,394) 411,542,624
“Park & Ride lots and
transit centers 140,644,890 635,848 (645) 121,784,888 263,064,981
Buses and equipment 531,871,464 — (27,315,895) 28,795,000 533,350,569
Rail cars 327,558,875 — — (269,271,674) 58,287,201
Rail infrastructure — — — 239,621,653 239,621,653
Transitways 502,904,725 — — 8,958,170 511,862,895
Other property
and equipment 86,125,408 628,170 (21,409,146) 30,538,237 95,882,669
Total capital assets
depreciated 2,067,476,086 1,264,018 (49,379,392) 94,251,880 2,113,612,592
Less: Accumulated depreciation and amortization
Administration & operating
facilities (204,870,236) (24,774,549) 1,043,527 45,877,412 (182,723,846)
Park & Ride lots and
transit centers (75,473,068) (6,880,825) 645 (49,079,282) (131,432,530)
Buses and equipment (363,068,281) (42,835,189) 26,489,815 (4,318,440) (383,732,095)
Rail cars (44,733,186) (13,108,786) — 47,873,680 (9,968,292)
Rail infrastructure — (773,980) — (40,659,184) (41,433,164)
Transitways (213,922,087) (17,907,464) — 16,654 (231,812,897)
Other property
and equipment (51,428,179) (18,575,338) 21,234,663 289,160 (48,479,694)
Total accumulated
« depreciation and amortization (953,495,037) (124,856,131) 48,768,650 — (1,029,582,518)
Total capital assets being
depreciated, net 1,113,981,049 (123,592,113) (610,742) 94,251,880 1,084,030,074
Total capital assets, net $ 1,634,225,906 $ 214,345,524 $ (623,512) — $1,847,947,918




Changes in capital assets for fiscal 2007 were:

Transfers and

Completed September 30,
Capital Assets October 1, 2006 Additions Retirements Projects 2007
Capital assets not depreciated:
Land $ 231,368,290 —  $(1,027,448) $ 10,268,930 $ 240,609,772
Construction in progress 117,622,534 253,882,415 (41,016) (91,828,848) 279,635,085
Total capital assets not
depreciated 348,990,824 253,882,415 (1,068,464) (81,559,918) 520,244,857
Capital assets depreciated:
Building and improvements 481,192,894 = (17,044,811) 14,222,641 478,370,724
Park & Ride lots 136,797,835 - — 3,847,055 140,644,890
Buses and equipment 526,590,087 - (41,067,764) 46,349,141 531,871,464
! Rail and equipment 327,679,081 — — (120,206) 327,558,875
Transitways 499,874,606 1,025,226 - 2,004,893 502,904,725
Other property
and equipment 85,606,074 — (14,737,060) 15,256,394 86,125,408
Total capital assets
depreciated 2,057,740,577 1,025,226  (72,849,635) 81,559,918 2,067,476,086
Less: Accumulated depreciation and amortization
Building and improvements (201,998,731) (17,113,375) 14,182,897 58,973 (204,870,236)
Park & Ride lots (70,431,432) (5,041,636) - — (75,473,068)
Buses and equipment (355,155,668) (46,883,990) 39,173,974 (202,597) (363,068,281)
Rail and equipment (26,331,849) (18,557,511) - 156,174 (44,733,186)
Transitways (196,527,663) (17,385,178) - (9,246) (213,922,087)
Other property
and equipment (50,241,396) (15,308,167) 14,124,688 (3,304) (51,428,179)
Total accumulated
depreciation and amortization (900,686,739) (120,289,857) 67,481,559 — (953,495,037)
Total capital assets being
depreciated, net 1,157,053,838 (119,264,631) (5,368,076) 81,559,918  1,113,981,049
Total capital assets, net $ 1,506,044,662 $134,617,784 $ (6,436,540) — $1,634,225,906

As part of the Master Lease Purchase Finance Program (MLPFP), the Authority entered into its first capital
lease on July 15, 2008 totaling $62,255,000 for the acquisition of 98 diesel electric hybrid buses. The
Authority recorded the buses in construction in progress (CIP) and established the related lease obligation. -
As buses are received and placed into service they will be transferred from CIP to buses and equipment and
deprecation will begin. As of September 30, 2008 eight buses have been delivered.

In addition to'the MLPFP, the Authority entered into a 5 year lease for copiers and a 50 year lease with three
15 year extensions for the use of land and related improvements for a Park & Ride lot. Land improvements
for this Park & Ride have been capitalized and will be depreciated over their remaining useful life with
payments for land being reported as an operating lease.




Capital leased assets are depreciated over their estimated useful life or the life of the lease, if shorter, and
have been reported as part of capital assets, net with a corresponding capital lease liability on the Statement
of Net Assets. Schedule payments over the lease terms are:

Payments
Park & Ride Land
Fiscal Years MLPFP 1st Acquisition Buses Copiers Improvements
2009 $ 2,183,665 $ 144,557 $ 78,461
2010 6,756,869 144,557 78,461
2011 6,776,244 144,557 78,461
2012 6,732,794 144,557 78,461
2013 6,759,703 144,557 82,384
2614-2020 53,689,755 — 326,377
Total 82,899,030 722,785 722,605
Interest 20,644,030 123,094 131,138
Present value of
minimum lease payments $ 62,255,000 $ 599,689 $ 591,467

4. Retirement Plans

The Authority has three pension plans and two postemployment health care plans. Two of the pension
plans are noncontributory, single employer, defined benefit plans and one is a defined contribution plan.
The defined contribution plan became effective October 1, 2007 for new employees who are not eligible
for the Non-union Pension Plan. The postemployment health care plans are single employers, defined
benefit plans that are available to retirees. Stand-alone audited financial statements are available for both
defined benefit pension plans and the Health and Welfare Trust (one of the post employment benefit plans)
from the Authority’s Treasury Division. Pension plan and post employment health care contributions are
authorized by the Board during the annual budgeting process. Administration of the pensions and Non-
union postemployment health care benefit plans are performed by the Authority with the Health and Welfare
Trust managing benefits for their participates. KPMG, LLP did not audit the pension plans or the Health and
Welfare Trust.

Calculating the annual required contribution and obligations for the defined benefit pensions and the defined
post employment health care benefit plans requires the use of actuarial estimates, which are reviewed and
updated annually, some of which include; future employment, mortality, asset returns, salaries, funding and
health care cost trend rates which are listed in tables on the following pages. These actuarial calculations
reflect long-term perspective and uses techniques that are designed to reduce short-term volatility in
actuarial accrued liabilities and assets. The required scheduled of funding progress immediately following
the notes to the financial statements present multiyear trend information about whether the actuarial value

of plan assets is increasing or decreasing over time relative to the actuarial accrued liabilities.




Defined Benefits Plans

Transport Workers Union Pension Plan Local 260, AFL-CIO (TWUPP) - The 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. The requirements for early retirement with reduced benefits are that an
employee reaches age 55 and has 25 years of credited service. In addition, the Plan provides for disability
retirement benefits with the requirements being 5 years of credited service. Additional requirements include
5 years of vesting service for vested deferred retirement benefits and for pre-retirement spousal benefits.
Four trustees administer the TWUPP. Two trustees are appointed by the Authority and two are appointed by
Local 260.

TWUPP required contributions are based on actuarial valuations prepared annually by an independent
actuary from data furnished by the Authority. The unfunded actuarial accrued liability as of January 1,
2008 was $32,706,024 and the pension expenses recognized in the financial statements for the current
and previous two fiscal years were $9,583,095, $9,310,903 and $9,835,137. Actual contributions for the
current and previous two fiscal years were $16,751,827, $16,884,299, and $19,496,315.

Non-union Pension Plan (NUPP) - NUPP participants have a 100 percent vested interest in employer
contributions to the Plan after 5 years of credited service. The minimum annual normal retirement benefit
of a participant who retires on or after his normal retirement date is $300 a month, provided the participant
has at least 10 years of credited service at retirement regardless of the date of his retirement. Participants
become eligible to receive benefits at age 65 with special provisions allowing for retirement at an earlier
age. The requirements for early retirement with reduced benefits are that an employee reaches age 55

and has 15 years of credited service. In addition, the Plan provides for disability retirement benefits with

the eligibility requirement being total and permanent disability at any age with benefits deferred to normal

retirement date. Additional requirements include 5 years of service for vested deferred retirement benefits
and pre-retirement spousal benefits. The NUPP plan is administered by a seven-member administrative
committee appointed by the Authority.

This plan was closed to new members effective September 30, 2007. Employees hired on/after October
1, 2007 that would have previously been eligible for the NUPP will now be placed into the defined

contribution plan.

NUPP required contributions are based on actuarial valuations prepared annually by an independent

actuary from data furnished by the Authority. The unfunded actuarial accrued liability as of January 1,
2008 was $15,583,085 and the pension expenses recognized in the financial statements for the current
and previous two fiscal years were $9,313,695, $9,508,765 and $9,344,250. Actual contributions for the
current and previous two fiscal years were $13,087,028, $10,015,433 and $12,054,347.




Significant actuarial assumptions used in the Authority’s plan valuations and funded status is listed below.

TWUPP

NUPP

Valuation date
Cost method
Asset valuation method

Interest rates:
Investment rate of return
Funding rate
Cost of living adjustments
Projected salary increase

Disability retirement rate

Assumed annual retirement rate

Mortality basis after normal retirement

Amortization of gains and losses
Method
Period

January 1st of each year
Unit credit

Five-year moving market

8.0% per annum

8.0% per annum, compounded annually
None

None

Revenue Ruling 96-7

Varying percentage ranging from 5% to
100% for age 70

RP-2000 Combined Mortality Table

Level dollars/open

30 years

January 1st of each year
Projected Unit credit (closed)

Five-year moving market

8.0% per annum

8.0% per annum, compounded annually
None

4.0% per annum

Revenue Rdling 96-7

Varying percentage ranging from 5% to
100% for ages 55 through 70 respectively

RP-2000 Combined Mortality Table

Level dollars/open
30 years (closed as of 9/30/2007)

The amount of the annual required contribution calculated by the actuary has not been adjusted for past

excess or deficient contributions. The current fiscal year contributions and changes in the Net Pension
Obligations (amortized over 30 years) for the period are:

TWUPP NUPP

Annual required contributions $ 8,751,828 $ 9,087,028

Amortization of Net Pension Obligation 831,267 226,667

Annual Pension cost 9,583,095 9,313,695

Current year contribution 16,751,827 13,087,028.

Current year change in Net Pension

Obligation (7,168,732) (3,773,334)

Net Pension Obligation/(Asset) balance

October 1, 2007 (16,080,066) (2,633,334)
« Net Pension Obligation/(Asset) balance

September 30, 2008 (23,248,798) (6,406,668)

Percentage of annual pension

cost contributed 174.81% 140.51%

Defined Contribution Plan

The defined contribution plan is for employees hired after October 1, 2007 and not eligible for the Non-union
Pension Plan. The Authority contributes 2 percent of the employee’s annual salary and will match up to an
additional 4 percent. Vesting rates varies from 0 to 100 percent by the end of the 5th year. Contributions by
the Authority for FY2008 totaled $106,289.

Other Post Employment Benefits Other Than Pension (first year implementation)
The Authority sponsors two, single employer, defined benefit Other Post Employment Health Care Plans which
includes the Transport Workers Union - Metropolitan Transit Authority Health & Welfare Trust (Trust) and the




Non-Union Plan. These plans cover medical, dental and life insurance for retirees with retiree’s contribution

being the same as active employees. Projections of benefits for financial reporting purposes are based

on the substantive plan (the plan as understood by the employer and the plan members) and include the
types of benefits provided at the time of each valuation and historical pattern of cost sharing between the
employer and plan members. The Authority is on a pay-as-you-go funding of the benefits.

The Trust is a separate legal entity that is managed by four Trustees who are responsible for managing
resources and establishing benefits. Two of the trustees are from the Transport Workers Union Local 260,
AFL-CIO and two are from the Authority. Payments to the Trust are irrevocable and made monthly for eligible
employees and retirees based on amounts established during contract negotiations with the union. To
qualify for this retirement benefit, an employee must be 60 years old with 5 years of credited services or any
age with 28 years of credited services or 55 years old with 25 years of credited services or meet disability
qualifications. FY2008 expenses and contributions for retirees to the trust totaled $5,371,636 with unfunded
actuarial accrued liabilities of $236,771,728 as of October 1, 2007.

The Non-Union plan covers full and certain part-time employees with payments made as services are
provided with administration managed by the Authority. To qualify for this retirement benefit, an employee
must be 55 years old with 15 years of credited services or 65 years old with 5 years of credited services.
FY2008 expenses and payments for retirees totaled $3,109,843 with unfunded actuarial accrued liabilities
of $140,455,753 as of October 1, 2007

Significant actuarial assumptions used in the Authority’s Other Post Employment Plans valuations are

as follows:

Trust Non-Union
Valuation date January 1st of each year January 1st of each year
Cost method Unit credit Unit credit
Health Care Cost Trend Rate Varying from 11% declining to 4.5 in 2015 Varying from 11% declining to 4.5 in 2015
Discount rate 4.0% per annum 4.0% per annum
Disability retirement rate Revenue Ruling 96-7 Revenue Ruling 96-7

Varying percentage ranging from 5% to Varying percentage ranging from 5% to
Assumed annual retirement rate 100% for age 70 100% for ages 55 through 70 respectively
Mortality basis after normal retirement 1983 Group Annuity Mortality Table 1983 Group Annuity Mortality Table
Amortization of gains and losses _
Method Level dollars/open Level dollars/open

Period 30 years 30 years




1

Calculation for Other Post Employment Cost and Net Post Employment Benefit Obligation are as follows:

Trust Non-Union
Annual required contributions $ 24,900,521 $ 15,184,765
Amortization of Net Post Employment
Benefit Obligation = _
Other Post Employment Cost 24,900,521 15,184,765
Current year contribution 5,371,636 3,109,843
Current year change in Net Post
Employment Benefit Obligation 19,528,885 12,074,922
Net Post Employment Benefit Obligation
balance October 1, 2007 - —
Net Post Employment Benefit Obligation
September 30, 2008 $ 19,528,885 $12,074,922
Percentage of Post Employment Benefit
cost contributed 21.57% 20.48%

The unaudited funded status of the TWUPP and NUPP pension plans as of January 1, 2008 were:
UAAL as a

Actuarial Value

Funded Ratio

Covered Percentage of

of Assets Liabilities (AAL) Unfunded AAL Percentage Payroll Covered Payroll
TWUPP $ 160,889 $ 32,706 83.2% $ 84,414 38.7%
NUPP $ 104,824 $ 15,583 87.1% $62,930 24.8%
The TWUPP and NUPP Annual Pension Cost (APC) and Net Pension Obligation are:

Year-End
Annual Percentage of Net Pension
Pension Cost APC Funded Obligation/(Asset)

TWUPP
2006 $ 9,835,137 198.2 $ (8,506,670)
2007 9,310,903 181.3 (16,080,066)
2008 9,583,095 174.8 (23,248,798)

NUPP

2006 9,344,250 129.0 (2,126,266)
2007 9,508,765 105.3 (2,633,334)
2008 $ 9,313,695 140.5 $ (6,406,668)

5. Self Insurance

The Authority is self insured for workers’ compensation, unemployment and other general liabilities and

purchases property and flood insurance which covers the risk of loss (after deductible) to all real and

personal property, including transit buses, located on the Authority’s property.

The Authority is protected by governmental immunity, except as provided by the Texas Tort Claims Act (TTCA).
Under the TTCA, liabilities for claims arising from the ownership and use of motor vehicles cannot exceed
$100,000 per person and $300,000 per accident for bodily injury and $100,000 per accident for property
damages. Bodily injury claims arising from the ownership of real and personal property are also limited to




$100,000 per person and $300,000 per accident. Settlements have not exceeded our insurance coverage
for any of the past three fiscal years.

Liabilities for injuries and damages were $23,498,073 at September 30, 2008 and $21,131,512 at
September 30, 2007. These amounts are reported at their net present value using a 5 percent discount rate.
Gross reserves for 2008 and 2007 were $26,860,347 and $24,171,949 respectively. These amounts were
developed from historical information maintained by the Authority and consisted of both reported but not
paid and incurred but not yet reported claims. Changes in liabilities for injury and damages for fiscal 2008
and 2007 were:

Balance Beginning of Claims and Changes Balance at Fiscal
the Fiscal Year in Estimates Claim Payments Year-End
October 1,2007 -
September 30, 2008 $21,131,512 $ 7,303,079 $ (4,936,518) $ 23,498,073
October 1, 2006 -
September 30, 2007 $ 18,008,795 $ 7,895,706 $(4,772,989) $ 21,131,512

The Authority’s ultimate liability for workers’ compensation claims may be more or less than the amount
accrued; however, management believes the differences will not materially affect the Authority’s
financial position.

6. Commitments and Contingencies

In addition to the retirement plans discussed in Note 4, the Authority has various commitments and

contingencies which include commercial paper, infrastructure assistance, outstanding contracts and
purchase orders, capital leases and operating leases, compensated absences, financial hedges for
diesel fuel, litigation and audit by other governmental entities. Descriptions and changes for these
items are listed below:

Commercial paper

The Authority is authorized to issue up to $400,000,000 in Sales and Use Tax Revenue Commercial Paper
Notes (CP). These notes are supported by pledging 75% of the Authority’s Sales and Use Tax Revenue and
interest earned on related investments. To support the CP program, the'Authority has implemented a revolving
credit facility totaling $300 million, none of which was used during FY2008. In the event of a remarketing
failurre, the credit line will be invoked to fund maturities and will incur interest costs at a base rate equal to

the higher of (a) the Administration Agent’s U.S. prime commercial lending rate in effect for such day (as sucﬁ
U.S. prime commercial lending rate is announced from time to time by the Administration Agent at its principal
New York office) plus 2.00% per annum, (b) the sum of 3.00% per annum plus the Federal Funds Rate for such
day (it being understood that each change is effective for the Administrative Agent’s purpose), and (c) 9.00%
per annum. The Authority is required to pay an annual commitment fee of 0.35% for funds that are available
but not used.




Proceeds from CP are for use in expanding, maintaining and improving public transit or eliminating
outstanding notes of the same series. Changes in CP for fiscal year 2008 and outstanding items as of
September 30, 2008 were:

Balance Balance
October 1, 2007 Proceeds Repayment September 30, 2008
$ 143,000,000 $ 1,327,000,000 $ 1,327,000,000 $ 143,000,000
Amount Issued Maturity Date Days Outstanding Nominal Rate
$ 36,500,000 12/9/2008 98 1.60%
36,500,000 10/06/2008 33 1.55%
20,000,000 10/06/2008 33 1.55%
50,000,000 10/06/2008 33 1.55%

$ 143,000,000

Outstanding value of contracts and purchase orders

The Authority 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. The outstanding value
of these items as of September 30, 2008 totals approximately $449,739,356. Payments will be made from
sale tax collections, transit fares, grants and master lease agreement.

Agreements to fund local infrastructure improvements and congestion mitigation/traffic
management programs

The Authority makes payments to or on behalf of Harris County, the City of Houston, and 14 cities within
the Authority’s service area for infrastructure improvement and mobility programs. Expenses related to
these agreements are reported as Local infrastructure assistance in the Statement of Revenues, Expenses,
and Changes in Net Assets. Expenses for the current and previous two fiscal years were $179,845,280,
$108,530,541 and $115,616,319.

Lease/sub-lease agreements for Operating Facilities and Buses -

The Authority currently has 12 active lease/sub-leases involving seven (7) Bus Operating Facilities (BOFs),
620 buses and bus equipment that are classified as Qualified Technological Equipment (QTE) for a total Fair
~Market Value (FMV) of $462,000,000 at closings with the Authority receiving a net benefit of $6,762,000 in
2001, $4,015,941 in 2002, and $3,345,521 in 2003.

Bank of America and Norlease are the Equity Investors of the Authority’s BOF leases. Wells Fargo and
Comerica are the Equity Investors of the Bus and QTE leases. American International Group (AIG) is the
Payment Guarantor for the BOF leases and Financial Security Assurance (FSA) is Payment Guarantor for the
Bus and QTE leases. Both Guarantors were AAA (S&P) and Aaa (Moody’s) rated companies at the time they
entered into the transactions.

In September 2008, triggered by the downgrade of the AlG’s credit rating by both S&P and Moody’s, Bank

of America, the equity investor of the Buffalo and Kashmere BOF leases, sent the Authority a request to
replace the initial Equity Payment Agreement and initial LOC based on provision of the Operative Document.
In December 2008, Bank of America sent the Authority another request for replacement of Series B Payment




Agreement. The Authority had successfully negotiated with Bank of America to extend their deadline to March
2, 2009 for both requests. The Authority has not yet received any requests from Norlease regarding their
Lease of other five Bus Operating Facilities. To unwind all 7 BOF leases could cost approximately $27 million.

In December 2008, the Authority sent to Comerica and Wells Fargo a request to extend.the deadline for the
replacement of the Strip Surety Provider of bus and QTE leases due to FSA downgrade in November 2008.
Comerica granted the extension until March 2, 2009; however, the Authority has not yet received a response
from Wells Fargo.

The Authority is also working diligently with other transit agencies in the nation to seek the intervention from
the Federal Government and U.S. Congress under the Troubled Assets Relief Program (TARP) authorized by
the Emergency Economics Stabilization Act of 2008 (EESA) to find the best solution that will minimize the
impact this crisis may cause to the transit industry.

Amounts placed with the payment undertakers are amortized on a straight-line basis over the life of

the specific lease. Unamortized balances are reported on the Statement of Net Assets as Prepaid lease
payments with a corresponding liability titled Deferred rental payments. Sale and sub-lease terms and
original amounts placed with payment undertakers are:

Original Lease Sub-Lease Early Sub-Lease Amortization
Expiration Date Purchase Option Date Expiration Date Period (Years)

Facility
Buffalo Bayou Dec. 14, 2075 Jan. 1, 2026 Jun. 14, 2035 34
Fallbrook Dec. 14, 2087 Jan. 1, 2026 Dec. 14, 2036 . 35
Field Service Center Jun. 14, 2068 Jan. 1, 2026 Dec. 14, 2034 33
Hiram Clarke Dec. 14, 2075 Jan. 1, 2026 Jun. 14, 2035 34
Kashmere Jun. 14, 2083 Jan. 1, 2026 Jun. 14, 2037 36
Northwest Dec. 14, 2075 Jan. 1, 2026 Jun. 14, 2035 34
West Jun. 14, 2083 Jan. 1, 2026 Dec. 14,2036 35
Transit Buses May 02, 2052 — Jan. 01, 2012-15 1013
Transit Buses Dec. 19, 2052 — Jan. 1, 2014 12
Transit Buses Dec. 19 2052 = Jan. 1, 2016 14

Fare boxes/radios Apr. 22,2043 — . Jan. 1, 2018 16




Amortization of the amounts placed with payment undertakers for fiscal year 2008 and 2007 were:

Unamortized Balance Remaining Unamortized Balance Remaining
with Payment Undertakers with Payment Undertakers
September 30, 2007 Current Year Amortization September 30, 2008

Facility
Buffalo Bayou $ 7,444,396 $ 275,719 $ 7,168,677
Fallbrook 42,717,394 1,526,555 41,190,839
Field Service Center 17,400,724 669,258 16,731,466
Hiram Clarke 21,576,288 799,122 20,777,166
Kashmere 37,822,687 1,304,231 36,518,456
Northwest 21,268,423 787,720 20,480,703
West 25,904,788 925,171 ‘ 24,979,617
Transit buses 36,436,158 5,735,631 30,700,527
Transit buses 32,726,905 6,116,271 26,610,634
Transit buses 5,466,531 * 607,392 4,859,139
Transit buses 4,882,387 697,484 4,184,903
Fare boxes/radios 24,344,692 2,213,154 22,131,538
Total $ 277,991,373 $ 21,657,708 $ 256,333,665
Unamortized Balance Remaining Unamortized Balance Remaining
with Payment Undertakers with Payment Undertakers
September 30, 2006 Current Year Amortization September 30, 2007

Facility
Buffalo Bayou $ 7,720,115 $ 275,719 $ 7,444,396
Fallbrook 44,243,949 1,526,555 42,717,394
Field Service Center 18,069,982 669,258 17,400,724
Hiram Clarke 22,375,410 799,122 21,576,288
Kashmere 39,126,918 1,304,231 37,822,687
Northwest 22,056,143 787,720 21,268,423
West 26,829,959 925,171 25,904,788
Transit buses (286) 42,171,789 5,735,631 36,436,158'
Transit buses (286) 38,843,176 6,116,271 32,726,905
Transit buses (24) 6,073,923 607,392 5,466,531
Transit buses (24) 5,579,871 697,484 4,882,387
: * Fare boxes/radios 26,557,846 2,213,154 24,344,692
Total $ 299,649,081 $ 21,657,708 $ 277,991,373

These are considered listed transactions by the Internal Revenue Service and an excise tax must be calculated

and paid annually. The amount of tax, if any, is not considered material and is being calculated for fiscal year
2008, 2007 and 2006.




Operating lease

The Authority leases land, buildings and data processing equipment under various operating leases. In most
cases, management expects to renew or replace these leases as they expire. Future minimum payments
under operating leases with initial or remaining terms of one year or more consisted of the following on
September 30, 2008:

Year Ending September 30 Operating Leases
2009 $ 1,192,195
2010 1,201,999
2011 1,093,171
2012 994,127
2013 994,127
Total minimum lease payments (excluding prepaid) $ 5,475,619

Rent expenses (including amortization of prepaid rent) for fiscal year 2008 and 2007 were $1,130,479 and
$1,233,340.

Financial Hedges for Diesel Fuel

The Authority developed and implemented a plan through physical forward contracts and/or financial
contracts, which will provide fuel and energy commaodity price certainty for up to 24 months of expected
consumption. The tactics to achieve this goal include: Fixed Price Future Delivery Contracts, Guaranteed
Price Contracts (Swaps), Maximum/Minimum Price Contracts (Collars) and Maximum Price Contracts (Caps).

Credit risk is minimized because all counterparties of contracts shall either have a minimum long-term rating
of “A3” or “A-“ by at least two of the three nationally recognized rating agencies or have collateral posting
requirements for entities with ratings below this level.

During FY2007 the Authority entered into two commodity swaps for.diesel fuel that were settled monthly
from October 2007 to September 2008. The notional amounts totaled 13,524,000 gallons, which
represented approximately 98 percent of the Authority’s diesel fuel usage during FY2008 and resulted in
a net gain of $17,251,340. The Authority also liquidated a FY2009 swap during FY2008 and will receive
$698,124 during FY2009 as the swap settles. These gains have been reported as reductions to related
operating expenses in the Statement of Revenues, Expenses and Changes in Net Assets.

On September 30, 2008 the Authority had six swap agreements outstanding. Five swaps are for FY2009 and
total 13,608,000 gallons which represents approximately 98 percent of the Authority’s anticipated usage.
The remaining swap is for 3,402,000 gallons and will settle during FY2010. These outstanding swaps had a
negative value of $7,568,494 as of September 30, 2008 as calculated by the counterparties both of whom
are nationally recognized commodity traders Koch Supply & Trading, LLP and J. Aron & Company.

Compensated absences are earned, as discussed in note one, based on employee classification. Changes
during the last two years are reflected below with $4,519,218 reported as a current liability as of September
30, 2008.




Balance Beginning of Balance at Fiscal

the Fiscal Year Taken Earned Year-End
October 1,2007 -
September 30, 2008 $ 14,383,258 $ (16,089,482) $ 14,329,929 $ 12,623,705
October 1, 2006 -
September 30, 2007 $ 13,903,080 $ (14,916,061) $ 15,396,239 $ 14,383,258
Litigation

The Authority is a defendant in various legal actions occurring in the normal course of its operations and has
recognized, to the extent it believes necessary, liabilities for any reasonably expected losses which might
arise from the final resolution of such litigation. In certain cases, however, management is not presently able
to determine the ultimate liability, if any, which might arise upon final resolution of the various legal actions.
In these instances, management believes the ultimate liability in excess of amounts recorded, if any, will ﬁot
materially affect the Authority’s financial position.

Federal and State Grants

Expenditures financed by federal and state grants are subject to audit by the granting agencies. Management
believes that no significant liability will arise from any such audits.
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Metropolitan Transit Authority of Harris County, Texas
Schedule of Funding Progress for the Non-Union and Transport Workers Union Pension Plan

(Unaudited)
UAAL as a
Actuarial Percentage
Actuarial Actuarial Accrued Unfunded Funded Ratio of Covered
Valuation Value of Liability (AAL) AAL (UAAL) Percentage Covered Payroll
Date Assets (a) Unit credit (b) (b-a) (a/b) Payroll (c) ((b-a)/c)
Non-union pension plan

Jan. 1, 2007 $ 92,588 $ 113,708 $21,120 81.4% $ 64,349 32.82%
Jan. 1, 2006 88,141 111,898 23,757 78.8% 58,554 40.57%
Jan. 1, 2005 85,188 108,439 23,251 78.6% 62,869 36.98%

Transport Workers union pension plan
Jan. 1, 2007 139,914 172,140 32,226 81.3% 81,287 39.64%
3 ‘ Jan. 1, 2006 121,483 164,424 42,941 73.9% 82,900 51.80%

Jan. 1, 2005 $ 104,180 $ 146,044 $ 41,864 71.3% $ 87,157 48.03%
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