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VIRGINIA RAILWAY EXPRESS
1500 King Street, Suite 202
Alexandria, VA 22314

P: (703) 684-1001

F: (703) 684-1313
WWW.VTE.0rg

October 30, 2012

To the Honorable Operations Board Members and Commissioners
The Virginia Railway Express

The Northern Virginia Transportation Commission

The Potomac and Rappahannock Transportation Commission

We are pleased to present the comprehensive annual financial report for fiscal year ended June 30, 2012 for
the Virginia Railway Express (VRE), a commuter rail service jointly owned and operated by the Northern
Virginia Transportation Commission (NVTC) and the Potomac and Rappahannock Transportation
Commission (PRTC). NVTC and PRTC are political subdivisions of the Commonwealth of Virginia. VRE is
not a legal entity and is considered a joint venture of the two Commissions for accounting purposes. As used
in this report, VRE refers to those activities that are carried out jointly or individually by NVTC and PRTC
to operate the commuter rail activities described below.

The report consists of management’s representations concerning the finances of VRE. Consequently,
management assumes responsibility for the completeness and reliability of all of the information presented in
this report. To provide a reasonable basis for making these representations, VRE’s management has
established a comprehensive internal control framework that is designed to protect VRE’s assets from loss,
theft, or misuse and to gather sufficient reliable information for the preparation of VRE’s financial
statements in conformity with accounting principles generally accepted in the United States of America. 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 the cost of a control should not exceed the
benefits likely to be derived. The evaluation of costs and benefits requires estimates and judgments by
management.

VRE’s financial statements have been audited by PBGH, LLP, a firm of licensed certified public
accountants, and have earned an unqualified opinion. The independent auditor’s report is located at the front
of the financial section of this report.

Management’s Discussion and Analysis (MD&A) is found immediately following the independent auditor’s
report. This letter of transmittal is designed to complement the MD&A and should be read in conjunction
with it.

Profile of Virginia Railway Express

VRE provides commuter rail service on two railroad lines originating in Fredericksburg and Manassas,
Virginia, and terminating at Union Station, Washington, DC. VRE began operations in 1992 with 16 trains
and 1,800 average daily riders. During fiscal year 2012, VRE operated 32 trains and served an average daily
ridership of 19,088, based on 250 days.




VRE is managed by the Commissions. Certain functions have been delegated to the VRE Operations Board,
consisting of representatives of all contributing and participating jurisdictions and one representative of the
Commonwealth of Virginia’s Department of Rail and Public Transportation. PRTC is the recipient of
federal grants for the rail service and NVTC is the recipient of state grants for the rail service, with certain
minor exceptions. All non-contract staff are employees of PRTC.

In accordance with the Master Agreement that created VRE, the Operations Board must prepare and submit a
preliminary annual budget to the Commissions and the contributing and participating jurisdictions by
September 30 of the preceding fiscal year for review and comment. A final recommended budget is prepared
by December 1 for consideration by the Operations Board and the Commissions by February 1, followed by
transmittal to the jurisdictions for appropriation. In addition, the Operations Board is required to have an
annual audit performed of the financial activities related to the commuter rail service.

Economic Conditions
Major Initiatives

During fiscal year 2012, VRE focused on improving systems that would ensure the future health of the rail
line and allow for expansion as opportunities and funding become available.

During fiscal years 2009 through 2011, VRE placed orders for the construction of 20 replacement
locomotives. The first new locomotive was delivered to VRE in June 2010 and a total of 13 were received
and in service by the end of fiscal year 2011. The remaining seven locomotives were delivered during fiscal
year 2012. The new locomotives are more fuel efficient and less costly to maintain and have significantly
improved service reliability. In addition, a central diagnostic system that monitors and transmits detailed
information on the status of the locomotive electronic systems was completed and capitalized. VRE placed
an order for the construction of eight Gallery railcars in fiscal year 2012 to replace existing equipment;
delivery is expected in fiscal year 2014.

A platform extension at the Broad Run station and a “Kiss & Ride” facility at the Woodbridge station were
completed during fiscal year 2012. In addition, the replacement of existing lighting with LED lighting was
completed at several locations; this project will continue in fiscal year 2013. During the fiscal year, the
construction of a spare parts warehouse at the Crossroads yard was substantially completed, and the
construction of additional parking at the Brooke and Leeland stations was in process. The design of a third
track near the planned Spotsylvania station began in fiscal year 2012; both the track and the station are
scheduled for construction to begin during fiscal year 2013 with completion scheduled in the following year.

Work is currently underway on a Mobile Ticketing option which will enable passengers to purchase VRE
fares via their cell phones. The mobile purchases will be able to be validated and presented to the conductors
for visual inspection, just as in the current process, though other capabilities may be added as the system
fully develops.

Long-Term Financial Planning

In order to help prioritize future needs and address potential future growth, a Long-Range Strategic Plan was
completed in 2004. The plan identified the projected ridership demand through 2025, and the capital and
operating expenses necessary to meet the demand. It also examined potential network extensions, their
impact on ridership, and the costs of such expansions and provided the technical underpinning for policy and
planning decisions in the upcoming years. The cost and timing of the major capital projects included in the
plan was updated in fiscal year 2012. Capital project costs and project timing are updated annually, as
needed, and are the basis for the annual development of the capital program. The annual budget includes
both a multi-year capital program and a six-year forecast of revenue, expenses and funding sources.



A Transit Development Plan (TDP) was prepared in December 2011 and funded by the Virginia Department
of Rail and Public Transportation (DRPT) to comply with DRPT requirements for recipients of state transit
operating and capital assistance and to assist the agency in preparing inputs to the state Six-Year
Improvement Program (SY IP) for transportation. The TDP identifies VRE’s anticipated operating and capital
needs over the six-year period from fiscal year 2013 to fiscal year 2018 and is consistent with the VRE
capital improvement program and six-year forecasts developed through the annual budget process. The plan
must be updated annually to reflect current agency operating and capital priorities and costs and to extend the
TDP financial plan an additional year to maintain a six-year planning horizon.

Financial Environment

The current financial environment has resulted in a conundrum for VRE, as it has for many transit agencies.
As the price of fuel has soared, environmental concerns increased, and highways became even more
crowded, commuters have been drawn to transit alternatives. For VRE, ridership has been further
strengthened by investments in new equipment and excellent on-time performance. As a result, VRE
experienced its highest cumulative average daily ridership to date during fiscal year 2012. At the same time,
the availability of needed subsidy funds from local, state and federal governments is constrained. As a result,
future VRE budgets will continue to reflect a balance between meeting service needs, controlling local
subsidy levels and setting fares at a reasonable price.

The focus of the VRE Operations Board and VRE management continues to be the provision of safe, reliable
commuter rail service to the citizens of Northern Virginia. With the Washington, DC metropolitan area
designated as an o0zone non-attainment area, public transit continues to play a vital role in addressing the
area’s need to improve air quality and reduce congestion. It is estimated that VRE takes the equivalent of
over one full lane of traffic off of both Interstate 95 and Interstate 66 during morning and evening rush hour.

Awards and Acknowledgement

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the Virginia Railway Express for its
comprehensive annual financial report for the fiscal year ended June 30, 2011. In order to be awarded a
Certificate of Achievement, a government must publish an easily readable and efficiently organized
comprehensive annual financial report. This report must satisfy both accounting principles generally
accepted in the United States of America and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current
comprehensive annual financial report continues to meet the Certificate of Achievement Program’s
requirements and we are submitting it to the GFOA to determine its eligibility for another certificate.

This report could not have been prepared without the dedicated cooperation of the entire Finance staff. We
would also like to thank the VRE Operations Board and the Commissions for their continued support in
planning and conducting the financial operations of VRE in a responsible, progressive fashion.

Respectfully submitted,

1 Q¢ W Q/l

) Donna Boxer, CPA
ecutive Officer Chief Financial Officer
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CERTIFIED PURLIC ACCOUNTANTS
L LIMITED LIARILITY PARTNERSHIP

www.pbgh.com

INDEPENDENT AUDITOR’S REPORT

To the Honorable Commission Board Members
The Northern Virginia Transportation Commission
The Potomac and Rappahannock Transportation Commission

We have audited the accompanying financial statements of the Virginia Railway Express, a joint venture
of the Northern Virginia Transportation Commission and the Potomac and Rappahannock Transportation
Commission, as of and for the years ended June 30, 2012 and 2011, as listed in the table of contents.
These financial statements are the responsibility of the Virginia Railway Express’ management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States; and Specifications for Audits of Authorities, Boards, and
Commissions, issued by the Auditor of Public Accounts of the Commonwealth of Virginia. Those
standards and specifications 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 consideration
of internal control over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Virginia
Railway Express’ internal control over financial reporting. Accordingly, we express no such opinion. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Virginia Railway Express as of June 30, 2012 and 2011, and the changes in
financial position and cash flows, where applicable, thereof for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated October 30,
2012 on our consideration of the Virginia Railway Express’ internal control over financial reporting and
our tests of its compliance with certain provisions of laws, regulations, contracts and grant agreements,
and other matters. The purpose of that report is to describe the scope of our testing of internal control
over financial reporting and compliance and the results of that testing, and not to provide an opinion on
the internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in assessing the
results of our audits.



Accounting principles generally accepted in the United States of America require that the Management’s
Discussion and Analysis and the required supplementary information on pages 8-16 and 40 be presented
to supplement the basic financial statements. Such information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States
of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited procedures
do not provide us with sufficient evidence to express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on VRE’s financial statements. The
accompanying introductory and statistical sections, as listed in the table of contents, are presented for
purposes of additional analysis and are not a required part of the financial statements. This information
has not been subjected to the auditing procedures applied in the audit of the financial statements and,
accordingly, we do not express an opinion or provide any assurance on it.

PBGH, e

Harrisonburg, Virginia
October 30, 2012



MANAGEMENT’S DISCUSSION AND ANALYSIS

The following Management’s Discussion and Analysis (MD&A) of the Virginia Railway Express’
activities and performance provides the reader with an introduction and overview of the financial
statements of the Virginia Railway Express (VRE) for the fiscal year ended June 30, 2012. We encourage
readers to consider the information presented here in conjunction with additional information that we
have furnished in our letter of transmittal, which can be found on pages 1-3 of this report and the financial
statements which begin on page 17.

Financial Operations and Highlights

e Operating revenues increased by 7.6 percent compared to the prior year, from $32,568,192 to
$35,025,775. Ridership increased by 5.6 percent from 4,517,366 annual trips to 4,771,987.

e Operating expenses increased by 6.9 percent from $57,628,912 to $61,626,644 as the result of
increases to the costs for access fees, maintenance materials for the older rolling stock, ticket
sales commissions, diesel fuel and utilities, and VRE’s share of the cost of developing a Master
Plan for Washington Union Terminal.

e Non-operating revenue and capital grants decreased by 40.1 percent from $96,135,133 to
$57,568,098. This decrease reflects the large federal and state grants drawn in fiscal year 2011
for the purchase of locomotives (with either PRTC or NVTC as grantee).

e The operating loss before depreciation was $26,600,869, an increase from the previous year of
6.1 percent. Local, federal and state support is accounted for as non-operating income and is used
to offset these losses.

e VRE’s total net assets increased by $12,379,083 from $254,899,711 to $267,278,794 primarily as
the result of grants and contributions for capital improvements. At the end of the fiscal year,
unrestricted net assets were $29,366,104.

o During the fiscal year, capital assets, net of accumulated depreciation and amortization, decreased
by 0.3 percent, as the combined result of expenditures on new projects, annual depreciation, and
the sale of obsolete rolling stock.

Overview of the Basic Financial Statements

This discussion and analysis are intended to serve as an introduction to the basic financial statements of
the Virginia Railway Express. VRE’s basic financial statements also include notes that provide more
detail for some of the information in the basic statements.

Basic Financial Statements. VRE’s statements are prepared in conformity with accounting principles
generally accepted in the United States of America (GAAP) as applied to an enterprise using the accrual
basis of accounting. Under this basis, revenues are recognized in the period in which they are earned, and
expenses are recognized in the period in which they are incurred.

VRE’s basic financial statements are the Statements of Net Assets; the Statements of Revenues, Expenses
and Changes in Net Assets; and the Statements of Cash Flows. Comparative data for the prior fiscal year
is provided for all three statements.



The Statements of Net Assets report VRE’s net assets, the difference between assets and liabilities. Net
assets are one way to measure financial position, but the reader should also consider other indicators, such
as the rate of growth of operating subsidies, passenger fare levels, ridership, general economic conditions
and the age and condition of capital assets.

The Statements of Revenues, Expenses and Changes in Net Assets report all of the revenues earned and
expenses incurred during the reporting periods.

The Statements of Cash Flows provide information on cash receipts and cash payments during the
reporting periods.

The basic financial statements can be found on pages 17-20 of this report.
Notes to the Basic Financial Statements. The notes provide additional information that is essential to a

full understanding of the data provided in the basic financial statements. The notes to the basic financial
statements can be found on pages 21-39 of this report.

Financial Analysis

Statements of Net Assets
As noted earlier, net assets may serve over time as an indicator of financial strength, although other
indicators should be considered as well. A condensed summary of VRE’s net assets at June 30, 2012,
2011, and 2010 is shown below:

Condensed Statements of Net Assets

2012 2011 2010
ASSETS:
Current and other assets $ 55,352,025 $ 55,530,425 $ 52,448,311
Capital assets, net 321,380,255 322,205,246 280,924,816
Total assets 376,732,280 377,735,671 333,373,127
LIABILITIES:
Current portion of long-term debt 8,866,830 8,378,899 7,816,356
Other current liabilities 8,219,368 15,119,555 17,571,445
Non-current liabilities 92,367,288 99,337,506 106,374,996
Total liabilities 109,453,486 122,835,960 131,762,797
NET ASSETS:
Invested in capital assets, net of
related debt 220,396,390 213,710,235 165,407,433
Restricted 17,516,300 16,912,457 15,526,729
Unrestricted 29,366,104 24,277,019 20,676,168
Total net assets $ 267,278,794 $ 254,899,711 $ 201,610,330




Current Year

Net assets increased by approximately $12.4 million, or 4.9 percent during the current fiscal year, due
mainly to capital contributions that were used to fund rolling stock and facilities improvements.

The largest portion of VRE’s net assets, $220.4 million or 82.5 percent, represents its investment in
capital assets (e.g., land, buildings, improvements, rolling stock, equipment and software), less the related
indebtedness outstanding used to acquire those capital assets. VRE uses these assets to provide services
to its riders; consequently, these assets are not available for future spending. The resources required to
repay this debt must be provided annually from operations and federal (with PRTC as grantee), state and
local support since it is unlikely that the capital assets themselves will be liquidated to pay liabilities.

A portion of VRE’s net assets, $17.5 million or nearly 6.6 percent represents resources that are restricted
for the liability insurance plan, debt service, and the purchase of replacement rolling stock.

Capital assets, net of accumulated depreciation and amortization, decreased approximately $.82 million or
0.3 percent as the result of a combination of lower expenditures on new projects, annual depreciation, and
the sale of obsolete rolling stock.

Current liabilities decreased approximately $6.4 million or 27.3 percent as the result of a decrease to
accrued expenses and contract retainage at year end, associated primarily with the completion of the
locomotive replacement project.

Noncurrent liabilities decreased approximately $7.0 million or 7.0 percent because of scheduled bond and
note repayments during the year.

Restricted net assets increased approximately $.6 million or 3.6 percent.
Prior Year

Net assets increased by approximately $53.3 million, or 26.4 percent during the current fiscal year, due
mainly to capital contributions that were used to fund rolling stock and facilities improvements.

The largest portion of VRE’s net assets, $213.7 million or 83.8 percent, represents its investment in
capital assets (e.g., land, buildings, improvements, rolling stock, equipment and software), less the related
indebtedness outstanding used to acquire those capital assets.

A portion of VRE’s net assets, $16.9 million or 6.6 percent represents resources that are restricted for the
liability insurance plan, debt service, and the purchase of replacement rolling stock.

Capital assets, net of accumulated depreciation and amortization, increased approximately $41.3 million
or 14.7 percent as the result of rolling stock and facilities additions.

Current liabilities decreased approximately $1.9 million or 7.4 percent as the result of a decrease to
accrued expense related to a $1.5 million payment to Amtrak for VRE’s share of a retroactive wage
settlement and accrued payments for the purchase of rolling stock combined with an increase to contract
retainage.

Noncurrent liabilities decreased approximately $7.0 million or 6.6 percent because of scheduled bond and
note repayments during the year.

Restricted net assets increased approximately $1.4 million or 8.9 percent.

10



Statements of Revenues, Expenses and Changes in Net Assets

The following financial information was derived from the Statements of Revenues, Expenses and
Changes in Net Assets and reflects how VRE’s net assets changed during the current and two prior fiscal

years.

Operating revenues:
Passenger revenue
Equipment rentals and other

Total operating revenues

Non-operating revenues and capital grants:

Subsidies and grants:
Commonwealth of Virginia
Federal — with PRTC as grantee
Federal - NVTC and other
Jurisdictional contributions
In-kind and local contributions
Interest income
Loss on disposal of assets
Total non-operating revenues and
capital grants

Total revenues

Operating expenses:
Contract operations and maintenance
Other operations and maintenance
Property leases and access fees
Insurance
Marketing and sales
General and administrative

Total operating expenses

Other expenses:
Depreciation and amortization
Interest, financing costs and other
Total other expenses
Total expenses
Change in net assets

Net assets - beginning of year

Net assets - end of year

2012 2011 2010
34,721,591 32,368,123 $ 30,019,730
304,184 200,069 247,375
35,025,775 32,568,192 30,267,105
14,739,474 20,313,115 24,093,271
27,178,191 56,293,414 29,988,091
- 3,308,513 377,371
15,943,917 16,070,307 16,376,968
46,924 406,331 680,631
17,974 15,059 89,643
(358,382) (271,606) (393,419)
57,568,098 96,135,133 71,212,556
92,593,873 128,703,325 101,479,661
21,093,606 21,405,930 20,291,361
14,594,826 12,949,155 12,055,009
13,123,367 11,756,531 9,482,367
3,491,620 4,049,906 3,864,366
2,211,354 1,502,434 1,259,048
7,111,871 5,964,956 5,642,360
61,626,644 57,628,912 52,594,511
13,373,129 12,218,203 11,337,406
5,215,017 5,566,829 5,682,935
18,588,146 17,785,032 17,020,341
80,214,790 75,413,944 69,614,852
12,379,083 53,289,381 31,864,809
254,899,711 201,610,330 169,745,521
$ 267,278,794 $ 254,899,711 $ 201,610,330
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Revenues
Current Year

Total revenues for the current fiscal year decreased approximately $36.1 million or 28.1 percent.
Operating revenues totaled $35.0 million, an increase of 7.6 percent from the prior year.

Passenger revenue increased approximately $2.4 million or 7.3 percent as the result of an increase in
ridership.

June 30,
2012 2011 2010
Ridership 4,771,987 4,517,366 4,033,230
% Increase 5.6% 12% 4.6%

Subsidies and capital grants decreased approximately $38.0 million or 47.6 percent; this decrease is
attributed to large grants for the purchase of locomotives in the prior fiscal year. Jurisdictional subsidies
decreased approximately $.1 million or 0.8 percent.

The following chart shows the major sources of revenues for the year ended June 30, 2012:

Interest income

0.0% Loss on disposal

of assets
.0.49% Passenger

revenue
37.5%

Jurisdictions
17.3%

Federal
29.4%
Equipment rentals
and other
0.3%

Commonwealth of
Virginia
15.9%
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Prior Year

Total revenues for the current fiscal year increased approximately $27.1 million or 26.6 percent.
Operating revenues totaled $32.6 million, an increase of 7.6 percent from the prior year.

Passenger revenue increased approximately $2.3 million or 7.8 percent as the result of an increase in
ridership.

Subsidies and capital grants increased approximately $25.5 million or 46.7 percent; this increase reflects
the grants for the purchase of locomotives. Jurisdictional subsidies decreased approximately $.3 million
or 1.9 percent. In addition, VRE received $.4 million of in-kind and local contributions.

Expenses

Current Year

Total operating and other expenses, including depreciation and amortization, increased approximately
$4.8 million or 6.4 percent. Operating expenses increased by $4 million or 6.9 percent. Total operating
expenses were approximately $61.6 million compared to approximately $57.6 million for the prior fiscal
year.

Property lease and access fee costs increased by approximately $1.4 million or 11.6 percent as the result
of regular contractual increases, a revised contract with CSX and additional service added at the end of
fiscal year 2011. Other operations and maintenance costs increased by $1.6 million or 12.7 percent
because of an increase to fuel and utilities costs of $.68 million and an increase to rolling stock repair and
maintenance costs of approximately $1 million for materials and specialized repairs related to the older
rolling stock and newer equipment no longer covered under warranty. Marketing and sales costs
increased by $.71 million or 47.2 percent as the result of higher ticket sales commission costs and
additional targeted media advertising. General and administrative costs increased by $1.1 million or 19.2
percent, reflecting VRE’s share of the cost of a Master Plan for Washington Union Terminal of $.86
million and higher salary and benefit costs of $.2 million. Insurance costs decreased by $.56 million or
13.8 percent as the result of a premium credit from prior years. Depreciation and amortization increased
by approximately $1.2 million or 9.5 percent and net interest and financing costs decreased by $.35
million or 6.3 percent.

The following chart shows the major expense categories for the year ended June 30, 2012:
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Prior Year

Total operating and other expenses, including depreciation and amortization, increased approximately $5.8
million or 8.3 percent. Operating expenses increased by $5 million or 9.6 percent. Total operating expenses
were approximately $57.6 million compared to approximately $52.6 million for the prior fiscal year.

Property leases and access fees increased by approximately $2.3 million or 24.0 percent as the result of
regular contractual increases and a new contract with Amtrak for access to Union Station. Contracted
operation and maintenance costs increased by approximately $1.1 million or 5.5 percent because of the
inclusion in the new contract of certain liability insurance costs and warehouse and facilities services and
additional costs for maintenance of the older locomotives. Diesel fuel and utility costs combined were higher
than the amounts for the prior year by approximately $1 million or 22.2 percent, primarily as the result of
substantial increases to the price of diesel fuel and the use of stand-by power for idling locomotives. Ticket
sales expense increased by $.12 million or 14.5 percent as the result of higher ticket sales, insurance costs
increased by $.19 million or 4.8 percent and professional services increased by $.21 million or 43.4% for
several grant funded studies and construction oversight. Depreciation and amortization increased by
approximately $.88 million or 7.8 percent and net interest and financing costs decreased by $.11 million or 2
percent.

Capital Assets and Debt Administration

Capital Assets

VRE’s investment in capital assets as of June 30, 2012 amounts to $321 million (net of accumulated
depreciation and amortization). This investment in capital assets includes rolling stock, stations and
platforms, track and signal improvements, office facilities, equipment and software, and equity in local
property. Acquisitions are funded using a variety of financing techniques, including loans and grants from
various government agencies and other local sources.

2012 2011 2010

Rolling stock 232,917,506 218,390,607 175,852,176
Vehicles 99,832 99,832 74,162
Facilities 94,688,877 92,335,553 78,099,155
Track and signal improvements 52,684,367 52,684,367 52,151,000
Equipment and software 8,739,939 8,393,438 8,776,321
Construction in progress 12,849,876 31,683,346 42,817,578
Equity in local properties 5,244,798 5,244,798 5,244,798
Furniture, equipment and software 5,409,010 3,760,116 3,724,664
412,634,205 412,592,057 366,739,854

Less accumulated depreciation and
amortization (91,253,950) (90,386,811) (85,815,038)
Total capital assets, net 321,380,255 322,205,246 280,924,816

14



Current Year

During fiscal year 2012, net investment in capital assets decreased approximately $.82 million or 0.3 percent,
as the result of the sale of older rolling stock combined with lower amounts of new project construction.
Completed projects totaling approximately $31.7 million were closed from construction in progress to their
respective capital accounts and an additional $.33 million was charged directly to the capital accounts. Seven
older locomotives and ten older railcars were sold during the year for a combined net loss on sale in the
amount of approximately $255,000.

The major completed projects were: the manufacture of seven new locomotives ($27.6 million); completion
of the CDS computer system for communication with the new locomotives ($1.6 million); construction of an
extension to the platform at the Broad Run station ($.89 million); construction of a “Kiss & Ride” facility at
the Woodbridge station ($.6 million); and a number of station, parking and yard lighting projects at various
stations ($.79 million). The major additions to construction in progress during the fiscal year were for the
construction of the Crossroads warehouse, the construction of additional parking at the Brooke and Leeland
stations, and lighting improvement projects at various stations.

Additional information on VRE’s capital assets and contractual commitments can be found in Notes 3 and 10
to the financial statements.

Prior Year

During fiscal year 2011, net investment in capital assets increased approximately $41.3 million or 14.7
percent. Completed projects totaling approximately $65 million were closed from construction in progress to
their respective capital accounts and an additional $.19 million was charged directly to the capital accounts.

The major completed projects were: manufacture of 13 new locomotives ($50.8 million); construction of a
second platform and pedestrian overpass at the Woodbridge station ($6.1 million); Fredericksburg station
viaduct and platform rehabilitation ($2.2 million); and the construction of a maintenance facility at the Broad
Run yard ($5.8 million). Seven older locomotives were sold during the year for a combined net loss on sale
in the amount of approximately $270,000. The major additions to construction in progress during the fiscal
year were for the acquisition of new locomotives, and improvements to the stations and yards.

Debt Administration

At June 30, 2012, VRE had total debt outstanding of $101,166,421. The revenue bond debt is issued under
the name of the Northern Virginia Transportation Commission (NVTC). The bonds are secured by a pledge
of VRE revenue and a debt service insurance policy guarantees payment of each bond series.

The Northern Virginia Transportation Commission (NVTC) and the Potomac and Rappahannock
Transportation Commission (PRTC) are co-lessees of the capital lease for rolling stock, which is secured by
the related equipment. The note payable for VRE’s office condominium was issued by NVTC and is secured
by the real estate. The promissory note with the Federal Railroad Administration for the purchase of 60
Gallery railcars was issued by NVTC, but both NVTC and PRTC are signatories. The note is secured by the
revenues of VRE and the rolling stock.

2012 2011 2010
Revenue bonds $ 18,685,000 $ 24,295,000 $ 29,490,000
Capital leases 18,751,762 19,786,652 20,775,627
Notes payable (includes RRIF) 63,729,659 63,685,611 64,189,851
Total $ 101,166,421 $ 107,767,263 $ 114,455,478

VRE has access to a line of credit of up to $1 million with SunTrust Bank; the line was not utilized during
2012. For further information, please refer to Notes 7 and 8 of the financial statements.
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Economic Factors and Next Year’s Budget

Population growth in Northern Virginia, especially in the outer suburbs, continues to remain robust. In
combination with the congestion on major highways and on-going highway construction projects, this
growth will continue to increase demand for VRE’s service. The constraining factors to VRE growth are
station parking, availability of seats, storage capacity, and the availability of subsidy funds.

A fare increase of 3% was implemented at the beginning of fiscal year 2013. The local subsidy for fiscal
year 2013 was increased by $484,882 to a total of $16,428,799, with full financial participation by
Spotsylvania County. The level of state funding for transportation continues to be volatile and the level of
federal formula funding may be more variable than it has been in the past.

Request for Information

This financial report is designed to provide a general overview of VRE’s finances for all those interested.
Questions concerning any of the information provided in this report or requests for additional information
should be addressed to the Chief Financial Officer, Virginia Railway Express, 1500 King Street,
Alexandria, Virginia 22314-2730 or by e-mail to dboxer@vre.org.
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VIRGINIA RAILWAY EXPRESS

STATEMENTS OF NET ASSETS
June 30, 2012 and 2011

ASSETS 2012 2011
Current Assets:
Cash and cash equivalents 6,149,443 9,921,706
Accounts receivable:
Due from PRTC - funded by FTA 20,453,692 14,533,706
Federal grants - other - 121,412
Commonwealth of Virginia grants 3,631,920 3,640,249
Trade receivables, net of allowance for
doubtful accounts 1,374,764 3,689,528
Other receivables 98,728 237,667
Inventory 4,272,638 4,715,458
Prepaid expenses and other 484,544 465,647
Restricted cash, cash equivalents and investments 17,555,259 16,808,248
Total current assets 54,020,988 54,133,621
Noncurrent Assets:
Deferred bond and lease costs, net 1,331,037 1,396,804
Capital assets:
Rolling stock 232,917,506 218,390,607
Vehicles 99,832 99,832
Facilities 94,688,877 92,335,553
Track and signal improvements 52,684,367 52,684,367
Equipment and software 8,739,939 8,393,438
Construction in progress 12,849,876 31,683,346
Equity in local properties 5,244,798 5,244,798
Furniture, equipment and software 5,409,010 3,760,116
412,634,205 412,592,057
Less accumulated depreciation and amortization (91,253,950) (90,386,811)
Total capital assets, net 321,380,255 322,205,246
Total noncurrent assets 322,711,292 323,602,050
Total assets 376,732,280 $ 377,735,671

See Notes to Financial Statements.
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LIABILITIES AND NET ASSETS 2012 2011
Current Liabilities:
Accounts payable $ 2714790 $ 2,675,346
Accounts payable — rolling stock - 1,092,856
Payable to Commissions 589,210 847,743
Compensated absences 29,909 2,757
Accrued expenses 2,563,735 4,610,277
Accrued interest 767,834 926,658
Unearned revenue 1,389,077 1,293,177
Contract retainage 164,813 3,670,741
Current portion of bonds payable 5,910,000 5,610,000
Current portion of capital lease obligations 1,082,937 1,034,890
Current portion of notes payable 1,873,893 1,734,009
Total current liabilities 17,086,198 23,498,454
Noncurrent Liabilities:
Bonds payable, net 12,592,444 18,319,892
Capital lease obligations 17,668,825 18,751,762
Notes payable 61,855,766 61,951,602
Compensated absences 250,253 314,250
Total noncurrent liabilities 92,367,288 99,337,506
Total liabilities 109,453,486 122,835,960
Net Assets:
Invested in capital assets, net of related debt 220,396,390 213,710,235
Restricted for liability insurance plan 10,156,492 10,052,968
Restricted for debt service and capital lease 6,408,466 6,259,239
Restricted grants or contributions 951,342 600,250
Unrestricted assets 29,366,104 24,277,019
Total net assets 267,278,794 254,899,711
Total liabilities and net assets $ 376,732,280 $ 377,735,671




VIRGINIA RAILWAY EXPRESS

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS
Years Ended June 30, 2012 and 2011

2012 2011
Operating Revenues:
Passenger revenue $ 34,721,591 $ 32,368,123
Equipment rentals and other 304,184 200,069
Total operating revenues 35,025,775 32,568,192
Operating Expenses:
Contract operations and maintenance 21,093,606 21,405,930
Other operations and maintenance 14,594,826 12,949,155
Property leases and access fees 13,123,367 11,756,531
Insurance 3,491,620 4,049,906
Marketing and sales 2,211,354 1,502,434
General and administrative 7,111,871 5,964,956
Total operating expenses 61,626,644 57,628,912
Operating loss before depreciation and amortization (26,600,869) (25,060,720)
Depreciation and amortization (13,373,129) (12,218,203)
Operating loss (39,973,998) (37,278,923)
Nonoperating Revenues (Expenses):
Subsidies:
Commonwealth of Virginia grants 12,711,602 12,806,509
Federal grants — with PRTC as grantee 17,181,121 16,157,284
Jurisdictional contributions 15,943,917 16,070,307
Interest income:
Operating funds 16,813 14,675
Other restricted funds 1,161 384
Loss on disposal of assets (358,382) (271,606)
Interest, amortization and other nonoperating expenses, net (5,215,017) (5,566,829)
Total nonoperating revenues, net 40,281,215 39,210,724
Capital grants and assistance:
Commonwealth of Virginia grants 2,027,872 7,506,606
Federal grants — with PRTC as grantee 9,997,070 40,136,130
Federal grants — NVTC and other - 3,308,513
Other local contributions 46,924 406,331
Total capital grants and assistance 12,071,866 51,357,580
Change in net assets 12,379,083 53,289,381
Net Assets, beginning 254,899,711 201,610,330
Net Assets, ending $ 267,278,794 $ 254,899,711

See Notes to Financial Statements. 19



VIRGINIA RAILWAY EXPRESS

STATEMENTS OF CASH FLOWS
Years Ended June 30, 2012 and 2011

2012 2011
Cash Flows From Operating Activities:
Receipts from customers $ 37,418,130 $ 33,206,301
Payments to suppliers (57,114,663) (58,124,897)
Payments to employees (4,646,027) (3,759,123)
Net cash used in operating activities (24,342,560) (28,677,719)
Cash Flows From Noncapital Financing Activities:
Governmental subsidies 37,855,195 46,219,491
Cash Flows From Capital and Related Financing Activities:
Acquisition and construction of capital assets (17,757,841) (51,928,553)
Capital grants and assistance 14,257,114 48,635,100
Proceeds from sale of capital assets 507,555 150,000
Principal paid on capital lease obligations (1,034,890) (988,975)
Principal paid on notes (1,770,591) (1,654,016)
Principal paid on bonds (5,610,000) (5,195,000)
Interest paid on capital lease obligation (896,467) (942,382)
Interest paid on bonds and notes (4,250,764) (4,525,203)
Net cash used in capital and related financing activities (16,555,884) (16,449,029)
Cash Flows From Investing Activities:
Interest received on investments 17,997 15,054
Increase (decrease) in cash and cash equivalents (3,025,252) 1,107,797
Cash and Cash Equivalents, beginning 26,729,954 25,622,157
Cash and Cash Equivalents, ending $ 23,704,702 $ 26,729,954
Reconciliation of Operating Loss to Net Cash Used In
Operating Activities:
Operating loss $  (39,973,998) $ (37,278,923)
Adjustments to reconcile operating loss to net
cash used in operating activities:
Depreciation and amortization 13,373,129 12,218,203
Loss on disposal of assets 166,624 34,505
(Increase) decrease in:
Accounts receivable 2,314,764 346,492
Other receivables (3,064) 55,297
Inventory 332,350 (1,269,878)
Prepaid expenses and other (18,897) 306,675
Increase (decrease) in:
Accounts payable and accrued expenses (614,123) (3,326,410)
Unearned revenue 80,655 236,320
Net cash used in operating activities $ (24,342,560) $ (28,677,719)
Schedule of Noncash Capital Activities:
Capital assets acquired through accounts payable $ 1,174,609 $ 1,609,739
Capital assets acquired through notes payable 1,814,639 1,149,776
Capital assets acquired through accrued liabilities 551,460 2,875,831
Capital assets acquired through in-kind contributions 13,177 197,367
$ 3,553,885 $ 5,832,713

See Notes to Financial Statements. 20



VIRGINIA RAILWAY EXPRESS

NOTES TO FINANCIAL STATEMENTS

Note 1.  Summary of Significant Accounting Policies
Reporting Entity

The Virginia Railway Express (VRE) is accounted for as a joint venture of the Northern Virginia
Transportation Commission (NVTC) and the Potomac and Rappahannock Transportation Commission
(PRTC). Pursuant to a Master Agreement signed in 1989, NVTC and PRTC (the Commissions) jointly own
and operate VRE. VRE provides commuter rail service on two railroad lines, one originating in
Fredericksburg and one originating in Manassas, Virginia, and both terminating at Union Station,
Washington, D.C. The service uses existing tracks of the CSX Transportation Corporation (CSX), and the
Norfolk Southern Railway Company, under respective operating access agreements. Trains are operated and
maintained pursuant to an agreement between the Commissions and Keolis Rail Services Virginia, LLC and
Amtrak provides the Commissions with access to storage at Union Station and other services.

Assets for VRE operations have been purchased in the name of the Commissions and funded primarily by
grants, loans or other financing arrangements for which one or both Commissions have served as grantee,
issuer, borrower, or in other related capacities. In order to present a full and accurate picture of VRE
operations and in accordance with the Master Agreement and related Appendices that established VRE, all
financial transactions related to the commuter rail program are combined in this report. In addition, an
allocation of the VRE assets, liabilities and operations are reflected in the financial reports of the
Commissions based on asset ownership, named entity on debt instruments, and sources of funding.

VRE is managed by the Commissions. Certain functions have been delegated to the VRE Operations Board,
which consists of representatives of all contributing and participating jurisdictions and one representative of
the Commonwealth of Virginia’s Department of Rail and Public Transportation. The system is not currently
configured for fare revenues alone to produce positive operating income. In addition to fares, the project is
financed with proceeds from the Commuter Rail Revenue Bonds, a federal loan, a lease financing, Federal
(with PRTC as grantee) and Commonwealth of Virginia grants, and jurisdictional contributions apportioned
through a formula based on ridership, supplemented by voluntary donations from contributing jurisdictions.
Grants and contributions fund both operations and capital projects. Participating jurisdictions include the
counties of Fairfax, Prince William, Spotsylvania and Stafford; and the cities of Manassas, Manassas Park
and Fredericksburg, Virginia. Contributing jurisdictions include Arlington County and the City of
Alexandria, Virginia. In February 2010 the VRE Master Agreement was amended to include Spotsylvania
County as a participating jurisdiction. Spotsylvania County’s share of the VRE annual subsidy from February
2010 through the middle of fiscal year 2012 has been deferred until 60 days after the beginning of fiscal year
2013.

In July 2007, the Commissions adopted amendments to the VRE Master Agreement that expanded the
Operations Board to include all member jurisdictions and provided for board representation proportionate to
system ridership, and weighted voting proportionate to jurisdictional subsidy. In addition, the amendments
apportioned jurisdictional subsidies on system ridership only, rather than the former 90 percent system
ridership and 10 percent population formula. The amendment to the subsidy formula was phased in over
four years, beginning in fiscal year 2008. The amendments also allowed for greater autonomy for the
Operations Board, with progressively more decisions made by the Board without referral to PRTC and
NVTC.
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VIRGINIA RAILWAY EXPRESS

NOTES TO FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies (Continued)
Measurement Focus, Basis of Accounting

VRE prepares its financial statements using the accrual basis of accounting. The activities of VRE are
similar to those of proprietary funds of local jurisdictions. The Governmental Accounting Standards Board
(“GASB”) is the accepted standard-setting body for establishing governmental accounting and financial
reporting principles. Pursuant to GASB Statement No. 20, Accounting and Financial Reporting for
Proprietary Funds and Other Governmental Entities that use Proprietary Fund Accounting, VRE has elected
to apply all applicable GASB pronouncements as well as Financial Accounting Standards Board (“FASB”)
pronouncements and Accounting Principles Board (“APB”) opinions issued on or before November 30, 1989
that do not conflict with or contradict GASB pronouncements. Governments also have the option of
following subsequent private-sector guidance for their business-type activities and enterprise funds, subject
to this same limitation. VRE has elected not to follow subsequent private-sector guidance.

Revenues and expenses: VRE distinguishes operating revenues and expenses from nonoperating items.
Operating revenues and expenses are those that result from providing services in connection with VRE’s
principal ongoing operation. The principal operating revenues of VRE are charges to customers which result
in passenger revenues. Passenger revenues are recorded as revenue at the time services are performed. Cash
received for services in advance is deferred until earned.

Operating revenues and expenses also include all revenues and expenses not associated with capital and
related financing, noncapital financing, subsidies, or investing activities.

Revenue recognition: Intergovernmental revenues, consisting primarily of Federal (with PRTC as grantee)
and Commonwealth of Virginia (with NVTC as grantee) grants, designated for payment of specific expenses,
are recognized at the time that the expenses are incurred. Capital grants and assistance are recognized as
additions are made to capital assets and other contributions are included in the Statements of Revenues,
Expenses and Changes in Net Assets when expended. VRE records monetary and in-kind contributions as it
assesses matching obligations to the jurisdictions or other construction partners. Any excess of grant
revenues or expenses at year end are recorded as unearned revenue or accounts receivable, respectively.

Cash and investments: VRE considers all highly liquid investments with maturities of three months or less
to be cash equivalents. Investments in U.S. government securities and commercial paper are carried at fair
value based on quoted market prices. The investment in the Local Government Investment Pool (LGIP or
Pool), a 2a7-like pool, is reported at the Pool’s share price.

Restricted cash and cash equivalents: Restricted cash, cash equivalents and investments of $17,555,259 and
$16,808,248 at June 30, 2012 and 2011, respectively, are comprised of funds related to bond compliance
requirements, the balance in the Liability Insurance Plan, proceeds from the sale of rolling stock and a small
liability claims account.

Allowance for uncollectible accounts: VRE calculates its allowance for uncollectible accounts using
historical collection data and specific account analysis. The allowance was $174,000 at June 30, 2012 and
$324,000 at June 30, 2011.

Inventory: VRE has purchased an inventory of spare parts for rolling stock that is maintained and managed
at the Commission’s warehouse located at Broad Run. VRE has constructed a warehouse at the Crossroads
yard and the spare parts inventory will be moved to that location at the beginning of fiscal year 2013.
Inventory is stated at cost, which approximates market, and is valued using the first-in-first-out method.
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VIRGINIA RAILWAY EXPRESS

NOTES TO FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies (Continued)
Measurement Focus, Basis of Accounting (Continued)

Prepaid expenses: Certain payments to vendors reflect costs applicable to future accounting periods and are
recorded as prepaid expenses in the financial statements using the consumption method.

Capital assets: For constructed assets, all costs necessary to bring assets to the condition and location
necessary for the intended use are capitalized. Asset costs include allocation of certain common construction
costs based on the relationship of associated direct costs. Assets constructed directly by jurisdictions in
satisfaction of system financial responsibilities have been capitalized at the estimated fair market value as of
the date of donation.

When assets are substantially complete and ready for use, these costs are transferred from construction in
progress to property and equipment and depreciated or amortized. Major improvements and replacements of
property are capitalized. Maintenance, repairs and minor improvements and replacements are expensed.

Costs of improvements to track, stations and signal facilities owned by the railroads have been capitalized in
recognition of the increased efficiency afforded VRE operations over their useful lives. The Commissions
retain a residual interest in these assets such that net salvage value will be reimbursed by the railroads upon
cessation of commuter rail service. Similarly, shared investments in jurisdictional facilities (“equity in local
properties”) recognize the right of access for commuter rail patrons granted to the Commissions.

VRE capitalizes assets that have an initial cost of $5,000 or more per unit and a useable life of two or more
years, with the exception of software purchases, which are only capitalized if the initial cost is $15,000 or
more.

Interest is capitalized on qualifying construction in progress projects until they have reached the point of
substantial completion. For those projects financed with tax-exempt debt, the amount of capitalized interest
equals the difference between the interest cost associated with the borrowing to finance the project and the
interest earned from temporary investment of the debt proceeds. Capitalized interest is amortized using the
straight-line method over the useful life of the asset.

Depreciation and amortization of all exhaustible equipment, buildings and intangibles is charged as an
expense against operations using the straight-line method over the following estimated useful lives:

Rolling stock 8-30 years
Vehicles 5 years
Facilities 30-40 years
Track and signal improvements 30 years
Equipment and software 5 years
Equity in local properties 35 years
Furniture, equipment and software 3-10 years

When, in the opinion of management, certain assets are impaired, any estimated decline in value is accounted
for as a non-operating expense. There were no impaired assets as of June 30, 2012.
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VIRGINIA RAILWAY EXPRESS

NOTES TO FINANCIAL STATEMENTS

Note 1. Summary of Significant Accounting Policies (Continued)
Measurement Focus, Basis of Accounting (Continued)

Compensated absences: VRE employees are granted vacation leave based on length of employment.
Employees with less than ten years of service may carry over a total of 225 hours of leave from year to year,
while those with more than ten years may carry over 300 hours. Excess leave may convert to sick leave or
may be paid out with the approval of the Chief Executive Officer. Employees may accumulate sick leave
without limitation. Employees who separate in good standing after five or more years of service will be paid
for 25 percent of their sick leave credit in excess of 450 hours. Certain employees may accumulate
compensatory leave for overtime worked. Compensated absences are accrued when incurred.

Long-term obligations: Bond premiums, discounts, and deferred losses, as well as issuance costs, are
deferred and amortized over the life of the bonds using the straight line method.

Estimates and assumptions:  The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during
the reporting period. Actual results could differ from those estimates.

Note 2. Cash, Cash Equivalents and Investments

Deposits. Deposits with banks are covered by the Federal Deposit Insurance Corporation (FDIC) and
collateralized in accordance with the Virginia Security for Public Deposits Act (the “Act”), Section 2.2-4400
et., seq. of the Code of Virginia. Under the Act, banks and savings institutions holding public deposits in
excess of the amount insured by the FDIC must pledge collateral to the Commonwealth of Virginia Treasury
Board. Financial institutions may choose between two collateralization methodologies and depending upon
that choice, will pledge collateral that ranges in the amounts from 50% to 130% of excess deposits.
Accordingly, all deposits are considered fully collateralized.

Investments. Statutes authorize local governments and other public bodies to invest in obligations of the
United States or agencies thereof, obligations of the Commonwealth of Virginia or political subdivisions
thereof, obligations of the International Bank for Reconstruction and Development (World Bank), the Asian
Development Bank, the African Development Bank, “prime quality” commercial paper and certain corporate
notes, bankers’ acceptances, repurchase agreements, and the State Treasurer’s Local Government Investment
Pool (LGIP).

The VRE Operations Board has adopted a formal investment policy. The goal of the policy is to minimize
risk and to ensure the availability of cash to meet VRE’s expenditures, while generating revenue from the use
of funds which might otherwise remain idle. The primary objectives of VRE’s investment activities, in
priority order, are: safety, liquidity and yield. The policy specifies eligible and ineligible investments;
diversification requirements; maximum length of time for various types of investments; and the process for
purchasing securities.
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VIRGINIA RAILWAY EXPRESS

NOTES TO FINANCIAL STATEMENTS

Note 2. Cash, Cash Equivalents and Investments (Continued)

Credit risk: The investment policy specifies credit quality for certain types of investments, as described
below, in accordance with the Code of Virginia, and the policy specifies the qualifications for institutions
providing depository and investment services. In addition, the Chief Financial Officer must conduct a
quarterly review of the condition of each authorized financial institution and broker/dealer.

Investment Credit Quality

Savings account or CD’s of any bank or savings Bank or savings and loan association must be a
and loan association within the Commonwealth of ~ “qualified public depository”
Virginia

Bankers’ acceptances Institution must be “prime quality” as determined by
one or more recognized rating services

Commercial paper Must be “prime quality” as rated by two of the
following: Moody’s (prime 1): S&P (A-1); Fitch (F-
1); Duff and Phelps (D-1)

Corporate notes Must be “high quality” as defined by ratings of at least
AA by S&P and Aa by Moody’s

Negotiable certificates of deposit and negotiable Must have ratings of at least A-1 by S&P and P-1 by
bank deposit notes Moody’s for short term instruments and AA by S&P
and Aa by Moody’s for long term instruments.

Custodial credit risk: For deposits, custodial credit risk is the risk that in the event of a failure of a
depository financial institution, VRE may not recover its deposits. All cash of VRE is maintained in
accounts collateralized in accordance with the Virginia Security for Public Deposits Act, Section 2.2-4400 et.
seq. of the Code of Virginia or covered by federal depository insurance. Under the Act, banks holding public
deposits in excess of the amounts insured by FDIC must pledge collateral in the amount of 50 percent of
excess deposits to a collateral pool in the name of the State Treasury Board. If any member bank fails, the
entire collateral pool becomes available to satisfy the claims of governmental entities. With the ability to
make additional assessments, the multiple bank collateral pool functions similarly to depository insurance.
The Commonwealth of Virginia Treasury Board is responsible for monitoring compliance with the
collateralization and reporting requirements of the Act. At June 30, 2012, the book balance of VRE’s
deposits with banks was $609,512.
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VIRGINIA RAILWAY EXPRESS

NOTES TO FINANCIAL STATEMENTS

Note 2. Cash, Cash Equivalents and Investments (Continued)

Interest rate risk: In accordance with its investment policy, VRE manages its exposure to declines in fair
values by limiting the maturity of various investment vehicles, as indicated in the chart below.

Concentration of credit risk: VRE’s investment policy provides limitations on the percentage of the
portfolio that can be invested in each type of security, as indicated in the following chart.

The limitations provided in the investment policy for maximum maturity and percentage of the portfolio for

each category of investment are as follows:

Investment Length of Maturity Percent Allowed
Bonds, notes, and other evidence of
indebtedness of the United States 60 months or less 100%
Bonds, notes, and other evidence of
indebtedness of the Commonwealth of Virginia 60 months or less 100%
Bonds, notes, and other evidence of indebtedness
of any county, city, town, district, authority or
other public body of the Commonwealth of Virginia 36 months or less 100%
Bonds and notes of FNMA and FHLB 36 months or less 75%
Savings accounts or CD’s of any bank or savings and
loan association within the Commonwealth of Virginia 12 months or less 20%
Money market mutual funds 13 months or less 60%
Repurchase agreements 24 months or less 20%
Bankers’ acceptances 24 months or less 10%
Prime Quality Commercial Paper
(no more than 5% from one issuer) 270 days or less 35%
High Quality Corporate Notes 24 months or less 50%
Certificates representing ownership in
treasury bond principal 24 months or less 50%
LGIP N/A 100%
Negotiable CD’s and negotiable bank deposit notes 24 months or less 25%
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Note 2. Cash, Cash Equivalents and Investments (Continued)

At June 30, 2012, VRE had investments of $6,529,932 in the LGIP. The LGIP is a professionally managed
money market fund that invests in qualifying obligations and securities as permitted by Virginia statutes.
Pursuant to Section 2.2-4605 of the Code of Virginia, the Treasury Board of the Commonwealth sponsors the
LGIP and has delegated certain functions to the State Treasurer. The LGIP reports to the Treasury Board at
the Treasury Board’s regularly scheduled monthly meetings. The fair value of the position of the LGIP is the
same as the value of the pool shares, i.e., the LGIP maintains a stable net asset value of $1 per share. The
LGIP has been assigned an “AAAm” rating by Standard & Poor’s.

The Commonwealth of Virginia Department of Treasury manages the VRE Insurance Trust. State statutes
govern the portion of assets invested in the Commonwealth’s pooled accounts, while the remainder is
invested by an external portfolio manager. At June 30, 2012, VRE had $10,156,492 invested in the
Insurance Trust. Beginning with fiscal year 2011, any earnings on these investments are retained by the
Commonwealth of Virginia.

Accumulated bond interest and principal payments in the amount of $6,408,466 at June 30, 2012 were held
by the bond trustee, U.S. Bank, in U.S. Treasury money market accounts. Investments in U. S. Treasury
money market accounts at U.S. Bank have been assigned a “AAAmM” rating by Standard & Poor’s.

As of June 30, 2012, the carrying values and maturity of VRE’s investments were as follows:

Maturities
Less than 1
Investment Type Fair Value Year
LGIP $ 6,529,932 $ 6,529,932
Insurance trust fund — pooled funds 10,156,492 10,156,492
Money market funds — U. S. Treasuries 6,408,466 6,408,466
Total investments $ 23,094,890 $ 23,094,890

During fiscal year 2012 Standard & Poor’s downgraded the credit quality of the debt of the United States to
AA+ which affects the assets held by the LGIP and the money market funds at U.S. Bank. The rating
assigned to all of these funds by Standard & Poor’s has remained at AAAm. Fitch Ratings and Moody’s
Investors Services have affirmed their AAA rating for the United States but with a Negative outlook.
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Note 3.  Capital Assets

Capital asset activity for the year ended June 30, 2012 was as follows:

Beginning (Deletions) Ending
Balance Increases Reclassifications Balance
Capital assets not being depreciated
or amortized:
Construction in progress $ 31683346 $ 12989614 $ (31,823,084) $ 12,849,876
Capital assets being depreciated or
amortized:
Rolling stock 218,390,607 - 14,526,899 232,917,506
Vehicles 99,832 - - 99,832
Facilities 92,335,553 - 2,353,324 94,688,877
Track and signal improvements 52,684,367 - - 52,684,367
Equipment and software 8,393,438 291,613 54,888 8,739,939
Equity in local properties 5,244,798 - - 5,244,798
Furniture, equipment and software 3,760,116 39,001 1,609,893 5,409,010
Total capital assets being
depreciated or amortized 380,908,711 330,614 18,545,004 399,784,329
Less accumulated depreciation or
amortization for:
Rolling stock 42,755,780 7,949,551 (12,505,990) 38,199,341
Vehicles 51,126 15,001 - 66,127
Facilities 20,878,476 2,661,309 - 23,539,785
Track and signal improvements 14,275,092 1,791,703 - 16,066,795
Equipment and software 7,309,949 471,131 - 7,781,080
Equity in local properties 2,647,350 149,852 - 2,797,202
Furniture, equipment and software 2,469,038 334,582 - 2,803,620
Total accumulated depreciation
or amortization 90,386,811 13,373,129 (12,505,990) 91,253,950
Total capital assets being
depreciated or amortized, net 290,521,900 (13,042,515) 31,050,994 308,530,379
Totals $ 322205246 $ (52,901) $ (772,090) $ 321,380,255
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Note 3. Capital Assets (Continued)

Capital asset activity for the year ended June 30, 2011 was as follows:

Beginning (Deletions) Ending
Balance Increases Reclassifications Balance
Capital assets not being depreciated
or amortized:
Construction in progress $ 42817578 $ 53913536 $ (65,047,768) $ 31,683,346
Capital assets being depreciated or
amortized:
Rolling stock 175,852,176 - 42,538,431 218,390,607
Vehicles 74,162 25,670 - 99,832
Facilities 78,099,155 - 14,236,398 92,335,553
Track and signal improvements 52,151,000 - 533,367 52,684,367
Equipment and software 8,776,321 130,086 (512,969) 8,393,438
Equity in local properties 5,244,798 - - 5,244,798
Furniture, equipment and software 3,724,664 35,452 - 3,760,116
Total capital assets being
depreciated or amortized 323,922,276 191,208 56,795,227 380,908,711
Less accumulated depreciation or
amortization for:
Rolling stock 43,268,482 7,106,819 (7,619,521) 42,755,780
Vehicles 46,981 4,145 - 51,126
Facilities 18,510,178 2,368,298 - 20,878,476
Track and signal improvements 12,456,787 1,818,305 - 14,275,092
Equipment and software 6,800,044 536,814 (26,909) 7,309,949
Equity in local properties 2,497,499 149,851 - 2,647,350
Furniture, equipment and software 2,235,067 233,971 - 2,469,038
Total accumulated depreciation
or amortization 85,815,038 12,218,203 (7,646,430) 90,386,811
Total capital assets being
depreciated or amortized, net 238,107,238 (12,026,995) 64,441,657 290,521,900
Totals $ 280924816 $ 41886541 $ (606,111) $ 322,205,246
Note 4. Related Party Transactions

VRE reimburses the Commissions for expenditures made on behalf of VRE. During 2012 and 2011, these
payments included $4,350,169 and $4,142,917 of salary-related costs and $5,457 and $4,925 of
administrative costs, respectively, which are functionally classified with similar payments made directly
to vendors and contractors. In addition, VRE pays the Commissions for direct labor and associated
indirect costs incurred for services rendered under budgeted activities for VRE. These staff support
payments totaled $70,000 and $70,018 to NVTC and $88,700 and $78,254 to PRTC during 2012 and
2011, respectively.

VRE also contracts with PRTC for connecting bus service to selected stations on an as needed basis.
PRTC bus service costs amounted to approximately $8,684 and $9,577 in 2012 and 2011, respectively.
Amounts payable to NVTC and PRTC were $12,794 and $576,416 at June 30, 2012 and $12,314 and
$835,429, respectively, at June 30, 2011.
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Note 5. Defined Benefit Pension Plan
A. Plan Description

Name of Plan: Virginia Retirement System (VRS)
Identification of Plan: Agent and Cost-Sharing Multiple-Employer Defined Benefit Pension Plan
Administering Entity: Virginia Retirement System (System)

All full-time, salaried permanent employees of participating employers are automatically covered by VRS
upon employment through PRTC. Benefits vest after five years of service credit. Members earn one
month of service credit. Members earn one month of service credit for each month they are employed and
their employer is paying into the VRS. Members are eligible to purchase prior public service, active duty
military service, certain periods of leave and previously refunded VRS service as credit to their plan.

VRS administers two defined benefit plans for VRE (PRTC) employees — Plan 1 and Plan 2:

e Members hired before July 1, 2010 and who have service credits before July 1, 2010 are covered
under Plan 1. Members are eligible for an unreduced retirement benefit beginning at age 65 with
at least five years of service credit or age 50 with at least 30 years of service credit. They may
retire with a reduced benefit early at age 55 with at least 10 years of service credit or age 50 with
at least five years of service credit.

o Members hired or rehired on or after July 1, 2010 and who have no service credits before July 1,
2010 are covered under Plan 2. Members are eligible for an unreduced benefit beginning at their
normal Social Security retirement age with at least five years of service credit or when the sum
of their age and service equals 90. They may retire with a reduced benefit as early as age 60 with
at least five years of service credit.

The VRS Basic Benefit is a lifetime monthly benefit based on a retirement multiplier as a percentage of
the member’s average final compensation multiplied by the member’s total service credit. Under Plan 1,
average final compensation is the average of the member’s 36 consecutive months of highest
compensation. Under Plan 2, average final compensation is the average of the member’s 60 consecutive
months of highest compensation. The retirement multiplier for non-hazardous duty members is 1.70
percent. At retirement, members can elect the Basic Benefit, the Survivor Option, a Partial Lump-Sum
Option Payment (PLOP) or the Advance Pension Option. A retirement reduction factor is applied to the
Basic Benefit amount for members electing the Survivor Option, PLOP or Advance Pension Option or
those retiring with a reduced benefit.

Retirees are eligible for an annual cost-of-living adjustment (COLA) effective July 1 of the second
calendar year of retirement. Under Plan 1, the COLA cannot exceed 5.00 percent; under Plan 2, the
COLA cannot exceed 6.00 percent. During years of no inflation or deflation, the COLA is 0.00 percent.
The VRS also provides death and disability benefits. Title 51.1 of the Code of Virginia (1950), as
amended, assigns the authority to establish and amend benefit provisions to the General Assembly of
Virginia.

The System issues a publicly available comprehensive annual financial report which includes financial
statements and required supplementary information for VRS. A copy of the report may be obtained from
the VRS Web site at http://www.varetire.org/Pdf/Publications/2011-Annual-Report.pdf or by writing to
the system’s Chief Financial Officer at P.O. Box 2500, Richmond, VA, 23218-2500.
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Note 5. Defined Benefit Pension Plan (Continued)
B. Funding Policy

Plan members are required by Title 51.1 of the Code of Virginia (1950), as amended, to contribute 5.00
percent of their compensation toward their retirement. All or part of the 5.00 percent member
contribution may be assumed by the employer. In addition, VRE is required to contribute the remaining
amounts necessary to fund its participation in the VRS using the actuarial basis specified by the Code of
Virginia and approved by the VRS Board of Trustees. VRE’s contribution rate for the fiscal year ended
June 30, 2012 was 10.92 percent of annual covered payroll, inclusive of the 5.00 percent member
contribution, and VRE also contributed 0.28 percent for group life insurance.

C. Annual Pension Cost

For fiscal year 2012, VRE’s annual pension cost of $334,169 was equal to the VRE’s required and actual
contributions.

Three-Year Trend Information for VRE

Annual Percentage
Fiscal Year Pension of APC Net Pension
Ended Cost (APC) Contributed Obligation
June 30, 2010 $ 365,253 100% $ -
June 30, 2011 334,135 100% -
June 30, 2012 334,169 100% -

The fiscal year 2012 required contribution was determined as part of the June 30, 2009 actuarial
valuation using the entry age actuarial cost method. The actuarial assumptions at June 30, 2009 included
(a) an investment rate of return (net of administrative expenses) of 7.50 percent, (b) projected salary
increases ranging from 3.75 percent to 5.60 percent per year for general government employees and 3.50
percent to 4.75 percent for employees eligible for enhanced benefits available to law enforcement
officers, firefighters, and sheriffs, and (c) a cost-of-living adjustment of 2.50 percent per year. Both the
investment rate of return and the projected salary increases include an inflation component of 2.50
percent. The actuarial value of the PRTC’s assets is equal to the modified market value of assets (VRE’s
assets are not separated from PRTC’s). This method uses techniques that smooth the effects of short-
term volatility in the market value of assets over a five year period. PRTC’s unfunded actuarial accrued
liability is being amortized as a level percentage of projected payroll on an open basis. The remaining
amortization period at June 30, 2009 for the Unfunded Actuarial Accrued Liability (UAAL) was 20
years.
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Note 5. Defined Benefit Pension Plan (Continued)
D. Funded Status and Funding Process

As of June 30, 2011, the most recent actuarial valuation date, the plan was 84.66 percent funded. The
actuarial accrued liability for benefits was $9,730,413 and the actuarial value of assets was $8,237,980,
resulting in an unfunded actuarial accrued liability (UAAL) of $1,492,433. The covered payroll (annual
payroll of active employees of the plan) was $5,751,116 and the ratio of the UAAL to the covered payroll
was 25.95 percent. The only other postemployment benefits offered by VRE are COBRA payments,
which have been determined to be immaterial to the financial statements.

The Schedule of Funding Progress, presented as Required Supplementary Information following the notes
to the financial statements, presents multi-year trend information about whether the actuarial value of plan
assets is increasing or decreasing over time relative to the actuarial accrued liability (AAL) for benefits.

Note 6.  Operating Leases and Agreements

Operating Access Agreements with the CSX and Norfolk Southern railroads provide the Commissions the
right to use tracks owned by the railroads in the provision of commuter rail passenger service. These
agreements require the Commissions to pay the railroads a monthly base fee and to reimburse the
railroads for any incremental cost incurred by the railroads as a result of providing tracks for commuter
rail service. For the years ended June 30, 2012 and 2011, annual track usage fees totaled approximately
$7,645,000 and $6,210,000, respectively, and facility and other identified costs totaled approximately
$450,000 and $454,000, respectively. Fiscal year 2012 costs reflect an additional train on the Manassas
line and the terms of a new contract with CSX that went into effect on July 1, 2011.

Under the former Purchase of Services Agreement dated March 1, 1998 Amtrak operated and maintained
the VRE service and rolling stock, and permitted the Commissions to use its terminal, station, and
equipment maintenance facilities at Union Station, Washington, D.C. The provisions of the 1998
agreement for maintenance of equipment, access to Union Station, and train operations terminated on
June 25, June 28 and July 9, 2010, respectively.

The new agreement between Amtrak and the Commissions for access to and storage of equipment at
Union Station and mid-day maintenance, electrical power and other services became effective on June 28,
2010. For the years ended June 30, 2012 and 2011, costs for these services totaled approximately
$9,185,000 and $8,759,000, respectively. Cost adjustments will be made in future years to reflect changes
to various published costs indices and the number of trains that have access to and are stored and serviced
at the terminal.

During fiscal year 2010, the Commissions entered into a contract with Keolis Rail Services Virginia, LLC
for train operations and maintenance for a five year period beginning June 25, 2010. The cost of train
operations and maintenance for the years ended June 30, 2012 and 2011 totaled approximately
$17,474,000 and $18,151,000, respectively. Costs are based on an annual budget prepared in advance.
Costs in future years will be adjusted for service additions or deletions and annual changes to the
Consumer Price Index.

VRE entered into a series of operating leases with Titan Transit for locomotives. For the years ended
June 30, 2012 and 2011, lease costs totaled approximately $74,000 and $202,600, respectively. Two of
these leases terminated in the first quarter of fiscal year 2012 and the final lease terminated in the fourth
quarter of the fiscal year.
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Note 7.  Long-Term Debt Obligations

The following is a summary of long-term liability activity for the year ended June 30, 2012:

Beginning Ending Due Within
Balance Increases Decreases Balance One Year
Revenue Bonds $ 24,295,000 $ - $ (5,610,0000 $ 18,685,000 5,910,000
Capital Leases 19,786,652 - (1,034,890) 18,751,762 1,082,937
Notes Payable 63,685,611 1,814,639 (1,770,591) 63,729,659 1,873,893
107,767,263 1,814,639 (8,415,481) 101,166,421 8,866,830
Compensated Absences 317,007 231,601 (268,446) 280,162 29,909
$ 108,084,270 $ 2,046,240 $ (8,683,927) $ 101,446,583 8,896,739
Revenue Bonds:
$31,700,000 Commuter Rail Revenue Refunding Bonds, series 1998; due in
annual maturities of $5,910,000 to $6,555,000 through July 1, 2014, plus
semi-annual interest at 5.25% to 5.375%. 3 18,685,000
Plus (less) unamortized:
Deferred loss (235,664)
Premiums 53,108
Total bonded debt, net $ 18,502,444

The 1998 Series Bonds are payable from a pledge of revenues attributable to VRE, including government

grants, local jurisdictional contributions and passenger revenue.

A debt service insurance policy

guarantees payment of each bond series. Mandatory debt service requirements consist of the following:

Years Ending Total
June 30, Principal Interest Required
2013 $ 5,910,000 $ 841,794 $ 6,751,794
2014 6,220,000 519,494 6,739,494
2015 6,555,000 176,166 6,731,166
$ 18,685,000 $ 1,537,454 $ 20,222,454
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Deferred bonds, lease and notes cost, consisting of issuance costs and insurance premiums are shown net
of accumulated amortization. These costs are amortized on a straight-line basis over the life of the debt.
Amortization of deferred costs, approximating $78,200 and $76,700, are included in interest expense in
2012 and 2011, respectively. Federal arbitrage regulations apply to VRE’s revenue bonds and the Gallery
IV capitalized lease.

The Indentures of Trust for the 1997 Commuter Rail Revenue Bonds required VRE to maintain a debt
service reserve. During fiscal year 2000, VRE purchased a surety in substitution of the debt service
reserve fund, releasing the proceeds from the reserve. The Indentures of Trust for the bonds also require
the maintenance of an operating reserve equivalent to one-third (33.3 percent) of annual budgeted
operating expenses. As of June 30, 2012 and 2011, VRE designated $36,464,980 and $37,325,284
respectively, of its cash, inventory and receivables as this operating reserve. The reserves represented
62.17 percent and 64.90 percent of budgeted operating expenses for June 30, 2012 and 2011, respectively.

Funds are invested by the Trustee pursuant to the Indentures of Trust and are classified as restricted.
Funds held by the Trustee as of June 30, 2012 and 2011, are as follows:

2012 2011
Bond Interest Fund $ 498,466 $ 649,234
Bond Principal Fund 5,910,000 5,610,005
Total held by Trustee $ 6,408,466 $ 6,259,239
Capitalized Lease - Gallery IV (11 cars)
$25,100,000 capitalized lease obligation; $965,679 due semi-
annually, interest at 4.59%, maturing in 2025, collateralized with
Gallery IV railcars with a carrying value of $21,932,339. $ 18,751,762
Future minimum lease payments as of June 30, 2012 are as follows:
Years Ending
June 30, Amount
2013 $ 1,931,357
2014 1,931,357
2015 1,931,357
2016 1,931,357
2017 1,931,357
2018-2022 9,656,785
2023-2025 5,794,071
Total minimum lease payments 25,107,641
Lease amount representing interest 6,355,879
Present value of lease payments $ 18,751,762
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Note Payable — Gallery IV (60 cars)

In fiscal year 2008, VRE entered into an agreement with the Federal Railroad Administration for a loan of
up to $72.5 million to purchase 50 Gallery railcars; in fiscal year 2009 the terms were amended to include
ten additional Gallery railcars. A series of sixteen promissory notes were originally authorized and during
fiscal year 2012 the balance on the individual notes were combined into a consolidated note. The note is
secured by the revenues of VRE and the railcars. The carrying value of the railcars was $97,776,432 at
June 30, 2012.

$63,844,842 Promissory Note; due in quarterly maturities of $440,368 to

$1,195,258 through March 2033, plus quarterly interest at 4.74% $ 63,409,659

Mandatory debt service requirements are as follows:

Years Ending Total
June 30, Principal Interest Required
2013 $ 1,813,893 $ 2,969,620 $ 4,783,513
2014 1,897,186 2,886,327 4,783,513
2015 1,988,724 2,794,789 4,783,513
2016 2,080,914 2,702,599 4,783,513
2017 2,188,783 2,594,730 4,783,513
2018-2022 12,613,047 11,304,515 23,917,562
2023-2027 15,964,023 7,953,539 23,917,562
2028-2032 20,204,782 3,712,780 23,917,562
2033 4,658,307 125,207 4,783,514

$ 63,409,659 $ 37,044,106 $ 100,453,765

Note Payable — VRE Offices:

In June 2002, VRE entered into a borrowing with SunTrust Bank in the amount of $900,000 to refinance
a previous borrowing used to purchase the VRE offices. This note carried a repayment schedule of 15
years, with the terms of the note subject to revision June 2007. In November 2007 a new note was signed
in the amount of $600,000 at 4.31 percent interest with a 10 year amortization and a balloon payment
after five years. Principal of $5,000 plus interest is payable monthly. The note is secured by the office
condominium. The balance outstanding was $320,000 and $380,000 for the years ended June 30, 2012
and 2011, respectively.

Note 8.  Short-Term Debt

VRE uses a revolving line of credit to finance certain grant-funded capital projects prior to the receipt of
reimbursements from the granting agencies. The revolving line of credit was not used during the years
ended June 30, 2012 and 2011. The line of credit is in NVTC’s name and they are obligated for any
outstanding balance.
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Note 9.  Liability Insurance Plan

VRE is exposed to various risks of loss related to torts; theft of, damage to and destruction of assets; and
natural disasters. The Virginia Department of Treasury, Division of Risk Management has established the
terms of VRE’s Commuter Rail Operations Liability Plan (the Insurance Plan). The Insurance Plan
consists of a combination of self-insurance reserves and purchased insurance in amounts actuarially
determined to meet the indemnification requirements of the Operating Access Agreements and the
Purchase of Services Agreement and for liability and property damage. The Commissions indemnify
each of the railroads in an amount up to $250,000,000 for any claims against persons or property
associated with commuter rail operations. Settled claims have not exceeded commercial coverage during
any of the past three fiscal years. The liability for incurred but not reported claims was approximately
$240,000 at June 30, 2012 and $307,000 at June 30, 2011.

The Division of Risk Management manages the Insurance Trust Fund pursuant to provisions of the
Insurance Plan. Since November 2011, all plan assets have been invested in the Department of Treasury
common pool. Prior to that time, approximately one-half of plan assets were invested in the common
pool, and the remainder was invested in a portfolio managed by external financial consultants. Activity in
the Insurance Trust Fund for the years ended June 30, 2012 and 2011 was as follows:

2012 2011
Beginning balance, July 1 $ 10,052,968 $ 9,511,797
Contribution to reserves 3,619,260 4,525,000
Insurance premiums paid (3,459,693) (3,711,476)
Claims mitigation costs and losses incurred (3,558) (190,585)
Actuarial and administrative charges (52,485) (81,768)
Ending balance, June 30 $ 10,156,492  $ 10,052,968

An actuarial study is performed annually to determine the adequacy of the Insurance Trust Fund for the
risk retained and to determine the required contribution to reserves.
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Note 10. Contingencies and Contractual Commitments

At June 30, 2012, there were disputes between VRE and certain vendors. The amounts of any
settlements, should they occur, are not determinable at this time. However, such amounts are not
expected to be material in relation to the recorded amounts.

The Commissions have outstanding commitments for construction of facilities and equipment. A
combination of Federal (with PRTC as grantee) and Commonwealth of Virginia grants and local funds
will be used to finance these capital projects. The following is a summary of the more significant
contractual commitments, net of expenditures incurred as of June 30, 2012:

Stations and parking lots 3 4,235,066
Rolling Stock 22,226,007
Maintenance and layover yards 653,327
Track and signal improvements 611,459
Other administrative 302,331

Total $ 28,028,190

VRE has received proceeds from several federal (with PRTC as grantee) and state grant programs. In the
event of an audit of these grants, certain costs may be guestioned as not being appropriate expenses under
the grant agreements. Such findings may result in the refund of grant monies to the grantor agencies.
Based on VRE’s policies and past experience, management believes that no refunds would be due in the
case of an audit and, accordingly, no provision has been made in the accompanying financial statements
for the refund of grant monies.

The federal grant agreements control the use and disposal of property acquired with federal grant funds. If
property is removed from service prior to the end of its useful life, the grant recipient may be required to
return to the grantor agency the federal assistance expended on that property. In addition, permission of
the grantor agency is required if property is disposed of prior to the end of its useful life or at any time for
an amount in excess of $5,000. At the end of fiscal year 2012, VRE was holding the proceeds of the sale
of older equipment in the amount of $951,342 in a restricted account, to be used for the purchase of
replacement rolling stock. Once collected, the proceeds will be used for the purchase of replacement
rolling stock.

The Master Agreement for the use of Commonwealth of Virginia Transportation Funds control the use
and disposal of property acquired with state grant funds. If any project equipment are not used for the
purpose for which they were purchased for the duration of their useful lives, the Commonwealth has the
option of requiring the grantee to relinquish title to the project equipment or remit an amount equal to the
proportional share of the fair market value based upon the ratio of participation by the state. For facilities,
the Commonwealth requires an amount equal to the proportional share of fair market value based upon
the ratio of participation by the state to be remitted.
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Note 11. Pending GASB Statements

At June 30, 2012, the Governmental Accounting Standards Board (GASB) had issued statements not yet
implemented by VRE. The statements which might impact VRE are as follows:

GASB Statement No. 62, Codification of Accounting and Financial Reporting Guidance Contained in
Pre-November 30, 1989 FASB and AICPA Pronouncements, improves financial reporting by contributing
to the GASB’s efforts to codify all sources of generally accepted accounting principles for state and local
governments so that they derive from a single source. Statement No. 62 will be effective for periods
beginning after December 15, 2012.

GASB Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred Inflows of
Resources, and Net Position, will improve financial reporting by standardizing the presentation of
deferred outflows of resources and deferred inflows of resources and their effects on a government’s net
position. Statement No. 63 will be effective for periods beginning after December 15, 2012.

GASB Statement No. 65, Items Previously Reported as Assets and Liabilities, establishes accounting and
financial reporting standards that reclassify, as deferred outflows of resources or deferred inflows of
resources, certain items that were previously reported as assets and liabilities and recognizes, as outflows
of resources or inflows of resources, certain items that were previously reported as assets and liabilities.
This Statement also provides other financial reporting guidance related to the impact of the financial
statement elements deferred outflows of resources and deferred inflows of resources, such as changes in
the determination of the major fund calculations and limiting the use of the term deferred in financial
statement presentations. Statement No. 65 will be effective for periods beginning after December 15,
2012.

GASB Statement No. 66, Technical Corrections — 2012, will improve accounting and financial reporting
for a governmental financial reporting entity by resolving conflicting guidance that resulted from the
issuance of two pronouncements, Statements No. 54, Fund Balance Reporting and Governmental Fund
Type Definitions and No. 62, Codification of Accounting and Financial Reporting Guidance Contained in
Pre-November 30, 1989 FASB and AICPA Pronouncements. Statement No. 66 will be effective for
periods beginning after December 15, 2012.

GASB Statement No. 67, Financial Reporting for Pension Plans, an amendment of GASB Statement No.
25, will improve financial reporting by state and local government pension plans. Statement No. 67 will
be effective for fiscal years beginning after June 15, 2013.

GASB Statement No. 68, Accounting and Financial Reporting for Pensions, will improve accounting and
financial reporting by state and local governments for pensions. It also improves information provided by
state and local governmental employers about financial support for pensions that is provided by other
entities. Statement No. 68 will be effective for fiscal years beginning after June 15, 2014.
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VIRGINIA RAILWAY EXPRESS

NOTES TO FINANCIAL STATEMENTS

Note 12. Subsequent Events

VRE entered into contracts at various times from April 2012 through June 2012 to purchase fuel at set
prices for delivery in July 2012 through June 2013. The fuel will be used in the normal course of
operations and is not being purchased for resale. The total commitment is for 1,008,000 gallons of fuel at
a cost of approximately $3.1 million.

On September 6, 2012 the Commissions authorized the sale of two GP-40 locomotives to Goodloe
Leasing LLC for a total amount of $140,000 and the Purchase Agreement was signed the following day.
In addition, locomotive spare parts for the GP-40 and other older locomotives were sold to Goodloe
Leasing in July 2012 for $100,000.
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VIRGINIA RAILWAY EXPRESS

SCHEDULE OF FUNDING PROGRESS

Virginia Retirement System

The information below is derived from the actuarial valuation report for the Potomac & Rappahannock
Transportation Commission, which consolidates information for both PRTC and VRE employees. No
separate data on funding progress is available solely for VRE.

Actuarial
Valuation Actuarial Accrued Unfunded Funded Ratio Annual UAAL as a %
as of Value of Liability AAL Assets as % of Covered of Covered
June 30, Assets (AAL) (UAAL) AAL Payroll Payroll
2011 $ 8,237,980 $9,730,413 $ 1,492,433 84.66% $5,751,116 25.95%
2010 7,503,689 8,539,776 1,036,087 87.87% 5,733,383 18.07%
2009 6,809,891 6,996,387 186,496 97.33% 5,743,627 3.25%
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STATISTICAL SECTION

This portion of Virginia Railway Express’ Comprehensive Annual Financial Report presents detailed
information as a context for understanding what the information in the financial statements, note
disclosures, and required supplemental information says about the entity’s overall financial health.
Unless otherwise noted, the information in these schedules is derived from the Comprehensive Annual
Financial Reports for the relevant year.

Contents Page

Financial Trends
These schedules contain trend information to help the reader
understand how VRE’s financial performance has changed over time. 42 - 45

Other Statistical Information
These schedules and service area map provide other information useful
to certain readers of VRE’s financial statements. 46 - 47

Demographic and Economic Information

These schedules offer demographic and economic indicators to assist

the reader understand the environment within which VRE’s financial

activities take place. 48 - 50
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CERTIFIED PURLIC ACCOUNTANTS

LLIWITED LIARILITY PARTRERSHIP

www.pbgh.com

INDEPENDENT AUDITOR’S REPORT ON
INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS
PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

To the Honorable Commission Board Members
The Northern Virginia Transportation Commission
The Potomac and Rappahannock Transportation Commission

We have audited the financial statements of the Virginia Railway Express, as of and for the year ended
June 30, 2012, and have issued our report thereon dated October 30, 2012. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America; the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States; and the Specifications for Audits of Authorities, Boards, and Commissions,
issued by the Auditor of Public Accounts of the Commonwealth of Virginia.

Internal Control Over Financial Reporting

Management of Virginia Railway Express is responsible for establishing and maintaining effective
internal control over financial reporting. In planning and performing our audit, we considered Virginia
Railway Express’ internal control over financial reporting as a basis for designing our auditing procedures
for the purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of Virginia Railway Express’ internal control over financial
reporting. Accordingly, we do not express an opinion on the effectiveness of Virginia Railway Express’
internal control over financial reporting.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a combination
of deficiencies, in internal control such that there is a reasonable possibility that a material misstatement
of Virginia Railway Express’ financial statements will not be prevented, or detected and corrected on a
timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control over
financial reporting that might be deficiencies, significant deficiencies, or material weaknesses. We did
not identify any deficiencies in internal control over financial reporting that we consider to be material
weaknesses, as defined above.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Virginia Railway Express’ financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, 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 and specifications 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 or other
matters that are required to be reported under Government Auditing Standards.

This report is intended solely for the information and use of the Commissioners, management, the Auditor
of Public Accounts, and other Federal and state agencies and is not intended to be and should not be used
by anyone other than these specified parties.

PBGH, s

Harrisonburg, Virginia
October 30, 2012
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