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ARTHUR ANDERSEN | [P

REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Maryland Transportation Authority:

We have audited the accompanying balance sheet - all fund types and account groups of the
Maryland Transportation Authority ("the Authority” -- a component unit of the State of Marvland)
as of June 30, 1999, and the related statements of revenues, expenditures, other sources and uses of
financial resources and changes in fund balances for the year then ended. These financial
statements and supplemental exhibits are the responsibility of the Authority's management. Qur
responsibility is to express an opinion on these financial statements based on our audit.

We conducted cur audit in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion,

In our opirion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Marvland Transportation Authority as of June 30, 1999, and the results of
its operations for the vear then ended in conformity with generally accepted accounting principles.

Our audit was made for the purpose of forming an opinion on the basic financial statements taken
as a whole. The supplemental exhibits listed in the table of contents are presented for purposes of
additional analysis and are not a required part of the basic financial statements. Such supplemental
exhibits have been subjected to the auditing procedures applied in our audit of the basic financial
statements and, in our opinion, are fairly stated in all material respects in relation to the basic
financial statements taken as a whele.

The Year 2000 supplementary information on page 20 is not a required part of the basic financial
statements but 1s supplementary information required by the Governmental Accounting Standards
Board (GASB), and we did not audit and do not express an opinion on such information. Further,
we were unable to apply to the information certain procedures prescribed by professional standards
because disclosure criteria specified by GASB Technical Bulletin 68-1, as amended, are not
sufficiently specific to permit meaningful results from the prescribed procedures. In addition, we
de not provide assurance that the Authority is or will become Year 2000 compliant, that the
Authority’s Year 2000 remediation efforts will be successful in whole or in part, or that parties with
which the Authority does business are or will be Year 2000 compiiant.

mm LLF

Baltimore, Marvland,
September 3, 1999



MARYLAND TRANSPORTATION AUTHORITY

BALANCE SHEET — ALL FUND TYPES AND ACCOUNT GROUPS

AS OF JUNE 30, 1999
{in thousands)

Governmental Fund Types

Debt Capital
General Service Projects
ASSETS:
Cash and cash equivalents $ 45452 5 - $ -
Restricted cash and cash equivalents 9487 63,081 14,070
Investments, at fair value 111,340 - -
Restricted investments at fair value 46,945 10,604 19,833
Intergovernmental receivable 16,901 - -
Inventory 44] - -
Accounts receivable 1,295 - Q
Accrued interest 2,261 451 258
Property, plant and equipment - - -
Direct financing lease receivable - - -
Investment in CDC 1,625 - -
AMOUNTS AVAILABLE IN DEBT SERVICE FUND FOR
RETIREMENT OF REVENUE BONDS - - -
AMOUNTS AVAILABLE IN DEBT SERVICE FUND FOR
RETIREMENT OF SPECIAL OBLIGATION REVENUE BONDS - - -
AMOUNTS TO BE PROVIDED FOR:
Retirement of revenue bonds - - -
Retirement of special obligation revenue bonds - - -
Retirement of accrued annual leave - - -
Retirement of accrued workers” compensation costs - - -
Total assets and other debits $ 235747 § 74136 § 34,170

Account Group

General General
Fixed Long-Term
Assels Debt

$ - % -
2,177 689 -
116,806 -

- 37,586

- 356,550

- 191,638

78,715

- 3.364

- 2513

§ 2294495 § 350366

The accompanying notes are an integtal part of this balance sheet.
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Total

{(Memorandum

Only)

$ 45,452
56,638
111,340
77,382
16,901
441

1,304
2,570
2,177 689
116,806
1,625

37,586
36,550

191,638
78,715
3,364

— 2513

§ 2988914



Page 2 of 2
MARYLAND TRANSPORTATION AUTHORITY

BALANCE SHEET - ALL FUND TYPES AND ACCOUNT GROUPS

AS OF JUNE 30, 19599
{in thousands)

Governmental Fund Types’

Account Group

[ T Oy SRSy —

General General Total
. Debt Capital Fixed Long-Term {(Memorandum
; General Service Projects Assets Debt Only)
LIABILITIES:
Accounts payable and accrued liabilities $ 16476 & - $ 4,228 $ - $ - $ 20704
Deferred revenue 2,218 - - - - 2,218
Revenue bonds payable - - - - 229,224 229224
Special obligation revenue bonds payable - - - - 115,265 115,265
Accrued annual leave - - - - 3,364 3,354
Accrued workers’ compensation costs - - - - 2,513 2,513
Total liabilities 18,694 - 4,228 - 350,366 373,288
COMMITMENTS AND CONTINGENCIES
. FUND BALANCES AND QTHER CREDITS:
! Investment in fixed assets - - - 2,177,689 - 2,177,689
Investment in direct financing lease - - - 116,806 - 116,806
Fund balances—
Reserved:
Encumbrances 42,519 - 29,942 - - 72,461
Inventory 441 - - - - 441
Intergovernmental receivables 16,901 - - - - 16,901
Investment in CDC 1,625 - - - - 1,625
Unreserved:
! Designated for debt service -
revenue bonds - 37,586 - - - 37,586
Designated for debt service —
special obligation revenue bonds - 36,550 - - - 36,550
Designated for activities 16,415 - - - - 16,415
Undesignated 139,152 - - - - 139,152
Total fund balances and other credits 217,053 74136 29942 2,294 495 - 2,615,626
Total liabilities, fund balances and other credits § 235747 § 74136 % 34170 $ 2294495 § 350,366 $ 2,988,914

|

The accompanying notes are an integral part of this balance sheet.
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MARYLAND TRANSFORTATION AUTHORITY

STATEMENT OF REVENUES EXPENDITURES, OTHER

SOURCES AND USES OF FINANCIAL RESOURCES AND

CHANGES IN FUND BALANCES - All GOVERNMENTAL FUND TYPES

FOR THE YEAR ENDED YUNE 30. 1999

REVENUES:
Toll revenue
Interest and other investment income
Concession income

Intergovernmental revenue
Other

Total revenues

EXPENDITURES:
Current
Collection, police patrol and
maintenance expenditures
Majer repairs, replacements and
insurance
General and administration
Capital outlays
Debt Service:
Principal retirerment
Interest

Total expenditures

Excess (deficiency) of revenues
over expenditures

OTHER SOURCES (USES) OF FINANCIAL

RESOURCES:
Operating transfers in
Operating transfers out

Excess {deficiency} of revenues
over expenditures and other
sources and uses af
financial rescurces

FUND BALANCES, June 30, 1998
FUND BALANCES, June 30, 1999

(in thousands}

Governmental Fund Types

T T T — N — Total
Debt Capital (Memorandum

General Service Projects Onlyv}
S 142093 % - 5 - S 142,093
10,358 £70 2,423 13,853
6,960 - - 6,960
23,666 24,47 - 48,083
1,676 - 6 1,682
184,953 25,287 2431 212,671
74,568 - 74,568
30,882 - 30,882
8,032 - 8,032

22 33,630 33,652
34,175 - 34,175

17,104 17,104

113,504 51,279 33,630 198,413
71,449 (25 592) {31,199} 14,258

- 20,229 23,680 43,909
{43,209) - - {43,909}
27,540 {3,763} {7.319) 14,258
189,513 79,8599 37,461 306,873
5 217053 5 74136 % 29942 5 321131

The accompanying notes are an integral part of this statement.



MARYLAND TRANSPORTATION AUTHORITY

NOTESTO FINANCIAE STATEMENTS

IUNE 30, 1999

1. ORCANIZATION AND PURPOSE:

The Maryland Transportation Authority (the Authority), a component unit of the State of Maryland,
was established by statute to act on behalf of the Maryland Department of Transportation. The
Authority is responsible for the supervision, financing, construction, operation and maintenance of
the State’s toll facilities in accordance with a Trust Agreement dated December 1, 1985, and
supplemented as of May 1, 1987, July 15, 1989, May 15, 1991, September 1, 1991, August 15, 1992,
October 15, 1994 and April 15, 1998, relating to the Maryland Transportation Authority -
Transportation Facilities Projects Revenue Bonds, Series 1991, 1992 and 1998 and Special Obligation
Revenue Bonds, Series 1994 (collectively referred to as the Trust Agreement).

The Authority is responsible for various projects (the Transportation Facilities Projects), the
revenues from which have been pledged to the payment of the bonds issued under the Trust
Agreement. The Transportation Facilities Projects consist of the following:

Potomac River Bridge - Harry W. Nice Memorial Bridge
Chesapeake Bay Bridge ~ William Preston Lane, }r. Memorial Bridge
Baltimore Harbor Tunnel - Patapsco Tunnel

Baltimore Outer Harbor Bridge — Francis Scott Kev Bridge
Northeastern Expressway - John F. Kennedy Memorial Highway
Fort McHenry Tunnel

In addition to the above facilities, the Authority is permitted to construct and/or operate other
projects, the revenues from and for which are also pledged to the payment of the bonds issued
under the Trust Agreement unless and until, at the Authority’s option, such revenues are otherwise
pledged. These additional projects currently include the following:

Susquehanna River Bridge - Thomas ]. Hatem Memorial Bridge
Seagirt Marine Terminal

Airport Facilities Projects - Baltimore /Washington International Airport

2. FINANCIAL STATEMENTS AND DESCRIPTIONS OF FUNDS AND ACCOUNT GROUPS:

Financial Statements

The Authority utilizes the governmental fund accounting method for financial reporting purposes.
The accompanying financial statements present the financial position and results of operations of
the general, debt service and capital projects funds of the Authority, and the financial position of
the Authoritv’s general fixed assets and general long-term debt account groups.



A

Fund Accounting

The financial activities are recorded in individual funds classified by tvpe as described below. Each
fund is deemed to be a separate accounting entity. The financial position and operations of each
fund are accounted for in separate self-balancing accounts which represent the fund’s assets,
liabilities, fund balances, revenues and expenditures.

General Fund

Transactions related to respurces obtained, the uses of which are restricted to specific purposes, are
accounted for in the general fund. The general fund includes resources used for operations (other
than debt service and capital projects) of the Authority.

Debt Service Fund

Transactions related to resources obtained and used for the pavment of interest and principal on
revenue bonds are accounted for in the debt service fund.

Capital Projects Fund

Transactions related to resources to be used for the acquisition or construction of major capital
facilities of the Authority are accounted for in the capital projects fund.

General Fixed Assets Account Group

General fixed assets acquired or constructed for use by the Authority in the conduct of its activities
are reflected at cost in the general fixed assets account group at the time of acquisition or
construction. Capitalized costs also include the cost of improvements, enlargements, betterments
and certain direct internal expenses incurred during the construction phase. The general fixed assel
account group is not adjusted for these costs upon subsequent replacement; as such, replacements
are accounted for as a period cost and arc included in the general fund expenditure caption: major
repairs, replacements and insurance. Depreciation is not provided for general fixed assets.
Infrastructure assets, consisting principally of highways, roads, bridges and tunnels, are recorded in
the general fixed assets account group, given the nature of the Authority’s revenues.

General Long-Term Debt Account Group

Bonds pavable, accrued annual leave costs and accrued workers’ compensation costs are reflected in
the general long-term debt account group.



3. SIGNIFICANT ACCOUNTING POLICIES:

The accounting policies of the Authotity conform to generally accepted accounting principles as
apphed to governmental units. The following is a summary of accounting policies.

Basis of Presentation

The accounts of the general, debt service and capital projects funds are maintained and reported
using the modified accrual basis of accounting. Under the modified accrual basis of accounting,
revenues are susceptible to accrual and recognized in the financial statements when they are
measurable and available to finance operations during the year or to liquidate liabilities existing as
of the end of the fiscal year. Expenditures and liabilities are recognized when obligations are
incurred and will be liquidated with current available reserves, except:

Interest on long-term obligations reflected in the general long-term debt account group is
recognized in the debt service fund when it becomes pa}»’able.

+ Principally all full-time employees accrue annual leave based on the number of vears emploved
up to a maximum of 25 days per calendar year. Earned annual leave may be accumulated up te
a maximum of 50 days as of the end of each calendar year. As of June 30, 1999, accumulated
earned but unused annual leave for employees is accounted for in the general long-term debt
account group. Annual leave is recorded as expenditures of the general fund when paid.

¢ Obligations for retirement costs, workers’ compensation costs and employees’ vested annual
leave and sick leave are recorded as expenditures of the general fund when paid.

¢+ Encumbrances, represented by executed and unperformed purchase orders and contracts

approved by the authority, are recorded as reservations of fund balance as of the end of the
fiscal year.

Total Memorandum Onlv

The “Total Memorandum Only” column represents an aggregation of the individual funds within
the financial statements of the Authority and does not represent consolidated financial information.

Cash and Cash Equivalents

The Authority considers all investments with original maturities of three months or less at the time
of purchase to be cash equivalents.

Investments

Investments are carried at fair value with all income, including unrealized changes in the fair value

of investments, reported as interest and other investment income in the accompanying financial
statements.
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The Trust Agreement requires that the Authority’s investments in repurchase agreements be fully

collateralized by the Trustee. Such investments held by the Authority as of June 30, 1999, were
collateratized.

Investments are classified as to credit risk by the three categories described below:

Category 1 Insured or registered, or securities held by the Authority or its agent in the
Authority’s name.

Category 2 Uninsured and unregistered, with securities held by the counterparty’s trust
department or agent in the Authority’s name.

Category 3 Uninsured and unregistered, with securities held by the counterparty or by its trust
department or agent, but not in the Authority’s name.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosures of contingent assets and liabilities as of the date of the financial

statements and the reported amounts of revenues and expenditures during the reporting periods.
Actuzl results could differ from those estimates.

4. CASH AND CASH EQUIVATLENTS AND INVESTMENTS:

Cash and cash equivalents as of June 30, 1999, consisted of amounts deposited with a single

financial institution in various checking accounts, many of which have companion overnight
repurchase accounts.

Investments as of June 30, 1999, consisted of United States Government and Agency obligations and

Banker's Acceptances. All such investments are stated at fair value and are classified as to credit
risk as Category 1.

In accordance with the Trust Agreement, the Authonty has established and maintains certain
restricted accounts. Funds have been deposited in these accounts and are restricted for the payment
of debt service related to the revenue bonds, major maintenance project requirements, and
improvements, betterments, enlargements or capital additions. The aggregate balance of these
restricted accounts as of June 30, 1999, included in restricted cash and cash equivalents and
restricted investments, was 5104,621,000.



The Authority’s restricted cash and investment accounis as of June 30, 1999, are as follows {in

thousands):

General Debt Service Capital Projects
Cash [nvestments Cash Investments  Cash Investments Total

Trust

Agreement S 9,487 5 46,945 516,798 5 - 511,558 S 19,833 $104,621
Special

Obligation

Debt {(Notes 6

and 10) - 25,208 10,604 - 35,812
Revenue Bond

Debt Service

(Note 6} 21,073 - - 21,075
PFC Future

Asset

Additions

{Note 10) - - 2512 - 2512

S 3487 5 46945 563,081 S 10,604 £14.070 $ 19833 5164020

5 PROPERTY. PLANT AND EQUIPMENT:

A summary of the changes in the Authority’s fixed assets accounts, for the year ended June 30, 1999,

was as follows (in thousands):

Land and improvements
Structures improvements
Equipment

Construction tn progress

Additions
and

June 30, 1998 Transfers June 30, 1999
S 101,757 % {5y S5 101,752
2,020,591 33,367 2,035,358
7,009 1 7,010
140,847 {127.878) 12 969
5 2270204 % (22,515) § 2,177,689




6. CHANGES IN GENERAL LONG-TERM DEBT:

Changes in general long-term debt for the year ended June 30, 1999, are summarized as follows {in

thousands):

Balance, June 30, 1998
Bond accretion
Bond principal repavments
Net increase in accrued annual
leave
Net increase in accrued
workers’ compensation costs

Balance, June 30, 1999

Revenue Bonds

Special
Obligation Accrued
Revenue Revenue Accrued Workers’
Bonds Bonds Annual Compensation
Pavable Pavable Leave Costs

$ 236324 5 138620 S 2735 & 2,252
3,720 - - -
(10,820) (23,335) ; ]
- - 609 -

- - - 261

$ 229224 115265  § 3364 0§ 2,513

The 1991 and 1992 Revenue Bonds issued in accordance with the provisions of the 1985 Trust
Agreement, as supplemented, and interest thereon do not constitute a debt or a pledge of the faith
and credit of the State of Marviand or the Maryland Department of Transportation, but are payable
solely from the revenues of the Transportation Facilities Projects of the Authority.

- 10 -



Revenue Bonds outstanding as of June 30, 1999, consisted of the following:

1991 Revenue Bonds:

Senal bonds maturing in annual installments ranging from $3,215,000 to
58,200,000 from July 1, 1999 to July 1, 2003, with interest ranging from
6% t0 6.5%, payable semiannually.

1992 Revenue Bonds:

Current interest serial bonds maturing in annual installments ranging
from $5,360.000 to 514,570,000 from July 1, 1999 to fuly 1, 2013, with
interest rates ranging from 4.60% to 5.80%, payable semiannually

Capital appreciation bonds maturing in annual installments of original
principal and an accreted amount ranging from $3,000.000 to
215,420,000 from July 1, 2004 te fuly 1, 2015, with approximate vield to
maturity of 6% to 6.33%.

Current interest term bonds with interest payable semiannually at 5 75%,
due July 1, 2015.

1998 Revenue Refunding Bonds:

Serial bonds maturing in annual installments ranging from $180,000 to
59,510,000, from July 1, 1999 to July 1, 2006 with interest rates ranging
from 3.8% to 5.0%, payable semiannually

Total

~-11 -

5 45,500,000

78,100,000

62,224,000

27,020,000

16,380,000
$229,224,000



Debt service requirements on the 1991, 1992 and 1998 Revenue Bonds are as follows (in thousands):

Year Ending Accreted
Tune 30, Principal Amount Interest Total
2000 o 12,035 & - 5 9524 5 21,339
2001 12,705 - 8.865 21,570
2002 13,445 - 8,150 21,595
2003 14,240 - 7,378 21,618
2004 19,855 - 5,547 26,402
2005 15277 6,928 5,388 27,593
2006 22,780 - 4845 27,625
2007 24 080 - 3,229 27,309
2008 6,197 9,223 2,268 17,688
2009 5.781 2,634 2,268 17,683
2010 5.433 9982 2.268 17,683
2011 5,080 10,335 2,268 17,683
2012 4773 10,642 2,268 17,683
2013 4,468 10,947 2,268 17,683
2014 13,237 2,183 2,268 17,688
2015 13,897 2233 1,554 17,684
2016 14,612 2278 745 17,635

$ 207895 3 74385 % 72,101 5 354381

With respect to the 1991 Revenue Bonds, the bonds maturing after July 1, 2001, are subject to
redemption, at the Authority’s option on or after July 1, 2001. The redemption prices range from
100% to 102% of the principal amount. The debt service reserve requirement for the 1991 Revenue
Bonds, in the amount of 59,989,700, has been satisfied through a surety bond.

With respect to the 1992 Revenue Bonds, 513,130,000 of the current interest term bonds stated to
mature on July 1, 2015, are subject to mandatory sinking fund redemption on July 1, 2014, at a
redemption price equal to the principal amount, plus accrued interest. The debt service reserve
requirement for these bonds, in the amount of 521,075,000, has been satisfied through the deposit of
cash with the trustee and is included in the debt service fund on the balance sheet. The current
interest serial bonds stated to mature on July 1, 2013, and the balance of the current interest term
bonds stated to mature on July 1, 2015, are subject to redemption at the option of the Autherity on
or after July I, 2002, without premium. The capital appreciation bonds are not subject to early

redemption. Capital appreciation bonds pavable as of June 30, 1999, include an accreted amount of
$21,329,000.

On April 15, 1998, the Authority issued $16,380,000 in revenue refunding bonds with a premium of
5186,000 and interest rates ranging from 3.8% to 5.0% to advance refund $15,240,000 of certain
outstanding 1991 series revenue bonds with interest rates ranging from 6.0% to 6.5%. The net
proceeds of 516,309,000 (after a pavment of $257,000 in underwriters discount and other issuance
costs) were used to purchase U.S. government securities. Those securities were deposited in an
irrevocable trust with an escrow agent to provide for all future debt service pavments on the
refunded bonds. As a result these bonds are considered to be defeased and the liability for these
bonds has been removed from the general long-term debt account group. The Authority advance

-12-



refunded certain of its 1991 series bonds to reduce its total debt service payments over the
subsequent 8 vears by 5459,000.

Special Obligation Revenue Bonds

During the year ended June 30, 1994, the Autherity issued 5162,580,000 of Special Obligation
Revenue Bonds, Series 1994 (the “Series 1994 Bonds™), to finance a portion of the costs of certain

projects {the “Airport Facilities Projects”) located at Baltimore/Washington International Airporl.
[See Note 100,

The Special Obligation Revenue Bends are payable as to principal and interest solely from
Passenger Facility Charges (PFCs) received by the Marvland Aviation Administration (MAA) and
deposited with the Trustee (Bank of New York) and amounts deposited in the general account
maintained by the Authority under the Trust Agreement. The Series 1994 Bonds issued in
accordance with the provisions of the 1985 Trust Agreement, as supplemented, and interest thereon,
do not conshitute a debt or pledge of the faith and credit of the State of Maryland, the Maryland
Department of Transportation or the MAA, but are pavable solely from PFCs.

Subsequent to year end, in July 1999, the Authority made $13,905,000 in principal redemption
payments,

Special Obligation Revenue Bonds outstanding at June 30, 1999, consisted of:

Series 1994 bonds, maturing as scheduled below, with interest rates
ranging from 4.10% to 6.30%, pavable semiannually. 5115,265,000

-13-
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Debt service requirements on the Special Obligation Revenue Bonds are as follows [in thousands):

Year Ending

Tune 30, Principal Interest Toial
2000 5 3830 s 8963 & 10,793
2001 4,030 6,767 10,797
2002 4,240 6,554 10,794
2003 4470 6,325 10,793
2004 4,715 6,079 10,794
2005 4,980 5,815 10,795
2006 5,265 5531 10,796
2007 5,565 5,228 10,793
2008 5,895 4,501 10,796
2009 6,245 4,547 10,792
2010 6.630 4.165 10,795
2011 7045 3,751 10,796
2012 7490 3,307 10,767
2013 7955 2,839 10,764
2014 8,455 2,341 10,796
2015 8,980 1,813 10,793
2016 - 1,252 1,252
2017 - 1,125 1,125
2018 - 9.8 948
2019 7,245 256 7,501
2020 12,230 783 13013

S 115265 S 81290 $ 196355

7. RETIREMENT PLANS:

Marvland State Retirement and Pension Svstem

The Authority contributes to the Maryland State Retirement and Pension System (the System),
established by the State to provide pension benefits for State employvees and employees of 129
participating entities within the State. While the System is an agent multiple emplover public
emplovee retirement system, the Authority accounts for the plan as a cost-sharing multiple
emplover public employee retirement system as a separate valuation is not perfermed for the
Authority and the Authority’s only obligation to the plan is its required annual contributions. The
System is considered part of the State's financial reporting entity and is not considered a part of the
Authority’s reporting entity. The Svstern prepares a separate Comprehensive Annual Report which
can be obtained from the Marviand State Retirement and Pension System at State Office Building,
301 West Preston Street, Baltimore, Maryland 21201

-14 -



Plan Description

The Svstemn, which is administered in accordance with Article 73B of the Annotated Code of
Marvland, consists of the several plans which are managed by the Board of Trustees for the Svsteny.

All State employees and employees of the participating entities are eligible for coverage by the
plans.

The System provides retirement, death and disability benefits in accordance with State statutes.
Vesting begins after completing 5 vears of service. A member terminating emplovment before
attaining retirement age but after completing 5 vears of service becomes eligible for a vested
retirement allowance provided the member lives to age 60 {age 62 for the Pension System} and does
not withdraw his or her accumulated contributions. Members of the Retirement Svstem may retire
with full benefits after attaining the age of 60, or after completing 30 years of service credit
regardless of age, or at age 62 or older with specified years of service credit.

The annual benefit for Retirement Systern members is equal to 1/55 of a member’s high three-vear
average salary multiplied by the number of years of service credit. A member may retire with
reduced benefits after competing 25 years of service, regardless of age. A member of the Pension
System shall receive upon retirement an annual service retirement allowance equal to 0.8% of the
member’s high three-consecutive-year average salary multiplied by the number of years of service
credit, with a provision for additional benefits for compensation earned in excess of the Social

Security wage base. A member may retire with reduced benefits after attaining age 55 and
completing 15 years of service.

Funding Policy

The Authority’s required contributions are based upon actuarial valuations. Effective July 1, 1980,
in accordance with the law governing the System, all benefits of the System are funded in advance.
The entry age normal cost method is the actuarial cost method used. Members of the Retirement
System are required to contribute to the System a fixed percentage of their regular salaries and
wages {7% or 3% depending on the retirement plan selected). Members of the Pension System are
required to contribute to the System 5% of their regular salaries and wages which exceed the social
security wage contributions. Contributions are deducted from each member’s salary and wage
payments and are remitted to the System on a regular, periodic basis.

The Authority made its required contributions during fiscal years ending June 30, 1999, 1998 and
1997, of 54,766,000, 52,883,000 and 52,996,000, respectively,

8. RISK MANAGEMENT:

Accrued Workers’' Compensation Costs

The Authority has recorded its portion of the State of Marvland'’s workers’ compensation costs. The
workers’ compensation costs accrual represents the liability for anticipated claims and claims
expense for the Authority’s employees, less the cumulative excess of premiums paid to the Injured
Workers’ Insurance Fund and net investment income applicable to the Authority’s coverage.

-15-



Self Insurance

The Authority is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to emplovees; and natural disasters. The
Authority participates in the State of Maryland’s self-insurance program (the Program). The
Program covers general liability, property and casualty, workers’ compensation, environmental
liabilities and provides certain emplovee health benefits. The Program allocates its cost of
providing claims servicing and claims payments by charging a premium to the Authority based on
a percentage of estimated current payroll or based on average loss experience. In addition, the
Autheority maintains certain third party policies for structural property and liability damages. The

Autherity’s premiums for the years ended June 30, 1999 and 1998, were approximately 51,483,000
and $1,825,000, respectively.

9. COMMITMENTS:

As of June 30, 1999, the Authority was contractually liable for approximately 586 million of
uncompleted construction and improvement contracts relating to its various projects. Inclusive of

that amount, the Authority currently contemplates the expenditure, through 2005, of approximately
5584 million for capital additions, improvements and maior rehabilitation.

10 RELATIONSHIPS WITH OTHER GOVERNMENTAL AGENCIES:

The Authority performs services for other governmental agencies and receives fees for these
services which are included in intergovernmental revenue in the accompanying financial
statements. In addition, other governmental agencies provide services to the Authority which are
included in the appropriate expenditure caption.

The Authority’s intergovernmental revenue for the vear ended June 30, 1999, was as follows (in
thousands):

Fund Tvpe
Debxt
General _ Service _
Marvland State Highway Administration S 6000 3 -
Marvland Port Administration 7,823 -
Marvland Aviation Administration 6,436 24,417
Baltimore City 3407 -

5 23666 5 24417

Marvland State Highway Administration

The Maryland State Highway Administration (SHA) shares with the Authority funds used for the
maintenance of 1-93. The Authority has recognized 56,000,000 of revenue related to these shared

expenses for the year ended fune 30, 199% In addition, the Authority has a receivable of $6,000,000
from SHA for these revenues.
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SHA performs certain inspection, testing, engineering and pavroll processing functions for which
they are reimbursed by the Authority. The expenditures for these services were approximately
$269.000 for the vear ended June 30, 1999, and are included in general and administrative
expenditures in the accompanving financial statements.

Marvland Port Administration

The Authority has constructed and leases the Seagirt Marine Terminal and the Intermodel
Container Facility to the Marviand Port Administration (MPA). The Autherity accounts for this
lease as an operating lease as no transfer of ownership will occur at the end of the lease term. The
term of the agreement expires June 30, 2012 and payments are renegotiated every three vears. In
addition the MPA pays for the Authority police to monitor the leased facilities. The
intergovernmental income for the fiscal year ended June 30, 1999, was $7,823,000.

The Authority has loaned funds to MPA to construct Berth 4 at the Seagirt Marine Terminal. This
loan bears interest at 2.9%. As of June 30, 1999, the outstanding balance was §10,868 000 and is
included in intergovernmental receivables in the accompanying financial statements. Payments
will continue for 33 years after completion of the construction.

Marvland Aviation Administration

The Authority has direct financing leases with the Maryland Aviation Administration {(MAA). The
present value of the direct financing leases as of June 30, 1999, is as follows (in thousands:

Alirport Airport
Facilities Parking
Projects Garage Totai

2000 S 10,793 5 20,000 % 30,793
2001 10,797 19,865 30,662
2002 10,794 - 10,794
2003 10,7935 - 10,795
2004 10,794 - 10,7941
2005 and thereafter 142,582 - 142 582

Tetal 196,555 39,865 236,420
Less: Unearned income 81,290 - 81,290
Less: Restricted cash and investments 38,324 - 38,324

Net investment in direct financing
lease

(T

76541 5 39865 116
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The Authority borrowed funds to finance the development and construction of certain airport
facilities projects at Baltimore/Washington International Airport. The Authority leases these
airport facilities project assets to MAA under a capital lease expiring on the dale at which the
Authority has recovered all of its costs related to the airport facilities projects. MAA funds the lease
through payment to the Autherity of all Passenger Facility Charges (PFCs) received even if the
receipts are in excess of the required capital lease payment. Excess PFCs and interest accrued on the
excess are used to reduce future capital lease payments.

On July 1, 1996, the Authority and MAA entered into a capital lease agreement whereby the
Authority would finance and MAA will develop, construct and operate the Airport Parking Garage
Expansion at Baltimore/Washington International Airport. The lease is scheduled to terminate in
fiscal year 2001 when MAA makes its last scheduled pavment. In the event that MAA does not
make that pavment, MAA shall remit to the Authority, on a monthly basis, the net operating

revenue of the Airport Parking Garage Expansion until the Authority has been reimbursed for all of
the costs of construction.,

The Authority provides police and traffic control services to MAA at MAA properties. MAA paid
the Authority 56,436,000 for costs associated with this function fot the year ended June 30, 1999,

Baltimore Citv

In 1991, the Authority and the Mayor and City Council of Baltimore {the City) agreed to transfer
operations and ownership of Interstate Highways 1-95 and 1-395 located in Baitimore City from the
City to the Authority. In consideration, the City agreed to pay the Authority an annual sum equal
to 57,500,000, less any Federal funds attracted by 1-95 and 1-395; however, in no event shall the cash
payments by the City exceed 35,000,000 in any given year. During fiscal year 1999, $3,407,000 was
paid by the City to the Authority, pursuant to such agreement.

Marvland State Police

The Maryland State Police patrol the John F. Kennedy Memorial Highway and provide K-9 Services
at the Baltimore Washington International Airport. The Authority reimburses the State Police for
the costs of providing these services, including an allowance for overhead. The cost for these
services was approximately $4.664,000 for the vear ended June 30, 1999.

11. LITIGATION:

The Autherity is a defendant in a number of claims and suits resulting from capital and
maintenance contracts and other operational matters. The Authority plans to vigorously defend
these claims. In the opinion of the Authority’s management, the settlement of these ¢claims will not
have a material adverse effect on the accompanvying financial staterments.

12. CANTON DEVELOPMENT CCRPORATION:

In 1987, the Authority acquired 100% of Canton Development Corporation {CDC) for 51,625,000,
CDC owns 100% of the Canton Railroad Company (CRC). The Authority has historically accounted
for CDC on the cost basis and included the purchase price in the general fixed asset account group.
During fiscal year 1998, the Authority changed the presentation of CDC to an Investment in CDC in
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the general fund as CDC was purchased for the benefit of the State of Marvland’s economy.
Ownership of CDC and CRC allows the Authority to assure access of freight into and out of the
Seagirt Marine Terminal.

Summary financial information about CDC as of and for the vear ended December 31, 1998, is as
follows (in thousands):

Balance Sheet

Current Assets 5 1,209
Total Assets 3,172
Current Liabilities 431
Total Liabihities 560
Stockholder’s Equity 4,612

Statement of Income

Operating Revenue S 2,397
Net Income 261
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MARYLAND TRANSPORTATION AUTHORITY

SUPPLEMENTAL YEFAR 2000 INFORMATION

Certain computer programs have been written using only two digits to define the applicable year
rather than four. This could result in the computer systern recognizing the date using “00” as the
year 1900 rather than the year 2000. This, in turr, could result in major system failures in
miscalculations and is generally referred to as the “Year 2000 problem. The Authority has
commenced a process to assure “Year 2000” compliance of all hardware, software, and ancillary
equipment that is date dependent.

The process of assessing the impact of the Year 2000 issue with respect to outside vendors is in
progress but incomplete. The Authority is in the process of developing a business continuity plan

to ensure that cnitical business processes continue in the event of any potential disruption to internal
or external systems.

To date, the Authority has expended approximately $3.8 million of its budgeted funds on
remediation (including upgrade of computer hardware and software) and expects to expend
approximately $4.8 million of its budgeted funds during fiscal vear 2000 Inclusive in these

amounts are planned capital additions for new technology upgrades that also contribute to the
Year 2000 compliance plan.

The Authority’s “Year 2000” process involves four phases as follows:

Phase I - Awareness Stage — This phase encompasses establishing a budget and project plan for

dealing with the “Year 2000" issue. The Authority commenced this stage in early 1997 and it is now
substantially complete.

Phase 2 - Assessment Stage - This phase began when the Authority identified all of its systems and
indjvidual components of those systems. The Authority has identified its mission-critical systems
and equipment - systems and equipment that are critical to conduction of operations - to check for
compliance. This assessment for the mission-critica) stage was started in earlv 1998 and is

substantially complete. The assessment for non-mission-critical systems and equipment is also
substantially complete.

Phase 3 — Remediation Stage - This phase is comprised of making technical changes to exisling
systems and equipment or switching to new compliance systems. The Authority is in the process of
completing this phase and estimates they are over 50% complete for mission-critical systems and
equipment and for non-mission-critical svstems and equipment. Completion of this stage is
anticipated prior to December 1999

-20-



Fhsc 4 - Validation/Testing Stage - This phase validates and tests the changes made during the
remediation stage. Validation and testing has begun and is underway for mission-critical svstems
and for nen-mission-critical svstems. Validation is expected to contimuee through December 1999,
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MARYLAND TRANSPORTATION AUTHORITY
BANK OF NFW YORK. TRUSTEE
TRANSPORTATIUN FACILITIES PRUJECTS
TRANSPORTATION FACILITIES PROJIECTS REVENLUE BONDS DATED MAY ;& 10U
ALUGUST |15 1492 AND APRIL 15, 1945
[SHUED AND OUTITANDING AT IUNE 30, 1999

HATE OF RLATURITY FEINCIFAL
BOKDS 1ISSUED: INTEREST ULyt AMOUNT
Series 1991
Sernal Bunds 6005 |99 5 SRS M
& Q0 1906 ARGIRRE ki)
6 Ol 19497 5305000
600 % 1945 A6 MLONG
&.00 % 1964 5 AR0.0M
6. 10% 2R 6.355 0K
6.M0% 00 6765000
6 30% 2002 7205 000
b.40% MG T6X0L000
&.50% s . 200000
6.5 S H.760.00)
6505 hidh 93RO
TOTAL BONDS ISSUED -SFRIES 1991 5 51000 000
Sedal Bonds Paid In Current Fiscal Year. 5 205.000
Senal Bunds Paid Ln Poor Fiscal Years A0 285 QU0
TOTAL BONDS ISSUED A0 OUTSTANDING-SERIES 199 5 ERRIT N T
Serjes 1992 _————
Senad Bonds 1iRG 1994 55135 000
160% 1597 5360000
450% 1994 5.605 008
5007 15599 5 875.000
0% 2000 £ 165,000
5.20% 2001 GAB5.000
S A0 2003 6,530, )
8.580% LK) | 1.965 (WK
50T 05 13, 190000
5 R0% 2006 14530000
SRAG 2013 1242400600
Capital Appreciaion Brnds 594 T A0
Onginal Acened
Maturiny Walue Pringipal Inserest Yietd
S1ATEA N0 GA5T. 32K 13gDyss 6 OU% 2004 [Q.257 28]
|5 320 0 6197452 3237099 628G 2007 Drg 550
| 4.315, 1)) SIRLORT I ART 6. 305 RE4LS REIOS2
| 8415000 R IR 2E30. 040 6 % J00a E289.97)
| 341500 5080167 TAHE3I0 6.3 Y 7766417
| &, 315 000 177508 2RI40N 633G 00 7.197.37%
| 515010 4467 1M AT 44 63505 02 B39 173
REVEVEL ] Eibk|D 433155 G 35 M1 1,250,364
RELERE oY) TRITIN AUT. 280 bS5 4 1,174,590
3.000.000 TI0ERIU IRZ.ADS B A% 20 S 103418
Teni Capital Apprecianon Bonds .. . RETR A Sk 62223626
Term Bonds oL 2054 27.020.000
TOTAL BONDS ISSUED -SERIES 1992 . . 5183413628
BONDS PAIG OR PLRCHASED.
Series 1992 Bonds Paid In Cureent Fiscal Yoor oy 85,605, (M0
Series 1992 Bonds Paw [n Prwwr Fiseal Year 10495, K
Total Bonds Paad or Purchased.. . o 516,160,000

TOTAL BONDS ISSUED AND OUTSTANDING SERIES 1991 . 167,435,675

Series 1998

3RO 1999 1E0.000
4055 2000} 185 000
4. 30% 200 195.000
4256 2402 205,000
4350 2003 210.000
4 404 2004 220.000
A 5 20S 5 H75.000
5. 00% RICH 9.510.000
TOTAL BONDS ISSUED -SERIES 19YE. ..ot e oo 516 3500

BONDS PAID OR PURCHASED-
Series 1998 Bonds Paid [0 Current FUeal Year oo oo
TOTAL BONDS IS5UED AND OUTSTANDING.SERIES 1998 e S16.3R0.000

TOTAL BONDS ISSUED AND QUTSTANDING-ALL SERIES $226.321.625




MARYLAND TRANSPORTATION AUTHORITY
BANK OF NEW YORK. TRUSTEE
BALTIMORE/WASHINGTON INTERNATIONAL AIRPORT PROJECTS

SPECIAL OBLIGATHON REVENUE BONDS DATED QCTOBER 15,1994
ISSUED AND OUTSTANDING AT JUNE 30, 1888

BATE OF MATURITY PRINCIPAL
BOMNDS ISSUED: INTEREST JULY 1 AMQUNT
Series 1994-A Bonds (Qualified Afrport Bonds)
Serial Bonds 4.10% 1995 $2.090,000
6.00% 2007 3,425,600
6.13% 2008 6,245,000
6.25% 2009 6,530.000
6.30% 20190 7.045,000
$25.435.000
Term Bonds 6.25% 2014 $32,880,000
Special Sinking Fund Bonds 8.40% 201% 54.230,000
Total Series 1994-A Bonds $112.545.000
Series 1994-B (Governmental Purpose Bonds)
Serial Bonds
4.50% 1996 $3.335.000
4.75% 1997 3,485,000
5.00% 1998 3,650,000
5.13% 1999 3,830,000
5.30% 2000 4,030,000
5.40% 2001 4,240,000
5.50% 2002 4,470,000
560% 2003 4,718,000
5 70% 2004 4,980,000
575% 2005 5,265,000
5 88% 2008 5,565,000
6.00% 2007 2.470.000
£50.035.000
TOTAL BONDS ISSUED-SERIES 1994 s oo, TR $162.580.000
BONDS PAID OR PURCHASED-
Sernal Bonds Paid:
InPrior Fiscal Years. ..oooovovvooe oo, e e e e 8,910,000
IM Ut FISCAI YOAF...co. e e e e e 3,650,000
Special Sinking Fund Bonds Redeemed:
INPRADE FISCAI YBAIS. .o i oo e oo $15,050,000
InCurrent FiSCal YEar..... . e 19,705,000
547,315,000

TOTAL BONDS ISSUED AND OUTSTANDING-SERIES 1954 ....oooooooiooo $115.265.000




