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MINUTES OF MEETING
AUDIT COMMITTEE OF THE BOARD
MONDAY, NOVEMBER 14, 2016 - 2:45 P.M.
RONAN BOARD ROOM - 20™ FLOOR

2 BROADWAY
The following were present:
Honorable:
Neal Zuckerman Susan Metzger Mitchell Pally
John Molloy Andrew Albert Fernando Ferrer
M. Fucilli - MTA R.Foran - MTA M. Fritz - Deloitte
P.Kane - MTA L. Kearse - MTA G. Koslow - Deloitte
N.Din - MTA M. Hellman - NYCTA C. Hickman - Deloitte
D. Taveras- MTA J.Young - Deloitte

Neal Zuckerman presided over the meeting on behalf of Chair James Vitiello.

PUBLIC COMMENTS PERIOD

There were no public speakers.

APPROVAL OF MINUTES

The minutes of the September 26, 2016 Audit Committee meeting were approved.

AUDIT COMMITTEE WORK PLAN

There were no changes to the work plan. The agenda for the next meeting in January will include: the
review of the 3™ Quarter 2016 Financial Statements; the Pension Audits, the Information Technology
Report; the 2016 Audit Plan Status and 2017 Audit Plan; and DDCR’s performance update.

AUDIT APPROACH PLAN

Mike Fritz (Deloitte) first introduced himself to the new members of the Committee as the Lead Partner on
this engagement and Greg Koslow, Chris Hickman and John Young as the senior members of the audit
team. He then briefed the Committee on Deloitte’s audit plan and explained in some details what they plan
to do to deal with the “significant risk area” and “key areas of focus” presented in the “2016 MTA Audit
Service Plan” document that was previously provided to the Committee. He said the audit of the MTA
Consolidated Financial Statements and the agencies’ financial statements would be done in accordance with
GAAS and the standards applicable to financial audits contained in Government Auditing Standards. He
also said a “Single Audit Report” will be issued on all MTA federally- and state-funded expenditures.
Additionally, he said Deloitte will be looking at, among other items, the adoption of GASB standards, fair
value accounting, capital assets, pension disclosures and the accuracy of recorded fare and toll revenues.
For the 2016 audit, he indicated Greg Koslow would be responsible for MTA HQ, MTA Business Service
Center, the Single Audits and FMTAC; Chris Hickman for MTA Bus, NYC Transit and SIRTOA, and
John Young for LIRR, MNR and Bridges & Tunnels. He said specialists would be utilized for journal entry
profiling, valuation of investments and actuarial calculations. Mike also noted Deloitte’s continuous
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commitment to quality and cited the result of a recent peer review that gave Deloitte a “clean opinion.”
Lastly, he mentioned the number of audit reports that would be issued in early in the year and that the
audited 2016 Financial Statements for MTA and the agencies would be issued in April.

ENTERPRISE RISK MANAGEMENT AND INTERNAL CONTROL GUIDELINES

Lamond Kearse (MTA Chief Compliance Officer) stated that the MTA ERM and Internal Control
Guidelines that were established pursuant to Public Authority Law 2931 required some revision to conform
with the recent changes to the standards set by the Commission of Sponsoring Organizations of the
Treadway Commission and the standards established by the U.S. Government Accountability Office. He
presented the proposed revision to the MTA guidelines and requested the Committee’s approval.

A motion was made and seconded to accept the revision.

ENTERPRISE RISK MANAGEMENT UPDATE

Lamond briefed the Committee on the ERM Committee Status Report and talked about the summary of
ERM Committee activities during the year and explained the “Control Activities, Strategy and
Internal/External Driven Risk Change” topics that were presented in the report. He cited the number of
personnel involved in the ERM Program and the total activities/business processes, risks and controls in
each agency. He presented a year-to-year comparison of total risks and controls, noting an increase of
772 in total risk and a decrease of 62 in controls over the past year. In response to a prior Committee
inquiry, Lamond presented a graph showing the categories and levels of risk related to the “Open
Material/Significant Deficiencies” cited in the prior report. Lamond also highlighted the top risks for
each agency and MTA-wide. During the discussions on “material weakness,” Member Ferrer asked for
specifics as to the nature and area of the weakness. Lamond said the Committee will be provided the
requested information.

COMPLIANCE WITH THE REQUIREMENTS OF THE INTERNAL CONTROL ACT

Lamond reported that, as noted in the materials in the Committee book, the MTA and its agencies fully
complied with the Internal Control Act and have effective controls to mitigate the risks identified
during the risk assessment process.

OPEN AUDIT RECOMMENDATIONS

Lamond stated that, in compliance with a Committee requirement to report audit recommendations that
remained open 6 months or more past their original implementation dates, a list, totaling 10
recommendations, was compiled and provided to the Committee. Acting Chair Zuckerman requested
the Committee to take a moment to read the list since they were seeing it the first time. Member Ferrer
asked why a recommendation involving “Signal Systems” remained open specially that it was the
major concern before. Mark Hellman of Subways indicated that a reorganization in Signals is taking
place and guidelines are being re-visited and that effort was taking time. There were other issues
raised about the other recommendations on the list. Acting Chair Zuckerman asked that this item be
scheduled for an update and discussion in the January meeting.
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2017 AUDIT COMMITTEE WORK PLAN

. RECURRING AGENDA ITEMS

Approval of Minutes

Audit Work Plan

Pre-Approval of Audit and Non-
Auditing Services

Follow-Up Items

Status of Audit Activities

Executive Sessions

II. SPECIFIC AGENDA ITEMS

January 2017

Quarterly Financial Statements — 3@ Quarter 2016
Pension Audits

2016 Audit Plan Status Report

2017 Audit Plan

Information Technology Report

DDCR Performance Measures

April 2017

Financial Statements and Audit
Representation Letters

Management’'s Review of Consolidated
Financial Statements

Contingent Liabilities/Third Party
Lawsuits (Executive Session)

Financial Interest Reports

DDCR Performance Measures

Responsibility

Committee Chair & Members
Committee Chair & Members

Committee Chair & Members

As Appropriate
Auditor General/MTA 1G/
Chief Compliance Officer/
Chief Financial Officers/
Controllers/External Auditor/As Appropriate
As Appropriate

External Auditor/CFOs
External Auditor

Auditor General

Auditor General

Chief Information Officer
Chief Diversity Officer

External Auditor/CFOs/Controllers
Comptroller
General Counsels/External Auditor

Chief Compliance Officer
Chief Diversity Officer
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June 2017

Quarterly Financial Statements — 1t Quarter 2017
Single Audit Report

Investment Compliance Report

Management Letter Reports

Review of MTA/IG’s Office

Appointment of External Auditors

Enterprise Risk Management Update

Ethics and Compliance Program

MTAAS Audit Plan Status Report

September 2017

Quarterly Financial Statements — 2" Quarter 2017

November 2017

MTA Enterprise Risk Management Update
and Internal Control Guidelines

Compliance with the Requirements
of the Internal Control Act

Annual Audit Committee Report

Review of Audit Committee Charter

Audit Approach Plans/Coordination

Open Audit Recommendations

Security of Sensitive Data

DDCR Performance Measures

External Auditor/CFOs

External Auditor/CFOs

External Auditor

External Auditor/CFOs/Controllers
External Auditor/IG

Committee Chair & Members
Chief Compliance Officer

Chief Compliance Officer

Auditor General

External Auditor/CFOs

Chief Compliance Officer
Chief Compliance Officer/Agency ICOs

Audit Committee

Committee Chair

External Auditor

Agency ICOs/Chief Compliance Officer
Chief Information Officer

Chief Diversity Officer
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2017 AUDIT COMMITTEE WORK PLAN

Detailed Summary

I. RECURRING AGENDA ITEMS

Approval of Minutes
Approval of the official proceedings of the previous month’s Committee meeting.

Audit Work Plan
A monthly update of any edits and/or changes in the work plan.

Pre-Approval of Audit and Non-Auditing Services
As appropriate, all auditing services and non-audit services to be performed by external auditors will
be presented to and pre-approved by the Committee.

Follow-Up Items
Communications to the Committee of the current status of selected open issues, concerns or matters
previously brought to the Committee’s attention or requested by the Committee.

Status of Audit Activities

As appropriate, representatives of MTA’s public accounting firm or agency management will discuss
with the Committee significant audit findings/issues, the status of on-going audits, and the actions
taken by agency management to implement audit recommendations.

Executive Sessions
Executive Sessions will be scheduled to provide direct access to the Committee, as appropriate.

Il. SPECIFIC AGENDA ITEMS

Detailed Summary

JANUARY 2017

Quarterly Financial Statements — 3" Quarter 2016

Representatives of the MTA public accounting firm, in conjunction with appropriate agency
management, will discuss the interim financial statement that was prepared for the third quarter of
2016.

Pension Audits

Representatives of the MTA public accounting firms will provide the results of their reviews of the
pension plans that are managed and controlled by MTA HQ, Long Island Rail Road, Metro-North and
NYC Transit.

2016 Audit Plan Status Report
A briefing by Audit Services that will include a status of the work completed, a summary of the more
significant audit findings, and a discussion of the other major activities performed by the department.
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2017 Audit Plan

A discussion by Audit Services of the areas scheduled to be reviewed in 2017 as well as the
guidelines and policies that were used to assess audit risk and their application in the development of
the audit work plan.

Information Technology Report
The MTA Chief Information Officer will brief the Committee on the activities of the MTA IT for the past
year, including its accomplishments, strategies and plans for the current year.

DDCR Performance Measures

The MTA Chief Diversity Officer will brief the Committee on the status of the performance measures
and compliance monitoring used by the Department of Diversity and Civil Rights in tracking critical
tasks.

APRIL 2017

Financial Statements and Audit Representation Letters

The agency CFOs/Controllers will be available to the Committee to answer any questions regarding
the submission of their audit representation letters to the external audit firm. The MTA public
accounting firm will review the results and conclusions of their examination of the 2016 Financial
Statements.

Management’'s Review of MTA Consolidated Financial Statements

The MTA Comptroller will present a management’s review of the 2016 MTA consolidated financial
statements, including changes in capital, net assets, other assets and operating revenues and
expenses.

Contingent Liabilities and Status of Third Party Lawsuits

The General Counsels from each agency, along with representatives from the independent
accounting firm, will review in Executive Session the status of major litigation that may have a
material effect on the financial position of their agency, or for which a contingency has been or will be
established and/or disclosed in a footnote to the financial statements. In addition, the Committee will
be briefed on the status of third party lawsuits for which there has been minimal or sporadic case
activity.

Financial Interest Reports

The MTA Chief Compliance Officer will brief the Committee on the agencies’ compliance with the
State Law regarding the filing of Financial Interest Reports (FIRs), including any known conflicts of
interest.

DDCR Performance Measures

The MTA Chief Diversity Officer will brief the Committee on the status of the performance measures
and compliance monitoring used by the Department of Diversity and Civil Rights in tracking critical
tasks.
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JUNE 2017

Quarterly Financial Statements — 1t Quarter 2017

Representatives of MTA’s public accounting firm, in conjunction with appropriate agency
management, will discuss the interim financial statement that was prepared for the first quarter of
2017.

Single Audit Report
Representatives of MTA’s public accounting firm will provide the results of their Federal- and State-
mandated single audits of MTA and NYC Transit.

Investment Compliance Report
Representatives of the MTA'’s public accounting firm will provide a review of MTA’'s compliance with
the guidelines governing investment practices.

Management Letter Reports

Reports will be made by the MTA’s public accounting firm on the recommendations made in the
auditors’ Management Letter for improving the accounting and internal control systems of the MTA
and its agencies. The report will also include management’s response to each Management Letter
comment. The response will describe the plan of action and timeframe to address each comment. In
addition, the report will contain a follow-up of prior years’ open recommendations conducted by the
external audit firm.

Review of the MTA Inspector General’s Office

Representatives of MTA’s public accounting firm will provide the results of their review of the
MTA/IG’s operation to ensure compliance with applicable office regulations, rules, policies and
procedures.

Appointment of External Auditors

The Audit Committee will review the appointment of the independent auditor for MTA HQ and all the
agencies. As part of this process, the Auditor General has reviewed and provided to the Committee,
and will retain on file, the latest report of the firm’s most recent internal quality control review.

Enterprise Risk Management Update
The MTA Chief Compliance Officer will brief the Committee on the status of agency compliance with
the ERM guidelines and any new or emerging risk.

Ethics and Compliance Program
The MTA Chief Compliance Officer will brief the Committee on selected aspects of the MTA Ethics
Program.

MTAAS Audit Plan Status Report

A briefing by Audit Services that will include a status of the work completed as compared to the audits
planned for the year, a summary of the more significant audit findings, results of audit follow-up, and
a discussion of the other major activities performed by the department.

Master Page # 10 of 447 - Audit Committee Meeting 1/23/2017



SEPTEMBER 2017

Quarterly Financial Statements - 2" Quarter 2017

Representatives of MTA’s public accounting firm, in conjunction with appropriate agency
management, will discuss the interim financial statement that was prepared for the second quarter of
2017.

NOVEMBER 2017

MTA Enterprise Risk Management Update and Internal Control Guidelines

These MTA-wide guidelines, which were adopted by the Board in 2011 pursuant to Public Authority
Law Section 2931, are required to be reviewed by the Committee annually. The MTA Chief
Compliance Officer will brief the Committee on the agency compliance with these guidelines and
answer any questions and offer additional comments, as appropriate. The MTA Chief Compliance
Officer will also brief the Committee on the status of agency compliance with the ERM guidelines and
any new or emerging risk.

Compliance with the Requirements of the Internal Control Act

The Committee will be briefed by the MTA Chief Compliance Officer and Agency Internal Control
Officers on the results of the All-Agency Internal Control Reports issued to the NYS Division of the
Budget as required by the Government Accountability, Audit and Internal Control Act.

Annual Audit Committee Report

As a non-agenda information item, the Audit Committee will be provided with a draft report which
outlines the Audit Committee’s activities for the 12 months ended July 2017. This report is prepared
in compliance with the Audit Committee’s Charter. After Committee review and approval, the
Committee Chair will present the report to the full MTA Board.

Review of Audit Committee Charter

The Committee Chair will report that the Committee has reviewed and assessed the adequacy of the
Audit Committee Charter and, based on that review, will recommend any changes. The review will
also show if the Committee’s performance in 2017 adequately complied with the roles and
responsibilities outlined in its Charter (i.e. monitoring and overseeing the conduct of MTA's financial
reporting process; application of accounting principles; engagement of outside auditors; MTA’s
internal controls; and other matters relative to legal, regulatory and ethical compliance at the MTA).

Audit Approach Plans/Coordination with External Auditors

Representatives of MTA’s public accounting firm will review their audit approach for the 2017 year-
end agency financial audits. This review will describe the process used to assess inherent and
internal control risks, the extent of the auditor’s coverage, the timing and nature of the procedures to
be performed, and the types of statements to be issued. In addition, the impact of new or proposed
changes in accounting principles, regulations, or financial reporting practices will be discussed.

Open Audit Recommendations
The MTA Chief Compliance Officer and Agency Internal Control Officers will report to the Committee
on the status of audit recommendations previously accepted by their respective agency.
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Security of Sensitive Data
The MTA Chief Information Officer will make a presentation to the Committee on the security of
sensitive data at the MTA, including a discussion on mobile device security.

DDCR Performance Measures

The MTA Chief Diversity Officer will brief the Committee on the status of the performance measures
and compliance monitoring used by the Department of Diversity and Civil Rights in tracking critical
tasks.
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Metropolitan
Transportation Authority

(A Component Unit of the State of New York)

Independent Auditors’ Review Report

Consolidated Interim Financial Statements a
for the Nine-Month Period Ended September 3

Master Page # 13 of 447 - Audit Committee Meeting 1/23/2017



METROPOLITAN TRANSPORTATION AUTHORITY
(A Component Unit of the State of New York)

TABLE OF CONTENTS

INDEPENDENT AUDITORS’ REVIEW REPORT
MANAGEMENT’S DISCUSSION AND ANALYSIS
CONSOLIDATED INTERIM FINANCIAL STATEMENTS AS OF SEPTEMBER 30,
2016 AND DECEMBER 31, 2015 AND FOR THE NINE-MONTH PERIODS ENDED
SEPTEMBER 30, 2016 AND 2015:
Consolidated Interim Statements of Net Position
Consolidated Interim Statements of Revenues, Expenses and'Changes in Net Position
Consolidated Interim Statements of Cash Flows
Notes to Consolidated Interim Financial Statements

REQUIRED SUPPLEMENTARY INFORMATION:

Schedule of Changes in the MTA’s Net Pension Liability and Related:Ratios for Single
Employer Pension Plans

Schedule of the MTA’S Proportionate Share of the Net Pension Liabilities of Cost-Sharing
Multiple-Employer Pension Plans

Schedule of the MTA’s Contributions forAll Pénsien/Plans

Notes tosSchedule of the MTA’s Contributions for All Pension Plans

Schedule of Funding Progress for the MTA Postemployment Benefit Plan
SUPPLEMENTARY INFORMATION:

Schedule of Consolidated Reconciliation Between Financial Plan and Financial Statements
for the Period Ended September 30, 2016

Schedule of Consolidated Subsidy Accrual Reconciliation Between Financial Plan and
Financial Statements for the Period Ended September 30, 2016

Schedule of Financial Plan to Financial Statements Reconciliation
for the Period Ended September 30, 2016

Page
1-2

3-20

21-22
23-24
25-26

27-116

117

118
119-120
121-123

124

125

126

127

Master Page # 14 of 447 - Audit Committee Meeting 1/23/2017



INDEPENDENT AUDITORS’ REVIEW REPORT

To the Members of the Board of
Metropolitan Transportation Authority

Report on the Consolidated Interim Financial Information

We have reviewed the accompanying consolidated interim statement of net position of the Metropolitan Transportation
Authority (the “MTA”), a component unit of the State of New York, as of September 30, 2016, and the related consolidated
interim statements of revenues, expenses and changes in net position and consolidated¢ecash flows for the nine-month
periods ended September 30, 2016 and 2015 (the “consolidated interim financial information?).

Management’s Responsibility for the Consolidated Interim Financial Information

MTA management is responsible for the preparation and fair presentation of the consolidated interim financial information
in accordance with accounting principles generally accepted in the UnitédyStates of America; this responsibility includes
the design, implementation, and maintenance of internal control suffigient to provide a reasonable basis for the preparation
and fair presentation of the consolidated interim financial information in accordance with accountingiprinciples generally
accepted in the United States of America.

Auditors’ Responsibility

Our responsibility is to conduct our reviews in accordance with auditing standards generally accepted in the United States
of America applicable to reviews of interim financial information. A review of interim financial information consists
principally of applying analytical procedures and makingyinquiries of persons tesponsible for financial and accounting
matters. It is substantially less in scope than an audit conductedin accordance with auditing standards generally accepted
in the United States of America, the objective of whichis,the expression.of an opinion regarding the financial information.
Accordingly, we do not express such an opinion.

Conclusion

Based on our reviews, wefare not aware of any material modifications that should be made to the consolidated interim
financial information referredto above for it to be in accordance with the accounting principles generally accepted in the
United States of America.

Emphasis of adMatter

As discussed in the notes to the consolidated interimefinancial information, the MTA is a component unit of the State of
New York. The MTA requires significant subsidies from and has material transactions with the City of New York, the
State of New. York, and the State of Connecticut, and depends on certain tax revenues that are economically sensitive. The
accompanying interim financial information does not include any adjustments that might result from the outcome of this
uncertainty.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management’s Discussion and
Analysis on pages 3 through 20, the Schedule of Changes in the MTA’s Net Pension Liability and Related Ratios for the
Single Employer Pension Plans on page 117, the Schedule of the MTA’s Proportionate Share of Net Pension Liabilities of
Cost-Sharing Multiple-Employer Pension Plans on page 118, the Schedule of the MTA’s Contributions for All Pension
Plans on pages 119-120, and the Schedule of Funding Progress for the MTA Postemployment Benefit Plan on page 124
be presented to supplement the consolidated interim financial information. Such information, although not a part of the
consolidated interim financial information, is required by the Governmental Accounting Standards Board who considers
it to be an essential part of financial reporting for placing the consolidated interim financial information in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of America, applicable to

-1-
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reviews of interim financial information, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s responses to our inquiries, the consolidated
interim financial information, and other knowledge we obtained during our reviews of the consolidated interim financial
information. We do not express an opinion or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assurance.

Supplementary Information

Our reviews were conducted for the purpose of expressing limited assurance, as described under the Conclusion section
above, on the MTA’s consolidated interim financial information. The Schedule of Consolidated Reconciliation Between
Financial Plan and Financial Statements, Schedule of Consolidated Subsidy Accrual Reconciliation Between Financial
Plan and Financial Statements, and Schedule of Financial Plan to Financial Statements Reconciliation are presented for
the purposes of additional analysis and are not a required part of the consolidated interim financial information.

The Schedule of Consolidated Reconciliation Between Financial Plan and Finaneial Statements, Schedule of Consolidated
Subsidy Accrual Reconciliation Between Financial Plan and Financial Statements, and Sehedule of Financial Plan to
Financial Statements Reconciliation are the responsibility of management and were derivedfrom and relate directly to the
underlying accounting and other records used to prepare the consolidated interim financial information. Such information
has been subjected to the analytical procedures and inquiries applied in the reviews of the basic consolidated interim
financial information and certain additional procedures, including comparing dnd reconciling such informatién directly to
the underlying accounting and other records used to prepafe the consolidated interim financial infermation or to the
consolidated interim financial information themselves, and other additionaldprocedures and we are'not aware of any
material modifications that should be made thereto in order for such information to be in conformity with accounting
principles generally accepted in the United States of America when consideted'in relation to the basic consolidated interim
financial information taken as a whole.

Report on Consolidated Statement of Net Position ‘as of December 31, 2015

We have previously audited, in accordance with auditing\standards generally accepted in the United States of America,
the consolidated statement of net position of the MTA as of.\Dec¢ember 31, 2015, and the related consolidated statement of
revenues, expenses and changes’in‘net position and cash flows for the year then ended (not presented herein); and we
expressed an unmodified audit opinion on those audited consolidated financial statements in our report dated April 28,
2016, which contains explanatory paragraphs that: (1) the MTA requires significant subsidies from other governmental
entities, and (2) the MTA adopted,Governmental Accounting Standards Board (“GASB”) Statement No. 68, Accounting
and Financial Reporting for Pensions.— an amendment of GASB Statement No. 27 and GASB Statement No. 71, Pension
Transition for Contributions Made SubSequent to.the Measurement Date an amendment of GASB Statement No. 68. In
our opinion, thefaccompanying consolidated statement of'net position of the MTA as of December 31, 2015, is consistent,
in all material respects, with the'audited consolidated financial statements from which it has been derived.

January 23, 2017

.

Master Page # 16 of 447 - Audit Committee Meeting 1/23/2017



METROPOLITAN TRANSPORTATION AUTHORITY
(A Component Unit of the State of New York)

MANAGEMENT’S DISCUSSION AND ANALYSIS

AS OF SEPTEMBER 30, 2016 AND DECEMBER 31, 2015 AND
FOR PERIODS ENDED SEPTEMBER 30, 2016 AND 2015

($ In Millions, except as noted)

1. OVERVIEW OF THE CONSOLIDATED INTERIM FINANCIAL STATEMENTS
Introduction

This report consists of five parts: Management’s Discussion and Analysis (“MD&A”), Consolidated
Interim Financial Statements, Notes to the Consolidated Interim Financial Statements, Required
Supplementary Information, and Supplementary Information.

Management’s Discussion and Analysis

This MD&A provides a narrative overview and analysis of the financial activities of the Metropolitan
Transportation Authority and its consolidated subsidiaries and affiliates’ (the “MTA” or “MTA Group”)
as of September 30, 2016 and December 31, 2015 and for the nine-month periods ended September 30,
2016 and 2015. For financial reporting purposes, the subsidiaries and affiliates of the MTA are blended
component units. This management discussionrand analysis is intended to serve as an introduction to the
MTA Group’s consolidated interim financial statements. It provides an’assessment of how the MTA
Group’s position has improved or deteriorated and identifies the factors that, in management’s view,
significantly affected the MTA Group’s overall finangial pesition. Itsmay contain opinions, assumptions,
or conclusions by the MTAsGroup’s managementthat must be read in conjunction with, and should not
be considered a replacement for, the consolidated interim finan€ial statements.

The Consolidated Interim Financial Statements

The Consolidated Interim Statements of Net,Position, which provide information about the nature and
amounts«of resources with present service capacity that the MTA Group presently controls (assets),
consufmption of net assets by the MTA Group that is applicable to a future reporting period (deferred
outflow of resources), present obligationssto sacrifice resources that the MTA Group has little or no
discretion to avoid (liabilities), and acquisition of net assets by the MTA Group that is applicable to a
future reporting period (deferred inflow of resources) with the difference between assets/deferred outflow
of resourcesiand liabilities/deferred inflow of resources being reported as net position.

The Consolidatedinterim [Statements of Revenues, Expenses and Changes in Net Position, which
provide information about the MTA’s changes in net position for the period then ended and accounts for
all of the period’s revenues and expenses, measures the success of the MTA Group’s operations during
the year and can be used to determine how the MTA has funded its costs.

The Consolidated Interim Statements of Cash Flows, which provide information about the MTA Group’s
cash receipts, cash payments and net changes in cash resulting from operations, noncapital financing,
capital and related financing, and investing activities.

Notes to the Consolidated Interim Financial Statements

The notes provide information that is essential to understanding the consolidated interim financial
statements, such as the MTA Group’s accounting methods and policies, details of cash and investments,

-3
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employee benefits, long-term debt, lease transactions, future commitments and contingencies of the MTA
Group, and information about other events or developing situations that could materially affect the MTA
Group’s financial position.

Required Supplementary Information

The required supplementary information provides information about the changes in the net pension
liability, employer contributions, actuarial assumptions used to calculate the net pension liability,
historical trends, and other required supplementary information related to the MTA Group’s cost-sharing
multiple-employer and single-employer defined benefit pension plans asyrequired by provisions for
pensions under GASB Statement No. 68.

The Schedule of Funding Progress provides information concerning the MTA Group’s progress in funding
its obligation to provide pension benefits and postemployment benefits to itsiemployees.

Supplementary Information

The supplementary information provides a series of réconciliations between the MTA Group’s financial
plan and the consolidated interim statements of reyénuesyexpensesiand changes in net posifion.

FINANCIAL REPORTING ENTITY

The Metropolitan Transportation Authority, (“MTA” or “MTA ‘Group”) was established under the New
York Public Authorities Law and is a public benefit corporation and'a cemponent unit of the State of New
York whose mission is to continue, develop, ‘and improve public transportation and to develop and
implement a unified public transportation pelicy in‘the New York metropolitan area. The financial
reporting entity consists of subsidiaries and affiliatesg/consideréd,component units of the MTA, because
the Board of the MTA servessas,the overall govetning body of these related entities.

MTA Related Groups
The following entities, listed by their legal names, are subsidiaries (component units) of the MTA:

e Metropolitan TransportationyAuthority Headquarters (“MTAHQ”) provides support in budget, cash
management, finance, legal; real estate, treasury, risk and insurance management, and other services
to the related groups listed below.

o The Long Island Rail Road Company (“MTA Long Island Rail Road”) provides passenger
transportation between New York City (“NYC”) and Long Island.

e Metro-North €Commuter Railroad Company (“MTA Metro-North Railroad”) provides passenger
transportation betweén NYC and the suburban communities in Westchester, Dutchess, Putnam,
Orange, and Rockland counties in New York State (“NYS”) and New Haven and Fairfield counties
in Connecticut.

o Staten Island Rapid Transit Operating Authority (“MTA Staten Island Railway”) provides passenger
transportation on Staten Island.

e First Mutual Transportation Assurance Company (“FMTAC”) provides primary insurance coverage

for certain losses, some of which are reinsured, and assumes reinsurance coverage for certain other
losses.

_4-
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e MTA Capital Construction Company (“MTA Capital Construction”) provides oversight for the
planning, design and construction of current and future major MTA system-wide expansion projects.

e MTA Bus Company (“MTA Bus”) operates certain bus routes in areas previously served by private
bus operators pursuant to franchises granted by the City of New York.

e MTAHQ, MTA Long Island Rail Road, MTA Metro-North Railroad, MTA Staten Island Railway,
FMTAC, MTA Capital Construction, and MTA Bus, collectively are referred to herein as MTA. MTA
Long Island Rail Road and MTA Metro-North Railroad are referred to collectively as the Commuter
Railroads.

The following entities, listed by their legal names, are affiliates (component units) of the MTA:

e New York City Transit Authority (“MTA New York City Transit”) and its subsidiary, Manhattan and
Bronx Surface Transit Operating Authority (“MaBSTOA”), provide subway and public bus service
within the five boroughs of New York City.

o Triborough Bridge and Tunnel Authority (“MTA(Bridges and, Tunnels”) operates seven toll bridges,
two tunnels, and the Battery Parking Garage, all within the five boroughs of New York City.

CONDENSED CONSOLIDATED FINANCIAL 1INFORMATION AND CONDENSED
CONSOLIDATED INTERIM FINANCIAL INFORMATION

The following sections discuss the significant ¢hanges in the MTA Group’s financial position as of
September 30, 2016 and December 31, 2015 and for the nine-month periods ended September 30, 2016
and 2015. An analysis of major economic factors and industry trends that have contributed to these
changes is provided. It should be noted that foripurpeses of the MD&A, the information contained within
the summaries of the consolidated interim finaneial statements and the various exhibits presented were
derived from the MTA Group’s consolidated interiim financial statements.

Total Assets and Deferred Outflows of Resources;Distinguishing Between Capital Assets, Other
Assets and Deferred Outflows of Resources

Capitald@ssets melude; but are not limited to: bridges, structures, tunnels, construction of buildings and the
acquisition of buses, equipment, passenger cars, and locomotives.

Other assets include, but are not limited to: cash, restricted and unrestricted investments, State and regional
mass transit taxes receivables, and reCeivables from New York State.

Deferred outflows of resources reflect: changes in fair market values of hedging derivative instruments

that are determined,to be effective, unamortized loss on refunding, and deferred outflows from pension
activities.

September 30, December 31, Increase

2016 2015
(In millions) (Unaudited)
Capital assets — net (see Note 6) $ 63455 $ 61,388 $ 2,067
Other assets 12,140 9,153 2,987
Deferred outflows of resources 2,675 2,140 535

Total assets and deferred outflows of resources  $ 78270 $ 72,681 § 5,589

-5-
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Capital Assets, Net

December 31,2015

September 30, 2016
(Unaudited)

Land 0%
Land 0% Other 20%

Construction work-

Other 20% in-progress 24%

Construction work-
in-progress 25%

Infrastructure

Buildings and
21%

Infrastructure structures 18%

Buildings and
20%

structures 17%
Bridges and
Bridges and Tunnels 3%
Tunnels 4%

Passenger cars and locomotives\12%

Buses P d
2% assenger,cars an
Buses

2%
locomotives 12%

Significant Changes in Assets and Deferred Outflows of Resources Include:

September 30, 2016 versus December 31, 2015

o Net capital assets increased at September 30, 2016 by $2,067 or 3.4%.This increase is attributable to net
increases in other capital assets of $1,347, construction,work-in-progress of $1,238, infrastructure for $700,
buildings and structures for $234, buses for $218, passenger cars and locomotives for $92, bridges and
tunnels for $42, and land for $2. Those increases were offset by'a.net increase in accumulated depreciation
of $1,806. Some of the more,significant projects contributing to the net increase included:

— Continued progressfon the East'Side Access, Second Avenue Subway and Number 7 Extension Project.
— Infrastructure work including:

S

o Repairsiand improvements continued at three facilities, namely Robert F. Kennedy Bridge, the
Bronx-Whitestone Bridge, and the Verrazano-Narrows Bridge;

o Subway customer information and station accessibility improvements; and
O Ventilation system upgraded and installed at various facilities.

— Continued improvements made to the East River Tunnel Fire and Life Safety project for 1 Avenue, Long
Island City and construction of three Montauk bridges.

— Continued passenger station rehabilitations for Penn Station and East Side Access Passenger station.
Various signal and communication projects incurred by the MTA New York City Transit. Rehabilitation
of 70 stations, provision of full Americans with Disability Act (ADA) accessibility at stations,
replacement of escalators at various stations.

o  Other assets increased by $2,987 or 32.6%. The major items contributing to this change include:

— An increase in investments of $2,130 or 33.7%, derived from:

-6 -
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O

An increase in restricted investments of $2,444, due primarily to higher debt service funds and
an increase in unspent proceeds from the issuances of Transportation Revenue Bonds and Bond
Anticipation Notes in the first nine months of 2016.

A decrease in capital lease related investments of $99, due primarily to the termination of MTA
Bridges and Tunnels sale-leaseback agreement of subway cars in August 2016.

A decrease in unrestricted investments of $215, due to the use of funds for capital projects.

— An increase in current and non-current net receivables of $942 or 58.4%, derived mainly from:

O

O O O O O

An increase in due from State and regional mass transit taxes of $892 due to the approval of
the New York State 2016-2017 budget in March 2016.

An increase in Other Subsidies and State and local operating assistance of $117.

An increase in Federal and State grants for capital projects0f $91.

A decrease in Station maintenance of $21.

A decrease in New York State service contract bondséf $36.

A decrease in other various receivables of $10L mainly due to the receipt of reinsurance
recoveries related to Tropical Storm Sandy.

— A decrease in other current and non-current assets 0f $85 or 7.0%, derived from:

@)
O

A decrease in cash of $150 from net cash flow activities.
An increase in various other assets of $65.

Deferred outflows of resources increased by $535 or 25.0% primarily due to a $94 increase in the fair value of
derivative instruments. In addition, deferred outflows for unamortized 1osses on refundings increased by $307,
and deferred outflows related to pension increased by $134.

Total Liabilities and Deferred Inflows of Resources, Distinguishing Between Current Liabilities, Non-
Current Liabilities and Deferred Inflows of Resources¢

Current liabilities include;accounts payable, accrued expenses, current portions of long-term debt, capital lease
obligations, pollution x€émediation liabilities, unredeemed, fares and tolls, and other current liabilities.

Non-current liabilities include: long-term debt, capital lease obligations, claims for injuries to persons, post-
employment benefitssand other non-current liabilities:

Deferreddnflows of resources reflect unamortized gains on refunding and pension related deferred inflows.

September 30, December 31, Increase/

2016 2015 (Decrease)
(In millions) (Unaudited)
Current liabilities $ 6,59 $ 6,465 $ 131
Non-current liabilities 64,943 59,891 5,052
Deferred inflows of resources 489 492 (3)

Total liabilities and deferred inflows

of resources

$ 72,028 $ 06,848 § 5,180

-7-
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Total Liabilities

September 30, 2016
(Unaudited)

Other long-term Accounts
liabilities 379 payable/Accrued
expenses 5%

liabilities 4%

Obligations under
capital lease
(Note 9) 1%

Long-term debt
(Note 8) 53%

December 31, 2015

Other long-term Accounts
liabilities 389 payable/Accrued
expenses 5%

liabilities 1%

Obligations under
capital lease
(Note 9) 0%

Long-term debt
(Note8) 56%

Significant Changes in Liabilities and Deferred Inflows of Resources Include:

September 30, 2016 versus December 31, 2015

Current liabilities increased by $131 or 2.0%. The major items contributing to this change include:

e Anincrease in accrued expenses of $474 or 16.7%s;.due to:

- A net increase in accrued interest of $370 due to new bondsyissued in 2016.

- A netincrease in capital-aceruals and other accrued expenses of $65.

- A net increase in accrued salaries, wages, vacation payroll taxes of $29 due to timing of payments.

- An increase in other various accrued expenses of $10.

S

o A decreaseqdn other various currentiliabilities 0f'$343 or 9.5%, primarily due to:

- A decrease in the current,portion of long-term debt of $443 or 17.1%, primarily from debt service payments

made during the nine months of 2016.

- A decrease in derivative fuel hedge liability of $39 or 90.7% due to change in market value.

- An increase inunearned regvenue of $73 or 13.0%, largely due to increases in MTA New York City Transit
for school and elderly fare subsidies, unused fare cards and advertising revenue.

- An increase in accounts payable of $59 or 15.0%, due to timing.

- An increase in other current liabilities of $7 or 20.0%.

Non-current liabilities increased by $5,052 or 8.4%. The major items contributing to this increase include:

e An increase in the non-current portion of long-term debt of $3,595 or 10.4%. The increases are primarily
due to the issuances of Transportation Revenue Bonds Series 2016A, Series 2016B, Series 2016C,
Transportation Revenue Bonds Bond Anticipation Notes Series 2016A, Dedicated Tax Fund Bonds Series
2016A and Series 2016B, DTF Bond Anticipation Notes Series 2016A, MTA Hudson Rail Yards Trust
Obligation for $1,057 and MTA Bridges and Tunnels General Revenue Bonds Series 2016A (See Note 8).
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The increase was offset by retirements and debt payments as of September 30, 2016.

e Anincrease in postemployment benefits other than pension liability (“OPEB”) of $1,176 or 8.7%, resulting
from actuarial calculations as required by GASB Statement No. 45 (See Note 5).

e A net increase in derivative liabilities of $93 or 17.4%, primarily due to changes in fair market value.

e An increase in estimated liability arising from injuries to persons (Note 11) of $255 or 10.5%, due to a
revised calculation of the workers’ compensation reserve for MTA New York City Transit.

e A net decrease in other various non-current liabilities of $67 or 5.7%, primarily*tesulting from obligation
under capital leases.

Total Net Position, Distinguishing Between Net Investment in Capital Assets; Restricted Amounts, and
Unrestricted Amounts

September  Decembef Increase/
2016 2015 (Decrease)

(In millions) (Unaudited)
Net investment in capital assets $ 24,690 $ 23,788 $ 902
Restricted for debt service 1,485 487 998
Restricted for claims 214 142 72
Restricted for other purposes 918 1,051 (133)
Unrestricted (21,065) (19,635) (1,430)
Total Net Position $ 6242 $,.45.833 $ 409

Significant Changes in Net Position Include:

September 30, 2046mversus December 31, 2015

At September 30, 2016, total net position increased by $409 or 7.0%, when compared with December 31, 2015.
This change is a result of net non-operating revenues of $4,465 and appropriations, grants and other receipts
externallyrestricted for capital projects of $1,520 offset by operating losses of $5,576.

The net investmentiin capital assets increased by $902 or 3.8% due to an increase of $2,067 in net capital
assets placed into service, which was offset by an increase of $1,165 of related debt. Funds restricted for debt
service, claims and otherypurposes increased by $937 or 55.8% in the aggregate, mainly due scheduled debt
service payments, whileuntestricted net position decreased by $1,430 or 7.3%.

-9.
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Condensed Consolidated Interim Statements of Revenues, Expenses and Changes in Net Position

Nine-Month Period Ended
September 30, September 30, Increase/
(In millions) 2016 2015 (Decrease)
(Unaudited) (Unaudited)
Operating revenues

Passenger and tolls $ 5905 $ 5,747 $ 158
Other 440 454 (14)
Total operating revenues 6,345 6,201 144
Non-operating revenues
Grants, appropriations and taxes 4,945 4,880 65
Other 623 571 52
Total non-operating revenues 5,568 5451 117
Total revenues 11,913 11,652 261
Operating expenses
Salaries and wages 4,183 4,047 136
Retirement and other employee benefits 2,223 2,339 (116)
Postemployment benefits other than
pensions 1,610 1,995 (385)
Depreciation 1,818 1,719 99
Other expenses 2,085 2225 (140)
Operating expenses 11,919 12,325 (406)
Net expenses related to
asset impairment 2 3 (1)
Totaboperating expenses 11,921 12,328 (407)
Non-operating expenses
Interest on long-term debt 1,100 1,058 42
Change in fair value of derivative financial
instruments (Note 8) €))] @) -
Other net non-operating expenses 4 4 -
Total non-operating €xpenses 1,103 1,061 42
Total expenses 13,024 13,389 (365)
Appropriations, grants and other receipts
externally restricted for capital projects 1,520 1,467 53
Change in net position 409 (270) 679
Net position, beginning of period 5,833 13,282 (7,449)
Net position, end of period $ 6,242 $ 13,012 $ (6,770)
-10 -
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Revenues and Expenses, by Major Source:

Period ended September 30, 2016 versus 2015

e Total operating revenues increased by $144 or 2.3%.

- Fare and toll revenue increased by $158 primarily due to higher subway ridership and an
increase in vehicle crossings for the period ended September 30, 2016, when compared to the
period ended September 30, 2015.

- Other operating revenues decreased by $14 due to lower advertising revenues collected on
behalf of all agencies.

e Total non-operating revenues increased by $117 or 2.1%.

- Total grants, appropriations, and taxes were higherby $65 for the period ended September 30,
2016.

o Tax supported subsidies from New: York State inereased by $217, due to the approval
of the New York State budget in March 2016. /Thisiesulted in increases in Operating
Assistance of $104, MTA Aid Trust Aceount of $15, Mass Transportation Trust Fund
of $72, and Payroll Mobility Tax of $28.“ Offsetting these increases was a total $2
decrease in subsidy for Service Contract Bond.

o Tax supported subsidies from NewsYork City and from MTA service areas decreased
by $152 due to a decreaseiin Urban Taxyof $169, offset by an increase in Mortgage
Recording Tax of $17.

- Other non-operating revenues increasediby $52. Thére was an increase in subsidies from New
York City of $41 for MTA Bus and MTA Staten Island Railway, and other non-operating
reventie of $13. Offsetting these increases was a decrease in subsidy from the Connecticut
Department of Transportation for the MT A 'Metro-North Railroad of $2.

o Labor costs decreased by $365 or 4.4%. The major changes within this category are:

— Retirement and employee benefits decreased by $116 primarily due to lower pension expenses
from GASB Statement No. |68 contributions and amortization of deferred outflows of resources.
Offsetting the decrease was an increase in Health and Welfare expenses due to increased rates

for health and welfare plans.

— Salariesywagesfand overtime increased by $136 due largely to increases in MTA New York
City Transits

— Postemployment benefits other than pensions decreased by $385, based on changes in the
actuarial estimates.

e Non-labor operating costs decreased by $42 or 1.1%. The variance was due to:

— Increase in depreciation of $99 due to placing additional facilities, track work and new buses
and subway cars into service.

— Increase in maintenance and other contracts by $58 and paratransit service contracts by $4.

-11 -
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— Increase in material and supplies by $20, mainly due to ongoing maintenance and repairs for
transit and commuter systems.

— Decrease in electric power by $65 and fuel by $43 due to lower prices in 2016.

— Decrease in insurance by $67 due to the recording of earned premium by FMTAC from OCIP
Workers Compensation and General Liability Deductible Reimbursement policy in 2016.

— Decrease in claims arising from injuries to persons of $374based en most recent actuarial
valuations.

— Net decrease in other business expenses of $10.
— Decrease in asset impairment expenses of $1 when compared to the same,period in 2015.

e Appropriations, grants and other receipts externally restricted for capital projects increaséd by $53 or
3.6%, mainly due to timing in the availability of Federal and Stateygrants for capital projects.

OVERALL FINANCIAL POSITION AND RESULTS OF OPERATIONS AND
IMPORTANT ECONOMIC CONDITIONS

Economic Conditions

Metropolitan New York is the most transit-inteénsive region imthe United States, and a financially sound
and reliable transportation system is critical to'the #egion’s economic well-being. The MTA consists of
urban subway and bus_systems, suburban rail systems, and bridge and tunnel facilities, all of which are
affected by many different economic forces. In order to achieve maximum efficiency and success in its
operations, the MTA must identify economic trends and continually implement strategies to adapt to
changing economic conditions.

Preliminary®MTAysystem-wide wutilization through the third quarter of 2016 increased relative to 2015,
with ridership up by 3.9,milliontrips (0.2%). Subway ridership improved by 4.2 million, while MTA New
York City Transit bus ridership declined by 3.8 million trips; increases took place at all other MTA
Algencies. The modest improvement mostly reflects year-over-year gains during the first quarter, which
totaled 1%7.3 million trips (2.7%) and were the result of winter weather conditions that adversely affected
2015 ridership to a greater 'degree than 2016 ridership was affected. The second quarter, however, saw
lower ridership,compared with 2015, down by 7.5 million trips (1.1%). During the third quarter, ridership
was marginally lower, down 5.9 million trips (0.9%), reflecting 3.6 million (0.8%) fewer trips on Subway
and 2.6 million (1.6%) fewer trips on MTA New York City Transit buses. MTA Metro-North Railroad
ridership was marginally lower, down 0.2 million (0.7%) while MTA Long Island Rail Road improved by
0.2 million (1.0%) and MTA Bus ridership was favorable by 0.2 million (0.6%). Vehicle traffic at MTA
Bridges and Tunnels facilities increased by 9.4 million crossings (4.2%) through the third quarter,
reflecting both growth in the regional economy and the continuation of low gasoline prices.

Seasonally adjusted non-agricultural employment in New York City for the third quarter was higher in
2016 than in 2015 by 87.2 thousand jobs (2.1%). On a quarter-to-quarter basis, New York City
employment has increased in each of the last twenty-three quarters — the last decline occurred in the third
quarter of 2010 — and is higher than at any time since 1950, when non-agricultural employment levels for
New York City were first recorded by the Bureau of Labor Statistics.

-12 -
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National economic growth, as measured by Real Gross Domestic Product (“RGDP”), expanded at an
annualized rate of 2.9% in the third quarter of 2016, according to the most recent advance estimate released
by the Bureau of Economic Analysis. The increase in RGDP reflected positive contributions from personal
consumption expenditures, exports, private inventory investment, federal government spending and
nonresidential fixed investment that were partly offset by negative contributions from residential fixed
investment and state and local government spending; imports, which are a subtraction to Gross Domestic
Product (“GDP”), increased. The acceleration in RGDP growth, over the second quarter’s revised 1.4%
growth rate reflected an acceleration in exports, upturns in private inventory investment and federal
government spending, and a smaller decrease in state and local government spending. These were partly
offset by a smaller increase in personal consumption expenditures, and a larger increase in imports.

The New York City metropolitan area’s price inflation, as represented'by the Consumer Price Index for
All Urban Consumers (“CPI-U”), was lower than the national average inithe third quarter of 2016, with
the metropolitan area index increasing 1.0% while the national index increased,1.1%, when compared with
the third quarter of 2015. A 7.3% fall in the regional price of energy products, along with a 7.8% national
decline, significantly inhibited overall inflation. In the metropolitantarea, the CPI=U exclusive of energy
products increased by 1.6%; nationally, inflation exclusive of energy prices increased 1.9%. Consistent
with the fall in overall energy prices, the spot price for New York Harbor conventionahgasoline fell by
15.6% from an average price of $1.65 (whole dollars) per gallon toyan average of $1.39 (whole dollars)
per gallon between the third quarters of 2015 and 2016.

Citing evidence that economic activity had been expanding at'a moderate rate, the Federal Open Market
Committee (“FOMC”) in December 2015 announced it would raise its target for the Federal Funds rate to
the range of 0.25% to 0.50%, its first increase in'the Federal Funds rateisince the target was lowered to a
range of 0% to 0.25% in late 2008 when the financial anidhousing crises first deepened. Since that increase,
the FOMC has maintained the target range forthe Federal Funds rate at 0.25% to 0.50%, maintaining an
accommodative monetary policy stance, and thereby supportingsfilrther improvement in labor market
conditions and a return tei2% inflation.

As noted in the FOMC’s November 2, 2016 policy telease, the labor market has continued to strengthen
and growth in economicactivity has picked up from the’modest pace seen in the first half of this year.
While the unemployment rate has barely. changed in recent months, job gains have been solid. Household
spending has.been rising modeérately but business'fixed investment has remained soft. Inflation, while
increasing somewhaty remains below the FOMC’s 2% longer-run objective, partially reflecting earlier
declifies in energy prices'and non-energy imports. Market-based measures of inflation compensation have
moved up but remain low, and most survey-based measures of longer-term inflation expectations have
hardly changed over the past few months. Consistent with its statutory mandate, the FOMC seeks to foster
maximum employment and price stability. The FOMC expects that with gradual adjustments in the stance
of monetary policy, economig activity will expand at a moderate pace and labor market indicators will
strengthen. Inflation is expected to remain low in the near term, in part because of earlier declines in energy
prices, but is expected to 1ise to 2% over the medium term as the transitory effects of past declines in
energy and import price§ dissipate and the labor markets strengthens further. Against this backdrop, the
FOMC has left the target range unchanged for the Federal Funds rate.

The influence of the Federal Reserve monetary policy on the mortgage market is a matter of interest to the
MTA, since variability of mortgage rates can affect the number of real estate transactions and can thereby
impact receipts from the Mortgage Recording Tax (“MRT”) and Urban Tax, two important sources of
MTA revenue. After the steady fall in MRT revenues in the wake of the financial and real estate crisis,
MTA’s monthly receipts remained virtually flat for three years beginning in the first quarter of 2009. A
discernible upward trend in MRT receipts began during the first quarter of 2012 which continued through
the third quarter of 2015. With the exception of the second quarter of 2016, when Urban Tax receipts
surged, receipts have been mostly flat. Mortgage Recording Tax collections for the third quarter of 2016
were lower than the third quarter of 2015 by $3.7 (3.2%); receipts in the third quarter of 2016 were $0.1
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(0.1%) lower than second quarter receipts. Despite the gradual overall recovery of MRT receipts that has
occurred since 2012, average monthly receipts during the third quarter remain $26.1 (41.1%) worse than
the monthly average for 20006, just prior to the steep decline in Mortgage Recording Tax revenues. MTA’s
Urban Tax receipts — which are based on commercial real estate transaction and mortgage recording
activity within New York City, and can vary significantly from quarter to quarter based on the timing of
exceptionally high-priced transactions — demonstrated a pronounced rise and continued strength since the
economic recovery. Compared with one year earlier, average monthly Urban Tax receipts through the third
quarter of 2016 were lower by $80.5 (11.0%). Quarterly receipts of Urban Taxes in the third quarter of
2016 totaled $192.9, and the year-to-date monthly average was $1.5 (2.1%) lower than the monthly
average in 2007, just prior to the steep decline in Urban Tax revenues.

Results of Operations

MTA Bridges and Tunnels - Paid traffic for the first nine monthsfof 2016 totaled 231.0 million vehicles,
which was 9.4 million crossings or 4.2% higher than the comparable period'in 2015. The primary reason
for the increase was generally favorable weather this year compared to last year, continued modest
improvements in the regional economy and gas prices that have remained relatively low. There was also
one additional day in 2016 due to leap year. The higher traffic, volume, along with the toll increase
implemented on March 22, 2015, pushed toll revenie up to. $1,405.6 through September; which was $62.9
greater than last year at this time.

The E-ZPass electronic toll collection system continued to facilitate management of high traffic volumes
and experienced year-to-year increases. Total average market shate as of September 30, 2016 was 85.7%
compared to 84.8% as of 2015. The average weekday market shares were 87.3% and 86.5% for the third
quarter September 30, 2016 and 2015, respectively.

MTA New York City Transit - Total revenue from fares were $3,293sfor the nine months ended September
30, 2016, an increase of $69 or2.1% compared tothe nine months ended September 30, 2015.

MTA Long Island Rail. Road — Total operating revenues increased by $17.3 or 3.1% for the first nine
months of 2016 ¢ompared, to the first nine months of 2015.

MTA Metro-North Railroad — During the firstmine'months of 2016, operating revenue increased by $9.5
or 1.7%ompared torthe first'nine months of 2015. During the same period of time, operating expenses
decreased by $6.6 0r0.6%. In addition, net position decreased by $43.4 or 1.2% compared to December
315 2015 due to non-operating revenues,of ' $509.7 offset by operating losses of $553.1. During the first
ninemonths of 2015, net position increased by $46.0 or 1.2% compared to December 31, 2014 due to non-
operating revenues of $603.9 offset by operating losses of $557.9.

Year-to-date 2016 fare revenue and ridership increased by 1.8% and 0.4%, respectively, compared to the
same period in'2005. ThedAncreases in revenue occurred on the Hudson, Harlem and New Haven Lines
for non-commutation and monthly commutation.

The MTA receives/ the equivalent of four quarters of Metropolitan Mass Transportation Operating
Assistance (“MMTOA”) receipts each year, with the state advancing the first quarter of each succeeding
calendar year’s receipts in the fourth quarter of the current year. This results in little or no Metropolitan
Mass Transportation Operating Assistance receipts being received during the first quarter of each calendar
year. The MTA has made other provisions to provide for cash liquidity during this period. During March
2016, the State appropriated $1.6 billion in MMTOA funds. There has been no change in the timing of the
State’s payment of, or MTA’s receipt of, Dedicated Mass Transportation Trust Fund (“MTTF”) receipts,
which MTA anticipates will be sufficient to make monthly principal and interest deposits into the Debt
Service Fund for the Dedicated Tax Fund Bonds. The total MRT as of December 31, 2015 increased by
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18% compared to December 31, 2014, from $366.6 to $434.1. However, the total MRT at September 30,
2016 increased by 5.3% compared to September 30, 2015, from $325.0 to $342.2.

Capital Programs

At September 30, 2016, $2,925 had been committed and $478 had been expended for the combined 2015-
2019 MTA Capital Programs and the 2015-2019 MTA Bridges and Tunnels Capital Program, and $24,539
had been committed and $16,291 had been expended for the combined 2010-2014 MTA Capital Programs
and the 2010-2014 MTA Bridges and Tunnels Capital Program, and $24,000 had been committed and
$23,183 had been expended for the combined 2005-2009 MTA Capital Programs and the 2005-2009 MTA
Bridges and Tunnels Capital Program.

The MTA Group has ongoing capital programs, which except for MTA Bridges and Tunnels are subject
to the approval of the Metropolitan Transportation Authority Capital Program Review Board (“CPRB”),
and are designed to improve public transportation in the New, Y ork Metropolitan area.

2015-2019 Capital Program — Capital programs covering the years 2015-2019for: (1) the commuter
railroad operations of the MTA conducted by MTA Long Island Rail Road and“MTA Metro-North
Railroad (the “2015-2019 Commuter Capital Program™);,(2) the transit system operated by MTA New
York City Transit and its subsidiary, MaBSTOA, the MTA\Bus £ompany, and the rail’system operated
by MTA Staten Island Railway (the “2015-2019 Transit Capital Program”) were originally approved by
the MTA Board in September 2014. The capital programs wereisubsequently submitted to the Capital
Program Review Board (CPRB) in October,2014. This plan was disapproved by the CPRB, without
prejudice, in October 2014. The capital program fox the toll bridges and tunnels operated by MTA Bridges
and Tunnels (the “2015-2019 MTA Bridges\and Tunnels Capital Program”) was approved by the MTA
Board in September 2014 and was not subject to CPRB approval.

On April 20, 2016, theaMTA Board approved tévised capital programs for the years covering 2015-
2019.The revised capital programs provided for $29,456 in capital expenditures, of which $15,820 relates
to ongoing repairs(f, and replacements to, the transit system operated by MTA New York City Transit
and MaBSTOA ‘and the rail system operated by MTAsStaten Island Railway; $5,140 relates to ongoing
repairs of, and replacementsito, the commuter system operated by MTA Long Island Rail Road and MTA
Metro-NorthgRailroad; $4,949 relates to the expansion of existing rail networks for both the transit and
commuter systems tobe managediby MTA Capital Construction; $321 relates to Planning and Customer
Seryice; $376 relates to MTA Bus Company initiatives; and $2,850 relates to the ongoing repairs of, and
replacements to, MTA Bridges and Tunnels facilities. On May 23, 2016, the CPRB deemed approved the
revised 2015-2019 Capital Programs [for the Transit and Commuter systems as submitted. The revised
2015-2019MTA Bridges and Tunnéls Capital Program, was approved by the MTA Board on April 20,
2016.

The combined funding sources for the revised 20152019 MTA Capital Programs and the 2015-2019
MTA Bridges and Tunnels Capital Program, include $5,889 in MTA Bonds, $2,856 in MTA Bridges and
Tunnels dedicated funds, $8,336 in funding from the State of New York, $6,875 in Federal Funds, $2,492
from City Capital Funds, $1,846 in pay-as-you-go (PAYGO) capital, $600 from asset sale/leases, and
$562 from Other Sources.

At September 30, 2016, $2,925 had been committed and $478 had been expended for the combined 2015-
2019 MTA Capital Programs and the 2015-2019 MTA Bridges and Tunnels Capital Program.

2010-2014 Capital Program — Capital programs covering the years 2010-2014 for: (1) the commuter

railroad operations of the MTA conducted by MTA Long Island Rail Road and MTA Metro-North
Railroad (the “2010-2014 Commuter Capital Program™), (2) the transit system operated by MTA New
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York City Transit and its subsidiary, MaBSTOA, the MTA Bus Company, and the rail system operated
by MTA Staten Island Railway (the “2010-2014 Transit Capital Program™) were originally approved by
the MTA Board in September 2009. The capital programs were subsequently submitted to the CPRB in
October 2009. This plan was disapproved by the CPRB, without prejudice, in December 2009 allowing
the State Legislature to review funding issues in their 2010 session. The capital program for the toll bridges
and tunnels operated by MTA Bridges and Tunnels (the “2010-2014 MTA Bridges and Tunnels Capital
Program”) was approved by the MTA Board in September 2009 and was not subject to CPRB approval.
The MTA Board approved the revised plan for the Transit and Commuter systems on April 28, 2010 and
CPRB approval of the five year program of projects was obtained on June 1, 2010. The approved CPRB
program fully funded only the first two years (2010 and 2011) of the plangwith a commitment to come
back to CPRB with a funding proposal for the last three years for the Transit'and Commuter Programs.
On December 21, 2011, the MTA Board approved an amendment to the 2010-2014 Capital Program for
the Transit, Commuter and Bridges and Tunnels systems that fund the last three years of the program
through a combination of self-help (efficiency improvements and real estateiinitiatives), participation by
our funding partners, and innovative and pragmatic financing arrangements. On March 27, 2012, the
CPRB deemed approved the amended 2010-2014 Capital Programs for the Transitand Commuter systems
as submitted.

On December 19, 2012, the MTA Board approved‘an amendment tosthe 2010-2014 Capital Programs for
the Transit, Commuter and Bridges and Tunnels systems to add projectsifor the repair/restoration of MTA
agency assets damaged as a result of Superstorm Sandy, which struck the region on October 29, 2012. On
January 22, 2013, the CPRB deemed approved the amended 2010-2014 Capital Programs for the Transit
and Commuter systems as submitted. On July 22, 2013, the MTA Beard approved a further amendment
to the 2010-2014 Capital Programs for the TransitpCommuter and Bridges and Tunnels systems to include
specific revisions to planned projects and to\include new resilience/mitigation initiatives in response to
Superstorm Sandy. On August 27, 2013, the CPRB deemed approved«#hose amended 2010-2014 Capital
Programs for the Transit and Commuter systems as submitted. "On July 28, 2014, the MTA Board
approved an amendmentto select elements of the Disaster Recovery (Sandy) and MTA NEW YORK
CITY TRANSIT portions of the 2010-2014 Capital Programs, and a change in the funding plan. On
September 3, 20144 the. CPRB deemed approved the amended 2010-2014 Capital Programs for the Transit
and Commuter systems as,submitted.

As last amended;by the MTA Board in 2014, the 2010-2014 MTA Capital Programs and the 2010-2014
MTA Bridges and Tunnels Capital, Program provided for $34,801 in capital expenditures. By September
30,2016, the 2010-2014 MTA Capital Programs budget increased by $91 primarily due to additional work
scope, funded through additional grantsnOf the $34,892 now provided in capital expenditures, $11,644
relates to, ongoing repairs.of, and replacements to, the transit system operated by MTA New York City
Transit'and, MaBSTOA and the rail ‘system operated by MTA Staten Island Railway; $3,898 relates to
ongoing repairs of, and replacements to, the commuter system operated by MTA Long Island Rail Road
and MTA Metro-North Railroad; $5,865 relates to the expansion of existing rail networks for both the
transit and commuter systems to be managed by MTA Capital Construction; $335 relates to a multi-
faceted security program including MTA Police Department; $221 relates to MTA Interagency; $297
relates to MTA Bus/Company initiatives; $2,108 relates to the ongoing repairs of, and replacements to,
MTA Bridges and Tunnels facilities; and $10,524 relates to Superstorm Sandy recovery/mitigation capital
expenditures.

The combined funding sources for the CPRB-approved 20102014 MTA Capital Programs and 2010-
2014 MTA Bridges and Tunnels Capital Program include $12,703 in MTA Bonds, $2,111 in MTA Bridges
and Tunnels dedicated funds, $6,340 in Federal Funds, $132 in MTA Bus Federal and City Match, $774
from City Capital Funds, and $1,538 from other sources. Also included is $770 in State Assistance funds
added to re-establish a traditional funding partnership. The funding strategy for Superstorm Sandy repair
and restoration assumes the receipt of $9,376 in insurance and federal reimbursement proceeds (including
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interim borrowing by MTA to cover delays in the receipt of such proceeds), $160 in pay-as-you-go capital,
supplemented, to the extent necessary, by external borrowing of up to $988 in additional MTA and MTA
Bridges and Tunnels bonds.

At September 30, 2016, $24,539 had been committed and $16,291 had been expended for the combined
2010-2014 MTA Capital Programs and the 2010-2014 MTA Bridges and Tunnels Capital Program.

2005-2009 Capital Program — Capital programs covering the years 2005-2009 for: (1) the commuter
railroad operations of the MTA conducted by MTA Long Island Rail Road and MTA Metro-North
Railroad (the “2005-2009 Commuter Capital Program™), (2) the transit system operated by MTA New
York City Transit and its subsidiary, MaBSTOA, the MTA Bus Companly, and,the rail system operated
by MTA Staten Island Railway (the “2005-2009 Transit Capital Program™) were originally approved by
the MTA Board in April 2005 and subsequently by the CPRB in July 2005. The capital program for the
toll bridges and tunnels operated by MTA Bridges and Tunnels (the “2005-2009 MTA Bridges and
Tunnels Capital Program”) was approved by the MTA Board,in April 2005 and'was not subject to CPRB
approval. The 2005-2009 amended Commuter Capital Program ‘and the 2005-2009 Transit Capital
program (collectively, the “2005-2009 MTA Capital Programs”) were last amended by the MTA Board
in July 2008. This latest 2005-2009 MTA Capital Program amendment was resubmittedito the CPRB for
approval in July 2008, and was approved in August 2009.

As last amended by the MTA Board, the 2005-2009 MTA Capital Programs and the 2005-2009 MTA
Bridges and Tunnels Capital Program, provided for $23,717 in capital expenditures. By September 30,
2016, the 2005-2009 MTA Capital Programs;budget increased by $787 primarily due to the receipt of new
American Recovery and Reinvestment Act (*ARRA”) funds and additional New York City Capital funds
for MTA Capital Construction work still underway.. Ofthe $24,504 now provided in capital expenditures,
$11,609 relates to ongoing repairs of, and replacements to, the,transit system operated by MTA New York
City Transit and MaBSTOA and the rail system operated by MTA Staten Island Railway; $3,758 relates
to ongoing repairs of, andreplacements to, the comimuter system operated by MTA Long Island Rail Road
and MTA Metro-North Railroad; $168 relates to certain interagency projects; $7,689 relates generally to
the expansion of eXisting rail networks for both the transit and commuter systems to be managed by the
MTA Capital Construetion Company (including the East’'Side Access, Second Avenue Subway and No. 7
subway line); $1,127 relates,to the ongeing repairs of, and replacements to, bridge and tunnel facilities
operated by MTA Bridges and Tunnels; and $152 relates to capital projects for the MTA Bus.

Thedcombined funding seurces for the MTA Board-approved 2005-2009 MTA Capital Programs and
2005-2009 MTA Bridges and Tunnels €apital Program include $9,816 in MTA and MTA Bridges and
TunnelsyBonds (including funds for LaGuardia Airport initiative), $1,450 in New York State general
obligation bonds approved by the voters in the November 2005 election, $9,093 in Federal Funds, $2,826
in City Capital, Funds, and $1,319 from other sources.

At September 30 2016, $24,000 had been committed and $23,183 had been expended for the combined
2005-2009 MTA Capital Programs and the 2005-2009 MTA Bridges and Tunnels Capital Program.

CURRENTLY KNOWN FACTS, DECISIONS, OR CONDITIONS

The MTA’s Variable Rate Debt Portfolio

During the period ended September 30, 2016, deteriorated credit quality of bond insurers continued to put
pressure on the auction segments of the MTA’s variable rate portfolio. Auctions for all of the $252.38 of

auction rate bonds outstanding (the interest rate for such bonds is determined based on a multiple of the
London Interbank Offered Rate) as of September 30, 2016, had been failing. MTA continues to closely
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monitor the performance of its auction rate bonds, insured variable rate demand bonds and variable rate
demand bonds for which liquidity is provided by the lower rated banks.

The February Financial Plan (the “February Plan”)

The MTA 2016 Adopted Budget and February Financial Plan 2016-2019 (collectively, the “February
Plan”) was presented to the MTA Board at its February 24, 2016 meeting. Unlike the July and November
Plans, the February Plan does not include any new proposals or programs. Certain elements of the
February Plan which represent changes in MTA financial results from the November Plan are noted below:

»  Commuter railroad overhead rates have been adjusted to reflect 2044 retteactive wage adjustments
— increasing the non-reimbursable budget by $35 in 2016 and by $12 per year thereafter.

*  While the MMTOA appropriation in the State Executive/Budget for the State’s 2016-2017 fiscal
year is unchanged from the prior year, it is $36 lower than was projected in the November Plan.
Further, in 2015, $104 of MMTOA monies were redirected by the State from the MTA operating
budget to the Capital Program. The Executive Budget for the State’s 2016-2017 fiscal year does
not include this redirection, and MTA is offsetting this reduction to the CapitalhProgram with a
corresponding increase in its contribution 40 capital from theioperating budget.

*  The Board-approved 2016-2019 Financial Plan gave MTA management the discretion to apply
unexpended 2015 general reserve funds towards unfunded'needs or to reduce long term liabilities.
The November Plan assumed thoséxfunds would be used toxeduce the LIRR unfunded pension
liability, but to date, those funds have yetito be invested. The February Plan assumed that $70 of
such funds would be invested, with the remaining,$70 balance used to address the combined effect
of two of the above-described changes: the $35 due'te.the change in the commuter rail overhead
recovery and the $36 reduction from the MMTOA forecast. However, at the February Finance
Committee meeting, MTA stated that without an approyed Capital Plan, it will delay investment
of any of theainused 2015 general reserve funds pending further review.

Year-ending cash projections have improved since thesFebruary Plan. The July Plan is forecasting year-
end cash balances of $200 im20 16, $28yin.2017, $68 an 2018 and $7 in 2019, with a projected cash deficit
of $371 in 2020xlt.includes funding for all'of the programs captured in the February Plan and also provides
increased support forthe capital program. In addition, the July Plan funds projects that will improve the
customer experience, including additional service and service support. The Plan also funds important
safety,and security initiatives as wellias investments in maintenance and operations.

The November Financial Plan (the “November Plan”)

The November Financial Plan (Plan) was presented for information purposes to the Board on November
16 and approved by the Board at its December 14 meeting. The November Plan captures the major
assumptions that weregfirst identified in the July Plan and also reflects favorable re-estimates of $507
million over the plan period. The net favorable change is from lower projected costs for debt service,
electricity and health& welfare. Projected revenue from passengers, tolls, PMT and MTA Aid are also
favorable; but they are partially offset by lower real estate transaction tax receipts.

The Plan assumes fare and toll increases of 4% in 2017 and 2019. The 2017 increase is being changed
from a 4% yield to a 4% price increase, saving customers $94 million over the plan period. Some $229
million of the $756 million unspecified expense reduction target in the July Plan have been identified in
November. The November Plan retains $566 million in debt service savings to support the capital program.
The Plan accelerates an additional $80 million in Committed to Capital Contribution by four years, saving
$20 million in debt service over the plan period. The 2016 General Reserve of $145 million will be used
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to reduce the unfunded liability of the LIRR Additional Pension Plan, saving $16 million per year starting
in 2018. The November Plan provides for an additional $395 million over the plan period for maintenance
and operations ($163 million), improvements to the customer experience($160 million, mainly $149
million for Open Road Tolling), and service and service support ($72 million). All together, these changes,
re-estimates and recommendations result in a net improvement to MTA’s financial forecast over the plan
period and a reduction in the 2020 deficit. More specifically, the Plan projects ending cash balances of
$260 million in 2016, $23 million in 2017, $76 million in 2018, and $32 million in 2019 with a projected
cash deficit of $319 million in 2020.

Tropical Storm Sandy Update

The total allocation of emergency relief funding from the FTA to MTA in connection with Superstorm
Sandy to date is $5.83 billion, including $1.599 billion allocatedon September 22, 2014, through a
competitive resiliency program. FTA Emergency Relief Grants totaling $2.97 billion have been executed,
including five grants in the amounts of $194, $886, $684.5, $344and $787.6 respectively for repair/local
priority resiliency; and three grants for competitive resilienCy totaling $77.9. As of September 30, 2016,
MTA has drawn down a total of $1.1 billion in grant #€tmbursement for eligible operating and capital
expenses. The balance of funds to be drawn down. from all eight grants is available te MTA for
reimbursement of eligible expenses as requisitions areysubmitted, by MTA and approved by FTA.
Additional requisitions are in process. MTA will submit'grant reqiestsifor the remaining $2.85 billion of
FTA allocated and appropriated emergency relief funding in'Federal Fiscal Years 2016 and 2017.

Labor Update

Subsequent to the presentation of the February Plan to the MTA Board; certain of the unions representing
employees at various MTA agencies reached agreement.

Metro-North Railroad Labor Agreements — No changes since February Plan.

MTA Headquarters— To date, all'expired bargainingagreements at MTA Headquarters have been settled.
A 60 month agre€ément expiring December 31, 2019 wasaeached with the Transportation Communications
Union Local 982 representing information technology workers from various agencies that were recently
consolidated.as,an MTA Headquarters departments’The agreement is consistent with other HQ bargaining
unit agreements.  The, Transport Workers Union, Local 100 has also recently won the right to represent
formeér non-represented MaBSTOA employees who were part of the IT Consolidation. Negotiations on
an‘agreement for that bargaining unit have'not yet begun. Pursuant to the Taylor Law, until a collective
bargaining agreement is reached, terms and conditions of employment remain status quo. Finally MTA
HQ is'in discussions with the TCU ‘ver titles affected by a newly forming consolidated Procurement
Department which will handle non-core procurements for all MTA agencies.

MTA New York City, Transit Authority/Manhattan and Bronx Surface Transit Operating Authority — The
Transport Workers Uniof, Local 100 has recently won the right to represent non-represented MaBSTOA
employees in certain computer titles. Negotiations on an agreement for that bargaining unit have not yet
begun. Pursuant t6 the Taylor Law, until a collective bargaining agreement is reached, terms and
conditions of employment remain status quo. MTA New York City Transit and the Doctors’ Council
signed an agreement on June 8, 2016. It runs from November 1, 2010 through May 31, 2018. The
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agreement is consistent with the bargaining pattern. The Doctor’s Council represents 17 physicians and
Deputy Medical Directors. The contract is pending Board approval.

Staten Island Rapid Transit Operating Authority — No changes since February Plan.

MTA Bus Company — A 60 month agreement was reached with TWU, Local 100 for the period from
January 16, 2012 through January 15, 2017 consistent with pattern. The parties have agreed to refer the
outstanding issue of pension enhancement to arbitration.

Bridges and Tunnels — Bridges and Tunnels continues to negotiate with its maintenance workers (DC 37

1931), Bridge & Tunnel Officers (BTOBA) and Superior Officers (SOB

st sfeskeskeoskoskoskok
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METROPOLITAN TRANSPORTATION AUTHORITY
(A Component Unit of the State of New York)

CONSOLIDATED INTERIM STATEMENT OF NET POSITION AS OF SEPTEMBER 30, 2016
AND CONSOLIDATED STATEMENT OF NET POSITION AS OF DECEMBER 31, 2015
($ In millions)

September 30, December 31,
2016 2015
(Unaudited)
ASSETS AND DEFERRED OUTFLOWS OF RESOURCES

CURRENT ASSETS:
Cash (Note 3) $ 304 $ 454
Unrestricted investments (Note 3) 3,659 3,928
Restricted investments (Note 3) 3,944 1,519
Restricted investments held under capital lease obligations (Notes 3 and 9) 93 3
Receivables:
Station maintenance, operation, and use assessments 100 121
State and regional mass transit taxes 1,045 153
Mortgage Recording Tax receivable 45 40
State and local operating assistance 147 13
Other receivable from New York City and New York State 232 249
Due from Build America Bonds 4 1
Capital project receivable from federal and state government 228 137
Other 210 241
Less allowance for doubtful accounts (26) (24)
Total receivables — net 1,985 931
Materials and supplies 581 582
Prepaid expenses and other current assets (Note 2) 172 173
Total current assets 10,738 7,590

NON-CURRENT ASSETS#
Capital assets (Note 6):

Land and construction work-in-progress 15,969 14,729
Other capital assets (net of accumulated depreciation) 47,486 46,659
Unrestricted investments (Note 3) 111 57
Restricted investments (Note 3) 376 357
Restrictedinvestments held under capital lease obligations (Notes 3 and 9) 271 460
Other slon-current receivables 420 496
Receivable fteom New York State 151 187
Other non-current assets 73 6
Total non-current assets 64,857 62,951
TOTAL ASSETS 75,595 70,541
DEFERRED OUTFLOWS OF RESOURCES:
Accumulated decreases in fair value of derivative instruments (Note 8) 620 526
Loss on debt refunding 888 581
Deferred outflows related to pensions (Note 4) 1,167 1,033
TOTAL DEFERRED OUTFLOWS OF RESOURCES 2,675 2,140
TOTAL ASSETS AND DEFERRED OUTFLOWS OF RESOURCES $ 78,270 $ 72,681
See Independent Auditors' Review Report and notes (Continued)

to the consolidated interim financial statements.
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METROPOLITAN TRANSPORTATION AUTHORITY

(A Component Unit of the State of New York)

CONSOLIDATED INTERIM STATEMENT OF NET POSITION AS OF SEPTEMBER 30, 2016

AND CONSOLIDATED STATEMENT OF NET POSITION AS OF DECEMBER 31, 2015

($ In millions)

LIABILITIES, DEFERRED INFLOWS OF RESOURCES AND NET POSITION

CURRENT LIABILITIES:
Accounts payable
Accrued expenses:
Interest
Salaries, wages and payroll taxes
Vacation and sick pay benefits
Current portion — retirement and death benefits

Current portion — estimated liability from injuries to persons (Note 119

Capital accruals
Other

Total accrued expenses

Current portion — long-term debt (Note 8)

Current portion — obligations under capital lease (Note,9)
Current portion — pollution remediation projects (Note 13)
Derivative fuel hedge liability (Note 15)

Unearned revenues

Total current liabilities

NON-CURRENT LIABILITIES:
Net pension liability (Note 4)
Estimated liability arising from injuries to persons (Note 11)
Post employment benefits other than pensions (Note 5)
Long-term debt (Note 8)
Obligations under capital leases (Note,9)
Pollution remediation projects (Note 13)
Contract retainagespayabie
Derivative liabilities (Note 8)
Derivativediabilities with off market elements (Note 8)
Other long-term liabilities

Total non-current liabilities

Total liabilities

DEFERRED INFLOWS OF RESOURCES:

Gain on debt refunding
Deferred Inflows related to pensions{(Note 4)

TOTAL DEFERRED INFLOWS OF RESOURCES

NET POSITION:
Net investment in capital assets
Restricted for debt service
Restricted for claims
Restricted for other purposes (Note 2)
Unrestricted

Total net position

TOTAL LIABILITIES, DEFERRED INFLOWS OF RESOURCES AND NET POSITION

See Independent Auditors' Review Report and notes
to the consolidated interim financial statements.

September
2016
(Unaudited)

$ 452

580
267
898

39
430
342
762

3,318

2,144
18
24

636

6,596

7,704
2,694
14,736
38,078
395

75

322
518
108
313

64,943

71,539

30
459

489

24,690
1,485
214
918

(21,065)

6,242
$ 78270

December 31,
2015

$ 393

210
256
880

15
444
479
560

2,844
2,587

26
43
563

6,465

7,704
2,439
13,560
34,483
510
74

281
433
100
307

59,891

66,356

32
460

492

23,788
487
142
1,051
(19,635)

5,833
$ 72,681

(Concluded)
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METROPOLITAN TRANSPORTATION AUTHORITY

(A Component Unit of the State of New York)

CONSOLIDATED INTERIM STATEMENTS OF REVENUES, EXPENSES

AND CHANGES IN NET POSITION

NINE-MONTH PERIODS ENDED SEPTEMBER 30, 2016 AND 2015

($ In millions)

OPERATING REVENUES:
Fare revenue
Vehicle toll revenue
Rents, freight, and other revenue

Total operating revenues

OPERATING EXPENSES:

Salaries and wages

Retirement and other employee benefits
Postemployment benefits other than pensions (Note 5)
Electric power

Fuel

Insurance

Claims

Paratransit service contracts

Maintenance and other operating contracts
Professional service contracts

Pollution remediation projects (Noted3)
Materials and supplies

Depreciation

Other

Total operating expenses

Net expenses related to asset impairment (Note,7)
OPERATING LOSS

NON-OPERATING REVENUES (EXPENSES):
Grants, appropriations and taxes:
Tax-supported'subsidies — NYS:
Mass TransportationyTrust Fund subsidies

Metropolitan Mass Transportation Operating Assistance subsidies

Payroll Mobility Tax subsidies
MTA Aid Trust Account subsidies
Tax-supported subsidies — NYC and Local:
Mortgage Recording Tax subsidies
Urban Tax subsidies
Other subsidies:
New York State Service Contract subsidy
Operating Assistance - 18-B program
Build America Bond subsidy

Total grants, appropriations and taxes

See Independent Auditors' Review Report and notes
to the consolidated interim financial statements.

_23-

September 30, September 30,
2016 2015

(Unaudited)

$ 24,500 $ 4,404
1,405 1,343
440 454
6,345 6,201
4,183 4,047
2,223 2,339
1,610 1,995
308 373
91 134
(€28) 36
214 251
288 284
419 361
235 234

6 4

426 406
1,818 1,719
129 142
11,919 12,325
2 3
(5,576) (6,127)
469 397
1,668 1,564
1,222 1,194
226 211
342 325
590 759

5 7

376 376
47 47

S 4945 S 4880

(Continued)
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METROPOLITAN TRANSPORTATION AUTHORITY
(A Component Unit of the State of New York)

CONSOLIDATED INTERIM STATEMENTS OF REVENUES, EXPENSES
AND CHANGES IN NET POSITION

NINE-MONTH PERIODS ENDED SEPTEMBER 30, 2016 AND 2015

($ In millions)

September 30, September 30,
2016 2015
(Unaudited)
NON-OPERATING REVENUES (EXPENSES):
Connecticut Department of Transportation $ 89 $ 91
Subsidies paid to Dutchess, Orange, and Rockland Counties 4) 4)
Interest on long-term debt (1,100) (1,058)
Station maintenance, operation and use assessments 121 120
Operating subsidies recoverable from NYC 370 329
Other net non-operating expenses 43 31
Change in fair value of derivative financial instruments (Note 8) 1 1
Net non-operating revenues 4,465 3,440
LOSS BEFORE APPROPRIATIONS (1,11D) (1,737)
APPROPRIATIONS, GRANTS AND OTHER RECEIPTS
EXTERNALLY RESTRICTED FOR CAPITAL PROJECTS 1,520 1,467
CHANGE IN NET POSITION 409 (270)
NET POSITION— Beginning of period 5,833 13,282
NET POSITION — End of period $ 6,242 $§ 13,012
See Independent Auditors' Review Report and notes (Concluded)

to the gonsolidated interim financial\statements.
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METROPOLITAN TRANSPORTATION AUTHORITY
(A Component Unit of the State of New York)

CONSOLIDATED INTERIM STATEMENTS OF CASH FLOWS
NINE-MONTH PERIODS ENDED SEPTEMBER 30, 2016 AND 2015
($ In millions)

September 30, September 30,

2016 2015
(Unaudited)
CASH FLOWS FROM OPERATING ACTIVITIES:
Passenger receipts/tolls $ 6,174 $ 6,032
Rents and other receipts 279 270
Payroll and related fringe benefits (6:829) (6,418)
Other operating expenses (2,113) (2,312)
Net cash used by operating activities (2,489) (2,428)
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES;
Grants, appropriations, and taxes 4,362 4,433
Operating subsidies from CDOT 92 101
Subsidies paid to Dutchess, Orange, and Rockland Counties (6) (5)
Net cash provided by noncapital financing activities 4,448 4,529
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
MTA bond proceeds 5,704 3,219
MTA Bridges and Tunnels bond proceeds 642 814
MTA bonds refunded/reissued (2,604) (1,249)
MTA Bridges and Tunnels bonds refundéd/reissued (288) (610)
MTA anticipation notes proceeds 1,419 2,847
MTA anticipation notes redeged (1,643) (2,394)
MTA credit facility refunded - (300)
Capital lease payments and terminations (1) (1)
Grants and appropriations 1,425 1,441
Payment for capital assets (3,688) (3,208)
Debt service payiments (999) (1,069)
Netscash used by capital'and related financing activities (33) (510)
CASH FLOWS,FROM INVESTING ACTIVITIES:
Purchase of'long:term securities (8,648) (5,632)
Sales or maturities of long-term securities 6,008 4,052
Net purchases of short:term securities 539 127
Earnings on investments 25 15
Net cash used by investing acfivities (2,076) (1,438)
NET (DECREASE)/INCREASE IN CASH (150) 153
CASH — Beginning of period 454 311
CASH — End of period $ 304 $ 464
See Independent Auditors' Review Report and notes (Continued)

to the consolidated interim financial statements.

_25-

Master Page # 39 of 447 - Audit Committee Meeting 1/23/2017



METROPOLITAN TRANSPORTATION AUTHORITY
(A Component Unit of the State of New York)

CONSOLIDATED INTERIM STATEMENTS OF CASH FLOWS
NINE-MONTH PERIODS ENDED SEPTEMBER 30, 2016 AND 2015
($ In millions)

RECONCILIATION OF OPERATING LOSS TO NET CASH USED BY
OPERATING ACTIVITIES:
Operating loss
Adjustments to reconcile to net cash used in operating activities:
Depreciation and amortization
Loss on asset impairment related expenses and recovery
Net increase in payables, accrued expenses, and other liabilities
Net decrease (increase) in receivables
Net increase in materials and supplies and prepaid expenses

NET CASH USED BY OPERATING ACTIVITIES

NONCASH INVESTING, CAPITAL AND RELATEDEINANCING ACTIVITIES:
Noncash investing activities:
Interest expense includes amortization of net (premium) /discount
Interest expense which was capitalized

Total Noncash investing activities
Noncash capital and related financingpactivities:

Capital assets related liabilities
Capital leases related liabilities

Total Noncash capital and related,financing activities

TOTAL NONCASH INVESTING, CAPITAL/AND,RELATED
FINANCING ACTIVITIES

See Independent Auditors' Review Repoit and notes
to the consolidated interim financial statements.
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September 30, September 30

2016 2015
(Unaudited)

$ (5,576) $ (6,127)
1,818 1,719

- 3

1,159 1,962
39 (34)

71 49
$ (2,489 $ (2.428)
$ 761 $ 131
38 34

799 165

342 $ 486

413 504

755 990

S 1554 0§ 1IsS

(Concluded)
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METROPOLITAN TRANSPORTATION AUTHORITY
(A Component Unit of the State of New York)

NOTES TO CONSOLIDATED INTERIM FINANCIAL STATEMENTS
AS OF SEPTEMBER 30, 2016 AND DECEMBER 31, 2015 AND
FOR THE NINE-MONTH PERIODS ENDED SEPTEMBER 30, 2016
AND 2015

($ In millions, except as noted)

1. BASIS OF PRESENTATION

Reporting Entity — The Metropolitan Transportation Authority (“MTA™) was established in 1965, under
Section 1263 of the New York Public Authorities Law, andds a publie, benefit corporation and a
component unit of the State of New York (“NYS”) whose mission is to contihue, develop and improve
public transportation and to develop and implement a unified public transportation policy in the New York
metropolitan area.

These consolidated interim financial statementsfare of the Metropolitan Transportation Authority
(“MTA”), including its related groups (collectively, the “MTA Group”) as follows:

Metropolitan Transportation Authority and Related Groups (Component Units)

Metropolitan Transportation Authority Headquarters (“MTAHQ”)yprovides support in budget, cash
management, finance, legal, real estate; treasury,wisk and insurance management, and other services
to the related groups listed below.

The Long Island RailmRead Company (“MTA Long Island Rail Road”) provides passenger
transportation between New York City (“NYC’”) and Long{sland.

Metro-North" Commuter Railroad Company (“MTA Metro-North Railroad”) provides passenger
transportation betweemyNYC and_the suburban communities in Westchester, Dutchess, Putnam,
Orange, and Rockland counties in'NYS 'and.-New Haven and Fairfield counties in Connecticut.

Staten Island Rapid Transit Operating Authority (“MTA Staten Island Railway”) provides passenger
transportation on Staten Island:

First Mutual Transportation Assurance Company (“FMTAC”) provides primary insurance coverage
for certain losses, some of which are reinsured, and assumes reinsurance coverage for certain other
losses.

MTA Capitalt Construction Company (“MTA Capital Construction”) provides oversight for the
planning, design and construction of current and future major MTA system-wide expansion projects.

MTA Bus Company (“MTA Bus”) operates certain bus routes in areas previously served by private
bus operators pursuant to franchises granted by the City of New York.

MTAHQ, MTA Long Island Rail Road, MTA Metro-North Railroad, MTA Staten Island Railway,
FMTAC, MTA Capital Construction, and MTA Bus, collectively are referred to herein as MTA. MTA
Long Island Rail Road and MTA Metro-North Railroad are referred to collectively as the Commuter
Railroads.
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e New York City Transit Authority (“MTA New York City Transit”) and its subsidiary, Manhattan and
Bronx Surface Transit Operating Authority (“MaBSTOA”), provide subway and public bus service
within the five boroughs of New York City.

e Triborough Bridge and Tunnel Authority (“MTA Bridges and Tunnels”) operates seven toll bridges,
two tunnels, and the Battery Parking Garage, all within the five boroughs of New York City.

The subsidiaries and affiliates, considered component units of the MTA, are operationally and legally
independent of the MTA. These related groups enjoy certain rights typically associated with separate legal
status including, in some cases, the ability to issue debt. However, theysare included in the MTA’s
consolidated interim financial statements as blended component units because, of the MTA’s financial
accountability for these entities and they are under the direction of thedMTA Board (a reference to “MTA
Board” means the board of MTAHQ and/or the boards of the othetdMTA Group entities that apply in the
specific context, all of which are comprised of the same persons). Under‘accounting principles generally
accepted in the United States of America (“GAAP”), the MTA istequired toinclude these related groups
in its financial statements. While certain units are separate legal®entities, they 'do have legal capital
requirements and the revenues of all of the related groupsfof the MTA are used to support the organizations
as a whole. The components do not constitute a sepatate accounting entity (fund) sinee there is no legal
requirement to account for the activities of the components as discrete accounting entities. Therefore, the
MTA financial statements are presented on a consolidated basis with segment disclosure for each distinct
operating activity. All of the component units publish separate annual financial statements, which are
available by writing to the MTA Comptroller, 2 Broadway, 16% Fleor, New York, New York 10004.

Although the MTA Group collects fares for the transit and commuter serviee, they provide and receive
revenues from other sources, such as the leasing out, of real property assets, and the licensing of
advertising. Such revenues, including forecast-increased revenues from fare increases, are not sufficient
to cover all operating expenses associated with suchfservices. Therefore, to maintain a balanced budget,
the members of the MTA Group providing transit and commuter service rely on operating surpluses
transferred from MTA Bridges and Tunnels, operating subsidies provided by NYS and certain local
governmental entitieshin the MTA commuter district, and service reimbursements from certain local
governmental entities'in the MTA commuter district and from the State of Connecticut. Non-operating
subsidies to the MTA Group, for/transit,and commuter service for the period ended September 30, 2016
and 2015 totaled,$4.9 billion and $4.9 billion, respectively.

SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting — The accompanying consolidated interim financial statements are prepared on the
accrual'basis of accounting in accordance with accounting principles generally accepted in the United
States of America.

The MTA applies Governmental Accounting Standards Board (“GASB”) Codification of Governmental
Accounting and ‘Finan€ial Reporting Standards (“GASB Codification”) Section P80, Proprietary
Accounting and Financial Reporting.

New Accounting Standards —

For the September 30, 2016 reporting period, the MTA adopted GASB Statement No. 72, Fair Value
Measurement and Application, which requires additional disclosures related to the hierarchy of valuation
inputs and valuation techniques. GASB Statement No. 72 defines fair value and describes how fair value
should be measured, what assets and liabilities should be measured at fair value, and what information
about fair value should be disclosed in the notes to the financial statements. Under this Statement, fair
value is defined as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. Investments, which generally
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are measured at fair value, are defined as a security or other asset that governments hold primarily for the
purpose of income or profit and the present service capacity of which are based solely on their ability to
generate cash or to be sold to generate cash. GASB Statement No. 72 requires that the MTA use valuation
techniques that are either a market approach, a cost approach, or an income approach. This Statement also
establishes a hierarchy of inputs used to measure fair value consisting of three levels. Level 1 inputs are
quoted prices in active markets for identical assets or liabilities. Level 2 inputs are inputs, other than
quoted prices included in Level 1, that are observable for assets or liabilities, either directly or indirectly.
Level 3 inputs are unobservable inputs. The adoption of GASB Statement No. 72 resulted in a decrease
of $17 in the fair value of the derivative liability instruments as of December 31, 2015. The MTA has
determined that this was not a material impact to restate the December 34, 2015 financial statements.
Certain changes were also made to the footnotes to the consolidated interimi financial statements including
additional disclosures related to the hierarchy of valuation inputs and yaluation techniques.

The MTA has not completed the process of evaluating the impact/of GASB Statement No. 73, Accounting
and Financial Reporting for Pensions and Related Assets,That, Are Notwithin the Scope of GASB
Statement 68, and Amendments to Certain Provisions of GASB\Statements 67 and. 68. The objective of
this Statement is to improve the usefulness of informatieft about pensions included in the general purpose
external financial reports of state and local gevernments for making decisions) and assessing
accountability. This Statement results from a cemprehensive review of the effectiveness of existing
standards of accounting and financial reporting for all postemploymentbenefits with regard to providing
decision-useful information, supporting assessments of ‘accountability and inter-period equity, and
creating additional transparency. This Statement establishes requirements for defined benefit pensions that
are not within the scope of Statement No. 68, Accounting and Finaneial Reporting for Pensions, as well
as for the assets accumulated for purposes of'providing those pensionst In addition, it establishes
requirements for defined contribution pensions that arémot within the scope of Statement No. 68. It also
amends certain provisions of Statement No. 67, Financial Reportingsfor Pension Plans, and Statement
No. 68 for pension plans and pensions that are withinftheir respective scopes. The requirements of GASB
Statement No. 73, extend'the approach to accountinng and financial reporting established in Statement No.
68 to all pensions, with modifications as necessary, to reflect that for accounting and financial reporting
purposes, any asséts accumulated for pensions that are provided through pension plans that are not
administered throughtrusts that meet the criteria specified in Statement No. 68 should not be considered
pension plan assets. It alsoirequires'that _information similar to that required by Statement No. 68 be
included in@otes,to financial statements and required supplementary information by all similarly situated
employérs and non-employer contributing entities. This Sta