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New York City Transit Authority 1
Management’s Discussion And Analysis (Unaudited)
For the Years Ended December 31, 2002 and December 31, 2001

OVERVIEW OF THE FINANCIAL STATEMENTS
Introduction to the Annual Report

This annual report consists of ¢lerparts: Management’s Discussion and Analysis, Financial Statements
and Notes to the Financial Statements and Supplementary Information.

The Financial Statements Include:

The Consolidated Balance Sheets provide information about the nature and amounts of investments in
resources (assets) and the obligatioriddw York City Transit Authority's (the Authority's) creditors
(liabilities), with the difference between the two reported as net assets.

The Consolidated Statements of Revenugpekses and Changes in Net Assets shows how the
Authority’s net assets changed during each year. It accounts for all of the current year's revenues and
expenses, measures the financial results of the Atytlsaoperations over the past year and can be used
to determine how the Authority has funded its costs.

The Consolidated Statements of Cash Flows previitfermation about the Authority‘s cash receipts,
cash payments and net changes in cash restridmgoperations, non-capital financing, capital and
related financing and investing activities.

The Notes to the Financial Statements and Supplementary Information Provide:

Information that is essentitd understanding the basic finanagthtements, such as the Authority's
accounting methods and policies.

Details of cash and investments, capital assetsoyeplbenefits, long-term debt, lease transactions and
future commitments and contingencies of the Authority.

Any other events or developing sations that could materially affettte Authority’s financial position,
results of operations and cash flows.

The Required Supplementary Information providdésrimation concerning the Authority’s progress in
funding its obligation to provide psion benefits to its employees.

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, 2002 and 2001. This managadiseussion and analysis (MD&A) is intended to
serve as an introduction to the Authority’s basicririal statements. It provides an assessment of how
the Authority’s position has improved or deterioraded 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 managenhat should not be considered a replacement
for, and must be read in conjunction withe financial statements described above.



Financial Reporting Entity

The New Yok City TransitAuthority and its sulidiary, Manhattarand Bronx Surface Trangiperating
Authority (MaBSTOA) (collectively the Authority) are public benft corporatins established pursuant
to the New York State (the State) Public Authioes Law, to operate public subwayndbusservices
within the Ciy of New York (theCity). The Authoriy is a part ofhe financial reportingroyp of the
MetropolitanTransportation Authoyt (MTA), which isa canponent unibf theState and whosmission
is to contiue, develop andnprovepublic transportation and tlevelop and inplement a unified public
transportation poligcin theNew York Metropolitan aea.

CONDENSED FINANCIAL INFORMATION
All stated amounts are in millions, except as noted.
The following sections will discuss the significant sgas in the Athority’s financial position for the
year ended Bcenber 31, 2002 Additionally, anexamination ofmajor economic factors anddastsy
trends that have contribut¢o these changes is prded. It should be noted that for purposes of the
MD&A, summaries of the financial stateents and thearious exhibits presentede in conformitywith
the Authority’s financial statments, which a presered in accordance with Generaljccepted
Accounting Rinciples.
Debt Restructuring
Substantiai} all of the outsandingdebtof MTA, Triboroudh Bridge and TunneRAuthority (TBTA) and
the Authoriy was restructured durir@02 by consoldating nost existing credg into fourprincipal new
credits:

e MTA Transportation Revenue Bonds,

e MTA State Service Contract Bonds,

e MTA Dedicated Tax Fun&onds and

e TBTA General RevenuBonds and TBA Subordnate Revenud&onds.
In connection with the delpéstructuring, the follwing MTA and Authority bonds and aotes that were
secured byAuthority operating revenues wereighar defeased i the proceeds of MTA'
Transportation Revenue Bonds:

e MTA Transit Facilities Revenue Bonds and Bond &ipiation Notes and

e Transit Authority Subordinated Transit Haes Revenue Bonds (Lingston Plaza Project).



CONDENSED FINANCIAL INFORMATION (CONTINUED)

The Transportation ReveauBonds are special obligatis of the MA, payable from, and securedyba

pledge of:

The gross ograting revenues of Longland Rail Road, Metro-North Comuter Railroad
Company and the Authorit and its sulidiary, MaBSTOA, until monthl deposis of
principal andnterest are satisfied undéne Transportation Reven®mnd Resolubn,
TBTA’s operating surplus,

General operating subsidiérom the State and locabgernnents,

Special tax-supportegpegting subsidie and

Station maintenance and service rdmrsements.

In addition, & part of the debt restructurintpe Dedicated Tax Fund Bonds ahd TBTA Mortgage
Recording Tax Special Obligation Bonds, which werpaxtioned ¢ the Authorty, were paid or defeased
with the proeeds of the MTA Dedicated Tax FliBonds and TBA GeneralRevenue Bonds and TBTA
Subordnate Revenue Bonds, respectively.

In a separate transaction, on Debermi9, 202 MTA defeased the MTA Excess Loss FiBpkcial
Obligation Bonds, Series 1998, thereby defeasingAthihority’ s payment oblgations with espect
thereto. Assumtion of the debt ¥ theMTA convered the Authdty’s debt inb a capital contribution
from the MTA.



CONDENSED FINANCIAL INFORMATION (CONTINUED)

Total Assets, Distinguishing Between Capital and Other Assets

Decemlar Decemlar 2002 hcrease/(Decrease)
2002 Additions Disposals 2001 $ %
Gross Capital Assets $ 25517 $ 2,731 $ (108) $ 22,894 $ 2,623 11.5%
Allow. For Depreciation (6,394) (742) 50 (5.702) (692) (12.19%9
Net Capital Assds 19,123 _$ 1989 $ (58) 17,192 1,931 11.2%
Other Assets 1,970 2,327 (357) (15.3%
Total Assets $ 21.093 $ 19.519 $ 1.574 8.1%
Total Assets
2002 2001
Other Assts Other Assed
9% 12%
Net Capital Assets Net Capital Assets

91% 88%

Significant changes in assénclude:

¢ Net capital asets incrasedfrom December 31, 20010 Decenber 31, 2002 bygpproximately
$1,931,0r 11.2%. The net increase isedprimarily to additions and disposals of capital assets. The
additions of$2,731 includes new subway car$1,08), infrastructure work uret construction
($492),track & structures ($380) and station rehalilitas ($331)partially offset bythedisposal of
405 “redbird”subwaycars and three bes ($108). e Authoriy will continuethe disposal of
certain subway car fleetsriugh2003,which will result in an estimated loss of $38he Redbird
fleet has beein the pocess ofeplacement with new subwagrs and the pringal method of
disposal is “reefing” of the cars off theasts of sme states to enhancesskfe.

e Other Assetslecreased b$357 or 15.3%, as coanpared with the pior year. Thalecrease imostly
attributable to a reduction subsidyrecivablesof $235due to be timing of subsidyreceipts. The
impact of the Debt Restruging Progransewved to reduce other assets$818, specifically
affecting deferred expenses related to theaisse of debt, non-cient receivables fra the MTA
associatd with the purchse of capital ssetsand nvestments restricted for debservice. Thes
decreaes vere partially offset byan increase in thMTA Invesiment Pool assetef $140,dueto the
timing of re@ipts and expenditures. Theserarequred to fund expenditures in eadp03.



CONDENSED FINANCIAL INFORMATION (CONTINUED)

Total Liabilities, Distinguishing Between Long-Term Liabilities and Current Liabilities

2002 hcrease/(Decrease)

2002 2001 $ %
Current Liabilities $ 968 $ 1,006 $ (38) (3.8%
Long-Tem Liabilities 1,088 5,542 (4,454) (80.4%
Total Liabilities $ 2,056 $ 6,548 $ (4.492) (68.6%)
Total Liabilities
2002 2001
Current Liabiities Current Liabiities
47% 15%
Long-Tem Liahkilities Long-Tem Liahlities
53% 85%

Significant changes in liabilities include:

e Total Liabilities decreasefdom Decenber 31, 2001 ¢ December B, 2002by $4,492, or 68.6%.
Long-TermLiabilities deceased $4,454, or 80.4%, ienOther Liabilities decreased $38,28%.

o The decreasi Current Labilities wasprincipally due to the reduction &87 ofshort-termdebt-
related liabilitiesmostly owed to the MR as a rsult of the MTA Debt Restruating Pogram
This decrease was parthffset byanincrease in acced liabilities of $24, due to higher
vacation/sick payequirements (principally earhgtirements)and the tinng of year-end pgrolls.
In addition, unredeeead farecard liabilities incresad by$22,due largelyto higher MetroCard

inventoly onhand at the commuter raibsto suppor recentlyinsialled ticket vending
machines.

o The decreasm Long-TermLiabilitieswas due prnarily to the MTA Debt Resucturing Pogram
as simmarized above of lich $4505was includedn Long-TermLiabilitiesin 2001. his was
partially offset byan increase in estiated liabilites associated with injuries to persons of $88,

6.5% due tothe annual actuarial evaluation @frrentopen claims and estatedpay-out on
these clans.



CONDENSED FINANCIAL INFORMATION (CONTINUED)

Total Net Assets, Distinguishing Among Amounts Invested in Capital Assets, Net of Related Debt;
Restricted Amounts and Unrestricted Amounts

2002 hcrease/(Decrease)

2002 2001 $ %
Investment in Capital Assés,

Net of Related Debt $ 19,088 $ 12,580 $ 6,508 51.7%
Resticted 19 32 (23) (40.6%
Unrestricted (70) 359 (429) (119.5%
Total Net Assets $ 19.037 $ 12971 $ 6,066 46.8%

Net assets repsent the rediual interest in the Abbrity’s assets &t liabilities are deducted and consists
of three sectins: Investedh capital assts, net ofelated debt, restricted and unrestricted. &ésed
invested in capital assetstof related debt include capital assett,of accunulated depreciabn and
outstanding principal balances of debt attributablédhe acquisition, construction or pmovement of

those asset Net asets ae reported as restricted wiconstraints aremiposedby third parties or

enabling legikation. The Aithority’s restrictechs®ts ae expendable. All other hassetsire

unrestricted.

=  Total net assets reached $19,037 at the eB0@#,anet increasefd$6,066 fromthe end o2001.
The net increase ag canprised of capital contriltions fromthe MTA of $7,068, non-operating
income of $1,308partially offset by opesting losses of $2,310.

o The operating losses and non-operaiirgpme reslis are addressed in th@ldwing section.

o Invesments in Capital Assets net of related déttreased b$6,508 to $19,08&ue prinarily to
the MTA debt restructuring, which erguishedb4,567 of Autharity debt ando the additon of
$1,931 of capital asset

o Restriced assts consist of unused boptbceedswhich were retricted bythe MTA for debt
service.

o Unrestrictedasses reflect non-capital assets and ilidiles. Asses that decreased include sulysi
receivables,aceivables frm the MTA for purchase of capital asis and deferme expenses.
Liabilities that increased include personndéted andnjuries to pesons accounts.



Operaing Revenues
Operating Expenss

Operaing (Los)

Non-operaing RevenueqExpengg
Subsdies-New York State & City
Triborough Bidge & TunnelAuthority
Expeng Reimbursementfor

New Yak City Trarsit Pdice
Interes Expeng
Loss on Imparmentof Capital Assets
Loss on Disposal of Subway Cars

Total Non-operaing RevenuegExpengs:

(Loss) before @pital Contributions

Capital Contributions

Change nh Net Assets

Total Net Assets - Beginning of Year

Total Net Assets - End of Year

CONDENSED FINANCIAL INFORMATION (CONTINUED)

Condensed Statements of Revenues, Expenses, and Changes in Net Assets

Year Ended December 31,
2002 2001
$ 2334 $ 2,336
(4.644) (4.487)
2.310 2,151
1,349 1,264
100 133
4 4
(87) (153)
- (A73)
(58) (58)
1,308 1,017
(1.002) (1.134)
7,068 1,935
6.066 801
12,971 12,170
19.037 12,971



CONDENSED FINANCIAL INFORMATION (CONTINUED)

Operating Revenues, by Major Source

Totd Rapid and Suface

2002 hcrease/(Decrease)

2002 2001 $ %
Revenuefrom Fares $ 2,135 $ 2,137 $ 2 (0.1%
Totd Ridership (millions) 2,175 2,145 30 1.4%
Non-Studet Average Fare $ 1.04 $ 1.06 $ (0.02) (1.9%

Total revenue fronflares were $2,1351i2002, a decrease 0f1 percent from the prioryear. Rdership in
2002 was 2,175 itlion, the highest annual ridérip since 1970 and up.4% from2001. Thencrease
from 2001 was largelgueto depressed ridership dugithe last four ranths of 2001 followig the WTC
attack. Revenue frofiares declined fron2001 ekspite the higheridership in 2002 becaussore
custaners took advantage of discounterefimedia,resulting n a reduction in theon-studenaverage
whole dollarfare fran $1.06 in200L to$1.04 in 20Q2.

Rapid (subwayrevenue fronfares was$1,503 in2002, a decreas# 1.4% from 2001. Ridership
reached 1,413 ition in 2002, a 0.6 %ricrease frm 2001, naking it the highest annual ridership since
1953. Forthe first eight months d2002, averageeekdy ridershp decreasedyb2.0%. In Septeber
2002, average weekdaiglership increased 13.9% vessthe WTC attackaipacted 2001 monthin the
fourth quarter, average weekdadershp increased Z%. The effect of the reduced non-stoidaverage
whole dollarfare more than offset the remeie fromthe totalyear ridership imrovement.

Surface (bus) revenue frofares was $63i2002,anincrease 08.0% from2001. Ridership inproved
3.1% in 2002 to 762 ithion, making it the highesannual ridership since 1973 he inpact of the WTC
attack on surface ridership wamich less pronouncedah that of apid ridership. For the firgight
months of 2002, average weekdigerdip improved 28%. In Setenber, the inprovement was 12.1%
The fourthquarter inprovement was 0.6%Additiondly, the impact due tofhe reduced non-stlent
average whole dollar fare wastesignificanto surface revenue than to rapideaue.

Fare evasion (turnstile/gate evasion) was edgohto bé.36% in2002, slighty above the 2001 level of
0.32% Thisis an inprovement fron 1996 when farevasion was estiaed to be 1.45%nd fomthe
1991high of 5.91%



CONDENSED FINANCIAL INFORMATION (CONTINUED)

Operating Expenses, by Major Object

2002 hcrease/(Decrease)

2002 2001 $ %
Sdaries & Wages $ 2,394 $ 2,338 $ 56 2.4%
Retirement & Death Benefits 214 204 10 4.9%
Other Employee Bendfits 479 420 59 14.0%
Materials & Supplies 236 278 (42) (15.1%
OutsideSevices 211 205 6 2.9%
Public Liability 74 50 24 48.0%
Depreciation 761 727 34 4.7%
Othe Expenses 275 265 10 3.8%
Total Expenses $ 4.644 $ 4487 157 3.5%

Salariesand wages were2$394 in2002, an inazaseof $56, 0r2.4%, over 2001, principalidue to
contractual vage rate incrases. Satiesand wags eclude approximatel$450 of paroll, which is
reimbursed under the Capital PrograRepresentegdersonnel (mostly Transportation WorgkéJnion
menbers) received a 4% increase aPetember 15, 2A0basedipon the comact in effectat that time.
Non-represeted personnel received a 3% increasend) 2002. Expense reductions includdéower
unscheduledvertime in corparison t02001 whichincluded hgher overtime in response toe WTC
attack, and rescheduling séveral bus shggrograns.

Retirement and death bdite increased $1@r 49%, to $214ue b increased pension andatid &
welfare costgelating to retired mployees.

Other enployee benefits increased $%9, or 14.0%to a level of $479.This ingease included higher
workers conpensation reserve requirements, increasedth & welfare costrelating to active personnel
and increasedocial secunt costs lased upon general wage increases.

Materialsand supplies decreased $42, or 15.1%, t&236 The pmcipal reason for this decrease was
the conpletion of a ngjor subwaycar motor replacement programearly20@®@. Other reductions
occurred in several equipment arehicle-related categ@$ based upopreventativemaintenance cgles.

Outside conputer, engineering aratherservices ine@ased b6, or 2.9%, from2001 to $211. The
increasevasdue to gowth in paratransit carriend supportosts to reet growing ridershiglenand.
Savings werachieved in cglical operations @intenaice and repair services to paniffset the
increased patransit costs.

Public liability expenses increased $84, or 48.0%due in large part to a significant favorable reserve
adjustnent in 2001, not recurrinni2002. The 2002xpense levedf $74 is required based updet
evaluation othe current open clais and estinated payouts on thee clams.

Deprecation expense in 2002 8761 was $34, ot.7%higher than 2001. His increasevasdue nostly
to capitalizatbn of new subwaycars, station relditations and dter infrastructure enhancements.
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CONDENSED FINANCIAL INFORMATION (CONTINUED)
Non-Operating Revenues and Expenses

The authoriy receives a varietgf tax-supported disidies fran New York State and New York @it
These subsidies reperd @rporate franchise, saeenergy, mortgage recording (through tidTA) and
from real estate taxes and are sensitivthe strengthf the local econognandprevailing inerest rates.

Operating asstance subsidies fmoNew York State ad New York City have B maintained at the
sane level eah year.

The TBTA, another coponent of the MTA, distribeis tothe Authoriy eachyearsurplus funds that var
based uponstlevel of operation.

The capital ontributions fromthe MTA of $7,068includes $4,5670 replace debt extinguished and
deferred debt expense, aseault of theMTA Debt Restructuring mgramsunmarized above. The
remaining capital contributions of $2,501 repretsecapital progna funding fromother sources and
Mortgage Recording Taxnd PetroleunBusiness Tadebt service contributions

Changes in Net Assets

In 2002, the net asts incrased by$6,066, due pmarily to the MTA debt restructuring summarized
above. 12001, the hcrease was $801.

However, if non-operatingevenuéexpenses and capital contrilmrts are excluded, the resulting
operating los®f $2310has increased by 7.4%This result represnts esantially flat operating revenues
(the 1.4% increase in rid@ip was offset bya detine in the non-student average whole dollar fare per
ride from $1.06 in2001 to$1.04 in2002)while expenses have ir@ased bys.5%.

Budget Highlights
Total revenue fronfiares exeeded the budget I3%. Rapid (subwayrevenue improved by 2% and
surface (busjevenue wadetter than budget [B26. These mprovanents were due nostly to increased

ridership levels that wemaore than anticipated in thbudget.

Total expenses of $3,890n a budget basis (excludipgincipally depreciation), were 1% gaer than
budgetduemostly to higher workers copensation reserve reqaments.
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GOVERNMENT’S OVERALL FINANCIAL POSITION, RESULTS OF OPERATIONS AND
IMPORTANT ECONOMIC CONDITIONS

Important Economic Conditions

MetropolitanNew York isthe nost transit-intensive gton inthe United States. A financially sound and
reliable transportationystemis criticalto the region’s econoimwell-being.

The Authoriy's overall rigership increased 1.4% 2002 despite th&veak economic climate, the effects
of the WTC attack, reduced pioyment and severe State/Cibudget constraints.

The Authoriyy expects that, over tien federal and ate econmic stirulus measures and the rebuitdj of
the downtown infrastructure will inprove the New York Cjt econony.

Results of Operations and Overall Financial Position

Since the introduction ohé MetroCard and relatddre incentives and unlited-ride passesperating
revenues of the Authorityave renained essentialljlevel. Fare reenues fronsignificant ridership
increass during this period have been offsetthy effect of riders taking advageof MetroCard
incentives and unlifted-ride passes, thus reducing thon-studenaverage whole dollar fare frofii.38
in 196 t0$104 in20Q2.

Ridership, Passenger Revenue, and Average Fare

40%

+358%

20%

0% +4.7%
\ ~
N
i\ o
20% S e— e .
-24.2%
-40%
1996 1997 1998 1999 2000 2001 2002
Ridership Passenger Revenue — = = Average Fare

At the sane time, operating expenses have grown altyyumostly due to general wage incees and
service incrases in subways, buses and paratransit to meedrkk fromincreased ridership.

The effect of the above is an ongoingetdetationin operating results, which was offset until recey
tax-based subsidies supprby a strong economyemployment environrent conbined with operating
expense control in non-service ameintenance aras.

With the current weak eocomic environment and wsening operating balance position, ihecesary to
implement a fare increase that shoul@ble the Autority, as requied by law, tobe self-sustainingn a
cash basis fothe 2003-2004 period.
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SIGNIFICANT CAPITAL ASSET ACTIVITY

Capital Program

The Authoriy's portion ofthe MTA Capital Progranfor 200-04 totals $10.@illion. As of Decenber
31, 2002, $R billion hasbeen conmitted under théive-year planof which $24 billion hasbeen
expended. E&nding sour@s for the Capital Prograoomesmostly from newmoney bonds, ederal funds,
moneymadeavailable througliebt restructuring ahCity capital Lindirg.

Among the pojects included in th2000-2004 TransitCapital Progranand subsequent @mdmnents are
the following rebuildng the 1/9 Ine track and structures destedyby the Sepember 11, 201 attacks on
the World Tade Center, design and iation of mndruction of te full-lengthSecond Avenue Subway,
acquisition of1,13) new sbway cars, replacing 92existing cars and expanding the fleet2®3 cars,
acquisition of 1,065 new buses, including 300 cleahbuses, rehabilitation &4 stations, provisioof
full Americars with Disability Act(ADA) accessibility at 26 stationseplacement of 32 escalators at
various stations, replacement of appmately40 miles of mainline track, signal mmdernization,
communications inprovements and improweents to shopsyards and depots.

CURRENTLY KNOWN FACTS, DECISIONS, OR CONDITIONS

On March 6, 2003, the MA Board voted to increasedtAuthorit’s Subwayand Bus whole dollar fares
effective May4, 2003. Thdast fare, cash or singled® ticketincreases fnm $1.50 to $2.00.The
bonuspercentage increasékem ten percent to twey percent and the mimum purchase required to
receive the bonus decreasesrfi$15.00 to $10.00Wheras, under the current fare structareustoner
receiveslewven rides for the price of ten rides, untier new fare sticture the custoer receies six rides
for the price of five. Theate of tokens will @d on April 12, 2003and toke& usage on subwa will end
May 4, 2003and tokerusage on buses (as long as rigexganoher $0.50) willend atyear end.
MetroCard seven-ggpasses increaseofn $17 to $2 and Metro@rd thirt-day passes increase fro$63
to $70. The gimated incease in passengenvenue fronthe faeincreases $285.5 nilion for 2003
(partial year,May-Dec) and $29.9million for 2004.

The MTA has proposed iphementinga restructuring sategyrelated to the merging of itgarious

agencies into five distinct cqraries, each with a single transportatiorsgion. The restructure will
include the establishment of the MTA Subw@gnpary which will consolidate the existingawices of

the Authoriy’s subwg system It is anticipated tht MTA Subway shall operate the Staten Island Rapid
Transit Operating Autbrity which shallhereinafte be known as “MTA Staten Island Rail”. The MTA
Bus Campany will merge the existing services of the Author&yus sgtem(including MaBSTOA) and
MTA Long Isand Bus. Consideration will be givémhaving “nonMTA” bus transportation providers
included. These changdmwever, would require ¢hagreenent of the MTA and local government as
well as the Site Legislatug. At this time, no decisns have been madsta the specificmpact on the
operations othe Authoriy.






New York City Transit Authority 15
Consolidated Balance Sheets

December 31, 2002 and 2001

(In thousands)

Assets 2002 2001
Current assets:
Cash (note 3) $ 36,109 $ 31,405
MTA Investment Pool (note 4) 299,896 160,070
Receiables:
Billed and unbilled charss due fromNew York City 22,857 31,499
Accrued subsidies 65,417 299,660
Due fromMTA and constituent éthorities 131,121 160,175
Other 51,370 44,106
Less allovance for doubtful accounts (23,683) (25,893)
Net receivables 247,082 509,547
Investments -restricted fo debt serice (note 3) 19,539 13,709
Materials and supplies 156,849 147,478
Prepaid pension expses (note 6) 72,029 83,530
Prepaid expenses and other current assets 15,154 22,433
Total current assets 846,658 968,172
Investments -restricted fo debt serice (note 3) - 17,996
Due fromNew York City for capital cost reitoursenent (note 1) 265 17,631
Due fromMTA for purchase of capital assets 771,064 840,724
Capital assets, net of acculated depreciation (note 5) 19,123,455 17,191,725
Leased propertynder capital lease, net of acauated
anortization (note 5) 119,515 122,085
Leasehold improvements on propertynet of accurmalated
depreciation (note 5) 215,601 214,355
Deferred expenses related to issuance of debt 15,513 145,819
Restricted deposits ardher escrow funds 708 700
Total assets $21,092,779 $19,519,207
(Continued)

See acompanying notes to consolidatdinancial statenents.



New York City Transit Authority 16
Consolidated Balance Sheets
December 31, 2002 and 2001
(In thousands)
Liabilities and Net Assets 2002 2001
Current liabilities:
Bankoverdrafts pagble 33,409 $ 24,946
Accounts pagble 79,485 85,695
Accrued expenses:
Salaries, wagp, and panoll taxes 147,983 134,937
Vacation and sickaybenefits 387,183 372,087
Retirenent and death benefits (note 6) 8,985 9,977
Estimated liabilityarisingfrom injuries to persons (note 12) 107,143 103,459
Interest - 4,886
Other 50,394 52,550
Total accrued expenses 701,688 677,896
Car owerhaul progam 5,351 5,310
Due to MTA for repayment of ddt, current portion (note 7) 6,197 83,606
Current portion ofongtermdebt - 9,195
Unredeenad farecards and teks 134,558 112,574
Deferred subsidyevenue 6,885 6,885
Total current liabilities 967,573 1,006,107
Due to MTA for repayment of debt (note 7) - 3,808,353
Due to MTA for repayment of Bond Anticipation Notes (note 9) - 504,476
Due to MTA for repayment of Certifcates of Particigtion (note 7) 229,600 219,460
Longtermdebt (note 8) - 191,594
Obligations under capital leaslongterm (note 5) 134,749 131,128
Accrued retirerant and death benefits (note 6) 60,790 62,631
Estimated liabilityarisingfrom injuries to persons (note 12) 626,460 588,388
Restricted deposits ammdher escrow funds 708 700
Other longtermliabilities 35,659 35,303
Total liabilities 2,055,539 6,548,140
Net assets:
Invested in capital assets, net of related debt 19,088,025 12,580,353
Restricted 19,539 31,705
Unrestricted (70,324) 359,009
Total net assets 19,037,240 12,971,067
Commitments and contirancies (notes 1, 12, and 13) - -
Total liabilities and net assets $21,092,779 $19,519,207

See acompanying notes to consolidatdinancial statenents.



New York City Transit Authority 17
Consolidated Statements of Revenues, Expenses and Chang es in Net Assets
Years end ed Decem ber 31, 2002 and 2001

(In thousands)

2002 2001
Rewenues:
Operating revenues:
Rapid transit reenue $ 1,502,811 $ 1,523,531
Surface transit reanue 631,563 613,117
School, elderlyand paratransit reipursenent 120,924 118,064
Advertising and othe 78,675 80,919
Total operating revenues 2,333,973 2,335,631
Expenses:
Salaries and wag 2,394,074 2,338,373
Retirenent and death benefits 214,080 203,929
Other enployee benefits 478,615 419,527
Materials and supplies 235,749 278,033
Fuel and powe 184,300 182,901
Outside comuter, engneering and other seiges 210,588 205,316
Public liability 73,752 49,768
Rentals 42,125 38,401
Depreciation 760,868 727,167
Other expenses 49,842 43,563
Total expenses 4,643,993 4,486,978
Operating (loss) (2,310,020)  (2,151,347)
(Continued)

See acompanying notes to consolidatdinancial statenents.
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Consolidated Statements of Revenues, Expenses and Chang es in Net Assets
Years end ed Decem ber 31, 2002 and 2001
(In thousands)
2002 2001
Nonoperatingewenues:
Tax-supported subsidies:
New York State $ 855710 $ 739,720
New York City 178,687 210,486
OperatingAssistance subsidies:
New York State 158,672 158,672
New York City 158,672 158,672
Triboroudh Bridge and Tunnel Authoriy 100,101 133,134
Less amunts proided to Statensand Rapid Tansit
OperatingAuthority (2,945) (3,252)
1,448,897 1,397,432
Expense reimursenent for New YorkCity transit police 4,393 3,928
Total nonoperating revenue 1,453,290 1,401,360
Interest expense (86,548) (153,074)
Loss on inpairment of capital assets (Note 13) - (172,576)
Loss on disposal of sulay cars (Note 5) (58,287) (57,973)
Total nonoperating income 1,308,455 1,017,737
(Loss) before capital contribution and
other revenue, expenses (1,001,565) (1,133,610)
Capital contributions (Note 2) 7,067,738 1,934,992
Change in net assets 6,066,173 801,382
Net assets at the begingof year 12,971,067 12,169,685
Net assets at the end of year $19,037,240 $12,971,067

See acompanying notes to consolidatdinancial statenents.
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Consolidated Statements of Cash Flow s

Years end ed Decem ber 31, 2002 and 2001

(In thousands)

2002 2001
Cash flows fromoperatingactiities:
Cash receied from passengrs, tenants, aéxtisers, and
others $ 2,375,617 $ 2,352,561
Cash pagnents for payoll and related eployee costs (3,130,516)  (2,994,181)
Cash pagnents to suppliers forapds and seiges (688,070) (595,186)
Net cash used in operating activities (1,442,969) (1,236,806)
Cash flows fromnoncapital financingctivities:
Subsidies recead 1,690,615 1,420,418
Increase (decrease) in bamlerdraft 8,463 (23,961)
Net cash provided by noncapital financing activities 1,699,078 1,396,457
Cash flows fromcapital and related financiragtivities:
Principal paynents (6,795) (94,726)
Interest paid (307,646) (248,807)
Subsidies desiwmted for debt serwe paynents 200,341 118,483
Capital project costs incurred for capital pram (734,397) (685,313)
Reimbursenent of capital poject costs fronMTA 721,581 663,169
Net cash used in capital and related financing
activities (126,916) (247,194)
Cash flows frominvesting activities:
Purchase of imstment securities (9,674) (41,620)
Proceeds fronsale and rturities of investments 21,839 51,244
(Increase) decrease in MTnvestment Pool (139,826) 58,200
Interest on inestments 3,172 10,009
Net cash (used in) provided by investing activities (124,489) 77,833
Net increase (decrease) in cash 4,704 (9,710)
Cash at bagning of year 31,405 41,115
Cash at end of year $ 36,109 $ 31,405

See acompanying notes to consolidatdinancial statenents.
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Consolidated Statements of Cash Flow s
Years end ed Decem ber 31, 2002 and 2001
(In thousands)

20

Reconciliation of cash floa/fromoperatingactiities:
Operating(loss)
Adjustnments to reconcile operatirlgss
to net cash used in operatiagtivities:
Interest incora
Depreciation

Changes in operatingssets and liabilities:

Increase in farecard and wkliability

Increase in accrued salariesgas, and paroll taxes

(Decrease) increase in accountsghég and other accrued
liabilities

Increase in accruedagation and sickaybenefits

(Decrease) increase in accrued reteahand death benefits

Increase (decrease) in esgited liabilityand arisingrom
injuries to persons

Decrease in operatirmgceiables

Decrease in prepaid expenses and other current
assets

Decrease in prepajgension expense

Increase in @erials and supplies and charig car owerhaul
progamliability

Net cash used in operating activities

Supplenental schedule of noncash capital and related financing

activities:
Fair value of assets contributed
Debt issued baffiliated agncyfor capital assets

2002 2001

$ (2,310,020) $ (2,151,347)

(3,337) (9,480)
760,868 727,167
(1,552,489)  (1,433,660)
21,984 4,756
13,046 11,674
(11,975) 29,196
15,096 43,949
(2,833) 4,470
41,755 (3,480)
22,997 21,654
7,279 71,859
11,501 32,535
(9,330) (19,759)

$ (1,442,969) $ (1,236,806)

$ 1,055,962 $ 1,000,209
247,072 173,636

See acompanying notes to consolidatdinancial statenents.



New York City Transit Authority 21
Notes to Consolidated Financial Statements
December 31, 2002 and 2001

1. Financial Statements

Reporting Entity

The acconpanying consoliated financial statemé&ninclude the accounts of tidew York Ciy
Transit Authority (Transit Authon), and itssubsidary, the Manhattan and Bronx Surface
Transit Operating Authogit(MaBSTOA) (collectiely, the Authoity), which are public beriig
corporationsreated pursuant to the Public Aatities Law (the At) of the State of New Ydr
(the State) to operate pubBubwayand bus servicesithin the Ciyy of New York (the Ci).

MaBSTOA is a subsidiargf the Transit Authaty and, therefore, the financial results of
MaBSTOAare canbined with those ofhe Trarsit Authority in the consolidated financial
statenents. The MaBSTA Pension Plan (the Plan) is not a gmment unit othe Transit
Authority, in accordance with Goverrental Accounting StandardBoard (GAS) Statement No.
14, The Financial Reporting Entity, and, therefore, the financialstdts of the Plan are not
includedin the Authority’s consolidated financiatatements.

The Authoriy has material transactions wiffiliated agencies included in tivdetropolitan
Transportation Authomt (MTA) financial repoting group. Such gencies include the MTA,
Triborough Bridge and Tanel Authoriy (TBTA), Metro North Canmuter Railroad (MNCR),
Long IslandRail Road (LIRR), Metropolitan Subwah Bus Authority (MSBA or LIB), and the
Staten Island Rapid Transit Operating Autho(BIRTOA).

The Authoriy is a part ofhe financial repding grow of the MTAand is includd in the
combined financial stat@ments of the MTA inaccordance with GBB Statenent No. 14.The
MTA is a canponent unibf the State and is inalled in the Statef New York Canprehensive
Annual Finawmial Report of the State Catroller as a public benafcorporation.

Operations

Operations a conducted pursuant to leases wlith Citywhich expired on Noveber 1, 1989,
except that the ters of theleass continue sdong as anyinancing agrement between the
Authority and the MTA and anMTA Transit Facilities Revenue Bonds remain outstandiseg(
Note 7). TheCity has the option to terimate thdeasea at anytime. In the evendf ternination,
the City is required to assume the asaets liabilities of the Authority and st payor make
provisionfor the pgmentof ary debtincurred pursuant to finanadragreerantsof the Authoity.

Substantial operating deficits (the differeietwesn operating revenues and expenses) result
from the essential servicéisat theAuthority provides swch operating deficits will continue ihe
foreseeable future. Toewmt the funding requireents of these operating deficits, the Authprit
receives subsidigsom:

a. The State in the forraf amual subsidig of special State and regional tax revenues,
operating assistance, andmbursenent of certain expenses;

b. The City in the fornof operating assiahce, tax reveues, and reitsursement of certain
expenses; and

C. An affiliated agencyTBTA), in the fom of a portion of its operating sugsl.
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The New York State Publiguthorities Law and the financing agreemt between the Authadyi

and the MTA provide that the Authorighall establils fares, tolls, and other fees for the use of its
facilities asmay benecessaryo maintain its combined operationsn a self-sustaining basis as
defined in sah law. It is the opimin of management that the Awthty is in canpliance with

these requinments. The Authoritys not liable forreal esate taxes, franchiseakes, or saletaxes

on substantially all of its purchaser other excise tageon its properties.

Capital Financing
1992-1999 Capital Programs

The MTA has ongaig piograns on behalf of the Athority and ober affiliated agencies, subject
to approval by the New York State Metrdipgn Transportation AuthogitCapitd Program
Review Boad (the State Review Boardyhichare intended to iprove pultic transportationn
the New York Metropolita area. The 1992-19%%pital Programs (the Capital Programs)
totaled $18l billion, of which the Authority’portionamounted td5126 billion. The Capital
Programs aregnd are expected to continuebe funded byederal capital grants, @icapital
funds, MTAbonds secured ksystemrevenues and ber sources, bonds issued antedssued
by the TBTA, proceeds frorihesale oftax benefits on leasing transactions, andlipgct
transfers of operating budget revenues raispdessy for the purpose of supgorg the Capil
Programs.

At Decenber 31,202, $12.5 billion has been aomitted to Autlority projects fromthe 1992-
1999approvel plan,of which approxinately $115 billion has beeexpended.

Approved 2000-2004 Capital Program

The 20@-2004 Capital Pogram whichwas approvedybthe State Review Board in M&000,
provided for$181 billionin capital expendituresf which the Authoriy’s portion was $10.3
billion. In May and Decerper 2002, he MTA Board approved amenents to the program
reflecting changes to budige schedules, fundingnd @ded to he infrastructure and facilities
securityprogiams. The curent MTA approvd plan 5 now $18.%illion, of which the
Authority’s share is $10.@illion. Among the pojects included ithe 2000-2004 Transit Capital
Programand subsequent amanents ae thefollowing: rebuilding the 1/9ine track and
structures destyed by theSepternber 11, 20Q attacks on the W/ld Trade Center, design and
initiation of constructiorof the full-lengh Second Avenue Subway, @aisitionof 1,130 new
subwaycars, replacing 927 existing cars and exidag the fleet by203 cars, acquisition df065
new buses, including00 dean fuel buses, rehabilitation @4 statons, provision of full
Americans wih Disability Act (ADA) accessibilityat 26 stations, replacement of 32 escalators at
various stations, replacement of agppmately40 miles of mainline track, signal madernization,
communications inprovements, and iprovenents to shopg,ards, and depis.

The conbined funding sources for the 2000-2004&a Program include $7 8illion in new
moneybonds, $4.9 bilbnin federdfunds, $4.5 billon fromdebt restructuringb0.5billion in
City capital tinding, $0.3illion from sale and leasgof assets ah$0.8 billion fromother
sources.
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As part of the 200-2004 Capital Programthe MTA, the TBTA and the Authaty have refuded
and defeaseslubstantiallyall of their outstanding debt and consolidategstrof their existing
credits.

While the 2@0-2M4 Capial Programhas been approved the Shate legislature, there can be no
assurance that the fumgjsources identified will bavailable in the aounts and at the ties
contenplatedor that the @pital Progranwill not bedelayed orreduced. If thémplementatbn

of the 2@0-2004 Capital Fogramis significantly detiyed, the Authoriy’s efforts to bringthe
entire transit sgtemto a state of good pair and tgrevent deterioration ofgotions of the trasit
systemwhich have alreadyeached a ate ofgood repaimay be impeled, with potential

negative effects on ridership and fare revenues.

At Decenber 31,2002, $73 billion hasbeencommitted to Authorty projects fronthe 2000-
2004 approve plan,of which approxinately $2.4 billion has been expended.

Pursuant to Memorandumof UnderstandingMOU) dated May 20199%, by and anong the
MTA, the Authority, and he City, theAuthority was authorized, and ade grant transfers to the
City totaling $250 million through1997. In exchange, the City agreed tg $&00 nillion from
its capital budget to fud the Authority’s capital program The intent of the I@U was to provide
additional capital fundigto the Authoity which did not require tk issuance dfonds sppoited
by Authority revenues, includinfare receipts.As of December 31, 2@Qthe Ciy has made
capital paynents totalings249.7 nillion to reducethe receivable due frothe City for the firs
$250 nillion in the consolilated balance sheseto $0.3 rilion. The second $250 ittion is
recognized as capital contributions when thg @tmburses the Authogyitfor the costs of certain
capital projects. As of Decdrar 31, 202, theCity has reinbursed the Authont$195.0million
for capital projects included in the second $25llion amount.

2. Accounting Policies

Basis of Accounting

In accordancevith GASB Statenent No. 20 Accounting and Financial Reporting for
Proprietary Funds and Other Governmental Entities That Use Proprietary Fund Accounting, the
Authority applies all applicable GASBnenowncemerts, as well as all Financial Accounting
Standards Board (FASB) Statements and Intémpoms issued oar before Noverbper 30, D89
that do ot conflict with GASB pronomcements. Sutequent to Neenber 30, B89, he
Authority exdusively apples dl applicable GASB pronacenents.

These finana statementfiave been preparanh theaccrual bas of accounting in accordance
with accounting principles generaliiccepted in thenited State®f America.

New Accounting Standards Adopted

During 2®2, the Authoriy adopted G SB Staterant No. 3, Basic FinanciaGtatements — and
Managenent’s Discussion and Anadis — for State and Local Governments (6334) as
amended byGASB Statement No 3Basic Fhancial Statementsand Managment’s
Discussion ad Analysis — for State and Local Governmentsn@bus, and GASB Stateent No.
38, Certain Fancial Statement Note Disclosureghe Authoriy’s 2001financial statements
have been reéated to inplement the stadlards réroacively. The Authority follows the “business
type” activity requirenents of GASB 34which requires that resources be sifisd for
accounting and reporting purposes inte thllowingthree net asseategories:
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e Invested in capital assetstof related debt:Capital assets, net of@mulated depreciation
and outstanding principal balances obtattibutableto the acquisition, constrtion or
improvement of those asset

e Restriced:

Nonexpendable — Net asets subject to externally ippsed stipulations such thidte
Authority maintains thenpermanently For theyears ended Decdyar 31, 202 and D01,
the Authoriy did not havenonexpendable net asset

Expendable — Net assts whose use byhe Authoriy is subject to externally ippsed
stipulations lhat can be fulfilled byactions othe Auhority pursuat to those stipulations or
that expire by the passage of time.

e Unrestricted:Net assts that are not subjectéaternallyimposed stipulationsUnrestricted
net assetmay be designated for specific purposes by actions of mam®r the Board of
Directors or maytherwise be linted by contactual agrements wth outsideparties.

In fiscal year 2001, the Abbrity adoptel GASB Staément No. 33, Accountingpr Financial
Reporting forNonexchang Transactios) and GA®B Statement No. 36, RecipieReporting br
Certain Shared NonexchgsRevenues, whicdmends certain provisions of GASB Stabent
No. 33 relatilg to shared enexchangeavenues.

GASB Statenents No. 33 and No. 36 (colleatly, the Statmentg established accounting and
financial reporting standardser nonexchange transaatis involving financial or capital
resources, foexanple, taxes and grants. jiementaton of the Statments chaged the tinng

of revenue recognition farertain of the Athority’s tax-supported ad operatingassisance
subsidies, specificall$tate operating assistanceldhe Metranass tax sulidy. Additionally,
upon inplementation, capital contribotis receive by the Authoity are reported as revenues in
the consolidad statement of revenues, expemand changes in retse$, as opposed to being
reported as additions tocantributed epital equty account in the consolidated balance sheets.

Subsidies

The Authority receives fisidies fromvarioussources including the State and the Cily
general, these subsidies are subject tmdmapproprétions by the governmental units and
periodic appoval of the catinuatian of the taxes supportinipe sibsidies.

The principalfunding souces for the Authont are as follows:

Operating Assistance Appropriations and Grants

The Authority receives, $ject to annual@propriations, State and City operating assisanc
funds. Thetinds received under the §tdransit operating assistanprogramare fully matched
by contrbutions fromthe City. State and Gjtoperating assistance subsidies srcognized as
non-goerating revenue irhé anount oftherespective annual apgmeation whensuch
appropriation becomesfettive.
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Triborough Bridge and Tunnel Authority

The New Yok State PublicAuthorities law requireshe TBTA to transfer its armual operating
surplus, as defined, tbe Authoriy and the MTA. Te initial $24million of the operating
surplus is provided tthe Authority ard the balance is divided egly between the Authogtand
the MTA. However, the aounts transferred tihe Authoriy and he MTA arenet of a prowsion
for debt serge on TBTA bonds issudd finance the acquisition of facilities under their
respective portions of théapital Program Fa theyears ended Decdrar 31, 2002and 201,
$161.0 nillion and $1482 million, respectivelywere paid fronthe operating sptus of the
TBTA to satisfythe Authority’sportionof debtservice requirents. Additiondly, in 202, the
Authority reduced the acunt of TBTAoperating swlus recognized b$3.9 nillion to
reimburse the MTA for the MTA’s portin of the dlocation of debservice on TBTA Beneficial
Interest Certitates.

Mortgage Recording Taxes

Under NewYork State law, the MTA receivasperding and capital assetce fomthe Stag¢
Mortgage Recording Taxvhich is collected pthe City and the seven counties within the MTA
transportation region, at tliate of one-quartesf 1% of the debt secured logrtain real estat
mortgages. Such legislationggrns the use dhe funds fronthis revenue source wherethe
proceeds of this tax are first usedthg MTA to meet the operating costs of tihdTA
headquarters, with the remaininghfisallocateds5%to the Auttority and45% to the comruater
railroads for their capital and operatingeds. The Authoriy recognizes such sources of funds
when designated kijne MTA for theAuthority’s use. The portin of this subsiy attributabé to
the Authoriy is reported irftax-suppored subsiées: New York State” in the acopanying
consolidatedtatenents of operations and surplushe Authorityrecords the portion of its State
Mortgage Recording Taxubsidy which funds prncipal and interest panents m long-term debt,
net of investment earnings on unexpended pra;aestd to construct capitakass a capital
contributons.

In addition, he State designated for tMTA’s use an additionahortgage recording tax (the
Additional Mortgage Recording Tawf one-quarter of 1% of ontgages securelly real estate
improved or ¢ be inproved ly structure containingone to sixdwelling units h the MTA
transportation region. He funds fronthis addtional tax are availate, after satisfyng debt
service requements, tomeet the capital and opating needs of thAuthority and the commuter
railroads.

The Authoriy recognizedsuch sourcesf funds when designatedby the MTA for the Authoity’ s
use. The MTA designated $113.49limn in 2002and $346 million in 2001 forthe Authorit’s
debt service requiremts.

The Authority receives operating asaiste directlyfrom the Citythrough theCity Mortgage
Recording Tax at the rate of five-eighthsl&b of thedebt secured bgertain real estate
mortgages ad thraugh he Real Property Transfer Taat the rate of 1%f certain properties’
assased vala (collectivey referred to as Urban TéBubsidies).These Urbaax Subsidis are
reflected in ta supported subsidies: NeYork City in the accmpanying consolidated
statements of operations and surplubesEfunds areaecognized as revenue, based upon the
reported araunt of taxes collected kihe Gty from underying transactions, within the
Authority’s fiscal year.
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New York State Regional Mass Transit Taxes
The Authority receives, §ject to annual@propriations, revenues frotaxes enacted by the
State legislatre fromvarious taxing sources.

In 1980, the State enactaderis of taxes, portions of which are deposited in the Metro Mass
Transportation Operatingccount (MMTOA), tofund he operating deficitsfdStatemass
transportation sstens. MM TOA taxescurrertly include a business privilege taxpowsed on
petroleumbusiness in the State, a one-quantel% salesand use tax on certain personal
propertyandservices, aorporate franchise xdamposed on transportation and tramssion
companies, ad a terporal franchise tax surchaegon certain corporations, banks, insurance,
utility, and transportatiooompanies attibutableto business actity carried on in the State.
MMTOA taxes aresubject to annual appropriaticavailability of sufficient tax collections, and
deternination of operatingneed ly the Sate forthe MTA. They are recognized as revenue in the
amount of theannual apprariation whensuch appropation becomes effective.

Under NewYork State law, subject to annusgpropriation,lie MTA receives operating and
capital asstance through a portion pétroleumbusness tax receipts, certaimotor fuel taxes,
and certairmotor vehicle fees, which arcollectedby the State. Such assistafis required by
law to be allocated, after gvision for dét sewice on anybonds secured bsuch taxes, 85% to
the Authoriyy and 15%to the commuterailroadsfor their operating and capital needs. MTA
Dedicated Tax FuhBonds (DFT Bonds)Series 2002A, Series 2002B, and 8g12001A, are
secured byertain petroleunbusiness tax recegt The Authorif recognizes sth sources of
funds when designated ltlye MTA for the Authoriy’s use. A portion oftte petoleumbusiness
tax receipts d@lected bythe MTA is usd to satisfy the debt servicequirenentsfor the DTF
Bonds and isecorded as capital contuitions.

The conposition of New York State tax-suppaitsibsidies for 202 and2001, as restated for
implementatbn of he Staterents, is asollows:

2002 2001
Accrued Accrued
Revenue Cash Revenue Cash

Petroleumbusiness tax (a) $ 280,468 $ 371,072 $ 224,766 $ 220,629
Metro mess tax 575,242 791,184 511,242 527,400
Mortgage recordingtaxes (b) - - 3,712 -

$ 855,710 $1,162,256 $ 739,720 $ 748,029

(8) Net of $86,42 and 83,88 for debt serice paynents in 20Q and200L, respectively.
(b) Net of $113939 and$34,795 fordebt service payerts in 20@ ard 2001, respectively

Paratransit

Pursuant tomagreementbetween the Citand tle MTA, the Authority, effective Julyl, 1993,
assumed operating respotdity for all paratranis sewice required bythe Anericans with
Disability Act of 1990. The Cityreimburses the Atnority for the lesser of 33%f net paratransit
operating expenses definad labor, transportatioand adrmistrative costs lessafe revenues
and 6% of goss urban taproceeds asa$cribed abover, an arount that is 20%greater than the
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amount paidby the Ci for the preceding calendaear. Fare revenues and @iy
reimbursement aggregated approaialy $320 million in 2002 and $30.3 iffion in 2001.

Reimbursement of Expenditures

Engineering ad labor costincurred ly the Authority for capital projects are retmirsed undr

the capital prograrby theMTA to the extent thathey relate to approved expenditures applicable
to capital pragcts primarily initiated after April 1,1982. Thg are eimbursed by the Gjtto the
extent thg relate to amunts approveddr prior projects.

Fare and Service Reimbursement from the State and City

The City no bnger fully reimburses théuthority for costs of the free fare progrdor studens;
however, pursuant to a 1995 agmentwith the State and the @itthe Authoriy continued lhe
student progna beginning with the 1995-19%&hoolyear, with the State and the Cigch
agreeing to pag45 nillion of the appoximate$135million cost. It is believed the City will
continue tgprovide for he continuatiorof the City’s $45 million contributon for the 2002-2003
schoolyear, of which $1%nillion was received in Decdoer 2002. The Authary’s appoved
2003 Operating Budget asnas that the remaing $30 nillion from the City will be received in
2003. It als@mssumes thathe States full $45 nillion for the 20022003 schooyear will be
received in 2003The Auhority’s 2000-2004 fiangal plan assmes the continuation of theift
funding of the free fare prograrfor stulents.

Prior to April 1995, the Cit was obligated to mmburse the Authority for the tnait police foce.
As a result of the April 1995 enger of the tansit polce force into the New YorEity Police
Deparment, the Cityno longer ranburses the Atority for the cots of policingthe Transit
Systemon an ongoindpasis since policing of the Transits3gm is being carried out by theeds
York City Pdice Department at the City's expsn The Authoriy contirues to be resporisde
for certain capital costs and support serviceseaglat such policactivities, a portiorof which is
reimbursed by the Gjit The Authorily received approxitely $4.2 nillion in 2002 and $4.7
million in 2001 for he reinbursement of transit pak costs.

Due from MTA and Constituent Authorities

Due fran MTA and constituent authdigs consist®f reimbursements due from the MTA Capital
Programfor billed and unbilled charges relatingdapital projects, farecar@sd tokens on
consignnentwith sister agncies, and inteotnpanyoperating receiables, pagble, and
repayments.

Prepaid Expenses and Other Current Assets
In Decenber 2002, the Autority prepaid $15.1 iilion towards insurance coverage. The various
policies cover environental liability, sabotag and terorism, propertyand excess liability

Due from MTA for Purchase of Capital Assets

Due fran MTA for purchase of capitalsset consist of funds hedl by the MTA which are
restricted for capital asset acquisitions byAlhority pursuanta the 1982 Transit Facility
Special Obligation Bon&esolution. Tis capital progranpool iscomprised of non-bnd
proceeds funds derived frosake harbor and salehseback transactions, opergtfund trankers,
legal settlements, TBTA bond purchaights andswap option ageents, and interest eargs
on these poeld funds.
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Capital Assets

Capital assets acquired prim April 1982 werefunded prinarily by the Ciy, with capital grants
made availald to the Authority The City las title toa substantial portion of sn@ssets and,
accordingly these asets ae not recorded on ¢hbooks of the Authdy. Subsequent
acquisitionswhich are part of the capital prograae recorded at cost kifie Authority.

Funding soures for the acquisitioof these capital ssets includéederal, Stateand Ciy captal
grants, grants frorthe Port Authorityof New York ard New Jesey, the proceeds froriine
issuance of transit facilities revenue bonagl warious TBTA bonding and othsources.
Capital asstsare recorded at cost and are @éefatedon a straight-line basis over 2535 years
for subwaycars, 12years for buses, and lives geally ranging from10 years to 6(/ears for the
other capital asset Cost includes capitalized indéstapportionedd assets during construction.
For the purposes of this calation, interest)@ense igeported nebf investnent incone.

Contributed Capital

For fiscal year 2001, withhe implemenétion of GASB Statements No. 33 and No. 36, capital
asses contributed byhe MTA and restricted funddue fron the MTA for the purchase of cagi
asses are ecorded as capital contributions on tbensolidated stateent of revaues, expenses
and changes in net assets. In fisadn22000 angrior, such itemsvere recorded as additiotts
contributed epital in the consolidated balanceesits. Capital contributionsrfthe years ended
December 31, 2@and2001 consist othe following

2002 2001
(In thousands)

Capital assets contributed MTA from:

Federal gants $ 353,064 $ 707,557

Other than federalrgnts 1,334,031 922,800
Capital assets contributed MTA for WTC disaster

replacenent 103,900 -
Capital assets contributed byew York City for

grant transfers 31,324 75,926
New York State nortgage recordingtaxes receied for

principal and interest payents on debt 113,939 34,795
Petroleumbusiness taxes reced/for principal and

interest pagnents on debt 86,402 83,688
Increase in restricted funds due froATA

for purchase of capital assets 477,885 110,226

Extinguishment of debt issued to fund capital assets (Note 7) 4,567,193 -

Total capital contributions $ 7,067,738 $ 1,934,992

Passenger Revenue
Revenues fronthesale offarecards and tokemse recognized as income as thecards and
tokens are used and are reported asabipg incone.
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Materials and Supplies
Materialsand supplies are recorded at aggr cost nedf a reservedr obsolescence.

Staten Island Rapid Transit Operating Authority

The Staten Island Rapid Transit OpargtAuthoriyy (SIRTOA) isa wholly owned subsidiay of
the MTA and proules transportation service on Staten Island. TOIR is managed ¥ the
Authority on behalf of theCity under acontract which prowes that the Cityfund SIRTOA’s
deficit. The Authoriy has no responsibilitfor the operating deficit of SIRTOA. The Authiyr
collects on SIRTOAS behalf its share of certain opéngtassistancsubsidies detetined by
formulaand transfers suctubsidies to BRTOA. The amunt of sisidy funds b which
SIRTOA is entitled is recorded as a reduction ofdltesidyrevenues of the Authoyit Separate
financial statenents ae issied bySIRTOA and may be obtained Ywriting to SRTOA, 60 Bay
Street, & Floor, Staten Island, New York B01.

Employee Benefits

Pension costirequired tdbe measured ardisclosed using the accrual basis of accounting.
Annual pensin cost shoul be gual tothe annual required corttritions (ARC) to the penisn
plan, calculated in accordance with egrtparaneters.

Investments

Investents maturing andexpected to éliquidatedwithin ayear of Deceber 31 have been
classified as arrent assetsiithe consolidated fingcial statenents. Investments included ihe
debt service reserve funds pursuanti®Authority’ s various bondesolutions are recorded at
amounts which appramates fair value.

Receivables
Receivables are recorded asoamts due to the Ahority, reduced byan allowance for doututl
accounts to report the receivables at net realizablevalu

Reclassifications
Reclassification of certaiprior year amounts havasen made to conforro the current gar
presentation.

Accounting Estimates

The preparation of financial statents inconformity with accounting priciples generally
accepted in the United States ahérica requiresnanagement to make gimates and
assunptions that affect theeported amunts ofassets and liabiliteeand disclosure of contingent
asses and liabilities at the date of the consokdifinancial statements and the reportedams
of revenues and expenses during the reportinggerictual results couldiffer from those
estmates.
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3. Cash and Investments

Cash consists of the follving as of Decetver 31:

2002 2001
Book Bank Book Bank
Balance Balance Balance Balance
(In thousands)

Insured (FDC) and

collateralizd deposits $ 369 $ 3376 $ 6,093 $ 3,823
Less escrow and othe

restricted deposits (791) (806) (2,649) (822)
Insured funds on hand and

in transit 33,204 - 27,961 -

$ 36,109 $ 2570 $ 31,405 $ 3,001

The Authoriy invests theinused procals fram the Transit Facilities Reven®nds, Series
1990 and Trasit Facilities Refundig Revenue Bonds, Series 1993 (see Note 8), helddbt
service accounts and delet\sce reserve accousitinrepurchase agements collateralized by
U.S. Treasury securities, 8. Treasunpills, andU.S. Treasurynotes as pemitted bythe State
Public Authgaities Law. All investments are hely the Authoriy’s agent incustog accouns in
the name of the Authoyit During 202 the MTA issued the Transportationrigis, Series 2002
A, B, C, D and E. A poitn of theproceeds we applied to refundll of the outkanding Trani
Facilities Refunding Revenue Bondsyige 1990 and 1993.

As of De@mber 31, 2002nd 2001, the coshd nmarket values of these resttéd investnents
consist of thdollowing:

2002 2001
Fair Fair
Cost Value Cost Value
(In thousands)
Investments -shortterm
U.S. Treasurynotes $ 18,146 $ 18,758 $ - $ -
U.S. Treasunybills 780 781 1,430 1,430
Repurchase agenents - - 12,279 12,279
18,926 19,539 13,709 13,709
Investments - long-term:
U.S. Treasurynotes
due 2003 - - 17,996 18,718

$ 18926 $ 19539 $ 31,705 $ 32,427
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Earnings onhese inveshents arounted to $20 million and$1.4million in 2002 an@001,
respectively

4. MTA Investment Pool

The MTA, onbehalf of theAuthority, invests funds which are nahimediatelyrequired for tte
Authority’s operations in securities pdtted bythe State Public Authorities Law, including
repurchase agements collateralized by.S. Treasty securities, Us. Treasurynotes, and U.S.
Treasuryzero coupon bonds. All investmente held bythe MTA’ s agent in astodyaccounts
in the nane of the MTA. The Authoritys eanings fom short-ternminvestments approxiated
$2.4 nmillion and $80 million for the years ende Decener 31, 2002 and 2001, respectively
Approximately $300 nillion of funds are inalded in he MTA investrent pool in the
consolidatedalance sheet as Becember 31,802 Most of thes funds resulted frorthe
timing of receipts and expditures at the enaf theyear and were required tond mejor
expenditure equirenents in early2003.

In Decener 1998 the MTA Board approved the establishmentted MTA New York Ciy
Transit General Reserve Fund e tanount of $113.0 nillion. Funds held therein inclua
interest earnd shall be expended per MTA Bdaapproval to stabilize the Authorig/tcash flow
requirenentsas needed. $of Decenber 31, 2002, the balance in the reservediwas
approxinately $240.3 nillion. These funds are included in the MTA Inwesht Poolin the
accanpanying consolidate balance sheets.

5. Capital Assets

Capital assts at Decenber31, consist of the following:

Scrap
Buses/
December Subway December
2001 Additions Cars 2002
(In thousands)

Subwaycars $ 4,190,396 $ 1,085,744 $(107,608) $ 5,168,532
Buses 1,531,390 41,923 (548) 1,572,765
Trackand structures 4,903,512 379,957 - 5,283,469
Depots and ards 2,536,241 121,799 - 2,658,040
Stations 3,299,830 330,772 - 3,630,602
Signals 1,453,222 102,160 - 1,555,382
Senice wehicles 175,920 12,178 - 188,098
Building 169,584 - - 169,584
Other 1,823,163 164,568 - 1,987,731
Under construction 2,810,884 492,105 - 3,302,989

22,894,142 2,731,206  (108,156) 25,517,192
Less: Allowance for depreciation (5,702,417) (741,189) 49,869 (6,393,737)

$17,191,725 $ 1,990,017 $ (58,287) $19,123,455
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Due to the terrorist attacks Septerber11,2001, theAuthority recorded a loss on ipairment

of capital assets of appromately$1726 milli on durhg 2001. Refer to Note 1in the
consolidatedinancial statenents for a further dcussion of the ipact of the World Trade Center
disaster.

During 2M®1, the Authoriy began repleement ofcertain subwayar fleets. TheAuthority
scrapped 40and 229%ars in 202 and2001, respectively. Losshalisposal otapital assetsf
$583 million and $58.0 rillion were recorded fothe years ende®ecember 31, 2002 a2d01,
respectively The Authoriy will continue the diposal of certain subwagar fleets through 2003,
which will result in an estimated loss of $38illion.

In 1990, he Authority issued approxirately $2028 million of Transit Facility

Revenue Bonds, Series 1990 (see Note 8)rtd tuie acquisitionn April of an office

building locaed in Brookyn, New York. The bondsere subsecpntly defeased in Ma2002 by
the MTA Transportatiolonds. Te piopery is located on landwned ly theNew York City
Econonic Developnent Corporationas trustee for the Citwvith whomthe Auhority has
entered into a 99ear ground lease. Rent erge, on a cash basis, unde kease for 200and
2001, was approxiately $566,000 eachear.

Capitalized interest totalek708 million and $692 million in 2002and 2001respectively This
included $31.9 mfion and $31.0 nillion in noncastcapitalized interest trares from the TBTA
were recordedybthe Authority in 2002 and 20Q, respectivelyon capital progranexpenditues

funded ly TBTA debt.

Lease Transaction

In July 1998,the MTA, the Authorityand TBTAauthorized and entered into a lease and iklate
agreenents vherebyeach agencyas a subleasee, renffice spaceat Two Broadwayn lower
Manhattan.The triple-net-lease has an initial statenin of approximatel\60years; with the

right to extend the lease for two sucies 15-yearperiods at a mgal of at least 95% of fair
market rent. Remaining paents under the leas@poximate $1.5 billion. Under the subleases,
the lease is ggortioned as follows: thAuthority, 68.7%, MTA, 21%; and TBTA, 10.3%.
However, the invaled agencies have agreedstd-sublease space frame another as necessary
to satisfyactual occupancyeeds. The agerss will be responsible for olglitions under the
lease baed on such actual occupamrcentags. Pojected occupancyercentages at
December 31, 2@for the Authority ard TBTA were75.6% and®5.4%, respestely. The
Authority’s sublease is for agar-to-year tem, atomatically extended, except upon the giviofy

a nonextensionotice ly the Authorit.

The lease isomprised of both operatingndcapital elenents, withthe portion of the lease
attributable to the land recorded as an operd¢iage and the portion of the lease attributable to
the buildng recorded as eapitallease. Operating rent expenses under the Awherublease
amounted tdb7.5 million in both 2002 ad 2001.
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Assuming the projected occupanpgrcentage dbdecenber 31, 2002 will contiue, the future
minimum lease payentsunder the Auitority’s sublase age as folbws:

Operating Capital
(In thousands)

Year endingddecenber 31.:

2003 $ 7452 % 8,307
2004 7,452 9,814
2005 7,452 9,814
2006 7,452 9,814
2007 7,452 9,814
20082012 37,260 55,341
20132017 37,260 63,680
20182022 37,260 72,687
20232027 37,260 82,414
20282032 37,260 100,817
20332037 37,260 114,137
20-38-2042 37,260 126,390
20432047 37,260 139,624
2048 7,448 10,504
Total minimum lease payments $ 342,788 813,157
Less, inputed interest (678,408)
Present value of net minimum lease payments $ 134,749

The capital lase for the afrementioned building wilbe anortizedover the lifeof the lease. The
cost of the building and related aomlated anortization at Deceiver 31, 2002 and 2004 as
follows (in thousands):

2002 2001
(In thosuands)
Capital lease building $ 1285510 $ 128,510
Less, accumlated anortization (8,995) (6,425)

Capital lease - building, net $ 119515 $ 122,085
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In July 1999and Jwy 2000, the MTA issued Certificates of Participationtieamount of $28.2
million and $1212 million, respectively to finance the renovatioaf the buiting and certain
other tenantmprovements (refer to Note 7T.he amounbf such mprovements apportieed b
the Authoriy as of December 310R2and 20Q is & follows:

2002 2001
(In thousands)

Base buildingmprovenents $ 129,790 $ 120,656
Tenant inprovenments 99,039 93,112
Furniture and fixtures 11,434 10,577
Conputers and equipemt 6,028 4,549
Development fees 6,866 6,850
Capitalizd interest 9,237 8,916
262,394 244,660
Less, accumiated depreciation (46,793) (30,305)
Total leasehold improvements $ 215601 $ 214,355

Additionally, MTA enteredinto a Coordination ad Monitoring Agreenent with the lessor, Tav
BroadwayLLC. As part of this agreesnt,$68.3 nillion was advanced to thedsor, as of
Decenber 31, 1999, to fimce contracte based building immrovements fron proceeds of the
1999 Certificates of Partigation. Under the agenent, the lessor is to rebuarse the advance
with 1.25% nterest, pninarily through ent credts during the lease ter. The obligation to pa
these rent cuits is currently beinglisputedby the lessor. The MTA intends to vigorously
defend its rights to these rent credits. Howegizen the uncertaintgf the collectibility of the
advance through rent creéslithe Authaity’s portion of the net disounted advace at December
31, 2000 of $30.5 ition was reclassiéd to kase buding improvenents during fiscal gar 2001.
Amounts expended in fiscgears 2002r@d 2001which, under the agreesnt, waild be
reimbursed by the lessor have also besrorded as base building pnovements

6. Employee Benefits
New York City Employee’s Retirement System

Plan Description

The Authority contributes to the Newolk City Employees’Retirement Sstem(NYCERS), a
cost-sharing, mitiple-emgdoyer public enployeeretirenent system (PERS) for epioyees of the
City and certain other govemental units whoseraployees are not otherwiseembers of the
City’s four othermain pension gstens. The NYCERS plan combines feature$ a defined
benefit pension plan witthose of a defirg contrilution pensio plan. NYCERS prodes
pension benefits to retired ployees based on salaagd lengthof service. In addition,
NYCERS provides disability benefits, accident Heéagcost-of-living adjustrents, and death
benefits subject to satisfaction of certagrvice requirents and other provisis. The
NYCERS plan functions in accordanagith existng New York State statutesd New York City
laws andmay be anended byaction of the State ledature. NY@ERS issues publicly available
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comprehensive annual famcial report thaincludes financial statements and required
supplementary inforation. That repomnaybe obtaned bywriting to the New York Cit
Employees’'Retirement Sgtem 335 Adans Steet,Suite 2300, Booklyn, NY 11201-3751.

Funding Policy

The contribubn requirenents of Plan metversand the Authorit are established and amded
by law. TheAuthority’s contribuion to NYCERS isactuariallydegermined. The current rais
1.2%of annal covered pawll. The Authorily’s contribution to NY CERS for the Authont's
fiscal years ending December 31, 208201,and 2000 were $30.7, $56, and$29.5 nillion,
respectively These pagnents cover the Authity’s annual requird contributions for the
NYCERS 2002 an@001 fscal years ended June 385 well as a portioaf theannual requied
contribution for the 2@3 NY CERS fiscalyear. The remainder of the 2003ad required
contribution is expected to lpaid subsequent iear-end within the NYCRES fiscal year.

Prior to 1981, the Authositwas required to yaNYCERS its share of the pension lialyildn a
two-year lagbasis. Due to a changeNew Yok State law, the Authostin 1981 was required

to make pensbn liability payments on a currenftear basis. The asunt representing the “catch-
up” liability remaining was includd in the consolidated balanskeets in accrued retiremt and
death benefits. However, in accordamatih Chapter 85 oftle New York State Laws of 2000

(the Laws of 2000)nacted on e 24,2000, as part of a nuber of changes tactuarial
assunptions and mathodsfor the June 30, 1999 actiad valuation, this liabiliy is no longer

being fundedeparatehas part of actuariallgetemined pension contribuins and a liabilit on

the part of theAuthority separate fron its actuaally deternined pengin contrbutionsno longer
exists. Accoadingly, the anount of the recordedatch-up liabiliy and related receivable frothe
City for the portionof thecatch-up liabiliy applicabk to capital project engineers was reduced to
zero as of Deceber 31, 2000, with thaet effectof such elinmation of$236.8million recorded

as a nonoperating transaction e tonslidated statments of revenues, expenses and changes in
net assets.

For nost Transit Authori enployees hired prioto July 27, 1976, NYCER is noncontribury.
Certain enployees who entered qualifyg service aér July27,1976, comronly referred to as
Tier 4, contrbuted 3% oftteir salary(seechapter 10 and 126 dfe laws of 2000 below).

55/25 and Age 57 Pension Elections

In 1994, hourly employees and céain operating supervisors piaipating in theNYCERS plan
were given the opparhity to elect the Transit 55/2%ption, whichenabled such eployees to
becane eligible for pension beriis upon reaching 2$ears of service and at leastysars of
age. Ermployees hired after Jul®6, 1994 in th above titles armandated intdhe Transit 55/25
option. All participants were required to kesan additional eployee contributia of 23%

In 1995, nanagerial enployees and certain othenployees participating in thdYCERS plan
were given the opparhity to elect a 2% ear EarlyRetirement plan, which enlgld such
employees tdbecane eligible for pension benefitspon reaching 2%ears of service and at least
55years of age. Managerial and certaimeotenployees entering after June 2895 were
mandated into the Age Bption Legidation findized in 200changed th 57/10 plan to allow
service retiement after ag 57 and completion of fiveears of service (fivegar vesting).
Employees electing these optionsish contribute andditional 2.85% of their gross sa.
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Legislation passed in 1999 enabled @lecpartidpants in the Transit 55/25 atite 25 Year
Early Retirement plans o, by age 62 would ndave 25years of allowable seice with the
Authority, to withdraw fromtheapplicable phn and evert back to their previoyslan.

2000 Amendments
State Legislabn enacted the NYCER@®an and themost significant changes are as follows:

For operating eployees (Chapter 10 diie Laws of 2000)

e All operatingemployees are automatidglincluded in the Transit 55/2plan except those
who are in the Age 57 plan who elect toain in that plan.

e Elimination of the 2.3% additional gafoyees ontributions applicale to members of the
Transit 55/25lan.

e Reduction inthe Tier 3 and! enployee contribubn rae from3.0%to 2.0%

For nonoperating emloyees (Chapter 126 ohé Laws of 200):
e Vesting undethe Age 57lan requires onlfive years of service.

e As of Octobe 1, 2000, regular Tier &d 4 erployee contributionseag after tle
completion of tenyears of service.

For retired merbers (Chapter 125 dhe Laws of 200):

e Automatic CLAs. The COLAsapply to retired mmbersas follows:

Retired or
Receiving
Benefits
Retirees at Least Age for at least
62 5 years
65 10
Disabled retirees 5
Accidental death beneficiaries 5

e |nitial COLA payable Septerher 30, 2000 &sed ortihe first $18,000 ofte maximum
retirement allowance.

e Thereafter, annual COLAs of 50% dietincreasén the consurar price indeXCPI) but not
less than 1% or ome than3%, of the fist $18,0000f maximum retirement allowance will be

payable.

These benefienhancment, as well a the autoratic COLA for reirees, wee rdlected in the
actuarial valuation begmng with the line 302000 valuation.
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Actuarial Assumptions

The nore significant actuarial assuptions and rethods used in the calculation afhployer
contributbnsto NYCERS br the plansfiscalyears ended June 32002 and 2001 are as

follows:

Valuation dates

June 30, 2002

June 30, 2001

Actuarnal cost method

Amortization method for
Unfunded Actuarial Accrued
Liablities (UAAL)

Rensining anortization period

Actuarnal asset gluation method

Assumed rae of return on
investments

Postretirengent mortality
Active rvice, withdrawal, death
disablity, sewvice rtiremert

Salay increases

Costof-living aljustments

Frozeninitial liability

Level dollar for UAAL
attributalde to Eaty
Retirement Incertive (ERI)
1999. Al oustanding
comporerts of UAAL are
beirng anortized oer cloged
periods

4 yearsfor 1999 ER and
5 yearsfor 2000 ER.

Modified five-year moving
average of market values
with Market Valle Restart
asof June 30, 1999

8.0% per annunt?

Tables asedon recen
experierce

Tablesbagd onrecen
experience

In general, merit and promotion
increag including an
assuned general wage
increag of 3.0% per ;aafz)

1.3% per annunt?

Frozeninitial liability

Level dollar for UAAL
attributabde to Eaty
Retirement Incertive (ERI)
1999. Al oustanding
comporerts of UAAL are
being anvortized ower clogd
periods

5 yearsfor ERl

Modified five-year moving
averag of market values
with Market Valle Restart
asof June 30, 1999

8.0% per annunt?

Tables asedon recen
experierce

Tablesbagd onrecen
expelience

In general, merit and promotion
increag including an
assuned general wage
increag of3.0% per parcz)

1.3% per annunt?

(1) Under this actuarial costethod, theriitial liability has been estaldhed bythe Entry Age
Actuarial Cost Method bwtith the UAAL not less than zero.

(2) Developed asuming a long-tem consumer price indition assmption of 2.5% per gar.
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Manhattan and Bronx Surface Transit Operating Authority

Plan Description

The Authority contributes to the Manhattamd Bronx Surface Trait Operating Authority
(MaBSTOA)PIlan, a singlemployer governmental teement plan. MaBSTO/Arovides
retirement, disabilityanddeath benefits to plamembers and beneficiari@ghich are gnilar to
those benefits provided WY CERS tosimilarly situated Transit Authoritgmployees. Article
12.08 of the MaBSTOA IAn assigns the authgrito establish andraend the benefit provisions
to the MaBSTOA Board. MaBSTOAdges a publily available financial report that includes
financial statements and requirsuppementaryinformation for tke plan. Thateport may be
obtained ly writing to MaBSTOA Pension Plan, NeYork City Transit Authority, Operations
Accounting,130 Livingsbn Street, 8 Floor, Broklyn, NY 1121.

Funding Policy

The contribubn requirenents of plan nembersare established anday beamended oglby the
MaBSTOA Board in accordance with Article 10.0f the MaBSTOA Plan. MaBSTOA’
funding policy for periadic enployer cantributions isto provide for actuariallydetermined
amounts that are designed to acwlate sufficient assets to pay benefits when due. Itis
MaBSTOA's policy to fund, at a imimum, thecurrentyear’s rormal pension cost plus
anortization of the uninded actuarial accrued liability.

The Authoriy’s contibutions to the MBSTOA Planfor theyears ended Deoger 31, 2002,
2001, and 2000 were $123.5llilon, $116.1 nillion, and $102.9 ifli on, respectively, equab t
the annual required cortritions br each yar During 2002 an@001, the Autority made
advance payments of $02million and $835 million, respectively, resultingiithe recognitin of
a pension asset in the acqmanying consolidated balance sheet

For enployees, the Plan has both contributand noncontributory requements dependingn
the date of entry into sendc Enployees enterig qualifying service on or before JUkG, 1976
are non-contbuting. Certain emloyees entering qalifying servce on or after July 27,976 are
required to contribute 3% of their salgdsee 2000 Plan Amengerts).

The MaBSTOA Pension Plan includes the Trabsi25 Plan, th@5 Year Early RetimraentPlan,
the Age 57 Rin, and the @0 anendments under th same termand conditbns as NYCERS.

The cost of additional benefinbancements to the Plan will be funded byrengase in the
enployers normal contribution rate. Ae cost othe above Plan amemeénts was reflected in the
Januaryl, 2002 actuarial valuation. TH20@ and 2001 autoatic COLA increased the Plaig
UAAL by approxinately $70.1 nillion in 2002and$75.2 nillion in 2001, respectively
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Annual Pension Cost and Net Pension Obligation

The Authoriy’s anrual pension cost ath netpensionobligation forMaBSTOA for theyears
ended December 310@2 2001, and D00 were as follows:

2002 2001 2000
(In thousands)

Annual required contribution $ 123,501 $ 116,080 $ 102,870
Interest on net pension oldigon 5,167 5,319 5,942
Adjustment to annual requidkcontribution (7,008) (7,166) (9,363)

Annual pension cost 121,660 114,233 99,449
Contributions rade (123,501) (116,080) (102,870)

Decrease in net pension obligation (1,841) (1,847) (3,421)
Net pension obligtion at bethning of year 62,631 64,478 67,899

Net pension obligation at end of year $ 60,790 $ 62,631 $ 64,478

Actuarial Assumptions

There have been no changes to the actuasamptions since the Januafly 2001 valuatio.
However, segral changesiiactuarial asumptionsweremade bythe Plan, effectie with the
Januaryl, 2001 actuarial valuation. T$eclanges in assuptions decresed the Plais UAAL
by approxinately$157 and $16.9 illion in 2002and 2001 respectiwel Themore significant
actuarial assuaptions and methods used in the calculation opleser contrbutions to the
MaBSTOA Plan for thgears ended Decepar 31, 2002 an@001 are as follows:

Valuation dates January 1, 2002 January 1, 2001
Actuarial cost method Frozen initial lidoility(1) Frozen initial liabilit(1)
Amortization method for 30-year level dollar 30-year level dollar
UAAL
Actuarial asset valuation Market value restartsaf Market value restartsaf
method 1/1/96 then fve-year 1/1/96 then fve-year
moving average of arket moving average of
values market values
Interest rate 8.25% per annufa), prior to 8.25%per amum(2), prior
expenses to expenses
Provision forexpenses 0.35% of narket value of 0.35%o0f market value of
asses plus two-gar asses plus two-gar
average of administrative average of

charges administrative charges
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Valuation dates

January 1, 2002

January 1, 2001

Deaths aftr retirement

Separations other than for
normel retirement

Rates of normal
retirement

Salaryincreases

Overtime

Cost-of-living adjustnents

Tables basedn recent
experience

Tables basedn recent
experience

Tables basedn recent
experience

In general, merit and
promotion increases plus
asstmed general wage
increass of 3.5% to
18.0%for operating
employees and 4.5% to
7.0%for nanoperating
employees per gar,
dependingnyears of
service

Except for managerial
employees, 8.5% of base
salaryfor operating
employees and 3.0% of
base salry for
nonoperating eployees,
with different
assumptions used in the
year before retireant

1.3%per annm(2)

Tables basedn recent
experience

Tables basedn recent
experience

Tables basedn recent
experience

In general, merit and
promotion increases plus
assumed general wage
increass of 3.5% to
18.0%per ograting
employees and 4.5% to
7.0%for nanoperating
employees per gar,
dependingpnyears of
service

Except for managerial
employees, 8.5% of base
salaryfor operating
employees and 3.0% of
base salry for
nonoperating eployees,
with different
assumptions used in the
year before retireamt

1.3%per anom(2)

(1) Under this actuariahethod, the initial lability has been established the Enty Age
Actuarial Cost Method buwtith the UAAL not less than zero.

(2) Assumes a lmg-termconsumer pricénflation assmptionof 2.5% per annum

Deferred Compensation Plans
Certain Authorityenployees areeligible toparticipate in a deferred ogensation plan
established in 1985 in accordance with InternaléRee Code (IRC) Section 457. On Aug2@t
1996, the IRC Section 457 gdelines were ammeled requiring governental entities to place
Section 45teferred copensation plamsses in a trust for the benefit of the pla members.
GASB Statenent No. 32 Accounting and Financial Reporting for IRC Section 457 Deferred
Compensation Plans, was issued effeately requiring thabnce plan assefreplaced into trust
they be reraved fromthefinancial stateents ofthe entity The &sets in the plan which have
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been excluded frorthe casolidated bahcesheets at Decembet, 32002 and2001 btaled
$240.0 nillion and $2339 million, respectively

Beginning n 1988, the MA and its affiliated agncies’enployees are participds in a second
deferred copensation plaestablished in accorde@with IRC Section 401(k)All amounts of
compensation deferred urdthis plan, and all come attributable to such cgmensation, are
solelythe propertyof the participants and thdisis plan is not reflected in the acgganying
consolidated balancshees.

Postretirement Benefits

In addition to prowiling pensiorbenefits the Authoriy provides certain health care and life
insurance benefits for retoleenployees. Suliantially all of the Authoritys enployeesmay
becane eligible for thosebenefits if theyreach normal retiraent age while working for the
Authority. The Authorily recognizes the costs of providing thaemefits byexpensingtie
annual contbutions b the Transport VérkersUnion Health & Welfare Trust Fund arather
funds, andhe annual insurance préums for rdiree benefits, which aggregated $127 iliom
and $121.0 nllion for theyears ende®ecember 312002 and2001, respectively. At Decdyar
31, 2002 an@001, there wee 31,350 and 31,500 retired ployees, respectively

7. Due to MTA for Repayment of Debt

Transit Facilities Revenue Bonds

Pursuant to state legislation, the MTA is curremilyhorized to issue on behalf of the MTA, the
Authority, ard the TBTA (net of statutgrexclusions)revenue bonslandparity obligations to
finance capital ipprovements as contghated ly theMTA Capital Program The revenue bonds
are spedl obligations of the MTA, pable solelyfrom and collateralized bg gedge of all of
the gross opating revena and operating subsa$iof the Authoity, excludng reimbursements
for project labor and gineering costs.

Substantiail all of the outsandingdebtof MTA, Triboroudh Bridge and TunneAuthority
(“TBTA") and the Authoty was restructured dung 2002by consolidating nost existing credits
into four principal new credits:

e MTA Transportation Revenue Bonds,

e MTA State Service Contract Bonds,

e MTA Dedicated Tax Fun8onds, and

e TBTA General RevenuBonds and TBA Subordnate Revenu&onds.

In connectiorwith the debtestructuring, the followig MTA and Authority bonds and ates that
were gcuredby Authority operating revenues wepaid or defease with the proceeds of MTA’
Transportation Revenue Bonds:

e MTA Transit Facilities Revenue Bondsd Bond Antiipation Notes, and

e Transit Authority Subordinated Transit Hiaes Revenue Bonds (ingston Plaza Project).
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The Transportation Revenue Bonds are specigjations of MTA, pawble from, and secured
by a pledge f

e The gross oprating revenues of LongldandRail Road, Metro-North Comuter Railroad
Company, and the Authoty and its subsidry, MaBSTOA, untilmonthly deposits of
principal andnterest are satisfied undése Transportation Reven®»nd Resolubn,

e TBTA's operating surplus,
e General operating subsidiérom the State and locabgernments,
e Special tax-supportegpegting subsidis, and

e Station naintenance and service rdimwrsements.

In addition, a part of the debt restructag, the Dedicated Tax Fund Bonds anmel TBTA
Mortgage Recording TaRpecial Obligation Bonavhich were apportioed tothe Authoriy,
were paid or defeasl with the proceeds tiie MTA Dedicated TaFund Bonds and TBTA
General Revenue BondsdaMBTA Sutordinate Revenue Bonds sggectively

In a separate transaction, on Debenl9,2002 MTA defeased the MTA Excess Loss Fund
Special Obligation BondS§eries 1998 herebydefeasing the Autirity’s payment obligations
with respecthereto.

At Decenber 31,2001, theTransit Revenue @&ds inthe anount of$604,48 ard Triboroudh
Bridge and Tinnel Authorly Bonds n the anountof $668,770 were refunded and defeasedl an
were securetly andpayable solelyfrom the espective escroaccounts. ferefore, such debt
was been moved fromthe Authority's accanpanying consolidate balance sheets.

The MTA'’s approve®000-2004 CapitdProgramanticipates funding $7.Billion of the cosof
the plan withthe proceeds fro@edicaed TaxFundBonds, Transit Facilities Revenue Bonds,
and TBTA bonds. A portion of tiroceeds will baised to finance the Authority'$10.6billion
portion of theCapital Program

The Authoriy is requireda deposit allof its pledgedrevenues with a trustee for the bbolders.
Such funds ar first applied to reet all obligdions wnder the revenue bonds,dthe renainder is
returned to the Authogjtfor its operating needs.

The MTA is responsible for all payents fran thesebond proceeds and for administering the
debt service reserve funds and the unexpendedfbads andchas recorded the liabijitfor these
bonds. Priorto the debt retructuring, he Authority had recorded a liabilitto the MTA to the
extent of theAuthority’s expenditureof such bod proceeds. Delservice paid byhe Authority
is net of the amunt provigd fromthe MTA'’s investment of the unexpended bnd furds.

Summary of Amounts Due to MTA for Repayment of Debt

Prior to Decerber 31, 2002, the Authdy recognized as a liabilityy the accenpanyng
consolidatedalance shestthe portiorof thebondproceeds pledged to the Authority the
MTA for the acquisition of capital aststo the exentof the Authoity’s expendiure of such
bond proceeds. As a resaftthe MTA'’s bond restructuring during fiscadgr 2002 and expt
for the Authaity’s portion of the Certificates of Participation, tieithority nolonger record a
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liability tothe MTA for the portiorof the bondautili zed to fundhe Authorit’s capital program
Amounts due to the MTAof repaynent of debtat Decerber 31, 2002 an@001 consist of the
following:

December 31, Principal December 31,
2001 Refunded Issued Payments 2002

(In Thousands)

Transt Facilities RevenueBonds
Series|: 6.00% -7.00%,

duethrough 2011 $ 57125 $  (57,125) $ -8 - % -
Series & 5.50% -6.25%,

duethrough 2022 93,505 (93,505) - - -
SeriesK: 6.00% -6.30%,

duethrough 2016 195,945 (195,945) - - -
SeriesL: 5.50%, du€013 19,000 (19,000) - - -
Series M: 5.00% -6.00%,

duethrough 2014 368,755 (368,755) - - -
Series N: 4.50% -5.35%,

duethrough 2014 104,749 (104,749) - - -
Series O: 5.40% -8.00%,

duethrough 2007 23,399 (23,399) - - -
Series 19964 4.75% -6.00%,

duethrough 2016 81,085 (81,085) - - -
Series 1997A 5.00% -6.00%,

duethrough 2027 180,395 (180,395) - - -
Series 19978 -1: 4.35% -5.50%,

duethrough 2018 123,880 (123,880) - - -
Series 1997B -2: 4.35% -5.00%,

duethrough 2020 64,825 (64,825) - - -
Series 1997C: 4.50% -6.00%,

duethrough 2027 154,080 (154,080) - - -
Series 1998A 4.10% -5.00%,

duethrough 2024 106,575 (106,575) - - -
Series 1998B: 4.20% -4.87%,

duethrough 2026 123,590 (123,590) - - -
Series 1998C: 4.00% -5.125%,

duethrough 2016 308,490 (308,490) - - -
Series 1999A 4.60% -6.50%,

duethrough 2029 219,525 (219,525) - - -

2,224,923 (2,224,923) - - -

TBTA Mortgage Recording Tax
Spedal Obligation Bonds
appationed to Authority:

Series 1991A 6.00% -6.70%,

duethrough 2019 6,936 (6,936) - - -
Series 1991B: 6.60% -7.10%,

duethrough 2015 352 (352) - - -
Series 1992 $B: 5.80%,

duethrough 2002 109,789 (109,789) - - -
Series 1998ASOB: 4.00% -

5.50%, duehrough 2017 298,897 (298,897) - - -

415,974 (415,974) - - -
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December 31, Principal December 31,
2001 Refunded Issued Payments 2002
(In Thousands)
Dedicatal Tax Fund Bads
appotioned to Authority:
Series 1996A 4.25% -6.25%,
duethrough 2026 $ 262,833 (262,833) $ $ -
Series 1998A 4.00% -5.50%,
duethrough 2028 350,000 (350,000) -
Series 1999A 4.00% -5.25%,
duethrough 2029 228,447 (228,447) -
Series 2000A 4.10% -6.12%,
duethrough 2030 303,233 (303,233) -
Series 2001A 4.00% -5.25%,
duethrough 2031 173,636 (420,708) 247,072 -
1,318,149 (1,565,221) 247,072
Spedal Obligation Bond
Anticipation Notes, Series CP- 1
Subseries A&B 504,476 (504,476)
Caetificates of Participation:
Series 1999A 4.40% -5.63%,
duethrough 2029 220,334 (3,693) 216,641
Series 2000A 4.38% -5.88%,
duethrough 2030 81,571 (2,280) 79,291
301,905 (5,973) 295,932
Total 4,765,427 (4,710,594) 247,072 (5,973) 295,932
Less: Unanortized discount (1,804) 1,804 -
4,763,623 (4,708,790) $ 247,072 $ (5,973) 295,932
Payment duein one year (83,606)
Debt service reserve fundsand (6,197)
unexpended proceeds hdd by
affiliates (147,728) (60,135)
Total long term $ 229,600

4,532,289

The Authority’s share of future debt serviceyp@ents for the TBTA Mortgage Recording Tax
Special Obligation bads b be nmade bythe TBTA from the proceeds of the State Mortgage
Recording Tax received by the MTA totals appmatelyzero and $1,138 ifhion at Decenber
31, 2002 an@001 respectiely. In he event mrtgage recording tax receipts arat adequateo
cover debt service, the TBTA will furttie requied anount fran its net operating surplus after
satisfying the requirerents of its 191 MortgageRecording TaxBond Resolubn. Mortgage
recording taxeceipts weradequate to covelebt service requirements in 20021&2001.

In Novenber 2002 TBTA defeased the Mortga Recording Tagpecial Obligation bads,
therefore the Authomtnolonger records a liality to the MTA for the portion of the bonds

utilized to fund the Authaty’s capital program
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In April 2000 and Novelmer 2001 respectivelyhe MTA issued approxirtely $3446 million
and $544.1 nflion of its Series 2000A and SerigZ)01A Dedicated’ax Fund (DTF Bonds)The
proceeds of the DTF Bonds weresdgo fundthe projects in the Transit and Commuter Rail
Capital Programand to fund debt sendge requiremets. The DTF Bonds are special obligations
of the MTA payble from and secured by, certain petrolebosines tax receigt certairmotor
fuel taxes, and certamotor vehicle fees helth theMTA Dedicaed Tax Fund.The MTA is
responsible for all panents fromthe bond proceeds and for adistering the debt service
reserve funds and the unexpetit®ndfunds anchas recorded the liabditfor these bonds.
Prior to Decerber 31, 2002, the Authority had recedl a liabilityto the MTA to the extent dhe
Authority’s expenditureof such bond proceed#\s aresult of theMTA’ s debt restructuring
during fiscal yar 2002, the Authoritpo longerrecords a liabilityto the MTA for the portion of
the DTF bonds utilized ttund the Authorit’s capital program

Interest paid on the Trangtacilities RevenuB8onds,the TBTA Mortgage Recording Tax
Special Obligation Bondsnd the MTA DTF Bndsamounted ta$276.7 nillion in 2002 and
$208.9 nillion in 2001.

In June 199@&nd June 2000, the MTAsuedapproxmately$328.2 nilion and $121.2 rilion,
respectivelyof its Series 1999A and Ses 2000A Certificates oféRicipation. The proceeds
from the® isslances wezused to finance cain building and leasehold ipnovements to an
office building at Two Bradwayto be acupied ly the Authority, the MTA or its subsidiaries,
and the TBTA. Both series represeragmrtionateinterests in the principal aroterest
components of base rent paid severdtyt notjointly, by the Auhority, the MTA, and the
TBTA pursuant to a Leasehold pmovement SubleasAgreanent dated as of June 1, 199Bhe
Authority, the MTA, and the TBTA arebligatedto pay68.7%, 210%, ard 10.3%, respctively,
of the base rent under theaseholdproverrent Sublease. The principal amts of the Sees
1999A andSeries 2000A certificates are pabfe invarious installments and in viaus anounts
beginnirg Jaruary 1, 2000and 20Q, respectivelythroughJanuary 1, @29 am 203Q
respectively Interest wa paid on January 2001 and 2002 and payable eachlanuaryl and
July 1, hereafter, until returity, at rates ranging fromh.40% t05.63% and 4.70% to 5.88%rf
the Series 1999A and Sesi2000A, respectivelyin addition,each issuance is subject to
prepaynent prior to naturity, as defined.
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Future debtavice paynents includilg interest, at Deceber 31, 2002 are as follows:

Amount (In Thousands)
Interest Principal Total
Year endingdecenber 31.:
2003 $ 15,723 $ 6,197 $ 21,920
2004 15,433 6,430 21,863
2005 15,127 6,678 21,805
2006 14,803 6,942 21,745
2007 14,489 6,073 20,562
2008 -2012 67,210 35,387 102,597
2013 -2017 56,013 46,263 102,276
2018 -2022 41,476 60,442 101,918
2023 -2027 22,782 78,651 101,433
2028 -2029 2,821 42,869 45,690

$ 265877 F$ 29593z $ 56180¢

Interest paid on the Series 2000A &rdes 1999ACertificates of Participation amants to $14
million in 2002 ands178 million in 2001.

8. Long-Term Debt

In August 1990, the Atbrity issued approxiaiely $2028 million of Transit Facilities Reveare
Bonds, Series 1990, in connection witk tonstruction and acquign of al2-gory office
building in Brookin, New York for offces of theAuthority (Livingston Plaza). In Jyl1993,
the Authorit refunded $125 ition principal amount of the Series 1990 Bondéth
approxinately $149.3 nilion principal anmountof Transit Facilities RefundinBevenue Bonds,
Series 1993.

These speal bonds were obligations of the Awarrity payable solely fromand seured as to the
payment of gincipal, redemtion premum, if any, and interest thereon kaypledge of all of the

gross operating revenues am@tingsubsidies ofthe Authoriy, excluding he State Mortgage
Recording Tax and reibursements for pject laborand engineering costs.

The right topayments of the principal andterest onhe Series 1990 and Series 18#ds
from pledgedrevenues was subordindtethe lien ofthe pledgedavenues for the MTA
Transportation Revenue Bonds (see NoteDring 2002, the MR issued the Transportation
Revenue Bonds, Series 2002 A, B, Caid E uinderthe 199 special Obligatioond
Resolution. A portionof the proceeds werepplied to refund albf the outstanding Transit
Facilities Refunding Revenue Bondsyige 1990 and 1993.
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Amounts due for repamgent of Livingsbn PlazaProject Debt at Deceper 31, 2001 and
repayment provisions ire002 were as follows:

December 31, Principal December 31,
2001 Refunded Issued Payments 2002
(In Thousands)
Transt Facilities RevenueBonds
Series 1990: 6.00% -7.50%,
duethrough 2021 $ 36,355 $ (30,010) $ - $ (6,345) $
Series 1993: 4.70% -5.65%,
duethrough 2020 140,974 (138,124) - (2,850)
177,329 (168,134) - (9,195)
Plusunanortized discount and
accetion of Capital Appreciation
Bonds 23,460 (23,460)
200,789 $ (191,594) $ - $ (9,195)
Payments duein one year (9,195)
Total $ 191,594 $

Interest paid on this debt aunted to $& million in 2002 and $3 million in 2001.

9. Bond Anticipation Notes

On Septerpner 30, 1998, the MTAssued, on behalf of the Authgrjt$500 nillion of Special
Obligation Bond Anticipaion Notes, Subseries A disubseries B (the Notes). The proceeds of
the Notes werused to finance the cost afiépment for and improverents to the subwagnd

bus swtens, and to funddebt service muirements. In connectiamith the Notes, the MTA
entered into a Letter of Credit and Reimbursetgreenent (the Letter of Credit) with ABN
AMRO Bank NV (the Bak). The Bankissued the Letter of Credit in the aomt of $8.2.5

million in order to p& principal and interest dun the Notes. Each Note bears interesnfits
date of issuance (not to exceed 12% annjatylis payable at naturity. EachNote matures no
later than 270 da/from the issuance dat TheMTA expects to pay the principaf and nterest
on the Notesvith the proeeds of draws under the ket of Credit, and to imsediately reimburse
the Bank forsuch draws with the proceedstbé remarketing of additional Nateuntil the
Authority provides for permanent financing of thmjects initially financed with the proceeds of
the Notes either by the Series CP-1 Bondstler long-termbondsissued undehie Resolution

or with federal grants. As a result of the MBAlebtrestructuring during fiscalgar 2002, the
Authority nolonger records a liabilityo the MTA for the portion of the Bond #icipation Notes
utilized to fund the Authaty’s capital program Interest paid on this debt ammted to
approxinately $69 million in 2002 and $1& million in 2001.
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10.

11.

12.

Advertising and Other Income

Advertising and dter incane for the parsended Decelver 31, 2002 an@001 consist of:

2002 2001
(In thousands)
Advertising revenue $ 55122 $ 48,368
Interest incora 3,337 9,480
Transit Adpudication Bureau collections 6,218 8,358
Station incore 8,590 8,639
Rental incore 2,357 2,842
All other 3,051 3,232

$ 78,675 $ 80,919

Other Expenses
Other expenses for thegrs ended Deember 31, 2002 and001 consisof

2002 2001
(In thousands)
Telephone and telecamunications $ 10,524 $ 11,429
Heatingfuel 10,204 13,635
Miscellaneous electric 9,918 9,830
Water and sewayg 5,507 2,982
Allowance for (recoery) of uncollectible accounts (1,132) 1,687
Data conmunications 4,589 4 964
Insurance prerams 16,484 4,241
Insurance recayies (8,903) (6,431)
Other niscellaneous expenses 2,651 1,226

$ 49,842 $ 43,563

Risk Management

The Authoriy is exposeda various risk of loss related to torts; theft of, damage to, and
destruction of its assgtinjuries to personéncludingemployees; and natural disters.

The Authoriy is self-insured up to certain pezaurrence Inits for liability claims arising from
injuries to pesons, excludig enployees. Clans arising prior to Novenber 1, 1995 are sulije
to a $5 nillion per occurrence tit; claims arigng between November 1, 1996caOctober 31,
2001 are subject to a $6lfion per occurrence liity and clains arising after October 32001
are subject to a $7illion per occurrence tit. The Authoriy is sif-insured for work-related
injuries to emploges. The annual cost associatgth injuries topersons, other than ghoyees,
and damage to thirgarty propery, is rdlectedas exgnses: public liabili in the accmpanying
consolidatectatenents of operations and change in neetss
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The Authoriy establishegts liability for injuries to enployees and to the general pulidic the
basis of independent actuarial esitesof future liability.

A summaryof activity in estimated liablity arising fom injuries to persons, inatling
employees, and daage tothird-pary propery, for the years ended Decembet,2002 and 2001,

is as follows:
2002 2001
(In thousands)
Balance at beginning o year $ 691,847 $ 695,327
Activity duringthe year:
Current ear clains and chanes in estinates 148,565 89,182
Claims paid (106,809) (92,662)
Balance at end ofear 733,603 691,847
Less: Current portion (107,143) (103,459)
Long-term liability $ 626460 $ 588,388

Claims over te applicable per occurrencenlts up tothe lesser oftte asset avalable for claims
or $50 nillion are insured byhe Excess Loss FunBI(F) maintaned and ranaged bythe MTA
on behalf oftself and its affiliates. The ELEovers the Authontand other MR subsidiaries
and affiliated agencies. Nmntributonto ELFwas required in 2002; the Authority contribait
$287,000 ir2001. At Decenter 31, 2002the ELF ha assets avaible for clams of $81.1
million.

Effective Ocbber 31,1997, a three-gar MTAAll-Ag encyExcess Liabilityinsurance Policyas
purchased. This poljowas renewed in 2000 for bradditionalyears. This poliy was renewed
in 2002 for a additionalyear. This coverage afford8150 nillion in additional imits above the
ELF to give a total linit of $200 nillion ($150 millio n in excess of $50 ifion). Additionally, in
the event ELF assetse exhausted due the pgment of claims, the Excess Liabilitpsurance
will assume ELF’s coverage position.

There are cuently two accidents with outstandictaims which have breached the $5llon per
occurrence limit. In 190, a fire occurred im subwg tunnel at Clark Street operateg the
Authority, reailting in passenger injuries on a subweain passing through therse tunnel.
Additionally, in 191, a sbway trainoperated bythe Authoriy, which derailed at Union Sqe,
resulted in injuries to passgers who were aboard the train.

Based ormanagenent’s review of the data cundly available, an $82,5004s reserve hasbn
recorded bythe ELF as of December 31, 20@2cover remaininglaims on occurrences in
excess of selinsured arounts. Managesmt belieses that the coverage providedthg ELFwill
be sufficient to satisfall claims and that payents of such clans by the ELF willnot result in a
significant increase in prentis payeble to the ELFy the Authoity.
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13.

In accordance with the termsthie ELF,the Authority has regsted cunalative reimbursement
of $11.0 nillion for the net losses paid in excesdtod per occurrencentits. As of Decerber
31, 2002, $10.6 ition has been paid tthe Authoriy.

First Mutual Transportation Assurance Company

The First Mutual Transportation Assurar@empany (FMTAC) was establisheds a captive
insurance companyon Decerber 5, 1997 angrovides reinsurance coverage for propentd
primaryinsumnce coveragfor station lability and force accountdbility. FMTAC insures
propery damage or loss exposures in excesglaéf million peroccurrence and annuglin the
aggregate for clais brought against tHdTA and its subsidiaries, retroactive to October 31,
1997 and $30 ition per occurrence retroactive @ctober 312001. FMTAC reinsures all of its
propery riskswith a thirdparty. At Decenber 31, 2002,He Autlority has fouroutstandig
claims covered bf¥MTAC, with a totalexposure of $514. million; approximetely $505.0
million relates to the Wod Trade Center disast At December 31, 2002, FMT had $756.9
million of assets to insure current and futurerokai The Authoritypaid prenums of
approxinately $7.8 nillion and $5.8 nillion to FMTAC for the pticy years Neember 1, 202
throudh Octdoer 31, PO3and Noverber 1,2001 through OctobeB1, 202, respectively

Contingencies

World Trade Center Disaster

As a result of the terrorist attacks on Sepienil, 201, which desoyed the World Trade
Center (WTQ, the 1/9 subwayunnels werdeavilydameged, includingdanege to line
equipnent, sgnals, communications, tunnegliting, power facilities, and fan plants.
Approximately 1,80 feet ¢ tunnel was destreg. There wasalsodamage to subwastations
located at Cortland Street, Rector Street, Qe Street, and Wall Street. Althoudgimage
assessment is still ongoing, the currentnagstit ofthe Authoriy’s @pital loss exposure recorded
in fiscal year 2001 for irpaired capitahsses is approxinately $172.6 nilion. The Authoriy

also incurred approxiately $23.0 nillion and $53.3million in operating expenses in 2002da
2001, respectively, priarily for increased service drequipnent costs for rescue efforts, debris
removal, added securitynd custorer information wsts. The MTA advanced the Authority
$24.2 nillion to helddefray these costs; the adiea has been reatad as an interecopany
liability in the 2001 consalated balance sheethe Authoriy’s estimate of lost operating
revenues as @sult of the suspension fafir collection on Septeber 11" ard thesharp reduction
in ridership n the dgs immediatelyfollowing the WI'C attack is approxiately $378 million for
2001. The Athority has subntted an insurancelaimto the MTA's irsurance prowers for
reimbursenent of expenseincurred, for phgical and structural daage to captal asset, and for
loss of revenues due to business interruption.

It is the Authority’s belief thasubstantiallyall of thelosses resulting frorthis event are covered
by the existing insurance coverage. In the eaggregate lossexceed awilade insurance, or
the insurance does not covke loss (such abe $15million dedudible), additional federal
assisancemay be available under the MR Public Assistance ProgramSince the resolutioof
contingencies with insurance providers and FEIAncertain at the present time, the Authority
has not recognized an insurance recpuethe accorpanying consolidated financial statents.
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General

The authoriy is involved n various litgation ad claims involvingoersonal liabiliy claims an
certain other matter The ultimate outcome of tbseclaims and suits cannot Ipeedicted at this
time. Neverhelessmanagerant does not believihat the ultinate outcone of thesematterswill
have amaterial effect on the consolidad financial psition of he Authority.

The Authoriy was cited in 199 by theNew York State Department of Emonmental
ConservatiorfNYSDEC) for not conplying with state requinment for tightness testing of
undergraindstorage tanks and for faikito notify NYSDEC of leaking tanksThe Authoriy is
obligated tarenediate contanmated soil andjroundwater. In 20Q and 20Q, the Authority
expended $9.million and $2.5 nilion, respectiely, on such cleanup efforts.xgenditures
exclude the cost of capitahprovenents. In 2@2 and 2001, an additional $60llion in spils
and renediation reserves and $2.0llion in groundwater remedtion reserves, respectively
were accrued At December 31, 2002, the Audfrity believed that itsemaining accrued liability
of $28.1 nillion was sufficient to coveniture coss associated with this cleanuflso, in 2001,
in settlenent of allegations ofionconpliance with various fvisions of the Envonmental
ConservatiorLaw and related regatiors concerningoetroleumand chenical bulk hardling and
storage, undgrourd storage tanks, tidaletlandsand air enssion requirements, the Authayi
and NYSDEC entered into a globalnsent orderasolving the outstanding enviroental ssues.
The financial terra of the global consen¢quired the pyment of a $40@00penalty andte
commitment of $2.0 ntlion toward implementationof an environmental benédiprogram There
were no findings of thisnature durig 2002.

On March 3119%, the MI'A Board agreed to a mger of the transit police witthe New York
City Police Deparhent, in accordance with menorandumof undestanding batveen the
Authority and the Cit. Pursuant to thetms of themerger, the Authoritys operation of the
transit police and the Gits obligation b reimburse the cost of opating the transit police
terminated, efective April 2, 1995. Additionally, theCity has assmed the liability for
substantiallyall past and future costssaxiatedwith operating théransit police, including, but
not limited to all future pension costs. ThetAaority has asserted a claiofi approxinately $92
million against the Cityelating to reimbursemnt of costs incurred in the operation béttransit
police. TheAuthority claims that the Cityinderpaidhese araunts in the period frorh988
throuch Decenter 1994. h January 195, the Aukority filed a denand for arbitration pursaa
to the lease governing tloeerall relationship beteen the Authoty and the Cif to pursue,
anmong othematters, payment of éise arrearages. The arbitatimetter hasbeen held in
abeyance pending a possible resolution of the matter

The City of New York office of the Comtroller hascommenced an audit dfiefinancial
practices oftie Authority, which will cover fiscal yar 2001 totte present. The primary
objective of the audit is tevaluate the proceires for recording aneporting fnancial data ad
to confirmthe accurey of certain finan@l andstatistical data preséed to the public. The
Authority is not aware of @y matters that are expectketo have a significant ipact on the
consolidatedalance shest statenentsof revenues, expenses and changes iragsés, and cah
flows.
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14.

Subsequent Events

On March 6, 2003, the VA Board voted to inrease the Authosits Subwayand Bus fares
effective May4, 2003. Thdasic fare, cash aingle-rie ticket increases o $1.50 to $2.00.
The bonus percentage ieass fram ten percent to twentpercent and the imimum purchae
required to reeive the bonus decreasesnfi $1500 © $10.00. Whereas, under the current fare
structure, a customer receives eleven rides @ptice of ten rides, under theméare structee
the customereceivessix rides for the price dfve. The sale of tokens will end on April 12,
2003, anddken usage on subwswvill end May 4, 2003, andoken usage on beas (as long as
riders payin another $0.50) will end gearend. MetroCard seven-daggpssesnicrease frm $17
to $21 and MetroCard thirglay passesncreass from$63 to $70. The estiated increase in
passenger renue fromthe fare increass $2855 million for 2003 partial year,May-Dec) and
$429.9 nillion for 2004.

The MTA has proposed iplementinga restructung strategyrelated to the merging of its
various agencies into five distinctropanies, each wih a single transportationission. The
restructured will includehie establisment of the MTA SubwayCompany which will consoldate
the existing ervices of the Authoritls subwaysystam. It is anticipated that MTA Subwashall
operate the Staten Island Rapid Transit Opsgadiuthority which shall hereinafter be knowas
"MTA Staten Island Rail." The MTA Bus @upany will merge the existing services of the
Authority’s bus sgtem(including MaBSTOA) and MTA Long I&and Bus. Consideration will be
given tohaving "non MTA" bus transportatioproviders included. These changes, however,
would requirethe agreemnt of the MTA and the local governent as well as th State
legislature. At this tira, no decisions have beeradeas to the specifigripact o the operations
of the Authoity.
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(Unaudited)
(In million s)
Actuarial
Accrual
Liability (UAAL) As a
Actuarial Actuarial (AAL) Unfunded Percentage
Valuation Value of Initial Entry (AAL) Funded Covered of Covered
Date Assets Age (UAAL) Ratio Payroll Payroll
(a) (b) (b-a) ((a/b) © ((b-a)/c)
1/1/95 $ 246.7 % 1,1274 % 880.7 2188 % $ 317.0 277.8 %
1/1/96 @ 316.0 1,188.3 872.3 26.59 321.3 2715
1/1/97 355.4 1,232.4 877.0 28.84 3225 271.9
1/1/98 @ 404.5 1,286.2 881.7 31.45 343.3 256.8
1/1/99 467.6 1,342.0 874.4 34.84 362.0 2415
1/1/00 @ 540.1 1,471.8 931.7 36.70 378.9 245.9
1/1/01 611.5 1,592.5 981.0 38.40 400.5 244.9
1/1/02 @ 656.4 1,614.9 958.6 40.60 432.7 2215

(0] Certain ectuaial assumptions, indudingtheinterest rate and theamortization peiod oftheunfunded
actuarial accried liability , were changed.

()] The method for deermining valuation compensation and theuse of the overtime assumption were
charged

3 Pension sipplementation payable on Setember 30, 2002 inteased the Plan's UAAL by
$65.3 nillion.

(4)  Automatic COLA adjustment for 2002 inceased the Plan's UAAL by $70.1 nillion. This increase
was dfset, in part, by changes n cerin acuarial assmmptions.
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