MIAN & ASSOCIATES, L.L.C.

Certified Public Accountants

27 \Warren Street. Suite #101, Hackensack, NJ 07601 Tel: (201) 488-0055 Fax: (201} 488-6060

INDEPENDENT AUDITOR’S REPORT

The Members of New Jersey
Transportation Trust Fund Authonty

We have audited the accompanying balance sheet of the New Jersey Transportation Trust Fund
Authority as of June 30, 1997, and the related statement of revenues, expenditures and changes in
fund balances for the year then ended. These financial statements are the responsibility of the
Authority’s management. Our responsibility is to express an opinion on these financial statements
based on our audit. ‘

We conducted our 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 basts for
our opmion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the New Jersey Transportation Trust Fund Authority as of June 30, 1997, and
the results of its operations and changes in the fund balances for the year then ended, in conformity
with Generally Accepted Accounting Principles.

Our audit was made for the purpose of forming an opinion on the financial statements taken as a
whole. The accompanying supplementary schedules are presented for purposes of additional
analysis and are not a required part of the financial statements. These schedules are the
responsibility of the Authority’s management. Such schedules have been subjected to the auditing
procedures applied in our audit for the financial statements and, in our opinion, are fairly stated in
all material respects when considered in relation to the financial statements taken as a whole.

Mian & Associates, LL.C. Z ¢ 7

August 29, 1997
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New Jersey Transportation Trust Fund Authority
Notes to Financial Statements
June 390, 1997

1. DESCRIPTION OF THE AUTHORITY

New Jersey Transportation Trust Fund Authority (the “Authority”) was created by the State of
New Jersey (“the State”) in 1984 pursuant to the New Jersey Transportation Trust Fund
Authority Act of 1984, P.L. 1984, C. 73, as amended (the “Act”) to provide a stable, predictable
funding mechanism for transportation system improvements undertaken by the New Jersey
Department of Transportation (the “Department”). Transportation system improvements financed
by the Authority include expenditures for the planning, acquisition, design, construction, repair,
maintenance and rehabilitation of public facilities for ground, water or air transportation of people
or goods. The Authority also finances State aid to counties and municipalities for transportation
system improvements. The Authority ts governed by five members including the Commussioner of
the New Jersey Department of Transportation (the “Commussioner”) and the State Treasurer,

who serve as ex officio members. The Authority has, from time to time, issued bonds for the
purposes of paying a portion of the State’s share of the costs of the transportation system
improvements pursuant to the Authority’s 1995 Transportation System Bond Resolution (The
“Bond Resolution™) adopted by the Authority on June 15, 1995, as supplemented. The Act
provides, among other things, for (i) the funding of transportation system improvements through
June 30, 2000, and (11) the issuance of debt on and after August 29, 1995 in an aggregate principal
amount of $700,000,000 (the “Statutory Debt Issuance Limit™), except that if that permitted
amount of debt, or any portion thereof is not incurred in a fiscal year, it may be incurred in a
subsequent fiscal year. Under the Act, the Authonty shall miumize debt incurrence by first
relying on appropriations and other revenues available to the Authority before incurring debt to
meet its statutory purposes.

Revenues

The Act provides that during the fiscal year 1996 and future fiscal years, the State Treasurer shall
credit to the Authority’s Transportation’s Trust Fund Account, as set forth below, not less then
(a) an amount equivalent to the revenue derived from $0.025 per gallon from the tax imposed on
the sale of motor fuels pursuant to Chapter 39 of Title 54 of the Revised Statutes (the “Motor
Fuels Tax” ), but not less than $100,000,000 per year , plus (b) as a result of the approval by the
voters of the State of an amendment to the constitution approved by the voters of the State at the
general election on November 7, 1995, (i) an amount equivalent to the revenue derived from
$0.045 per gallon from the Motor Fuels Tax which shall not be less than $180,000,000 during the
fiscal year beginning July 1, 1996 and 1997, (ii} an amount equivalent to the revenue derived from
$0.055 per gallon from the Motor Fuels Tax which shall not be less than $220,000,000 during the
fiscal year beginning July 1, 1998 and (i11) an amount equivalent to the revenue derived from
$0.065 per gailon from the Motor Fuels Tax which shall not be less than $260,000,000 for the
fiscal year beginning July 1, 1999 and for each fiscal vear thereafter, plus {c) $24,500,000, which
is equivalent to all amounts to be recetved by the State annually from the State’s three toll roads
authorities (New Jersey Turnpike Authority, the New Jersey Highway Authority, and the South
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Jersey Transportation Authority, as successor to the New Jersey Expressway Authority, pursuant
to separate contracts with each toll road authority (the “Toll Road Authority Contracts™)), plus
(d) an amount equivalent to the sums of the revenues due from the increase of fees from motor
vehicle registrations collected pursuant to R.S. 39:320, as amended and from the increase in the
tax on diesel fuels imposed pursuant to R.S. 54:39-27, as amended and by P.L. 1987, C. 460, but
not less than $30,000,000, plus (&) such additional amounts as are necessary to carry out the
provisions of the Act; plus (f) after January 1, 1997, the Motor Vehicle registration fee collected
pursuant to subsection a. of section 68 of P.L. 1990, ¢. 8 (R.S. 17B:33B-63). The Act further
provides that, subject to appropriations being made from time to time by the legislature for the
purposes of the Act, the State Treasurer shall pay to the Authority, no later than the fifth day of
the month following the month in which a credit has been made, the amounts credited to the
Transportation Trust Fund Account. Pursuant to the Act, the Authonity and the State Treasurer
entered into an Amended and Restated State Contract dated as of July 1, 1995, as amended (the
“State Contract”™) which provides for the payment of these revenues to the Authority and
implement the financing arrangements contemplated by the Act. For fiscal year 1997, the
legislature did not appropriate $30,000,000, as mentioned in (d) above. Therefore, the authority
did not receive these revenues from the State Treasurer.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Authority is considered a component unit of the State of New Jersey and 1s included in the
general purpose financial statements of the State.

The accounting policies of the Authority conform with generally accepted accounting principles as
applicable to governmental units. The followings is a summary of significant policies:

Basis of Presentation — Fund Accounting

The accounts of the Authority are organized on the basis of funds and an account group, each of
which is considered a separate accounting entity. The operations of each fund are accounted for
with a separate set of self-balancing accounts that comprise its assets, liabilities, fund balance,
revenues and expenditures. The various funds are summarized by type in the financial statements.
The following fund types and account group are used by the authority.

Special Revenue Fund

To account for the proceeds of specific revenue sources that are legally reserved for specific
purposes. Under the terms of the Bond Resolution dated June 15, 1995, the Authority maintains
the following accounts:

e Transportation Improvement Fund - to account for the proceeds of specific revenue sources
(motor fuel tax, toll road authority contracts and commercial vehicle fees and taxes) that are
legally restricted to expenditure for specific purposes. The Transportation Improvement
Account is also used to account for the accumulation of resources for payment of state
transportation system costs.

¢ Authority Reserve - to account for the operating expenditures of the Authority.
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Debt Service Fund
To account for the accumulation of resources for the payment of principal and interest on bonds
as defined by the Bond Resolution.

General Long-Term Debt Account Group
Is used to establish accounting control and accountability for the Authority’s general long-term
debt. The General Long-Term Debt account group for all long-term debt of the Authority.

Basis of Accounting :

The modified accrual basis of accounting is followed by the Authority. Under the modified
accrual basis of accounting, revenues, including interest income, are recorded when susceptible to
accrual ( i.e., both measurable and available). Revenues are considered available if they are
collectible within the current period or soon encugh thereafter to be used to pay liabilities of the
current period. Expenditures are recorded when the liability is incurred, if measurable. Principal
and interest on general long-term debt are recorded as fund liabilities when due.

In applying the “susceptible to accrual” concept to intergovernmental revenues, the legal and
contractual requirements of the numerous individual programs are used as guidance.

Assessment to toll road authorities, other fees and taxes collected by the State of New Jersey are
recorded in accordance with contractual requirements. Instailments for assessments and other
fees and taxes not yet remitted by the State of New Jersey are recorded as accounts receivable —
State of New Jersey.

Investments
State of New Jersey Cash Management Fund Units are stated at fixed cost of $1.00 Per unit,
which represent market value.

Total (Memorandum Only)

Total Memorandum Only) columns contain the totals of the similar accounts of the various funds
and the General Long-Term Debt Account Group. Since the assets of the funds are restricted, the
combination of the funds and account group, including assets therein, is for convenience only and
does not indicate that the combined assets are available for expenditures in any manner other than
that provided for in the bond resolution.

Comparative Data
Comparative total data for the prior year have been presented in the accompanying financial
statements in order to provide an understanding of changes in the Authority’s financial position.

3. INVESTMENTS

Pursuant to the Bond Resolution, the Authority is authorized to invest its fund in: (a) direct
obligations of or obligations guaranteed by the United States, (b) bonds or obligations of any state
of the United States or of any agency, instrumentality or local governmental unit or any such
state, (¢) bonds, debentures or other evidence of indebtedness issued or guaranteed by any agency
or corporation created pursuant to an Act of Congress, {d) new housing authority bonds,
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(e) certificates of deposit, (f) commercial paper, (g) repurchase agreements, and (h) State of New
Jersey Cash Management Fund.

At June 30, 1997, the Authority’s investments consisted of:
State of New Jersey Cash Management Fund $234,986,415

The purchase, sale, receipt of income and other transaction affecting investments are governed by
custodial agreements between the Authority through the State Treasurer and custodian banks as
agents for the funds. State laws and policies set forth the requirements of such agreements and
other particulars as to the size of custodial institution, amount of the portfolio to be covered by
the agreements and other pertinent matters.

GASB Statement No. 3 requires disclosure of the level of investment risk assumed by the
Authority at June 30, 1997. Category | includes investments that are insured or registered or for
which the securities are held by the Authority or its agent in the Authority’s name. Category 2
includes uninsured and unregistered investments for which the securities are held by the Trust
Department or agent in the Authority’s name. Category 3 includes uninsured and unregistered
investments for which the securities are held by the broker or dealer, or 1ts trust department or
agent but not in the Authority’s name. As of June 30, 1997, all investments held by the Authority
are classified as Category 1.

The New Jersey Cash Management Fund is a common trust tund administrated by the State
Department of the Treasury, Division of investments. Securities in the Fund are insured,
registered or held by the Division or its agent in the Fund’s name.

4. FINANCING AND TRANSPORTATION SYSTEM BONDS PAYABLE

Transportation system bonds payable as of June 30, 1997 is composed of $804,475,000 1995
Series A Bond dated August 3, 1995, maturing serially from June 15, 1996 through June 15, 2015
at interest rate ranging from 5% to 6.5%, the $788,255,000 1995 Series B Bonds dated August
24, 1995, maturing serially from June 15, 1996 through June 15, 2015 at interest rates ranging
from 4.5% to 7%, and the $334,065,000 1996 Series A Bonds dated February 29, 1996 maturing
serially from December 15, 1997 through 2016 at interest rates ranging from 4.5% to 6%. The
$714,340,000 1996 Series B Bonds dated October 30, 1996, maturing senally from June 15, 1997
through June 15, 2017 at interest ranging from 4.08% to 5.70%. The outstanding balance on the
transportation system bonds payable as of June 30, 1997 consists of $754,570,000 for the 1995
Series A Bond, $738,675,000 for the 1995 Series B Bonds, $334,065,000 for the 1996 Series A
Bonds and $714,340,000 for the 1996 Series B Bonds..

One or more series of additional Bonds may be issued at any time or from time to time for the
purpose of financing the costs of transportation improvements. The Authority intends to
minimize debt incurrence by first relying on appropriations and other revenues before incurring
debt to meet its statutory purposes.



The Bonds are special obligations of the Authority payable from and secured primarily by
payments received by the Authority from the State of New Jersey (the “State™) pursuant to the
Act and pursuant to the State Contract. Payments to the Authonty by the State are subject to and
dependent upon appropriations being made from time to time by the State Legislature for such

purpose.

During the year ended June 30, 1997, the following changes occurred in the General Long-Term
Debt Account Group:

Balance, June 30, 1996 $1,875,360,000
Debt issuance 714,340,000
Debt retirements (48.050.000)

Balance, June 30, 1997 $2.541,650,000
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S. 1995 TRANSPORTATION SYSTEM BOND RESOLUTION

On June 15, 1995, the Authority adopted the 1995 Transportation System Bond Resolution (the
“1995 Resolution™). On August 3, 1995 and August 24, 1995 the Authority issued $804,475,000
of 1995 Transportation system Bonds, Series A, and $778,225,000 of 1995 transportation System
Bonds, Series B. Proceed of the 1995 Series A Series B bonds were used to refund all bonds
outstanding as of June 30, 1995, to repay the advances made under the Advance Agreement, and
to also provide funding for $300,000,000 of new transportation system improvements. With the
issuance of the 1995 series B Bonds, the Prior Bond Resolution dated March 16, 1988, was
defeased.

6. 1996 TRANSPORATTION SYSTEM BONDS ISSUES

On February 29, 1996 and October 30, 1996, respectively the Authority issued $334,065,000 of
1996 Transportation System Bond Series A, and $714,340,000 of 1996 Transportation System
Bonds Series B, to provide funding for new transportation system improvements..

7. REVENUE CONTRACTS

Pursuant to a contract signed with the State, the Authority will receive revenues during the year
ending June 30, 1996 and future fiscal years, from State appropriations, which are funded from
assessments to toll road authorities, commercial vehicle fees and motor fuel taxes, pursuant to
Article VII, Section 2 of the State Constitution. Revenues in the amount of $380,300,000 have
been appropnated by the State to the Authority for the year ending June 30, 1998,

8. STANDBY DEFICIENCY AGREEMENT

On May 6, 1997, the New Jersey Transit Corporation (the “Corporation”™) issued $347,655,000
Capital Grant Anticipation Notes, Series 1997A (the “Notes™) to finance part of the cost of
construction of the Hudson-Bergen Light Rail Transit Project, cost of issuance and capitalized
interest on the Notes. The Notes were issued in anticipation of the receipt of grants from the
federal government pursuant to the Federal Transit Administration Grant Agreement dated as of
October 15, 1996 between the Corporation and the United States of America. The Notes are
special limited obligations of the Corporation, payable solely from and secured by certain
“Pledged Funds”. To the extent that Pledged Funds are insufficient therefor, the principal of and
interest on the Notes when due are also payable from amounts received from the Authority and
the trustee for the holders of the Notes. The Agreement was issued as an “Other Obligation” of
the Authority under the Authority’s 1995 Transportation System Bond Resolution adopted on
June 15, 1995, as amended and supplemented, payable and secured on a parity with all other
bonds, notes and other obligations (other than subordinated debt) issued by the Authority
thereunder.
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NEW JERSEY TRANSPORTATION TRUST FUND AUTHORITY

SCHEDULE OF INVESTMENTS
JUNE 30, 1597

interest Market
Rate Ceost Value
AUTHORITY RESERVE FUND

State of New Jersev Cash
Management Fund, .
84,575 units 4.98% {a) b 84.373 $ 84,575 b

TRANSPORTATION
IMPROVEMENT FUND

State of New Jersey Cash
Management Fund.
218.788.817 units 1.98% (a) 213,738,817 218,788 817 (h)

DEBT SERVICE FUND
State of New Jersey Cash
Management Fund.

16,113,023 units $.98% (a) 16,113.023 15.112.823 16)

TOTAL (Memoranduin oniy) . % 234,987,415 3 231.9%6,415

{a) As of June 30, 1997

(b) Funds are liquid investiments due cn demand



