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MINUTES OF MEETING
AUDIT COMMITTEE OF THE BOARD
TUESDAY, JANUARY 22, 2019 - 3:30 P.M.
RONAN BOARD ROOM - 20™ FLOOR

2 BROADWAY
The following were present:
Honorable:
Neal Zuckerman Andrew Albert
Mitchell Pally Norman Brown
M. Fucilli - MTA R. Foran - MTA M. Fritz - Deloitte
P. Kane - MTA W. Hibri - MTA J. Strohmeyer - Deloitte
M. Murray -MTA T.Habib - MTA P. Zurita - Deloitte
M. Garner -MTA N. Din - MTA K. Reinhart - Deloitte

Also in attendance:
H. Fromm -MTA

1 PUBLIC COMMENTS PERIOD

There were no public speakers.

2. APPROVAL OF MINUTES

The minutes of the December 12, 2018 Audit Committee meeting were approved.

3. AUDIT COMMITTEE WORK PLAN

The Auditor General presented the Work Plan, noting that the Committee will meet four times in 2019
and the agenda items for these meetings are presented in the agenda book for the Committee’s approval.
He noted one change to the proposed plan and that is the Investment Compliance Report, originally
scheduled for July, is being moved to the May meeting.

A motion was made and seconded to approve the Work Plan.

4. REVIEW OF 3" QUARTER 2018 MTA CONSOL IDATED FINANCIAL STATEMENTS

Mike Fritz (Deloitte) deferred to Jill Strohmeyer to present the results of Deloitte’s review of the 3" Quarter
2018 MTA Consolidated Financial Statements. Jill said their review found the financial statements were
consistent with that of the previous quarter and prior year; that there were no adjustments made to the
accounts or changes in accounting policies and principles: and, overall, resulted in an “unmodified” or
“clean” opinion. Chair Zuckerman requested that, for sake of clarity and transparency, the word “DRAFT”
stamped across the pages of the financial statements be removed and Deloitte agreed it will be done going
forward. Chair Zuckerman also asked questions relating to “Appropriations, Grants & Other Receipts;”
MTA investments, changes in revenue subsidies and GASB 84, to which responses were provided by Pat
Kane (MTA Comptroller) and Jill Strohmeyer.
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A motion was made and seconded to accept the 3rd Quarter 2018 financial statements as presented.

MANAGEMENT’S REVIEW OF PENSION PLANS

Pat Kane provided the Committee with a high-level review of the six pension plans presented in the Agenda
book, namely: the MTA Defined Benefit Pension Plan, MaBSTOA Pension Plan, LIRR Plan for Additional
Pensions, MNR Cash Balance Plan, MTA Deferred Compensation Program, and MTA Retiree Welfare
Benefits (OPEB) Plan. He noted that the pension plans financial statements as of December 31, 2017 were
prepared in accordance with GAAP, using the accounting standards established by the Government
Accounting Standards Board (GASB). Pat highlighted the net assets of each of the plans. He said that
GASB 73 and 74 were considered in the preparation of the financial statements, with GASB 74 having an
impact on the OPEB Plan financial statements, due to the recognition of unfunded liabilities. Pat also
highlighted the net liability of each of the pension plans and stated that the total consolidated pensions had a
net liability of $30.5 billion and net assets of $24.0 billion or a funded ratio of 78.8% and the OPEB Plan
had a liability of $21.4 billion and net assets of 370 million or a funded ratio of 1.73%. Lastly, Pat presented
a graph which compared MTA’s Consolidated Pension plan and OPEB plan funded ratio against the funded
ratios of the other 49 state public employee pension plans, noting that MTA’s consolidated pension funded
ratio of 78.8% fared better than most of other state pension funds. There were discussions about the MTA
funded liability ratio being lower than the NY State’s 94.5% funding ratio and the MTA’s OPEB Plan
funding which was significantly lower than most of the other states public employee funding level.

2017 PENSION PLAN AUDITS

Jill Stronmeyer presented the results of Deloitte’s audit of MTA Defined Benefit Pension Plan, MaBSTOA
Pension Plan, LIRR Plan for Additional Pensions, MNR Cash Balance Plan, MTA Deferred Compensation
Program, and MTA Retiree Welfare Benefits (OPEB) Plan as of December 31, 2017 by going through the
“required communication” that was previously distributed to the committee. She discussed, among other
things, the auditor’s responsibilities, the objective of the financial audit, the audit procedures and risk
assessments performed, the emphasis of matter paragraphs, the required supplemental information and
management representation letters. She said the pension plan financial statements were prepared in
accordance with Generally Accepted Accounting Principles and subjected to an audit conducted the
Generally Accepted Auditing Standards; that there were no changes to the accounting policies, procedures
and estimates, except for the changes required as a result of the adoption of GASB 74; no disagreements
with plan’s management and that their audit resulted in a “clean” or “unmodified” opinion.

Member Albert inquired why NYC Transit was not mentioned in the required communication letter and Jill
responded that it is because NYC Transit’s Pension Plan is part of the city’s plan, which is audited by
another firm. Chair Zuckerman commented on the need to highlight certain items on the supplemental
information and asked Deloitte to give examples of the tests performed in the pension audit. Jill cited that
focus of the audit was on investments and cited several procedures they performed which included, among
others, verifying prices using third party experts, validating sales and purchase transactions, verifying
accuracy of employee and employer contributions with the use of actuarial specialists and testing benefit
payments. Chair Zuckerman inquired if Deloitte uses third party actuarial specialists and Jill said it uses its
own specialists.

A motion was made and seconded to accept the audit reports on the financial statements of the six pension
plans as of and for the year ended December 31, 2017.
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AUDIT INNOVATION TOOL

Jill Strohmeyer introduced Chris Weaver and Harshit Sinha, members of Deloitte’s Data Analytics &
Innovation Group, who were here in response to the committee’s request for Deloitte to provide the
Committee with a sample of “tools” it uses in the audit of MTA financial statements. They then proceeded
to make a video presentation about one of the “tools” Deloitte used in auditing MTA’s Pension Plan data:
Demographic Data Analytics. They described how the “tool” is used in performing qualitative and
quantitative analysis of demographic data (date of birth, sex, hire date, salaries, beneficiaries, retirement
date and others), year-to-year changes, the analysis velocity and the accuracy of the results. There were
discussions about the availability of the tool, user access and the security of demographic data. Chair
Zuckerman thanked Deloitte’s team for the demonstration and said that, as part of the efforts to have the
committee and financial staff exposed to audit trends, new tools and best practices, requests for similar
presentations would be made in the future.

DDCR PERFORMANCE UPDATE

Michael Garner (Chief Diversity Officer) introduced Naeem Din (Deputy CDO) to make the DDCR
presentation on contract closeouts and the requested information on the LIRR’s Third Track Projects.
Naeem referred to the materials presented in the agenda book and stated that DDCR: closed out 1,340
contracts and 28 more in progress of being closed out as of December 31, 2018; conducted 667 site visits in
2018 or an average of 56 visits per month. Naeem also discussed the goal attainment on the two LIRR
Third Track Projects: the third track expansion and project management where he noted each have assigned
MBE/WBE goal of 15% and the attainment to date was relatively low as the projects were at their early
stages of completion. Member Pally inquired as to when the goals are usually achieved. Michael responded
that it is usually towards the end of the contract and that DDCR actively monitors the contractors and their
subcontractors’ participation to ensure goal achievement. Michael announced that Naeem will be retiring
and expressed his appreciation for his work at DDCR. The committee expressed its thanks as well.

2018 AUDIT PLAN STATUS AND 2019 AUDIT PLAN

The Auditor General first introduced his direct reports: Michele Woods, Mike Prado and Wenny Formanes
and thanked them and the entire audit staff for accomplishing the audit results. The AG stated that in year
2018 Audit Services made 472 recommendations to improve governance, transparency and controls at the
MTA while reducing risk. He cited the achievements of the Sandy audit unit since it was established in
2013 with this Committee’s approval to fulfill MTA’s commitment to the fund grantors, the FTA: 112
projects completed and 296 recommendations made to improve controls and adjust submitted costs
totaling $60.2 million. The AG also highlighted some of the audits completed in 2018 which included,
among others, the procurements under Executive Order 168, certain aspects of the Subway Action Plan,
MNR’s Sleep Apnea program, and the Commuter Railroad Fare Evasion. The AG the presented the
2019 Audit Plan and described the audit plan formulation, including the audit plan sources and
strategies, the risk factor considerations, the solicitation from agency officials, the independent
accountants and consultation with the Managing Director and Acting Chairman. The AG said that the
formal documented risk assessment process resulted in the identification of 612 auditable units of which
145 are planned to be audited in 2019. The AG provided a snapshot of some of the planned audits that
are to be undertaken in 2019 under these functional areas of: Finance, Service Delivery, Safety,
Procurement, Revenue, Human Resources, Technology and Capital Program. Lastly, the AG discussed
the allocation of MTA Audit Services resources to each agency and the audit strategies for 2019.
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MINUTES OF MEETING
AUDIT COMMITTEE OF THE BOARD
MONDAY, MAY 20, 2019 - 8:00 A.M.
RONAN BOARD ROOM - 20™ FLOOR
2 BROADWAY

The following were present:

Honorable:
Fernando Ferrer

M. Fucilli - MTA
P. Kane - MTA
L. Kearse -MTA
M. Murray -MTA
D. Ross -MTA
N. Gilbertson - MNR

Also in attendance:

Sarah Feinberg

R.Foran - MTA M. Fritz - Deloitte
W. Hibri - MTA J. Strohmeyer - Deloitte
T.Habib - MTA C. Hickmann - Deloitte
N.Lopez - MTA P. Zurita - Deloitte
M. Moran - MTA
G. Hayden - MNR

H. Fromm -MTA

PUBLIC COMMENTS PERIOD

There were three registered speakers but only two spoke: Ms. Rachel Fauss and Mr. Murray Bodin. Refer to
the video recording of the meeting produced by the MTA and maintained in MTA records for the content of
their statements.

APPROVAL OF MINUTES

The minutes of the January 22, 2019 Audit Committee meeting were approved, with the approval to be
ratified in the presence of a quorum.

AUDIT COMMITTEE WORK PLAN

The Auditor General noted that there were no changes to the Work Plan. In response to Chair Ferrer’s
request for an update, the Auditor General stated a summary of MTA Audit activities for the past six
months will be presented in the later meeting and highlighted three accomplishments to date: (1) the
expanded on-board train observations in coordination with MNR/LIRR fare evasion strategies; (2) the
continued audit and project monitoring of Superstorm Sandy grant-funded resiliency projects, in
coordination with the MTA IG, to fulfill MTA’s obligation to FTA regarding integrity monitoring
services; and (3) the audit of $13 million of billings from the MTA’s independent engineer which
resulted in $600,000 of disallowances that was promptly reimbursed by the consultant. Chair Ferrer
asked, given the results of such audits, if such audit coverage is also extended to other consultant
contracts. The Auditor General responded in the affirmative, noting that a contract audit unit within the
department perform audits of contactors’ labor and overhead costs billings, in accordance with Federal
Acquisition Regulations, grant funding requirements and contact terms.
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MANAGEMENT REVIEW OF MTA CONSOLIDATED FINANCIAL STATEMENTS

Noemi Lopez (MTA Deputy Comptroller) presented the management’s review, citing that MTA
Consolidated Financial Statements as of December 31, 2018 were prepared in conformity with Generally
Accepted Accounting Principles using the GASB-established standards. She stated three GASB standards
were reflected in the statements with one, GASB 75, having an impact due to the recognition of unfunded
OPEB liabilities. She spoke about the Total Assets and Deferred Outflows of Resources totaling $84.6
billion and Net Position of $3.9 billion; the Liabilities & Deferred Inflows and provided an explanation on
the significant changes in assets and liabilities from prior year. She also provided a brief explanation on the
cause of changes in Net Position, which decreased by $1.2 billion and the $258 million increase in the year-
end cash balance. Lastly, she presented the comparison of the Financial Statements vs. the Financial Plan
and cited that the $8.1 billion net operating deficit per the Financial Statements was $1.2 billion better than
the Financial Plan because the latter did not account for the implementation of GASB 75.

DRAFT 2018 AUDITED FINANCIAL STATEMENTS

Mike Fritz (Deloitte Engagement Partner) introduced Jill Strohmeyer and Chris Hickmann to make the
presentation on the results of their audit of the MTA Consolidated, and the individual agency, Financial
Statements. Jill referred to the material entitled “Communications to the MTA Audit Committee of Matters
Related to the Results of the Audit” that was previously distributed to the Committee in making her
presentation. She said Deloitte has completed the audit of the financial statements of: MTAHQ, NYC
Transit, FMTAC, LIRR, MNR, MTA Bus, SITROA and TBTA for the year ended December 31, 2018 and
would issue the audit report upon receipt of approval from Committee. Jill the spoke about the matters
contained in the communications material including, among others: Deloitte’s responsibilities under the
auditing standards, uncorrected misstatements (one pertaining to TBTA for $2.3 million relating to bond
issuance cost and the other pertaining to NYC Transit relating to the subway cars disposed of in previous
years but the $125 million net book value remained in the books), material corrected statements (she said
there was none) and disagreements with management (she said there was none). She said Deloitte received
full cooperation from financial management and personnel throughout the audit. She said that at the July
meeting, Deloitte plans to communicate to the Committee internal control deficiencies noted during their
audit. She also spoke about the emphasis of matter paragraph in the auditor report, which she said
essentially pertained to the MTA’s adoption of GASB 75 and its financial impact. Lastly, she discussed the
critical accounting estimates related to OPEB obligations and Liabilities Arising from Injuries to Persons,
including the engagement of experts in validating the estimates.

At the end of Deloitte’s presentation, Chair Ferrer raised several questions regarding the audit and answers
to the questions were provided by Jill Strohmeyer. The Chair’s questions (marked Q) and Jill’s answers to
the questions (marked A), are shown below:

Q. Are the financial statements in accordance with all current accounting principles, regulations and
laws?
A.Yes

Q. Are there any changes in accounting principles used in these financial statements?
A. None, except for the adoption of GASB 75 in 2018.

Q. Are any accounting treatments not preferred by the independent auditor?
A. No
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Q. Were there any aggressive accounting issues?
A. No

Q. Have there been any unadjusted material differences between [independent auditor] and
Management?
A. No

Q. Were there any further estimates, judgment calls, or concerns the Audit Committee
should be made aware of?
A. No

Q. Are you in agreement with all material Judgments and Estimates?
A. Yes

Q. Have there been any accounting control issues or material control deficiencies?
A. No

Q. Was all information needed provided in a timely fashion?
A. Yes

Q. Are all of the independent auditor’s services in compliance with all mandated guidelines?
A. Yes

Q. Is there anything else we should be informed about, anything else we should discuss?
A. None at this time

Q. Are there any areas of concern with respect to independent auditor’s independence?
A. None

Q. Are there any new audit procedures or processes the independent auditor will be using?
A. Yes, with respect to GASB 75.

Q. Any new critical items or areas the independent auditor will be emphasizing?
A. Yes, emphasis was made on the adoption of GASB 75.

A motion was made and seconded to accept the audit reports on the financial statements of MTAHQ, NYC
Transit, FMTAC, LIRR, MNR, MTA Bus, SITROA and TBTA for the year ended December 31, 2018,
with the acceptance to be ratified in the presence of a quorum.

2018 INVESTMENT COMPLIANCE REPORT

Jill Strohmeyer stated that during their year-end audit of the financial statements, they performed
investments testing, including purchases and sales transactions and investment valuations. She indicated
their tests did not identify situations or incidences where the MTA was not in compliance with respect to
the State’s investments guidelines, rules and regulations.

A motion was made and seconded to accept the 2018 Investment Compliance Report, with the acceptance
to be ratified in the presence of a quorum.
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FINANCIAL INTEREST REPORT

Lamond Kearse (MTA Chief Compliance Officer) referred the Committee to the report in the agenda book
relating to the Financial Disclosure Statement Filers and stated that over 6,000 individuals
(employees/Board Members) are required to file this year and the MTA is working closely with the Joint
Commission to determine who did not file at the May 31, 2019 deadline. He reported that each of the over
7,000 required filers last year filed their financial disclosure statements on time. Member Feinberg
commented that there seemed to be a lot of filers. Lamond responded that employees whose compensation
meet a certain dollar threshold or who are designated as “policy makers” are required to file. There were
discussions on reducing the volume of filers, including seeking waivers especially for those whose salaries
meet the threshold but who are not “policy makers.”

ERM UPDATE AND INTERNAL CONTROL GUIDELINES

Lamond Kearse referred the Committee to the summary of ERM Committee activities presented in the
agenda and cited, among other accomplishments, the GRC System Replacement which is to Go Live on
May 29, 2019. With respect to ERM and Internal Control Guidelines, Lamond indicated that there were no
changes or revisions to the current guidelines.

Chair Ferrer posed several questions regarding risk management, controls and policies and answers to the
questions were provided by Lamond Kearse, except as otherwise noted. The Chair’s questions (marked Q)
and the answers to the questions (marked A), are shown below:

Q. Are there any new risks that have occurred that have not been discussed with the Audit Committee?
A. No.

Q. Are there any changes in risk management policy or procedures?
A. None, at this time.

Q. Are all risk management policies and procedures up to date and effective and are there any new
policies and procedures contemplated?
A. Revisions to the Guidelines would be made to comply with the new guidelines under the
updated COSO framework and internal controls.

Q. Are you satisfied with internal controls over financial reporting?
A. Yes

Q. Are there any significant deficiencies that have not been reported to the Audit Committee?
A. All significant deficiencies have been reported in our Internal Control Report.

Q. Are we comfortable with the adequacy of our Cyber Security controls and procedures?
A. Yes.

Q. Do we have any new initiatives in Cyber Security?
A. Yes, it is an ongoing process, but the Chief Information Officer would be in a better position to
answer this question.

Q. Are there any new changes in accounting procedures, personnel or controls?
A. Noemi Lopez said “yes” as they related to the new GASBs adopted by the MTA.
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10.

11.

12.

Chair Ferrer also inquired if the $836 million of the Subway Action Plan subsidy have been booked when
received, noting only $508 million of it was reflected as non-operating revenue. Noemi Lopez indicated
that all have been received and the other portion was in capital revenues.

COMPLIANCE WITH THE REQUIREMENTS OF THE INTERNAL CONTROL ACT

Lamond Kearse indicated that, as stated in the Internal Control Certification presented in the agenda book,
the MTA is in compliance with all the provisions of the Internal Control Act for the 2017-18 period.

INFORMATION TECHNOLOGY REPORT

Mike Moran (Chief Information Officer) presented the major MTA IT achievements in 2018, citing among
others: the completed cutover of fare media systems to new banking institutions; the complete
implementation of Duo 2-factor authentication for MNR, with LIRR and NYC Transit to follow; and the
upgraded PeopleSoft hardware and the establishment of a new disaster recovery site in Albany. He also
discussed the major IT Goals in 2019 and briefed the Committee on the items in the report under the
caption: Internal Controls, Application Realization Program Recap and Application Rationalization 2019
Program Plan. He spoke about MTA IT’s continuing efforts and strategies to use resources more efficiently
and cited having achieved through such strategies budget reduction savings of $181 million during 2015-
2018 period, with the savings projected to be around $634 million in the 2015-2025 timeframe.

OPEN AUDIT RECOMMENDATIONS

Lamond Kearse referred the Committee to report on the two recommendations from the audits conducted
by MTA Audit Services that remained open six months past their implementation dates. Chair Ferrer
inquired about why they remained opened and their current status. Nate Gilbertson, Metro-North Director
Corporate Compliance and Strategic Initiatives and Glenn Hayden, Metro-North Vice President of
Engineering, addressed the open Metro-North recommendation. Hayden stated that the recommendation
was to tighten controls over track conditions discovered under visual track inspections. The initial intent
was to use EAM, however as this has not happened, MNR instead has implemented a two-fold strategy
whereby its internal compliance department monitors all track inspections to ensure that they have been
done per FRA regulations and an MW trouble desk that they created, which uses an ACCESS database to
generate trouble tickets and monitors progress, needed resources and conditions. Chair Ferrer asked if
Metro-North was confident that these steps will close out the recommendation and avoid further delays in
implementation. In response, Hayden responded in the affirmative. David Ross, MTA Chief Procurement
Officer addressed the other open recommendation pertaining to the delays in implementing the
recommendation relative to the MTA’s sleep apnea contracts. David stated that these contracts had been
submitted and approved by the MTA Board back in January of 2017. Since these were new contracts there
were many work scope issues and that pricing was left to be negotiated after the Board approvals. David
reiterated to the Board that Notices to Proceed had been issued and that the vendors are providing services
to employees. The contracts themselves are expected to be finalized by the end of the month.

EXECUTIVE SESSION

Upon motion duly made and seconded, the Committee voted to convene an executive session to discuss
the pending claims and litigations and cybersecurity at the MTA.
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2019 AUDIT COMMITTEE WORK PLAN

. RECURRING AGENDA ITEMS

Approval of Minutes

Audit Work Plan

Pre-Approval of Audit/Non-Audit Activities
Follow-Up Items

Status of Audit Activities

Executive Sessions

Il. SPECIFIC AGENDA ITEMS

January 2019

Quarterly Financial Statements — 3" Quarter 2018
Pension Plans

DDCR Performance Measures

MTAAS 2018/2019 Audit Plans

Security of Sensitive Data

May 2019

Review of MTAConsolidated Financial Statements
2018 Audited Financial Statements

Investment Compliance Report

Financial Interest Reports

ERM Update & Internal Control Guidelines
Compliance with Internal Control Act

Information Technology Report

Open Audit Recommendations

Contingent Liabilities/Third Party Lawsuits

Responsibility

Committee Chair & Members
Committee Chair & Members
Committee Chair & Members
Committee Chair & Members

Auditor General/Chief Compliance Officer/

Chief Financial Officers/MTAIG
Controllers/External Auditor
As Appropriate

External Auditor/CFOs
Comptroller/External Auditor
Chief Diversity Officer

Auditor General

Chief Information Security Officer

Comptroller

External Auditor/CFOs/Controllers
External Auditor

Chief Compliance Officer

Chief Compliance Officer

Chief Compliance Officer/Agency ICOs
Chief Information Security Officer
Agency ICOs/Chief Compliance Officer
General Counsels/External Auditor
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June 2019

Single Audit Report
Management Letter Reports

September 2019

Quarterly Financial Statements

- 1st Quarter 2019

- 2 Quarter 2019

Appointment of External Auditors
Deloitte Audit Approach Plans

Review of MTA/IG’s Office

ERM Update, Ethics and Compliance Program
MTAAS 2019 Audit Plan Status Report
Security of Sensitive Data

DDCR Performance Measures

Review of Audit Committee Charter
Annual Audit Committee Report

External Auditor/CFOs
External Auditor/CFOs/Controllers

External Auditor/CFOs
External Auditor/CFOs
Committee Chair & Members
External Auditor

External Auditor/IG

Chief Compliance Officer
Auditor General

Chief Information Security Officer
Chief Diversity Officer

CCO and Committee Chair
Committee Chair
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2019 AUDIT COMMITTEE WORK PLAN

|. 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

JANUARY 2019

Quarterly Financial Statements - 3" Quarter 2018

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
2018.

Pension Plans

i Management's Review of MTA-Managed/Controlled Pension Plan Financial Statements
The MTA Comptroller will present a management’s review of the 2017 MTA-managed and
controlled Pension Plan financial statements, including changes in the plan’s net position, the
required supplementary information and any new GASB statements or statutory regulations
affecting the financial statements.
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il Audit of the Pension Plans Financial Statements
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.

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.

MTAAS 2018/2019 Audit Plans

i. 2018 Audit Plan Status
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 in 2018.

i 2019 Audit Plan
A discussion by Audit Services of the areas scheduled to be reviewed in 2019 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.

Security of Sensitive Data
The MTA Chief Security Information Officer will make a presentation to the Committee on the security
of sensitive data at the MTA.

MAY 2019

Management’'s Review of MTA Consolidated Financial Statements

The MTA Comptroller will present a management’s review of the 2018 MTA consolidated financial
statements, including changes in capital, net assets, other assets and operating revenues and
expenses.

2018 Audited Financial Statements

The MTA public accounting firm will review the results and conclusions of their examination of the
2018 Financial Statements. 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.

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.
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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.

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 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 Security 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.

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.

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.

JUNE 2019

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.

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.
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SEPTEMBER 2019

Quarterly Financial Statements — 15t and 2" Quarter 2019

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 and second
guarter of 2019.

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 2019 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.

ERM Update and Ethics & Compliance Program

The MTA Chief Compliance Officer will brief the Committee (i) on the status of agency compliance
with the ERM guidelines and any new or emerging risk and (ii) selected aspects of the MTA Ethics
and Compliance Program.

MTAAS 2019 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.

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.

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.

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 2019 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).
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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 2019. 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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DRAFT

Metropolitan Transportation Authority
(A Component Unit of the State of New York)

Independent Auditors’ Report on Consolidated Financial
Statements as of and for the Years Ended December 31, 2018 and
2017, Required Supplementary Information, Supplementary
Information, for the Year Ended December 31, 2018 and
Independent Auditors’ Reports on Internal Controls and
Compliance, and Schedule of Expenditures of Federal Awards and
Schedule of State of New York Department of Transportation
Assistance Expended, Schedule of Findings and Questioned Costs,
and Summary Schedule of Prior Audit Year Findings for the Year
Ended December 31, 2018
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Deloitte & Touche LLP
30 Rockefeller Plaza
New York, NY 10112
USA

Tel: +1-212-492-4000
Fax: +1-212-489-1687
www.deloitte.com

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 December 31,
2018 and 2017, 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, which collectively 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 of these consolidated 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 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 consolidated financial statements based on our audits.
We conducted our audits in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audits to obtain reasonable assurance about whether the 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 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 assessments, the auditor considers internal control relevant to the
MTA’s preparation and fair presentation of the consolidated financial 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.
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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, 2018 and 2017, 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 Matter

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.

As described in Note 2 to the financial statements, in 2018, the MTA adopted Governmental Accounting
Standards Board (“GASB”) Statement No. 75, Accounting and Financial Reporting for Postemployment
Benefits Other Than Pensions. 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, the Schedule of Changes in the MTA’s Net Pension Liability and Related Ratios
for the Single Employer Pension Plans, the Schedule of the MTA’s Proportionate Share of Net Pension
Liabilities of Cost-Sharing Multiple-Employer Pension Plans, the Schedule of the MTA’s Contributions for
All Pension Plans, the Schedule of Changes in the MTA’s Net OPEB Liability and Related Ratios, and the
Schedule of the MTA’s Contributions to the OPEB Plan, as listed in the table of contents, be presented 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 considers it to be
an essential part of financial reporting for placing the consolidated financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States
of America, 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 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.

Supplementary Information

Our audits were conducted for the purpose of 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 Reconciliation Between Financial Plan and Financial
Statements, and Schedule of Financial Plan to Financial Statements Reconciliation are presented for the
purposes of additional analysis and are not a required part of the consolidated financial statements.
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The Schedule of Consolidated Reconciliation Between Financial Plan and Financial Statements, Schedule
of Consolidated Subsidy Accrual Reconciliation Between Financial Plan and Financial Statements, and
Schedule of Financial Plan to Financial Statements Reconciliation, are 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, including
comparing 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 accordance with auditing standards generally accepted in the United States
of America. In our opinion, such supplementary information is fairly stated, in all material respects, in
relation to the consolidated financial statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated May 20, 2019 on
our consideration of the MTA’s internal control over financial reporting and on our tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose
of that report is solely to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering MTA’s internal control over financial reporting and
compliance.

May 20, 2019
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Metropolitan . Consolidated Financial Statements
Transportation Authority for the Years Ended December 31, 2018 and 2017

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, 2018 AND 2017

(3 In Millions, except as noted)

OVERVIEW OF THE CONSOLIDATED FINANCIAL STATEMENTS
Introduction

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

Management’s Discussion and Analysis

This MD&A provides a narrative overview and analysis of the financial activities of the Metropolitan Transportation Authority
and its consolidated subsidiaries and affiliates (the “MTA” or “MTA Group”) as of and for the years ended December 31,2018 and
2017. For financial reporting purposes, the subsidiaries and affiliates of the MTA are blended component units. This management
discussion 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 financial position. 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, the
consolidated financial statements.

The Consolidated Financial Statements

The Consolidated Statements of Net Position, which provide information about the nature and amounts of resources with present
service capacity that the MTA Group presently controls (assets), consumption of net assets by the MTA Group that is applicable
to a future reporting period (deferred outflow of resources), present obligations to sacrifice resources that the MTA Group has
little or no discretion to avoid (liabilities), and acquisition of net assets by the MTA Group that is applica