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1255 Imperial Avenue, Suite 1000
San Diego, CA 92101-7490
(619) 231-1466 * FAX (619) 234-3407

Board of Directors and Transit Riders
San Diego Metropolitan
Transit System:

The comprehensive annual financial report of the San Diego Metropolitan Transit System (MTS) for the fiscal
year ended June 30, 2005 is hereby submitted. Responsibility for both the accuracy of the data, and the
completeness and faimess of the presentation, including all disclosures, rests with management. Management of
MTS is responsible for establishing and maintaining an internal control structure designed to ensure that the assets
of MTS are protected from loss, theft, or misuse and to ensure that adequate accounting data are compiled to
allow for the preparation of financial statements in conformity with generally accepted accounting principles in
the United States of America (GAAP). The internal control structure is designed to provide reasonable, but not

- absolute, assurance that these objectives are met. The concept of reasonable assurance recognizes that (1) the cost
of a control should not exceed the benefits likely to be derived and (2) the valuation of costs and benefits requires
estimates and judgments by management. As management, we assert that, to the best of our knowledge and
belief, this financial report is complete and reliable in all material respects.

State statutes require an annual audit by independent certified public accountants. The firm of Caporicci &
Larson has been retained to meet this requirement. The goal of the independent audit was to provide reasonable
assurance that the financial statements of MTS for the fiscal year ended June 30, 2005 are free of material
misstatement. The independent audit involved 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. The 1ndependent auditors concluded,
based upon the audit, that there was a reasonable basis for rendering an unqualified opinion that MTS’ financial

statements for the fiscal year ended June 30, 2005 are fairly presented, in all material respects, in conformity with .

GAAP. The independent auditors’ report is presented as the first component of the financial section of this report.

The independent audit also was designed to meet the requirements of a broader, federally mandated “Single
Audit” to meet the special needs of federal grantor agencies. The standards governing Single Audit engagements
require the independent auditor to report not only on the fair presentation of the financial statements, but also on
the audited government’s internal controls and compliance with legal requirements, with special emphasis on
internal controls and legal requirements involving the administration of federal awards. The reports related
specifically to the Single Audit are issued under separate cover.

MTS maintains budgetary controls, the objective of which is to ensure compliance with the provisions embodied
in the annual appropriated budget approved by the board of directors. Activities of the General Fund, Special
Revenue Funds, Debt Service Funds, and Capital Projects Fund are included in the annual appropriated budgets.
Comprehensive multi-year financial plans, adopted when major projects are approved for the final design and
construction phase, provide project-length budgetary control in the Capital Projects Fund. The portion of costs
expected to be incurred on each project during the fiscal year is included in the annual operating budget. The
level of budgetary control (that is, the level at which expenditures cannot legally exceed the appropriated amount)
is established by line item within an individual fund. The Chief Executive Officer has the authority to transfer up
to $25,000 between line items. - MTS also maintains an encumbrance accounting system as one technique of
accomplishing budgetary control. Encumbered amounts lapse at year-end. However, encumbrances are evaluated
and may be reappropriated as part of the following year’s budget.

GAAP require that management provide a narrative introduction, overview, and analysis to accompany the
financial statements in the form of Management’s Discussion and Analysis (MD&A). This letter of transmittal is

1

Metropolitan Transit System (MTS) is comprised of the Metropolitan Transit Development Board (MTDB), a California public agency, San Diego Transit Corp., and San Diego Trolley, Inc.,
in cooperation with Chula Vista Transit and National City Transit. MTS is the taxicab administrator for eight cities. MTDB is owner of the San Diego and Arizona Eastern Railway Company.

MTDB member agencies include: City of Chula Vista, City of Coronado, City of El Cajon, City of Imperial Beach, City of La Mesa, City of Lemon Grove, City of National City, City of Poway,

City of San Diego, City of Santee, and the County of San Diego.
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designed to complement the MD&A and should be read in conjunction with it. The MD&A can be found
immediately following the report of the independent auditors.

REPORTING ENTITY

The San Diego Metropolitan Transit System was created effective January 26, 1976 to provide the policy setting
and overall management coordination of the public transportation system in the San Diego metropolitan service

area. This service area encompasses approximately 1.96 million people residing in a 570 square mile area of San

Diego County, including the Cities of Chula Vista, Coronado, El Cajon, Imperial Beach, La Mesa, Lemon Grove,
National City, Poway, Santee, and San Diego and the unincorporated area of the County of San Diego. A number
of fixed-route operating entities provide the service and have banded together to form a federation of transit
service providers called the Metropolitan Transit System (MTS). The purpose of the MTS is to provide
coordinated routes, fares, and transfers among the different operating entities.

MTS’ mission statement, adopted by the board of directors, is to enhance the personal mobility of San Diego
metropolitan area residents and visitors by: '

¢ Obtaining maximum benefit for every dollar spent.

¢ Being the community’s major public transportation advocate.
¢ Increasing public transportation usage per capita.

e Taking a customer-oriented approach.

¢ Offering high-quality public transportation services.

e Responding to the community’s socio-economic interests.

Effective January 1, 2003, Senate Bill 1703 (SB 1703) took effect which consolidated the planning, programming,
project development, and construction activities of the San Diego Association of Governments (SANDAG), MTS,
and North San Diego County Transit Development Board (NCTD) within SANDAG. The legislation called for
an initial transfer of the planning and programming functions from MTS to SANDAG by July 1, 2003 and a
subsequent transfer of the project development and construction functions by January 30, 2004. Now that the
consolidation is complete, MTS’ focus has shifted to transit service operations, as SANDAG, in its newly
configured role, is responsible for all other facets of transportation planning, programming, and development.
MTS has one voting member on the nine-member Transportation Committee within SANDAG. The
Transportation Committee assumed the responsibility and decision-making for all transportation-related planning,
programming, and development activities. In accordance with the legislation, the planning and programming
functions were transferred to SANDAG on July 1, 2003, and the project development and construction activities
were transferred to SANDAG on October 13, 2003.

MTS is effectively an umbrella agency. MTS owns the assets of San Diego Trolley, Inc. (SDTI) and San Diego
T'ransit Corporation (SDTC), the area’s two largest transit operators. These two transit units were formed under
California law as not-for-profit public corporations and function as operating subsidiaries of MTS. SDTI and
SDTC are considered component units and are blended component units for financial reporting purposes. SDTI
operates three Light Rail Transit (LRT) routes, the Blue Line from the Mission San Diego Station to San Ysidro
at the International Border, the Orange Line from the Imperial and 12th Bayside Platform through Centre City and
then east to Santee, and the Mission Valley Extension, known as the Green Line, which began service in July
2005. With this addition of 5.8 miles of track, SDTI now operates on a total of 54.3 miles of track. SDTC
operates 29 routes with an active fleet of 275 buses.

The relationship between MTS and the transit operating subsidiaries, SDTI and SDTC, is formally established
through operating agreements and MTS-adopted corporate policies. These agreements and corporate policies
specify the roles and responsibilities of each of the organizations and outline the procedures in numerous
functional areas including auditing and budgeting, fare setting, marketing and public information,



revenue-producing advertising, service contracts, and programming of federal, state and local subsidies. The
MTS board of directors has the policy-setting responsibility for the operation and development of MTS’ transit
operating subsidiaries as well as for the planning and approval of capital expenditures by or on behalf of these

entities. The day-to-day operating functions, labor matters and maintenance of facilities are managed by the
individual transit operators.

Starting in July of 2004 and continuing forward, MTS has begun to centralize and consolidate many functions
within SDTI and SDTC. These include Planning, Human Resources, Finance, and Purchasing. This is a gradual
process that has been on-going and will continue for some time.

In addition, MTS owns the San Diego and Arizona Eastern Railway Company (SD&AE), a not-for-profit railroad
holding company entrusted with assets which include 108 miles of rail line and over 2,000 acres of property.
MTS has a contract with the San Diego and Imperial Valley Railway Co. (SDIV) for the operation of freight rail
services over the SD&AE rail line. MTS provides no subsidy to SDIV, but does receive a portion of its gross
revenue. SD&AE is considered a component unit and a blended component unit for financial reporting purposes.

In addition to the bus routes operated by SDTC, MTS is financially accountable for the operation of certain other
bus routes. MTS contracts with an outside party for the operation of these bus routes. The contracts require full
operation and maintenance of the bus services. These contract services are accounted for in the Other Contracted
Services Enterprise Fund for financial reporting purposes. Effective July 1, 2002, the responsibility for operating
the County Transit System (CTS) was transferred from the County of San Diego to MTS. CTS operating services
are combined with the Other Contracted Services Enterprise Fund for financial reporting purposes.

MTS also is financially accountable for the operation of Taxicab Administration services, which includes
regulating the issuance of taxi and jitney service permits in the Cities of San Diego, El Cajon, Imperial Beach,
Lemon Grove, National City, Poway, and Santee. Taxicab Administration is accounted for in an Enterprise Fund
for financial reporting purposes.

The MTS board of directors is comprised of 15 members with four appointed from the San Diego City Council,
one appointed from the San Diego County Board of Supervisors, one appointed from each city council of Chula
Vista, Coronado, El Cajon, Imperial Beach, La Mesa, Lemon Grove, National City, Poway, and Santee, and one
elected by other Board members to serve as Chairman.

ECONOMIC CONDITION AND OUTLOOK

Operations

Historically, the San Diego region has enjoyed strong economic expansion, outpacing both the state and national
economies. San Diego’s gross regional product (GRP), the estimated total value of the regions’ economy, was
estimated at $151.1 billion for FY 2005. This was a growth of 6.6% percent, better than the state and national
averages. MTS-area fixed-route ridership increased during FY 2005. The opening of Petco Park in April 2004
has brought additional riders in the system and the opening of the Mission Valley East line will add another large
component of daily ridership.

The principal local source of operating subsidy for MTS’ transit programs is Transportation Development Act
(TDA) funding. One-fourth percent of the local sales tax in each California county is dedicated to transportation
purposes.

On a local level, area voters approved a one-half cent transportation sales tax in 1987, called TransNet. One-third
of the sales tax proceeds is allocated for transit purposes which is further divided between MTS and North County
Transit District (MTS’ counterpart in North San Diego County) based on the proportion of the population within
the area of each jurisdiction. Prior to FY 2004, 80% of the transit TransNet funds had to be used for expansion of
the light rail system. The remaining 20% could be used for operations after funding a reduced price pass program
for seniors, disabled, and youth, which is capped at $5.5 million. As a result of operating budget pressures, the



ratio was changed in June 2003 so that up to 40% of the TransNet program can be used for operations (increased
from 20%). The current TransNet sales tax expires in 2008. A reauthorization measure was approved by voters
in November 2004 extending the TransNet sales tax for 40 additional years. This has removed a major potential
funding problem that would have occurred in 2008 and beyond.

Major initiatives

With the changes. brought about by SB 1703, the MTS focus is now clearly on operations rather than
development. Specifically, this is providing quality, efficient, and reliable service to customers using resources to
maximum effect. Two major challenges are to align operating costs with recurring revenues and rebuild the
capital program in order to be able to replace aging infrastructure.

One of the tools MTS is currently using is a Comprehensive Operational Analysis (COA), the first in MTS
history. The purpose of the COA is to assess its ridership and route structure on a comprehensive basis. This
assessment is allowing MTS to better align its operations in all areas. The benefits are at least two fold. First it
better matches riders with where they want to go offering opportunities for increased ridership and better service
to customers and the larger community. Second, it acts as a priority guide for providing service. In doing so,
various service levels can be effectively evaluated to coincide with available recurring revenues. Matching the

proper service level to available recurring revenues eliminates structural deficits that have produced challenges for
MTS for the last few years.

The Mission Valley East (MVE) LRT Line opened in July 2005. It extends 5.8 miles from Interstate 15 in
Mission Valley to Baltimore Drive in La Mesa primarily along the I-8 corridor. It has added four stations and the
first tunnel for MTS. In opening Mission Valley East, a new green line service was initiated, which consists of
previous blue line stations from Old Town to Mission San Diego and the four new stations.

FINANCIAL MANAGEMENT

Pension Funds

MTS and SDTI contract with the California Public Employees Retirement System (PERS) to provide retirement
plans for their employees. The employees of SDTC participate in the San Diego Transit Corporation Employee
Retirement Plan, a single-employer public employee retirement plan.

Debt Administration

Capital Leases — MTS has two capitalized lease obligations with current year debt service of $1.4 million. Both
the lease obligations are a result of a joint venture arrangement whereby the joint venture issued certificates of
participation (COPs), and MTS services the debt through lease payments.

~ The 1990 $41,020,000 COP issue, which related to the acquisition of 130 replacement buses, was refinanced with
the California Transit Finance Corporation in February 2002 at which time it received an underlying rating of Al
from Moody’s Investors Service based solely on the strength of MTS. On the COP issue which related to the
construction of the MTS Tower, the rating, which was based on the strength of the joint venture and the primary

lessor (the County of San Diego), was Aaa by Moody’s Investors Service and AAA by Standard & Poor’s
Corporation.

Finance Obligations — MTS has four finance obligations. Total debt service for FY 05 was $4.4 million. Two
finance obligations are the result of Light Rail Vehicle (LRV) sale/leaseback and lease/leaseback transactions.
Proceeds from these transactions were placed into various investments that mature at values sufficient to cover all
remaining obligations as well as amounts necessary to exercise the repurchase options where applicable. In
addition, MTS issued Certificates of Participation to fund the automated fare collection project in 2003 and the
regional transit management project in 2002.



Pension Obligation Bonds — MTS issued Taxable Pension Obligation Bonds in 2004 to reduce the unfunded
liability in the SDTC retirement plan.

Cash Management

To facilitate optimum management of MTS’ resources, cash in all the individual funds is combined to form a pool
of cash for short-term investment, except for restricted funds, which are generally held by outside custodians on
behalf of capital projects and enterprise funds. MTS’ funds are invested in accordance with its written policy.
which is consistent with the California Government Code 53600. MTS uses the services of an outside investment
management firm to handle the daily investment activities. Further details of MTS’ cash and investments at June
30, 2005 are set forth in note 4 to the financial statements.

Risk Management

MTS (including Taxicab Administration, SD&AE, and Other Contracted Services), SDTI, and SDTC are
protected against the adverse consequences of material or financial loss through a balanced program of risk
retention and the purchase of commercial insurance. MTS, SDTI, and SDTC are insured for liability, property,
and workers’ compensation claims under a combined insurance program. Claims in excess of the various
deductibles and self-insured retention amounts which range from $50,000 to $2,000,000 are insured with
commercial carriers up to $75,000,000 for liability and up to $400,000,000 for property damage. At June 30,
2005, MTS was holding investments of $2,000,000 which have been designated by the MTS board of directors
for purposes of funding future claims liabilities of MTS, SDTI, and SDTC.
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Caporicci & Larson
Certified Public Accountanis

INDEPENDENT AUDITORS’ REPORT

To the Board of Directdrs
of the San Diego Metropolitan Transit System
San Diego, Ca_lifomia

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the San Diego Metropolitan Transit
System (MTS), as of and for the year ended June 30, 2005, which collectively comprise MTS’ basic financial
statements as listed in the table of contents. These financial statements are the responsibility of MTS’
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 in the United States 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 basic financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the basic financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund, and the
aggregate remaining fund information of MTS as of June 30, 2005, and the respective changes in financial
position and cash flows, where applicable, thereof for the year then ended in conformity with generally accepted
accounting principles in the United States.

As described in Note 1 to the basic financial statements, MTS adopted the Governmental Accounting Standards
Board Statement No. 40, Deposit and Investment Risk Disclosures (an amendment of GASB Statement No. 3) and
Statement No. 42, Accounting and Financial Reporting of Impairment of Capital Assets and Insurance Recoveries.

As described in Note 12 to the basic financial statements, MTS issued $77,490,000 in Taxable Pension Obligation
Bonds. The purpose of the bonds is to remit MTS’ unamortized, unfunded actuarial accrued liability with the San
Diego Transit Corporation Employee Retirement Plan.

The accompanying Required Supplementary Information, such as Management’s Discussion and Analysis,
Budgetary Information and Schedule of Funding Progress, as listed in the table of contents is not a required part
of the basic financial statements but is 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.

Toll Free Ph: (877) 862-2200 Toll Free Fax: (866) 436-0927
Oakland Orange County Sacramento San Diego
180 Grand Ave., Suite 1365 9 Corporate Park, Suite 100 777 Campus Commons Rd., Suite 200 4858 Mercury, Suite 106

Oakland, California 94612 Irvine, California 92606 Sacramento, California 95825 San Diego, California 92111
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To the Board of Directors
of the San Diego Metropolitan Transit System
San Diego, California

Our audit ‘was condicted for the purpose of forming opinions on the financial statements that collectively
comprise MTS’ basic financial statements. The accompanying Supplementary Information is presented for
purpose of additional analysis and is not a required part of the basic financial statements. The Supplementary
Information has been subjected to the auditing procedures applied in the audit of the basic financial statements
and, in our opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a
whole. The Introductory and Statistical Sections have not been subjected to the auditing procedures applied in the
audit of the basic financial statements and, accordingly, we express no opinion on them.

Copricei § ot
San Diego, California
June 29, 2006



SAN DIEGO METROPOLITAN TRANSIT SYSTEM
Management’s Discussion and Analysis
June 30, 2005

The following discussion and analysis of the financial performance of the San Diego Metropolitan Transit System
(MTS) is intended to provide an overview of MTS’ financial activities for the fiscal year ended June 30, 2005. This
information should be used in conjunction with the Letter of Transmittal, which can be found on pages 1 through 6 of
this report.

Financial Highlights

e Net assets, as reported in the statement of net assets, totaled $1,292,462,884 as of June 30, 2005. Of this amount,
$176,309,211 is unrestricted. Total net assets increased by $62,071,780.

e As of June 30, 2005, MTS’ governmental funds reported combined ending fund balances of $215,252,028, an
increase of $9,566,431 in comparison with an increase of $23,043,444 the prior year. Of this amount,
$31,988,797 is available for spending at MTS’ discretion (unreserved fund balance).

e For the year ended June 30, 2005, the combined farebox recovery ratio (the measure of the ability to recover
operating costs through fare revenue) for San Diego Trolley, Inc., San Diego Transit Corporation, and MTS
Contracted Services was 35.5%, compared to 37.7% for the previous year. A number of factors have brought
about this decrease, principally increased operational costs.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to MTS’ financial statements. MTS’ financial
statements comprise three components: 1) government-wide financial statements, 2) fund financial statements, and 3)
notes to financial statements. This report also contains other supplementary information in addition to the financial
statements themselves.

Government-wide financial statements. The government-wide financial statements are designed to provide readers
with a broad overview of MTS’ finances, in a manner similar to a private-sector business.

The statement of net assets presents information on all of MTS’ assets and liabilities, with the difference between the
two reported as net assets. Over time, increases or decreases in net assets may serve as a useful indicator of whether
the financial position of MTS is improving or deteriorating.

The statement of activities presents information showing how the government’s net assets changed during the most
recent fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to the change
occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this statement for
some items that will only result in cash flows in future fiscal periods (e.g., earned but unused vacation leave).

Both of the government-wide financial statements distinguish functions of MTS that are principally supported by grant
revenue and subsidies (governmental activities) from other functions that are intended to recover all or a significant
portion of their costs through user fees and charges (business-type activities). The governmental activities of MTS
include general government, transit support activities and transit operations funding. The business-type activities of
MTS include transit services that are operated on a contracted basis with third parties and the taxicab regulatory
function. In addition, the government-wide financial statements include not only MTS itself (known as the primary
government), but also two legally separate transit operators and one legally separate freight railway, for which MTS is
financially accountable: San Diego Trolley, Inc. (SDTI), San Diego Transit Corporation (SDTC), and San Diego and
Arizona Eastern Railway Company (SD&AE).

Fund financial statements. A fund is a grouping of related accounts that is used to maintain control over resources
that have been segregated for specific activities or objectives. MTS uses fund accounting to ensure and demonstrate



SAN DIEGO METROPOLITAN TRANSIT SYSTEM
Management’s Discussion and Analysis
June 30, 2005

compliance with finance-related legal requirements. All of the funds of MTS can be divided into two categories:
-governmental funds and proprietary funds. : '

Governmental funds. Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However, unlike the government-wide financial
statements, governmental fund financial statements focus on near-term inflows and outflows of spendable resources, as
well as on balances of spendable resources available at the end of the fiscal year. Such information may be useful in
evaluating a government’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is useful
to compare the information presented for governmental funds with. similar information presented for governmental
activities in the government-wide financial statements. By doing so, readers may better understand the long-term
impact of the government’s near-term financing decisions. Both the governmental fund balance sheet and the
governmental fund statement of revenues, expenditures, and changes in fund balances provide a reconciliation to
facilitate this comparison between governmental funds and governmental activities.

MTS maintains five individual governmental funds. Information is presented separately in the governmental fund
balance sheet and in the governmental fund statement of revenues, expenditures, and changes in fund balances for the
General Fund, the Subsidy Pass-Through Special Revenue Fund, the TransNet Special Revenue Fund, the Capital
Projects Fund, and the Debt Service Fund, all of which are considered to be major funds.

MTS adopts an annual appropriated budget for the General Fund, the Special Revenue Funds, and the Capital Projects
Fund. A budgetary comparison statement has been provided for the General Fund and major Special Revenue Funds
to demonstrate compliance with the budget.

Proprietary funds. - Enterprise funds (a proprietary fund type) are used to report the same functions presented as
business-type activities in the government-wide financial statements. MTS uses enterprise funds to account for its
Taxicab Administration and Other Contracted Services, as well as SDTI, SDTC, and SD&AE

Proprietary funds provide the same type of information as the government-wide financial statements, only in more
detail. The proprietary fund financial statements provide separate information for SDTI, SDTC, and Other Contracted
Services, a major fund of MTS. Taxicab Administration and SD&AE are reported together as nonmajor proprietary
funds of MTS. In addition, MTS prepares individual financial statements for SDTI and SDTC.

Notes to basic financial statements. The notes provide additional information that is essential to a full understanding
of the data provided in the government-wide and fund financial statements.

Other information. In addition to the financial statements and accorhpanying notes, this report also presents certain

required supplementary information concerning MTS’ progress in funding its obligation to provide pension benefits to
its employees.

Government-Wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position. In the case
of MTS, assets exceeded liabilities by $1,292 million at the close of the most recent fiscal year.

The largest portion of MTS’ net assets reflects the investment in capital assets, net of related debt. Most of the
investment in capital assets is comprised of trolley system assets, buses, and construction-in-progress totaling $583
million, of which the largest project currently under construction is the Mission Valley East light rail extension
(currently $476 million). The capital assets that are represented by the construction-in-progress will be used to provide

10



SAN DIEGO METROPOLITAN TRANSIT SYSTEM
Management’s Discussion and Analysis
June 30, 2005

services to citizens; consequently, these assets are not available for future spending. The remaining balance of
unrestricted net assets, $176.3 million (13.6 %), may be used to meet the government’s ongoing obligations to citizens
and creditors, with the exception of $2 million which represents resources that are designated by the MTS Board for -
insurance.

MTS has recorded a prior period adjustment totaling $85,648,144 to increase construction in progress for the cost of
construction projects transferred to SANDAG’s management (see note 14). In FY 2004 the value of these projects was
removed from MTS’ balance sheet, but management has determined that because the costs represent future benefit to

the organization this asset should remain. All comparative schedules will be presented as restated by the prior period
adjustment.

Governmental
Governmental Activities
Activities (as restated)
June 30, 2005 June 30, 2004 Change
Current and other assets $ 257,977,676 $ 291,422,800 $ (33,445,124)
Capital assets 615,618,669 561,190,619 54,428,050
Total assets 873,596,345 852,613,419 20,982,926
Long-term liabilities outstanding 183,443,956 195,220,525 (11,776,569)
Other liabilities 56,908,130 93,343,856 (36,435,726)
Total liabilities 240,352,086 288,564,381 (48,212,295)
Net assets (deficit):
Invested in capital assets, net of
related debt* 420,667,651 360,331,383 60,336,268
Unrestricted* 212,576,608 118,069,511 94,507,097
. Total net assets $ 633,244,259 $ 478,400,894 $ 154,843,365

* In order to achieve comparability between FY 2005 and FY 2004 we have restated the 2004 net assets invested
in capital assets by including offsets for all debt of the organization

Business-Type Business-Type

Activities Activities
June 30, 2005 June 30, 2004 Change
Current and other assets $ 94,064,838 $ 22,624,145 $ 71,440,693
Capital assets 695,486,022 692,096,401 3,389,621
Total assets 789,550,860 714,720,546 74,830,314
Long-term liabilities outstanding 98,532,409 18,188,986 80,343,423
Other liabilities 31,799,826 30,189,495 1,610,331
Total habilities 130,332,235 48,378,481 81,953,754
Net assets (deficit): '
Invested in capital assets, net of
related debt 695,486,022 692,096,401 3,389,621
Unrestricted (36,267,397) (25,754,336) (10,513,061)
Total net assets $ 659,218,625 $ 666,342,065 $  (7,123,440)

11



SAN DIEGO METROPOLITAN TRANSIT SYSTEM
Management’s Discussion and Analysis
June 30, 2005

Governmental Activities. Governmental activities increased MTS’ net assets by $69 million. Key elements of this
increase are as follows: :

2005 2004

Governmental Governmental
v Activities Activities Change
Revenues: :
Program revenues:
Operating grants and contributions $ 86,270,079 $ 78,201,891 $ 8,068,188
Capital grants and contributions 83,084,460 144,901,439 (61,816,979)
General revenues:
Interest income 11,638,987 6,288,711 5,350,276
Indirect cost recovery 2,827.481 2,456,925 370,556
Total revenues 183,821,007 231,848,966 (48,027,959)
Expenses:
General government 9,512,289 6,340,093 3,172,196
Transit support activities 898,786 771,256 127,530
Transit operations funding 73,006,798 76,521,882 (3,515,084)
Trauosit planning 916,815 225,020 691,795
Transit capital funding 261,775 16,764,717 (16,502,942)
Interest on long-term debt 8,669,729 8,151,473 518,256
Total expenses 93,266,192 108,774,441 (15,508,249)
Increase (decrease) in net assets
before capital contributions and
transfers 90,554,815 123,074,525 (32,519,710)
Capital contributions - SANDAG 946,278 128,356 817,922
Capital contributions - MTS (21,679,153) - (21,679,153)
Transfers (626,720) (525,560) (101,160)
Extraordinary event - (61,308,971) 61,308,971
Increase in net assets 69,195,220 61,368,350 7,826,870
Net assets — July 1, 2004 478,400,895 417,032,544 61,368,351
Prior period adjustment - see note 14 85,648,144 - 85,648,144
Net assets, as restated 564,049,039 417,032,544 147,016,495
b 633,244,259 $ 478,400,894 $ 154,843,365

Net assets — June 30, 2005

Capital and operating grants and contributions continue to be a major portion of the revenue used to fund transit
operations and capital projects. Variances between FY 2005 and FY 2004 governmental activities are attributable to
capital funding decreases and reclassification of some project costs to capital expenses.
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Variances between FY 2005 and 2004 business-type activities are due primarily to contributed capital totaling $50.7

million.

Revenues:
Program revenues:
Charges for services
Operating grants and contributions
Total revenues
Expenses:.
Transportation

Total expenses
Increase (decrease) in net assets
before capital contributions and
transfers
Capital contributions-SANDAG
Capital contributions-MTS
Transfers
Increase in net assets
Net assets-beginning of year
Net assets — June 30, 2004

2005 2004
Business-Type Business-Type
Activities Activities Change
3 66,055,549 $ 65,708,920 346,629
101,128,154 93,377,520 7,750,634
167,183,703 159,086,440 8,097,263
225,674,077 213,767,994 11,906,083
225,674,077 213,767,994 11,906,083
(58,490,374) (54,681,554) (3,808,820)
29,061,061 - 29,061,061
21,679,153 3,565,912 18,113,241
626,720 525,560 101,160
(7,123,440) (50,590,082) 43,466,642
666,342,065 716,932,147 (50,590,082)
$ 659,218,625 $ 666,342,065 (7,123,440)
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