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MINUTES OF MEETING
AUDIT COMMITTEE OF THE BOARD
THURSDAY, FEBRUARY 22, 2018 - 8:30 A.M.
RONAN BOARD ROOM - 20™ FLOOR

2 BROADWAY
The following were present:
Honorable:
Mitchell Pally Andrew Albert
John Molloy
M. Fucilli - MTA R. Foran -MTA M. Fritz - Deloitte
L. Kearse - MTA P. Kane -MTA J. Strohmeyer - Deloitte
S. Gellineau - MTA M. Garner -MTA
N. Din - MTA M. Woods - MTA

Also in attendance were:
R. Hakim -MTA
H. Fromme - MTA

Member Mitchell Pally presided the meeting on behalf of Chair Vitiello, noting today’s meeting was the scheduled
meeting for January.

1 PUBLIC COMMENTS PERIOD

There were no public speakers.

2. APPROVAL OF MINUTES

A motion to approve the minutes of the November 13, 2017 Audit Committee meeting was made and
seconded but was not carried due to absence of a quorum.

3. AUDIT COMMITTEE WORK PLAN

There was one change made to the work plan, which was moving the meeting scheduled for June to
July.

4. INDEPENDENT ACCOUNTANT’S REVIEW REPORT - 3rd QUARTER 2017

Mike Fritz (Deloitte) first introduced Jill Strohmeyer, the senior member of the engagement team and then
briefed the committee on the results of their review of the 3" Quarter 2017 MTA Consolidated Financial
Statements. He said their review noted no material weaknesses or significant deficiencies and that no
current or prior period adjustments were required to the financial statements. Additionally, he indicated that
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the financial statements were prepared consistently in accordance with Generally Accepted Accounting
Principles (GAAP).

A motion to accept the 3rd Quarter 2017 MTA Consolidated Financial Statements was made and seconded
but was not carried due to absence of a quorum.

MANAGEMENT’S REVIEW OF PENSION FINANCIAL STATEMENTS

Pat Kane (MTA Comptroller) presented the total net assets of the six MTA pension plans, highlighting the
MTA Defined Benefit Pension Plan which he said has net assets of $3.4 billion and total membership of
nearly 30,000. He indicated the pension plans’ financial statements were prepared in accordance with
GAAP, using accounting standards established by the Government Accounting Standards Board (GASB).
He briefly discussed the four sections of the financial statements and the new computation basis for pension
plan contributions under GASB 68. Pat also presented a schedule which showed the six pension plans had
a total liability of $30.2 billion, net assets of $22.1 billion and a net liability of $8.1 billion. There were
discussions on the pension plan’s funding ratio and the improvements in the individual plan funding ratios
especially with respect to the LIRR Additional Plan. Bob Foran (MTA Chief Financial Officer) spoke about
the improvement in the ratios, noting that it was the result of the Board’s direction allowing finance
management discretion to address the pension liabilities when “funds are available.” Lastly, Pat presented a
chart in the form a US map, highlighting the “public employee funding ratio by state in 2016, which
showed that MTA'’s funding ratio of 73.2% compared favorably against the ratios of a majority of the states
on the chart.

PENSION PLAN AUDITS

Mike Fritz (Deloitte) first commented that the unfunded pension liabilities of $8 billion are now
reflected in the pension plan financial statements and that a funding ratio of 70%+ is relatively a good
ratio. Mike then proceeded to discuss their audit of the six pension plans, noting that it included, among
other procedures: verifying the existence, ownership and valuation of the investments; having its
actuaries and experts look at the census data on employees’ earnings and years of service and the
discount rates used in the pension plans. He said their audit noted consistent application of principles
and procedures and that no current adjustments or previous year adjustments were required to the
pension financial statements prepared by financial management. Additionally, he indicated their audit
noted no material weakness or significant deficiencies in the plans’ internal controls. He said the
financial statements covered in their audit were as of December 31, 2016 and the time lag is not unusual
given the time it takes for actuaries to gather employees demographic and pension data. Lastly, Mike
stated that the required audit communication about the pension audits were sent separately to the
committee and the representation letters were obtained from management. Member Albert asked if it
was correct to assume nothing in the financial statements should be a cause for “alarm” and Mike Fritz
responded in the affirmative.

A motion to accept the audited pension plans was made and seconded but was not carried due to absence of
a quorum

ENTERPRISE RISK MANAGEMENT AND INTERNAL CONTROL GUIDELINES

Lamond Kearse (MTA Compliance Officer) briefed the committee on the MTA ERM activities, citing
several accomplishments, including the all-agencies submission of the Annual Internal Control
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Certifications, all agencies working on closing open material weaknesses/significant control deficiencies
and documenting the vulnerability assessment in the GRC system. He provided statistics on various
business processes and control activities and spoke about external and internal driven risk changes
relative to compliance with state and federal guidelines.

With respect to the MTA Enterprise Risk Management and Internal Control Guidelines that are

reviewed annually with the Board, Lamond informed the committee that the compliance staff
recommends no changes to the current guidelines at this time.

COMPLIANCE WITH THE REQUIREMENTS OF THE INTERNAL CONTROL ACT

Lamond Kearse reported that, as noted in the memoranda on the Effectiveness of Internal Controls in
MTA and a copy of the Internal Control Certification signed by Chairman Lhota presented in the agenda
book, the MTA is fully compliant with the requirements of the NY State Internal Control Act.

INFORMATION TECHNOLOGY REPORT

Sid Gellineau (MTA Chief Information Officer) reported on the MTA IT’s strategies and
accomplishments, citing labor and non-labor budget reductions during the 2015-2017 period and the
achievement of one time savings of $96.1 million and total savings of $143 million since consolidation.
He discussed the progress of the application rationalization efforts undertaken MTA-wide, noting 598
Applications are in scope for rationalization of which 298 were potential candidates for rationalization
within current strategic projects and that 23 application rationalizations have already completed. He also
spoke about the multi-year major initiatives involving Windows server and desktop upgrades and data
center optimization; the continuing efforts to consolidate multiple contracts into a single IT contract or
Enterprise License Agreements; IT’s ten major accomplishments in 2017 and its eight goals for 2018.
Lastly, Sid spoke about recruiting staff, a concern he said that IT continues to address working with HR,
attending job fairs, interviewing on the weekends and promoting MTA IT brand.

Bob Foran commented that application rationalization contributes to the cost reduction goal and
acknowledged the efforts of IT (Sid Gellineau) and BSC (Wael Hibri) in the achieving the cost
reductions to date. He said that application rationalization efforts continue but are being stymied by
agencies resistance to change and he indicated that this is an issue presently being resolved with the
agency heads. Ronnie Hakim (MTA Managing Director) affirmed Bob’s concern and indicated she will
work with IT and partner with Bob and the agencies towards the resolution of the issue. She also
acknowledged the role IT has played in the customer phasing initiatives, including the success in having
count-down clocks for the B-Division, a “home-grown” project that resulted in significant savings in
time and money. Member Albert inquired if IT has also worked to make the B-Division count-down
clocks more accurate and the response was in the affirmative.

DDCR PERFORMANCE MEASURES UPDATE

Michael Garner (MTA Chief Diversity Officer) introduced Naeem Din to make the presentation. Naecem
presented the slide that showed the status of contracts reviewed and closed. He stated that, as of January 31,
2018, about 1,185 contracts have been closed out, 25 were in progress of being closed out and 47 were
contracts “pending agency action.” He spoke about the significant progress that had been made in site visits
confirming DBE/WBE contract compliance, noting that in 2017 about 54 site visits were conducted each
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month and a total of 1,610 site visits were performed from September 2015, when the site visit initiative
began, to date.

Mike Garner commented that DDCR has been working closely with MTA Audit Services and the Chief
Compliance Office and reaching out to agency heads to ensure the contracts are closed out timely and
effectively. He said DDCR has been pro-active in following up with the agencies when final payment
notifications are received to avoid delays and prevent the close out backlog experienced in the past. Lastly,
he said DDCR’s contract managers each have a goal of conducting at least 8 site M/W/DBE site visits a
month to enforce contract compliance. Acting Chair Pally inquired if the issuance of the check is the last
step in the closeout process and the response was that the sign off by the agency in PeopleSoft would be last
step in the process to close-out the contract.

2017 AUDIT PLAN STATUS AND 2018 AUDIT PLAN

The Auditor General (AG) presented a summary of Audit Services’ accomplishments in 2017, noting
Audit Services completed 168 audits, made over 600 audit recommendations resulting in revenue
enhancements, improvement in controls and cost efficiencies with a total dollar impact of $53.7 million.
On the contract side, savings were achieved totaling $37.9 million mostly from cost proposal audits
which ensured third party contracts presented for Board approval have the lowest and reasonable price.
He reported that the Sandy audit unit, which was established with this Committee’s approval, audited
$333 million of $1.71 billion Sandy grant expenditures and made 252 recommendations, including
Sandy cost adjustments totaling $59.6 million. He said MTA Audit Services performed audits and
management support assistance in other areas, including the PeopleSoft Upgrade, the Governor’s
Executive Order # 168 and the Subway Action Plan. The AG presented the 2018 Audit Plan and
described the audit plan formulation, the audit plan sources, the risk factor considerations and the
planning process performed in accordance with the Institute of Internal Audit Standards. The plan has
been presented to the Chairman, the Managing Director, Agency Heads and senior management whose
input were solicited during the planning process. Additionally, inputs were also obtained from the
external auditor and the MTA Chief Compliance Officer. He said that the formal documented risk
assessment and planning process resulted in the identification of 165 audits for 2018. The AG described
the four Audit Strategies adopted by Audit Services for 2018 and provided the Committee with a
snapshot of the audits in 2018 in the functional areas of: Finance, Service Delivery, Safety,
Procurement, Revenue, Human Resources, Technology and Capital Program. The AG informed the
Committee of the results of an internal quality assurance review, conducted in accordance with policies,
which found Audit Services to be in compliance with applicable professional standards. The AG
indicated that MTA Audit Services is due for an external quality assurance review this year and estimate
such a review would cost around $25,000. Lastly, the AG noted that Audit Services will continue to
coordinate its Plan and audit activities with the external auditors, the State and City auditors and the
MTA IG.

Member Albert inquired if MTA is up-to-date with respect to FTA funding of ongoing and yet-to-be
started Sandy projects. Michele Woods (MTA Audit) responded in the affirmative.

A motion to approve the proposed 2018 Audit Plan was made and seconded but was not carried due to the
absence of a quorum.
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MINUTES OF MEETING
AUDIT COMMITTEE OF THE BOARD

MONDAY, MARCH 19, 2018 - 12:45 P.M.

RONAN BOARD ROOM -20™ FLOOR

2 BROADWAY
The following were present:
Honorable:
Mitchell Pally Andrew Albert
Charles Moerdler Fernando Ferrer
M. Fucilli - MTA R. Foran -MTA M. Fritz - Deloitte
L. Kearse - MTA P. Kane -MTA J. Strohmeyer - Deloitte

Also in attendance were:
R. Hakim -MTA
H. Fromme - MTA

Mitchell Pally presided the meeting on behalf of Chair Vitiello and stated that the purpose of the meeting was to
vote on the four agenda items that Deloitte and the Auditor General presented to the committee at the February
meeting that required committee votes. He said the members present then voted in favor of the motions but the

motions did not carry as the committee did not have a quorum.

Acting Chair Pally inquired if there were any public speakers. There being none, he proceeded to present the

February agenda items requiring committee votes, as follows:

1. APPROVAL OF THE MINUTES OF THE LAST COMMITTEE MEETING

A motion was made and seconded to approve the minutes of the November 13, 2017 Audit Committee

meeting.

2. 3" QUARTER 2017 MTA CONSOLIDATED FINANCIAL STATEMENTS

Acting Chair Pally indicated that at the February Committee meeting, Mike Fritz (Deloitte) presented
the results of their review of the 3" Quarter 2017 MTA Consolidated Financial Statements and noted the
financial statements were prepared in accordance with GAAP and that their review noted no adjustment

or changes to the financial statements.

Acting Chair Pally asked if there were any comments or questions.

There being none, a motion was made and seconded to accept the 3™ Third Quarter 2017 MTA

Consolidated Financial Statements.
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2018 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 2018

Quarterly Financial Statements — 3/ Quarter 2017
Pension Audits
MTA Enterprise Risk Management Update
and Internal Control Guidelines
Compliance with the Requirements
of the Internal Control Act
Information Technology Report
Security of Sensitive Data
2017 Audit Plan Status Report
2018 Audit Plan
DDCR Performance Measures

April 2018

Financial Statements and Audit
Representation Letters

Management’s Review of Consolidated
Financial Statements

Contingent Liabilities/Third Party
Lawsuits (Executive Session)

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

Chief Compliance Officer
Chief Compliance Officer/Agency ICOs

Chief Information Officer
Chief Information Officer
Auditor General

Auditor General
Chief Diversity Officer

External Auditor/CFOs/Controllers
Comptroller

General Counsels/External Auditor
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Financial Interest Reports
Open Audit Recommendations
DDCR Performance Measures

July 2018

Quarterly Financial Statements — 15t Quarter 2018
Single Audit Report

Investment Compliance Report

Management Letter Reports

Enterprise Risk Management Update

Ethics and Compliance Program

MTAAS Audit Plan Status Report

November 2018

Quarterly Financial Statements — 2"d Quarter 2018
Appointment of External Auditors

Audit Approach Plans/Coordination

Review of MTA/IG’s Office

Review of Audit Committee Charter

Annual Audit Committee Report

Chief Compliance Officer
Agency ICOs/Chief Compliance Officer
Chief Diversity Officer

External Auditor/CFOs

External Auditor/CFOs

External Auditor

External Auditor/CFOs/Controllers
Chief Compliance Officer

Chief Compliance Officer

Auditor General

External Auditor/CFOs
Committee Chair & Members
External Auditor

External Auditor/IG

CCO and Committee Chair
Committee Chair
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2018 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 2018

Quarterly Financial Statements — 3" Quarter 2017

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
2017.

Pension Audits

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

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.

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.

2017 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.

2018 Audit Plan

A discussion by Audit Services of the areas scheduled to be reviewed in 2018 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.

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 2018

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 2017 Financial
Statements.

Management’'s Review of MTA Consolidated Financial Statements

The MTA Comptroller will present a management’s review of the 2017 MTA consolidated financial
statements, including changes in capital, net assets, other assets and operating revenues and
expenses.
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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.

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.

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.

JULY 2018

Quarterly Financial Statements — 1t Quarter 2018

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
2018.

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.

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.
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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.

NOVEMBER 2018

Quarterly Financial Statements - 2" Quarter 2018

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
2018.

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.

Audit Approach Plans/Coordination with External Auditors

Representatives of MTA'’s public accounting firm will review their audit approach for the 2018 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.

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.

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 2018 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).

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 2018. 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.
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MTA
CONSOLIDATED

FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED
DECEMBER 31, 2017 AND 2016

MANAGEMENT'S REVIEW
AUDIT COMMITTEE MEETING
APRIL 23, 2018
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MTA CONSOLIDATED FINANCIAL STATEMENTS

O The MTA’s Financial Statements are prepared in conformity
with Generally Accepted Accounting Principles in the United
States (GAAP) using accounting standards established by the
Government Accounting Standards Board (GASB). They
Include 5 sections as follows:

1. Managements’ Discussion & Analysis
2. The basic Financial Statements which include:
» The Statement of Net Position

» The Statement of Revenues, Expenses and Changes in Net
Position

» The Statement of Cash Flows
3. The Notes to the Financial Statements
4. Required Supplementary Information (RSI)
5. Additional Supplementary Information
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GASB 73

GASB 74

GASB 80

GASB 81

GASB 82

FISCAL YEAR 2017

Accounting and Financial Reporting for Pensions and
Related Assets That Are Not within the Scope of GASB
Statement 68, and Amendments to Certain Provisions
of GASB Statements 67 and 68

(No Effect on MTA’s Financial Statements)

Financial Reporting for Postemployment Benefit Plans
Other Than Pensions
(No Effect on MTA’s Financial Statements)

Blending Requirements of Certain Component Units
(No Effect on MTA’s Financial Statements)

Irrevocable Split-interest Agreements
(No Effect on MTA’s Financial Statements)

Pension issues: An Amendment of GASB NO. 67, NO.
68 and NO. 73

(The adoption of this standard adjusted the
presentation of payroll related measures in the
required supplementary information, but did not
have any impact on the MTA’s financial statements)

NEW GASB ACCOUNTING STANDARDS FOR

Fiscal year 2017

Fiscal year 2017

Fiscal year 2017

Fiscal year 2017

Fiscal year 2017
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MTA CONSOLIDATED STATEMENT OF NET POSITION

FOR YEARS ENDED 12/31/2017 & 12/31/2016

DECEMBER 31,

S$'s in Millions

ASSETS

2017 2016
Cash & Investments 6,671 6,964
Accounts Receivables (Net) 1,066 1,571
Capital Assets (Net) 68,060 64,518
Other Assets 796 733
TOTAL ASSETS 76,593 73,786
DEFERRED OUTFLOWS OF RESOURCES
Deferred Outflows 1,643 1,407
Deferred Outflows for Pensions 2,044 2,425
TOTAL DEFERRED OUTFLOWS OF RESOURCES 3,687 3,832
TOTAL ASSETS & DEFERRED OUTFLOWS OF RESOURCES $80,280 $77,618
LIABILITIES
Long-term debt 40,098 38,922
Post employment benefits other then pension 16,731 15,156
Net Pension Liability 8,105 8,983
Liability for injury claims 3,851 3,441
Other liabilities 5,765 5,185
TOTAL LIABILITIES 74,550 71,687
DEFERRED INFLOWS OF RESOURCES
Deferred Inflows 26 29
Deferred Inflows from Pensions 480 295
TOTAL DEFERRED INFLOWS OF RESOURCES 506 324
NET POSITION 5,224 5,607
TOTAL LIABILITIES, DEFERRED INFLOWS & NET POSITION $80,280 $77,618




8T02/€2/ BunssN saniwwio) Npny - 885 40 0Z # dbed JalseN

MTA CONSOLIDATED FINANCIAL STATEMENTS

ASSETS & DEFERRED OUTFLOWS

S's in Millions DECEMBER 31, CHANGE
2017 2016 S %

CASH & INVESTMENTS $6,671 $6,964 ($293)  (4%)
RECEIVABLES 1,066 1,571 (505) (32%)
CAPITAL ASSETS (Net) 68,060 64,518 3,542 5%
OTHER ASSETS 796 733 63 9%
TOTAL ASSETS $76,593 $73,786 $2,807 4%
DEFERRED OUTFLOWS 1,643 1,407 236 17%
DEFERRED OUTFLOWS FOR PENSIONS 2,044 2,425 (381) (16%)
TOTAL DEFERRED OUTFLOWS OF RESOURCES $3,687 $3,832 (5145) (4%)
TOTAL ASSETS & DEFERRED OUTFLOWS $80,280 $77,618 $2,662 3%

Cash & Investments decreased $293 due primarily to decreased cash of $449.
Receivables decreased $505 due to decreases in amounts due from Insurance & NY State/City.
Capital assets increased $3,542 as a result of increased capital investments.

e  Other assets increased $63 due to an increase in other miscellaneous assets of $63.
e Deferred outflows increased $236 due to an increase in unamortized losses on refundings.

e Deferred outflows for pensions decreased $381 due primarily to higher than assumed investment returns
resulting in lower employer contributions.
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MTA CONSOLIDATED FINANCIAL STATEMENTS

LIABILITIES & DEFERRED INFLOWS

$'s in Millions DECEMBER 31, CHANGE
2017 2016 S %
LONG-TERM DEBT $40,098 $38,922 $1,176 3%
OTHER POST EMPLOYMENT BENEFITS 16,731 15,156 1,575 10%
NET PENSION LIABILITIES 8,105 8,983 (878)
LIABILITIES FOR INJURY CLAIMS 3,851 3,441 410 12%
OTHER LIABILITIES 5,765 5,185 580 11%
TOTAL LIABILITIES $74,550 $71,687 $2,863 4%
DEFERRED INFLOWS FOR DEBT REFUNDINGS 26 29 (3) (10%)
DEFERRED INFLOWS FOR PENSIONS 480 295 185
TOTAL DEFERRED INFLOWS OF RESOURCES $506 $324 $182 56%

e Long-term debt increased $1,176 due to net new borrowings.

e  OPEB liability increased $1,575 due to paygo funding of current costs rather than the higher
actuarial determined contribution.

e Net Pension liability decreased $878 due primarily to higher than assumed pension investment
returns.

e Liabilities for injury claims increased $410 due to increased workmen’s comp claims.

e Other liabilities increased $580 due to primarily to increases in accounts payable, accrued
expenses and loans payable.

Total Deferred Inflows of resources increased $182 due primarily to higher than assumed
pension investment earnings.
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MTA CONSOLIDATED FINANCIAL STATEMENTS

NET POSITION

$'s in Millions DECEMBER 31, CHANGE
2017 2016 S %

NET INVESTMENT IN CAPITAL ASSETS  $28,250 $25,756 $2,494 10%

RESTRICTED FOR DEBT SERVICE 516 352 164 47%
RESTRICTED FOR CLAIMS 182 178 4 2%
RESTRICTED FOR OTHER PURPOSES 983 935 48 5%
UNRESTRICTED (24,707)  (21,614) (3,093)  (14%)

TOTAL NET POSITION $5,224 $5,607 ($383) (7%)

Net investment in Capital Assets increased $2,494 due to an increase in net capital assets of $3,542,
offset by an increase in net capital related liabilities of $1,048.

Restricted for debt service increased $S164 due to an increase in debt service related investments.
Restricted for claims increased $4 due to an increases in FMTAC loss reserves.
Net Position for other purposes increased S48 due to an increase in other restricted investments

Unrestricted net position decreased $3,093 due to an increase in the unfunded OPEB liability of $1,575,
an increase in other unrestricted liabilities and deferred inflows of $101, a decrease in other
unrestricted assets and deferred outflows of $830, and a deficit before depreciation and capital grants
& appropriations of $587
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MTA CONSOLIDATED FINANCIAL STATEMENTS

STATEMENT OF CASH FLOWS

$'s in Millions DECEMBER 31, CHANGE
2017 2016 S %

Net Cash from Operating Activities ($3,827) (S3,431) (5396) (12%)
Net Cash From Non-Capital Financing Activities 6,601 6,596 5 0%
Net Cash from Capital & Related Financing Activities (3,105) (3,028) (77) (3%)
Net Cash From Investing Activities (118) 141 (259) (184%)

Net Change in Cash (449) 278 (727) (262%)
Cash - Beginning of Year 732 454 278 61%
Cash - End of Year $283 $732 (S449) (61%)

D



8T02/€2/ BunssN sanmiwwio)d Npny - 885 40 ¢ # abed JalseN

MTA CONSOLIDATED FINANCIAL STATEMENTS

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

$'s in Millions

OPERATING REVENUES
OPERATING EXPENSES

OPERATING DEFICIT

SUBSIDIES & TAX REVENUES

LESS: INTEREST EXPENSE

DEFICIT BEFORE CAPITAL GRANTS & APPROPRIATIONS

CAPITAL GRANTS & APPROPRIATIONS
CHANGE IN NET POSITION

NET POSITION - BEGINNING OF YEAR
CUMULATIVE EFFECT OF CHANGE IN ACCOUNTING

PRINCIPLE
NET POSITION - END OF YEAR

DECEMBER 31, CHANGE
2017 2016 $ %
$8,673 $8,520 $153 2%

(16,850)  (16,150) (700) (4%)
(8,177)  (7,630) (547) (7%)

6,496 6,721 (225) (3%)
(1,517)  (1,463) (54) (4%)
(3,198)  (2,372) (826)  (35%)
2,662 2,168 494 23%
($536) ($204)  ($332) (163%)
5,607 5,811
153 0 153
$5,224 $5,607 ($383) (7%
’ 14 )
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Reconciliation of Financial Plan to GAAP Statement of Revenues, Expenses &

Changes in Net Position

Total Operating Revenues

Operating Expenses:
Total Labor Expenses
Total Non-Labor Expenses
Depreciation

Total Operating Expenses

Net Operating Deficit

Dedicated Taxes, & Subsidies

Debt Service (Financial Plan includes Interest+Principal)

Conversion to Cash Basis: Non Cash Liability Adj's
(Deficit) Before Capital Grants & Appropriations

December 31, 2017
Financial Financial
Plan Statement VARIANCE
Estimate Actual S %
$8,744 $8,673 ($71) (1%)
10,950 10,865 (85) (1%)
3,523 3,374 (149) (4%)
2,615 2,611 (4) (0%)
17,088 16,850 (238) (1%)
($8,344) ($8,177) $167 (2%)
6,469 6,496 27 0%
(2,507) (1,517) 990
4,128 0 (4,128)
($254) ($3,198) ($2,944)

MTA CONSOLIDATED FINANCIAL STATEMENTS

10
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MTA CONSOLIDATED FINANCIAL STATEMENTS

SCHEDULE OF FINANCIAL PLAN TO FINANCIAL STATEMENTS RECONCILIATION

RECONCILING ITEMS
($in millions)

|Financia| Plan Actual Operating Loss at 12/31/2017

($8,344)]

The Audited Financial Statements Includes:
Lower other operating revenues
Lower OPEB expense based on the most recent acturial calculations
Higher pension expense based on the most recent acturial calculations
Higher labor expense primarily from reimbursable overhead
Higher claims expense based on most recent actuarial results
Lower non-labor expense
Intercompany eliminations and other adjustments
Total Operating Reconciling Items

NOUHWNR

(22)
95

(28)
18

(191)
276
19
167

|Financia| Statements Operating Loss 12/31/2017

($8,177)]

|Financia| Plan Deficit after Subsidies and Debt Service 12/31/2017

($254)|

The Audited Financial Statements Includes:
1 Higher dedicated taxes & subsidies
2 Lower Debt Service expense (excludes bond principal payments)
3 Adjustments for non-cash liabilities:
Depreciation
Unfunded OPEB Expense
Unfunded GASB 68 pension adjustment
Unfunded Pollution Remediation Expense

4 Total Operating Reconciling Items (from above)

(2,615)
(1,681)
172

(4)

27
990

(4,128)

167

Financial Statements Loss Before Capital Grants & Appropriations at 12/31/2017

($3,198)|

11
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INDEPENDENT AUDITORS’ REPORT

To the Members of the Board of
Metropolitan Transportation Authority

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated statements of net position of'the Metropolitan Transportation Authority
(the “MTA”), a component unit of the State of New York, as of December3il, 2017 and 2016, and the related consolidated
statements of revenues, expenses and changes in net position and €onsolidated cash flows fortheyyears then ended, and
the related notes to the consolidated financial statements, whichécollectively comprise the MTA™s consolidated financial
statements as listed in the table of contents.

Management’s Responsibility for the Consolidated Financial Statements

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

Auditors’ Responsibility

Our responsibility is to express an opinion onithese consolidated financial statements based on our audits. We conducted
our audits in accordance with auditing standards generally aceepted in the United States of America. Those standards
require that we plan and performithe audits to obtain reasonablé assurance about whether the consolidated financial
statements are free from material misstatement. 4
An audit involyés performing procedures toyobtain audit evidence about the amounts and disclosures in the consolidated
financial statéments. The procedures selected depend on the auditors’ judgment, including the assessment of the risks of
material misstatement of the consolidated financial’statements, whether due to fraud or error. In making those risk
assessmients, the, auditor considers internal confrol relevant to the MTA’s preparation and fair presentation of the
consolidated finaneial statements in order to design audit procedures that are appropriate in the circumstances, but not for
the purposes of expressing an opinion on the effectiveness of the MTA’s internal control. Accordingly, we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall presentation of the consolidated
financial statements.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated net position of the MTA as of December 31, 2017 and 2016, and the respective changes in the consolidated

net position and consolidated cash flows thereof for the years then ended in accordance with accounting principles
generally accepted in the United States of America.

-1-
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Emphasis of Matters

As discussed in Note 1 to the consolidated financial statements, 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. Our opinion is
not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management’s Discussion and
Analysis on pages 3 through 23, the Schedule of Changes in the MTA’s Net Pension Liability and Related Ratios for the
Single Employer Pension Plans on pages 120-121, the Schedule of the MFA’s Proportionate Share of Net Pension
Liabilities of Cost-Sharing Multiple-Employer Pension Plans on page 122, the Schedule of the MTA’s Contributions for
All Pension Plans on pages 123-124, and the Schedule of Funding Progress for.the MTA Postemployment Benefit Plan on
page 129 be presented to supplement the consolidated financial statementsy Such information, ‘although not a part of the
consolidated financial statements, is required by the Governmental Accounting Standards Board who considers it to be an
essential part of financial reporting for placing the consolidated financial, statements in an apprepriate operational,
economic, or historical context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and“comparing the information for consistency with
management’s responses to our inquiries, the consolidated financial statements, and other knowledge we obtained during
our audits of the consolidated financial statementsy, 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 audits were conducted for the purposeyof forming an opinion on the MTA’s consolidated financial statements. The
Schedule of Consolidated Reconciliation Between Financial Plan and Financial Statements, Schedule of Consolidated
Subsidy Accrual ReconciliationyBetween Financial Plan and\Financial Statements, and Schedule of Financial Plan to
Financial Statements Reconciliation are presented for the purposesiof additional analysis and are not a required part of the
consolidated financial statements.

The Schedule of Consolidated Reconciliation Between Financial Plan and Financial Statements, Schedule of Consolidated
Subsidy Acefual Reconciliation Between Financial Plan and Financial Statements, and Schedule of Financial Plan to
FinancialStatements Reconciliation, are the responsibility of management and were derived from and relate directly to the
underlying accounting and other records used to prepare the consolidated financial statements. Such information has been
subjected to the auditing procedures applied in'the audit of the consolidated financial statements and certain additional
procedures, includingicomparing and reconciling such information directly to the underlying accounting and other records
used to prepare the consolidated financial statements or to the consolidated financial statements themselves, and other
additional procedures in aceordance/with auditing standards generally accepted in the United States of America. In our
opinion, such supplementary infosmation is fairly stated, in all material respects, in relation to the consolidated financial
statements as a whole.

April 25, 2018

Master Page # 30 of 588 - Audit Committee Meeting 4/23/2018



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

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016
($ In Millions, except as noted)

OVERVIEW OF THE CONSOLIDATED FINANCIAL STATEMENTS
Introduction

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

Management’s Discussion and Analysis

This MD&A provides a narrative overview and andlysis_of, the financial activities of|the Metropolitan
Transportation Authority and its consolidated subsidiaries and-affiliatés (the:“MTA” or “MTA Group”) as of
and for the years ended December 31, 2017 and 2016. For financial reporting purposes, the subsidiaries and
affiliates of the MTA are blended componentiunits. This managementidiscussion and analysis is intended to
serve as an introduction to the MTA Group’s consolidated 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 financialposition. It may contain opinions, assumptions,
or conclusions by the MTA Group’s management ‘that must be read,in.conjunction with, and should not be
considered a replacement for, theseonsolidated financialstatements.

The Consolidated Financial Statements

The Consolidated Statements ofyNet Position, which provide information about the nature and amounts of
resources with present service capacity that the"MTA.Group presently controls (assets), consumption of net
assets by the MTA Group'that is applicable to a futurereporting period (deferred outflow of resources), present
obligations 40 sacrifice resources thatthe, MTA Group has little or no discretion to avoid (liabilities), and
acquisition of net assets by the MTA Groupithat'is applicable to a future reporting period (deferred inflow of
resources) with the difference between assets/deferred outflow of resources and liabilities/deferred inflow of
resources being reported as net position.

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

The Consolidated 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 Financial Statements

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

-3-
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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 as required 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 its ecmpleyees.

Supplementary Information

The supplementary information provides a series of reconciliations between the MTA'Group’s financial plan
and the consolidated statements of revenues, expenses and changes in fiet position.

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 cotporation and a component 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 policy in the New York metropolitan arca. The financial reporting entity consists
of subsidiaries and affiliates, considered component units of the MTA, because the Board of the MTA serves
as the overall governing 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 Transportation Authority 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 Coémpany (“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 betweeft NY C 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.

e 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.
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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 Tfansit”) and its,subsidiary, Manhattan and
Bronx Surface Transit Operating Authority (“MaBSTOA?Y), 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.

CONDENSED CONSOLIDATED FINANCIAL INFORMATION AND CONDENSED
CONSOLIDATED FINANCIAL INFORMATION

The following sections discuss the significant changes in the MTA. Group’s/financial position as of and for the
years ended December 31, 2017 and 2016. An analysis of major economi€ factors and industry trends that have
contributed to these changes isgprovided. It should be mnoted that foripurposes of the MD&A, the information
contained within the summaries of the consolidated financial statements and the various exhibits presented were
derived from the MTA Group’s consolidated financial statements.

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

Capital asséts include, but are mot limitedyto: 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 taxesreceivables, and receivables from New York State.

Deferred outflows of resources réflect: 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.
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December 31, Increase / (Decrease)

(In millions) 2017 2016 2015 2017-2016 2016 - 2015
Capital assets — net (see Note 6) $ 68060 $ 64518 § 61410 § 3542 § 3,108
Other assets 8,933 9,268 9,153 (735) 115
Total assets 76,593 73,186 70,563 2,807 3223
Deferred outflows of resources 3,687 3,832 2,185 (145) 1,647

Total assets and deferred outflows of resources $ 80280 § 77618 § 748 0§ 2660 § 4870

Capital Assets, Net

December 31, 2017 December 31, 2016

Land 0% Land 0%

Other 22% Other 20% —

_ Construction work-
in-progress 25%

__ Construction work-
in-progress 25%

A

™

L

Infrastructure
21%

Infrastructure
21%

Buildings and

Buildings and B
"~ structures 17%

" structuresit6%

Bridges and

" Bridges and -
Tunnels 4%

~ Tunnels 4% f
Buses
2% Passenger cars and 2% Passenger cars and

locomotives 10% locomotives 11%

Significant Changes in ASsets and Deferred Outflows of Resources Include:

December 31, 2017 versus December/3152016

o Net capital assets increased at December 31,2017 by $3,542 or 5.5%. There was an increase in other
capital assets of $2,584, an increase in infrastructure of $1,756, construction in progress of $722, an
ificrease in bridges and tunnels of' $288¢"an increase in buildings and structures of $258, an increase in
buses of $167, an increase in land of $14, and a decrease in passenger cars and locomotives of $3. This
was offset by a net increase in ‘accumulated depreciation of $2,244. See Note 6 to the MTA’s
Consolidated, Financial Statements for further information. Some of the more significant projects
contributing to the net increase included:

— Continued progress on the East Side Access, Second Avenue Subway and Number 7 Extension
Project.

— Infrastructure work including:
o Repairs and improvements of all MTA Bridge and Tunnels’ facilities.

o Improvements to MTA Long Island Railroad’s road-assets, replacement of signal power lines,
various right-of-way enhancements and upgrades of radio communications.
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o Continued improvements to MTA Metro-North Railroad stations, tracks and structures, power
rehabilitation of substations, and security.

o Subway and bus real-time customer information and communications systems.
o Continued structural rehabilitation and repairs of the ventilation system 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 afnd East Side Access Passenger
station.

— Ongoing work by MTA New York City Transit to make(stations fully, accessible and structurally
reconfigured in accordance with the Americans with Disability Act (“ADA”) standards.

Other assets decreased by $735 or 7.9%. The majordtems contributing to this change include:
— A decrease in cash of $449 from net cash flow-activities.

— A decrease in current and non-current receivables of $505 primarily due to a decrease in subsidies
from New York City for MTAINew York City Transit and MTA Bus of $122, a decrease in
Federal and State grants for capital projects of $101, a net'deerease in other subsidies of $21 and
a decrease in receivables from New; York State for Service Contract Bonds of $71. There was
also a net decrease in other receivables of $190,primarily,/due to the receipt of reinsurance
recoveries related to Tropical Storm Sandy.

— An increase in‘investments of $156 due to higher debt service funds and an increase in unspent
proceeds fromithe issuances of Transportation Revenue Bonds, Dedicated Tax Funds and Bond
Anticipation Notes in 2017,

— A netsinerease in various other eurrent’and non-current assets of $63.

Deferred outflows of resources decreased by $145 or 3.8%. This decrease was primarily due from
lower deferred outflows related to pensions of $381 due to changes in the actuarially determined
caleulations for the pension\plans related to changes in certain actuarial assumptions and the difference
between expected and actual earnings on plan investments. There was also a decrease in the fair value
of derivativeyinstruments of $31 offset by an increase in deferred outflows for unamortized losses on
refundings of $267.

December 31, 2016 versus December 31, 2015

Net capital assets increased at December 31, 2016 by $3,108 or 5.1%. This increase is attributable to
net increases in other capital assets of $761, infrastructure for $655, construction work-in-progress of
$3,307, buildings and structures for $354, bridges and tunnels for $121, buses for $217, passenger cars
and locomotives for $99. The increases were offset by a net increase in accumulated depreciation of
$2,406. Some of the more significant projects contributing to the net increase included:

— Continued progress on the East Side Access, Second Avenue Subway and Number 7 Extension
Project.
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— Infrastructure work including:
o Repairs and improvements of all MTA Bridge and Tunnels’ facilities.

o Improvements to MTA Long Island Railroad’s road-assets, replacement of signal power lines,
various right-of-way enhancements and upgrades of radio communications.

o Continued improvements to MTA Metro-North Railroad stations, tracks and structures, power
rehabilitation of substations, and security.

o Subway and bus real-time customer information and communications systems.
o Continued structural rehabilitation and repairs of the ventilation system at various facilitie.

— 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.

— Ongoing work by MTA New York City Transit to make stations fully accessible and structurally
reconfigured in accordance with the, Americans with Disability Act (“ADA”) standards.

e Other assets increased by $115 or 1.3%. This‘increase was mainly dueffom an increase in cash of $278
from net cash flow activities. Current and non-current'receivables decreased by $43 primarily from a
reserve for uncollectible insurance recoveries of $100 offsetiby.increases in receivables from Federal
and State grants for capitalyprojects of $85 and.other subsidies of $60. Investments decreased by $92
primarily from the tefmination of MTA Bridges and Tunnels sale-leaseback agreement of subway cars.
There was net deetease in various other assets of $28.

e Deferred outflows of resources inereased by $1,647 or 75.4%. This increase was primarily due from
higher deferred outflows reldted to pensionssof’$1,392 due to changes in the actuarially determined
calculations for thepension plans related to changes in certain actuarial assumptions and the difference
between expected and, actual” eainings on plan investments. In addition, deferred outflows for
unamortized losses on refundings increased by $342, offset by a decrease in the fair value of derivative
instruments of $87.

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

Current liabilities include: acéounts payable, accrued expenses, current portions of long-term debt, capital lease
obligations, pollution remediation 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 benefits and other non-current liabilities.

Deferred inflows of resources reflect unamortized gains on refunding and pension related deferred inflows.
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December 31, Increase/(Decrease)

(In millions) 2016 2015 2017-2016 2016 - 2015
Current fiabilities $ $ 6003 $ 6465 $ w5 (400
Non-current liabilities 65,084 59,980 2,620 5,104
Total liabilities 71,687 66,445 2363 5042
Deferred inflows of resources 34 m " L (168)

Total liabilities and deferred inflows of resources $

§ 0§ 6697 0§ 345§ 5014

Total Liabilities and Deferred Inflows of ReSources

December 31, 2017

Other long-term Accounts
liabilities 40% _——payable/Accrued
expenses 5%

Other current
liabilities 3%
/

[
Obligations under
capital lease
(Note 8) 1%

N
Long-term debt
(Note 7) 51%

December 31, 2016

Other long-term Accounts
liabilities 40%\ _———payable/Accrued
expenses 5%

liabilities 39

Obligations under
capital lease
(Note 9) 1%

N
Long-term debt
(Note 8) 51%

Significant Changes in Liabilities and Deferred Inflows.of Resources Include:

December 31, 2017 versus December/3152016

e  Current liabilities increased by $243 or 4.1%. The net increase in current liabilities was primarily due
to af increase in acerued expenses of $299. The increase in accounts payable was a result of a net
ificrease in employee related accrualsiof'$133, and a net increase of $212 in other accrued expense, due
to ‘higher operating accruals. This)was offset by a decrease in interest payable mainly due to the
refunding,of other indebtedness and debt service payments made during 2017 of $22 and a decrease in
capital aceruals of $24. In addition, there was an increase in unearned revenues of $23, largely due to
unused fare'cards and school fare subsidies, an increase in accounts payable due to vendors of $81,
and an increase in, loans payable to New York State Power Authority of $14.This was offset by a
decrease in the currenit portion of long-term debt of $171, primarily from debt service payments made

&

in 2017 and a decrease in the current portion of pollution remediation projects of $3.

e Non-current liabilities increased by $2,620 or 4.0%. This increase was mainly due:

— An increase in the non-current portion of long-term debt of $1,347 primarily due to 2017 bond

issuances (See Note 7).

— An increase in postemployment benefits other than pension liability (“OPEB”) of $1,575 resulting

from estimates of actuarial calculations as required by GASB Statement No. 45 (See Note 5).
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— An increase in estimated liability arising from injuries to persons (Note 10) of $410 due to revised
calculations of the workers’ compensation reserve.

— An increase in the non-current portion of loans payable of $100 due to the Customer Installation
Commitments (“CIC”) with New York Power Authority (“NYPA™).

— A decrease in pension liability of $878, resulting from actuarial calculations as required by GASB
Statement No. 68 (see Note 4).

— A net increase in other various non-current liabilities of $66.

o Deferred inflows of resources increased by $182 or 56.2%, primarily due to higher deferred inflows
related to pensions of $185 as a result of changes in the actuarially, determined calculations for the
pension plans for changes in certain actuarial assumptions, thedifference between expected and actual
earnings on plan investments and differences between expected and actual experience. This was offset
by a decrease in the gain on refunding of debt of $3.

December 31, 2016 versus December 31, 2015

o Current liabilities decreased by $462 or 7.2%. The net decrease/in current liabilities was mainly due to
a decrease in the current portion of long-term debt of $610 primarily from the refunding of Certificates
of Participation, refunding of other indebtedness and debt'service payments made during 2016. This
was offset by an increase in accrued expenses of $74 mainly due to higher operating accruals and a net
increase in other various current liabilities of $74 primarily fromaceounts payable due to vendors.

e Non-current liabilities increased by $5,704.0r 9.5%.. Thisjincrease was mainly due:

— An increase in thefnon-current portion of long-term debt of $2,404 primarily due to the 2016
issuances of Transportation Revenue Bonds, Transportation Revenue Bonds Bond Anticipation
Notes, Dedicated\ Tax Fund Bonds, DTF Bond Anticipation Notes, MTA Hudson Rail Yards Trust
Obligation and MTA Bridges and Tunnels Genérfal Revenue Bonds (See Note 8).

— An_incteasenn postemployment benefits other than pension liability (“OPEB”) of $1,596 resulting
from actuarial calculations as required by GASB Statement No. 45 (See Note 5).

=~ An increase in pension liability of $1,279, resulting from actuarial calculations as required by
GASB Statement No. 68 (see Note 4).

— An increase in estimated liability arising from injuries to persons (Note 11) of $571 mainly due to
a revised actuarial calculation of the workers’ compensation reserve for MTA New York City
Transit.

— A net decrease in other various non-current liabilities of $146, primarily due to changes in the fair
market value of derivative liabilities of $79 and the termination of MTA Bridges and Tunnels sale-
leaseback agreement of subway cars of $107, offset by a net increase in other various non-current
liabilities of $40.

e Deferred inflows of resources decreased by $168 or 34.2% primarily due to lower deferred inflows
related to pensions due to changes in the actuarially determined calculations for the pension plans for
changes in certain actuarial assumptions, the difference between expected and actual earnings on plan
investments and differences between expected and actual experience.
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Total Net Position, Distinguishing Between Net Investment in Capital Assets, Restricted Amounts,
and Unrestricted Amounts

December 31, Increase/(Decrease)
(In millions) 2017 2016 2015 2017 -2016 2016 - 2015

Net investment in capital assets $28250  $25,756  $23796 $ 2494 § 1,960

Restricted for debt service 516 352 487 164 (135)
Restricted for claims 182 178 142 4 36

Restricted for other purposes 983 935 1,051 48 (116)
Unrestricted (24,707)  (21,614)  (194665) (3,093) (1,949)
Total Net Position $ 5224 $ 5607 A% 5811 $ (383) $ (204)

Significant Changes in Net Position Include:

December 31, 2017 versus December 31, 2016

At December 31, 2017, total net position decreased by $383 or 6.8%, when compared with December 31, 2016.
This change is a result of net non-operating revenues,of $4,979 and appropriations, grants and other receipts
externally restricted for capital projects of $2,662 offset by operating losses 0f $8,177. During 2017, MTA
Bridges and Tunnels changed its method of amortizing bond premiums and discounts to the consistent yield
method, which is a more preferable accounting principle than the prificiple used in previous years. The change
in method resulted in an increasefiii2017 beginning netgosition of $153. See Note 2 for further details.

The net investment in capital,assets increased by $2,494%0r 9.7%. Funds restricted for debt service, claims and
other purposes increaséd by $216 or 14.7% in the aggregatessmainly due to scheduled debt service payments.
Unrestricted net position decreased by $3,093.0r 14.3%.

December 3142016 versus December 31, 2015

At December 31, 2016, total net position decreased by $204 or 3.6%, when compared with December 31, 2015.
This change ista result of net non-operating revenues of $5,258 and appropriations, grants and other receipts
externally restricted for capital projects of $2,168 offset by operating losses of $7,630.

The net investment in ¢apital assets increased by $1,960 or 8.3% due to an increase of $3,109 in net capital
assets placed into serviee, whichiwas offset by a net decrease of $1,149 of related debt and other capital related
offsets. Funds restricted for debt service, claims and other purposes decreased by $216 or 12.9% in the
aggregate, mainly due scheduled debt service payment. Unrestricted net position decreased by $1,948 or 9.9%.
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Condensed Consolidated Statements of Revenues, Expenses and Changes in Net Position

December 31,  December 31,  December 31, Increase / (Decrease)
(In millions) 2017 2016 2015 2017 - 2016 2016 - 2015
Operating revenues
Passenger and tolls $ 8,084 § 7899 § 1764 $ 185  § 135
Other 589 621 638 (32) (17)
Total operating revenues 8,673 8,520 8,402 153 118
Non-operating revenues
Grants, appropriations and taxes 5,122 5972 5,997 (250) (25)
Other 782 756 718 26 38
Total non-operating revenues 6,504 6,728 6,715 (224) 13
Total revenues 15,177 15,248 15,117 (71) 131
Operating expenses
Salaries and wages 5,968 5,627 5471 341 156
Retirement and other employee benefits 2,142 2,392 2,380 (150) 512
Postemployment benefits other than pensions 2,155 2,146 1,997 9 149
Depreciation and amortization 2,611 2447 2,496 164 (49)
Other expenses 3,374 3,036 3,031 338 5
Total operating expenses 16,850 16,148 15,375 702 3
Net expenses related to asset impairment - 2 > (2) 3)
Total operating expenses 16,850 16,150 15,380 700 710
Non-operating expenses
Interest on long-term debt 1,517 1,463 ¢* 1,399 54 04
Other net non-operating expenses 8 7 5 | 2
Total non-operating expenses 1,525 1,470 1,404 55 66
Total expenses 18375 17,620 16,784 755 836
Loss before appropriations, grantSiand other
receipts externally restricted for capitabprojects (3,198) (2,372) (1,667) (826) (705)
Appropriations, grants and other receipts
externally restricted for capital projects 2,662 2,168 1,980 494 188
Change in net position (536) (204) * 313 (332) (517)
Net position, beginning of yeas 5,607 5,811 13,282 (204) (7471)
Restatement of beginning net position - - (7.819) - 7,819
Restatement of beginning net position
correction to opening balance - - 35 - (35)
Cumulative effect of change in accounting principle 153 - - 153
Net position, end of year § 524 § 5607 § 5811 8 (383) § (204)

*During 2017, MTA Bridges and Tunnels changed to a more preferable method of amortizing bond premiums and discounts,
constant yield. This change in method is accounted for on a prospective basis. Had the new accounting principle been used for
all comparative periods presented within, the 2016 Change in Net Postion would have been $(168).
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Revenues and Expenses, by Major Source:

Years ended December 31,2017 versus 2016

e Total operating revenues increased by $153 or 1.8%. This increase was mainly due to an increase in
fare and toll revenue of $185 primarily due to higher subway ridership and an increase in vehicle
crossings for the year ended December 31, 2017, when compared to the year ended December 31, 2016.
This increase was offset by a decrease in other operating revenues of $32 due to lower advertising
revenues collected on behalf of all agencies.

e Total non-operating revenues decreased by $224 or 3.3%.

- Total grants, appropriations, and taxes decreased by $250. This'was due to a decrease in tax-
supported subsidies from New York City and local servic€ areas of $239 mainly due to lower Urban
Tax of $232 and Mortgage Recording Tax subsidies of $7. Tax-supported subsidies from New York
State decreased by $5 primarily due to a decrease it Mass.Transportation Trust Fund of $28 and a
decrease in MTA Aid of $2 offset by an increase in Payroll Mobility Tax of $28. Various other
subsidies decreased by $6 primarily due to adecrease in Néw York State Service €ontract subsidy
of $4 and a decrease in Build America subsidy of $2.

—  Other non-operating revenues increased by $26 primarily, due to a net increase in non-operating
revenues of $40, an increase in station maintenance, operation and use assessments of $3 and an
increase in subsidies from New York City, of $5 for MTA Bus,and MTA Staten Island Railway.
This was offset by a decrease in in subsidies frem the Connecticut Department of Transportation
for the MTA Metro-North Railroad of'$22.

e Labor costs increased by $200.0r 1.9%. The major changes within this category are:
— Salaries, wages and overtime increased by $341 primarily due to increases in MTA New York City
Transit to supportythe Subway Action Plamyand various maintenance and weather-related

requirements.

— PRoéstemploymentibenefits other than pensions increased by $9 based on changes in the actuarial
estimates.

— Retitement and employee benefits decreased by $150 primarily due to higher workers’
compensation reserve requirements based upon the current actuarial valuation.

e Non-labor operating costs increased by $500 or 9.1%. The variance was primarily due to:

— An increase in claims arising from injuries to persons of $60 based on the most recent actuarial
valuations.

— An increase in depreciation of $164 primarily due to more assets placed in service in the current
year.

— Anincrease in insurance of $18 primarily due to a new OCIP premium that was added in 2016 for
the East Side Access project.
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— An increase in maintenance and other contracts by $69 and professional service contracts of $97
due to changes in consulting services requirements.

— Anincrease in electric power of $23 and fuel of 26 due to changes in rates and consumption.

— An increase in material and supplies by $3, mainly due to revised maintenance and repairs
requirements for transit and commuter systems.

— An increase in paratransit service contracts of $9 primarily due to higher paratransit taxi expenses.
— A net increase in other various expenses of $31 mainly due to higher operating expenses.

e Total net non-operating expenses increased by $56 or 3.7% primarily due to increases in interest on
long-term debt of $54. This was partially offset by a cumulative effect of change in accounting
principle. During 2017, MTA Bridges and Tunnels changed its‘method of‘amertizing bond premiums
and discounts on bonds to the constant yield method,#vhich lowered interest expense.

e Cumulative effect of change in accounting prin€iple increased by $153. During 2017, MTA Bridges
and Tunnels changed its method of amortizing bond premiumsfandidiscounts on bonds to the constant
yield method, which is a more preferable accounting prineiplé than the principle used in previous years.
This change in method resulted in an increase in 2017 beginning net position of $153.

e Appropriations, grants and other receipts externally restricted for capitalsprojects increased by $494 or
22.8%, mainly due to timing in the availability of Federal and State grants for capital projects.

Years ended December 31, 2016 versus 2015

e Total operating reyénues increased by $118 or'1.4%. This increase was mainly due to an increase in
fare and toll revenueyof $135 primarily due to‘higher subway ridership and an increase in vehicle
crossings for the yearended Degcember 31, 2016, when compared to the year ended December 31, 2015.
This increase was offset by, a’decreaseyin, other Operating revenues of $17 due to lower advertising
revenuesicollected.on behalf of all agencies.

e Total non-operating revenues increased by $13 or 0.2%.

- Total grants, appropriations, and taxes decreased by $25 for the year ended December 31, 2016.
This was primarily due to a decrease in tax supported subsidies from New York City and local
service areas of $178 mainly from Urban Tax. This was offset by an increase in tax supported
subsidies from New York State of $156 mainly from Operating Assistance, and a decrease in other
subsidies of' $3.

- Other non-opérating revenues increased by $38. This increase was primarily from increases in
subsidies from New York City of $62 for MTA Bus and MTA Staten Island Railway and from the
Connecticut Department of Transportation for the MTA Metro-North Railroad of $18. This
increase was offset by a decrease in various other non-operating revenue of $42.

e Labor costs increased by $817 or 8.3%. The major changes within this category are:

— Retirement and employee benefits increased by $512 primarily due to higher pension expenses of
$326 from GASB Statement No. 68 contributions and amortization of deferred outflows of
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resources. Increase in health and welfare and other fringe benefits of $186 due to increased rates
for health and welfare plans.

Salaries, wages and overtime increased by $156 due largely to increases in MTA New York City
Transit.

Postemployment benefits other than pensions increased by $149 based on changes in the actuarial
estimates.

Non-labor operating costs decreased by $47 or 0.9%. The variance wasgtimarily due to:

An increase in claims arising from injuries to persons of $133 based on the most recent actuarial
valuations.

An increase in maintenance and other contracts of $43 mainly due to additional repairs and facility
maintenance.

An increase in material and supplies by $42, mainly due torongoing maintenance and repairs for
transit and commuter systems.

A decrease in depreciation of $49 primarily due to the correction of the capitalization date of assets
placed in service in prior years andathe identification of certain capital projects that reached
substantial completion in prior years and classified as depreciable assets.

A decrease in electric power of $67 and fuel of $37 duesto lower prices in 2016.

A decrease in instirance of\$78 due to the recording ofiearned premium by FMTAC from OCIP
Workers Compensation and General Liability Deductible Reimbursement policy in 2016.

A net decrease in other various expenses of $34 mainly due to lower operating expenses.

Total net non-operating expenses increased by $66 primarily due to interest on long-term debt.

Appropriations, grants and other receipts’ externally restricted for capital projects increased by $188 or
9.5%,mainly due to timing, in the ayailability of Federal and State grants for capital projects.

OVERALL FINANCIAL POSITION AND RESULTS OF OPERATIONS AND
IMPORTANT ECONOMIC CONDITIONS

Economic Conditions

Metropolitan New York i§ the most transit-intensive region in the United States, and a financially sound and
reliable transportation system is critical to the region’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

Preliminary MTA system-wide utilization in 2017 decreased relative to 2016, with ridership down by 68.9
million trips (2.5%). The decrease is driven by Subway ridership, which declined by 29.5 million trips (1.7%),
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MTA New York City Transit Bus ridership, which declined by 35.8 million trips (5.6%), and MTA Bus
ridership, which declined by 3.5 million trips (2.8%). In addition, the MTA Long Island Rail Road experienced
a decline of 163.4 thousand trips (0.2%). MTA Staten Island Railway ridership increased by 72.3 thousand trips
(4.6%), while MTA Metro-North Railroad ridership was effectively unchanged, with a small increase of 1.6
thousand trips (0.002%). The overall decline in ridership in 2017 was comprised of a 15.9 million decline in
the first quarter, a 14.7 million decline in the second quarter, a 21.9 million decline in the third quarter and a
16.4 million decline in the fourth quarter, all compared with the same quarter in 2016. Much of the decline in
ridership—around 57%—is driven by a general decline in bus utilization, a trend that began in 2009 and has
been observed nationally. The decline in subway ridership is a more recent trend—beginning in the third quarter
of 2016—which appears to be a reversion to a dynamic more consistentwith the long-term historical
relationship rather than that of the years immediately following the recession; whenwidership surged. Vehicle
traffic at MTA Bridges and Tunnels facilities increased by 2.6 million cressings (0.9%) in 2017 compared to
2016. Through the first half of 2017, crossings decreased by 1.2 million, but large increases in the third and
fourth quarters (1.4 million and 2.4 million respectively) led to the©@verall increase for the year. Congestion
pricing in Manhattan, which is currently being debated and may be'eonsidered for adoption at some point in the
future, could impact ridership and vehicle crossings. However, theresis no guarantee that congestion pricing
will be approved.

Seasonally adjusted non-agricultural employment in New York'City for the fourth quarter was higher in 2017
than in 2016 by 64.4 thousand jobs (1.5%). On a quarter-to-quarter‘basis, New York City employment has
increased in each of the last twenty-nine quarters — the last decline oceurred in the third quarter of 2010 — and
is higher than at any time since 1950, when neh=agricultural employment levels for New York City were first
recorded by the Bureau of Labor Statistics.

National economic growth, as measured by Real Gross Domesti¢:Product (“RGDP”), expanded at an annualized
rate of 2.6% in the fourth quarter of 2017 according to the most recentiadvance estimate released by the Bureau
of Economic Analysis (“BEA®):"The increase in '‘RGDP reflected positive contributions from personal
consumption expenditures, monresidential fixed investment, exports, residential fixed investment, state and
local government spendifig,,and federal government spending; these were partially offset by a negative
contribution from private inventory investment. Imports, whielt are a subtraction in the Gross Domestic Product
(“GDP”) calculation, increased. The decelération in RGDP/growth, relative to the second quarter’s revised 3.2%
growth rate, reflectedya_downturn in private inventory investment and an increase in imports; these were
partially offset by an-acceleration i personal consumption expenditures, nonresidential fixed investment,
exports, state and local government spending, and federal government spending, as well as an upturn in
residential fixed investment.

The New York City metropolitan area’s price inflation, as measured by the Consumer Price Index for All Urban
Consumers (“CPI-U”), was lower than the national average in the fourth quarter of 2017, with the metropolitan
area index increasing by, 1.7 %, while the national index increased by 2.1%, when compared with the fourth
quarter of 2016. An 8.2% increase in the regional price of energy products, along with a 7.6% national increase,
impacted overall inflation; in the metropolitan area, the CPI-U exclusive of energy products increased by 1.3%,
while nationally, inflation gxclusive of energy products was 1.7%. Increasing more than overall energy prices,
the spot price for New York Harbor conventional gasoline rose by 14.8%, from an average price of $1.54 per
gallon to an average price of $1.77 per gallon, between the fourth quarters of 2016 and 2017.

In March and June of 2017, the Federal Open Market Committee (“FOMC”) raised rates again, with the target
range set at 0.75% to 1%, in March and then 1% to 1.25% in June. The Federal Funds rate was raised to its
current target level of 1.25% to 1.5% in December 2017 in view of realized and expected labor market
conditions and inflation. Despite raising the target rate in the fourth quarter of 2017, monetary policy continued
to be accommodative, supporting strong labor market conditions and a sustained return to 2 percent inflation.
The unemployment rate continued to decline, while household spending continued to expand at a moderate rate
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and business fixed investment continued to pick up. Both overall inflation and inflation for items other than
food and energy remained below 2 percent on a 12-month basis, and overall inflation is expected to remain
below 2 percent in the short-term. Despite this, survey-based measures of longer-term inflation expectations
were little changed. Consistent with its statutory mandate, the FOMC seeks to foster maximum employment
and price stability. The FOMC expects that the economy will continue to expand at a moderate pace, labor
market conditions will remain strong, and inflation will stabilize around 2 percent over the medium term.
Gradual increases in the Federal Funds rate can be expected, but that the rate will remain below long-term levels
for quite some time. Near-term risks to economic outlook appear roughly balanced, and the FOMC continues
to closely monitor inflation indicators and global economic and financial developments.

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 thereby impact
receipts from the Mortgage Recording Tax (“MRT”) and Urban Tax, two important sources of MTA revenue.
Mortgage Recording Tax collections for the fourth quarter of 2017 wiere lower than the fourth quarter of 2016
by $7.2 million (6.1%); receipts in the fourth quarter of 2017 wete $11.9 million (9.7%) lower than receipts
from the third quarter of 2017. Despite the gradual overall recoyéry of MRT receipts that began in 2012, average
monthly receipts in 2017 remain $25.2 million (39.5%) worse than the monthly average for. 2006, 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 — were $16.1
million (9.9%) lower than receipts for the fourth quarter of 2016;xeceipts in the fourth quarter of 2017 were
$16.1 million (12.4%) higher than receipts fromythe third quarter of 2017. Average monthly receipts in 2017
were $24.8 million (33.7%) lower than the monthly average for 2007, justprior to the steep decline in Urban
Tax revenues.

Results of Operations

MTA Bridges and Tunnels -For the year,ended December 31, 2017, operating revenues increased by $36.9 to
$1,931.9 as compared todDecember 31, 2016. Traffic i, 2017 set a new record with 310 million crossings,
surpassing the previous‘high0of307.4 million crossings fromthie previous year. MTA Bridges and Tunnels tolls
accounted for 98.9% and 98.3% of opetating.revenues in 2017 and 2016, respectively. The remaining revenue
primarily representedsincome from parking fees (netsof operating expenses) collected at the Battery Parking
Garage and fees collected from E-Z Pass customers.

The E-ZPass,electronic toll collection system continued to facilitate management of high traffic volumes. The
total average market share as of December 31, 2017 was 90.4% compared to 85.9% as of December 31, 2016
The average weekday market shares for passenger and commercial vehicles were 91.5% and 87.5% for 2017
and 2016, respectively.

MTA New York City Transit - Aotal revenue from fares was $4,487 in 2017, an increase of $72, or 1.6%,
compared to 2016. This inerease was due mostly to the March 2017 fare increase. Total ridership was 2,339
million passengers in 2017, a decrease of 65 million, or 2.7%, from 2016.

MTA Long Island Rail Road — Total operating revenue for the year ended December 31, 2017 was $780.6,
which was higher by $12.6 or 1.6% compared to the year ended December 31, 2016. For the same comparative
period, operating expenses were higher by $127.1 or 7.1%, totaling $1.9 billion for the year ended December
31, 2017.

MTA Metro-North Railroad — For the year ended December 31, 2017, operating revenues totaled $790.9, an

increase of $36.8 or 4.9% compared to 2016. During the same period, operating expenses increased by $123.4
or 8.2% to $1,623.9. Fare revenue for 2017 increased by 6.4% to $733.4 compared to 2016. Passenger fares
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accounted for 92.6% and 91.94% of operating revenues in 2017 and 2016, respectively. The remaining revenue
represents collection of rental income from stores in and around passenger stations, and revenue generated from
advertising.

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 theState’s payment of, or MTA’s
receipt of, Dedicated Mass Transportation Trust Fund (“MTTF”) receiptsgwhich\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 for the year ended December 31, 2017 was $452.8 compared to $460.1 at
December 31, 2016.

Capital Programs

At December 31, 2017, $12,460 had been committed and $3,508 had been expended for the'eembined 2015-
2019 MTA Capital Programs and the 2015-2019 MTA Bridges and Tunnels Capital Program, and $26,309 had
been committed and $20,039 had been expended for the combinedi2010-2014 MTA Capitdl Programs and the
2010-2014 MTA Bridges and Tunnels Capital Program, and $24,053 had been committed and $23,522 had
been expended for the combined 2005-2009 MATA 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‘Programt Review Board (“CPRB”), and are
designed to improve public transportation in the New York Metropolitan area.

2015-2019 Capital Program ~— Capital programs covering the years 2015-2019 for: (1) the commuter railroad
operations of the MTA Conducted by MTA Long Island RailbR6ad and MTA Metro-North Railroad (the “2015—
2019 Commuter Capital Program®), (2) thestransit system operated by MTA New York City Transit and its
subsidiary, MaBSTOA; the MTA'Bus Company, andithe rail system operated by MTA Staten Island Railway
(the “2015-2049 Transit Capital Program™) were originally approved by the MTA Board in September 2014.
The capitalprograms were subsequently 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 for
the toll bridges'and tunnels operated by MT A Bridges and Tunnels (the “2015-2019 MTA Bridges and Tunnels
Capital Program’)ywas approved by the MTA Board in September 2014 and was not subject to CPRB approval.

On April 20, 2016, the MTA Board approved revised capital programs for the years covering 2015-2019. The
revised capital programs providéd for $29,456 in capital expenditures. On May 23, 2016, the CPRB deemed
approved the revised 2015-2019 Capital Programs for the Transit and Commuter systems as submitted. The
revised 2015-2019 MTA Bridges and Tunnels Capital Program, was approved by the MTA Board on April 20,
2016.

On February 23,2017, the MTA Board approved a revision to the CPRB portion of the capital programs for the
years covering 2015-2019, adding $119 transferred from prior capital programs to support additional investment
projects. On March 30, 2017, the CPRB deemed approved the revised 2015-2019 Capital Programs for the
Transit and Commuter systems as submitted. On May 24, 2017, the MTA Board approved a full amendment
to the 2015-2019 Capital Programs to reflect updated project estimates and rebalanced programs to address
budgetary and funding needs of priority projects that include Second Avenue Subway Phase 2, MTA Long
Island Rail Road regional mobility, station enhancement work, investments at Penn Station, and new Open
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Road Tolling at MTA Bridges and Tunnels. On July 31, 2017, the CPRB deemed approved the revised 2015-
2019 Capital Programs for the Transit and Commuter systems totaling $29,517, as submitted. The revised
2015-2019 MTA Bridges and Tunnels Capital Program totaling $2,940, as approved by the MTA Board in May
2017, was not subject to CPRB approval. On December 13, 2017, the MTA Board approved an amendment
adding $349 to the 2015-2019 Capital Program for the Transit system in support of the NYC Subway Action
Plan.

As last approved by the MTA Board, the revised 2015-2019 Capital Programs provided $32,806 in capital
expenditures, of which $16,664 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;
$5,270 relates to ongoing repairs of, and replacements to, the commuter systeim operated by MTA Long Island
Rail Road and MTA Metro-North Railroad; $7,235 relates to the expansion of existing rail networks for both
the transit and commuter systems to be managed by MTA Capital Construction; $321 relates to Planning and
Customer Service; $376 relates to MTA Bus Company initiatives; and $2,940hin capital expenditures for
ongoing repairs of, and replacements to, MTA Bridges and Tunnels, facilities.

The combined funding sources for the revised 2015-20194MTA Capital Programs and the 2015-2019 MTA
Bridges and Tunnels Capital Program, include $7,907 inf MTA Bonds}$2,940 in MTA Bridge$ and Tunnels
dedicated funds, $8,466 in funding from the State of New York, $7,556 in Federal Funds,/$2,492 from City
Capital Funds, $2,270 in pay-as-you-go (“PAYGO”) capital, $600 frein asset sale/leases, and $575 from Other
Sources.

At December 31, 2017, $12,460 had been committedyand $3,508 had beemexpended for the combined 2015-
2019 MTA Capital Programs and the 2015-2019 MTA Bridges and Tunnels Capital Program.

2010-2014 Capital Program — Capital programs coveringfthe years 2010-2014 for: (1) the commuter railroad
operations of the MTA conducted by MTA Long IslandRail Road and MTA Metro-North Railroad (the “2010-
2014 Commuter Capital Program’),(2) the transit system operated by MTA New 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 originallygapproved 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, witheutiprejudice, 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 “201042014 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. Theyapproved CPRB program fully funded only the first two years (2010 and 2011) of the plan,
with a commitment to,come back to CPRB with a funding proposal for the last three years for the Transit and
Commuter Programs. ©n December 21, 2011, the MTA Board approved an amendment to the 2010-2014
Capital Program for the Transity’'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 estate initiatives),
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 Transit and Commuter
systems as submitted.

On December 19, 2012, the MTA Board approved an amendment to the 2010-2014 Capital Programs for the
Transit, Commuter, and Bridges and Tunnels systems to add projects for 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 Board approved a further amendment to the 2010-2014
Capital Programs for the Transit, Commuter, and Bridges and Tunnels systems to include specific revisions to
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planned projects and to include new resilience/mitigation initiatives in response to Superstorm Sandy. On
August 27, 2013, the CPRB deemed approved those amended 2010-2014 Capital Programs for the Transit and
Commuter systems as submitted. On July 28, 2014, the MTA Board approved an amendment to 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, 2014, 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. In May 2017, the MTA
Board approved an amendment to the 2010-2014 Capital Programs to reflect scope transfers and consolidation
between the approved capital programs, and to reflect reductions to the MTA Superstorm Sandy capital projects
to match current funding assumptions. This amendment, which providedé$29,237 in capital expenditures for
the Transit and Commuter systems, was deemed approved by the CPRB as‘submitted on July 31, 2017. The
amended 2010-2014 MTA Bridges and Tunnels Capital Program, which provided $2,784 in capital
expenditures, was not subject to CPRB approval. By December 31, 2017, the 2010-2014 MTA Capital
Programs reflected an overall decrease of $6 attributable to adjustments of the Security capital program budget.
Of the $32,015 in capital expenditures, $11,369 relates to efigoing repairs of, and replacements to, the transit
system operated by MTA New York City Transit and MaBSTOA and the rail system operatediby MTA Staten
Island Railway; $3,877 relates to ongoing repairs of, and replacements toy, the commuter system operated by
MTA Long Island Rail Road and MTA Metro-North Railroad; $6,329 relates to the expansion of existing rail
networks for both the transit and commuter systems to be managedbyMTA Capital Construction; $337 relates
to a multi-faceted security program including MEA Police Department; $223 relates to MTA Interagency; $297
relates to MTA Bus Company initiatives; $2,018 relates to the ongoing tepairs of, and replacements to, MTA
Bridges and Tunnels facilities; and $7,565 ‘relates top Superstorm Sandy recovery/mitigation capital
expenditures.

The combined funding sourcessfor the CPRB-approved 2010-2014 MTA Capital Programs and 2010-2014
MTA Bridges and Tunnels¢Capital Program include $11,772 in MTA Bonds, $2,018 in MTA Bridges and
Tunnels dedicated funds$7,285 in Federal Funds, $132%in MTA Bus Federal and City Match, $729 from City
Capital Funds, and $1,743 from, other sources. Also included is $770 in State Assistance funds added to re-
establish a traditional funding partnership. "Fhe funding strategy for Superstorm Sandy repair and restoration
assumes the receiptofi$6,343 in insurance and federal reimbursement proceeds (including interim borrowing
by MTA to cever delays in the receipt of such proceeds), $235 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 December 31, 2017, $26,309'had been committed and $20,039 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 Company, 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 resubmitted to the CPRB for approval in July 2008, and was approved in August 2009.
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As last amended by the MTA Board, the 20052009 MTA Capital Programs and the 2005-2009 MTA Bridges
and Tunnels Capital Program, provided for $23,717 in capital expenditures. By December 31, 2017, the 2005-
2009 MTA Capital Programs budget increased by $673 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. Of the $24,390 now provided in capital expenditures, $11,526 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; $3,716 relates to ongoing repairs of,
and replacements to, the commuter system operated by MTA Long Island Rail Road and MTA Metro-North
Railroad; $168 relates to certain interagency projects; $7,701 relates generally to the expansion of existing rail
networks for both the transit and commuter systems to be managed by the MTA £apital Construction Company
(including the East Side Access, Second Avenue Subway and No. 7 subway line) and a security program
throughout MTA’s transit network; $1,127 relates to the ongoing repairs«f;,and replacements to, bridge and
tunnel facilities operated by MTA Bridges and Tunnels; and $152 relates to capital projects for the MTA Bus.

The combined funding sources for the MTA Board-approved 20052009 MTA Capital Programs and 2005—
2009 MTA Bridges and Tunnels Capital Program include $9,698'1h MFA and MTA Bridges and Tunnels Bonds
(including funds for LaGuardia Airport initiative), $1,450 indNew York State general obligation bonds approved
by the voters in the November 2005 election, $9,093 in Federal, Funds, $2,827 in City Capital Funds, and $1,322
from other sources.

At December 31, 2017, $24,053 had been committed and $23,522"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 2017 November Financial Plan

The 2017 MTA November Einancial Plan,(the “November Plan” or “Plan”), which includes the 2017 November
Forecast, the 2018 Final/Proposed Budget and a Finangial Plan for the years 2018-2021, updates the July
Financial Plan. Since 2010, MTA financial plans — whichgare developed in a disciplined, consistent, and
transparent process — have included the impact of our/continuous pursuit of operational efficiencies and
recurring cost reduetions, which are used to temper the'amount of revenues needed from biennial fare and toll
increases andgovernmental'subsidies and provide funding for the capital program and enhanced maintenance.
The Plans lave added service when sustainable while also addressing long-term costs such as pensions, health
care, paratransit, and debt service previously considered “uncontrollable.”

The July Plan wasibased on three key inter-related elements: (i) fare and toll price increases of 4% in 2019 and
2021; (ii) annually recurring cost reduction cost containment targets that will increase the level of annual
savings to $2.3 billion per year by/2021; and (iii) support for $100 in additional funding needed for the amended
Capital Program. The July Planalso funded important new investments over the plan period including $484 for
improved maintenance/operations and customer experience enhancements.

The Plan included certain MTA actions to address unfavorable changes from the February Plan, most notably
a significant reduction in real estate transaction revenue, which remain in the November Plan assumptions:

e Increased savings targets by $150 per year, starting in 2018 with an incremental increase
of $50 per year thereafter, growing to $300 in 2021;

e Restoration of PMT (Payroll Mobility Tax) Replacement Funds to $307 a year ($65 per
year);
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e Suspended contributions to the MTA Bridges and Tunnels Necessary Reconstruction
Reserve Fund from 2018-2021($158) instead of PAYGO;

e Use of $135 of the $155 in the 2017 General Reserve; and

e Suspended planned contributions to the GASB 45 OPEB reserves, set aside to fund

Other Post-Employment Benefits (principally, retiree healthcare costs), beginning in
2018 (859).

The July Plan was balanced through 2019 with funding gaps of $112 in 2020 and $493 in 2021. Since the July
Plan, changes and estimates worsening financial results over the Plan perioddnclude:

e Lower farebox/toll revenue estimates ($281);

e Lower real estate transaction forecasts ($147);

e Lower advertising revenue ($143);

e Lower Metropolitan Mass Transportation Operating Assistance Fund (“MMTOA?) receipts ($80);

Changes and re-estimates improving financial results over the Plan period include lower debt service costs
($189). In total, changes and re-estimates, including the above, are $309 unfavorable for the plan period.

Additional details of the November Plan and the July Plan aréavailable on the MTA website, www.mta.info,
under the caption “MTA Info — Budget and Financial Information =Budgets and Financial Statements”.

Tropical Storm Sandy Update

The total allocation of emergency relief funding from the ETA to MTA in connection with Superstorm Sandy
to date is $5.83 billion, including $1.599 billion allocated on September 22, 2014, through a competitive
resiliency program. FTA Emergency Relief Grants.totaling $4.23 billion have been executed, including six
grants in the amounts of $194, $886, $684.5, $344,°8787.6, and $1,090.3 respectively for repair/local priority
resiliency; and six grants for competitive resiliency totaling $240.9. As of December 31,2017, MTA has drawn
down a tefal of $1.62 billion‘in grant reimbursement for eligible operating and capital expenses. The balance
of funds to'berdrawn down from all twelve grants is available to MTA for reimbursement of eligible expenses
as requisitions are submitted by MTA and@pproved by FTA. Additional requisitions are in process. MTA is
submitting grant'requests for the remaining $1.60 billion of allocated FTA emergency relief funding in Federal
Fiscal Years 2018 and'2019.

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.

MTA Metro-North Railroad Labor Agreements — No changes since February Plan.
MTA Headquarters — To date, all expired bargaining agreements at MTA Headquarters have been settled. A
60-month agreement expiring December 31, 2019 was reached with the Transportation Communications Union

(“TCU”) Local 982 representing information technology workers from various agencies that were recently
consolidated as an MTA Headquarters department. The agreement is consistent with other HQ bargaining unit
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agreements. The Transport Workers Union, Local 100 has also recently won the right to represent former 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 over titles affected by a newly forming consolidated Procurement Department that 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 Union, Local 100 has recently won the right to represent non-represented MaBSTOA
employees in certain computer titles. Negotiations on an agreement for that bargdining unit have not yet begun.
Pursuant to the Taylor Law, until a collective bargaining agreement is réached,sterms and conditions of
employment remain status quo. MTA New York City Transit and the De€tors’ Council signed an agreement
on June 8, 2016. It runs from November 1, 2010 through May 31, 2018. The agreement is consistent with the
bargaining pattern. The Doctor’s Council represents 17 physicians and Deputy Medical Directors. The contract
is pending MTA Board approval.

MTA Bus Company — A 60 month agreement was reached avith TWU, Local 100 for the period from January
16, 2012 through January 15, 2017 consistent with pattetn. *The partiés have agreed to referthe outstanding

issue of pension enhancement to arbitration.

MTA Bridges and Tunnels — MTA Bridges and Tunnels continues tonegotiate with its maintenance workers (DC
37 1931), Bridge & Tunnel Officers (BTOBA)and Superior Officers (SOBA).

3k sk sk ok ok kR
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METROPOLITAN TRANSPORTATION AUTHORITY

(A Component Unit of the State of New York)

CONSOLIDATED STATEMENTS OF NET POSITION
AS OF DECEMBER 31, 2017 AND 2016
($ In millions)

ASSETS AND DEFERRED OUTFLOWS OF RESOURCES

CURRENT ASSETS:
Cash (Note 3)
Unrestricted investments (Note 3)
Restricted investments (Note 3)
Restricted investments held under capital lease obligations (Notes 3 and 8)
Receivables:
Station maintenance, operation, and use assessments
State and regional mass transit taxes
Mortgage Recording Tax receivable
State and local operating assistance
Other receivable from New York City and New York State
Due from Build America Bonds
Capital project receivable from federal and state government
Other
Less allowance for doubtful accounts

Total receivables — net

Materials and supplies
Prepaid expenses and other current assets (Note,2)

Total current assets

NON-CURRENT ASSETS:
Capital assets (Note:6):
Land and construction work-in-progress
Other capitdl assets (net of accumulated depreciation)
Unrestrictéd investments (Note 3)
Restrigted investments (Note 3)
Restricted investments held under capital lease obligations (Notes 3 and 8)
Other non-current receivables
Receivable from New York State
Other non-current assets

Total non-current assets

TOTAL ASSETS

DEFERRED OUTFLOWS OF RESOURCES:
Accumulated decreases in fair value of derivative instruments (Note 7)
Loss on debt refunding (Note 7)
Deferred outflows related to pensions (Note 4)

TOTAL DEFERRED OUTFLOWS OF RESOURCES

TOTAL ASSETS AND DEFERRED OUTFLOWS OF RESOURCES

See notes to the consolidated financial statements.

-4 -

December 31,

December 31,

2017 2016

$ 283 $ 732
3,689 3,995
1,695 1,425
4 93

119 120
140 150

36 45

10 11

187 309

1 1

121 222
425 605
(62) (130)
977 1,333
608 566
170 151
7,426 8,295
17,195 16,459
50,865 48,059
143 28
485 418
372 273
46 124

43 114

18 16
69,167 65,491
76,593 73,786
408 439
1,235 968
2,044 2,425
3,687 3,832
$ 80280 $ 77,618

(Continued)
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METROPOLITAN TRANSPORTATION AUTHORITY

(A Component Unit of the State of New York)

CONSOLIDATED STATEMENTS OF NET POSITION

AS OF DECEMBER 31, 2017 AND 2016
($ 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 40)

Capital accruals
Other

Total accrued expenses

Current portion — loan payable (Note 7)

Current portion — long-term debt (Note 7)

Current portion — obligations under capital lease (Note'8)
Current portion — pollution remediation projects (Note 12)
Unearned revenues

Total current liabilities

NON-CURRENT LIABILITIES:
Net pension liability (Note 4)
Estimated liability arising fromdnjuries to persons (Note 10)
Post employment benefits other than pensions'(Note 5)
Loan payable (Note 7)
Long-term debt (Note 7)
Obligations under capital leases (Note'8)
Pollution remediation projects,(Note 12)
Contract retainage payable
Derivative liabilities (Note 7)
Other long-term liabilities

Total non-current liabilities
TOTAL LTABILITIES

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 notes to the consolidated financial statements.

December 31,

December 31,

2017 2016
$ 607 $ 526
204 226
307 251
988 911
14 15
415 415
412 436
861 648
3,201 2,902
14 -
1,806 1,977
4 4
20 23
594 571
6,246 6,003
8,105 8,983
3,436 3,026
16,731 15,156
100 -
38,292 36,945
436 429
59 65
376 309
422 454
347 317
68,304 65,684
74,550 71,687
26 29
480 295
506 324
28,250 25,756
516 352
182 178
983 935
(24,707) (21,614)
5,224 5,607
S 80280  $ 77618
(Concluded)
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METROPOLITAN TRANSPORTATION AUTHORITY
(A Component Unit of the State of New York)

CONSOLIDATED STATEMENTS OF REVENUES, EXPENSES
AND CHANGES IN NET POSITION

YEARS ENDED DECEMBER 31, 2017 AND 2016

($ 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 (Note'12)
Materials and supplies

Depreciation (Note 2)

Other

Total operating expenses

Net expenses related to assetimpaitment
OPERATING LOSS

NON-OPERATING REVENUES (EXPENSES):
Grants, appropriationsiand taxes:
Tax-supported subsidies,— NYS:
Mass Transportation Trust Fund subsidies
Metropolitan Mass TransportationdOperating 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

Subtotal grants, appropriations and taxes

See notes to the consolidated financial statements.
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December 31,

December 31,

2017 2016
$, 6,172 $ 6,036
1,912 1,863
589 621
8,673 8,520
5,968 5,627
2,742 2,892
2,155 2,146
430 407
151 125
3) (21)
525 465
393 384
645 576
425 328
13 12
588 585
2,611 2,447
207 175
16,850 16,148
- 2
(8,177) (7,630)
606 634
1,668 1,668
1,695 1,670
292 294
453 460
539 771
5 9
376 376
88 90
s 572 s 5972
(Continued)
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METROPOLITAN TRANSPORTATION AUTHORITY

(A Component Unit of the State of New York)

CONSOLIDATED STATEMENTS OF REVENUES, EXPENSES

AND CHANGES IN NET POSITION
YEARS ENDED DECEMBER 31, 2017 AND 2016
($ In millions)

NON-OPERATING REVENUES (EXPENSES):
Connecticut Department of Transportation
Subsidies paid to Dutchess, Orange, and Rockland Counties
Interest on long-term debt (Note 2)
Station maintenance, operation and use assessments
Operating subsidies recoverable from NYC
Other net non-operating expenses

Net non-operating revenues

LOSS BEFORE APPROPRIATIONS, GRANTS AND OTFTHER
RECEIPTS EXTERNALLY RESTRICTED FOR CAPITAL PROJECTS

APPROPRIATIONS, GRANTS AND OTHER RECEIPTS
EXTERNALLY RESTRICTED FOR CAPITAL PROJECTS

CHANGE IN NET POSITION

NET POSITION — Beginning of year

Cumulative effect of change in accounting principle (Note 2)

NET POSITION — End of year

See notes t6 the consolidated finanecial statements:

*During 2017, MTA Bridges and Tunnels changed to a more preferable method of amortizing bond premiums and discounts,
constant yield. This change in method is accounted for on a prospective basis. Had the new accounting principle been used for
all comparative periods presented within, the 2016 Change in Net Postion would have been ($168).
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December 31,

December 31,

2017 2016
$ 103 $ 125
%) ®
(1,517 (1,463)
165 162
503 498
12 27
4,979 5,258
(3,198) (2,372)
2,662 2,168
(536) (204)
5,607 5,811
153 -
$ 50204 $ 5,607
(Concluded)
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METROPOLITAN TRANSPORTATION AUTHORITY
(A Component Unit of the State of New York)

CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2017 AND 2016
($ In millions)

December 31, December 31,
2017 2016
CASH FLOWS FROM OPERATING ACTIVITIES:
Passenger receipts/tolls $ 8,102 $ 8,177
Rents and other receipts 730 442
Payroll and related fringe benefits (9:384) (8,993)
Other operating expenses (3,252) (3,057)
Net cash used by operating activities (3,804) (3,431)
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES:
Grants, appropriations, and taxes 6,486 6,484
Operating subsidies from CDOT 124 120
Subsidies paid to Dutchess, Orange, and Rockland Counties 9) (8)
Net cash provided by noncapital financing activities 6,601 6,596
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:
MTA bond proceeds 6,093 6,635
MTA Bridges and Tunnels bond proceeds 2,723 642
MTA bonds refunded/reissued (4,890) (3,624)
MTA Bridges and Tunnels bondsdefunded/reissued (1,974) (288)
MTA anticipation notes proceeds 2,252 1,419
MTA anticipation notes redéemed (1,624) (2,154)
MTA credit facility proceeds 204 -
MTA credit facility refunded ‘ (200) -
Grants and appropriations 3,158 2,431
Payment for capital assets (6,030) (5,543)
Debt servicejpayments (2,840) (2,546)
Net cash used by capital and related financing activities (3,128) (3,028)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of long-term securities (8,190) (10,376)
Sales or maturities of longsterm securities 8,761 8,759
Net sales (purchases) or maturities of short-term securities (753) 1,722
Earnings on investments 64 36
Net cash (used by) provided by investing activities (118) 141
NET (DECREASE) INCREASE IN CASH (449) 278
CASH — Beginning of year 732 454
CASH — End of year $ 283 $ 732
See notes to the consolidated financial statements. (Continued)
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METROPOLITAN TRANSPORTATION AUTHORITY
(A Component Unit of the State of New York)

CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2017 AND 2016
($ In millions)

RECONCILIATION OF OPERATING LOSS TO NET CASH USED BY

OPERATING ACTIVITIES:

Operating loss (Note 2)

Adjustments to reconcile to net cash used in operating activities:
Depreciation and amortization
Net increase in payables, accrued expenses, and other liabilities
Net increase in deferred outflows related to pensions
Net (decrease) increase in deferred inflows related to pensions
Net increase in net pension liability and related accounts
Net decrease in receivables
Net decrease in materials and supplies and prepaid expenses

NET CASH USED BY OPERATING ACTIVITIES

NONCASH INVESTING, CAPITAL AND RELATED FINANCING ACTIVITIES:
Noncash investing activities:
Interest expense includes amortization of net (premium)/discount (Note 2)
Interest expense which was capitalized

Total Noncash investing activities

Noncash capital and related fifiancing activities:
Capital assets related liabilities
Capital leases related liabilities

Total Noncash capital and related financing activities

TOTAL NONCASH INVESTING, CAPITAL AND RELATED
FINANCING ACTIVITIES

See notes to the consolidated financial statements.

December 31,

December 31,

2017 2016
$. (8,177) $ (7,630)
2,611 2,447
1,806 1,853
(381) (1,392)
185 (165)

202 1,557

37 21

(87) (122)

$ (3,804) $ (3,431
$ 223 $ 918
59 58

282 976

412 419

436 417

848 836

5 L1305 1812
(Concluded)

*During 2017, MTA Bridges,and Tunnels changed to a more preferable method of amortizing bond premiums and discounts,
constant yield. This change inumethods accounted for on a prospective basis. Had the new accounting principle been used
for all comparative periods presentéd within, the 2016 amortization of (premium)/discount on bonds would have been $954.

-29 -

Master Page # 57 of 588 - Audit Committee Meeting 4/23/2018



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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEARS DECEMBER 31, 2017 AND 2016
($ 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, and is a public benefit corporation and a
component unit of the State of New York (“NYS”) whose mission§ to continue, develop and improve
public transportation and to develop and implement a unified publi€ transportation policy in the New York
metropolitan area.

These consolidated financial statements are 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”) provides support in budget, cash
management, finance, legal, real estate, treasury, risk and insurance management, and other services
to the related groups listed below.

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

Metro-North Commuter Railtoad Company' (“MTA Metro-North Railroad”) provides passenger
transportation bétween NYC 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 CapitalhConstruction Company (“MTA Capital Construction”) provides oversight for the
planning, design and eonstruction 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, theghare included in the MTA’s
consolidated financial statements as blended component units be€ause of the MTA’s financial
accountability for these entities and they are under the direction of thé¢ MTA Board (a reference to “MTA
Board” means the board of MTAHQ and/or the boards of the othet MTA 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 is required to'include these related groups
in its financial statements. While certain units are sepdrate leégal entities, they 'do have legal capital
requirements and the revenues of all of the related groups of the MTA are used to suppoxt the organizations
as a whole. The components do not constitute a separate accounting entity (fund) since 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 basiswith 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" Eloer, New York, New York 10004.

Although the MTA Group collects fares for thetransit.and commuter service, 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 forecastsincreaSed revenuesgfrom fare increases, are not sufficient
to cover all operating expefisesiassociated with su€h services. 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 enfities ‘in the MTA commuter districtzsand service reimbursements from certain local
governmental entities in the-MTA commuter district'and from the State of Connecticut. Non-operating
subsidies to.thesMTA Group for transit and commuter service for the year ended December 31, 2017 and
2016 totaled $5.7billion and $6.0 billion, respectively.

SIGNIFICANT ACCOUNTING POLICIES

Basis of Accounting — The accompanying consolidated 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 Financial Reporting Standards (“GASB Codification”) Section P80, Proprietary
Accounting and Financial Reporting.

New Accounting Standards Adopted

The MTA adopted the following GASB Statements for the year ended December 31, 2017:

GASB Statement No. 73, Accounting and Financial Reporting for Pensions and Related Assets That Are

Not within the Scope of GASB Statement No. 67, and Amendments to Certain Provisions of GASB
Statements 67 and 68, establishes requirements for defined benefit pension plans and defined contribution
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plans that are not within the scope of GASB Statement No. 68, Accounting and Financial Reporting for
Pensions. GASB Statement No. 73 extends the approach to accounting and financial reporting established
in GASB Statement No. 68 to all pensions to reflect that for accounting and financial reporting purposes,
any assets accumulated for pensions that are provided through pension plans that are not administered
through trusts that meet the criteria specified in GASB Statement No. 68, should not be considered pension
plan assets. It also requires that information similar to that required by GASB Statement No. 68 be
included in notes to financial statements and required supplementary information by all similarly situated
employers and nonemployer contributing entities. The requirements of this Statement are effective for
fiscal years beginning after June 15, 2016. The adoption of this Statement had no impact on the MTA’s
financial statements.

GASB Statement No. 74, Financial Reporting for Postemployment/Benefit Plans Other Than Pension
Plans, establishes accounting and financial reporting standards for statesand local governmental other
postemployment benefit (“OPEB”) plans. The Statement replaces GASB Statement No. 43, Financial
Reporting for Postemployment Benefit Plans Other ThanmyPension Plans, as amended, and GASB
Statement No. 57, OPEB Measurement by Agent Empleyers and Agent MultiplesEmployer Plans. The
requirements of this Statement are effective for fiscal years beginning after June 15, 2016. The adoption
of this Statement had no impact on the MTA’s finan€ial'statements.

GASB Statement No. 80, Blending Requirements for Certain\Component Units establishes an additional
blending requirement for the financial statement presentation‘of component units. This Statement applies
to component units that are organized as'mot-for-profit corporations,in which the primary government is
the sole corporate member, as identified inthe ¢omponent unit’s articles of incorporation or bylaws. The
requirements of this Statement are effective\for-reporting periods beginning after June 15, 2016. The
adoption of this Statement had no impact on'the MTA’s financial statements. No additional disclosures
are required.

GASB Statement No.481, Irrevocable Split-Intetest Agreements establishes accounting and financial
reporting standards for split-interest agreements, which are a type of giving agreement used by donors to
provide resources to two, or more beneficiaries, | including governments. The Statement provides
recognition and measurement guidanceyfor situations in which a government is a beneficiary of the
agreement bysrequiring the government to recogiize assets, liabilities, and deferred inflows of resources
at the ineéption of'the agreement, The requirements of this Statement are effective for financial statements
for pefiods beginning after, Decemben, 15, 2016. The adoption of this Statement had no impact on the
MZTA’s'financial statements, as the MTA'does not enter into such agreements.

GASB Statement No. 82, Pension Issues: An Amendment of GASB Statements No. 67, No. 68 and No.
73 addresses certain issues that have been raised with respect to GASB Statements No. 67, Financial
Reporting for Pension Plang, Statement No. 68, Accounting and Financial Reporting for Pensions, and
Statement No. 73;"Accounting and Financial Reporting for Pensions and Related Assets That Are Not
within the Scope of GASB Statement No. 68, and Amendments to Certain Provisions of GASB Statements
Nos. 67 and 68. Spegifically, this Statement addresses issues regarding (1) the presentation of payroll-
related measures in required supplementary information, (2) the selection of assumptions and the treatment
of deviations from the guidance in an Actuarial Standard of Practice for financial reporting purposes, and
(3) the classification of payments made by employers to satisfy employee (plan member) contribution
requirements. The requirements of this Statement are effective for reporting periods beginning after June
15, 2016. The adoption of this Statement adjusted the presentatiuon of payroll-related measures in the
required supplementary information, but did not have an impact on the MTA’s financial statements.
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Accounting Standards Issued but Not Yet Adopted

GASB has issued the following pronouncements that may affect the future financial position, results of
operations, cash flows, or financial presentation of the MTA upon implementation. Management has not
yet evaluated the effect of implementation of these standards.

GASB MTA Required
Statement No. GASB Accounting Standard Year of Adoption

Accounting and Financial Reporting for

& Postemployment Benefits Other Than Pensions 2018
83 Certain Asset Retirement Obligations 2019
84 Fiduciary Activities 2019
85 Omnibus 2017 2018
86 Certain Debt Extinguishment Issues 2018
87 Leases 2020
28 Certain Disclosures Relatedfto "Debt, including

Direct Borrowings and Direct Placements 2019

Use of Management Estimates — The preparation of the consolidated financial statements in conformity
with accounting principles generally accepted in the United States ef America requires management to
make estimates and assumptions that affect the réported amounts of assetssand liabilities, and disclosure
of contingent assets and liabilities at the date of the consolidated finaneial statements, and the reported
amounts of revenues and expenses during the reporting periods Significant estimates include the fair value
of investments, allowances for doubtful accounts, saluation‘of derivative instruments, arbitrage rebate
liability, accrued expens€s and other liabilities; depreciable lives of capital assets, estimated liability
arising from injuries to persons, pension benefits and other postemployment benefits. Actual results could
differ significantlyfromithose estimates.

Principles of Consolidation ~—(The conselidated financial statements consist of MTAHQ, MTA Long
Island RaildRoad, MTA Metro-North Railroad, MTA Staten Island Railway, FMTAC, MTA Bus, MTA
CapitaldConstruction, MTA New York City Transit (including its subsidiary MaBSTOA), and MTA
Bridges and Tunnels for years presented in the financial statements. All related group transactions have
been eliminated for consolidation purposes.

Net Position'— Restricted for Other Purposes — This category is classified within net position and
includes net"investments restricted for capital leases and MTA Bridges and Tunnels necessary
reconstruction reserve.

Investments — The MTA Group’s investment policies comply with the New York State Comptroller’s
guidelines for such eperating and capital policies. Those policies permit investments in, among others,
obligations of the U.S. Treasury, its agencies and instrumentalities, and repurchase agreements secured by
such obligations. FMTAC’s investment policies comply with New York State Comptroller guidelines and
New York State Department of Insurance guidelines.

Investments expected to be utilized within a year of December 31st have been classified as current assets
in the consolidated financial statements.

In accordance with the provisions of GASB Statement No. 72, Fair Value Measurement and Application,
investments are recorded on the consolidated statement of net position at fair value, except for commercial
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paper, certificates of deposit, and repurchase agreements, which are recorded at amortized cost or contract
value. All investment income, including changes in the fair value of investments, is reported as revenue
on the consolidated statement of revenues, expenses and changes in net position. Fair values have been
determined using quoted market values at December 31, 2017 and 2016.

Investment derivative contracts are reported at fair value using the income approach.

Materials and Supplies — Materials and supplies are valued principally at the lower of average cost or
market value, net of obsolescence reserve.

Prepaid Expenses and Other Current Assets — Prepaid expensesdand other current assets reflect
advance payment of insurance premiums as well as farecard media related with ticket machines,
WebTickets and AirTrain tickets.

Capital Assets — Properties and equipment are carried at cost and,are depreciated on a straight-line basis
over their estimated useful lives. Expenses for maintenance and repairs are charged to operations as
incurred. Capital assets and improvements include all land, buildings, equipment, andiinfrastructure of the
MTA having a minimum useful life of two years and having a cost of more than $25 thousand. Capital
assets are stated at historical cost, or at estimated historical'cost basedion appraisals, or on other acceptable
methods when historical cost is not available. Capital leases,ar€ classified as capital assets in amounts
equal to the lesser of the fair market value or the present value, of net minimum lease payments at the
inception of the lease. Accumulated depreciation and amortization,are reported as reductions of capital
assets. Depreciation is computed using the straight-line method based upon estimated useful lives of 25 to
50 years for buildings, 2 to 40 years for equipment,hand 25 to 100 years¥for infrastructure. Capital lease
assets and leasehold improvements are amortized over 'the term of/the lease or the life of the asset
whichever is less.

Pollution remediationdprojects — Pollution remediation costs have been expensed in accordance with
the provisions of GASB Statement No. 49, Accounting and Financial Reporting for Pollution Remediation
Obligations (See/Note 12). An operating expense| provision and corresponding liability measured at
current value using the expected cashoflow method has been recognized for certain pollution remediation
obligations, which previously méay not have beenséquired to be recognized, have been recognized earlier
than in the past or are,no longeriable to be capitalized as a component of a capital project. Pollution
remediation obligations occur when any one of the following obligating events takes place: the MTA is in
violation of a pollution prevention-related’permit or license; an imminent threat to public health due to
pollutioniexists; the MTAis named by a regulator as a responsible or potentially responsible party to
participate in remediation; the MTA voluntarily commences or legally obligates itself to commence
remediation efforts; or the MTA is named or there is evidence to indicate that it will be named in a lawsuit
that compels participation in'remediation activities.

Operating Revenues — Passenger Revenue and Tolls — Revenues from the sale of tickets, tokens,
electronic toll collection system, and farecards are recognized as income when tickets or farecards are
used. Tickets are assumed to be used in the month of purchase, with the exception of advance purchases
of monthly and weekly tickets. When the farecards expire, revenue is recorded for the unused value of the
farecards.

MTA Bridges and Tunnel has two toll rebate programs at the Verrazano-Narrows Bridge: the Staten Island
Resident (“SIR”) Rebate Program, available for residents of Staten Island participating in the SIR E-ZPass
toll discount plan, and the Verrazano-Narrows Bridge Commercial Rebate Program (“VNB Commercial
Rebate Program”), available for commercial vehicles making more than ten trips per month using the same
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New York Customer Service Center (“NYCSC”) E-ZPass account. The VNB Commercial Rebate
Program and SIR Rebate Program are funded by the State and MTA.

Capital Financing — The MTA has ongoing programs on behalf of its subsidiaries and affiliates, subject
to approval by the New York State Metropolitan Transportation Authority Capital Program Review Board
(the “State Review Board”), which are intended to improve public transportation in the New York
Metropolitan area.

The federal government has a contingent equity interest in assets acquired by the MTA with federal funds
and upon disposal of such assets, the federal government may have a right,to its share of the proceeds
from the sale. This provision has not been a substantial impediment to the MTA’s operations.

Non-operating Revenues

Operating Assistance — The MTA Group receives, subjeét to“annual appropriation, NYS operating
assistance funds that are recognized as revenue after the N'Y'S budget is approved and adopted. Generally,
funds received under the NYS operating assistance program are fully matched by contributions from NYC
and the seven other counties within the MTA’s seryice area.

Mortgage Recording Taxes (“MRT”) — Under NYS law,the MTA receives capital and operating
assistance through a Mortgage Recording Tax (“MRT-17)."MRT-1 is collected by NYC and the seven
other counties within the MTA’s service area, at the rate of 0.25% ofithe debt secured by certain real estate
mortgages. Effective September 2005, the ratéswas increased from 25 cents per 100 dollars of recorded
mortgage to 30 cents per 100 dollars of tecorded mortgage. The "MTA also receives an additional
Mortgage Recording Tax (“MRT-2") of 0.25% of certain mertgages secured by real estate improved or to
be improved by structures containing one to nine dwelling unitsunsthe MTA’s service area. MRT-1 and
MRT-2 taxes are recognized'asirevenue based upof reported amounts of taxes collected.

e MRT-1 proceeds‘are initially used to pay MTAHQ’s operating expenses. Remaining funds, if any, are
allocated 55% to “certain transit operations andy»45% to the commuter railroads operations. The
commuter railroad portion is firstused to fund the NYS Suburban Highway Transportation Fund in an
amount netto.exceed $20 annually (subjecttorthe monies being returned under the conditions set forth
in thefgoverning statute if the Commuter Railroads are operating at a deficit).

o (The, first $5 of the MRT-2 proceeds’is transferred to the MTA Dutchess, Orange, and Rockland
(“DOR”) Fund ($1.5 each for Dutchess and Orange Counties and $2 for Rockland County).
Additionally, the MTA must transfer to each County’s fund an amount equal to the product of (i) the
percentage by which each respective County’s mortgage recording tax payments (both MRT-1 and
MRT-2) to'theeMTA increased over such payments in 1989 and (ii) the base amount received by each
county as described above. The counties do not receive any portion of the September 1, 2005 increase
in MRT-1 from 25 cents per $100 of recorded mortgage to 30 cents. As of December 31, 2017, the
MTA paid to Dutehess, Orange and Rockland Counties the 2016 excess amounts of MRT-1 and MRT-
2 totaling $4.4.

e In addition, MTA New York City Transit receives operating assistance directly from NYC through a
mortgage recording tax at the rate of 0.625% of the debt secured by certain real estate mortgages and
through a property transfer tax at the rate of one percent of the assessed value (collectively referred to
as “Urban Tax Subsidies”) of certain properties.

Mobility Tax — In June of 2009, Chapter 25 of the NYS Laws of 2009 added Article 23, which establishes
the Metropolitan Commuter Transportation Mobility Tax (“MCTMT”). The proceeds of this tax,
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administered by the New York State Tax Department, are to be distributed to the Metropolitan
Transportation Authority. This tax is imposed on certain employers and self-employed individuals
engaging in business within the metropolitan commuter transportation district which includes New York
City, and the counties of Rockland, Nassau, Suffolk, Orange, Putnam, Dutchess, and Westchester. This
Tax is imposed on certain employers that have payroll expenses within the Metropolitan Commuter
Transportation District, to pay at a rate of 0.34% of an employer’s payroll expenses for all covered
employees for each calendar quarter. The employer is prohibited from deducting from wages or
compensation of an employee any amount that represents all or any portion of the MCTMT. The effective
date of this tax was March 1, 2009 for employers other than public school district; September 1, 2009 for
Public school districts and January 1, 2009 for individuals.

Supplemental Aid — In 2009, several amendments to the existing tax Jaw provided the MTA supplemental
revenues to be deposited into the AID Trust Account of the Metropolitan Transportation Authority
Financial Assistance Fund established pursuant to Section 92 of the State Finance law. These supplemental
revenues relate to: 1) supplemental learner permit/license fee in the Metropolitan Commuter
Transportation District, 2) supplemental registration fee,3) supplemental tax on every taxicab owner per
taxicab ride on every ride that originated in the City of New York and terminates anywhere within the
territorial boundaries of the Metropolitan Commutef Transportation District, and 4) supplemental tax on
passenger car rental. This Supplemental Aid Tax is provided to the/MTA in conjunction with the Mobility
Tax.

Dedicated Taxes — Under NYS law, subject to annual appropriation, the MTA receives operating
assistance through a portion of the Dedicated Mass Transportation Trust Fund (“MTTF”) and
Metropolitan Mass Transportation Operating Assistance Fund (“MMTOA”). The MTTF receipts consist
of a portion of the revenues derived from ‘certain business privilege taxes imposed by the State on
petroleum businesses, a portion of the motor fuel tax«n gasolinesand diesel fuel, and a portion of certain
motor vehicle fees, including fegistration and nonéregistration fees. Effective October 1, 2005, the State
increased the amount of motorvehicle fees deposited into the MTTF for the benefit of the MTA. MTTF
receipts are applied first. to meet certain debt service requirements or obligations and second to the Transit
System (defined as MTA New York City Transit andydMaBSTOA), MTA Staten Island Railway and the
Commuter Railroads to pay operatingrand capital costs. The MMTOA receipts are comprised of 0.375%
regional salesstax, regional franchise tax surcharge, a portion of taxes on certain transportation and
transmission companies, and an additional portion of the business privilege tax imposed on petroleum
businegsses. MMTOA ‘receipts, to thesextent that MTTF receipts are not sufficient to meet debt service
reguirements, will also be applied to certain debt service obligations, and secondly to operating and capital
costs of the Transit System, and the Commuter Railroads.

The State Legislature enacts in an annual budget bill for each state fiscal year an appropriation to the MTA
Dedicated Tax'Fund for the/then-current state fiscal year and an appropriation of the amounts projected
by the Director of the, Budget of the State to be deposited in the MTA Dedicated Tax Fund for the next
succeeding state fiscal year. The assistance deposited into the MTTF is required by law to be allocated,
after provision for debt service on Dedicated Tax Fund Bonds (See Note 7), 85% to certain transit
operations (not including MTA Bus) and 15% to the commuter railroads operations. Revenues from this
funding source are recognized based upon amounts of tax reported as collected by NYS, to the extent of
the appropriation.

Build America Bond Subsidy — The MTA is receiving cash subsidy payments from the United States
Treasury equal to 35% of the interest payable on the Series of Bonds issued as “Build America Bonds”
and authorized by the Recovery Act. The Internal Revenue Code of 1986 imposes requirements that MTA
must meet and continue to meet after the issuance in order to receive the cash subsidy payments. The
interest on these bonds is fully subject to Federal income taxation to the bondholder.
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Operating Subsidies Recoverable from Connecticut Department of Transportation (“CDOT”) — A
portion of the deficit from operations relating to MTA Metro-North Railroad’s New Haven line is
recoverable from CDOT. Under the terms of a renewed Service Agreement, which began on January 1,
2015, and the 1998 resolution of an arbitration proceeding initiated by the State of Connecticut, CDOT
pays 100.0% of the net operating deficit of MTA Metro-North Railroad’s branch lines in Connecticut
(New Canaan, Danbury, and Waterbury), 65.0% of the New Haven mainline operating deficit, and 54.3%
of the Grand Central Terminal (“GCT”) operating deficit. The New Haven line’s share of the net operating
deficit for the use of GCT is comprised of a fixed fee, calculated using several years as a base, with annual
increases for inflation, and the actual cost of operating GCT’s North End Aecess beginning in 1999. The
Service Agreement also provides that CDOT pay 100% of the cost of non-movable capital assets located
in Connecticut, 100% of movable capital assets to be used primarilyfon, the branch lines and 65% of the
cost of other movable capital assets allocated to the New Haven lifie. Remaining funding for New Haven
line capital assets is provided by the MTA. The Service Agréement provides for automatic five-year
renewals unless a notice of termination has been provided. The Service Agreement has been automatically
extended for an additional five years beginning January 1§ 2015%ubject to the right,of CDOT or MTA to
terminate the agreement on eighteen month’s written mnotice. Capital assets completely, funded by CDOT
are not reflected in these financial statements, as owfiership is retained by CDOT. The Setvice Agreement
provides that final billings for each year be subject to audit by CDOT. The audits of 2015 and 2016 billings
are still open.

Reimbursement of Expenses — The costpef operating and maintaining the passenger stations of the
Commuter Railroads in NYS is assessable by 'the MTA to NYC and,the other counties in which such
stations are located for each NYS fiscal year ending'December 31, under provisions of the NYS Public
Authorities Law. This funding is recognized ‘as revenue based upon an amount, fixed by statute, for the
costs to operate and maintain passenger stations'and i§ revised annually by the increase or decrease of the
regional Consumer Price Index:

In 1995, New York{City ceased reimbursing the Authority for the full costs of the free/reduced fare
program for students. Beginning in 1996, the State andNew York City each began paying $45 per annum
to MTA New York City Transit/toward. the cost of the program. In 2009, the State reduced their $45
reimbursement;te,$6.3. Beginning in 2010, the'State increased their annual commitment to $25.3 while
New York City’s‘annual commitment remained at $45. These commitments have been met by both the
State and New York City for both 2016 and 2017. As of December 31, 2017, MTA New York City Transit
collected $70.3 from the State and NewsYork City, with $30 relating to a prepayment from New York
City for the year 2018.

Prior to April 1995, New York City was obligated to reimburse MTA New York City Transit for the transit
police force. Asaresult of the April 1995 merger of the transit police force into the New York City Police
Department, New York City no longer reimburses MTA New York City Transit for the costs of policing
the Transit System on an ongoing basis since policing of the Transit System is being carried out by the
New York City Police Department at New York City’s expense. MTA New York City Transit continues
to be responsible for certain capital costs and support services related to such police activities, a portion
of which is reimbursed by New York City. MTA New York City Transit received approximately $7.6
and $4.1 for the years ended December 31, 2017 and 2016 from New York City for the reimbursement of
transit police costs.

MTAHQ bills MTA Metro-North Railroad through its consolidated services for MTA police costs in the
New Haven line of which MTA Metro-North Railroad recovers approximately 65% from Connecticut
Department of Transportation. The amounts billed for the years ended December 31,2017 and 2016 were
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$16.6 and $20.7, respectively. The amounts recovered for the years ended December 31, 2017 and 2016
were approximately $10.8 and $13.5, respectively.

Federal law and regulations require a paratransit system for passengers who are not able to ride the buses
and trains because of their disabilities. Pursuant to an agreement between New York City and the MTA,
MTA New York City Transit, effective July 1, 1993, assumed operating responsibility for all paratransit
service required by the Americans with Disability Act of 1990. Services are provided by private vendors
under contract with MTA New York City Transit. New York City reimburses MTA New York City
Transit for the lesser of 33% of net paratransit operating expenses defined as labor, transportation, and
administrative costs less fare revenues and 6% of gross urban tax proceeds as described above or, an
amount that is 20% greater than the amount paid by New York City for the preceding calendar year. Fare
revenues and New York City reimbursement aggregated approximately $181.9 in the twelve months ended
December 31, 2017, and $196.5 in the twelve months ended December 31, 2016. Total paratransit
expenses, including paratransit service contracts, were $477.0 afid $467.0in 2017 and 2016, respectively.

Grants and Appropriations — Grants and appropriations«or capital projects are recorded when requests
are submitted to the funding agencies for reimburseiment of capital expenditureshmeeting eligibility
requirements. These amounts are reported separately‘after Net Non-operating Revenues ingthe Statements
of Revenues, Expenses, and Changes in Net Position.

Operating and Non-operating Expenses — Operating and nen=operating expenses are recognized in the
accounting period in which the liabilitypis, incurred. All expenses, related to operating the MTA (e.g.
salaries, insurance, depreciation, etc.) are reported as operating expenses. All other expenses (e.g. interest
on long-term debt, subsidies paid to counties;, ete.) are,reported as non-operating expenses.

Liability Insurance — FMTAC, an insurance\captive subsidiary.ef MTA, operates a liability insurance
program (“ELF”’) that insuresieertain claims in exeess of the self-insured retention limits of the agencies
on both a retrospectiy€ (claims arising from incidents that‘occurred before October 31, 2003) and
prospective (claimsarising from incidents that occurred on or after October 31, 2003) basis. For claims
arising from incidénts that.occurred on or after November 1, 2006, but before November 1, 2009, the self-
insured retention limits are1$8 forlMTA New York City Transit, MaBSTOA, MTA Bus, MTA Long
Island Rail Road,;,and MT A Metro-North Railroad;$2.3 for MTA Long Island Bus and MTA Staten Island
Railway;@and $1.6 for, MTAHQ and MTA Bridges and Tunnels. For claims arising from incidents that
occurréd on or after November I, 2009, but before November 1, 2012, the self-insured retention limits
ared$9, for MTA New York City TransityMaBSTOA, MTA Bus, MTA Long Island Rail Road and MTA
Metro-North Railroad; $2:6 for MTA Long Island Bus and MTA Staten Island Railway; and $1.9 for
MTAHQand MTA Bridges'and Tunnels. Effective October 31, 2015, the self-insured retention limits for
ELF were increased to the following amounts: $11 for MTA New York City Transit, MaBSTOA, MTA
Bus, MTA Long Island Rail Road and MTA Metro-North Railroad; $3.2 for MTA Staten Island Railway,
MTAHQ and MTA \Bridges and Tunnels. The maximum amount of claims arising out of any one
occurrence is the total assets of the program available for claims, but in no event greater than $50. The
retrospective portion contains the same insurance agreements, participant retentions, and limits as existed
under the ELF program for occurrences happening on or before October 30, 2003. On a prospective basis,
FMTAC issues insurance policies indemnifying the other MTA Group entities above their specifically
assigned self-insured retention with a limit of $50 per occurrence with a $50 annual aggregate. FMTAC
charges appropriate annual premiums based on loss experience and exposure analysis to maintain the
fiscal viability of the program. On December 31, 2017, the balance of the assets in this program was
$139.6.

MTA also maintains an All-Agency Excess Liability Insurance Policy that affords the MTA Group
additional coverage limits of $350 for a total limit of $400 ($350 excess of $50). In certain circumstances,
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when the assets in the program described in the preceding paragraph are exhausted due to payment of
claims, the All-Agency Excess Liability Insurance will assume the coverage position of $50.

On March 1, 2017, the “nonrevenue fleet” automobile liability policy program was renewed. This program
provides third-party auto liability insurance protection for the MTA Group with the exception of MTA
New York City Transit and MTA Bridges and Tunnels. The policy provides $11 per occurrence limit with
a $0.5 per occurrence deductible for MTA Long Island Rail Road, MTA Staten Island Railway, MTA
Police, MTA Metro-North Railroad, MTA Inspector General and MTA Headquarters. FMTAC renewed
its deductible buy back policy, where it assumes the liability of the agencies for their deductible.

On March 1, 2017, the “Access-A-Ride” automobile liability policy program was renewed. This program
provides third-party auto liability insurance protection for the MTA New York City Transit’s Access-A-
Ride program, including the contracted operators. This policy provides ax$3 per occurrence limit with a
$1 per occurrence deductible.

On December 15, 2017, FMTAC renewed the primaryfcoverage on the Station Liability and Force
Account liability policies $11 per occurrence loss for MTA Metro-North Railroadand MTA Long Island
Rail Road.

Property Insurance — Effective May 1, 2017, FMTAC renéwed the all-agency property insurance
program. For the annual period commencing May 1, 2017, EMTAC directly insures property damage
claims of the Related Entities in exces$pof a $25 per occurrencendeductible, subject to an annual $75
aggregate deductible. The total program annual limit is $800 per eccurrence and in the annual aggregate
for Flood and Earthquake covering property of the Related Entities collectively. FMTAC is reinsured in
the domestic, Asian, London, European and \Bermuda reinsurance markets for this coverage. Losses
occurring after exhaustion of the deductible aggregate’are subjéet.tera deductible of $7.5 per occurrence.
The property insurance pelicyaprovides replacement cost coverage for all risks (including Earthquake,
Flood and Wind) of direCt physical loss or damage to all real and personal property, with minor exceptions.
The policy also proyides extra expense and business,interruption coverage.

Supplementing the $800 per, occurrence noted above, FMTAC’s property insurance program has been
expanded to include a further layer of $200 6fifully collateralized earthquake coverage for an event of a
certain index value and.for storm surge coverage for losses from storm surges that surpass specified trigger
levelsdn the New York Harbor or'Long Island Sound and are associated with named storms that occur at
anypoint in the three year period from May?22, 2017 to May 8, 2020. The expanded protection is reinsured
by Metro€at Re Ltd. 2017<1, a Bermuda special purpose insurer independent from the MTA and formed
to provide EMTAC with capital markets based property reinsurance. The MetroCat Re Ltd. 2017-1
reinsurance policy is fully collateralized by a Regulation 114 trust invested in U.S. Treasury Money
Market Funds.. The additional coverage provided is parametric and available for storm surge losses
resulting from a“storm that causes water levels that reach the specified index values, and also for an
carthquake event of a certain index value.

With respect to acts of terrorism, FMTAC provides direct coverage that is reinsured by the United States
Government for 83% of “certified” losses in 2017 and 82% of “certified” losses in 2018 and 81% of
“certified” losses in 2019, as covered by the Terrorism Risk Insurance Program Reauthorization Act
(“TRIPRA”) of 2015. The remaining 17% (2017), 18% (2018) and 19% (2019) of the Related Entities’
losses arising from an act of terrorism would be covered under the additional terrorism policy described
below. No federal compensation will be paid unless the aggregate industry insured losses exceed a trigger
of $140 in 2017, $160 in 2018 and $180 in 2019. The United States government’s reinsurance is in place
through December 31, 2020.
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To supplement the reinsurance to FMTAC through the TRIPRA, MTA obtained an additional commercial
reinsurance policy with various reinsurance carriers in the domestic, London and European marketplaces.
That policy provides coverage for (1) 17% of any “certified” act of terrorism up to a maximum recovery
of $182.8 for any one occurrence and in the annual aggregate during 2017, 18% of any “certified” act of
terrorism up to a maximum recovery of $193.5 for any one occurrence and in the annual aggregate during
2018 and 19% of any “certified” act of terrorism up to a maximum recovery of $204.3 for any one
occurrence and in the annual aggregate during 2019, (2) the TRIPRA FMTAC captive deductible (per
occurrence and on an aggregated basis) that applies when recovering under the “certified” acts of terrorism
insurance or (3) 100% of any “certified” terrorism loss which exceeds $5 and less than the $140 TRIPRA
trigger up to a maximum recovery of $140 for any occurrence and in the annual aggregate during 2017,
or 100% of any “certified” terrorism loss which exceeds $5 and less thafithe $160 TRIPRA trigger up to
a maximum recovery of $160 for any occurrence and in the annual agg@regate during 2018 or 100% of any
“certified” terrorism loss which exceeds $5 and less than the $180 TRIPRA trigger up to a maximum
recovery of $180 for any occurrence and in the annual aggregate during 2019:

Additionally, MTA purchases coverage for acts of terroriSm which are not certified under TRIPRA to a
maximum of $182.8 in 2017, $193.5 in 2018 and $20443'in 2019. Recovery under.the terrorism policy is
subject to a deductible of $25 per occurrence and $75n the annual aggregate in the event of multiple
losses during the policy year. Should the Related Entities’deductible in any one year exceed $75 future
losses in that policy year are subject to a deductible of $7.5. Theterrorism coverages expire at midnight
on May 1, 2019.

Pension Plans — In accordance with the provisions of GASB! Statement No. 68, Accounting and
Financial Reporting for Pensions, the MTA recognizes a net pension liability for each qualified pension
plan in which it participates, which represents,the excess of the total pension liability over the fiduciary
net position of the qualified pension plan, or the MTA’s proportionate share thereof in the case of a cost-
sharing multiple-employersplany,measured as of\the measurement date of each of the qualified pension
plans. Changes in the nét pension liability during'the year are recorded as pension expense, or as deferred
inflows of resourcesfor deferred outflows of resources depending on the nature of the change, in the year
incurred. Those changes in net pension liability thatyare recorded as deferred inflows of resources or
deferred outflows of resources thatvarise from changes in actuarial assumptions or other inputs and
differences between expected or actual“experiénce are amortized over the weighted average remaining
service life of all'participants i the respective qualified pension plan and recorded as a component of
pension expense beginning with theyyear in which they are incurred. Projected earnings on qualified
pension, plan investments are recognized as a component of pension expense. Differences between
projected and actual investment earnings are reported as deferred inflows of resources or deferred outflows
of resources ‘and amortized as a component of pension expense on a closed basis over a five-year period
beginning with the year in which the difference occurred.

Postemployment Benefits Other Than Pensions — In June 2004, GASB issued Statement No. 45,
Accounting and Financial Reporting by Employers for Postemployment Benefits Other Than Pensions.
This Statement established standards for the measurement, recognition, and display of OPEB
expense/expenditures and related liabilities (assets), note disclosures, and if applicable, required
supplementary information (“RSI”) in the financial reports of state and local governmental employers. In
June 2005, GASB issued Statement No. 47, Accounting for Termination Benefits. This statement
established accounting standards for termination benefits. For termination benefits provided through an
existing defined benefit OPEB plan, the provisions of this Statement should be implemented
simultaneously with the requirements of GASB Statement No. 45. The MTA has adopted these standards
for its Postemployment Benefits Other Than Pensions.
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Premium Discount Amortization — During 2017, MTA Bridges and Tunnels changed its method of
amortizing bond premiums and discounts to the constant yield method, which is a more preferable
accounting principle than the principle used in previous years. The constant yield method of amortization
is commonly used by state and local governments and public authorities and is the suggested method of
amortization under GASB Codification I30, Interest Costs-Imputation. This change in method resulted in
an increase in 2017 beginning net position of $153. This change in method is accounted for on a
prospective basis. Had the new accounting principle been used for all comparative periods presented
within, the 2016 Change in Net Position would have been $(168).

CASH AND INVESTMENTS
Cash - The Bank balances are insured up to $250 thousand in thefaggregate by the Federal Deposit

Insurance Corporation (“FDIC”) for each bank in which funds areddeposited. Cash, including deposits in
transit, consists of the following at December 31, 2017 and 2016 (in millions):

2017 2016
Carrying Bank Carrying Bank
Amount Balance Amount Balance
FDIC insured or collateralized deposits $ 88 $ 87 $ 182 § 162
Uninsured and not collateralized 195 143 550 155
Total Balance $ . 283 $ 230 $ 132 $ 317

All collateralized deposits are held by the MTA or its agentiin,the MTA’s name.

The MTA, on behalf of itselfpits affiliates and\sudbsidiaries, invests funds which are not immediately
required for the MTA’sfoperations in securities permitted by the New York State Public Authorities Law,
including repurchasefagreements collateralized by U.S. Treasury securities, U.S. Treasury notes, and U.S.
Treasury zero coupon bonds.

Custodial credit risk for deposits is the tisk,that,«in the event of the failure of a depository financial
institutiongthe MTAwwill not be able to recover the value of its deposits. While the MTA does not have a
formalddeposit poliey for. custodialicredit risk, New York State statues govern the MTA’s investment
policies. The MTA’s uninsured and uncollateralized deposits are primarily held by commercial banks in
the metropolitan New York area and are subject to the credit risks of those institutions.

Investments - MTA holds most of its investments at a custodian bank. The custodian must meet certain
banking institution criteria enumerated in MTA’s Investment Guidelines. The Investment Guidelines also
require the Treasury Division to hold at least $100 of its portfolio with a separate emergency custodian
bank. The purpose of this deposit is in the event that the MTA’s main custodian cannot execute
transactions due to an emergency outside of the custodian’s control, the MTA has an immediate alternate
source of liquidity.

The MTA categorizes its fair value measurements within the fair value hierarchy established by generally
accepted accounting principles. The hierarchy is based on the valuation inputs used to measure the fair
value of the asset. Level 1 inputs are quoted prices in active markets for identical assets; Level 2 inputs
are significant other observable inputs; Level 3 inputs are significant unobservable inputs.

The MTA had the following recurring fair value measurements as of December 31, 2017 and 2016 (in
millions):
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December 31,  Fair Value Measurements ~ December 31,  Fair Value Measurements

Investments by fair value level 2017 Level 1 Level 2 2016 Level 1 Level 2
Debt Securities:
U.S. treasury securities § 4333 0§ 4053 § 280 0§ 3546 § 3359 § 187
U.S. government agency 387 144 243 549 - 549
Commercial paper 871 - 871 1,397 - 1,397
Asset-backed securities 39 - 39 35 - 35
Commercial mortgage-backed securities 30 - 30 kX - 33
Foreign bonds 9 9 - 13 13
Corporate bonds 149 149 - 165 165
Tax Benefit Lease Investments:
U.S. treasury securities 177 177 - 172 172 -
U.S. government agency 114 - 114 103 - 103
Repurchase agreements 122 122 - 73 13 -
Money Market Funds 6 - 6 6 - 6
Total debt securities 6,243 4,654 1,589 6,092 3,782 2310
Equity securities 25 25 - 21 21 -
Total investments by fair value level 6208 § 4679 § 1,589 6113 8§ 3803 § 2310
Other 120 119

Total Investments $ 6388 $ 6232

Investments classified as Leyvel 1 of the fair value hierarchy, totaling $4,679 and $3,803 as of December
31, 2017 and 2016, respéctively, are valued using quoted prices in active markets. Fair values include
accrued interest to the extent that interest is included in the carrying amounts. Accrued interest on
investments other than Treasury bills and coupons 15 included in other receivables on the statement of net
position. The MTA’s investment policy states that securities underlying repurchase agreements must have
a fair value at least equal to the cost of thélinvestment.

U.S. Gevernment agency. securitiesytotaling $357 and $652, U.S, treasury securities totaling $280 and
$187; commercial paper totaling $877 and $1,397, asset-backed securities totaling $39 and $35,
commereial mortgage-backed securities totaling $30 and $33, and money market instruments totaling $6
and $6,as of December 31,2017 and22016, respectively, classified in Level 2 of the fair value hierarchy,
are valuedusing matrix pricing techniques maintained by a third party pricing service. Matrix pricing is
used to value'securities based on the securities’ relationship to benchmark quoted prices and indices. Fair
value is defined as the quoted market value on the last trading day of the period. These prices are obtained
from a third party pricingservice or our custodian bank.

In connection with eertain lease transactions described in Note 8, the MTA has purchased securities or
entered into payment undertaking, letter of credit, or similar type agreements or instruments (guaranteed
investment contracts) with financial institutions, which generate sufficient proceeds to make basic rent
and purchase option payments under the terms of the leases. If the obligors do not perform, the MTA may
have an obligation to make the related rent payments.

All investments, other than the investments restricted for capital lease obligations, are either insured or

registered and held by the MTA or its agent in the MTA’s name. Investments restricted for capital lease
obligations are either held by MTA or its agent in the MTA’s name or held by a custodian as collateral for
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MTA’s obligation to make rent payments under capital lease obligations. Investments had weighted
average yields of 1.18% and 0.56% for the years ended December 31, 2017 and 2016, respectively.

Credit Risk — At December 31, 2017 and 2016, the following credit quality rating has been assigned to
MTA investments by a nationally recognized rating organization (in millions):

Quality Rating December 31, Percent of December 31, Percent of
Standard & Poor's 2017 Portfolio 2016 Portfolio
A-1+ $ 336 5% $ 504 8 %
A-1 869 14 1,397 23
AAA 101 2 88 1
AA+ 53 1 46 1
AA 24 1 35 0
A 91 1 100 2
BB 1 - - -
BBB 43 1 49 1
Not rated 154 2 101 2
U.S. Government 4,571 73 3,774 62
Total 6,243 100 % 6,094 100 %
Equities and capital leases 145 138
Total investment $ 6,388 $ 6,232

Interest Rate Risk — Interest rate risk is the risk‘thatiehanges in interest rates will adversely affect the
fair value of the investment. Duration is a measure of interestate riské The greater the duration of a bond
or portfolio of bonds, the greater its price volatility will be in'response to a change in interest rate risk and
vice versa. Duration is andndicator of bond price’s sensitivity to.a 100 basis point change in interest rates.

December 31, 2017 December 31, 2016
(In millions) Fair Value Duration Fair Value Duration
(in years) (in years)
U.S. Treasuries $ 4333 2.19 $ 3,546 5.44
Federal Agencies 387 4.15 549 2.95
Tax benefits lease investments 291 9.12 275 8.87
Repurchaseiagreement 122 - 73 -
Certificate ‘of deposits 6 - 6 -
Commercial paper 877 0.04 1,397 0.04
Asset-backed securities " 39 1.08 35 1.04
Commercial mortgage-bagked securities 30 5.63 33 3.04
Foreign bonds 9 0.00 13 0.00
Corporates " 149 5.27 165 2.56
Total fair value 6,243 6,092
Modified duration 2.37 3.93
Equities " 25 21
Total 6,268 6,113
Investments with no duration reported _ 120 _ 119
Total investments $ 6,388 $ 6,232

@ These securities are only included in the FMTAC portfolio.
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MTA is a public benefit corporation established under the New York Public Authorities Law. MTA’s
Treasury Division is responsible for the investment management of the funds of the component units. The
investment activity covers all operating and capital funds, including bond proceeds, and the activity is
governed by State statutes, bond resolutions and the Board-adopted investment guidelines (the
“Investment Guidelines”). The MTA Act currently permits the Related Entities to invest in the following
general types of obligations:

e obligations of the State or the United States Government;

e obligations of which the principal and interest are guaranteed by the State or the United States
government;

e obligations issued or guaranteed by certain Federal agencies;

e repurchase agreements fully collateralized by thefobligations of the “foregoing United States
Government and Federal agencies;

e certain certificates of deposit of banks or trust companies in the State;
e certain banker’s acceptances with a maturity of 90 days or less;

e certain commercial paper;

e certain municipal obligations; and

e certain mutual funds up to $10 in the aggregate.

The MTA adopted NYS,Statutory Requirements with respect to credit risk of its investments, which
include, but are not limitedito the following sections:

1) Public Authorities Law Sections 1265(4) (MTA), 1204(19) (MTA New York City
Transit Authority) and 553(21) (MTA Bridges and Tunnels);

i1) Public Authorities Law.Section 2925 Investment of funds by public authorities and
public benefit corporations; general provisions; and

1ii) State Finance Law Article 15 — EXCELSIOR LINKED DEPOSIT ACT.

MTA Investment Guidelings limit the dollar amount invested in banker acceptances, commercial paper,
and obligations issuedorgunaranteed by certain Federal agencies to $250 at cost. There are no dollar limits
on the purchase of obligations of the United States government, the State or obligations the principal and
interest of which afe guaranteed by the State or the United States government. Investments in
collateralized repurchase agreements are limited by dealer or bank’s capital. MTA can invest no greater
than $300 with a bank or dealer rated in Tier 1 (i.e. $1 billion or more of capital).

FMTAC is created as a MTA subsidiary and is licensed as a captive direct insurer and reinsurer by the
New York State Department of Insurance. As such, FMTAC is responsible for the investment management
of its funds. The investment activity is governed by State statutes and the FMTAC Board adopted
investment guidelines. The minimum surplus to policyholders and reserve instruments are invested in the
following investments:
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4.

e obligations of the United States or any agency thereof provided such agency obligations are
guaranteed as to principal and interest by the United States;

e direct obligations of the State or of any county, district or municipality thereof;
e any state, territory, possession or any other governmental unit of the United States;

e certain bonds of agencies or instrumentalities of any state, territory, possession or any other
governmental unit of the United States;

o the obligations of a solvent American institution which are rated invéstment grade or higher (or the
equivalent thereto) by a securities rating agency; and

e certain mortgage backed securities in amounts no greater than five percent of FMTAC’s admitted
assets.

FMTAC may also invest non-reserve instruments in_a broader range of investments including the
following general types of obligations:

e certain equities; and
e certain mutual funds.

FMTAC is prohibited from making the follewing investments:

e investment in an insolvent entity;
e any investment as a general partner; and
e any investment found to be against public policys

FMTAC investment guidelines'do include other investments, but FMTAC has limited itself to the above
permissible investmeénts, at this time.

EMPLOYEE BENEFITS

Pensions — The MTA Related Groups sponsor and participate in several defined benefit pension plans for their
employeesysthe Long Island Railroad ‘Company Plan for Additional Pensions (the “Additional Plan”), The
Manhattan and Bronx Surface Transit Operating Authority Pension Plan (the “MaBSTOA Plan”), the Metro-
North Commuter Railroad Company Cash/Balance Plan (the “MNR Cash Balance Plan”), the Metropolitan
Transportation. Authority Defined Benefit Plan (the “MTA Defined Benefit Plan”), the New York City
Employees’ Retirement System (FNYCERS”), and the New York State and Local Employees’ Retirement
System (“NYSLERS”)) A brief description of each of these pension plans follows:

Plan Descriptions

1. Additional Plan —

The Additional Plan is a single-employer defined benefit pension plan that provides retirement, disability
and survivor benefits to members and beneficiaries. The Additional Plan covers MTA Long Island Rail
Road employees hired effective July 1, 1971 and prior to January 1, 1988. The Additional Plan’s activities,
including establishing and amending contributions and benefits are administered by the Board of Managers
of Pensions. The Additional Plan is a governmental plan and accordingly, is not subject to the funding
and other requirements of the Employee Retirement Income Security Act of 1974 (“ERISA”). The
Additional Plan is a closed plan.
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The Board of Managers of Pensions is comprised of the Chairman of the MTA, MTA Chief Financial
Officer, MTA Director of Labor Relations and the agency head of each participating Employer or the
designee of a member of the Board of Managers. The Additional Plan for Additional Pensions may be
amended by action of the MTA Board.

The pension plan has a separately issued financial statement that is publicly available and contains required
descriptions and supplemental information regarding the employee benefit plan. The financial statements
may be obtained at www.mta.info or by writing to, Long Island Rail Road, Controller, 93-02 Sutphin
Boulevard — mail code 1421, Jamaica, New York 11435.

2. MaBSTOA Plan —

The MaBSTOA Plan is a single-employer defined benefit govetnmental retitement plan administered by
MTA New York City Transit covering MaBSTOA employees;, who are specifically excluded from
NYCERS. The Plan provides retirement as well as death, aceident and disability benefits. Effective
January 1, 1999, in order to afford managerial and son-represented MaBSTOA employees the same
pension rights as like title employees in MTA New York City W[ransit Authority, meémbership in the
MaBSTOA Plan is optional.

The Board of Administration, established in 1963, determines the eligibility of employees and
beneficiaries for retirement and death benefits. The MaBSTOA Plan assigns authority to the MaBSTOA
Board to modify, amend or restrict the MaBSTOA Plan or to discontinue it altogether, subject, however,
to the obligations under its collective bargaining agreements. The Boardis composed of five members:
two representatives from the Transport Workers Uniony, Local 100 (“TWU”) and three employer
representatives.

The pension plan issuesf@ publicly available financial report that includes financial statements and required
supplementary information. This report may be obtained by writing to MTA Comptroller, 2 Broadway,
16th Floor, New York, New York, 10004 or at www.mta’info.

3. MNR Cash:Balance Plan —

The MNR Cash Balance Plan is a single employer, defined benefit pension plan administered by MTA
Metro-North Railroad. “The, MNR “Cash”Balance Plan covers non-collectively bargained employees,
formerly employed by Conrail, who/joined MTA Metro-North Railroad as management employees
between January 1 and June 30,1983, and were still employed as of December 31, 1988. Effective January
1, 1989, these :management; employees became covered under the Metro-North Commuter Railroad
Defined Contribution Plan for Management Employees (the “Management Plan”) and the MNR Cash
Balance Plan was'closed to'new participants. The assets of the Management Plan were merged with the
Metropolitan Transpertation Authority Defined Benefit Plan for Non-Represented Employees (now titled
as the Metropolitan Transportation Authority Defined Benefit Pension Plan) as of the asset transfer date
of July 14, 1995. The MNR Cash Balance Plan is designed to satisfy the applicable requirements for
governmental plans under Section 401(a) and 501(a) of the Internal Revenue Code. Accordingly, the
MNR Cash Balance Plan is tax-exempt and is not subject to the provisions of ERISA.

The MTA Board of Trustees appoints a Board of Managers of Pensions consisting of five individuals who
may, but need not, be officers or employees of the company. The Board of Managers control and manage
the operation and administration of the MNR Cash Balance Plan’s activities, including establishing and
amending contributions and benefits.
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Further information about the MNR Cash Balance Plan is more fully described in the separately issued
financial statements that can be obtained by writing to MTA Comptroller, 2 Broadway, 16th Floor, New
York, New York, 10004. These statements are also available at www.mta.info.

4. MTA Defined Benefit Plan —

The MTA Defined Benefit Pension Plan (the “MTA Plan” or the “Plan”) is a cost sharing, multiple-
employer defined benefit pension plan. The Plan covers certain MTA Long Island Railroad non-
represented employees hired after December 31, 1987, MTA Metro-North Railroad non-represented
employees, certain employees of the former MTA Long Island Bus hired prier to January 23, 1983, MTA
Police, MTA Long Island Railroad represented employees hired after December 31, 1987, certain MTA
Metro-North Railroad represented employees, MTA Staten Island Railway represented and non-
represented employees and certain employees of the MTA Bus Company (“MTA Bus”). The MTA, MTA
Long Island Railroad, MTA Metro-North Railroad, MTA Staten Island Railway and MTA Bus contribute
to the MTA Plan, which offers distinct retirement, disabilityhretirement, and death benefit programs for
their covered employees and beneficiaries.

The MTA Defined Benefit Plan is administered byshe Board of Managers of Pensions.xFhe MTA Plan,
including benefits and contributions, may be amended by action of the MTA Board.

The pension plan issues a publicly available financial report that includes financial statements and required
supplementary information. This report may,be obtained by writing to the MTA Comptroller, 2 Broadway,
16th Floor, New York, New York, 10004 or at www.mta.info.

5. NYCERS —

NYCERS is a cost-sharinggmultiple-employer retitement system for employees of The City of New York
(“The City”) and certaifi other governmental unitsy\whose employees are not otherwise members of The
City’s four other pension systems. NYCERS administers the New York City Employees Retirement
System qualified pension plan.

NYCERS wasgestablished by an act of the Legislature of the State of New York under Chapter 427 of the
Laws 0f4920."NYCERS functions,in accordance with the governing statutes contained in the New York
State Retirement and“Social Securitysl.aw (“RSSL”), and the Administrative Code of the City of New
York (“ACNY”), which are\the basis by*which benefit terms and employer and member contribution
requirements are established and amended. The head of the retirement system is the Board of Trustees.

NYCERS issues, a publicly available comprehensive annual financial. This report may be obtained by
writing to the NewhY ork City Employees’ Retirement System at 335 Adams Street, Suite 2300, Brooklyn,
NY 11201-3724 or atwww.nycers.org.

All employees of the Related Group holding permanent civil service positions in the competitive or labor
class are required to become members of NYCERS six months after their date of appointment, but may
voluntarily elect to join NYCERS prior to their mandated membership date. All other eligible employees
have the option of joining NYCERS upon appointment or anytime thereafter. NYCERS members are
assigned to a “tier” depending on the date of their membership.

Tier 1 All members who joined prior to July 1, 1973.
Tier 2 All members who joined on or after July 1, 1973 and before July 27, 1976.
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Tier 3 Only certain members who joined on or after July 27, 1976 and prior to April 1, 2012.

Tier 4 All members (with certain member exceptions) who joined on or after July 27, 1976
but prior to April 1, 2012. Members who joined on or after July 27, 1976 but prior to
September 1, 1983 retain all rights and benefits of Tier 3 membership.

Tier 6 Members who joined on or after April 1, 2012.

6. NYSLERS —

NYSLERS is a cost-sharing, multiple-employer defined benefit retifement system. The New York State
Comptroller’s Office administers the NYSLERS. The net position of NYSLERS is held in the New York
State Common Retirement Fund (the “Fund’), which was established to hold all assets and record changes
in fiduciary net position allocated to the plan. The Comptroller ofithe State“of New York serves as the
trustee of the Fund and is the administrative head of NYSLERS. NYSLERS* benefits are established
under the provisions of the New York State RSSL«& Once a public employer elects, to participate in
NYSLERS, the election is irrevocable. The New:. Yerk StatenConstitution provides that pension
membership is a contractual relationship and plan benefits cannot be diminished or impaired. Benefits can
be changed for future members only by enactment of a State statute.

NYSLERS is included in New York State’syfinancial report as a pénsion trust fund. This report may be

found at www.osc.state.ny.us/retire/publications/index.php or obtainediby writing to the New York State
and Local Retirement System, 110 State Street, AlbanysNY 12244,

Pension legislation enacted in 1973, 1976, 1983,42009 and 2012 established distinct classes of tier

membership.

Tier 1 All members who joined prior to July,1, 1973.

Tier 2 All membersiwho joinedon,or.after July 1, 1973 and before July 27, 1976.

Tier 3 Generally, certailnmembers who joined on or after July 27, 1976 but before January 1,
2010‘and\all other members who joined on or after July 27, 1976, but before September
1, 1983,

Tier 4 Generally, members (with certain member exceptions) who joined on or after
September 1, 1983, but before January 1, 2010.

Tier 5 Members who joined on or after January 1, 2010, but before April 1, 2012.

Tier 6 Members who joined on or after April 1, 2012.

Benefits Provided

1. Additional Plan —
Pension Benefits — An employee who retires under the Additional Plan, either: (a) after completing at

least 20 years of credited service, or (b) after both attaining age 65 while in service and completing at least
five years of credited service, or in the case of those who were active employees on January 1, 1988, after

- 48 -

Master Page # 76 of 588 - Audit Committee Meeting 4/23/2018



completing at least 10 years of credited service, is entitled to an annual retirement benefit, payable monthly
for life. Payments commence to an employee referred to in: (a) only after attaining age 50, or (b) only after
attaining age 65.

Benefit and contribution provisions, which are based on the point in time at which participants last entered
qualifying service and their length of credited service, are established by, and may only be amended by
the MTA Long Island Rail Road, subject to the obligations of the MTA Long Island Rail Road under its
collective bargaining agreements.

The Additional Plan has both contributory and non-contributory requizéments, with retirement ages
varying from 50 to 65 depending upon a participant’s length of credited.servicenPension benefits payable
to age 65, where eligible, are calculated as 2% of the employee’s applicable final average earnings for
each year of qualifying service up to 25 years plus 1.5% of applicable finahaverage earnings for each year
of qualifying service in excess of 25 years. For pension benefits{payable at and after age 65, regardless of
whether benefits commenced before or after the employee aftained age 65, benefits are calculated in the
same manner as pension benefits payable prior to age 65 except that the amountso'determined is reduced
by a percentage of the employee’s annuity (not including any supplemental annuity) value at age 65 under
the Federal Railroad Retirement Act.

Participants who entered qualifying service before July 1, 1978,afe not réquired to contribute. Participants
who entered qualifying service on or after July 1, 1978, are required to contribute 3% of their wages. The
MTA Long Island Railroad contributes additional amounts based on actuarially determined amounts that
are designed to accumulate sufficient assets to pay benefits when due.

Death and Disability Benefits — Participants who become disabled after accumulating 10 years of credited
service and who meet the requirements as describedfin the*Additional Plan receive a disability benefit.
Disability pension benefits@are calculated based ondhe participant’s qualifying service and a percentage of
final average compensation reduced by the full amount of benefit under the Federal Railroad Retirement
Act. Survivorship benefits are paid to the participant’s spouse when a survivorship option is elected or
when an active participant, has not divested his or her’spouse of benefits. The survivorship benefit is
payable at the time of death or,when théwested participant would have attained an eligible age. The amount
payable is ingthesform of an‘annuity. A lump suin death benefit no greater than five thousand dollars is
payable dipon death on behalf of a hon-vested participant or vested participant whose pension rights were
waived.

Retirement, benefits establishment and changes for representative employees are collectively bargained
and must beyratified by the respective union and the MTA Board. For nonrepresented employees,
amendments‘must be approved by the MTA Board.

2. MaBSTOA Plan —

The MaBSTOA Plan/provides retirement as well as death, accident, and disability benefits. The benefits
provided by the MaBSTOA Plan are generally similar to the benefits provided to MTA New York City
Transit participants in NYCERS. Benefits vest after either 5, 10, or 20 years of credited service, depending
on the date of membership.

In 2008, NYCERS had determined that Tier 4 employees are and have been eligible for a post retirement
death benefit retroactive to 1986. In June 2012, the MTA Board approved an amendment to the MaBSTOA

Plan to provide for incorporation of this benefit.

Tier 1 —
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Eligibility and Benefit Calculation: Tier 1 members must be at least age 50 with the completion of 20
years of service to be eligible to collect a service retirement benefit. Generally, the benefit is 1.50% for
service before March 1, 1962, plus 2.0% for service from March 1, 1962 to June 30, 1970, plus 2.5% for
service after June 30, 1970. The accumulated percentage, up to a maximum of 50%, is multiplied by the
member’s compensation, which is the greater of earned salary during the year prior to retirement. Once
the accumulated reaches 50%, the percentage for each further year of service reverts back to 1.5%. The
percentage in excess of 50% is multiplied by the final compensation, which is the highest average earnings
over five consecutive years.

Ordinary Disability Benefits — Generally, ordinary disability benefits, are provided to eligible Tier 1
members after ten years of service with the benefit equal to the greater of the service retirement percentages
or 25% multiplied by final compensation.

Accidental Disability Benefits — The accidental disability bénefitito eligible Tier 1 members is equal to
75% of final compensation reduced by 100% of any worker’s compensation payments.

Ordinary Death Benefits — For Tier 1 members the amount of the death benefit is a lump’sum equal to
six months’ pay for members with less than 10 years of service; a lump sum equal to a 12 months of pay
for members with more than 10 but less than 20 years of service, and a' lump sum equal to two times 12
months of pay for members with more than 20 years of service.

Tier 2 —

Eligibility and Benefit Calculation: Tier 2 members mustybe at least/age 55 with the completion of 25
years of service to be eligible to collect a service reticement benefits#Generally, the benefit equals 50% of
final 3-year average compensation, defined as the Highest average earnings over three consecutive years,
plus 1% of final 5-year average compensation,\defined as“the highest average earnings over five
consecutive years, per year of credited service in exeess of 20 years. For early retirement, members must
be at least age 50 with the completion of at least 20 yearssf service. The benefit is determined in the same
manner as the service retirement butnot,greater than2.0% of final 3-year average compensation per year
of service.

Ordindry Disability Benefits — Generally, ordinary disability benefits, are provided to eligible Tier 2
members after ten years of service with theenefit equal to the greater of the service retirement percentages
ot 25% multiplied by the final\5- year average compensation.

Accidental Disability Benefits — The accidental disability benefit to eligible Tier 2 members is equal to
75% of the final S=year average compensation reduced by any worker’s compensation payments.

Ordinary Death Benefits — Tier 2 members require the completion of 90 days of service to receive a lump
sum equal to 3 times salary, raised to the next multiple of $1,000 dollars.

Tiers 3, 4—

Eligibility and Benefit Calculation: Tier 3 and 4 members in the Regular 62 and 5 Plan must be at least
age 62 with the completion of at least 5 years of service to be eligible to collect a service retirement benefit.
Generally, the benefit for members with at least 20 years of service, is equal to 2.0% of Final Average
Compensation (“FAC”) for the first 30 years of service plus 1.5% of FAC for years of service in excess of
30. FAC is defined as the highest average earnings over three consecutive years, of which earnings in a
year cannot exceed 110% of the average of the two preceding years. If the member completes less than
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20 years of credited service, the benefit equals 1- 2/3% of FAC multiplied by years of service. For early
retirement, members must be at least age 55 with the completion of at least 5 years of service. The benefit
equals the service retirement benefit reduced by 6% for each of the first two years prior to age 62, and by
3% for years prior to age 60.

Tier 3 and 4 members in the basic 55/25Plan must be at least age 55 with the completion of at least 25
years of service, or be at least age 62 with the completion of at least 5 years of service, to be eligible to
collect a service retirement benefit. Generally, the benefit for members with at least 25 years of service,
is equal to 2.0% of FAC for the first 30 years of service plus 1.5% of FAC for years of service in excess
of 30. If the member completes less than 25 years of credited service, thebenefit equals 1- 2/3% of FAC
multiplied by years of service.

Tier 4 members in the 57/5 Plan must be at least age 57 with the completion of at least 5 years of service
to be eligible to collect a service retirement benefit. Generallys the benefit for members with at least 20
years of service, is equal to 2.0% of FAC for the first 30 years of'service plus 1.5% of FAC for years of
service in excess of 30. If the member completes less than 20 years of credited'service, the benefit equals
1- 2/3% of FAC multiplied by years of service.

Ordinary and Accidental Disability Benefits — For eligible,membersiof the Regular 62/5 Plan, 57/25Plan
and 57/5 Plan, ordinary and accidental disability benefits, arefprovided after 10 years of service for
ordinary and no service required for accidental disability benefit. The benefit equals the greater of 1-2/3%
of FAC per year of service and 1/3 of FAG:

Ordinary Death Benefits — For eligible members of the Regular 62/5Plan; 55/25 Plan, 57/5 Plan, the pre-
retirement ordinary death benefit is equal to'a lump sum ‘of annual salary times the lesser of completed
years of service and 3. After age 60, the benefitis reddced 5% peryear, to a maximum reduction of 50%.
Accumulated regular membeficontributions with inferest and one-half of accumulated additional member
contributions with interést are alsoypayable. Upon retirement, the post-retirement benefit is reduced by
50% and reduced anfadditional 25% after completion of one year of retirement. After completion of two
years of retirement, the benefit equals 10% of the pre-retirement benefit in force at age 60.

Tier 6—

Eligibility and Benefit Caleulation: Tier 6 members in the 55/25 Special Plan must be at least age 55 with
the€ompletion of at least 25 years, orat least age 63 with the completion of at least 10 years of service, to
be eligibleito collect a service retirement benefit. Generally, the benefit for members with at least 25 years
of service, isiequal to 2.0% of Final Average Salary (“FAS”) for the first 30 years of service plus 1.5% of
FAS for years of service in excess of 30. If the member completes less than 20 years of credited service,
the benefit equals 1- 2/3% of FAS multiplied by years of service. FAS is defined as the highest average
pensionable compensationover five consecutive years.

Tier 6 members in the Basic 63/10 Plan must be at least age 63 with the completion of at least 10 years to
be eligible to collect a service retirement benefit. Generally, the benefit for members with at least 20 years
of service, is equal to 35% of FAS plus 2.0% of FAS for years of service in excess of 20. If the member
completes less than 20 years of credited service, the benefit equals 1- 2/3% of FAS multiplied by years of
service. FAS is defined as the highest average pensionable earnings over five consecutive years. For early
retirement, members must be at least age 55 with the completion of at least 10 years of service. The benefit
equals the service retirement benefit reduced by 6.5% for each year early retirement precedes age 63.

Ordinary and Accidental Disability Benefits — For eligible members of the 55/25 Special Plan and the
Basic 63/10 Plan, ordinary and accidental disability benefits, are provided after 10 years of credited service
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for ordinary disability benefit. There is no service requirement for accidental disability benefit. The benefit
equals the greater of 1-2/3% of FAS per year of service and 1/3 of FAS.

Ordinary Death Benefits — For eligible members of the 55/25 Special Plan and the Basic 63/10 Plan, the
pre-retirement ordinary death benefit is equal to a lump sum of annual salary times the lesser of completed
years of service and 3. After age 60, the benefit is reduced 5% per year, to a maximum reduction of 50%.
Accumulated regular member contributions with interest and one-half of accumulated additional member
contributions with interest are also payable. Upon retirement, the post-retirement benefit is reduced by
50% and reduced an additional 25% after completion of one year of retirement. After completion of two
years of retirement, the benefit equals 10% of the pre-retirement benefit indorce at age 60.

3. MNR Cash Balance Plan —

Pension Benefits — Participants of the MNR Cash Balance Planfare vested in their benefit upon the earlier
of (a) the completion of 5 years of service with MTA Metro#North Railroad ori(b) the attainment of age
62. The accrued benefit is a participant’s Initial Account Balance increased eachymonth by the benefit
escalator. The benefit escalator is defined as the Pénsion Benefit Guaranty Corporation (“PBGC”)
immediate annuity rate in effect for December of the year preceding the year for which thesdetermination
is being made) divided by 180. The accrued benefit is paid.as an gscalating annuity. Vested participants
are entitled to receive pension benefits commencing at age sixty-five. "Participants may elect to receive
the value of their accumulated plan benefits as a lump-sum distribution upon retirement or they may elect
a monthly life annuity. Participants may €lect to receive their pension in the form of a joint and survivor
annuity.

Participants of the MNR Cash Balance Plan are eligible fomearly retirement benefits upon termination of
employment, the attainment of age 62, or age 60, and.completionofs15 years of service, or age 55 and the
completion of 30 years ofsService. The early retifement benefits paid is the normal retirement pension
deferred to age 65 or an‘immediate pension equal to the life annuity actuarial equivalent of a participant’s
escalating annuity atmormal retircment date indexed by the Initial Benefit Escalator from early retirement
date to normal retirement date and reduced by 5/9 of' 1% for each month retirement precedes age 65 up to
60 months and 5/18 of 1% for,cach month after 60 months.

For members with cashibalances who are currently members of the Metropolitan Transportation Authority
Definéd Benefit Pension Plan, an additional benefit is provided equal to the amount needed to bring their
total benefits (i.e., Railroad Retirement Tier I and II benefits, Conrail Plan benefits, Cash Balance Plan
benefits, and MTA Defined Benefit Pension Plan benefits) up to a minimum of 65% of their 3-year final
average pay under the MTA Defined Benefit Plan. In no event will the Additional Benefit exceed 2% of
3-year final average pay multiplied by the Conrail Management Service prior to July 1, 1983. This benefit
is payable as a lifesannuity and is reduced for commencement prior to age 65 in the same manner as the
regular cash balance benefit. This additional benefit is payable only in the form of a life annuity or 100%
or 50% contingent annuity

Death Benefits — Benefits are paid to vested participants’ beneficiaries in the event of a participants’
death. The amount of benefits payable is the participant’s account balance at the date of his or her death.
Pre-retirement death benefits paid for a participant’s death after 55 is equal to the amount the spouse would
have received had the participant elected retirement under the normal form of payment on the day
preceding his death. Pre-retirement death benefits paid for a participant’s death before 55 is equal to the
amount the spouse would have received had the participant survived to age 55 and retired under the normal
form of payment on that date. The benefit is based on service to the participant’s date of death and is
payable beginning on the date the participant would have attained age 55.
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In lieu of the above benefit, the surviving spouse can elect to receive the participant’s account balance in
a single lump sum payment immediately. If the participant was not married, the participant’s beneficiary
is entitled to receive the participant’s Account Balance as of the participant’s date of death in a single lump
sum payment.

4. MTA Defined Benefit Plan —

Pension Benefits — Retirement benefits are paid from the Plan to covered MTA Metro-North Railroad,
MTA Staten Island Railway and post - 1987 MTA Long Island Rail Road employees as service retirement
allowances or early retirement allowances. A participant is eligible for a serviee retirement allowance upon
termination if the participant satisfied both age and service requirement. A participant is eligible for a
service retirement allowance upon termination if the participant satisfied both age and service
requirements. A participant is eligible for an early retirement allowance upon termination if the participant
has attained age 55 and completed at least 10 years of credited service. Terminated participants with 5 or
more years of credited service are eligible for a deferred sested\benefit. ‘Deferred vested benefits are
payable on an unreduced basis on the first day of the month following the participant’s 62nd birthday.

Certain represented employees of the MTA Long Island Rail Road and the MTA Metro-North Railroad
continue to make contributions to the Plan for 15 years.“Ceitain représented employees of the MTA Long
Island Rail Road and the MTA Metro-North Railroad are‘eligiblé for an early retiremént allowance upon
termination if the participant has attained age 60 and completed at least 5 years of credited service, or has
attained age 55 and completed at least 30pyears of credited service. The early retirement allowance is
reduced one-quarter of 1% per month for eachyfull month that retirement predates age 60 for certain
represented employees of the MTA Long Island Rail'Road and the MTA Metro-North Railroad.

Effective in 2007, members and certain former. members who become (or became) employed by another
MTA agency which does notiparticipate in the Plan continue to,accrue service credit based on such other
employment. Upon retirement, the member’s vested retirement benefit from the Plan will be calculated on
the final average salary, of the subsequent MTA agency, if higher. Moreover, the Plan benefit will be
reduced by the befiefit, if any, payable by the other planfbased on such MTA agency employment. Such
member’s disability and ordinary deathsbenefit will be determined in the same way.

Retirement benefits are paid from the Plan under the MTA 20-Year Police Retirement Program. A
participant is eligible'for service retitement at the earlier of completing twenty years of credited Police
serviceor attainment of age 62. Terminated participants with five years of credited police service, who are
not eligible for retirement, are\eligible/for a deferred benefit. Deferred vested benefits are payable on the
first of the menth following the participant’s attainment of age 55.

Retirement benefits paid from the Plan to covered represented MTA Bus employees include service
retirement allowances or €arly retirement allowances. Under the programs covering all represented
employees at Baisley Park, Eastchester, La Guardia, Spring Creek, and Yonkers Depots and the
represented employees at College Point Depot, JFK, Far Rockaway a participant is eligible for a service
retirement allowance upon termination if the participant has attained age sixty-five and completed at least
five years of credited service or if the participant has attained age 57 and completed at least 20 years of
credited service. A participant hired prior to June 2009 from Baisley Park, College Point, and La Guardia
Depots is eligible for an early retirement allowance if the participant has attained age 55 and completed
20 years of credited service. Terminated participants with five or more years of credited service who are
not eligible to receive a service retirement allowance or early retirement allowance are eligible for a
deferred vested benefit. Deferred vested benefits are payable on an unreduced basis on or after the
participant attains age 65.
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At Baisley Park, Far Rockaway, JFK, La Guardia and Spring Creek Depots, a participant who is a non-
represented employee is eligible for an early retirement allowance upon termination if the participant has
attained age 55 and completed 15 years of service. Terminated participants with five or more years of
credited service who are not eligible to receive a service retirement allowance or early retirement
allowance are eligible for a deferred vested benefit. Deferred vested benefits are payable on an unreduced
basis on or after the participant attains age 62.

The MTA Bus retirement programs covering represented and non-represented employees at Eastchester
and Yonkers and covering the represented employees at Baisley Park, College Point, Far Rockaway, JFK,
La Guardia and Spring Creek are fixed dollar plans, i.e., the benefits are a ptoduct of credited service and
a specific dollar amount.

The retirement benefits for certain non-represented employees atdBaisleyyPark, Far Rockaway, JFK, La
Guardia and Spring Creek are based on final average salary. Ceftain participants may elect to receive the
retirement benefit as a single life annuity or in the form of anfunreduced 75% joint and survivor benefit.

Pre-1988 MTA Long Island Rail Road participants are eligible for a service retirement allowance upon
termination if the participants has either: (a) attained age sixty-five and completed at least’five years of
credited service, or if an employee on January 1, 1988 completed atleast 10 years of credited service, or
(b) attained age fifty and has completed at least 20 years of eredited service. Terminatéd participants who
were not employees on January 1, 1988 with five or more‘years of credited service are eligible for a
deferred vested benefit. Pension benefitsipayable to age 65, where,eligible, are calculated as 2% of the
employee’s applicable final average earnings for,each year of qualifying service up to 25 years plus 1.5%
of applicable final average earning of each ‘year of qualifying service in'€xcess of 25 years. For pension
benefits payable at and after age 65 regardless'of whether benefits commenced before or after the employee
attained age 65, benefits are calculated in the'same manner as'pension benefits payable prior to age 65
except that the amount so_detérmined is reduced byfa percentage of the employee’s annuity (not including
supplemental annuity) value at'age 65 under the Federal Railroad Retirement Act. The reduction of pension
benefits for amountsdayable under the Federal Railroad Retirement Act is 50%.

Death and Disability Benefits —/Invaddition to servyice retirement benefits, participants of the Plan are
eligible to receive, disability retitement allowances’and death benefits. Participants who become disabled
may be eligibletoreceive disability, retirement allowances after 10 years of covered MTA Bus service; 10
years ©Of credited servicenfor covered MTA Metro-North Railroad and MTA Long Island Rail Road
management and represented employeesypCovered MTA Staten Island Railway employees and covered
MTA police participants.

The disability retirement allowance for covered MTA Metro-North Railroad and MTA Long Island Rail
Road managementand represented covered MTA Staten Island Railway employees is calculated based on
the participant’s credited setvice and final average salary (“FAS”) but not less than /5 of FAS. Under the
MTA 20 Year Police Retirement Program, a disabled participant may be eligible for one of three forms of
disability retirement: /(a) ordinary disability which is payable if a participant has ten years of credited
Police service and is calculated based on the participant’s credited Police service and FAS but not less
than 5 of FAS; (b) performance of duty, which is payable if a participant is disabled in the performance
of duty and is 2 of FAS, and (c) accidental disability, which is payable if a participant is disabled as the
result of an on-the-job accidental injury and is % of FAS subject to an offset of Workers’ Compensation
benefits. Pursuant to the MTA Bus programs, the disability benefit is the same as the service retirement
benefit.

Pre -1988 MTA Long Island Rail Road participants who become disabled after accumulating 10 years of
credited service and who meet the requirements as described in the Plan may be eligible to receive a
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disability benefit. Disability pension benefits are based on the participant’s qualified service and a
percentage of final average compensation reduced by the full amount of the disability benefit under the
Federal Railroad Retirement Act. Survivorship benefits for pre-1988 MTA Long Island Rail Road
participants are paid to the spouse when a survivorship option is elected or when an active participant has
not divested their spouse of benefits.

The survivorship benefit is payable at the time of death or when the vested participant would have attained
an eligible age. The amount payable is in the form of an annuity. A lump sum death benefit no greater than
$5,000 (whole dollars) is payable upon death on behalf of a non-vested participant or vested participant
whose pension rights were waived.

Death benefits are paid to the participant’s beneficiary in the event ofithe death of a covered MTA Metro-
North Railroad, post-1987 MTA Long Island Rail Road or MTA¢Staten Island Railway employee after
completion of one year of credited service. The death benefit payable is calculated based on a multiple of
a participant’s salary based on years of credited service up tenthree, years and is'reduced beginning at age
61. There is also a post-retirement death benefit which, inthe 1styear of retirementyis equal to 50% of the
pre-retirement death benefit amount, whichever is greater, 25% the 2nd year and 10%of the death benefit
payable at age 60 for the 3rd and later years. For thePolice 20 YeanRetirement Program, the’death benefit
is payable after ninety days of credited MTA Police setvice, and is equal to three times their salary. For
non-Police groups, this death benefit is payable in a lump sum distribution while for Police, the member
or the beneficiary can elect to have it paid as an annuity. The MTA Police do not have a post retirement
benefit.

In the MSBA Employees’ Pension Plan, there are special spousal benefits payable upon the death of a
participant who is eligible for an early retirement benefit,’or. a normal'service retirement benefit, or who
is a vested participant or vested former participant. To be eligiblessthe spouse and participant must have
been married at least one yeafiatthe time of death./Where the participant was eligible for an early service
retirement benefit or was a vested participant or former participant, the benefit is a pension equal to 40%
of the benefit payable to the participant as if the participant retired on the date of death. Where the
participant was eligible for a normal service retirementsbenefit, the eligible spouse can elect either the
benefit payable as a pension, as deseribed in the prior sentence, or a lump sum payment based on an
actuarially detesmined pension teserve. If thereris'no eligible spouse for this pension reserve benefit, a
benefit isfpayableto the participant’s beneficiary or estate.

Moreover, an accidental'death benefit isgpayable for the death of a participant who is a covered MTA
Metro-North Railroad or post-1987 MTA Long Island Rail Road employee, a covered MTA Staten Island
Railway employee or a covered MTA Police member and dies as the result of an on-the-job accidental
injury. This'death benefit is paid as a pension equal to 50% of the participant’s salary and is payable to the
spouse for life; orpif none, to children until age eighteen (or twenty-three, if a student), or if none, to a
dependent parent.

For MTA Bus employees, there is varied death benefit coverage under the Plan. For all represented and
non-represented MTA Bus employees at Eastchester and Yonkers Depots and represented MTA Bus
employees at Baisley Park, College Point, Far Rockaway, JFK, La Guardia and Spring Creek Depots, if a
participant dies prior to being eligible for a retirement benefit, the participant’s beneficiary may elect to
receive a refund of the participant’s contributions plus interest.

Moreover, the spouses of the above employees who are vested are entitled to a presumed retirement
survivor annuity which is based on a 50% Joint and Survivor annuity. The date as of which such annuity
is determined and on which it commences varies among the different programs depending on whether the
participants are eligible for retirement and for payment of retirement benefits.
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In addition, the spouse of a non-represented MTA Bus employee at Spring Creek, JFK, La Guardia,
Baisley Park and Far Rockaway, if such employee is age 55 and has 15 years of service and is a terminated
member with a vested benefit which is not yet payable, may elect the presumed retirement survivor annuity
or 1/2 the participant’s accrued benefit paid monthly and terminating on the 60 payment or the spouse’s
death. The spouse of a non-represented MTA Bus employee at Yonkers Depot may also receive a pre-
retirement survivor annuity from the supplemental plan. If there is no such spouse, the actuarial equivalent
of such annuity is payable.

Dependent children of MTA Bus employees are also entitled to an annuity based on the spouse’s pre-
retirement survivor annuity (1/2 of the spouse’s annuity is payable to each«hild, but no more than 100%
of the spouse’s annuity is payable). In addition, the dependent childrenfof retizees who were MTA Bus
employees at these Depots are entitled to an annuity based on the presumed retirement survivor’s annuity
(25% of the spouse’s annuity; but no more than 50% of the spouse’s annuity is payable).

Retirement benefits establishment and changes for representéd employees are cellectively bargained and
must be ratified by the respective union and the MTA Board. Fer nonrepresented'employees, retirement
benefits establishment and changes are presented to the¢ MTA Board and must be‘accepted and approved
by the MTA Board.

5. NYCERS —

NYCERS provides three main types ofiwetirement benefits: Service Retirements, Ordinary Disability
Retirements (non-job-related disabilities) and Aecident Disability Retirements (job-related disabilities) to
participants generally based on salary, length\of'serviee, and member Tiers.

The Service Retirement benefits provided to Tier 1 participantsyfallsnto four categories according to the
level of benefits provided andsthe years of servicedequired. Three of the four categories provide annual
benefits of 50% to 55%fof final salary after 20 or 25 years of service, with additional benefits equal to a
specified percentagefer year of service (currently 1:2% to 1.7%) of final salary. The fourth category has
no minimum service requirement and instead provides,am annual benefit for each year of service equal to
a specified percentage (currently 0.7%to 1.53%) of final salary.

Tier 2 pasticipants have provisionsisimilar to Tier 1, except that the eligibility for retirement and the salary
base fot benefits are different and'there is a limitation on the maximum benefit.

Tier 3 participants were later mandated into Tier 4, but could retain their Tier 3 rights. The benefits for
Tier 3 participants are reduced by on€ half of the primary Social Security benefit attributable to service,
and provides for an automatic annual cost-of- living escalator in pension benefits of not more than 3.0%.

Tier 4 participants upon satisfying applicable eligibility requirements may be mandated or elected, as
applicable, into the Basi¢ 62/5 Retirement Plan, the 57/5 Plan, the 55/25 Plan, the Transit 55/25 Plan, the
MTA Triborough Bridge and Tunnel Authority 50/20 Plan, and the Automotive Member 25/50 Plan.
These plans provide ‘annual benefits of 40% to 50% of final salary after 20 or 25 years of service, with
additional benefits equal to a specified percentage per year of service (currently 1.5% to 2%) of final
salary.

Chapter 18 of the Laws of 2012 created Tier 6. These changes increase the retirement age to 63, require

member contributions for all years of service, institute progressive member contributions, and lengthen
the final average salary period from 3 to 5 years.
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NYCERS also provides automatic Cost-of-Living Adjustments (“COLA”) for certain retirees and
beneficiaries, death benefits; and certain retirees also receive supplemental benefits. Subject to certain
conditions, members generally become fully vested as to benefits upon the completion of 5 years of
service.

6. NYSLERS —

NYSLERS provides retirement benefits as well as death and disability benefits. Members who joined
prior to January 1, 2010 need 5 years of service to be fully vested. Members who joined on or after January
1, 2010 need 10 years of service to be fully vested.

Tiers I and 2 —

Eligibility: Tier 1 members generally must be at least age 55 tode eligible for a retirement benefit. There
is no minimum service requirement for Tier 1 members. Generally, Tier 2 members must have 5 years of
service and be at least age 55 to be eligible for a retirement benefit. The age at which full benefits may be
collected for Tier 1 is 55, and the full benefit age for Ti€r?2 is 62.

Benefit Calculation: Generally, the benefit is 1.67% offinal averageisalary for each year of service if the
member retires with less than 20 years. If the member retites'with 20 or'more years of‘service, the benefit
is 2 percent of final average salary for each year of service." Tier 2 members with five or more years of
service can retire as early as age 55 withareduced benefits. Tier 2, members age 55 or older with 30 or
more years of service can retire with no reduction in benefits. As aresult of Article 19 of the RSSL, Tier
1 and Tier 2 members who worked continuously from, April 1, 1999 through October 1, 2000 received an
additional month of service credit for each\year of credited service they have at retirement, up to a
maximum of 24 additional months. Final average salary is théraverage of the wages earned in the three
highest consecutive years of employment. For Tier{l members who joined on or after June 17, 1971, each
year’s compensation uséd in the final average salary calculation is limited to no more than 20 percent
greater than the previous year. For Tier 2 members, each year of final average salary is limited to no more
than 20 percent gréater than the average of the previous.two years.

Tiers 3, 4, and 5. —

Eligibility: Most Tier 3 and 4 members must have 5 years of service and be at least age 55 to be eligible
for a'retirement benefit. ‘Tier,5 membersymist have 10 years of service and be at least age 55 to be eligible
to collectia retirement benefit., The full benefit age for Tiers 3, 4 and 5 is 62.

Benefit Caleulation: Generally, the benefit is 1.67% of final average salary for each year of service if the
member retires with less than 20 years. If a member retires with between 20 and 30 years of service, the
benefit is 2 percent of final average salary for each year of service. If a member retires with more than 30
years of service, an additional benefit of 1.5% of final average salary is applied for each year of service
over 30 years. Tier 3/and 4 members with five or more years of service and Tier 5 members with 10 or
more years of service can retire as early as age 55 with reduced benefits. Tier 3 and 4 members age 55 or
older with 30 or more years of service can retire with no reduction in benefits. Final average salary is the
average of the wages earned in the three highest consecutive years of employment. For Tier 3, 4 and 5
members, each year’s compensation used in the final average salary calculation is limited to no more than
10% greater than the average of the previous two years.

Tier 6 —
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Eligibility: Generally, Tier 6 members must have 10 years of service and be at least age 55 to be eligible
to collect a retirement benefit. The full benefit age for Tier 6 is 63.

Benefit Calculation: Generally, the benefit is 1.67% of final average salary for each year of service if the
member retires with less than 20 years. If a member retires with 20 years of service, the benefit is 1.75%
of final average salary for each year of service. If member retires with more than 20 years of service, an
additional benefit of 2% of final average salary is applied for each year of service over 20 years. Tier 6
members with 10 or more years of service can retire as early as age 55 with reduced benefits. Final average
salary is the average of the wages earned in the five highest consecutive years of employment. For Tier 6
members, each year’s compensation used in the final average salary calculation is limited to no more than
10% greater than the average of the previous four years.

Disability Benefits— Generally, disability retirement benefits are available,to members unable to perform
their job duties because of permanent physical or mental incapacity. There are three general types of
disability benefits: ordinary, performance of duty, and accidental'disability benefits. Eligibility, benefit
amounts, and other rules such as any offsets of other benefits depend on a member’s tier, years of service,
and plan. Ordinary disability benefits, usually one-third of salary, are provided to‘eligible members after
ten years of service; in some cases, they are provided after five yeass of service. For all eligible Tier 1 and
Tier 2 members, the accidental disability benefit is'a pension of 75 percent of final average salary, with an
offset for any Workers’ Compensation benefits received. Thefbenefit for eligible Tier 3, 4, 5 and 6
members is the ordinary disability benefit with the years-of-service eligibility requirement dropped.

Ordinary Death Benefits — Death benefits arépayable upon the ‘death, before retirement, of a member
who meets eligibility requirements as set forth by law. The first $50,0007(whole dollars) of an ordinary
death benefit is paid in the form of group term life insurance. The benefit is generally three times the
member’s annual salary. For most members, there is also a reduced.post-retirement ordinary death benefit
available.

Post-Retirement BenéfitIncreases— A cost-of-living adjustment is provided annually to: (i) all pensioners
who have attained‘age 62 and have been retired for five.years; (ii) all pensioners who have attained age 55
and have been retired for tenyears; (iii)all disability pensioners, regardless of age, who have been retired
for five years;-(iw).recipients of an accidental'death benefit, regardless of age, who have been receiving
such benefit for five years and (v)ithe spouse of a deceased retiree receiving a lifetime benefit under an
optionfelected by the'retiree at retirement. An eligible spouse is entitled to one-half the cost-of-living
adjustment amount that would have beenpaid to the retiree when the retiree would have met the eligibility
criteria. This cost-of-living adjustment is a percentage of the annual retirement benefit of the eligible
member as computed on a'base benefit amount not to exceed $18,000 (whole dollars) of the annual
retirement benefit. The cost-of-living percentage shall be 50 percent of the annual Consumer Price Index
as published by:the,U.S. Bureau of Labor, but cannot be less than 1 percent or exceed 3 percent.

Membership

As of January 1, 2017, January 1, 2016 and January 1, 2015, the dates of the most recent actuarial
valuations, membership data for the following pension plans are as follows:
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Membership at: January 1, 2017 January 1, 2016
MNR Cash Additional Plan  MaBSTOA Plan M A Defined TOTAL
Balance Plan Benefit Plan
Active Plan Members 4 216 8,617 17,670 26,507
Retirees and beneficiaries
receiving benefits 27 5,900 5,468 10,701 22,096
Vested formerly active members
not yet receiving benefits 13 38 998 1,439 2,488
Total 44 6,154 15,083 29,810 51,091
Membership at: January 1, 2016 January 1, 2015
MNR Cash Additional Plan MaBSTOA Plan M 1A Defined TOTAL
Balance Plan Benefit Plan
Active Plan Members 7 282 8,122 17,156 25,567
Retirees and beneficiaries
receiving benefits 27 5,985 5,394 11,382 22,788
Vested formerly active members
not yet receiving benefits 14 53 1,054 1417 2,538
Total 48 6,320 14,570 29,955 50,893

Contributions and Funding Policy
1. Additional Plan —

Employer contributions are actuarially determined on amannual basis and are recognized when due. The
Additional Plan is a defined benefit plan administered by the Bodrd of Pension Managers and is a
governmental plan and accordingly, is not subject tothe funding and other requirements of ERISA.

Upon termination offemployment before retirement, vested participants who have been required to
contribute must chéose to: (1) receive a refund of their own contributions, including accumulated interest
at rates established by the MT A Long Island Railroad’s Board of Managers of Pensions (1.5% in 2016 and
2015), or (2) leave their contributions in thesAdditional Plan until they retire and become entitled to the
pension benefits. Non-vested participants who have been required to contribute will receive a refund of
their own contributions,ncluding accumulated interest at rates established by the MTA Long Island
Railroad’s Board of Managers of Pensions«(1.5% in 2016 and 2015).

Fundingforithe Additional Plan by the¢ MTA Long Island Railroad is provided by MTA. Certain funding
by MTA is‘'made to the MTA Long Island Railroad on a discretionary basis. The continuance of the MTA
Long Island Railread’s funding for the Additional Plan has been, and will continue to be, dependent upon
the receipt of adequate funds.

2. MaBSTOA Plan —

The contribution requirements of MaBSTOA Plan members are established and may be amended only by
the MaBSTOA Board in accordance with Article 10.01 of the MaBSTOA Plan. MaBSTOA’s funding
policy for periodic employer contributions is to provide for actuarially determined amounts that are
designed to accumulate sufficient assets to pay benefits when due. It is MaBSTOA’s policy to fund, at a
minimum, the current year’s normal pension cost plus amortization of the unfunded actuarial accrued
liability.
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The MaBSTOA Pension Plan includes the following plans, including the 2000 amendments which are all
under the same terms and conditions as NYCERS:

(i) Tier | and 2 - Basic Plans;

(ii.) Tier 3 and 4 - 55 and 25 Plan;

(iii.) Tier 3 and 4 - Regular 62 and 5 Plan;
(iv.) Tier4 -57 and 5 Plan

(v.) Tier 6 - 55 and 25 Special Plan

(vi.) Tier 6 - Basic 63 and 10 Plan

For employees, the MaBSTOA Plan has both contributory and noncontfibutory, requirements depending
on the date of entry into service. Employees entering qualifying service on or before July 26, 1976, are
noncontributing (Tiers 1 and 2). Certain employees entering qualifying sexvice on or after July 27, 1976,
are required to contribute 3% of their salary (Tiers 3 and 4).

In March 2012, pursuant to Chapter 18 of the Laws of 2012, individuals joinhing NYCERS or the
MaBSTOA Pension Plan on or after April 1, 2012 aresubject to the provisions of Tier 6. The highlights
of Tier 6 include:

 Increases in employee contribution rates. The rate varies depending on salary, fanging from 3% to
6% of gross wages. Contributions are made until retirement or separation from service.

* The retirement age increases to 63 and includes early retirement penalties, which reduce pension
allowances by 6.5 percent for each year of retitement prior to age 63.

* Vesting after 10 years of credited service; incréased frompdyyears of credited service under Tier 3
and Tier 4.

» Adjustments of the Pension Multiplier for calculating pension benefits (excluding Transit Operating
Employees): the multiplier will be 1.75% for thexfirst 20 years of service, and 2% starting in the 21st
year; for an employee who works;30 years, theirpension will be 55% of Final Average Salary under
Tier 4,instead of 60% percent under Tier 4:

* Adjustments to the Final Average Salary Calculation; the computation changed from an average of
the final 3 years to'an average of the'final 5 years. Pensionable overtime will be capped at $15,000
dollars per year plus an inflation factor.

» Pension buyback in Tier 6 will be at a rate of 6% of the wages earned during the period of buyback,
plus 5% compounded annually from the date of service until date of payment.

Pursuant to Section 7.03 of the MaBSTOA Plan, active plan members are permitted to borrow up to 75%
of their contributiong with interest. Their total contributions and interest remain intact and interest
continues to accrue on the full balance. The participant’s accumulated contribution account is used as
collateral against the loan.

3. MNR Cash Balance Plan —
Funding for the MNR Cash Balance Plan is provided by MTA Metro-North Railroad, a public benefit

corporation that receives funding for its operations and capital needs from the MTA and the Connecticut
Department of Transportation (“CDOT”). Certain funding by MTA is made to the MTA Metro-North
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Railroad on a discretionary basis. The continuance of funding for the MNR Cash Balance Plan has been,
and will continue to be, dependent upon the receipt of adequate funds.

MTA Metro-North Railroad’s funding policy with respect to the MNR Cash Balance Plan was to
contribute the full amount of the pension benefit obligation (“PBO”) of approximately $2,977 to the trust
fund in 1989. As participants retire, the Trustee has made distributions from the MNR Cash Balance Plan.
MTA Metro-North Railroad anticipated that no further contributions would be made to the MNR Cash
Balance Plan. However, due to changes in actuarial assumptions and market performance, additional
contributions were made to the MNR Cash Balance Plan in several subsequent years.

4. MTA Defined Benefit Plan —

Employer contributions are actuarially determined on an annualdbasis. Amounts recognized as receivables
for contributions include only those due pursuant to legal tequirements. Employee contributions to the
MTA Defined Benefit Plan are recognized in the period im'which.the contributionsiare due. There are no
contributions required under the Metropolitan Suburbaf Bus Authority Employee®s Pension Plan.

The following summarizes the employee contributions made to the MT A Defined Benefit Plan:

Effective January 1, 1994, covered MTA Metro-North Railroad and MTA Long Island Railroad non-
represented employees are required to ‘Contribute to the MTA Plan to the extent that their Railroad
Retirement Tier II employee contribution is less,than the pre-tax costiof the 3% employee contributions.
Effective October 1, 2000, employee contributionsjyif any, were eliminated after ten years of making
contributions to the MTA Plan. MTA Metro-North Railroad employees may purchase prior service from
January 1, 1983 through December 31, 1993 and MTA Long Island Railroad employees may purchase
prior service from Januarysl§eh988 through December 31, 1993 by paying the contributions that would
have been required of that employee for the years in question, calculated as described in the first sentence,
had the MTA Plan béen.in effect for those years.

Police Officers who becomeparti¢ipants of the MTA Police Program prior to January 9, 2010 contribute
to that programsat,various rates.Police Officersswho become participants on or after January 9, 2010, but
before Aptil 1, 2012 contribute 3%, up to the completion of 30 years of service, the maximum amount of
service credit allowed. Police Officers who become participants on or after April 1, 2012 contribute 3%,
with additional new rates starting Aprily2013, ranging from 3.5%, 4.5%, 5.75%, to 6%, depending on
salarylevel, for their remaining years of service.

Covered MTA Metro-North Railroad represented employees and MTA Long Island Railroad represented
employees who first became gligible to be MTA Plan participants prior to January 30, 2008 contribute 3%
of salary. MTA" Staten I§land Railway employees contribute 3% of salary except for represented
employees hired on or after June 1, 2010 who contribute 4%. MTA Long Island Railroad represented
employees who became participants after January 30, 2008 contribute 4% of salary. For the MTA Staten
Island Railway employees, contributions are not required after the completion of ten years of credited
service. MTA Long Island Railroad represented employees are required to make the employee
contributions for ten years, or fifteen years if hired after certain dates in 2014 as per collective bargaining
agreements. Certain Metro-North represented employees, depending on their collective bargaining
agreements, are required to make the employee contributions until January 1, 2014, January 1, 2017,
September 30, 2017, or the completion of required years of credited service as per the relevant collective
bargaining agreements.

-61 -

Master Page # 89 of 588 - Audit Committee Meeting 4/23/2018



Covered MTA Bus represented employees and certain non-represented employees are required to
contribute a fixed dollar amount, which varies, by depot. Currently, non-represented employees at certain
Depots, contribute $21.50 (whole dollars) per week. Non-represented employees at Eastchester hired prior
to 2007 contribute $25 (whole dollars) per week. Represented employees at Baisley Park, College Point,
Eastchester, Far Rockaway, JFK, LaGuardia and Yonkers Depots contribute $29.06 (whole dollars) per
week; Spring Creek represented employees contribute $32.00 (whole dollars) per week. Certain limited
number of represented employees promoted prior to the resolution of a bargaining impasse continue to
participate in the MTA Defined Benefit Plan that was in effect before their promotion. Certain MTA Bus
non-represented employees who are formerly employed by the private bus companies (Jamaica, Green,
Triboro and Command) at Baisley Park, Far Rockaway, JFK, LaGuardiaand Spring Creek Depots who
are in the pension program covering only such employees make no contributions to the program. (Note:
the dollar figures in this paragraph are in dollars, not in millions of dollars).

MTA Bus is required to make significant annual contributions to the MTA Plan on a current basis.
Pursuant to the January 1, 2014 and January 1, 2013 actuarial#zaluations for the MT A Plan, which included
amounts for actuarial assets and liabilities relating to bothd@ctive'and retired members for most portions of
the former private plans (excepting, for example, members of the Transport Workers binion— New York
City Private Bus Lines Pension Trust who were working,on schoolbus routes which'didmoet become part
of MTA Bus service), MTA Bus recorded pension expense equal, to the valuation annual required
contribution of $44.3 and $45.9 for the years ended December 31, 2016 and 2015, respectively. Both of
these employer contributions were paid to the MTA Plan in theirrespective years.

5. NYCERS —

NYCERS funding policy is to contribute statutorily-requited contributions (“Statutory Contributions”),
determined by the Chief Actuary for the New Y orkCity Retirement Systems, in accordance with State
statutes and City laws, and'are'generally funded by employers)within the appropriate Fiscal Year. The
Statutory Contributions‘are determined under the Qne-Year Lag Methodology (“OYLM”). Under OYLM,
the actuarial valuation date is used for calculating the Employer Contributions for the second following
Fiscal Year. Statutory Contributions are determined anmtially to be an amount that, together with member
contributions and investmentincome, provides for NYCERS’ assets to be sufficient to pay benefits when
due.

Member contributions-are)established by .law. NYCERS has both contributory and noncontributory
requirements, with retirement age varying from 55 to 70 depending upon when an employee last entered
qualifying service.

In general, Tierhl and Tier 2 member contribution rates are dependent upon the employee’s age at
membership andretirement plan election. In general, Tier 3 and Tier 4 members make basic contributions
of 3.0% of salary, regardless of age at membership. Effective October 1, 2000, in accordance with Chapter
126 of the Laws of 2000, these members, except for certain Transit Authority employees enrolled in the
Transit 20-Year Plan; are not required to make basic contributions after the 10th anniversary of their
membership date or completion of ten years of credited service, whichever is earlier. In addition, members
who meet certain eligibility requirements will receive one month’s additional service credit for each
completed year of service up to a maximum of two additional years of service credit. Effective December
2000, certain Transit Authority Tier 3 and Tier 4 members make basic member contributions of 2.0% of
salary, in accordance with Chapter 10 of the Laws of 2000. Certain Tier 2, Tier 3 and Tier 4 members who
are participants in special retirement plans are required to make additional member contributions of 1.85%,
in addition to their base membership contribution. Tier 6 members are mandated to contribute between

-62 -

Master Page # 90 of 588 - Audit Committee Meeting 4/23/2018



3.0% and 6.0% of salary, depending on salary level, until they separate from City service or until they
retire.

NYCERS established a “special program” for employees hired on or after July 26, 1976. A plan for
employees, who have worked 20 years, and reached age 50, is provided to Bridge and Tunnel Officers,
Sergeants and Lieutenants and Maintainers. Also, an age 57 retirement plan is available for all other such
MTA Bridges and Tunnels employees. Both these plans required increased employee contributions.

Certain retirees also receive supplemental benefits from MTA Bridges and Tunnels. Certain participants
are permitted to borrow up to 75% of their own contributions including accumulated interest. These loans
are accounted for as reductions in such participants’ contribution&ccounts. Upon termination of
employment before retirement, certain members are entitled to a#€funds of their own contributions,
including accumulated interest, less any outstanding loan balances.

MTA New York City Transit and MTA Bridges and Tunnéls are required to'contribute at an actuarially
determined rate. The contribution requirements of plans members; MTA New Yotk City Transit and MTA
Bridges and Tunnels are established and amended bydaw.

6. NYSLERS —

Employer Contributions - Under the authority of the RSSL, the Comptroller annually certifies the
actuarially determined rates expressly used in,computing the employers’ contributions based on salaries
paid during the NYSLERS fiscal year ending Juné»30.

Member Contributions - NYSLERS is nonconttibutory exceptifor employers who joined the plan after
July 27, 1976. Generally, Tier 3, 4, and 5 membersanust contribute 3% of their salary to NYSLERS. As
a result of Article 19 of the'RSSLjeligible Tier 3tand 4 employees, with a membership date on or after
July 27, 1976, who have ten or more years of membership or credited service with NYSLERS, are not
required to contribute. Members cannot be required te begin making contributions or to make increased
contributions beyond what was required when membership began. For Tier 6 members, the contribution
rate varies from 3% to 6% depending on salary. Generally, Tier 5 and 6 members are required to
contributefor all years of service:

MTAHQ, MTA Capital Construction and MTA Long Island Bus are required to contribute at an actuarially
determined rate.

A summaryof the aggregate actual contributions made to each pension plan and the respective contribution
rates as a percent of covered payroll for the years ended December 31, 2017 and 2016 are as follows:
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Year-ended December 31, 2017 2016

Actual Employer ~ Contributions as a percentage Actual Employer ~ Contributions as a percentage
($ in millions) Contributions of covered payroll Contributions of covered payroll
Additional Plan $ 215 1080.62% $ 151.1 515.49%
MaBSTOA Plan 202.7 27.04% 220.7 30.80%
MNR Cash Balance Plan - F 0.00% - 2.68%
MTA Defined Benefit Plan 3219 17.33% 280.8 15.73%
NYCERS 800.9 21.25% 797.9 22.64%
NYSLERS 14.0 13.46% 13.0 13.69%
Total $ 1,561.0 $ 1,463.5

* MNR Cash Balance Plan's actual employer contribution for the years ended December 31, 2017 and 2016
was $0 thousand and $23 thousand, respectively.

Net Pension Liability

The MTA’s net pension liabilities for each of the pefision plans reported at December 31, 2017 and
December 31, 2016 were measured as of the fiscal year-end date$\for each respective pension plan. The
total pension liabilities used to calculate those ‘net pemsion liabilities were determined by actuarial
valuations as of each pension plan’s valuation date, and rollediforward to the respective year-ends for each
pension plan. Information about the fiduciary net position of each qualified pension plan’s fiduciary net
position has been determined on the samé&basis as reported by eachirespective qualified pension plan. For
this purpose, benefits and refunds are recognized when due and payable in accordance with the terms of
the respective qualified pension plan, and‘investments are reported at'fair value. The following table
provides the measurement and valuation dates used by‘eachypension planto calculate the MTA’s aggregate
net pension liability.

Year ended December 34, 2017 2016
Plan Plan

Measure ment Plan Valuation Measurement Plan Valuation
Pension Plan Date / Date Date Date
Additional Plan December 31,2016  January 1,2016 ~ December 31,2015  January 1, 2015
MaBSTOA Plan December 31,2016  January 1, 2016 December 31,2015  January 1, 2015
MNR(Cash Balance Plan December31,2016  January 1,2017  December 31,2015  January 1, 2016
MTA Defined Benefit Plan December 31,2016  January 1,2016 ~ December 31,2015  January 1, 2015
NYCERS June 30,2017 June 30, 2015 June 30, 2016 June 30, 2014
NYSLERS March 31, 2017 April 1, 2016 March 31, 2016 April 1, 2015

Pension Plan Fiduciary Net Position

Detailed information about the fiduciary net position of the Additional Plan, MaBSTOA Plan, MNR Cash
Balance Plan, MTA Defined Benefit Plan, NYCERS plan and the NYSLERS plan is available in the
separately issued pension plan financial reports for each respective plan.
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Actuarial Assumptions

The total pension liabilities in each pension plan’s actuarial valuation dates were determined using the following actuarial assumptions for each
pension plan, applied to all periods included in the measurement date:

Valuation Date:

Additional Plan

MaBS TOA Plan

MNR Cash Balance Plan

January 1, 2016

January 1, 2015

January 1, 2016

January 1,2015

January 1, 2017

January 1, 2016

Investment Rate of Return

Salary Increases

Inflation

Cost-of Living Adjustments

Valuation Date:

7.00% per annum, net of
investment expenses.

3.00%

2.50%; 3.50% for Railroad
Retirement Wage Base.

Not applicable

7.00% per annum, net of
investment expenses.

3.00%

2.50%; 3.50% for Railroad
Retirement Wage Base.

Not applicable

MTA Defined Benefit Plan

7.00% per annum, net of
investment expenses.

Reflecting general wagefmerit
and promotion increases of
3.5% for operating employ.ces
and 4.0% for non- op erating
employees per year. Larger:
increases are assumed in the
first 5 years of a member's
career.

2.50%.

1.375% per annum.

7.00% per annum, net of
investment expenses.

In general, merit and promotion
increases plus assumed general
wage increases of 3.5% to
15.0% for op erating emp loy ees
and 4.0% to 7.0% for non-
operating employees per year,
depending on years of service.

2.50%:

1.375% pefrannum.

NYCERS

4.00% per annum, net of
investment expenses.

Not applicable

2.30%

Not applicable

4.00% per annum, net of
investment expenses.

Not applicable

2.30%

Not applicable

NYSLERS

January 1, 2016

January 1, 2015

June 30,2015

June 30, 2014

April 1, 2016

April 1, 2015

Investment Rate of Return

Salary Increases

Inflation

Cost-of Living Adjustments

7.00% per annum, net of
investment expenses.

Varies by years of employment,
and emp loy ee group; 3.0%
General Wage dnncreases for TWU
MTA Bus hourly employ.ees.

2.50%; 3.50% for Railroad:
Retirement Wage Base.

55% of inflation assumption or
1.375%, if applicable.

7.00% per annumynet of
investment expenses.

Varies by years of

emp loy ment, and emp loy ee
group; 3.5% for MTA Bus
hourly employees.

2.50%; 3.50% for Railroad
Retirement Wage Base.

55% ofhinflation assumption or
1.375%, if applicable.

7.00% per annum, net of

expenses. 4

In general, merit and promotion
increases plus assumed General
‘Wage increases of 3.0% per
year.

2.50%

1.5% per annum for Tiers 1, 2,
4 and certain Tier 3 and Tier 6
retirees. 2.5% per annum for
certain Tier 3 and Tier 6
retirees.
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7.00% per annum, net of
expenses.

In general, merit and promotion
increases plus assumed General
Wage increases of 3.0% per
year.

2.50%

1.5% per annum for Tiers 1, 2,
4 and certain Tier 3 and Tier 6
retirees. 2.5% per annum for
certain Tier 3 and Tier 6
retirees.

7.00% per annum, including
inflation, net of investment
expenses.

3.8% in ERS, 4.5% in PFRS

2.50%

1.30% per annum.

7.00% per annum, including
inflation, net of investment
expenses.

3.8% in ERS, 4.5% in PFRS

2.50%

1.30% per annum.



Mortality
Additional Plan / MaBSTOA Plan/ MNR Cash Balance Plan and MTA Defined Benefit Plan:

The actuarial assumptions used in the January 1, 2017, 2016, and 2015 valuations for the MTA plans are
based on January 1, 2006 through December 31, 2011 experience study dated June 5, 2014. Mortality
assumption is based on a 2012 experience study for all MTA plans. The pre-retirement and post-retirement
healthy annuitant rates are projected on a generational basis using Scale AA, as recommended by the
Society of Actuaries Retirement Plans Experience Committee. As generational tables, they reflect
mortality improvements both before and after the measurement date.

Pre-retirement: The MTA plans utilized RP-2000 Employee Mortality Table for Males and Females with
Blue collar adjustments.

Post-retirement Healthy Lives: Assumption utilized 95% of RP-2000 Healthy, Annuitant mortality table
for males with Blue Collar adjustments and 116% of thefrates from the RP-2000 Healthy Annuitant
mortality table for females.

Post-retirement Disabled Lives: Assumption utilized 75% of the rates from the “RP=2000 Disabled
Annuitant mortality table for males and females. At age 85,and latersfor males and age 77 and later for
females, the disability rates are set to the male and female healthy rates, respectively. This assumption
was not applicable for the Additional Plan and the MNR Cash'‘Balance Plan.

NYCERS:

Pursuant to Section 96 of the New York City Charter, an independent actuarial firm conducts studies of
the actuarial assumptions used to value liabilities of the NYCERS pension plan every two years. In
accordance, with the Administrative Code of the €ity of New York (“ACNY”), the Board of Trustees of
NYCERS are to periodically review, and adopt actuarial assumptions as proposed by the Actuary for use
in the determinationfof Employer Contributions.

Mortality tables for service and/disability pensioners were developed from experience studies of the
NYCERS PlanznFhe mortality tables for beneficiaries were developed from an experience review.

The actuarial assumptionsiused in‘theyJune 30, 2015 and June 30, 2014 valuations are based, in part, on
thedGRS report, on published studies ofimortality improvement, and on input from the NYC’s outside
consultants,and auditors, the Actuary proposed, and the Board of Trustees of NYCERS adopted, new post-
retirement mortality tables for use in determining employer contributions beginning in Fiscal Year 2016.
The new tables of post-retirement are based primarily on the experience of NYCERS and the application
of the Mortality Improvement Scale MP-2015, published by the Society of Actuaries in October 2015.
Scale MP-2015 replaced Mortality Improvement Scale AA.

NYSLERS:

The actuarial assumptions used in the April 1, 2016 and April 1, 2015 valuations are based on the results
of an actuarial experience study for the period April 1, 2010 through March 31, 2015. The annuitant
mortality rates are based on the results of the 2015 experience study of the period April 1, 2010 through
March 31, 2015, with adjustments for mortality improvement based on the Society of Actuaries’ Scale
MP-2014.
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Expected Rate of Return on Investments

The long-term expected rate of return on pension plan investments for each pension plan is presented in
the following table.

Pension Plan Plan Measurement Date Rate
Additional Plan December 31, 2016 7.00%
MaBSTOA Plan December 31, 2016 7.00%
MNR Cash Balance Plan December 31, 2016 4,00%
MTA Defined Benefit Plan December 31, 2016 7.00%
NYCERS June 30, 2017 7.00%
NYSLERS March 31, 2017 7.00%

For the Additional Plan, MaBSTOA Plan, MNR Cash Balance Plan, MTA Defined Benefit Plan, NYCERS
plan and NYSLERS plan, the long-term expected ratef return on investments was)determined using a
building-block method in which best-estimate rangés of expected future real rates ofireturn (expected
returns, net of plan investment expense and inflation). are. developed for each majorasset class. These
ranges are combined to produce the long-term expected rate,ofaeturn*by weighting the expected future
real rates of return by the target asset allocation percentage and by adding expected inflation.

The target asset allocation of each of the fundsrand the expected real rate of returns (“RROR”) for each of
the asset classes are summarized in the following tables for each of the penSion plans:

Additional Plan MaBSTOA Plan
Long-Term Long-Term
Target Asset. Expected Real Target Asset  Expected Real

Asset Class Allocation Rate of Return Allocation Rate of Return

US Core Fixed Income 10.00% 1.67% 10.00% 1.67%
US High Yield Bonds 8.00% 5.04% 8.00% 5.04%
Global Bonds 10.00% 0.28% 10.00% 0.28%
Emerging Markets'Bonds 3.00% 3.78% 3.00% 3.78%
US Large Caps 10.00% 4.80% 10.00% 4.80%
US Small Caps 5.50% 6.06% 5.50% 6.06%
Global Equity 10.00% 5.49% 10.00% 5.49%
Féreign Developed Equity 10.00% 6.06% 10.00% 6.06%
Emerging Markets Equity 3.50% 8.39% 3.50% 8.39%
Global REITs 5.00% 5.77% 5.00% 5.77%
Private Real Estate Property 3.00% 3.64% 3.00% 3.64%
Private Equity 7.00% 8.99% 7.00% 8.99%
Hedge Funds - MultiStrategy 15.00% 3.45% 15.00% 3.45%

100.00% 100.00%
Assumed Inflation - Mean 2.50% 2.50%
Assumed Inflation - Standard Deviation 1.85% 1.85%
Portfolio Nominal Mean Return 7.03% 7.03%
Portfolio Standard Deviation 11.54% 11.54%
Long Term Expected Rate of Return selected by MTA 7.00% 7.00%
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MTA Defined Benefit Plan MNR Cash Balance Plan

Long-Term Long-Term

Target Asset  Expected Real Target Asset  Expected Real
Asset Class Allocation Rate of Return Allocation Rate of Return
US Core Fixed Income 10.00% 1.67% 100.00% 1.17%
US High Yield Bonds 8.00% 5.04%
Global Bonds 10.00% 0.28%
Emerging Markets Bonds 3.00% 3.78%
US Large Caps 10.00% 4.80%
US Small Caps 5.50% 6.06%
Global Equity 10.00% 5.49%

Foreign Developed Equity 10.00% 6.06%
Emerging Markets Equity 3.50%
Global REITs 5.00%
Private Real Estate Property 3.00%
Private Equity 7.00%
Hedge Funds - MultiStrategy 15.00%
100.00%

Assumed Inflation - Mean

Assumed Inflation - Standard Deviation

Portfolio Nominal Mean Return

Portfolio Standard Deviation

Long Term Expected Rate of Return selected by MTA

NYSLERS

NYCERS

Long-Term
et Asset  Expected Real

Asset Class Allocation Rate of Return
U.S. Public Market Equities 36.00% 4.55%
International Public Market Equiti 14.00% 6.35%
Emerging Public Market Equi % 0.00% 0.00%
Private Market Equities 8.10% 10.00% 7.75%
Fixed Income 3.00% 17.00% 1.31%
4.70% 3.00% 5.54%
10.00% 5.80%
2.00% 4.00%
3.00% 5.89%
1.00% -0.25%
4.00% 1.50%

100.00% 100.00%

2.50% 2.50%
Long Term Expected 7.00% 7.00%
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Discount Rate

The discount rate used to measure the total pension liability of each pension plan is presented in the
following table:

Discount Rate

Year ended December 31, 2017 2016
Plan Measurement Rate Plan Measurement Rate

Pension Plan Date Date

Additional Plan December 31, 2016 7.00% December 31, 2015 7.00%
MaBSTOA Plan December 31, 2016 7.00% Deeember 31, 2015 7.00%
MNR Cash Balance Plan December 31, 2016 4.00% December 31, 2015 4.00%
MTA Defined Benefit Plan December 31, 2016 7.00% December 31, 2015 7.00%
NYCERS June 30, 2017 7.00% June 30, 2016 7.00%
NYSLERS March 31, 2017 7.00% March 31, 2016 7.00%

The projection of cash flows used to determine the discount rate assumed that employee contributions will
be made at the rates applicable for each pension plan andthat employer contributions will be made at the
rates determined by each pension plan’s actuary. Based on those assumptions, €ach pension plan’s
fiduciary net position was projected to be available tofmake all projected future benefitpayments of current
and inactive plan members. Therefore, the long-term expected rate'of return on pension plan investments
was applied to all periods of projected benefit payments to.determine the total pensionliability.

Changes in Net Pension Liability — Additional Plan, MaBSTOA Plan, MNR Cash Balance Plan and the
MTA Defined Benefit Plan

Changes in the MTA’s net pension liability forthe Additional Plan, MaBSTOA Plan, MNR Cash Balance
Plan and the MTA Defined Benefit Plan for the year@nded December 31, 2017, based on the December
31, 2016 measurement dategrand,for the year endedDecember 31,2016, based on the December 31, 2015
measurement date, wer€ as follows:

Additional Plan MaBSTOA Plan
Total Plan Net Total Plan Net
Pension Fiduciary Pension Pension Fiduciary Pension
Liability Net Position Liability Liability Net Position Liability
(in thousands)
Balance as of De¢émber 31, 2015 $ 1562251 $ 726,198 $ 836,053 $ 3391989 $ 2292316 $ 1,099,673
Changes forfiscalyear 2016:
Service Gost 2,752 - 2,752 82,075 82,075
Interest on total pension liability 104,093 - 104,093 236,722 236,722
Effect of economic /demographic (gains) -
or losses 15,801 - 15,801 13,784 - 13,784
Benefit payments (158,593) (158,593) - (187,823) (187,823) -
Administrative expense - 611) 611 - (186) 186
Member contributions 884 (884) 18,472 (18,472)
Net investment income 58,239 (58,239) 212,259 (212,259)
Nonemployer contributions 70,000 (70,000) - -
Employer contributions - 81,100 (81,100) - 220,697 (220,697)
Balance as of December 31, 2016 $ 1526304 § 777217 § 749,087 $ 3,536,747 $§ 2555735 $ 981,012
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Additional Plan MaBSTOA Plan
Total Plan Net Total Plan Net
Pension Fiduciary Pension Pension Fiduciary Pension
Liability Net Position Liability Liability Net Position Liability
(in thousands)
Balance as of December 31, 2014 $ 1,602,159 $ 782,852 $ 819,307 $ 3,331,464 $ 2,265,293 $ 1,066,171
Changes for fiscal year 2015:
Service Cost 3,441 - 3,441 77,045 - 77,045
Interest on total pension liability 106,987 - 106,987 232,405 - 232,405
Effect of economic /demographic (gains) -
or losses 6,735 - 6,735 (68,997) - (68,997)
Benefit payments (157,071) (157,071) - (179,928) (179,928) -
Administrative expense - (1,218) 1,218 (88) 88
Member contributions - 1,108 (1,108) 16,321 (16,321)
Net investment income - 527 (527) (24,163) 24,163
Employer contributions - 100,000 (100,000) 214,881 (214,881)
Balance as of December 31, 2015 $ 1,562,251 § 726,198 § $ 2292316 § 1,099,673
MNR Cash Balance Plan Defined Benefit Plan
Total Plan Net
Pension Fiduciary Pension Pension
Liability Net Position Liability Liability
Balance as of December 31, 2015 $ 634 $ $ 1,290,169
Changes for fiscal year 2016:
Service Cost - - 138,215 - 138,215
Interest on total pension liability 24 308,009 - 308,009
Effect of plan changes - 73,521 - 73,521
Effect of economic / demographic (gains)
or losses (15) - 86,809
Effect of assumption changes or inputs - - -
Benefit payments (209,623) -
Administrative expense - (3,051) 3,051
Member contributions - 29,392 (29,392)
Net investment income 16 - 247,708 (247,708)
Employer contributions (23) - 280,768 (280,768)
Balance as of December 31, 2016 8) $ 4,761,877 $ 3,419,971 $ 1,341,906
MTA Defined Benefit Plan
Net Total Plan Net
Fidu Pension Pension Fiduciary Pension
Net Position Liability Liability Net Position Liability
(in thousands)
Balance as e } 698 $ 12 $ 4,099,738 $ 3,065,220 $1,034,518
Changes for fisca
Service Cost - - 124,354 - 124,354
Interest on total pension Ii 29 - 29 288,820 - 288,820
Effect of plan changes - - - 6,230 - 6,230
Effect of economic / demographt
or losses (10) - (10) 121,556 - 121,556
Effect of assumption changes or inputs 18 - 18 (76,180) - (76,180)
Benefit payments (113) (113) - (199,572) (199,572) -
Administrative expense - 3 3) - (1,962) 1,962
Member contributions - - - - 34,519 (34,519)
Net investment income - 6 (6) - (45,122) 45,122
Employer contributions - 18 (18) - 221,694 (221,694)
Balance as of December 31, 2015 $ 634 $ 612 $ 22 $ 4,364,946 $ 3,074,777 $ 1,290,169
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Sensitivity of the Net Pension Liability to Changes in the Discount Rate

The following presents the MTA’s net pension liability calculated for the Additional Plan, MaBSTOA
Plan, MNR Cash Balance Plan and the MTA Defined Benefit Plan using the discount rate as of each
measurement date, as well as what the net pension liability would be if it were calculated using a discount
rate that is 1-percentage point lower or 1-percentage point higher than the actual discount rate used for
each measurement date:

Measurement Date: December 31, 2016 December 31, 2015

1% Decrease  Discount Rate 1% Increase 1% Decrease  Discount Rate 1% Increase

(6.0%) (7.0%) (8.0%) (6.0%) (7.0%) (8.0%)
(in thousands) (in thousands)
Additional Plan $ 871350 $§ 749087 $§ 642973 _$ 1963427 § 1836,053 § 7250673
MaBSTOA Plan 1,376,916 981,012 643,826 1,480,961 1,099,673 775,092
MTA Defined Benefit Plan 1,936,639 1,341,906 840,176 1,835,699 1,290,169 830,112

1% Decrease Discount Rate 1% Increasen, 1% Decrease Discount Rate ) 1% Increase
(3.0%) (4.0%) (5.0%) (3.0%) (4.0%) (5.0%)
(in whole dollars) (in whole dollars)
MNR Cash Balance Plan $ 25,200 $ (7899) $ (37092) $ 60,689 $ 21,847 $  (12,361)

The MTA’s Proportion of Net Pension Liability <~ INYCERS and NYSLERS

The following table presentsithe MTA’s proportionate share of the net pension liability of NYCERS based
on the June 30, 2015 and June 30, 2014 actuarial valuations, rolled forward to June 30, 2017 and June 30,
2016, respectively, and the proportion percentage ‘of the aggregate net pension liability allocated to the

MTA:
NYCERS
June 30,2017 June 30, 2016
($ in thousands)
MTA's proportion of the net pension lability 24.096% 23.493%

MTA's proportionate share of the net pension liability $ 5,003,811 $ 5,708,052

The following,table presents the MTA’s proportionate share of the net pension liability of NYSLERS
based on the Aprtil 1, 2016 and April 1, 2015 actuarial valuations, rolled forward to March 31, 2017 and

March 31, 2016, respectively, and the proportion percentage of the aggregate net pension liability allocated
to the MTA:

NYSLERS
March 31, 2017 March 31, 2016
($ in thousands)
MTA's proportion of the net pension liability 0.311% 0.303%

MTA's proportionate share of the net pension liability $ 29,239 $ 48,557

The MTA’s proportion of each respective Plan’s net pension liability was based on the MTA’s actual
required contributions made to NYCERS for the plan’s fiscal year-end June 30, 2017 and 2016 and to
NYSLERS for the plan’s fiscal year-end March 31, 2017 and 2016, relative to the contributions of all
employers in each plan.
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Sensitivity of the MTA’s Proportionate Share of the Net Pension Liability to Changes in the Discount Rate

The following presents the MTA’s proportionate share of the net pension liability for NYCERS and
NYSLERS calculated using the discount rate as of each measurement date, as well as what the
proportionate share of the net pension liability would be if it were calculated using a discount rate that is
1-percentage point lower or 1-percentage point higher than the actual discount rate used as of each

measurement date ($ in thousands):

Measurement Date: June 30, 2017

June 30, 2016

Discount Rate
(7.0%)

1% Decrease
(6.0%)

1% Increase

(8.0%)

1% DecCrease

_A6.0%)

1% Increase
(8.0%)

Discount Rate
(7.0%)

NYCERS $ 7231780 $ 5,003,811 §

Measurement Date: March 31, 2017

3,046,531

$ 7,826,325

§ 5708052 $ 3933870

March 31, 2016

Discount Rate
(7.0%)

1% Decrease
(6.0%)

1% Increase

(8.0%)

1% Decrease

(6.0%)

1% Increase
(8.0%)

Discount Rate
(7.0%)

NYSLERS $ 93385 § 2923978

(24,995)

§ 109494

$ 48557 $  (2931)

Pension Expense, Deferred Outflows of Resources and Deferred Iniflows of Resources Related to Pensions

For the years ended December 31, 2017 andy2016, the MTA recognized pension expense related to each

pension plan as follows (in $ thousands):

December 31, December 31,
Pension Plan 2017 2016
Additional Plan $ 84,583 $ 78,604
MaBSTOA¢Plan 156,302 159,377
MNR Cash Balanee plan (10) 4
MTA Defined Benefit Plan 346,535 239,927
NYCERS 595,905 691,210
NYSLERS 17,486 17,880
Total $ 1,200,801 $ 1,187,002

For the years ended December 31, 2017 and 2016, the MTA reported deferred outflow of resources and

deferred inflow: of resources for each pension plan as follows (in $ thousands):
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For the Year Ended
December 31,2017

Differences between expected
and actual experience

Changes in assumptions

Net difference between projected
and actual earnings on pension
plan investments

Changes in proportion and
differences between
contributions and proportionate
share of contributions

Employer contributions to the plan
subsequent to the measurement
of net pension liability

Total

For the Year Ended
December 31, 2017

Differences between expected
and actual experience

Changes in assumptions

Net difference between projected
and actual earnings on pension
plan investments

Changes in proportion and
differences between
contributions and proportionate
share of contributions

Employer contributions to the plan,
subsequent to the measuremerit
of net pension liability

Total

For the Yeat Ended
December 31, 2016

Differences between expected
and actual experience

Changes in assumptions

Net difference between projected
and actual earnings on pension
plan investments

Changes in proportion and
differences between
contributions and proportionate
share of contributions

Employer contributions to the plan
subsequent to the measurement
of net pension liability

Total

Additional Plan MaBSTOA Plan MNR Cash Balance Plan MTA Defined Benefit Plan
Deferred Deferred Deferred Deferred Deferred Deferred Deferred Deferred
Outflows of Inflows of Outflows of Inflows of Outflows of Inflows of Outflows of Inflows of
Resources Resources Resources Resources Resources Resources Resources Resources

$ - $ - $ 11,663 $ 47891  § - $ 167,897 -
- - - - 56,647
32,500 88,414 - 20 4 171,591 -
- - 6,386 6,386
221,523 202,684 - - 321,360 -
§ 254023 § - § 302,761 § 47891 § 20 8 4§ 667734 8 63,033
NYCERS NYSLERS TOTAL
Deferred Deferred Deferred Deferred Deferred Deferred
Outflows of Inflows of Outflows of Inflows of Outflows of Inflows of
Resources Resources Resources Resources Resources Resources
$ - $ 133,514 $ 733§ 4,440 $ 180,293  § 185,845
246,670 - 9,989 - 256,659 56,647
R 204,459 5,840 - 298,364 204,463
119,738 26,449 2,631 132 128,755 32,967
419,367 - 13,969 - 1,179,403 -
$ 785,775  $ 364,422 $ 33,162 $ 4,572 $ 2043474 § 479,922
Additional Plan MaBSTOA Plan MNR Cash Balance Plan MTA Defined Benefit Plan
Deferred Deferred Deferred Deferred Deferred Deferred Deferred Deferred
Qutflows of Inflows of Outflows of Inflows of Outflows of Inflows of Outflows of Inflows of
Resources Resources Resources Resources Resources Resources Resources Resources
$ $ $ - $ 59,108 S - $ 107,691 -
- - - - 66,413
52,949 174,012 19 (6) 266,166 -
- - 3,230 3,230
151,100 220,697 23 280,767 -
§ 204049 § - § 394709 § 59,108 S 9 3 (6) § 65784 8§ 69,643
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For the Year Ended NYCERS NYSLERS TOTAL
December 31, 2016 Deferred Deferred Deferred Deferred Deferred Deferred
Outflows of Inflows of Outflows of Inflows of Outflows of Inflows of
Resources Resources Resources Resources Resources Resources
Differences between expected
and actual experience $ - $ 162,021 $ 245 $ 5,756 $ 107,936  § 226,385
Changes in assumptions 421,322 - 12,949 - 434,271 66,413
Net difference between projected
and actual earnings on pension
plan investments 308,781 - 28,807 - 830,734 (6)
Changes in proportion and
differences between
contributions and proportionate
share of contributions (41,334) (1,352) 2,398 198 (35,706) 2,076
Employer contributions to the plan
subsequent to the measurement
of net pension liability 422,768 - 126980 - 1,088,335 -
Total $ 1,111,537 $ 160,669 $ 57379  $ 5,954 $ 2425570 § 295,368

The annual differences between the projected and ac€tual earnings on investments are ‘amertized over a
five-year closed period beginning the year in which the difference occurs.

The following table presents the recognition periods used by each pension plan to amortize the annual
differences between expected and actual experience, changes in‘proportion, differences between employer
contributions and proportionate share of conttibutions, and changes in actuarial assumptions, beginning

the year in which the deferred amount occurs.

Differences between

Recognition Period (in years)

Changes in proportion and

differences between employer Changes in

expected a.nd actig contributions and proportionate actuar%al
Pension Plan experience share of contributions assumptions
Additional Plan 100 N/A N/A
MaBSTOA Plan 6.50 N/A 6.30
MNR Cash Balance Plan 1.00 N/A 1.00
MTA Defined Benefit Plan 810 8.10 7.80
NYCERS 5.60 5.60 333
NYSLERS 5.00 5.00 5.00

For the years ended December 31, 2017 and 2016, $1,179.4 and $1,088.3 were reported as deferred
outflows of resources related to pensions resulting from the MTA’s contributions subsequent to the
measurement date'which will be recognized as a reduction of the net pension liability in the year ending
December 31, 2018 and December 31, 2017, respectively. Other amounts reported as deferred outflows
of resources and defegred inflows of resources related to pensions at December 31, 2017 will be recognized

as pension expense as follows:
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Additional MaBSTOA MNR Cash ~ MTA Defined NYCERS NYSLERS

Plan Plan Balance plan  Benefit Plan Total

Year Ending December 31: (in thousands)
2018 12,591 26,605 4 82,465 (16,688) 6,271 111,248
2019 12,591 26,605 4 82,465 157,042 6,271 284978
2020 8,890 17,892 6 62,958 (9,102) 5,197 86,441
2021 (1,572) (18311) 2 11,047 (137,250) (3,718) (150,302)
2022 - (1,165) - 16,746 7,984 23,565
Thereafter - 1,060 - 27,160 - - 28,220

$ 32500 § 52,18  § 6§ 28284 § 198 * § 14621 § 384150

Deferred Compensation Program

Description - The Deferred Compensation Program consistsoftwo defined contribution plans that provide
benefits based solely on the amount contributed to eaCh participant’s account(s),, plus or minus any
income, expenses and gains/losses. The Deferred Cempensation, Program is comprised of,the Deferred
Compensation Plan For Employees of the Meétropolitan Transportation Authority (“MTA”), its
Subsidiaries and Affiliates (“457 Plan”) and the ThriftyPland Fors Employees of/the Metropolitan
Transportation Authority, its Subsidiaries and Affiliates (“401(k) Plan”). Certain MTA Related Groups
employees are eligible to participate in beth deferred compensation plans. Both Plans are designed to have
participant charges, including investment and, other fees, cover thecosts of administering the Deferred
Compensation Program.

Participation in the 401(k) Plan is now available to<non-representéd employees and, after collective
bargaining, most represented employees. All amounts of compensation deferred under the 401(k) Plan,
and all income attributable to'suchicompensation; less expensesiand fees, are held in trust for the exclusive
benefit of the participants and their, beneficiaries.\Accordingly, the 401(k) Plan is not reflected in the
accompanying consolidated statements of net position.

The Deferred Compensation Program is administered and may be amended by the Deferred Compensation
Committees

As the Deferred Compensation Program’s asset base and contribution flow increased, participants’
investment options were expanded by the Deferred Compensation Committee with the advice of its
Financial Advisor to provide greater diversification and flexibility. In 1988, after receiving an IRS
determinatiomiletter for the 401 (k) Plan, the MTA offered its managers the choice of either participating
in the 457 Plan er the 401(k) Plan. By 1993, the MTA offered eight investment funds: a Guaranteed
Interest Account Fund, a Money Market Fund, a Common Stock Fund, a Managed Fund, a Stock Index
Fund, a Government Inceime Fund, an International Fund and a Growth Fund.

In 1998, the Deferred Compensation Committee approved the unbundling of the Plans. In 2008, the Plans’
investment choices were restructured to set up a four-tier strategy:

e Tier 1 — The MTA Target-Year Lifecycle Funds, which are comprised of a mix of several funds,
most of which are available as separate investments in the Deferred Compensation Program. The
particular mix of investments for each Fund is determined by the “target” date, which is the date
the money is intended to be needed for retirement income.
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e Tier 2 - The MTA Index Funds offer a tier of index funds, which invest in the securities of
companies that are included in a selected index, such as the Standard & Poor’s 500 (large cap)
Index or Russell Mid Cap Index.

e Tier 3 — The MTA Actively Managed Portfolios, which are comprised of actively managed
portfolios that are directed by one or a team of professional managers who buy and sell a variety
of holdings in an effort to outperform a selected index. These institutional strategies provide
participants with a diversified array of distinct asset classes, with a single fund option in each
class to simplify the decision making process.

e Tier 4 — Self-Directed Mutual Fund Option is designed for the mofe experienced investors. Offers
access to an expanded universe of mutual funds from hundreds of well-known mutual fund
families. Participants may invest only a portion of their aceount balances in this Tier.

In 2011, the Deferred Compensation Program began offering Roth contributions. Employees can elect
after-tax Roth contributions and before-tax contributions in beth the 401(k) Planhand the 457 Plan. The
total combination of Roth after-tax contributions and regular before-tax contributions cannot exceed the
IRS maximum of $18,000 dollars or $24,000 dollarsffor those over age 50 for the yeanended December
31, 2017.

The two Plans offer the same array of investment options to participants. Eligible participants in the
Deferred Compensation Program include,employees (and in the case of MTA Long Island Bus, former
employees) of:

MTA

MTA Long Island Rail Road
MTA Bridgesrand Tunnels

MTA Long Island Bus

MT AfMetro-North Railroad
MTA New Y ork City Transit
MTA Staten Island Rapid,Transit
MTA Capital Construction

MTA Bus

Matching Contributions - MTA Bus on behalf of certain MTA Bus employees, MTA Metro-North
Railroad on behalf of certain MNR employees who opted-out of participation in the MTA Defined Benefit
Pension Plan and MTA on behalf of certain represented MTA Business Service Center employees and on
behalf of certaimMTA Police Officers, make contributions to the 401(k) Plan. The rate for the employer
contribution varies.

MTA Bus - Certain members who were employed by Queens Surface Corporation on February 26, 2005,
and who became employees of MTA Bus on February 27, 2005, receive a matching contribution equal to
50% of member’s before-tax contributions provided that the maximum matching contribution shall not
exceed 3% of the member’s base pay. MTA Bus also makes a basic contribution equal to 2% of the
member’s compensation. These members shall vest in the amount in the member’s account attributable
to the matching contributions and basic contributions as follows:
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Years of Service Vested Percentage

Less than 2 0%
2 20%
3 40%
4 60%
5 80%
6 or more 100%

As a result of collective bargaining, these members were offered a one-time opportunity to opt-out of the
matching contributions and employer basic contributions and, instead, participate in the MTA Defined
Benefit Pension Plan. No further matching or employer basic contribdtions will be made for those who
make such election.

MTA Metro-North Railroad — MNR employees represented by certain unions and who elected to opt-
out of participation in the MTA Defined Benefit PensionPlamreceive an annualemployer contribution
equal to 4% of the member’s compensation. Effective ofithe first full pay period follewing the nineteenth
anniversary date of an eligible MNR member’s continuous employment, MTA Metre-North Railroad
contributes an amount equal to 7% of the member?s compensation.| Eligible MNR members vest in these
employer contributions as set forth below:

Years of Service Vested Percentage
Less than 5 0%
5 or more 100%

MTA Headquarters - Police - For each plan‘year, the MTA'shall miake contributions to the account of
each eligible MTA Police Benevolent Association‘member i the amounts required by the collective
bargaining agreement (“CBA”) and subject to ‘the contribution limits set forth in the CBA. These
contributions shall be' made monthly and shall be considered MTA Police contributions. Members are
immediately 100%vested,in these employer contributions.

In addition, for each plan yearythe MTA shall,make contributions to the account of each eligible MTA
Police Department Commanding Officers Benevolent Association member in the amounts required by the
CBA and subject to the centributiomlimits set forth in the CBA. These members are immediately 100%
vestéd in these employer contributions.

MTA Headquarters — Business Services - Effective January 1, 2011, all newly hired MTA Business
Services Center employees represented by the Transportation Communications Union are eligible to
receive a matching contribution up to a maximum of 3% of the participant’s compensation. A participant’s
right to the balanee in his or’her matching contributions shall vest upon the first of the following to occur:

1. Completing 5 years of service,
2. Attaining the Normal Retirement Age of 62 while in continuous employment, or
3. Death while in continuous employment.

Additional Deposits (Incoming Rollover or Transfers) - Participants in the Deferred Compensation
Program are eligible to roll over both their before-tax and after-tax assets from other eligible retirement
plans into the 401(k) and 457 Plans. Under certain conditions, both Plans accepts rollovers from all eligible
retirement plans (as defined by the Code), including 401(a), 457, 401(k), 403(b), and rollover IRAs.

Forfeitures — Nonvested contributions are forfeited upon termination of employment. Such forfeitures
are used to cover a portion of the pension plan’s administrative expenses.
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December 31,

2017 2016
(In thousands)
Employer 401K contributions $ 4,109 $ 3,973

OTHER POSTEMPLOYMENT BENEFITS

The MTA has implemented GASB Statement No. 45, Accounting and Financial Reporting for Employers

for Postemployment Benefits Other Than Pensions (“GASB 45”). This Statefnent established the standards
for the measurement, recognition, and display of Other Postemployment Benefits (“OPEB”)
expense/expenditures and related liabilities (assets), note disclosures, and, if applicable, required
supplementary information (“RSI”) in the financial reports of state’and local governmental employers.

Postemployment benefits are part of an exchange of salaries and benefits for employee services rendered.
Most OPEB have been funded on a pay-as-you-go basis and have‘been reportediin financial statements
when the promised benefits are paid. GASB 45 requires(state and local government’s financial reports to
reflect systematic, accrual-basis measurement and re¢ognition of OPEB cost (expense) evera period that
approximates employees’ years of service and provideshinformation about actuarialiaccrued liabilities
associated with the OPEB and to what extent progress is being made innfunding the plan.

The Other Postemployment Benefits Plan (“the OPEB Plan™) and the related Trust Fund (“Trust”) was
established on January 1, 2009 for the exelusive benefit of MTA retired employees and their eligible
spouses and dependents, to fund some of the ORPEB provided in“accordance with the MTA’s various
collective bargaining agreements. The Plan‘and the Trust are exempt from federal income taxation under
Section 115(1) of the Internal Revenue Code.| The OPEB Plan is classified as a single-employer plan.

The separate annual financialpstatements of the/OPEB Plan may be obtained by writing to MTA
Comptroller, 2 Broadway, 16th'Floer, New York, New York, 10004 or at www.mta.info.

Plan Description™— The benefits provided by the MTAGroup include medical, pharmacy, dental, vision,
and life insurance, plustmonthly supplements for/Medicare Part B or Medicare supplemental plan
reimbursements,and welfare fund contributionsyThe different types of benefits provided vary by agency
and employee type (sepresentedyemployees versus management). All benefits are provided upon
retirement as stated in the applicable pension plan, although some agencies provide benefits to some
members if terminated within 5 years ofiattaining retirement eligibility. Employees of the MTA Group
are members of the following pension plans: the MTA Defined Benefit Plan, the Additional Plan, the
MNR Cash Balance Plan, the MaBSTOA Plan, NYCERS, and NYSLERS.

The MTA Groupyparticipates in the New York State Health Insurance Program (“NYSHIP”) to provide
medical and prescription drug benefits, including Medicare Part B reimbursements, to many of its
employees and retirees:ANY SHIP provides a Preferred Provider Organization (“PPO”) plan and several
Health Maintenance Qrganization (“HMO”) plans. Represented MTA New York City Transit employees,
other MTA New Yotk City Transit former employees who retired prior to January 1, 1996 or January 1,
2001, and MTA Bus retirees do not participate in NYSHIP. These benefits are provided either through a
self-insured health plan, a fully insured health plan or an HMO.

The MTA is a participating employer in NYSHIP. The NYSHIP financial report can be obtained by
writing to NYS Department of Civil Service, Employee Benefits Division, Alfred E. Smith Office
Building, 805 Swan Street, Albany, NY 12239.

GASB Statement No. 45 requires employers to perform periodic actuarial valuations to determine annual
accounting costs, and to keep a running tally of the extent to which these amounts are over or under funded.

-78 -

Master Page # 106 of 588 - Audit Committee Meeting 4/23/2018



The valuation must be performed at least biennially. The most recent valuation was performed as of
January 1, 2016. Forty-six thousand plan participants were receiving retirement benefits as of December
31, 2016, the last valuation reporting period.

During 2012, MTA funded $250 into an OPEB Trust (“Trust”) allocated between MTA Headquarters and
MTA New York City Transit and funded an additional $50 during 2013 allocated between MTA Long
Island Railroad and MTA Metro-North Railroad. There have been no further contributions made to the
Trust. Under GASB Statement No. 45, the discount rate is based on the assets in a trust, the assets of the
employer or a blend of the two based on the anticipated funding levels of the employer. For this valuation,
the discount rate reflects a blend of Trust assets and employer assets. The assumed return on Trust assets
is 6.5% whereas the assumed return on employer assets is 3.3% resultingfdin a,discount rate under GASB
Statement No. 45 of 3.3%, which is slightly lower than the discount rate of 3.5% used in the prior
valuation. This decrease is primarily due to the decrease in Treasury yields and thus returns on employer
assets since the prior valuation.

Annual OPEB Cost (“AOC”) and Net OPEB Obligation —,The MTA’s annual OPEB cost (expense)
represents the accrued cost for postemployment benefits under GASB Statement No. 45. Currently, the
MTA expenses the actual benefits paid during a year. The cumulative difference betweenthe annual OPEB
cost (“new method”) and the benefits paid during a year (“oldimethod”) will result in a net OPEB
obligation (the “Net OPEB Obligation”), included in the consolidated statements of net position. The
annual OPEB cost is equal to the Annual Required Contribution (the “ARC”) less adjustments if a Net
OPEB Obligation exists and plus the interest on Net OPEB Obligations.

Actuarial Cost, Amortization Methods and Assumptions - For determining the ARC, the MTA has
chosen to use the Frozen Initial Liability costimethod (the “FIL Cost Method”), one of the cost methods
in accordance with the parameters of GASB StatementNo. 455The initial liability is amortized over a 22-
year period. As of the last valuation date, January 142016, the temaining amortization period is 12 years.

The Entry Age Normal (“EAN”’)Cost Method is used to determine the initial Frozen Accrued Liability as
well as any subsequent, changes| in Accrued Liability, due to changes in the plan and/or actuarial
assumptions. The initial'Frozen Unfunded Accrued Liability was determined as of January 1, 2006 (2007
for MTA Bus Company) to be,used in théxfinancial§ for the 2007 fiscal year. EAN is used to determine
the unfunded actuarial accrued liability in the:GASB Statement No. 45 supplementary schedules. The
EAN method determines,the Accrued Liability for each individual based on a level percent of pay for
seryice accrued through thewvaluation date.

The Frozen, Unfunded Accrued Liability is determined each year as the Frozen Unfunded Accrued
Liability for the prior year, increased with interest, reduced by the end-of-year amortization payment and
increased or decreased by any new bases established for the current year.

The difference betweensthe Actuarial Present Value of Benefits and the Frozen Unfunded Accrued
Liability less the Actuarial Value of Assets, if any, equals the Present Value of Future Normal Cost. The
Normal Cost equalsfthe Present Value of Future Normal Cost divided by the present value of future
compensation and multiplied by the total of current compensation for members less than certain retirement
age.

The Annual Required Contribution (“ARC) is equal to the sum of the Normal Cost and the amortization
for the Frozen Unfunded Accrued Liability with appropriate interest adjustments. Any difference between
the ARC and actual plan contributions from the prior year are considered an actuarial gain/loss and thus
are included in the development of the Normal Cost. This methodology differs from the approach used
for the pension plan where the difference between the ARC and actual plan contributions from the prior
year, if any, will increase or decrease the Frozen Unfunded Accrued Liability and will be reflected in
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future amortization payments. A different approach was applied to the OPEB benefits because these
benefits are not actuarially funded.

Valuation Date - The valuation date is the date that all participant and other pertinent information is
collected and liabilities are measured. This date may not be more than 24 months prior to the beginning
of the fiscal year. The valuation date for this valuation is January 1, 2016, which is 12 months prior to the
beginning of the 2017 calendar year.

Inflation Rate - 2.5% per annum compounded annually.

Discount Rate — GASB Statement No. 45 provides guidance to employers in s¢lecting the discount rate.
The discount rate should be based on the estimated long-term investmientyyield on the investments that are
expected to be used to finance the benefits. If there are no plandssets, assets of the employer should be
used to derive the discount rate. This would most likely result in‘a lower discount rate and thus, liabilities
significantly higher than if the benefits are prefunded. dn recognition of theydecrease in short-term
investment yields, the discount rate for this valuation has'been lowered from 3.5% to,3.3%.

Healthcare Reform - The results of this valuationseflectiour understanding of the impact in future health
costs due to the Affordable Care Act (“ACA”) passed into law inMarch 2010. An excise tax for high cost
health coverage or “Cadillac” health plans was included intACA. The provision levies a 40% tax on the
value of health plan costs that exceed certain thresholds for single ¢everage or family coverage. If, between
2010 and 2018, the cost of health care insurance rises more than 55%;, the threshold for the excise tax will
be adjusted. Legislative changes passed in'December 2015 have delayed. thie effective date of the excise
tax until 2020. However, the calculation of the threshold,amounts remains unchanged. Also included in
ACA are various fees (including, but not limited to, thePatient-Centeréd Outcomes Research Institute fee,
Transitional Reinsurance Program fee, and the Health Insurerfee) associated with the initiation of health
exchanges in 2014. The€urrent provisions of ACA should be seflected in the projection of benefits and
therefore, include thevalue of the excise tax and ACA fees which apply to the plan(s). It is assumed that
there will be no changes to the curtent law and that there will be no changes in plan design to help mitigate
the impact of the excise tax:

The legislative changes from H.R.1, originally known as the “Tax Cuts and Jobs Act”, and H.R. 195, the
“Extension of Continuing Appropriations Act, 2018, are not reflected in this valuation as passage

occufred after the measurement date.

The OPEB-=specific actuarial assumptions used in the most recent biennial valuation are as follows:

Valuation date January 1, 2016

Actuarial cost method Frozen Initial Liability

Discount rate 3.30%

Price inflation 2.5% per annum, compounded annually
Per-Capita retiree contributions *

Amortization method Frozen Initial Liability

Remaining amortization period 12 years

Period closed or open Closed

* In general, all coverages are paid for by the MTA. However,
for MTAHQ members retired prior to 1997, pay a portion of
the premium, depending on the year they retired.
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Actuarial valuation involve estimates of the value of reported amounts and assumptions about the
probability of events far into the future, and that actuarially determined amounts are subject to continual
revision as actual results are compared to past expectations and new estimates are made about the future.

Per Capita Claim Costs — Use of a blended premium rate for active employees and retirees under age
65 is a common practice. Health costs generally increase with age, so the blended premium rate is higher
than the true underlying cost for actives and the blended premium is lower than the true underlying cost
for retirees. For retirees, this difference is called the implicit rate subsidy. Since GASB Statement No.
45 only requires an actuarial valuation for retirees, it requires the plan sponsor to determine the costs of
these benefits by removing the subsidy. However in prior years a plan sponsor may use the premiums
without adjustment for age if the employer participates in a community-ratediplan, in which the premium
rates reflect projected health claims experience of all participating employers, or'if the insurer would offer
the same premium rate if only non-Medicare-eligible retirees were covered.

Effective with this valuation, age adjustments are required for valuing NYSHIP benefits due to a change
in actuarial standards. Age adjustments reflect that health ¢osts,arc\typically higher for retirees under age
65 than an average active population and, upon reaching'Medicare, health costs‘areireduced as NYSHIP
becomes the secondary payer.

The medical and pharmacy benefits provided to TWU Locall 00, ATU\1056, ATU 726 and other eligible
represented MTA New York City Transit members, representedMTA Bus members and represented MTA
Staten Island Railway members are self-insured as well as some Pre-NYSHIP MTA New York City
Transit members. For these benefits, a perieapita claims cost assumptions was developed that vary by
age, gender and benefit type. The per capita costs assumptions reflect medical and pharmacy claims
information, including the Employer Group‘Waiver Plan,(“EGWP”) for providing pharmacy benefits to
Medicare-eligible retirees, for 2015 and 2016.

Healthcare Cost Trend<—The healthcare trend assumption is/based on the Society of Actuaries-Getzen
Model version 2017 ufilizing the'baseline assumptions included in the model, except inflation of 2.5% for
medical and pharmacy benefits. Additional adjustments, apply based on percentage of costs associated
with administrative expenses, aging factors, potential excise taxes due to healthcare reform, and other
healthcare reform provisions, separately forNY SHIP'and self-insured benefits administered by MTA New
York City«Transit."Fhe NY SHIP, trend refleets actual increases in premiums to Participating Agencies
through2017. Long-termytrend increases are 4% for dental and vision benefits and 4.5% for Medicare Part
B reimbursements, but not more than projected medical trends excluding any excise tax adjustments. The
self-insured trend is applied directly for represented employees of by MTA New York City Transit, MTA
Staten Island Railway and MTA Bus#Note that for purposes of estimating the impact of the Excise Tax,
the self-insured trends for MTA Bus and MTA New York City Transit differ. The following lists
illustrative rates for the NYSHIP and self-insured trend assumptions for MTA New York City Transit,
MTA Staten Island Railway and MTA Bus (all amounts are in percentages).
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Healthcare Cost Trend Rates

MTA New York City

Transit and MTA
NYSHIP Staten Island Railway MTA Bus
Fiscal Year <65 >=65 <65 >=65 <65 >=65
2016 11.8 0.0 7.3 4.9 7.3 4.9
2017 6.7 6.4 7.1 4.9 7.1 4.9
2018 6.2 6.0 6.4 5.0 6.4 5.0
2019 6.3 5.5 9.5 5.0 9.2 5.0
2020 53 5.1 6.0 5.1 6.0 5.1
2025 6.0 5.1 5.9 5.1 5.9 5.1
2030 5.9 5.1 5.8 5.1 5.8 5.1
2035 5.9 5.2 5.8 52 5.8 52
2040 5.8 5.2 5.7 5.2 5.7 52
2050 5.4 5.8 53 5.0 513 5.0
2060 5.2 5.5 5.1 5.2 5.2 5.2
2070 4.6 4.7 4.6 4.6 4.6 4.9
Ultimate' 4.2 4.3 4.2 4.5 4.2 4.5

! Ultimate rate used for years prior to 2016 for Entry Age purposes.

Participation — The table below summarizes the census,data provided by each Agency utilized in the
preparation of the actuarial valuation. The table shows the number of*active and retired employees by
Agency and provides a breakdown of the coverage elected and benefits offered to current retirees.

OPEB Participation By Agency at January 1, 2016 (Valuation date for December 31, 2017)

Active Members
Number
Average Age
Average Service

Retirees

Single Medical Coverage
Employee/Spouse Coverage
Enmiployee/Child Coverage
No medical Coverage

Total Number

Average Age

Total Number with Dental/Vision
Total Number with Vision

Total Number with Supplement

Average Monthly Supplement
Amount in whole dollars (Excluding
Part B Premium)

Total Number with Life Insurance
Average Life Insurance Amount

MTA
New
York
City
Transit

49,174
493
138

12)818
17,427
1,085
817
32,147
72.0

7,018
27,843

26,448

$32

7,163
$2,693

MTA
Long MTA MTA
Island Metro-  Bridges
Rail  North Rail &
Road Road Tunnels MTAHQ
7,141 6,506 1,475 1,720
44.5 45.1 47.2 46.3
12.2 12.7 14.1 12.9
662 452 622 193
2,065 1,050 716 371
107 77 45 29
2,387 2.486 7 11
5221 4,065 1,390 604
68.5 74.5 69.7 65.9
846 534 435 529
846 534 435 529
1,957 - 955 -
$229 § - $211 § -
4,751 2,536 380 519
$23,515 $2,722 $5,605 $5,000

MTA
Long
Island
Bus *

88
198
21
317
624
66.1

58
58

462

$ -

509
$9,715

MTA
Staten
Island

Railway

$238

92
$2,978

* No active members as of January 1, 2016. In addition, there are 155 vestees not included in these counts.

MTA Bus

3,757
474
117

616
939
47
296
1.898

70.6

110
1,562

1,454

$25

232
$5,409

Total

70,070
48.2
134

15,478
22,826
1415
6,345
46,064
715

9,577
31,900

31,298

$50

16,182
$9,215

Coverage Election Rates — The majority of members participating in NYSHIP are assumed to elect
coverage in the Empire PPO plan. For certain agencies (MTA New York City Transit, MTA Bridges
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and Tunnels, and MTA Staten Island Railway) a percentage of the membership is assumed to elect the
NYSHIP HIP plan and for MTA Metro-North Railroad, a percentage is assumed to elect ConnectiCare.

Dependent Coverage — Spouses are assumed to be the same age as the employee/retiree. 80% of male
and 45% of female eligible members participating in NYSHIP are assumed to elect family coverage upon
retirement and 65% of male and 35% of female eligible members participating in self-insured programs
administered by MTA New York City Transit are assumed to cover a dependent. Actual coverage
elections for current retirees are used. If a current retiree’s only dependent is a child, eligibility is assumed
for an additional 7 years from the valuation date.

Demographic Assumptions:

Mortality — Preretirement and postretirement healthy annuitant ratesdre projected on a generational basis
using Scale AA. As a generational table, it reflects mortality improvements both before and after the
measurement date. The postretirement mortality assumption is based on‘an experience analysis covering
the period from January 1, 2011 to December 31, 2015 for the MTA-sponsoredipension plans.

Preretirement — RP-2000 Employee Mortality Table for Males and Females with blue-collar
adjustments. No blue-collar adjustments were used for management members of MTAHQ.

Postretirement Healthy Lives — 95% of the rates from the RP-2000 ' Healthy Annuitangmortality table for
males with blue collar adjustments and 116% of the rates fromthe RP-2000 Healthy Annuitant mortality
table for females. No blue collar or percentage adjustments were used for management members of
MTAHQ.

Postretirement Disabled Lives — RP-2014 Disabled Annuitant mortality table for males and females.

Vestee Coverage — For members that participate inf NYSHIP, Vestees (members who have terminated,
but not yet eligible to retife) are'eligible for NYSHIP benefits provided by the Agency upon retirement,
but must maintain NYSHIP coverage at their own expense from termination to retirement. Vestees are
assumed to retire at first eligibility and would continue to maintain NYSHIP coverage based on the
following percentages.” This assumption is based ‘on the Development of Recommended Actuarial
Assumptions for New York State/SUNYWGASB 45 Valuation report provided to Participating Employers
of NYSHIPaThesepercentages were also applied to current vestees based on age at the valuation date.

Age at Percent
Termination Electing
< 40 0 %

40-43 5

44 20

45-46 30

47-48 40

49 50

50-51 80

52+ 100

The following table shows the elements of the MTA’s annual OPEB cost for the year, the amount actually
paid, and changes in the MTA’s net OPEB obligation to the plan for the years ended December 31, 2017
and 2016. The portion of this actuarial present value allocated to a valuation year is called the Normal
Cost. Calculations are based on the types of benefits provided under the terms of the substantive plan at
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the time of each valuation and on the pattern of sharing costs between the employer and plan members to

that point. Calculations reflect a long-term perspective.

December 31,

December 31,

(In millions) 2017 2016
Annual required contribution (“ARC”) $ 29851 $ 2,907.3
Interest on net OPEB obligation 500.1 474.6
Adjustment to ARC (1,329.8) (1,235.5)
OPEB cost 2,155.4 2,146.4
Payments made (579.9) (551.0)
Increase in net OPEB obligation 1,575.5 1,595.4
Net OPEB obligation — beginning of year 15,155.5 13,560.1
Net OPEB obligation — end of year $ 16,731.0 $ 15,155.5

The MTA’s annual OPEB cost, the percentage of annual OPEB cost contributed to, and the net OPEB
obligation for the year ended December 31, 2017, 2016%and 2015 ‘are as follows (in millions):

Year Annual % of Annual Net OPEB
Ended OPEB Cost Cost Contributed Obligation
December 31, 2017 $ 2,1554 26.9 % $ 16,731.0
December 31, 2016 2,146.4 25.7 15,155.5
December 31, 2015 1,997.2 25.2 13,560.1
The MTA’s funded status of the Plan is as follows (in‘millions):
Unfunded
Actuarial Actuarial Actuarial Ratio of
Value Accrued Accrued UAAL to
of Liability Liability Funded Covered Covered
Valuation Assets (AAL)* (UAAL) Ratio Payroll Payroll
Year Ended Date {a} {b} {c}={b}-{a}  {a}/{b} {d} {c}{d}
Decembér 31, 2017 January 1,2016, $297.5 $19,801.7 $19,504.2 1.5% $5,041.0 386.9 %

* Based on Entry Age Normal

The required, schedule of funding progress for the MTA Postemployment Benefit Plan immediately
following the notes to the financial statements presents multiyear trend information about whether the
actuarial value'of plan assets/is increasing or decreasing over time relative to the actuarial accrued liability

for benefits.

CAPITAL ASSETS

Capital assets and improvements include all land, buildings, equipment, and infrastructure of the MTA
having a minimum useful life of two years and having a cost of more than $25 thousand.

Capital assets are stated at historical cost, or at estimated historical cost based on appraisals, or on other
acceptable methods when historical cost is not available. Capital leases are classified as capital assets in
amounts equal to the lesser of the fair market value or the present value of net minimum lease payments

at the inception of the lease.
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Accumulated depreciation and amortization are reported as reductions of capital assets. Depreciation is
computed using the straight-line method based upon estimated useful lives of 25 to 50 years for buildings,
2 to 40 years for equipment, and 25 to 100 years for infrastructure. Capital lease assets and leasehold
improvements are amortized over the term of the lease or the life of the asset whichever is less. Capital
assets consist of the following at December 31, 2015, 2016, and 2017 (in millions):

Balance Balance Balance
December 31, Additions / Deletions/ December 31,  Additions / Deletions / December 31,
2015 Reclassifications Reclassifications 2016 Reclassifications Reclassification 2017
Capital assets not being depreciated:
Land $ 208 $ 2 $ 7 $ 203 $ 14 $ - $ 217
Construction work-in-progress 12,949 5,915 2,608 16,256 6,491 5,769 16,978
Total capital assets not
being depreciated 13,157 5,917 2,615 16,459 6,505 5,769 17,195
Capital assets being depreciated:
Buildings and structures 17,104 354 - 174458 751 493 17,716
Bridges and tunnels 3,195 121 - 3,316 288 - 3,604
Equipment:
Passenger cars and locomotives 13,764 102 3 13,863 1 4 13,860
Buses 3,229 217 - 3,446 213 46 3,613
Infrastructure 21,423 661 6 22,078 1,783 27 23,834
Other 19,356 773 7 20,122 2,602 18 22,706
Total capital assets being
depreciated 78,071 2,228 16 80,283 5,038 588 85,333
Less accumulated depreciation:
Buildings and structures 6,194 489 - 6,683 530 290 6,923
Bridges and tunnels 717 29 - 746 37 - 783
Equipment:
Passenger cars and locomotives 6,427 415 3 6,839 371 4 7,206
Buses 1,782 223 - 2,005 250 39 2,216
Infrastructure 8,031 607 3 8,035 672 21 9,286
Other 6,607 684 35 7,316 751 13 8,054
Total accumulated depreciation 29818 2,447 41 32,224 2,611 367 34,468
Total capital assets being
depteciated — net 48,253 (219) (25) 48,059 3,027 21 50,865
Capital assets — net $ 61,410 $,. 51698 $ 2,590 $ 64,518 $ 9532 $ 5990 $ 68,060

Interest capitalized in conjunction with the construction of capital assets for the years ended December
31,2017 and 2016 was $58.9 and $57.9, respectively.

Capital assets acquired prior to April 1982 for MTA New York City Transit were funded primarily by
NYC with capital grantsanade available to MTA New York City Transit. NYC has title to a substantial
portion of such assets'and, accordingly, these assets are not recorded on the books of the MTA. Subsequent
acquisitions, which are part of the MTA Capital Program, are recorded at cost by MTA New York City
Transit. In certain instances, title to MTA Bridges and Tunnels’ real property may revert to NYC in the
event the MTA determines such property is unnecessary for its corporate purpose. With respect to MTA
Metro-North Railroad, capital assets completely funded by CDOT are not reflected in MTA’s financial
statements, as ownership is retained by CDOT.

For certain construction projects, the MTA holds in a trust account marketable securities pledged by third-
party contractors in lieu of cash retainages. At December 31, 2017 and 2016, these securities, which are
not included in these financial statements, totaled $114.8 and $100.5, respectively, and had a market value
of $83.7 and $95.4, respectively.
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7. LONG-TERM DEBT

(In millions) Original December 31, December 31,
Issuance 2016 Issued Retired 2017
MTA:
Transportation Revenue Bonds
1.37%—6.68% due through 2057 $ 35689 $ 21,209 $ 3,652 $ 3984 $ 20,877
Bond Anticipation Notes
2.0% due through 2018 4,604 948 2,204 1,636 1,516
State Service Contract Bonds
4.125%—5.70% due through 2031 2,395 145 - 77 68
Dedicated Tax Fund Bonds
2.05%—5.00% due through 2056 11,039 5,009 993 631 5,371
53,727 27,311 6,849 6,328 27,832
Net unamortized bond premium 1,345 892 507 1,730
53,727 28,656 7,741 6,835 29,562
TBTA:
General Revenue Bonds
4.00%—5.77% due through 2050 15,625 6,817 2,040 1,639 7,218
Bond Anticipation Notes
5.77% due through 2032 400 - 400 235 165
Subordinate Revenue Bonds
4.00%-5.77% due through 2032 4,066 1,520 108 242 1,386
20,091 8,337 2,548 2,116 8,769
Net unamortized bond premium 735 399 553 581
20,091 9,072 2,947 2,669 9,350

MTA Hudson Rail Yards Trust:
MTA Hudson Rail Yards Trust'Obligations

1.88%—2.65% duethrough 2056 1,057 1,057 - - 1,057

Net unamortized bénd premium 137 - 8 129

1,057 1,194 - 8 1,186

Total $ 74875 $ 38,922 $10,688 $ 9,512 § 40,098

Current portion $ 1977 $ 1,806

Lonig-term portion $ 36,945 $ 38,292
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(In millions) Original December 31, December 31,

Issuance 2015 Issued _ Retired 2016
MTA:
Transportation Revenue Bonds
1.37%—6.68% due through 2056 $ 31,886 $ 20,728 $ 3,113 $ 2,632 $ 21,209
Bond Anticipation Notes
2.0% due through 2018 3,400 1,700 1,400 2,152 948
State Service Contract Bonds
4.125%—5.70% due through 2031 2,395 218 - 73 145
Dedicated Tax Fund Bonds
2.05%—5.00% due through 2040 10,046 4,857 15168 1,016 5,009
Certificates of Participation
5.30%—5.625% due through 2030 807 71 - 71 -
48,534 27,574 5,681 5,944 27,311
Net unamortized bond discount and premium 564 808 27 1,345
48,534 28,138 6,489 5,971 28,656
TBTA:
General Revenue Bonds
1.83%—5.85% due through 2050 13,585 6,750 541 474 6,817
Subordinate Revenue Bonds
2.39%-5.34% due through 2032 3,958 1,584 - 64 1,520
17,543 8,334 541 538 8,337
Net unamortized bond premium 656 48 (31) 735
17,543 8,990 589 507 9,072
MTA Hudson Rail Yards Trust:
MTA Hudson Rail Yards Trust Obligations
1.88%—2.65% due through 2056 1,057 - 1,057 - 1,057
Net unamortized bond premium - 132 (5) 137
1,057 - 1,189 (5) 1,194
Total $ 67,134 $§ 37,128 $ 8,267 $ 6,473 §$§ 38,922
Current portion $ 2,587 $ 1,977
Long-term portion $ 34,541 $ 36,945

MTA Transportation Revenue Bonds — Prior to 2017, MTA issued sixty Series of Transportation
Revenue Bonds secured under its General,Resolution Authorizing Transportation Revenue Obligations
adopted 'en March 26, 2002 in the aggregate principal amount of $31,230. The Transportation Revenue
Bonds are MTA'’s special obligations payable solely from transit and commuter systems revenues and
certain state and local operating subsidies.

On March 9, 2017,,MTA issued $326 MTA Transportation Revenue Green Bonds, Series 2017A. The
Series 2017A bonds werefissued as $189 MTA Transportation Revenue Green Bonds, Subseries 2017A-
1 and $136 MTA Transportation Revenue Green Bonds, Subseries 2017A-2. Proceeds from the
transaction were used to pay off a draw on the line of credit that provided interim funding for the existing
outstanding 2016A-2 Bond Anticipation Notes, in the amount of $200 and to refund $48 MTA
Transportation Revenue Bonds, Series 2013B and $89 MTA Transportation Revenue Bonds, Series
2013C. The Subseries 2017A-1 bonds were issued as tax-exempt fixed rate bonds with a final maturity of
November 15, 2057. The Subseries 2017A-2 bonds were issued as tax-exempt fixed-rate bonds with a
final maturity of November 15, 2030.

On March 28, 2017, MTA effectuated a mandatory tender and remarketed $100 MTA Transportation

Revenue Variable Rate Refunding Bonds, Subseries 2002D-2a because its current interest rate period was
set to expire by its terms.
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On June 7, 2017, Fitch Ratings issued a press release announcing an upgrade of MTA Transportation
Revenue Bonds to ‘AA-’ from ‘A’ with a stable outlook.

On September 28,2017, MTA issued $662 MTA Transportation Revenue Refunding Green Bonds, Series
2017B to refinance certain outstanding indebtedness. The proceeds from the Series 2017B bonds were
used to refund: $139 of Transportation Revenue Bonds, Series 2005G; $174 of Transportation Revenue
Bonds, Series 2010D; $62 of Transportation Revenue Bonds, Series 2011A; $$115 of Transportation
Revenue Bonds, Series 2011D; $41 of Transportation Revenue Bonds, Series 2012C; $150 of
Transportation Revenue Bonds, Series 2012D; $35 of Transportation Revenue Bonds, Series 2012E; and
$10 of Transportation Revenue Bonds, Series 2012H. The Series 2017A bonds were issued as tax-exempt
fixed rate bonds with a final maturity of November 15, 2028.

On October 20, 2017, MTA effectuated a mandatory tender fof the purchase and remarketing of $99
Transportation Revenue Variable Rate Bonds, Series 2011B, and $73 Transpertation Revenue Variable
Rate Refunding Bonds, Subseries 2012G-4, because its current, interest period expired by its terms. The
Series 2011B and Subseries 2012G-4 Bonds will remain in Term Rate Mode ‘as Eloating Rate Tender
Notes with a purchase date of November 1, 2022.

On November 3, 2017, MTA effectuated a mandatory tenderand remarketed $165 of MT A Transportation
Revenue Variable Rate Refunding Bonds, Subseries 2014D-2 because its current interest rate period
expired by its terms. The Subseries 2044D-2 Bonds will remain,in Term Rate Mode as Floating Rate
Tender Notes with a purchase date of November 15, 2022.

On December 13, 2017, MTA effectuated a mandatory tender and remarketed $71 of MTA Transportation
Revenue Variable Rate Refunding Bonds, Subseries 2005E-2because the irrevocable direct-pay letter of
credit (“LOC”) issued by Royal Bank of Canada, acting through its New York branch, was substituted
with an irrevocable direet-pay LOC issued by Bank of America, N.A. The LOC from Bank of America,
N.A. expires on December 10, 2021.

On December 14, 2017, MTA issued $2,021 MTA| Transportation Revenue Refunding Green Bonds,
Series 2017C. The Series 2017C bonds were.issued‘as $1,821 Transportation Revenue Refunding Green
Bonds, SubSeries 2017C-1 and $200 Transportation Revenue Refunding Green Bonds, Subseries 2017C-
2. Progeeds from the transaction were used to refund the following outstanding series of Transportation
Revenhue bonds: $5 Series 2008B-25.$99 Series 2008B-3; $435 2010D; $165 Series 2011A; $230 Series
2011D; $17 Series 2012B;$136 Series 2012C; $132 Series 2012E; $54 Series 2012H; $122 Series 2013A;
$68 Series 2013B; $42 Series 2013Cs $91 Series 2013D; $107 Series 2013E; $45 Series 2014A-1; $83
Series 2014A-2; $62 Series 2014B; $98 Series 2014C; $39 Series 2014D-1; and $8 Series 2015B. The
Series 2017C-1 bends were issued as tax-exempt fixed rate Current Interest Bonds with a final maturity
of November 15,2038. ThefSeries 2017C-2 bonds were issued as tax-exempt Capital Appreciation Bonds
with a final maturity of November 15, 2040.

On December 21, 2017, MTA issued $643 MTA Transportation Revenue Refunding Bonds, Series 2017D.
The Series 2017D bonds were issued as tax-exempt fixed rate bonds with a final maturity of November
15, 2039. Proceeds from the transaction were used to refund the following bonds: $102 MTA Dedicated
Tax Fund Bonds, Subseries 2004B-2; $98 MTA Transportation Revenue Bonds, Series 2011A; $37 MTA
Transportation Revenue Bonds, Series 2011C; $20 MTA Transportation Revenue Bonds, Series 2011D;
$101 MTA Transportation Revenue Bonds, Series 2012C; $109 MTA Transportation Revenue Bonds,
Series 2012E; $32 MTA Transportation Revenue Bonds, Series 2012H; $46 MTA Transportation Revenue
Bonds, Series 2013A; $28 MTA Transportation Revenue Bonds, Series 2013B: $6 MTA Transportation
Revenue Bonds, Series 2013C; $17 MTA Transportation Revenue Bonds, Series 2013D; $16 MTA
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Transportation Revenue Bonds, Series 2013E; and $22 MTA Transportation Revenue Bonds, Series 2014-
1.

MTA Bond Anticipation Notes — From time to time, MTA issues Transportation Revenue Bond
Anticipation Notes in accordance with the terms and provisions of the General Resolution described above
in the form of commercial paper to fund its transit and commuter capital needs. The interest rate payable
on the notes depends on the maturity and market conditions at the time of issuance. The MTA Act requires
MTAHQ to periodically (at least each five years) refund its bond anticipation notes with bonds.

On February 14, 2017, MTA issued $700 of MTA Transportation Revenue Bond Anticipation Notes,
Series 2017A to generate new money proceeds to finance existing approved transit and commuter projects.
The Series 2017A Notes were issued as fixed rate tax-exempt notes with a final maturity of October 2,
2017. On June 7, 2017, Fitch Ratings also upgraded the outstandingdMTA Transportation Revenue BANs
to ‘F1+’ from ‘F1°.

On June 29, 2017, MTA issued $500 of MTA TransportationiRevenue Bond Anticipation Notes, Series
2017B to generate new money proceeds to finance existing approved transit and'.commuter projects. The
Series 2017B Notes were issued as fixed rate tax-exempt notes with a maturity date.of Eebruary 1, 2018.

On October 25,2017, MTA issued $1,000 MTA Transportation Revenue Bond Anticipation Notes, Series
2017C to finance existing approved transit and commuter projects. The Series 2017C Notes were issued
as $500 Subseries 2017C-1 and $500 Subseries 2017C-2. TheSubseries 2017C-1 notes are fixed rate tax-
exempt notes with a final maturity of Februany 15, 2019. The Subseries 2017C-2 notes are fixed rate tax-
exempt notes with a final maturity of May 15,2019.

MTA Revenue Anticipation Notes — On January 9, 2014, MTA closed a $350 revolving working capital
liquidity facility with the Royal Bank of Canada,which is expected to remain in place until July 7, 2017.
Draws on the facility willdbe taxable, as such thisfacility is intended to be used only for operating needs
of MTA and the related'entities. ‘On January 31, 2017, MTA drew down $200 of its $350 Revolving Credit
Agreement with the'Royal Bank of Canada, which'was entered into on January 1, 2014. The purpose of
the draw was to retire Transportation Revenue Bond Anticipation Notes, Subseries 2016A-2. The $200
draw down plus accrued interest avas repaid.on March 31, 2017.

On August 24, 2017, MTA enteredhinto a $350 taxable Revenue Anticipation Note facility, (the “2017A
RAN?), with J.P. Morgan Chase Bank,National Association. An initial draw of $3.5 was made at closing.
This balance will remain‘throughout the duration of the agreement. The 2017A RAN is available to be
used by MTA for any corporate purpose as needed and is structured as a revolving loan facility. The RAN
expires on August 24, 2022.

MTA State Service Contract Bonds — Prior to 2017, MTA issued two Series of State Service Contract
Bonds secured under its State Service Contract Obligation Resolution adopted on March 26, 2002, in the
aggregate principal amount of $2,395. Currently, the outstanding bonds are $68. The State Service
Contract Bonds are MTA’s special obligations payable solely from certain payments from the State of
New York under a service contract.

MTA Dedicated Tax Fund Bonds — Prior to 2017, MTA issued twenty Series of Dedicated Tax Fund
Bonds secured under its Dedicated Tax Fund Obligation Resolution adopted on March 26, 2002, in the
aggregate principal amount of $9,147. The Dedicated Tax Fund Bonds are MTA’s special obligations
payable solely from monies held in the Pledged Amounts Account of the MTA Dedicated Tax Fund. State
law requires that the MTTF revenues and MMTOA revenues (described above in Note 2 under
“Nonoperating Revenues™) be deposited, subject to appropriation by the State Legislature, into the MTA
Dedicated Tax Fund.
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On February 23, 2017, MTA issued $312.825 of MTA Dedicated Tax Fund Green Bonds, Series 2017A
to retire $350 MTA Dedicated Tax Fund Bond Anticipation Notes, Series 2016A-1. The Series 2017A
bonds were issued as fixed rate tax-exempt bonds with a final maturity of November 15, 2047.

On May 17,2017, MTA issued $680 of MTA Dedicated Tax Fund Green Bonds, Series 2017B. The Series
2017B bonds were issued as $309 MTA DTF Green Bonds, Series 2017B-1 and $371 MTA DTF
Refunding Green Bonds, Series 2017B-2. Proceeds from the transaction were used to pay off the existing
outstanding 2016A-2 Bond Anticipation Notes in the amount of $350 and to refund the following
outstanding series of DTF bonds: $65 of Series 20004B-1; $65 of Series 2004B-4; and $256 of Series
2009B. The Series 2017B-1 bonds were issued as tax-exempt fixed rate bonds with a final maturity of
November 15, 2057. The Series 2017B-2 bonds were issued as tax-exempt fixed-rate bonds with a final
maturity of November 15, 2034.

On May 25, 2017, MTA effectuated a mandatory tender and remarketed $83,0f MTA Dedicated Tax Fund
Bonds, Subseries 2008A-2a because its current interest rate period was set to expire by its terms.

On June 14, 2017, MTA effectuated a mandatory tendef and remarketed $1670f MTA Dedicated Tax
Fund Variable Rate Refunding Bonds, Subseries 2008A-1 due to substituting the irrevocable direct-pay
letter of credit issued by Royal Bank of Canada, acting through its New York branch, with an irrevocable
direct-pay letter of credit issued by TD Bank, N.A.

MTA Certificates of Participation — Prior to 2017, MTA (solely on behalf of MTA Long Island Rail
Road and MTA Metro-North Railroad), MTEA New York City Transit and MTA Bridges and Tunnels
executed and delivered three Series of Certificates,of Participation‘in the aggregate principal amount of
$807 to finance certain building and leasehold improvements to an office building at Two Broadway in
Manhattan occupied principally by MTA New York City»Iransit, MTA Bridges and Tunnels, MTA
Capital Construction, and MTAHQ. The Certificates of Participation represented proportionate interests
in the principal and interést components of Base Rent paid seyerally, but not jointly, in their respective
proportionate shares by MTA New York City Transit, MTA, and MTA Bridges and Tunnels, pursuant to
a Leasehold Improyement Sublease Agreement.

MTA Bridges and Tunnels Genéral Revenue Bonds — Prior to 2017, MTA Bridges and Tunnels issued
twenty-seven'Series,of General Revenue Bonds secured under its General Resolution Authorizing General
Revenue/Obligations adepted on March 26, 2002, in the aggregate principal amount of $11,922. The
General Revenue Bonds are MTA ‘Bridges and Tunnels’ general obligations payable generally from the
net'revenues collected on the bridges and tunnels operated by MTA Bridges and Tunnels.

On January 12,2017, MTA issued $300 Triborough Bridge and Tunnel Authority General Revenue Bonds,
Series 2017A and $903 Triborough Bridge and Tunnel Authority General Revenue Refunding Bonds,
Series 2017B. “The, proceeds from the Series 2017A bonds will be used to finance bridge and tunnel
projects. The proceeds, from the Series 2017B bonds were used to refund $38 of Triborough Bridge and
Tunnel Authority General Revenue Bonds, Series 2007A; $529 of Triborough Bridge and Tunnel
Authority General Revenue Bonds, Series 2008A and B; $224 of Triborough Bridge and Tunnel Authority
General Revenue Bonds, Series 2008C; $95 of Triborough Bridge and Tunnel Authority General Revenue
Bonds, Series 2009A-2; and $126 of Triborough Bridge and Tunnel Authority Subordinate Revenue
Bonds, Series 2008D. The Series 2017A bonds were issued as tax-exempt fixed rate bonds with a final
maturity of November 15, 2047. The Series 2017B bonds were issued as $34 Triborough Bridge and
Tunnel Authority General Revenue Bonds, Subseries 2017B-1; $472 Triborough Bridge and Tunnel
Authority General Revenue Bonds, Subseries 2017B-2; $313 Triborough Bridge and Tunnel Authority
General Revenue Bonds, Subseries 2017B-3; and $84 Triborough Bridge and Tunnel Authority General
Revenue Bonds, Subseries 2017B-4. The Series 2017B bonds were issued as tax-exempt fixed rate bonds
with a final maturity of November 15, 2047.
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On October 6, 2017, MTA issued $400 Triborough Bridge and Tunnel Authority General Revenue Bond
Anticipation Notes, Series 2017A to finance bridge and tunnel capital projects. The Series 2017A Notes
were issued as fixed rate tax-exempt notes with a final maturity of February 15, 2018.

On November 17, 2017, MTA issued $721 Triborough Bridge and Tunnel Authority General Revenue
Bonds, Series 2017C. The Series 2017C bonds were issued as $521 Triborough Bridge and Tunnel
Authority General Revenue Refunding Bonds, Subseries 2017C-1 and $200 Triborough Bridge and
Tunnel Authority General Revenue Bonds, Subseries 2017C-2. Proceeds from the transaction were used
to retire the existing outstanding 2017A Bond Anticipation Notes in the amount of $235 and to refund the
following outstanding series of Triborough Bridge and Tunnel Authority bonds: $48 Subordinate Series
2008D; $22 Series 2008B-1; $17 2008B-3; $14 Series 2009A-1; $383 Sefiesi2011A; $20 Series 2012A;
$27 Series 2013C; $31 Series 2014A; and $18 Series 2015A. The Series 2017C-1 bonds were issued as
tax-exempt fixed rate bonds with a final maturity of November 15, 2028, The Series 2017C-2 bonds were
issued as tax-exempt fixed rate bonds with a final maturity of Nevember 15, 2042.

MTA Bridges and Tunnels Subordinate Revenue Bonds‘— Prior to 2017, MTA Bridges and Tunnels
issued twelve Series of Subordinate Revenue Bondsgsecured” under its 2001 Subordinate Revenue
Resolution Authorizing Subordinate Revenue Obligations adopted on March 26, 2002, in the aggregate
principal amount of $3,871. The Subordinate Revenue Bonds are,MTA Bridges and Tunnels’ special
obligations payable generally from the net revenues collected,on the bridges and tunnelg operated by MTA
Bridges and Tunnels after the payment of debt service on the MTA Bridges and Tunnels General Revenue
Bonds described in the preceding paragraph.

MTA Hudson Rail Yards Trust Obligations —The MTA Hudson Rail Yards Trust Obligations, Series
2016A (“Series 2016A Obligations”) were executed andidelivered on September 22, 2016 by Wells Fargo
Bank National Association, as Trustee (“Trustee”), to(i) retise the outstanding Transportation Revenue
Bond Anticipation Notes, Series 2016A of the'MT A} which 'were issued to provide interim financing of
approved capital programitransit and commuter projects, (ii) finance approved capital program transit and
commuter projects of the affiliates and subsidiaries.of the MTA, (iii) fund an Interest Reserve Requirement
in an amount equal to ‘ene-sixth|(1/6) of the greatest amount of Interest Components (as hereinafter
defined) in the current ot any future year, (iv) fund a portlon of the Capitalized Interest Fund requirement,
and (v) finance certain costs of issuance:

Pursuant to the Financing Agreement (as hereinafter defined), the MTA has agreed to pay to, or for the
benefit of, the Trustee they‘MTA Financing Agreement Amount,” consisting of principal and interest
components. The Series 2016A Obligations evidence the interest of the Owners thereof in such MTA
Financing Agreement Amount payable by the MTA pursuant to the Financing Agreement. The principal
amount of the Series 2016A Obligations represent the principal components of the MTA Financing
Agreement Amount (“Principal Components”) and the interest represent the interest components of the
MTA Financing Agreement Amount (“Interest Components”). The Series 2016A Obligations (and the
related Principal Components and Interest Components) are special limited obligations payable solely
from the Trust Estate established under the MTA Hudson Rail Yards Trust Agreement, dated as of
September 1, 2016 (“Trust Agreement”), by and between the MTA and the Trustee.

The Trust Estate consists principally of (i) the regularly scheduled rent, delinquent rent or prepaid rent
(“Monthly Ground Rent™) to be paid by Ground Lease Tenants (the tenants under the Western Rail Yard
Original Ground Lease and each Severed Parcel Ground Lease of the Eastern Rail Yard) of certain parcels
being developed on and above the Eastern Rail Yard and Western Rail Yard portions of the John D.
Caemmerer West Side Yards (“Hudson Rail Yards™) currently operated by The Long Island Rail Road
Company (“LIRR”), (i) monthly scheduled transfers from the Capitalized Interest Fund during the limited
period that the Monthly Ground Rent is abated under the applicable Ground Lease, (iii) payments made
by the Ground Lease Tenants if they elect to exercise their option to purchase the fee interest in such
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parcels (“Fee Purchase Payments™), (iv) Interest Reserve Advances and Direct Cost Rent Credit Payments
(collectively “Contingent Support Payments”) made by the MTA, (v) rights of the MTA to exercise certain
remedies under the Ground Leases and (vi) rights of the Trustee to exercise certain remedies under the
Ground Leases and the Fee Mortgages.

Pursuant to the Interagency Financing Agreement, dated as of September 1, 2016 (“Financing
Agreement”), by and among the MTA, New York City Transit Authority, Manhattan and Bronx Surface
Transit Operating Authority, LIRR, Metro-North Commuter Railroad Company, and MTA Bus Company
(collectively, the “Related Transportation Entities”), and the Trustee, the MTA has agreed to pay to the
Trustee the MTA Financing Agreement Amount with moneys provided by the Financing Agreement
Payments (which are principally the revenues within the Trust Estate) and nterest Reserve Advances.
The MTA has established a deposit account with Wells Fargo Bank, National Association, as depositary
(“Depositary”), and the MTA will direct all Ground Lease Tenants'to make Monthly Ground Rent and
Fee Purchase Payments (payments made by the Ground Lease Tenants ifthey elect to exercise their option
to purchase the fee interest in such parcels) directly to the Depositary, which deposits will be transferred
daily to the Trustee. In addition, in the event the MTA electsito exercise certain, Authority Cure Rights
upon the occurrence of a Ground Lease Payment Eventfof Default or is required to,make certain Direct
Cost Rent Credit Payments, the MTA will make allgpayments relating to defaulted and future Monthly
Ground Rent directly to the Depositary.

Refer to Note 8 for further information on Leases.

Debt Limitation — The New York State'Legislature has imposed limitations on the aggregate amount of
debt that the MTA and MTA Bridges and Tunnels,can issue to fund the approved transit and commuter
capital programs. The current aggregate ceiling, subjectito certain exclusions, is $55,497 compared with
issuances totaling approximately $33,948. ThesMTA expectsithat thesCurrent statutory ceiling will allow
it to fulfill the bonding requirements of the approved/Capital Programs.

Bond Refundings —From time to time, the MTA and MTA Bridges and Tunnels issue refunding bonds
to achieve debt service savings or\other benefits. The proceeds of refunding bonds are generally used to
purchase U.S. Treasury obligations that are placed in iffevocable trusts. The principal and interest within
the trusts will be used to tepaythe refunded debt./The trust account assets and the refunded debt are
excluded from théconsolidated statements of net position.
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At December 31,2017 and 2016, the following amounts of MTA bonds, which have been refunded, remain
valid debt instruments and are secured solely by and payable solely from their respective irrevocable trusts.

(In millions) December 31,
2017 2016
MTA Transit and Commuter Facilities:
Transit Facilities Revenue Bonds $ 189 $ 208
Commuter Facilities Revenue Bonds 193 214
Transit and Commuter Facilities Service Contract Bonds 28 65
Dedicated Tax Fund Bonds 61 80
MTA New York City Transit — Transit Facilities Revenue
Bonds (Livingston Plaza Project) 8 15
MTA Bridges and Tunnels:
General Purpose Revenue Bonds 694 735
Special Obligation Subordinate Bonds 115 128
Mortgage Recording Tax Bonds - 14
Total $ 1,288 $ 1,459

For the year ended December 31, 2017, MTA refunding transactions decreased aggregate debt service
payments by $648 and provided an economic gain©f $534. For the year ended December 31, 2016, MTA
refunding transactions decreased aggregate debt service paymentsdy $738 and provided an economic gain
of $561. For the years ended December 31,2017 and 2016, the accounting loss on bond refundings totaled
$359 and $451, respectively.

Unamortized losses related to bond refundings were asyfollows:

Net
(In millions) December 31, increase/ '\ Decémber 31, “(Gain)/Loss on ~ Current Year December 31,
2015 (decrease) 2016 Refunding Amortization 2017
MTA:

Transportation Revenue Bonds $ 3 0§ m 8§ 51§ 22§ (S $ 728
State Service Contract Bonds (5) V)] ‘ 7 - 3 (10)
Dedicated TaxFund Bonds 101 114 215 55 (16) 254
41 334 765 277 (70) 972

TBTA:
General Revenue Bonds 161 10 171 82 (20 233
Subordinate Revenue Bonds 34 2) 32 - (2 30
195 8 203 82 (22) 263
Total $ 6260 $§ 342 § 98 § 359 § 92) § 1,235
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Debt Service Payments — Future principal and interest debt service payments at December 31, 2017
are as follows (in millions):

MTA MTA BRIDGES AND TUNNELS Debt Service

Principal Interest Principal Interest Principal Interest
2018 $ 1,316 $ 1,510 $ 490 $ 381 $ 1,806 $ 1,891
2019 1,736 1,480 330 366 2,066 1,846
2020 720 1,371 335 350 1,055 1,721
2021 754 1,257 341 334 1,095 1,591
2022 811 1,188 356 279 1,167 1,467
2023-2027 5,085 4,605 2,063 1,343 7,148 5,948
2028-2032 6,342 3,153 2,606 821 8,948 3,974
2033-2037 5,593 2,082 1,140 455 6,733 2,537
2038-2042 4,003 1,049 824 176 4,827 1,225
2043-2047 1,048 317 258 44 1,306 361
2048-2052 479 160 26 2 505 162
2053-2057 319 45 - - 319 45
Thereafter 683 - - - 683 -

$28,889 $18,217 $ 85769 $ 4,551 $37,658 $22,768

The above interest amounts include both fixed - and variable-ratefcalculations. The interest rate
assumptions for variable rate bonds are as follows:

o  Transportation Revenue Refunding Bonds; Series 2002D — 4.45% per annum taking into account the
interest rate swap plus the current fixed floating,rate note spread.

o Transportation Revenue Refunding Bonds, Seriese2002G= 3.542% per annum taking into account
the interest rate swap plus.the current fixed floating rate note spread; and 4.00% per annum plus the

current fixed floating rate note,spread on the unhedged portion.

o Transportation Revenue Bonds, Series 2005D ——3.561% per annum taking into account the interest
rate swaps.

o Transportation Revenue Bonds, Series 2005E — 3.561% per annum taking into account the interest
rat€ swaps and 4.00%,per annum,on the unhedged portion.

o&" Tramsportation Revenue Bonds, Series 2011B — 3.542% per annum taking into account the interest
rate swaps plus the current fixed floating rate note spread; and 4.00% per annum plus the current

fixed floating rate note spread on the unhedged portion.

o Transportation Revenué Bonds, Series 20124 — 4.00% per annum plus the current fixed floating
rate note spread.

o  Transportation Revenue Bonds, Series 2012G — 3.563% per annum taking into account the interest
rate swaps plus the current fixed floating rate note spread.

o  Transportation Revenue Bonds, Series 2014D-2 — 4.00% per annum plus the current fixed floating
rate note spread.

o  Transportation Revenue Bonds, Series 20154-2— 4.00% per annum plus the current fixed floating
rate note spread.

o Transportation Revenue Bonds, Series 2015E — 4.00% per annum.
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o Dedicated Tax Fund Bonds, Series 2002B — 4.00% per annum on SubSeries 2002B-1; and 4.00%
per annum plus the current fixed floating rate note spread.

o Dedicated Tax Fund Variable Rate Refunding Bonds, Series 20084 — 3.316% per annum taking into
account the interest rate swaps plus the current fixed floating rate note spread; and 4.00% per annum
plus the current fixed floating rate note spread on the unhedged portion.

e Dedicated Tax Fund Refunding Bonds, SubSeries 2008B-3a and 2008B-3¢c— 4.00% per annum plus
the current fixed floating rate note spread.

o MTA Bridges and Tunnels Subordinate Refunding Bonds, Series 2000ABCD — 6.08% per annum
taking into account the interest rate swap plus the current fixed floating rate note spread; and 4.00%
per annum plus the current fixed floating rate note spread on th€ unhedged portion.

o  MTA Bridges and Tunnels General Revenue Refunding, Bonds, Series 2001B and Series 2001C —
4.00% per annum.

e  MTA Bridges and Tunnels General Revenue Refinding Bonds, Series 2002F —5.404% and 3.076%
per annum taking into account the interest rat€ swapsiand 4.00% per annum on portions not covered
by the interest rate swaps.

o MTA Bridges and Tunnels General Revenue Bonds, Series 2003B — 4.00% per annum; and 4.00%
per annum plus the current fixed floating'rate note spread on SubSeries 2003B-2.

o  MTA Bridges and Tunnels General Revenue Bonds,"Series 20054A/— 4.00% per annum except from
November 1, 2027 through November 1, 2030, 3.076% petannuni taking into account the interest rate
swap.

o  MTA Bridges and Tunnels General Revenue Refunding Bonds, Series 2005B — 3.076% per annum
based on the Initial Interest Rate' Swaps plus the eurcent fixed floating rate note spread.

o  MTA Bridges and TunnelsyGeneral RevenueBonds, Series 2008B-2 — 4.00% per annum plus the
current fixed floating rate note spread.

Loans Payable — The MTA and the New, York Power Authority (“NYPA”) entered into an updated Energy
Services Program Agreement,(“ESP Agreement”). The ESP Agreement authorized MTA affiliates and
subsidiariesito enter into a Customer Installation Commitment (“CIC”) with NYPA for turn-key, energy
efficiency projects, which would usually be long-term funded and constructed by NYPA. The repayment
period for the NYRA loan can be up to 20 years, but can be repaid at any time without penalty.
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The debt service requirements at December 31, 2017 are as follows:

Loans Payable
(in millions)

Year Principal Interest Total

2018 $ 13.92 $ 1.53 $ 15.45

2019 13.83 1.35 15.18

2020 13.19 1.16 14.35

2021 12.44 0.98 13.42

2022 10.99 0.81 11.80

2023-2027 34.48 2.02 36.50

2028-2032 12.96 043 13.39

2033-2036 2.14 0.02 2.16
Total $ 113.95 $ 830 S 122.25

Current portion $ 13.92

Long-term portion 100.03

Total NYPA Loans Payable $ 113.95

The above interest amounts include both fixed and variable ratefcalculations. Interest on the variable-rate
loan is paid at the Securities Industry and Financial Markets Association Municipal Swap Index
(“SIFMA”) rate and is reset annually.

Tax Rebate Liability — Under the Internal Revenuei€ode of 1986, the MTA may accrue a liability for
an amount of rebateable arbitrage resulting from investingplow-yielding, tax-exempt bond proceeds in
higher-yielding, taxable securities. The arbitrage liability 1s‘payableto the federal government every five
years. No accruals or payments were made duringthe years ended December 31, 2017 and 2016.

-96 -

Master Page # 124 of 588 - Audit Committee Meeting 4/23/2018



Liquidity Facility — MTA and MTA Bridges and Tunnels have entered into several Standby Bond
Purchase Agreements (“SBPA”) and Letter of Credit Agreements (“LOC”) as listed on the table below.

Resolution Series

Transportation Revenue 2005D-1
Transportation Revenue 2005D-2
Transportation Revenue 2005E-1
Transportation Revenue 2005E-2
Transportation Revenue 2005E-3
Dedicated Tax Fund 2002B-1
Dedicated Tax Fund 2008A-1

MTA Bridges and Tunnels General Revenue 2001B
MTA Bridges and Tunnels General Revenue 2001C
MTA Bridges and Tunnels General Revenue 2002F
MTA Bridges and Tunnels General Revenue 2003B#1
MTA Bridges and Tunnels General Revenue 2003B-3
MTA Bridges and Tunnels General Revenue 2005A
MTA Bridges and Tunnels General Revenugs2005B-2
MTA Bridges and Tunnels General Revenue 2005B-3
MTA Bridges and Tunnels Subordinate 2013D-2:
MTA Bridges and Tunnels Subordinate 2013D-2l

Type of
Swap Provider (Insurer) Facility
Y Helaba LOC
Y Helaba LOC
Y Bank of Montreal LOC
Y Bank of AmericayN.A. LOC
Y Bank of Mentreal LOC
N Bank ofTokyo Mitsbishi LOC
Y TDBank, N.A. LOC
N State Street LOC
Y« Bankof Tokyo Mitsbishi SBPA
Y Helaba SBPA
N, PNC Bank LOC
N Wells'Fargo LOC
Y TD Bank LOC
Y Wells Fargo LOC
Y
Y
Y

Bank of Tokyo Mitsbishi LOC
Bank of America, NA.  LOC
Bank of America, N.A. LOC

Exp. Date

11/7/2018
11/10/2022
8/24/2018
12/10/2021
8/24/2018
3/22/2021
6/13/2022
9/28/2018
8/17/2018
11/1/2018
1/26/2018
1/26/2018
1/28/2020
1/26/2018
6/29/2018
12/14/2018
12/14/2018

Derivative Instruments<— Fair value for the swaps is calculated in accordance with GASB Statement
No. 72, utilizing thedncome approach and Level\2 inputs. It incorporates the mid-market valuation,
nonperformance risk of either MTA/MTA Bridges and Tunnels or the counterparty, as well as bid/offer.
The fair values were estimated using the zero-coupon method. This method calculates the future net
settlement payments required by/the swappassuming that the current forward rates implied by the yield
curve correctly anticipate future'spot interest rates. These payments are then discounted using the spot
rates implied by the'current yield curve for hypothetical zero-coupon bonds due on the date of each future

net séttlement on the swap.
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The fair value balances and notional amounts of derivative instruments outstanding at December 31, 2017 and 2016, classified by type, and the changes

in fair value of such derivative instruments from the year ended December 31, 2016 are as follows:

Derivative Instruments

Summary Information

(in $ millions) As of December 31, 2017
Cash'Elow or Fair Effective Trade/Hedge Notional
Bond Resolution Credit Underlying Bond Series Type of Derivative Value Hedge Methodology Association Date Amount Fair Value
Cashflow Hedges
MTA Bridges and Tunnels Senior Revenue Bonds 2002F & 2003B-2 (Citi 2005B)  Libor Fixed Payer Cash Elow Synthetic Instrument 6/2/2005 191.300 (29.658)
MTA Bridges and Tunnels Senior Revenue Bonds 2005B-2,3,4 Libor Fixed Payer Cash Flow Synthetic [n§trument 6/2/2005 573.900 (88.974)
MTA Bridges and Tunnels Senior Revenue Bonds 2005A (COPS2004A) Libor Fixed Payer Cash Flow Synthetic Instrument 4/1/2016 22.765 (3.028)
MTA Bridges and Tunnels Senior Revenue Bonds 2001C (COPS2004A) Libor Fixed Payer Cash Flow Synthetic Instrument 12/5/2016 57475 (2.409)
MTA Bridges and Tunnels Subordinate Revenue Bonds 2000ABCD SIEM'A Fixed\Ray er Cash Flow Synthetic Instrument 8/12/1998 34.150 (1.450)
MTA Dedicated Tax Fund Bonds 2008A Libor Fixed Payer Cash Flow; Synthetic Instrument 3/8/2005 326.860 (45.587)
MTA Transportation Revenue Bonds 2002D-2 Libor Fixed Pdyer CastiFlow Synthetic Instrument 7/11/2002 200.000 (65.547)
MTA Transportation Revenue Bonds 2005D &2005E Libor Fixed Payer Cash Flow Synthetic Instrument 9/10/2004 380.700 (67.631)
MTA Transportation Revenue Bonds 2012G Libor Fixed Rayer Cash Flow Synthetic Instrument 12/12/2007 357.150 (81.075)
MTA Transportation Revenue Bonds 2002G-1 (€OPS2004A) Libor Fixed Payer Cash Flow Synthetic Instrument 4/1/2016 142.015 (11.405)
MTA Transportation Revenue Bonds 2011B (COPS2004A) Libor Fixed Payer Cash Flow Synthetic Instrument 4/1/2016 56.220 (14.961)
Total § 2342535 § (411.725)
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Derivative Instruments

Summary Information

(in $ millions) As of December 31,2016
Effective Trade/Hedge Notional
Bond Resolution Credit Underlying Bond Series Type of Derivative Methodology Association Date Amount Fair Value
Cashflow Hedges
MTA Bridges and Tunnels Senior Revenue Bonds 2002F & 2003B-2 (Citi 2005B)  Libor Fixed Payer 6/2/2005 192.200 (31.348)
MTA Bridges and Tunnels Senior Revenue Bonds 2005B-2,3,4 6/2/2005 576.600 (94.044)
MTA Bridges and Tunnels Senior Revenue Bonds 2005A (COPS2004A) Libor Fi 4/1/2016 23.230 (3.524)
MTA Bridges and Tunnels Senior Revenue Bonds 2005C (COPS2004A) 12/5/2016 70.500 (4.058)
MTA Bridges and Tunnels Subordinate Revenue Bonds 2000ABCD Libor Fixed Payer Synthetic Instrument 8/12/1998 55.800 (3.920)
MTA Dedicated Tax Fund Bonds 2008A Libor Fixed Payer h Flow Synthetic Instrument 3/8/2005 328.980 (51.300)
MTA Transportation Revenue Bonds 2002D-2 Synthetic Instrument 7/11/2002 200.000 (67.214)
MTA Transportation Revenue Bonds 2005D & 2005E Synthetic Instrument 9/10/2004 394.980 (73.319)
MTA Transportation Revenue Bonds 2012G Synthetic Instrument 12/12/2007 357.500 (83.394)
MTA Transportation Revenue Bonds 2002G-1g(€ORS 2004A) it a Synthetic Instrument 41112016 155.815 (15.244)
MTA Transportation Revenue Bonds Synthetic Instrument 4/12016 46.555 (15.442)
Total § 2402160 § (442.807)
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Fair Value at

Changes In Fair Value December 31,2017

Amount Amount Notional
Classification (in millions) Classification (in millions) (in millions)
Government activities
Cash Flow hedges:
Pay-fixed interest rate swaps Deferred outflow of resources § 31.082 Debt $ (411.725)| $  2,342.535

Swap Agreements Relating to Synthetic Fixed Rate Debt

Board-adopted Guidelines. The Related Entities adopted guidelines governingithe use of swap contracts
on March 26, 2002. The guidelines were amended and approved by the MTA"Board on March 13, 2013.
The guidelines establish limits on the amount of interést rate derivatives that mayybe outstanding and
specific requirements that must be satisfied for a Rélated Entityzto enter into a swap'econtract, such as
suggested swap terms and objectives, retention of a swap, advisor,\credit ratings of the counterparties,
collateralization requirements and reporting requirements.

Objectives of synthetic fixed rate debt. Te,achieve cash flow savings through a synthetic fixed rate, MTA
and MTA Bridges and Tunnels have entered into separate pay-fixed,receive-variable interest rate swaps
at a cost anticipated to be less than what MTA"anddMTA Bridges and Tunnels would have paid to issue
fixed-rate debt, and in some cases where Federal tax lawaprohibits an advance refunding to synthetically
refund debt on a forward basis.

Terms and Fair Values.£Theterms, fair values and counterparties of the outstanding swaps of MTA and
MTA Bridges and Tunnels are reflected in the following tables (as of December 31, 2017).

Metropolitan Transportation Authority
Neotional Fair Value
Amountas of | Effective | Maturity Counterparty and Ratings as of

Related Bonds | 5 37/47 Date Date Terms (S&P / Moody’s / Fitch) 123117
Pay 4.45%; JPMorgan Chase Bank, NA

TRB 2002D-2 $200.000 5 01/01/07 11/01/32 receive 69% 1M LIBOR (A+/ Aa3 | AA-) $ (65.547)

TRB 2005D & Pay 3.561%; UBS AG

2005E 285525 | [g02/05 11701735 receive 67% 1M LIBOR (A+/Al/AA-) (50.723)
Pay 3.561%; AIG Financial Products'

TRB 2005E 95.175 4 '11/02/05 11/01/35 receive 67% 1M LIBOR (BBB+/ Baal / BBB) (16.908)
Pay 3.563%; JPMorgan Chase Bank, NA

TRB 2012G 357.150 | 11/15/12 11/01/32 receive 67% 1M LIBOR (A+/ Aa3 | AA-) (81.075)
Pay 3.3156%; Bank of New York Mellon

DTF 2008A 326.860 | 03/24/05 11/01/31 reccive 67% 1M LIBOR (AA-/ Aa2 / AA) (45.587)

Total $1,264.710 $ (259.840)

'Guarantor: American International Group, Inc., parent of AIG Financial Products.
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MTA Bridges and Tunnels
Notional Fair Value
Amount as Effective Maturity Counterparty and Ratings as of

Related Bonds | 115 31/17 Date Date Terms (S&P / Moody’s / Fitch) 12/31/17

TBTA 2002F Pay 3.076%; Citibank, N.A.

& 2003B-2 $191.300 | 07/07/05 | OVOI32 1| Ve 67% 1M LIBOR (A+/ AL/ A+) §(29.658)
Pay 3.076%; JPMorgan Chase Bank, NA

TBTA 2005B-2 191.300 | 07/07/05 01/01/32 receive 67% 1M LIBOR (At / Aa3/ AA-) (29.658)
Pay 3.076%; BNP Paribas North America

TBTA 2005B-3 191.300 | 07/07/05 01/01/32 receive 67% 1M LIBOR (A Aa3 / Ab) (29.658)
Pay 3.076%; UBS AG

TBTA 2005B-4 191.300 | 07/07/05 01/01/32 receive 67% 1M LIBOR (A+/ Al /AA) (29.658)

TBTA Pay 6.08%; JPMorgan Chase Bank, NA

2000ABCD 34.150 | 01/01/01 01/01/19 receive SIFMALS bp! (A+hAa3 / AA-) (1.450)

TRB 2002G-1

& 2011B, 139.238% | 04/01/16 01/01/30 Pay 3452%; U.S. Bagigis (15.902)°

TBTA 2005A g (AA-/ AT/ AA)

& 2001C2 reeéive 67% 1M LIBOR:

TRB 2002G-1

& 2011B, 5 Pay 3.52%; 3

TBTA 2005A 139.237 04/01/16 01/01/30 receive 67% 1M LIBOR Wells Fargo Bank, N.A. (15.901)

& 2001C2 (AA-/ Aa2 | AA-)

Total $1,077.825 $ (151.885)

'Tn accordance with a swaption entered into on August 12, 1998, TBTA received an.upfront option premium of $22.740, which is being amortized
over the life of the swap agreement.

2Between November 22, 2016 and December 5, 2016, the Variable Rate @ertificates of Participation, Series 2004A were redeemed. Corresponding
notional amounts from the Series 2004A COPs were reassigned todMTA Bridges and Tunnels General Revenue Variable Rate Bonds, Series
2001C.

3Pursuant to an Interagency A@reement (following novations from UBS in April 2016), MTA New York City Transit is responsible for 68.7%,
MTA is responsible for 2140%, and TBTA is responsible for 10.3% of the transaction.

LIBOR: London Interbank Offered Rate

SIFMA: Securities Industry and Financial Markets Association Index
TRB: Transportation Revenue Bonds

DTF: Dedicated Tax Fund Bonds

Risks Associated with the Swap Agreeménts

From MTA’s and MTA Bridges and“Tunnels’ perspective, the following risks are generally associated
with swap agreements:

Credit Risk. The risk that a ¢ounterparty becomes insolvent or is otherwise not able to perform its financial
obligations. To mitigate'the exposure to credit risk, the swap agreements include collateral provisions in
the event of downgrades to the swap counterparties’ credit ratings. Generally, MTA and MTA Bridges
and Tunnels’ swap agreements contain netting provisions under which transactions executed with a single
counterparty are netted to determine collateral amounts. Collateral may be posted with a third-party
custodian in the form of cash, U.S. Treasury securities, or certain Federal agency securities. MTA and
MTA Bridges and Tunnels require its counterparties to fully collateralize if ratings fall below certain levels
(in general, at the Baal/BBB+ or Baa2/BBB levels), with partial posting requirements at higher rating
levels (details on collateral posting discussed further under “Collateralization/Contingencies”). As of
December 31, 2017, all of the valuations were in liability positions to MTA and MTA Bridges and Tunnels;
accordingly, no collateral was posted by any of the counterparties.
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The following table shows, as of December 31, 2017, the diversification, by percentage of notional
amount, among the various counterparties that have entered into ISDA Master Agreements with MTA
and/or MTA Bridges and Tunnels. The notional amount totals below include all swaps.

Notional % of Total
Counterparty S&P Moody’s Fitch Amount (in Notional
thousands) Amount
JPMorgan Chase Bank, NA A+ Aa3 AA- $782,600 33.41%
UBS AG A+ Al AA- 476,825 20.36
The Bank of New York Mellon AA- Aa2 AA 326,860 13.95
Citibank, N.A. A+ Al A+ 191,300 8.17
BNP Paribas North America, Inc. A Aa3 A+, 191,300 8.17
U.S. Bank National Association AA- Al AA 139,238 5.94
Wells Fargo Bank, N.A. AA- Aa2 AA- 139,237 5.94
AIG Financial Products Corp. BBB+ Baal BBB+ 95,175 4.06
Total $2,342,535 100.00%

Interest Rate Risk. MTA and MTA Bridges and Tunnéls are exposed to interest ratexisk on the interest
rate swaps. On the pay-fixed, receive variable intefest rate swapsyas LIBOR or SIFMAuw(as applicable)
decreases, MTA and MTA Bridges and Tunnels’ net payments ontheswaps increase.

Basis Risk. The risk that the variable rate of interest paid by the counterparty under the swap and the
variable interest rate paid by MTA or MTAyBridges and Tunnels on.the associated bonds may not be the
same. Ifthe counterparty’s rate under the swap isslower than the bond interest rate, then the counterparty’s
payment under the swap agreement does not\fully reimburse MTA or MTA Bridges and Tunnels for its
interest payment on the associated bonds. \‘Conversely,if the bond interest rate is lower than the
counterparty’s rate on the swap, there is a net benefitto MTA or MTA Bridges and Tunnels.

Termination Risk. Thefrisk that a swap agreement will be terminated and MTA or MTA Bridges and
Tunnels will be required to makeia swap termination payment to the counterparty and, in the case of a
swap agreement which'was, entered into for the purpese’of creating a synthetic fixed rate for an advance
refunding transaction may-also bé required to take action to protect the tax exempt status of the related
refunding bonds:

The ISDA Master Agreement sets forth certain termination events applicable to all swaps entered into by
thefparties to that ISDA"Master Agreement. MTA and MTA Bridges and Tunnels have entered into
separate ISDA Master Agreements with each counterparty that govern the terms of each swap with that
counterparty,isubject to individual terms negotiated in a confirmation. MTA and MTA Bridges and
Tunnels are subject to termination risk if its credit ratings fall below certain specified thresholds or if
MTA/MTA Bridges and Tunnels commits a specified event of default or other specified event of
termination. If, at'the,timé of termination, a swap were in a liability position to MTA or MTA Bridges
and Tunnels, a termination payment would be owed by MTA or MTA Bridges and Tunnels to the
counterparty, subjectto applicable netting arrangements.
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The following tables set forth the Additional Termination Events for MTA/MTA Bridges and Tunnels and
its counterparties.

MTA Transportation Revenue

Counterparty Name MTA Counterparty
AIG Financial Products Corp.;
JPMorgan Chase Bank, NA; Below Baa3 (Moody’s) or BBB- Below Baa3 (Moody’s) or BBB-
UBS AG (S&P)* (S&P)*

*Note: Equivalent Fitch rating is replacement for Moody’s or S&P.

MTA Dedicated Tax Fund

Counterparty Name MTA Counterparty
Bank of New York Mellon Below BBB (S&P) or BBB (Fitch)* Below Agzs(gﬁ?;iy ) or A-
*Note: Equivalent Moody’s rating is replacement for S&P ordFitch.
**Note: Equivalent Fitch rating is replacement for Moody’s or S&P:

MTA®Bridges and Tunnels Senior Lien

Counterparty Name MTA Bridges and Tunnels Counterparty
BNP Paribas North America, Inc.;
Citibank, N.A; Below Baa2 (Moody’s) or BBB Below Baal (Moody’s) or BBB+
JPMorgan Chase Bank, NA,; (S&P)* (S&P)*
UBS AG
*Note: Equivalent Fitchdating is replacement for Moody’s or S&P.

MTA Bridges)and Tunnels Subordinate Lien
Counterparty Name MTA Bridges and Tunnels Counterparty
Swap Insurer below A3 (Moody’s) and
A- (S&P); and ,
JPMorgan Chase Bank, NA MTA Bridges and Tunnels Senior Lien Below Baa2 Eglgi)[());j y's) or BBB
rating below Baa3 (Moody’s) and
BBB- (S&P)

U.S. Bank National Assoeiationg Below Baa2 (Moody’s) or BBB Below Baa2 (Moody’s) or BBB
Wells Fargo Bank, N.A: (S&P)* (S&P)**

*Note: Equivalent Fitch rating is replacement for Moody’s or S&P. If not below Investment Grade, MTA Bridges and Tunnels
may cure such Termination Event by posting collateral at a Zero threshold.
**Note: Equivalent Fitch rating is replacement for Moody’s or S&P.

MTA and MTA Bridges and Tunnels’ [ISDA Master Agreements provide that the payments under one
transaction will be netted against other transactions entered into under the same ISDA Master Agreement.
Under the terms of these agreements, should one party become insolvent or otherwise default on its
obligations, close-out netting provisions permit the non-defaulting party to accelerate and terminate all
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outstanding transactions and net the amounts so that a single sum will be owed by, or owed to, the non-
defaulting party.

Rollover Risk. The risk that the swap agreement matures or may be terminated prior to the final maturity
of the associated bonds on a variable rate bond issuance, and MTA or MTA Bridges and Tunnels may be
exposed to then market rates and cease to receive the benefit of the synthetic fixed rate for the duration of
the bond issue. The following debt is exposed to rollover risk:

Associated Bond Issue Bond Maturity Date Swap Termination Date
MTA Bridges and Tunnels General Revenue Variable Rate
Bonds, Series 2001C (swaps with U.S. Bank/Wells Fargo) January 1, 2032 January 1, 2030
MTA Bridges and Tunnels General Revenue Variable Rate
Refunding Bonds, Series 2002F (swap with Citibank, N.A.) November 'g89>2 January 1, 2032
MTA Bridges and Tunnels General Revenue Variable Rate
Bonds, Series 2003B (swap with Citibank, N.A.) Janyry 1033 @y 1, 2032
MTA Bridges and Tunnels General Revenue Variable Rate Januaryl, 2030 (U.S.
Bonds, Series 2005A (swaps with U.S. Bank/Wells Fargo November 1, 2035 Bank/Wells Fargo)
and Citibank, N.A.) January 1, 2032 (Citibank)
MTA Transportation Revenue Variable Rate Bonds, Series
2011B (swaps with U.S. Bank/Wells Fargo) Novemboggag041 January 1, 2030

Collateralization/Contingencies. Under the majority of the swap agreements, MTA and/or MTA Bridges
and Tunnels is required to post collateral in the event itSyeredit rating falls below certain specified levels.
The collateral posted is to be in the form oficash, UsS:Treasury securities, or certain Federal agency
securities, based on the valuations of the swap\agreements inliability positions and net of the effect of
applicable netting arrangéments. Mf MTA and/ot MTA Bridges and Tunnels do not post collateral, the
swap(s) may be terminated by the counterparty(ies):

As of December 31, 2017, the aggregate mid-market valuation of the MTA’s swaps subject to collateral
posting agreements was ($220:645); as of this. datesthe MTA was not subject to collateral posting based
on its creditratings'(see further details below).

As of December 31, 2017, the aggregate /mid-market valuation of MTA Bridges and Tunnels’ swaps
subject to, collateral posting agreements was ($151.303); as of this date, MTA Bridges and Tunnels was
not subject to collateral posting baseddon its credit ratings (see further details below).

The following tables set forth the ratings criteria and threshold amounts applicable to MTA/MTA Bridges
and Tunnels and'its eounterparties.

MTA Transportation Revenue

Counterparty Collateral
Counterparty MTA Collate.ral Thres.h olds (based Thresholds (based on highest
on highest rating) .
rating)
%ﬁ(im;é%i:oﬁi;fﬁs gi\rp, Baal/BBB+: $10 million Baal/BBB+: $10 million
UBS AgG T Baa2/BBB & below: Zero Baa2/BBB & below: Zero

Note: Based on Moody’s and S&P ratings. In all cases except JPMorgan counterparty thresholds, Fitch rating is
replacement for either Moody’s or S&P, at which point threshold is based on lowest rating.
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MTA Dedicated Tax Fund

Counterparty Collateral Thresholds
(based on lowest rating)

Aa3/AA-: $10 million
Al/A+: $5 million
Bank of New York Mellon N/A — MTA does not post collateral A2/A: $2 million
A3/A-: $1 million
Baal/BBB+ & below: Zero

Counterparty MTA Collateral Thresholds

Note: Counterparty thresholds based on Moody’s and S&P ratings. Fitch rating is replacement for either Moody’s or S&P.

MTA Bridges and Tunnels Senior Lien

MTA Bridges and Tunnels Counterparty Collateral
Counterparty Collateral Thresholds (based on Thresholds (based on highest
highest rating) rating)

BNP Paribas North America, Inc.;
Citibank, N.A.;

JPMorgan Chase Bank, NA;

UBS AG

Baal/BBB+: $30 million
Baa2/BBB: $15 million
Baa3/BBB- & below: Zero

A3/A-$10 million
Baal/BBB+ & below: Zero

Note: MTA Bridges and Tunnels thresholds based on Moody’s, S&P; and Fitch ratings. Counterparty thresholds based on
Moody’s and S&P ratings; Fitch rating is replacement for Moody'’s or S&P:

MTA Bridges and Tunnels Subordinate Lien

MTA Bridges and)Tunnels Collateral Counterparty Collateral

Counterparty . Thresholds (based on lowest
Thresholds (based on lowest rating) .
rating)
JPMorgan Chase Bank, NA N/A - MTA Bgdges g TulNQQug $1,000,000
not post<ollateral

U.S. Bank National Assogidtion: Baa3/BBB- & below: Zero Aa3/AA-: $15~ m1111c.)n'
Wells Fargo Bank, N.A (note: only applicable as cure for Al/A+ to A3/A-: $5 million
i _ Termination Event) Baal/BBB+ & below: Zero

Note: Thresholds based on Moody si\andS&P ratings. Fitch rating is replacement for Moody’s or S&P.

Swap payments-and Associated Debt. The following tables contain the aggregate amount of estimated
variable-rate bond debt service and net swap payments during certain years that such swaps were entered
intefin erder to: protect against the potential of rising interest rates; achieve a lower net cost of borrowing;
réduce exposure to changing interest rates on a related bond issue; or, in some cases where Federal tax law
prohibits‘an advance refunding, achieve debt service savings through a synthetic fixed rate. As rates vary,
variable-rate bond interest payments and net swap payments will vary. Using the following assumptions,
debt service requitements of MTA’s and MTA Bridges and Tunnel’s outstanding variable-rate debt and
net swap payments ate estimated to be as follows:

o [t is assumed that the variable-rate bonds would bear interest at a rate of 4.0% per annum.
e The net swap payments were calculated using the actual fixed interest rate on the swap agreements.

- 105 -

Master Page # 133 of 588 - Audit Committee Meeting 4/23/2018



MTA
(in millions)
Year Ended Variable-Rate Bonds Net Swap
December 31, Payments Total
2017 Principal Interest
2018 35.8 50.1 (5.4) 80.6
2019 55.6 48.6 (5.2) 99.0
2020 384 46.5 (4.9) 80.0
2021 58.3 44.9 4.7 98.5
2022 63.3 42.6 (4.4) 101.4
2023-2027 324.3 173.9 (17.2) 481.0
2028-2032 827.6 454.7 (8.3) 1,274.0
2033-2037 122.7 27.5 (1.6) 148.7
MTA Bridges and Tunnels
(in millions)
Year Ended Variable-Rate Bonds Net Swa
December 31, PaymentI; Total
2017 Principal Interest
2018 62.5 39.7 (6.6) 95.7
2019 43.4 38.0 (6.9) 74.5
2020 254 37.0 (6.9) 55.6
2021 26.6 36.0 (6.8) 55.8
2022 27.6 34.9 (6.8) 55.7
2023-2027 180.4 152.5 (32.3) 300.5
2028-2032 681.8 68.5 (16.5) 733.8
2033-2037 12.4 25 - 14.9
LEASE TRANSACTIONS

Leveraged Lease Transactions: Qualified Technological Equipment — On December 19, 2002, the
MTA entered into four sale/leaseback transactions\whereby MTA New York City Transit transferred
ownership of certain MTA New York:City Transit qualified technological equipment (“QTE”) relating to
the MTA New, York City Transit automatédyfare’collection system to the MTA. The MTA sold that
equipment tothird partics and the MTA leased that equipment back from such third parties. Three of those
four leases were terminated early andiare no longer outstanding. The fourth lease expires in 2022, at which
point the MTA has the option of eithemexercising a fixed-price purchase option for the equipment or
returningthe equipment to the third-party owner.

Under the terms, of the outstanding sale/leaseback agreement the MTA initially received $74.9, which was
utilized as follows: The MTA paid $52.1 to an affiliate of the lender to the third party, which affiliate has
the obligation to paysto MTA an amount equal to the rent obligations under the lease attributable to the
debt service on the'loan from the third party’s lender. The MTA also purchased U.S. Treasury debt
securities in amounts and with maturities, which are expected to be sufficient to pay the remainder of the
regularly scheduled lease rent payments under the lease and the purchase price due upon exercise by the
MTA of the related purchase option if exercised.

Leveraged Lease Transaction: Subway Cars — On September 3, 2003, the MTA entered into a
sale/leaseback transaction whereby MTA New York City Transit transferred ownership of certain MTA
New York City Transit subway cars to the MTA, the MTA sold those cars to a third party, and the MTA
leased those cars back from such third party. The MTA subleased the cars to MTA New York City Transit.
The lease expires in 2033. At the lease expiration, the MTA has the option of either exercising a fixed-
price purchase option for the cars or returning the cars to the third-party owner.
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Under the terms of the sale/leaseback agreement, the MTA initially received $168.1, which was utilized
as follows: The MTA paid $126.3 to an affiliate of one of the lenders to the third party, which affiliate has
the obligation to pay to the MTA an amount equal to the rent obligations under the lease attributable to
the debt service on such loan from such third party’s lender. The obligations of the affiliate of the third
party’s lender are guaranteed by American International Group, Inc. The MTA also purchased FNMA and
U.S. Treasury securities in amounts and with maturities which are sufficient to make the lease rent
payments equal to the debt service on the loans from the other lender to the third party and to pay the
remainder of the regularly scheduled rent due under that lease and the purchase price due upon exercise
by the MTA of the fixed price purchase option if exercised. The amount remaining after payment of
transaction expenses, $7.4, was the MTA’s benefit from the transaction.

Leveraged Lease Transactions: Subway Cars — On September 255 2003 and September 29, 2003, the
MTA entered into two sale/leaseback transactions whereby MTA NewhYork City Transit transferred
ownership of certain MTA New York City Transit subway cars(to the MTA)the MTA sold those cars to
third parties, and the MTA leased those cars back from suchdhirdparties. The MTA subleased the cars to
MTA New York City Transit. Both leases expire in 2033.4At the'lease expiration, MTAHQ has the option
of either exercising a fixed-price purchase option for the cars or returning the cars to the third-party owner.

Under the terms of the sale/leaseback agreements, the MTA. initially received $294, which was utilized as
follows: In the case of one of the leases, the MTA paid $97 toyanaftiliate of one of thelenders to the third
party, which affiliate has the obligation to pay to the MTA an amount equal to the rent obligations under
the lease attributable to the debt service omthe loan from such thirdyparty’s lender. The obligations of the
affiliate of such third party’s lender are guaranteed by American International Group, Inc. In the case of
the other lease, the MTA purchased U.S. Treasury debt securities in amouints and with maturities, which
are sufficient for the MTA to make the lease tent paymentsequal to the debt service on the loan from the
lender to that third party. In the case of both ofithe leases, the MiLA also purchased Resolution Funding
Corporation (“REFCO”)_debtisecurities that mature in 2030. Under an agreement with AIG Matched
Funding Corp. (guarantéed by American International Group, Inc.), AIG Matched Funding Corp. receives
the proceeds from the REFCO debt securities at maturity and is obligated to pay to the MTA amounts
sufficient for the MTA toypay the remainder of the regularly scheduled lease rent payments under those
leases and the purchase price due upon,exercise by ,the MTA of the purchase options if exercised. The
amount remaining after paymetit of transactioiiexpenses, $24, was the MTA’s net benefit from these two
transactions.

OndSeptember 16, 2008, thesMTA learned’that American International Group, Inc. was downgraded to a
level thatunder the terms of the transaction documents for the sale/leaseback transaction that closed on
September 29, 2003, the MTA was required to replace or restructure the applicable Equity Payment
Undertaking Agreement provided by AIG Financial Products Corp. and guaranteed by American
International Group, Inc. On December 17, 2008, MTA terminated the Equity Payment Undertaking
Agreement provided by AIG Financial Products Corp. and guaranteed by American International Group,
Inc. and provided replacement collateral in the form of U.S. Treasury strips. REFCO debt security that
was being held in pledge was released to MTA. On November 6, 2008, the MTA learned that Ambac
Assurance Corp., the provider of the credit enhancement that insures the MTA’s contingent obligation to
pay a portion of the termination values upon an early termination in both the September 25, 2003 and
September 29, 2003 transactions, was downgraded to a level that required the provision of new credit
enhancement facilities for each lease by December 21, 2008.

On December 17, 2008, MTA terminated the Ambac Assurance Corp. surety bond for the lease transaction
that closed on September 25, 2003 and since then MTA has provided short-term U.S. Treasury debt
obligations as replacement collateral. As of December 31, 2017, the market value of total collateral funds
was $37.2.
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On January 12, 2009, MTA provided a short-term U.S. Treasury debt obligation as additional collateral
in addition to the Ambac Assurance Corp. surety bond for the lease transaction that closed on September
29, 2003. From time to time, additional collateral has been required to be added such that the total market
value of the securities being held as additional collateral are expected to be sufficient to pay the remainder
of the regularly scheduled lease rent payments under the lease. As of December 31, 2017, the market
value of total collateral funds was $52.5.

MTA Hudson Rail Yards Ground Leases — In the 1980’s, the MTA developed a portion of the Hudson
Rail Yards as a storage yard, car wash and repair facility for the Long Island Railroad Company (“LIRR”)
rail cars entering Manhattan. It was anticipated that, eventually, the air rightslabove the Hudson Rail Yards
would be developed to meet the evolving needs for high-quality commer€ial, retail, residential and public
space in Manhattan. The Hudson Rail Yards is a rectangular area of-approximately 26-acres bounded by
10th Avenue on the east, 12th Avenue on the west, 30th Street onthe south and 33rd Street on the North.
The Hudson Rail Yards is divided into the Eastern Rail Yards (“ERY?®) and the Western Rail Yards
(“WRY?™). In 2008, the MTA selected a development team led bythe Related Cempanies, L.P to develop
a commercial, residential and retail development on the ERY and the WRY.

To undertake the development of the Hudson RailéYards, the MTA entered into 99-yeaisground leases
(“Balance Leases”) for the airspace above a limiting plane above'the tracks (from 31st to 33rd Streets)
and the area where there are no rail tracks (from 30th to 31StiStreets) within the boundary of the Hudson
Rail Yards (“Ground Leased Property”). The Balance Leases do,not encumber the railroad tracks, which
will continue to be used for transportatiompurposes.

The following ground leases, each with ai99-yearaterm (beginning Deécember 3, 2012), entered into
between the MTA, as landlord, and a special purpose entity controlled by Related-Oxford, as Ground
Lease tenants, all of which Ground Leases demise theEastern Rail, Yards (“ERY”’) and were severed from
the ERY Balance Lease, datedvas, of April 10, 2013

the Ground. Lease demising the Tower'A Severed Parcel, also known as 30 Hudson Yards.
the Ground Lease demising the Tower D Severed Parcel, also known as 15 Hudson Yards.

the Ground Lease demisinigithe Tower E/Severed Parcel, also known as 35 Hudson Yards.
therGround Lease demising the Retail Podium Severed Parcel.

the Ground Lease demising the Retail Pavilion Parcel.

© © © © ©

The(99-year West Side Rail\Yard (“WRY”) Balance Lease (beginning December 3, 2013) between the
MTA anda special purposeentity controlled by Related-Oxford demising the WRY and the Severed Parcel
Leases to'belentered into upon the creation of Severed Parcels that may be severed from the WRY, at the
option of the:applicable Ground Lease Tenant, upon satisfaction of certain conditions, in order to construct
improvements thereon in accordance with the terms of the applicable Severed Parcel Lease.

Both the ERY and WRY Ground Leases were pledged as security for the Series 2016A Hudson Yards
Trust Obligations.

The MTA has also entered into the following ground leases which do not provide a source of payment or
security for the Series 2016A Hudson Yards Trust Obligations:

- the now-terminated ground lease demising Tower C, also known as 10 Hudson Yards, as to which
the Ground Lease tenant closed on its exercise of its Fee Conversion Option on August 1, 2016 for
which MTA received $120.

- the ground lease demising the Culture Shed, which does not pay any Monthly Ground Rent, and

- 108 -

Master Page # 136 of 588 - Audit Committee Meeting 4/23/2018



- the ground lease demising the Open Space Severed Parcel which does not pay any Monthly Ground
Rent.

The Severed Parcel Ground Leases required Ground Lease Tenants, at their sole cost and expense, to
construct the Long Island Railroad Roof (“LIRR Roof) over the Long Island Railroad tracks in the
Hudson Rail Yards, which LIRR Roof will serve as the foundation for substantial portions of the buildings
and other improvements being constructed pursuant to each Severed Parcel Ground Lease. Each Ground
Lease tenant has the option to purchase fee title to the Ground Leased Property at any time following
completion of construction of the building on the Ground Leased Property.

The MTA has classified the ERY and WRY Ground Leases as operatingfleases:, If at the inception of the
ground leases, the leases meet one or more of the following four critefia, the lease should be classified as
a capital lease. Otherwise, it should be classified as an operating leases, The ERY and WRY Ground
Leases did not meet one or more of the following criteria:

a. The lease transfers ownership of the property o thetlessee by the end of the lease
term.

b. The lease contains a bargain purchase option:

c. The lease term is equal to 75 percent or more ofithe estimated economic life/of the
leased property.

d. The present value at the beginning of the lease term of the minimum lease payments,
equals or exceeds 90 percent of the.excess of the fair value,of the leased property to
the lessor at the inception of the'lease over any related investment'tax credit retained
by and expected to be realized by the lessor.

Minimum rent receipts forERY,and WRY Groundd eases are as follows as of December 31, 2017:

Year ERY WRY Total
2018 9 14 23
2019 18 16 34
2020 19 16 35
2021 19 32 51
2022 19 33 52
Thereafter 887 1,558 2,445
Total $ 971 $ 1,669 $ 2,640

Other Lease Transactions — On July 29, 1998 the MTA, (solely on behalf of MTA Long Island Rail
Road and MTA Metro=North Railroad, MTA New York City Transit, and MTA Bridges and Tunnels)
entered into a lease and related agreements whereby each agency, as sublessee, will rent, an office building
at Two Broadway il lower Manhattan. The triple-net-lease has an initial stated term of approximately
50 years, with the right to extend the lease for two successive 15-year periods at a rental of at least 95%
of fair market rent. Remaining payments under the lease approximate $1.2 billion. Under the subleases,
the lease is apportioned as follows: MTA New York City Transit, 68.7%, MTA, 21%; and MTA Bridges
and Tunnels, 10.3%. However, the involved agencies have agreed to sub-sublease space from one another
as necessary to satisfy actual occupancy needs. The agencies will be responsible for obligations under the
lease based on such actual occupancy percentages. Actual occupancy percentages at December 31, 2017,
for the MTA New York City Transit, MTA Bridges and Tunnels and MTA (including MTA Bus, MTA
Capital Construction Company and MTA Business Service Center) were 57.8%, 7.5% and 34.7%,
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respectively. MTAs’ sublease is for a year-to-year term, automatically extended, except upon the giving
of a nonextension notice by MTA. The lease is comprised of both operating and capital elements, with the
portion of the lease attributable to the land recorded as an operating lease, and the portion of the lease
attributable to the building recorded as a capital lease. The total annual rental payments over the initial
lease term are $1,602 with rent being abated from the commencement date through June 30, 1999. The
office building at 2 Broadwayj, is principally occupied by MTA New York City Transit, MTA Bridges and
Tunnels, MTA Capital Construction, and MTAHQ.

MTA reflected a capital lease obligation as of December 31, 2017 and 2016, of $228 and $223,
respectively. The MTA made rent payments of $25 and $25 for the years énded December 31, 2017 and
2016, respectively. MTA pays the lease payments on behalf of MTA New Yotk City Transit and MTA
Bridges and Tunnels and subsequently makes monthly chargebacks in the form of rental payments.
During 2017, the total of the rental payments charged to MTA New York City Transit and MTA Bridges
and Tunnels was $4,138 and $1,900 less, respectively, than the lease payment,made by MTA on behalf of
MTA New York City Transit and MTA Bridges and Tunnels?

The adjusted capital lease for the aforementioned building is being amortized over the remaining life of
the lease. The cost of the building and related accumulated amortization at December 3152017 and 2016,
is as follows (in millions):

2017 2016
Capital lease - building $ 196 $ 196
Less accumulated amortization (88) (85)
Capital lease - building - net $ 108 $ 111

On April 8, 1994, the MTAgamended its lease'forsthe Harlem/Hudson line properties, including Grand
Central Terminal. Thisdamendment initially extends the lease term, previously expiring in 2031, an
additional 110 yearsdnd, pursuant to several other\provisions, an additional 133 years. In addition, the
amendment grants’the MTTA an option to purchase the leased property after the 25th anniversary of the
amended lease, subject to the owner’s right to postpone such purchase option exercise date for up to an
additional 15 years if the ownenhas notyet closed.the sale, transfer or conveyance of an aggregate amount
of 1,000,000 square fect or morerof development rights appurtenant to Grand Central Terminal and the
associated zoning lots, The amendedilease comprises both operating (for the lease of land) and capital (for
thedease of buildings and track structure).elements.

In August 1988, the MTA entered into a 99-year lease agreement with Amtrak for Pennsylvania Station.
This agreement, with an option to renew, is for rights to the lower concourse level and certain platforms.

The $45 paid to"Amtrak by the MTA under this agreement is included in other assets. This amount is
being amortized over 30dyears.

Total rent expense under operating leases approximated $69.9 and $63.9 for the years ended December
31,2017 and 2016, respectively.
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At December 31, 2017, the future minimum lease payments under non-cancelable leases are as follows
(in millions):

Years Operating Capital
2018 $ 79 $ 19
2019 71 22
2020 71 30
2021 70 21
2022 67 71
2023-2027 293 87
2028-2032 361 529
2033-2037 291 127
2038-2042 253 142
2043-2047 254 160
Thereafter 424 212
Future minimum lease payments $ 2,234 1,420
Amount representing interest (980)
Total present value of capital lease obligations 440
Less current present value of capital lease obligations 4
Noncurrent present value of capital lease obligations $ 436

Capital Leases Schedule
For the Year Ended December 31,2017
(in millions)

December. 31, Increase Decrease December 31,
Description 2016 2017
Sumitomo $ 5 3 - 3 - 3 15
Met Life 5 1 - 6
Met Life Equity 19 - - 19
Bank of New York 22 - - 22
Bank of America 4 34 3 - 37
Bank of America Equity 16 - - 16
Sumitomo 35 1 5 31
Met Life Equity 50 2 - 52
Grand Central Terminal & ‘Harlem Hudson
Railroad Lines 14 - - 14
2 Broadway Lease Improvement 169 4 - 173
2 Broadway 54 1 - 55
Total MTA Capital Lease $ 433  $ 12 8 5 3 440
Current Portion Obligations under Capital Lease 4 4
Long Term Portion Obligations under Capital Lease $ 429 $ 436
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Capital Leases Schedule
For the Year Ended December 31,2016
(in millions)
December 31, Increase Decrease December 31,

Description 2015 2016

Sumitomo $ 15 $ -3 - 3 15
Met Life 5 - - 5
Met Life Equity 19 - - 19
Bank of New York 22 - - 22
Bank of America 32 2 - 34
Bank of America Equity 16 - - 16
Sumitomo 38 1 4 35
Met Life Equity 47 3 - 50
Grand Central Terminal & Harlem Hudson

Railroad Lines 14 - 14
2 Broadway Lease Improvement 166 9 6 169
2 Broadway 53 1 - 54
Subway Cars 107 1 108 -
Total MTA Capital Lease $ 534 \§ 17 $ 118 $ 433
Current Portion Obligations under Capital Lease 9 4
Long Term Portion Obligations under Capital Lease $ 525 $ 429

FUTURE OPTION

In 2010, MTA and MTA Long Island Railroad entered inte an Air Space Parcel Purchase and Sale
Agreement (“Agreement”) with Atlantic Yards, Development Company, LLC (“AADC”) pursuant to
which AADC has obtain€d an exclusive right to purchase fee ftitle to a parcel (subdivided into six sub-
parcels) of air space above the MTA Long Island Railroad Vanderbilt Yard in Brooklyn, New York. Initial
annual payments of $2(covering all six sub-parcels) commenced on June 1, 2012 and are due on the
following three anniversaries of that date. Starting onJune 1, 2016, and continuing on each anniversary
thereof through and including\June 1, 203ik;.an annual option payment in the amount of $11 is due. The
Agreementprovides,that all suchypayments are (i) fully earned by MTA as of the date due in consideration
of the continuing grant to, AADC of the rights to purchase the air space sub-parcels, (ii) are non-refundable
except under certain limited circumstances and (iii) shall be deemed to be payments on account of
suceessive annual options granted to AADC.

After AADCrand its affiliates have completed the new yard and transit improvements to be constructed
by them at and imythe vicinity of the site, AADC has the right from time to time until June 1, 2031, to close
on the purchase'of any or all of the six air rights sub-parcels. The purchase price for the six sub-parcels is
an amount, when discounted at 6.5% per annum from the date of each applicable payment that equals a
present value of $80"as of January 1, 2010. The purchase price of any particular air space sub-parcel is
equal to a net present value as of January 1, 2010 (calculated based on each applicable payment) of the
product of that sub-parcel’s percentage of the total gross square footage of permissible development on
all six air space sub-parcels multiplied by $80.
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10.

11.

ESTIMATED LIABILITY ARISING FROM INJURIES TO PERSONS

A summary of activity in estimated liability as computed by actuaries arising from injuries to persons,
including employees, and damage to third-party property, for the years ended December 31, 2017 and
2016 is presented below (in millions):

December 31, December 31,
2017 2016
Balance — beginning of year $ 3,441 $ 2,883
Activity during the year:

Current year claims and changes in estimates 832 1,448

Claims paid 422 (890)
Balance — end of year 3,851 3,441
Less current portion (416) (415)
Long-term liability $ 3,435 $ 3,026

See Note 2 for additional information on MTA’s liability and property disclosures.
COMMITMENTS AND CONTINGENCIES

The MTA Group monitors its properties for the presence of pollutants and/or hazardous wastes and
evaluates its exposure with respect to such.matters. When the expense, if any, to clean up pollutants and/or
hazardous wastes is estimable it is accrued byithe MTA (see Note12).

Management has reviewed with counsel all actions and proceedings pending against or involving the MTA
Group, including personal injury claims. Although theiltimate,outcome of such actions and proceedings
cannot be predicted with certainty at this time, management believes that losses, if any, in excess of
amounts accrued resultiig from those actions will not be material to the financial position, results of
operations, or cash flows of the MTA.

Under the terms of federal, and /state grants, periodic audits are required and certain costs may be
questioned as not being appropriate expenditures under the terms of the grants. Such audits could lead to
reimbursements to the grantor agencies. While'there have been some questioned costs in recent years,
ultimaté repayments tequired of the MTA have been infrequent.

Financial Guarantee — Moynihan Station Development Project - On May 22, 2017, the MTA Board
approved entering into various agreements, including a Joint Services Agreement (“JSA”), necessary to
effectuate Phase 2 of the Moynihan Station Development Project (the "Project"), which will entail the
redevelopment of\the James/A. Farley Post Office Building to include a new world-class train hall to be
shared by National Railroad Passenger Corporation ("Amtrak"), the Long Island Rail Road and Metro-
North Commuter Railvoad (the "Train Hall"), as well as retail and commercial space (Retail and
Commercial Space).

On July 21, 2017, New York State Urban Development Corporation d/b/a Empire State Development
(“ESD”) executed a TIFIA Loan Agreement with the United States Department of Transportation (the
“TIFIA Lender”) in an amount of up to $526 (the “TIFIA Loan”), with a final maturity date of the earlier
of (1) October 30, 2055 and (2) the last semi-annual payment date occurring no later than the date that is
thirty-five (35) years following the date on which the Train Hall is substantially completed. The proceeds
of the TIFIA Loan are being used to pay for costs of the construction of the Train Hall. The TIFIA Loan
is secured by a mortgage on the Train Hall property. The principal and interest on the TIFIA Loan is
payable from a pledged revenue stream that primarily consists of PILOT payments to be paid by certain

-113 -

Master Page # 141 of 588 - Audit Committee Meeting 4/23/2018



tenants in the Retail and Commercial Space. The amount of the PILOT payments is fixed through
September, 2030 and is thereafter calculated based upon the assessed value of the properties as determined
by the City. The TIFIA Loan is further supported by a TIFIA Debt Service Reserve Account, which is
funded in an amount equal to the sum of the highest aggregate TIFIA debt service amounts that will
become due and payable on any two consecutive semi-annual payment dates in a five-year prospective
period.

Simultaneously with the execution of the TIFIA Loan Agreement, the JSA was entered into by and among
the MTA, the TIFIA Lender, ESD, and Manufacturers and Traders Trust Company (as Pilot trustee).
Under the JSA, MTA is obligated to satisfy semi-annual deficiencies in thé"TIFIA Debt Service Reserve
Account. MTA’s obligations under the JSA are secured by the same moneystavailable to MTA for the
payment of the operating and maintenance expenses of the operatingdgencies.

MTA’s obligation under the JSA remains in effect until the earliest to occur of (a) the MTA JSA Release
Date (as defined in the JSA and generally summarized below), (b)ithe date on which the TIFIA Loan has
been paid in full and (¢) foreclosure by the TIFIA Lendef undex the Mortgage (as,defined in the TIFIA
Loan Agreement).

The obligations of the MTA under the JSA will be terminated and released on the date (the “MTA JSA
Release Date””) on which each of the following conditionshave been satisfied: (a) substantial completion
of (1) the Train Hall Project and initiation by LIRR and Amtrak of transportation operations therein, and
(2) the Retail and Commercial Space; (b)iall material construction ¢laims have been discharged or settled;
(c) the PILOT payments have been calculatedybased upon assessedwalue for at least three years (i.e.,
2033); (d) certain designated defaults or events of'default under the TIFIA Loan Agreement have not
occurred and are continuing; and (e) either of the following,release tests shall have been satisfied:

» Release Test A:(@)certain debt serviceoverage ratios have equaled or exceeded levels
set forth in the JSA, taking into consideration assessment appeals; (b) occupancy levels
have equaléd or exceeded levels set forth'in the JSA; and (¢) the TIFIA Loan is rated no
lower than “BBB-" or “Baa3” by one rating.agency, all as more fully described in the
JSA; or

* Release Test, B: the TIFIA Loan is‘rated no lower than “A-” or “A3” by two rating
agencies, all asmore fully described in the JSA.

On the date the JSA was executed and delivered, MTA deposited $20 into an account, which MTA invests,
to be used in accordance with the JSA to reimburse MTA in the event it is obligated under the JSA to
make semi-annual deficiency payments to the TIFIA Debt Service Reserve Account.

On June 12, 2017, the MTA entered into a Memorandum of Understanding with ESD and the New York
State Division of the Budget (the "Division") whereby the Division agreed that in the event in any given
year during the term of the JSA (i) the MTA is required to make a semi-annual deficiency payment to the
TIFIA Debt Service Reserve Account, and (ii) the Division has determined that the MTA has incurred an
expense that would otherwise have been incurred by the State of New York (the “State Expense”), the
Division will consider entering into a cost recovery agreement with the MTA pursuant to subdivision 4
of Section 2975 of the Public Authorities Law (the “PAL”) for such year that will provide that in lieu of
paying the full assessment pursuant to subdivisions 2 and 3 of Section 2975 of the PAL in any such year,
any such assessment shall be reduced by the State Expense.

-114-

Master Page # 142 of 588 - Audit Committee Meeting 4/23/2018



12. POLLUTION REMEDIATION COST

In accordance with GASB Statement No. 49, Accounting and Financial Reporting for Pollution
Remediation Obligations, an operating expense provision and corresponding liability measured at its
current value using the expected cash flow method is recognized when an obligatory event occurs. The
MTA recognized pollution remediation expenses of $13 and $12 for the years ended December 31, 2017
and 2016, respectively. A summary of the activity in pollution remediation liability at December 31, 2017
and 2016 were as follows:

December 31, December 31,
2017 2016
Balance at beginning of year $ 88 $ 100
Current year expenses/changes in estimates 13 12
Current year payments (22) 24)
Balance at end of year 79 88
Less current portion 20 23
Long-term liability $ 59 $ 65

13.  CURRENT AND NON-CURRENT LIABILITIES

Changes in the activity of current and noni=current liabilities forthéyyears ended December 31, 2017 and
2016 are presented below:

Balance Balance Balance
December 31, December 31, December 31,
2015 Additions< ~ Reductions 2016 Additions  Reductions 2017
Current liabilities:
Accounts payable $ 409 8 117 S - $ 526§ 8l $ - $ 607
Interest 210 16 - 226 - (22 204
Salaries, wages and payroll taxes 256 - ®) 251 56 - 307
Vacation and sick pay benefits 880 31 4 - 911 71 - 988
Current portion — retifément afidideath benefits 15 - - 15 - (1) 14
Capital accrual 479 - (43) 436 - (24) 412
Other accrded expenses 560 88 - 648 213 - 861
Uneapied revenues 563 8 - 571 23 - 594
Total current liabilities $ 3,372 $ 260 § 48 $ 3,584 § 450 $ 47 8 3,987
Non-current liabilities:
Contract retainage payable $ 280 8§ 28§ - $ 309 § 67 0§ - $ 376
Other long-term liabilities 307 10 - 317 30 - 347
Total non-current liabilities $ 588 $ 38 $ - $ 626 § 97 $ - $ 723
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14.

FUEL HEDGE

MTA partially hedges its fuel cost exposure using financial hedges. All MTA fuel hedges provide for up to 24 monthly settlements. The table

below summarizes twenty-four (24) active ultra-low sulfur diesel (“ULSD”’) hedges in whole dollars:

JPM -

Counterparty J. Aron & Ventures Macquarie Macquarie Macquarie J. Aron & J. Aron & Macquarie

Company Energy Corp | Energy LLC | Energy LLC |\ Energy CLC Company Company Energy LLC
Trade Date 1/27/2016 2/23/2016 3/29/2016 4/28/2016 5/26/2016 6/30/2016 7/28/2016 8/24/2016
Effective Date 1/1/2017 1/2/2017 1/3/2017 1/4/2017 1/5/2017 1/6/2017 1/7/2017 1/8/2017
Termination Date 12/31/2017 1/31/2018 2/28/2018 3/31/2018 4/30/2018 5/30/2018 6/30/2018 7/31/2018
Price/Gal $1.2760 $1.3100 $1.3820 $1.5535 $1.6225 $1.6515 $1.5020 $1.6350
Original Notional Quantity 3,745,930 3,845,749 3,926,350 4,527,533 4,728,640 4,813,146 4,498,206 4,780,987

JPM -

Counterparty J. Aron & Macquarie J. Aron& J. Aron & Ventures J. Aron & J. Aron &

Company Energy LLC Company Company Energy. Corp Cargill Company Company
Trade Date 9/22/2016 10/26/2016 11/22/2016 12/20/2016 1/26/2017 2/28/2017 3/28/2017 4/27/2017
Effective Date 1/9/2017 1/10/2017 1/11/2017 1/12/2017 1/1/2018 1/2/2018 1/3/2018 1/4/2018
Termination Date 8/31/2018 9/30/2018 10/31/2018 11/30/2018 12/31/2018 1/31/2019 2/28/2019 3/31/2019
Price/Gal $1.5975 $1.6240 $1.6670 $1.7657 $1.7485 $1.6824 $1.6090 $1.5915
Original Notional Quantity 4,671,339 4,801,475 4,879,859 5,122,068 5,111,306 4,918,086 4,703,517 4,594,937
Counterparty J. Aron & J"Aron & JoAzon & ¢J. Aron & J. Aron & J. Aron & J. Aron & J. Aron &

Company Company: Company Company Company Company Company Company
Trade Date 5/30/2017 6/27/2017 7/26/2017 8/29/2017 9/22/2017 10/26/2017 11/29/2017 12/27/2017
Effective Date 1/5/2018 1/6/2018 1/7/2018 1/8/2018 1/9/2018 1/10/2018 1/11/2018 1/12/2018
Termination Date 4/30/2019 5/31/2019 6/30/2019 7/31/2019 8/31/2019 9/30/2019 10/31/2019 11/30/2019
Price/Gal $1.6085 $1.5225 $1.6180 $1.6315 $1.7205 $1.7635 $1.8520 $1.9050
Original Notional Quantity 4,687,603 4,436,967 4,715,260 4,754,602 5,013,957 4,607,170 5,316,279 5,468,443

The monthly settlements are based onithe daily prices of the respective commodities whereby MTA will either receive a payment, or make a
payment to the various counterparties depending on the average monthly price of the commodities in relation to the contract prices. At a contract’s
termination date, the MTA will take deliveryof the fuel. As of December 31, 2017, the total outstanding notional value of the ULSD contracts was
53.4 million gallons with a positive fair market value of $15.8. The valuation of each trade was based on discounting future net cash flows to a
single current amount (the income approach) using observable commodity futures prices (Level 2 inputs).
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15. CONDENSED COMPONENT UNIT INFORMATION

The following tables present condensed financial information for MTA’s component units (in millions).

December 31,2017

Current assets

Capital assets

Other Assets

Intercompany receivables

Deferred outflows of resources

Total assets and deferred outflows of resources

Current liabilities

Non-current liabilities

Intercompany payables

Deferred inflows of resources

Total liabilities and deferred inflows of resources

Net investment in capital assets
Restricted

Unrestricted

Total net position

For the year ended December 31, 2017

Fare revenue

Vehicle toll revenue

Rents, freight and other revenue
Total operating revenue

Total labor expenses
Total non-labor expenses
Depreciation

Total operating expenses

Operating (deficit) surplus

Subsidies and grants
Tax revenue
Interagency subsidy
Interest expenSe
Other
Total non-operating revenues (expenses)

Loss before appropriations

Appropriations, grants and other receipts externally

restricted for capital projects

Change in net position

Net position, beginning of year

Cumulative effect of change in accounting principle
Net position, end of year

For the year ended December 31, 2017

Net cash (used in) / provided by operating activities

Net cash provided by / (used in) non-capital
financing activities

Net cash (used in) / provided by capital and related
financing activities

Net cash (used in) / provided by investing activities

Cash at beginning of year

Cash at end of year

Triborough
Metro- New York Bridge and
North Long Island  City Transit Tunnel Consolidated
MTA Railroad Railroad Authority Authority Eliminations Total
6017 § 234§ 236§ 58 $ 471 $ (118)  $ 7,426
9,809 4828 6,102 41,316 6,005 - 68,060
11,074 5 - 1 4 (9977) 1,107
751 70 159 1,384 471 (3,335) -
1,748 248 340 1,018 502 (169) 3,687
29,399 § 5385 § 6,837 § 44,805 § 7,453  $ (13,599 § 80,280
3017 8 281§ 253 8 1876  $ 1,039 $ (2200 $ 6,246
33470 1,185 20282 21,390 10,093 (116) 68,304
2,720 53 34 - 506 (3313) -

51 21 2 391 21 - 506
39,258  § 1,540 <48 2,591 § 23,657 §, 11,659 § (3,649) $ 75,056
(25162) $ 4814  § 6102 $§ 4114 § 1730 . $ (378 % 28,250

1,484 - - - 717 (520) 1,681
13,819 (969) (1,856) (19,996) (6,653) (9,052) (24,707)
(9,859) $ 3,845 < § 4246  $» 21,148 §  (4,206) $ (9,950) § 5,224
224§ 733 8 728, § 4487 $ - $ - $ 6,172
- - - - 1912 - 1912
8 58 53 425 20 (45) 589
302 791 781 4,912 1,932 45) 8,673
1,283 1,014 1,156 7,088 319 5 10,865
480 370 417 1,933 222 (48) 3,374
107 240 340 1,682 242 - 2,611
1,870 1,624 1,913 10,703 783 43) 16,850
(1,568) (833) (1,132) (5,791) 1,149 2) 8,177)
357 ) & - 317 8 384 1,066
4,743 - - 3,033 - (2,523) 5253
(L,119) 413 1,504 305 - (1,103) -
(1,271) - - (16) (248) 18 (1,517)
(1314 110 - 5 (55) 1431 177
1,396 523 1,504 3,644 (295) (1,793) 4,979
(172) (310) 372 (2,147) 854 (1,795) (3,198)
(278) 409 - 1,860 (736) 1,407 2,662
(450) 99 372 (287) 118 (388) (536)
(9,409) 3,746 3,874 21435 (4,477) (9,562) 5,607
- - - - 153 - 153
(9.859) _§ 3845 8 4246 $§ 21,148 § (42060) § (9950) _§ 5224
(L174)  § (466) $ (781) § (2835) $ 1443 §$ 9 (3,304)
5828 536 798 3,732 (732) (3,561) 6,601
(5,031) (69) (24) (908) (634) 3,538 (3,128)
51 - - 6 (189) 14 (118)
524 14 13 61 120 - 732
198 § 15 8 6 8 56 §$ 8§ 3 - $ 283
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December 31, 2016

Current assets

Capital assets

Other Assets

Intercompany receivables

Deferred outflows of resources

Total assets and deferred outflows of resources

Current liabilities

Non-current liabilities

Intercompany payables

Deferred inflows of resources

Total liabilities and deferred inflows of resources

Net investment in capital assets
Restricted

Unrestricted

Total net position

For the year ended December 31, 2016

Fare revenue

Vehicle toll revenue

Rents, freight and other revenue
Total operating revenue

Total labor expenses
Total non-labor expenses
Depreciation

Total operating expenses

Operating (deficit) surplus

Subsidies and grants
Tax revenue
Interagency subsidy
Interest expense
Other
Total non-operating revenues (expenses)

Loss before appropriations

Appropriations, grants and,other receipts externally
restricted for capital projects

Change in net position
Net position, beginning of year
Net position, end of year

For the year ended December 31,2016

Net cash (used in) / provided by operating activities

Net cash provided by / (used in) non-capital
financing activities

Net cash (used in) / provided by capital and related
financing activities

Net cash provided by / (used in) investing activities

Cash at beginning of year
Cash at end of year

Triborough

Metro- New York Bridge and
North Long Island  City Transit Tunnel Consolidated
MTA Railroad Railroad Authority Authority Eliminations Total

7269 $ 28 20 § 593 § 924§ 432) $ 8,295
8,982 4616 5714 39,906 5,229 71 64,518
10,457 5 - 7 4 (9,565) 973

382 70 89 2,124 470 (3,135) -
1,525 231 366 1,402 488 (180) 3,832
28,615 § 5143 $§ 6389 $§ 44,097 § 6,615 § (13,241) $ 77,618
3406 8 271§ 246 § L710 $ 812§ 442) § 6,003
31,821 1,047 2,207 20,741 10,011 (143) 65,684

2,741 54 39 - 259 (3,093) -

56 25 23 210 10 - 324
38,024 § 1,397 $§ 2515 $ 22661 § 11,092 § (3,678) § 72,011
(25258) § 4602 § 5M4 $ 39809 o §$ 91  $ 22) % 25,756

1,383 - - - 511 (429) 1,465
14,466 (856) (1,840) (18373) (5,899) 9,112) (21,614)
9,409 §$ 3746 $ 3874 § 21436 $° (4477) .8 (9,563) § 5,607

219 % 690 § 712§ 4415 § - $ - $ 6,036
- - - - 1,863 - 1,863

86 65 56 444 32 (62) 621

305 755 768 4,859 1,895 (62) 8,520

1,129 923 1,088 7,205 326 (6) 10,665

382 343 364 1,795 203 (49) 3,038

9 236 333 1,650 129 - 2447

1,610 1,502 1,785 10,650 658 (55) 16,150
(1,305) _\(747) (1,017) (5,791) 1,237 (0) (7,630)

359 125 317 8 280 1,089
4,755 . - 3,358 (2,616) 5497
743 355 568 308 - (1,974) -

(1,133) - (20) (327) 17 (1,463)
(1.664) 1) - 3 (37 1.834 135
3,060 479 568 3,966 (356) (2,459) 5,258

1,755 (268) (449) (1,825) 881 (2,4606) (2372
(2.203) 315 494 1919 (742) 2385 2,168

(448) 47 45 9% 139 (81) (204)
(8.961) 3.699 3.829 21342 (4,616) (9.482) 53811
(9409) _$ 3746 _§ 3874 § 21436 $  (447) § (9.563) 8 5607
(12400 8 456) 8§ 547§ (2629 % 1441 § - (3431)

6,162 473 568 4011 (742) (3,876) 6,596
(4,530 (18) (14) (1,596) (786) 3916 (3,028)

(224) - - 212 193 (40) 141

357 15 5 63 14 - 454
525§ 14 § 12§ 61 § 120 § - $ 732
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16. SUBSEQUENT EVENTS

On January 23, 2018, MTA issued $500 of MTA Transportation Revenue Bond Anticipation Notes,
Series 2018 A to finance existing approved transit and commuter projects. The Subseries 2018 A notes
are fixed rate tax-exempt notes with a final maturity of August 15, 2019.

On January 23, 2018, MTA issued $472 of Transportation Revenue Bonds, Series2018A. Proceeds
from the transaction were used to pay off the existing outstanding 2017B Bond Anticipation Notes in
the amount of $500. The Series 2018A bonds were issued as $195 Subseries 2018A-1 and $277
Subseries 2018A-2. The Series 2018 A-1 bonds were issued as mandatory tender bonds with an initial
purchase date of November 15, 2020. The Series 2018A-2 bonds were issued as mandatory tender
bonds with an initial purchase date of November 15, 2022.

On January 24, 2018, MTA effectuated a mandatory tender and remarketed $122.635 million of
Triborough Bridge and Tunnel Authority General Revenue Vatiable Ratey\Bonds, Subseries 2003B-1
because the irrevocable direct-pay LOC relating to the Subseries 2003B-1"Bonds issued by PNC Bank,
National Association, and the irrevocable direct-pay LOCiselating to the Triborough Bridge and
Tunnel Authority General Revenue Variable Rate Bonds, Subseries 2003B-3 Bonds issued by Wells
Fargo Bank, National Association expired by theirterms. The LOC facilities related to,both Subseries
2003B-1 and Subseries 2003B-3 were substituted with an irrevocable direct-pay LOC issued by Bank
of America, N.A. The LOC expires on January 21, 2022.

On January 24, 2018, MTA effectuated a mandatory tenderyand remarketed $190.3 million of
Triborough Bridge and Tunnel Authority General Revenue Variable Rate Refunding Bonds, Subseries
2005B-2 because the irrevocable direct-pay LOG,issued by Wells‘Fatgo/Bank, National Association
expired by its terms, and was substituted with an trrevoeable direct-pay LOC issued by Citibank, N.A.
The LOC expires on January 23, 2021.

On January 31, 20184MTA executed a 2,870,565 gallon ultra-low sulfur diesel fuel hedge with
Goldman Sachs & £0./J Aron at an all-in price 0£$1.957 (whole dollars) per gallon. The hedge covers
the period from January 2019 through December 2019,

On February 1, 2018, MTA issued $3520f Triboretigh Bridge and Tunnel Authority General Revenue
Bonds, Series 2018A. The proeeeds from the transactions were used to retire $165 of MTA Bridges
and Tunnels General Revenue Bond Anticipation Notes, Series 2017A and to finance bridge and
tunnel capital projects. The Series 2018A bonds have a final maturity of November 15, 2048.

On February 28, 2018, MTA executed a 2,786,237 gallon ultra-low sulfur diesel fuel hedge with
Goldman Sachs & Co./J Aron at an all-in price of $1.882 (whole dollars) per gallon. The hedge covers
the period from February 2019 through January 2020.

On March 12,720184S&P Global Ratings lowered its long-term rating on all outstanding
MTATransportation Revenue Bonds to A+ from AA-.

On March 20, 2018, MTA effectuated a mandatory tender and remarketed $100 of MTA
Transportation Revenue Variable Rate Refunding Bonds, Subseries 2002D-2b because its current
interest rate period was set to expire by its terms.

On March 28, 2018, MTA executed a 2,853,500 gallon ultra-low sulfur diesel fuel hedge at an all-in
price of $1.9805 (whole dollars) per gallon. The hedge covers the period from March 2019 through
February 2020.

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

REQUIRED SUPPLEMENTARY INFORMATION

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

($ in thousands)

Plan Measurement Date (December 31):
Total pension liability:

Service cost

Interest

Effect of economic / demographic (gains) or losses

Differences between expected and actual experience
Benefit payments and withdrawals

Net change in total pension liability
Total pension liability—be ginning
Total pension liability—ending(a)

Plan fiduciary net position:

Employer contributions

Nonemployer contributions

Member contributions

Net investment income

Benefit payments and withdrawals
Administrative expenses

Net change in plan fiduciary net position

Plan fiduciary net position—beginning
Plan fiduciary net position—ending(b)

Employer’s net pension liability—e nding(a)-(b)

Plan fiduciary net position as a percemntage of
the total pension liability

Covered-employee payroll

Employer’s net pension liability as a percentage
of covered-employee payroll

Additional Plan

MaBSTOA Plan

2016 2015 2014 2016 2015 2014
$ 2,752 $ 3,441 $ 3,813 $ 82,075 $ 77,045 $ 72,091
104,093 106,987 110,036 236,722 232405 223,887
15,801 6,735 - 13,784 (68,997) -
- - - - - (1,596)
(158,593) (157,071) (156,974) (187.823) (179,928) (175.447)
(35,947) (39,908) (43,125) 144,758 60,525 118,935
1,562,251 1,602,159 10645,284 3,391,989 3,331,464 3,212,529
1,526,304 1,562,251 1,602,159 3,586,747 3,391,989 3,331,464
81,100 100,000 407,513 220,697 214,881 226,374
70,000 - - - - -
884 1,108 1,304 18,472 16,321 15,460
58,239 527 21,231 212,260 (24,163) 105,084
(158,593) (157,071) (156,974) (187.823) (179,928) (175,447)
(611) (1,218) ©75) (186) (88) (74)
51,019 (56:654) 272,099 263,420 27,023 171,397
726,198 782,852 510,753 2292316 2265293 2,093,896
777.217 726,198 782,852 2,555,736 2292316 2,265,293
$ 749,087 $_ 836,053 $ 819307 $ 981,011 $ 1,099,673 $ 1,066,171
50.92% 46.48% 48.86% 72.26% 67.58% 68.00%
$ 18216 $ 35,282 $ 43,594 $ 713280 $ 693,900 $ 671,600
4112.20% 2369.65% 1879.42% 137.54% 158.48% 158.75%

Note: Information was not readily available for periods prior to 2014. This schedule is intended to show information for ten years.
Additional years will be displayed as they become available.
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METROPOLITAN TRANSPORTATION AUTHORITY

(A Component Unit of the State of New York)

REQUIRED SUPPLEMENTARY INFORMATION

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

(continued)

(8$ in thousands)

Plan Measurement Date (December 31):
Total pension liability:
Service cost
Interest
Effect of economic / demographic (gains) or losses
Effect of assumption changes or inputs
Effect of plan changes
Differences between expected and actual experience
Benefit payments and withdrawals
Net change in total pension liability
Total pension liability—beginning
Total pension liability—e nding(a)

Plan fiduciary net position:

Employer contributions

Member contributions

Net investment income

Benefit payments and withdrawals
Administrative expenses

Net change in plan fiduciary net position

Plan fiduciary net position—be ginning
Plan fiduciary net position—ending(b)

Employer’s net pension liability (ass€t)—ending(a)-(b) $

Plan fiduciary net position as a percentage of
the total pension liability

Covered-employee payroll

Employer’s net pension liability as a percentage
of covered-employee payroll

MNR Cash Balance Plan

MTA Defined Benefit Plan

2016 2015 2014 2016 2015 2014
- $ - $ - $ 138215 124,354 121,079
24 29 32 308,009 288,820 274411
as) (10) - 86,809 121,556 -
_ 18 - - (76,180) -
- - - 73,521 6.230 -
- - - - - 2,322
77 (113) (88) (209.623) (199,572) (191,057)
(68) 76) (56) 396,931 265,208 206,755
634 710 766 4,364,946 4,099,738 3,892,983
566 634 710 4,761,877 4,364,946 4,099,738
23 18 - 280,768 221,694 331,259
. . - 29,392 34,519 26,006
16 6 41 247,708 (45,122) 102,245
7 (113) (88) (209,623) (199,572) (191,057)
. 3 3) (3,051) (1,962) (9,600)
(38) (86) (50) 345,194 9,557 258,853
612 698 748 3,074,777 3,065,220 2,806,367
574 612 698 3419971 3,074,777 3,065,220
(8) $ 22 $ 12 $ 1,341,906 1,290,169 1,034,518
101.39% 96.53% 98.36% 71.82% 70.44% 74.77%
649 $ 1,664 $ 2,080 $ 1,724219 1,620,635 1,395,336
A.22% 1.32% 0.58% 77.83% 79.61% 74.14%

Note: Information was not readily available for periods prior to 2014. This schedule is intended to show information for ten years.
Additional years will be displayed as they become available.
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METROPOLITAN TRANSPORTATION AUTHORITY

(A Component Unit of the State of New York)

REQUIRED SUPPLEMENTARY INFORMATION

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

($ in thousands)

Plan Measurement Date:

MTA's proportion of the net pension liability

MTA's proportionate share of the net pension liability

MTA's actual covered-employee payroll

MTA's proportionate share of the net pension liability as
a percentage of the MTA's covered-employee payroll

Plan fiduciary net position as a percentage of

the total pension liability

NYCERS Plan

NYSLERS Plan

June 30, 2017

June 30, 2016

June 30, 2015

March 31, 2017

March 31, 2016

March 31, 2015

24.096%
$ 5,003,811
$ 3,154,673
158.616%
74.805%

23.493%
$ 5,708,052
$ 3,064,007
186.294%
69.568%

23.585%
$ 4,773,787
$ 2,989,480
159.686%
73.125%

0.311%
$ 29,239
$ 96,583
30.273%
94.703%

Note: Information was not readily available for periods prior to 2015% This schedule is intended to show information

for ten years. Additional years will be displayed as they become available. The data provided in this schedule is
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based on the measurement date used by NYCERS and NYSLERS for the net pension liability.

0.303%
$ 48,557
$ 87,670
55.386%
90.685%

0.289%
$ 9,768
$ 87,315
11.187%
97.947%
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METROPOLITAN TRANSPORTATION AUTHORITY

(A Component Unit of the State of New York)

REQUIRED SUPPLEMENTARY INFORMATION

Schedule of the MTA’s Contributions for All Pension Plans for the Year Ended December 314

Additional Plan*

Actuarially Determined Contribution
Actual Employer Contribution

Contribution Deficiency (Excess)

Covered Payroll

Contributions as a % of
Covered Payroll

MaBSTOA Plan

Actuarially Determined Contribution
Actual Employer Contribution

Contribution Deficiency (Excess)

Covered Payroll

Contributions as a % of
Covered Payroll

Metro-North Cash Balance Plan*

Actuarially Determined Contribution
Actual Employer Contribution
Contribution Deficiency (Excess)
Covered Payroll
Contributions as a % of

Covered Payroll

MTA Defined Benefit Plan*

*

Actuarially Determined Contribution
Actual Employer Contribution
Contribution Deficiency (Excess)
Covered Payroll
Contributions as a % of

Covered Payroll

2017 2016 2015 2014 2013 2012 2011 2010 2009 2008
($ in thousands)
76,523 83,183 $ 82,382 112,513 - $ - - - $ - -
221,523 151,100 100,000 407,513 - - - - - -
(145,000) (67917) _§ (17,618) (295,000) - $ - s - $ - -
20,500 29312 $ 39,697 43,267 - $ - - - $ - -
1080.62% 515.49% 251.91% 941.87% N/A N/A N/A N/A N/A N/A
202,924 220,697 $ 214,881 226,374 234474 $ 228918 186,454 200,633  $ 204,274 201,919
202,684 220,697 214,881 226,374 234474 228,918 186,454 200,633 204,274 201,919
240 - $ - - - $ - - - $ - -
749.666 716,527 _$ 686.674 653287, 582,081 _$§ 575,989 579.696 591,073 _$ 569.383 562.241
27.04% 30:80% 31.29% 34.65% 40.28% 39.74% 32.16% 33.94% 35.88% 35.91%
- 23§ - 5 - $ - - - $ - -
- 23 14 E - - - - - -
- = $ (14) 5] - 3 - - - $ - -
471 846 S 1.474 2274 - 3 - - - $ - -
0.00% 2.68% 0.96% 0.00% N/A N/A N/A N/A N/A N/A
316916 290415, $ 273,700 271,523 - $ - - - $ - -
321.861 280.767 221.694 331.259 - - - - - -
(4.945) 9.648 _$ 52.006 (59.736) - $ - - - $ - -
1.857.026 1.784.369_ _§ 1,773.274 1.679.558 - $ - - - $ - -
17.33% 15.73% 12.50% 19.72% N/A N/A N/A N/A N/A N/A

For the MTA Defined Benefit Plan, Additional Plan and Metro-North Cash Balance Plan, information was not readily available for periods
prior to 2014. This schedule is intended to show information for ten years. Additional years will be displayed as they become available.
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METROPOLITAN TRANSPORTATION AUTHORITY
(A Component Unit of the State of New York)

REQUIRED SUPPLEMENTARY INFORMATION

Schedule of the MTA’s Contributions for All Pension Plans for the Year Ended December 31, (continued)

2017 2016 2015 2014 2013 2012 2011 2010 2009 2008
($ in thousands)
NYCERS
Actuarially Determined Contribution $ 800,863 $ 797,845 $ 736,212 $ 741,2234°§ 736,361 $ 731,983 § 657,771 574,555 548,721 499,603
Actual Employer Contribution 800,863 797,845 736,212 741,223 736,361 731,983 657,771 574,555 548,721 499,603
Contribution Deficiency (Excess) $ - $ - $ - $ - $ - $ - $ - - - -
Covered Payroll $ 3,768,885 $§ 3,523,993 $§ 3494907 $ 3,617,087 $ 2943195 $ 2925834 § 2,900,630 2,886,789 2,800,882 2,656,778
Contributions as a % of
Covered Payroll 21.25% 22.64% 21.07% 20.49% 25.02% 25.02% 22.68% 19.90% 19.59% 18.80%
NYSLERS **
Actuarially Determined Contribution $ 13,969 $ 12980 $ 15,792 $ 13,816, $ - $ - $ - - - -
Actual Employer Contribution 13,969 12,980 15,792 13,816 - - - - - -
Contribution Deficiency (Excess) $ - $ - $ - $ - $ - $ - $ - - - -
Covered Payroll $ 103,787 $ 94,801¢ $ 86,322 $ 84,041 $ - $ - $ - - - -
Contributions as a % of
Covered Payroll 13.46% 13.69% 18.29% 16.44% N/A N/A N/A N/A N/A N/A

** For the NYSLERS plan, information was not readily available for periods prior'to 2014. This schedule is intended to
show information for ten years. Additional years will be.displayed as they become available:
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METROPOLITAN TRANSPORTATION AUTHORITY
(A Component Unit of the State of New York)

REQUIRED SUPPLEMENTARY INFORMATION

Notes to Schedule of the MTA’s Contributions for All Pension Plans

Valuation Dates:
Measurement Date:
Actuarial cost method:

Amortization method:

Asset Valuation Method:

Salary increases:

Actuarial assumptions:
Discount Rate:

Investment rate of return :

Mortality:

Pre-retirement:

Post-retirement Healthy Lives:

Post-retirement Disabled Lives:

Inflation/Railroad Retire ment
Wage Base:

Cost-of-Living Adjustments:

Additional Plan

January 1, 2016
December 31, 2016
Entry Age Normal Cost

Period specified in current valuation
report (closed 17 year period
beginning January 1, 2016) with
level dollar payments.

Actuarial value equals market value
less unrecognized gains/losses over
a 5-year period. Gains/losses are
based on market value of assets.

3.00%

7.00%

7.00%, net of investment expenses.
Based on experience of all MTA
members reflecting mortality,

improvement on a generational basis
using scale AA.

RP-2000 Employee Mortality Table
for Males and Females with blue
collar adjustments.

95% of the rates from the RP-2000
Healthy Annuitant mortality table for,
males with blue collar adjustments
and 116% of the rates from the RP-
2000 Healthy Annuitant mortality
table for females.

N/A

2.50%; 3.50%

N/A

MaBSTOA Plan

January 1, 2015
December 31, 2015
Entry Age Normal Cost

Period specified in current
valuation report (closed 18 year
period beginning January 1, 2015)
with level dollar payments.

Actuarial value equals market value
less unrecognized gains/losses over
a 5-year period. Gains/losses are
based on market value of assets.

3.00%

7.00%
7.00%, net of mvestment cxpenses.

Based on experience of all MTA
mémbers reflecting mortality
improvement on a generationalbasis
using scale AA.

RP-2000 Employee Mortality Table
for Males and Females with blue
collar adjustments.

95% of the rates from the RP-2000
Healthy Annuitant mortality table
for males with blue' collar
adjustments and 416% of the rates
from the RP-2000 Healthy
Annuitant mortality table for

N/A

2.50%; 3.50%

N/A

January 1, 2014

December 31, 2014

Entry Age Normal Cost

Period specified in current
valuation report (closed 19 year
period beginning January 1,
2014) with level dollar payments.

Actuarialivalue equals market
value less unrécognized
gains/losses over a 5-year
period.| Gains/losses are'based
on market value of assets.

3.00%

7.00%

7:00%, net of investment expenses.
&

Based on expeérience of all MTA
members reflecting mortality
improvement ona generational
basis using scale AA. As
generational tables, they reflect
mortality improvements both
beforé and after the measurement
date. Mortality assumption is
based on a 2012 experience study

RP-2000 Employee Mortality
Table for Males and Females
with blue collar adjustments.

95% of the rates from the RP-
2000 Healthy Annuitant mortality
table for males with blue collar
adjustments and 116% of the
rates from the RP-2000 Healthy
Annuitant mortality table for

N/A

2.50%; 3.50%

N/A
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January 1, 2016
December 31, 2016
Frozen Initial Liability (FIL)

For FIL bases, period specified 1.
current valuation 30-year level
dollary Future gains/losses are
amortized through the calculation of
themormaleost in accordance with
the FIL cost method amortized
based on expected working lifetime,
weighted by salary, of the projected
population.

Actuarial value equals market value
less unrecognized gains/losses over a
5-year periody Gains/losses are
based onmarket value of assets.

Varies by years of employment and
employment type.

7.00%

7.00%. net of investment expenses.
Based on experience of all MTA
members reflecting mortality

improvement on a generational basis
using scale AA.

RP-2000 Employee Mortality Table
for Males and Females with blue
collar adjustments.

95% of the rates from the RP-2000
Healthy Annuitant mortality table for
males with blue collar adjustments
and 116% of the rates from the RP-
2000 Healthy Annuitant mortality
table for females.

75% of the rates from the RP-2000

Healthy Annuitant mortality table for
males and females.

2.50%

1.375% per annum

January 1, 2015
December 31, 2015
Frozen Initial Liability (FIL)

For FIL bases, period specified in
current yaluation 30-year level dollar.
Future gains/losses are amortized
through the calculation of the normal
cost in accordance with the FIL cost
method amortized based on expected
working lifetime, weighted by salary, of
the projected population.

Actuarial value equals market value less
unrecognized gains/losses over a 5-
year period. Gains/losses are based on

market value of assets.

Varies by years of employment and
employment type.

7.00%
7.00%, net of investment expenses.

Based on experience of all MTA
members reflecting mortality
improvement on a generational basis
using scale AA.

RP-2000 Employee Mortality Table for
Males and Females with blue collar
adjustments.

95% of the rates from the RP-2000
Healthy Annuitant mortality table for
males with blue collar adjustments and
116% of the rates from the RP-2000
Healthy Annuitant mortality table for
females.

75% of the rates from the RP-2000

Healthy Annuitant mortality table for
males and females.

2.50%

1.375% per annum

January 1, 2014
December 31, 2014
Frozen Initial Liability (FIL)

For FIL bases, period specified in
current valuation 30-year level dollar.
Future gains/losses are amortized
through the calculation of the normal
cost in accordance with the FIL cost
method amortized based on expected
working lifetime, weighted by salary, of
the projected population.

1/1/96, then gains/losses over a 5-year
period. Gains/losses are five-year

on market value of assets.

In general, merit and promotion
increases plus assumed general wage
increases of 3.5% to 15.0% for
operating employees and 4.0% to
7.0% for nonoperating employees per
year, depending on years of service.

7.00%
7.00%, net of investment expenses.
Pre-retirement and post-retirement

healthy annuitant rates are projected on
a generational basis using Scale AA. As

improvements both before and after the
measurement date. Mortality
assumption is based on a 2012
experience study for all MTA plans.

RP-2000 Employee Mortality Table for
Males and Females with blue collar
adjustments.

95% of the rates from the RP-2000
Healthy Annuitant mortality table for
males with blue collar adjustments and
116% of the rates from the RP-2000
Healthy Annuitant mortality table for
females.

75% of the rates from the RP-2000

Healthy Annuitant mortality table for
males and females.

2.50%

1.375% per annum
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METROPOLITAN TRANSPORTATION AUTHORITY
(A Component Unit of the State of New York)

REQUIRED SUPPLEMENTARY INFORMATION

Notes to Schedule of the MTA’s Contributions for All Pension Plans

MNR Cash Balance Plan

January 1, 2014
December 31, 2014
Unit Credit Cost

Valuation Dates: January 1, 2017 January 1, 2016

Measurement Date: December 31, 2016 December 31, 2015

Actuarial cost method: Unit Credit Cost Unit Credit Cost

Amortization method: One-year amortization of the Period specified in

unfunded liability, if any.

One-year amortization of the
unfinded liability, if any.

1, 2014 valuation).

Asset Valuation Method: Actuarial value equals market Actuarial value equals market

value. value

Salary increases: N/A N/A

these benefits
the potential

additional bene}
were not valued

liability is de

Actuarial assumptions:

Discount Rate: 4.00% 4.50%

Investment rate of return : 4.00%, net of investment expenses. 4.50%, net of inve; lent expenses.

Mortality: Based on experience of r
members reflecting mo; i memb
improvement on a generational basis
using scale AA. As generational
tables, they reflect mortality
improvements both before and after
¢ measurement date. Mortality
assumption is based on a 2012
experience study for all MTA plans.

experience st or all MTA plans.

Pre-retirement: RP-2000 Employee
for Males and Female!

collar adjustments.

RP-2000 Employee Mortality Table
for Males and Females with blue
collar adjustments.

the RP- 95% of the rates from the RP-2000
Healthy Annuitant mortality table for
males with blue collar adjustments
and 116% of the rates from the RP-
2000 Healthy Annuitant mortality
table for females.

95% of the rates from the
Healthy Annuitant mortality t
for males with blue collar
adjustments and 116% of the rate:
from the RP-2000 Healthy
Annuitant mortality table for

Post-retirement Healthy Lives:

Post-retirement Disabled Lives: N/A N/A
Inflation/Railroad Retirement Wage
Base: 2.30% 2.30% 2.50%
Cost-of-Living Adjustments: N/A N/A N/A
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(continued)

MTA Defined Benefit Plan

rmal cost in accordance wil
thod amortized based on

expectéd working lifetime, weighted by
salary, of the projected population for
cach group.

ctuarial value equals market value less

criod. Gains/losses are based on

ics by years of employment, and
ployee group. 3.5% for MTA Bus
ourly employees.

7.00%
7.00%

Preretirement and postretirement
healthy annuitant rates are projected on
a generational basis using Scale AA.
As a general table, it reflects mortality
improvements both before and after the
measurement date.

RP-2000 Employee Mortality Table for
Males and Females with blue collar
adjustments.

95% of the rates from the RP-2000
Healthy Annuitant mortality table for
males with blue collar adjustments and
116% of the rates from the RP-2000
Healthy Annuitant mortality table for
females.

75% of the rates from the RP-2000
Healthy Annuitant mortality table for
males and females. At age 85 and later
for males and age 77 and later for
females, the disability rates are set to
the male and females healthy rates,
respectively.

2.50%: 3.50%

55% of inflation assumption or 1.375%,
if applicable.

January 1, 2015 January 1, 2014

December 31, 2015 December 31, 2014

Entry Age Normal Cost

For Frozen Initial Liability ("FTL") For Frozen Initial Liability ("FIL")
bases, period specified in current bases, period specified in current
valuation report. Future gains/ losses  valuation report. Future gains/ losses
are amortized through the calculation  are amortized through the calculation
ofthe normal cost in accordance with of the normal cost in accordance with
FIL cost method amortized based on FIL cost method amortized based on
expected working lifetime, weighted  expected working lifetime, weighted
by salary, of the projected population by salary, of the projected population
for each group. for cach group.

Entry Age Normal Cost

Actuarial value equals market value  Actuarial value equals market value
Iess unrecognized gains/losses over a  less unrecognized gains/losses over a
5-year period. Gains/losses are based 5-year period. Gains/losses are based
on market value of assets. on market value of assets.

Varies by years of employment, and ~ Varics by years of employment, and
employee group. 3.5% for MTA Bus employee group.
hourly employees.

7.00% 7.00%
7.00% 7.00%

Preretirement and postretirement

healthy :

a generational basis using Scale AA.

As a general table, it reflects mortality recommended by the Society of

improvements both before and after  Actuaries Retirement Plans

the measurement date. Experience Committee. Ortality
assumption is based on a 2012
experience study for all MTA plans.

Preretirement and postretirement

RP-2000 Employee Mortality Table for RP-2000 Employee Mortality Table for
Males and Females with blue collar Males and Females with blue collar
adjustments. adjustments.

95% of the rates from the RP-2000  95% of the rates from the RP-2000
Healthy Annuitant mortality table for ~ Healthy Annuitant mortality table for
males with blue collar adjustments and males with blue collar adjustments and
116% of the rates from the RP-2000  116% of the rates from the RP-2000
Healthy Annuitant mortality table for ~ Healthy Annuitant mortality table for
females. females.

75% of the rates from the RP-2000 75% of the rates from the RP-2000
Healthy Annuitant mortality table for ~ Healthy Annuitant mortality table for
males and females. At age 85 and males and females. At age 85 and
later for males and age 77 and later for later for males and age 77 and later for
females, the disability rates are set to  females, the disability rates are set to
the male and females healthy rates,  the male and females healthy rates,
respectively. respectively.

2.50%; 3.50% 2.50%; 3.00%

if applicable. if applicable.
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METROPOLITAN TRANSPORTATION AUTHORITY

(A Component Unit of the State of New York)

REQUIRED SUPPLEMENTARY INFORMATION

Notes to Schedule of the MTA’s Contributions for All Pension Plans (continued)
NYCERS Plan NYSLERS Plan

Valuation Dates: June 30, 2015 June 30, 2014 June 30, 2013 April 1, 2016 April 1,2015 April1,2014

Measurement Date: June 30, 2017 June 30, 2016 June 30, 2015 March 31, 2017 March 31,2016 March 31,2015

Actuarial cost method: Entry Age Normal Cost Entry Age Normal Cost Entry AgeNormal Cost Aggregate Cost method Aggregate Cost method Aggregate Cost method

Amortization method: Increasing Dollar for Initial Unfinded; Increasing Dollar for Initial Unfinded; Increasing Dollar for Initial Unfinded; Evenly over the remaining working Evenly over the remaining working Evenly over the remaining working
Level Dollar for Post 2010 Level Dollar for Post 2010 Level Dollar for Post 2010 Unfundeds. lifetimes of the active membership. lifetimes of the active membership. lifetimes of the active membership.
Unfundeds. Unfundeds.

Asset Valuation Method: Modified six-year moving average of Modified six-year moving average. of Modified six-year moving average of 5 year level smoothing of the 5 year level smoothing of the 5-year level smoothing of the

Salary increases:

Actuarial assumptions:
Discount Rate:

Investment rate of return :

Mortality:

Pre-retirement:
Post-retirement Healthy Lives:

Post-retirement Disabled Lives:

Inflation/Railroad Retirement Wage Base:

Cost-of-Living Adjustments:

market values with a Market Value
Restart as of June 30, 2011

3% per annum.

7.00%
7.00%, net of investment expenses.

Mortality tables for service and
disability pensioners were developed
from an experience study of
NYCERS's pensioners. The mortality
tables for beneficiaries were developed
from an experiencedeview of
NYCERS' benieficiaries. The most
recently ompleted study was
published by Gabriel Roeder &
Gompany ("GRS"), dated October
2015, and analyzed experience for
Fiscal Years 2010 thorugh 2013.

N/A
N/A
N/A
2.50%

1.5% per annum for Auto COLA and
2.5% per annum for Escalation.

market values with a Market Value
Restart as of June 30, 2011

3% per annum.

7.00%
7.00%, net'of mvestment expenses.

Mortality tables for service and
disability pensioners were developed
froman experience study of
NYCERS's pensiofiers. Thexmortality
tables for beneficiarics were
developed from an.experience review
of NYCERS"beneficiaries. The most
recently completed study was
published by Gabriel Rogder &
Company,("GRS"), dated October
2015, and analyzed experience for
Fiscal Years 2010 thorugh2013.

N/A
N/A
N/A
2.50%

1.5% per annum for Auto COLA and
2.5% per annum for Escalation.

market values with a Market Value
Restart as of June 30, 2011.

3% per annum.

T.00%
7.00%;net of investment expenses.

Mortality tables for service and
disability pensioners were developed
from an experience study of
NYCERS's/pensioners. The mortality
tables forfbeneficiaries were developed
from an experience review of
NYCERS' beneficiaries. The most
recently completed study was published
by Gabriel Roeder & Company
("GRS"), dated October 2015, and
analyzed experience for Fiscal Years
2010 thorugh 2013.

N/A
N/A
N/A
2.50%

1.5% per annum for Auto COLA and
2.5% per annum for Escalation.
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difference between the actual gain and
the expected gain using the assumed
mvestment rate of return.

3.80%

7.00%
7.00%, net of investment expenses.

Annuitant mortality rates are based on

NYSLERS’s 2010 experience study of
the period April 1, 2005 through March
31,2010 with adjustments for mortality
improvements based on the Society of

Actuaries's Scale MP-2014.

N/A
N/A
N/A
2.50%

1.3% per annum.

difference between the actual gain and
the expected gain using the assumed
investment rate of return.

3.80%

7.00%
7.00%, net of investment expenses.

Annuitant mortality rates are based on

NYSLERS’s 2010 experience study of
the period April 1, 2005 through March
31,2010 with adjustments for mortality
improvements based on the Society of

Actuaries's Scale MP-2014.

N/A
N/A
N/A
2.50%

1.3% per annum.

difference between the actual gain
and the expected gain using the
assumed investment rate of return.

4.90%

7.50%
7.5%, net of investment expenses.

Annuitant mortality rates are based
on NYSLERS’s 2010 experience
study of the period April 1, 2005
through March 31,2010 with
adjustments for mortality
improvements based on the Society
of Actuaries's Scale MP-2014.

N/A
N/A
N/A
2.70%

1.4% per annum.



METROPOLITAN TRANSPORTATION AUTHORITY
(A Component Unit of the State of New York)
REQUIRED SUPPLEMENTARY INFORMATION (concluded)

Notes to Schedule of MTA’s Contributions for All Pension Plans

Significant methods and assumptions used in calculating the actuarially determined contributions of an employer’s
proportionate share in Cost Sharing, Multiple-Employer pension plans, the NYCERS, plan and the NYSLERS plan, are
presented as notes to the schedule.

Factors that significantly affect trends in the amounts reported are changes ofibenefit terms, changes in the size or
composition of the population covered by the benefit terms, or the use of different assumptions. Following is a summary
of such factors:

Changes of Benefit Terms:
There were no changes of benefit terms in the June 30, 2015valuation for the, NYCERS plan.

There were no significant legislative changes in benefit for the April“l, 2015 valuation for the NYSLERS plan.
Changes of Assumptions:
There were no changes in benefit assumptions used inthe June 3052015 valuation for the NYCERS plan.

There were changes in the economic and demographic assumptions used in the April 1, 2015 valuation for the NYSLERS
plan.

-128 -

Master Page # 156 of 588 - Audit Committee Meeting 4/23/2018



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

REQUIRED SUPPLEMENTARY INFORMATION

SCHEDULE OF FUNDING PROGRESS FOR THE MTA POSTEMPLOYMENT BENEFIT PLAN
($ in millions)

Unfunded
Actuarial Actuarial Ratio of
Actuarial Accrual Accrual UAAL to
Actuarial Value of Liability Liability Covered Covered
Valuation Assets (AAL) Ratio Payroll Payroll
Year Ended Date {a} {b} {c}= {a} / {b} {d} {c} / {d}
December 31, 2017 January 1, 2016 $ 298 $19,802 0% $5,041.0 386.9 %

December 31, 2016 January 1, 2014 $ 300 $18,472 % $4,669.8 389.1 %
December 31, 2015 January 1, 2014 $ 300 $18,47 $ 4,669.8 389.1 %

- 129 -

Master Page # 157 of 588 - Audit Committee Meeting 4/23/2018



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

SUPPLEMENTARY INFORMATION
SCHEDULE OF CONSOLIDATED RECONCILIATION BETWEEN FINANCIAL PLAN

AND FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2017
($ in millions)

(Unaudited)
Financial Plan Statement
Category Actual GAAP Actual Variance
REVENUE:
Farebox revenue $ 6,172 $ 6,172 $ -
Vehicle toll revenue 1,907 1,912 5
Other operating revenue 665 589 (76)
Total revenue 8,744 8,673 (71)
OPERATING EXPENSES:
Labor:
Payroll 5,037 5,025 (12)
Overtime 882 943 61
Health and welfare 1,214 1,210 4)
Pensions 1,154 1,182 28
Other fringe benefits 889 793 (96)
Postemployment benefits 2,250 2,155 95)
Reimbursable overhead @476) (443) 33
Total labor expenses 10,950 10,865 (85)
Non-labor:
Electric power 444 430 (14)
Fuel p 147 151 4
Insurance 30 3) (33)
Claims 314 525 211
Paratransit sérvice contracts 391 393 2
Maintenance and,other 751 645 (106)
Professional service,contract 575 425 (150)
Pollution remediation project costs 4 13 9
Materials and supplies 606 588 (18)
Other business expenses 209 207 (2)
Total non-labor expenses 3,471 3,374 97)
Depreciation 2,615 2,611 “4)
Other Expenses Adjustment 52 - (52)
Total operating expenses 17,088 16,850 (238)
NET OPERATING LOSS $ (8,344) $ 8,177) $ 167
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METROPOLITAN TRANSPORTATION AUTHORITY

(A Component Unit of the State of New York)

SUPPLEMENTARY INFORMATION

SCHEDULE OF CONSOLIDATED SUBSIDY ACCRUAL RECONCILIATION BETWEEN
FINANCIAL PLAN AND FINANCIAL STATEMENTS FOR THE YEAR ENDED DECEMBER 31, 2017

($ in millions)
(Unaudited)

Accrued Subsidies

Mass transportation operating assistance

Mass transit trust fund subsidies

Mortgage recording tax 1 and 2

MRT transfer

Urban tax

State and local operating assistance

Station maintenance

Connecticut Department of Transportation (CDOT)
Subsidy from New York City for MTA Bus and SIRTOA
NYS Grant for debt service

Build American Bonds Subsidy

Mobility tax

Other non-operating income

Total accrued subsidies

Net operating deficit before subsidies and debt service
Debt Service

Conversion to Cash basis: Depreciation

Conversion to Cash basis: OPEB Obligation

Conversion to Cash basis: GASB 68 pension adjustment
Conversion tefCash basis: Pollution & Remediation
Total net operating surplus/(deficit) before
appropriation, grants and other receipts
restricted\for capital projects

Financial Financial
Plan Statement
Actual GAAP Actual Variance
$ 4,668 $ 1,668 $ -
614 606 ®)
460 453 7
(10) (9) 1
520 539 19
376 376 -
167 165 2)
121 103 (18)
548 503 (45)
= 5 5
88 88
2,004 1,987 17)
1 12 11
6,469 6,496 27
(8,344) (8,177) 167
(2,507) (1,517) 990
2,615 - (2,615)
2,250 - (2,250)
172 - (172)
4 - “)
$ 659 $ (3,198) $ (3,857)

{1} The Financial Plan records on a cash basis while the Financial Statement records on an accrual basis.
{2} The Financial Plan records do not include other non-operating income or changes in market value.
{3} The Financial Plan records do not include other non-operating subsidy or expense for the

refunding of NYS Service Contract Bonds.
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METROPOLITAN TRANSPORTATION AUTHORITY
(A Component Unit of the State of New York)

SUPPLEMENTARY INFORMATION

SCHEDULE OF FINANCIAL PLAN TO FINANCIAL STATEMENTS RECONCILIATION
FOR THE YEAR ENDED DECEMBER 31, 2017

($ in millions)

(Unaudited)
Financial Plan Actual Operating Loss at December 31, 2017 $ (8,344)
The Financial Plan Actual Includes:
Higher other operating revenues (22)
Higher other operating expense adjustments 52

The Audited Financial Statements Includes:

Lower OPEB expense based on the most recent actuarial calculations 95
Higher pension expense based on most recent actuarial calculations (28)
Higher labor expense primarily from reimbursable overhéad 18
Higher claims expense based on most recent actuarial calculations (191)
Lower non-labor expense 224
Intercompany eliminations and other adjustments 19
Total Operating Reconciling Items 167
Unaudited Financial Statement Operating Loss $  &,177)
Financial Plan Actual Surplus_after Subsidies and Debt Setvice at December 31, 2017 $ 659

The Financial Plan Actual Includes:

Debt Service Bond Principal‘Payments 990
Adjustments for non-cash liabilities: g

Depreciation (2,615)

Unfunded OPEB Expense (2,250)

Unfunded GASB 68 Pension adjustment (172)

Unfunded Pellution Remediation Expense “4) (5,041)

The Audited Financial Statements Includes:

Lower subsidies and other non-operating revenues 27
Total Operating Reconciling Items 167
Financial Statement Loss Before Appropriations $  (3,199)
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INDEPENDENT AUDITORS’ REPORT

To the Members of the Board of
Metropolitan Transportation Authority

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated statements of net pesition of the New»Y ork City Transit
Authority (the “Authority”), a public benefit corporation which'is a component unit of'thesMetropolitan
Transportation Authority (“MTA”), as of December 31, 2047 and 2016, and the related consolidated
statements of revenues, expenses, and changes in net position'and consolidated cash flows for the'years then
ended, and the related notes to the consolidated financial statements, whichicollectively comprise the
Authority’s consolidated financial statements, as listed in the table of:€ontents.

Management’s Responsibility for the Consolidated Financial Statements

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

Auditors’ Responsibility

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

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

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

-1-
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Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the consolidated net position of the Authority as of December 31, 2017 and 2016, and the respective changes
in the consolidated net position and consolidated cash flows thereof for the years then ended in accordance
with accounting principles generally accepted in the United States of America.

Emphasis of a Matter

As discussed in Note 1 to the consolidated financial statements, the Authority isfa component unit of the
MTA. The MTA is a component unit of the State of New York. The Authority requires significant subsidies
from and has material transactions with MTA, The City of New York anddhe State of New York. Our opinion
is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of\America require that the Management’s
Discussion and Analysis on pages 3 through 16, Schedule of Changesdn the Authority’s NetPension Liability
and Related Ratios for the MABSTOA Pension Plan on Page 70, Schedule of the Authority’s Proportionate
Share of the Net Pension Liability in the NYCERS Pension Plan on page\71, Schedule of the Authority’s
Contributions to all Pension Plans on pages 72-74, and Schedule of Funding,Progress for the New York City
Transit Postemployment Benefit Plan on page 75 bepresented to supplement the'consolidated financial
statements. Such information, although not a part of the consolidated financial statements, is required by the
Governmental Accounting Standards Board who considers4t to be amessential part of financial reporting for
placing the consolidated financialgstatements in an appropriate operational, economic, or historical context.
We have applied certain limifed procedures to the required supplementary information in accordance with
auditing standards generally acceptedin the United States of America, which consisted of inquiries of
management about the/methods of preparing the information and comparing the information for consistency
with management’s responses toyour inquiries, the consolidated financial statements, and other knowledge we
obtained during our audits of the consolidated financial statements. We do not express an opinion or provide
any assuranceson the information because the limited procedures do not provide us with sufficient evidence to
express andpinion or provide,any assurance.

April 25,2018

.
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NEW YORK CITY TRANSIT AUTHORITY
(Component Unit of the Metropolitan Transportation Authority)

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016

OVERVIEW OF THE CONSOLIDATED FINANCIAL STATEMENTS
Introduction to the Annual Report:

This annual report consists of three parts: Management’s Discussionand Analysis, Consolidated
Financial Statements and Notes to the Consolidated Financial Statéments and Required Supplementary
Information.

Management’s Discussion and Analysis:

The following is a narrative overview and analysis of'the financial activities of the Authority for the years
ended December 31, 2017 and 2016. This management discussion and analysis (MD&A)/is intended to
serve as an introduction to the Authority’s basic consolidated financial statements. It provides an
assessment of how the Authority’s position has improved or deteriorated and identifies the factors that, in
management’s view, significantly affected the Authority’s overall'financial position. It may contain
opinions, assumptions or conclusions by the Authority’s management that should not be considered a
replacement for, and must be read in conjunction with,the consolidated financial statements described
below.

The Consolidated Financial Statements Include:

The Consolidated Statements of Net Position providesinformation about the nature and amounts of
resources, with présent service capacity, that the New York City Transit Authority (the Authority)
presently controls (assets), consumption of net assets by the Authority that is applicable to a future
reporting period (deferred outflow of resources);present obligations to sacrifice resources that the
Authorityshas little otmo discretion,to avoid (liabilities), and acquisition of net assets by the Authority
that is@pplicable to afuture reporting,period (deferred inflow of resources) with the difference between
assets/deferred outflows of resources and liabilities/deferred inflows of resources being reported as net
position:

The Consolidated Statements of Revenues, Expenses and Changes in Net Position show how the
Authority’s net pesition changed during each year. They account for all of the current year’s revenues and
expenses, measuresithe finaneial results of the Authority’s operations over the past year and can be used
to determine how the Authority has funded its costs.

The Consolidated Statements of Cash Flows provide information about the Authority’s cash receipts, cash
payments and net changes in cash resulting from operations, non-capital financing, capital and related
financing and investing activities.

The Notes to the Consolidated Financial Statements:
The notes provide information that is essential to understanding the basic consolidated financial

statements, such as the Authority’s accounting methods and policies, details of cash and investments,
capital assets, employee benefits, lease transactions, and future commitments and contingencies of the
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Authority, and information about other events or developing situations that could materially affect the
Authority’s financial position.

Required Supplementation Information:

The Required Supplementary Information provides information concerning the Authority’s net pension
liabilities, related ratios and contributions to its pension plans, and progress in funding its obligation to
provide other postemployment benefits to its employees.

FINANCIAL REPORTING ENTITY

The New York City Transit Authority and its component unit, Manhattan and Bronx Surface Transit
Operating Authority (MaBSTOA) (collectively, the Authority) aregpublic benefit corporations established
pursuant to the New York State (the State) Public Authorities Law, to operate public subway, bus and
paratransit services within The City of New York (The City)«The Authority is a eomponent unit of the
Metropolitan Transportation Authority (MTA), which is ac€omponent unit of the State; and whose
mission is to continue, develop and improve public transportation and to develop and‘implement a unified
public transportation policy in the New York Metropolitan area.

CONDENSED FINANCIAL INFORMATION
All amounts are in millions, except as noted:

The following sections will discuss the significant changes in the Authority’s financial position for the
years ended December 31, 2017 and 2016. Additionally, amexamination/of major economic factors and
industry trends that have contributed to these changes is‘provideds,It should be noted that for purposes of
the MD&A, summaries of theseonsolidated financialéstatements and the various exhibits presented
conform to the Authority’s consolidated financial statements, which are presented in accordance with
accounting principlesfgenerally aceepted in the United States of America.

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

Increase/(Decrease)

(Inmillions) 2017 2016 2015 2017-2016 2016-2015
Capital assets $63,507 $60,526 $57,654 $ 2,981 $ 2,872
Accumulated,depreciation (22,190) (20,549) (18,900) (1,641) (1,649)
Capital assets, net of

accumulated depreciation 41,317 39,977 38,754 1,340 1,223
Other assets 2,470 2,717 2,368 (247) 349
Total assets 43,787 42,694 41,122 1,093 1,572
Deferred outflows of resources 1,018 1,402 527 (384) 875
Total assets and deferred

outflows of resources $44,805 $44,096 $41,649 $ 709 $ 2,447

4.
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The Authority’s capital assets totaled $63,507 at December 31, 2017. Of the total, depots, yards, signals,
and stations were 47.4%, subway cars and buses accounted for 19.7% and track and structures were
20.6%. These gross capital assets exclude significant infrastructure assets such as tunnels and elevated
structures, which are assets owned by The City. More detailed information about the Authority’s capital
assets is presented in Note 5 to the consolidated financial statements.

Significant changes in assets include:

December 31, 2017 versus 2016

Capital assets increased from December 31, 2016 to December 31, 2017by $2,981, or 4.9%. This
increase was primarily due to station rehabilitation work of $1,971 and track and structures of $752.
Accumulated depreciation has increased by $1,641, or 8.0%.

Other assets decreased by $247, or 9.1%, compared with the prioer year. This decrease was mostly due to a
decreased in receivables from MTA for the purchase of capital assets of $126, and'decreased in due from
MTA and constituent authorities of $112.

Deferred outflows of resources decreased by $384, or 27:4% comparedwith prior year based upon the
most recent actuarial valuation report in accordance with GASB, Statements No. 68, Accounting and
Financial Reporting for Pensions, and GASB No. 71, Pension Transition for Contributions Made
Subsequent to the Measurement Date. Refento Note 6 to the financialstatements for more information
regarding the Authority’s pensions.

December 31, 2016 versus 2015

Capital assets increased fromgDecember 31, 2015 todDecember 31, 2016 by $2,872, or 5.0%. This
increase was primarily diie tounder,construction work of $1,501¢ station rehabilitation work of $364 and
signals enhancementsfof $396. Accumulated depreciation has increased by $1,649, or 8.7%, due to annual
depreciation expense of $1,650, and partly offset by nermal retirements of $1.

Other assets increased by $349; of 14.7%, comparedwith the prior year. This increase was mostly due to
an increased in recéivables from MTA for the purchase of capital assets of $429, and higher receivables
due from MTA and constituent authorities of $182, partly offset by lower MTA investment pool assets of
$210.

Deferred outflows of resources increased by $875, or 166.0% compared with prior year based upon the
most recent actuarial valuation report in accordance with GASB Statements No. 68, Accounting and
Financial Reporting for Pensions, and GASB No. 71, Pension Transition for Contributions Made
Subsequent to the Measurement Date. Refer to Note 6 to the financial statements for more information
regarding the Authority’s pensions.
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Total Liabilities, Distinguishing Between Long-Term Liabilities and Current Liabilities,
and Deferred Inflows of Resources

Increase/(Decrease)

(In millions) 2017 2016 2015 2017-2016 2016-2015
Current liabilities $ 1,875 $ 1,710 $ 1,648 $ 165 $ 62
Long-term liabilities 21,390 20,741 18,236 649 2,505
Total liabilities 23,265 22,451 19,884 814 2,567
Deferred inflows of resources 392 210 423 182 (213)
Total liabilities and deferred

inflows of resources $ 23,657 $22,661 $20,307 $ 996 $2,354

At the end of 2017, the Authority’s liabilities consistedgrimarily of employee fringe benefit-related
liabilities (for retirement, health and other benefits),58.7%, net pension liability of 24.6%, afd injuries to
persons (public liability and workers’ compensation), 12:0%xIncluded in the employee fringe benefit-
related liabilities was $12,897 of post-employment benefits otherthan pensions.

Significant changes in liabilities include:

December 31, 2017 versus 2016

Liabilities increased from December 31, 2016 to\December 31, 2017 by $814, or 3.6%. Current liabilities
increased by $165, or 9.6%gsand,long-term liabilitiesfincreased by $649, or 3.1%.

The net increase in cufrent liabilities was mainly dueito higher levels of accounts payable in connection
with various maingénance,initiatives, including the Subways Action Plan, of $37. An increase in salaries
and wages of $30, due to'salary ingreases and retroactive wage reserves, an increase in health and welfare
accruals of $36, due to the transition to.a néwsprovider, and higher levels of vacation and sick related to
policy changes for cestain hourly employees toimprove availability of $30.

Thedet increase in long-term liabilitiesswas. due primarily due to the addition of $1,103 of
postemployment benefits other than pensions, a $275 increase in the estimated liability arising from
injuries to'persons, and a decrease in net pension liability of $787, based upon the most current actuarial
valuations.

Deferred inflows of.resources increased by $182, or 86.7% compared with prior year based upon the most
recent actuarial valuation séport in accordance with GASB Statements No. 68. Refer to Note 6 to the
financial statements for more information regarding the Authority’s pension

December 31, 2016 versus 2015

Liabilities increased from December 31, 2015 to December 31, 2016 by $2,567, or 12.9%. Current
liabilities increased by $62, or 3.8%, and long-term liabilities increased by $2,505, or 13.7%.

The net increase in current liabilities was mainly due to an increase in other various accrued expenses of

$31, an increase of $21 resulting in a higher level of accounts payable, and an increase of $16 in the
estimated liability arising from injuries to persons.
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The increase in long-term liabilities was due primarily the to the addition of $1,193 of Postemployment
benefits other than pensions, a $904 increase in the net pension liability and an increase of $431 in the
estimated liability arising from injuries to persons, based on the most current actuarial valuations.

Deferred inflows of resources decreased by $213, or 50.4% compared with prior year based upon the
most recent actuarial valuation report in accordance with GASB Statements No. 68. Refer to Note 6 to the
financial statements for more information regarding the Authority’s pension.

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

Increase/(Decrease)
(In millions) 2017 2016 2015 2017-2016 2016-2015
Net investment in capital
assets $ 41,144 $ 39,808 $ 38,555 $.1,336 $ 1,253
Unrestricted (19,996) (184373) (17,213) (1,623) (1,160)
Total net position $ 21,148 $ 21,435 $ 21,342 $ @287) § 93

Net position represents the residual interest in the Authority’s assets after liabilities are deducted and
consist of three components: net investmentyin capital assets, restricted and unrestricted. Net investment
in capital assets include capital assets, net of accumulated depreciation and outstanding principal balances
of debt attributable to the acquisition, construction or improvement of those assets. Net position is
reported as restricted when constraints are imposed by third' parties or enabling legislation. All other net
position are unrestricted.

December 31, 2017 versus 2016

Total net position#vas $211,148 at the end of 2017, a net decrease of $287, or 1.3% from the end of 2016.
The net decrease was primatily due te,an operating loss of $5,791 and offset by net nonoperating income
of $3,644 and capital contributiens from the MT-A.of$1,860.

December 31, 2016 versus 2015

Total net position was $21,435 at the end of 2016, a net increase of $93, or 0.4% from the end of 2015.
The netinerease was primarily due to an operating loss of $5,791 and offset by net nonoperating income
of $3,966 and\capital contributions from the MTA of $1,918.
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Condensed Statements of Revenues, Expenses, and Changes in Net Position

Year Ended December 31, Increase/(Decrease)
(In millions) 2017 2016 2015 2017-2016 2016-2015
Operating revenues $ 4912 $ 4,859 $ 4,827 $ 53 $ 32
Operating expenses (10,703) (10,650) (10,045) (53) (605)
Operating loss (5,791) (5,791) (5,218) - (573)
Nonoperating revenues (expenses):
Subsidies: New York State and The City
of New York 3,345 3,670 3,639 (325) 31
Triborough Bridge and Tunnel Authority 310 313 3138 3) Q)
FTA/FEMA reimbursement - - 1 - (1)
Interest expense (16) (20) (21) 4 1
Other nonoperating revenue/(expenses) 5 3 2 2 1
Total nonoperating revenues (expenses) 3,644 3,966 3,939 (322) 27
Loss before capital contributions (2,147) (1,825) (1,279) (322) (546)
Capital contributions 1,860 1,918 1,893 (58) 25
Change in net position (287) 93 614 (380) (521)
Net position — beginning of year 21,435 21,342 26,140 93 (4,798)
Restatement of beginning net position
adoption of GASB'No. 68 - - (5,500) - 5,500
Restatement of beginning net position
correction to opening balance - - 88 - (88)
Net position — endef year $21,148 $21,435 $21,342 $ (287) § 93
Revenue from Fares/Ridership
Increase/(Decrease)
(In millions) 2017 2016 2015 2017-2016 2016-2015
Subway revenue $ 3,441 $3,351 $3,314 $ 90 $ 37
Bus revenue 952 966 965 (14) 1
Expired fare media revenue 76 80 75 4) 5
Paratransit revenue 18 18 17 - 1
Total revenue from fares $ 4,487 $4.415 $4,371 $ 72 $ 44
Total ridership (millions) 2,339 2,404 2,422 (65) (18)
Non-student average fare $ 1.98 $ 1.90 $ 1.87 $ 0.08 $ 0.03
-8-
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2017 versus 2016

Total revenue from fares was $4,487 in 2017, an increase of $72, or 1.6%. This increase was due mostly
to the March 2017 fare increase. Total ridership was 2,339, a decrease of 65, or 2.7% from 2016.

2016 versus 2015

Total revenue from fares was $4,415 in 2016, an increase of $44, or 1.0%. This increase was due mostly
to the annualization of the March 2015 fare increase in 2016. Total ridership was 2,404, a decrease of 18,
or 0.7% from 2015.

Operating Expenses, by Major Function

Increase/(Decrease)
(In millions) 2017 2016 2015 2017-2016 2016-2015
Salaries and wages $ 3,901 $ 3,632 $ 3,535 $ 269 $ 97
Health and welfare 860 830 741 30 89
Pensions 706 800 553 (94) 247
Other fringe benefits 410 592 512 (182) 80
Reimbursed overhead expenses (304) (263) (241) 41) (22)
Postemployment benefits other than pensions 1,516 1,613 1,501 97) 112
Electric Power 265 250 287 15 (37)
Fuel 95 78 102 17 (24)
Insurance 72 74 72 2) 2
Public liability claims 279 251 184 28 67
Paratransit service contracts 393 384 379 9 5
Maintenance and other operating contracts 246 223 196 23 27
Professional service contracts 172 134 94 38 40
Pollution remediation projects 8 10 13 2) 3)
Materials and supplies 319 312 290 7 22
Depreciation 1,682 1,650 1,741 32 91)
Other expenses 83 80 86 3 (6)
Total operating expenses $10,703 $10,650 $10,045 $ 53 $ 605
2047 versus 2016

Total operating expenses increased by’$53 or 0.5% compared to 2016 as follows:

o Salaries and wages were higher than 2016 by $269 or 7.4%. Payroll increased by 4.5% as most
represented and non-represented personnel received wage increases in 2017 and headcount
increased in support of Subways Action Plan and various maintenance programs and operations
requirements.|Overtime expenses increased by 27.6%, due mostly to support the Subways Action
Plan, various'maintenance and weather-related requirements, and vacancy/absentee coverage
requirements.

e Health and welfare expenses increased by $30, or 3.6%, due primarily to increased rates for
health and welfare plans.

e Pension expenses decreased by $94, or 11.8%, based on the most current actuarial valuation.
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o  Other fringe benefit expenses decreased by $182, or 30.7%, due primarily to lower workers’
compensation reserve requirements from 2016, based upon a current actuarial valuation.

e Post-employment benefits other than pensions decreased by $97, or 6.0%, based on the most
recent actuarial valuation.

e Electric power expenses increased by $15, or 6.0% due to higher pricing.
o Fuel expenses increased by $17, or 21.8%, due mostly to higher prices.

e Public liability claims expenses increased by $28, or 11.2%, du€ primarily to an actuarial
valuation update, which reflected the increase in major claims$ and the cost of claims.

e Maintenance contract expenses increased by $23, or 10.3%, due largely te additional
requirements for revenue vehicle maintenance & repairsjsafety equipment and tires & tubes.

e Professional service contract expenses increaséd by $38, 01,28.4%, including implementation of
additional professional service contract requiirements, and expense increases in information
technology regarding additional data communications,and ethertequirements.

2016 versus 2015

Total operating expenses increased by $605 0r 6.0% compared to 201§ as follows:

e Salaries and wages were higher than 2015 by $97 or 2.7%. Payroll increased by 3.0% as most
represented and non-represented personnel received wage inctreases in 2016 and headcount
increased in suppoftt of Various maintenaneé programs and operations requirements. Overtime
expenses incredsed by 1.3%; due mostly to.maintenance requirements, unscheduled service, and
vacancy/abséntee coverage réquirements.

e Health and welfare expenses inereased by $89, or 12.0%, due primarily to increased rates for
health.and welfare plans.

o Pension expensesiincreased by, $247, or 44.7%, based on the most current actuarial valuation.

e Other fringe benefit expenses increased by $80, or 15.6%, due primarily to higher Workers’
Compensation reserve requirements based upon a current actuarial valuation.

e Post-employment benefits other than pensions increased by $112, or 7.5%, based on the most
recent actuarial valuation.

o Electric power expenses decreased by $37, or 12.9%, due mostly to lower prices.
o Fuel expenses decreased by $24, or 23.5%, due mostly to lower prices.

e Public liability claims expenses increased by $67, or 36.4%, due primarily to an actuarial
valuation update, which reflected the increase in major claims and the cost of claims.

e Maintenance contract expenses increased by $27 or 13.8%, due largely to additional requirements
for revenue vehicle maintenance & repairs, safety equipment and tires & tubes.
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e Professional service contract expenses increased by $40, or 42.6%, including implementation of a
new Enterprise Asset Management Program, other additional professional service contract
requirements, and expense increases in Information Technology regarding additional data
communications and other requirements.

Nonoperating Revenues and Expenses

The Authority receives a variety of tax-supported subsidies from New York State and The City of New
York. These subsidies represent a State Mobility Tax and corporate franchise,sales, energy, mortgage
recording and real estate taxes and are impacted by the strength of the Statefand'City economies and
prevailing interest rates.

Operating assistance subsidies from New York State and The Citysave been maintained at the same level
each year.

The Triborough Bridge & Tunnel Authority, another affiliate of the MTA, distributes to the Authority,
each year, funds that vary based upon its operating surplus.

Capital contributions from the MTA of $1,860 in 2017 and $1,918 in 2016, represent capital program
funding from several sources including bonds, Federal, State andCity funding.

Changes in Net Position

The change in net position represents the netitotal of €apital contributions, 6perating losses and
nonoperating income. The net position decreased by $287 iny2017.

Budget Highlights

Total operating revenaes in 2017'0f $4,912 were lower than budget by $113, or 2.3%. Total revenue from
fares underran budget by'$83, or 1.8%, due mostly to lower ridership trends, including the impact of
adverse weather early in'theyyear. Other operating revenues were below budget by $30, or 6.7%.

Total operating expenses in 2017 of $10,703 were below budget by $421, or 3.8%. Labor-related
expenses of $7,088 wereibelow budget by $407, or 5.4%. This result was due primarily to a decrease in
postéemployment benefits other than pensions of $416, or 21.5%, due to an actuarial update.

Additionally, overtime expenses were higher by $148, or 33.5%, due largely to Subways Action Plan
requirements and vacancy coverages. INon-labor expenses were below budget by $14, or 0.4%, due
mostly to'decrease in depreciation expense of $96, or 5.4%, including a higher rate of asset retirements
than budgeted. Rower expenses underran budget by $48, or 15.2%, due mostly to lower prices than
anticipated in the budget. Mostly offsetting the above favorable results is a significant increase in accrued
workers’ compensation rese€rves, based on a current actuarial valuation.

OVERALL FINANCIAL POSITION, RESULTS OF OPERATIONS AND IMPORTANT
ECONOMIC CONDITIONS

Economic Conditions
Metropolitan New York is the most transit-intensive region in the United States, and a financially sound

and reliable transportation system is critical to the region’s economic well-being. The Authority consists
of urban subway and bus systems. In order to achieve maximum efficiency and success in its operations,
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the Authority must identify economic trends and continually implement strategies to adapt to changing
economic conditions.

Preliminary system-wide utilization in 2017 decreased relative to 2016 by 65.2 million (2.7%). Subway
ridership declined by 29.4 million trips (1.7%), while New York City Transit Bus ridership also declined
by 35.8 million trips (5.6%).

Seasonally adjusted non-agricultural employment in New York City for the fourth quarter was higher in
2017 than in 2016 by 64.4 thousand jobs (1.5%). On a quarter-to-quarter basis, New York City
employment has increased in each of the last twenty-nine 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.

National economic growth, as measured by Real Gross Domestic Product (RGDP), expanded at an
annualized rate of 2.6% in the fourth quarter of 2017 according to the, most recent advance estimate
released by the Bureau of Economic Analysis (BEA). Thedncrease’in RGDP reflectedipositive
contributions from personal consumption expendituresgnonresidential fixed investment, exports,
residential fixed investment, state and local government spending, and federal government spending;
these were partially offset by a negative contribution from private inventory investment. Imports, which
are a subtraction in the Gross Domestic Product (GDP) calculatiofi, increased. The deceleration in RGDP
growth, relative to the second quarter’s revised 3.2% growth rate, teflected a downturn in private
inventory investment and an increase in imperts. These were partiallyyoffset by an acceleration in
personal consumption expenditures, nonresidential fixed investment, exports, state and local government
spending, and federal government spending, as well asian upturn in residential fixed investment.

The New York City metropolitan area’s price inflationgfas measuted,by the Consumer Price Index for All
Urban Consumers (CPI-U)gwas,lower than the natiehal average in the fourth quarter of 2017, with the
metropolitan area indexdncreasing by 1.7 %, while the national index increased by 2.1%, when compared
with the fourth quarter of 2016. An 8.2% increase in the regional price of energy products, along with a
7.6% national incréase, impacted oyerall inflation. In'the metropolitan area, the CPI-U exclusive of
energy products increased by, 1.3%, while nationally, inflation exclusive of energy products was 1.7%.
Increasing more than overall enefgy prices, thesspotprice for New York Harbor conventional gasoline
rose by 1418%, from'an average price of $1.54 per gallon to an average price of $1.77 per gallon, between
the foutth quarters 0f 2016 and 2017.

In'December 2015, citing evidence that economic activity had been expanding at a moderate rate, the
Federal'Open Market Committee (FOMC) raised its target for the Federal Funds rate to the range of
0.25% to 0.50%, the first increase in the Federal Funds rate since the target was lowered to a range of 0%
to 0.25% in late 2008 when the financial and housing crises deepened. The FOMC maintained this target
until December 2016, when the FOMC announced another increase, raising the target range for the
Federal Funds rateto 0.5% to 0.75%. In March and June of 2017, the FOMC raised rates again, with the
target range set at 0.75% to 1%, in March and then 1% to 1.25% in June. The Federal Funds rate was
raised to its current target level of 1.25% to 1.5% in December 2017 in view of realized and expected
labor market conditions and inflation. Despite raising the target rate in the fourth quarter of 2017,
monetary policy continued to be accommodative, supporting strong labor market conditions and a
sustained return to 2 percent inflation. The unemployment rate continued to decline, while household
spending continued to expand at a moderate rate and business fixed investment continued to pick up. Both
overall inflation and inflation for items other than food and energy remained below 2 percent on a 12-
month basis, and overall inflation is expected to remain below 2 percent in the short-term. Despite this,
survey-based measures of longer-term inflation expectations were little changed. Consistent with its
statutory mandate, the FOMC seeks to foster maximum employment and price stability. The FOMC
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expects that the economy will continue to expand at a moderate pace, labor market conditions will remain
strong, and inflation will stabilize around 2 percent over the medium term. Gradual increases in the
Federal Funds rate can be expected, but that the rate will remain below long-term levels for quite some
time. Near-term risks to economic outlook appear roughly balanced, and the FOMC continues to closely
monitor inflation indicators and global economic and financial developments.

Results of Operations and Overall Financial Position

Total revenue from fares was $4,487 in 2017, an increase of $72 or 1.6% from 2016. Total ridership was
2,339 million, a decrease of $65 or 2.7% from 2016. Total operating expenses, including depreciation,
other post-employment benefits and environmental remediation expenses, were $10,703 in 2017, an
increase of $53 or 0.5%.

Going forward, the stability of the Authority’s financial position is Subject to'certain risks, requiring the
efficient management of costs, including the establishment of new cost reduction programs, in order to
counteract any adverse impacts to revenue streams or costdncreases.

SIGNIFICANT CAPITAL ASSET ACTIVITY
Capital Program

The MTA has ongoing programs on behalfef the Authority and other affiliated agencies, subject to
approval by the New York State Metropolitan Transportation Authority Capital Program Review Board
(the State Review Board), which are intended\to improve public transportation in the New York
Metropolitan area.

2000-2004 Capital Programs=—The 2000-2004 Capital Program, which was approved by the State
Review Board in May 2000, provided for $17.1 billion in capitalfexpenditures, of which the Authority’s
portion was $10.3 billion. In Mayand December 02002, the MTA Board approved amendments to the
program reflecting/changes to budgets, schedules, funding,and added to the infrastructure and facilities
security programs. In December 2003, the MTA Board approved a general update to the plan to
incorporate changes and authorizéd its submission tosthe MTA Capital Program Review Board (CPRB).
In January«2004, thesM T A Board approved a further modification to that program to support the
accelerated purchase of additional commuter railcars. In December 2004, the MTA Board approved an
amendment that incorporated the creation ofsthe MTA Bus Company, and included additional funding
from The City for the #7 Extension design work, as well as additional security grant funding. In
December2005, the MTA Board approved an amendment that increased the overall capital program total
to $19.9 billion, of which the Authority’s share was $10.2 billion. This amendment included additional
federal funds forthe Fulton Street Transit Center, South Ferry Station, a new Bus Depot on Staten Island
and CCTV installation in NYCT stations. In December 2006, the MTA Board approved an amendment
that increased the ovetall eapital program total to $21.2 billion, of which the Authority’s share was
increased to $10.3 billion. In 2009, the capital program received $0.2 billion in federal stimulus funding.
Reallocation between'programs resulted in an additional $0.5 billion to the 2000-2004 Capital Program,
increasing the overall total plan to $21.7 billion, of which the Authority’s share is $10.4 billion. Among
the projects included in the 2000-2004 Transit Capital Program and subsequent amendments are the
following: rebuilding the 1/9 line track and structures destroyed by the September 11, 2001 attacks on the
World Trade Center, design and initiation of construction of the full-length Second Avenue Subway,
acquisition of 1,210 new subway cars, replacing 927 existing cars and expanding the fleet by 283 cars,
acquisition of 985 new buses, including 135 CNG buses, rehabilitation of 70 stations, provision of full
Americans with Disability Act (ADA) accessibility at 23 stations, replacement of 20 escalators at various
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stations, replacement of approximately 42 miles of mainline track and 212 mainline switches, signal
modernization, communications improvements, and improvements to shops, yards, and depots.

The combined funding sources for the 2000-2004 Capital Program are comprised of $7.4 billion in bonds,
$7.4 billion in federal funds, $4.6 billion from debt restructuring, and $2.3 billion from other sources.

As part of the 2000-2004 Capital Program, the MTA, the TBTA and the Authority have refunded and
defeased substantially all of their outstanding debt and consolidated most of their existing credits.

At December 31, 2017, $10.4 billion has been encumbered to Authority projects,from the 2000-2004
approved plan, of which approximately $10.3 billion has been expended:

2005-2009 Capital Program — The MTA Capital Program for 2005-2009 was approved by the CPRB in
July 2005 and amended in July 2006. The 2005-2009 Program, as‘approved, provided for $20.1 billion in
capital expenditures, of which the Authority’s share was $1 L2 billion. In February’2007, the MTA Board
further amended the Program to add $1.2 billion of Federal East Side Access Full Funding Grant
Agreement (FFGA) funds to the East Side Access project, which relates to the Capital Construction
Company’s capital program. In July 2008, the MTABoard further amended the Program to'add an
additional $267 million of Federal East Side Access FFGA funds and $764 million in Federal Second
Avenue Subway FFGA funds relating to the Capital ConstructiondCompany’s capital program. Also
included in this amendment were the rollover of unused LaGuardia Airport Project funds from the
2000-2004 Capital Program and other miscellaneous funding adjustments. In 2009, the capital program
received $0.7 billion in federal stimulus funding:

The 2005-2009 Capital Program is designed to continue a program of capital expenditures that would
support on-going maintenance and provide needed improvementsite.enhance services to its customers.
Reallocation between programsszsubsequent to the\amendments and federal stimulus funding noted above,
resulted in the overall plan totaling $24.4 billion, of which the Aathority’s share is $11.5 billion. The
Authority’s portion of the capital program excludes'$7.7 billion of approved capital projects managed by
the MTA Capital €onstruction Company on behalf ofithe Transit Authority and the Long Island Rail
Road. Among the projects imithe 2005-2009 Transit Capital Program are the following: normal
replacement of 1,002 B Division/Cars, fleet growth.of 23 A Division Cars, the purchase of 1,236 new
buses including 1,043,standard, 90,articulated and 103 express buses, the purchase of 1,387 new
paratrafisit vehicles, rehabilitation 0f 36 stations, replacement of 23 escalators, replacement of 52 miles of
mainline track and 143 ‘'mainline switches, signal modernization, communications improvements, and
improvements to shops, yards; and depots.

The combined, funding sources for the 2005-2009 Capital Program are comprised of $9.1 billion in federal
funds, $1.5 billion from the New York State voter approved State-Wide Transportation Bond Act,
$9.7 billion in bonds, and $4.1 billion from other sources.

At December 31, 2017, $11.4 billion has been encumbered to Authority projects from the 2005-2009
approved plan, of which approximately $11.2 billion has been expended.

2010-2014 Capital Program — The 2010-2014 Capital Program was approved by the MTA Board in
September 2009. The program totaling approximately $25.6 billion was subsequently submitted to the
NYS Capital Program Review Board (CPRB) for their review and approval. The submitted Program was
vetoed without prejudice by the Review Board in December 2009. Subsequently, the resubmitted
2010-2014 Program, totaling $26.3 billion was approved by the CPRB in June 2010, of which the
Authority’s share is $12.8 billion. The approved CPRB program fully funded only the first two years of
the plan, with a commitment to come back to CPRB with a funding proposal for the last three years. On
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December 21, 2011, the MTA Board approved an amendment to the 2010-2014 Program that funds the
last three years of the program through a combination of self-help (efficiency improvements and real
estate initiatives), participation by our funding providers and innovative and pragmatic financing
arrangements. The Authority’s share of the $24.3 billion revised program was $11.6 billion. On
December 19, 2012, the MTA Board approved an amendment to the 2010-2014 Capital Programs to add
projects for the repair and restoration of MTA agency assets damaged as a result of Tropical Storm
Sandy, which struck the region on October 29, 2012. The revised programs provide for an additional
$4.8 billion in Sandy recovery-related capital expenditures, of which the Authority’s share is $3.3 billion.
On January 23, 2013, the amended program as submitted was deemed approved by the CPRB. On

July 22, 2013, the MTA Board approved a further amendment to the 2010-2014'Capital Programs for the
Transit, Commuter and Bridges and Tunnels systems to include specificdevisions to planned projects and
to include new resilience/mitigation initiatives, totaling $5.8 billion in'response to Tropical Storm Sandy.
The Authority’s share of the new initiative is $5.1 billion. On August 27, 2013, the CPRB deemed
approved those amended 2010-2014 Capital Programs for the Transit and Commuter systems as
submitted. On July 28, 2014, the MTA Board approved an amendment to the 2010-2014 Capital
Programs to reflect revised project estimates. However, the overall program remain unchanged at $34.8
billion. On September 4, 2014, the amended program as submitted,was deemed approved,by the CPRB.
On May 24, 2017, the MTA Board approved a furthéramendment toreduce the overall 2010-2014 capital
program by $2.8 billion. The reduction reflects adjustments te the Sandy program to match funding and
administrative scope transfers for projects in the Core program. ¥On July 31, 2017, the amended program
as submitted was deemed approved by the CPRB. Reallocationbetween programs, subsequent to the
amendments resulted in the overall plan totaling $32.0 billion, of whieh the Authority’s share is

$17.1 billion.

The combined funding sources for the 2010-2014 Capital Program are comprised of $11.8 billion in MTA
bonds, $7.3 billion in federal funds, $2.0 billion'in Bridges and Tunnels dedicated funds, $0.1 billion in
MTA Bus Federal and City@Mateh, $0.8 billion in State Assistance, $0.7 billion in City Capital Funds,
and $1.8 billion from other sources. The funding strategy for Tropical Storm Sandy repair and restoration
assumes the receipt.of $6.3 billion in insurance and federal reimbursement proceeds (including interim
borrowing by MTA tocover delays in the receipt of suehproceeds), $0.2 billion in Pay-as-you-go capital,
supplemented, to the extent necessarypby external borrowing of up to $1.0 billion in additional MTA and
MTA Bridges.and Tunnels bonds.

At December 31, 2017, $13.7 billion has been encumbered to Authority projects from the 2010-2014
appfoved plan, of which-approximately $10:0 billion has been expended.

2015-2019 Capital Program — the 2015-2019 Capital Program totaling $32.0 billion was approved by
the MTA Board in September 2014. The program totaling approximately $29.0 billion was subsequently
submitted to the €PRB for their review and was vetoed without prejudice by the Review Board in
October 2014. On October 28, 2015, the MTA Board approved a revised 2015-2019 capital program
totaling $26.1 billion. Thefrevised 2015-2019 MTA Bridges and Tunnels Capital Program totaling

$2.9 billion was approved by the MTA Board in October 2015 and was not subject to CPRB approval. On
April 20, 2016, the MTA Board approved a further revised 2015-2019 capital program totaling

$29.5 billion, of which $26.6 billion was subsequently approved by the CPRB on May 23, 2016 (The
MTA Bridges and Tunnels 2015-2019 Capital Program totaling $2.9 billion is not subject to CPRB
approval.). The Authority’s share of the approved 2015-2019 capital program was $15.8 billion. On
February 23, 2017, the MA Board approved an amendment to add three station investment projects to the
NYCT and LIRR portions of the Capital Program resulting in a net increase of $0.1 billion transferred
from prior capital programs. On May 24, 2017, the MTA Board approved further amendment, adding
$2.9 billion to the 2015-2019 Capital Program reflecting increasing support for new priority projects, new
funding for Second Avenue Subway Phase 2, and administrative scope transfers. The amended Capital
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Program, as submitted, was deemed approved by the CPRB on July 31, 2017. On December, 13, 2017,
the MTA Board approved an amendment to the Capital Program, adding $0.349 billion to incorporate the
NYC Subway Action Plan. The Authority’s share of the amended 2015-2019 capital program totaling
$32.8 billion is $16.7 billion.

In the 2015-2019 Capital Program, NYC Transit continues normal replacement of key assets like rolling
stock and mainline track/switches while also emphasizing overdue investments in signals and other
infrastructure. Stations continue to be an important focus of investment given the importance of the
station environment to NYC Transit’s customers and their communities. Core,infrastructure investments
include: modernization of six interlockings; the purchase of 950 railcars togeplace railcars reaching the
end of their useful lives; 1,391 new buses, including 1,041 standard, 300farticulated and 50 express buses;
replacement of approximately 51 miles of mainline track and 127 mainlineswitches; communications
improvements and improvements to shops, yards, and depots; ADA accessibility improvements;
completion of the new fare payment system; elimination of stationdefects; substantial access and
circulation improvements at the Grand Central Times Squarefstations:

The combined funding sources for the 2015-2019 Capital Program are comprised of $7.9billion in MTA
Bonds, $2.9 billion in MTA Bridges and Tunnels dedicated funds, $8.5 billion in funding from the State

of New York, $7.6 billion in Federal Funds, $2.5 billion from,City Capital Funds, $2.3 billion in pay-as-
you-go (PAYGO) capital, and $1.2 billion from Other Sources.

At December 31, 2017, $5.6 billion has beén,encumbered to Autherity, projects from the 2015-2019
approved plan, of which approximately $1.8 billion has been expended.

The federal government has a contingent equity, interestin assets acquired by the MTA with federal funds
and upon disposal of such assets, the federal government may have,aright to its share of the proceeds
from the sale. This provisiomshas,not been a substantial impedimentto the MTA’s operation.
CURRENTLY KNOWN FACTS, DECISIONS, OR CONDITIONS
Going forward, the Authority’s February 2018 Financial Plan includes certain risks such as:

o  Successful implementatiomof Subway Action Plan

¢ Biennial fare increases approximatingsinflation

e " Achieving efficiencies/consolidations

e Chronic'looming cost issues such as workers compensation and public liability claims, and health care
costs, including the “Cadillac Tax” of which the implementation has been delayed to 2020.

k ok ok ok ok ok
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NEW YORK CITY TRANSIT AUTHORITY

(Component Unit of the Metropolitan Transportation Authority)

CONSOLIDATED STATEMENTS OF NET POSITION
DECEMBER 31, 2017 AND 2016
(In thousands)

ASSETS AND DEFERRED OUTFLOWS OF RESOURCES

CURRENT ASSETS:

Cash (Note 3)

MTA investment pool (Note 4)

Receivables:
Billed and unbilled charges due from New York City
Accrued subsidies
Due from MTA and constituent Authorities (Note 9)
Other
Less allowance for doubtful accounts

Net receivables

Materials and supplies
Prepaid expenses and other current assets

Total current assets

NONCURRENT ASSETS;

Due from MTA for thegurchase of capital assets

Capital assets (Note&):
Construction work-in-progress
Other capital assets, net of accumulated depreciation

Leased property undéneapital lease,met of accumulated
amortization (Note'5)

Leasehold improvements-on property, netiof accumulated
deptreciation (Note 5)

Restricted deposits and other escrow funds

Total assets

DEFERRED OUTFLOWS OF RESOURCES:
Related to pensions (Notey6)

Total deferred outflows of resources

TOTAL ASSETS AND DEFERRED OUTFLOWS
OF RESOURCES

See notes to consolidated financial statements.
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2017 2016
$ 55,891 $ 61,177
308,060 310,675
16,140 17,270
45,709 96,040
528,925 641,017
140,153 108,877
(10,041) (9,857)
720,886 853,347
291,773 274,402
46,397 44,741
1,423,007 1,544,342
1,046,693 1,172,325
4,313,546 4,984,843
36,833,976 34,817,683
69,073 71,485
99,808 103,033
796 491
43,786,899 42,694,202
1,017,872 1,402,174
1,017,872 1,402,174
$ 44,804,771 § 44,096,376
(Continued)
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NEW YORK CITY TRANSIT AUTHORITY
(Component Unit of the Metropolitan Transportation Authority)

CONSOLIDATED STATEMENTS OF NET POSITION
DECEMBER 31, 2017 AND 2016
(In thousands)

2017 2016
LIABILITIES, DEFERRED INFLOWS OF RESOURCES
AND NET POSITION
CURRENT LIABILITIES:
Accounts payable $ 188,654 $ 168,137
Accrued expenses:
Salaries, wages, and payroll taxes 153,588 123,196
Vacation, sick pay, and other benefits 741,307 675,314
Retirement and death benefits 11,812 11,635
Estimated liability arising from injuries to persons (Note 14) 278,243 260,810
Pollution remediation projects (Note 15) 6,485 7,628
Other 149,829 133,261
Total accrued expenses 1,341,264 1,211,844
Unredeemed farecards 293,737 293,032
Unearned subsidy revenue 43,802 36,888
Paratransit reimbursement advances - 310
Loans Payable (Note 8) 8,140 -
Total current liabiliti€s 1,875,597 1,710,211
NONCURRENT LIABILITIES:
Obligation under capital lease, long-term (Note 5) 172,612 168,532
Net pension liability (Note 6) 5,713,213 6,500,128
Postemploymentsbenefits otherthan pensions (Noter7) 12,897,429 11,794,843
Estimated Jiability arising,from injuries to persons (Note 14) 2,521,141 2,246,134
Loans Payable (Note 8) 58,683 -
Pollution remediation projects (Note 15) 25,940 30,512
Restricted deposits and other.eserow funds 796 491
Total liabilities 23,265,411 22,450,851
DEFERRED INFLOWS OF RESOURCES:
Related to pensions(Note 6) 391,559 210,151
Total deferred inflows of resources 391,559 210,151
NET POSITION:
Net investment in capital assets 41,143,791 39,808,512
Unrestricted (19,995,990) (18,373,138)
Total net position 21,147,801 21,435,374
TOTAL LIABILITIES, DEFERRED INFLOWS OF RESOURCES
AND NET POSITION $ 44,804,771  $ 44,096,376
See notes to consolidated financial statements. (Concluded)
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NEW YORK CITY TRANSIT AUTHORITY
(Component Unit of the Metropolitan Transportation Authority)

CONSOLIDATED STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

YEARS ENDED DECEMBER 31, 2017 AND 2016
(In thousands)

OPERATING REVENUES:
Rapid transit
Surface transit
Expired fare media
Paratransit fares
School, elderly, and paratransit reimbursement
Advertising and other (Note 10)

Total operating revenues

OPERATING EXPENSES:
Salaries and wages
Health and welfare
Pensions
Other fringe benefits
Reimbursed overhead expenses
Postemployment benefits other than pensions
Electric power
Fuel
Insurance
Public liability claim§
Paratransit service contracts
Maintenance and other operating expenses (Note,l.2)
Professional.s€rvice contracts
Environméntal remediation
Materials and supplies
Depreciation

Other expenses (Note 11)
Total operating expenses

OPERATING LOSS

See notes to consolidated financial statements.
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2017 2016
$3,441,124 $ 3,351,083
952,363 966,344
75,743 79,993
17,526 17,620
248,356 262,893
176,522 181,014
4,911,634 4,858,947
3,900,763 3,632,435
860,115 829,974
705,581 800,387
409,671 591,545
(304,409) (262,840)
1,516,299 1,613,258
265,304 250,256
95,440 78,076
72,101 73,427
278,671 251,372
392,849 383,704
245,875 222,509
172,184 134,344
8,537 9,662
319,469 311,856
1,681,857 1,650,337
82,909 79,921
10,703,216 10,650,223
(5,791,582) (5,791,276)
(Continued)
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NEW YORK CITY TRANSIT AUTHORITY

(Component Unit of the Metropolitan Transportation Authority)

CONSOLIDATED STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

YEARS ENDED DECEMBER 31, 2017 AND 2016
(In thousands)

NONOPERATING REVENUES:

Tax-supported subsidies:
New York State (Note 2)
New York City

Operating Assistance subsidies:
New York State
New York City
Triborough Bridge and Tunnel Authority
Less amounts provided to Staten Island Rapid Transit

Operating Authority

Total subsidies revenues

Interest expense
Interest income and other nonoperating revenues

Total nonoperating income

LOSS BEFORE CAPITAL CONTRIBUTIONS

CAPITAL CONTRIBUTIONS (Note 2)

CHANGE INNET POSFTION

NET P@SITION:
Beginning,of year

End of year

See notes to consolidatedfinancial statements.
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2017 2016
§ 72,493,630 $ 2,587,022
539,133 771,476
158,672 158,672
158,672 158,672
310,367 312,901
(5,190) (5,190)
3,655,284 3,983,553
(15,999) (20,123)
5,023 2,670
3,644,308 3,966,100
(2,147,274) (1,825,176)
1,859,701 1,918,584
(287,573) 93,408
21,435,374 21,341,966
$§ 21,147,801 $ 21,435,374
(Concluded)
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NEW YORK CITY TRANSIT AUTHORITY

(Component Unit of the Metropolitan Transportation Authority)

CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2017 AND 2016
(In thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:

Cash received from passengers, tenants, advertisers, and others

Cash payments for payroll and related employee costs
Cash payments to suppliers for goods and services

Net cash used in operating activities

CASH FLOWS FROM NONCAPITAL FINANCING
ACTIVITIES:
Subsidies received
Advance from MTA Bus

Net cash provided by noncapital financing activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:
Principal payments
Interest paid
Payments on MTA Transpeftation bonds issued to fund
capital assets
Subsidies designated for debt service payments
Capital project costs incurredyfor capital program
Cash transferred to capital program fund
Reimbursement.eficapital project costs from MTA:

Net'cash used in capital and related financing activities

CASHFLOWS FROM INVESTING ACTIVITIES:
Change in MTA investment pool
Interest on mvestments

Net cash provided by investing activities
NET (DECREASE) INCREASE IN CASH
CASH — Beginning of year
CASH — End of year

See notes to consolidated financial statements.
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2017 2016
$14,900,586 $ 4,844,018
(6,021,359) (5,876,103)
(1,713,868) (1,596,586)
(2,834,641 (2,628,671)
3,708,896 4,011,536
22,948 -

3,731,844 4,011,536
(8,241) (7,457)
(3,252) (8,625)
(1,230,718) (1,172,722)
320,910 294,932
(1,184,004) (1,027,317)
(1,344) (565,920)
1,198,007 891,176
(908,642) (1,595,933)
2,615 210,285
3,538 1,747
6,153 212,032
(5,286) (1,036)
61,177 62,213

$ 55,891 $ 61,177
(Continued)
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NEW YORK CITY TRANSIT AUTHORITY

(Component Unit of the Metropolitan Transportation Authority)

CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2017 AND 2016
(In thousands)

RECONCILIATION OF CASH FLOWS FROM
OPERATING ACTIVITIES:
Operating loss
Adjustments to reconcile operating loss to net cash used in
operating activities — depreciation
On-behalf payments related to rent (Note 5)

CHANGES IN OPERATING ASSETS AND LIABILITIES:
Increase in operating receivables
(Increase) decrease in prepaid expenses and other current assets
(Increase) decrease in materials and supplies
Decrease (increase) in deferred outflows of resources
Increase (decrease) increase in farecard liability.
Increase (decrease) in accrued salaries, wages and payroll taxes
Increase in accounts payable and other accrued liabilities
Increase in accrued vacation, sick pay and other benefits
Increase in accrued retiremént and death benefits
(Decrease) increase in nét pension liability
Increase (decrease) in‘deferred inflows of resources
Increase in postemployment benefits/other than pensions
Increase in estimated liability arising fromrinjuries to persons
Decrease in liabilitysfor environmental pollution remediation

NET CASH USED IN OPERATING ACTIVITIES

SUPPLEMENTAL SCHEDULE OF NONCASH CAPITAL
AND RELATED FINANCING ACTIVITIES — Contributed
capital assets

See notes to consolidated financial statements.
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2017 2016
$(5,791,582) $ (5,791,276)
1,681,857 1,650,337
4,138 -
(11,753) (13,571)
(1,656) 355
(17,371) 17,330
384,302 (875,047)
705 (1,358)
30,392 (14,136)
36,353 52,187
65,993 19,813
177 1
(786,915) 904,072
181,408 (212,843)
1,102,586 1,192,543
292,440 446,511
(5,715) (3,589)
$ (2,834,641) § (2,628,671)
$ 1,437,471 $ 1,570,261
(Concluded)
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NEW YORK CITY TRANSIT AUTHORITY
(Component Unit of the Metropolitan Transportation Authority)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2017 AND 2016
($ in thousands, except as noted)

1. BASIS OF PRESENTATION

Reporting Entity — The accompanying consolidated financial statements include the accounts of the
New York City Transit Authority (Transit Authority), and its compofient unit, the Manhattan and Bronx
Surface Transit Operating Authority (MaBSTOA) (collectively, the Authority), which are public benefit
corporations and component units of the Metropolitan Transportation Authority,(MTA) created pursuant
to the Public Authorities Law (the Act) of the State of NewYork (the State) to'operate public subway
and bus services within The City of New York (The City).

The Authority is operationally and legally independént of the MTAw The Authority enjoy certain rights
typically associated with separate legal status including, in'some cases, the ability to issue debt.
However, the Authority is included in the MTA’s consolidated fihancial‘statements as 4 blended
component unit because of the MTA’s financial accountability and the Authority is under the direction
of the MTA Board (a reference to “MTAsBoard” means the board of MTA and/or the boards of the
Authority and other MTA component units 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 is required to include the'Authority imits consolidated financial statements.

MaBSTOA is a componentsunit of the Transit Authority and, therefore, the financial results of
MaBSTOA are combinéd with those of the Transit Authority in‘the consolidated financial statements.
The MaBSTOA Pension Plan (the Plan) is not a component unit of the Transit Authority, in accordance
with Governmental"Accounting Standards Board (GASB) Statement No. 14, The Financial Reporting
Entity, as amended by GASB Statement No. 61, The Financial Reporting Entity: Omnibus an
amendment of GASB Statements'No. 14 andNo. 34,sand therefore, the financial results of the Plan are
not includéd in thesAuthority’s censolidated financial statements.

MaBSTOA is operationally and Iegally independent of the Authority. MaBSTOA enjoy certain rights
typically associated with separate legal status. However, MaBSTOA is included in the Authority’s
consolidated financial statements as a’blended component unit because of the Authority’s financial
accountability.

The Authority-has,material gfransactions with affiliated agencies included in the MTA financial reporting
group. Such ageneies,inclide the MTA, Triborough Bridge and Tunnel Authority (TBTA), Metro North
Commuter Railroad (MNCR), Long Island Rail Road (LIRR), MTA Bus Company (MTA Bus) and
Staten Island Rapid Transit Operating Authority (SIRTOA).

The Authority is a part of the financial reporting group of the MTA and is included in the consolidated
financial statements of the MTA in accordance with GASB Statement No. 14, as amended by GASB
Statement No. 61. The MTA is a component unit of the State and is included in the State of New York
Comprehensive Annual Financial Report of the State Comptroller as a public benefit corporation.

In July 2003, the MTA Capital Construction Company was created by action of the MTA Board of
Directors as a public benefit corporation subsidiary of the MTA under section 1266(s) of the Public
Authorities Law. The mission of this new subsidiary company is to plan, design and construct current
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and future major MTA system expansion projects. Projects currently underway, include all activities
associated with the Long Island Rail Road East Side access, the Number 7 Line Extension, the Lower
Manhattan Fulton Transit Center, the new South Ferry station complex, system-wide capital Security
Projects, and the Second Avenue Subway, which are consolidated under the management of the MTA
Capital Construction Company.

In December of 2004, MTA Bus was created as a public benefit corporation subsidiary of the MTA
specifically to operate certain City bus routes. These routes are currently operated by MTA Bus and not
by the Authority. All material transactions between MTA Bus and the Authority have been properly
recorded as of December 31, 2017.

Staten Island Rapid Transit Operating Authority — The Staten Island Rapid Transit Operating
Authority (SIRTOA) is a component unit of the MTA and provides transportation service on Staten
Island. SIRTOA is managed by the Authority on behalf of The City. The Autherity has no responsibility
for the operating deficit of SIRTOA. The Authority collectsgon SIRTOA’s behalf, its share of certain
operating assistance subsidies determined by formula, and'transfers such subsidies to. SIRTOA. The
amount of subsidy funds to which SIRTOA is entitleddSrecorded as a reduction of'thesubsidy revenues
of the Authority.

Operations — Operations are conducted pursuant to leases withThe City which expired on
November 1, 1989, except that the terms of the leases continue so long as any financing agreement
between the Authority and the MTA andyany MTA Transportation'Revenue Bonds remain outstanding.
The City has the option to terminate the leases,at any time. In the event of termination, The City is
required to assume the assets and liabilities of'the Authority and must pay,er'make provision for the
payment of any debt incurred pursuant to financing agréements of the Authority.

Substantial operating losses (the difference between.Operating revenues and expenses) result from the
essential services that the"Authority provides; such operating losses will continue in the foreseeable
future. To meet the funding requirements of these operating losses, the Authority receives subsidies
from:

a. The State, in the form of.annual Subsidies of speg¢ial State and regional tax revenues, operating
assistaneepand reimbursement of certain expenses;

b. Ahe City, in the formyof operating assistance, tax revenues, and reimbursement of certain expenses;
and

c. Anaffiliated agency (TBTA), inthe form of a portion of its operating surplus.

The New Yotk State Public/Authorities Law and the financing agreement between the Authority and the
MTA provide that the Authority shall establish fares, tolls, and other fees for the use of its facilities as
may be necessary to maintain its combined operations on a self-sustaining basis as defined in such law.
It is the opinion of management that the Authority is in compliance with these requirements. The
Authority is not liable for real estate taxes, franchise taxes, or sales taxes on substantially all of its
purchases or other excise taxes on its properties.

Capital Financing — The MTA has ongoing programs on behalf of the Authority and other affiliated
agencies, subject to approval by the New York State Metropolitan Transportation Authority Capital
Program Review Board (the State Review Board), which are intended to improve public transportation
in the New York Metropolitan area.
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The federal government has a contingent equity interest in assets acquired by the MTA with federal
funds and upon disposal of such assets, the federal government may have a right to its share of the
proceeds from the sale. This provision has not been a substantial impediment to the MTA’s operation.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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

The Authority applies Governmental Accounting Standards Board (GASB) Codification of
Governmental Accounting and Financial Reporting Standards (GASB{Codification) Section P80,
Proprietary Accounting and Financial Reporting.

New Accounting Standards Adopted
The Authority adopted the following GASB Statements for the year ended Decemben3 1, 2017:

GASB Statement No. 73, Accounting and Financial Reporting for Rensions and Related Assets That Are
Not within the Scope of GASB Statement No. 67, and Amendments 4o Certain Provisions of GASB
Statements 67 and 68 establishes requirements for defined benefit pension plans and defined
contribution plans that are not within the scope of GASB Statement No. 68, Accounting and Financial
Reporting for Pensions. GASB StatementiNo. 73 extends the approach to accounting and financial
reporting established in GASB Statement No. 68,to all pensions to reflect that for accounting and
financial reporting purposes, any assets accumulatedifor pensions thatare'provided through pension
plans that are not administered through trusts that meet théeriteria specified in GASB Statement No. 68,
should not be considered pension plan assets. It\also requires thatinformation similar to that required by
GASB Statement No. 68 berineluded in notes to financial statements and required supplementary
information by all similarly situated employers and nonemployer contributing entities. The
requirements of this{Statement are effective for fiseal years beginning after June 15, 2016. The adoption
of this Statementthad noyimpact on the Authority’s finaneial statements.

GASB Statement No. 74, Financial Reporting for Postemployment Benefit Plans Other Than Pension
Plans establishes'accounting and, financial reporting standards for state and local governmental other
postemployment benefit,(“OPEB”)plans. The Statement replaces GASB Statement No. 43, Financial
Reporting for Postemployment Benefit.Plans Other Than Pension Plans, as amended, and GASB
Statement No. 57, OPEB Measurement by Agent Employers and Agent Multiple-Employer Plans. The
requirements of this Statement are effective for fiscal years beginning after June 15, 2016. The adoption
of this Statement had no impact on the Authority’s financial statements.

GASB StatementiNo. 80, Blending Requirements for Certain Component Units establishes an additional
blending requirement for the financial statement presentation of component units. This Statement
applies to component units that are organized as not-for-profit corporations in which the primary
government is the sole corporate member, as identified in the component unit’s articles of incorporation
or bylaws. The requirements of this Statement are effective for reporting periods beginning after June
15, 2016. The adoption of this Statement had no impact on the Authority’s financial statements. No
additional disclosures are required.

GASB Statement No. 81, Irrevocable Split-Interest Agreements establishes accounting and financial
reporting standards for split-interest agreements, which are a type of giving agreement used by donors to
provide resources to two or more beneficiaries, including governments. The Statement provides
recognition and measurement guidance for situations in which a government is a beneficiary of the
agreement by requiring the government to recognize assets, liabilities, and deferred inflows of resources

-25-

Master Page # 187 of 588 - Audit Committee Meeting 4/23/2018



at the inception of the agreement. The requirements of this Statement are effective for financial
statements for periods beginning after December 15, 2016. The adoption of this Statement had no
impact on the Authority’s financial statements, as the Authority does not enter into such agreements.

GASB Statement No. 82, Pension Issues: An Amendment of GASB Statements No. 67, No. 68 and No. 73
addresses certain issues that have been raised with respect to GASB Statements No. 67, Financial
Reporting for Pension Plans, Statement No. 68, Accounting and Financial Reporting for Pensions, and
Statement No. 73, Accounting and Financial Reporting for Pensions and Related Assets That Are Not
within the Scope of GASB Statement No. 68, and Amendments to Certain Provisions of GASB Statements
Nos. 67 and 68. Specifically, this Statement addresses issues regarding (1)ftheypresentation of payroll-
related measures in required supplementary information, (2) the selection of assumptions and the
treatment of deviations from the guidance in an Actuarial Standard of Practice for financial reporting
purposes, and (3) the classification of payments made by employefs to satisfy employee (plan member)
contribution requirements. The requirements of this Statement are effective forireporting periods
beginning after June 15, 2016. The adoption of this Statementiadjusted the presentation of payroll-
related measures in the required supplementary information, but did not have an impact on the
Authority’s financial statements.

GASB has issued the following pronouncements that may affect the future financial position, results of
operations, cash flows, or financial presentation of the Authoritydipon implementation.‘Management has
not yet evaluated the effect of implementation of these standards:

GASB Authority Required
Statement No. GASB Accounting Standard Year of Adoption

75 Accounting  and \ Financial “wReporting”  for 2018
Postemployment Benefits Qther Than Pension

83 Certain Asset Retirement. Obligations 2019

84 Fiduciary Activities 2019

85 Omnibus 2017 2018

86 Certain Debt Extinguishment Issues 2018

87 Leases 2020

28 Certain Disclosures Related to Debt, including
Direct Borrowing and Direct Placements 2019

Net Position — The Authority follows the “business type” activity requirements of GASB 34, Basic
Financial Statements and Management’s Discussion and Analysis for State and Local Governments
which requires that resources be classified for accounting and reporting purposes into the following
three net position categories:

e Net investment in capital assets: Capital assets, net of accumulated depreciation and outstanding
principal balances of debt attributable to the acquisition, construction or improvement of those
assets.

e Unrestricted: Net position that are not subject to externally imposed stipulations. Unrestricted net

position may be designated for specific purposes by actions of management or the Board of
Directors or may otherwise be limited by contractual agreements with outside parties.
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Subsidies — The Authority receives subsidies from various sources, including the State and The City,
which are included in nonoperating revenues. In general, these subsidies are subject to annual
appropriations by the governmental units and periodic approval of the continuation of the taxes
supporting the subsidies.

The principal funding sources for the Authority are as follows:

Operating Assistance Appropriations and Grants — The Authority receives, subject to annual
appropriations, State and City operating assistance funds. The funds received under the State transit
operating assistance program are fully matched by contributions from The(Citys, State and City operating
assistance subsidies are recognized as non-operating revenue in the amount of the respective annual
appropriation when such appropriation becomes effective.

Triborough Bridge and Tunnel Authority — The New York State Public Authorities law requires the
TBTA to transfer its annual operating surplus, as defined, tothe Authority and'the,MTA. The initial
$24 million of the operating surplus is provided to the Authority and the balance is divided equally
between the Authority and the MTA. However, the amounts transferred to the Authority,and the MTA
are net of a provision for debt service on TBTA bonds issued to finance the acquisition.of facilities
under their respective portions of the Capital Program. For the years ended December 31,2017 and
2016, $262.2 million and $261.8 million, respectively, were paid from the operating surplus of the
TBTA to satisfy the Authority’s portion of debt service requirements.

Mortgage Recording Taxes — Under New York State law, the MTA receives operating and capital
assistance from the State Mortgage Recording Tax, which is collected'by The City and the seven
counties within the MTA transportation region, at the'rate'of three-tenths of 1% of the debt secured by
certain real estate mortgages. Such legislation ‘governs'the use of thesfunds from this revenue source
whereby the proceeds of thisitax are first used by,the MTA to meet the operating costs of the MTA
headquarters, with thedemaining funds allocated $5% to the Authority and 45% to the commuter
railroads for their capital and operating needs. The'Authority recognizes such sources of funds when
designated by the MTA for the Authority’s use. The portion of this subsidy attributable to the Authority
is reported in “Tax-supported subsidies: New York State” in the accompanying consolidated statements
of Revenues, Expenses, and Changes in Net'Position. The Authority records the portion of its State
Mortgage Recording, Tax subsidy,which funds‘principal and interest payments on long-term debt, net of
investiment earnings on unexpendediproceeds, used to construct capital assets as capital contributions.

In‘addition, the State designated for the MTA’s use an additional mortgage recording tax (the Additional
Mortgage Recording Tax)of one-quarter of 1% of mortgages secured by real estate improved or to be
improved by, structures containing one to six dwelling units in the MTA transportation region. The funds
from this additional tax are available, after satisfying debt service requirements, to meet the capital and
operating needs of the Authority and the commuter railroads to be disbursed at MTA’s discretion.

No funds from the Additional Mortgage Recording Tax were disbursed to the Authority in 2017 and
2016.

The Authority receives operating assistance directly from The City through The City Mortgage
Recording Tax at the rate of five-eighths of 1% of the debt secured by certain real estate mortgages and
through the Real Property Transfer Tax at the rate of 1% of certain properties’ assessed value
(collectively referred to as Urban Tax Subsidies). These Urban Tax Subsidies are reflected in Tax
supported subsidies: New York City, in the accompanying consolidated statements of Revenues,
Expenses, and Changes in Net Position. These funds are recognized as revenue, based upon the reported
amount of taxes collected by The City from underlying transactions, within the Authority’s fiscal year.
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New York State Regional Mass Transit Taxes — The Authority receives, subject to annual
appropriations, revenues from taxes enacted by the State legislature from various taxing sources.

In 1980, the State enacted a series of taxes, portions of which are deposited in the Metro Mass
Transportation Operating Account (MMTOA), to fund the operating deficits of State mass transportation
systems. MMTOA taxes currently include a business privilege tax imposed on petroleum business in the
State, a one-quarter of 1% sales and use tax on certain personal property and services, a corporate
franchise tax imposed on transportation and transmission companies, and a temporary franchise tax
surcharge on certain corporations, banks, insurance, utility, and transportation companies attributable to
business activity carried on in the State. MMTOA taxes are subject to annual appropriation, availability
of sufficient tax collections, and determination of operating need by thedState forthe MTA. They are
recognized as revenue in the amount of the annual appropriation whefi such appropriation becomes
effective.

Under New York State law, subject to annual appropriation, the MTA receives operating and capital
assistance through a portion of petroleum business tax receipts, eertain motor fuel taxes, and certain
motor vehicle fees, which are collected by the State. Such assistance is required by law. to be allocated,
after provision for debt service on any bonds secured/by. such taxes, 85% to the Autherity,and 15% to
the commuter railroads for their operating and capital needs. MTA Dedicated Tax Fund Bonds (DFT
Bonds) are secured by certain petroleum business tax receipts. The Authority recognizes such sources of
funds when designated by the MTA for the Authority’s use."A portion of the petroleum business tax
receipts collected by the MTA is used to,satisfy the debt service requirements for the DTF Bonds and is
recorded as capital contributions.

Metropolitan Commuter Transportation'Mobility Tax — In June 2009, Chapter 25 of the Laws of
2009 added Article 23, which established theMetropolitan'€ommuter Transportation Mobility Tax
(MCTMT). This tax is administered by the NYS TaxdDepartmentyand the proceeds from this tax are
distributed to the MTA. This'tax is imposed on certain employers and self-employed individuals
engaging in business within the Metropolitan Commuter Transportation District (MCTD), which
includes all countigs in New York City, and the counties of Rockland, Nassau, Suffolk, Orange, Putnam,
Duchess, and Westchester. This tax requires certain employers that have payroll expenses within the
MCTD to pay at a rate of 0:34% of an,employer’s payroll expenses for all covered employees for each
calendar quarter. The effectivedate of this taxswasiMarch 1, 2009 for employers other than public
schoolsdistricts; September 1, 2009 for public'schools districts, and January 1, 2009 for individuals.
Alsodn 2009, several amendments to, the existing tax law provided the MTA supplemental revenues to
befdeposited into the MTA?s Aid TrustrAccount. These amendments imposed a supplemental fee of one
dollar for each six month'period of validity of a learner’s permit or a driver’s license issued to a person
residing inythe MCTD, a supplemental fee of twenty-five dollars per year on the registration and
renewals of registrants of motor vehicles who reside within the MCTD, imposed on taxicab owners a tax
of fifty cents perride on taxicab rides originating in New York City and terminating within the MCTD,
and a supplementaltax of five percent of the cost of rentals of automobiles rented within the MCTD.
The supplemental Aid, Fax receipts are included in the Mobility Tax amounts for reporting purposes.

-28 -

Master Page # 190 of 588 - Audit Committee Meeting 4/23/2018



The composition of New York State tax-supported subsidies for 2017 and 2016 is as follows (in
thousands):

Accrued Revenue

2017 2016
Petroleum business tax* $ 194,242 $ 240,250
Metro mass tax 1,124,265 1,124,265
Payroll Mobility tax 1,175,123 1,222,507

$2,493,630 $2,587,022

* Net of $320,910 and $294,932 for debt service payments in 2017 and 2016, respectively.

Paratransit — Pursuant to an agreement between The Cityfand thesMTA, the Authority, effective

July 1, 1993, assumed operating responsibility for all paratransit Service required by the Americans with
Disability Act of 1990. Services are provided by private vendors under contract with the,Authority. The
City reimburses the Authority for the lesser of 33% of net paratransit operating expenses défined as
labor, transportation, and administrative costs less fare revenues and 6% of gross urban tax proceeds as
described above, or an amount that is 20% greater than the'amount paid by The City for the preceding
calendar year. Fare revenues and The City reimbursement aggregated approximately $181.9 million in
2017 and $196.5 million in 2016. Total paratransit expenses, including paratransit service contracts,
were $474.7 million and $467.0 million in2017and 2016, respectively:

Operating and Non-operating Expenses — Operating and,non-operating expenses are recognized in
the accounting period in which the liability is incurred. All'expensesitelated to operating the Authority
(e.g. salaries, insurance, depteciation, etc.) are reported as operating expenses. All other expenses (e.g.
interest on long-term debt, fuel hedge transactions,etc.) are reported as non-operating expenses.

Reimbursement’of Expenditures — Engineering and labor costs incurred by the Authority for capital
projects are reimbursedunder the'capital program by the MTA to the extent that they relate to approved
expenditures applicable to'capital projects primarily initiated after April 1, 1982. They are reimbursed
by The City to the extent they relate to amounts-approved for prior projects. In 2017 and 2016,
reimbursements were netted againstigross operating expenses on the consolidated statements of
Revenues, Expenses, and Changes in Net Position.

Fare and'Service Reimbursement from the State and City — In 1995, The City ceased reimbursing
the Authority. for the full costs|of the free/reduced fare program for students. Beginning in 1996, the
State and The City each began paying $45 million per annum to the Authority toward the cost of the
program. In 2009, the State'reduced its $45 million reimbursement to $6.3 million. Beginning in 2010,
the State increased its,anfital commitment to $25.3 million while The City’s annual commitment
remained at $45 million. These commitments have been met by both the State and The City for both
2016 and 2017. Forghe year ended December 31, 2017, the Authority collected $70.3 million from the
State and The City, with $30.0 million relating to The City prepayment for the year 2018.

Prior to April 1995, The City was obligated to reimburse the Authority for the transit police force. As a
result of the April 1995 merger of the transit police force into the New York City Police Department,
The City no longer reimburses the Authority for the costs of policing the Transit System on an ongoing
basis since policing of the Transit System is being carried out by the New York City Police Department
at The City’s expense. The Authority continues to be responsible for certain capital costs and support
services related to such police activities, a portion of which is reimbursed by The City. The Authority
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received approximately $7.6 million and $4.1 million in 2017 and 2016, respectively for the
reimbursement of transit police costs.

MTA Investment Pool — The MTA, on behalf of the Authority, invests funds which are not
immediately required for Authority’s operations in securities permitted by the State Public Authorities
Law, including repurchase agreements collateralized by U.S. Treasury securities, U.S. Treasury notes
and U.S. Treasury zero-coupon bonds. All investments are held by the MTA’s agent in custody accounts
in the name of the MTA. The Authority categorizes its fair value measurement within the fair value
hierarchy established by U.S. GAAP. The hierarchy is based on the valuation inputs used to measure fair
value of the assets. Level 1 inputs are quoted prices in an active market for'identical assets; Level 2
inputs are significant other observable inputs; and Level 3 inputs are significant unobservable inputs.
The Authority’s investment in the MTA Investment Pool is valued based'on other observable inputs
(Level 2 inputs).

Due to/from MTA and Constituent Authorities — Due to/ftom MTA and constituent Authorities
consists of reimbursements due from the MTA Capital Program for billed and unbilled charges relating
to capital projects, farecards and intercompany operatifig receivables, payables, and'inter-agency loan
transactions.

Prepaid Expenses and Other Current Assets — The Authority prepaid $23.8 milliont to the New York
Health Insurance Plan (NYSHIP) and $22.6 million in risk management related insurance coverage
during 2017. The Authority prepaid $22%million to the New YorkiHealth Insurance Plan (NYSHIP)
and $22.6 million in risk management related insurance coverage during 2016.

Due from MTA for Purchase of Capital Assets — Duefrom MTA for purchase of capital assets
consists of funds held by the MTA which are restricted for capital asset acquisitions by the Authority
pursuant to the 2002 Transportation Revenue Bond®Resolution. This capital program pool is comprised
of non-bond proceed fuids derived from safe harbor and sale/leaseback transactions, operating fund
transfers, legal settlements, TBTA bond purchase rights and swap option agreements, and interest
earnings on these/pooled funds.

Capital Assets — Capital assets‘acquited,prior to April 1982 were funded primarily by The City, with
capital grantS'made. available to the Authority. The City has title to a substantial portion of such assets
and, aecordingly, these,assets are not recorded on the books of the Authority. Subsequent acquisitions,
which are part of the'capital programyare recorded at cost by the Authority. Funding sources for the
acquisition of these capital assets includéFederal, State, and City capital grants, grants from the Port
Authority, of New York and New Jersey, the proceeds from the issuance of Transportation Revenue
Bonds, andwarious TBTA bonding and other sources. Capital assets are recorded at cost and are
depreciated onya straight-line basis over 25 or 35 years for subway cars, 12 years for buses, and lives
generally ranging,from 10 years to 60 years for the other capital assets. Cost includes capitalized interest
apportioned to assets during construction. For the purposes of this calculation, interest expense is
reported net of investment income.

Contributed Capital — Capital assets contributed by the MTA and restricted funds due from the MTA
for the purchase of capital assets are recorded as capital contributions on the consolidated statements of
Revenues, Expenses, and Changes in Net Position. Contributed capital is recognized upon identification
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of capital costs to be funded by the MTA. Capital contributions for the years ended December 31, 2017
and 2016, consist of the following (in thousands):

2017 2016
Capital assets contributed by MTA from:
Federal grants $ 1,152,343 $ 977,036
Other than federal grants 1,484,686 1,614,871
Petroleum business taxes received for principal and
interest payments on debt 320,910 294,932
Principal and interest payments on MTA Transportation
bonds issued to fund capital assets (884,094) (860,613)
Decrease in funds due from MTA for purchase of
capital assets (214,144) (107,642)
Total capital contributions $ 1,859,701 $ 1,918,584

Passenger Revenue — Revenues from the sale of farecards are recegnized as income ‘as the farecards
are used and are reported as operating income. Expired faréymediasevenue is recognized on the date of
the expiration on the farecard.

Materials and Supplies — Materials andsupplies are recorded at weighted average cost, net of a
reserve for obsolescence.

Employee Benefits — Effective for the year-ended December 31, 20135, the Authority adopted the
standards of GASB Statement No. 68, Accounting and FinanciabReporting for Pensions and GASB
Statement No. 71, Pensionglransition for Contributions Made Subsequent to the Measurement Date, for
its pension plans.

The Authority regognizes a net pension liability for €ach_qualified pension plan in which it participates,
which represents the excess,of the tetal pension liability over the fiduciary net position of the qualified
pension plan, or the Authority’sfproportionate.sharesthereof in the case of a cost-sharing multiple-
employerplan, measured as of the pension plans’ measurement dates. Changes in the net pension
liability during the'yeanare recorded as pension expense, or as deferred inflows of resources or deferred
outflows of resources ‘depending on the nature of the change, in the year incurred. Those changes in net
pension liability that are tecorded as deferred inflows of resources or deferred outflows of resources that
arise from,changes in actuarial assumptions or other inputs and differences between expected or actual
experience are amortized over|the weighted average remaining service life of all participants in the
respective qualified pension plan and recorded as a component of pension expense beginning with the
year in which they,are incurred. Projected earnings on qualified pension plan investments are recognized
as a component of pensioft expense. Differences between projected and actual investment earnings are
reported as deferred inflows of resources or deferred outflows of resources and amortized as a
component of pension expense on a closed basis over a five-year period beginning with the period in
which the difference occurred.

In 2003, and as a result of collective bargaining, the Authority assumed responsibility for providing
health benefits to its employees who are members of the Transport Workers Union (TWU) Local 100, as
well as to retirees who were members of the TWU Local 100 and reach normal retirement age while
working for the Authority. During 2005, the Authority also began providing health benefits for active
and retired members of the Amalgamated Transit Union (ATU) Local 1056 and Local 726. Previously,
these benefits were being provided by the TWU and ATU Health Benefits Trusts (the Trusts) with the
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Authority required to make monthly contributions to the Trusts on behalf of the participants on a ‘pay as
you go’ basis. The majority of the benefits provided under the plan are self-insured with administrative
services provided by various health insurance companies.

The Authority has recorded a liability for claims incurred but not reported (IBNR). The liability
represents those estimated future payments that are attributable, under the plan’s provisions, to services
rendered to participants prior to year-end. The estimated liability of claims includes benefits expected to
be paid to retired or terminated employees or their beneficiaries and present employees or their
beneficiaries, as applicable. The estimated liability for claims incurred but net reported or paid is
$131.3 million and $95.2 million as of December 31, 2017 and 2016, respéctively.

In June 2004, the GASB issued Statement No. 45, Accounting and Financial Reporting by Employers
for Postemployment Benefits Other Than Pensions. This Statement establishes standards for the
measurement, recognition, and display of OPEB expense/expenditures and related liabilities (assets),
note disclosures, and if applicable required supplementary information (RSI) in the financial reports of
state and local governmental employers. In June 2005, GASB isstied Statement No. 47, Accounting for
Termination Benefits. This Statement establishes accounting standards for termination benefits. For
termination benefits provided through an existing défined benefit OPEB plan, the provisions of this
Statement should be implemented simultaneously with the requirements of Statement No. 45. The
Authority has adopted these standards for its Postemployment Bénefits Other Than Pensions.

Receivables — Receivables are recordedas, amounts due to the Authority, reduced by an allowance for
doubtful accounts, to report the receivables at their net realizable value:

Pollution Remediation Projects — Pollution remediation,costs are being expensed in accordance with
the provisions of GASB Statement No. 49, Accounting and Financial Reporting for Pollution
Remediation Obligations (seesNote 15). An operating expense provision and corresponding liability
measured at current valie using the expected cash flow method/has been recognized for certain pollution
remediation obligations, which previously may not have been required to be recognized, have been
recognized earlier than in the past or are no longer able to be capitalized as a component of a capital
project. Pollution remediation obligations occur when any one of the following obligating events takes
place: the Authority is in violation of a pollution prevention-related permit or license; an imminent threat
to publicdiealth due,to pollution exists; the Authority is named by a regulator as a responsible or
potentially responsible party to participate in remediation; the Authority voluntarily commences or
legally obligates itself'to commence remediation efforts; or the Authority is named or there is evidence
fo indicate that it will be'named in a lawsuit that compels participation in remediation activities.

Use of Management’s Estimates — The preparation of consolidated financial statements in conformity
with accounting principles generally accepted in the United States of America requires management to
make estimates and assumptions. These estimates and assumptions affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial
statements. In addition, they affect the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from these estimates and assumptions.
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CASH

The bank balances are insured up to $250 in the aggregate by the Federal Deposit Insurance Corporation
(FDIC) for each bank in which funds are deposited. Cash, including funds on hand and in transit,
consists of the following at December 31, 2017 and 2016 (in thousands):

2017 2016
Book Bank Book Bank
Balance Balance Balance Balance
Insured and collateralized deposits $ 17,643 $ 17,434 $.22,415 $ 10,649
Less escrow and other restricted deposits (1,027) (14042) (666) (657)
Commercially insured funds on-hand and in-transit 39,275 - 39,428 -

$ 55,891 $16,392 $61,177 $ 9,992

Deposits in the Authority’s bank accounts are collateralized by U.S. Treasury securities, U.S. Treasury
notes, and U.S. Treasury zero coupon bonds, pursuaunt to, the New York State Public Autherities Law. The
on-hand and in-transit funds consist primarily of passengenrevenue/funds collected, but not yet deposited.

Custodial credit risk for deposits is the risk that, in the event'of the failure of a depository financial
institution, the Authority will not be able to recover the value of its,deposits. While the Authority does not

have a formal deposit policy for custodial eredit risk, New York State,statues govern the Authority’s
investment policies.

MTA INVESTMENT POOL

The MTA, on behalf of thesAmthority, invests funds which are not immediately required for the
Authority’s operationsgin securities permitted by'the State Public Authorities Law, including repurchase
agreements collateralized by U.S. Treasury securities, U.S. Treasury notes, and U.S. Treasury zero
coupon bonds. Adl' investments are held by the MTAs agent, in custody accounts, in the name of the
MTA. The Authority records its position in the Pool based upon a net asset value derived on assets
invested in the Pool plus all realized incomerand losSes earned. The Authority’s earnings from short-
term inyeStments approximated $3.6 million and $1.9 million for the years ended December 31, 2017
and 2016, respectively. As of December 31, 2017 and 2016, the Authority had an investment pool
balance of $308.1 million and $310.7 million, respectively.
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5. CAPITAL ASSETS

Capital assets, at December 31, 2017 and 2016, consist of the following (in thousands):

December Additions / Deletions / December
2016 Reclassifications Reclassifications 2017

Capital assets not being depreciated:
Construction work-in-progress $ 4,984,843 $ 2,986,218 $ (3,657,515) $ 4,313,546
Total capital assets not being depreciated 4,984,843 2,986,218 (3,657,515) 4,313,546

Capital assets being depreciated:

Subway cars 9,524,564 - 9,518,101
Buses 2,809,628 (38,201) 2,980,392
Track and structures 12,313,795 - 13,066,307
Depots and yards 4,490,853 - 4,626,940
Stations 16,813,226 - 18,783,695
Signals 6,185,649 6,682,880

Service vehicles 381,593

Building 166,733
Other 2,564,310

Total capital asset being depreciated 55,119,353 58,770,951

Less accumulated depreciation:

Subway cars (4,435,198) - (4,679,712)
Buses 38,201 (1,749,206)
Track and structures - (4,703,038)
Depots and yards - (2,059,491)
Stations - (5,081,366)
Signals - (1,904,469)
Service vehicles - (164,735)
Building (3,308) - (86,185)
Other (93,394) 2,716 (1,508,773)
Total accumu (1,676,222) 40,917 (21,936,975)
Total capital assets being 2,016,293 - 36,833,976
Capit: $§ 5,002,511 $ (3,657,515) $ 41,147,522
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Capital assets not being depreciated:
Construction work-in-progress

Total capital assets not being depreciated

Capital assets being depreciated:
Subway cars
Buses
Track and structures
Depots and yards
Stations
Signals
Service vehicles
Building
Other

Total capital asset being depreciated

Less accumulated depreciation:
Subway cars
Buses
Track and structures
Depots and yards
Stations
Signals
Service vehicles
Building
Other

Total accumulated depreciation

Total capital assets being depreciated—net

Capital assets—net

December Additions / Deletions / December
2015 Reclassifications Reclassifications 2016
$ 3,483,815 $ 2,838,529 $ (1,337,501) $ 4,984,843
3,483,815 2,838,529 (1,337,501) 4,984,843
9,439,508 85,056 - 9,524,564
2,649,356 160,272 - 2,809,628
12,319,503 (5,708) - 12,313,795
4,402,751 88,102 - 4,490,853
16,449,027 364,199 - 16,813,226
5,788,544 397405 - 6,185,649
346,957 15,872 - 362,829
166,733 - - 166,733
2,185,269 267,604 (797) 2,452,076
53,747,648 13372,502 797) 55,119,353
(4,177,295) (257,923) - (4,435,198)
(1,447,608) (171,641) - (1,619,249)
(4,101,037) (289,137) - (4,390,174)
(1,807,878) (125,633) - (1,933,511)
(4,095,848) (480,799) - (4,576,647)
(1,529,311) (1675797) - (1,697,108)
(133,872) (14,939) - (148,811)
(795568) (3,309) - (82,877)
(1,285,369) (133,523) 797 (1,418,095)
(18,657,766) (156445701) 797 (20,301,670)
35,089,882 (272,199) - 34,817,683
$ 38,573,697 $ 2,566,330 $ (1,337,501) $ 39,802,526

Capitalized interest totaled $9.6 million,and $5.7 million in 2017 and 2016, respectively.

In 1990, the Authority issued approximately $202.8 million of Transit Facility Revenue Bonds,

Seriesf1990 to fund theracquisition'ef an office building located at 130 Livingston Street in Brooklyn,

New York. The bonds‘were subsequently defeased in May 2002 by the MTA Transportation Revenue
bonds: The property is located on land owned by the New York City Economic Development

Corporation (NYC EDC), as trustee for The City, with whom the Authority has entered into a 99-year
ground lease. In 2011, the ground lease between the MTA and NYC EDC for Livingston Street was

renegotiated with monthly lease payments increasing from approximately $47,000 to $111,000 per
month. Rent expense, on a cash basis, under the lease was approximately $1,330,000 in 2017 and 2016.

Lease Transaction —©On July 29. 1998, the MTA, (solely on behalf of MTA Long Island Rail Road

and MTA Metro-North Railroad, MTA New York City Transit, and MTA Bridges and Tunnels) entered
into a lease and related agreements whereby each agency, as sublessee, will rent, an office building at
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Two Broadway in lower Manhattan. The triple-net-lease has an initial stated term of approximately

50 years, with the right to extend the lease for two successive 15-year periods at a rental of at least 95%
of fair market rent. Remaining payments under the lease approximate $1.1 billion. Under the subleases,
the lease is apportioned as follows: the Authority, 68.7%, MTA, 21%; and TBTA, 10.3%. However, the
involved agencies have agreed to sub-sublease space from one another as necessary to satisfy actual
occupancy needs. The agencies will be responsible for obligations under the lease based on such actual
occupancy percentages. Actual occupancy percentages at December 31, 2017, for the Authority, TBTA
and MTA (including MTA Bus, MTA Capital Construction Company and MTA Business Service
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Center) were 57.8%, 7.5% and 34.7%, respectively. The Authority’s sublease is for a year-to-year term,
automatically extended, except upon the giving of a nonextension notice by the Authority.

The lease is comprised of both operating and capital elements, with the portion of the lease attributable
to the land recorded as an operating lease, and the portion of the lease attributable to the building
recorded as a capital lease. The Authority reflected capital lease obligation as of December 31, 2017 and
2016 of $172,612 and $168,532, respectively. Operating rent expenses under the Authority’s lease
amounted to $7.5 million in 2017 and 2016.

MTA pays the lease payments on behalf of the Authority and subsequentlydnakes monthly chargebacks
in the form of rental payments. During 2017, the total of the rental payments charged to the Authority
was $4,138 less than the lease payment made by MTA on behalf of thé Authority.

At December 31, 2017, future minimum lease payments under the Authority’s,lease are as follows (in
thousands):

Years Ending

December 31 Operating Capital
2018 $ 7452 $ 11,714
2019 7,452 13,543
2020 7,452 13,543
2021 7,452 13,543
2022 7452 13,543
2023-2027 37,260 75,611
2028-2032 37,260 94,014
2033-2037 37,260 112,776
2038-2042 37,260 126,390
2043-2047 37,260 139,624
2048 3,723 14,230
Total.minimum Icasepayments 227,283 628,531
Less interest (455,919)
Present value of net minimum lease payments $ 172,612

The adjusted capital lease for the aforementioned building is being amortized over the remaining life of
the lease. The'cost of the building and related accumulated amortization at December 31, 2017 and
2016, is as follows (in theuisands):

2017 2016
Capital lease — building $114,489 $114,489
Less accumulated amortization (45,416) (43,004)
Capital lease — building — net $§ 69,073 $ 71,485
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The amount of such improvements apportioned to the Authority as of December 31, 2017 and 2016 are
as follows (in thousands):

2017 2016

Base building improvements $ 134,394 $ 134,394
Tenant improvements 130,792 130,792
Furniture and fixtures 11,434 11,434
Computers and equipment 10,781 10,781
Development fees 6,893 6,893
Capitalized interest 13,702 13,702

307,996 307,996
Less accumulated depreciation (208,188) (204,963)
Total leasehold improvements $ 99,808 $ 103,033

EMPLOYEE BENEFITS

Pensions — The Authority participates in two defined benefit pension plans for their employees, the
Manhattan and Bronx Surface Transit Operating Authority Pension'Plan (MaBSTOA) and New York
City Employees’ Retirement System (NYCERS). A brief description of each of the pension plans
follows:

Plan Descriptions

MaBSTOA — The MaBSTOA Plan is a single-employer governmental retirement plan, administered
by MTA New YorkCity Transit, MaBSTOA employees are specifically excluded from NYCERS.
Effective January/1,1999, in order to afford managetial and nonrepresented MaBSTOA employees the
same pension rights as'liketitle employees in the New York City Transit Authority, membership in the
MaBSTOA Plan is optional. The Plan provides reticement as well as death, accident, and disability
benefits.

The Board of Administration, established in 1963, determines eligibility of employees and beneficiaries
for retirement and death benefits. Article 12.08 of the MaBSTOA plan assigns authority to the
MaBSTOA Board to establish and amend benefit provisions. The Board is composed of five members:
two representatives from the Transport Workers Union, Local 100 (TWU) and three employer
representatives:

The pension plan issues agublicly available financial report that includes financial statements and
required supplementary information regarding the employee benefit plan. The report may be obtained by
writing to MaBSTOA Pension Plan, New York City Transit Authority, 2 Broadway, 10th Floor, New
York, New York, 10004 or at www.mta.info.

NYCERS — The NYCERS Plan is a cost-sharing, multiple-employer retirement system for employees
of The City of New York (The City) and certain other governmental units whose employees are not
otherwise members of The City’s four other pension systems. NYCERS administers the New York City
Employees Retirement System qualified pension plan.
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NYCERS was established by an act of the Legislature of the State of New York under Chapter 427 of
the Laws of 1920. NYCERS functions in accordance with the governing statutes contained in the New
York State Retirement and Social Security Law (RSSL), and the New York City Administrative Code,
which are the basis by which benefit terms and employer and member contribution requirements are
established and amended. The head of the retirement system is the Board of Trustees.

NYCERS issues a publicly available comprehensive annual financial report that includes financial
statements and required supplementary information. This report may be obtained by writing to the New
York City Employees’ Retirement System at 335 Adams Street, Suite 2300,.Brooklyn, NY 11201-3724
or at Www.nycers.org.

All employees holding permanent civil service positions in the competitive or labor class are required to
become members of the NYCERS six months after their date of appointment, but may voluntarily elect
to join the NYCERS prior to their mandated membership date. All other eligible employees have the
option of joining the NYCERS upon appointment or anytime thereafter. NYCERS,members are
assigned to a “tier” depending on the date of their membership.

Tier 1 All members who joined prior to July 1,41973:
Tier 2 All members who joined on or after July 1, 1973 anddefore July 27, 1976.
Tier 3 Only certain members who joined on or after July 27,.1976 and prior to April 1, 2012.

Tier 4 All members (with certain member exceptions) who joined.onor after July 27, 1976 but prior
to April 1, 2012. Members who joined on‘er after July 27, 1976 but prior to September 1,
1983 retain all rights and benefits of Tier 3émembership.

Tier 6 Members who joined on or after Aprilil, 2012.
Benefits Provided

MaBSTOA — MaBSTOA provides retitement, disability, death, and accident benefits to plan members
and benefi€iariesThe benefits provided by the Plan are generally similar to the benefits provided to
participants in NYCERS. Benefits vest after either 5, 10, or 20 years of credited service, depending on
theddate of employment.

In 2008, NYCERS has determined that Tier 4 employees are and have been eligible for a post retirement
death benefit retroactive to 1986. In June 2012, the MTA Board approved an amendment to the
MaBSTOA Plan to provide for incorporation of this benefit.

Tier 1 —

Eligibility and Benefit Calculation: Tier 1 members must be at least age 50 with the completion of 20
years of service to be eligible to collect a service retirement benefit. Generally, the benefit is 1.50% for
service before March 1, 1962, plus 2.0% for service from March 1, 1962 to June 30, 1970, plus 2.5% for
service after June 30, 1970. The accumulated percentage, up to a maximum of 50%, is multiplied by the
member’s compensation, which is the greater of earned salary during the year prior to retirement. Once
the accumulated reaches 50%, the percentage for each further year of service reverts back to 1.5%. The
percentage in excess of 50% is multiplied by the final compensation, which is the highest average
earnings over five consecutive years.
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Ordinary Disability Benefits — Generally, ordinary disability benefits, are provided to eligible Tier 1
members after ten years of service with the benefit equal to the greater of the service retirement
percentages or 25% multiplied by final compensation.

Accidental Disability Benefits — The accidental disability benefit to eligible Tier 1 members is equal to
75% of final compensation reduced by 100% of any worker’s compensation payments.

Ordinary Death Benefits — Tier 1| members requires the completion of six months of service but
completion of twenty years of service is required to receive a lump sum equal to the present value of the
retirement benefit.

Tier 2 —

Eligibility and Benefit Calculation: Tier 2 members must be at least age 55'with the completion of 25
years of service to be eligible to collect a service retirementdenefit\Generally, the benefit equals 50% of
final 3-year average compensation, defined as the highest’average earnings over three consecutive years,
plus 1% of final 5-year average compensation, defined‘as the highest average earnings over five
consecutive years, per year of credited service in excess of 20 years: For early retirement, mémbers must
be at least age 50 with the completion of at least 20 years of.service. The benefit is determined in the
same manner as the service retirement but not greater than2.0%f final 3-year average compensation
per year of service.

Ordinary Disability Benefits — Generally, ordinary disability benefits,are provided to eligible Tier 2
members after ten years of service with the'benefit equal to the greater of the service retirement
percentages or 25% multiplied by the final 5+ year averageicompensation.

Accidental Disability Benefits,— The accidental disability benefit to eligible Tier 2 members is equal to
75% of the final 5-yearfaverage compensation reduced by any worker’s compensation payments.

Ordinary Death Benefits,— Tier 2 members require'the completion of 90 days of service to receive a
lump sum equal to 3 times'salary, raised to the next multiple of $1,000.

Tiers 3 and 4 —

Eligibility and Benefit Calculation: Tier 3 and 4 members in the Regular 62 and 5 Plan must be at least
age 62,with the completion of at least 5 years of service to be eligible to collect a service retirement
benefit. Generally, the benefit for members with at least 20 years of service, is equal to 2.0% of Final
Average Salary (FAS) for the first 30 years of service plus 1.5% of FAS for years of service in excess of
30. FAS is'defined as the highest average earnings over three consecutive years, of which earnings in a
year cannot exceed 110% of the average of the two preceding years. If the member completes less than
20 years of credited service, the benefit equals 1- 2/3% of FAS multiplied by years of service. For early
retirement, members must be at least age 55 with the completion of at least 5 years of service. The
benefit equals the service retirement benefit reduced by 6% for each of the first two years prior to

age 62, and by 3% for years prior to age 60.

Tier 3 and 4 members in the Regular 55 and 25 Plan must be at least age 55 with the completion of at
least 25 years of service, or be at least age 62 with the completion of at least 5 years of service, to be
eligible to collect a service retirement benefit. Generally, the benefit for members with at least 25 years
of service, is equal to 2.0% of FAS for the first 30 years of service plus 1.5% of FAS for years of service
in excess of 30. If the member completes less than 25 years of credited service, the benefit equals 1-
2/3% of FAS multiplied by years of service.

-39

Master Page # 201 of 588 - Audit Committee Meeting 4/23/2018



Tier 4 members in the 57 & 5 Plan must be at least age 57 with the completion of at least 5 years of
service to be eligible to collect a service retirement benefit. Generally, the benefit for members with at
least 20 years of service, is equal to 2.0% of FAS for the first 30 years of service plus 1.5% of FAS for
years of service in excess of 30. If the member completes less than 20 years of credited service, the
benefit equals 1- 2/3% of FAS multiplied by years of service.

Ordinary and Accidental Disability Benefits — For eligible members of the Regular 62 and 5 Plan, 55
and 25 Plan and 57 and 5 Plan, ordinary and accidental disability benefits, are provided after 10 years of
service for ordinary and no service required for accidental. The benefit equals the greater of 1-2/3% of
FAS per year of service and 1/3 of FAS.

Ordinary Death Benefits — For eligible members of the Regular 624@nd 5,Plan, 55 and 25 Plan, 57 and
5 Plan, the pre-retirement ordinary death benefit is equal to a lump sum of annual salary times the lesser
of completed years of service and 3. After age 60, the benefit is reduced 5% peryear, to a maximum
reduction of 50%. Accumulated regular member contributions withtinterest and one-half of accumulated
additional member contributions with interest are also payable. Upon retirement, the post-retirement
benefit is reduced by 50% and reduced an additional 25% after completion of one year of retirement.
After completion of two years of retirement, the benefit equals 10%0f the pre-retirement bénefit in force
at age 60.

Tier 6 —

Eligibility and Benefit Calculation: Tier 6 members in the 55 and 25 Special Plan must be at least age 55
with the completion of at least 25 years, or at [east age,63 with the completion of at least 10 years of
service, to be eligible to collect a service retirement benefit;Generally, the benefit for members with at
least 25 years of service, is equal to 2.0% of FAS for the first 30nyears of service plus 1.5% of FAS for
years of service in excess.0f30. If the member completes less than 20 years of credited service, the
benefit equals 1- 2/3%f FAS multiplied by years of service. FAS is defined as the highest average
pensionable earnings over five consecutive years.

Tier 6 members in the Basie 63 and,10 Plan must be at'least age 63 with the completion of at least 10
years to be eligible to collect aservice retirtement benefit. Generally, the benefit for members with at
least 20 y@ars of setvice, is equabto 35% of FAS plus 2.0% of FAS for years of service in excess of 20.
If thedmember completes, less than 20 years of credited service, the benefit equals 1- 2/3% of FAS
multiplied by years of service. FAS(is defined as the highest average pensionable earnings over five
consecutive years. For early retirement, members must be at least age 55 with the completion of at least
10 years of service. The benefit equals the service retirement benefit reduced by 6.5% for each year prior
to age 63.

Ordinary and Accidental Disability Benefits — For eligible members of the 55 and 25 Special Plan and
the Basic 63 and 10 Plangordinary and accidental disability benefits, are provided after 10 years of
service for ordinary'and no service required for accidental. The benefit equals the greater of 1-2/3% of
FAS per year of seryice and 1/3 of FAS.

Ordinary Death Benefits — For eligible members of the 55 and 25 Special Plan and the Basic 63 and 10
Plan, the pre-retirement ordinary death benefit is equal to a lump sum of annual salary times the lesser of
completed years of service and 3. After age 60, the benefit is reduced 5% per year, to a maximum
reduction of 50%. Accumulated regular member contributions with interest and one-half of accumulated
additional member contributions with interest are also payable. Upon retirement, the post-retirement
benefit is reduced by 50% and reduced an additional 25% after completion of one year of retirement.
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After completion of two years of retirement, the benefit equals 10% of the pre-retirement benefit in force
at age 60.

NYCERS — NYCERS provides three main types of retirement benefits: Service Retirements, Ordinary
Disability Retirements (non-job-related disabilities) and Accident Disability Retirements (job-related
disabilities) to participants generally based on salary, length of service, and member Tiers.

The Service Retirement benefits provided to Tier 1 participants fall into four categories according to the
level of benefits provided and the years of service required. Three of the four categories provide annual
benefits of 50% to 55% of final salary after 20 or 25 years of service, withfadditional benefits equal to a
specified percentage per year of service (currently 1.2% to 1.7%) of final salary. The fourth category has
no minimum service requirement and instead provides an annual benefit for each year of service equal to
a specified percentage (currently 0.7% to 1.53%) of final salary.

Tier 2 participants have provisions similar to Tier 1, exceptthat theeligibility for retirement and the
salary base for benefits are different and there is a limitation on the maximum benefit.

Tier 3 participants were later mandated into Tier 4 4but ceuld retainitheir Tier 3 rights. The'benefits for
Tier 3 participants are reduced by one half of the primary Secial Security benefit attributable to service,
and provides for an automatic annual cost-of-living escalator inpension benefits of not more than 3.0%.

During March 2012, the Governor signed €hapter 18 of the Laws 0f 2012 that placed certain limitations
on the Tier 3 and Tier 4 benefits available'to patticipants who joined omand after April 1, 2012. In
general, these changes, commonly referred to as Tier 6;,increase the age requirement to 63 for most non-
uniformed employees to retire and receive a full pension, réquire member contributions for all years of
service for non-uniformed employees, institute progressive memben€ontributions for non-uniformed
employees, and lengthen.the final average salary périod from 3to'5 years.

NYCERS provides@automatic Cost-of-Living Adjustments (COLA), death benefits, accident, disability
retirement benefits, and other supplemental pension benefits to certain retirees and beneficiaries.
Members become fully vested as/tobenefits upon the completion of 5 years of service.

The Staté Constitution provides that pension rights of public employees are contractual and shall not be
diminished or impaired. In 1973,.1976, 1983 and 2012, significant amendments made to the State
Retirement and Social Security Law (RSSI) modified certain benefits for employees joining the Plan on
or aftenthe effective date'of such amendments, creating membership tiers.

Membership

Membership inthe\MaBSTOA pension plan consisted of the following at January 1, 2016 and 2015, the
date of the latest actuarial valuations:

2016 2015
Active Plan Members 8,515 8,122
Retirees and beneficiaries receiving benefits 5,468 5,394
Vested formerly active members not yet receiving benefits 1,100 1,054
Total 15,083 14,570
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Contributions and Funding Policy

MaBSTOA — The contribution requirements of plan members are established, approved and may be
amended only by the MaBSTOA Board, in accordance with the Articles of the MaBSTOA plan. The
financial objective of the Plan is to fund, on an actuarial basis, the retirement and death benefits for
eligible MaBSTOA employees and beneficiaries. The Plan’s funding policy is for periodic employer
contributions to provide for actuarially determined amounts that are designed to accumulate sufficient
assets to pay benefits when due. MaBSTOA contributions to the fund are made annually.

The MaBSTOA Pension Plan includes the following plans: (i.) the Tier 3 dnd 4, Transit Age 62 Plan; (ii.)
the Tier 6 Age 63 Plan; (iii.) the 55/25 Plan; (iv.) the Tier 4 25 Year Eafly Retirement Plan; (v.) the

Tier 4 Age 57 Plan, and (vi.) the 2000 amendments which are all under the same terms and conditions as
NYCERS.

For employees, the Plan has both contributory and noncontributoryrequirements depending on the date
of entry into service. Employees entering qualifying service on or'before July 26,1976, are non-
contributing (Tiers 1 and 2). Certain employees entering qualifying service on or after July 27, 1976, are
required to contribute 3% of their salary (Tiers 3 and 4).

In March 2012, pursuant to Chapter 18 of the Laws of 2012, individuals joining NYCERS or the
MaBSTOA Pension Plan on or after April 1, 2012 are subjectto the provisions of Tier 6. The highlights
of Tier 6 include:

e Increases in employee contribution rates) The rateyvaries depending on'salary, ranging from 3% to
6% of gross wages. Contributions are made until retir€ment or separation from service.

e The retirement age inereases to 63 and includes early retirement penalties, which reduce pension
allowances by 6.5gercent for each year of retirement prior 4o age 63.

e Vesting after’10years of credited service; increased from 5 years of credited service under Tier 3
and Tier 4.

e Adjustments of the Pension Multiplier for calculating pension benefits (excluding Transit Operating
Employees): the multiplier will be 1.75% for the first 20 years of service, and 2% starting in the 21st
year; for an employee who works 30 years, their pension will be 55% of FAS under Tier 6, instead
of 60% percent under Tier 4.

e Adjustments to the FAS Calculation; the computation changed from an average of the final 3 years
to an average of the final 5 years. Pensionable overtime will be capped at $15,000 per year plus an
inflation facton:

e Pension buyback in Tier 6 will be at a rate of 6% of the wages earned during the period of buyback,
plus 5% compouinded annually from the date of service until date of payment.

Pursuant to Section 7.03 of the MaBSTOA Plan, active plan members are permitted to borrow up to
75% of their contributions with interest. Their total contributions and interest remain intact and interest
continues to accrue on the full balance. The participant’s accumulated contribution account is used as
collateral against the loan.

Upon termination of employment before retirement, certain participants are entitled to refunds of their
own contributions including accumulated interest less any loans outstanding.
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Contributions as a percent of covered payroll are 27.0% and 30.8% for the year ended December 31,
2017 and 2016, respectively. The Authority’s contributions to the MaBSTOA plan amounted to
$202.7 million and $220.7 million for the year ended December 31, 2017 and 2016, respectively.

NYCERS — NYCERS funding policy is to contribute statutorily-required contributions (Statutory
Contributions), determined by the Chief Actuary for the New York City Retirement System, in
accordance with State statutes and City laws, and are generally funded by employers within the
appropriate Fiscal Year. The Statutory Contributions are determined under the One-Year Lag
Methodology (OYLM). Under OYLM, the actuarial valuation date is used for calculating the Employer
Contributions for the second following Fiscal Year. Statutory Contributions are.determined annually to
be an amount that, together with member contributions and investmentdncome, provides for NYCERS’
assets to be sufficient to pay benefits when due.

Member contributions are established by law. NYCERS has both contributory and noncontributory
requirements, with retirement age varying from 55 to 70 dependingupon when amemployee last entered
qualifying service.

In general, Tier 1 and Tier 2 member contribution rates are dependent upon the employee’siage at
membership and retirement plan election. In general, Tier 3yand Tier 4members make basic
contributions of 3.0% of salary, regardless of age at membership. Effective October 1, 2000, in
accordance with Chapter 126 of the Laws of 2000, these members, except for certain Transit Authority
employees enrolled in the Transit 20-YearRlan, are not requiredto make basic contributions after the
10th anniversary of their membership date or completion of ten years of credited service, whichever is
earlier. In addition, members who meet certain eligibility requirements will receive one month’s
additional service credit for each completed year of servicéup to a maximum of two additional years of
service credit. Effective December 2000, certain Transit Authority,Tier 3 and Tier 4 members make
basic member contributionsiof2.0% of salary, in\a¢cordance with Chapter 10 of the Laws of 2000.
Certain Tier 2, Tier 3 and Tier4 members who are participants in special retirement plans are required to
make additional member contributions of 1.85%, in‘addition to their base membership contribution. Tier
6 members are mandated,to contribute between 3.0%and 6.0% of salary, depending on salary level,
until they separate from City. servicesor until they retire.

The Authority is required to contribute at an actuarially determined rate. Contributions as percent of
coveréd payroll are21.0% and 22.2% for the year ended December 31, 2017 and 2016, respectively. The
Authority’s contributions to NY CERS¥for the years ended December 31, 2017 and 2016 were
$£759.6:million and $753'2 million, respectively.

Net Pension»Liability

The Authority®s net pension liabilities for each of the pension plans reported at December 31, 2017 and
2016 were measuredias of December 31, 2016 and 2015, respectively for the MaBSTOA plan and June
30,2017 and 2016, respectively for NYCERS. The total pension liability for each of the pension plans
were determined asOf the actuarial valuation dates of January 1, 2016 and 2015 for MaBSTOA plan and
June 30, 2015 and 2014 for NYCERS, respectively, and updated to roll forward the total pension
liability to the respective year-ends. The fiduciary net position and additions to and deductions from the
fiduciary net position have been determined on the same basis as reported by NYCERS and MaBSTOA.
For this purpose, benefits and refunds are recognized when due and payable in accordance with the terms of
the Plan; and investments are reported at fair value.
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Actuarial Assumptions

The total pension liability in each pension plan’s actuarial valuation dates were determined using the
following actuarial assumptions for each of the pension plans as follows:

Valuation Date:

Investment Rate of Return

Salary Increases

Inflation

Cost-of Living Adjustments

Mortality

Post-retirement- Hea

Post-retirement Disabled Lives

MaBSTOA NYCERS
January 1, 2016 January 1, 2015 June 30, 2015 June 30, 2014
7.00% per annum, net of 7.00% per annum, net of 7.00% per annum, net of 7.00% per annum, net of
investment expenses investment expenses investment expenses investment expenses

In general, merit and promotion
increases, plus assumed General
Wage increases of 3.5% per year
to 15.0% for operating
employees and 4.0% to 7.0% for
nonoperating employees per year,
depending on years of service.

2.50%

1.375% per annum

Pre-retirement and post-
retirement healthy annuitant rates
jected on a generational

of the rates from the RP-
000 Healthy Annuitant
mortality table for males with
blue collar adjustments and
116% of the rates from the RP-
2000 Healthy Annuitant
mortality table for females.

75% of the rates from the RP-
2000 Disabled Annuitant
mortality table for males and
females.

In general, merit and promotion
increases, plus assumed General
Wage increases of 3.5% per ye:
to 15.0% for operating
employees and 4.0% to 74
nonoperating emplo;

1.375% per annum

Pre-retiren

all the Authority plans.

RP-2000 Employee Mortality
Table for Males and Females
with blue collar adjustments.

95% of the rates from the RP-
2000 Healthy Annuitant
mortality table for males with
blue collar adjustments and
116% of the rates from the RP-
2000 Healthy Annuitant
mortality table for females.

75% of the rates from the RP-
2000 Disabled Annuitant
mortality table for males and
females.

-44 -

basedfon a 2012 experience study

1.5% per annum for Tiers 1, 2, 4
and certain Tier 3 and Tier 6
retirees. 2.5% per annum for
inier 3 and Tier 6 retirees

ortality tables for service and
disability pensioners were
developed from an experience
study of the plan. The mortality
tables for beneficiaries were
developed from an experience
review.

N/A

N/A

N/A

In general, merit and promotion
increases, plus assumed General
Wage increases of 3.0% per year.

2.50%

1.5% per annum for Tiers 1, 2, 4
and certain Tier 3 and Tier 6
retirees. 2.5% per annum for
certain Tier 3 and Tier 6 retirees

Mortality tables for service and
disability pensioners were
developed from an experience
study of the plan. The mortality
tables for beneficiaries were
developed from an experience
review.

N/A

N/A

N/A
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Expected Rate of Return on Investments

The long-term expected rate of return on investments of 7.0% for both the MaBSTOA plan and
NYCERS was determined using a building-block method in which best-estimate ranges of expected
future real rates of return (expected returns, net of plan investment expense and inflation) are developed
for each major asset class. These ranges are combined to produce the long-term expected rate of return
by weighting the expected future real rates of return by the target asset allocation percentage and by
adding expected inflation.

For the MaBSTOA Plan and NYCERS plan, the long-term expected rate of return on investments was
determined using a building-block method in which best-estimate ranges of expected future real rates of
return (expected returns, net of plan investment expense and inflation) are,developed for each major
asset class. These ranges are combined to produce the long-term expected rate of return by weighting the
expected future real rates of return by the target asset allocation percentage andiby adding expected
inflation.

The target asset allocations of each of the funds and thé expected real rate of returns(RROR) for each of
the asset class in the MaBSTOA plan and NYCERSwere, as of the'measurement dates of Décember 31,
2016 and June 30, 2017, respectively, are summarized as follows:

MaBSTOA Plan
Long-Texm
Target Asset  Expected Real

Asset Class Allocation Rate of Return

US Core Fixed Income 10.00% 1.67%
US High Yield Bonds 8.00% 5.04%
Global Bonds 10.00% 0.28%
Emerging Markets Bonds 3.00% 3.78%
US Large Caps 10.00% 4.80%
US Small Caps 5.50% 6.06%
Global Equity 10.00% 5.49%
Foreign Developed Equity 10.00% 6.06%
Emerging Markets Equity 3.50% 8.39%
Global REITs 5.00% 5.77%
Private Real Estaté Property. 3.00% 3.64%
Private Equity 7.00% 8.99%
HedgedFunds - MultiStrategy 15.00% 3.45%

~100.00%

Assumed Inflation - Mean 2.50%
Assumed Inflation - Standard Deviation 1.85%
Portfolio Arithmetic Mean Return as per Actuary 7.03%

Portfolio Standard Deviation
Long Term Expected Rate of Return selected by MTA
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NYCERS

Long-Term

Target Asset  Expected Real
Asset Class Allocation Rate of Return
U.S. Public Market Equities 29.00% 5.70%
International Public Market Equities 13.00% 6.10%
Emergining Public Market Equities 7.00% 7.60%
Private Market Equities 7.00% 8.10%
Fixed Income 33.00% 3.00%
Alternatives (Real Assets, Hedge Funds) 11.00% 470%

100.00%

Assumed Inflation - Mean 2.50%
Long Term Expected Rate of Return 7.00%

Discount Rate

The discount rate used to measure the total pension liability was 7,0% for both the MaBSTOA plan and
NYCERS as of December 31, 2016 and June 30, 2017, respectivelyaThe projection of cash flows used
to determine the discount rate assumed that employee contributions will be made at the rates applicable
for each pension plan and that employer contributions will be made at the rates determined by each
pension plan’s actuary. Based on those assumptions, each pensiomplan’s fiduciary net position was
projected to be available to make all projected future benefit payments of current and non-active
members. Therefore, the long-term expected ratévof return on pension plan investments was applied to
all periods of projected benefit payments to'determine the total pension liability.

Changes in Net Pension Liability — MaBSTOA

The Authority’s net pension liability for the MaBSTOA plan at'the measurement date of December 31,
2016 and 2015 weré as, follows (in thousands):

Total Plan Net
Pension Fiduciary Pension
Liability Net Position Liability
Baldance as of December 31, 2015 $ 3,391,989 $ 2,292316 $ 1,099,673
Changes, for fiscal year 2016:
Serviee Cost 82,075 - 82,075
Interest'on total pension liability 236,722 - 236,722
Effect of econemic/demographic (gains) or losses 13,784 - 13,784
Benefit payments,and withdrawals (187,823) (187,823) -
Administrative expense - (186) 186
Member contributions - 18,472 (18,472)
Net investment income - 212,259 (212,259)
Employer contributions - 220,697 (220,697)
Balance as of December 31, 2016 $ 3,536,747 $ 2,555,735 $ 981,012
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Balance as of December 31, 2014

Changes for fiscal year 2015:
Service Cost
Interest on total pension liability
Effect of economic/demographic (gains) or losses
Benefit payments and withdrawals
Administrative expense
Member contributions
Net investment income
Employer contributions

Balance as of December 31, 2015

Total Plan Net
Pension Fiduciary Pension
Liability Net Position Liability

$ 3331464 $ 2265293 $ 1,066,171

77,045 - 77,045

232,404 - 232,404
(68,996) - (68,996)

(179,928) (179,928) -

- (88) 88
- 16,321 (16,321)
- (24,163) 24,163
- 214,881 (214,881)
$¢€ 3,391,989 $ 2292316 $ 1,099,673

Sensitivity of the Net Pension Liability to Changesdin the Discount Rate

The following presents the Authority’s net pension liability calculated using the current discount rate of
7.0% for the MaBSTOA Plan, as well as what the net pension liability would be if it were calculated
using a discount rate that is 1-percentag&point lower (6.0%) or ‘I-percentage point higher (8.0%) than

the current rate used as of each measurement date:

December 31,2016

December 31, 2015

1% Decrease  Discount Rate

1% Inerease

1%,Decrease

Discount Rate

1% Increase

(6:0%): (7.0%) (8.0%) (6.0%) (7.0%) (8.0%)
(in thousands) (in thousands)
Net Pension Liability $ 1376916 § 981,012 S\ 643,826 $ 1,480,961 $ 1,099,673 $ 775,092

The Authority’s Proportion of Net Pension.Liability — NYCERS

The following table presents the Authority’s proportionate share of the net pension liability of NYCERS
at the measurement date of June 30, 2017 and 2016, and the proportion percentage of the net pension

liability of NYCERS allocated to the'Authority:

The Authority's proportion of the net pension liability
The Authority's proportionate share of the net pension liability

June 30, 2017 June 30, 2016
(in millions)
22.788 % 22.227 %
$ 4,732.20 $ 5,400.45

The Authority’s proportion of the net pension liability was based on the Authority’s actual contributions
made to NYCERS for the year-ended June 30, 2017 and 2016, relative to the contributions of all

employers in the plan.

Sensitivity of the Proportionate Share of the Net Pension Liability to Changes in the Discount Rate

The following table presents the Authority’s proportionate share of the net pension liability calculated
using the discount rate of 7.0% for NYCERS, as well as what the net pension liability would be if it
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were calculated using a discount rate that is 1-percentage point lower (6.0%) or 1-percentage point
higher (8.0%) than the current rate used as of each measurement date:

June 30,2017 June 30, 2016

1% Decrease  Discount Rate 1% Increase 1% Decrease Discount Rate 1% Increase

(6.0%) (7.0%) (8.0%) (6.0%) (7.0%) (8.0%)
(in thousands) (in thousands)
The Authority's proportionate share
of the net pension liability $ 6839258 $ 4732201 § 2881,174 $ 7404577¢ 8% 5400455 $ 3,721,880

Pension Expense, Deferred Outflows of Resources and Deferreddnflows of Resources Related to
Pensions

For the year ended December 31, 2017 and 2016, the Authority recognized pension expense related to
each pension plan as follows (in thousands):

December 31,

Pension Plans 2017 2016

MaBSTOA $ 164,753 $ 167,000
NYCERS 576,316 656,458
Total $ 741,069 $ 823458

For the years ended December 31, 2017 and 2016, the*Authority’s reported deferred outflow of resources
and deferred inflow of resources for each pension plan as follews (in thousands):

For the Year Ended MaBSTOA NYCERS Total

December 31,2017 Deferred Deferred Deferred Deferred Deferred Deferred
Outflows of  Inflows of Outflows of Inflows of Outflows of Inflows of
Resources Resources Resources Resources Resources Resources

Differences between expected

and actual experience $ 11,663p,S._47.891  § - $ 126266 $ 1,663 § 174157
Changes.fi actuarial a§sumptions - - 233,280 - 233,280 -
Net difference between projected

and actual earnings on pension

plan,investments 88,413 - - 193,361 88,413 193,361
Changesyin proportion and

differences)between

contributions and proportionate

share of contributions - - 101,463 24,041 101,463 24,041
Employer contributions,to plan

subsequent to the measuremet

date of net pension liability 202,684 - 380,369 - 583,053

Total $§ 302760 $ 47801 § 715112 § 343668 § 1017872 § 391,559
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For the Year Ended MaBSTOA NYCERS Total

December 31,2016 Deferred Deferred Deferred Deferred Deferred Deferred
Outflows of  Inflows of Outflows of Inflows of Outflows of Inflows of
Resources Resources Resources Resources Resources Resources

Differences between expected

and actual experience $ - $ 59,108 $ - $ 153291 $ - $ 212,399
Changes in actuarial assumptions - - 398,618 - 398,618 -
Net difference between projected

and actual earnings on pension

plan investments 174,012 - 292,142 - 466,154 -
Changes in proportion and

differences between

contributions and proportionate

share of contributions - - (62,517) (2,248) (62,517) (2,248)
Employer contributions to plan

subsequent to the measurement
date of net pension liability 220,697 - 379222 - 599,919 -

Total $ 394709 § 59,108¢$ 1007465 § 151,043 § 1402174 § 210,151

The annual differences between the projected and actual'earnings on inyestments are amortized over a
five-year closed period beginning the year in which the difference occurs.

The following table presents the recognition.periods used by each pension plans to amortize the annual
differences between expected and actual experience and the changes inyproportion and differences
between employer contributions and proportionate shase of contributions, beginning the year in which the
deferred amount occurs.

Recognition Period

(in years)

Changes in Proportion

and Differences Between

Differences Between Employer Contributions Changes in

Expected and Actual and Proportionate Actuarial
Pension Plan Experience Share of Contributions Assumptions
MaBST OA 6.30 N/A 6.30
NYCERS 5.60 5.60 3.33

For the years ended December 31, 2017 and 2016, $583.1 and $599.9 were reported as deferred
outflows ofireseurces related to pensions resulting from the Authority’s contributions subsequent to the
measurement date,will be recognized as a reduction of the net pension liability in the year-ended
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December 31, 2018. Other amounts reported as deferred outflows of resources and deferred inflows of
resources related to pensions at December 31, 2017 will be recognized as pension expense as follows:

Year Ending December 31: MaBSTOA NYCERS Total
2018 $ 26,605 $ (23,835) $ 2,770
2019 26,605 146,708 173,313
2020 17,892 (8,971) 8,921
2021 (18,811) (130,161) (148,972)
2022 (1,165) 7,334 6,169
Thereafter 1,059 - 1,059
Total $ 52,4185 $ (8,925) $ 43,260

Deferred Compensation Plans — As permitted by InternalRevenue*Code Section'457, the Authority has
established a trust or custodial account to hold plan asset§ for the exclusive use of'theyparticipants and
their beneficiaries. Plan assets and liabilities are not réflected on the Authority’s consolidated,statements
of net position.

Certain Authority employees are participants in a second deferréd compensation plan established in
accordance with Internal Revenue Code _Section 401(k). Participation in the plan is available to all
nonunion and certain other employees. Alllamounts of compensationydeferred under the plan, and all
income attributable to such compensation,.are solely the property ofthéyparticipants; accordingly, this
plan is not reflected in the accompanying consolidatedistatements of net position. The Authority is not
required to contribute to the plan.

OTHER POSTEMPLOYMENT BENEFITS

The Authority has implemented GASB Statement No. 45, Accounting and Financial Reporting for
Employers for Postemployment Benefits Other Than Pensions (GASB 45). This Statement establishes
the standards for the measurement, recognition, and display of Other Postemployment Benefits (OPEB)
expense/expenditures and related liabilitiesi(assets)ynote disclosures, and, if applicable, required
supplementary information (RSI),in the finaneial reports of state and local governmental employers.

Postemployment benefits are part of an.exchange of salaries and benefits for employee services
rendered. Most OPEB haye been funded on a pay-as-you-go basis and have been reported in financial
statements when the promised benefits are paid. GASB 45 requires state and local government’s
financial'reports to reflect systematic, accrual-basis measurement and recognition of OPEB cost
(expense) overia period that approximates employees’ years of service and provides information about
actuarial accrued liabilities/associated with the OPEB and to what extent progress is being made in
funding the plan.

Plan Description —+ The benefits provided by the Authority include medical, pharmacy, dental, vision
and life insurance, plus monthly supplements for Medicare Part B or Medicare supplemental plan
reimbursement and welfare fund contributions. The different types of benefits provided vary by
employee type (represented employees versus management). All benefits are provided upon retirement
as stated in the applicable pension plan (NYCERS and the MaBSTOA Plan). The Authority provides
benefits to some members if terminated within 5 years of attaining retirement eligibility.

The Authority participates in the New York State Health Insurance Program (NYSHIP) to provide
medical and prescription drug benefits, including Medicare Part B reimbursements, to many of its
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members. NYSHIP provides a Preferred Provider Organization (PPO) plan and several Health
Maintenance Organization (HMO) plans. Represented and other New York City Transit employees who
retired prior to January 1, 1996 or January 1, 2001, do not participate in NYSHIP. These benefits are
provided either through a self-insured health plan, a fully insured or an HMO.

The Authority is a participating employer in NYSHIP. The NYSHIP financial report can be obtained by
writing to NYS Department of Civil Services, Employee Benefits Division, Alfred E. Smith Office
Building, 805 Swan Street, Albany, NY 12239.

In 2003 and as a result of collective bargaining agreements, the Authority@assumed responsibility for
directly providing health care benefits to TWU retirees or their beneficiaries, rather than via the TWU
Health & Welfare Trust Fund. In 2005, the Authority also began to administer health care benefits for
ATU Local 1056 and Local 726 retirees or their beneficiaries as their respective health and welfare trust
funds were dissolved.

GASB 45 requires employers to perform periodic actuaridl valuations to determine annual accounting
costs, and to keep a running tally of the extent to which these amounts are over or underfunded. The
valuation must be performed at least biennially. Thé'most recent biennial valuation was petformed for
the year ended December 31, 2016 and was performed withya valuation date of January 1,2016. The
total number of plan participants as of December 31, 2017 receiving retirement benefits was 30,602.

During 2012, MTA funded $250 million‘into an OPEB Trust (Trust),allocated between Headquarters
and New York City Transit. In addition, $50 million was funded during,2013 allocated between Long
Island Railroad and Metro-North Railroad. There have,been no further contributions made to the Trust.
Under GASB 45, the discount rate is based onithe assets ima. trust, the assets of the employer or a blend
of the two based on the anticipated funding levels of the employes: For this valuation, the discount rate
reflects a blend of Trust assetssand employer assets! The assumed return on Trust assets is 6.5% whereas
the assumed return on@mployer assets is 3.30% resulting in a discount rate under GASB 45 of 3.30%,
which is slightly lower than the discount rate of 3.50% used in the prior valuation. This decrease is
primarily due to the dectease in Treasury yields and'thusgreturns on employer assets since the prior
valuation. The Authority’s transfer te.the Trust fund inception to date is $162.5 million.

Annual OPEB Cost (AOC) and,Net OPEB Obligation — The Authority’s annual OPEB cost
(expefise) represents theyaccrued cost for postemployment benefits under GASB 45. Currently, the
Authority expenses the actual benefits'paidrduring a year. The cumulative difference between the annual
OPEB cost (new method) and the benefits paid during a year (old method) will result in a net OPEB
obligationy(the Net OPEB Obligation), included in the consolidated statements of net position. The
annual OPEB cost is equal to the annual required contribution (the ARC) less adjustments if a Net
OPEB Obligation exists and plus the interest on Net OPEB Obligation. The ARC is equal to the normal
cost plus an amortization of the unfunded liability.

Actuarial Cost, Amortization Methods and Assumptions — For determining the ARC, the Authority
has chosen to use the Frozen Initial Liability cost method (the FIL Cost Method), one of the cost
methods in accordance with the parameters of GASB 45. The initial liability is amortized over a 22-year
period. The remaining amortization period at December 31, 2017, is 12 years.

In order to recognize the liability over an employee’s career, an actuarial cost method divides the present
value into three pieces: the part that is attributed to past years (the Accrued Liability or Past Service
Liability), the part that is being earned this year (the Normal Cost), and the part that will be earned in
future years (the Future Service Liability). Under the FIL Cost Method, an initial past service liability is
determined based on the Entry Age Normal (EAN) Cost Method and is amortized separately. This

-51 -

Master Page # 213 of 588 - Audit Committee Meeting 4/23/2018



method determines the past service liability for each individual based on a level percent of pay. The
Future Service Liability is allocated based on the present value of future compensation for all members
combined to determine the Normal Cost. In future years, actuarial gains/losses will be incorporated into
the Future Service Liability and amortized through the Normal Cost.

The Frozen Unfunded Accrued Liability is determined each year as the Frozen Unfunded Accrued
Liability for the prior year, increased with interest, reduced by the end-of-year amortization payment and
increased or decreased by any new bases established for the current year.

The difference between the Actuarial Present Value of Benefits and the Frozem\Unfunded Accrued
Liability equals the Present Value of Future Normal Cost. The Normal«Cost equals the Present Value of
Future Normal Cost divided by the present value of future compensation and multiplied by the total of
current compensation for members less than certain retirement age.

The ARC is equal to the sum of the Normal Cost and the amortization for the Frozen Unfunded Accrued
Liability with appropriate interest adjustments. Any diffefence between the ARC'and\actual plan
contributions from the prior year are considered an actuiarial gain/loss and thus, are ncluded in the
development of the Normal Cost.

Valuation Date — The valuation date is the date that all participant and other pertinent information is
collected and liabilities are measured. This date may not be moreithan 24 months prior to the beginning
of the fiscal year. The valuation date for'this valuation is January 1,2016 which is 12 months prior to the
beginning of the 2017 fiscal year.

Inflation Rate — 2.5% per annum compounded annually?

Discount Rate — GASB 45provides guidance'to employers in selecting the discount rate. The discount
rate should be based on'the estimated long-term mvestment yield on the investments that are expected to
be used to finance the benefits. If there are no planiassets, assets of the employer should be used to
derive the discount rateaThis would most likely result in.a lower discount rate and thus, liabilities
significantly higher than ifithe benefits are prefunded. In recognition of the decrease in short-term
investment yields partially offset by the establishment of a trust, the discount rate for this valuation has
been lowered from'3.50% to 3.30%.

Healthcare Reform — The valuationireflects the actuaries understanding of the impact in future health
costs due to the Affordable Care Act (ACA) passed into law in March 2010. An excise tax for high cost
health'.coverage or “Cadillac’’ health plans was included in ACA. The provision levies a 40% tax on the
value of'health plan costs that exceed certain thresholds for single coverage or family coverage. If,
between 2010 and 2018, the cost of health care insurance rises more than 55%, the threshold for the
excise tax will'be adjusted./Legislative changes passed in December 2015 have delayed the effective
date of the excisetaxyuntil 2020. However, the calculation of the threshold amounts remains unchanged.
Also included in ACA are various fees (including, but not limited to, the Patient-Centered Outcomes
Research Institute fee, Transitional Reinsurance Program fee, and the Health Insurer fee) associated with
the initiation of health exchanges in 2014. The current provisions of ACA should be reflected in the
projection of benefits and therefore, the value of the excise tax and ACA fees which apply to the plan
are not included. It is assumed that there will be no changes to the current law and that there will be no
changes in plan design to help mitigate the impact of the excise tax.

The legislative changes from H.R.1, originally known as the “Tax Cuts and Jobs Act”, and H.R. 195, the

“Extension of Continuing Appropriations Act, 20187, are not reflected in this valuation as passage
occurred after the measurement date.
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The OPEB-specific actuarial assumptions used in the most recent biennial valuations are as follows:

Valuation date January 1, 2016

Actuarial cost method Frozen Initial Liability

Discount rate 3.30%

Price inflation 2.5% per annum, compounded annually
Per-Capita retiree contributions *

Amortization method Frozen Initial Liability

Amortization period 12 years

Period closed or open Closed

* In general, all coverages are paid for by the Authority.

Actuarial valuation involve estimates of the value of reported amiounts and assumptions about the
probability of events far into the future, and that actuarially determined amountsiare subject to continual
revision as actual results are compared to past expectations’andnew estimates are made about the future.

Per Capita Claim Costs (PCCC) — Use of a blendéd premium rate for active employees and retirees
under age 65 is a common practice. Health costs génerallyyincrease/with age, so the blended premium
rate is higher than the true underlying cost for actives and the,blended premium is lower than the true
underlying cost for retirees. For retirees, this difference is called the implicit rate subsidy. Since GASB
45 only requires an actuarial valuation fer retirees, it requires the plan sponsor to determine the costs of
these benefits by removing the subsidy. However, a plan sponsor may,use the premiums without
adjustment for age if the employer participates in‘acommunity-rated plan, st which the premium rates
reflect projected health claims experience of all participating employers, or if the insurer would offer the
same premium rate if only non-Medicare-cligible retirces were,covered.

Effective with this valuation, age,adjustments are fequired for valuing NYSHIP benefits due to a change
in actuarial standards{ Age adjustments reflect that health costs are typically higher for retirees under age
65 than an averagefactive population and, upon reaching Medicare, health costs are reduced as NYSHIP

becomes the secondary payer.

The medicaland,;pharmacy benefits provided to TWU Local 100, ATU 1056 and ATU 726 represented
Transitimembers are non-NY SHIP,as well as some Pre-NYSHIP Transit members. For these benefits,
we developed per capita claims cost relativity factors that varied by benefit, age and gender for retirees
of the, TWU Local 100,”ATUV Local 7267and ATU Local 1056 unions for 2014 and 2015. These were
then‘combined to match the aggregate elaim experience provided by the Authority and MTA. Claims
were adjusted to an incurred ftom a paid claim basis utilizing aging reports specific to the Authority and
MTA. Anadjustment of (0.5)% for health benefits was applied. Finally, an administrative load was
applied equal'to 7.2% for Empire BCBS medical benefits, 3.5% for United Healthcare medical benefits
and 4.6% for pharmacy benefits. The per capita costs assumptions reflect medical and pharmacy claims
information, includingithe Employer Group Waiver Plan (EGWP) for providing pharmacy benefits to
Medicare-eligible retirees, for 2015 and 2016.

-53 -

Master Page # 215 of 588 - Audit Committee Meeting 4/23/2018



The following charts detail the monthly 2016 PCCCs used in the valuation:

UHC/ UHC/
EBCBS/ Aetna Select/ EBCBS/ Aetna Select/
Aetna Basic  Aetna Opt 1 Pharmacy Aetna Basic  Aetna Opt 1 Pharmacy

Age Male Employees Female Employees

<50 $ 740.21 $ 1,236.18 $ 348.54 $ 971.70 $ 1,647.95 $ 409.68
50-54 743.50 1,233.00 317.15 829.58 1,395.11 360.49
55-59 838.42 1,391.73 356.03 850.90 1,426.69 393.85
60-64 1,052.96 1,753.81 412.72 995.54 1,670.05 436.20
65-69 120.65 115.35 217.03 125.32 126.89 184.58
70-74 143.84 134.33 197.39 141.31 130.34 172.27
75-79 165.02 145.88 189.43 157.49 133.44 158.45
8084 185.81 150.32 178.11 176.95 143.32 143.96
85+ 220.37 156.42 157458 217.09 140.22 116.22

Male Dependents Female Dependents

<50 $ 474.78 $ 776.06 $ 217.68 $ 584.67 $ 972.69 $ 240.89
50-54 574.36 941.93 241.70 649.25 1,081.59 278.92
55-59 662.21 1,089.52 278.20 720.40 1,200.69 331.01
60-64 851.84 1,410.03 331.44 818.30 1,364.42 35591
65-69 120.65 115.35 217.03 125.32 126.89 184.58
70-74 143.84 134.33 197.39 14131 130.34 172.27
75-79 165.02 145.88 189.43 157.49 133.44 158.45
80-84 185.84 150.32 178.11 176.95 143.32 143.96
85+ 220.37 156.42 157.58 217.90 140.22 116.22

Medicare Part B Premiums — The Medicare Part B premium reimbursement was included in the 2016
premium for those members covered by NYSHIP. Medicare Part B reimbursements were assumed to
have an annual trénd of 4.5%. These trends were combined with the adjusted Getzen model trend to
determiine a single'weighted trend assumption. The weighting was based on an estimated liability basis.

Medicare Part D Premiums — GASB has issued a Technical Bulletin stating that the value of
expectedRetiree Drug Subsidy (RDS) payments to be received by an entity cannot be used to reduce the
Actuarial Aecrued Liability\of OPEB benefits nor the ARC. Furthermore, actual contributions made
(equal to the amount of claims paid in a year if the plan is not funded) will not be reduced by the amount
of any subsidy.payments received. Accordingly, the 2016 valuation excludes any RDS payments
expected to be received by the Authority.

Health Cost Trend,— The healthcare trend assumption is based on the Society of Actuaries-Getzen
Model version 2017 utilizing the baseline assumptions included in the model, except inflation of 2.5%
for medical and pharmacy benefits. Additional adjustments apply based on percentage of costs
associated with administrative expenses, aging factors and potential excise taxes due to healthcare
reform, and other healthcare reform provisions, separately for NYSHIP and non-NYSHIP benefits.
These assumptions are combined with long-term assumptions for dental and vision benefits (4%) plus
Medicare Part B reimbursements (4.5%), but not more than projected medical trends excluding any
excise tax adjustments. The non-NYSHIP trend is applied directly for represented employees of NYC
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Transit and SIRTOA. The following lists the NYSHIP and non-NYSHIP trend assumptions along with
the resulting trends assumed for Transit and SIRTOA.

Health Cost Trend Rates

Fiscal Year NYSHIP Transit and SIRTOA
<65 >=65 <65 >=65

2016 11.8 % - % 7.3 % 4.9 %
2017 6.7 4.9
2018 6.2 5.0
2019 6.3 5.0
2020 53 5.1
2025 6.0 5.1
2030 5.9 5.1
2035 5.9 5.2
2040 5.8 5.2
2050 54
2060 5.2
2070 4.6 .
Ultimate' 4.2 4.5

! Ultimate rate used for years prior to
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Participation — The table below summarizes the census data provided by the Authority and utilized
in the preparation of the actuarial valuation. The table shows the number of active and retired
employees and provides a breakdown of the coverage elected and benefits offered to current
retirees.

OPEB Participation as of January 1, 2016

Active
Members
Number 49,174
Average Age 49.3
Average Service 13.8
Retirees
Single Medical Coverage 12,818
Employee/Spouse Coverage 17,427
Employee/Child Coverage 1,085
No medical Coverage 817
Total Number 32,147
Average Age 72.0
Total Number with Dental 7,018
Total Number with Vision 27,843
Total No. with Supplement 26,448
Average Monthly Supplement
Amount (Exclading Part B Premium) § 32
Total No. with Life Insurancé 7,163
Average Life Insurance Amount § 2,693

Coverage Election Rates ~— For members'that participate in NYSHIP, 100% of eligible members,
including current retirees and surviving spouses, are assumed to elect coverage in the Empire PPO Plan.
For groups, that do not participate in NYSHIP, members are assumed to elect Empire BCBS or
Aetna/United, Healthcare.

Dependent Coverage — Spouses are assumed to be the same age as the employee/retiree. 80% of male
and 45% of female eligible members participating in NYSHIP are assumed to elect family coverage
upon retirement 65% of male and 35% female eligible members participating in non-NYSHIP programs
administered by NY.C Transit are assumed to cover a dependent. Actual coverage elections for current
retirees are used. If a current retiree’s only dependent is a child, eligibility is assumed for an additional
7 years from the valuation date.

Demographic Assumptions:
Mortality — Preretirement and postretirement healthy annuitant rates are projected on a generational

basis using Scale AA, as recommended by the Society of Actuaries Retirement Plans Experience
Committee.

-56 -

Master Page # 218 of 588 - Audit Committee Meeting 4/23/2018



Preretirement — RP-2000 Employee Mortality Table for Males and Females with blue collar
adjustments. No blue collar adjustments were used for management members of the Authority.

Postretirement Healthy Lives — 95% of the rates from the RP-2000 Healthy Annuitant mortality table
for males with blue collar adjustments and 116% of the rates from the RP-2000 Healthy Annuitant
mortality table for females. No blue collar or percentage adjustments were used for management
members of the Authority.

Postretirement Disabled Lives — RP-2014 Disabled Annuitant mortality table for males and females.

Vestee Coverage — For members that participate in NYSHIP, Vestees (membexs who have terminated,
but not yet eligible to retire) are eligible for NYSHIP benefits provided by the Authority upon
retirement, but must maintain NYSHIP coverage at their own expense from termination to retirement.
Vestees are assumed to retire at first eligibility and would continie to maintain NY SHIP coverage based
on the following percentages. This assumption is based on the, Development of Recommended Actuarial
Assumptions for New York State/SUNY GASB 45 Valuation report provided to Pasticipating
Employers of NYSHIP. These percentages were also applied to current vestees based on age at valuation
date.

Age at Termination Percent Electing
<40 - %
4043 5
44 20
45-46 30
47-48 40
49 50
50-51 80
52+ 100

The following table shows the elements of the Authority’s annual OPEB cost for the year, the amount
contributed, and changes in the Authority’s net OPEB @bligation to the plan for the years ended
December 31, 2017 and 2016. The portion,of this actuarial present value allocated to a valuation year is
called the NormalCost. Calculations are based on the types of benefits provided under the terms of the
substantive plan at the'time of each,valuation and on the pattern of sharing costs between the employer
andfplan members to that' point. Calculations reflect a long-term perspective.

(In_ thousands) 2017 2016
Annual required contribution $ 2,184,475 $ 2,233,515
Interest onnet OPEB obligation 390,408 371,384
Adjustment to'annual required contribution (1,048,814) (983,702)
Annual OPEB cost/expense 1,526,069 1,621,197
Contributions made (423,483) (428,654)
Increase in net OPEB obligation 1,102,586 1,192,543
Net OPEB obligation — beginning of year 11,794,843 10,602,300
Net OPEB obligation — end of year $12,897,429 $11,794,843
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The Authority’s annual OPEB cost, the percentage of annual OPEB cost contributed, and the net OPEB
obligation for the years ending December 31, 2017, 2016 and 2015 were as follows (in thousands):

Percentage of

Annual OPEB
Annual Cost Net OPEB
Year Ending OPEB Cost Contributed Obligation
12/31/2017 $1,526,069 27.8 % $ 12,897,429
12/31/2016 1,621,197 2644 11,794,843
12/31/2015 1,501,343 247 10,602,300

The Authority’s funding progress information as of December 31,2017s as follows (in millions):

(UAAL)
Actuarial As a
Actuarial Actuarial Accrued Unfunded Percentage
Valuation Value of Liability (AAL) Funded Covered of.Covered
Date Assets (AAL) * (UAAL) Ratio Payroll Payroll
(a) (b) (b-a) (alb) (c) ((b-a)/c)
1/1/2016 $161.1 $14,394.3 $ 14,2332 1.1 % $3,4054 418.0 %

* Based on Entry Age Normal

The required schedule of funding progress forthe AuthorityaPostemployment Benefit Plan following the
notes to the financial statements, present multiyear trend information’about whether the actuarial value
of plan assets is increasingfot decreasing over timefrelative to the actuarial accrued liability for benefits.

LOANS PAYABLE

Loans Payable — The MTA,and thesNew York Power Authority (NYPA) entered into an updated
Energy Services Program Agreement (ESP Agreemeént). The ESP Agreement authorized the Authority,
as an affiliate of the?lMTA, to enter into a Customer Installation Commitment (CIC) with NYPA for turn-
key, energy efficiency projects, which would usually be long-term funded and constructed by NYPA.
The repayment period for the NYPA loan ean be up to 20 years, but can be repaid at any time without

penalty:
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The debt service requirements at December 31, 2017 are as follows (in thousand):

Year Principal Interest Total
2018 $ 8,140 $ 631 $ 8,771
2019 7,941 550 8,491
2020 7,273 474 7,747
2021 6,637 403 7,040
2022 5,493 341 5,834
2023-2027 16,241 1,092 17,333
2028-2032 12,964 429 13,393
2033-2037 2,134 18 2,152
Total $ 66,823 $ 3,938 $ 70,761
Less current portion (8,140)

Long-term loans payable $ 58,683

The above interest amounts include both fixed and variable rate ealculations. Interest on the variable-rate
loan is paid at the Securities Industry and Financial Markets Association Municipal Swap Index
(SIFMA) rate and is reset annually.

RELATED PARTY TRANSACTIONS

The Authority receives support services from the MTA in the areas of budget, cash management,
finance, legal, real estaté, treasury, risk and insurance management, and other services, most of which
are charged back to the Authority through intercompany billings. The MTA also provides funding for
the Authority’s capital program via MTA debt issuance, federal capital grant pass-throughs, and
proceeds from the sale'of tax benefits on leasing transactions. The Authority recognizes funds
contributed to Transit capital'programs asieontributed capital in the consolidated statements of revenues,
expensesgand changes in netposition. State'and City tax — supported subsidies received by the
Authofity from the MTA to support operations are recorded as nonoperating revenues. The MTA also
provides short-term loans,as requitedito supplement the Authority’s working capital needs.

The Authority has intercompany transactions with MNCR, LIRR, MTA Bus, TBTA, and SIRTOA
related to farecard settlements, service agreements, shared operating contracts, inter-agency loan
transactions, and other operating receivables and payables.

The resulting receivablesand payables from the above transactions are recorded in Due from MTA and
constituent authorities included in the accompanying consolidated statements of net position.
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Due from MTA and constituent authorities consist of the following at December 31, 2017 and 2016 (in

thousands):
2017 2016
Receivable (Payable) Receivable (Payable)
MTA $6,831,272 $ (6,386,894) $6,189,938 $(5,668,432)
Constituent authorities 121,700 (37,153) 130,770 (11,259)
Total MTA and constituent
authorities $6,952,972 $ (6,424,047) $6,320,708 $(5,679,691)

10. ADVERTISING AND OTHER INCOME

Advertising and other income for the years ended December31, 2017 and 2016, consist of (in

thousands):

Advertising revenue

Metrocard green fee surcharge

Transit Adjudication Bureau collections
Station income

Rental income

Fare media transaction fees

All other

11. OTHER EXPENSES

Other expenses for the years ended December 31, 2017 and 2016, consist of (in thousands):

Credit and debit card fees for fare media sales

Fare media sales commissions

NYSMetro Commuter Transportation Mobility Tax expense
Print and office supplies

Allowance for, uncollectible accounts

Business travel,)meetings, and conventions

Dues and subscriptions

Other miscellaneous expenses
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2017 2016
$112,564¢  $124,996
22,499 22,856
13,867 9,237
8,392 8,969
14,945 9,698
4,562 4,628
(307) 630
$176,522  $181,014
2017 2016
$48,886  $45,511
13,269 12,722
14,446 13,486
6,265 6,417
(1,096) 1,322
402 832
2,149 344
(1,412) (713)
$82,909  $79,921
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12. MAINTENANCE AND OTHER OPERATING EXPENSES

Maintenance and other operating expenses for the years ended December 31, 2017 and 2016, consist of
(in thousands):

2017 2016
Operating maintenance and repair services $ 86,866 $ 82,364
Facility maintenance and repairs 17918
Real estate rentals (including 2 Broadway operating expenses) 22,451
Security services 13,595
Refuse and recycling 8,699
Telephone services 13,233
Tire and tube rentals 16,514

Janitorial and custodial services
Water and sewage

Specialized equipment

Bridge, tunnel and highway tolls
Uniforms

Ticket stock material

Safety equipment and supplies 10,033
Other miscellaneous expenses 7,865
$222,509
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13. FUEL HEDGE

MTA partially hedges its fuel cost exposure using financial hedges. All MTA fuel hedges provide for up
to 24 monthly settlements. The table below summarizes the twenty-four (24) active ultra-low sulfur
diesel (ULSD) hedges in whole dollars:

JPM —
Ventures Macquarie Macquarie Macquarie

J. Aron & Energy Energy Energy Energy J. Aron &
Counterparty Company Corp LLC LLC LLC Company
Trade Date 1/27/2016 2/23/2016 3/29/2016 4/28/2016 5126/2016 6/30/2016
Effective Date 1/1/2017 1/2/2017 1/3/2017 1/4/2017 1/5/2017 1/6/2017
Termination Date 12/31/2017 1/31/2018 2/28/2018 3/31/2018 4/30/2018 5/30/2018
Price/Gal $1.28 $1.31 $1.38 $1.55 $1.62 $1.65
Notional Qnty (Gal) 3,745,930 3,845,749 3,926,350 4,527,533 4,728,640 4,813,146

Macquarie Macquarie

J. Aron & Energy J. Aron & Energy J. Aron & J. Aron &
Counterparty Company LLC Company LLC Company Company
Trade Date 7/28/2016 8/24/2016 9/22/2016 10/26/2016 11/22/2016 12/20/2016
Effective Date 1/7/2017 1/8/2017 1/9/2017 1/10/2017 1/11/2017 1/12/2017
Termination Date 6/30/2018 7431/2018 8/31/2018 9/30/2018 10/31/2018 11/30/2018
Price/Gal $1.50 $1.64 $1.60 $1.62 $1.67 $1.77
Notional Qnty (Gal) 4,498,206 4,780,987 4,671,339 4,801,475 4,879,859 5,122,068

JPM —
Ventures
Energy J. Aron & JiAron & J. Aron & J. Aron &

Counterparty Corp Cargill Company Company Company Company
Trade Date 1/26/2017 2/28/2017 3/28/2017 4/27/2017 5/30/2017 6/27/2017
Effective Date 1/1/2018 1/2/2018 1/3/2018 1/4/2018 1/5/2018 1/6/2018
Termination Date 12/31/2018 1/31/2019 2/28/2019 3/31/2019 4/30/2019 5/31/2019
Price/Gal $1.75 $1.68 $1.61 $1.59 $1.61 $1.52
Notional Qnty (Gal) 5,111,306 4,918,086 4,703,517 4,594,937 4,687,603 4,436,967

J. Aron & J. Aron & J. Aron & J. Aron & J. Aron & J. Aron &
Counterparty Company Company Company Company Company Company
Trade Date 7/26/2017 8/29/2017 9/22/2017 10/26/2017 11/29/2017 12/27/2017
Effective Date 1/7/2018 1/8/2018 1/9/2018 1/10/2018 1/11/2018 1/12/2018
Termination Date 6/30/2019 7/31/2019 8/31/2019 9/30/2019 10/31/2019 11/30/2019
Price/Gal $1.62 $1.63 $1.72 $1.76 $1.85 $1.91
Notional Qnty (Gal) 4,715,260 4,754,602 5,013,957 4,607,170 5,316,279 5,468,443

The monthly settlements are based on the daily prices of the respective commodities whereby MTA will
either receive a payment, or make a payment to the various counterparties depending on the average
monthly price of the commodities in relation to the contract prices. At a contract’s termination date, the
Authority will take delivery of the fuel. At December 31, 2017, the total outstanding notional value of
the ULSD contracts was 53.4 million gallons with a positive fair market value of $15.8 million. The
valuation of each trade was based on discounting future net cash flows to a single current amount (the
income approach) using observable commodity futures prices (Level 2 inputs).
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14.

The Transit Authority recognized a fuel hedge loss of $0.7 million in 2017 and a fuel hedge loss of
$0.3 million in 2016.

RISK MANAGEMENT

The Authority is exposed to various risks of loss related to torts; theft of, damage to, and destruction of
its assets; injuries to persons, including employees; and natural disasters.

The Authority is self-insured up to certain per occurrence limits for liability claims arising from injuries
to persons, excluding employees. For claims arising from incidents that oeéurred on or after

November 1, 2001, but before November 1, 2006, the self-insured retention limit was $7 million per
occurrence. Claims arising on or after November 1, 2006, but beforeNovember 1, 2009 were subject to
an $8 million limit. Effective November 1, 2009, the retention limiit wasincreased to $9 million per
occurrence and effective November 1, 2012, the retention limit was increased te. $10 million. Effective
October 31, 2015, the self-insured retention limit was increased to $1 1 million. Lower limits applied for
claims arising prior to November 1, 2001. The Authority4s self-insured for work-related injuries to
employees. The annual cost associated with injuries to‘persons, other than employees, and damage to
third-party property, is reflected in expenses as public liability claims in the accompanyingi€onsolidated
statements of revenues, expenses and change in net position.

The Authority establishes its liability for injuries to employees and to the general public on the basis of
independent actuarial estimates of future liability.

A summary of activity in estimated liability,arising frem injuries to persoms, including employees, and
damage to third-party property, for the years'ended December 31, 2017 and 2016, is as follows (in
thousands):

2017 2016
Balance at begifmingyof year $2,506,944 $2,060,433
Activity during the year:
Current year claims and ¢changes in €stimates 548,144 705,374
Claimsgpaid (255,704) (258,863)
Balance at end of year 2,799,384 2,506,944
Less current portion (278,243) (260,810)
Long-term liability $2,521,141 $2,246,134

First Mutual Transportation Assurance Company — (FMTAC), an insurance captive subsidiary of
MTA, operates a liability insurance program (ELF) that insures certain claims in excess of the self-
insured retention limits of the agencies on both a retrospective (claims arising from incidents that
occurred before October 31, 2003) and prospective (claims arising from incidents that occurred on or
after October 31, 2003) basis. For claims arising from incidents that occurred on or after November 1,
2006, but before November 1, 2009, the self-insured retention limits are: $8 million for MTA New York
City Transit, MaBSTOA, MTA Bus, MTA Long Island Rail Road, and MTA Metro-North Railroad;
$2.3 million for MTA Long Island Bus and MTA Staten Island Railway; and $1.6 million for MTAHQ
and MTA Bridges and Tunnels. For claims arising from incidents that occurred on or after November 1,
2009, but before November 1, 2012, the self-insured retention limits are: $9 million for MTA New York
City Transit, MaBSTOA, MTA Bus, MTA Long Island Rail Road and MTA Metro-North Railroad,
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$2.6 million for MTA Long Island Bus and MTA Staten Island Railway; and $1.9 million for MTAHQ
and MTA Bridges and Tunnels. Effective October 31, 2015 the self-insured retention limits for ELF
were increased to the following amounts: $11 million for MTA New York City Transit, MaBSTOA,
MTA Bus, MTA Long Island Rail Road and MTA Metro-North Railroad; $3.2 million for MTA Staten
Island Railway, MTAHQ, and MTA Bridges and Tunnels. The maximum amount of claims arising out
of any one occurrence is the total assets of the program available for claims, but in no event greater than
$50 million. The retrospective portion contains the same insurance agreements, participant retentions,
and limits as existed under the ELF program for occurrences happening on or before October 30, 2003.
On a prospective basis, FMTAC issues insurance policies indemnifying the ether MTA Group entities
above their specifically assigned self-insured retention with a limit of $50dmillien per occurrence with a
$50 million annual aggregate. FMTAC charges appropriate annual premitums based on loss experience
and exposure analysis to maintain the fiscal viability of the programé On December 31, 2017, the
balance of the assets in this program was $139.6 million.

MTA also maintains an All-Agency Excess Liability InsuranceyPolicy that affordsithe MTA Group
additional coverage limits of $350 million for a total limit of $400 million ($350 million excess of
$50 million). In certain circumstances, when the asset$ 1n the program described in the preceding
paragraph are exhausted due to payment of claimsgthe All-Agency Excess Liability Insurance will
assume the coverage position of $50 million.

On March 1, 2017, the “nonrevenue fleet” automobile liability.policy program was renewed. This
program provides third-party auto liabilitysinsurance protection for the MTA Group with the exception
of MTA New York City Transit and MTA Bridges and Tunnels. The policy provides $11 million per
occurrence limit with a $0.5 million per ocourrence deductible for MTA Long Island Rail Road, MTA
Staten Island Railway, MTA Police, MTA Metro-North Railroad, MTA Tnspector General and MTA
Headquarters. FMTAC renewed its deductible'buy back policy, where it assumes the liability of the
agencies for their deductible:

On March 1, 2017,4he “Access-A-Ride” automobile liability policy program was renewed. This
program provides third-party auto liability insurance protection for the MTA New York City Transit’s
Access-A-Ride program, ineluding the contracted opgrators. This policy provides a $3 million per
occurrence limit with a $1"'million per occurrence.déductible.

On Décember 15,2017, EMTAC renewed the primary coverage on the Station Liability and Force
Account liability policies’ for $11 million per occurrence loss for MTA Metro-North Railroad and MTA
Long Island Rail Road.

Property Insurance — Effective May 1, 2017, FMTAC renewed the all-agency property insurance
program. For the annual period commencing May 1, 2017, FMTAC directly insures property damage
claims of the Related Entities in excess of a $25 million per occurrence deductible, subject to an annual
$75 million aggregate deductible. The total program annual limit is $800 million per occurrence and in
the annual aggregate for Flood and Earthquake covering property of the Related Entities collectively.
FMTAC is reinsured in the domestic, Asian, London, European and Bermuda reinsurance markets for
this coverage. Losses occurring after exhaustion of the deductible aggregate are subject to a deductible
of $7.5 million per occurrence. The property insurance policy provides replacement cost coverage for all
risks (including Earthquake, Flood and Wind) of direct physical loss or damage to all real and personal
property, with minor exceptions. The policy also provides extra expense and business interruption
coverage.
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Supplementing the $800 million per occurrence noted above, FMTAC’s property insurance program has
been expanded to include a further layer of $200 million of fully collateralized earthquake coverage for
an event of a certain index value and for storm surge coverage for losses from storm surges that surpass
specified trigger levels in the New York Harbor or Long Island Sound and are associated with named
storms that occur at any point in the three year period from May 22, 2017 to May 8, 2020. This
expanded coverage was not renewed in 2016. The expanded protection is reinsured by MetroCat Re Ltd.
2017-1, a Bermuda special purpose insurer independent from the MTA and formed to provide FMTAC
with capital markets based property reinsurance. The MetroCat Re Ltd. 2017-1 reinsurance policy is
fully collateralized by a Regulation 114 trust invested in U.S. Treasury Money Market Funds. The
additional coverage provided is parametric and available for storm surge losseswresulting from a storm
that causes water levels that reach the specified index values, and also for an earthquake event of a
certain index value.

With respect to acts of terrorism, FMTAC provides direct coverage that is reinsured by the United States
Government for 83% of “certified” losses in 2017, 82% of “cettified” losses in 2048 and 81% of
“certified” losses in 2019 as covered by the Terrorism RiSk Insurance Program Reauthorization Act
(TRIPRA) of 2015. The remaining 17% (2017), 18%42018) and 19% (2019) of the Related Entities’
losses arising from an act of terrorism would be covered under the additional terrorismpolicy described
below. No federal compensation will be paid unless the aggregate industry insured losses exceed a
trigger of $140 million in 2017, $160 million in 2018 and $180million in 2019. The United States
government’s reinsurance is in place through December 31, 2020:

To supplement the reinsurance to FMTAC through the TRIPRA, MTA obtained an additional
commercial reinsurance policy with various reinsuranee, carriers in the'domestic, London and European
marketplaces. That policy provides coverage'for (1) 17% ofiany “certified” act of terrorism up to a
maximum recovery of $182.8 million for any one ocelirrence andunsthe annual aggregate during 2017,
18% of any “certified” actioftesrorism up to a maximum recovery of $193.5 million for any one
occurrence and in the annual aggregate during 2018 and 19% of any “certified” act of terrorism up to a
maximum recovery©f $204.3 million for any one oecurrence and in the annual aggregate during 2019,
(2) the TRIPRA FMTAC, captive deductible (per occurrence and on an aggregated basis) that applies
when recovering under the “certified”,acts of terrorism insurance or (3) 100% of any “certified”
terrorism loss. which exceeds $5 million and'less,than the $140 million TRIPRA trigger up to a
maximum recovery of $140 millien for any oceurrence and in the annual aggregate during 2017, or
100% of any “certified” terrorism loss which exceeds $5 and less than the $160 TRIPRA trigger up to a
maximum recovery of $160. for any‘oceursénce and in the annual aggregate during 2018 or 100% of any
“certified” terrorism loss which exceeds $5 and less than the $180 TRIPRA trigger up to a maximum
recovery of $180 for any oceurrence@and in the annual aggregate during 2019.

Additionally, MT A purchases coverage for acts of terrorism which are not certified under TRIPRA to a
maximum of $182:8 millionin 2017, $193.5 million in 2018 and $204.3 million in 2019, Recovery
under the terrorism poliey s subject to a deductible of $25 million per occurrence and $75 million in the
annual aggregate in the event of multiple losses during the policy year. Should the Related Entities’
deductible in any on€ year exceed $75 million future losses in that policy year are subject to a deductible
of $7.5 million. The terrorism coverages expire at midnight on May 1, 2019.

During 2017 there were no FMTAC excess loss claim reimbursements to the Authority. FMTAC had no

open claims for the authority at December 31, 2017. At December 31, 2017, FMTAC had $900 million
of assets to insure current and future claims.
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15.

CONTINGENCIES

The Authority is involved in various litigation and claims involving personal liability claims and certain
other matters. The ultimate outcome of these claims and suits cannot be predicted at this time.
Nevertheless, management does not believe that the ultimate outcome of these matters will have a
material effect on the consolidated financial position of the Authority.

Under the terms of federal and state grants, periodic audits are required and certain costs may be
questioned as not being appropriate expenditures under the terms of the grants. Such audits could lead to
reimbursements to the grantor agencies. While questioned costs may occuf, ultimate repayments
required of the MTA or the Authority have been infrequent in prior yeafs.

In accordance with GASB Statement No. 49, Accounting and Financial Reporting for Pollution
Remediation Obligations, in 2017 and 2016, the Authority recognized $8.5 million and $9.7 million,
respectively, in pollution remediation expenses. The expensé provision was measured at its current value
utilizing the prescribed expected cash flow method (see Note 2). Pollution remediation obligations are
estimates and subject to changes resulting from price ificreases or reductions, technology, or changes in
applicable laws or regulations.

A summary of the activity in pollution remediation liability. atDécember 31, 2017 and 2016, were as
follows (in thousands):

2017 2016
Balance at beginning of year $ 38,140 $ 41,729
Activity during the year:
Changes in estimates 8,537 9,662
Payments (14,252) (13,251)
Balancesat end of year 32,425 38,140
Less current portion (6,485) (7,628)
Long-term liability $§ 25,940 $ 30,512

The Authority’s pollution remediation liability primarily consists of future remediation activities
associated with asbestos removal, lead abatement, ground water contamination, and soil remediation.
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16. CONDENSED COMPONENT UNIT INFORMATION

The following table presents condensed financial information for MaBSTOA, a component unit of the

Authority (in thousands):
December 31:

Current assets
Capital assets
Deferred outflows of resources

Total assets and deferred outflows of resources

Current liabilities
Non-current liabilities
Deferred inflows of resources

Total liabilities and deferred inflows of resources

Net Investment in capital assets
Unrestricted

Total net position

For the Year Ended December 31:

Fare revenue
Adpvertising and other gévenue

Total operating revenue

Total labor expenses
Total non=labor expenses
Depreciation

Total operating expenses
Operating (deficit) surplus

Loss before capital contributions

Capital contributions

Change in net position
Net position, beginning of the year

Net position, end of year
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2017 2016
$ 154226 $ 53,716
370,723 289,169
302,760 394,709
827,709 737,594
248,852 226,737
3,875,075 3,707,824
47,891 59,108
4,171,818 3,993,669
370,723 289,169
(3,714,832)  (3,545244)
$(3,344,109)  $(3,256,075)
$ 441312 $ 455630
16,634 15,706
457,946 471,336
1,270,700 1,325,051
156,170 134,550
52,726 48,640
1,479,596 1,508,241
(1,021,650)  (1,036,905)
(1,021,650)  (1,036,905)
933,616 745,603
(88,034) (291,302)
(3,256,075)  (2,964,773)
$(3,344,109)  $(3,256,075)
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17.

SUBSEQUENT EVENTS

The Authority evaluated subsequent events from January 1, 2018 through April 25, 2018, the date the
consolidated financial statements were issued. The Authority concluded that no subsequent events have
occurred that would require recognition or disclosure in the consolidated financial statements.

sk osk sk ok sk ok
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REQUIRED SUPPLE
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NEW YORK CITY TRANSIT AUTHORITY
(Component Unit of the Metropolitan Transportation Authority)

REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)
SCHEDULE OF CHANGES IN THE AUTHORITY’S NET PENSION LIABILITY AND RELATED
RATIOS FOR THE MABSTOA PENSION PLAN AT DECEMBER 31:

(In millions)
2016 2015 2014
Total pension liability:
Service cost $ 82 $ 77 $ 72
Interest 237 233 224
Differences between expected and actual experience 14 (69) 2)
Benefit payments and withdrawals (188) (180) (175)
Net change in total pension liability 145 61 119
Total pension liability—beginning 3,392 3,331 3,212
Total pension liability—ending(a) 3,537 3,392 3,331
Fiduciary net position:
Employer contributions 221 215 226
Member contributions 19 16 15
Net investment income 212 (24) 105
Benefit payments and withdrawals (188) (180) (175)
Administrative expenses - - -
Net change in plan fiduciary net position 264 27 171
Plan fiduciarymet position—beginning 2,292 2,265 2,094
Plan fiduciary net positien—ending(b) 2,556 2,292 2,265
Employer’s net pension liability—ending(a)-(b) $ 981 $1,100 $1,066
Plan fiduciary net position as a percentage of the
total pension liability, 72.3 % 67.6 % 68.0 %
Covered-employee payroll 717 687 653
Employer’s net pension liability as a percentage of
covered-employee payroll 136.8 % 160.1 % 163.2 %

Note: This schedule is intended to show information for ten years. Additional years will be displayed as they
become available. In accordance with GASB No. 68, information was not readily available for periods prior
to 2014.
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NEW YORK CITY TRANSIT AUTHORITY
(Component Unit of the Metropolitan Transportation Authority)

REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)
SCHEDULE OF THE AUTHORITY’S PROPORTIONATE SHARE OF THE NET PENSION

LIABILITY IN THE NYCERS PENSION PLAN AT JUNE 30:

(In millions)
2017 2016 2015
The Authority’s proportion of the net pension liability 224788 % 22.227 % 22.380 %
The Authority’s proportionate share of the net pension liability  $ 44,732 $ 5,400 $ 4,530
The Authority’s actual covered-employee payroll $.3,024 $5 2,930 $ 2,862
The Authority’s proportionate share of the net pension liability
as a percentage of the Authority’s covered-employee payroll 156.481 %  184.300 %  158.277 %

Plan fiduciary net position as a percentage of

the total pension liability 74.805 % 69.568 % 73.125 %

Note: This schedule is intended to show information for ten years.“Additional years will be displayed as they
become available. In accordance with GASB Ne. 68, information was not.readily available for periods prior

to 2015.
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NEW YORK CITY TRANSIT AUTHORITY
(Component Unit of the Metropolitan Transportation Authority)

REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)
SCHEDULE OF THE AUTHORITY'S CONTRIBUTIONS TO ALL PENSION PLANS
FOR THE YEARS ENDED DECEMBER 31:

(In millions)
MaBSTOA: 2017 2016 2015 2014 2013 2012 2010 2009 2008
Actuarially Determined Contribution $202.9 $220.7 $ 2149 $ 226.4 $ 2345 $ 228.9 $ 200.6 $204.3 $201.9
Actual Employer Contribution 202.7 220.7 214.9 226.4 234.5 200.6 204.3 201.9
Contribution Deficiency (Excess) $ 02 $ - $ - $ - $ - $ - $ - $ -
Covered Payroll 749.7 716.5 686.7 653.3 582.1 591.1 569.4 562.2
Contributions as a % of

Covered Payroll 27.0 % 30.8 % 313 % 347 % 3.9 % 359 % 359 %
NYCERS: 2017 2016 2015 2008
Actuarially Determined Contribution $ 759.6 $ 7532 $ 694.4 5239 $479.2
Actual Employer Contribution 759.6 753.2 694.4 523.9 479.2
Contribution Deficiency (Excess) $ - s - s - $ - $ - S - S - S -
Covered Payroll 3,624.4 3,386.1 3,449.1 2,811.1 2,751.5 2,652.8 2,514.1
Contributions as a % of

Covered Payroll 21.0 % 222 % 25.0 % 22.7 % 20.0 % 19.7 % 19.1 %
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NEW YORK CITY TRANSIT AUTHORITY
(Component Unit of the Metropolitan Transportation Authority)

REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)

NOTES TO SCHEDULE OF THE AUTHORITY'S CONTRIBUTIONS TO ALL PENSION PLANS:

The following actuarial methods and assumptions were used in the January 1, 2016 and 2015 funding valuation for the

MaBSTOA pension plan as follows:

Valuation Date

Measurement Date

Actuarial cost method

Amortization method

Asset Valuation Method

Actuarial assumptions:

Discount Rate
Investment rate of return

Mortality

Inflation

Salary increases

Overtime

Cost-of-Living Adjustments

Rate of normal retirement

MaBSTOA

January 1, 2016
December 31,2016

Frozen Initial Liability (FIL)"

For FIL bases, period specified in current valuation
report. Future gains/losses are amortizeddhrough
the calculation of the normal cost in a¢cordance
with the FIL cost method amortized based on
expected working lifetime, weighted by salary, of
the projected population.

Actuarial value equals market value less
unrecognized gains/losses over aS-year period.
Gains/losses are based on market value,of assets.

7:0%

7.0%, net of investment expenses

Based on'experience of all MTA members
reflecting mortality improvement on a generational
basis using Seale AA.

2.5% per annum

In general, merit and promotion increases plus
assumed general wage increases of 3.5% to 15.0%
for operating employees, and 4.0% to 7.0% for
nonoperating employees per year, depending on
years of servicey

Except for managerial employees, 8.5% of base
salary for operating employees and 2.0% of base
salary for nonoperating employees, with different
assumptions used in the year before retirement. For
Tier 6 members, all overtime was assumed to be
less than the overtime cap.

1.375% per annum

Tables based on recent experience. Rates vary by
age, years of service at retirement and Tier/Plan. All
members are assumed to retire by age 80.

January 1, 2015
December. 31, 2015

Frozen Initial Liability (FIL)"

For FIL bases, period specified in current valuation
report. Future gains/losses are amortized through
the calculation of the normal cost in@ccordance
with the FIL cost method amortized based on
expected working lifetime, weighted by salary, of
the projected population.

Actuarial value equals market value less
unrecognized gains/losses over a 5-year period.
Gains/losses are based on market value of assets.

7.0%

7.0%, net of investment expenses

Based on experience of all MTA members
reflecting mortality improvement on a generational
basis using Scale AA.

2.5% per annum

In general, merit and promotion increases plus
assumed general wage increases of 3.5% to 15.0%
for operating employees, and 4.0% to 7.0% for
nonoperating employees per year, depending on
years of service.

Except for managerial employees, 8.5% of base
salary for operating employees and 2.0% of base
salary for nonoperating employees, with different
assumptions used in the year before retirement. For
Tier 6 members, all overtime was assumed to be
less than the overtime cap.

1.375% per annum

Tables based on recent experience. Rates vary by
age, years of service at retirement and Tier/Plan. All
members are assumed to retire by age 80.

O Under this actuarial method, the initial liability has been established by the Entry Age Actuarial Cost Method for determining
changes in the Unfunded Actuarial Accrued Liability (UAAL) due to plan provision and assumption changes.
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NEW YORK CITY TRANSIT AUTHORITY
(Component Unit of the Metropolitan Transportation Authority)

REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)
NOTES TO SCHEDULE OF THE AUTHORITY'S CONTRIBUTIONS TO ALL PENSION PLANS:

Significant methods and assumptions used in calculating the actuarially determined contributions of an employer’s
proportionate share in a Cost Sharing, Multiple-Employer pension plan, the NYCERS Plan, should be presented as notes to the
schedule. Factors that significantly affect trends in the amounts reported are changes of benefit te: hanges in the size or
composition of the population covered by the benefit terms, or the use of different assumptions. is a summary of
such factors:

Changes of Benefit Terms
There were no changes of benefit terms in the June 30, 2015 funding va

Changes of Assumptions
There were no changes of benefit assumptions in the June 30,

(Concluded)
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NEW YORK CITY TRANSIT AUTHORITY
(Component Unit of the Metropolitan Transportation Authority)

REQUIRED SUPPLEMENTARY INFORMATION (UNAUDITED)

SCHEDULE OF FUNDING PROGRESS FOR THE NEW YORK CITY TRANSIT
POSTEMPLOYMENT BENEFIT PLAN

(In millions)

Actuarial (UAAL) As a

Actuarial Actuarial Accrued Unfunded Percentage

Year Valuation Value of Liability (AAL) Covered of Covered
Ended Date Assets (AAL) * (UAAL) Payroll Payroll
(a) (b) (c) ((b-a)/c)

12/31/17 1/1/16 $ 161.1 $14,394.3 418.0 %

12/31/16 1/1/14 162.3 14,013.9 435.2
12/31/15 1/1/14 162.3 14,013.9 435.2

* Based on Entry Age Normal
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INDEPENDENT AUDITORS’ REPORT

To the Members of the Board of
Metropolitan Transportation Authority

Report on the Financial Statements

We have audited the accompanying statements of net positiof of'the MTA Long Island Rail
Road, a component unit of the Metropolitan TransportationfAuthority ("MTA"), as of
December 31, 2017 and 2016, and the related statements of\revenues, expenses and
changes in net position and cash flows for the years then‘ended, and the related notes to
the financial statements, which collectively comprisé the MTA Long Island Rail\Road’s
financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditors’ Responsibility

Our responsibility is40 express‘an opinion on these financial statements based on our
audits. We conducted our audits|in accordance with auditing standards generally accepted in
the United States of America. Those standards require that we plan and perform the audits
to obtain reasonable assurance about whether the financial statements are free from
material misstatement.

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

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

In our opinion, the financial statements referred to above present fairly, in all material
respects, the net position of the MTA Long Island Rail Road as of December 31, 2017 and
2016, and the respective changes in net position and cash flows thereof for the years then
ended in accordance with accounting principles generally accepted in the United States of
America.

Emphasis of Matters

As discussed in Note 1 to the financial statements, MTA Long Island Rail Road is a
component unit of the MTA. The MTA is a component unit of the State of New York. MTA
Long Island Rail Road requires significant subsidies from and¢has ‘material transactions with
MTA. Our opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
Management'’s Discussion and Analysis on pages 3 through 19, the Schedule of Changes in
the MTA Long Island Rail Road’s Net Pension Liability and‘Related Ratios for The Long Island
Rail Road Company Plan for Additional'Pensions on page 59, the Schedule of the MTA Long
Island Rail Road’s Proportionate Share of the'Net Pension Liability,in the MTA Defined
Benefit Pension Plan on page 60, the Schedule of MTA Long Island Rail Road’s Contributions
to All Pension Plans on page 61, and the Schedule‘of Funding Progress-Postemployment
Benefit Plan on page 63, be presented to supplement the finantial statements. Such
information, although notz@part of the financial'statements, is required by the
Governmental Accounting Standards Board who considers‘it to be an essential part of
financial reporting for placing the financial statements in an appropriate operational,
economic, or histerical context. We have applied certain limited procedures to the required
supplementary information,in accordance with auditing standards generally accepted in the
United States of America, ‘which consisted,of ingtiiries of management about the methods of
preparing_the information and comparing the information for consistency with
management’s responses to our inquiries, the financial statements, and other knowledge we
obtained during our audits of the financial statements. We do not express an opinion or
provide any assurance on the information because the limited procedures do not provide us
with sufficient evidence to express an opinion or provide any assurance.

April 25, 2018
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MTA LONG ISLAND RAIL ROAD

(Component Unit of the Metropolitan Transportation Authority)

MANAGEMENT’S DISCUSSION AND ANALYSIS (UNAUDITED)
YEARS ENDED DECEMBER 31, 2017 AND 2016
(Dollars in thousands, except as noted)

OVERVIEW OF THE FINANCIAL STATEMENTS
Introduction

The following is a narrative overview and analysis of thefinancial activities of MTA Long
Island Rail Road, a component unit of the Metropolitan Transportation Authority ("MTA"),
for the years ended December 31, 2017 and 2016. This discussion and analysis is intended
to serve as an introduction to MTA Long Island Rail Road*Road’s financial statements,
which have the following components: (1) Management’s Discussion and“Analysis
(“MD&A™), (2) Financial Statements, (3) Notes to)FinanciallStatements, and (4)sRequired
Supplemental Information.

Management’s Discussion and Analysis

The following is a narrative overview_and,analysis of the financial activities of MTA Long
Island Rail Road for the years ended December 31, 2017 and 2046. This MD&A is intended
to serve as an introduction to MTA Long Island Rail Road’s ("LIRR"” or “the Company”)
financial statements. It provides an assessmentof how,MTA Kong Island Rail Road’s
position has improved or deteriorated and\identifies the factors that, in management’s
view, significantly affected MTA Long Island Rail Road’s/overall financial position. It may
contain opinions, assumptions or conclusions by MTA Long Island Rail Road’s management
that should notbe considered a replacement'for, and must be read in conjunction with the
financial statements.

The Financial Statements

ThesStatements of Net Position provide information about the nature and amounts of
resources with present service capacity that the MTA Long Island Rail Road presently
controls (assets), consumption of net assets by the MTA Long Island Rail Road that is
applicable to a future reporting period (deferred outflow of resources), present obligations
to sacrifice resources that the MTA Long Island Rail Road has little or no discretion to avoid
(liabilities), and acquisition of net assets by the MTA Long Island Rail Road that is
applicable to'a future reporting period (deferred inflow of resources) with the difference
between assets/deferred outflows of resources and liabilities/deferred inflows of resources
being reported as net position.

The Statements of Revenues, Expenses and Changes in Net Position show how MTA Long
Island Rail Road’s net position changed during each year and accounts for all of the current
and prior year’'s revenues and expenses, measure the success of MTA Long Island Rail
Road’s operations over the twelve months and can be used to determine how MTA Long
Island Rail Road has funded its costs.
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The Statements of Cash Flows provide information about MTA Long Island Rail Road’s cash
receipts, cash payments, and net changes in cash resulting from operations, noncapital
financing, capital and related financing.

The Notes to the Financial Statements

The Notes provide information that is essential to understanding the financial statements,
such as MTA Long Island Rail Road’s accounting methods and policies. The notes also have
the details of cash, capital assets, retirement benefits, lease transactions, future
commitments and contingencies and any other events or developing,situations that could
materially affect MTA Long Island Rail Road’s financial positiong

Required Supplemental Information

The Required Supplemental Information provides infarmation concerning the MTA Long
Island Rail Road’s progress in funding its obligation{to provide pension and other
postemployment benefits to its employees. It also includes the Schedule ofi\Changes in the
MTA Long Island Rail Road’s Net Pension Liability, and Related Ratios for The kong Island
Rail Road Company Plan for Additional Pensions, the Schedule of the MTA Long Island Rail
Road’s Proportionate Share of the Net Pension Liability ind4he MTA Defined Benefit Pension
Plan, the Schedule of MTA Long Island Rail Road’s Contfibutions to All Pension Plans, and
the Schedule of Funding Progress—Postemployment Benefit Plan.

FINANCIAL REPORTING ENTITY

In 1966, the MTA acquired the capital assets of MTAsLong Island Rail Road from the former
Pennsylvania Railroad Company. In February 1980, MTAkeng Island Rail Road became a
component unit of thedMTA;, pursuant to New York State Public Authorities Law, whose
mission is to continde, develop, and improve public transportation and to develop and
implement a unified public transportation policy in the New York Metropolitan area. MTA
Long Island Rail Road,is a part of the related financial reporting group of the MTA. The MTA
is a component unit'of the State of New York.

CONDENSED FINANCIAL INFORMATION

The following sections will discuss,the,significant changes in MTA Long Island Rail Road’s
financial position for the years ended December 31, 2017 and 2016. Additionally, an
examination of major economic factors that have contributed to these changes is provided.
It should be noted that for purposes of the MD&A, summaries of the financial statements
and the various exhibits presented are in conformity with MTA Long Island Rail Road’s
financial statements, which are prepared in accordance with accounting principles generally
accepted in the United(States of America. All dollar amounts are in thousands.
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Total Assets, Distinguishing Between Capital Assets, Other Assets and Deferred
Outflows of Resources

As of December 31, Increase/(Decrease)
2017 2016 2015 2017-2016 2016-2015

Capital assets—net $ 6,102,261 $ 5,713,950 $ 5,543,274 $ 388,311 $ 170,676
Other assets 394,845 309,451 303,127 85,394 6,324
Deferred outflows

of Resources 339,676 365,634 218,268 (25,958) 147,366
Total assets and
Deferred Outflows

of Resources $ 6,836,782 $ 6,389,035 $ 6,064,669 $ 447,747 $ 324,366

Significant Changes in Assets and Deferred©Outflows of Resources—

In 2017, capital assets increased by $388.3million,or 6.8% compared to December 2016.
The major components of the increase are related to capital assets placed into beneficial
service, changes to construction work-in-progress and changes in accumulated
depreciation.

Significant additions to capital assets\resulted from the following:

o Improvements to MTA Long Island, Rail Road’s,infrastipucture road-assets continued
under the 2017 Track Program that provided replacement of various track elements
and branches atqa cost of $43.9 million. Additional work under the prior year track
program resultéd in a‘cost of $27.9 million. To facilitate compliance with positive train
control, upgrades were made to the ‘signal system from Speonk to Montauk. The
project in€ludedhtrack circuits, signal huts_and cases, switch machines, signals and
grade crossing gate mechanisms for a cost of $71.3 million. The Jamaica Capacity
Improvements project finalizédy,,completion of the Johnson Avenue Yard
Reconfiguratien and" constructionof the South Bypass Track for a cost of $42.4
million. Replacement of the Wreck Lead Bridge, a single-track bascule bridge crossing
Wreck Lead Channel on theylLong Beach Branch, was completed at a cost of $11.3
million. Replacement and repairs to the infrastructure and system upgrades at
various locations damaged/by Superstorm Sandy totaled $3.9 million. Upgrades of
radio eommunications and continued work on the Atlantic Branch Tunnel totaled $2.3
million.

. The replacementsof the Oceanside and Qil City substations cost $30.7 million. The
Jamaica Capacity Improvements project completed retaining walls, rail bridges and
railings at a cost of $14.8 million. The replacement of Colonial Road Bridge included
replacing the current roadway truss-type bridge with a precast modular structure that
will maintain vehicular access using the same road alignment for a cost of $21.9
million. Completion of the 150t Bridge rehabilitation project which included new
bearings and bridge seats, repair of abutments, concrete decks, piers and structural
steel totaled $17.2 million. Under the escalator replacement program, escalators
were replaced at six stations on the Babylon branch at a cost of $15.2 million. The
Replacement of the Post Avenue bridge was also completed in 2017, which totaled
$12.7 million. Rehabilitation of various employee facilities was completed at a cost of
$11.5 million. Additions and improvements to the Hillside facility totaled $9.7 million.
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Replacements to the Atlantic Avenue tunnel infrastructure to mitigate rain or flooding
were completed at a cost of $5.0 million. Lastly, various structural improvements,
including bridge rehabilitations, upgrading parking lots and security resulted in an
additional $14.3 million increase to buildings ad structures.

Additions and improvements to the West End Concourse in Penn Station included
widening train platforms, signage and LED lighting totaling $35.9 million.
Improvements to the East River Tunnel Traction Power Substation including
reconstruction of ventilation buildings and staircases resulted in an additional $2.0
million increase to leasehold improvements.

The purchases of vehicles totaled $10.6 million in 20L7. Replacement of switchgears
for the 15t Avenue Substation Restoration totaled $5.7 million. The purchase of an
emergency generator and other various equipment for the Wreck Lead Bridge System
Restoration Project totaled $2.8 million. A track stabilizer was), purchased for $1.4
million. The purchases of various types of machinery and equipment resulted in an
additional $5.7 million increase to machinery and equipment.

Significant changes to construction work-in<progress continued in the following areas:

Signal and communication construction work-in-progress increased by $45.7 million
due to the emphasis on Positive Train Control, Speonk to Montauk signalization, the
signal replacement program, lownl2 tier 4 emission diesel locomotives and Centralized
Traffic Control.

Passenger cars work in progress incurred an ‘additional/cost of $36.3 million due to
continued procurement of new M-9 carsfor the EastsSide Access service, as well as
the eventual replaceément of the aging M-3 fleet.

Passenger Station work \in progresstincreased by $96.0 million mainly due to
additional#” casts, for the Moynihan Train Hall project, new elevators at Main Street in
Flushing, rehabilitation /of, the Wantagh Station platform and improvements and
upgrades to Penn‘Station.

kkine Structures'work —in =progress increased by $143.8 million due to continued work
on ERT Rehabilitation, ‘substation replacements, bridge programs, the 2" Track
Farmingdale to Ronkonkoma design, Main Line expansion, Main Line Double Track
Work, the Jamaica Capacity Improvements project, Hicksville Station improvements,
aswell as system wide substation overhauls.

A decrease of $10.0 million resulted from OFC projects, program administration,
project material, shops and yards, security projects, and NYSDOT projects.

These increases are partially offset by increases in accumulated depreciation and
amortization of $388.0 million.

Other assets increased in 2017 by $85.4 million primarily due to the outstanding pre-bills
and invoices for capital and reimbursable expenditures.

Deferred outflows of resources decreased by $26.0 million or 7.1% as a result of the third
year of the implementation of GASB Statement No. 68. Primarily driven by gains on the
market value of the pension assets. See Note 2 of the audited financial statements for
further information.
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In 2016, capital assets increased by $170.7 million or 3% compared to December 2015.
The major components of the increase are related to capital assets placed into beneficial
service, changes to construction work-in-progress and changes in accumulated
depreciation.

Significant additions to capital assets resulted from the following:

e Improvements to MTA Long Island Rail Road’s infrastructure road-assets continued
under the 2016 Track Program that provided replacement of various track elements
and branches at a cost of $55.5 million. Replacement ofver 27,000 deteriorated
wood half ties in the Atlantic Branch Tunnel as well as répairs on over 2,000 square
feet of concrete track bed for a cost of $29.1 million. Gontinued work on replacement
of Signal Power Lines along the Right of Way, replacementhand upgrade of the Third
Rail at various locations, Security Fencing, drainage controlhand upgrades of radio
communications for a cost of $30.5 million.

o Continued improvements made to the East River Tunnel Fire and Life Safety project
for 1t Avenue, Long Island City and Standpipe, Bridge Rehabilitations, andstrack bed
waterproofing resulted in an additional$71.8 million inybuildings and structures.

o Purchase of operating vehicles and two "Gréen Locomotives, construction of
substations, outfitting of security areas and AtlanticyAvenue Tunnel lighting at a cost
of $17.3 million.

Significant changes to construction work-in=progress continued in the following areas:

J Signal and communication construction #work-in-progress increased by $71.7 million
due to the emphasisson Positive TraindControl, the signal replacement program and
Centralized Traffic Control.

o Passenger’ carshincurred an additional) cost of $33.1 million due to continued
procurement of‘new M-9 cars for the East Side Access service, as well as the eventual
replacement of the aging M-3 fleet.

o Passenger “Station increased by $25.5 million due to Escalator and Elevator
Replacement Programs.

. Line Structures work -in —progress increased by $137.7 million due to continued work
on. ERT Rehabilitation, substation replacements, bridge programs, the 2" Track
Farmingdale to Ronkonkoma design, Main Line Double Track Work, as well as system
wide substation overhauls.

o OFC Projects, “"Program Administration, Shops and Yards, security Projects, and
NYSDOT projects resulted in an increase of $23.5 million.

These increases are partially offset by increases in accumulated depreciation and
amortization of $325 million.

Other assets increased in 2016 by $6.3 million primarily due to the purchase of stock
material for Positive Train Control and an increase in prepaid insurance expense.

Deferred outflows of resources increased by $147.4 million or 68% as a result of the
second year of the implementation of GASB Statement No. 68. Primarily driven by loss on
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the market value of the pension assets. See Note 2 of the audited financial statements for
further information.

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

As of December 31, Increase/(Decrease)
2017 2016 2015 2017-2016 2016-2015

Current liabilities $ 287,383 $ 284,283 $ 238,465 $ 3,100 $ 45,818
Noncurrent liabilities 2,281,333 2,206,978 1,997,029 74,355 209,949
Deferred inflows

of Resources 21,959 23,562 - (1,603) 23,562
Total liabilities and

Deferred Inflows

of Resources $ 2,590,675 $ 2,514,823 $ 2,235,494 $ 75,852 $ 279,329

Significant Changes in Liabilities and Deferred Inflows of Resources—
In 2017, total liabilities increased by $75.9 million or 3% \compared to 2016.

J Noncurrent liabilities increased by $74.4 million primarily, due to an increase in Post-
Employment Benefits Other than \Pensions, ("OPEB") of $142.4 million as a result of
the latest actuarial estimates, antincrease innkoans Payable of $22.8 million for the
repayment to NYPA for energy efficiency! projectspand was offset by a decrease in
Pension liability of-$98.3 million.

In 2016, total liahilities increased by $279 million or 12.5% compared to 2015.
. Noncurrent liabilities increased by $210 million primarily due to an increase in Pension
liability of $111.6 million and»an, increase in Post-Employment Benefits Other than

Pensions ("OPEB") of $89.9 million as a result of the latest actuarial estimates.

Total Net Position, Distinguishing Among Net Investment in Capital Assets and
Unrestricted Amounts

As of December 31, Increase/(Decrease)
2017 2016 2015 2017-2016 2016-2015
Net investment
in capital assets $ 6,102,261 $ 5,713,950 $ 5,543,274 $ 388,311 $ 170,676
Unrestricted (1,856,154) (1,839,738) (1,714,099) (16,416) (125,639)
Total net position $ 4,246,107 $ 3,874,212 $ 3,829,175 $ 371,895 $ 45,037

Net Position represents the residual interest in MTA Long Island Rail Road assets after
liabilities are deducted and consist of the net investment in capital assets and unrestricted
deficit. Net investment in capital assets include capital assets, net of accumulated
depreciation and amortization.
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December 31, 2017 versus 2016

Total net position increased by $371.9 million in 2017. The increase was comprised of
operating subsidies of $798.0 million and capital contributions of $706.1 million from the
MTA offset by an operating loss of $1.1 billion.

December 31, 2016 versus 2015

Total net position increased by $45 million in 2016. The increase was comprised of

operating subsidies of $568.4 million and capital contributions of $494.4 million from the
MTA offset by an operating loss of $1.0 billion.

Condensed Statements of Revenues, Expenses and Changes in Net Position

December 31,

2017 2016 2015
Operating revenues $ 780,571 $ 767,959 $ 749,519
Operating expenses (1,912,893) (1,785,776) (1,736,552)
Operating loss (1,132,322) (1,017,817) (987,033)
Nonoperating revenues:
Operating subsidies_from " MTA 798,040 568,425 573,440
Capital contributions 706,132 494,429 422,405
FTA/FEMA reimbursement 45 - 1,226
Total nonoperating revenues 1,504,217 1,062,854 997,071
Change in net position 371,895 45,037 10,038
Net position—beginning,of year 3,874,212 3,829,175 5,167,758
Restatement of beginning net position - - (1,348,621)
Net position—end of year $ 4,246,107 $ 3,874,212 $ 3,829,175
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Revenues and Expenses by Major Source

Operating Revenues

Ridership

Millions

2T 2018 2015

In 2017, The MTA Long\lsland Rail Road experienced its second-highest ridership since the
post-war record of 91.8 million‘passengers set in 1949, following 2016’s modern record of
89.4 million passengers. During 2017, the LIRR carried 89.2 million customers, which was
a 0.2% decrease from 89.4'million customers in 2016. However, when adjusted for the
same number of calendar workdays, the 2017 ridership was at the same level as 2016.
The LIRR remains the busiest commuter railroad in North America. Strong local economic
conditions and continuous growth'in non-commutation travel, including trips to
entertainment and sports venues, have contributed to these ridership numbers.

The 2017 Nen-Commutation market experienced growth increasing 2.2%, outpacing the
decline of the'2017 Commutation market, which decreased (1.6%) compared to 2016.
Overall in 2017,"Commutation ridership experienced declines in ten consecutive months,
while Non-Commutation experienced only three declines during 2017. The main factor
affecting ridership in 2017 was the Amtrak Summer State of Good Repair Program taking
place at Penn Station. The LIRR estimates that 438,000 riders were lost during the
summer program.
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In 2016, The MTA Long Island Rail Road ridership experienced strong growth finishing the
year with 89.4 million passengers, which was 1.9% above the 2015 ridership. This marks
the highest ridership in 67 years, since the post war record of 91.8 million set in 1949 and
broke the previous modern record set last year of 87.6 million. A steadily improving
economy and service enhancements contributed to the increase. While commuter travel
remained strong, non-commutation ridership grew faster as the LIRR took several steps
that helped boost weekend and leisure travel ridership:

e The addition of two seasonal trains to the summer timetable provided customers
with better connections with Fire Island ferries in Bay Shore)Sayville and
Patchogue. Also, the additional service aimed at improying crowding conditions on
trains serving the Hamptons and Montauk during thedusy summer travel season.

e The return of year-round weekend service to/from the Greenport Branch. Additional
train cars were added to Greenport summer trains'serving Long, Island’s North Fork,
to better address ridership demands.

e The LIRR made four additional post-game, trains aspermanent part of its service
plan for all New York Islanders home’games, at the Barclays Center. In addition, for
New York Islanders’ weekend home games, LIRR is providing additiopal westbound,
pre-game train service.

Operating Expenses by Categories

Increase/(Decrease)
2017 2016 2015 2017-2016 2016-2015

Salaries and wages $ 633,269 $ 628,286 $ 603,532 $ 4,983 $ 24,754
Health and welfare 100,334 95,788 83,473 4,546 12,315
Pension 138,418 126,150 104,723 12,268 21,427
Other fringe benefits 81,731 90,214 79,502 (8,483) 10,712
Other postzemployment

benefits (OPEB) 202,218 147,844 141,937 54,374 5,907
Electric power 84,769 77,567 92,041 7,202 (14,474)
Fuel 16,253 14,305 17,669 1,948 (3,364)
Insurance 20,524 22,690 21,948 (2,166) 742
Claims 18,301 16,588 6,531 1,713 10,057
Maintenance and other

operating contracts 90,287 63,924 62,040 26,363 1,884
Environmental remediation 3,401 (1,756) 1,953 5,157 (3,709)
Professional serviceycontracts 35,779 25,800 62,514 9,979 (36,714)
Materials and supplies 121,812 128,537 119,661 (6,725) 8,876
Depreciation and amortization 340,114 333,594 325,025 6,520 8,569
Other expenses 25,683 16,245 14,003 9,438 2,242
Total operating expenses $ 1,912,893 $ 1,785,776 $ 1,736,552 $ 127,117 $ 49,224
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Significant Changes to Operating Expenses in 2017 —
Total 2017 operating expenses increased by $127.1 million or 7.1% over 2016 as follows:

o Pension costs increased by $12.3 million or 9.7% primarily as a result of the latest
actuarial valuation report.

o Other Post-Employment Benefits ("OPEB”) increased by $54.4 million or 36.8% based
on the latest actuarial estimates.

. Electric power increased by $7.2 million or 9.3% primarily due~to higher rates and
consumption.

. Maintenance and other operating contracts incréased by $26.4 million or 41.2%
primarily due to bussing and ferry service provided for the Penn Station State of Good
Repair.

. Professional Service Contracts increased by.$9.9 million or 38.7% primarily.due to the
write-off of various projects that are ot capital eligible, higher legal fees for state
initiatives and engineering consulting services.

e  Other expenses increased $9.4 million or 58.1% primarily due to higher bad debt
reserve and the demolition of thesElushing building that,had a remaining book value.

Significant Changes to Operating Expenses in 2016—
Total 2016 operating expenses increased by $49.2 million or 2.8% over 2015 as follows:

. Salaries and Wages increased by $24.8'million or 4.1%. The increase in salaries and
wages was primarily due to _higher project and maintenance overtime.

o Pension costs increased, by $21.4 “million or 20.5% primarily as a result of the latest
actuarial valuation report.

o Other Post-Employment Benefits ("OPEB”) increased by $5.9 million or 4.2% based on
the latest actuarial estimates.

. Electricypower decreased by $14.5 million or 15.7% primarily due to a lower average
market price and less consumption.

o Fuel decreasedwby $3.4 million or 19% primarily due to a lower average market price.

o Professional “Service Contracts decreased by $36.7 million or 58.7% primarily due to
the write-off of the East River Tunnel security assets in 2015 and delays in consulting
services and contracts.

o Materials and Supplies increased by $8.9 million or 7.4% primarily due to an increase

in advance material purchases and higher program and production plan material and
supplies purchased.
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Significant Changes to Nonoperating Revenues in 2017

In 2017, operating subsidies from the MTA increased by $229.6 million or 40.4%.
Operating subsidies are provided by MTA to MTA Long Island Rail Road as part of an MTA
approved financial plan.

Increases in operating subsidies primarily relate to:

o Payroll, overtime and health benefits increased by $47.8 million due to general wage
increases.

o Materials and Supplies increased by $22.3 million dueo advance material purchases
and higher production plan purchases.

o Pension costs increased by $70.0 million due te,a cash infusiomyby the MTA into the
LIRR Additional Plan.

. Maintenance and other operating contracts increased, by $23.5 million primarily due to
the state of good repair at Penn Station’.

These increases in operating subsidies are partially offsét by the following:

e Capital and Other Reimbursements decreased by “$9:3 million primarily due to the
timing of activity and reimbursementfor capital and other reimbursements.

In 2017, nonoperating capital project subsidiesfrom,MTA increased by $211.7 million or
42.8 %. Nonoperating capital projects subsidies are provided as part of the MTA approved
five-year Capital Programmswhich supports'three key imperatives: completion of the
restoration of the system which began in 1982; preservation of the investments are made
through timely replacement of assets; and expansion of the MTA transportation network to
better serve the economy of the New York City,region. The amount of these subsidies is
based on scheduled project activity occurring during the current five-year capital program
lifecycle.

Significant Changes to Nonoperating Revenues in 2016

In 2016, operating subsidies from the MTA decreased by $5.0 million or 1%. Operating
subsidies are provided'by MTA to MTA Long Island Rail Road as part of an MTA approved
financial plan.

Decreases in operating subsidies primarily relate to:

o Passenger Revenues increased by $15.7 million primarily as a result of an increase in
ridership.

. Electric power and fuel decreased by $20.1 million due to lower rates and
consumption.

These increases in operating subsidies are partially offset by the following:

o Capital and Other Reimbursements decreased by $6.3 million primarily due to the
timing of activity and reimbursement for capital and other reimbursements.
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In 2016, nonoperating capital project subsidies from MTA increased by $72.0 million or
17.1%. Nonoperating capital projects subsidies are provided as part of the MTA approved
five-year Capital Program which supports three key imperatives: completion of the
restoration of the system which began in 1982; preservation of the investments are made
through timely replacement of assets; and expansion of the MTA transportation network to
better serve the economy of the New York City region. The amount of these subsidies is
based on scheduled project activity occurring during the current five-year capital program
lifecycle

OVERALL FINANCIAL POSITION AND RESULTS OF OPERATIONS AND IMPORTANT
ECONOMIC CONDITIONS

Economic Conditions— Metropolitan New York is the most transit-intensive region in the
United States, and a financially sound and reliable transpartation system is critical to the
region’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 suceess in its
operations, the MTA must identify economic trénds and centinually implement,strategies to
adapt to changing economic conditions.

Preliminary MTA system-wide utilization in 2017 decreased relative to 2016, with ridership
down by 68.9 million trips (2.5%). The decrease is drivemby Subway ridership, which
declined by 29.5 million trips (1.7%), MTA New York City Transit Bus ridership, which
declined by 35.8 million trips (5.6%);, and 'MTA Bus ridership, which declined by 3.5 million
trips (2.8%). In addition, the MTA Long Island Rail Road experienced a decline of 163.4
thousand trips (0.2%). MTA Staten Island Railway ridership increased by 72.3 thousand
trips (4.6%), while MTA Metro-North Railroad ridership wasseffectively unchanged, with a
small increase of 1.6 thousand trips (0.002%). The overall decline in ridership in 2017 was
comprised of a 15.9'million decline in the first quarter, @ 14.7 million decline in the second
quarter, a 21.9 miillion declinge in the third quarter and a 16.4 million decline in the fourth
quarter, all compared\with the same quarter in,2016. Much of the decline in ridership—
around 57%—is driven by a general decline inbus utilization, a trend that began in 2009
and has been observed nationally. Thexdecline in subway ridership is a more recent trend—
beginning in the'third quarter of 2016—which appears to be a reversion to a dynamic more
consistent with the long-term historical relationship rather than that of the years
immediately following the recession, when ridership surged. Vehicle traffic at MTA Bridges
and Tunnels facilities‘increased by 2.6 million crossings (0.9%) in 2017 compared to 2016.
Through,the first half of 2017, crossings decreased by 1.2 million, but large increases in
the third and fourth quarters (1.4 million and 2.4 million respectively) led to the overall
increase for the year. Congestion pricing in Manhattan, which is currently being debated
and may be‘considered for adoption at some point in the future, could impact ridership and
vehicle crossings.aHowever, there is no guarantee that congestion pricing will be approved.

Seasonally adjusted non-agricultural employment in New York City for the fourth quarter
was higher in 2017 than in 2016 by 64.4 thousand jobs (1.5%). On a quarter-to-quarter
basis, New York City employment has increased in each of the last twenty-nine 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.

National economic growth, as measured by Real Gross Domestic Product (*RGDP"),

expanded at an annualized rate of 2.6% in the fourth quarter of 2017 according to the
most recent advance estimate released by the Bureau of Economic Analysis ("BEA"). The
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increase in RGDP reflected positive contributions from personal consumption expenditures,
nonresidential fixed investment, exports, residential fixed investment, state and local
government spending, and federal government spending; these were partially offset by a
negative contribution from private inventory investment. Imports, which are a subtraction
in the Gross Domestic Product ("GDP") calculation, increased. The deceleration in RGDP
growth, relative to the second quarter’s revised 3.2% growth rate, reflected a downturn in
private inventory investment and an increase in imports; these were partially offset by an
acceleration in personal consumption expenditures, nonresidential fixed investment,
exports, state and local government spending, and federal government spending, as well
as an upturn in residential fixed investment.

The New York City metropolitan area’s price inflation, as measured by the Consumer Price
Index for All Urban Consumers (“CPI-U"), was lower thanthe national average in the
fourth quarter of 2017, with the metropolitan area index increasing by 1.7 %, while the
national index increased by 2.1%, when compared with the fourth ‘quarter of 2016. An
8.2% increase in the regional price of energy products,“along with a 7.6% national
increase, impacted overall inflation; in the metrapolitan area, the CPI-U"exclusive of
energy products increased by 1.3%, while nationally, inflation exclusive of‘energy products
was 1.7%. Increasing more than overall enérgy prices, the spot price for New York Harbor
conventional gasoline rose by 14.8%, from an average price of,$1.54 per gallon to an
average price of $1.77 per gallon, between the fourth quarters of 2016 and 2017.

In March and June of 2017, the Federal,Open Market Committee ("FOMC") raised rates
again, with the target range set at 0.75% toe, 1%, in March andythen 1% to 1.25% in June.
The Federal Funds rate was raised to its currentytarget level of 1.25% to 1.5% in
December 2017 in view of realized and‘expected laboer market conditions and inflation.
Despite raising the target rate in the fourth quarter of 2017, monetary policy continued to
be accommodative, supporting strong labarsnarket conditions and a sustained return to 2
percent inflation. The unemployment rate continued to‘decline, while household spending
continued to expand at a moderate rate and business fixed investment continued to pick
up. Both overall'inflation andlinflation for items other than food and energy remained
below 2 percent on a 12-month,basis, and overall inflation is expected to remain below 2
percent in the short-term.,Despite thispsurvey-based measures of longer-term inflation
expectations were, little changed. Consistent with its statutory mandate, the FOMC seeks to
foster maximum employment and price stability. The FOMC expects that the economy will
continue to expand‘at a moderate, pace, labor market conditions will remain strong, and
inflation will stabilizearound 2 percent over the medium term. Gradual increases in the
Federal Funds rate can'be expected, but that the rate will remain below long-term levels
for quite some time. Near-term risks to economic outlook appear roughly balanced, and
the FOMC continues to closely monitor inflation indicators and global economic and
financial developments.

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 thereby impact receipts from the Mortgage Recording Tax ("MRT")
and Urban Tax, two important sources of MTA revenue. Mortgage Recording Tax collections
for the fourth quarter of 2017 were lower than the fourth quarter of 2016 by $7.2 million
(6.1%); receipts in the fourth quarter of 2017 were $11.9 million (9.7%) lower than
receipts from the third quarter of 2017. Despite the gradual overall recovery of MRT
receipts that began in 2012, average monthly receipts in 2017 remain $25.2 million
(39.5%) worse than the monthly average for 2006, 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,
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and can vary significantly from quarter to quarter based on the timing of exceptionally
high-priced transactions - were $16.1 million (9.9%) lower than receipts for the fourth
quarter of 2016; receipts in the fourth quarter of 2017 were $16.1 million (12.4%) higher
than receipts from the third quarter of 2017. Average monthly receipts in 2017 were $24.8
million (33.7%) lower than the monthly average for 2007, just prior to the steep decline in
Urban Tax revenues.

Results of Operations—In 2017, MTA Long Island Rail Road’s On-Time Performance
(“"OTP") decreased to 91.4% from 2016’s 92.7%. In 2017, the decrease in OTP was
attributable primarily to weather related events and equipment isSues. As a result of this
decline, senior staff has engaged in a top-to-bottom assessment of the LIRR operations
and will soon introduce a Performance Improvement Plan (PIP): This plan will target key
areas, to yield maximum effect, with concentrations on enhancing/expanding
communications; accelerating recovery from delays andi{disruptions;j.and bolstering our
preparedness for seasonal impacts to service.

The PIP will lay out near-term as well as long-term goals, from procuring additional snow-
fighting equipment to intensifying inspection protocols to «evising the messagingsprotocols
used by our Public Information Office ("P10%). Thisywill be aisystemic, sustained program
that will reverberate through the company and leavewirtually'mo area untouched.

The railroad attained a mean distance between failures (MDBF)—the distance a train
travels before experiencing a mechanical problem—of 205,270 miles. This exceeded the
2017 goal of 200,000 miles by 2.6%, but represents, a 3.2% decrease from 2016.
Although the decline was a result of the retreating C-3 fleet performance from its record
high previous year performance, C-3 still managed to, achieve/its second best-ever
performance. LIRR continues its efforts of optimizing thewreliability-centered maintenance
program, enterprise assetfmanagement system implementation, new M-9 fleet
preparedness, and_ihitiatives targeting the ‘performance of the entire fleet.

SIGNIFICANT CAPITAL ASSET ACTIVITY

Capital Program—The MIA Long Island Rail Road completed 150t Street Jamaica bridge
rehabilitation, employee ‘facilities renewal, replacement of escalators at various stations,
systems restorationnat Wreck, Lead Bridge, Main Line Double Track Phase II Design,
Spéonk to Montauk Signalizationj the, 2017 Annual Track Program and Post Avenue Bridge
Replacement.

The Jamaica Capacity Improvements project finalized completion of the Johnson Avenue
Yard Reconfiguration and construction of the South Bypass Track in 2017.

The installation of,a new Automatic Speed Control Signal System from Speonk to Montauk
was completed “and went into service in November 2017, thus eliminating all “Dark
Territory” — i.e. non-signalized along the Montauk branch.

Main Line Double Track: The Phase II Design Build Civil and Sitework contract between
Central Islip to Farmingdale was completed. This included vegetation clearing and removal
of unfit material, construction of retaining structures, and installation of a new track bed
with sub-ballast for the new second track. Track, systems and station platform work
continues in 2018 with new grade crossing concrete pad installation and the demolition of
the Pinelawn Station shelter.
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Positive Train Control: The design, integration, and furnishing of a Positive Train Control
(“"PTC") system are ongoing. Improved delivery schedules for on-board and wayside kits
were established that will support installation and earlier utilization of PTC on more track
segments and by a greater number of trains.

Atlantic Avenue Tunnel Lighting: Replacement of the tunnel lighting system in the Atlantic
Avenue Tunnel between East New York Station and Atlantic Terminal in Brooklyn began in
March 2017.

Rehabilitation and waterproofing of the 150th Street Jamaica Bridge,was completed in
2017.

Post Avenue Bridge in Westbury was replaced with a new bridge in October 2017.
Demolition of the old span and installation of the new improved bridge required a 48-hour
suspension of Main Line train service between Hicksville and Mineola and the use of
alternate bus service and train diversions.

Oil City Substation replacement was completed in 2017. Besign-Build replacement of the
Long Beach Substation continued in 2017 with an estimated,completion date of March
2018. Replacement of underwater cables, the bridge electricahsystem, and the emergency
generator at the Wreck Lead Bridge over which takes the LIRR over Reynolds Channel was
completed at the close of 2017.

First Avenue Substation Restoration to provide new fully operational AC Switchgears was
completed in 2017.

The 2017 Annual Track Program continued LIRR’s cyclicalreplacement of track assets,
including replacement.of42,145 mechanized ties on the Babylon and Montauk branches;
24,816 concrete ties on the Babylon branch; 14 grade ¢€rossings on the Babylon, Montauk,
and West Hempstead branches; 134,117 pieces of contingency welded rail on the Babylon
branch; and 3 surfacing interlocking switches'on the Greenport branch.

The LIRR continued its‘investment intthe MTA~wide Enterprise Asset Management ("EAM")
initiativer The EAM program will align with ISO55000 standards, Federal Transit
Administration (*FTA") requirements, and other industry “best practices.”

OTHER

Customer Service—The LIRR continued its efforts to improve the customer experience by
the use of social media tools to respond to customer concerns in real time and the LIRR’s
Public Information Office, which operates 24/7, in order to provide customers with email
alerts, station‘announgéments, electronic branch line messages, onboard announcements,
and website updates, especially during service disruptions. The LIRR continues to explore
new ways to improve customer communication.

Customer Amenities - During 2017, LIRR completed and advanced several station
improvement projects. These included:

e The LIRR completed installation of new all-weather duty escalators at six Babylon

Branch stations. All escalators are equipped with safety enhancements and provide
remote monitoring capability.
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e A construction contract was awarded for two new elevators along with platform and
street level improvements at Murray Hill Station on the Port Washington Branch in
Queens, NY in December 2017. Work elements include two new elevator shafts,
machine rooms, associated cut-back and reinstallation of retaining walls, new ADA
compliant tactile warning strips on platform edges, lighting in areas surrounding the
elevators, CCTV cameras, sighage, and bird control.

e Hicksville Station improvements continue. This station project includes the installation
of new platforms, platform waiting rooms, canopies, elevators, escalators, stairways,
signage, security cameras, Wi-Fi, and charging ports.

e Rehabilitation of the Wantagh Station continues to progress. This project will replace
the station platform, platform waiting room, canopy, escalator, platform lighting,
communications and security systems, and drainaget A new elevator will also be
installed to make the station wheelchair accessible. Construction began during 2016
and is scheduled for completion in September 2018.

e Advanced the rehabilitation of the elevated Nostrand Ave Station. This'work includes
replacement of the station platforms, railings, canopy, overpasses, platform stairs, and
the installation of new elevators, station lighting,electricalhand communication
systems, CCTV security cameras, and signage. Construction is currently underway and
is forecasted for completion in March 2019.

e Stewart Manor Station building improvements are being made under the Enhanced
Station Initiatives. This project has deployed,best architectural and design practices to
upgrade the station building as welltas install new, LED lighting, USB charging ports, Wi-
Fi service, and interactive digital kiosks.

e Advanced improvements to the Flushing-Main Street Station. This project includes the
installation offnew hydraulic elevators, platform railings, staircases, lighting, station
plaza, tactile warning strips on platform edges, CCTV security cameras, and ticket
office. Construction began in,March 2016 with construction completion forecasted for
June 2018.

e LIRR has begun construction of a new platform at Jamaica Station, which will provide a
dedicated location for future scoot,train service between Jamaica and Brooklyn, as part
of\ithe East Side Access service plan.

Separately, the LIRR Main Line Expansion project has been approved by the Board and a
contract has\been awarded. The LIRR Main Line Expansion project will improve commutes,
safety, quality of life and the environment on Long Island by adding Third Track to the
almost 10-mile segment of the Main Line in Nassau County and eliminating seven at-grade
roadway crossings.

Customer Satisfaction - In 2017, the LIRR “Overall Customer Satisfaction” decreased to
77% from 84% in 2016. Historically, customers perceive “"On Time Performance” as a key
service attribute that is significantly tied to train service operations. The survey score for
“On Time Performance” in 2017 was 73% vs. 79% in 2016, down six points - also
mirroring a six point drop from the “Overall Train Service” score (76% vs. 82%). There
were a significant number of planned and unplanned service disruptions during 2017 that
likely resulted in the lower satisfaction scores. On the positive side, there is a consistent
trend in high satisfaction scores related to employees. “Overall Courtesy and
Responsiveness of Employees” scored 90%, and “Professional Appearance of Conductors”

-18 -

Master Page # 257 of 588 - Audit Committee Meeting 4/23/2018



and “Courtesy and Responsiveness of Conductors” - both received high satisfaction scores
of 92%.

The LIRR is currently developing a performance improvement plan to address many of the
underlying reasons for the decline in customer satisfaction.

CURRENT KNOWN FACTS, DECISIONS OR CONDITIONS

Labor Negotiation Update — Negotiation of new agreement ween the MTA Long
Island Rail Road and the unions covering all of the MTA Lon nd Rail Road represented
employees, whose contracts expired on December 15, 20 completed with all
unions in 2017 except the Independent Railway Supervi ion ("IRSA") which is
ongoing.
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MTA LONG ISLAND RAIL ROAD

(Component Unit of the Metropolitan Transportation Authority)

STATEMENTS OF NET POSITION
DECEMBER 31, 2017 AND 2016
(Dollars in thousands)

ASSETS AND DEFERRED OUTFLOWS OF RESOURCES

CURRENT ASSETS:

Cash (Note 3)

Fare cards

Invested funds at MTA

Receivables:
Passenger
Due from MTA and affiliated agencies (Note 11)
Due from NYSDOT
Rents
Other
Less allowance for doubtful accounts

Receivables—net

Materials and supplies, net of allowance of $48,596 and
$45,073 in 2017 and 20165 respectively
Prepaid expenses and other'current assets

Total current'assets

NONCURRENT ASSETS:
Capital assetsg(Notes 2 and 5):
Land and construction work=in-progress
Other Capital assets (net of accumulated depreciation)

Total noncurrent assets
Total assets

DEFERRED OUTFLOWS OF RESOURCES
Deferred outflows for.pensSion (Note 7)

Total deferred outflows of resources

TOTAL ASSETS AND DEFERRED OUTFLOWS OF RESOURCES $

See notes to financial statements
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2017 2016
5,441 $ 12,449
10,444 11,743
9,573 10,238
11,327 11,673
149,844 78,886
384 1,823
3,009 2,263
42,220 28,047
(7,443) (3,297)
199,341 119,395
136,588 121,890
33,458 33,736
394,845 309,451
1,395,871 1,084,020
4,706,390 4,629,930
6,102,261 5,713,950
6,497,106 6,023,401
339,676 365,634
339,676 365,634
6,836,782 $6,389,035

(Continued)
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MTA LONG ISLAND RAIL ROAD

(Component Unit of the Metropolitan Transportation Authority)

STATEMENTS OF NET POSITION
DECEMBER 31, 2017 AND 2016
(Dollars in thousands)

2017 2016
LIABILITIES, DEFERRED INFLOWS OF RESOURCES AND NET/POSITION
CURRENT LIABILITIES:
Accounts payable 99,153 $ 100,492
Due to MTA and affiliated agencies (Note 11) 34,319 38,333
Accrued expenses and other liabilities:
Salary, wages and payroll taxes 32,661 26,979
Vacation and sick pay benefits 71,657 68,625
Current portion—retirement and death benefits 1,943 2,592
Current portion—estimated liability arising from
injuries to persons (Note 9) 24,064 26,530
Current portion—loan repayment (Note, 10 ) 3,026 -
Environmental remediation (Note 13) 4,791 4,954
Total accrued expenses 138,142 129,680
Unearned revenues 15,769 15,778
Total current liabilities 287,383 284,283
NONCURRENT LIABILITIES:
Estimated liability arising from injuries to persons (Note 9) 87,788 73,368
Net pension liability 1,194,417 1,292,706
Postemployment benefits other than pensions (Note 8) 869,786 727,390
Environmental remediation (Note 13) 24,427 25,354
Loandrepayment (Note 10 ) 22,826 -
Otherilong-term liabilities (Note 14) 82,089 88,160
Total nencurrent liabilities 2,281,333 2,206,978
Total liabilities 2,568,716 2,491,261
DEFERRED INFLOWS 'OF RESOURCES:
Deferred inflows from pension 21,959 23,562
Total deferred inflows of resources 21,959 23,562
NET POSITION:
Net investment in capital assets 6,102,261 5,713,950
Unrestricted deficit (1,856,154) (1,839,738)
Total net position 4,246,107 3,874,212
TOTAL LIABILITIES AND NET POSITION $ 6,836,782 $ 6,389,035

See notes to financial statements. (Concluded)
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MTA LONG ISLAND RAIL ROAD

(Component Unit of the Metropolitan Transportation Authority)

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION

YEARS ENDED DECEMBER 31, 2017 AND 2016
(Dollars in thousands)

OPERATING REVENUES:
Passenger
Rents and utilities
Advertising
Food and beverage
Other

Total operating revenues

OPERATING EXPENSES:
Salaries and wages
Retirement and other employee benefits
Post Employment Benefits other than pensions
Electric Power
Fuel
Insurance
Claims
Maintenance and other operating contracts
Environmental remediation
Professional service contracts
Material and supplies
Depreciation and amortization
Other

Total operating expenses
Net (recoverables)/.expenses relatéd to asset impairment
OPERATING LOSS

NONOPERATING REVENUES:
Operating subsidies from MTA
FTA/FEMA Reimbursement

Total nonoperating revenues

LOSS BEFORE CAPITAL EONTRIBUTIONS

CAPITAL CONTRIBUTIONS—
MTA contributions for capital projects

CHANGE IN NET POSITION
NET POSITION—Beginning of year

NET POSITION—EnNd of year

See notes to financial statements.
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2017 2016
$ 727,597 $ 712,347
24,511 25,427
12,201 14,796
2,819 2,999
13,443 12,390
780,571 767,959
633,269 628,286
320,483 312,152
202,218 147,844
84,769 77,567
16,253 14,305
20,524 22,690
18,301 16,588
90,287 63,924
3,401 (1,756)
35,779 25,800
121,812 128,537
340,114 333,594
25,683 16,390
1,912,893 1,785,921
- (145)
(1,132,322) (1,017,817)
798,040 568,425
45 -
798,085 568,425
(334,237) (449,392)
706,132 494,429
371,895 45,037
3,874,212 3,829,175
$ 4,246,107 $ 3,874,212
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MTA LONG ISLAND RAIL ROAD

(Component Unit of the Metropolitan Transportation Authority)

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2017 AND 2016
(Dollars in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
Passenger receipts
Rents, advertising, and other receipts
Payroll and related fringe
Other operating expenses

Net cash used in operating activities

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES:
Operating subsidies from MTA
FTA/FEMA reimbursement

Cash provided by noncapital financing activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:
Capital contributions from MTA
Capital expenditures incurred for capital program

Net cash (used in)/provided by capital financing activities

NET INCREASE (DECREASE) INNCASH
CASH—Beginning of year
CASH—ENd of year

RECONCILIATION OF CASH FLOWS FROM

OPERATING ACTIVITIES:

Operating loss

Adjustments'to reconcile operating loss to net cash
used in operating activities:
Depreciation‘andiamortization
Net increase in‘accounts payable, accrued expenses,

other liabilities, unearned revenues

Net (increase) decrease in receivables

Net decrease (increase).in materials and supplies, prepaid expenses and

other current assets, other assets

NET CASH USED IN OPERATING ACTIVITIES
NONCASH CAPITAL AND RELATED FINANCING ACTIVITIES

Contributed capital assets
Capital assets related liabilities

TOTAL NONCASH CAPITAL AND RELATED FINANCING ACTIVITIES

See notes to financial statements.
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2017 2016
$ 727,335 $ 710,966
52,834 56,839
(1,114,134) (856,837)
(446,668) (458,254)
(780,633) (547,286)
798,040 568,425
45 -
798,085 568,425
1,132,663 207,391
(1,157,122) (221,393)
(24,459) (14,002)
(7,007) 7,137
12,448 5,311
$ 5,441 $ 12,448

$(1,132,322)

$ (1,017,817)

340,114 333,594
75,852 279,329
(77,112) 4,824
12,835 (147,216)
$ (780,633) $ (547,286)
$ 428,697 $ 282,877
55,033 37,007
$ 483,730 $ 319,884
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MTA LONG ISLAND RAIL ROAD

(Component Unit of the Metropolitan Transportation Authority)

NOTES TO FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016
(Dollars in thousands, except as noted)

1. BASIS OF PRESENTATION

Reporting Entity—In 1966, the Metropolitan Transportation Authority ("MTA") acquired
the capital assets of MTA Long Island Rail Road from the former\Pennsylvania Railroad
Company. In February 1980, MTA Long Island Rail Road became axcomponent unit of the
MTA pursuant to New York State Public Authorities Law."MTA Long Island Rail Road is a
part of the related financial reporting group of the MTAyand,is a component unit of the
MTA. The MTA is a component unit of the State offNew York.

MTA Long Island Rail Road performs a publicéservice of providing essential passenger
transportation between New York City and LongIsland. Substantial deficits result from
providing these services and MTA Long Island Rail'Road@xpects that such déeficits will
continue in the foreseeable future. Funding for MTA Long,Island Rail Road’s operations and
capital needs is provided by MTA, which obtains the required funds from state and federal
grants, the sale of bonds to the public and other sources. Certain funding by MTA is made
to MTA Long Island Rail Road on a discretionary basis. The contindance of MTA Long Island
Rail Road’s operations has been, and will continueyto be, dependent upon the receipt of
adequate funds to subsidize operating deficits.

MTA Long Island RailfRoad isyoperationally.and legally independent of the MTA. MTA Long
Island Rail Road enjoys certain\rights typically associated with separate legal status.
However, MTA LongiIsland Rail Road is included in the MTA’s consolidated financial
statements as a blended component unit because of the MTA’s financial accountability and
MTA Long Island Rail'Road is under,the direction of the MTA Board (a reference to "MTA
Board” means,;the board of MTA and/or the'boards of the MTA Long Island Rail Road and
other MTA component units that apply in the specific context, all of which are comprised of
thessame persons). Under accounting principles generally accepted in the United States of
America ("GAAP"), the MTA is required to include MTA Long Island Rail Road in its
consolidated financial statements.

MTA Long Island Rail Road is not liable for real estate or personal property taxes on its
properties‘or sales taxes on substantially all its purchases.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Accounting—The accompanying 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 Long Island Rail Road applies Governmental Accounting Standards Board

("GASB") Codification of Governmental Accounting and Financial Reporting Standards
(“"GASB Codification”) Section P80, Proprietary Accounting and Financial Reporting.
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New Accounting Standards—

The MTA Long Island Rail Road adopted the following GASB Statements for the year ended
December 31, 2017:

GASB Statement No. 73, Accounting and Financial Reporting for Pensions and Related
Assets That Are Not within the Scope of GASB Statement No. 67, and Amendments to
Certain Provisions of GASB Statements 67 and 68, establishes requirements for defined
benefit pension plans and defined contribution plans that are not within the scope of GASB
Statement No. 68, Accounting and Financial Reporting for Pensions »GASB Statement No.
73 extends the approach to accounting and financial reporting&stablished in GASB
Statement No. 68 to all pensions to reflect that for accounting and financial reporting
purposes, any assets accumulated for pensions that are providedithrough pension plans
that are not administered through trusts that meet the ¢riteria specified in GASB
Statement No. 68, should not be considered pensiongplan-assets. It also requires that
information similar to that required by GASB StatementiNo. 68 be included in notes to
financial statements and required supplementary information by all similarly situated
employers and nonemployer contributing entities. The requirements of this Statement are
effective for fiscal years beginning after Juné 15, 2016. The,adoption of this Statement
had no impact on the LIRR’s financial statements.

GASB Statement No. 74, Financial Reporting for Postemployment Benefit Plans Other Than
Pension Plans, establishes accountingrand financial reporting, standards for state and local
governmental other postemployment benefit ("OPEB”) plans. The Statement replaces
GASB Statement No. 43, Financial Reporting forPostemployment Benefit Plans Other Than
Pension Plans, as amended, and GASB Statement No. 57, OPEB Measurement by Agent
Employers and Agent Multiple-Employer ‘Plans4£The requirements of this Statement are
effective for fiscal yearstbeginning after June 15, 2016. | The adoption of this Statement
had no impact on the LIRR’s financial statements.

GASB Statement No. 80, Blending Requirements for Certain Component Units establishes
an additional blending requirement for the financial statement presentation of component
units. This Statement appliés to componentinits that are organized as not-for-profit
corporations in which the‘primary government is the sole corporate member, as identified
in the'component unit’s articles, of incorporation or bylaws. The requirements of this
Statement are effective, for reporting periods beginning after June 15, 2016. The adoption
of this Statement had no.impaction the LIRR's financial statements. No additional
disclesures are required.

GASB Statement No. 81, Irrevocable Split-Interest Agreements establishes accounting and
financial reporting standards for split-interest agreements, which are a type of giving
agreement used by donors to provide resources to two or more beneficiaries, including
governments. The Statement provides recognition and measurement guidance for
situations in which 'a government is a beneficiary of the agreement by requiring the
government to recognize assets, liabilities, and deferred inflows of resources at the
inception of the agreement. The requirements of this Statement are effective for financial
statements for periods beginning after December 15, 2016. The adoption of this
Statement had no impact on the LIRR’s financial statements, as the LIRR does not enter
into such agreements.

GASB Statement No. 82, Pension Issues: An Amendment of GASB Statements No. 67, No. 68

and No. 73 addresses certain issues that have been raised with respect to GASB Statements
No. 67, Financial Reporting for Pension Plans, Statement No. 68, Accounting and Financial
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Reporting for Pensions, and Statement No. 73, Accounting and Financial Reporting for Pensions
and Related Assets That Are Not within the Scope of GASB Statement No. 68, and Amendments
to Certain Provisions of GASB Statements Nos. 67 and 68. Specifically, this Statement
addresses issues regarding (1) the presentation of payroll-related measures in required
supplementary information, (2) the selection of assumptions and the treatment of deviations
from the guidance in an Actuarial Standard of Practice for financial reporting purposes, and (3)
the classification of payments made by employers to satisfy employee (plan member)
contribution requirements. The requirements of this Statement are effective for reporting
periods beginning after June 15, 2016. The adoption of this Statement adjusted the presentation of
payroll-related measures in the required supplementary information, but did not have an impact on the
MTA'’s financial statements.

Accounting Standards Issued but Not Yet Adopted -

GASB has issued the following pronouncements that may-affect the future,financial
position, results of operations, cash flows, or financial presentation of the MTA Long Island
Rail Road upon implementation. Management has not yetyevaluated the effect of
implementation of these standards.

GASB LIRR Required
Statement No. GASB Aecounting Standard Year of Adoption
75 Accounting and Financial Reporting  fon 2018

Postemployment Benefits Other ThamBension
83 Certain Asset Retirement Obligations 2019
84 Fiduciary Aetivities 2019
85 Omnibus 2017 2018
86 Certain Debt Extinguishment Issues 2018
87 Leases 2020
g8 Certain Disclosures Related to Debt, Including Direct 2019

borrowings and Direct Placements

Use of Management’s Estimates—The preparation of financial statements in conformity
with“accounting principles.generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of
assets and liabilities, and disclosure of contingent assets and liabilities at the date of the
financial statements, and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ significantly from those estimates and
assumptions.

MTA Investment Pool—The MTA, on behalf of the MTA Long Island Rail Road, invests
funds, which are not immediately required for the MTA Long Island Rail Road’s operations
in securities permitted by the New York State Public Authorities Law, including repurchase
agreements collateralized by U.S. Treasury securities, U.S. Treasury notes and U.S.
Treasury zero-coupon bonds. All investments are held by the MTA's agent in custody
accounts in the name of the MTA. The Authority categorizes its fair value measurement
within the fair value hierarchy established by U.S. GAAP. The hierarchy is based on the
valuation inputs used to measure fair value of the assets. Level 1 inputs are quoted prices
in an active market for identical assets; Level 2 inputs are significant other observable
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inputs; and Level 3 inputs are significant unobservable inputs. Long Island Rail Road’s
investment in the MTA Investment Pool is value based on other observable inputs (Level 2
inputs).

Materials and Supplies—Materials and supplies, except for rebuilt items, are valued at
the lower of average cost or market, net of obsolescence reserve. Rebuilt items are
recorded at 50% of their average purchase price.

Fare Cards—MTA Long Island Rail Road sells joint prevalued MetroCard (“fare cards”) on
consignment on behalf of an affiliated agency. Such fare cards aré recorded at cost and
reimbursed to the affiliated agency upon sale.

Capital Assets—Capital assets and improvements include allland, construction work-in-
progress, buildings and structures, equipment, infrastructure—road and leasehold
improvements of MTA Long Island Rail Road having aaminimum usefullife of 3 years and a
cost of more than $25. Capital assets also include the Pennsylvania Station Leasehold
further discussed in Note 6 to these financial statements.

Capital assets are stated at historical cost. Accumulated depreciation and amortization are
reported as reductions of capital assets. Depreciation,is computed using thestraight-line
method based upon estimated useful lives; 7 to 50 years for buildings and structures; 25
to 35 years for passenger cars, locomotives and work train equipment; 3 to 20 years for
other equipment; and 6 to 43 years for.infrastructure—road Capital lease assets and
leasehold improvements are amortized over.the term of the lease or the life of the asset,
whichever is less. The Pennsylvania Station Leasehold is amortized over 30 years.

MTA Long Island Rail Road reviews long-lived assets for impairment when events or
circumstances indicatesthat,the carrying amount may not be recoverable and records the
appropriate loss whén assets are disposed of or are determined to be impaired.

Pollution Remediation Projects—Effective January 1, 2008, pollution remediation costs
have been charged in accordance with the proyvisions of GASB Statement No. 49,
Accounting and Financial Reporting forsPollution Remediation Obligations (see Note 13). An
operating expense provisiomyand corresponding liability measured at its current value using
the expected cash flow method,have been recognized for certain pollution remediation
obligations that previously may net have been required to be recognized, have been
recognized earlier than in the past or are no longer able to be capitalized as a component
of a capital project. Pollution remediation obligations occur when any one of the following
obligating events takes place: an imminent threat to public health due to pollution exists;
the MTA Long, Island Rail Road is in violation of a pollution prevention-related permit or
license; the"MTA Long Island Rail Road is named by a regulator as a responsible or
potentially responsibledparty to participate in remediation; the MTA Long Island Rail Road
is named or there isfevidence to indicate that it will be named in a lawsuit that compels
participation in remediation activities; or the MTA Long Island Rail Road voluntarily
commences or legally obligates itself to commence remediation efforts.

Operating Revenues—Passenger revenues are recognized as income as they are used.
Tickets are assumed to be used in the month of purchase with the exception of advance
purchases of monthly and weekly tickets. Unearned revenues are recognized for the
estimated amount of unused tickets. Revenues from rents are recognized as earned.
Revenues from sundry, such as food and beverages, are recorded when the items are sold.
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Nonoperating Revenues—Nonoperating subsidies are provided to MTA Long Island Rail
Road by MTA as part of an MTA approved financial plan. Nonoperating capital projects
subsidies are provided as part of the MTA approved 5 Year Capital Program based on
scheduled project activity occurring during the current 5 year capital program lifecycle.

Nonexchange Transactions with MTA — In accordance with GASB Statement No. 33,
Accounting and Financial Reporting for Nonexchange Transactions, funds contributed by
MTA for the MTA Long Island Rail Road’s capital project expenditures are reported as
nonoperating revenue when such expenditures are accrued. MTA contributions for capital
projects are included as nonoperating capital projects subsidy in the,accompanying
statements of revenues, expenses and changes in net positions«

The cost of certain services provided by MTA for the benefit of‘the, MTA Long Island Rail
Road is accrued as incurred. MTA does not charge the MTA Long Island Rail Road (or other
related groups) for the cost of Police services relatingsto the other lines.

Operating and Non-Operating Expenses—OQOperating and non-operatingiexpenses are
recognized in the accounting period in which the liability is incurred. All expensessrelated to
operating the MTA Long Island Rail Road are reported as operating expenses. All other
expenses are reported as non-operating expenses.

Compensated Absences—MTA Long Island Rail Road has accrued the full value
(including fringe benefits) of all vacation and sick leave benefits earned by employees to
date if the leave is attributable to past service and it is probable that MTA Long Island Rail
Road will compensate the employees for the benefits through'paid time off or some other
means, such as cash payments at termination or retirement.

Liability Insurance—FMTAC, an insurancecaptive subsidiary of MTA, operates a liability
insurance program(“ELF") that insures certain claims in excess of the self-insured
retention limits of the agencies on both a retrospective (claims arising from incidents that
occurred before October 31, 2003) and prospective (claims arising from incidents that
occurred on or after'October 31, 2003) basis. For claims arising from incidents that
occurred on or after November1, 2006;.but.before November 1, 2009, the self-insured
retention’limits for MTA Long,Island Rail'Road was $8 million. For claims arising from
incidents that occurred on or after November 1, 2009, but before November 1, 2012, the
self-insured retentian limits for MTA Long Island Rail Road was $9 million. Effective
November 1, 2012 the self-insured retention limits for ELF was increased to $10 million for
MTA"Long Island Rail Road. Effective October 31, 2015, the self-insured retention limits for
ELF was increased to $11 million for the MTA Long Island Rail Road. The maximum amount
of claimsarising out of any one occurrence is the total assets of the program available for
claims, but'in no event greater than $50 million. The retrospective ELF program for
occurrences happening'on or before October 30, 2003. On a prospective basis, FMTAC
issues insurance‘policies indemnifying the other MTA Group entities above their specifically
assigned self-insured retention with a limit of $50 million per occurrence with a $50 million
annual aggregate. FMTAC charges appropriate annual premiums based on loss experience
and exposure analysis to maintain the fiscal viability of the program. On December 31,
2017, the balance of the assets in this program was $139.6 million.

MTA also maintains an All-Agency Excess Liability Insurance Policy that affords the MTA
Group additional coverage limits of $350 million for a total limit of $400 million ($350
million excess of $50 million). In certain circumstances, when the assets in the program
described in the preceding paragraph are exhausted due to payment of claims, the All-
Agency Excess Liability Insurance will assume the coverage position of $50 million.
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On March 1, 2017, the “nonrevenue fleet” automobile liability policy program was renewed.
This program provides third-party auto liability insurance protection for the MTA Group
with the exception of MTA New York City Transit and MTA Bridges and Tunnels. The policy
provides $11 million per occurrence limit with a $0.5 million per occurrence deductible for
MTA Long Island Rail Road FMTAC renewed its deductible buy back policy, where it
assumes the liability of the agencies for their deductible.

On December 15, 2017, FMTAC renewed the primary coverage on the Station Liability and
Force Account liability policies $11 million per occurrence loss for MTA Long Island Rail
Road.

Property Insurance — Effective May 1, 2017, FMTAC renewed the all-agency property
insurance program. For the annual period commencingf May 1, FMTAC directly insures
property damage claims of the other MTA Group entities in“excess of a $25,000 per
occurrence self-insured retention, subject to an annual, $75,000 aggregate as well as
certain exceptions summarized below. The totaldAll"Risk program“annual limit is $675
million per occurrence and in the annual aggrégate for Flood and Earthquake covering
property of the Related Entities collectively. £/FEMTAC is seinsured in the'domestic, Asian,
London, European and Bermuda reinsurance markets for)this coverage. Losses occurring
after exhaustion of the deductible aggregate are subject.to a‘deductible of $7.5 million per
occurrence. The property insurance policy provides replacement cost coverage for all risks
(including Earthquake, Flood and Wind) of direct physical loss or damage to all real and
personal property, with minor exceptions. The policy “also. provides extra expense and
business interruption coverage.

Supplementing the $675 million per occurrence noted above, FMTAC's property insurance
program has been expanded to include a furthér layer ofi$125 million of fully collateralized
earthquake coverage_foran, event of a certain index value and for storm surge coverage
for losses from storm surges that surpass specified trigger levels in the New York Harbor or
Long Island Sound and are‘associated with. named storms that occur at any point in the
three year period from May 23, 2017 to April 30, 2020. The expanded protection is
reinsured by MetroCat Re Ltd:,2017-1, a Bermuda special purpose insurer independent
from the MTA and formed to provide EMTAC with capital markets based property
reinsurance. The,MetroCat Re Ltd. 2017-1 reinsurance policy is fully collateralized by a
Regulation 114 trust invested in U.S. Treasury Money Market Funds. The additional
coverage providedtis parametric,and available for storm surge losses resulting from a
storm, that causes water levels that reach the specified index values, and also for an
earthquake event of a certain index value.

With respectito acts of terrorism, FMTAC provides direct coverage that is reinsured by the
United States Government for 83% of “certified” losses in 2017 and 82% of “certified”
losses in 2018 and 819% of “certified” losses in 2019, as covered by the Terrorism Risk
Insurance Program ‘Reauthorization Act ("TRIPRA”) of 2015. The remaining 17% (2017),
18% (2018) and 19% (2019) of the Related Entities’ losses arising from an act of terrorism
would be covered under the additional terrorism policy described below. No federal
compensation will be paid unless the aggregate industry insured losses exceed a trigger of
$140 million in 2017, $160 million in 2018 and $180 million in 2019. The United States
government’s reinsurance is in place through December 31, 2020.

To supplement the reinsurance to FMTAC through the 2015 Terrorism Risk Insurance
Program Reauthorization Act (“TRIPRA”) program, the MTA obtained an additional
commercial reinsurance policy with various reinsurance carriers in the domestic, London
and European marketplaces. That policy provides coverage for (1) 17% of any “certified”
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act of terrorism in 2016—up to a maximum recovery of $182.8 million for any one
occurrence and in the annual aggregate during 2017, 18% of any “certified” act of
terrorism up to a maximum recovery of $193.5 million for any one occurrence and in the
annual aggregate during 2018 and 19% of any “certified” act of terrorism up to a
maximum recovery of $204.3 million for any one occurrence and in the annual aggregate
during 2019, (2) the TRIPRA FMTAC captive deductible (per occurrence and on an
aggregated basis) that applies when recovering under the “certified” acts of terrorism
insurance or (3) 100% of any “certified” terrorism loss which exceeds $5 million and less
than the $140 million TRIPRA trigger up to a maximum recovery of $140 million for any
occurrence and in the annual aggregate during 2017, or 100% of any “certified” terrorism
loss which exceeds $5 million and less than the $160 million TRIPRA trigger up to a
maximum recovery of $160 million for any occurrence and_hn the annual aggregate during
2018 or 100% of any “certified” terrorism loss which excéeds $5.million and less than the
$180 million TRIPRA trigger up to a maximum recovery. of $180"“million for any occurrence
and in the annual aggregate during 2019.

Additionally, MTA purchases coverage for acts©f terrorism which are“not, certified under
TRIPRA to a maximum of $182.8 million inf 2017, $193.5 million in 2018 _and $204.3
million in 2019. Recovery under the terrerism policy is)subject to a deductible of $25
million per occurrence and $75 million in the annual aggregate in the event of multiple
losses during the policy year. Should the Related Entities’ deductible in any one year
exceed $75 million future losses in that policy yearare, subject to a deductible of $7.5
million. The terrorism coverages expire,at midnight on May 1, 2019.

All Agency Protective Liability— FMTAC issued a policy to cover MTA’s All Agency
Protective Liability Program (“AAPL"), which is designed to protect the MTA and its
agencies against the potential liability arising ffom independent contractors working on
capital projects. EffectiveJune 1, 2017, theset retention to the Company is $2 million.
FMTAC also issued a policy for$9 million excess of $2 million per occurrence with an $18
million annual aggregate.

Self-Insurance and Risk Retention — The MTA Long Island Rail Road is self-insured for
liabilities arising from ‘injuries to passengers; employees and others with the exception of
injuries 0 non-employees and off-duty“employees arising from occurrences at NYS stations
(“Station Liability”),'and employees and non-employees, arising from reimbursable project
wofk (“Force Account”). The MTA Long Island Rail Road accrues the estimated total cost
for the self-insured liability arising out of these claims. For incidents occurring on or before
Octoben 31, 2012, claims arising from Station Liability and Force Account are fully insured
up to $9 million per occurrence. That amount was increased to $10 million per occurrence
for incidents)occurring on or after November 1, 2012 and increased to $11 million on
October 31,°2015.

Deferred Compensation Plan—The MTA and its affiliated agencies’ employees are
participants in a deferred compensation plan established in 1985 in accordance with
Internal Revenue Code Section 457. MTA Long Island Rail Road established a trust or
custodial account to hold plan assets for the exclusive use of the participants and their
beneficiaries. Accordingly, at December 31, 2017 and 2016, plan assets and liabilities are
not reflected in the accompanying Statements of Net Position.

Retirement Benefits—MTA Long Island Rail Road’s pension plans are governmental plans

and, accordingly, are not subject to funding and other requirements of the Employee
Retirement Income Security Act of 1974.
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GASB Statements No. 67 and 68, have substantially revised the accounting requirements
previously mandated under GASB Statements No. 25 and 27. The most notable change is
the distinct separation of funding from financial reporting. The Annual Required
Contribution ("ARC") has been eliminated under GASB Statement No. 67 and 68 and is no
longer relevant for the Plan financial reporting purposes starting in 2014.

Effective for the year ended December 31, 2015, MTA Long Island Rail Road adopted the
standards of GASB Statement No. 68, Accounting and Financial Reporting for Pensions, and
GASB Statement No. 71, Pension Transition for Contributions Made Subsequent to the
Measurement Date, for its pension plans.

MTA Long Island Rail Road recognizes a net pension liabilityfor,each qualified pension plan
in which it participates, which represents the excess of the total pension liability over the
fiduciary net position of the qualified pension plan, or MTA Long Island Rail Road’s
proportionate share thereof in the case of a cost-sharing multiple-employer plan,
measured as of MTA Long Island Rail Road’s year end. Changes in the net pension liability
during the period are recorded as pension expense, or as deferred inflows of resources or
deferred outflows of resources depending on the,nature of the change, in theperiod
incurred. Those changes in net pension liability‘that are recorded as deferred inflows of
resources or deferred outflows of resources that arise, from changes in actuarial
assumptions or other inputs and differences between eXxpected or actual experience are
amortized over the weighted average remaining service life of all participants in the
respective qualified pension plan and recorded as a component of pension expense
beginning with the period in which they arejincurred. Projected,earnings on qualified
pension plan investments are recognized as.a component of pension expense. Differences
between projected and actual investment earnings are reported as deferred inflows of
resources or deferred outflows of resources and amortizéds@as a component of pension
expense on a closed basistover a five-year périod beginning with the period in which the
difference occurreds

Other Postemployment Benefits—In June 2004, the GASB issued Statement No. 45,
Accounting and Financial Reporting by Employers for Postemployment Benefits Other Than
Pensions. This Statement establishes standards for the measurement, recognition, and
display.of OPEB expense/expenditures-and related liabilities (assets), note disclosures, and
if applicable, required supplementary information ("RSI”) in the financial reports of state
and local governmental,employers. In,June 2005, GASB issued Statement No. 47,
Accounting for Termination Beneéfits. This statement establishes accounting standards for
termination benefits. For termination benefits provided through an existing defined benefit
OPEB planj, the provisions of this Statement were implemented simultaneously with the
requirements, of Statement 45. MTA Long Island Rail Road has adopted these standards for
its Postemployment Benefits Other Than Pensions.

CASH

The Bank balances are insured up to $250 in the aggregate by the Federal Deposit
Insurance Corporation (*FDIC") for each bank in which funds are deposited.
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The Bank balances in 2017 and 2016 that were not insured were maintained in major
financial institutions considered by management to be secure. As of December 31, 2017
and 2016, cash consists of:

2017 2016
Carrying Bank Carrying Bank
Amount Balance Amount Balance
Insured (FDIC) or collateralized deposits $ 2,488 $2,393 $ 3,248 $2,879
Uninsured and noncollateralized fund
on-hand and in-transit 2,953 5 9,201 -
Total cash $ 5,441 $2,393 $12,449 $2,879

Cash carrying amounts also include deposits in transit and cash on hand offset by any
outstanding checks.

MTA Long Island Rail Road or its agent in MTA Longlsland Rail Road’s nhame_ holds all
collateralized deposits. These accounts contain revenuespledged by MTA Long Island Rail
Road as collateral for certain MTA Transportation Revenue Bonds, as further described in
Note 4 below.

The MTA, on behalf of the Authority, invests funds, which are notfimmediately required for
MTA Long Island Rail Road’s operations in securities, permitted by the New York State
Public Authorities Law, including repurchase agreements,collateralized by U.S. Treasury

securities, U.S. Treasurysnotes and U.S. TreasSury zero-coupon bonds. As such, there were
no investments subjectto credit or interest rate risk.

TRANSPORTATION REVENUE BONDS

MTA Long Island Rail Road’s capital programs are partially funded from the proceeds of

bonds, including the MTA’s Transportation Revenue Bonds. The Transportation Revenue

Bonds are special obligations of MTAj payable from, and secured by a pledge of:

o the gross operating revenues of MTA Long Island Rail Road, Metro-North Commuter
Railroad, and the New York City Transit Authority and its component, Manhattan and
Bronx“Surface Transit Operating Authority until monthly deposits of principal and
interest areisatisfied under the Transportation Revenue Bond Resolution,

e  Triborough Bridge and Tunnel Authority’s operating surplus,

e general operating subsidies from the State and local governments,

o special tax-supported operating subsidies, and

. Station maintenance and service reimbursements.
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5. CAPITAL ASSETS, NET

The summary of capital assets activity as of December 31, 2017 and 2016, are as follows:

As of As of As of
December 31, Additions/ Deletions/ December 31, Additions/ Deletions/ December 31,
2015 Reclassifications Reclassifications 2016 Reclassifications Reclassifications 2017
Capital assets, not being
depreciated:
Land $ 48,112 $ - $ - $ 48,112 $ - $ - $ 48,112
Construction work-in-progress 744,375 740,575 449,042 1,035,908 1,070,022 758,170 1,347,760
Total capital assets, not
being depreciated 792,487 740,575 449,042 1,084,020 1,070,022 758,170 1,395,872
Capital assets, being
depreciated:
Leasehold improvements 8,502 - - 8,502 37,896 - 46,398
Pennsylvania Station leasehold 44,600 - - 44,600 - - 44,600
Buildings and structure 3,258,818 71,797 - 3,330,615 153,842 5,120 3,479,337
Equipment:
Passenger cars and locos 2,627,338 4,347 - 2,631,685 - 3,540 2,628,145
Equipment and other 611,344 16,005 2,989 624,360 26,172 4,020 646,512
Infrastructure—road 3,020,248 120,588 5,544 3,135,322 203,645 16,686 3,322,281
Total capital assets, being
depreciated 9,570,850 212,737 8,503 9,775,084 421,555 29,366 10,167,273
Less accumulated
depreciation/amortization:
Leasehold improvements 8,502 = - 8,502 1,088 - 9,590
Pennsylvania Station leasehold 41,272 1,500 - 42,772 1,500 - 44,272
Buildings and structure 1,095,679 85,705 - 1,181,384 88,631 256 1,269,759
Equipment:
Passenger cars and locos 1,379,528 96,369 - 1,475,897 96,454 3,540 1,568,811
Equipment and other 408,396 25,789 2,988 431,197 25,299 3,987 452,509
Infrastructure—road 1,886,686 124,231 5,515 2,005,402 127,227 16,686 2,115,943
Total accumulated
depreciation/amortization 4,820,063 333,594 8,503 5,145,154 340,199 24,469 5,460,884
Total capital assets, being
depreciated/amortized—net 4,750,787 (120,857) 1 4,629,930 81,356 4,897 4,706,389
Capital assets—net $ 5,543,274 $ 619,718 $ 449,043 $ 5,713,950 $ 1,151,378 $ 763,067 $ 6,102,261

Interest'capitalized, related to,debt recorded by MTA and used to finance MTA Long Island
Rail Road’s construction work-in-progress as of December 31, 2017 and 2016, is $2,567
and $2.276, respectively.

On Aprilh24, 2015, Governor Cuemo announced that the Federal Railroad Administration
had approved a U.S. Federal Railroad Administration loan of $967,100 under its Railroad
Rehabilitation,and Improvement Financing Program. MTA, on behalf of Metro-North
Railroad, and the Long Island Rail Road, applied for funding to improve the safety of signal
systems. The leamwilléfinance the installment of positive train control, a technology
designed to remove the potential for human error that can lead to train-involved accidents.
The loan was approved by the MTA Board at its meeting on April 29, 2015 and the loan
was closed in May 2015. The MTA will issue its Transportation Revenue Bond directly to the
Federal Railroad Administration and will repay the obligation over 22 years at a fixed
interest rate of 2.38%. As of December 31, 2017, $146.5M has been drawn down, of which
$81.0M was for LIRR’s PTC project.

6. LEASE TRANSACTIONS
Pennsylvania Station Leasehold—In 1988, MTA Long Island Rail Road and MTA entered

into a 99-year lease agreement with Amtrak for the Pennsylvania Station. This agreement,

- 33 -

Master Page # 272 of 588 - Audit Committee Meeting 4/23/2018



with an option to renew, is for rights to the lower concourse level and certain platforms.
The $44,600 paid to Amtrak by MTA under this agreement is reflected as a leasehold asset
and a capital contribution from MTA, which is being amortized over 30 years.

EMPLOYEE BENEFITS

MTA Long Island Rail Road sponsors and participates in two defined benefit pension plans
for their employees, the Long Island Railroad Company Plan for Additional Pensions (the
“Additional Plan”) and the Metropolitan Transportation Authority Defined Benefit Plan (the
“MTA Defined Benefit Plan”). A brief description of each of the pensien plans follows:

Plan Descriptions
1. The Long Island Rail Road Additional Plan—

The Long Island Rail Road Company Plan for Additional"Pensions is a single-employer
defined benefit pension plan that provides retirement, disability and surviver benefits to
members and beneficiaries. The Plan covers MTA Long Island Rail Road employees hired
effective July 1, 1971 and prior to January ¥, 1988. The Plan’s activities, including
establishing and amending contributions and benefits, are@administered by the Board of
Managers of Pensions. The LIRR Additional Plan is a‘governmental plan and accordingly, is
not subject to the funding and other requirements of the Employee Retirement Income
Security Act of 1974 ("ERISA"). The LIRR Additional Plan‘is a closed plan and members
include LIRR employees hired prior to January 1, 1988.

The Long Island Rail Road Company Plan for Additional Pensions is administered by the
Board of Managers of Pensions, which is‘comprised of thes€hairman of the MTA, MTA Chief
Financial Officer, MTA Director of Labor Relations and the agency head of each participating
Employer. The LongfIsland Rail Road Company Plan for‘Additional Pensions may be
amended by actioh of the MTA Board.

The pension plan has aseparately issued financial statement that is publicly available and
contains required descriptions-and supplemental information regarding the employee
benefit_plan. Thefinancial statements may be obtained at www.mta.info or by writing to,
Longdsland Rail'Road, Controller, 93-02 Sutphin Boulevard—mail code 1421, Jamaica,
New York 11435.

2. 'MTA Defined Benefit Plan—

The MTA Defined Benefit Pension Plan (the "MTA Plan” or the “Plan”) is a cost sharing,
multiple-employer pension plan. The Plan covers certain MTA Long Island Rail Road
nonrepresented employees hired after December 31, 1987, MTA Metro-North Railroad non-
represented employées, certain employees of the former MTA Long Island Bus hired prior
to January 23, 1983, MTA Police, MTA Long Island Rail Road represented employees hired
after December 31, 1987, certain MTA Metro-North Railroad represented employees, MTA
Staten Island Railway represented and nonrepresented employees and certain employees
of the MTA Bus Company ("MTA Bus”). MTA Long Island Rail Road, MTA Metro-North
Railroad, MTA, MTA Staten Island Railway and MTA Bus contribute to the MTA Plan, which
offers distinct retirement, disability retirement, and death benefit programs for their
covered employees and beneficiaries.

The MTA Defined Benefit Plan is administered by the Board of Managers of Pensions, which
is comprised of the Chairman of the MTA, MTA Chief Financial Officer, MTA Director of
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Labor Relations and the agency head of each participating Employer. The MTA Plan may be
amended by action of the MTA Board.

A stand-alone financial report may be obtained at www.mta.info or by writing to the MTA
Comptroller, 2 Broadway, 16th Floor, New York, New York, 10004.

Benefits Provided
1. The Long Island Rail Road Additional Plan—

Pension Benefits—An employee who retires under the Additional Plan,either: (a) after
completing at least 20 years of credited service, or (b) after/both attaining age 65 while in
service and completing at least 5 years of credited servicef or'in the case of those who
were active employees on January 1, 1988, after compléeting at least 10 years of credited
service, is entitled to an annual retirement benefit, payable monthly for life. Payments
commence to an employee referred to in: (a) onlyafteriattaining age '50;,0r (b) only after
attaining age 65.

Benefit and contribution provisions, which afe based on thepoint in time at which
participants last entered qualifying service and their length of‘credited servige, are
established by, and may only be amended by the Company, subject to the obligations of
the Company under its collective bargaining agreements. \The Company’s Board of
Directors must approve all amendments. The Additional Plan, has both contributory and
non-contributory requirements, with ‘retirement ages varying from,50 to 65 depending
upon a participant’s length of credited service. Pension benefits payable to age 65, where
eligible, are calculated as 2% of the employee’s applicable final average earnings for each
year of qualifying service up to 25 years'plus 1£5% of applicable final average earnings for
each year of qualifyingsservice in excess of\25 years. For pension benefits payable at and
after age 65, regardless of whether benefits.commenced before or after the employee
attained age 65, benefits are calculated in the same manner as pension benefits payable
prior to age 65/except that the amount so determined is reduced by a percentage of the
employee’s annuity (not,including any supplemental annuity) value at age 65 under the
Federal Railroad Retirement Act.

Participants who entered qualifying service before July 1, 1978, are not required to
contribute. Participants,who entered qualifying service on or after July 1, 1978, are
required to contribute 3% of their wages to the Additional Plan. The Company contributes
additional amounts based on actuarially determined amounts that are designed to
accumulate sufficient assets to pay benefits when due.

The LIRR Additional Plan also provide death and disability benefits. Participants who
become disabled afteraccumulating 10 years of credited service and who meet the
requirements receive a disability benefit. Disability pension benefits are calculated based
on the participant/s qualifying service and a percentage of final average compensation
reduced by the full amount of benefit under the Federal Railroad Retirement Act.

Survivorship benefits are paid to the participant’s spouse when a survivorship option is
elected or when an active participant has not divested his or her spouse of benefits. The
survivorship benefit is payable at the time of death or when the vested participant would
have attained an eligible age. The amount payable is in the form of an annuity. A lump
sum death benefit no greater than 5 thousand dollars is payable upon death on behalf of a
nonvested participant or vested participant whose pension rights were waived.
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Retirement benefits establishment and changes for representative employees are
collectively bargained and must be ratified by the respective union and the MTA Board. For
nonrepresented employees, retirement benefits establishment and changes are presented
to the MTA Board and must be accepted and approved by the MTA Board.

2. MTA Defined Benefit Plan

Pension Benefits—Retirement benefits are paid from the Plan to covered post—1987 MTA
Long Island Rail Road employees as service retirement allowances or early retirement
allowances. A participant is eligible for a service retirement allowance upon termination if
the participant satisfied both age and service requirement. A participant is eligible for an
early retirement allowance upon termination if the participant has attained age 55 and
completed at least 10 years of credited service. Terminated participants with 5 or more
years of credited service who are eligible for a deferred #ested benefit are not eligible to
receive a service retirement allowance or early retirementiallowance.

Pre-1988 MTA Long Island Rail Road participants‘are eligible for a service retirement
allowance upon termination if the participantséhave either; (a) attained age 65 and
completed at least 5 years of credited service, or if.an employee on January'l, 1988
completed at least 10 years of credited service, or (b) attained,age 50 and has completed
at least 20 years of credited service. Terminated participants who were not employees on
January 1, 1988 with 5 or more years of credited service are eligible for a deferred vested
benefit. Pension benefits payable to.age 65, where eligible, are calculated as 2% of the
employee’s applicable final average earnings for each year of qualifying service up to

25 years plus 1.5% of applicable final‘average earning of each year of qualifying service in
excess of 25 years. For pension benefits\payable at'and after_ age 65 regardless of whether
benefits commenced before or after the employee attainedsage 65, benefits are calculated
in the same manner asfpension benefits payable prior to age 65 except that the amount so
determined is reduced by a percentage of the employeé’s annuity (not including
supplemental annuity) value at\age 65 underithe Federal Railroad Retirement Act.

In 2017, the reduction of pension benefits for amounts payable under the Tier II Federal
Railroad Retirement Act was reducedfrom 100% to 90%. This change for Long Island Rail
Road represented,employees was effective upon ratification of respective collective
bargaining agreements, with various ratification dates occurring in 2017. Management
employees were effective November 15, 2017.

Death & Disability Benefits—In addition to service retirement benefits, participants of the
Plan are eligible to receive disability retirement allowances and death benefits. Participants
who becomedisabled may be eligible to receive disability retirement allowances after ten
years of credited service for covered MTA Long Island Rail Road management and
represented employees. The disability retirement allowance for covered and MTA Long
Island Rail Road“management is calculated based on the participant’s credited service and
final average salary ("FAS”) but not less than ¥ of FAS. Pre--1988 MTA Long Island Rail
Road participants who become disabled after accumulating 10 years of credited service and
who meet the requirements as described in the Plan may be eligible to receive a disability
benefit. Disability pension benefits are calculated based on the participant’s qualified
service and a percentage of final average compensation reduced by the full amount of the
disability benefit under the Federal Railroad Retirement Act. Survivorship benefits for pre-
1988 MTA Long Island Rail Road participants are paid to the spouse when a survivorship
option is elected or when an active participant has not divested their spouse of benefits.
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Retirement benefits establishment and changes for representative employees are
collectively bargained and must be ratified by the respective union and the MTA Board. For
nonrepresented employees, retirement benefits establishment and changes are presented
to the MTA Board and must be accepted and approved by the MTA Board.

Membership
Membership in the Long Island Rail Road Additional Pension Plan (“"LIRR Additional Pension

Plan” or “Additional Plan”) consisted of the following at January 1, 2016 and January 1,
2015, the date of the latest actuarial valuation:

2016 2015
Active plan members 216 282
Retirees and beneficiaries receiving benefits 5,900 5,985
Vested formerly active members not yet receiving benefits 38 53
Total 6,154 6,320

Contributions and Funding Policy
1. Long Island Rail Road Company Plan for Additional Pensions Plan

Employer contributions are actuarially determined on_an annual basis and are recognized
when due. The Additional Plan is a defined benégfit plan administered by the Board of
Pension Managers and.<smay,governmental ‘plaf and accordingly, is not subject to the
funding and other requirements of ERISA.

Upon termination‘of employment before retirement, vested participants who have been
required to contribute must choose to: (1) receive a refund of their own contributions,
including accumulated interest at rates.established by the Company’s Board of Managers of
Pensions«(1.5%min 2016 and\2015), or(2) leave their contributions in the Additional Plan
until they retire'andybecome entitled to the pension benefits. Non-vested participants who
have been required to contributeywill receive a refund of their own contributions, including
accumulated interestiat rates established by the Company’s Board of Managers of Pensions
(1.5% in 2016 and 2015).

Funding for the Additional Plan by the Company is provided by MTA, which obtains the
required fundsifrom New York State, federal grants, the sale of bonds to the public and
other sources. Certain_ funding by MTA is made to the Company on a discretionary basis.
The continuance of the Company’s funding for the Additional Plan has been, and will
continue to be, dependent upon the receipt of adequate funds.

Contributions as a percent of covered payroll was 373.29% for the year ended
December 31, 2016. The actual contributions for the year ended December 31, 2016 was
$76,523.

Contributions as a percent of covered payroll was 276.68% for the year ended December
31, 2016. The actual contributions for the year ended December 31, 2015 was $81,100.
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2. MTA Defined Benefit Plan

MTA Long Island Rail Road’s contributions are actuarially determined on an annual basis.
Amounts recognized as receivables for contributions include only those due pursuant to
legal requirements. Employee contributions to the Plan are recognized in the period in
which the contributions are due. The following summarizes the types of employee
contributions made to the Plan.

Effective January 1, 1994, covered MTA Long Island Rail Road nonrepresented employees
are required to contribute to the Plan to the extent that their Railfoad Retirement Tier II
employee contribution is less than the pre-tax cost of the 3% employee contributions.
Effective October 1, 2000, employee contributions, if any, were,eliminated after ten years
of contributing to the Plan. MTA Long Island Rail Road employeesimay purchase prior
service from January 1, 1988 through December 31, 1993 by paying, the contributions that
would have been required of that employee for the years'in question, calculated as
described in the first sentence, had the Plan been in effect for those years.

Covered MTA Long Island Rail Road represented.employees who first becameeligible to be
Plan participants prior to January 30, 2008 contribute 3% of,salary. MTA Long Island Rail
Road represented employees who became participants after January 30, 2008 contribute
4% of salary. MTA Long Island Rail Road represented employees are required to make the
employee contributions for ten years, or fifteen years if hired after certain dates in 2014 as
per collective bargaining agreements.

Contributions as a percent of covered payroll was 14.02% for the year ended
December 31, 2017. The actual contributions for theyyear ended December 31, 2017 was
$111,459.

Contributions as a percent of covered payroll was 13.46% for the year ended December
31, 2016. The actual contributions for the year ended December 31, 2016 was $99,800.

Net Pension Liability—MTA Long,Island Rail Road’s net pension liabilities for each of the
pension plans reported at\December 3i,.2017 were measured as of December 31, 2016.
The total'pensionyliability for,each of the pension plans was determined by an actuarial
valuation as of the valuation date of January 1, 2016, that was updated to roll forward the
total pension liability to,the respective year-end. Actuarial valuations are performed
annually as of January 1. Information about the fiduciary net position of each qualified
pensiomplan’s fiduciary net position has been determined on the same basis as reported
by each respective qualified pension plan. For this purpose, benefits and refunds are
recognized when due and payable in accordance with the terms of the respective qualified
pension plan, and investments are reported at fair value.
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Actuarial Assumptions—The total pension liability in the January 1, 2016 actuarial
valuations was determined using the following actuarial assumptions, which were based on
the 2012 actuarial experience study, for each of the pension plans as follows:

Actuarial cost method

Amortization method

Actuarial asset valuation method

Interest rate

Inflation
Railroad retirement wage base

Mortality

Separations other than
for normal retirement

Rates of normal retirement

Salary increases

Overtime

Cost-of-living adjustments

Provision for expenses

Additional Plan
Entry Age Cost Method
Period specified in current valuation report

(closed 17-year period from January 1, 2016)
with level dollar payments.

Actuarial value equals market value less unrecognized
gains/losses over a 5-year period. Gains/losses are
based on market value of assets.

Net rate of 7.0% for 2016, per annum,
net of investment expenses.

2.5% per annum

3.5% per year

Based on experience of all LIRR members reflecting
mortality improvement on generational basis

using Scale AA.

Tables based on réeent experience.

Tables based on recent experience. Rates vary
by age, years of service at retirement.

3.0% per year.

Earnings, in each year increased\by 65% for represented
employees,to account for overtime and by 20% in the

year prior to assumed retirement and by 10% in the year

prior to termination (other than retirement) for
non-represented employees to account for unused
vacation pay.

Not Applicable.

The provision for administrative expenses was
modified to,equal an average of the prior three years.

Expected Rate of Return on Investments

MTA Defined Benefit Plan
Frozen Initial liability (FIL)

For FIL bases, period specified in current valuation
report. Future gains/losses are amortized through
the calculation of the normal cost in accordance
with the FIL cost method amortized based on
expected working lifetime, weighted by salary, of
the projected population for each group.

Actuarial value equals market value less unrecognized
gains/losses over a 5-year period. Gains/losses are
based on market value of assets.

Net rate of 7.0% for 2016, per annum,
net of investmentiexpenses.

2.5% per annum

3.5% per year

Based on experience of all MTA members reflecting
mortality improvement on generational basis
using*Scale AA.

Tables based on recent experience.

Tables based on recent experience. Rates vary
by age, y€ars of service at retirement and Tier/Plan.

Varies by years of employment and employee group;
3.0% General Wage Increases ("GWI") for TWU
MTA Bus hourly employees.

Tables based on recent experience.

1.375% per annum.

An average of the prior three years' administrative
charges added to the normal cost.

The long-term expected|rate of return on pension plan investments was 7.00% for both
the Additional Plan and the MTA Defined Benefit Plan. The best-estimate range for the
long-term expected rate of return is determined by adding expected inflation to expected
long-term real‘returnsdand reflecting expected volatility and correlation.

The target allocation and best estimates of arithmetic real rates of return ("RROR") for
each major asset class included in each of the pension funds are as follows:
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Additional Plan MTA Defined Benefit Plan

Target Real Rate Target Real Rate
Asset Class Allocation* of Return Allocation* of Return
US Core Fixed Income 10.00% 1.67% 10.00% 1.67%
US High Yield Bonds 8.00% 5.04% 8.00% 5.04%
Global Bonds 10.00% 0.28% 10.00% 0.28%
Emerging Market Bonds 3.00% 3.78% 3.00% 3.78%
US Large Caps 10.00% 4.80% 10.00% 4.80%
US Small Caps 5.50% 6.06% 5.50% 6.06%
Global Equity 10.00% 5.49% 10.00% 5.49%
Foreigh Developed Equity 10.00% 6.06% 10.00% 6.06%
Emerging Market Equity 3.50% 8.39% 3.50% 8.39%
Global REITS 5.00% 5.77% 5.00% 5.77%
Private Real Estate Property 3.00% 3.64% 3.00%. 3.64%
Private Equity 7.00% 8.99% 7.00% 8.99%
Hedge Funds - MultiStrategy 15.00% 3.45% 15.00% 3.45%
Assumed Inflation - Mean 2.50% 2.50%
Assumed Inflation - Standard Deviation 1.85% 1.85%
Portfolio Arithmetic Mean Return 7.03% 7.03%
Portfolio Standard Deviation 11.54% 11.54%
Long-Term Expected Rate of Return selected by MTA 7.00% 7.00%

* Based on March 2014 Investment Policy
Discount Rate

As of December 31, 2017, the disceunt rate used to measure the total pension liability of
both the Additional Plan and the MTA Defined Benefit Plan was 7%.

The projection of cash flows used to determine the discount rate assumed that plan
contributions will be made in accordance\with the Employer funding policy as projected by
the Plan’s actuary. Based on those assumptions, the Plan’sifiduciary net position was
projected to be available toxmake all projected future benefit payments of current and
inactive plan members. Therefore, the long-term expected rate of return on pension plan
investments wasfapplied to all projected benefit payments to determine the total pension
liability.
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Changes in Net Pension Liability—Additional Plan

Changes in MTA Long Island Rail Road’s net pension liability for the Additional Plan for the
year ended December 31, 2017, based on the December 31, 2016 measurement date, are
as follows:

Additional Plan

Total Plan Net
Pension Fiduciary Pension
Liability Net Position Liability

Balance—December 31, 2015 $1,562,251 $726,198 $836,053

Changes for calendar year 2016:
Service cost 2,752 - 2,752
Interest on total pension liability 104,093 e 104,093
Effect of liability gains or losses =
Effect of economic/demographic

(gains) or losses 154801 - 15,801
Benefit payments and withdrawals (158,593) (158,593) -
Administrative expense - (611) 611
Member contributions - 884 (884)
Net investment income - 58,239 (58,239)
Non-employer contributions = 70,000 (70,000)
Employer contributions - 81,100 (81,100)

Balance—December 31472016 $1,526,304 $777,217 $749,087
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Changes in MTA Long Island Rail Road’s net pension liability for the Additional Plan for the
year ended December 31, 2016, based on the December 31, 2015 measurement date, are
as follows:

Total Plan Net
Pension Fiduciary Pension
Liability Net Position Liability
Balance—December 31, 2014 $1,602,159 $.782,852 $819,307

Changes for calendar year 2015:

Service cost 3,444 - 3,441
Interest on total pension liability 106,987 - 106,987
Effect of liability gains or losses 6,735 - 6,735

Effect of economic/demographic
(gains) or losses - - -

Benefit payments and withdrawals (157,071) (157,071) -
Administrative expense = (1,218) 1,218
Member contributions > 1,108 (1,108)
Net investment income - 52,832 (52,832)
Investment gains or losses - (52,305) 52,305
Employer contributions b 100,000 (100,000)
Balance—December 31, 2015 $1,562,251 $726,198 $836,053

The following presents the MTA Long Island Rail Road’s net pension liability calculated
using the current discount rate of 7.00% for the Additional Plan, as well as what the net
pension liability would be if it were calculated using a discount rate that is 1-percentage
point lower (6.0%) or I-percentage pointshigher (8.0%) than the current rate:

Current
2016 1% Decrease Discount Rate 1% Increase
(6.0%) (7.0%) (8.0%)
Net pension liability $ 871,350 $ 749,087 $ 642,973
Current
2015 1% Decrease Discount Rate 1% Increase
(6.0%) (7.0%) (8.0%)
Net pension liability $ 963,427 $ 836,053 $ 725,673
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MTA Long Island Rail Road’s Proportion of Net Pension Liability—MTA Defined
Benefit Plan

The following table presents MTA Long Island Rail Road’s proportionate share of the net
pension liability of the MTA Defined Benefit Plan at the measurement date December 31,
2016, and the proportion percentage of the net pension liability of the MTA Defined Benefit
Plan allocated to MTA Long Island Rail Road:

MTA Long Island Railroad’s proportion of the net pension liability, 35.186 %
MTA Long Island Railroad’s proportionate share of the net pensionliability $ 445,330

The following table presents MTA Long Island Rail Road‘s proportionate share of the net
pension liability of the MTA Defined Benefit Plan at the,measurement date December 31,
2015, and the proportion percentage of the net pefnsioniability of thetMTA Defined Benefit
Plan allocated to MTA Long Island Rail Road:

MTA Long Island Railroad’s proportion of the netpension liability 35.250 %
MTA Long Island Railroad’s proportionate share of the_ net pension liability® $ 456,653

MTA Long Island Rail Road’s proportion of the respective Plan’s net pension liability was
based on actual required contributions of.the participating employer for the calendar year.

The following table presents MTA Long Island RailhRoad’s proportionate share of the net
pension liability calculated using the discount rate of 7:.00% for the MTA Defined Benefit
Plan, as well as what the net pension liability awould be if it were calculated using a
discount rate that is d=percentage point lower (6.0%) or 1-percentage point higher (8.0%)
than the current rate:

1% Decrease Discount Rate 1% Increase
2016 (6.0%) (7.0%) (8.0%)

MTAdLong Island Railroad’s proportionate share
of the net pension liability $ 642,701 $ 445,330 $ 278,824

1% Decrease Discount Rate 1% Increase
2015 (6.0%) (7.0%) (8.0%)

MTA Long Island Railread’s proportionate share
of the net pension liability $ 647,084 $ 456,653 $ 292,614

-43 -

Master Page # 282 of 588 - Audit Committee Meeting 4/23/2018



Pension Expense, Deferred Outflows of Resources and Deferred Inflows of
Resources Related to Pensions

For the year ended December 31, 2017 and 2016, MTA Long Island Rail Road recognized
pension expense related to each pension plans as follows:

2017 2016
Pension Plans
Additional Plan $ 184,583 $ 78,603
MTA Defined Benefit Plan 99,463 90,121
Total $184,046 $168,724

At December 31, 2017, MTA Long Island Rail Road reported deferred outflow of resources
and deferred inflow of resources for each pension plan as follows:

Additional Plan MTA Defined, Benfit Plan Total
Deferred Deferred Deferred Deferred Deferred Deferred
Outflows of Inflows of Outflows of Inflows of Outflows of Inflows of
Resources Resources Resources Resources Resources Resources
Differences between expected
and actual experience $ - $ = $ 58,949 $ - $ 58,949 $ -
Changes in assumptions - - - (19,889) - (19,889)

Net difference between projected

and actual earnings on pension - - - - - -

plan investments 32,500 - 60,245 - 92,745 -
Changes in proportion and

differences between

contributions and groportionate

share of contributions - = - - B
Employer contribution to plan

subsequent to the measurement
date of netspension liability 76,523 111,459 187,982

Total $109,023 $ - $ 230,653 $ (19,889) $339,676 $ (19,889)
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At December 31, 2016, MTA Long Island Rail Road reported deferred outflow of resources
and deferred inflow of resources for each pension plan as

follows:
Additional Plan MTA Defined Benfit Plan Total
Deferred Deferred Deferred Deferred Deferred Deferred

Outflows of Inflows of Outflows of Inflows of Outflows of Inflows of

Resources Resources Resources Resources Resources Resources
Differences between expected

and actual experience $ - $ - $ 37,961 $ - $ 37,961 $ -

Changes in assumptions - - - (23y422) (23,422)

Net difference between projected

and actual earnings on pension

plan investments 52,949 - 93,824 - 146,773 -
Changes in proportion and

differences between

contributions and proportionate

share of contributions - - \ = - -
Employer contribution to plan

subsequent to the measurement
date of net pension liability 81,100 = 99,800 - 180,900 -

Total $134,049 $ - $ 231,585 $(23,422) $365,634 $ (23,422)

The annual differences between theyprojected and actual earnings on investments are
amortized over a five-year closed periodybeginning the year in which the difference occurs.
The annual differences between expected and,actual experience;and the changes in
proportion and differences between employer contributions and proportionate share of
contributions are amortized over a 1 year closed period,for the Additional Plan and 8.1
years period for the MTA Defined Benefit'Plang beginning in the year in which the deferred
amount occurs.

The amount of $187,982 reported as deferred outflows of resources related to pensions
resulting from the Company’s contributions subsequent to the measurement date will be
recognized as a reduction of thenet pension liability in the year-ended December 31,
2017. Other-amounts reported as deferredmoutflows of resources related to pensions at
December 31, 2016 will be recognized as pension expense as follows:

Year Ending Additional MTA Defined

December 31 Plan Benefit Plan Total
2017 $12,591 $ 27,367 $ 39,958
2018 12,591 27,367 39,958
2019 8,889 20,894 29,783
2020 (1,572) 3,666 2,094
2021 - 5,557 5,557
Thereafter - 9,013 9,013
Total $32,499 $ 93,864 $ 126,363
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Defined Contribution Plan—Effective January 1, 2004, represented employees who were
participants in the Money Purchase Plan became participants in the MTA DB Plan and have
the same terms and conditions as those applicable to management employees of MTA Long
Island Rail Road in the MTA DB Plan upon approval of each union’s Collective Bargaining
Agreement by the MTA Board. MTA Long Island Rail Road ceased contributing to the Money
Purchase Plan in 2004 and the employee ceased to contribute upon approval of their
union’s Collective Bargaining Agreement by the MTA Board. All past Company contributions
and earnings attributable to such contributions have been transferred to the MTA DB Plan
to fund the pension liability for past service under the Money Purchase Plan. As of
December 31, 2006, the Board of the MTA approved the Collectivé Bargaining Agreements
for all represented employees with the last union agreement having been approved in April
2006. There are no longer active participants in the Money Purchase Plan.

The Money Purchase Plan was terminated at December 31, 2009, which has resulted in no
expenses to the operations of the Long Island Rail Road, after 2009.

OTHER POSTEMPLOYMENT BENEFITS

The MTA Long Island Rail Road has implemented GASB Statement No. 45, Accounting and
Financial Reporting for Employers for Postemployment Behefits, Other Than Pensions
("GASB 45"). This Statement establishes the standardsfor the measurement, recognition,
and display of Other Postemployment Benefits ("OPEB") expense/expenditures and related
liabilities (assets), note disclosures, and, if applicable, required supplementary information
(“RSI”) in the financial reports of state andslocal governmentahemployers.

Postemployment benefits are part of an exchange ofysalaries and benefits for employee
services rendered. Most OPEB have been funded ona pay-as-you-go basis and have been
reported in financial statéments when the promised benefits are paid. GASB 45 requires
state and local government’s financial reports to reflect’systematic, accrual-basis
measurement and recognition of OPEB cost (expense) over a period that approximates
employees’ years of service and provides information about actuarial accrued liabilities
associated with the OPEB and to what extent progress is being made in funding the plan.

Plan Description—The MTA,Long Island Rail Road is a participating employer in the New
York State Health Insurance Pregram (“"NYSHIP”), which is administered by the State of
New. The benefits provided by the MTA Long Island Rail Road include medical, pharmacy,
dental, vision and lifelinsurance, plus monthly supplements for Medicare Part B or Medicare
supplemental plan reimbursement. The different types of benefits provided vary by
employee type (represented employees versus management). MTA executive management
at headquarters establishes and may at their discretion make amendments to the plan.

MTA Long Island Rail Road participates in the New York State Health Insurance Program
("NYSHIP") to provide medical and prescription drug benefits, including Medicare Part B
reimbursements to many of its members. NYSHIP provides a Preferred Provider
Organization ("PPO") plan and several Health Maintenance Organization ("HMO") plans.
These benefits are provided through either a self-insured health plan, a fully insured health
plan or an HMO.

GASB Statement No. 45 requires employers to perform periodic actuarial valuations to
determine annual accounting costs, and to keep a running tally of the extent to which
these amounts are over or under funded. The valuation must be performed at least
biennially. The most recent biennial valuation was performed for the year ended
December 31, 2017, and was performed with a valuation date of January 1, 2016. The
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total number of plan participants as of January 1, 2016, receiving retirement benefits was
5.2.

Since the MTA Long Island Rail Road is a participating employer in NYSHIP, it does not
issue a stand-alone financial report regarding postemployment retirement benefits. The
NYSHIP financial report can be obtained by writing to NYS Department of Civil Service,
Employee Benefits Division, Alfred E. Smith Office Building, 805 Swan Street, Albany,
NY 12239.

Annual OPEB Cost and Net OPEB Obligation—The MTA Longdsland Rail Road’s annual
OPEB cost (expense) represents the accrued cost for postemploymentibenefits under
GASB 45. The cumulative difference between the annual OPEB cost and the benefits paid
during a year will result in a net OPEB obligation (the “Net/OPEB ©bligation”), included on
the Statements of Net Position. The annual OPEB cost is equal tothe annual required
contribution (the "ARC") less adjustments if a Net OPEB Obligation“exists and plus the
interest on Net OPEB Obligations. The ARC is equalfto the normal cost plus an amortization
of the unfunded frozen actuarial accrued liabilitys

Actuarial Methods and Assumptions—Faor determining the ARC, the MTALong Island
Rail Road has chosen to use Frozen Initial Liability (the “FIL Cost Method”) cost method,
one of the cost methods in accordance with the parameters of GASB Statement No. 45.
The initial liability is amortized over a 22-year period. The,remaining amortization period at
December 31, 2016 is 12 years.

In order to recognize the liability over‘an employee’s career, an actuarial cost method
divides the present value into three pieces: the partithat is attributed to past years (the
“Accrued Liability” or “Past Service Liability”), the part thatsis being earned this year (the
“Normal Cost”), and the part that will be earnhed in future years (the “Future Service
Liability”). Under the FIL Cost Method, an initial past service liability is determined based
on the Entry AgedNormal ("EAN?) Cost Method and is amortized separately. This method
determines the’past service liability for each individual based on a level percent of pay. The
Future Service Liability is allocated based on the present value of future compensation for
all members combined‘to determine the,Normal Cost. In future years, actuarial
gains/losses willlbe incorporated into the Future Service Liability and amortized through
the Normal Cost.

The Frozen Initial Liability ("FIL™) Cost Method is used for determining the Normal Cost.
The Entry Age Normal ("EAN") Cost Method is used to determine the initial Frozen Accrued
Liability.as,well as any subsequent changes in Accrued Liability due to changes in the plan
and/or actuarial assumptions. The initial Frozen Unfunded Accrued Liability was determined
as of January 1, 2006 to be used in the financials for the 2007 year. EAN will also be used
to determine the unfunded actuarial accrued liability in the GASB 45 supplementary
schedules. The EAN'method determines the Accrued liability for each individual based on a
level percent of pay for service accrued through the valuation date.

The Frozen Unfunded Accrued Liability is determined each year as the Frozen Unfunded
Accrued Liability for the prior year, increased with interest, reduced by the end-of-year
amortization payment and increased or decreased by any new bases established for the
current year.

The difference between the Actuarial Present Value of Benefits and the Frozen Unfunded

Accrued Liability equals the Present Value of Future Normal Cost. The Normal Cost equals
the Present Value of Future Normal Cost divided by the present value of future
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compensation and multiplied by the total of current compensation for members less than
certain retirement age.

The Annual Required Contribution ("ARC") is equal to the sum of the Normal Cost and the
amortization for the Frozen Unfunded Accrued Liability with appropriate interest
adjustments. Any difference between the ARC and actual plan contributions from the prior
year are considered an actuarial gain/loss and thus, are included in the development of the
Normal Cost.

Valuation Date—The valuation date is the date that all participantiand other pertinent
information is collected and liabilities are measured. This date.nay not be more than

24 months prior to the beginning of the fiscal year. The valuation date for this valuation is
January 1, 2016, which is 12 months prior to the beginning of the,2016 year. Census data
for the next full valuation will be based on a valuation date of January 1, 2017.

Inflation Rate—2.5% per annum compounded anfually.

Discount Rate—GASB 45 provides guidance to employers in selecting the discount rate.
The discount rate should be based on the estimated long-term investment yield on the
investments that are expected to be used to finance the benefits. If there are no plan
assets, assets of the employer should be used to derive the discount rate. This would most
likely result in a lower discount rate and thus, liabilities significantly higher than if the
benefits are prefunded. In recognitionief the decrease in‘short-term investment yields, the
discount rate for this valuation has been lowered from 3.50% to 3.30%.

Healthcare Reform—The valuation reflects the actuaries understanding of the impact in
future health costs due to the Affordable Care Act ("ACA“)ypassed into law in March 2010.
An excise tax for high.costihealth coverage . or "Cadillac” health plans was included in ACA.
The provision leviesfa 40% tax on the value of health plan costs that exceed certain
thresholds for single coverage or family coverage. If, between 2010 and 2018, the cost of
health care ins@iranceyrises more than 55%, the threshold for the excise tax will be
adjusted. Legislative'changes passed in December 2015 have delayed the effective date of
the excise tax until 2020. However, the,calculation of the threshold amounts remains
unchangeéd. Alsonincludediin ‘ACA are various fees (including, but not limited to, the
Patient-Centered Outcomes 'Research Institute fee, Transitional Reinsurance Program fee,
and the Health Insurerfee) associated with the initiation of health exchanges in 2014. The
current provisions of ACA should be reflected in the projection of benefits and therefore,
the value of the excise'tax and ACA fees, which apply to the plan, are not included. It is
assumed that there will be no changes to the current law and that there will be no changes
in plan design to help mitigate the impact of the excise tax.
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The OPEB-specific actuarial assumptions used in the most recent biennial valuation are as
follows:

Valuation date January 1, 2016

Actuarial cost method Frozen Initial Liability

Discount rate 3.30%

Price inflation 2.5% per annum, compounded annually
Per-Capita retiree contributions *

Amortization method Frozen Initial Liability

Amortization period 12 years

Period closed or open Closed

*

In general, all coverages are paid for by the MTA.

Actuarial valuation involves estimates of the valu@ of reported amounts'and assumptions
about the probability of events far into the futdre, and that actuarially determined amounts
are subject to continual revision as actual results are compared to past expectations and
new estimates are made about the future.

Per Capita Claim Costs—Use of a blended premium rate for active employees and
retirees under age 65 is common practice. Health costs generally increase with age, so the
blended premium is lower than the true underlying cost for retirees. For retirees, this
difference is called the implicit rate subsidy. Since GASB 45 only requires an actuarial
valuation for retirees, it requires the plan sponsor to,determine the cost of these benefits
by removing the subsidy. However, a plan sponsor mayiusesthe premiums without
adjustment for age if thesemployer participates in a community-rated plan, in which the
premium rates reflect projected health claims experience of all participating employers, or
if the insurer would offer the same premium rate if only non-Medicare-eligible retirees
were covered.

Effective with this valuations/age adjustmentsfare required for valuing NYSHIP benefits due
to a change in"actuarial standards. Age adjustments reflect that health costs are typically
higher for retirees under age 65 than an average active population and, upon reaching
Medicare, health costsiare reduced as, NYSHIP becomes the secondary payer.

Medicare Part B Premiums—Medicare Part B premiums reimbursements were assumed
to have an annual trend of 4.5%. These trends were combined with the adjusted Getzen
model trendito determing a single weighted trend assumption. The weighting was based on
an estimated liability basis.

Health Care Cost Trend—The healthcare trend assumption is based on the Society of
Actuaries-Getzen Model version 2016 utilizing the baseline assumptions included in the
model, except inflation of 2.5% for medical and pharmacy benefits. Additional adjustments
apply based on percentage of costs associated with administrative expenses, aging factors
and potential excise taxes due to healthcare reform, and other healthcare reform
provisions, separately for NYSHIP and non-NYSHIP benefits. These assumptions are
combined with long-term assumptions for dental and vision benefits (4%) plus Medicare
Part B reimbursements (4.5%). The NYSHIP trend reflects actual increases in premiums
through 2016. This trend also reflects dental and vision benefits plus Medicare Part B
reimbursements.
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Health Care Cost Trend Rates

NYSHIP

Fiscal Year <65 >=65

2016 11.8% 0.0%
2017 6.7 6.4
2018 6.2 6.0
2019 6.3 5.5
2020 5.3 5.1
2025 6.0 5.1
2030 5.9 5.1
2035 5.9 512
2040 5.8 5.2
2050 5.4 5.8
2060 542 5.5
2070 4.6 4.7
Ultimate* 4.2 4.3

* Ultimate rate used for years prior to 2016 for Entry Age purposes

Coverage Election Rates—For membersithat participate in NYSHIP, 100% of eligible
members, including current retirees and surviving spouses, are assumed to elect the
Empire PPO Plan.

Dependent Coverage=Spouses are assumeéed to be the same age as the
employee/retiree. 80% of ‘male and 45% of female eligible members participating in
NYSHIP are assumed to elect family coverage upon retirement. Actual coverage elections
for current retirees are used. If a current retiree’s,only dependent is a child, eligibility is
assumed for an additional 7 years from the valuation date.

Demographic Assumptions
Mortality—Preretirement and postretirement healthy annuitant rates are projected on a
generational basis using Scale AA, as recommended by the Society of Actuaries Retirement

Plans Experience Committee.

Preretirement—RP-2000 Employee Mortality Table for Males and Females with blue-collar
adjustments.

Postretirement Healthy Lives—95% of the rates from the RP-2000 Healthy Annuitant
mortality table fon males with Blue Collar adjustments and 116% of the rates from the RP-
2000 Healthy Annuitant mortality table for females.

Postretirement Disabled Lives— Rates from RP-2014 Disabled Annuitant table for males
and females.
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Turnover and retirement rates—All demographic assumptions were based on
assumptions utilized in the 2016 actuarial valuations for the pension plans, with the
exception of the mortality assumption. The following is a table displaying the various
sources of the assumptions utilized by group.

Group Pension Plan
LIRR Pre-1988 LIRR Plan
LIRR Post-1987 MTA DB Plan

Vestee Coverage—For members that participate in NYSHIP,/\/estees (members who have
terminated, but not yet eligible to retire) are eligible for NYSHIP\benefits provided by the
MTA Long Island Rail Road upon retirement, but must maintain"NYSHIP coverage at their
own expense from termination to retirement. Vestees are assumed to, retire at first
eligibility and would continue to maintain NYSHIP coverage\based on the following
percentages. This assumption is based on the Development of Recommended Actuarial
Assumptions for New York State/SUNY GASB 45 Valuation report provided to, Participating
Employers of NYSHIP. These percentages were also applied to current vestees based on
age at valuation date.

Percent
Age at Termination Electing
< 40 - %
40-43 5
44 20
45-46 30
47-48 40
49 50
50-51 80
52+ 100
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The following table shows the elements of the MTA Long Island Rail Road’s annual OPEB
cost for the year, the amount actually paid, and changes in the MTA Long Island Rail
Road’s net OPEB obligation to the plan for the years ended December 31, 2017 and 2016.
The portion of this actuarial present value allocated to a valuation year is called the Normal
Cost. Calculations are based on the types of benefits provided under the terms of the
substantive plan at the time of each valuation and on the pattern of sharing costs between
the employer and plan members to that point. Calculations reflect a long-term perspective.

2017 2016

Annual required contribution ("ARC") $228,629 $170,942
Interest on net OPEB obligation 24,004 22,313
Adjustment to ARC (50,415) (45,411)

Annual OPEB cost 202,218 147,844
Payments made (59,822) (57,982)

Increase in net OPEB obligation 142,396 89,862
Net OPEB obligation—beginning of year 727,390 637,528
Net OPEB obligation—end of year $869,786 $727,390

The MTA Long Island Rail Road’s annual ‘QPEB cost, the percentage of annual OPEB cost
contributed to, and thesmnet,OPEB obligation for the years ended December 31, 2017, 2016,
and 2015, were as follows:

Percentage of
Annual Annual OPEB Net OPEB

Year Ended OPEB Cost Cost Obligation
December 31,2017 $202,218 29.58 % $869,786
December 31, 2016 147,844 39.20 727,390
December 31, 2015 141,936 39.90 637,528

The MTA'Long Island Rail Road’s funded status is as follows:

Unfunded
Actuarial Actuarial Actuarial Ratio of
Value Accrued Accrued UAAL to
of Liability Liability Funded Covered Covered
Valuation Assets (AAL) (UAAL) Ratio Payroll Payroll
Year Ended Date {a} {b} {c}={b}-{a}y {a}/{c} {d} {c}/{d}
December 31, 2017 January 1, 2016 $ 24,813 $ 1,713,723 $ 1,688,910 1.45% $ 818,915 206.20 %
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The required schedule of funding progress immediately following the notes to the financial
statements presents multi-year trend information about whether the actuarial value of plan
assets is increasing or decreasing over time relative to the actuarial accrued liability for
benefits.

ESTIMATED LIABILITY ARISING FROM INJURIES TO PERSONS
A summary of activity in estimated liability arising from injuries to persons, including

employees, and damage to third-party property as of December 31, 2017 and 2016, is
presented below:

2017 2016

Balance—beginning of year $ 99,898 $84,739
Activity during the year:

Current year claims and changes in estimates 28,074 27,382

Claims paid (16,119) (12,223)
Balance—end of year 111,853 99,898
Less current portion (24,064) (26,530)
Long-term liability $#87,789 $73,368

. LOANS PAYABLE

In December 2005, the MTA,and the New York Power/Authority ("NYPA") entered into an
updated Energy Services Program Agreement (“"ESP Agreement”). The ESP Agreement
authorized MTA affiliates ‘and subsidiaries to enter into a Customer Installation
Commitment (“"CICY) wwith NYPA for turn-keypfenergy efficiency projects, which would
usually be long-term funded/andicenstructed by NYPA. The repayment period for the NYPA
loan can besup,to 20 years, but can'be repaid at any time with no penalty.

Thedebt service requirements at December 31, 2017 are as follows:

Loans Payable

Year Principal Interest Total
2018 $ 3,026 % 619 $ 3,645
2019 3,094 553 3,647
2020 3,137 482 3,619
2021 3,028 411 3,439
2022 2,865 341 3,206
2023-2027 10,703 747 11,450
Total $ 25,853 $ 3,153 $ 29,006
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11.

The above interest amounts include both fixed and variable rate calculations. Interest on
the variable-rate loan is paid at the Securities Industry and Financial Markets Association
Municipal Swap Index ("SIFMA") rate and is reset annually.

RELATED PARTY TRANSACTIONS

MTA Long Island Rail Road and other affiliated MTA agencies receive support from MTA in
the form of budget, cash management, finance, legal, real estate, treasury, risk and
insurance management, and other services, some of which are charged back. MTA Long
Island Rail Road’s subsidies from MTA for use in operations are recorded as credits to
operations when received. Funds for MTA Long Island Rail Road’s capital project
expenditures are also provided by MTA. Funds contributed by MTA for MTA Long Island Rail
Road’s capital project expenditures are classified as nonopéerating:

MTA Long Island Rail Road also sells joint prevalued fare cards on consignment on behalf
of an affiliated agency. These amounts are reflected inthe accompanying, Statements of
Net Position. The dollar volume of such related party transactions for the years ended
December 31, 2017 and 2016, is shown in the‘following table:

2017 2016
Payments to MTA and affiliated agencies $148,267 $140,087
Payments from MTA and affiliated'agencies 300,659 296,222

The resulting receivables and payables from the above transactions are recorded in the
due from/to MTA and affiliated agenciesiaccount included in the accompanying Statements
of Net Position.

Due from/to MTA and affiliated\agencies as'of December 31, 2017 and 2016, consists of:

2017 2016
Receivable (Payable) Receivable (Payable)
MTA $ 149,032 $(10,910) $76,239 $(13,207)
Affiliated agencies 812 (23,409) 2,647 (25,126)
Total MTA and
affiliated agencies $ 149,844 $(34,319) $78,886 $(38,333)
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12. OPERATING LEASES

MTA Long Island Rail Road leases equipment and office facilities under agreements
accounted for as operating leases. Certain leases contain renewal options and escalation
clauses based on the Consumer Price Index. Future minimum rental payments for all
noncancelable-operating leases as of December 31, 2017, are as follows:

Years Ending
December 31

2018 2,896
2019 2,614
2020 553
2021 561
2022 565
2023-2024 973

$" 8,162

Total rent expense for the years ended December 31, 2017 and 2016, amounted to $9,092
and $8,952, respectively, and is recorded in administrative expenses.

On July 29, 1998, MTA, New York City Transit Authority ("NYCTA"”) and TBTA entered into a

lease and related agreements whereby,each agency, as sublessees, will rent an office
building at 2 Broadway in lower Manhattan for‘an initial lease term of approximately
50 years. Through separate triple-net subleased@agreements,the lease was appointed 21%
to MTA, on behalf of MTA.Long Island Rail Road and Metro-North Railroad (*“MNR"), 68.7%
to NYCTA, and 10.3% to TBTA. The lease term expires on July 29, 2048, and, pursuant to
certain provisions{is renewable for two additional 15-year terms. Total annual rent
payments oversthe initial lease term are $1.6 billion. Base building and tenant
improvements at 2 Broadway are being financed through the issuance by MTA of 2
Broadway Certificates of Participation.,MTA Lonhg Island Rail Road and MNR are obligated to
pay 21%qof thexground lease payments and payments relating to the 2 Broadway
Certificates of Participation: Pursuant to an agreement by and among MTA, MTA Long
Island Rail Road, MNR) NYCTA and TBTA, NYCTA and TBTA have agreed to reimburse the
MTA Long Island RaillRoad and MNRsfor the space occupied by NYCTA and TBTA. NYCTA
and TBTA are expected to occupy substantially all of the space at 2 Broadway and to
reimburse,the MTA Long Island Rail Road and MNR in full.

13. ENVIRONMENTAL REMEDIATION

MTA Long Island Rail Road has implemented GASB Statement No. 49, Accounting and
Financial Reporting for Pollution Remediation Obligations. The statement establishes
standards for determining when expected pollution remediation outlays should be accrued
as a liability or, if appropriate, capitalized. An operating expense and corresponding
liability, measured at its current value using the expected cash flow method, have been
recognized for certain pollution remediation obligations that are no longer able to be
capitalized as a component of a capital project.
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Pollution remediation obligations, which are estimates and subject to changes resulting

from price increases or reductions, technology, or changes in applicable laws or
regulations, occur when any one of the following obligating events takes place:

An imminent threat 