METRO TRANSIT SYSTEM

An Enterprise ~und of the
City of Madison, Wisconsin

FINANCIAL STATEMENTS

December 31, 2006 and 2005



) METRO TRANSIT SYSTEM
An Enterprise Fund of the City of Madison, Wisconsin

TABLE OF CONTENTS
December 31, 2006 and 2005

independent Auditors' Report 1-2
Management's Discussion and Analysis 3-14

\ Financial Statements

] Statements of Net Assets 15 - 16
: Statements of Revenues, Expenses and Changes in Net Assets 17
Statements of Cash Flows 18 -19
Notes to Financial Statements 20 - 36

Supplemental Information

independent Audifors' Report on Compliance and on Internal Control over
i Financial Reporting Based on an Audit of Financial Statements Performed in

Accordance with Government Auditing Standards 37 - 38
Operating Revenues and Expenses 39
Detailed Schedule of Revenues and Expenses — Regulatory Basis 40

Reconciliation of Revenues and Expenses to WisDOT and
Federal Recognized Revenues and Expenses 41

Computation of the Deficit Distribution Among the Subsidy Grantors , 42




Vil"ChOKrause
company

INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and Common Council
Metro Transit System
Madison, Wisconsin

We have audited the accompanying financial statements of Metro Transit System, an enterprise
fund of the City of Madison, Wisconsin as of December 31, 2006 and 2005, and for the years
then ended as listed in the table of contents. These financial statements are the responsiblility of
Metro Transit System’s management. Our responsibility is to express an opinion on these
financial statements hased on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the 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 audifs provide a reasonable basis for cur opinion.

- As discussed in Note 1, the financial statements present only the Metro Transit System and are
not intended to present fairly the financial position of the City of Madison, Wisconsin and the
changes in its financial position and its cash flows in conformity with accounting principles
generally accepted in the United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of the Metro Transit System as of December 31, 2006 and 2005, and the
changes. in its financiat position and its cash flows for the years then ended, in conformity with
accounting principles generally accepted in the United States of America.
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To the Honorable Mayor and Common Council
Metro Transit System -

In accordance with Government Auditing Standards, we will alsc issue a report on our
consideration of the overall City of Madison's internal control over financial reporting and on our
tests of its compliance with certain provisions of laws, regulations, contracts and grants,
including those systems applicable to the Metro Transit System. That report is an integral part of
an audit performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audits.

The Management's Discusslon and Analysis on pages 3 through 14 is not a required part of the
financial statements but is supplementary information required by accounting principals generally
accepted in the United States of America. 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.

The supplementai information as identified in the table of contents is presented for purposes of
additional analysis and is not a.-required part of the financial statements. Such information has
been subjected to the auditing procedures applied in the audits of the financial statements and,
in our opinion, is fairly stated in all material respects in relation to the financial statements taken

as a whole.

VM»»/K ABONR, i Cwevg'aa?

Madison, Wisconsin
June 28, 2007
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METRO TRANSIT SYSTEM

MANAGEMENT'S DISCUSSION AND ANALYSIS REPORT

The following report of Metro Transit’s activities and financial performance provides the
reader with an introduction and overview to the financial statements for the fiscal year
ended December 31, 2006. The information contained in this report should be
considered in conjunction with the information contained in the other historical
summaries and activities and financial performance of this report.

Mission

It is the mission of Metro Transit (Metro), through the efforts of dedicated, weli-trained
employees to provide safe, reliable, convenient, and efficient public transportation to the
citizens and visitors of the Metro service area.

Metro provides extensive fixed route and ADA paratransit service in a 60 square mile
regional service area with a population of 234,073, and also provides contributions to
Dane County for the delivery of Group Access Services (providing transportation of the
elder to meal-sites), Exceptional Rides Services, and RSVP programs in the Metro
service area. Metro is an Enterprise Fund of the City of Madison. Local funding
partners include the City of Fitchburg, City of Middieton, City of Verona, Town of
Madison, Dane County, Edgewood College, Madison Area Technical College, Madison
Metropolitan School District, St. Mary's Hospital, the University of Wisconsin-Madison,
and the Village of Shorewood Hills.

Annual Overview

In 2006, Metro ridership continued to grow. Annual ridership for fixed route service
reached over 12.0 million rides; the highest level since 1985.

Metro Historical Ridership
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In order to increase ridership, Metro successfully pursued the following 2006 Annual

METRO TRANSIT SYSTEM

MANAGEMENT’S DISCUSSION AND ANALYSIS REPORT

Strategic Plan initiatives:

Conducted service planning discussions with the communities of Sun
Prairie, Stoughton, Oregon, Cross Plains, and other communities
indicating an interest in public transportation services.

Implemented West and South-side service changes in the fall of 2006
Improved passenger amenities such as rehabilitation of the North and
South transfer points and continuation of the bus stop replacement
program.




MANAGEMENT'S DISCUSSION AND ANALYSIS REPORT

2006 Financial Highlights

A breakdown of revenues and expenses by mode is shown in the chart beiow.

Farebox & Ticket Revenue

Pass Revenue

Other Passenger Revenus
Sub Total

Misc Operating Revenue

Non-Operating Revenue

Misc Revenus/County/Reserves

Local Subsidies

State Assistance

Fedsral Assistance

Total Revenue

Expenditures

Soalarles

Benefits

UtilifesiTelephone

Repeirs & Maint B&G
Ropairs & Maint Equip
Rentals

Employee Services
Insurance & Financlal
Waste Management

Qther Services

Cffice Supplies

Equipment Suppliss

Bldg & Const Suppliss
Fuels, Ofs & Lubrcents
Work Supplies

Inter Departmental Charges
Deprecigtion

Interest & Bad Dabt Expense
Total Expenditures
Qperating Incomei{Deficit)
Less! Bepreciation

Desbt

Fixed Assets

Fotal Expenditures {City)
Added Tof{Talken From) Reserves
incomel({Deficlt) (City)

METRO TRANSIT SYSTEM

Madison Metro Transit

Income Statement
For the Year Ended December 31, 2006

All Modes Fixed Route Paratransit
Actual Budgst Actual Budget Actual Budget
2006 2008 2006 2006 2006 2006

2704271 § 2503234 $ 2528311 $ 2305926 $ 175960 ¢  197.305
$ 1338001 §  1200.046 $ 1333001 $ 4200048 3 -8 -
§ 4181074 $ 3826273 $ 4045857 §  3703,329 $ 135217 & 122,044
$ 8223346 _$ 7.709,650 S 7,912,169 $ 7,359,301 $§ 311,177 _§ 320240
§$ 322997 § 355,890 § 316038 § 349,500 $ 7.950 § 6,390
$ 124091 § 120983 $ 121826 $ 117,938 5 2,265 % 3,045
¢ 2621636 $ 2568536 $ 19280 § 19,280 $ 2,602,356 $ 2640305
$ 2525260 § 2455538 $ 2180557 $§ 2123454 $ 333703 § 332084
$ 15862571 § 16037108 $ 12718869 $§ 12,388,326 $ 2143,802 § 2648782
$ 5174433 § 5354446 $  AB2TBST & 4715266 2 646776 § 539,180
$ 340553434 $ 34702101 $ 25805396 & 28,103,065 $_6,043,038 § 6,500,036
$ 21528086 % 21454633 $ 19,971458 § 19.804,270 $ 1,556,628 $ 1,850,363
$ 9826913 § 0684780 $ 0057520 § 8809070 $ 759384 $ 875701
$ 694022 $  622.800 $ 631279 § 568715 $ 62753 § 54084
5 42,129 § 66,200 $ 40,162 § 64,066 $ 1967 % 2,134
$ 152019 § 163,985 $ 128244 § 136,989 $ 20875 $ 28078
$ 65579 § 59,956 $ 80,607 $ 54,560 g 4872 § 5,308
$ 58785 % 62,8506 $ 52842 § 57,305 $ 5043 § 5,045
$ 689508 $ 654070 $ 624763 § 595438 $ 64745 § 57634
$ 40215 ¢ 11,850 ¢ 9,256 $ 10,783 $ 959 ¢ 1,087
$ 4808688 $ 4668632 $ 350596 $§ 278351 $ 4448002 $ 4,300281
$ 40593 & 48,100 $ 6781 % 43,408 $ a2 § 4502
$ 873915 &  g71.664 $ 813859 § 909,882 $ 65038 $  B1782
$ 19654 & 66,479 § 18375 § 64,264 $ 1279 ¢ 2,215
$ 3278722 § 2406501 $ 3452578 § 2216496 $ 126144 & 100,005
$ 231580 § 252235 $ 218557 $ 232833 $ 13023 § 19387
$ 683442 § 679181 T 623347 § 632279 $ 40085 $  48.002
§ 5492831 $ 5500,000 $ 4977055 $ 5005000 $ 515777 § 495000
$ 443011 & 434272 $ 403536 §  395.988 $ 30475 § 37284
$ _ 45,026602 § 47,608,168 $_ 41,186924 § 39882,300 $ 7,739,779 § 7,525258
$_(14,072.169) $ (13,105,057) _§ (12.380428) § (11,779,235) $ (1,691,741) § (1,326,822
$ (5492831 $§ (5,500,000 § (4977055 § (50050000 $ (545777) §  (495.000)
$ 9309063 § 037663 $ 851700 § 853273 $ 88263 $ 84390
$ 471890 § 695,000 $ 50074 $ 55,000 $ 412816 § 540,000
$ 44844624 § _A43540,521 $ _37,119543 § G5.765,673 $ 7725081 $ B,165248_
S (146,045) & (146,045) $ N

S 2845148 8 (0258720) _§_(5,160,102) § (7692508) . § (1,677.043) § [1,855212)
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Metro drew upon its Contingency Reserve in the amount of $146,045 to balance
revenues and expenses in 2008. The Contingent Reserve is traditionally used as a
“rainy day” fund and for the purchase of fixed assets. In 2006, no fixed assets were
acquired with the use of Contingent Reserve funds. See historical information about
Metro’s Contingent Reserve below.

Fiscal Year | Beginning Balance Reserves +/- Ending Balance
2002 $1,974,536 $314,040 $2,288,576
2003 $2,288,576 ($141,809) $2,146,767
2004 $2,146,767 ($1,187,338) $959,429
2005 $959,429 ($690,000) $269,429
2006 $269,429 ($146,045) $123,384

As can be seen from the following chart, employee compensation and benefits
accounted for more than 70 percent of the overall operating expenses in 2008.

$7 207 815

2006 Operating Expenses

94 440 484

§1.380 358

B 3alanies & Benefits

B Purchased Senwices

01 Bupplies

O Capital Debt (nterest & Principal

3135409

When revenues are applied against operating expenses, as they are in the following

chart, several observations can be made:

¢ Operating expenses continue to show a steady increase. Beginning in
2004, fuel cost increases were exceptionally high bringing increasing
operating cost growth to over 4 percent each year.

* Passenger revenues increased 6.8 percent in 2008, reflecting increases
in ridership under the unlimited ride pass agreements. As part of the
agreements, participants are charged a per trip rate for unlimited ride
pass agreements. This has permitted an increase in revenues based on
increases in ridership.

» Metro has not been eligible for federal operating assistance since 1997
because the population is over the 200,000 threshoid established by the
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Federal Transit Administration. However, Metro is eligible to use Federal
5307 funds for reimbursement of maintenance related expenses. Metro
has been utilizing these funds for its operating budget to the maximum
extent allowable since 2003. Funds not used for operating budget
purposes are used for capitol equipment purchases.

Madlisen Metro Transit
Revenle & Expense Comparison

$45,000,000
340,000,000
$35.000,000 i mxm Fassenger Revenue
::: . L=t Dane County
$30,000,600 : - i £ Advertising
; : 5 = Mise Revenue
$25,000000 - [} =3 Citg Opsrsting Subs
= | i =21 Loosl Publio Subs
T - B
$20.000000 - 5 g : e 56| Othet State Subs
Sl I o [ & i T3 State Dperating Subs
FOEOE & 1
- i = % 5 £ Other Fedetal Subs
$15.000900 s s i
: } 3 ; £ ; BTE) Federal Opetating Subs
i s } ] : § g =3 Gthet lncome
$10.000.609 A ;__ i F 3 E 1
= £ H < H —o— Operating Ezpenses
1 (o Dep)
45860000 1 _ LR W | £ S
4 i z ]
. 1Bk : g |
1891 1392 1983 ©94 935 1996 1997 1993 1893 2000 2001 2002 2003 2004 2005 2008
$(5.000000)
Grant Status

Metro is fortunate to have strong federal and state support for capital funding for rolling
stock (buses), ITS hardware/software, transit enhancements, facilities improvements,
and other capital projects. The following chart shows the year-end grant status of each
grant against which expenses were charged during the year. Note that where balances
are available as of 12/31/06, future capital project plans are budgeted to draw down
those balances.
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METRO TRANSIT SYSTEM

MANAGEMENT'S DISCUSSION AND ANALYSIS REPORT

Borrowing

As is shown in the information provided below, Metro's debt through the City’s General
Obligation borrowing (G.O debt) has been kept to manageable levels. Most borrowing is
related to capital purchases where 80 percent of funding is derived from federal grant
sources and the balance from local borrowing. The City has a Triple A bond rating.
Borrowing and debt service is carefully managed by the City.

Principal & Interest

§1,000,006.C0

$200,000.00

$300000.00 -

§700,000.00 -

$600,000.00

— . : '.j_j W Principal
o . o :3_5 Dlntsrest

Amount in Dollars

$400,000.00 -

$300,000.00 -

$200,000.00 4

$100,000.00

%

Year

Financial Statements

Metro’s basic financial statements are prepared on an accrual basis in accordance with
accounting principles generally accepted in the United States of America, promuigated
by the Governmental Accounting Standards Board (GASB). Revenues are recognized
when earned, not when received. Expenses are recognized when incurred, not when
they are paid. Capital assets, except land, are depreciated over their useful lives. See
notes to the financial report for a summary of Metro’s significant accounting policies.

Condensed Statements

The following Condensed Statements found in Table 1 and Table 2 below are
information required to appear in the Management Discussion and Analysis (MD & A)
report. The footnoted references will assist in locating more details in the MD & A and

Audit Report.
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METRO TRANSIT SYSTEM

MANAGEMENT'S DISCUSSION AND ANALYSIS REPORT

Table 1

Condensed Statements of Net Assets

Current and Other Assets
Capital Assests'

Total Assets
Long-Term Debt?
Other Liabillities
Total Liabilities
Investment in Capital Assets,

Net of Related Debt®
-Unrestricted {Deficit)

Total Net Assets

2006

$ 10,923,454
39,043,836

49,967,290
9,435,805
11,250,926

20,686,731

34,102,845
(4.822,286)

$ 29,280,559

! See page 26, Note 2 for details in this Audit report
2 See page 28, Note 4 for details in this Audit report
® See page 24, Note 1 for details in this Audit report

2005 2004
$ 7,414,568 $ 9,077,105
39,470,159 39,583,691
46,884,727 48,660,796
8,625,768 10,008,410
7,424,645 7,914,659
17,050,413 17,923,069
34,547,560 34,853,890
(4,713,2486) {4,116,163)
$ 29,834,314 $ 30,737,727

12




METRO TRANSIT SYSTEM

MANAGEMENT'S DISCUSSION AND ANALYSIS REPORT

Table 2

Condensed Statements of Revenues,
Expenses and Changes in Net Assets

Operating Revenues

Depreciation Expense

Other Operating Expenses

Non-Operating Expenses’
Total Expenses

Operating Subsidies'

Income Before Capital
Contributions and Transfers

Capital Contributions?
Transfers

Changes in Net Assets
Beginning Net Assets

Ending Net Assets

2006

$ 11,275,078

5,492,831
43,012,377
420,395
48,925,603

23,182,850

(14,467,675)

5,086,122
8,828,798

(553,755)
29,834,314

$ 29,280,559

2005 2004

$ 10,593,577 $ 9,314,517
5,562,700 5,220,947
40,550,177 38,791,198
431,205 310,032
46,544,082 44,322 177
22,397,531 22,328 238
(13,552,974)  (12,679,422)
5,317,290 7,426,129
7,332,271 6,221,944
(903,413} 968,651
30,737,727 29,769,076
$ 29,834,314 $ 30,737,727

' See page 5 (Income Statement) and page 7 (Revenue and Expense Comparison Graph) in this MD&A

report for more detail.

?Sea pages 8-10 (Year End Grant Status) in this MD&A report for more detail,
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METRO TRANSIT SYSTEM

MANAGEMENT’S DISCUSSION AND ANALYSIS REPORT

Request for Information

This financial report is designed to provide a general overview of Metro’s finances for all
those interested. Questions concerning any of the information provided in this report or
requests for additional information should be addressed in writing to Charles Kamp
General Manager, Metro Transit, 1101 East Washington Avenue Madison WI| 53703 or
by e-mail to ckamp @cityofmadison.com.

Respectfully submitted,

Charles L. Kamp
Metro Transit General Manager
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METRO TRANSIT SYSTEM

STATEMENTS OF NET ASSETS
December 31, 2006 and 2005

' ASSETS

CURRENT ASSETS
Cash
Restricted cash - retiree health insurance escrow
Receivable from Sale of Wisconsin and FTA - capital and maintenance
Receivable from other governmental units
Accounts receivable
Materials and supplles
Prepaid expenses
Current portion of prepaid expense - land and tower lease

Total Cuirent Assets

NON-CURRENT ASSETS

Resfricted cash - retiree health insurance escrow
Other Assels

Prepaid expenses - tand and lower lease
-Capital Assets

Transit plant in service

Accumulated depreciation

Consfruction work in progress

Total Non-Current Assels

Total Assets

2006 2005
- $ 1,938,375
134,135 138,403
5,773,464 429,969
1,476,178 1,702,591
1,383,134 1,241,303
557,000 571,764
460,558 423,683
30,287 31,477
9,814,756 6,477,555
802,170 600,198
306,528 T 336,815

80,778,546 76,870,688
{41,777,115) (38,002,216)
42,405 501,687

40,152,534 40,407,172

49,967,290 46,884,727
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LIABILITIES

2006 2005
CURRENT LIABILITIES '
Due to city $ 3,883,238 $§ -
Current portion of general obligation debt 901,674 900,531
Current portion of advance from other funds 52,175 39,432
Current poriion of deferred revenue - fand and tower lease 27,928 29,060
Accounts payable 896,557 1,031,558
Accrued compensation and vacation 1,505,096 1,451,233
Accrued interest 239,675 243,873
Deferred revenue - MGE Ultra Low Sulfur Diesel Subsidy - 65,513
Retiree health insurance ascrow 134,135 138,403
Other deferred credits 22,648 502,364
Total Current Liabilities 7,663,126 4,401,957
NON CURRENT LIABILITIES
General obligation debt 4,111,553 4,263,227
Advance from other funds 4,370,403 4,422 578
Retiree health insurance escrow 802,170 600,198
Accrued sick leave 3,463,040 3,058,088
Deferred revenue - land and tower lease 276,439 304,367
Total Non-Current Liabiiities 13,023,605 12,648,456
Total Liabilities 20,686,731 17,060,413
NET ASSETS
NET ASSETS
Invested in capital assets, net of related debt 34,102,845 34,547,560
Unrestricted (Deficit) (4,822,286) {4,713,246)
TOTAL NET ASSETS $ 29,280,559 $ 20,834,314

See accompanying notes to financial statements,
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METRO TRANSIT SYSTEM

STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS

Years Ended December 31, 2006 and 2005

OPERATING REVENUES

OPERATING EXPENSES
Employee compensation and benefits
" Materials and supplies
Purchased services
Interagency charges
Total Operation and Maintenance Expenses
Depreciation expense
Total Operating Expenses

Operating Loss

OPERATING SUBSIDIES
Federal subsidies
State operating subsidies
Other state subsidies
Local public subsidies

Total Operating Subsidies

NON-OPERATING REVENUES (EXPENSES)
Interest expense

Loss Before Contributions and Transfers

CAPITAL CONTRIBUTIONS - CITY & OTHER
CAPITAL CONTRIBUTIONS - FEDERAL & STATE
TRANSFERS IN - MPO

TRANSFERS IN - CITY OPERATING SUBSIDIES

Total Contributions and, Transfers

CHANGE IN NET ASSETS

NET ASSETS - Beginning of Year

NET ASSETS - End of Year

2006

2005

$ 11,275,078 $ 10,603,577

31,354,998 30,199,502
4,449,464 3,712,784
6,544,473 6,045,880

663,442 592,011

43,012,377 40,550,177
5,492,831 5,562,700

48,505,208 46,112,877

(37,230,130) _ (35,519,300)
5,127,174 4,840,216
15,470,200 15,180,839
62,217 0,983
2,523,259 2,366,493
23,182,850 22,397,531
(420,395) (431,205)
(14,467,675) _ (13,552,074)
1,031,914 083,146
4,053,208 4,334,144
0,534 9,097
8,819,264 7,323,174
13,913,920 12,649,561
(553,755) (903,413)
20,834,314 30,737,727

$ 29,280,559 § 29,834,314

See accompanying notes fo financial statements.
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METRO TRANSIT SYSTEM

STATEMENTS OF CASH FLOWS
December 31, 2006 and 2005

CASH FLOWS FROM OPERATING ACTIVITIES
Received from custormers %
Paid to suppliers for goods and services
Paid fo employees for services

2006 2005
10,558,968 $ 10,724,680
(20,950,990) (20,004,448)
(21,528,085) (20,914,603)

(31,920,107)

{30,194,371)

Cash Flows from Operating Activities

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
Received from city for implicit financing
Operating subsidies received - federal
Operating subsidies received - state
Operating subsidies received - local
Operating transfer from city

3,883,238

Cash Flows from Noncapital Financing Activities

CASH FLOWS FRONM CAPITAL AND RELATED
FINANCING ACTIVITIES
Debt retired
Inferest paid
Proceeds from issuance of general obligation debt
Acquisition and construction of capital assets
Capital contributions - city
Capital contributions - federal and state

Cash Flows From Capitail and Related Financing Activities

Net Change in Cash and Cash Equivalents

CASH AND CASH EQUIVALENTS — Beginning of Year

CASH AND CASH EQUIVALENTS - END OF YEAR $

301,997 4,993,790
15,493,845 15,176,883
2,756,781 1,858,664
8,819,264 7,323,174
31,255,125 29,352,511
(939,963) (985,642)
(424,593) (367,757)
750,000 603,000
(5,066,509) (5,969,870)
1,031,914 083,146
3,573,462 6,156,816
(1,075,689) 419,693
(1,740,671) (422,167)
2,676,976 3,099,143
936,305 $ 2,676,976
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2006 2005

RECONCILIATION OF OPERATING LOSS TO NET CASH
FLOWS FROM OPERATING ACTIVITIES

Operating loss $ (37,230,130} $ {35,519,300)
Noncash items included in operating loss
Bepreciation expense 5,492,831 5,562,700
Changes in Assets and Liabilities
Accounts receivable {141,831) (220,524}
Materials and supplies 14,754 (22,637}
Prepaid expenses {5,399) {868)
Accrued payroll liabilities 53,863 71,176
Accrued compensated absences . 602,658 213,322
Accounts payable {135,001) (632,363)
Other deferred credits ' (571,852) 354,123
NET CASH FLOWS FROM OPERATING ACTIVITIES $ {31,920,107) $ {30,194,371)

RECONCILIATION OF CASH AND CASH EQUIVALENTS TO
STATEMENT OF NET ASSETS ACCOUNTS

Cash $ - 8 1,938,375
Restricted Cash - Retiree Health Insurance Escrow 936,305 738,601
CASH AND CASH EQUIVALENTS ) 936,306 § 2,676,976

See accompanying notes to financial statements.
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METRO TRANSIT SYSTEM

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of Metro Transit System (Metro) have been prepared in conformity with
accounting principles generally accepted in the United States of America as applied to enterprise
funds of government units. The Governmental Accounting Standards Board (GASB) is the
accepled standard-setting body for establishing governmental accounting and financial reporting
principles. The significant accounting principles and policies utilized by Metro are described

below:
REPORTING ENTITY

Metro provides public bus transportation in the Cities of Madison, Middleton, Fitchburg, Verona,
Town of Madison, Shorewood Hills, the Madisen Metropolitan School District, and the University
of Wisconsin. Metro is governed by the City Transit and Parking Commission which consists of
City Council members and citizen representatives. Service is provided in two major areas: fixed
route service utilizing approximately 200 coaches and paratransit services for the elderly and
handicapped using both directly operated and purchased transportation services.

MEASUREMENT FOCUS, BASIS OF ACCOUNTING AND FINANCIAL STATEMENT PRESENTATION

The term measurement focus is used to denote what is being measured and reported in the
Metro's operating statement. Metro is accounted for on the flow of economic resources
measurement focus. The fundamental objective of this focus is to measure whether Metro is
better or worse off economically as a result of events and transactions of the period.

The term basis of accounting is used to determine when a fransaction or event is recognized on
the Metro's operating statement. Metro uses the full accrual basis of accounting. Under this
basis, revenues are recorded when earned and expenses are recorded when incurred, even
though actual payment or receipt may not occur until after the period ends.

Metro is presented as an enterprise fund of the municipality. Enterprise funds are used to
account for operations that are financed and operated in a manner similar to private business or
where the governing body has decided that the determination of revenues earned, costs incurred
and net income is necessary for management accountability.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in the Metro's financial statements to the extent that those standards do
not conflict with or contradict guidance of the Governmential Accounting Standards Board.
Transits also have the option of following subsequent private-sector guidance subject to this
same limitation. Metro has elected not to follow subsequent private-sector guidance.

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 disclosure of contingent assets and liabllities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period,
Actual results couid differ from those estimates.
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METRO TRANSIT SYSTEM

NOTES TO FINANGIAL STATEMENTS
December 31, 2006 and 2005

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont.)

ASSETS, LIABILITIES, AND NET ASSETS
Cash and Cash Equivalents
All Metro cash is commingled with the city cash and investments, which are managed by the City
Treasurer. The disclosures regarding deposit and investment risks, as required by Statement No.

40 of the Governmental Accounting Standards Board are included in the general-purpose
financial statements of the city, since it is not possible to segregate them by fund.

For purposes of the statement of cash flows, cash and cash equivalents have original maturities
of three months or less from the date of acquisition.

Deposits and Investments
State statutes restrict investment of transit funds. Investments are limited to:

1. Time deposits in any credit union, bank, savings bank or trust company maturing in three
years or less. ’

2. Bonds or securities of any county, city, drainage district, technical college district, village,
town, or school district of the state. Also, bonds issued by a local exposition district, local
professional baseball park district, local professional football stadium district, focal cultural
arts district or by the University of Wisconsin Hospitals and Clinics Authority.

3. Bonds or securities issued or guaranteed by the federal government.
4. The local government investment pool.

5. Any security maturing in seven years or less and having the highest or second highest
rating category of a nationally recognized rating agency.

6. Securities of an open-end management investment company or investment trust, subject to
various conditions and investment options.

7. Repurchase agreements with public depositories, with certain conditions.

[nvestments are stated at fair value, which is the amount at which an investment could be
exchanged in a current transaction between willing parties. Fair values are based on quoted
market prices. No invesiments are reported at amortized cost. Adjustments necessary to record
investments at fair value are recorded in the operating statement as increases or decreases in
investment income.
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METRO TRANSIT SYSTEM

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont.)

ASSETS, LIABILITIES, AND NET ASSETS (cont.)
Accounts Receivable

Metro considers receivables from government units to be fully collectible; accordingly, no
allowance for doubtful accounts from governmental unifs is presented. Allowances of $19,482
and $12,215 are included in 2006 and 2005, respectively, for general accounts receivable.

Materials and Supplies

Materials and supplies are generally used for operation and maintenance work, not for resale.
They are valued at lower of cost or market based on average prices and charged to operation
and maintenance expense when used. An allowance of $50,000 for obsolete materials is

included in 2006 and 2005.
Prepaid Expenses
This represents amounts paid for services or coverage to be provided in future periods.

Capital Assets

Capital assets are defined by Metro as assets with an initial, individual cost of more than $2,000
and an aestimated useful life in excess of one year.

Additions to and replacements of Metro capital assets are recorded at original cost, which
includes material, labor, overhead, and an allowance for the cost of funds used during
construction when significant. The cost of renewals and betterments relating to retirement units
is added to capital asset accounts. The cost of property replaced, retired or otherwise disposed
of, is deducted from capital asset accounts and is charged o accumulated depreciation.

The provision for depreciation shown in the financial stalements results from the application of
straight-line rates to original costs.

A summary of capifal assets and depreciation lives follows:

Balance Balance

12/31/06 12/31/05 Years
Land $ 2,753,812 § 2,753,812
Building 11,472,331 11,309,946 5 - 40
Curb and land improvements 6,384,000 6,017,059 5
Revenue equipment 50,285,696 47,118,542 8 - 20
Service vehicles 523,765 520,115 4 ~ 5
Shop and garage equipment 1,503,702 1,488,418 3 - 10
Furniture and office equipment 1,289,699 1,200,362 3 -~ 10
Miscellanecus and farebox 6,565,541 6,562,434 3 - 15

Total Capital Assets $ 80,778,646 § 76,970,688
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METRO TRANSIT SYSTEM

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING PoLICIES {cont.)

ASSETS, LIABILITIES, AND NET ASSETS (cont.)
Accrued Compensation, Sick Leave and Vacation

Employees are allowed to accumulate up to 150 days of sick time. For office employees and
drivers one day is equivalent to eight hours; for all other employees one day is equivalent to
8-36/60 hours. Upon retirement or disability, Wisconsin Retirement System participants may
receive the cash value of the accumulated sick leave subject to the above maximum or use all or
a portion for the payment of continued health insurance premiums. Funding for those costs is
provided out of the operating revenues of Metro. The estimated liability for current employees at
December 31, 2006 and 2005 is $3,463,040 and $3,058,088, respectively.

Employees earn varying amounts of vacation depending on the number of years of service.
Vacation time is awarded based on the prior year's service and is, therefore, accrued at the end
of each year. Represented employees hired after January 1, 1998 are awarded their vacation
immediately and can use it once they have completed their probationary period. Represented
employees may opt to carry over one week of vacation each year. All other vacation time must
be used within the vear received.

For financial reporting purposes, accrued sick leave for retired employees and accrued vacation
time are shown as part of accrued compensation and vacation.

Retiree Health Insurance Escrow

Metro will pay the health insurance premiums for full-time employees in a position represented
by Teamsters Local 695, who elect to retire on or after reaching age 55 and having completed
ten (10) continuous years of full-time service with Metre. The benefits are available for
employees under the Wisconsin Public Employers’ Group Health insurance Plans and are
subject to the terms and conditions of the chosen health plan. The cost of those premiums is
recognized as an expenditure as the premiums are paid. Funding for those costs is provided out
of the current operating budget of the Metro. On an annual basis, Metro will deposit $303,000
into an escrow account, which will be used for contributions toward the premiums. Interest
earned on the account, less an administrative fee to the city, will be added annually. The
contributions are financed on a pay-as-you-go basis. Total expenditures for such premiums
during the year were $303,000. The number of participants currently eligible to receive benefits
is 74. The total amount outstanding at December 31, 2006 and 2005 {o be paid in the future is
approximately $936,305 and $738,601, respectively. Retirees will be eligible for premium
contributions to the extent that funds are available in the escrow account. Metro will not be
required to make any additional payments to the account should the cost of providing premium
contributions exceed the amount deposited.

Other Deferred Credits

Other deferred credits at December 31, 2005 consist of advanced ticket and pass sales for 2006
from Madison Metfropolitan School District and the City of Verona for $253,439 and insurance
proceeds for a new bus that will be purchased in 2006 for $248,925. At December 31, 2006
deferred credits related solely fo advanced ticket and pass sales.
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METRO TRANSIT SYSTEM

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {cont.)

ASSETS, LIABILITIES, AND NET ASSETS {cont.)

Long-Term Obligations
Long-term debt and other obligations are reported as Meiro liabilities.
Net Assets

Equity is classified as Net Assets and is displayed in three components:

+ Invested in capital assets, net of refated debf — This component of net assets consists of
capital asséts, including restricted capital assets, net of accumulated depreciation and
reduced by the outfstanding balances of any bonds, mortgages, notes, or other borrowings
that are attributable to the acquisition, construction, or improvement of those assets. If
there are significant unspent related debt proceeds at year-end, the portion of the debt
attributable to the unspent proceeds is not included in the calculation of invested in capital
assets, net of related debt. Rather, that poriion of the debt is included in the same net
assets component as the unspent proceeds.

+ Restricted —~ This component of net assets consists of constraints placed on net asset use
through external constraints imposed by creditors (such as through debt covenants),
graniors, contributors, or laws or regulations of other governments or constraints imposed
by law through constitutional provisions or enabling legislations.

Metro currently has no restricted assets or resiricted net assets.

+ Unrestricted net assets — The component of net assets consists of net assets that do not
meet the definition of “restricted” or “invested in capital assets, net of related debt.”

When both resiricted and unrestricted resources are available for use, it is Metro’s policy to use
restricted resources first, then unrestricted resources as they are needed.

The following calculation supports the net assels invesied in capital assets, net of related debt:

2006 2005
Plant in service , $ 80,778,546 5 76,970,688
Accumulated depreciation (41,777,115)  (38,002,2186)
Construction work in progress 42,405 501,687
Sub-Totals ' 39,043,836 39,470,159
less: Capital related debt

Current portion of general obligation bonds 901,674 900,531
Long-term portion of capital related general obligation bonds 4,111,553 4,263,227
Sub-Totals 5,013,227 5,163,768

Add unspent proceeds of capital-related debt included above 72,236 241,159

Total Net Assets Invested in Capital Assets,

Net of Related Debt $ 34,102,845 § 34,547,560
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" METRO TRANSIT SYSTEM

NOTES TO FINANCIAL STATEMENTS
December 31, 20086 and 2005

NOTE 1 ~ SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont.)

REVENUES AND EXPENSES
Revenue Recognition

Metro distinguishes operafing revenues and expenses from nonoperating items. Operating
revenues and expenses generally result from providing services. The principal operating
revenues of Melro are charges to customers for services. In addition, as fully described in Note
4, Meftro also receives operating revenues from state, local and federal governments. Operating
expenses include the cost of services, administrative expenses, and depreciation on capital
assets. Other revenues and expenses not meeting this definition are reported as nonoperating
revenues and expenses.

Taxes

Municipal transit utilities are exempt from federal and state income taxes and, therefore, no
income tax liability is recorded by Metro.

Capital Contributions

Metro has received Federal, State and Local funding for acquisition and construction of capital
assets. In accordance with GASB Statement No. 33, this funding is reported as an increase in

net assets.

The Federal and State grants are subject to grantor agency compliance audits. Management
believes losses, if any, resulting from those compliance audits are not material o these

statements.
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METRO TRANSIT SYSTEM

NOTES TO FINANCIAL STATEMENTS
Pecember 31, 2006 and 2005

NOTE 2 — CHANGES IN CAPITAL ASSETS

A summary of changes in Metro capital assets for 2006 and 2005 follows:

Balance Balance
1/1/06 Additions Retirements  Adjustments 12/31/06
Capital assets, not being
depreciated
Land $ 2,753,812 - 5 - % - § 2,753,812
Capital assets being depreciated
Building and improvements 11,309,946 162,385 - - 11,472,331
Curb and land improvementis 6,017,059 373,728 {6,787) - 6,384,000
Revenue vehicles 47,118,642 4,777,582 (1,610,428) - 50,285,698
Service vehicles 520,115 10,100 (6,450) - 523,765
Shop and garage equipment 1,488,418 15,575 (291) - 1,603,702
Office equipment ) 1,200,362 108,081 (19,744) - 1,289,699
Miscellaneous and farebox 6,562,434 77,339 {74,232) - 6,565,541
Total Capital Assets Being
Depreciated 74,216,876 5,525,780 (1,717,932) - 78,024,734
Total Capital Assets 76,870,688 5,525,780 {1,717,932) - 80,778,546
Less: Accumulated depreciation
Building and Improvements {6,415,089) (372,943} - - (6,788,932)
Curb and land improvements (3,432,172) (422,977) 6,787 - (3,848,362
Revenue vehicles (24,885,256)  (3,729,874) 1,610,428 5,394 (26,999,308
Service vehicles (470,981) (35,281) 6,450 - (499,812
Shop and garage equipment {(1,331,288) (79,542) 291 - (1.410,539)
Office equipment (615,576) (140,898) 19,744 - (736,730)
Miscellaneous and farebox (850,954) (717,258) 74,232 548 (1,493,432
Total Accumulated
Depreciation {38,002,216) (5,408,773) 1,717,932 5942 (41,777,1158)
Construction in progress 501,687 97,634 {656,916) - 42,405
Net Transit System Plant $ 39,470,159 $ 39,043,838
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METRO TRANSIT SYSTEM

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

NOTE 2 — CHANGES IN CAPITAL ASSETS (cont.)

L

Balance Balance
1/1/05 Additions Retirements 12/31/05
Capital assets, not being depreciated
Land $§ 2,753,812 § - 5 - § 2,753,812
Capital assets being depreciated
Building and improvements 11,107,313 237,629 (34,096) 11,308,948
Curb and land improvements 6,023,233 - (6,174) 6,017,059
Revenue vehicles 45,541,078 4,087,260 (2,509,797) 47,118,542
Service vehicles 520,115 - - 520,115
Shop and garage equipment 1,496,725 2,285 {10,592} 1,488,418
Office equipment 800,846 437,680 (38,164} 1,200,362
Miscellaneous and farebox 3,302,100 5,253,639 {1,883,205) 6,062,434
Total Caplital Assets Being :
" Depreciated 68,791,411 10,018,393 (4,592,928} 74,216,876
Total Capital Assets 71,645,223 10,018,393 (4,692,928) 76,870,688
Less: Accumulated depreciation .
Bullding and improvements (6,076,774} (374,211) 34,998 (6,415,989)
Curb and tand improvements (3,007,721) {430,625) 6,174 (3,432,172)
Revenue vehicles {23,450,843) {3,944,210) 2,609,797  (24,885,256)
Service vehicles (430,308) {40,673) - (470,981}
Shop and garage equipment (1,235,634) (106,2486) 10,5982 (1,331,288)
Office equipment {521,143) (132,597) 38,164 {615,576)
Miscellaneous and farebox (2,310,021) (534,138) 1,993,205 {850,954}
Total Accumulated
Depreciation (37,032,444} (5,5662,700) 4,592,928  (38,002,216)
Construction in progress 5,670,913 783,426 5,352,652 501,687
Net Transit System Plant $ 39,583,692 $ 39,470,159
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METRO TRANSIT SYSTEM

NOCTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

NOTE 3 — INTERFUND RECEIVABLES/PAYABLES AND TRANSFERS

The following is a schedule of interfund balances for the years ended December 31, 2006 and
2005:

2006 2005
Due To Due From Amount Purpose Amount Purpose
City of Madison Metro $ 3,883,238 Implicit cash $ -
financing

The following is a schedule of fransfer balances as of December 31, 2008 and 2005.

2006 2005
To From Amount Principal Purpose Amount  Principal Purpose
Metro City of Madison $ 8,819,264 City operating $ 7,323,174 City operating
subsidy subsidy
Metro City of Madison 9,634 Local share of 8,097 Local share of
MPO grant MPO grant

NOTE 4 — LONG-TERM OBLIGATIONS

GENERAL OBLIGATION NOTE

The city on behalf of Metro has borrowed funds for the purpose of capital purchases The
following is a summary of Metro's share of city general obligation note issues:

Amount
Date of Final Interest Original QOutstanding

Issue Maturity Rates Amount 12131106

Title of Issue

Fromissory note 8-1-96 11-1-086 5.50 -4.50% $ 739,000 % -
Promissory note 5-1-97 5-1-07 5.10 -5.60% 1,196,050 119,605
Promissory note 5-1-98 5-1-08 405 -4.35% 802,560 160,512
Promissory note 7-1-99 7-1-09 4.00 -4.45% 682,900 204,870
Promissory note 7-1-00 7-1-10 525 -5.50% 238,000 895,200
Promissory note 8-1-01 8-1-11 400 -4.38% 844,400 422,200
Promissory note 8-1-02 8-1-12  3.00 -4.00% 1,314,400 788,640
Promissory note  9-15-03 9-1-13 200 -4.00% 1,385,000 969,500
Promissory note  10-1-04 10-1-14  3.00 -3.65% 1,200,000 960,000
Promissory note  10-1-05 10-1-15  3.50 -5.00% 603,000 542,700
Promissory note  10-1-06 10-1-186 4.00% 750,000 750,000
Total $ 5,013,227

The repayment schedules for the debt are shown on the following page.

Page 28




6z abed

482°08L $ lTz'el0’G § OPE'YSL  § 00002 § 192%LL § 00L2vS § 00865l § 0000086 & 9100vL S 005698 & OL0coL 3 0F9'8BL ¢
966'2 008'%Z 966' 006'%Z - - - - - - - -
rob's 00z'gsl Z65'¢ 006't2 Zr'e 00£'09 - - - oo - -
Z61'8L 00Z'ssz 286'S 006'vL reg'y 00£'09 08E'y 000'0ZL - - - -
gol'ee Zy4'e6e 068'L1 Zv0's. 0gz'L 00€'09 ove's 000‘02 ors's 008°'8E) - -
28L'eg €82'52¢ L6681l £V0'sL 8Ya's 00£'09 081°24 000'0ZL 080'L1 005'8E1L 852'S ory'Lel
B¥2'SL £2L°609 £66'LL £v0'SL 8GL'L1 00g'09 082'S) 000'0ZL viT'el 005'8¢1 188'01L ot ILEL
4z2'66 £25°¢E9 $66'0Z £b0'GL LU 00809 oge'sl 000'0Z1 8v6'02 005'gElL 082'sl ot Lel
L60'PZL £18°10L 166'8e £v0'6L 88L'L) 00£'09 086'2Z 000'0ZL £04'62 00g'gel 088'61 ObF LEL
9EL'1GL 690284 866'92 gv0'cL ¥08'0Z 00E'09 085'92 000'0ZL 85262 008'8€L (A4 or¥'LEL
W00'¥BL  § ¥29°L06 $ 0000 $ Ev0'SL  $ LL§'€T  § 00808 $ 0BL'0S  $ 0000ZL $ SLM'EE  § 009'8EL ¢ SBO'SZ $ obrLEL $
FEEFER redinung FEENET] [ediound 159491 jedoulld FEENEN] redioung FEEYE] ledidung EENET jediound
EEN 90-1-01 50-1-07 ¥0-L-01 £0-51-6 z0-1-8
8L6°€S $§ o00Z'2ZZF $ PSEOL  $ 00T'S6  $ EFLEL  § 0/8v0Z S  +96Q $ zi1500r § @886¢ $ 096k ¢ s|eol,
£69°% 0Fb'v8 . - - - - - - - Loz
£8e'L ori've £95 oog'ee - - - - - - 0LoZ
zL8'0) O¥¥'¥8 re6‘L 008°82 156°1 0ez'g9 - - - - 6002
PEC'P1 OFF'48 c1z'e oog'ez ZES'Y 0se'g9 Syl 95Z08 - - 8002
96.'LY & Oby'vE  § 78S $ o008tz § ¥L9L 0§ 06289 0§ 9lZ'g $ 95208 $ s8s'c $ S09'6LL $ L00Z
JEENES |eculld 1S8J23U| ledioulid 1salaju] iedoully 1$845)U) tedioung FEEXESTH] jedioutd 1B L
10-1-8 00-1-£ B6-1-L 861G L671-G

s|elo]

9L0e
SLoe
viLo2
€102
2¢Log
bLoE
olLoeg
6002
2002
4002

TES X

("1U00) SNOILYDITS0 WHIL-DNOT ~ ¥ JLON

G00T PUE 9002 'Lg Jogquanag

SININWILY.LS TTVIONYNI4 OL SILON

W3LSAS LISNVYL OHLIN



METRO TRANSIT SYSTEM

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

NOTE 4 — LONG-TERM OBLIGATIONS (cont.)

ADVANCE FROM OTHER FUNDS

The city has advanced the following to Metro from the debt service fund:

Amount
Final Original  Cutstanding
Date Purpose Maturify Interest Rates Amount 12/31/06
May 1, 1997 Capital expenses May 1, 2007 50-60% § 21,138 § 2,113
July 1, 2004 Pay off WRS Prior March 15, 2024 5.25% 4,551,081 4,420,465
Service Liability
Advance from other funds debt service requirements o maturity follows:
Year Principal Interest - Total
2007 § 52,176 $ 232,137 $§ 284,312
2008 64,170 230,075 294,245
2009 79,189 226,077 305,266
2010 96,028 221,920 317,948
2011 113,322 216,878 330,200
2012 132,436 211,507 343,943 '
2013 153,371 203,976 357,347
2014 176,582 195,924 372,508
2015 201,613 186,654 388,267
2016 228,464 176,551 405,015
2017 258,501 164,074 . 422,575
2018 289,904 150,503 440,407
2019 324,947 135,283 460,230
2020 362,721 118,547 481,268
2021 403,226 99,181 502,407
2022 446,916 78,011 524,927
2023 493,337 54,548 547,885
2024 545,676 28,726 574,402
" Totals $ 4,422,578 §$ 2,930,672 $7,353,150
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METRO TRANSIT SYSTEM

Z NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

NOTE 4 — LONG-TERM OBLIGATIONS (cont.)

Metro's long-term obligation activity for the years ended December 31, 2006 and 2005 is as

follows:
Balance Balance Due Within
1/1/06 Additions Reductions 12/31/06 One Year
General obligation notes $ 5,163,768 § 750,000 $§ 900,531 $ 5,013,227 $ 901,674
Advance from other funds 4,462,010 - 39,432 4,422,578 52,175
Retiree health insurance
escrow 738,601 336,107 138,403 938,305 134,135
Accrued sick leave 3,058,086 536,365 131,411 3,463,040 131,411
\ Deferred revenue-land and
] tower lease 333,417 - 29,050 304,367 27,928
Totals $ 13,755,872 §$1,622472 $ 1,238,827 §$ 14,139,517 $ 1,247,323
Balance : Balance Due Within
1/1/05 Additions Reductions 12/31/05 One Year .
General obligation notes $ 5,450,989 $ 603,000 $ 890,231 $ 5,163,758 $ 900,531
i Advance from other funds 4,657,421 - 95,411 4,462,010 39,432
Retiree health insurance
i escrow 505,838 316,108 83,345 738,601 138,403
Accrued sick leave 3,077,527 271,011 290,452 3,058,086 105,919
Deferred revenue — Land
and tower [ease 363,653 - 30,236 333,417 29,050
Totals $ 13,055,428 $ 1,190,119 $ 1,389,675 $ 13,755,872 $ 1,213,335

Page 31




METRO TRANSIT SYSTEM

NOTES TO FINANCIAL STATEMENTS
Becember 31, 2006 and 2005

NOTE 5 — OPERATING SUBSIDIES

Metro receives operating subsidies from state and local governments. Federal subsidies are
received for operating grants as well as capital granis that reimburse outlays recorded as
operaling expenses.

State operating assistance is received in quarterly payments from the Wisconsin Department of
Transportation.

Local operating assistance is in the form of subsidies from the City of Madison, Town of
Madison, Cities of Middleton, Fitchburg and Verona, and the Village of Shorewood Hills, Metro
has "additional confracts with the University of Wisconsin, Madison Area Technical College,
Madison Metropolitan School District and Dane County. Contracts are executed with all entities
defining subsidy amounts and procedures.

The following are the operating subsidies for the years 2006 and 2005:

2006 2005
Federal $ 5,127,174 $ 4,840,216
State 15,470,200 15,180,839
Other state subsidies 62,217 9,083
Local public subsidies 2,523,259 2,366,493
City of Madison 8,819,264 7,323,174
Dane County 2,653,136 2,496,480

* Amount shown with total operating revenues as directed by the FTA guidance for these
types of programs. Detail located on page 39.

Federal and State subsidies are subject to granting agency compliance audits. Management
believes losses, If any, resulting from the compliance audits are not material to the statements.

NOTE 6 — DEFERRED REVENUE/PREPAID EXPENSE — LAND AND TOWER LEASE

During 1993, the city on behalf of Meiro entered into an operating lease with the University
Research Park, Inc. for use of a tower. Metro’s share of the lease is $96,250. The lease is 25
years in length and has been fully prepaid. The revenues received to pay for the lease has been
deferred and will be recognized using the straight-line method over the life of the lease.

During 1997, the city on behalf of Metro entered inio two operating leases with Oscar Mayer
Foods Division of Kraft Foods, Inc. and University Research Park, Inc. for two parcels of land
used in conjunction with bus transfer facilities for $93,000 and $214,000, respectively. The
operating leases are fifteen and thirty years in length, respectively, and have been fully prepaid.
The revenues received fo pay for the two leases have been deferred and will be reccgnized
using the straight-line method over the life of the leases. '
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METRO TRANSIT SYSTEM

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

NOTE 6 — DEFERRED REVENUE/PREPAID EXPENSE — LAND AND TOWER LEASE (coni.)

During 2004, the city on behalf of Mefro entered into an operating lease for $103,488 with Kraft
Foods for a parcel of land fo be used as the North Park & Ride lot through 2612. At the same
time, extensions of both the North Transfer Point lease and the North Park & Ride lease were
also negotiated through 2018 for an additional $96,200. These leases have been fully prepaid.
The revenuses received to pay for these leases have been deferred and will be recognized using
the straight-line method over the life of the leases.

NOTE 7 — EMPLOYEES RETIREMENT SYSTEMS

All eligible Metrc employees participate In the Wisconsin Retirement System {System), a cost-
sharing multiple-employer defined benefit public employee retirement system (PERS). All
permanent employees expected to work over 600 hours a year are eliglble to participate in the
System. Covered employees in the General category are required by statute to contribute 5.0%
for 2006 and 5.0% for 2005 of their salary to the plan. Employers generally make these
contributions to the plan on behalf of employees. Employers are required to contribute an
actuarially determined amount necessary to fund the remaining projected cost of future benefits,

Year Ended December 31, 2005

2006 2005 2004
Total Covered Metrq Payroll $ 20,823,995 § 20,698,310 §$ 20,113,952
Total Required Contributions $ 1,978279 % 1945641 § 1,890,712
Total Required Contributions (%) 9.5% 9.4% 9.4%

Total Metro payroll is substantially the same as payroll covered by the Wisconsin Retirement
System. Details of the plan are disclosed in the general purpose financial statements of the City
of Madisan for the years ended December 31, 2006 and 2005.

Page 33




METRO TRANSIT SYSTEM

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

NOTE 8 — RiISK MANAGEMENT

The city is exposed to varicus risks of loss related to torts, theft of, damage to, or destruction of
assets, errors and omissions, workers compensation, and health care of its employees. The city
purchases commercial insurance for health care and most property losses. Settled claims have
not exceeded the commercial coverage for health claims in any of the. past three years. There
has been no reduction in coverage compared to the prior year.

The city is self-insured for worker's compensation claims. The city is partially self-funded and
participates in public entity risk poot for liability and transit system property losses.

TRANSIT MUTUAL INSURANCE CORPORATION OF WISCONSIN (TMI)

The Transit Mutual Insurance Corporation of Wisconsin is an organization of Wisconsin
municipalities which have joined together for the managing and funding of the first party property
losses and third party liability claims of its member municipalities mass transit funds.

In 2006, the TMI is protected by a $2,000,000 self-insurance policy. in addition to the TMi
protection, the City of Madison, combined together with other members of Wisconsin Municipal
Transit Insurance Commission, are covered by a $5,000,000 excess insurance policy issued by
General Reinsurance Corporation effective January 1, 2008 through January 1, 2007. '

Management consists of a board of directors comprised of one representative for each member.
The municipality does not exercise any control over the activities of the agency beyond its
representation on the board of directors.

Initial contributions are determined in advance of each membership year. The board of directors
may require that supplemental contributions be made by members to ensure adequate funds are
available to meet the obligations applicable fo the membership year. Members have a
contractual obligation to fund any deficit attributable to a membership year during which they
were a member. The city's share of this organization Is 34.79%. A list of the other members is
available in the TM! report.
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METRO TRANSIT SYSTEM

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

NOTE 9 — BASIS FOR EXISTING FARES

Current fares were made effective September 14, 2006 as approved by the Transit and Parking
Commission.

NOTE 10 — COMMITMENTS

In 2006 and 2005, Metro provided funding through various grants and provided grant
management functions for a number of transportation services and studies in the greater
Madison area, including:

METROPOLITAN PLANNING ORGANIZATION (MPQ) PLANNING

in 2006, Metro provided $40,149 to the MPO of Transportation System Management (TSM)
planning, short-range studies, Transportation Improvement Program (TIP) development,
ridesharing, bikeways and other corridor studies, from its annual FTA Section 5307
appropriation. The MPO provided the local share of $9,534, for a total of $49,683.

In 2005, Metro provided $36,397 to the MPO of Transportation System Management (TSM)'

planning, short-range studies, Transportation Improvement Program (TIP) development,
ridesharing, bikeways and other corridor studies, from its annual FTA Section 5307
appropriation. The MPO provided the local share of $9,097, for a fotal of $45,494.

RETIRED SENIOR VOLUNTEER PERSONS (RSVP)} OF DANE COUNTY

In 2006, Metro provided $58,159 in Wisconsin Department of Transportation Section 85.20 funds
to Dane County for door-to-door volunteer driver escort services for the elderly and disabled in
the Metro Transit System service area. Dane County provided $78,609 toward this program for a
total expense of $136,768. The Dane County share was recorded as revenue,

In 2005, Metro provided $58,159 in Wisconsin Department of Transportation Section 85.20 funds
to Dane County for door-to-door volunteer driver escort services for the elderly and disabled in
the Metro Transit System service area. Dane County provided $76,505 toward this program for a
total expense of $134,664. The Dane County share was recorded as revenue.

GROUP ACCESS SERVICE

In 2006, Metro provided $134,594 in Section 85.20 funds to Dane County for Group Access
Transportation to the elderly and disabled in the Metro Transit System service area. Dane
County provided $158,002 toward this program for a total expense of $292,596. The Dane
County share was recorded as revenue. .

n 2005, Metro provided $130,175 in Section 85.20 funds to Dane County for Group Access
Transportation to the elderly and disabled in the Metro Transit System service area. Dane
County provided $152,814 toward this program for a total expense of $282,989. The Dane
County share was recorded as revenue,
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METRO TRANSIT SYSTEM

NOTES TO FINANCIAL STATEMENTS
December 31, 2006 and 2005

NOTE 10 — COMMITMENTS (cont.)

PARATRANSIT SERVICE CONTRACTS

Metro contracts with a number of providers for demand-responsive paratransit services. Contract
ferms and conditions vary for each provider.

NOTE 11 - MGE SuBsipy FOR THE USE OF ULTRA Low SULFUR DIESEL

[n July of 2003, the City of Madison entered into a contract with MGE Energy, Inc. Part of this
contract provided for a subsidy of $200,000 from MGE Energy, Inc to help cover the increased
cost of switching to Ultra Low Sulfur Diesel (ULSD} for Madison Metro’s Fleet. Only $134,487 of
this subsidy was utilized in 2005. The remaining $65,513 was utilized in 2006.
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor and Common Council
Metro Transit System
Madison, Wisconsin

We have audited the financial statements of Metro Transit System as of and for the year ended
December 31, 2006, and have issued our repert thereon dated June 28, 2007. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits .contained in Government Auditing Standards,
issued by the Comptroller General of the United States.

Internal Control Over Financlal Reporting

In planning and performing our audit of the financial statements of the Metro Transit System
{Meiro)} as of and for the year ended December 31, 2008, in accordance with auditing standards
generally accepted in the United States of America, we considered Metro’s internal control over
financial reporting as a basis for designing our auditing procedures for the purpose of expressing
our aopinions on the financial siatements but not for the purpose of expressing an opinion on the
effectiveness of Metro's internal confrol over financial reporting. Accordingly, we do not express
an apinion on the effectiveness of Metro's internal control over financial reporting.

A control deficlency exists when the design or operation of a conirol does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination
of control deficiencies, that adversely affects Metro's ability o initiate, authorize, record,
process, or report financial data reliably in accordance with generally accepted accounting
principles such that there is more than a remote likelihcod that a misstatement of Metro's
financial statements that is more than inconsequential will not be prevented or detected by
Metro’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies that
results in more than a remote likelihcod that a material misstatement of the financial statements
will not be prevented or detected by Metro’s internal control.

QOur consideration of the internal confrol over financial reporting was for the limited purpose
described in the first paragraph and would not necessarily identify all deficiencies in Metro's
internal conirol over financial reporting that might be significant deficiencies or material
weaknesses. As outlined in the report on internal confrols o management, we identified a
material weakness in financial reporting as management was unable to provide financial
statements requiring no significant modifications by the auditor.
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To the Honorable Mayor and Commen Counci]
Metro Transit System

Compliance

As part of obtaining reasonable assurance about whether Metro Transit System’s financial
statements are free of material missiatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grants, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed no instances
of noncompliance that are required to be reported under Government Auditing Standards.

This report is intended solely for the information and use of the Honorable Mayor and Common

Council, management, federa! and state awarding agencles and pass-through entities and is not
intended to be, and should not be, used by anyone other than these specified parties.

Vm&wx Aossa §, QW%F

Madison, Wisconsin
June 28, 2007
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METRO TRANSIT SYSTEM

OPERATING REVENUES AND EXPENSES
December 31, 2006 and 2005

OPERATING REVENUES 2006 2005
Passenger Fares for Transit Services

Farebox revenues % 1,301,370 § 1,126,704
Adult ticket revenue 821,332 878,206
Student ticket revenue 347,808 307,401
Eiderly and handicapped revenue 233,763 231,500
Monthly/Daily Pass revenue 1,043,530 1,109,674
Summer youth passes 19,930 18,460
Easy rider pass - all days 274,541 240,552
UW Student Unlimited Ride Pass agreement revenus 1,844,571 1.85}9,824
UW Routes 80-82 and 53 197,195 190,000
UW/UW Haospital Employees Unlimited Ride Pass agreement 997,997 869,832
Edgewood College Unlimited Ride Pass agreement 42 552 27,113
MMSD passes 521,890 369,025
MATC Unlimited Ride Pass agreament 273,083 232,979
St Marys Unlimited Ride Pass agreement 19,295 18,333
City of Madison Employee Unlimited Ride Pass agreement 70,777 32,413
Supplemental taxi revenue 67,677 61,052
Group Access Service 14,528 16,270

Total Passenger Fares for Transit Service ‘ 8,191,849 7,629,338

Other Operating Revenues

Advertising revenue 256,414 169,112
Sale of scrap and parts 10,926 4,762
Other operating revenues - New Year's Eve contributions and other 162,753 203,885
Other operating revenue - Dane County - MA Waiver 2,193,249 2,057,602
Other operating revenue - Dane County - Eiderly & Handicapped 109,105 88,059
Cther operating revenue - Dane County - Group Access Service 158,002 152,814
Other operating revenue - Dane County - Group RSVP Service 78,609 76,505
Other operating revenue - Dane Counly - Exceptional Rides 94,891 . 102,220
QOther operating revenue - 2ane County - Highway (Marketing) 19,280 19,280

3,083,229 2,964,239

Total Other Operating Revenues
11,275,078 10,593,577

Tolal Operating Revenues

OPERATING EXPENSES
Operation and Maintenance Expenses
Employee compensation and benefits

Salaries and wages 21,528,085 20,914,603
Pensions and benefits 9,826,913 9,284,899
Total Employee Compensation and Benefits 31,354,998 30,199,602
Materials and supplies 4,449,464 3,712,784
Purchased services 6,544,473 6,045,880
Interagency charges 663,442 592,011
Total Operation and Maintenance Expenses 43,012,377 40,550,177
Depreciation expense 5,492,831 6,562,700
Total Operating Expenses 48,505,208 46,112,877
NET OPERATING LOSS $ (37,230,130} $ (35,519,300)
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METRO TRANSIT SYSTEM

DETAILED SCHEDULE OF REVENUES AND EXPENSES - REGULATORY BASIS

December 31, 2006 and 2005

401.0
402.0
402.1
406.0
4071
409.1
409.3
409.4
400.99
411.0
413.0

501.01
501.02
502.00
503.00
504.01
504.02
504.99
505.00
506.00
507.00
508.00
509,00
511.00
512.00
513.00

516.0

REVENUES

Passenger fares for transit service

Special transif fares - New Year's Eve contributions and other
Service charges, NSF charges, efc.

Auxiliary transportation revenue - advertising
Contra-expense for scrap and parts

Local public subsidies

City of Madison operating subsidy

Dane County specialized {ransportalion programs
MPO Local Subsidy

State cash grants and reimbursements

Federal cash grants and reimbursements

Tofal Eligible Revenues

EXPENSES - BY OBJECT CLASS TOTAL

Operators' salaries and wages
Other salaries and wages
Fringe benefits

Services

Fuel and lubricants

Tires and tubes

Other materials and supplies
Utitittes

Casualty and liability costs
Taxes

Purchased transportation
Miscellaneous expense
Interest expense

Leases and rentals
Depreciation

Less: Ineligible depreciation on fixed assets
Other Reconciling Hems

Total Eligible Expenses

NET INCOME (excluding capital contributions and depreciation
on fixed assets)

2006 2005
$ 8,191,849 $ 7,629,338
17,956 21,632
144,797 272,254
256,414 169,112
10,926 4,762
2,523,259 2,366,493
8,819,264 7,323,174
2,653,136 2,496,480
9,534 9,097
15,532,417 15,190,822
5,127,174 4,840,216
43286726 40,323,380
11,850,066 11,632,735
6,035,560 5,819,048
13,568,947 12,836,580
477,410 916,334
3,274,176 2,587,341
150,957 129,239
1,122,810 1,093,858
692,165 665,800
598,680 526,058
4,546 3,659
4,440,227 4,201,218
77,812 76,554
420,395 431,205
65,579 61,754
5,492,831 5,562,700
(5,492,831)  (5,562,700)
663,442 -
43432772 40,981,383
$  (146,046) $  (658,003)
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METRO TRANSIT SYSTEM

RECONCILIATION OF REVENUES AND EXPENSES TO WISDOT AND FEDERAL
RECOGNIZED REVENUES AND EXPENSES
For the Year Ended December 31, 2006

Revenues including subsidies and operating transfer

Less: Non-recognized revenues
City operating transfer
Local public subsidies
MPO Local Subsidy
Other federal subsidy
State operating subsidy
Nontransportation revenues
Sale of scrap and parts
Service charges, NSF charges, efc.

1 Totai Non-Recognized Revenues
WisDCT Eligible Operating Revenues

Total Expenses per statement including interest expense
Add: Fixed assets sligible for operating assistance

Total Expenses

Less: Non-recognized expenses
Depreciation
Interest expense
Bad debts
_Offset of scrap sales and miscellaneous reimbursements
Capital Maintenance Grant @ 100%

Total WisDOT Non-Recognized Expenses
WisDOT Eligible Operating Expenses

WisDOT Recognized Deficit

Less Operating revenues ineligible for federal assistance:
Advertising revenue

Less Operating expenses ineligible for federal assistance:
Leases and rentals
Interagency indirect charges without approved
allocation plan (excludes MPQO of $49,683)

Federal Recognized Deficit

Per WisDOT Guidelines

§ 8,819,264
5,176,395
9,634
5,127,174
15,532,417

10,926

144,797

$ 48,925,603

5,492,831
420,395
22,618
165,723
6,408,968

$ 43,286,726

34,820,507
$ 8,466,219
$ 48,925,603
12,500,535

$ 36,425,088

$ (27,958,349)

256,414

12,133

613,759

$ (27,076,549
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METRO TRANSIT SYSTEM

COMPUTATION OF THE DEFICIT DISTRIBUTION AMONG THE SUBSIDY GRANTORS
For the Year Ended December 31, 2008

STATE FUNDS

WisDOT Recognized Deficit ‘ $ 27,958,849
WisDOT Contract Amount $ 15,470,200
City of Madison and Other Local Subsidies $ 11,342,523
5 Times Operating Subsidy $ 56,712,615
State Share - Least of the Three . $ 15,470,200
FEDERAL FUNDS
Federally Recognlzed Deficit $ 27,076,543
50% of Federal Déficit $ 13,638,272
Federal Recognized Daficit $ 27,076,543
Less: State share (15,470,200)
Non-State Share $ 11,606,343
Maximum Federal Share Per Grant Award $ _-
Federal Share - Least of the Three $ -
Federal operating revenue for current year capital maintenance $ 5127174

SUMMARY OF FUNDING (2006 only)

Received Receivable
in 2006 12/31/06 Tolals

Federal Operating Funds $ - % - % -
Federal Capital Maintenance 2,907,255 2,219,919 5,127,174 ;
State Funds 15,479,906 52,511 15,532,417
Loca! Public Subsidies 2,447,862 75,397 2,523,259
City of Madison 8,819,264 - 8,819,264

Total Funding $ 29,654,287 § 2,347.827 $ 32,002,114
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