Questions & Answers

Why are we converting into the MTA Pension?

Because the Defined Benefit Pension Plan pays out more money and offers greater
security than the Vanguard accounts do. ACRE hired the Segal Company, one of the most
respected accounting companies in the world, to run an actuarial study and compare the Pension
to the Vanguard accounts. So there would be no question of the results, we had the numbers run
for each and every individual who is a current agreement employee. Right down the line, the
Pension provided a much greater overall return than the Vanguard accounts ever will.

Why is that?

Basically, it’s because of the way the accounts are structured. The Vanguard account
provides a return based on long term investing. The money that is placed in the account right in
the beginning has an opportunity to compound over 30 years and is therefore the most valuable.
The money placed in the account later has less time to compound so it adds less value to the
overall account. The problem is, we all make the least amount of money in the beginning of our
careers and we make the most at the end of our careers.

On the other hand, to calculate your Pension benefit you do the complete opposite. With
the Pension, it doesn’t matter how much you make in the beginning of your career all that matters
is how much you make at the end of your career. That’s the time when your seniority is the
highest and your earning potential is the highest. For this reason alone, the Pension payout is
greater.

Why does the Pension offer greater security?

The Pension payout is guaranteed. You don’t have to do anything but make money and
then plug your income into the pension formula (more about that later). The Vanguard accounts
are very different. To get a maximum return on a Vanguard account you must manage the
account and assume all the risk. The onus is on you to make all the decisions and you must deal
with the consequences. That’s fine when the trends in the financial markets are going up but not
so good when the trends are going bad. One interesting thing we found from our Segal Company
study was the fact that most Vanguard accounts did not make anywhere near the money they
should have during the up cycles and lost much more money than they should have during the
down cycles. The Pension solves that problem by guaranteeing your rate of return and leaving the
investment decisions to the experts who are in it for the long haul.

Do we have to worry about the MTA defaulting on the Pension?

Absolutely not. In the real world, the MTA is the largest state agency in the country. They
sell bonds to raise money and they borrow money to finance capital projects. This means they
must have a bond rating and a credit rating. If they defaulted on a pension they would lose these
two ratings and could not do business with any financial institution. They would , in effect, be
out of business. The subways would stop, the buses would stop, the bridges would shut down,



and of course the Long Island Rail Road and Metro-North Railroad would both shut down.
Furthermore, the MTA’s budget is 8 billion dollars and their pension liability represents only a
very small portion of their overall liability. The MTA has had no trouble covering their current
pension liabilities and they will have no problem covering this one. Otherwise, we would not
have negotiated this pension.

That’s actually the real answer but there are other ways to answer the question. Anyone
taking the position that the MTA could default on the MTA Pension must also believe they can
default on our current contract that includes the money going into your Vanguard account. If you
believe the MTA can do one, then you must also believe they can do the other. Since we are
going into the Pension system that includes all LIRR and Metro-North non-agreement employees
(the people who make the decisions concerning the MTA’s budget) which do you think they
would default on first, their own Pension or your Vanguard money. This is, of course, the cynical
answer but you should think about it when some one tries to convince you that the sky is falling.

When ratified, the Pension obligation becomes a part of our Contract which is itself a
binding legal document. It then comes under the same protections all your other agreements
come under and can only be changed through the collective bargaining process. This means that
you get to be fully informed and you get to vote. That is a protection given to you in your ACRE
Constitution, which is also a binding legal document.

Can Metro-North change this Pension Plan?
No. At the time the pension is ratified its provisions become part of our Contract with
Metro-North. It is legally binding and cannot be changed by Metro-North.

I’m a junior employee and I can see what this Pension does for the senior employees. What
does it do for me?

Plenty. You get the full Pension with no early retirement reductions and the same full
medical coverage you have as an active employee if you chose to go at age 55 with 30 years of
credited service. Just because you are a junior employee, don’t discount the ability to retire 5
years sooner. It may not seem like a lot now but it will when you reach your mid fifties. You also
get the obvious benefit of a much larger return than you would from your Vanguard account with
the security that comes from these Defined Benefit Programs. Furthermore, there is no cap on the
amount of money you can receive from the Pension.

While these are the obvious benefits, there are also other benefits that will not only
improve your job but also your life. Because senior members will retire sooner, you will move up
the seniority roster much faster than you would under the current system. You will have an
option to work days with weekends off and will find summer vacation weeks available to you
that were previously closed out. And even more important, you will find a better selection of
higher paying jobs that come available to you as your seniority improves.

Why wouldn’t the company cut overtime and create 8 hour jobs?
This question takes us back into the ‘sky is falling category’. It also begs the question, if



they could save money by cutting overtime and creating more jobs, why haven’t they done it
before now. There are two answers; one is that it’s not in their financial interest and the other is
they couldn’t do it if they wanted to.

With the health & welfare package we have, the agreements covering vacation, sick time,
and personal leave, and the railroad retirement taxes the company must pay it already takes well
over $20,000 in up front costs just to create an employee. They would much rather pay you
overtime than hire more employees and distribute the work. This new Pension makes arbitrarily
creating employees even less likely, not more.

The second answer is even simpler, they can’t. Metro-North runs a very complicated
operation over 3 divisions and must manage two rush hours, one in the morning and another in
the afternoon. Huge numbers of trains come into the city in a short period of time and later huge
numbers leave in a short period of time. For anyone who has ever tried to do scheduling, uniform
assignments are an impossibility. Metro-North found this out in 1983 and it’s the last thing
anyone has to worry about.

If the company won’t create more jobs, would they cut jobs?

This is the flip side of the coin for people who just like to worry about things. If the
company had any intention of cutting jobs, they obviously wouldn’t now because of the number
of people eligible to retire under the new pension. Furthermore, the only current ACRE craft that
has ever had a job security issue remains the assistant conductor. Under this agreement, job
security for train service personnel has been moved to January 1, 1995 from January 1, 1991.
When you look at the demographics or age distribution across ACRE crafts you see that this new
pension actually secures the junior employees’ jobs and in no way jeopardizes them.

Wasn't this pension considered in the last round of bargaining?

Yes. However, the Pension as it was originally created was not as good as the one that
exists today. It had a Tier II offset that began at age 55 (years before an employee qualified for
Railroad Retirement), the multiplier was only .0167 instead of the current .02. The early
retirement reductions were double what they are now, and a full Railroad Retirement benefit
could not be received until age 62. The price was also greater. It included the Vanguard accounts,
2 zeroes, and a series of work rule concessions.

How does the new pension work?

The pension is based on your earnings and years of service. To determine your earnings,
you get to use your 3 highest consecutive years in the 10 year period prior to your retirement.
Yearly earnings cannot exceed the average of the prior two years by more than 10%. This means
you get to use the years when your seniority is the highest and your earnings are the highest. You
take those 3 years, add them together and divide by 3 to create your average earnings. This
number will be used in the pension calculation.

To determine your years of service, you need to decide what year you wish to retire and
count back to your hiring date but no earlier than January 1, 1983 (the year Metro-North began



operations).
Then next step is to plug these numbers into the following formula:

average earnings X .02 x  years of service

This number is your basic benefit if you have over 20 years of credited service, age 62
years old, or have 30 years of credited service and 55 years of age. You have less than 20 years of
service you receive 1.67% times years of service, for all service over 30 years at retirement you
receive 1.5% per year. Incidentally, you need only S years of credited service to be vested in this

plan.

What happens to my pension if I die after retirement?

When you retire you can select a beneficiary. From there you will have 6 different
options. You can choose to leave your beneficiary 100% of your Pension, 75%, 50%, or 25%, or
you may choose a 5 or 10 year full payment guarantee. This decision does not have to be made
until you retire.

What other benefits are in the Pension plan?

The Pension plan contains a life insurance provision and a disability provision. The life
insurance is calculated at 3 times your current salary. For example, if you made $80,000 your
death benefit would be $240,000 while you are an active employee. In the current example, when
you retire and begin to draw your pension your life insurance would drop to 50% or $120,000 for
the first year, then go to 25% or $60,000 for the second year, and finally stop at 10% or $24,000
for the rest of your life. This is a major improvement over the current retiree benefit of only
$2,000. The plan also contains an accidental death benefit for an on the job accident. This benefit
will pay your beneficiary 50% of your earnings for the rest of their life.

The disability provisions are also a marked improvement. While you need 10 years of
vesting to get a disability pension if you are hurt off the job, there is no vesting requirement if
your injury is on the job. The payment follows formulas that can provide over 50% of your
current earnings but never less than 33% of your current earnings. As is the case with the basic
Pension, these calculations also depend on years of service.

As you can see, there is more to this plan than just a Pension. It provides increased
security for you and your family if you die or are disabled.

Is there anything else in the way of improved benefits?

Yes. Our vision coverage has been improved to provide the same coverage as that
provided to management employees. Instead of every two years, coverage is provided every year
and the choice and value of frames is greatly enhanced.

I know there is some bad news. What about the zero in the first year of the wage package?

No person negotiating a contract ever wants to present their members with a zero in any



year of a wage package. Unions representatives have been know to get un-elected as a result of
returning zeroes. Unfortunately, because we do not negotiate in a vacuum, that is what faced us
in this round of bargaining. We were confronted with the spill-over effects of the Transit
Authority contract and the Long Island Rail Road deal that both contained a zero in their
contract’s first year.

That fact left us with a decision. We could either take this round of bargaining to the wall
and begin the 9A process spelled out in the Railway labor Act or we could try to negotiate a
settlement that provided our members with full value for any zero they may have to face. Even
though we successfully navigated our way through the 9A process in the 1995-1998 round of
bargaining, we knew full well that the process takes years to complete and without a major issue
of contention the National Mediation Board would probably not even consider releasing us.
When we considered that the last 3 years of the 4 year wage package had already been agreed to,
it seemed very unlikely that we would get a release anytime in the near future. That left us with
two choices. We could sit on the sidelines for the next 2 or 3 years or we could try to negotiate an
agreement that would provide us with full value for the zero. We chose to negotiate and believe
this contract provides full value.

I understand we have to contribute 3% to the pension in the second year. Doesn’t that eat
up our 3% raise and isn’t that a second zero?

While it’s true we have to contribute the 3% toward the Pension, it’s not true that it’s a
zero in the second year. Because your final pension is based on earnings, it’s important that you
get the wage increase. The increase compounds over the years and raises your final Pension. The
3% you contribute you get back with interest at retirement because of the compounding. Getting
the wage increase is very important because your Pension is based solely on your earnings.

Is the 3% contribution to the Pension tax deductible?

Yes it is. [t comes out as a 414H and is deductible from your federal tax return the same
way a 401 or 457 account is. We advise you to continue to contribute to your 401 and 457
plans. They are still wise choice in providing for increased income at retirement. However, the
defined benefit will adequately compensate you and your family at retirement.

Is it true that the LIRR workers who hired out before 1988 already have a Pension?

Yes. In 1967 they received what has been called the Rockefeller Pension which provided
them their main Pension benefit. In 1988 an agreement was negotiated that placed all new hires
under the Vanguard program the same way we did. Pre1988 employees continue to come under
the Rockefeller plan (If there are still any questions about the MTA funding pensions, their
continued support of the Rockefeller pension should lay them to rest). Incidentally, the LIRR
Pension was the one Metro-North employees had hoped to get when we became a public service
entity in 1983. Our hopes back then were smashed when our international unions forced contracts
on us that didn’t address these pension needs. But that’s an old story and one historical disaster
ACRE has attempted to repair.

Incidentally, the LIRR pension and the fact that the LIRR work force is actually younger
than our work force made doing the conversion to the Pension much more expensive on Metro-
North than on the LIRR. Because the pre 1988 employees are already covered by a pre-existing
pension only the workers hired after 1988 are covered by the new Pension. On the LIRR no one



will be retiring under the new pension for quite a while so there is no pension liability under their
deal for at least 10 or 15 years.

The situation is very different on Metro-North. While grand-fathering people into any
new program is always difficult, it was made all the more difficult by our former international
unions who left us with this 20 year old pension inequity. That’s what we faced as we looked at
the hand we were dealt in this round of bargaining. A zero agreed to by the Transit Authority and
the LIRR, a need for pension credit back to 1983, a 20 year old inequity, a much older work
force, and employees who will be receiving their pensions right away. While our former
internationals were gone, they were still haunting us.

I understand the post 1988 employees on the LIRR only have to contribute 3% for 10 years
and we have no cap on the years we have to contribute. Is that true?

The answer is yes and no. It’s true that there is currently no cap but it’s not true that
anyone will have to pay for more than 10 years. The cap will be back in place at 10 years long
before anyone has to pay it. Because our expense to create this plan on Metro-North was higher
than on the LIRR we had to come up with a way tc pay for the added cost.

By agreeing to uncap the contribution in this round we received .9% of credit toward this
deal (.009 of payroll). Obviously, money that would not come into the MTA for 10 years had a
much smaller value than money that comes in immediately just as the money going out in our
Pension has a real value as opposed to the money they will not have to pay out for 10 or 15 years
in the LIRR deal. In essence, we borrowed a small amount of money from the future to pay for
the present expense. Since its value is less than 1% we will easily be able to make it disappear in
the next 10 years during one of the next two bargaining rounds.

What assurance do we have that its value will remain at .9% and the MTA won’t charge us
more in the next round?

We have a letter from the MTA confirming its .9% value (.009 of pay roll) to this deal.
The letter is part of the collective bargaining agreement and will be made available to everyone.

What else was done to make this agreement a reality?

We agreed that employees with 30 or more years of service who currently receive 2
additional holidays would give one of them back. Since they are receiving the most immediate
benefit, it was only fair that they chip in. Furthermore, in the future employees will be retiring
under the new Pension plan when they reach 30 years so the extra holiday would go away by
itself anyway.

We also agreed to move the Veterans Day Holiday to the day after Thanksgiving. Under
the new law, any veteran who would like to be off on Veterans Day must be allowed off with pay
anyway, so the effect would be minimized.

The last and most controversial change involves medical co-pays for health coverage. We
agreed that new hires, those employees hiring after this contract is ratified, would pay a portion
of their health coverage. Their payment coverage will mirror the formula used by Metro-North
non-agreement employees. This payment in no way affects current employees.



Doesn’t this payment open the door for payments by all employees in the next round of
bargaining?

No, it is our position that it closes the door. The carrier’s stated goal had been to get a co-
pay on health and welfare payments. They have achieved their goal by receiving payments from
new hires in a negotiated settlement. They could not go in front of a Presidential Emergency
Board in any future negotiation and claim they didn’t achieve their goal because they willingly
negotiated the settlement. This is merely a matter of understanding the difference between a
negotiated settlement and an arbitration settlement.

In all probability, they will continue to press for co-payments in all future negotiations
just as we will press for improvements in our benefit package. That is part of the collective
bargaining process, a process that gives us the opportunity to improve our agreements, benefits
and work environment. Just remember, no contract gets settled and no deal gets done unless you
vote for it. Your protection is always the ratification process and your right to un-elect the people
you have chosen to represent you. That’s what the ACRE Constitution is all about.

Exactly what is the Tier II offset?

When you begin to receive a benefit under the Railroad Retirement System, your Metro-
North Pension is reduced by the amount of Tier II benefit you receive. If you retire at age 55 this
reduction would not occur until you begin receiving railroad retirement at age 60. Only your
Metro-North employment counts toward this reduction. The more service you have prior to 1983,
the smaller your reduction would be.

This reduction in no way affects your Railroad Retirement Benefit. You always receive
whatever you are entitled to under the Railroad Retirement System.

Why is there a Tier II offset?

There are two reasons. First, the pension formula used by the MTA for its Metro-North
Pension 1s the same formula that has been used for many years by just about every entity that has
created a pension system. The formula provides a private pension in addition to a Social Security
benefit. Since our Tier I benefit follows the exact same formulas as Social Security, if you
subtract the Tier II benefit from our new Pension you end up with the same benefit provided by
the tried and true formula. That is, a separate pension plus Social Security. That’s a rather
complicated explanation but what it boils down to is this; the offset makes the formula work and
keeps the pension solvent. As we said, it’s a tried and true formula and it works this way.

The second reason also involves funding and solvency. The vast majority of your Tier Il
benefit is funded by the railroad. While we have contributed 4.9% of our earnings up to the
maximum for our Tier II benefit, Metro-North has contributed 16.1% (recently reduced by the
new Railroad Retirement Law) to fund our Tier II benefit. Again, the offset makes the formula
work and keeps the pension solvent.

One last word

In this Q & A we have tried to answer what have until now been the most frequently
asked questions. Most of our answers have focused on the new Pension because it continues to
be the central focus of this agreement. As we have stated, even with its offsets the Pension
provides a larger and much more secure benefit than the system we currently have in place. There






