Bus Methodology

NJ TRANSIT records on-time performance at the following bus terminals:

e Atlantic City Bus Terminal - seven
days a week, 24 hours a day

e Walter Rand Transportation
Center — weekdays from 6 a.m. to
10a.m.and 2 p.m.to 6 p.m.

e Newark Penn Station - weekdays
from 2:30 p.m. to 6:30 p.m.

e Port Authority Bus Terminal -
weekdays from 3:30 p.m. to 7 p.m.

Any bus that departs the terminal
within five minutes and 59 seconds
of its scheduled departure is
considered on time. Station Starters
at these locations are responsible
for logging passenger counts, delays,
and their causes.

Hoboken Terminal will be included
in the on-time performance report
beginning in FY 2009.

NJ TRANSIT
ON-TIME PERFORMANCE
BY BUS TERMINAL
FY 2008
90.0% T 91.1% —
PORT NEWARK WALTER RAND ATLANTIC CITY

AUTHORITY
BUS TERMINAL

PENN STATION TRANSPORTATION BUS TERMINAL
CENTER
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Board of Directors

KRIS KOLLUR|, ESQ. Board Chairman

Kris Kolluri was sworn into office as Commissioner of the New Jersey Department
of Transportation on March 13, 2006. Prior to that time, Mr. Kolluri specialized in
redevelopment and transportation law as an attorney at Parker McCay.

¢ § Mr. Kolluri was formerly Chief of Staff at the New Jersey Department of Transportation
and, before that, was Assistant Commissioner of Intergovernmental Relations in charge of legislative
relations, customer advocacy and public outreach. Prior to working in state government, Mr. Kolluri
held top positions in Congressional offices, including Senior Policy Advisor to House Democratic
Leader Richard A. Gephardt and special advisor to Congressman Gephardt on India and Indian-
American affairs. He also served as Congressman Robert E. Andrews’ Legislative Director and his
principal staffer on the International Relations Subcommittee on Asia and the Pacific.
Mr. Kolluri received a Bachelor of Science degree in Management and Marketing from Rutgers
University, a Master’s degree in International Business from Johns Hopkins University and a law
degree from Georgetown University. He resides in West Windsor.

JAMES A. CAREY JR.

Governor’'s Representative
James A. Carey, Jr. was named
Myron P. Shevell was Director of the Authorities Unit in

/ appointed to the Board by : the Office of Governor Jon S. Corzine
Governor Christine Todd Whitman in May in April 2008. He previously served as an assistant

MYRON P.
SHEVELL

Vice Chairman

1995. He is Chairman of the Board of New counsel in the Authorities Unit for Governor Corzine
England Motor Freight and Chairman of and Governor Richard J. Codey. Prior to joining the
the Shevell Group - real estate, trucking Governor’s Office, he served as a Deputy Attorney
and logistic companies. He also is General in the New Jersey Attorney General's Office
Board Chairman of New Jersey Motor from 2007 to 2005. He also serves on the boards of the
Truck Association, Regional Director of Delaware Valley Regional Planning Commission and
the Bank of New York, and a member the North Jersey Transportation Planning Authority.
of the Defense Orientation Conference He graduated from the University of South Carolina in
Association. Mr. Shevell has worked in the 1990, and received a law degree in 1994 from Seton
transportation industry for more than 60 Hall School of Law, where he was an associate editor
years and resides in Elberon. of the Law Review. He lives in Hoboken.

R. DAVID ROUSSEAU state Treasurer

Mr. Rousseau was sworn in as State Treasurer on April 7, 2008. Prior to that time,
Mr. Rousseau was the Senior Advisor to the Governor for Budget and Fiscal Policy
and Deputy State Treasurer. He worked closely with the Governor and Treasurer in
developing and implementing the annual State budget and on other fiscal policy
issues. He served as Deputy State Treasurer from 2002 until 2006 and provided policy guidance

to the Governor, Treasurer and Governor's office. He also oversaw the operations of the Office of
Management and Budget and participated in the operations of the Division of Taxation, Division and
Pensions and Benefits and the Office of Public Finance. Mr. Rousseau was Senior Policy Advisor

to the Senate President, focusing on the budget before returning to the Treasury Department. He
served as the Budget Director for the Senate Democratic Office from 1990 to 2002. He moved to the
Senate staff after serving as Research and Project Coordinator for the Election Law Enforcement
Commission. Mr. Rousseau has a bachelor’s degree from Temple University and holds an MBA from
Rider University. He lives in Hamilton.



FLORA M. CASTILLO

Flora Castillo has served on the Board
since 1999. She is Vice President of
Corporate Marketing at AmeriHealth
Mercy, the largest family of Medicaid
Health Plans in the United States headquartered

in Philadelphia. She serves on the boards of the
American Public Transportation Association, American
Public Transportation Foundation, and The Alan M.
Voorhees Transportation Center Advisory Board at
Rutgers University. She is a founding member of the
NJ COMTO Chapter and serves as a board member.
Ms. Castillo also is a member of APTA's Executive
Committee and is the Vice Chair of Transit Board
Members. She is president of the Latinas United for
Political Empowerment Fund, a member of the boards
of the Greater Philadelphia Health Action, Inc. and
Philadelphia’s Police Athletic League, and a member
of Medicaid Health Plans of America’s Marketing
Committee. Ms. Castillo is a resident of Ventnor.

SUSAN L. HAYES

Board of Directors

KENNETH E.
PRINGLE, ESQ.

Kenneth E. Pringle is
the managing partner
of Pringle Quinn
Anzano, P.C., a 25-attorney law firm
with offices in Belmar, Morristown
and Trenton. His practice is focused
primarily on complex insurance and
financial fraud litigation and land

use matters. Mr. Pringle has served
as the Mayor of Belmar, a Transit
Village, since 1990, and is the Borough
Attorney for the Borough of Red
Bank. He is a member of the Board of
Directors of Downtown New Jersey,
and of the Belmar Planning Board.
Mr. Pringle resides in Belmar.

Ms. Hayes is President and CEO of Cauldwell Wingate Company, LLC. A strong
advocate for the recruitment and advancement of women in the construction
industry, Ms. Hayes served for seven years as Board Chair for Non-Traditional
Employment for Women, an organization that trains women for jobs in the building

trades, the utilities and transportation industries, and in facilities repair and maintenance. She
currently serves as Vice Chair of that organization. In 2005, Ms. Hayes was appointed to Mayor
Bloomberg’'s Commission on Construction Opportunity and holds leadership positions in a number
of business and professional groups and associations. She currently serves on the Board of
Directors of Apple Bank for Savings, is a former Vice Chair on the Board of Directors of the New
York Building Congress, is First Vice President of the Contractors’ Association of Greater New York
and served on the Board of Governors of the Building Trades Employers” Association. She also
serves as Municipal Chair in Oradell in Bergen County, where she resides. She earned a Bachelor
of Arts degree in Correctional Administration from John Jay College, City University of New York.

ROBERT SHANE

Governor's Alternate Representative

PATRICKW. O'CONNOR

Treasurer’s Representative
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Committees

EXECUTIVE COMMITTEE

Richard R. Sarles

Executive Director

D.C. Agrawal
Assistant Executive Director,
Corporate Strategy, Policy and Contracts

Joseph C. Bober
Chief, NJ TRANSIT Police

Lynn M. Bowersox
Assistant Executive Director,
Communications and Customer Service

William B. Duggan
Vice President and General Manager,
Rail Operations

James J. Gigantino
Vice President and General
Manager, Bus Operations

Warren A. Hersh

Auditor General
James P. Redeker
Vice President,
Technology Services
Steven H. Santoro

Assistant Executive Director,
Capital Planning and Programs

ADVISORY COMMITTEES

» To assure citizen representation, two
transit advisory committees - one serving
North Jersey and another South Jersey -
regularly advise the Board of Directors

on passengers’ opinions. Committee
members are appointed by the Governor
with the approval of the State Senate.

NORTH JERSEY TRANSIT ADVISORY
COMMITTEE

Suzanne T. Mack, Chair
Ronald Monaco, Vice Chairman
Nino Coviello

Michael DeCicco

Robert Dinardo

Kathy Edmond

Margaret Harden

Steven Monetti

Timothy O'Reilly

Ralph White

William R. Wright

SOUTH JERSEY TRANSIT ADVISORY
COMMITTEE

Anna Marie Gonnella-Rosato, Chair
Ruth Byard, Vice Chair

Jeffrey Marinoff, 2nd Vice Chair
Robert Dazlich, Secretary
Richard D. Gaughan

Calvin 0. Iszard Jr.

Daniel Kelly

Val Orsinmarsi

Dominick Paglione

Fred Winkler

» The Americans with Disabilities
Act (ADA) Task Force includes
individuals with disabilities

who assist NJ TRANSIT in the
implementation of its ADA
improvements plan.

THE AMERICANS WITH DISABILITIES
ACT TASK FORCE
Frank Coye
Doug Gilbert
Judy Goldman
Francis Grant
Nancy Hodgins
Lee Nash
Barbara Small
Bill Smith
Maryanne Valls
Ina White

» The Private Carrier Advisory
Committee was created in 1986
to monitor the concerns of New
Jersey’s private carriers.

PRIVATE CARRIER ADVISORY
COMMITTEE

Francis A. Tedesco, Chairperson
Robert B. DeCamp, Jr.

Donald Mazzarisi

Dale R. Moser

Alma R. Scott-Buczak
Assistant Executive Director,
Human Resources

Jan L. Walden

Assistant Executive Director,
Diversity

Gwen A. Watson

Board Secretary

H. Charles Wedel

Chief Financial Officer and Treasurer

» The Local Programs
Citizens Advisory Committee
advises NJ TRANSIT on public
transit decisions regarding
accessibility issues.

LOCAL PROGRAMS CITIZENS
ADVISORY COMMITTEE

Ernest Anemone, Chairperson
Richard Bartello, 1st Chairperson
Ellen Brockmann, 2nd Chairperson
David Peter Alan

Kathleen Belles

Don Brauckmann, Sr.

Ann Burns

Louise Dance

Tony Hall

Gary Johnson

Maryann Mason

Henry Nicholson

Sam Podeitz

Ruezalia Ray

Marianne Valls

Margaret Vas

Michael Vieira

William Wright
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Notes to Consolidated Financial Statements

The following schedule summarizes notes payable obligations as of June 30, 2007 (in millions):

Balance Balance
Inception June 30, Payments/ June 30, Due Within
Date 2007 Additions Reduction 2007 One Year
COPs 1999 03/99 $58.8 $— $21.2 $37.6 $22.1
NJEDA 1999 A&B 08/99 207.2 — 40.7 166.5 429
COPs 2000A 01/00 68.8 — 1.8 67.0 1.9
COPs 2000B 10/00 415.4 — 48.6 366.8 51.4
GANs 2000B 11/00 2623 — 90.9 171.4 59.5
COPs 2002A 06/02 160.0 — 0.4 159.6 0.2
COPs 2002B 06/02 94.7 — 2.1 92.6 2.0
COPs 2003 02/03 51.8 — 3.8 48.0 4.1
COPs 2003A 09/03 148.5 — 0.3 148.2 0.3
NJEDA 2003A 10/03 318.6 — 3.8 314.8 4.2
NJEDA 2003B 10/03 35.0 — — 35.0 —
COPs 2004A 03/04 253.2 — 15.6 237.6 16.0
COPs 2005A 09/05 253.5 — — 253.5 —
Total 2,327.8 — 229.2 2,098.6 $204.6
Unearned Bond Premium 82.0 — 12.4 69.6
Unamortized Deferral on Refunding (60.6) — (7.6] (53.0)
Total Notes Payable $2,349.2 $— $234.0 $2,115.2

Long-term notes payable maturities as of June 30, 2008
(in millions):

Fiscal Years Principal Interest Total
2009 $215.0 $103.2 $318.2
2010 186.2 91.3 277.5
2011 165.2 81.5 246.7
2112 1741 72.7 246.8
2113 182.4 64.1 246.5
2014-2018 854.4 214.9 1,069.3
2019-2023 368.6 40.6 409.2
Total 2,145.9 $668.3 $2,814.2
Unamortized premium 69.2
Unamortized deferral

on Refunding (45.7)

Total Notes Payable  $2,169.4

11. LEASES AND OTHER COMMITMENTS
Leveraged Lease Transactions

NJ TRANSIT has entered into a number of leveraged
lease transactions with certain domestic and foreign
lessors. These transactions entail the sale/leaseback
(SILOJ or lease/leaseback (LILO) of various NJ TRANSIT
commuter and light rail vehicles, buses, equipment and
facilities to third party lessors.

In connection with the leveraged lease transactions,

NJ TRANSIT has made investment arrangements to
meet its payment obligations throughout the term of the
respective leases. As these transactions do not meet the
definition of an “in-substance defeasance,” NJ TRANSIT
has recorded Obligations under Capital Leases and the
related assets as Restricted Leveraged Lease Deposits
in the Consolidated Statements of Fund Net Assets

(see Note 4).

In fiscal year 2008, NJ TRANSIT received a total of $4.6
million in net benefits from leveraged lease transactions
related to cross-border leases of 47 multilevel railcars
with a net present value lease obligation of $113.2
million with lease terms ranging from 15 to 20 years.

In connection with these agreements, NJ TRANSIT

has made certain indemnification provisions and must
comply with certain lease covenants. NJ TRANSIT is in
compliance with such covenants through June 30, 2008.

Defeased Leveraged Lease Obligations

From 1991 through 1996, NJ TRANSIT entered

into a number of leveraged leasing arrangements
with overseas investors for the purchase of transit
operating equipment. NJ TRANSIT has made
investment arrangements to meet all of its payment
obligations throughout the term of the leases for all
of these agreements and, in some instances, has



been released as the primary obligator. Accordingly,
recording of these obligations is not required in the
Consolidated Statements of Fund Net Assets.

These leveraged lease obligations as of June 30, 2008
are as follows (in millions}:

Fiscal Lease

Years Term Equipment Amount
1995 15 Years 32 Arrow Il cars $46.7
1994 15 Years 24 Arrow Ill cars 38.0
1994 15 Years 26 Arrow Ill cars 46.2

In connection with these lease agreements, NJ TRANSIT
has made certain indemnification provisions and must
comply with certain covenants. NJ TRANSIT is in
compliance with such covenants through June 30, 2008.

Leveraged Lease Risk Exposures

Under the terms of these agreements, a significant
portion of the initial amount received by NJ TRANSIT
from the third party (approximately 80%) is paid to

an affiliate of the third party's lender which has the
obligation to make an equivalent portion of the sublease
rent payments, eliminating the need for NJ TRANSIT to
make these payments to the third party. This portion of
the lease rent payments is equal to the debt service on
the related third party loan.

NJ TRANSIT also pays an amount to and enters into an
Equity Payment Undertaking Agreement with a third
party whereby that party has the obligation to provide
the amounts necessary to make the remainder of

the basic lease rent payments and pay the purchase
price due upon exercise by NJ TRANSIT at the end

of the lease. The amount remaining after payment of
transaction expenses is NJ TRANSIT's net benefit from
these transactions.

Counterparty Risk. Counterparty risk is the risk of

a party to a leveraged lease agreement failing to

fulfill their contractual obligation. Each leveraged

lease transaction involves a variety of parties and
counterparties. Counterparty risk is a type of credit risk
that closely relates to the credit quality of the parties
involved in the transactions. It is reduced by having

an organization with good credit act as a guarantor
between the two or more parties.

On September 15, 2008, subsequent to the preparation
of the FY08 financial statements, AIG Financial Products
Corporation (AlIG] credit rating was changed from
AA-to A- with additional credit watch by Standard

Notes to Consolidated Financial Statements

&Poor’s. AlG is both the third party lender and payment
undertaker in several of these transactions. Under

the applicable transaction documents, the lessor may
require NJ TRANSIT to replace AlG in these transactions.

Collateral and Surety Risk. Collateral means a
security or guarantee (usually an asset] pledged for

the repayment of a loan if one cannot or is unable to
repay. In the event of deterioration in the credit ratings
of the counterparty, the agreement may require that
collateral be posted to secure the party’s obligations.
Further ratings deterioration below levels agreed to

in the Equity Payment Undertaking Agreement could
result in additional collateral being posted with a
third-party custodian. In most cases, collateral must

be cash, U.S. Treasuries or certain federal agency
securities. Additional insurance coverage of possible
early termination payments is provided by separate
surety policies in most contracts, which protects the
counterparties from financial loss should the guarantors
fail to perform in accordance with contract terms and
conditions. Furthermore, if the credit ratings of the
companies that provide the surety protections fall below
the rating trigger associated with the early termination
surety, NJ TRANSIT may also be required to replace the
surety company. If the required replacement of either a
surety or counterparty is not performed, it could trigger
a termination event requiring a cash settlement.

Termination Risk. A leveraged lease agreement

could be terminated if one party does not fulfill the
obligations set forth in the contract. When an Event of
Default or a Termination Event has occurred, either

NJ TRANSIT or the counterparties could be required to
make a termination payment according to the contract
terms. Events of Default include non-payment, false
or misleading representations, or the bankruptcy

of NJ TRANSIT or the counterparties. Termination
Events include a downgrade of the counterparty’s
credit rating to below that stated in the agreement. For
example, under a current Equity Payment Undertaking
Agreement, with respect to ratings of the equity
payment undertaker, the counterparty, which may

be a bank or other financial institution, must have a
Credit Rating of at least AA by Standard & Poor’s and
of at least Aa2 by Moody's at all times before the final
maturity of a leveraged lease. A party has the right to
terminate the lease agreement earlier when there is

a downgrading of the counterparty’s credit ratings.

Interest Rate Risk. The interest rate risk goes up when
the market interest rate goes down and the returns

on the investment decline. Accounts initially deposited
together with the aforementioned obligation of the third
party’s lender, result in a financial defeasance of all
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Notes to Consolidated Financial Statements

sublease obligations, including the cost of purchasing
the third party’'s remaining rights at the end of the
sublease period if the purchase option is exercised.
Should an event occur that changes the initial deposit
instruments, it is possible that the amount earned

on the deposit account balance may not match the
option price stated in the agreement at the end of

the lease period. Under the terms of the agreement,
should there be less interest earned on deposits than
scheduled to make related payments, NJ TRANSIT
would be liable for the shortfall.

Among the counterparties to the leveraged lease
transactions, American International Group, Inc. (AIG)
is one of the primary guarantors that provide surety
in the event of lease payment defaults. Due to the
current worldwide financial crisis, the ratings of AlG
Financial Products Corp. were changed on September
15, 2008 as follows: downgrade by Standard & Poor's
from AA- to A- and Moody’s from Aa3 to A2. This
downgrade has resulted in a technical default to
several of the agreements and could trigger a request
for a replacement guarantor and, if not addressed,
could trigger a termination event and subsequently
result in termination payments being made to the
equity investors.

Currently, NJ TRANSIT is exploring potential options
for replacing AlG as a guarantor. However, in the
current market, securing replacement guarantors
could be difficult and any replacement strategy would
require approval from the equity investor. Because of
the uncertainties related to these matters and the
fact that all lease payments have been made
according to the terms of the agreements and all
collateral has been posted to date with respect to
this transaction, NJ TRANSIT management believes
that the amount of loss, although not probable, could
amount to $150 million.

Capital Leases

In 1998, NJ TRANSIT entered into a contract for the
purchase of 45 light railcars for the Hudson-Bergen
Light Rail and Newark Light Rail systems. These cars
were financed through a sale of COPs by the state of
New Jersey in May 1998. The cars were subleased
by the New Jersey Department of Transportation

to NJ TRANSIT pursuant to an equipment sublease
purchase agreement. NJ TRANSIT will repay the
financed amount of $156.2 million over 15 years
through June 2014.

In 1994, NJ TRANSIT entered into a 23-year lease/
sublease agreement for the land adjacent to
its Metropark Train Station for the purpose of

constructing an above-ground parking facility. A

portion of the financing for this facility was provided

by the NJEDA through the issuance of parking facility
sublease revenue bonds. NJ TRANSIT has committed in
substance to make rental payments in an amount equal
to the NJEDA bond obligations. The remaining rental
payments have a present value of approximately $11.5
million as of June 30, 2008.

In 1986, NJ TRANSIT entered into a $35.9 million lease
agreement for land and building facilities to be utilized
for bus maintenance and storage. The initial lease
term is 25 years, and the lease contains options for an
additional 25 years.

In total, NJ TRANSIT has recorded obligations under
capital leases of $1,621.8 million and $1,663.0 million
as of June 30, 2008 and 2007, respectively, of which
$128.5 million and $183.0 million represent current
installments under capital leases as of June 30, 2008
and 2007, respectively.

The cost of capital assets under capital leases, including
leveraged leases, is summarized as follows and is
included in capital assets (see Note 5) (in millions):

AS OF JUNE 30,

2008 2007
Land $275  $275
Buildings 538.4 5313
Railcars and locomotives 957.7 867.2
Buses and light railcars 699.0 691.8
Furniture, fixtures and equipment 63.2 63.4

Capital assets under

capital leases (at cost) 2,285.8 21812
Less accumulated depreciation  (1,191.6) (1,062.7)
Net Capital Assets Under

Capital Leases $1,094.2 $1,118.5
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The following schedule summarizes the capital lease obligations as of June 30, 2008 (in millions]:

Balance Balance Due
Inception June 30, Payments/ June 30,  Within One
Date 2007 Additions Reduction 2008 Year
NBC facility 07/86 $12.8 $— $2.8 $10.0 $3.0
Metropark parking facility 03/94 12.3 — 0.8 11.5 0.9
MMC, locos. & railcars 01/97 120.8 - 9.0 111.8 8.1
ALP-44 locomotives 06/97 7.2 — — 7.2 —
Comet IV coaches 07/97 25.1 — 2.7 22.4 2.5
Bus garages 07/97 68.6 — 5.4 63.2 5.0
Arrow coaches & ALP-44s 03/98 183.8 — 52.7 131.1 452
Light railcars 06/98 89.2 — 10.9 78.3 11.5
Bus garages 09/98 108.8 1.5 1.8 108.5 2.0
HBLR 12/00 180.0 13.2 8.4 184.8 9.3
MCI buses 12/01 80.1 9.2 5.4 83.9 5.7
MCl buses 10/02 267 .4 4.7 19.4 252.7 —
Qualified technical equipment  08/03, 09/03  102.6 — 9.0 93.6 9.0
ALP-46 locomotives 09/03 49.2 — 10.6 38.6 10.6
Comet IV coaches 09/03 70.7 - 37.1 33.6 7.1
Light railcars 09/03, 10/03  66.7 — 2.0 64.7 2.0
Articulated buses 07/04 34.0 — 2.0 32.0 2.2
Diesel locomotives 12/05 112.7 — 2.8 109.9 2.9
MCI buses 11/06 17.6 — — 17.6 —
Multilevel railcars 12/06 19.0 — 0.1 18.9 —
Multilevel railcars 06/07 34.3 — — 343 -
Multilevel railcars 12/07 - 63.1 0.2 62.9 0.4
Multilevel railcars 01/08 - 50.9 0.6 50.3 1.1
Other 02/05 0.1 — 0.1 — —
Total Capital Lease Obligations $1,663.0 $142.6 $183.8 $1,621.8 $128.5

27



28

Notes to Consolidated Financial Statements

The following schedule summarizes the capital lease obligations as of June 30, 2007 (in millions):

Balance Balance Due
Inception June 30, Payments/ June 30, Within One
Date 2006 Additions Reduction 2007 Year

NBC facility 07/86 $15.3 $— $2.5 $12.8 $2.8
Metropark parking facility 03/94 13.1 — 0.8 12.3 0.8
MMC, locos. & railcars 01/97 130.0 — 9.2 120.8 9.0
ALP-44 locomotives 06/97 7.2 — — 7.2 —
Comet IV coaches 07/97 27.6 - 2.5 25.1 2.7
Bus garages 07/97 74.1 — 5.5 68.6 5.4
Arrow coaches & ALP-44s 03/98 216.4 - 32.6 183.8 52.7
Light railcars 06/98 99.5 — 10.3 89.2 10.9
Bus garage 09/98 108.2 0.6 — 108.8 1.8
HBLR 12/00 175.5 4.5 — 180.0 8.4
MCI buses 12/01 75.1 5.0 — 80.1 5.4
MCI buses 10/02 273.4 5.1 1.1 267.4 19.4
Qualified technical equipment 08/03, 09/03 111.5 — 8.9 102.6 9.0
ALP-46 locomotives 09/03 59.8 — 10.6 49.2 10.6
Comet IV coaches 09/03 70.7 — — 70.7 37.1
Light railcars 09/03, 10/03 68.7 — 2.0 66.7 2.0
Articulated buses 07/04 35.9 - 1.9 34.0 2.0
Diesel locomotives 12/05 115.3 0.1 2.7 112.7 2.8
MCI buses 11/06 — 17.6 — 17.6 —
Multilevel railcars 12/06 — 19.0 — 19.0 0.1
Multilevel railcars 06/07 — 34.3 — 34.3 —
Other 02/05 0.2 = 01 0.1 0.1
Total Capital Lease Obligations $1,677.5 $86.2 $100.7 $1,663.0 $183.0

Minimum capital lease maturities as of June 30, 2008
{in millions):

Fiscal Years Principal Interest Total

2009 $128.5 $56.1 $184.6
2010 140.0 54.7 194.7
2011 144.2 53.8 198.0
2012 1171 52.7 169.8
2013 133.2 118.3 251.5
2014-2018 433.5 424.7 858.2
2019-2023 322.0 123.6 445.6
2024-2028 159.4 76.0 235.4
2029-2033 253 19.1 4b 4
2034-2038 18.6 — 18.6

Total Capital

Lease Obligations $1,621.8 $979.0 $2,600.8

As of June 30, 2008, NJ TRANSIT was committed for
future purchases under the following capital projects
and special services which will be funded from federal,
state, local or other capital sources (in millions):

Lower Hackensack Drawbridge Drive $10.0
Positive Train Stop Program 10.0
Hoboken Wheel Truing Machine 10.6
Trenton Transit Center 10.9
Rail Passenger Facilities 14.8
MMC Engine Shop Droptables 15.4
Lower Hackensack Bridge Rehab - phase 1 17.1
Rail Infrastructure 20.6
South Amboy Station Development 21.8
Access to the Regions Core 24.2
Metropark Platform Replacement 24.5
Newark Drawbridge 25.2
Bus Rolling Stock 60.6
Hudson-Bergen Light Rail System 70.6

Other, for commitments less than $10 million  174.7
Total Capital Projects and
Special Service Commitments

Rid

511.

o




12. OTHER OPERATING REVENUES
Other operating revenues comprise the following
(in millions):

YEARS ENDED JUNE 30,

2008 2007
Lease and rental $24.7 $20.8
Advertising 13.5 13.5
Metro-North operations 12.3 10.9
Other 18.0 _15.2
Total $68.5 $60.4

13. INJURY AND DAMAGE CLAIMS

As of June 30, 2008, NJ TRANSIT's self-insurance
retention was $10 million per occurrence with
commercial excess liability insurance coverage for

the amounts above $10 million up to $250 million.
Settlements have not exceeded this insurance
coverage for each of the past three years. Additionally,
NJ TRANSIT is self-insured for workers' compensation.
Employment-practice claims exceeding $500,000 up to
$10 million are covered by insurance. On October 14,
2004, the ARH Il Insurance Co., Inc., a wholly owned
subsidiary of NJ TRANSIT, was formed. This captive
insurance company provides coverage for FELA and
rail third-party claims in excess of $5 million up to $10
million, consequently reducing NJ TRANSIT's self-
insured retention in these two areas. As of June 30,
2008 and 2007, the ARH Ill Insurance Co., Inc. incurred
no losses for covered claims.

NJ TRANSIT has recorded an estimated liability of $81.6
million and $80.9 million as of June 30, 2008 and 2007,
respectively, for outstanding public liability, property
damage, FELA, workers’ compensation and employment
practice claims. Of this amount, $28.4 million and $37.6
million are included in other current liabilities as of June
30, 2008 and 2007, respectively (see Note 8).

The liability is based on NJ TRANSIT's past loss
experience. NJ TRANSIT believes the liability established
is reasonable and appropriate to provide for settlement
of losses and related loss expenses. Management
believes that its reserves for claims incurred but not
reported is determined in accordance with generally
accepted actuarial principles and practices. However,
estimating the ultimate liability is a complex and
judgmental process inasmuch as the amounts are based
on management'’s informed estimates and judgments
using data currently available. As additional experience
and data become available regarding claim payments
and reporting patterns, legislative developments

and economic conditions, the estimates are revised

Notes to Consolidated Financial Statements

accordingly and the impact is reflected currently in
NJ TRANSIT's financial statements.

A reconciliation of the total claims liability follows
(in millions]-

AS OF JUNE 30,

2008 2007
Balance, Beginning of Year $80.9 $88.8
Claims expense 27.3 37.3
Payment of claims (26.6) (45.2)
Balance, End of Year & &

14. FEDERAL GRANTS

The Urban Mass Transportation Act of 1964, as
amended by ISTEA, TEA-21 and SAFETEA-LU, provides
for the funding of a portion of NJ TRANSIT's operating
cost and capital needs based upon a defined formula
grant program. Generally, such funds may be utilized
for no more than 80 percent of the project costs

for capital assistance or 50 percent for operating
assistance. Funds are apportioned to NJ TRANSIT
annually, and generally are available until expended.

NJ TRANSIT also receives discretionary capital grant
awards to supplement the capital assistance obtained
from the defined formula grant programs. Such
discretionary awards are generally limited to projects
for equipment acquisition, continued system expansion
and modernization, or construction of major facilities.

15. CONTINGENCIES

NJ TRANSIT is a defendant in a number of lawsuits
arising from claims for personal injury, property
damage, breach of contract, civil rights and
personnel matters. Management believes that the
ultimate resolution of these matters will not have a
material adverse impact on the financial position of
NJ TRANSIT.

NJ TRANSIT's contractor for the construction of the
Hudson-Bergen Light Rail system has filed a claim
against NJ TRANSIT alleging project cost overruns.
The contractor is seeking additional compensation
of approximately $100 million. Although the ultimate
effect of this matter is not presently determinable,
management believes that the resolution of this
claim will not have a material effect on the results of
operations or the consolidated financial position of
NJ TRANSIT.

NJ TRANSIT is addressing environmental issues
at several locations within the state whereby virtue
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of ownership or use, NJ TRANSIT has a remediation
responsibility. Management has analyzed all of these
matters and has provided for amounts, which it
currently believes are adequate. In management’s
opinion, the ultimate liability, if any, will have no
material effect on the results of operations or the
consolidated financial position of NJ TRANSIT.

NJ TRANSIT receives federal and state grants

and appropriations for capital projects and other
reimbursable activities that are subject to audit

by the grantor agency. Although the outcome

of any such audits cannot be predicted, it is
management’s opinion that these audits will not have
a material effect on the results of operations or the
consolidated financial position of NJ TRANSIT.

The Railroad Retirement Board has conducted an
examination of NJ TRANSIT's payroll and tax records
for prior fiscal years through 1991 and has proposed
certain adjustments to increase NJ TRANSIT's
payroll tax liability for that period. Management has
analyzed all of these matters and has provided for
amounts that it currently believes are adequate.

The Americans with Disabilities Act (ADA] is a civil rights

law passed by Congress in July 1990. The law requires
that people with disabilities be guaranteed access to
public services, including transportation. The ADA
requires that all new equipment, services and facilities
be accessible to people with disabilities. Elements of
stations or facilities that are undergoing renovations
or construction also must be made accessible.

Additionally, NJ TRANSIT was required to identify high-
usage, strategically located rail and light rail stations
that were assigned priority to be made accessible to
people with disabilities. These stations were designated
as Key Stations. The Key Station Plan identified 37
stations that would be made accessible, 34 of which
have been made accessible. A mix of capital funding
sources, including federal and state transportation
trust funds, are funding these renovations. NJ TRANSIT
must complete these renovations as required or face
severe sanctions by the federal government. Failure

to comply with the ADA can result in the termination

of all federal funds, as well as civil litigation by private
citizens and the United States Department of Justice.

16. NET ASSETS
Changes in net assets for fiscal years 2007 and 2008
(in thousands):

Deficitin Invested in Capital Assets

Unrestricted Restricted Net of Related Debt

Net Assets Net Assets  Federal State/Local/Other Total
Balance, June 30, 2006 $(102,548) $9,101 $2,442,124 $2,837,306 $5,185,983
Loss before capital contributions (549,169) (25) — — (549,194)
Capital grants — — 214,065 372,141 586,206
Transfers (126,260) — — 126,260 —
Capital grants pass-throughs — — (848) (46,806) (47,654)
Capital assets removed from service — — — (643) (643)
Depreciation of capital funded assets 471,771 — (247,235) (230,534) —
Balance, June 30, 2007 (300,206) 9,076 2,408,106 3,057,722 5,174,698
Loss before capital contributions (652,255) (7,526) — — (659,781)
Capital grants — — 344,347 633,939 978,286
Transfers 262,007 — — (262,007 —
Capital grants pass-throughs — — (170) (58,107) (58,277)
Capital assets removed from service — — — (1,166) (1,166)
Depreciation of capital funded assets 563,430 — (289,765) (273,665) —
Balance, June 30, 2008 $(127,024) $1,550 $2,462,518 $3,096,716 $5,433,760
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GASB Statement No. 45
Schedule of Funding Progress

For Retiree Health Care Plan (in millions)

Actuarial
Accrued UAAL as a
_ Actuarial Liability (AAL) Unfunded Percentage
Actuarial Value of -Projected AAL Funded Covered of Covered
Valuation Assets Unit Credit (UAAL) Ratio Payroll Payroll
Date (a) (b) (b-a) (a/b) c) (b-al/c
6/30/2007 $— $550.9 $550.9 — $381.2 144.5%
6/30/2005 — 499.8 499.8 — 368.3 135.7
GASB Statement No. 50
Schedule of Funding Progress
For Retirement Pension Plans (in millions)
Non-Agreement Employees Retirement Plan
Actuarial
Accrued UAAL as a
] Actuarial Liability (AAL) Unfunded Percentage
Actuarial Value of -Projected AAL Funded Covered of Covered
Valuation Assets Unit Credit (UAAL) Ratio Payroll Payroll
Date (a) (b) (b-a) (a/b) (c) (b-al/c
6/30/2007 $307.9 $424.2 $116.3 72.6% $122.3 95.1%
6/30/2006 274.3 374.2 99.9 73.3 125.4 79.7
6/30/2005 242.6 340.1 97.5 71.3 125.1 77.9
Amalgamated Transit Union Employees Retirement Plan
Actuarial
Accrued UAAL as a
Actuarial Actuarial Liability (AAL) Unfunded Percentage
Vcl“a'T'a Value of -Projected AAL Funded Covered of Covered
""D”att'°" Assets Unit Credit (UAAL) Ratio Payroll Payroll
ate (a) (b) (b-a) (a/b) (c) (b-al/c
6/30/2007 $638.8 $757.6 $118.8 84.3% $240.1 49 5%
6/30/2006 593.2 650.9 57.7 91.1 2291 25.2
6/30/2005 554.5 614.5 60.0 90.2 223.2 26.9




Transport Workers Union Employees Retirement Plan

Required Supplementary Information

Actuarial

Accrued UAALasa
Actuarial Liability (AAL) Unfunded Percentage
Actuarial Value of -Projected AAL Funded Covered of Covered
Valuation Assets Unit Credit (UAAL) Ratio Payroll Payroll
Date (a) (b) (b-a) (a/b) (c) (b-al/c
6/30/2007 $34.1 $34.4 $0.3 99.1% $9.7 3.1%
6/30/2006 31.5 32.8 1.3 96.0 9.2 141
6/30/2005 30.2 31.6 1.4 95.6 9.2 15.2
Utility Workers Union of America Employees Retirement Plan
Actuarial
Accrued UAAL as a
Actuarial Liability (AAL) Unfunded Percentage
Actuarial Value of -Projected AAL Funded Covered of Covered
Valuation Assets Unit Credit (UAAL) Ratio Payroll Payroll
Date (al (b) (b-a) (a/b) (c) (b-al/c
6/30/2007 $5.6 $5.9 $0.3 94.9% $1.6 18.8%
6/30/2006 5.2 5.4 0.2 96.3 1.4 14.3
6/30/2005 4.8 52 0.4 92.3 1.9 21.1
Mercer Employees Retirement Plan
Actuarial
Accrued UAALasa
Actuarial Liability (AAL) Unfunded Percentage
Actuarial Value of -Projected AAL Funded Covered of Covered
Valuation Assets Unit Credit (UAAL) Ratio Payroll Payroll
Date (a) (b) (b-a) (a/b) (c) (b-a)/c
6/30/2007 $17.9 $26.4 $ 85 67.8% $7.5 113.3%
6/30/2006 15.5 26.2 10.7 59.2 7.5 142.7
6/30/2005 13.0 25.1 12.1 51.8 8.9 136.0
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99 Wood Avenue South
P.O. Box 751
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Report of Independent Auditors

Board of Directors of
New Jersey Transit Corporation

We have audited the accompanying consolidated financial statements of the New Jersey Transit
Corporation and subsidiaries (the “Corporation”), a component unit of the State of New Jersey,
as of and for the years ended June 30, 2008 and 2007, as listed in the table of contents. These
financial statements are the responsibility of the Corporation’s management. Our responsibility is
to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. We were not engaged to
perform an audit of the Corporation’s internal control over financial reporting. Our audits included
consideration of internal control over financial reporting as a basis for designing audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Corporation’s internal control over financial reporting. Accordingly, we express
no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the consolidated financial position of the Corporation and subsidiaries as of June 30, 2008 and
2007, and the consolidated changes in its financial position and its cash flows for the years then
ended, in conformity with accounting principles generally accepted in the United States.

Management’s Discussion and Analysis and required supplementary information as listed in the
table of contents are not a required part of the basic financial statements but are supplementary
information required by the Governmental Accounting Standards Board. We have applied certain

limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information. However,

we did not audit the information and express no opinion on it.
St + MLL?

January 14, 2009

A member firm of Ernst & Young Global Limited
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