NEW ISSUES — BOOK-ENTRY ONLY

In the opinion of Hale and Dorr, Bond Counsel with respect to the Bonds, under exisiing statutes and
court decisions and assuming continued compliance with the Internal Revenue Code of 1986, as amended,
interest on the Bonds {including any original issue discount properly allocable lo the holder thereof) is
excludable from gross income for federal income tax purposes and is not an item of tax preference for
purposes of the federal alternative minimum tax imposed on individuals and corporations, although interest
on the Bonds will be taken into account in determining adjusted current earnings for the purpose of compuling
the alternative minimum tax imposed upon certain corporations. In the opinion of Bond Counsel with respect
1o the Bonds, under existing statutes, the Bonds and the interest thereon {including any original issue discount
properly allocable to the holder thereof) are exempt from taxes imposed by the Commaonwealth, although the
Bonds and said interest may be included in the measure of estate and inheritance taxes and of certain
corporation excise and franchise taxes. See “TAX EXEMPTION™ herein.

In the opinion of Nutter, McClennen & Fish, Bond Counsel with respect to the Notes, under existing law
and assuming comtinued compliance with the Internal Revenue Code of 1986, as amended, interest on the
Notes is excluded from gross income for federal income tax purposes and will not be an item of tax preference
for purposes of the federal alternative minimum tax imposed on individuals and corporations, although
interest on the Notes will be taken into account in computing certain federal taxes {imposed upon corporations.
In the opinion of Bond Counsel with respect to the Notes, the Notes and the interest thereon are exempt Jrom
taxes imposed by existing Massachusetts laws, although the Notes and said interest may be included in the
measure of Massachusetis estate and inheritance toxes and of certain Massachusetls corporate excise and
franchise taxes. See "TAX EXEMPTION" herein.
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$206,000,000 $240,000,000
General Obligation Bonds General Obligation Notes
Consolidated Loan of 1994, Series C 1994 Series A

The Bonds and the Notes will each be issued by means of a book-entry-only system evidencing ownership
and transfer of the Bonds and the Notes on the records of The Depository Trust Company (“DTC”) and its
participants. Details of payment of the Bonds and Notes are more fully described in this Official Statement.
The Bonds will bear interest from November 1, 1994 and interest will be payable on May 1, 1995 and
semiannually thereafter on November 1 and May 1 calcwlated on the basis of a 360-day year of twelve 30-day
months. The Bonds are subject 1o redemption prior to maturity, as more fully described herein. Interest on the
Notes will be payable at maturity from their dated date calculated on the basis of actual days and a 365-day
year (205/365). The Notes are not subject to redemption prior to maturity.

The Bonds and the Notes will each constitute general obligations of The Commonwealth of Massachu-
setts {the “Commonwealth™) and the full faith and credit of the Commonwealth are pledged to the payment
of the principal of and interest on the Bonds and the Notes. However, for information regarding certain
statutory limits on state tax revenue growth and on expenditures for debt service and regarding dedicated state
income tax revenues, se¢ “THE BONDS — Security for the Bonds,” “THE NOTES — Security for the
Notes” and “Appendix A — Commonwealth Information Statement” under the headings “COMMON-
WEALTH REVENUES — Limitations on Tax Revenues,” “COMMONWEALTH PROGRAMS AND
SERVICES — Debt Service” and “COMMONWEALTH BOND AND NOTE LIABILITIES”,

The Bonds are offered when, as and if issued and received by the original purchasers, and subject to the
unqualified approving apinion as to legality of Hale and Dorr, Boston, Massachusetts, Bond Counsel. Certain
legal matters will be passed upon for thc Commonwealth by Palmer & Dodge, Boston, Massachusetts,
Disclosure Counsel. The Bonds are expected to be available for delivery at DTC in New York, New York, on
or about November 29, 1994,

The Notes are offered when, as and if issued and received by the original purchasers, and subject to the
unqualified approving opinion as to legality of Nutter, McClennen & Fish, Boston, Massachusctts, Bond
Counsel. Certain legal matters will be passed upon for the Commonwealth by Palmer & Dodge, Boston,
Massachusetts, Disclosure Counsel. The Notes are expected to be available for delivery at DTC in New York,
New York, on or about November 22, 1994,

November 16, 1994



THE COMMONWEALTH OF MASSACHUSETTS

$200,000,000
General Obligation Bonds
Consolidated Loan of 1994, Series C

Dated: November 1, 1994 Due: November I, as shown below
Maturity Amounl Interest Rate Price or Yield

1995 $5,495,000 5% % NRO
1996 5,750,000 514 5.00%
1997 6,050,000 5% 5.25
1998 6,375,000 514 5.50
1999 6,730,000 5% 100
2000 7,120,000 5.90 100
20017 7,535,000 6 100
20027 7,985,000 6.10 100
20037 8,465,000 6.20 100
2004° 8,985,000 6.30 100
20057 9,550,000 6.30 6.40
20067 10,155,000 6.40 6.50
2007° 10,810,000 6 6.60
2008° 11,520,000 6.60 6.70
2009° 12,285,000 6.70 6.80
2010° 13,115,000 6% 6.85
2011° 14,005,000 6% 6.90
20127 14,965,000 6% NRO
20137 15,995,000 7 NRO
2014* 17,110,000 7 NRO

‘Insured by Financial Guaranty Insurance Company. $ee "THE BONDS--Bond Insurance”.

(accrued interest, if any, to be added)

$240,000,000
General Obligation Notes
1994 Series A

Dated: November 22, 1994 Due: Jume 15, 1995

Interest Rate: 5.00%

FOR NEW HAMPSHIRE RESIDENTS: THESE SECURITIES HAVE NOT BEEN APPROVED OR
DISAPPROVED BY THE SECURITIES AND EXCHANGE COMMISSION OR ANY STATE SECURITIES
COMMISSION NOR HAS THE SECURITIES AND EXCHANGE COMMISSION OR ANY STATE SECURITIES
COMMISSION PASSED UPON THE ACCURACY OR ADEQUACY OF THIS OFFICIAL STATEMENT, ANY
REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.




No dealer, broker, salesperson or other person has been authorized by The Commonwealth of
Massachusetts or the original purchasers of the Bonds or the Notes to give any information or to make any
representations, other than those contained in this Official Statement, and if given or made, such other information
or representations must not . relied upon as having been authorized by either of the foregoing. This Official
Statement does not constitute an offer to sell or a solicitation of any offer to buy nor shall there be any sale of the
Bonds or Notes offered hereby by any person in any jurisdiction in which it is unlawful for such person to make
such offer, solicitation or sale. The information set forth herein has been furnished by the Commonwealth and
includes information obtained from other sources which are believed to be reliable, but is not guaranieed as to
accuracy or completeness and is not to be construed as a representation by the original purchasers of the Bonds or
the Notes or, as to information from other sources, the Commenwealth. The information and expressions of opinion
herein are subject to change without notice and neither the delivery of this Official Statement nor any sale made
hereunder shall, under any circumstances, create any implication that there has been no change in the affairs of the
?ommonwealth, or its agencies, authorities and political subdivisicns, since the date hereof, except as expressly set
orth herein.
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OFFICIAL STATEMENT

THE COMMONWEALTH OF MASSACHUSETTS

$200,000,000 $240,000,000
General Obligation Bonds General Obligation Notes
Consolidated Loan of 1994, Series C 1994 Series A
INTRODUCTION

This Offictal Statement (including the cover pages and Appendices A through E attached hereto) provides
certain information in connection with the issuance by The Commonwealth of Massachusetts (the "Commonwealth™)
of (i) $200,000,000 aggregate principal amount of its General Obligation Bonds, Consolidated Loan of 1994, Series
C (the "Bonds™), and (ii) $240,000,000 apgregate principal amount of its General Obligation Notes, 1994 Series
A (the "Notes"). The Bonds and the Notes will each be general obligations of the Commonwealth, and the full faith
and credit of the Commonwealth are pledged to the payment of the principal of and interest on the Bonds and the
Notes. However, for information regarding certain statutory limits on state tax revenue growth and expenditures
for debt service and regarding dedicated state income tax revenues, see "THE BONDS -- Security for the Bonds”,
"THE NOTES -- Security for the Notes" and "Appendix A - Commonwealth Information Statement” under the
headings "COMMONWEALTH REVENUES -- Limitations on Tax Revenues”, "COMMONWEALTH
PROGRAMS AND SERVICES -- Debt Service" and "COMMONWEALTH BOND AND NOTE LIABILITIES",

The Bonds are being issued to finance certain authorized capital projects of the Commonwealth. See "THE
BONDS - Application of Proceeds”.

The Notes are being issued by the Commonwealth pursuant to Chapter 161A of the Massachusetts General
Laws ("Chapter 161A") to reimburse the Commonweaith for payments made to the Massachusetts Bay
Transportation Authority (the "Authority" or "MBTA") on account of the MBTA’s net cost of service. See "THE

NOTES -- Financing of the MBTA".
Purpose and Content of Official Statement

This Official Statement describes the terms and use of proceeds of, and security for, the Bonds and the
Notes. This intreduction is subject in all respects to the additional information contained in this Official Statement,
including Appendices A through D. All descriptions of documents contained herein are only summaries and are
qualified in their entirety by refercnce to each such document.

Attached hereto as Appendix A is the Commonwealth Information Statement, dated November 16 , 1994,
(the *Commonwealth Information Statement"), which contains certain fiscal, budgetary, financial, and other general
information concerning the Commonwealth as of its date. Exhibit A to the Commonwealth Information Statement
contains cerfain economic information concerning the Commonwealth. Exhibits B and C to the Commonwealth
Information Statement contain the financial statements of the Commonwealth for the fiscal year ending June 30,
1993, prepared on a statutory basis and a GAAP basis, respectively. Appendix B attached hereto contains the
proposed form of legal opinion of Bond Counsel with respect to the Bonds. Appendix C attached hereto contains
the proposed form of legal opinion of Bond Counsel with respect to the Notes. Appendix D attached hereto contains
a specimen of the municipal bond new issue insurance policy to be issued with respect to the Bonds maturing in the
years 2001 through 2014 (the "Insured Bonds®).



THE BONDS
General

The Bonds will be dated November 1, 1994 and will initially bear interest from such date payabie
semiannually on May 1 and November | of each year, commencing May 1, 1995 {each an "Interest Payment
Date"), until the principal amount is paid. The Bonds will mature on November 1 in the years and in the aggregate
principal amounts, and shall bear interest at the rates per annum (calculated on the basis of a 360-day year of (welve
30-day months), as set forth on the inside cover page of this Official Statement. The Commonwealth will act as
its own paying agent with respect to the Bonds.

Book-Eniry-Only System. The Bonds will be issued by means of a book-entry-only system, with one bond
certificate for each maturity immobilized at The Depositery Trust Company, New York, New York ("DTC™). The
certificates will not be available for distribution to the public and will evidence ownership of the Bonds in principal
amounts of $5,000, or integral multiples thereof. Transfers of ownership will be effected on the records of DTC
and its participants pursuant to rules and procedures established by DTC and its participants. Interest and principal
due on the Bonds will be paid in clearinghouse funds to DTC or its nominee as registered owner of the Bonds. The
record date for payments on account of the Bonds will be the business day next preceding an Interest Payment Date.
As long as the book-entry-only system remains in effect, DTC or its nominee will be recognized as the owner of
the Bonds for all purposes, including notices and voting. The Commonweaith will not be responsible or liable for
maintaining, supervising or reviewing the records maintained by DTC, its participants or persons acting through
such participants. See "BOOK-ENTRY-ONLY SYSTEM™,

Redemption

The Bonds maturing on or prior to November 1, 2004 are not subject to redemption prior to their stated
maturity dates.

Optional Redemption. The Bonds maturing on or after November 1, 2005 are subject to redemption prior
to their stated maturity dates on or after November 1, 2004, at the option of the Commonwealth from any monies
legally available therefor, in whole or in part at any time, by lot, at the redemption prices (expressed as percentages
of the principal amount thereof), plus accrued interest to the redemption date, as follows:

Redemption Dates Redemption Prices
November 1, 2004 through October 31, 2005, inclusive 101%
November I, 2005 through October 31, 2006, inclusive 1004
November t, 2006 and thereafter 100

Notice of Redemption. The Commonwealth shail give notice of redemption to the owners of the Bonds not
less than 30 days prior to the date fixed for redemption. So long as the book-entry-only system remains in effect
for the Bonds, notices of redemption will be mailed by the Commonwealth only to DTC or its nominee. Any failure
on the part of DTC, any DTC Participant, or any nominee of a Beneficial Owner of any Bond (having received
notice from a DTC Participant or otherwise) 10 notify the Beneficial Owner so affected, shall not affect the validity
of the redemption.

On the specified redemption date, all Bonds called for redemption shall cease to bear interest, provided the
Commonwealth has monies on hand to pay such redempiion in full.




Selection for Redemption. In the event that less than all of any maturity of the Bonds is to be redeemed,
and so long as the book-entry-only system remains in effect for such Bonds, the particular Bonds or portion of any
such Bonds of a particular maturity to be redeemed will be selected by DTC by lot. If the book-entry-only system
no longer remains in effect for the Bonds, selection for redemption of less than all of any one maturity of the Bonds
will be made by the Commonwealth by lot in such manner as in its discretion it shall deem appropriate and fair.
For purposes of selection by lot within a maturity, each $5,000 of principal amount of a Bond will be considered
a separate Bond.,

Application of Proceeds of the Bonds

The Bonds are being issued pursuant to the provisions of Section 49 of Chapter 29 of the Massachusetts
General Laws and bond authorizations enacted by the Legislature. The net proceeds of the sale of the Bonds will
be applied by the State Treasurer to the various purposes for which issuance of bonds have been authorized by the
Legislature. Any accrued interest payable upon original delivery of the Bonds will be credited ratably to the funds
from which debt service on the Bonds is paid and will be used to pay interest on the Bonds.

The purposes for which the Bonds will be issued have been authorized by the Legislature under various
bond authorizations and are included within the current five-year capital spending plan established by the Governor
(the "Capital Spending Plan"). The Capital Spending Plan, which is an administrative guideline and is subject to
amendment by the Governor at any time, sets forth capital spending allocations over the next five fiscal years and
establishes annual capital spending limits. The proceeds of the Bonds are to be applied in fiscal year 1995 to certain
projects included within the categories of capital expenditures comained in the Capital Spending Plan. See
*Appendix A - Commonwealth Information Statement” under the headings "COMMONWEALTH BUDGET,
FINANCIAL MANAGEMENT AND CONTROLS -- Overview of Capital Spending Process and Controls; Five-
Year Capital Spending Plan" and "COMMONWEALTH BOND AND NOTE LIABILITIES -- Authorized But

Unissued Debt".
Security for the Bonds

The Bonds will be general obligations of the Commonwealth to which its full faith and credit will be
pledged for the payment of principal and interest when due. However, it should be noted that Chapter 62F of the
Massachusetts General Laws imposes a state tax revenue growth limit and does not exclude principal and interest
payments on Commonwealth debt obligations from the scope of the limit. It should be noted further that Chapter
29, Section 60B, of the Massachusetts General Laws imposes an annual limitation on the percentage of total
appropriations that may be expended for payment of interest and principal on general obligation debt of the
Commonwealth. These statutes are both subject to amendment or repeal by the Legislature. Currently, actual tax
revenue growth and annual general obligation debt service are both below the statutory limits. See "Appendix A -
Commonwealth Information Statement” under the headings "COMMONWEALTH REVENUES -- Limitations on
Tax Revenues” and "COMMONWEALTH PROGRAMS AND SERVICES -- Debt Service". In addition, the
Commonwealth has pledged up to 15% of the Commonwealth’s income tax receipts (o secure approximately $1.24
billion of the Commonwealth’s outstanding Fiscal Recovery Bonds, the debt service on which amounts to
approximately $279 million per year in fiscal 1995 through 1997, and $130 million in fiscal 1998, at which time
the Fiscal Recovery Bonds will be paid. See "Appendix A - Commonwealth Information Statement” under the
heading "COMMONWEALTH BOND AND NOTE LIABILITIES -- General Obligation Debt; Dedicated Income

Tax Debt".

The Commonwealth has waived its sovereign immunity and consented to be sued on contractual obligations,
inctuding the Bonds, and all claims with respect thereto. However, the property of the Commonwealth is not
subject to attachment or levy to pay a judgment and the satisfaction of any judgment generally requires legislative
appropriation. Enforcement of a claim for payment of_ principal of or interest on the Bonds also may be subject to
the provisions of federal or Commonwealth statutes, if any, hereafter enacted extending the time for payment or



imposing other constraints upon enforcement, insofar as the same may be constitutionally applied. The United States
Bankruptcy Code is not applicable to the Commonwealth. Under Massachusetts law, the Bonds have alt of the
qualities and incidents of negotiable instruments under the Uniform Commercial Code.

Bond Insurance

The Underwriter of the Bonds has contracted with Financial Guaranty Insurance Company ("Financial
Guaranty”) for the issuance of a municipal bond new issue insurance policy to secure the Insured Bonds. The
issuance of such policy is not a condition to the issuance and delivery of the Bonds by the Commonwealih to the
Underwriters. The foilowing information has been furnished by Financial Guaranty for use is this Official
Statement. Reference is made to Appendix D for a specimen of Financial Guaranty’s policy.

Concurrently with the issuance of the Insured Bonds, Financial Guaranty will issue its Municipal Bond New
Issue Insurance Policy for the Insured Bonds (the "Policy"). The Policy unconditionally guarantees the payment
of that portion of the principal of and interest on the Insured Bonds which has become due for payment, but shall
be unpaid by reason of nonpayment by the Commonwealth. Financial Guaranty will make such payments to State
Street Bank and Trust Company, N.A., or its successor as its agent (the "Fiscal Agem™), on the later of the date
on which such principal and interest is due or on the business day next following the day on which Financial
Guaranty shall have received telephonic or telegraphic notice, subsequently confirmed in writing, or written notice
by registered or certified mail, from an owner of Insured Boads of the nonpayment of such amount by the
Commonwealth. The Fiscal Agent will disburse such amount due on any Insured Bond to its owner upon receipt
by the Fiscal Agent of evidence satisfactory to the Fiscal Agent of the owner’s right to receive payment of the
principal and interest due for payment and evidence, including any appropriate instruments of assignment, that all
of such owner’s rights to payment of such principal and interest shall be vested in Financial Guaranty. The term
“nonpayment” in respect of an Insured Bond includes any payment of principai or interest made to an owner of an
Insured Bond which has becn recovered from such owner pursuant to the United States Bankruptcy Code by a
trustee in bankruptcy in accordance with a final, nonappealabte order of a court having competent jurisdiction.

The Policy is non-cancellable and the premium will be fully paid at the time of delivery of the Insured
Bonds. The Policy covers failure 1o pay principal of the Insured Bonds on their respective stated maturity dates,
and not on any other date on which the Insured Bonds may have been accelerated, and covers the failure to pay an
installment of interest on the stated date for its payment.

This Official Statement contains a section regarding the ratings assigned to the Insured Bonds and references
should be made 1o such section for a discussion of such ratings and the basis for their assignment to the Insured
Bonds. Reference should be made to the description of the Commonwealth and the Bonds for a discussion of the
ratings, if any, assigned to such entity’s outstanding parity debt that is not secured by credit enhancement and the
circumstances, if any, under which the Commonwealth is required to provide additional or substitute credit
enhancement, and related matters.

The Policy is not covered by the Property/Casualty Insurance Security Fund specified in Article 76 of the
New York Insurance Law.

Financial Guaranty is a wholly-owned subsidiary of FGIC Corporation (the "Corporation"), a Delaware
holding company. The Corporation is a subsidiary of General Electric Capital Corporation ("GE Capital"). Neither
the Corporation nor GE Capital is obligated to pay the debts of or the claims against Financial Guaranty. Financial
Guaranty is a monoline financial guaranty insurer domiciled in the Staic of New York and subject to regulation by
the State of New York Insurance Department. As of September 30, 1994, the total capital and surplus of Financial
Guaranty was approximately $871,000,000. Financial Guaranty prepares financial statements on the basis of both
statutory accounting principles and generally accepted accounting principles. Copies of such financial statements
may be obtained by writing to Financial Guaranty at 115 Broadway, New York, New York 10006, Attention:
Communications Department (telephone number: (212) 312-3000) or to the New York State Insurance Department
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at 160 West Broadway, 18th Floor, New York, New York 10013, Attention: Property Companies Bureau (telephone
number: (212} 602-0389),

THE NOTES

Details of the Notes

The Notes will be dated November 22, 1994 and will be due and payable as to both principal and interest
on June 15, 1995. The Notes will not be redeemable prior to maturity and will bear interest, calculated on the basis
of actual days and a 365-day year (205/365), at such rate per annum as is specified on the inside cover page hereof.
A book-entry system will be employed, evidencing ownership of the Notes in principal amounts of $5,000 or
integral multiples thereof, with transfers of ownership effected on the records of The Depository Trust Company,
New York, New York ("DTC") and its participants pursuant to rules and procedures established by DTC and its
participants. See "BOOK-ENTRY-ONLY SYSTEM".

Application of Proceeds of the Notes

The proceeds of the Notes, exclusive of accrued inierest and premium (if any) received upon the delivery
thereof, will be deposited in the General Fund of the Commonwealth to reimburse it for funds expended (in
anticipation of the issuance of the Notes) by the State Treasurer to make payments to the MBTA on account of the
MBTA's net cost of service. The MBTA used the proceeds of such paymenis to finance its current expenses
(including the payment of notes of the MBTA when due). See "Financing of MBTA". Upon said deposit, the
proceeds of the Notes will be expended from the General Fund for current expenses of the Commonwealth
(including the payment of notes of the Commonwealth when due).

Security for the Notes

The Notes will be general obligations of the Commonwealth to which its full faith and credit will be
pledged for the payment of principal and interest when due. However, it should be noted that Chapter 62F of the
Massachusetts General Laws imposes a state tax revenue growth limit and does not exclude principal and interest
payments on Commonwealth debt obligations from the scope of the limit. It should be noted further that Chapter
29, Section 60B of the Massachuseits General Laws imposes an annual limitation on the percentage of total
appropriations that may be expended for payment of interest and principal on general obligation debt of the
Commonwealth. These statutes are both subject to amendment or repeal by the Legislature. Currently, actual tax
revenue growth and annual general obligation debt service are both below the statutory limits. See "Appendix A -
Commonwealth Information Statement” under the headings "COMMONWEALTH REVENUES -- Limitations on
Tax Revenues® and "COMMONWEALTH PROGRAMS AND SERVICES -- Debt Service".

In addition, the Commonwealth has pledged up to 15% of the Commonwealth’s income tax receipts to
secure approximately $1.24 billion of the Commenwealth’s Fiscal Recovery Bonds, the debt service on which
amounts to approximately $279 million per year in fiscal 1994 through fiscal 1997, and $130 miltion in fiscal 1998,
at which time the Fiscal Recovery Bonds will be paid. See "Appendix A - Commonwealth Information Statement”
under the heading "COMMONWEALTH BOND AND NOTE LIABILITIES -- General Obligation Debt; Dedicated

Income Tax Debt",

The Commonwealth has waived its sovereign immunity and consented to be sued on contractual obligations,
including the Notes and all claims with respect thereto. However, the property of the Commonwealth is not subject
to attachment or levy to pay a judgment and the satisfaction of any judgment generally requires legislative
appropriation. Enforcement of a claim for payment of principal of or interest on the Notes also may be subject to
the provisions of federal or Commonwealth statutes, if any, hereafter enacied extending the time for payment or



imposing other constraints upon enforcement, insofar as the same may be constitutionally applied. The United States
Bankruptcy Code is not applicable to the Commonwealth.

Financing of the MBTA

The MBTA was created in 1964 by Chapter 161A of the General Laws and is a body politic and corporate
and a political subdivision of the Commonwealth, The territorial area of the MBTA consists of 78 cities and towns
in the greater Boston metropolitan area. The MBTA finances and operates mass transportation facilities within this
territory and to a limited extent outside its territory and is authorized to enter into agreements for providing mass
transportation service by private companies, including railroads. The affairs of the MBTA are managed by a board
of seven directors. The Secretary of the Executive Office of Transportation and Construction serves as Chairman
of the board of directors. The other six directors are appointed by the Governor of the Commonwealth to serve
terms coterminous with that of the Governor. The directors have the power to appoint and employ a general
manager. Chapter 161A also provides for an Advisory Board, consisting of a representative of each of the cities
and towns constituting the MBTA, which has cerain specified powers, including the power to approve the MBTA’s
budget or subject it to itemized reductions and to approve the appointment of a general manager.

Section 12 of Chapter 161 A directs the State Treasurer to pay to the MBTA annually the net cost of service
(current expenses, including debt service and lease obligations, minus current income) incurred by the MBTA in
providing its mass transportation services. If the MBTA at any time lacks sufficient cash to make the payments
required of it in the course of its duties, Section 13 of Chapter 161A provides that it may require the
Commonwealth to pay it an amount not exceeding its estimated net cost of service for the year to date. If at any
time the MBTA lacks funds to pay any bond or note issued or assumed by it (other than a Commonwealth
guaranteed bond anticipation note), Section 13 also provides that the MBTA shall requisition the required amount
from the Commonwealth. In order to make the payments required by Sections 12 and 13, the State Treasurer is
authorized by Section 12 to issue general obligation temporary notes of the Commonwealth in an amount sufficient
to make such payments and to pay interest on the notes and costs of the issue. Because of the provision in
Proposition 2 1/2 limiting the amount which can be assessed on account of the MBTA’s operations on the cities and
towns in the territory of the MBTA, the making by the Commonwealth of a payment required by Section 12 or 13,
and the ability of the State Treasurer to issue notes of the Commonwealth therefor, may, to the extent any such
payment or payments would exceed the amount that could be assessed on the cities and towns, be subject to
legislative appropriation of the necessary funds. No further such legislative appropriation is needed with respect
to the Notes or the application of their proceeds.

Since the MBTA regularly incurs a net cost of service, it is necessary to meet ifs accruing net cost of
service during the year. It has been the general practice of the MBTA to obtain such funds by its own temporary
borrowing or advances from the State Treasurer on account of the current year’s net cost of service during the year
and then, in the following year, to requisition from the Commonwealth reimbursement of the balance of its net cost
of service not already advanced.

LITIGATION

No litigation is pending or, to the knowledge of the Attorney General, threatened against or affecting the
Commonwealth seeking fo restrain or enjein the issuance, sale or delivery of the Bonds or the Notes or in any way
contesting or affecting the validity of the Bonds or the Notes.

There are pending in courts within the Commonwealth various suits in which the Commonwealth is a
defendant. In the opinion of the Attorney General, ne litigation is pending or, 1o his knowledge, threatened which
is likely to result, either individually or in the aggregate, in final judgments against the Commonwealth that would




affect materially its financial condition. For a description of certain litigation affecting the Commonwealth, see
"Appendix A - Commonwealth Information Statement” under the heading "LITIGATION".

BOOK-ENTRY-ONLY SYSTEM

The Depository Trust Company, New York, New York ("DTC"), will act as securities depositery for the
Bonds and the Notes. The Bonds will initially be issued exclusively in book-entry form and one fuily registered
Bond for each maturity set forth on the inside cover page hereof, each in the aggregate principal amount of such
maturity, will be deposited with DTC. The Notes will initially be issued by a book-entry system, evidencing
ownership of the Notes in principal amounts as described above, with no physical distribution of Notes made to the
public.

DTC is a limited-purpose trust company organized under the New York Banking Law, a "banking
organization" within the meaning of the New York Banking Law, a member of the Federal Reserve System, a
“clearing corporation" within the meaning of the New York Uniform Commercial Code, and a "clearing agency”
registered pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934, as amended. DTC
holds securities that its participants (the "DTC Participants") deposit with DTC. DTC also facilitates the settlement
among DTC Participants of securities transactions, such as transfers and pledges, in deposited securities through
electronic computerized book-entry changes in accounts of the DTC Participants, thereby eliminating the need for
physical movement of securities certificates. DTC Participants include securities brokers and dealers, banks, trust
companies, clearing corporations and certain other organizations. DTC is owned by a number of the DTC
Participants and by the New York Stock Exchange, Inc., the American Stock Exchange, Inc. and the National
Association of Securities Dealers, Inc. Access to the DTC system is also available to others such as banks,
securities brokers and dealers, and trust companies that clear through or maintain a custodial relationship with a
DTC Participant, either directly or indirectly (the "Indirect Participants®). The rules applicable to DTC and the
DTC Participants are on file with the Securities and Exchange Commission.

Purchases of Bonds or Notes under the DTC system must be made by or through DTC Participants, which
will receive a credit for the Bonds or Notes, as applicable, in the records of DTC. The ownership interest of each
actual purchaser of each Bond or Note (the "Beneficial Owner") is in turn to be recorded on the DTC Participants’
and Indirect Participants’ records. Beneficial Owners will not receive written confirmation from DTC of their
purchase, but Beneficial Owners are expected (o receive written confirmations of their purchase providing details
of the Bonds or Notes acquired, as well as periodic statements of their holdings, from the DTC Pariicipant or
Indirect Participant through which the Beneficial Owner entered into the transaction. Transfers of ownership
interests in the Bonds or Notes will be accomplished by entries made on the books of DTC Participants acting on
behalf of the Beneficial Owners. Beneficial Owners will not receive certificates representing their ownership
interesis in the Bonds or Notes, except in the event that use of the book-entry system is discontinued.

To facilitate subsequent transfers, all Bonds or Notes deposited by DTC Participants with DTC are
registered in the name of DTC's partnership nominee, Cede & Co. The deposit of the Bonds or Notes with DTC
and their registration in the name of Cede & Co. effect no change in beneficial ownership. DTC has no knowledge
of the actual Beneficial Owners of the Bonds or Notes; DTC’s records reflect only the identity of the DTC
Participants to whose accounts such Bonds and Notes are credited, which may or may not be the Beneficial Owners.
The DTC Participants will remain responsible for keeping account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to DTC Participants, by DTC Participants to
Indirect Participants, and by DTC Participants and Indirect Participants to Beneficial Owners will be governed by
arrangements among them, subject to any statutory or regulatory requirements as may be in effect from time to
time.



Redemption notices shall be sent to Cede & Co. If less than all of the Bonds are being redeemed, DTC’s
practice is to determine by lot the amount of the interest of each DTC Participant in such issue to be redeemed.

Neither DTC nor Cede & Co. wili consent or vote with respect to the Bonds or Notes. Under iis usual
procedures, DTC mails an omnibus proxy to the Commonwealth as soon as possible after the record date. The
omnibus proxy assigns Cede & Co.’s voting rights to thosc DTC Participants having the Bonds or Notes credited
to their accounts on the record date (identified in a listing attached to the omnibus proxy).

THE COMMONWEALTH WILL NOT HAVE ANY RESPONSIBILITY OR OBLIGATION TO THE
DTC PARTICIPANTS, THE INDIRECT PARTICIPANTS OR THE BENEFICIAL OWNERS WITH
RESPECT TO THE ACCURACY OF ANY RECORDS MAINTAINED BY DTC OR BY ANY DTC
PARTICIPANT OR INDIRECT PARTICIPANT; THE PAYMENT OF, OR THE PROVIDING OF NOTICE
TO, THE DTC PARTICIPANTS, THE INDIRECT PARTICIPANTS OR THE BENEFICIAL OWNERS; OR
WITH RESPECT TO ANY OTHER ACTION TAKEN BY DTC AS BOND OR NOTE OWNER.

Beneficial Owners of the Bonds and Notes will not receive or have the right to receive physical delivery
of such Bonds or Notes, and will not be or be considered to be owners thereof. So long as Cede & Co. is the
registered owner of the Bonds or Notes, as nominee of DTC, references herein to the holders or registered owners
of the Bonds shall mean Cede & Co. and shall not mean the Beneficial Owners of the Bonds or Notes, as applicable.

DTC may discontinue providing its services as securities depository with respect to the Bonds or Notes at
any time by giving reasonable notice to the Commonwealth. Under such circumstances, unless a substitute
depository is retained by the Commonwealth, Bonds or Notes will be delivered and registered as designated by the
Beneficial Owners. The Beneficial Owner, upon registration of Bonds or Notes held in the Beneficial Owner’s
name, will become the Bondholder or Noteholder.

The Commonwealth may determine that continuation of the system of book-entry transfers through DTC
(or a successor depository) is not in the best interest of the Beneficial Owners. In such event, Bonds or Notes will
be delivered and registered as designated by the Beneficial Owners.

The principal of and interest and premium, if any, on the Bonds and Notes will be paid to DTC or its
nominee, Cede & Co., as registered owner of the Bonds and Notes. Upon receipt of moneys, DTC’s practice is
to credit the accounts of the DTC Participants on the payable date in accordance with their respective holdings
shown on the records of DTC unless DTC has reason to belicve it will not receive payment on the payable date.
Payments by DTC Participants and Indirect Participants to Beneficial Owners will be governed by standing
instructions and customary practices, as is now the case with municipal securities held for the accounts of customers
in bearer form or registered in "street name”, and will be the responsibility of such DTC Participant or Indirect
Participant and not DTC or the Commonwealth, subject to any statutory and regulatory requirements as may be in
effect from time to time. Payment of the principal of and interest and premium, if any, on the Bonds and Notes
to DTC is the responsibility of the Commonwealth; disbursement of such payments to DTC Participants and Indirect
Participants shall be the responsibility of DTC; and disbursement of such payments to Beneficial Owners shall be
the responsibility of the DTC Participants and the Indirect Participants.

The Commonwealth cannot give any assurances that DTC Participants or others will distribute payments
of principal of and interest on the Bonds and Notcs paid to DTC or its nominee, as the registered owner, to the
Beneficial Owners, or that they will do so on a timely basis or that DTC will serve and act in a manner described
in this document.

THE INFORMATION IN THIS SECTION CONCERNING DTC AND DTC’'S BOOK-ENTRY
SYSTEM HAS BEEN OBTAINED FROM SOURCES THAT THE COMMONWEALTH BELIEVES TO BE
RELIABLE, BUT THE COMMONWEALTH TAKES NO RESPONSIBILITY FOR THE ACCURACY

THEREOF.




RATINGS

Fitch Investors Service, Inc., Moody’s Investors Service, Inc. and Standard & Poor’s Ratings Group will
assign their municipal bond ratings of "AAA", "Aaa" and "AAA", respectively, to the Insured Bonds with the
understanding that upon delivery of such Bonds, a policy insuring the payment when due of the principal of and
interest on the Insured Bonds will be issued by Financial Guaranty.

The Bonds, other than the Insured Bonds, have been assigned ratings by Fitch Investors Service, Inc.,
Moody’s Investors Service, Inc. and Standard & Poor’s Ratings Group. The rating assigned by Fitch Investors
Service, Inc. for the Bonds is "A+". The rating assigned by Moody’s Investors Service, Inc. for the Bonds is
"Al". The rating assigned by Standard & Poor’s Ratings Group for the Bonds is "A+".

The Notes have been assigned ratings by Fitch Investors Service, Inc., Moody’s Investors Service, Inc.
and Standard & Poor’s Ratings Group. The rating assigned by Fitch Investors Service, Inc. is "F-1" for the Notes.
The rating assigned by Moody’s Investors Service, Inc. is "MIG1" for the Notes. The rating assigned by Standard
& Poor’s Ratings Group is "SP-1" for the Notes.

Such ratings reflect only the respective views of such organizations, and an explanation of the significance
of such ratings may be obtained from the rating agency furnishing the same. There is no assurance that a rating
will continue for any given period of time or that a rating will not be revised or withdrawn entirely by any or ail
of such rating agencies, if, in its or their judgment, circumstances so warrant, Any downward revision or
withdrawal of a rating could have an adverse effect on the market prices of the Bonds.

TAX EXEMPTION

The Bonds

Bond Counsel with respect to the Bonds, Hale and Dorr, is of the opinion that, under existing statutes and
court decisions, except as described below, interest on the Bonds is excludable from gross income for federal
income tax purposes and is not an item of tax preference for the purpose of the federal alternative minimum tax
imposed on individuals and corporations, but is includable in adjusted current earnings of corporate holders of the
Bonds and therefore will be taken into account in the computation of the alternative minimum tax applicable to
certain corporations. The Internal Revenue Code of 1986, as amended (the "Code™), imposes certain requirements
and restrictions on the use, expenditure, and investment of proceeds of state and local governmental obligations,
including the Bonds, and a requirement for payment to the federal government (called a "rebate”) of certain
proceeds derived from the investment thereof. Failure to comply with the Code’s requirements subsequent to the
issuance of the Bonds could cause interest on the Bonds to become subject to federal income taxation, retroactive
to the date of their issuance. On or before delivery of the Bonds to the original purchasers, the Commonwealth will
covenant that it will take all lawful action necessary to comply with those provisions of the Code that, except for
such compliance, would affect adversely the excludability of interesi on the Bonds from gross income for federal
income tax purposes. Bond Counsel’s opinion with respect to the federal income tax treatment of interest on the
Bonds is conditioned upon such compliance.

Bond Counsel has not opined as to other federal tax consequences of holding the Bonds, However,
prospective purchasers of such Bonds should be aware that (i) section 265 of the Code denies a deduction for interest
on indebtedness incurred or continued to purchase or carry the Bonds or, in the case of a financial institution, that
portion of a holder’s interest expense allocated to such Bonds, (ii) with respect to insurance companies subject to
the tax imposed by section 831 of the Code, section 832(b)}(5)(B)(i) reduces the deduction for loss reserves by 15%
of the sum of certain items, including interest on the Bonds, (iii) for taxable years beginning before January 1, 1996,



interest on the Bonds earned by some corporations could be subject to the environmental tax imposed by section
59A of the Code, (iv) interest on the Bonds eamed by certain foreign corporations doing business in the United
States could be subject to a branch profits tax imposed by section 884 of the Code, (v} passive investment income,
including interest on the Bonds, may be subject to federal income taxation under section 1375 of the Code for §
corporations that have Subchapter C earnings and profits at the close of the taxable year if greater than 25% of the
gross receipts of such S corporation is passive investment income and (vi) section 86 of the Code requires recipients
of certain Social Security and Railread Retirement benefits to take into account, in determining gross income,
receipts or accruals of interest on the Bonds.

In the opinion of Bond Counsel, under existing statutes, the Bonds and the interest thereon are exempt from
taxes imposed by the Commonwealth, although the Bonds and said interest may be included in the measure of estate
and inheritance taxes and of certain corporation excise and franchise taxes. Bond Counsel has not opined as to the
taxability of the Bonds or interest thereon under the laws of jurisdictions other than the Commonwealth.

For federal and Massachusetts income tax purposes, interest includes original issue discount, which with
respect to a Bond is equal to the excess, if any, of the stated redemption price at maturity of such Bond over the
initial offering price thereof to the public, excluding underwriters and other intermediaries, at which price a
substantial amount of such Bonds with the same maturity was sold. Original issue discount accrues actuarially over
the term of a Bond. Holders should consult their own tax advisors with respect to the computations of original issue
discount on such accruals of interest during the period in which any such Bond is held.

On the date of delivery of the Bonds, the original purchasers will be furnished with an opinion of Bond
Counsel substantially in the form attached hercto. See "Appendix B - Form of Bond Counsel Opinion with respect
to Bends".

The Notes

Bond Counsel with respect to the Notes, Nutter, McClennen & Fish is of the opinion that, under existing
law, except as hereinafter described, the interest on the Notes will be excluded from gross income for federal
income tax purposes and will not be an item of tax preference for purposes of the federal alternative minimum tax
imposed on individuals and corporations. Interest on the Notes will be taken into account, however, in determining
adjusted current earnings for the purpose of computing the alternative minimum tax imposed on corporations (as
defined for federal income tax purposes).

The Internal Revenue Code of 1986, as amended (the "Code"), establishes certain requirements regarding
the use, expenditure and investment of the proceeds of the Notes and the payment of rebate to the United States,
which must be continuously satisfied subsequent to the issuance of the Notes in order for interest on the Notes to
be or remain excluded from gross income for federal income tax purposes. Failure to comply with these
requirements may cause inclusion of interest on the Notes in gross income for federal income tax purposes
retroactive to the date of issuance of the Notes. The Commonwealth will covenant to take all lawful action
necessary to comply with all requirements of the Code that must be satisfied subsequent to the issuance of the Notes
in order that interest on the Notes be or continue to be excluded from gross income for federal income tax purposes.
Bond Counsel’s opinion with respect to federal tax consequences is cenditioned upon such compliance.

Bond Counsel has not opined as to other federal tax consequences of holding the Notes. However,
prospective purchasers of such Notes should be aware that { 1) section 265 of the Code denies a deduction for interest
on indebtedness incurred or continued to purchase or carry the Notes or, in the case of a financial institution, that
portion of a holder’s interest expense allocated to such Notes, (ii) with respect (o insurance companies subject to
the tax imposed by section 831 of the Code, section 832(b)(5)¥B)(i) reduces the deduction for loss reserves by 15%
of the sum of certain items, including interest on the Notes, (iii) for taxable years beginning before January 1, 1996,
interest on the Notes earned by some corporations could be subject to the environmental tax imposed by section 59A
of the Code, (iv) interest on the Notes earned by certain foreign corporations doing business in the United States
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could be subject to a branch profits tax imposed by section 884 of the Code, (v) passive investment income,
including interest on the Notes, may be subject to federal income taxation under section 1375 of the Code for §
corporations that have Subchapter C earnings and profits at the close of the taxable year if greater than 25% of the
gross receipis of such S corporation is passive investment income and (vi) section 86 of the Code requires recipients
of certain Social Security and Railroad Retirement benefits to take into account, in determining gross income,
receipts or accruals of interest on the Notes.

Bond Counsel is further of opinion that the Notes and the interest thereon are exempt from taxes imposed
by existing Massachusetts laws, although the Notes and said interest may be included in the measure of
Massachusetts estate and inheritance taxes and of certain Massachusetts corporate excise and franchise taxes. Bond
Counse! has not opined as to the taxability of the Notes or interest thereon under the laws of jurisdictions other than
the Commonwealth.

On the date of delivery of the Notes, the original purchasers will be furnished with an opinion of Bond
Counsel substantially in the form attached hereto. See "Appendix C - Form of Bond Counsel Opinion with respect
to Notes",

OPINIONS OF COUNSEL

The unqualified approving opinion as to the legality of the Bonds will be rendered by Hale and Dorr of
Boston, Massachusetts, Bond Counsel to the State Treasurer. The proposed form of the opinion of Bond Counsel
relating to the Bonds is attached as Appendix B. The unqualified approving opinion as to the legality of the Notes
will be rendered by Nutter, McClennen & Fish, of Boston, Massachusetts, Bond Counsel to the State Treasurer.
The proposed form of the opinion of Bend Counsel with respect to the Notes is attached to this Official Statement
as Appendix C. Certain legal matiers will be passed upon for the State Treasurer by Palmer & Dodge of Boston,
Massachusetts, as Disclosurc Counsel to the State Treasurer.

COMPETITIVE SALE OF BONDS

After competitive bidding on November 16, 1994, the Bonds were awarded to Merrill Lynch & Co.,
Merrill Lynch, Pierce, Fenner & Smith Incorporated (the "Underwriter"). The Underwriter has supplied the
information as 10 the public offering yields or prices of the Bonds set forth on the inside cover hereof. If all of the
Bonds are resold to the public at such yields or prices, the Underwriter has informed the Commonwealth that it
anticipates the total Underwriter compensation, net of amounts to be applied o costs of issuance of the Bonds, to
be $549,000. The Underwriter may change the public offering yields or prices from time to time.
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COMPETITIVE SALE OF NOTES

After competitive bidding on November 16, 1994, the Notes were awarded by the Commonwealth in the
amounts, to the purchasers and at aggregate purchase prices and were initially offered to the public at prices
resulting in reoffering yields as follows:

Purchase Reoffering
Amount Purchaser Price Yield
$50,000,000 CS First Boston Corporation $50,217,000.00 4.15%
50,000,000 Gotdman, Sachs & Co. 50,213,986.30 4.18
50,000,000 Merrill Lynch & Co. 50,214,000.00 4.15
50,000,000 Smith Barney Inc. 50,222,000.00 4.18
40,000,000 Bear, Stearns & Co. Inc. 40,170,000.00 4.15

MISCELLANEOUS

Any provisions of the constitution of the Commonwealth, of all general and special laws and of other
documents set forth or referred to in this Official Statement are only summarized, and such summaries do not
purport to be complete statements of any of such provisions. Only the actual text of such provisions can be relied
upon for completeness and accuracy.

All estimates and assumptions in this Official Statement have been made on the best information available
and are believed to be reliable, but no representations whatsoever are made that such estimates and assumptions are
correct. So far as any statements in this Official Statement involve any matters of opinion, whether or not expressly
so stated, they are intended merely as such and not as representations of fact. The various tables may not add due
to rounding of figures.

The information, estimates and assumpiions and expressions of opinion in this Official Statement are subject
to change without notice. Neither the delivery of this Official Statement nor any sale made pursuant to this Official
Statement shall, under any circumstances, create any implication that there has been no change in the affairs of the
Commonwealth or its agencies, authorities or political subdivisions since the date of this Official Statement, except
as expressly stated.

CONTINUING DISCLOSURE

For information concerning the availability of certain tinancial information from the Commonwealth, see
"Appendix A -- Commonwealth Information Statement" under the heading "CONTINUING DISCLOSURE".
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AVAILABILITY OF OTHER INFORMATION

Questions regarding this Official Statement or requests for additional financial information concerning the
Commonwealth should be directed to Kenneth Olshansky, Deputy Treasurer, Office of the Treasurer and Receiver-
General, One Ashburton Place, Twelfth Floor, Boston, Massachusetts 02108, telephone (617) 367-3900, or Lowell
Richards, Director of Debt Finance, Executive Office for Administration and Finance, State House, Room 373,
Boston, Massachusetts 02133, telephone (617) 727-2040. Questions regarding legal matters relating to this Official
Statement and the Bonds should be directed to Olivia A. O’Neill, Esq., Hale and Dorr, 60 State Street, Boston,
Massachusetts 02109, telephone (617) 526-6000. Questions regarding legal matters relating to this Official
Statement and the Notes should be directed to Dianne Hobbs, Esq., Nutter, McClennen & Fish, One International
Place, Boston, Massachusetts 02110, telephone (617) 439-2311.

THE COMMONWEALTH OF MASSACHUSETTS

By__ /s/ Joseph D, Malone
Joseph D. Malone
Treasurer and Receiver-General

By /s/ Alan R. Morse, Ir.
Alan R. Morse, Jr.
Undersecretary for Administration and Finance

November 16, 1994
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THE COMMONWEALTH OF MASSACHUSETTS
INFORMATION STATEMENT

November 16, 1994

This Information Statement, together with the Exhibits attached hereto, is furnished by The Commenwealth
of Massachusetts (the "Commonwealth"). It contains certain fiscal, financial and economic information concerning
the Commonwealth and its ability to meet its obligations. The Commonwealth Information Statement contains
information only through its date, and should be read in its entirety.

The ability of the Commonwealth to meet its obligations will be affected by, among other things, future
social, environmental and economic conditions, as well as by questions of legislative policy and the financial
conditions of the Commonwealth, Many of these conditions are not within the control of the Commonwealth.

Exhibit A to this Information Statement sets forth certain economic, demographic and statistical information

concerning the Commonwealth. Exhibits B and C contain the Commonwealth’s fiscal 1993 combined financial
statements (statutory basis) and fiscal 1993 general purpose financial statements (GAAP basis), respectively.
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The government of the Commonwealth is divided into three branches:
Legislature and the Judiciary, as indicated by the chart below.

THE GOVERNMENT

the Executive, the bicameral

Electorate

Leaislative Branch Executive Branch Judicial
g Branch
General Lieutenant Governor Executive Supreme Judicial
Court Governor Council Court
Appeals Court
s House Attorney State State State Triat Court
enate 0 General Auditor Secretary Treasurer
District Independent Offices and
Attorneys Commissions
Secretaries
Administration and Communities Consumer Economic
Finance and Develepment Affairs Affairs
Educaticnal Etder Affairs Environmental Health and Human
Affairs Affairs Services

Labor

Public Safety

Transportation
and Construction
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Executive Branch

The Govemor is the chief executive officer of the Commonwealth. Other elected members of the executive
branch are the Lieutenant Governor (elected with the Governor), the Treasurer and Receiver-General (the "State
Treasurer”), the Secretary of the Commonwealth, the Attorney General and the State Auditor. All are elected to
four-year terms. The next election for these officers will be held in November 1998.

The Executive, or Governor’s, Council consists of eight members who are elected to two-year terms in
even numbered years. The Executive Council is responsible for the confirmation of certain gubernatorial
appointments, particularly judges, and must approve all warrants (other than for debt service) prepared by the
Comptroller for payment by the State Treasurer.

Also within the Executive Branch are certain independent offices, each of which performs a defined
function, such as the Office of the Comptroller, the Board of Library Commissioners, the Office of the Inspector
General, the State Ethics Commission and the Office of Campaign and Political Finance.

Governor’s Cabiner. The Governor’s Cabinct, which assists the Governor in administration and policy
making, is comprised of the secretaries who head the eleven Executive Offices. Cabinet secretaries serve at the
pleasure of the Governor. All agencies are grouped under one of the eleven Executive Offices for administrative
purposes.

Approximately 76.6% of the Commonwealth’s fiscal 1995 program expenditures in the budgeted operating
funds is allocated to the Executive Offices. Listed below are the eleven Executive Offices, showing for each the
name of its secretary and the percentage of the Commanwealth’s fiscal 1995 program expenditures in the budgeted
operating funds attributable thereto:

Executive Offices

Approximate
Percentage of Total

Executive Office Secretary Expendinures Supetvised
Administration and Finance (1} Chatles D, Baker 5.7%
Communities and Development Mary L. Padula 0.8
Consumer Affairs and Business Regulation Priscilla H. Douglas 0.2
Economic Affairs Gloria C. Larson 0.2
Educational Affairs Piedad F. Robertson 16.6
Elder Affairs Franklin P. Ollivierre 08
Environmental Affairs Trudy Coxe {0
Health and Human Services (1) Gerald Whithurn 42.4
Labor Christine E, Merris 0.1
Public Safety Kathleen O’ Toole 4.8
Transportation and Construction James J. Kerasiotes 4.0
SOURCE: Executive Office for Administration and Firance.

{1 Charles Ib. Buker was appoinied Secretary for Administration and Finance on November 10, 1994. He formerly served as

Secretary of Health and Human Services. Gerald Whitburn will become Secretary of Health and Human Services as of January

{, 1995. He currently serves as Secretary of Health and Social Services for the State of Wisconsin.

Approximately 3.4 % of the Commonwealth’s fiscal 1995 expenditures in the budgeted operating funds are
for the costs and expenses of the constitutional officers (other than the State Treasurer), the Legislature, the
Judiciary, the Office of the Comptroller, the Board of Library Commissioners, the Office of the Inspector General,
the State Ethics Commission and the Office of Campaign and Political Finance. The State Treasurer’s budget
contains approximately 19.3% of fiscal 1995 expenditures, including 5.3% for a portion of Commonwealth aid to
cities, towns and regional school districts ("Local Ald:'), 7.§% for debt service, 5.8% for pension costs, and 0.6%
for other programs within the State Treasurer's office, mCllldl{lg Lottery administration. See "COMMONWEALTH
PROGRAMS AND SERVICES -- Local Aid", "~ Debt Service” and " -- Pensions". The remaining 0.7% of fiscal
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1995 expenditures is reserved for contingencies.

The Governor’s chief fiscal officer s the Secretary for Administration and Finance. The activities of the
Executive Office for Administration and Finance fall within five broad categories: (i) administrative and fiscal
supervision, including supervision of the implementation of the Commonwealth’s budget and menitoring of all
agency expenditures during the fiscal year; (ii) enforcement of the Commonwealth’s tax laws and collection of tax
revenues through the Department of Revenue for remittance to the State Treasurer; (iii) human resource
management, including administration of the state personnel system, civil service system and employee benefit
programs, and negotiation of collective bargaining agreements with certain of the Commenwealth’s public employee
unions; (iv) capital facilities management, including coordinating and overseeing the construction, management and
leasing of all state facilities; and (v) administration of general services, including information technology services.

All accounting policies and practices, publication of official financial reports and oversight of fiscal
management functions are the responsibility of the Comptroller. The Comptroller also administers the annual state
single audit and operates the state accounting system. The Comptroller is appointed by the Governor for a term
coterminous with the Governor’s and may be removed by the Governor only for cause. The preliminary and annual
financial reports of the Commonwealth, single audit reports and any rules and regulations promulgated by the
Comptroller must be reviewed by an advisory board. This board is chaired by the Secretary for Administration and
Finance and includes the State Treasurer, the Attorney General, the State Auditor, the Chief Administrative Justice
of the Trial Court and two persons with relevant experience appointed by the Governor for three-year siaggered
terms. The Commonwealth has retained the independent public accounting firm of Deloitte & Touche to audit the
Commonwealth’s gencral purpose financial statements and 1o conduct the state single audit.  See
"COMMONWEALTH BUDGET, FINANCIAL MANAGEMENT AND CONTROLS",

State Treasurer. The State Treasurer has four primary statutory responsibilities: (i) the collection of all
state revenues (other than small amounts of funds held by certain agencies); (ii} the management of both short-term
and long-term investments of Commonwealth funds, including all cash receipts and siate employee and teacher
pension funds (other than pension reserves); (iii) the disbursement of Commonwealth moneys and oversight of
reconciliation of the state’s accounts; and (iv) the issuance of all short and long-term debt obligations of the
Commonwealth, including notes, commercial paper and long term bonds.

In addition 10 these responsibilities, the State Treasurer serves as Chairman of the Massachusetts Lottery
Commission, the State Retirement Board, the Pension Reserve Investment Management Board, the Massachusetis
Convention Center Autharity, the Emergency Finance Board and the Massachusetts Waler Pollution Abatement
Trust. The State Treasurer also serves as a member of numerous other state boards and commissions.

State Auditor. The State Auditor is charged with improving the efficiency of state government by auditing
the administration and expenditure of public funds and reporting the findings to the public. The Office of the State
Auditor reviews the activilies and operations of approximately 750 state entities and contract compliance of private
vendors doing business with the Commonwealth, Sce "COMMONWEALTII BUDGET, FINANCIAL
MANAGEMENT AND CONTROLS".

Attorney General. The Atiomney General represents the Commonwealth in all legal proceedings in both
the state and federal courts, including defending the Commonwealth in actions in which a state law or executive
action is challenged. The Attorney General also brings actions 1o enforce environmental and consumer protection
statutes, among others, and represents the Commonwealth in automobile and health insurance rate setting
procedures. The Attorney General works in conjunction with the general counsel of the various state agencies and
executive departments 1o coordinate and monitor all pending litigation.

State Secretary. The Secretary of the Commonwealth is responsible for collection and storage of public
records and archives, securities regulation, state elections and custody of the seal of the Commonweai(h.
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Legislative Branch

The General Court (the "General Court” or the "Legislaiure”) is the bicameral legislative body of the
Commonwealth, consisting of a Senate of 40 members and a House of Representatives of 160 members. Members
of both the Senate and the House are elected to two-year terms in even-numbered years. The General Court meets
every year, and sessions often extend throughout the year.

The House of Representatives must originate any bill which imposes a tax. Once a tax bill is originated
by the House and forwarded to the Senate for consideration, the Senate may amend it. All bills are presented to
the Governor for approval or veto; the General Court may override the Governor’s veto of any bill by a two-thirds
vote of each branch of the Legislature, The Governor also has the power to return a bill to the branch of the
Legislature in which it was originated with a recommendation that certain amendments be made therein; such bill
is then before the Legislature and is subject to amendment or reenactment at which point the Governor has no
further right to return the bill a second time with a recommendation to amend.

Judicial Branch

The judicial branch of state government is composed of the Supreme J udicial Court, the Appeals Court and
the Trial Court. The Supreme Judicial Court has original jurisdiction over certain cases and hears appeals from both
the Appeals Court, which is an intermediate appellate court, and, in some cases, directly from the Trial Court, The
Supreme Judicial Court is authorized to render advisory opinions on important questions of law to the Governor,
the General Court and the Governor’s Council. Judges of the Supreme Judicial Court, the Appeals Court and the
Trial Court are appointed by the Governor, with the advice and consent of the Governor’s Council, to serve until
the mandatory retirement age of 70 years.

Independent Authorities and Agencies

Within the Commonwealth 31 independent authorities and agencies have been established by the
Legislature, the budgets of which are not included in the Commonwealth’s annual budget. The Commonwealth
does, however, appropriate funds in the budget for subsidies, operating assistance and debt service payments, and
is liable for the outstanding debt of cemain of these authorities and agencies, such as the Massachusetts Bay
Transportation Authority (the "MBTA™), the Boston Metropolitan District, the Woods Hole, Martha’s Vineyard and
Nantucket Steamship Authority (the "Steamship Authority”), certain regional transit authorities ("RTA’'s"), the
Massachusetts Convention Center Authority (the "MCCA") and the Massachusetts Government Land Bank (the
*Land Bank"). The Commonwealth guarantees debt issued by four higher education building authorities and various
local housing authorities, and may be called upon to provide capital reserve funding for the Massachusetts Housing
Finance Agency (the "MHFA") and the Massachusetts Home Mortgage Finance Agency. See
"COMMONWEALTH BOND AND NOTE LIABILITIES". Other independent authorities and agencies which issue
their own debt for quasi-governmental purposes include the Massachusetts Educational Financing Authority, the
Massachusetts Health and Educational Facilities Authority ("HEFA"), the Massachusetts Industrial Finance Agency,
the Massachusetts Port Authority, the Massachusetts Turnpike Authority, the Massachusetts Water Pellution
Abatement Trust (see "OTHER COMMONWEALTH LIABILITIES - Water Pollution Abatement Trust”) and the
Massachusetts Water Resources Authority (the "MWRA").

Local Government

Below the level of state government are 14 county governments responsible for various functions,
principally the operation of houses of correction and registries of probate and deeds. Each county government
assesses its constituent cities and towns for the costs of its services.

All territory in the Commonwealth is in one of the 14 counties and in one of the 351 incorporated cities
and towns which exercise the functions of local government. Cities and towns or regional school districts
established by them provide clementary and secondary education. Cities are governed by several variations of the
mayor-and-council or manager-and-council form. Most towns place executive power in a board of three or five
seloctmen elected (o one or three-year terms and retain legislative powers in the voters themselves, who assemble
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in periodic open or representative town meetings. Various local and regional districts exist for schools, parks, water
and wastewater administration and certain other governmental functions.

Municipal revenues consist of property taxes, Local Aid, local receipts (including motor vehicle excise
taxes, local option taxes, fines, licenses and permits, charges for local services, and investment income), and other
available funds (including general and dedicated reserve funds). Following the enactment in 1980 of the tax
limitation initiative petition commonly known as Propesition 2 1/2, most local governments have been forced to rely
on other revenues, principally Local Aid, to support local programs and services. See "COMMONWEALTH
PROGRAMS AND SERVICES -- Local Aid".

Initiative Petitions

Under the Massachusetts constitution, legislation may be enacted in the Commonwealth pursuant to a voier
initiative process. Initiative petitions which have been certified by the Auorney General as to proper form and as
to which the requisite number of voter signatures have been collected are submitted to the Legislature for
consideration. If the Legislature fails to enact the measure into law as submitted, the petitioner may place the
initiative on the ballot for the next statewide general election by collecting additional voter signatures. If approved
by a majority of the voters at the general eleciion, the petition becomes law 30 days after the date of the election.
Initiative petitions approved by the voters do not constitute constitutional amendments and may be subsequently
amended or repealed by the Legislature. In recent years ballots at statewide general elections typically have
presented a variety of initiative petitions, frequently including petitions relating to tax and fiscal policy. A number
of these have been approved and become law. See particularly "COMMONWEALTH REVENUES -- State Taxes:
Income Tax", "-- Other Taxes" and "-- Limitations on Tax Revenues" and "COMMONWEALTH PROGRAMS
AND SERVICES -- Local Aid",

COMMONWEALTH BUDGET, FINANCIAL MANAGEMENT AND CONTROLS
Operating Fund Structure

Budgeted Operating Funds. The Commonwealth’s operating fund structure satisfies the requirements of
state finance law and is in accordance with generally accepted accounting principles ("GAAP"), as defined by the
Governmental Accouniing Standards Board. The General Fund and those special revenue funds which are
appropriated in the annual state budget receive most of the non-bond and non-federal grant revenues of the
Commonwealth. These funds are referred to in this Information Statement as the "budgeted operating funds” of
the Commonwealth. They do not include the capital projects funds of the Commonwealth, into which the proceeds
of Commonwealth bonds are deposited. See "Overview of Capital Spending Process and Controls; Capital Projects
Fund Structure”. The three principal budgeted operating funds are the General Fund, the Highway Fund and the
Local Aid Fund. Expenditures from these three funds generally account for approximately 98% of total expenditures
of the budgeted operating funds.

Stabilizarion Fund. State finance law provides for a Stabilization Fund relating to the use of fiscal year-end
surpluses. A limitation equal to 0.5% of total tax revenues is imposed on the amount of any aggregate surplus in
the Commonwealth's three principal budgeted operating funds which may be carried forward as a beginning balance
for the next fiscal year. Any amount in excess of that limitation is reserved in the Stabilization Fund, from which
funds can be appropriated (i) to make up any difference between actual state revenues and allowable state revenues
in any fiscal year in which actual revenues fall below the allowable amount, (it} to replace state and local losses of
federal funds or (iii) for any event, as determined by the Legislature, which threatens the health, safety or welfare
of the people or the fiscal stability of the Commonwealth or any of its political subdivisions. Up to 5% of total state
tax revenues may be accumulated in the Stabilization Fund. Amounts in excess of that figure at the end of any fiscal
year are to be applied to the reduction of personal income taxes,

Overview of Budgetary Process

Generally, funds for the Commonwealth’s programs and services must be appropriated by the Legislature.
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The process of preparing a budget at the administrative level begins early in the fiscal year preceding the fiscal year
for which the budget will take effect. The legislative budgetary process begins in January (or, in the case of a
newly elected Governor, not later than March) with the Governor’s submission to the Legislature of a budget
recommendation for the fiscal year commencing in the coming July. The Massachusetis constitution requires that
the Governor recommend to the Legislature a budget which contains a statement of all proposed expenditures of
the Commonwealth for the fiscal year, including those already authorized by law, and of all taxes, revenues, loans
and other means by which such expenditures shati be defrayed. By statute, the Legislature and the Governor must
approve a balanced budget for each fiscal year, and no supplementary appropriation bill may be approved by the
Governor if it will result in an unbalanced budget. However, this is a statutory requirement that may be superseded
by an appropriation act.

The House Ways and Means Committee considers the Governor’s budget recommendations and, with
revisions, proposes a budget to the full House. Once approved by the House, the budget is considered by the Senate
Ways and Means Committee, which in tumn proposes a budget to be considered by the full Senate. After Senate
action, generally a legislative conference committee develops a compromise budget for consideration by both
branches of the Legislature, which upon adoption is sent to the Governor. Under the Massachusetts constitution,
the Governor may veto the budget in whole or disapprove or reduce a specific line-item. The Legislature may
override the Governor’s veto or specific line-item vetoes by a two-thirds vote of both the House and Senate. The
annual budget legislation, as finally enacted, is known as the General Appropriation Act.

In the event that a General Appropriation Act is not approved by the Legislature and the Governor prior
to the beginning of a fiscal year on July 1, the Legislature and the Governor may approve a temporary budget under
which funds for the Commonwealth’s programs and services would be appropriated based upon the level of
appropriations from the prior fiscal year budget. Temporary budgets have been utilized frequently in the
Commonwealth pending final approval of the General Appropriation Act by the Legislature and the Governor,

During the course of the fiscal year, the Office of the Comptroller monitors budgetary accounts and notifies
the Secretary for Administration and Finance and the House and Senate Committees on Ways and Means whenever
the appropriation to any account has been depleted. Whenever the Governor believes that existing appropriations
are insufficient to provide for projected expenditures under authorized programs, the Governor may seek
supplemental appropriations for particular programs or spending items. Supplemental appropriations have been
commonplace in recent years for various purposes, including, in particular, Medicaid and certain other public
assistance programs.

Various procedures required by state finance law are used by the Commonwealth to monitor revenues and
expenditures during the fiscal year. For example, quarterly revenue estimates are required to be made by the
Secretary for Administration and Finance, and the Office of the Comptroller publishes a quarterly report of planned
and actual revenues. See "COMMONWEALTH REVENUES -- Tax Revenue Forecasting". In addition, each
department head is required to notify the Secretary for Administration and Finance and the House and Senate
Committees on Ways and Means of any anticipated decrease in estimated revenues for his or her department from
the federal government or other sources or whenever it appears that any appropriation will be insufficient to meet
all expenditures required in the fiscal year by any law, rule, regulation or order not subject to administrative control.
The Secretary for Administration and Finance must notify the Governor and the House and Senate Committees on
Ways and Means whenever the Secretary determines that revenues will be insufficient to meet authorized
expenditures. The Secretary for Administration and Finance is then required to compute projected deficiencies and,
under Section 9C of Chapter 29 of the General Laws, the Governor is required to reduce allotments, to the extent
lawfully permitted to do so, or submit proposals to the Legislature to raise additional revenues or to make
appropriations from the Stabilization Fund to cover such deficiencies.

From time to time, the Governor’s use of the Section 9C power to withhold allotments has been challenged
by litigation. In May 1990 the Massachusetts Supreme Judicial Court invalidated a withholding of local school aid
funds, ruling that Section 9C extended only to appropriations of funds to state agencies under the control of the
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Cash and Budgetary Controls

The Commonwealth has in place controls designed to ensure that sufficient cash is available to meet the
Commonwealth’s obligations, that state expenditures are consistent with periodic allotments of annual appropriations
and that moneys are expended consistently with statutory and public purposes. Two independently efected Executive
Branch officials, the State Treasurer and the State Auditor, conduct the cash management and independent audit
functions, respectively. The Comptroller conducts the expenditure control function. The Secretary for
Administration and Financc is the Governor’s chief fiscal officer and provides overall coordination of fiscal
activities,

In addition, the Commonwealth’s Finance Advisory Board is obligated by law to survey periodically the
debt instruments of the Commonwealth and report on the Commonwealth's financial structure, including debt and
financial marketing plans. The Board consists of the State Treasurer and four members appointed by the Governor.

Cash Management Practices of State Treasurer

The State Treasurer’s office is responsible for ensuring that all Commonwealth financial obligations are
met on a timely basis. The Massachusetts constitution requires that all payments by the Commonwealth (other than
debt service) be made in accordance with a warrant approved by the Governor’s Councit. The Comptroller prepares
certificates which, with the advice and consent of the Governor’s Council and approval of the Governor, become
the warrant to the State Treasurer. Once the warrant is approved, the State Treasurer’s office disburses the monies.

The Cash Management Division of the Office of the State Treasurer accounts on a daily basis for cash
received into over 600 separate accounts of the Department of Revenue and other Commonwealth agencies and
departments. The Division relies primarily upon electronic receipt and disbursement systems.

The State Treasurer is required 1o prepare and submit quarterty to the House and Senate Committees on
Ways and Means official cash flow projections for the current {fiscal year. The projections must include estimated
sources and uses of cash, together with the assumptions from which such estimates were derived and identification
of any cash flow gaps. Regular meetings comparing cstimated to actual revenues and expenditures are held among
the Office of the State Treasurer, the Office of the Comptroiler, the Department of Revenue and the Exccutive
Office for Administration and Finance.

The State Treasurer’s office, in conjunction with the Executive Office for Administration and Finance, is
also required to develop quarterly and annual cash management plans to address any gap identified by the cash flow
projections and variance reports.

Fiscal Control, Accomnting and Reporting Practices of Comptroller

The Comptroller is responsible for oversight of fiscal management functions, establishment of all accounting
policies and practices and publication of official financial reports. The Office of the Comptroller maintains the
Massachusetts Management Accounting and Reporting System ("MMARS"), the centralized state accounting system
that is used by all state agencies and departments except for independent state authorities. MMARS provides a
ledger-based system of revenue and expenditure accounts enabling the Comptroller to control obligations and
expenditures effectively and to ensure thai appropriations are not exceeded during the course of the fiscal year.
During fiscal 1992 the Commonwealth added a billing and accounts receivable subsystem to its statewide accouatin I
system in order to automate the billing, collection and management of its non-tax revenues.

Expenditure Controls. The Comptroller requires that the amount of all ebligations under purchase orders,
contracts and other commitments for the expenditures of monies be recorded as encumbrances. Once encumbered,
these amounts are not available to support additional spending commitments. As a result of these encumbrances,
spending agencies can use MMARS 10 determine at any given time the amount of their appropriations available for
future expenditure.
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The Comptroller is responsible for compiling expenditure requests into the certificates for approval by the
Governor’s Council. In preparing the certificates which become the warrant, the Comptroller’s office reviews each
account and subaccount to ensure that the necessary monies for payment have been both appropriated by the
Legislature and allotted by the Governor. By law, certain obligations may be placed upon the warrant even if the
supporting appropriation and/or allotment is insufficient. These obligations inciude debt service, which is
specifically exempted from the warrant requirement, and Medicaid payments which are mandated by federal law.

In prior fiscal years, when the Commonwealth experienced cash shortfalls, the Comptroller, in consultation
with the State Treasurer and the Executive Office for Administration and Finance, developed a procedure for
prioritizing payments based upon state finance law and sound fiscal management practices. Under the current
procedure, debt service on the Commonwealth’s bonds and notes is given the highest priority among the
Commonwealth’s various payment obligations.

Internal Controls. The Comptroller maintains internal control policies and procedures in accordance with
state finance law that state agencies are required 10 follow. Violations of state finance law or regulation, or other
internal control weaknesses, must be reported 1o the State Auditor, who is awthorized, among other things, 1o
investigate and recommend corrective action.

Statutory Basis of Accounting. The Commonwealth adopts its budget and maintains its financial information
on the basis of state finance law (the “statutory basis” or the "statutory basis of accounting”). The emphasis is on
accountability and budgetary control over appropriations.

Under the statutory basis, tax and departmental revenues are accounted for on a modified cash basis by
reconciling revenue to actual cash receipts confirmed by the State Treasurer. Certain limited revenue accruals are
also recognized, including federal reimbursemenis receivable with respect to expenditures already made.
Expenditures are measured on a modificd cash basis with actual cash disbursements as confirmed by the State
Treasurer, except that encumbrances for goods or services received on or before the end of a fiscal year are
recognized as accounts payable and included in expenditures.

For the majority of Commonwealth programs and services, the measurement of expenditures under the
statutory basis of accounting is equivalent to such measurement on a GAAP basis. However, for certain
federally-mandated entitlement programs, such as Medicaid, expenditures are recognized to the extent of
disbursements on appropriations made through June 30 of each fiscal year. The approximate net effect of this
statutory practice is to charge in each fiscal year the Medicaid bills of the last two or three months of the preceding
fiscal year and the first nine or ten months of the current fiscal year.

GAAP Basis of Accounting. Since fiscal 1986, the Comptroller has prepared Commonwealth financial
statements on a GAAP basis. The emphasis is on demonstrating interperiod equity through the use of modified
accrual accounting for the recognition of revenues and expenditures/expenses. In addition to the primary
government, certain independent authorities and agencies of the Commonwealth are included as component units
within the Commonwealth’s reporting entity, primarily as non-budgeted enterprise funds.

Under GAAP, revenues are reported in the period in which they become both measurable and available.
Revenues are "available” when they are expected to be collected within the current period or soon enough thereafter
10 be used to pay liabilities of the current period, Significant revenues susceptible to accrual include income, sales
and use, corporation and other taxes, federal prants and reimbursements, local government assessments for
operations of the MBTA and reimbursements for the use of materials and services. Tax accruals, which represent
the estimated amounts due to the Commonwealth on previous filings, over and under withholdings, estimated
payments on income earned and tax refunds and abatements payable, are all recorded as adjustments 1o statutory
basis tax revenues. Expenditures/expenses are recorded in the period in which the related fund liability is incurred.
Principal and interest on long-term debt obligations are recorded as fund liabilities when due. Major expenditure
accruals are recorded for the cost of Medicaid claims that have been incurred but not paid, net cost of service
payments due o the MBTA, claims and judgments and cqmpensated absences such as vacation pay earned by state
employees. See "FINANCIAL RESULTS -- Selected Financial Data -- GAAP Basis” and "EXHIBIT C - 1993
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General Purpose Financial Statements -- GAAP Basis".

Financial Reports. The Commonwealth’s fiscal year ends on June 30 of each year. Throughout the year,
the Comptroller prepares interim financial statements, and, in September, following the end of each fiscal year, the
Comptroller issues the Preliminary Financial Report. These interim and preliminary financials are prepared on the
statutory basis of accounting and are not audited, but they are considered authoritative. In the following January,
the Comptroller publishes the Commonwealth’s audited annual report. For fiscal 1986 through 1989 this report
included audited financial statements on both the statutory basis of accounting and on the GAAP basis. Since fiscal
1990, these financial statements have been issued as two separate financial reports, one utilizin g the statutory basis
of accounting (the "Statutory Basis Financial Report") and the Comprehensive Annual Financial Report ("CAFR"),
which is on a GAAP basis. The general purpose financial statcments from these two reports of the Commonwealth
for fiscal 1993 are attached hereto as Exhibits B and C, respectively. For fiscal 1990 through 1993 the independent
auditor’s opinions were unqualified. Copies of these financial reports arc avaitable at the address provided under
"CONTINUING DISCLOSURE",

The Comptroller retains an independent certified public accounting firm to render certain opinions on its
financial statements and on certain other reports required by the single audit. As part of the single audit, the
independent auditors render a report on all programs involving federal funding for compliance with federal and state
laws and regulations and assess the adequacy of internal control systems. A separate report is issued on all
programs not involving federal funding.

The CAFRs for fiscal 1990 through fiscal 1993, from which certain information contained in this
Information Statement has been derived, were cach awarded the Certificate of Achievement for Excellence in
Financial Reporting by the Government Finance Officers Association of the United States and Canada (the
"GFOA"). The Certificate of Achievement is the highest form of recognition for excellence in state and local
government financial reporting. In order to be awarded a Certificate of Achievement, a governmental unit must
publish an easily readable and efficiently organized comprehensive annual financial report, the basic contents of
which conform to program standards. Such report must satisfy both GAAP and applicable legal requirements. A
Certificate of Achievement is valid for a period of one year only.

Overview of Capital Spending Process and Controls

Capital Projects Fund Structure. Capital projects funds ("Capital Projects Funds") are used to account for
financial activity related to the acquisition of major capital asscts. Line item capital appropriations are authorized
from Capitat Projects Funds. This capital spending is financed principally from proceeds of Commonwealth bonds
and bond anticipation notes, federal reimbursements and transfers from other governmental funds. The issuance
of bonds and bond anticipation notes requires that both houses of the Legislature approve, by a two-thirds vote,
a separate bond authorization to incur debt for a specific purpose. See "COMMONWEALTH BOND AND NOTE
LIABILITIES -- Overview". Pursuant to state finance faw, the Governor, through the Secretary for Administration
and Finance, has discretion over the allotment and, therefore, the actual expenditure of funds authorized by capital
appropriations.

Five-Year Capiral Spending Plan. In August 1991, the administration announced the development of a five-
year capital spending plan (the "Five-Year Capital Spending Plan"). The Five-Year Capital Spending Plan, which
is an administrative guideline and subject to amendment by the Governor at any time, sets forth capital spending
allocations for the next five fiscal years and establishes capital spending limits. The Governor has also introduced
a set of capital spending controls. See "Capital Spending Controls®.

The policy objective of the Five-Year Capital Spending Plan is to limit the debt burden of the
Commonwealth by controlling the relationship between current capital spending and the issuance of bonds by the
Commonwealth. Capital appropriations enacted by the Legislature are typically matched with bond authorizations.
The Governor, by utilizing his discretion over the allotment of funds for capital appropriations, may control the rate
at which capital appropriations are expended, and therefore control the amount of bonds issued to finance such
expendires.
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The following table, entitled "Summary of Five-Year Capital Spending Plan and Plan of Finance”, sets
forth current estimates of capital spending of the Commonwealth, including the MBTA, as well as the sources of
funding for such capital spending, including federal aid, for fiscal years 1994 through 1998. Total capital spending
for fiscal years 1994 through 1998 to be financed from Commonwealth debt is forecast at approximately $4.4
billion, which is significantly below legislatively authorized capital spending levels. In addition, the Five-Year
Capital Spending Plan also forecasts total MBTA capital expenditures of $1.394 billion for fiscal years 1994 through
1998, which spending will be financed through the issuance of bonds by the MBTA and assumes that the projected
level of Commonwealth capital spending will leverage additional federal aid of $6.815 billion for this period. The
anticipated levels of federal aid rely on certain assumptions concerning the level of federal participation in the
funding of the third harbor tunnel and central artery projects and for state highways and bridge repair. The
Legislature recently enacted and the Governor signed into law legislation providing for approximately $2.4 billion
of transportation related expenditures to be funded from federal aid and Commonwealth debt. These expenditures
are included in the following table. The Executive Office for Administration and Finance is currently reviewing
the Five-Year Capital Spending Plan in order to include expected fiscal 1999 spending and, if necessary, 1o make
other revisions as well.

Summary of Five-Year Capital Spending Plan and Plan of Finance
(in millions)

1994 1995 1996 1997 1998 Total

Uses of Funds
Information Technology $2 $25 $20 $21 %17 $ 104
Infrastructure(2} 101 128 218 217 237 901
Environmental Affaits

Commonwealth Expenditures 119 114 73 61 48 415

Open Space Acquisition 35 35 40 45 45 200

Subtotal 154 149 113 106 93 615
Housing 44 58 70 7 78 327
Transportation

Commonwealth Expenditures 417 453 363 348 302 1,883

MBTA 200 394 316 255 229 1,394

Federal Highway/MBTA Aid 1,392 1,620 1,431 1,337 1,035 6,815

Subiotal 2,009 2,467 2,110 1,940 1,566 10,092
Economic Development 0 3 a 108 117 118 373
Miscellaneous Capital Projects 11 38 12 __8 7 78

Total §2!372 [C3) §2!865 4) §2i651 §2I486 §le 16 §12l490
Sources of Funds
Federal Aid $1,392 $1.620 $1,431 $1,337 $1,035 $6,815
Commonwealth Debi(5) 700 1,031 (6) 904 894 852 4,381
MBTA Bornds _200 _394 316 _255 229 1,394

Towl 207 () 3045 (4 $2651 243 U6 $12.59

SOURCE: Executive Office for Administration and Finance.

{1} Totals may not add due to rounding.

2 Includes hospital consolidation, prison, courts, and higher education construction and miscellancous other projects.

)] Does not include $67.0 miilion in fiscal 1994 spent on transportation projects related to economic development,

4 The difference between the tota) uses of funds and total sources of funds primarily relates to the timing of issuance of Commonwealth
debt.

{5) Includes geperal obligation bonds and speciat obligation bonds. .

()] Includes expected issuance of approximately $180 million of general obligation bonds for certain expendimres unrelated to fiscal 1995,

The Commenwealth anticipates that a substantial portion of the state financed share of the Five-Year Capital
Spending Plan will be financed from the proceeds of general obligation debt. Due to the size and complexity of
the Commonwealth’s capital program, and other factors, the timing and amount of actual capital expenditures and
debt issuances over the period will likely vary somewhat from the annual spending amounts contained in the Five-

Year Capital Spending Plan.

The Legislature is currently considering a bill that provides for construction of a 630,000 square foot
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assembly and convention facility, including a 70,000 seat capacity indoor stadium, in Boston. The current version
of the legislation provides for the facility to be constructed, owned and operated by the MCCA and authorizes the
issuance of up to $700 million of bonds of the MCCA to finance construction. The legislation also provides for
the issuance of up to $200 million of additional bonds of the MCCA to finance interest during construction. All
such bonds would be fully payable from contract assistance payments to be made by the Commonwealth. See
"COMMONWEALTH BOND AND NOTE LIABILITIES — Commonwealth Supported Debt; Massachusetts
Convention Center Authority.” The legislation further authorizes the issuance of up to $100 million of general
obligation bonds of the Commonwealth to finance the construction or rehabilitation of other civic, convention center
and exhibition hall facilities throughout the Commonwealth. The Executive Office for Administration and Finance
is considering what modifications, if any, may be necessary to the current Five-Year Capital Spending Plan in order
to accommodate these projects.

Capital Spending and Controls. In conjunction with the development of the Five-Year Capital Spending
Plan, the Governor has directed the implementation of a number of accounting procedures and fiscal controls to limit
agency capital spending to the levels cstablished by the Five-Year Capital Spending Plan. Since July 1, 199%, all
agency capital spending has been tracked against the Five-Year Capital Spending Plan on both a cash and an
encumbrance accounting basis on MMARS, the Compiroller’s statewide accounting system, and federal
reimbursements have been budgeted and monitored against anticipated receipts.

The Governor is pursuing additional measures to limit the practice of shifting operating agency personnel
costs and other operating expenditures to Capital Projects Funds. Implementation of this full-cost budgeting
approach to relate the effect of capital spending more precisely to the operating budget should provide further
incentive for agency managers to control capital spending.

Audit Practices of State Auditor

The State Auditor is mandated under state law to conduct an audit at least once every two years of all
activities of the Commonwealth. The audit encompasses 750 entities, including the court system and the
independent authorities, and includes an overall evaluation of management operations. The State Auditor also has
the authority 1o audit federally aided programs and vendors under contract with the Commonwealth, as well as to
conduct special audit projects. The State Auditor’s office conducts both financial compliance and performance audits
in accordance with generally accepted government auditing standards issued by the Comptroller General of the
United States. In addition, and in conjunction with the independent public accounting firm of Deloitte & Touche,
the State Auditor performs a significant portion of the audit work relating to the state single audit.

Within the State Auditor’s office is the Division of Local Mandates, which evaluates all proposed and actuoal
legislation to determine the financial impact on the Commonwealth’s cities and towns. In accordance with state [aw,
the Commonwealth is required to reimburse cities and towns for any costs incurred through mandated programs
established after the passage of Proposition 2 1/2, the statewide tax limitation passed by initiative petition in 1980,
unless expressly exempted from those provisions, and the State Auditor’s financial analysis is used to establish the
amount of reimbursement duc. Sce "COMMONWEALTH PROGRAMS AND SERVICES -- Local Aid;
Propasition 2 1/2°.

FINANCIAL RESULTS

As the annual operating budget of the Commonwealth is adopted in accordance with the starutory basis of
accounting, public and gov:mmental discourse on the financial affairs of the Commonwealth has traditionally
followed the statutory basis. Consequently, the financial information set forth in this document follows the statutory
basis, except where otherwise noted. Since fiscal 1990, the Commonwealth has prepared separate audited financial
reports on the statutory basis and on a GAAP basis. See "COMMONWEALTH BUDGET, FINANCIAL
MANAGEMENT AND CONTROLS -- Fiscal Control, Accounting and Reporting Practices of the Comptroller;
Financial Repors”. The fiscal 1993 stawtory basis financia! statements, as presented in the Statutory Basis
Financial Report, are set forth in Exhibit B. The fiscal 1993 GAAP basis financial statements, as presented in the
Comprehensive Annual Financial Report, are set forth in Exhibit C.
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Selected Financial Data - Statutory Basis

The revenues and expenditures of the budgeted operating funds presented in the following table are derived
from the Commonwealth’s audited statutory basis financial statements for fiscal 1990 through 1993, unaudited
preliminary financial information for fiscal 1994 presented in the Preliminary Financial Report issued on September
15, 1994 by the office of the Comptroller and unaudited estimates for fiscal 1995 prepared by the Executive Office
for Administration and Finance. The financial information presented inciudes all budgeted operating funds of the
Commonwealth. When the status of a fund has changed during this period, prior years have been restated to
conform to the fiscal 1995 budget.

The Commonwealth currenily has 34 active budgeted funds. During a fiscal year there are numerous
transactions among these budgeted funds, which from the fund accounting perspective create offsetting inflows and
outflows.

In conducting the budget process, the Executive Office for Administration and Finance excludes those
interfund transactions that by their nature have no impact on the combined fund balance of the budgeted funds. The
following table isolates this interfund activity from the budgeted sources and uses to align more clearly forecasts
prepared during the budget process to the detailed fund accounting of the Commonwealth's annual financial
statements. The table also isolates the assessments on municipalities collected by the Commonwealth and paid to
the MBTA and RTA’s. This activity is recorded in the Commonwealth’s financial stalements as part of the General
Fund, but it is not appropriated or included in the budget process.

More detailed information with respect to each of fiscal years 1990 through 1995 is provided in the

discussion following the table. Unless otherwise indicated, the financial information discussed for such fiscal years
in this Information Statement is based upon the financial information contained in this table.
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Budgeted Operating Funds Operations -- Statutory Basis

Beginning Fund Balances

Reserved or Designared
Stabilization Fund (1)
Undesignated

Total

Revenues and Qther Sources

Taxes

Federal Reimbursements (2)

Departmental and Other Revenues

Intertund Transfers from Non-budgeted
Funds #nd Other Sources (3)

Budgeted Revenues and Other Sources

Mass Transit Assessments from
Municipalities

Interfund Transfers among Budgeted Funds
and Other Sourcey

Total Revenues and Other Sources

Expenditures and Uses

Programs and Services

Detw Service

Pensions

Interfund Transters to Non-hudgeted Funds
and Other Uses

Budgeted Expenditures and
Other Uses

Paymemt of Municipal Mass ‘Transit
Assessments 1o the MBTA and RTA's

Interfund Transters among Budgeted
Funds and Other Uses

Tatal Expenditures and Other Uses

Excess (Deficiency) of Revenues and Other
Sources Over Expenditures and Other Uses

Prior Year Deficit Financing

Ending Fund Balances

Reserved or Designared
Stabilization Fund {1}
Undesignated

Total

SOURCE: Fiscal 1990-1993 and Preliminary {unaudited) Fiscal 1994, Office of the Comptroller. Estimated Fiscal 1995, Executive Office for

Administration and Finance.

(in millions)

Stabilization Fund balances are not expendable without subsequent specific legislative authorization,

8y

(24 Includes $513 millhion for fiscal 1991, $198%.6 million for fiscal 1992, $236.3 million for fiscal 1993, and $219.0 million for fiscal
1994 in federal reimbursements resulting from claims for reimbursement of cerlain uncompensated care for Massachusetts hospitals.
Sce "Fiscal Years 199) Through 1994 and "1995 FISCAL YEAR",

(3 Interfund transfers represent accounting transfers which reallocate rescurces among funds. Fund deficit suppott transfers of $234 .8
million in fiscal 1991 have been eliminated to facilitate comparattve analysis. See "COMMONWEALTH REVENUES
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Preliminary

{unaudited) Estimated
Fiscal Fiscat Fiscal Fiscal Fiscal Fiscal
1950 1991 1982 1993 1994 1995
$124.9 $174.5 $119.8 S236.2 $110.4 $78.0
- - 592 2304 309.5 377.0
(444.2) {1,278 9) 58.1 82 8 142.6 125.7
(319.3) {1, 104.4) 2371 549 4 562.5 580.7
8,517.7 ®,994.9 9.483.6 9.929.9 10,606.7 11.234.0
1,717.5 27771 2.393.5 2.674.1 2.914.5 2.973.2
1,131.7 1,204 % 1.187.3 1.327.1 11745 1,273.5
641.3 656.6 663.9 778.5 835.5 8834
12,008.2 13,633.5 13,728.3 14,709.6 15,551.2 16,364.1
123.9 130.2 130.9 137.4 140.4 1443
9i.1 140.7 366.9 358.7 283.2 2258
12,2232 13,913 4 14,226.1 15,2057 15,974.8 16,7342

11,770.2 11,9445 11,7574 12,683.6 13.420.8 14,178.8(4)
TG 9423 R9E.3 1,139.5 1.154.9 1,249 4
671.9 039 751.5 868.2 908.9 993.3
467 £4.0 8 5.1 48.4 60.0
13,259.7 13,654.7 13,416.0 14,696.4 15,533.0 16,481.5
123.9 130.2 130.9 137.4 140.4 1443
911 14497 366.9 3587 283.2 225.8
13.474.7 13,9346 13,913 8 15,182 6 15.956.6 16.851.6
{1,251.5) 213 312.3 13.1 18.2 {117.4)

466.4 1.362.7 - - - .

174.5 1198 2362 110.4 78.0 16.8
- 59.2 2304 3095 3770 388.0
(1,278.9; 58.1 82.8 142.6 125.7 58.5
$01. 104 .4y §237.1 $549.4 $562 .5 $580.7 $463 3

————

-

--Federal and



Other Non-Tax Revenues”.
(4} Includes $102.7 million currently reserved for contingencies.

Annual budgeted revenues increased by approximately 13.5% in fiscal 1991, 0.7% in fiscal 1992, and 7.1%
in fiscal 1993. Annual budgeted revenues increased from fiscal 1993 to fiscal 1994 by approximately 5.7% and
are projected to increase by approximately 5.2% in fiscal 1955, Annual budgeted expenditures increased at an
annual rate of approximately 3.0% in fiscal 1991, decreased from fiscal 1991 to fiscal 1992 by approximately 1.7%
and increased by approximately 9.5% in fiscal 1993 and increased by approximately 5.7% in fiscal 1994, Annual
budgeted expenditures are estimated to increase by approximarely 6.1% in fiscal 1995. Ending fund balances in
the budgeted operating funds for fiscal 1990 were negative $1.104 billion. For fiscal 1991, these funds attained
positive ending balances of $237.1 million, of which $59.2 million was reserved in the Commonwealth’s
Stabilization Fund pursuant to state finance law. Fiscal 1992 ended with positive fund balances of $549.4 million,
including $230.4 million in the Stabilization Fund. Fiscal 1993 ended with positive fund balances of $562.5 million,
including $309.5 million in the Stabilization Fund. Fiscal 1994 ended with fund balances of $580.7 million,
including $377.0 million in the Stabilization Fund. Fiscal 1995 is estimated to end with fund balances of $463.3
million, including $388.0 in the Stabilization Fund. Sec "Fiscal Years 1990 Through 1994" and "1995 FISCAL
YEAR".

Selected Financial Data - GAAP Basis

The following table provides financial results on a GAAP basis for fiscal years 1990 through 1993 for all
budgeted operating funds of the Commonwealth. The fiscal 1994 financial results on a GAAP basis will not be
available until the audited financial statements for fiscal 1994 are published in January, 1995.

In its fiscal 1993 CAFR, the Commonwealth has adopted the guidance of the Governmental Accounting
Standards Board (GASB) Statement No. 15 “Governmental College and University Accounting and Financial
Reporting Models" and discretely presented the University and College Fund Type. In prior years, the financial
activity of institutions of higher education was blended into Governmental, Proprietary, and Fiduciary Fund Types.
The reason for the change is to provide a more focused basis for future measurements of financial performance,
to provided comparability with other states who prepare CAFRs, and to demonstrate accountability for the
Commonwealth’s institutions of higher education. In order to accomplish the transition to discrete presentation,
fiscal 1992 amounts have been restated. A complete discussion of this restatement is included in footnote 16 to the
1993 General Purpose Financial Statements - GAAP Basis included as Exhibit C hereto.
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Budgeted Operating Funds Operations - GAAP Basis(1)
{in millions)

Fiscal 1990 Fiscal 1991 Figcal 1992 Fiscal 1993

Furd equity (deficit) ar beginning of year $(946.2) $(1,895.5) $(761.2} $317.4%3)
Revenues and Sources

Taxes 82566 91311 9.471.0 10,0158
Federal Grants and Reimbursements 1,640 7 28088 24159 2.6270
Department and Other Revenues 1,249.0 1,359.1 1.441.1 1,522 4
Interfund Transfers and Other Sources 807.0 800.7 #17.5 1,015.7
Total 11,965.3 14.0899.7 14,145.5 15.181.0

Expenditures and Uses

Programs and Services 11,193.2 11.892.5 11,348 .8 11,636.5
Debt Service 770.9 9423 7515 1,139.5
Pensiens 6719 T06.5 8G8.3 893.5
Interfund Transfers and Other Uses (2) 745.0 786.8 767.3 1,378.2
Total 13,381.0 14,328.1 13,765.9 15.047.7
Excess (Deficiency) of Revenues and Other

Sources over Expenditures and Other Uses 1.415.7 (228.4) 379.6 133.3
Prior Year Deficit Financing 466 .4 1,362.7 -- -
Fund Equity {Deficit) at End of Year $(1,895.5) $(761.2) ${381.6) $(184.1)

SOURCE: Office of the Comptroller.

48 Fiscal 1994 information will not be available until publication of the Commonwealth’s audited financial statements for fiscal 1994,

2y A fund deficit support wransfer of $234.8 millicn in fiscal 1991 has been eliminated o facilitate comparative analysis. See
"COMMONWEALTH REVENUES -- Federul and Other Non-Tax Revenues”.

(3 As restated to reflect discrete presentation of the University and College Fund. This fund balance is increased $64.2 million due 10

certain liabilities related to accrued salaries and fringe benefits being cransferred to the University and College Fund.

Using a modified accrual basis of accounting, the GAAP financial statements have provided a picture of
the financial condition of the budgeted operating funds that is different from that rcported on the statutory basis,
See "Selected Financial Data - Statutory Basis”. As evidenced in the trend line of fund balance (deficit) over time,
there is a correlation between the GAAP basis measurement and the statutory basis measurement. While the
difference in fund balance may vary in a given fiscal year, both bottom lines trend in the same direction. For a
description of the differences between statutory basis and GAAP basis accounting, see "COMMONWEALTH
BUDGET, FINANCIAL MANAGEMENT AND CONTROLS -- Fiscal Control, Accounting and Reporting
Practices of the Comptroller; GAAP Basis of Accounting”.

Fiscal Years 1990 Through 1994

1990 Fiscal Year. Budgeted cxpenditures for fiscal 1990 were approximately $13.260 billion. Budgeted
revenues and other sources for fiscal 1990 were approximately $12.008 billion. The fiscal 1990 operating loss
equalled approximately $1.252 billion and the deficit at the end of the fiscal year equalled $1. 104 billion. The fiscal
1990 deficit was financed, in arrears in the following year, from the proceeds of the $1.416 billion of Fiscal
Recovery Bonds issued under legislation enacted in July 1990. See "COMMONWEALTH BOND AND NOTE
LIABILITIES -- General Obligation Debt; Dedicated Income Tax Debt". Retroactive application of the proceeds
of such financing would have resulted in a fiscal 1990 positive closing balance of $258.3 million, on an adjusted
basis. In order to conserve cash at the end of the fiscal year, the Commonwealth deferred until fiscal 1991 the
disbursement of approximately $1.26 billion of Local Aid due in fiscal 1990.

In July 1989 the Governor vetoed certain provisions included in the budget legislation for fiscal 1990,
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including approximately $273.0 million of appropriations. One of these vetoes occasioned a default by the
Commonwealth on a payment of $2.5 million due September i, 1989 on a general obligation basis to the
Massachusetts Community Development Finance Corporation, to which the full faith and credit of the
Commonwealth had been pledged. After the enactment of a supplemental appropriation in the amount of
$2.5 million to mect such payment, the payment was made on September 17, 1990,

1991 Fiscal Year. Budgeted expenditures for fiscal 1991 were approximately $13.659 billion. Budgeted
revenues and other sources for fiscal 1991 were $13.634 billion. The fiscal 1991 operating loss equalled
approximately $21.2 million. Application of the adjusted fiscal 1990 fund balance of $258.3 million resulted in a
final fiscal 1991 budgetary surplus of $237.1 million. State finance law required that approximately $59.2 million
of the fiscal year-end balance be credited to the Stabilization Fund. Amounts credited to the Stabilization Fund are
not generally available to defray current year expenses without subsequent specific legislative authorization. See
“COMMONWEALTH BUDGET, FINANCIAL MANAGEMENT AND CONTROLS -- Commonwealth Fund
Structure”.

Upon taking office in January 1991, the new Governor undertook a comprehensive review of the
Commonwealth’s budget. Based on projected spending of $14.105 billion, it was then estimated that $850.0 million
in budget balancing measures would be needed prior to the close of fiscal 1991. At that time, estimated tax
revenues were revised to $8.845 billion, $903.0 million less than was estimated at the time the fiscal 1991 budget
was adopted. The Governor proposed a series of legislative and administrative actions, including withholding of
allotments under Section 9C, designed to eliminate the projected deficit. To address the projected deficit, a number
of legislative measures were enacted, including a state employee furlough program, and the Governor took certain
other administrative actions not requiring legislative approval. It is estimated that spending reductions achieved
through savings initiatives and withholding of allotments totalled $484.3 million for fiscal 1991.

In addition to reducing spending to close the projected budget deficit, the new administration, in May 1991,
filed an amendment to its Medicaid state plan which enabled it to claim 50% federal reimbursement on
uncompensated care payments provided to certatn hospitals in the Commonwealth. As a result, in fiscal 1991, the
Commonwealth obtained additional non-tax revenues in the form of federal reimbursements equal to approximately
$513.0 miilion on account of uncompensated care payments. This reimbursement claim was based upon then recent
amendments to federal law contained in the Omnibus Budget Reconciliation Act of 1990 and, consequently, on
relatively undeveloped federal laws, regulations and guidelines. At the request of the federal Health Care Financing
Administration, the Office of Inspector General of the United States Department of Health and Human Services
commenced a review of the reimbursement claim, but cancelled it in April, 1992 on the basis of initial audit work,
which disclosed nothing that would cause it to believe the claim was not in compliance.

After disbursement in full of the semi-annual Local Aid distribution of $1.018 billion due on June 28, 1991,
retirement of all the Commonwealth's outstanding commercial paper and repaymeni of certain other shori-term
borrowings, as of June 30, 1991, the end of fiscal 1991, the Commonwealth had a cash balance of $182.3 million.
The fiscal 1991 year-end cash position compared favorably to the Commonwealth’s cash position at the end of the
prior fiscal year, when the Commonwealth’s cash shortfall would have exceeded $1.1 billion had the distribution

of Local Aid not been postponed.

1992 Fiscal Year. Budgeted revenues and other sources for fiscal 1992 were $13.728 billion, including
tax revenues of $9.484 billion. Budgeted revenues and other sources increased by approximately 0.7% from fiscal
1991 to fiscal 1992, while tax revenues increased by 5.4% for the same period.

Budgeted expenditures were approximately $13.420 billion in fiscal 1992, which is $238.7 million, or
1.7%, lower than fiscal 1991 budgeted expenditures. Final fiscal 1992 budgeted expenditures were approximately
$300 million higher than the initial July 1991 estimates of budgeted expenditures. While certain expenditures were
less than originally estimated, spending for certain human services programs, in particular, was higher than initially
estimated, including an increase of $268.7 million for the Medicaid program and $50.0 million for mental
retardation consent decree requirements. Fiscal 1992 budgeted expenditures for Medicaid were $2.818 billion, or
1.9% higher than fiscal 1991. This increase compares favorably with the 19.0% average annual growth rate of
Medicaid expenditures for fiscal years 1988 through 1991. See "COMMONWEALTH PROGRAMS AND
SERVICES -- Medicaid and Group Health Insurance”.
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Appropriations for the General Retief and Group Health Insurance programs were among the appropriations
reduced by the Governor prior to sighing the fiscal 1992 budget. The Legislature overrode the Governor’s $376.0
millien reduction of the Group Health Insurance appropriation, in essence rejecting the Governor’s proposal to
increase the state employee and retiree share of health insurance costs from 10% to 25%. The General Relief
program was abolished and replaced by Emergency Aid to the Elderly, Disabled and Children ("EAEDC"). The
replacement of General Relief with EAEDC is estimated 1o have reduced expenditures in fiscal 1992 by $55.1
million, or 29.1%, from spending levels in fiscal 1991 for the General Relief program. See "COMMONWEALTH
PROGRAMS AND SERVICES -- Medicaid and Group Health Insurance” and "-- Public Assistance".

Overall, the budgeted operating funds ended fiscal 1992 with an excess of revenucs and other sources over
expenditures and other uses of $312.3 million and with positive fund balances of $549.4 million, when such excess
is added to the fund balances of $237.1 million carried forward from fiscal 1991. Total fiscal 1992 spending
autherity continued into fiscal 1993 was $231.0 million.

After payment in full of the quarterly Local Aid distribution of $514.0 millien due on June 30, 1992,
retirement of the Commonwealth’s outstanding commercial paper {except for approximately $50 million of bond
anticipation notes) and certain other short-term borrowings, as of June 30, 1992, the Commonwealth showed a
year-end cash position of approximately $731.0 million. The fiscal 1992 ending balance compares favorably with
the cash balance of $182.3 million at the cnd of fiscal 1991.

1993 Fiscal Year. The budgeted operating funds of the Commonwealth ended fiscal 1993 with a surplus
of revenues and other sources over expenditures and other uses of $13.1 million and aggregate ending fund balances
in the budgeted operating funds of the Commonwealth of approximately $562.5 million. Budgeted revenues and
other sources for fiscal 1993 totalled approximately $14.7 10 billion, including tax revenues of $9.930 billion. Total
revenues and other sources increased by approximately 6.9% from fiscal 1992 to fiscal 1993, while tax revenues
increased by 4.7% for the same period. In July, 1992, tax revenues had been estimated to be approximately $9.685
billion for fiscal 1993. This amount was subsequently revised during fiscal 1993 1o $9.940 billion.

Commonwealth budgeted expenditures and other uses in fiscal 1993 totalled approximately $14.696 hillion,
which is $1.280 billion or approximately 9.6% higher than fiscal 1992 expenditures and other uses. Fiscal 1993
budgeted expenditures were $23 million lower than the initial July 1992 estimates of fiscal 1993 budgeted
expenditures,

As of June 30, 1993, after payment of all Local Aid and retirement of short-term debt, the Commonwealth
showed a year-end cash position of approximately $622.2 million, as compared to a projected position of $485.1
million.

1994 Fiscal Year. The Commenweaith is in the process of closing its fiscal 1994 financial records.
Financial information for fiscal 1994 is unaudited and provided by the office of the Comptroller based upon the
Preliminary Financial Report of the Commonwealth for fiscal 1994 issued by the Compuroller on September 15,
1994. Audited financial information is expected to be published in January, 1995,

Fiscal 1994 tax revenue collections were approximately $10.607 billion, $87 million below the Department
of Revenue’s fiscal year 1994 tax revenue estimate of $10.694 billion and $677 million above fiscal 1993 tax
revenues of $9.930 billion. Budgeted revenues and other sources, including non-tax revenues, cotlected in fiscal
1994 were approximately $15.551 billion. Budgeted expenditures and other uses of funds in fiscal 1994 were
approximately $15.533 billion.

As of June 30, 1994, the Commonwealth showed a year-end cash position of approximately $757 million,
as compared to a projected position of $599 million.

In June, 1993, the Legislature adopted and the Governor signed into taw comprehensive education reform
legislation. This legislation required an increase in expenditures for education purposes above fiscal 1993 base
spending of $1.288 billion of approximately 3175 million in fiscal 1994. The Executive Office for Administration
and Finance expects the annual increases in expenditures above the fiscal 1993 base spending of $1.288 billion to
be approximately $396 million in fiscal 1995, $632 million in fiscal 1996 and $875 million in fiscal 1997.
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Additional annual increases are also expected in later fiscal years. The fiscal 1995 budget as signed by the
Governor includes $396 million in appropriations to satisfy this legislation.

1995 FISCAL YEAR

On July 10, 1994, the Governor signed into law the fiscal 1995 budget, which, together with authorizations
contained in the final fiscal 1994 appropriations bill and expected supplemental appropriations relating to welfare
and certain other programs, as described below, currently provides for approximately $16.482 billion in fiscal 1995
expenditures. The Governor exercised his authority to veto and reduce individual line items and reduced total
expenditures by approximately $298.2 million and vetoed cemain other law changes contained in the fiscal 1995
budget.

Included in the approximately $298.2 million of vetoes noted above, the Governor vetoed approximately
$296.9 million in appropriations for the Executive Office of Human Services and the Department of Public Welfare,
representing four months of funding for the Commonwealth’s welfare programs. The Governor plans to refile his
proposal to eliminate the cash grant portion of the Aid to Families With Dependent Children (AFDC) program and
create an Employment Support program, as well as request budgetary authorization to fund welfare expenditures
for the last four months of fiscal 1995 under a reformed welfare system. The fiscal 1995 expenditure estimate of
$16.482 billion assumes a full year of funding for the Commonwealth welfare programs,

Budgeted revenues and other sources 1o be collected in fiscal 1995 are estimated by the Executive Office
for Administration and Finance to be approximately $16.364 billion. This amount includes estimated fiscal 1995
tax revenues of $11.234 billion, which is approximately $627 million higher than fiscal 1994 1ax revenues of
$10.607 billion.

In recent months, the rate of growth in certain tax revenue categories, including, in particular, the income
tax, has slowed. Fiscal 1994 tax revenues werc approximately $87 million below the Department of Revenue’s tax
revenue estimate of $10.694 billion. On September 26, 1994, as required by law, the Secretary for Administration
and Finance revised the fiscal 1995 tax revenue estimate to $11.234 billion, a reduction of approximately $75
million from the most recent estimate, which represented the $11.328 billion consensus tax revenue estimate jointly
endorsed in May, 1994 by the Secretary for Administration and Finance and the Chairmen of the House and Senate
Ways and Means Committees in connection with preparation of the fiscal 1995 budget, less $19.3 million of tax
cuts signed by the Govemnor in the fiscal 1995 budget. The Executive Office for Administration and Finance expects
to offset this reduction through a combination of spending reductions and certain expected increases in non-tax
revenues in order to maintain a balanced budget for fiscal 1995,

The fiscal 1995 budget is based on numerous spending and revenue estimates, the achievement of which
cannot be assured. To date, the House has overridden $296.9 million of the Governor’s vetoes relating to certain
welfare programs contained in the fiscal 1995 budget as well as certain law changes which may have a financial
impact on the Commonwealth. The Senate initially voted to sustain the Governor’s veto. However, a motion to
reconsider this vote is pending and could be considered at any time before the end of the current legislative session.
The override of other vetoes has not yet been considered by the Legislature and it is possible that the Legislature
may vote to override such vetoes later in fiscal 1995. The $16.482 billion of fiscal 1995 expenditures includes a
reserve against certain contingencies cutrently in the amount of $102.7 million. On October 7, 1994, the Governor
filed a supplemental appropriation recommendation aggregating approximately $44.5 million, which expenditures
are included in the $102.7 million contingency reserve for fiscal 1995 expenditures. Additional supplemental
appropriations may be required for fiscal 1995, although the actual amount of supplemental appropriations will not

be determined until after review of agency spending plans, which is expected to be completed in the fall.

On November, 8, 1994, the voters in the statewide general election approved an initiative petiion that
would slightly increase the portion of gasoline tax vevenue credited to the Highway Fund, one of the
Commenwealth’s three major budgetary f unds, prohibit the transfer of money from the Highway Fund to other funds
for non-highway purposes and not permit including the Highway Fund balance in the computation of the
vconsolidated net surplus” for purposes of state finance laws. The initiative petition also provides that no more than
15% of gasoline tax revenues may be used for mass transportation purposes, such as expenditures related to the
MBTA. The Executive Office of Administration and Finance is analyzing the effect, if any, this initiative petition,
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which will become law on December 8, 1994, may have on the fiscal 1995 budget and on other fiscal matters
generally, although it currently does not expect it to have any materially adverse impact. This law is not a
constitutional amendment and is subject to amendment or repeal by the Legislature, which may also, notwithstanding
the terms of the initiative petition, appropriate moneys from the Highway Fund in such amounts and for such
purposes as it determines, subject only to a constitutional restriction that such moneys be used for hi ghway or mass
transportation purposes. See "THE GOVERNMENT -- Initiative Petitions",

Cash Flow

The most recent cash flow projection prepared by the office of the State Treasurer estimates the fiscal 1995
year-end cash position to be approximately $675 million. This projection is based on the fiscal 1995 budget as
originally signed by the Governor and supplemental appropriations enacted to date. The cash flow projection
reflects actual results through July, 1994 and current revenue and spending estimates. The ending balance included
in the cash flow forecast and the estimated ending balance for the Commonwealth’s operating bud get will differ due
to timing differences and the effect of certain non-budget items. In addition, events occurring subsequent to the
preparation of this cash flow projection may cause the actual cash flow of the Commonwealth to vary from the
projected cash flow. The current cash flow projection assumes that the Commonwealth will issue approximately
$800 million of long-term general obligation during the remainder of fiscal 1995 to finance capital projects and that
no more than approximately $105 million of short-term operating borrowings under the commercial paper program
will be outstanding at any time during the remainder of fiscal 1995, The Commonwealth’s practice is to use
available cash for capital expenditures pending the issuance of long-term bonds and, in the event the amount of long-
term debt is reduced or its issuance delayed due to market conditions or other circumstances, additional amounts
of commercial paper may be outstanding from time to time. See "COMMONWEALTH BOND AND NOTE
LIABILITIES -- General Obligation Debt; Commonwealth General Obligation Notes".

COMMONWEALTH REVENUFES

In order to fund its programs and services, the Commonwealth collects a variety of taxes and receives
revenues from other non-tax sources, including the federal government and various fees, fines, court revennes,
assessments, reimbursements, interest earnings and transfers from its non-budgeted funds. In fiscal 1994,
approximately 68.2% of the Commonwealth’s annual budgeted revenues were derived from state taxes. In addition,
the federal government provided approximately 18.7% of such revenues, with the remaining 13.1% provided from
departmental revenues and transfers from non-budgeted funds.

Distribution of Revenues

The following table sets forth the Commonwealth’s actual revenues in its budgeted operating funds for fiscal
1990 through 1993, its preliminary (unaudited) revenues for fiscal 1994 and estimated revenues for fiscal 1995.
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Commonwealth Revenues -- Budgeted Operating Funds
(in millions)

Preliminary
{unaudited) Estimated
Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal
1990 1991(7) 1992(7) 1993(7) 1994 1995
Tax Revenues:
Alcoholic Beverages $ 708 $ 662 $ 63.5 $ 600 $ 60.2 $ 60.0
Banks
Commercial 64.5 274 17.6{9) 74.7 136.9 1450
Savings 46.2 20.6 42.5 8.2 630 F0.0
Cigarettes (1) 150.8 144.4 139.9 190.2 237.3 240.0
Corporations 693.4 612.2 643.8 737.4 782.3 836.0
Deeds (2) 362 301 322 4.0 394 42.0
Income 4 .465.2(5) 5,045.1(5) 5,337.0 5,374.9 5,6589.8 6,093.0
Inheritance and Estate 276.4 249.5 260.2 267.3 277.5 255.0
Insurance (3) 273.0 267 .8 284.8 280.5 290.2 299.0
Motor Fuel 3019 464.2 541.1 557.2 562.6 575.0
Public Utilities 62.0 54.3 52,9 69.1 §1.8 8.0
Racing 31.7 21.5 26.1 15.7 14.2 13.0
Room Occupancy 56.6 56.0 55.9 59.3 62.8 67.0
Sales
Regular 1,3710.5 1.392.1 1,443.6 1,548.1 1,664.3 1,772.0
Meals 295.9 291.7 296.3 303.2 3234 347.0
Motor Vehicles 290.0 223.6 238.7 2729 314.5 335.0
Sub-Total--5ales {,956.4 1,909.4 1.978.6 2,124.2 2,302.2 2,454.0
Miscellaneous 27.6 152 7.5 6.6 6.5 7.0
Total 8,517.7 89949 9 483.6 9.529.9 10.606.7 11,234.0
Non-Tax Revenucs:
Federal Reimbutsements 1,717.5(6) 2,777.1(8) 2.393.5(8) 2,674.1(8) 2,914.5(8) 2,973.2(8)
Departmental and Other Revenucs 1.131.7 1,204.9 1,187.3 1,327.1 1,174.5 1,273.5
Inierfund Transfers from Non-budgeted
Funds and Other Sources {4) 641.3 656.6 663.9 itk ) §53.5 8814
Budgeted Non-Tax Revenues
and Other Sources 3490.5 4,638.6 4.244.7 4,779.7 4.944.5 5,030.1
Budgeted Revenues and Other Sources 12,008.2 13,633.5 13,728.3 14,709.6 15,5512 16,364.1
Mass Transit Assessments from
Municipalities 123.9 130.2 130.9 137.4 140.4 144.3
Interfund Transfers among Budgeted
Funds and Other Sources (4) M1 149.7 366.9 358.7 283.2 2258

Total Revenues and Other Seurces $12.223 2 $139134  $14,2261 13,2057 315.974.8 $16,734.2

SOURCE:
Administra

(1

3]

3

@

(5

(%)

Fiscal 1990-1993, Preliminary {unaudited) fiscal 1994, Office of the Comptrolier. Estimated Fiscal 1995, Executive Office for
tion and Finance.

As a tesult of legislation enacted by voter initiative petition, this excise tax was increased effective January 1, 1993, See "State
Taxes; Other Taxes."

At the end of the 1992 legisiative session, the Legislatore overrode the Governot’s veto of iegislation that doubled the deeds excise
tax. The increased revenues are applied directty to county purposes and are no counted a5 Cotmonwealth revenues. See "State
Taxes; Other Taxes".

Includes $7.6 million in 1990, 37.2 miilion in 1991, $6.6 million in 1992, %8.0 million in 1993, and $8.7 million in 1994,
respectively, in fees collected by the Division of Insurance relating 1o high-risk insurance.

Interfund transfers represent accounting teansfers which reallocate resources among funds. Fund deficit support transfers of $234.8
million for fiscal 1991 have been eliminated to facilitate comparative analysis. Includes transfers between the Stabilization Fund and
the budgeted operating funds. Transfers to the Swbilization Fund were $59.2 million, $170.0 million, $76.9 millien, and $59.5
million in fiscal 1991, 1992, 1993, and 1994, respectively, See "Federal and Other Non-Tax Revenues” below.

Excludes $444.3 million collected in fiscal 1990 and $298.3 miilion collected in fiscal 1991 attributed to the temporary increase in
the income tax dedicated to the Commonwealth Liability Reduction Fund and the Medical Assistance Liability Fund.

Excludes $244 million of revenues atiributable to federal reimbursements for expenditures from the Medical Assistance Liability Fund;
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such revemees were dedicated to such fund.

{7} Includes the impact of tax law changes under Chapers 121 of the Acts of 1990, as amended. The tota] fiscal 199] impact of the
changes is an estimated increase in tax revenues in the amount of $1.020 billion, while the fiscal 1992 and 1993 impacts of the
changes are estimated at $1.329 billion and $1.318 billion, respectively.

(8} Includes $513 million for tiscal 1991, $198.6 million for fiscal 1992, $236.3 million for fiscal 1993, $219 miilion in fiscal 1994 and
an estimated $233.0 million in fiscal 1995 1 federal reimbursements resulting from claims for reimbursement of certain
uncompensated care for Massachusens hospitals. See "FINANCYAL RESULTS - Fiscal Years [99%) Through 1994" and “1995
FISCAL YEAR",

{9 Reflects settlement of certain litigation, see "State Taxes; Business Corporations Tux".

State Taxes

The major components of state taxes are the income tax, which accounted for approximately 54 % of total
projected tax revenues in fiscal 1994, the sales and use tax, which accounted for approximately 22%, and the
business corporations tax, which accounted for approximately 7%. Other tax and excise sources accounted for the
remaining 17% of total fiscal 1994 tax revenues.

Income Tax., The Commonwealth assesses personal income taxes at flar rates, according to classes of
income, after specified deductions and excmptions. A rate of 5.95% is applied to income from employment,
professions, trades, businesses, partnerships, rents, royalties, taxable pensions and annyities and interest from
Massachusetts banks; and a rate of 12% is applied to other interest {although interest on obligations of the United
States and of the Commonwealth and its political subdivisions is exempt), dividends and net capital gains (afier a
50% deduction for long-term capital gains).

Under Chapter 151 of the Acts of 1990 up to 15% of state income tax revenue is pledged 1o the paymem
of debt service on approximately $1.045 billion of outstanding Fiscal Recovery Bonds issued pursuant to Chapter
151. See "COMMONWEALTH BOND AND NOTE LIABILITIES -- General Obligation Debt; Dedicated Income
Tax Debt".

Partially as a result of income tax rate increases, state income tax revenues increased from fiscal 1990 to
$5.045 biltion (excluding $298.3 million collected pursuant to certain 1989 tax legisiation) in fiscal 1991. These
figures represent an increase of approximately 13.0%. State income tax revenues in fiscal 1992 were $5.337 billion,
which represents an increase from fiscal 1991 of approximately 5.8%. Income tax revenues in fiscal 1993 were
$5.375 billion, an increase of approximately 0.7% from fiscal 1992. Income tax revenues for fiscal 1994 were
approximately $5.690 billion, an increase of 5.9% from fiscal 1993. Income tax revenues for fiscal 1995 are
currently expected to be approximately $6.093 billion, an increase of 7.1% from fiscal 1994. As a resuit of a
slowing rate of growth in certain tax revenue categories, including, in particular, the income tax, the Secretary of
Administration and Finance recently reduced the total fiscal 1995 tax revenue estimate by $75 million. See "1995
FISCAL YEAR".

A citizens” group, known as the Tax Equity Aliance of Massachusetts, proposed a change in the
Massachusetts individual income tax law that would have resulted in the crealion of a graduated income tax
structure, if a proposed amendment to the Massachusetts Constitution allowing income tax rates to be graduated had
been approved at the 1994 state-wide election. Both the constitutional amendment authorizing graduated income
tax rates and the related initiative petition were rejected and the proposed changes will not occur.

Sales and Use Tax. The Commonwealth imposes a 5% sales tax on retail sales of certain tangible
properties (including retail sales of meals) transacted in the Commonwealth and a corresponding 5% use tax on the
storage, use or other consumption of tike tangible properties brought into the Commonwealth. However, food,
clothing, prescribed medicine, materials and produce used in food production, machinery, materials, tools and fyel
used in certain industries, and property subject to other excises (except for cigarettes) are exempt from sales
taxation. The sales and use tax is also applied to sales of electricity, gas and steam for certain nonresidential use
and to nonresidential and most residential use of telecommunications services.

Annual sales and use tax revenues declined from $1.956 billion in fiscal 19590 to $1.909 billion for fiscal

1991. Sales and use tax revenues increased to $1.979 billion in fiscal 1992 (o0 $2.124 billion in fiscal 1993 and to
$2.302 billion in fiscal 1994. Sales and use tax revenues are estimated to increase to $2.454 billion in fiscal 1995,
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Business Corporations Tax. Business corporations doing business in the Commenwealth, other than banks,
trust companies, insurance companies, railroads, public uiilities and safe deposit companies, are subject to an excise
that has a property measure and an income measure. The value of Massachusetts tangible property (not taxed
locally) or net worth allocated to the Commonwealth is taxed at $2.60 per $1,000 of value. The net income
allocated to Massachusetts, which is based on gross income for federal taxes, is taxed at 9.5%. The minimum tax
is $456. Both rates and the minimum tax include a 14% surtax. Annual revenues from the business corporations
tax have declined significantly in recent years, from the high of $887.1 million in fiscal 1989 to $612.2 million in
fiscal 1991. Business corporation tax revenues were $643.8 million in fiscal 1992, representing an increase of $31.6
million, or 5.1%, from fiscal 1991, For fiscal 1992, the excise tax on commercial and savings banks yielded $60.2
million, representing an increase of approximately 25.2% over fiscal 1991. Dueto the settlement by the Department
of Revenue of a case pending before the Appellate Tax Board, the Commonwealth paid a taxpayer commercial bank
$37.0 million, thus reducing revenues from the commercial and savings bank excise tax in fiscal 1992 from $97.1
million to $60.2 million. For fiscal 1993, revenues from the business corporations tax increased to $737.4 million,
or approximately 14.5% above fiscal 1992 and tax revenues from banks increased to $152.9 million or 154.4%
above fiscal 1992. Fiscal 1994 tax revenues from corporations and banks were approximately $782.3 million and
$199.9 million, respectively or approximately 6.1% and 30.7% above the respective fiscal 1993 amounts. Fiscal
1995 tax revenues from corporations and banks are estimated to be $836.0 millien and $215.0 million, respectively.

Other Taxes. Other tax revenues of the Commonwealth are currently projected to total $1.636 billion in
fiscal 1995, an increase of 0.2% over fiscal 1994. Other tax revenues are derived by the Commonwealth from
motor fuels excise taxes, cigarette and alcoholic beverage excise taxes, estate and deed excises and other tax
sources. The Commonwealth is authorized to issue special obligation highway bonds secured by a pledge of all or
a portion of the Highway Fund, including revenues derived from all or a portion of the motor fuels excise tax. The
Commonwealth issued $103,770,000 of special obligation bonds in June, 1992 secured by a pledge of 2 cents of
the 2 1-cent motor fuel excise tax imposed on gasoline and $300,000,000 of special obligation bonds in June, 1994
secured by a pledge of an additional 4.86 cents of such excise tax and cerfain other monies. The portion of the
motor fuel excise tax currently pledged to all special obligation bends is estimated to be approximately $168.7
million in fiscal 1995. Additional special obligation bonds may also be tssued in the future secured by all or
additional portions of the motor fuels excise tax. See "COMMONWEALTH BOND AND NOTE LIABILITIES

-- Special Obligation Debt".

On November 3, 1992, legislation was enacted by voter initiative petition which imposed, as of January
1, 1993, a new excise tax of 1.25 cents per cigarette (25 cents per pack of 20 cigarettes) and 25% of the wholesale
price of smokeless tobacco. Under the legislation, the revenues raised by this excise tax shall be credited to a new
Health Protection Fund and expended, subject to appropriation by the Legislature, to pay for health programs and
education relating to tobacco use. Total revenues deposited in the Health Protection Fund in fiscal 1993 and fiscal
1994 were $59.5 million and $116.4 million, respectively, and are estimated to be $117.7 million in fiscal 1995,

In addition, in January 1993, the Legislature overrode the Governor’s veto of a 100% increase in the deeds
excise tax. The increased revenues from this excise tax will be retained by county governments and applied to
certain county costs. The availability of these revenues will reduce Commonwealth expenditures for county

purposes by an equal amouat.

Estate Tax Revisions. The fiscal 1993 budget included legislation which gradually phases out the current
Massachusetts estate tax and replaces it with a "sponge tax “in 1997. The "sponge tax” is based on the maximum
amount of the credit for state taxes allowed for federal estate tax purposes. The estate tax is phased out by means
of annual increases in the basic exemption from the current $200,000 level. The exemption is increased to $300,000
for 1993, $400,000 for 1994, $500,000 for 1995 and $600,000 for 1996. In addition, the legislation includes a full
marital deduction starting July 1, 1994. Currently the marital deduction is limited to 50% of the Massachusetts
adjusted gross estate. The static fiscal impact of the phase out of the estate tax was estimated to be approximately
$24.8 million in fiscal 1994 and is estimated to be approximately $72.5 million in fiscal 1995.

Tax Revenue Forecasting

Under state law, on or before September 25 and March 15 of each year, the Secretary for Administration
and Finance is required to submit to the Governor and to the House and Senate Committees on Ways and Means
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estimates of revenues available to meet appropriations and other needs in the current and following fiscal year. On
or before October 15, January 15 and April 15, the Secretary is required to submit revised estimates for the current
fiscal year unless, in his opinion, no significant changes have occurred since the last estimate of total available
revenues. On or before May 15 of each year, the Secretary is required to develop jointly with the House and Senate
Committees on Ways and Means a consensus tax revenue forecast for the following fiscal year. The Department
of Revenue employs sophisticated economic modeling techniques and ongoing monitoring of tax revenue receipts
and current taxpayer behavior 1o provide the Secretary with information on tax revenue trends.

In the past several years tax revenue forecasting has been complicated by uncerzainty about the national and
state economies, federal and state tax law changes and decisions in certain state court cases affecting tax collections.
In addition, certain tax revenues are difficult to predict with accuracy because of the variety of direct and indirect
economic and non-economic factors affecting receipts. During each of the fiscal years 1990 and 1991, the official
tax revenue forecasts made at the beginning of the year proved to be substantially more optimistic than the actual
results. In July 1989 the Governor and Legislature approved a budget for fiscal 1990 based on 7% tax revenue
growth; actual tax revenues decreased 3.4%. The fiscal 1991 budget was based on projected tax revenue growth
of less than 1%, before taking into account revenues expected to be generated by the 1990 tax legislation. Once
these additional revenues were added, the projcction was for tax revenues of $9.748 billion in fiscal 1991, reflecting
projected growth of 14.4%. However, during the remainder of calendar year 1990, actual receipts lagged
projections, resulting in reductions of the fiscal 1991 tax revenue estimates. Fiscal 1991 tax revenues were $8.995
billion, which represents growth over fiscal 1990 of only 5.6%. See "FINANCIAL RESULTS -- Fiscal Years 1990
Through 1994",

The fiscal 1992 budget initially was based on the joint tax revenue estimate of $8.292 billion, a 7.8%
decrease from fiscal 1991. Actual fiscal 1992 tax revenues were $9.484 billion, a 5.4% increase over fiscal 1991
The fiscal 1993 budget initially was based on a joint tax revenue estimate of $9.685 billion, an increase of $201. 1
millien, or 2.1%, from tax revenues for fiscal 1992, The actual fiscal 1993 tax revenues were $9.930 billion, a
4.7% increase over fiscal 1992. See "FINANCIAL RESULTS -- Fiscal Years 1990 Through 1994".

In May, 1993, the chairpersons of the House and Senate Ways and Means Committee and the Secretary
for Administration and Finance jointly endorsed an estimate of tax revenues for fiscal 1994 of $10.540 billion, an
increase of $610 million, or 6.1%, from then cxpected tax revenues for fiscal 1993. The fiscal 1994 budgel was
based upon this tax revenue estimate. Actual fiscal 1994 tax revenues were $10.607 billion, a 6.8% increase over
fiscal 1993. See "FINANCIAL RESULTS--Fiscal Years 1990 through 1994."

In May, 1994, the chairpersons of the House and Senate Ways and Mcans Committee and the Secretary
for Administration and Finance jointly endorsed an estimate of tax revenues for fiscal 1994 of $11.328 billion, an
increase of $634 million, or 5.9%, from then expected tax revenues for fiscal 1994 of $10.6%4 billion. The fiscal
1995 budget was based upon this tax revenue estimate, less $19.3 million of 1ax cuts signed by the Governor in the
fiscal 1995 budget. On September 26, 1994, as required by law, the Secretary for Adminisiration and Finance
revised the fiscal 1995 tax revenue estimate to $11.234 billion, a reduction of approximately $75 million from the
most recent estimate.

Federal and Other Non-Tax Revenues

Revenues from the federal government are received through reimbursements for the federal share of
federally mandated programs such as Medicaid and Aid to Families with Dependent Children ("AFDC™). The
amount of federal reimbursements received by the Commonwealth is determined by the amounts of siate
expenditures for such programs. In fiscal 1991, federal reimbursements increased by 61.7% to $2.777 billion from
$1.718 billion in fiscal 1990, uwing mainly o0 the $513.0 million reimbursement of uncompensated care payments.
See "FINANCIAL RESULTS -- Fiscal Years 1990 Through 1994". Federal reimbursements in fiscal 1992
decreased by $383 million to approximately $2.394 billion, reflecting a decrease of $349 million in uncompensated
care payments. In fiscal 1993, federal reimbursements increased to $2.674 billion as a result of increased spending
for certain entitlement programs. Federal reimbursements for fiscal 1994 increased to $2.915 billion and are
estimated to increase to $2.973 billion in fiscal 1995,

Departmental and other non-tax revenues are derived from licenses, registrations and fees generated through

A-24




cash transactions and reimbursement and assessments for services. Annual revenues from these sources increased
6.4% from $1.132 billion in fiscal 1990 o $1.205 billion in fiscal 1991, decreased 1.5% to $1.187 billion in fiscal
1992 increased 11.8% in fiscal 1993 to $1.327 biltion and decreased 11.5% to $1.175 billion in fiscal 1994. Annual
revenues from these sources are estimated to increase to approximately $1.274 billion in fiscal 1995.

The increase in departmental and other non-tax revenues from fiscal 1992 to fiscal 1993 resulted from
certain initiatives, including $110.0 million resulting from changes in the state's abandoned property law, and $17.0
million from the acceleration of certain motor vehicle registrations. Commencing in fiscal 1990, the
Commonwealth, through the Office of the Comptroller and other organizations, has initiated numerous projects to
improve the management and collection of federal and departmental revenues.

The decrease in fiscal 1994 was due to several factors including: the change in fiscal 1993 to biennial car
registration at the Registry of Motor Vehicles: one-time receipt in fiscal 1993 of certain abandoned property
revenues; and the one-time payment in fiscal 1993 to the Commonwealth of $80 million from the Massachusetts
Water Resources Authority. These revenue declines were partially offset by an increase in higher education tuition
revenues due primarily to shifting higher education revenues and expenditures from off-budget to on-budget accounts
in fiscal 1994. The expected increase in fiscal 1995 is due 10 various factors including primarily: the biennial car
registration mentioned above, which is expected to increase revenue by approximately $20 million in fiscal 1995;
certain abandoned property initiatives that are expected to result in approximately $15 million of additional revenues;
additional Medicaid recoveries expected to amount (o approximately $24 million and increased child support
collections in the amount of approximately $11 million.

Interfund transfets and other sources from non-budgeted funds are estimated to 1otal $883.4 million in fiscal
1995, an increase of 3.3% compared to fiscal 1994. For the budgeted operating funds, interfund transfers inciude
transfers of profits from the State Lottery and Arts Lottery Funds and reimbursements for the budgeted costs of the
State Lottery Commission, which accounted for $568.6 million, $547.6 million, $558.0 millien, $594.8 million and
$663.4 million in fiscal 1990 through 1994, respectively. The increase in interfund transfers from non-budgeted
funds between fiscal 1993 and fiscal 1994 is primarily due to projected increases in lottery revenues.

In fiscal 1991, special laws authorized transfers among the General, Highway and Local Aid Funds to
eliminate certain deficit fund balances. Transfers in respect of such deficits were $234.8 million for fiscal 1991.
These fund deficit transfers have been eliminated from the tables contained in this Information Statement to facilitate
comparative analysis. Legislation included within the fiscal 1993 budget prohibits, beginning with fiscal 1992, the
transfer of operating funds from the Highway Fund to the General Fund.

Limitations on Tax Revenues

In Massachusetts efforts to limit and reduce levels of taxation have been under way for several years.
Limits were established on state (ax revenucs by legislation enacted on October 25, 1986 and by an initiative petition
approved by the voters on November 4, 1986. The two measures are inconsistent in several respects.

Chapter 62F, which was added to the General Laws by initiative petition in November 1986, establishes
a state tax revenue growth limit for each fiscal year equal to the average positive rate of growth in total wages and
salaries in the Commonwealth, as reported by the federal government, during the three calendar years immediately
preceding the end of such fiscal year. Chapter 62F also requires that allowable state tax revenues be reduced by
the aggregate amount received by local governmental units from any newly authorized or increased local option
taxes Or excises. Afny excess in state (ax revenue collections for a given fiscal year over the prescribed limit, as
determined by the State Auditor, is to be apptied as a credit against the then current personal income tax liability
of all taxpayers in the Commonwealth in proportion to the personal income tax liability of all taxpayers in the
Commonwealth for the immediatcly preceding tax year. Unlike Chapter 29B, as described below, the initiative
petition did not exclude principal and interest payments on Commonwealth debt obligations from the scope of its
tax limit. However, the preamble contained in Chapter 62F provides that "aithough not specifically required by
anything contained in this chapter, it is assumed tha} from allowable state tax revenues as defined herein the
Commonwealth will give priority attention to the funding of state financial assistance to local governmental units,
obligations under the statc governmental pension systems, and payment of principal and interest on debt and other

obligations of the Commonwealth”.
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The legislation enacted in October 1986, which added Chapter 29B to the General Laws, also establishes
an allowable state revenue growth factor by reference to total wages and salaries in the Commonwealth. However,
rather than utilizing a three-year average wage and salary growth rate, as used by Chapter 62F, Chapter 29B utilizes
an allowable state revenue growth factor equal to one-third of the positive percentage gain in Massachuseits wages
and salaries, as reported by the federal government, during the three calendar years immediately preceding the end
of a given fiscal year. Additionally, unlike Chapter 62F, Chapter 29B allows for an increase in maximum state tax
revenues (o fund an increase in local aid and excludes from its definition of state tax revenues (i) income derived
from local option taxes and excises, and (it) revenues needed to fund debt service costs.

Tax revenues in fiscal 1990 through fiscal 1994 were lower than the limit set by either Chapter 62F or
Chapter 29B. The Executive Office for Administration and Finance currently estimates that state tax revenues in
fiscal 1995 will not reach the limit imposed by either of these statutes. See also "1995 FISCAL YEAR".

COMMONWEALTH PROGRAMS AND SERVICES

From fiscal 1990 to fiscal 1991 budgeted expenditures of the Commonwealth increased approximately 3.0%
to $13.655 million. For fiscal 1992, budgeted expenditures were $13.420 billion, representing a decline of 1.7%
from the level of budgeted expenditures in fiscal 1991. Fiscal 1993 budgeted expenditures were $14.696 billion,
an increase of 9.6% from fiscal 1992. Fiscal 1994 budgeted expenditures were $15.533 billion, an increase of5.7%
from fiscal 1993. See "FINANCIAL RESULTS -- Fiscal Years 1990 Through 1994". It is estimated that fiscal
1995 budgeted expenditures will be $16.482 billion, an increase of 6.1% over fiscal 1994 levels. See "1995
FISCAL YEAR",

Commonwealth expenditures since fiscal 1990 largely reflect significant growth in several programs and

services provided by the Commonwealth. The following table identifies certain major spending categories of the
Commonwealth and sets forth the budgeted expenditures for each fiscal year within each category.
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Commonwealth Expenditures - Budgeted Operating Funds
{(in millions)

Preliminary
] . {unaudited) Estimated

Expenditure Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal
Category 1990 1991 19492 1993 1994 1995
Dire,(_:t I‘doca] Aid (1) $2,936.9 $2,608.3 $2,358.9 $2.546.5 $2.726.9 $2,979.3
Medicaid 2,120.6(2} 2,765.3(3) 2,817.7(4) 3.151.4(4) 3,315.2(5) 3,418.5
Group Health Insurance 433.4 446.0 466.1 491.2 496,12 515.0
Public Assistance 1.000.9 1,092.3 1,065.0 1,074.9 1,106.7 1,158.7(6}
Debt Service (7) 770.9 942.3 898.3 1,139.5 1,154.9 1,249.4
Pensions §71.9 703.9 751.5 868.2 908.9 993.3
Higher Education 701.9 608.6 534.0 544.9(8) 672.6 707.0
MBTA and RTA's 354.5 406.1 449.6 499.0 §522.3 522.3
Other Program Expendimres 4,222.0 4,017.%9)  4.066.1(9 43757 4,580.9 4,878.0
Interfund Transfers to

Non-budgeted Funds(10} 46.7 64.0 8.8 5.1 48 4 60.0
Budgeted Expenditures and

Other Uses 13,259.7 13,654.7(11) 13.416.0(11) 14,6586.4 15,5330 16.481.5(12)
Payment of Municipal Mass Transit

Assessments to the MBTA and RTA's 123.9 130.2 130.9 137.4 1403.4 144.3
lnterfund Transfers among Budgeted

Funds and Cther Uses(10) 91.1 149.7 366.9 358.7 283.2 225.8

Total Expenditures and Other Uses $13.474.7 $13.934.6 $13 913 8 $15.192.6 $15.956.6 $16.851.6

SOURCE:

(n

2
(3}
()
{5

(&)
)]

(8
L

(1)

(11}

(12

Fiscal 1990-1993, Preliminrary {unaudited) Fiscal 1994, Office of the Comptroller. Estimated Fiscal 19935, Executive Office for
Administration and Finance.

Aid reported to cities, towns and regional school districts by the Depariment of Revenue on its official comumunication, the so-called
"cherry sheet”, excluding certain pension funds, and including $50.5 million in Commonwealth support o county jails, which is no
tonger included on the cherry sheet.

Fiscal 1990 Medicaid expenditures do not include $488.0 million in retroactive rate adjustments and spending related to services
rendesed in prior fiscal years which were funded in the non-budgeted Medical Assistance Liability Fund.

Includes $194.2 million for retroactive rate seulements, including $126.0 million raised through Fiscal Recovery Bonds issued in 1991
to resolve the deficit for fiscal year 1990

includes expendinres of $50.0 million in fiscal 1992 for retroactive rate adjustments and settlements.

Inciudes approximately $22.3 million of expenditures previously off-budget and classified as administrative expenses.

Includes approximately $33.3 million not previously classified as public assistance.

Excludes debt service on notes issued under 1990 1ax legislation to fund the fiscal 1989 deficit and certain Medicaid-related expenses,
Gee "FINANCIAL RESULTS--Fiscal Years 1990 Through 1994". Reflects reduction of fiscal 1992 debt service by $261.0 million
as a result of the issuance of refunding bonds during fiscal 1992.

Reflects the transfer of $89.4 million in related fuition revenue and spending to an off-budget trust fund. See "Higher Education”.
Fiscal 1991 and fiscal 1992 expenditures have been restated to reflect surpluses in the Intragovernmental Service Fund of $3.8 million
in each year.

Smerfund (ransfers representaccounting transfers which reallocate resources among funds. Interfund deficit support transfers for fiscal
1991 of $234.8 millicn have been eliminated (o facilitate comparative analysis. Includes interfund transfers between the Stabilization
Fund and the budgeted operating funds. Transfers to the Stabilization Fund were $59.2 million, $170.0 million, $76.9 million and
£59.5 miltion in fiscal 1991, 1992, 1993, and 1994, respectively.

Reflects the transfe of approaimately $89.4 million in refated tuition Tevenue and spending from an off-budget trust fund 10 budgeted
accounts.

Includes $102.7 million currently rescrved for contitigencics.
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Local Aid

Proposition 2 1/2. In November 1980, voters in the Commonwealth approved a statewide tax limitation
initiative petition, commonly known as Proposition 2 1/2, to constrain levels of property taxation and to limit the
charges and fees imposed on cities and towns by certain governmental entities, including county governments.
Proposition 2 1/2 is not a provision of the state constitution and accordingly is subject to amendment or repeal by
the Legislature. Proposition 2 1/2, as amended to date, limits the property taxes that may be levied by any city or
town in any fiscal year to the lesser of (i) 2.5% of the full and fair cash valuation of the real estate and personal
property therein, and (ii) 2.5% over the previous year's levy limit plus any growth in the tax base from certain new
construction and parcel subdivisions. Proposition 2 1/2 also limits any increase in the charges and fees assessed
by certain governmental entities, including county governments, on cities and towns to the sum of {1} 2.5% of the
total charges and fees imposed in the preceding fiscal year, and {ii) any increasc in charges for services customarily
provided locally or services obtained by the city or town at its option. The law contains certain override provisions
and, in addition, permits debl service on specific bonds and notes and expenditures for identified capital projects
to be excluded from the limits by a majority vote at a general or special election. At the time Proposition 2 1/2
was enacted, many cittes and towns had property tax levels in excess of the limit and were therefore required to
roll back property taxes with a concurrent loss of revenues. Between fiscal 1981 and fiscal 1993, the aggregate
property 1ax levy grew from $3.347 billion to $5.249 billion, representing an increasc of approximately 56.8%.
By contrast, according to {ederal Bureau of Labor Statistics, the consumer price index for all urban consumers in
Boston grew during the same period by approximately 80%.

Many communities have responded to the limitation imposed by Proposition 2 1/2 through statutorily
permitted overrides and exclusions. Override activity peaked in fiscal 1991, when 182 communities attempted votes
on one of the three types of referenda guestions (override of levy limit, exclusion of debt service, or exclusion of
capital expenditures) and 100 passed at least one question, adding $58.5 million to their levy limits, In fiscal 1992,
67 of 143 communities had successful votes totalling $31.0 million. 1In fiscal 1993, 83 communities atiempted a
vote; two-thirds of them (56) passed questions aggregating $16.4 million. Although Proposition 2 1/2 will continue
to constrain local property tax revenues, significant capacity exisis for overrides in nearly all cities and towns.

Commonwealth Financial Support for Local Governments. During ihe 1980s, the Commonwealth increased
payments te its cities, towns and regional scheol districts ("Local Aid"} to mitigate the impact of Proposition 2 1/2
on local programs and services. In fiscal 1995, approximately 32.1% of the Commonwealth’s budget is estimated
to be allocated to Local Aid. Local Aid payments to citics, towns and regional school districts take the form of both
direct and indirect assistance. Direct Local Aid consists of general revenue sharing funds and specific program
funds sent directly to local governments and regional school districts as reported on the so-called "chetry sheet”
prepared by the Department of Revenue, excluding certain pension funds and nonappropriated funds. As a resuli
of the education reform law enacted in June, 1993, a large portion of general revenue sharing funds are earmarked
for public education and are distributed through a formula designed te provide more aid to the Commonwealth’s
poorer communities. The cducation reform law also anticipates significant increases in these earmarked funds over
the next several years, subject to appropriation. Another component of general revenue sharing, the Lottery and
Additional Assistance programs, provides unrestricted funds for municipal use. There are also several specific
programs funded through direct local aid, such as highway construction, school building construction, and police
education incentives. In addition to direct Local Aid, the Commonwealth has provided substantial indirect aid to
local governments, including, for example, payments for MBTA assistance and debt service, pensions for teachers,
pension cost-of-living allowances for municipal retirees, housing subsidies and the costs of courts and district
attorneys that formerly had been paid by the counties.

Direct Local Aid decreased from $2.937 billion in fiscal 1990 w0 $2.360 biltion in fiscal 1992, increased
to $2.547 billion in fiscal 1993 and increased to $2.727 billion in fiscal 1994, It is estimated that fiscal 1995
expenditures for direct Local Aid will be $2.979 billion, which is an increase of approximately 9.2% above the
fiscal 1994 level. The additional amount of indirect Local Aid provided over and above direct Local Aid was
approximately $2.069 billion in fiscal 1994, It is estimated that in fiscal 1995 approximately $2.318 billion of
indirect Local Aid will also be paid.

Iniriative Law. A statute adopted by voter initiative petition at the November 1990 statewide election
regulates the distribution of Local Aid to cities and towns. This stawte requires thar, subject to annual

A-28




appropriation, 1o less than 40% of collections from personal income taxes, sales and use taxes, corporate excise
taxes and lottery fund proceeds be distributed to cities and towns. Under the law, the Local Aid distribution to each
city or town would equal no less than 100% of the total Local Aid received for fiscal 1989. Distributions in excess
of fiscal 1989 levels would be based on new formulas that would replace the current Local Aid distribution
formulas. By its terms, the new formula would have called for a substantial increase in direct Local Aid in fiscal
1992, and would call for such an increase in fiscal 1993 and in subsequent years. However, Local Aid payments
expressly remain subject to annual appropriation, and fiscal 1992, fiscal 1993, and fiscal 1994 appropriations for
Local Aid did not meet, and fiscal 1995 appropriations for Local Aid do not meet, the levels set forth in the
initiative law.

Medicaid and Group Health Insurance

Medicaid. The Medicaid program provides health care to low-income children and families, the disabled
and the eiderly. The program, which is administered by the Division of Medical Assistance (an agency within the
Executive Office of Health and Human Services), is 50% funded by federal reimbursements.

Since fiscal 1991, the Division of Medical Assistance has been able to reduce the average annual rate of
growth in Medicaid spending to approximately 4.6%, down from average annual growth of 17% between fiscal 1987
and fiscal 1991. This decrease in the rate of growth is due to a number of savings and cost control initiatives that
the Division of Medical Assistance continues to implement and refine, including managed care, utilization review
and third party liability.

In fiscal 1992, Medicaid accounted for more than half of the Commonwealth’s appropriations for health
care. It was the largest item in the Commonwealth’s budget and has been one of the fastest growing budget items.
During fiscal years 1990, 1991, 1992, and 1993 Medicaid expenditures were $2.121 billion, $2.765 billion
(including $194 million paid in respect of retroactive provider settiements), $2.818 billion and $3.151 billion,
respectively, representing an average annual increase of 14.1%. The increase from fiscal 1992 to fiscal 1993
resulted mainly from the one-time start-up costs of a new managed care program for Medicaid recipients. See
"COMMONWEALTH PROGRAMS AND SERVICES -- Table of Commonwealth Expenditures-Budgeted Operating
Funds®. Expenditures for fiscal 1994 were $3.315 billion, an increase of 5.2% over fiscal 1993 expenditurcs. The
Executive Office for Administration and Finance estimates that fiscal 1995 Medicaid expenditures will be
approximately $3.419 billion, an increase of 3.1% over fiscal 1994 expenditures. For fiscal 1995, no supplemental
Medicaid appropriations are currently expected to be necessary.

Substantial Medicaid expenditures in recent years have been provided through supplemental appropriations
because program requirements have consistently exceeded initial appropriations. In addition, substantial amounts
have been required to cover retroactive settlement of provider payments. In fiscal 1990, in addition to current
expenditures, the Commonwealth financed, through the issuance of notes, payments of $356.0 million to hospitals
and nursing homes for rate settlements dating back as far as 1980 and $132.0 million for program expenses incurred
in fiscal 1989. These payments were made through the Medical Assistance Liability Fund established to fund certain
Medicaid liabilities for prior years and were not included in the fiscal 1990 expenditure of $2.121 billion stated in
the preceding paragraph. In fiscal 1991, expenditures of $194.2 million were made to fund prior year provider
settlements. See “FINANCIAL RESULTS -- Fiscal Years 1990 Through 1994". Medicaid expenditures for fiscal
1992 of $2.818 billion included $50.0 million for priot year provider settlements. Fiscal 1994 and fiscal 1995
Medicaid expenditures include approximately $123.0 million in final retroactive rate settlements funded through the
final fiscal 1994 supplemental budget to pay pre-1992 liabilities to hospitals and nursing homes.

No supplemental appropriations were required in fiscal 1994 to fund expenditures related 1o fiscal 1994
services.

Nursing home services currently account for more than 35% of the Medicaid budget. The Division of
Medical Assistance has strengthened the admissions criteria to ensure that those not needing this care use less costly
community services, rather than being inappropriately placed in nursing homes, This measure, along with certain
other projects, has limited the average annual increase in long-term care costs to approximately 3% between fiscal
1992 and fiscal 1994 on a date of service basis, as compared to approximately 16% average annual increases for
the previous two fiscal years. Medicaid costs in the long-term care area increased from $1.158 million in fiscal
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1990 to approximately $1.499 billion in fiscal 1994, The largest portion of these costs is for nursing home care.
The nursing home population is also very dependent on Medicaid: 65% of all nursing home costs in the
Commonwealth are paid by Medicaid as compared to the national average of 43%. The annual cost per beneficiary
in a nursing home is approximately $30,000. Over 35,000 elderly and disabled citizens were cared for in nursing
homes through Medicaid in fiscal 1992 and 1993 and over 35,000 such citizens are expected 10 receive such care
in fiscal 1994, The elderly population in the Commonwealth and the elderly Medicaid caseload both continue to
grow. The future burdens of long-term care on Medicaid expenditures are expected to continue to be high.

The substantial reduction in recent rate of growth percentages has been achieved in spite of increasing
caseloads. For the period of fiscal 1992 through fiscal 1994, the Division of Medical Assistance has been able to
maintain a constant cost per recipient and thereby reduced the overall rate of growth. The actual rate of growth
in the Medicaid program for these years is attributable ¢o an increased number of clients, not increased per recipient
costs. The total Medicaid caseload for fiscal 1995 is expected to reach approximately 664,000 recipients
(approximately 11.0% of the most recently estimated population of the Commonwealth), as compared to
approximately 523,000 recipients in fiscal 1990,

To further stem the considerable annual cost increases in the Medicaid program, the Administration has
commenced the implementation of a managed care program, which is in addition to major rate control initiatives
implemented since fiscal 1991. A waiver of federal regulations granting recipients freedom of choice of provider
recently was approved by federal authorities. This waiver enables the program 10 assign certain recipients to
primary care clinicians who will function as gatckeepers to specialty and inpatient care and (o enroll recipients in
need of mental health or substance abuse services in a capitated managed system of care. Selective contracts with
certain service providers will also be executed in an effort to obtain services in a more cost-effective fashion. In
addition, nursing home prescreening and community service planning for long-term care will be concentrated in 27
Home Care Corporations 1o provide a single entry point and coordinated nursing home diversion services for elderly
Medicaid recipients. Other savings initiatives include the repricing and buy-in of Medicare services for Medicaid
recipients and restrictions, both financial and clinical, on nursing home eligibility.

Group Health Insurance. The Group Insurance Commission provides individual and family health insurance
coverage for Commonwealth employees and retirees. Coverage is provided through an indemnity plan, currently
administered by the John Hancock Mutual Life Insurance Company, and through 10 health maintenance
organizations. The Commonwealth currently pays approximately 85% of the costs for active employees and 90 %
of the costs for employees who retired on or before July 1, 1994. The Commonwealth will pay approximaiely 85%
of the costs for employees who retire after July 1, 1994. For several years group heaith insurance expenditures
were the fasiest growing expense item in the Commonwealth’s budget, although recent increases have been more
moderate. These costs rose at an average annual rate of 4.3% from $433.4 million in fiscal 1990 to $491.2 miltion
in fiscal 1993. Group health insurance expenditures in fiscal 1994 were $496.2 million, representing an increase
of 1.0%. Fiscal 1995 expenditures for group health insurance are estimated to be $515.0 million, an increase of
3.8% from expenditures for fiscal 1994. The reduced rate of increase in these expenses in recent years is
attributable, in part, to more aggressive rate negotiations with providers, reductions in the state work force,
increased management of the Commonwealth's indemnity plan, and changes in benefits and copayments approved
by the Group Insurance Commission,

In fiscal 1995, legislation was enacted to enable any willing pharmacy to provide services and be
compensated at the same rate offered to any pharmacy within an established health care network. The Group
Insurance Commission believes that this legislation may decrease network utilization and cause the elimiration or
reduction of volume concessions and price discounts. The Group Insurance Commission had already established
network coniracts for fiscal 1995 and, therefore, will not incur higher costs in fiscal 1995 as a result of this
legislation. The Group Insurance Comtmission is working with pharmacies to determine the fiscal 1996 impact of

this legislation.
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Public Assistance

The Commonwealth administers three major programs of income assistance for its poorest residents: Aid
to Families with Dependent Children ("AFDC"), Emergency Aid to the Elderly, Disabled and Children ("EAEDC")
and the state supplement to federal Supplemental Security Income ("SSI"). The following table illustrates the recent
expenditures within these categories.

Public Assistance Program Expenditures
(in millions)

Preliminary
{unaudited) Estimated
Category of Public Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal
Assistance 1990 1991 1992 1993 1994 1995(4)
AFDC (1} $700.3 $758.1 $772.2 $800.9 $821.9 $844 9
EAEDC (formerly 161.9 189.6 131.5 86.9 101.3 109.3
General Relief} (2}
551 (3) 138.7 144.6 161.3 175.1 183 3 204.5
Toral $1.000.9 $1.092.3 51E065.0 $1.074.9 ﬂ.lOﬁ.? $1,158.7

SOURCE: Fiscal 1990-1993, Preliminary (unaudited) Fiscal 1994, Office of the Comptroller. Estimated Fiscal 1995, Executive Office for
Administration and Finance.

{1 Includes expenditures for Emergency Assistance, a component of AFDC designed to prevent homelessness and to shelter
income-eligible families when they becomne homeless.

{2} Includes outpatient medical services to EAEDIC recipients.

{3 Include benefits for blind recipients, which are administered by the Massachusets Commission for the Blind.

4 Includes approximately $33.3 million not previously classified as public assistance.

AFDC is currently 50% funded by federal reimbursements. Increasing caseloads since fiscal 1990, plus
legislatively-mandated annual cost-of-living adjustments through fiscal 1989, have caused AFDC expenditures to
rise at an average annual rate of approximately 5.0% from $700.3 million in fiscal 1990 to $809.9 million in fiscal
1993, AFDC expenditures for fiscal 1994 were $821.9 million, representing an increase of 1.5% over fiscal 1993.
AFDC expenditures for fiscal 1995 are projected to be $844.9 million, a 2.8% increase over fiscal 1994, The
Governor has proposed replacing AFDC cash grants with an employment support program that will provide day
care, health care and employment services, which were not previously classified as Public Assistance, See also
“1995 FISCAL YEAR",

EAEDC (formerly General Relief) is funded entirely from state funds. Rising caseloads since fiscal 1990,
plus annual cost-of-living adjustments through fiscal 1989, caused expenditures to rise approximatety 17.1%, from
$161.9 million in fiscal 1990 (o $189.6 million in fiscal 1991. EAEDC expenditures for fiscal 1992 were $131.5
million, a 30.6% decrease from expendiwures for General Relief in fiscal 1991. Fiscal 1993 EAEDC expenditures
were $89.9 million, a 31.6% decrease from fiscal 1992 expenditures. Fiscal 1994 EAEDC expenditures were
$101.3 million, a 12.7% increase from fiscal 1994 expenditures. Fiscal 1995 EAEDC expenditures are projected
to be $109.3 million, a 7.9% increase from fiscal 1994. This projection is based upon current caseload projections
which are subject to change during the fiscal year. See “Controls and Reforms™ and “"LITIGATION".

SSI payments are funded entirely by the federal government up to $446 per individual recipient per month
and entirely by the Commonwealth above that amount. SSI payment levels in the Commonwealth for aged, disabled
and blind individual recipients range from $560 to $596 per month. These levels include a Commonwealth
supplement over and above federally approved assistance standards. Expenditures for SSI have risen at an average
annual rate of 7.2% from $138.7 million in fiscal 1990 to $183.5 million in fiscal 1994. SSI expenditures for fiscal
1995 are projected to be $204.5 million, an increase of 11.4% from fiscal 1994. This projection is based upon
current caseload projections which are subject to change during the fiscal year,
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Controls and Reforms. In an attempt to control all human services expenditures, the Department of Public
Welfare in recent years has instituted tighter procedures and management controls. Stricter standards have been
established to determine eligibility for AFDC Emergency Assistance and EAEDC, including implementation of new
disability criteria for EAEDC benefits. Litigation regarding the administration of the EAEDC program was resolved
during fiscal 1994, The Department of Public Wclfare also has instituted automated sysicms to redetermine
eligibility for benefits and has taken steps to reduce welfare frand. In addition, the Department of Revenue has
improved its collection of child support payments, although actual collections have declined recently due to the
lagging economy and rising unemployment.

Actions by the federal government in administering reimbursements to states for human services programs
could affect the future receipt of federal reimbursements by the Commonwealth. These actions include placing
limitations on the periods for which reimbursements may be claimed and possible imposition of sanctions if the rates
of technical and substantive errors in the programs exceed permitted levels or if certain program controls are not
in place. The Commonwealth has, in recent years, through improved management procedures and controls, lowered
its error rates for the AFDC and food stamp programs, and the Department of Public Welfare reports that the
Commonwealth is now below the target error ratc level for each program. The Department of Public Welfare
believes that its error rates are ameng the lowest in the country.

Debt Service

During the 1980s, Commonwealth financed capital expenditures grew substantially. Capital spending by
the Commonwealth in the Capital Projects Funds rose from approximately $600.0 million in fiscal 1987 to $971.0
million in fiscal 1989. In November 1988, the Executive Office for Administration and Finance established an
administrative limit on state financed capital spending in the Capital Projects Funds of $925.0 million per fiscal year.
Capital expenditures were $936.0 million, $847.0 million, $694.1 million, $575.9 millicn and $760.9 million in
fiscal 1990, fiscal 1991, fiscal 1992, fiscal 1993 and fiscal 1994, respectively. Commonwealth financed capital
expenditures are projected 1o increase to approximately $846.4 million in fiscal 1995. See "COMMONWEALTH
BUDGET, FINANCIAL MANAGEMENT AND CONTROLS -- Overview of Capital Spending Process and
Controls; Five-Year Capital Spending Plan”.

The growth of capital expenditures during the 1980s accounts for the significant rise in annual debt service
expenditures since fiscal 1989. Paymens for debt service on Commonwealth general obligation bonds and notes
increased approximately 22.2%, from $770.9 million in fiscal 1990 to $942.3 million in fiscal 1991. Debt service
payments in fiscal 1992 were $898.3 million, representing a 4.7% decrease from fiscal 1991, which resulted from
a $261.0 million one-time reduction achieved through the issuance of refunding bonds in September and October
1991. Debt service expenditures for fiscal 1993 and fiscal 1994 were $1.140 billion and $1.155 billion,
respectively, and are projected to be $1.249 billion for fiscal 1995. The fiscal 1993 and fiscal 1994 debt service
expenditures reflect savings of $62.9 million and $57.3 million, respectively, achieved through the issuance of
refunding bonds in October, 1992 and March, May and August, 1993, See "COMMONWEALTH BOND AND
NOTE LIABILITIES". The amounts noted represent debt service paymenis on Commonwealth debt (including the
Fiscal Recovery Bonds and the Special Obligation Bonds) but do not include debt service on notes issued to finance
certain Medicaid-related liabilities, which were paid in fuli from non-budgeted funds. See "FINANCIAL RESULTS
-- Fiscal Years 1990 Through 19947, Also excluded are debt service contract assistance payments to the MBTA
($181.9 million projected in fiscal 1995), the Massachusetts Convention Center Authority ($24.6 million projected
in fiscal 1995), the Massachusetts Government Land Bank ($6.0 million projected in fiscal 1995), the Massachusetts
Water Pollution Abatement Trust ($13.9 million projected in fiscal 1995) and grants to municipalities under the
school building assistance program to defray a portion of the debt service costs on local school bonds ($179.2
million projected in fiscal 1995). See "MBTA and Regional Transit Authorities”, "COMMONWEALTH BOND
AND NOTE LIABILITIES" and "OTHER COMMONWEALTH LIABILITIES".

In January 1990, legislation was enacted to impose a limit on debt service in Commonwealth budgets
beginning in fiscal 1991. The law, as amended, which is codified as Section 60B of Chapter 29 of the General
Laws, provides that no more than 10% of the total appropriations in any fiscal year may be expended for payment
of interest and principal on general obligation debt (excluding the Fiscal Recovery Bonds) of the Commonwesith.
This law may be amended or repealed by the Legislature or may be superseded in the General Appropriation Act
for any year. The following table shows the percentage of total appropriations expended or estimated to be

A-32




expended from the budgeted operating funds for debt service (excluding debt service on Fiscal Recovery Bonds)
in the fiscal years indicated:
Debt Service Expenditures
{(in millions}

Total Budgeted

Fiscal Year Debt Service (1 Expenditures and Other Uses Percentage
1990 $770.9 $13,259.7 5.8%
1991 863.1 13,654.7 6.3
1992 656.1(2) 13,4160 4.9
1993 861.1 14,696.4 59
1994 {Preliminary unandited) 877.8 15,533.0 5.7
1995 {Estimated) 970.7 16,481.5 5.9

SOURCE: Fiscal 1990-1993, Preliminary (unaudited) Fiscal 1994, Office of the Comptroller. Estimated Fiscal 1995, Executive Office for
Administration and Finance.

(4] Excludes $79.0 million in fiscal 1991, $242.2 million in fiscal 1992, $278.4 million in fiscal 1993; $277.1 million in fiscal 1994 and
$278.7 millicn in fiscal 1995 in interest and principal payments related to Fiscal Recovery Bonds, which are not included in the
calculation of the debt service limit,

{2) Reflects reduction of debt service by $261.0 million by issuance of refunding bonds in September and October 1991,

The estimated debt service on the Fiscal Recovery Bonds currently outstanding (a portion of which
constitutes variable rate debt) ranges from approximately $278.7 million in fiscal 1995 through fiscal 1997 and
approximately $130.0 million in fiscal 1998, at which time the entire amount of the Fiscal Recovery Bonds will be
paid.

Five-Year Capital Spending Plan. The Five-Year Capital Spending Plan was instituted by the Governor
in August 1991 to reduce the rate of growth of Commonwealth debt outstanding, and therefore, the payment of debt
service. The Five-Year Capital Spending Plan projects Commonwealth capital spending to remain reiatively constant
during its five-year period. See "COMMONWEALTH BUDGET, FINANCIAL MANAGEMENT AND
CONTROLS -- Overview of Capital Spending Process; Five-Year Capital Spending Plan".

Pensions

The Commonwealth is responsible for the payment of pension benefits for state employees and for school
teachers throughout the state. The Commonwealth is also responsible for cost of living increases payable to local
government retirees. State pension expenditures have risen dramatically as the Commonwealth has appropriated
moneys to partially address the unfunded liabilities that had accumwlated over several decades of "pay-as-you-go®
administration of the pension systems for which it is responsible. For several years during the 1980s, the
Commonwealth made substantial direct appropriations to pension reserves, in addition to paying current benefits,
In 1988, the Commonwealth adopted a funding schedule under which it is required to fund future pension liabilities
currently and to amortize the accumulated unfunded liabilities over 40 years. Total pension expenditures increased
at an average annual rate of 7.8% from $671.9 million in fiscal 1990 to $908.9 million in fiscal 1994. The
estimated pension expenditures (inclusive of current benefits and pension reserves) for fiscal 1995 are $993.3 million
including approximately $40.0 million to fund the costs of an early retirement program for elementary and
secondary school teachers mandated by the education reform legislation enacted in June 1993, representing an
increase of 9.3% over fiscal 1994 expenditures. See "OTHER COMMONWEALTH LIABILITIES -- Retirement

Systems and Pension Benefits".
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Higher Education

Total budgeted expenditures for higher education have declined between fiscal 1990 and fiscal 1994 at an
average annual rate of 1.1% from $701.9 million in fiscal 1990 to $672.6 million in fiscal 1994. To accommodate
these budget reductions, the public higher education system decreased its state-funded payroll by [,515 full-time
equivalent employees between June 1988 and October 1993, Decreases in appropriations have been partiaily
mitigated by increases in tuition and fees in fiscal 1990 through fiscal 1994. In fiscal 1992 all but two of the
campuses raised tuition by 6.0%. In fiscal 1993 tuition was raised at all campuses by 4.0%. Fiscal 1994 tuition
revenues also reflect a 2.0% tuition increase. In addition, tuition increases for nonresident students have brought
these tuitions to 100% of cost. Chapter 142 of the Acts of 1991 reorganized the Commonwcalth’s higher education
system by creating a Secretary of Educational Affairs and replacing the Board of Regents with the Higher Education
Coordinating Council. In fiscal 1995 an estimated $707.0 million will be expended from the Commonwealth’s
budgeted operating funds for higher education.

MBTA and Regional Transit Authorities

The Commonwealth expends substantial amounts in support of the MBTA and certain regional transit
authorities. Commonwealth support of these authorities takes the form of (i) guarantecs of their debt service, (ii)
certain contract assistance, and (iii) payment of their net cost of service. The Commonwealth is entitled to
reimbursement from cities and towns within the service area of each authority for payment of net cost of service
in excess of contract assistance paymenis.

Massachuseits Bay Transportation Authority. The MBTA finances and operates mass transit facilities within
its territory, which consists of 78 citics and towns in the greater Boston metropolitan area, and to a limited extent
outside its territory. The MBTA issues its own bonds and notes and is also responsible for the payment of
obligations issued by the Boston Metropolitan District prior to the creation of the MBTA in 1964. The Boston
Metropolitan District no longer issues debt except for refunding purposes.

Commonwealth support of the MBTA includes all three forms of aid described above. First, a
Commeonwealth guarantee of MBTA debt obligations is provided by statutory requirements that the Commonwealth
provide the MBTA funds sufficient to meet its obligations, including the principal and interest on MBTA and Boston
Metropotitan District bonds and notes as they mature, to the extent that funds sufficient for this purpose are not
otherwise available to the MBTA. Second, the Commonwealth has contracted 10 pay contract assistance equal to
90% of the debt service on MBTA bonds, Third, under applicable statutory provisions the Commonwealth is
required to pay the MBTA its net cost of service (current expenses, including debt service and lease obligations,
minus current income). During the calendar year the MBTA’s net cost of service, as centified to the Commonwealth
by the MBTA on a calendar year basis, is financed by the issue of notes by either the MBTA itself or the
Commonwealth or by payments by the Commonwealth. In the following fiscal year, the Commonwealth pays to
the MBTA the net cost of service for such calendar year {to the extent that the Commonwealth has not already
advanced funds for such net cost of service). The Commonwealth issues short-term notes (transit notes) to provide
funds to make such payments. The Commonwealth assesses such net cost of service on the cities and towns in the
MBTA territory after deducting certain contract assistance provided by the Commonwealth. Proposition 2 1/2, as
amended, generally limits the increase in such assessments from one year to the next to 2.5% of the prior year's
assessment. The Comunonwealth pays its transit notes from the proceeds of the assessmeats and from such contract
assistance and, if the foregoing proceeds are insufficient, from other funds of the Commonwealth.

Total expenditures for the purpose of paying costs related to the MBTA and regional transit authorities have
risen at an average annual rate of approximately 13.8% for fiscal years 1990 through 1994, from $354.5 million
in fiscal 1990 (of which $333.9 million relates to the MBTA) to $522.3 million in fiscal 1994 (of which $490.4
million relates to the MBTA). Estimated expenditures for this purpose for fiscal 1995 are $522.3 million (of which
$487.1 million relates to the MBTA).

In light of major expansion of service throughout the 1980s, the total MBTA operating expenses have risen
at an average annual rate of approximalely 5.9% for fiscal years 1990 through 1994, from $629.6 million in fiscal
1990 to $793.3 million in fiscal 1994. For fiscal 1995, the MBTA has an approved budget of $745.4 million.
Management of the MBTA believes that this reduction of approximately $48 million from the fiscal 1994 budget
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can be accomplished without reductions in the quantity and quality of service. The growth in the Commonwealth’s
share of the MBTA’s budget reflects the statutory arrangements by which the MBTA is funded, declining federal
assistance and constrained local support as a result of Proposition 2 1/2.

The information set forth above concerning the Commonwealth’s total expenditures for the costs of the
MBTA is based on the Commonwealth’s fiscal ycar ending June 30. However, under state law, the MBTA
continues to report its net cost of service to the Commonwealth on a calendar year basis for reimbursement and
assessment purposes. The following table sets forth for the calendar years ended December 31, 1989 through
December 31, 1993, the amounts of (i) the MBTA's cost of service in excess of the MBTA’s income from its own
sources, (i) federal operating assistance, (iii) Section 28 contract assistance, (iv) additional contract assistance, (v)
interest and other charges incurred in state borrowings by the Commonwealth and (vi) the total of the
Commonwealth’s assessments on the cities and towns for the net cost of service allocated to such year.

MBTA Net Cost of Service Assessments
(in millions)

Less:
Additional
Cost of Less: Less: Contract Amount
Service in Federal Section 28 Assistance and Interest Assessed
Year Ended Excess Operating Contract Other State and Other or to be
December 31 of Income Assistance Assistance (1) Assistance (2} Subtotal Charges (3} Assessed
1989 $464.3 $18.5 $96.8 $245.4 $103.6 321 $115.7
1990 512.9 18.3 115.7 272.6 106.3 12.3 118.6
1991 575.0 18.2 137.7 307.2 111.9 9.7 12L.6
1992 607.0 18.2 155.8 3is5.4 117.6 7.0 124.7
1993 6l0.3 18.2 165.6 304.2(4) 122.3 5.5 127.8
SOURCE: Massachusetts Bay Transportation Authority,
(48] Coatract assistance under Section 28 of the MBTA s enabling act for payment of a portion of debt service on certain of the MBTA's
indebtedness.
2) Additional contract assistance and other state assistance provided by the Commonwealth.
3 Inciudes interest and other charges incurred in state borrowings by the Commonwealth and Boston Metropolitzn District expenses
of $25,000 in each year.
4) The Commonwealth’s fiscal 1995 budget contains appropriations, together with other prior appropriations, sufficient o provide this

amount of additional state assistance.

Regional Transit Authorities and Steamship Authority. There are 15 regional transit authorities organized
in various areas of the state. The Woods Hole, Martha’s Vineyard and Nantucket Steamship Authority operates
ferry service to Martha’s Vineyard and Nantucket. As with the MBTA, the Commonwealth is required under
applicable statutory provisions to provide the regional transit authorities and the Steamship Authority with funds
sufficient to meet the principal of and interest on their bonds and notes as they mature to the extent that funds
sufficient for this purpose are not otherwise available.

The Commenwealth also is required under applicable statutory provisions to pay to the regional transit
authorities and the Steamship Authority their net cost of service (current expenses, including debt service, minus
current income). The Commonwealth recovers such amounts as are not paid by its contract assistance by
assessments on the cities and towns served by such authorities. The Commonwealth is required under applicable
statutory provisions relating to the regional transit authorities to provide contract assistance 1o such authorities in
amounts equal to 50% of each authority’s net cost of service, and such amounts are not assessed on the cities and

towns served by such authorities.

The regional transit authorities have required aggregate net cost of service payments by the Commonwealth
in fiscal 1990, 1991, 1992, 1993 and 1994 of $20.6 million, $23.6 million, $28.5 million, $31.1 million and $31.9
million, respectively. Estimated payments for fiscal 1995 are $34.0 millio’n. The Steamship Authority is currently
self supporting, requiring no net cost of service payments or contract assistance.
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Other Programs

In addition to those expenditures described above, the Commonwealth also expends substantial amounts
on all other programs and services. Spending on other programs and services suppotted by the Commonwealth's
budget decreased from $4.222 billion in fiscal 1990 to $4.018 billion in fiscal 1991, which is $204.1 million, or
4.8%. less than fiscal 1990. Such cxpenditures increased by $48.2 million, or 1.2%, 1o $4.066 billion in fiscal
1992. Fiscal 1993 expenditures were $4.376 billion, which is $309.6 million, or 7.6% higher than fiscal 1992,
Fiscal 1994 expenditures were $4.581 billion, which is $205.0 million or 4.7% mare than fiscal 1993, Fiscal 19935
expenditures are estimated to be $4.878 billion, which is $297 million or 6.5% more than fiscal 1994, A large
share of the projected fiscal 1995 spending in this category ($1.954 billion) consists of spending on human services
programs other than Medicaid and public assistance detailcd earlier. This other human services spending for fiscal
1995 includes expenditures for the Departments of Mental Retardation {$708.9 million), Mental Health ($504.1
million), Social Services ($386.2 miilion) and Public Health ($354.6 million). The remaining $2.106 billion in
projected expenditures on other programs and services cover a wide variety of functions of state government,
including, in particular, expenditures for the Judiciary, District Attorneys and the Attorney General ($422 .4 million)
and for the Executive Office for Administration and Finance ($375.2 million), Communities and Development
($138.4 million), Environmental Affairs (§165.2 million}, Transportation and Construction ($92.4 million), Public
Safety ($785.9 million) and Elder Affairs ($126.3 million).

State Work Force

As of September 3, 1994, the Commonwealth had approximately 63,694 full-time equivalent employecs
("FTEs") in its standard work force delivering programs and services funded by annual operating budget
appropriations and retained revenues. This number does not include 1,268 seasonal FTEs or 123 members of
Boards or Commissions. Approximately 56,889 of these FTEs work in executive branch agencies (including
employees of the Commonwealth’s colleges and universities) under the control of the Governor, while the others
work in the Legislature, Judiciary and other entities constitutionally independent of the Govemor {e.g., the Offices
of the State Treasurer, the Secretary of State, the State Auditor and the Auorney General). During fiscal 1594
approximately $2.3 billion was expended for salaries for siate employees funded through the budget. Between June
1988 and September 1994, the size of the standard work force funded by annual operating budget appropriations
was reduced by 16,645 FTE positions, or approximately 20.0%. Between January 1991 and September 1994, the
size of the Commonwealth’s standard work force was reduced by approximately 8,559 in executive agencies under
the control of the Governor and by approximately 8,500 in the entire stale government. The Governor has
successfully implemented an aggressive program to reduce the state-wide work force since taking office in January
1991 through attrition, layotfs and an early retirement program (which took cffect on July 1, 1992).
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Full-Time Equivalent Work Force (1)

June 1988 January 1991 June 1994 September 1994
Executive Branch (2):

Governor's Office (3) 105 53 28 86
State Comptroller 119 101 103 104

Executive Departments:
Administration & Finance 4,434 3,985 3,385 3,346
Environmental Affairs 3,319 3,019 2,229 2,226
Communities & Development 182 123 108 104
Human Services (4) 38,665 35,441 23,610 23,550
Transportation & Construction 3,146 2,565 1.3%0 1,370
Board of Library Commissiongrs 19 14 14 14
Education (3) 468 48 210 209
Higher Education {5)}&} 14,654 13,084 13,130 13,148
Public Safety {(4) 3.405 2,833 8,827 8,807
Economic Affairs {7} 97 64 ] 99
Elder Affairs 60 35 30 27
Consumer Affairs 755 725 614 614
Energy Resources (8) 66 - - -
Labor 464 443 3%0 388
Subtotal ' 69,958 62,833 54,227 54,092
Judiciary 6,157 5.858 5.861 5,876
Other (%) 4,224 3,502 imn 3,726
Total 80,339 72,193 63,809 63,694

SOURCE: Executive Office for Administration and Finance.

(L) Excludes employees whose salaries are paid from direct federal grants, expendable trust funds and Capital Projects Funds,

(i3] Includes only employees under control of the Governor.

{3} Inctudes staff of the Lieutenant Govemor, formerly included in "Other”.

4 Includes transfer of personnet of Parcle Board, Department of Corrections and MDC Police to Public Safety in July 1991,

(5 Chapter 142 of the Acts of 1991 combined the Department of Education and a successor to the Board of Regents under a newly
created Secretary of Educational Affairs.

6 Includes University of Massachuserts, state colleges and community colleges,

N Includes transfer of certain personnel from Consumer Affaits to Economic Affairs.

(8) Department functions were taken over by other departments in fiscal 1990,

(4] Includes Legislative staff, Offices of State Treasurer, Secretary of Stute, State Auditor, Attomney General and others constitutionally

independent of the Governor. Does not include elected representatives, senators or members of the Governor's Cabinet.

In addition to the standard work force funded by annual operating budget appropriations, the
Commonwealth has employees whose salaries are paid from various direct federal grants, expendable trust funds,
and Capital Projects Funds. Virtually all of these employees work in the executive branch, over half of them in
public higher education. Excluding personnel paid from certain higher education trust funds, the number of
non-budgeted FTEs has increased from 11,366 in June 1988 to 13,054 in September 1994, an increase of
approximately 14.9%. The Commonwealth also employs seasonal workers, primarily in its parks and other
recreational facilities, varying in number from about 350 FTEs in the off-seasons to about 1,500 FTEs in

midsummer.
Union Organization and Labor Negotiations

Under Chapter 150E of the General Laws, all employees of the Commonwealth, with the exception of
managerial and confidential employees, have the right to bargain collectively with the Commonwealth through
certified employee organizations recognized as exclusive bargaining representatives for appropriate bargaining units.
Collective bargaining with employees of the Commonwealth’s colleges and universities, its judicial branch and the
Lottery Commission generally is conducted directly by those entities. The Office of Employee Relations, acting
for the Secretary for Administration and Finance, conducts the collective bargaining negotiations with all other
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employees of the Commonwealth. Such negotiations may cover wages, hours and other terms and conditions of
employment, but may not include the levels of pension and group insurance benefits. All labor agreements
negotiated by the Office of Employee Relations are subjcct to approval by the Secretary for Administration and
Finance and, once approved, are forwarded to the Legislature for funding approval. Funding of most labor
contracts is by means of a supplemental appropriation.

In most cases, the Chief Administrative Justice of the Trial Court, the Loticry Commission, and public
higher education management ncgotiate directly with their respective employee representatives, but all wage
increases and other economic provisions contained in agreements reached as a result of such bargaining are subject
to the review of the Governor and to funding approval by the Legislature. If the Governor does not recommend
the requested appropriation io fund contractual increases, he may refer the contracts back to the parties for further
negotiation.

Approximately 46,000 executive branch state employees are organized in eleven bargaining units, the
employees of the Commonwealth’s colleges and universities are organized in 25 bargaining units, and the employees
of the judicial branch and the Lottery Comunission are organized in six bargaining units. Public employees of the
Commonwealth do not have a legal right to strike or otherwise withhold services, Unions representing ceriain state
and metropolitan police are entitled to final and binding arbitration by a joint Labor-Management Committee.

All but three of the nine collective bargaining agreements between the Commonwealth and its employees
have expired.

Agreements with the Alliance (the American Federation of State, County and Municipal Employees and
the Service Employees International Union, representing units 2, 8 and 10), the National Association of Government
Employees (NAGE, representing units |, 3 and 6} and the Massachuseits Organization of State Engineers and
Scientists (MOSES, representing unit 9) expired June 30, 1993. The agreement with the Coalition of Public Safety
(COPS, representing Unit 5), which expired June 30, 1990, remains in effect. The parties did engage in collective
bargaining for a new agreement; however, that bargaining resulted in an impasse. The parties are now in
factfinding. The expired collective bargaining agreements remain in effect until new contracts are negotiated, or
until successor collective bargaining agreement negotiations result in impasse.

Legislation to fund the economic provisions of the 1990 - 1993 agreements with the Alliance, NAGE and
MOSES, which were negotiated in 1990, was not approved by the Governor in December, 1991 due to fiscal
conditions. The agreements would have cost the Commonwealth approximately $289 million during their three year
terms. The three unions filed lawsuits challenging the Governor’s action. In August, 1992, the Massachusetts
Supreme Judicial Court ruled that the Governor’s action was constitutionally permissible. Economic benefits for
these units remained unchanged from their previcus agreements until December, 1992, when the legislature overrode
the Governor’s veto of legislation to grant wage increases of 6% effective December, 1992 and 7.25% effective
June, 1993, which approximated the aggregate increases originally provided during the three year terms of the 1990-
1993 agreements.

Negotiations for new contracts are currently underway with the Alliance, NAGE, MOSES and COPS.

In April, 1992, the Commonwealth reached agreement with the Massachusetts Correction Officers Union
(representing unit 4) for a three year coniract which expires December 31, 1994, The agreement provides for a
wage increase of 5.4 % through job title upgrades, as well as an educational incentive program, both of which were
implemented retroactive to January 1, 1992, at a total cost of approximately $20.1 million through fiscal 1994. A
supplemental agreement to this contract, negotiated in May, 1993, provides for 5% salary increascs effective
January 1, 1993, January 1, 1994 and July 1, 1994, and a longevity pay program cffective March 1, 1993.

On July 1, 1992, the former Capitol, Metropolitan, Registry and State Police forces were consolidated into
the Massachuseits Department of State Police. Negotiations between the Commonwealth and the State Police
Association of Massachusetts (representing unit 5A) culminated with the signing in July, 1993 of a three year
contract, which expires June 30, 1995, The contract grants a series of annual 6% salary incrcases, which are
estimated to cost approximately $14.9 millien in fiscal 1995.
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In March of 1994, the Commonwealth and the Massachusetts Nurses Association signed the successor
agreement to the agreement that expired October, 1990. The new agreement, which expires December 31, 1994,
calls for a 4% pay raise effective July 1, 1992, a 2.5% increase effective July 1, 1993, a 1% increase effective July
1, 1994 and a 2.5% increase effective October 1, 1994. The contract is notable for being the first Commonwealth
collective bargaining agreement to link an employee’s salary increase to his or her performance. The agreement
also provides for a reduction in overtime costs by paying employees at straight time for the first shift of overtime
worked in any work week in which the employee uses sick leave. The cost of this agreement in fiscal 1995 is
estimated to be approximaiely $10.5 million.

Despite the present uncertainty with respect to the new agreements caused by fiscal conditions, the
Commonwealth believes that its relationship with its employees is reasonably good.

The following table sets forth information regarding the eleven bargaining units that are within the
responsibility of the Office of Employee Relations.

Office of Employee Relations Bargaining Units

Contract No. of Expiration
Unit  Bargaining Union Type of Employee Employees Dates
1 National Association of Government Employees Clerical 6,237 6130493
2 Alliance/American Federation of State, County & Non-professional hospital 12,865 6/30/93
Municipal Employces and Service Employees Intemational
Union
3 National Association of Government Employees Skilled trades 907 6/30/93
4 Massachusetts Correction Officers Federated Union Cortections 3,726 12/31/94
5 Coalition of Public Safety Police/Law enforcement 50 6/30/90
5a State Police Association of Massachusetts State Police 1,878 6£30/95
6 National Association of Government Employees Administrative 6,168 6/30/93
professionals
7 Massachusetts Nurses Associations Health professionals 2474 12/31/94
8 Alliance/Service Employees International Union Social workers 7,595 6/30/93
9 Massachusetts Organization of Engineers and Scientists Engineers/scientists 2.865 6/30/93
10 Alliance/Service Employees International Union Secondary education 672 6/30/93
TOTAL 45737

SOURCE: Office of Employee Relations. Number of employees as of October 1, 1994,

COMMONWEALTH BOND AND NOTE LIABILITIES

Overview

Under its constitution, the Commonwealth may borrow money (a) for defense or in anticipation of receipts
from taxes or other sources, any such loan to be paid out of the revenue of the year in which the loan is made, or
(b) by a two-thirds vote of the members of each house of the Legislature present and voting thereon. The
constitution further provides that borrowed money shall not be expended for any other purpose than that for which
it was borrowed or for the reduction or discharge of the principal of the loan. In addition, the Commonwealth may
give, loan or pledge its credit by a two-thirds vote of the {nembers of each house of the Legislature present and
voting thereon, but such credit may not in any manner be given or loaned to or in aid of any individual, or of any
private association, or of any corporation which is privately owned or managed,
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The Commonwealth has waived its sovereign immunity and consented to be sued on contractual obligations,
which term includes bonds and notes issued by it and all claims with respect thereto. However, the property of the
Commonwealth is not subject to attachment or levy to pay a judgment, and the satisfaction of any judgment
generally requires legislative appropriation. Enforcement of a claim for payment of principal of or interest on bonds
and notes of the Commonwealth may also be subject to the provisions of fedcral or Commonwealth statutes, if any,
hereafter enacted extending the time for payment or imposing other constraints upon enforcement, insofar as the
same may be constitutionally applied. The United States Bankruptcy Code is not applicable to states.

Commonweaith Bonds and Notes. The Commonwealth currently has three types of bonds and notes
outstanding: general obligation debt, dedicated income tax debt, and special obligation debt. Dedicated income tax
debt consists of general obligation bonds or notes issued under Chapter 151 of the Acts of 1990, to which a portion
of the Commonwealth’s income 1ax receipts is dedicated for the payment of debt service. Special obtigation revenue
debt consists of special obligation revenue bonds {"Special Obligation Bonds”) issued under Section 20 of Chapter
29 of the Massachusetts General Laws (the "Special Obligation Act") which may be secured by all or a portion of
the revenues credited to the Commonwealth’s Highway Fund. The Commonwealth has issued Special Obligation
Bonds secured by a pledge of two cents of the Commonwealth’s 21-cent gasoline tax. See "Special Obligation
Debt.”

Other Commonweaith Bond and Note Liabilities. Certain independent authorities and agencies within the
Commonwealth are statutorily authorized to issue bonds and notes for which the Commonwealth is either directly,
in whole or in part, or indirectly liable. The Commonwealth’s liabilities with respect to these bonds and notes are
classified as either (a) Commonwealth supported debt; (b} Commonwealth guaranteed debt; or (¢} indirect
obligations. Commonwealth supported debt arises from statutory requirements for payments by the Commonwealth
with respect to debt service of the MBTA (including the Boston Metropolitan District), the Massachusetts
Convention Center Authority, the Massachusetts Government Land Bank, the Steamship Authority and certain
regional transit authorities. Commonwealth guaranteed debt consists of certain liabilities arising out of the
Commonwealth’s guarantees of the bonds of the four higher education building authorities, certain local housing
authorities and certain bonds of the Town of Mashpee. Indirect obligations consist of {i) obligations of the
Commonwealth to fund capital reserve funds pledged to certain MHFA bonds, (ii) the obligation of the
Commonwealth, acting through the Higher Education Coordinating Council, to tund debt service, solely from
moneys otherwise appropriated to HECC, on certain community college program bonds issucd by the Massachusetts
Health and Educational Facitities Authority, (iii) the obligation of the Commenwealth, acting through the Executive
Office of Public Safety ("EOPS"), to fund debi service from ameunts appropriated by the Legislature 10 EOPS, on
certificates of participation issued to finance the new Plymouth County Correctional Facility; and (iv) the obligation
of the Commonwealth to make lease paymenis from amounts appropriated by the Legislature with respect to the
Massachusetts Information Technology Center now under counstruction in Chelsea, Massachusetts. See "Indirect
Obligations.” In addition, the Commonwealth has liabilitics under certain tax exempt capital leases. See "OTHER
COMMONWEALTH OBLIGATIONS -- Long Term Capital Leases™.

Outstanding Bond and Note Liabilities. The following table sets forth the Commonwealth bond and note
liabilities outstanding on October 1, 1994,

A-40)




Commonwealth Bond and Note Liabilities
October 1, 1994
{in thousands)

Long Term(i} Short Tertn

COMMONWEALTH DEBT
General Obligation Debt $8,223.075(2) $288,635(3)
Dedicated Income Tax Debt 839,810 -
Special Obligation Debt 403,770 --

Subtotal Commonwealth Debt 9,466,655 288,635
COMMONWEALTH SUPPORTED DEBT
MBTA 2,165,230 365,000(4)
Massachuseits Convention Center Authority 173,664 -
Massachusetts Government Land Bank - -
Boston Metropolitan District 49,477 .
Steamship Authority 34,249 2,900
Regional transit authorities - 66,707

Subtotal Supported Debt 2,422 620 434 607
COMMONWEALTH GUARANTEED DEBT
Local housing authetities - -
Higher education building authorities 235,516 -
Town of Mashpee 400 —

Subtotal Guaranteed Debt 235916 --
TOTAL COMMONWEALTH BOND AND

NOTE LIABILITIES §12,125191 § 723242

SOURCE: Office of the State Treasurer, Office of the Comptroller and respective authorities and agencies.

(1)

2)

3

4

Long term debt includes discount and costs of issuance. Does not include long term capital lease obligations. See "Indirect
Obligations - Plymouth County Certificates of Pariicipation” and "OTHER COMMONWEALTH LIABILITIES -- Long Term Capital
Leases”.

Includes interest on Commonwealth general obligation capital appreciation bonds to be accrued from October 1, 1994 through their
marurity in the amount of $354.2 million, Onr November 16, 1994, the Commenwealth sold $200 million of general obligation bonds
to finance various capital expenditures.

Represents $240 million of Commeonwealth Generat Obligation Notes issued on November 23, 1993 for the purpose of financing the
MBTA’s net cost of service and $48.6 million of the Commonwealth’s “minibonds” (which are redeemable at the request of the holder
on one business day’s notice and are treated as short term liabilities). On November 16, 1994, the Conunonwealth sold $240 million
of general obligation notes in order to refund such Notes. See "General Obligation Debt; Commonwealth General Obligation Notes
and Minibonds".

As of November 16, 1994, the MBTA also has $70. 1 million of conunercial paper outstanding. See "Commonwealth Supported Debt;

MBTA".

Trend of Long Term Bond Liabilities. The following table sets forth the outstanding long term

Commonwealth debt and Commonwealth supported bond liabilities as of the end of the fiscal years indicated.
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Long Term Bond Liabilities(I}(2)
Commonwealth Debt and Commonwealth Supported Debt
(in thousands)

General Dedicated Special Commonwealth Other

Obligation [ncome Cbligation Long Term Debt MBTA Supported
June 30 Bands (3) Tax Debt Debl Subtotal {4) Bomds Debr (53 Total {4)
19%0 $6,605,040 - - $6,605,040 $1,283,765 $263,848 38,152,653
1991 7,164,195 $1.416,145 - 8,580,340 1,475,480 247 574 13,303,394
1992 7,916,571 1,236,9%0 $103 770 9,257,331 1,708,230 257,327 11,222 888
1993 8,082,823 1,044,865 103,770 5,231,458 2,015,405 291,482 11,538,345
1994 8,181,253 839,810 403,770 ©,424,833 2,165,230 177,655 11,867,718

SQURCE: Office of the State Treasurer and the Office of the Comptrolier.

) Does not include Commonwealth guaranteed debt. See "Commenwealth Guaranteed Debt™.
{2) Outstanding bond liabilities include discount and costs of issuance.
3) Does not include Dedicated Income Tax Debt. Commonwealth general obligation bonds include interest on capital appreciation

bonds yet to be accrued from the end of the fiscal year indicated through their maturity in the followitig approximate amounts:
fiscal 1990-$175.38 million; fiscal 1991-$399.64 million; fiscal 1992-$451.29 million: fiscal 1993-$384.40 million and fiscal
1994-$361.5 million.

{4) Totals may not add due te rounding.

(5 Includes bonds of the MCCA, the Steamship Authority, the Land Bank, and the Boston Metropolitan District. Does not include
bonds of regional transit autherities.

From May, 1992 through August, 1993 the Commonwealth issued $2.975 billion in refunding bonds to
refinance existing long-term debt obligations of the Commonwealth. These transactions have generated $189
million in gross debt service savings for the Commonweaith in fiscal years 1992 through 2011, the bulk of
which ($154 million) occurs in fiscal years 1993, 1994 and 1995. These transactions yield approximately $154
million in savings on a present value basis.

Long Term Debt Analysis. The following table scts forth outstanding long term Commonwealth debt
and Commonwealth supported debt as of the end of the fiscal years indicated and the ratio of such indebtedness

to certain economic indicators.

Long Term Debt Analysis
Commonwealth Debt and Commonwealth Supported Debt

Net of CAB Interest

Amount {1)(2) Yet to be Accrued Ratio to Full Value Ratic 10
June 30 {in thousands) (in_thousands} Per Capita {3) of Rea] Estate (4) Personal Income (5)
1990 $8,152,653 $7,977,273 $1,326 2.13 5.87
1991 10,303,394 9,903,754 1,652 2.32 721
1992 11,222,888 10,771,598 1,797 2.52 761
1993 11,538,345 11,148,945 1,854 285 758
1994 11,867,718 11,416,084 1,899 2.92 178

[
SOURCE: Office of the State Treasurer and the Ottice of the Comptroller,
(1 Includes Commonwealth general obligation bonds, dedicated incore 1ax bonds and Special Obligation Bonds, and bonds of the

MBTA, the MCCA, the Steamship Authority, the Land Bank and the Boston Metropolitan District. Does not include bonds of the
regional transit authorities, Does not include Commonwealth guaranteed debt. See "Commenwealth Guaranteed Debt”.
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2) Outstanding bond liabitities include discount and costs of issuance. Commonwealth general obligation bonds include interest on capital
appreciation bonds vet to be accrued from the end of the fiscal year through their maturity. See "Table of Long Term Bond
Liabilities; footnate 3" above.

3) Based on United States Census resident population estimates for Massachuseits of 6,016,000 for 1990, 5,993,000 for 1991 and 1992,
and 6,012,000 for 1993 and 19%4.

4) Based on Commonwealth Department of Revenue equalized valuation of assessed real estate of $374.9 billion for 1990, $427.6 billion
for 1991 and 1992 and $391.0 billion for 1993 and 19%4.

(5 Based on United States Depariment of Commerce, Bureau of Economic Analysis total personal incorne of $135.9 billion for 1990,

$137.3 billion for 1991, $141.6 billion for 1992 and $147.1 billion for 1993 and 1994.

Maturities of Short Term Debt. The following table sets forth the maturities of the Commonwealth’s short
term liabilities outstanding as of October 1, 1994.

Maturities of Short Term Liabilities
October 1, 1994
(in thousands)

Regional
Transit Steamship

Meonth Due Commonwealth MBTA Authorities Authority Total
Minibonds {1) $ 48,635 - - - $ 48,635
Commetcial Paper - $ 57,000 -- - 57,000

(1 ta 270 days)(2)
October, 1994 -- - 3 7.000 - 7,000
November, 1994 240,000 (3) - 1,079 $2,5900 243,979
March, 1995 - 185,000 - - 185,000
June, 1995 -- - 19,325 -- 19,325
Fiscal 1996 —_ = 180,000 39,303 — 219,303
Total $288,635 $422 000 $66,707 $2.900 $780,242
SOURCE: Office of the State Treasurer and respective authorities and agencies.
(1 Minibonds are redeemable at the option of the holder on one business day’s notice and are considered shori term obligations. See

"General Obligation Debt; Minibonds".

2 For a description of the MBTA's commercial paper program, see "Commonwealth Supported Debi; MBTA". As of November 16,

1994, the MBTA has $70.1 million of commercial paper outstanding. For a description of the Commonwealth commetrcial paper
program, see *General Obligation Debr; Commonwealth General Obligation Notes”. As of November 16, 1994, the Commonwealth

has no commercial paper outstanding.
{3 On November 15, 1994, the Commonwealth sold $240 million of general obligation notes maturing on June 15, 1995 in order 1o

refund such Notes,

General Obligation Debt

The Commonwealth issues general obligation bonds and notes pursuant to Chapter 29 of the General Laws
("Chapter 29"). Pursuant to Chapter 29, general obligation bonds and notes issued thereunder shall be deemed 1o
be general obligations of the Commonwealth to which its full faith and credit are pledged for the payment of
principal and interest when due, unless specifically provided otherwise on the face of such bond or note.

Dedicated Income Tax Debt. On August 1, 1990, the Governor signed into law Chapter 151 of the Acts
of 1990, which provides, among other matters, for the authorization of the Commeonwealth Fiscal Recovery Loan
Act of 1990 to meet the deficit attributable to fiscal 1990, including certain Medicaid payments for prior service
periods. Bonds issued pursuant to Chapter 151 ("Fiscal Recovery Bonds") must be repaid no later than December
31, 1997. The Commonwealth issued Fiscal Recovery Bonds in October and December 1990 in the aggregate
principal amount of $1.416 billion. The Fiscal Recovery Bonds constitute general obligation bonds of the
Commonwealth, but are to be repaid from funds deposited in the Commonwealth Fiscal Recovery Fund established
by Chapter 151 (the "Fiscal Recovery Fund"), deposits to which are to be held in trust and pledged to pay debt
service on the Fiscal Recovery Bonds. Deposits to the Fiscal Recovery Fund are to be made from up to 15% of
the Commonwealth's income tax receipts in each year that debt service is payable related to the Fiscal Recovery
Bonds. Income tax receipts in excess of the amount needed in any fiscal year for debt service on account of Fiscal
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Recovery Bonds then outstanding, as certified by the Secretary for Administration and Finance in consultation with
the State Treasurer, are paid into the Commonwealth’s General Fund. Delbt service related 1o the Fiscal Recovery
Bonds in fiscal years 1995 through 1997 will not exceed approximately $279 million per annum. Fifteen percent
of the Commonwealth’s income tax receipts for fiscal 1994 amounted to approximately $853.5 million, while in
fiscat 1995 it is estimated to amount to $914.0 million. The outstanding principal amount of the Fiscal Recovery
Bonds is not counted toward the statutory limit on outstanding direct bonds of the Commonwealth (sce "Statutory
Limit on Direct Bonds"}, and interest on the Fiscal Recovery Bonds is not counted toward the statatory limitation
on debt service payments. See “COMMONWEALTH PROGRAMS AND SERVICES -- Debt Service”.

Commonwealth General Obligation Notes. The Commonwealth currently issues short term general
obligation debt as revenue anticipation notes, bond anticipation notes, and transit notes issued to fund a portion of
the Commonwealth’s net cost of service for the MBTA. Revenue anticipation notes may be issued by the State
Treasurer in any fiscal year in anticipation of the receipts for that year. Revenue anticipation notes must be repaid
no later than the close of the fiscal year in which they are issued. Bond anticipation notes may be issued by the
State Treasurer in anticipation of the issuance of bonds. The Commonwealth utilizes a commercial paper program
to facilitate the issuance of revenue and bond anticipation notes. Under the Commonwealth’s commercial paper
program, the Commonwealth may issue up to $600 miilion of short term general obligation debt under three series
of notes; a line of credit is available through September 30, 1996 to secure up 10 $200 million of principal of such
commercial paper, letters of credit are available through October 31, 1996 to secure the balance of such commerciat
paper. Asof November 16, 1994, the Commonwealth has no commercial paper outstanding. The Commonwealth’s
current cash flow projection indicates that no more than $105 million of short term operating borrowings are
expected to be outstanding under the commercial paper program at any time during the remainder of fiscal 1995.
However, events occurring subsequent to the preparation of this prejection may cause the actual cash flow of the
Commonwealth to vary from the projected cash flow and additional commercial paper may be outstanding from time
to time during fiscal 1995. See "1995 FISCAL YEAR - Cash Flow".

Transit notes 1ssued to fund the net cost of service payments to the MBTA may be issucd by the State
Treasurer pursuant to Chapter 161A of the General Laws, and may mature in the current or next succeeding fiscal
year. The notes are general obligations of the Commonwealth, but are funded, in part, from assessments collected
by the Commonwealth from cities and towns in the MBTA’s territory. See "COMMONWEALTH PROGRAMS
AND SERVICES -- MBTA and Regional Transit Authorities”. As of Qctober 1, 1994, the Commonwealth has
$240 million of outstanding transit notes which mature on November 22, 1994 and, which are expected to be
refinanced with an equal principal amount of notes maturing on June 15, 1995. As of October 1, 1994, no other
revenue or bond anticipation notes were outstanding,

Minibonds. The State Treasurer is authorized by law to sell a portion of the Commonwealth’s bonded
indebtedness each year (not exceeding $50 million net proceeds per year) in the form of smatl denomination bonds,
or "minibonds”, which are redeemable at the option of the holder on any business day prior to maturity (generally
five years). As minibonds are redeemable on one business day’s notice, the Comptroller accounts for minibonds
as short term liabilities of the Commonwealth. Such minibonds are sold at a discount with no current interest
payments; the redemption value accrues monthly. As of October 1, 1994 the Commonwealih had outstanding $48.6
million in such minibonds; if all owtstanding minibonds were to have been redeemed by the holders thercof on such
date, the total redemption cost to the Commonwealth would have been approximately $68.5 million.

Special Obligation Debt

The Special Obligation Act authorizes the Commonwealth to issue Special Obligation Bonds secured by all
or a portion of revenues accounted to the Highway Fund. Revenues which are currenily accounted to the Highway
Fund are primarily derived from taxes and fees relating to the operation or use of motor vehicles in the
Commonwealth, including the motor fuels excise tax. Special Obligation Bonds are not general obligations of the
Commonwealth. Chapter 33 of the Acts of 1991 authorizes thec Commonwealth to issue Special Obligation Bonds
in an aggregate amount not to exceed $1.125 billion. As of October 1, 1994, the Commonwealith had outstanding
$403.77 million of Special Obligation Bonds, which includes $103.77 miltion of such bonds secuted by a pledge
of two cents of the 21-cent motor fuels excise tax and $300 million of another series of such bonds secured by a
pledge of an additional 4,86 cents of the motor fuels excise tax and certain other moneys.
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Debt Service Requirements on Commonwealth Bonds

The following table sets forth, as of October 1, 1994 the annual fiscal year debt service requirements on
outstanding Commonwealth general obligation bonds, including the Fiscal Recovery Bonds, and Special Obligation
Bonds.

Debt Service Requirements on Commonwealth Bonds (1)
October 1, 1994
(in thousands)

GENERAL OBLIGATION BONDS {2)(3} SPECIAL OBLIGATION BONDS
Total

Interest on Debt Service
Fiscal CABs at Current Commonwealth
Year Principal Maturity Interest Subtotal Principal  Interest Subtotal Bonds
1995 (4) $425,090 3 -- $323,006 $752,096 $9,050 $22,394 $31,444 $783,540
1996 665,036 - 444 829 1,109,865 9,460 21,987 31,447 1,141,312
1997 692,350 - 401,821 1,094,171 9,845 21,604 31,449 1,125,620
1998 603,417 8,675 359,845 971,937 14,330 21,185 35,515 1,007,452
1999 527,748 9,704 330,193 867.645 15.010 20,508 35,518 903,163
2000 525,436 23,586 298,850 847922 15,750 19,764 35,514 883,436
2001 471,179 61,445 271,231 803,855 16,555 18,957 35.512 839,367
2002 452,402 43,848 243,670 735,920 17,420 18,098 35,518 775,438
2003 439707 59,609 219,789 719,105 18,585 16,929 35,514 754,619
2004 396,039 88,320 197,174 681,533 19,585 15,927 35,512 717,045
2005 398,056 95,981 176,531 670,568 20,665 14,852 35,517 706,085
20006 447,657 45,481 158,118 651,256 21,813 13,659 35,514 686,770
2007 483,225 14,985 135,317 633,527 23,050 12,467 35,517 669,044
2008 476,152 - 110,917 587,069 24,365 11,148 35,513 622,582
2009 453,368 - 84,976 538,244 25,740 9,771 35,511 573,855
2010 375.264 - 61,886 437,150 27,215 8,299 35,514 472,664
2011 and 775,075 - 78,492 853,567 115,330 16,424 131,754 985,321
thereafter -
TOTAL $8.61I251 $4516M $3,896645 §12,959.530 | S4037I0 §284.013  $687,783 | $13,647.013
SOURCE: Office of the State Treasurer and the Office of the Comptroller.
{n Totals may not add due to rounding.
2) Includes Fiscal Recovery Bonds. Estimated debt service on the Fiscal Recovery Bonds (a portion of which constitute variable rate

debt) will equal approximately $279.0 million in fiscal 1995 through fiscal 1997 and $130.0 million in fiscal 1998, at which time the
Fiscal Recovery Bonds will be paid.

3) Excludes minibonds. Estirnated debi service payable on cutstanding minibonds (assuming interest is paid at maturity) iv fiscal year
1995 is approximately $63.7 million.
(€] Does not include debt service paid in fiscal 1995 through Cetober 1, 1994, including approximately $208,1 million of general

obligation bodl principal, and approximately $151.6 million of general obligation bond interest.

Statutory Debt Limit on Direct Bonds

Legislation enacted in December 1989 imposes a limit on the amount of outstanding "direct" bonds of the
Commonwealth. The law, which is codified in Section 60A of Chapter 29, set a fiscal 1991 limit of $6.8 billion,
and provides that the limit for each subsequent fiscal year shall be 105% of the previous fiscal year’s limit. The
measurement of this limit is performed under the statutory basis of accounting which differs from GAAP in that
the principal amount of outstanding bonds is measured net of discount and costs of issuance. The law further
provides that bonds to be refunded from the proceeds of Commonwealth refunding bonds shall be excluded from
outstanding "direct" bonds upon the issuance of the refunding bonds. Chapter 151 of the Acts of 1990 and the
Special Obligation Act provide that the Fiscal Recovery Bonds §nd the Special Obligation Bonds, respectively, shall
not be counted in computing the amount of bonds subject to this limit. Pursuant to Chapter 5 of the Acts of 1991,
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$287.2 million of the Commonwealth's refunding bonds issued in September and October 1991 are not counted in
computing the amount of the bonds subject to this limit, The following table shows the amount of outstanding
“direct” bonds of the Commonwealth, as compared with the appropriate statutory limit, as ot the first day of each
fiscal year in which the statutory limit has been in effect.

Statutory Debt Limit on Direct Bonds
{in thousands)

Cutstanding Statutory Limit

Date Direct Bonds an Direct Bonds
July 1, 1990 $6,010,063 $6.800,000
July 1, 1991 6,653,030 7,140,000
July 1, 1992 6,937,500 7,497,000
July 1, 1993 7,259,821 7.871,850
July 1, 1994 7,343,227 8,265,442
October 1, 1994 7,442,590 8,265,442

SOURCE: Office of the State Treasurer and the Office of the Comptroller.
Authorized But Unissued Debt

General obligation bonds of the Commonwealth are authorized to correspond with capital appropriations.
See "COMMONWEALTH BUDGET, FINANCIAL MANAGEMENT AND CONTROLS -- Overview of Capital
Spending Process”. Over the last decade, the Commonwealth has typically had a large amount of authorized but
unissued debt. However, the Commonwealth’s actual expenditures for capital projects in a given year relate more
to the capital needs of the Commonwealth in such year than to the total amount of authorized but unissued debt.
Authorized but unissued general obligation debt at fiscal year end, and capital expenditures in the Capital Projects
Funds, excluding the federally assisted highway construction fund, in the same fiscal year, are as follows:

Authorized but Unissued General Obligation Debt
(in thousands)

Authorized but Unissued Capital
Date General Obligation Debt Expenditures{1}
June 30, 1990 $5,383,743 $936,068
June 30, 1991 4,937,306 847 057
June 30, 1992 5,393,832 694.057(2)
June 30, 1993 4,614,367 575,905
June 30, 1994 4,395,455 760,871
SOURCE: Office of the Comptroller.
o) Does not include $537.5 million, $1.892 billion, and $835.7 million of refunding bund proceeds paid to escrow agents in fiscal 1992,
fiscal 1953 and fiscal 1994, respectively, in order to decease then outstanding general obligation bonds,
2) Does not include $159.6 million depesited into the federally assisted highway construction fand o alleviae the fund deficiz

accumulated therein.

Authorized but unissued debt is measured in accordance with the statutory basis of accounting, which is
different from GAAP. Only the net proceeds of bonds issued (exclusive of discount and costs of issuance) are
deducted from the amount of authorized but unissued debt. Therefore, the change in authorized but unissued debt
at the end of any fiscal year is not intended to cortelate to the change in the amount of debt outstanding as measured
and reported in conformity with GAAP.

Pursuant to Chapter 33 of the Acts of 1991 ("Chapter 33"), the Commonwealth authorized the issuance
of $697 million of bonds for certain highway de‘_relopmem and improvement projects which may only be issued as
Special Obligation Bonds. The Special Obligation Bonds will be secured by a pledge of all or a portion of the
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revenues accounted for in the Commonwealth’s Highway Fund. In addition, certain general obligation bonds
authorized in Chapter 33 for such projects (which are reflected as Authorized but Unissued General Obligation Debt
above) may be issued as Special Obligation Bonds, with the aggregate amount of Special Obligation Bonds not to
exceed $1.125 billion. See “Special Obligation Debt".

Commonwealth Supported Debt

MBTA. The MBTA issues its own bonds and notes and is also responsible for the payment of obligations
issued by the Boston Metropolitan District prior to the creation of the MBTA in 1964, Commonweaith support of
MBTA bonds and notes includes (1} a Commenwealth guarantee of MBTA debt obligations provided by statutory
requirements that the Commonwealth provide the MBTA funds sufficient to meet its obligations, including the
principal and interest on MBTA and Boston Metropolitan District bonds and notes as they mature, to the extent that
{funds sufficient for this purpose are not otherwise available to the MBTA; (2) Commonwealth contract assistance
equal to 90% of the debt service on MBTA bonds; and (3) under applicable statutory provisions, the
Commonwealth’s payment of MBTA's net cost of service (current expenses, including debt service and lease
obligations, minus current income). Commonwealth obligations with respect to the MBTA are discussed at
"COMMONWEALTH PROGRAMS AND SERVICES -- MBTA and Regional Transit Authorities”. As of
October 1, 1994, the MBTA had $2.2 billion of outstanding long term bonds {exclusive of bonds that have been
refunded), and $365 million of outstanding short term notes. The MBTA also has established a commercial paper
program in order to issue bond anticipation notes for capital purposes. Up to $200 million of debt under two series
of notes may be issued under this program. The notes are general obligations of the MBTA and ninety percent
(90%) of the interest thereon is payable from contract assistance to be provided by the Commonwealth. As of
November 16, 1994, $70.1 million of commercial paper notes were outstanding under this program. As of
October 1, 1994, the Boston Metropolitan District had $49.5 million of outstanding long term bonds. See
"Overview; Outstanding Bond and Note Liabilities” and "Trend of Long Term Bond Liabilities™.

Regional Transit Authorities and Steamship Authority. There are 15 regional transit authorities organized
in various areas of the state. The Steamship Authority operates passenger ferries to Martha’s Vineyard and
Nantucket. Each of these entities issues its own bonds and notes. Commonwealth support of the bonds and notes
of the regional transit authorities and the Steamship Authority includes (1) a Commonwealth guarantee pursuant to
statutory provisions requiring the Commonwealth to provide each of these entities with funds sufficient to meet the
principal of and interest on their bonds and notes as they mature to the extent that funds sufficient for this purpose
are not otherwise available to such entity; (2) the Commonwealth’s payment, under applicable starutory provisions,
of the net cost of service of the regional transit authorities and the Steamship Authority (current expenses, including
debt service, minus current income); and (3) with respect to the regional transic authorities, Commonwealth contract
assistance to such authorities in amounts equal to 50% of their net cost of service. Commonwealth obligations with
respect to the regional transit authorities are discussed at "COMMONWEALTH PROGRAMS AND SERVICES
- MBTA and Regional Transit Authorities”. The Steamship Authority is currently self-supporting, requiring no
net cost of service or contract assistance payments. As of October 1, 1994, the regional transit authorities had no
outstanding long term bonds and $66.7 million of outstanding short term notes. As of October 1, 1994, the
Steamship Authority had $34.3 million of outstanding long-term bonds and $2.9 million of outstanding short-term
notes. See "Overview; Quistanding Bond and Note Liabilities”.

Massachusetts Convention Center Authority. The MCCA was created for the purpose of promoting the
economic development of the Commonwealth by the development and operation of a major convention center in
Boston and is authorized to issue bonds for any of its corporate purposes. Such bonds are fully secured by contract
assistance payments by the Commonwealth, which payments are limited by statute to an amount equal to the annual
debt service on $200 million of bonds cutstanding at any one time. The assistance contract is a general obligation
of the Commonwealth for which its full faith and credit are pledged. As of Qctober 1, 1994, the MCCA had
$173.7 million of outstanding long term bonds on which the Commonwealth will pay approximately $24.6 million
in debt service contract assistance payments in fiscal 1995. See "Overview; Outstanding Bond and Note Liabilities”
and "COMMONWEALTH BUDGET, FINANCIAL MANAGEMENT AND CONTROLS -- Overview of Capital
Spending Process and Controls: Five Year Capital Spending Plan.”
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Massachusetts Government Land Bank. The Land Bank assists in the development of state and federal
surplus property for private use, and in the development of substandard, blighted or decadent open areas in the
Commonwealth. The Land Bank has direct borrowing power and the Commonwealth is required to provide contract
assistance payments for debt service obligations of the Land Bank of up to $6 million per fiscal year for a period
of twelve fiscal years, of which five years remain. Like the MCCA assistance contract, the contract with the Land
Bank is a general obligation of the Commonwealth for which the full faith and credit of the Commonwealth are
pledged. As of October 1, 1994, the Land Bank had no outstanding long term bonds. On November 16, (994,
the Land Bank seold $25,170,000 of bonds, which would be secured by the comtract assistance from the
Commonwealth, as described above. See "Overview; Outstanding Bond and Note Liabilities™ .

Commonwealth Guaranteed Debt

Local Housing Authorities. Local housing authorities have been created by legislation in each city and town
in the Commonwealth and have the power, among other things, to undertake projects to provide housing for persons
of low income. Prior to a readjustment of their financing methods effected by Chapter 4 of the Acts of 1976
("Chapter 4"), such housing authorities financed housing projects by issuing Commenwealth guaranteed bonds and
notes. The financing has been taken over by the Commonwealth, which makes grants to housing authorities to pay
the costs of housing projects. Housing authorities can no longer make arrangements for the permanent financing
of projects by Commonwealth guaranteed borrowing. Chapter 4 and certain bond covenants of the Commonwealth
place limitations on the amount and period of guaranteed temporary notes which may be issued by housing
authorities to finance planning and construction phases of housing projects. Chapter 4 also provides that no
guaranteed notes may be issued unless a contract for grants which may be used to retire such notes is in effect.
Housing authorities may issue revenue bonds to finance privately owned housing developments under a program
authorized by the Legisiature in 1984 (the "TELLER program”}, but may not pledge their credit to secure such
bonds. As of October |, 1994, local housing authorities had no outstanding long term bonds guaranteed by the
Commonwealth. See "Overview; Quistanding Bond and Note Liabilities™.

Higher Fducation Building Authorities.  Four higher education building authorities, created to assist
institutions of public higher educatien in the Commonwealth, may issue bonds which are guaranteed as to their
principal and interest by the Commonwealth. The guarantee is a general obligation of the Commonwealth for which
its full faith and credit are pledged. In addition to such guarantee, certain revenues of these authorities, including
dormitory rental income and student union fees, are pledged to their respective debt service requirements. While
revenues thus far have been sufficient to meet debt service requircments, they have not been sufficient in all cases
to pay operating costs. In such cases, the operating costs have been met by Commonwealth appropriations. As
of October 1, 1994, the higher education building authorities had $235.9 million of outstanding long term bonds
guaranteed by the Commonwealth. The State College Building Authority issued $89,315,000 of refunding bonds
on November 16, 1994 in order to refund approximately $90.2 million of its outstanding bonds. See "Overview:
Outstanding Bond and Note Liabilities".

Indirect Obligations

Massachusetts Housing Finance Agency and Mussachusetts Home Mortgage Finance Agency. The
legislation establishing the MHFA limits the outstanding indebtedness of MHFA issued for the purpose, among
others, of financing certain multi-family housing projects within the Commonwealth to $2.7 billion of bonds or notes
(excluding certain notes issued for construction financing) and limits the proportion of such indebtedness that may
be evidenced by notes rather than bonds.

MHFA and the Massachusetts Home Mortgage Finance Agency ("MHMFA"} also provide mortgage loan
financing with respect to certain single-family residences within the Commonwealth. The acts establishing MHFA
and MHMEA place a $1.7 billion aggregate limit on outstanding indebtedness of both MHFA and MHMFA 10
finance single-family housing. MHMFA no longer has any bonds cutstanding.

Bonds and notes issued by MHFA and MHMFA are solely the obligations of the respective agency, payable
directly or indirectly from, and secured by a pledge of, revenues derived from the agency’s mortgage on or other
interest in the financed housing. The MHFA and MHMFA enabling legislation also permits, and certain resolutions
authorizing the respective issuance of multi-family and single-family housing bonds 1o date have required, the
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creation of a capital reserve fund in connection with the issuance of such bonds. With respect to multi-family
housing bonds, any such capital reserve fund must be in an amount at least equal to the maximum annual debt
service in any succeeding calendar year on all outstanding bonds secured by such capital reserve fund, including
the bonds then being issued. With respect to single family housing bonds, any such fund must be maintained in an
amount not less than one-quarter of the maximum amount of interest becoming due in the current or any succeeding
fiscal year of the agency and not greater than the maximum amount of debt service becoming due in the current or
any succeeding fiscal year on all outstanding bonds which are secured by such capital reserve fund. Upon
certification by the chairman of MHFA to the Governor of any amount necessary to restore a capital reserve fund
1o the above-described requirement, the Legislature may, but is not legally bound to, make an appropriation in such
amount. No such appropriation has been necessary to date.

As of October 1, 1994, multi-family obligations of the MHFA totaled $2.3 billion (of which approximaiely
$711 million were secured by capital reserve funds) and single-family obligations of the MHFA totaled $1.3 billion
(of which approximately $47 million were secured by capital reserve funds). As of such date the capital reserve
funds were maintained at the required levels without Commonwealth appropriations and no payments from such
funds have been necessary. Authorized but unissued amounts as of such date were approximately $445 million for
MHFA multi-family bonds and approximately $423 million for, collectively, MHFA and MHMFA single-family
bonds.

HEFA Community Colleges Program Bonds. The Massachusetts Health and Educational Facilities Authority
("HEFA") issued, in January 1992, $17,390,000 of its Revenue Bonds, Community Colleges Program Issue, Series
A (the "Community Colleges Bonds”} in order to fund loans to two of the Commonwealth’s community colleges.
The primary security for the Community Colleges Bonds are fees, rents, rates and other charges to students and
other users of the projects financed. As additional security for the Community Colleges Bonds, the Commonwealth,
acting through the Higher Education Coordinating Council ("HECC"), entered into a Contract for Financial
Assistance, Maintenance and Services with HEFA. Pursuant to this contract, HECC agrees to provide financial
assistance, from moneys legally available to it, if the revenues collected on behalf of HEFA are insufficient to pay
debt service on the Community Colleges Bonds. Pursuant to the contract, the financial assistance will be provided
solely from funds otherwise appropriated to HECC in the Commonwealth’s operating budget. The financial
assistance does not constitute either a general obligation, or a so-called "moral obligation”, of the Commonwealth,
as the Commonwealth is not obligated to continue to appropriate moneys to HECC, and the credit of the
Commonwealth is not pledged to the Community Colleges Bonds.

Plymouth County Certificates of Farticipation. In May 1992 the County of Plymouth, Massachusetts
("Plymouth County") caused to be issued $110,535,000 of certificates of participation (the "Plymouth COPs"} to
finance the construction of the new 1,140 bed Plymouth County Correctional Facility. The Commonwealth, acting
through the Executive Office of Public Safety and the Department of Correction, eniered into a Memorandum of
Agreement ("MOA") with Plymouth County, under which the Commonwealth is obligated to pay for the availability
of 380 beds of the facility, regardiess of whether 380 state prisoners are housed therein. The amounts payable by
the Commonwealth under the MOA will at least equal the debt service on the Plymouth COPs, but are subject to
appropriation of said amounts by the Legislature to the Executive Office of Public Safety. The obligation of the
Commonwealth under the MOA does not constitute a general obligation or a pledge of the credit of the

Commonwealth.

City of Chelsea Commonwealth Lease Revenue Bonds. On November 10, 1993, the City of Chelsea,
Massachusetts, acting through the Industrial Development Financing Authority of the City of Chelsea (the "City"),
issued $95,750,000 aggregate principal amount of City of Chelsea, Commonwealth of Massachusetts Lease Revenue
Bonds (Massachusetts Information Technology Center Project - 1993 Issue) (the "Chelsea Bonds"). The proceeds
of the Chelsea Bonds were loaned to the Massachusetts Industrial Finance Agency ("MIFA™) and applied to the cost
of the acquisition, construction and equipping of a 419,000 gross square foot office building v be known as the
Massachusefts Information Technology Center, which will be used as a tax processing facility of the Department
of Revenue ("DOR") of the Commonwealth and a data processing information system center for DOR and certain
other departments and agencies of the Commonwealth. The Chelsea Bonds bear interest at a variable rate and
MIFA has entered into an interest rate swap agreement with respect to the full amount of the Chelsea Bonds
pursuant to which MIFA will receive variable rate payments gqual to the interest due on the Chelsea Bonds and be
obligated to make fixed rate payments in exchange therefor. Simultaneously with the issuance of the Chelsea Bonds,
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the Commonwealth entercd (nto a 30-year lease with MIFA which provides for the payment of debt service on the
Chelsea Bonds and other expenses and costs associated with the Project. The obligations of the Commonwealth do
not constitute a general obligation or a pledge of the full faith and credit of the Commonwealth and are subject to
annual appropriation by the Legislature. The Chelsea Bonds are limited obligations of the City and do not constitute
a debt or pledge of the faith and credit of the City.

OTHER COMMONWEALTH LIABILITIES
Retirement Systems and Pension Benefits

Commonwealth Responsibility for Pension Costs. The Commonwealth is responsible for the payment of
pension benefits for Commonwealth employees (members of the state employees’ retirement system) and for
teachers of the cities, towns and regional school districts throughout the state (members of the teachers retirement
system, except for teachers in the Bosten public schools who are members of the State-Boston retirement system
but whose pensions are also the responsibility of the Commonwealtth). Employees of certain independent authorities
and agencies, such as the MWRA, and of counties, cities and towns (other than teachers) are covered by 104
separate retirement systems. However, the Commonwealth assumed respensibility, beginning in fiscal 1982, for
payment of cost-of-living adjusiments for the 104 local retirement systems, in accordance with the provisions of
Proposition 2 1/2. The members of these state and local retirement systems do not participate in the federal Social
Security System.

Pension Reserves and Employee Contributions. The state employees’ and teachers’ retirement systems are
partially funded by employee contributions of regular compensation -- 5% for those hired before January 1, 1975,
7% for those hired from January 1, 1975 through December 31, 1983 and 8% for those hired on or after January
1, 1984, plus an additional 2% of compensation above $30,000 per year for those hired on or after January 1, 1979,

The systemns were originally established as "pay-as-you-go" systems, meaning thai amounts were
appropriated each year to pay current benefits, and no provision was made to fund currently the future liabilities
already incurred. In fiscal 1978 the Commonwealth began to address the unfunded liabilities of the two state
systems by making appropriations to pension reserves. Prior to the establishment of the pension funding program
described below, the Commonwealth appropriated approximately $680 million 1o the pension reserves during the
mid-1980’s, in addition to the pay-as-you-go pension costs during those years. As of December 31, 1993 the state’s
pension reserves, now administered by the Pension Reserves Investment Management Board, had grown to
approximately $4.124 billion. Under current law the pension reserves receive monies from excess earnings (i.e.,
earnings above the level credited to member accounts) in the retirement systems, withdrawal penalties on members
leaving government employment with less than ten years of service and any amounts from the funding schedule
described below in excess of pension payments.

Pension Funding Plan. Comprehensive pension funding legislation approved in January 1988 requires the
Commonwealth to fund future pension liabilities currently and to amortize the Commonwealth’s accumulated
unfunded liabilities over 40 years. The legisiation requires the Secretary for Administration and Finance to prepare
a funding schedule which will provide for the normal cost of Commonwealth benefits (normal cost being that portion
of the actuarial present value of pension benefits which is allocated to a valuation year by an actuarial cost method)
and to amortize over 40 years, beginning July 1, 1988, the unfunded actuarial liability of the Commonwealth for
its pension obligations. The schedule must include the Commonwealth’s liability for future payments of cost of
living adjustments to local systems. The funding schedule is to be updated every three years on the basis of new
actuarial valuation reports prepared under the direction of the Secretary for Administration and Finance. The
Secretary is also required to conduct experience investigations every six years.

Funding schedules are required 10 be filed with the Legislature triennially on March { and are subject to
legislative disapproval. The current {funding schedule, which has been approved by the Legislature, was filed on
October 26, 1994, (A different schedule, which was disapproved, had been originally filed on February 28, 1994 )
If a schedule is not approved by the Legislature, payments are to be made in accordance with the most Tecent
approved schedule; such payments must, however, at least equal the prior year’s payments. The Commonwealth
is contractually obligated to the members of the affected retirement systems to make appropriations in accordance
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with the funding schedule.

The funding schedule must provide for annual payments in each of the ten years ending fiscal 1998 which
are at least equal 1o the total estimated pay-as-you-go pension costs in each such year. The schedule must not
provide for any reductions in the pension reserves (as of January 1, 1988 plus growth at the actuarially assumed
investment rate) in the first ten years of the schedule. The amortization component in the funding schedule is to
grow from year to year by no more than 7.5%. (The current schedule uses a 2.5% annual increase in the
amortization component.)

Current Funding Schedule and Actuarial Valuations. The funding schedule currently in effect requires total
payments by the Commonwealth over 35 years as shown in the following table.

Funding Schedule for Unfunded Pension Obligations
(in thousands)

Fiscal Year Payments Fiscal Year Payments
1995 % B80O.085 2012 $2,215.826
1996 927,508 2013 2,300,966
1997 965,503 2014 2,389 980
1998 1,004,764 2015 2,483,069
1999 1,043,109 2016 2,580,443
2000 {,091,988 2017 2,682,327
2001 1,142,918 2018 2,788,953
2002 1,196,000 2019 2,900,572
2003 1,251,339 2020 3,017,445
2004 1,309,046 2021 3,139,850
2005 1,369,238 2022 3,268,079
2006 1,432,039 2023 3,402,440
1007 1,519,931 2124 3,543,261
2008 1,588,348 2025 3,690,887
2009 1,634,696 2026 3,845,681
2010 2,056,423 2027 4,008,029
2011 2,134,372 2028 4,178,338

2029 2,379,789

SOURCE: Division of Public Employee Retirement Administration.

The current funding schedule is based on actuarial valuations of the state employees’ and teachers’
retirement systems and the State-Boston retirement system as of January 1, 1993 and on a review of selected
local systems for purposes of determining cost of living allowance costs. The unfunded actuarial accrued
liability, as of January 1, 1993, relative to the two state sysiems, to Boston teachers and to cost-of-living
allowances for local systems is reported in the schedule to be approximately $7.445 billion, $372.6 million and
$1.833 billion, respectively, for a total unfunded actuarial liability of $9.651 billion. Such valuations are based
on actuarial assumptions described in the current schedule, including future investment earnings at the rate of
8% per year, annual salary increases at the rate of 6% and annual cost-of-living increases for pensioners at the
rate of 3%. "Actuarial accrued liability," as used above, is the estimated present value of all benefits to be paid
to existing pensioners and current employees less the present value of the future normal costs associated with
such employees. The "unfunded” liability is the amount by which the actuarial accrued lability exceeded
accumnulated assets set aside therefor and represents the present vatue of the amount that would have to be
contributed in the future in addition o normal costs in order for the liability to be fully funded.

As stated above, annual payments under the funding schedule through fiscal 1998 must be at least equal
to the total estimated pay-as-you-go benefit cost in such year. As a result of this requirement, the funding
requirements for fiscal 1993, 1996, 1997 and 1998 are estimated to be increased to approximately $959.9
million, $1.007 billion, $1.061 billion and $1.128 billion, respectively.
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Long Term Rental Leases

In addition to Commonwealth owned buildings and facilities, the Commonwealth leases additional space
from private parties. In fiscal 1993, rental expenditures under these operating leases totalled approximately
$86.9 million. Minimum future rental expenditure commitments of the Commonwealth under operating leases
in effect at June 30, 1993 are set forth below. These amounts represent expenditure commitments of both
budgeted and non-budgeted funds.

Rental Expenditure Commitments
June 30, 1993(1)
(in thousands)

Fiscal Year Rental Expenditure Commitments

1994 $79.078

1995 61,259

1996 42,271

1997 H 544

1998 4,18

1999 and thereafter 9,520
$204,081

SOURCE: Office of the Compiroller.

{1} The most recently available information. Fiscal 1994 information will be available upon publication of the Commonwealth's
fiscal 1994 audited financial statements.

Long Term Capital Leases

In certain circumstances, the Commonwealth has acquired certain types of capital assets under long term
lease/purchase agreements. Typically, these lease/purchase agreements relate to computer and telecommunications
equipment, and to motor vehicles.

Long term total principal and interest obligations at June 30, 1993 related to lease/purchasc agreements and
tax-exempt Certificates of Participation (COPs) are as follows:

Lease/Purchase and COP Obligations
June 30, 1993(1)
(in thousands)

Fiscal Year Lease/Purchasc COPs Total

1994 $23,831 $2,671 $26,502

1995 15,208 2,668 17,876

1996 8,393 2,670 11,063

1997 3,648 2,671 6,319

1998 2,769 2,668 5,437

1999 und thereafier _B.458 _3.344 13,842
$62.347(2) §18!692(2) $81,039

SOURCE: Office of the Comptroller,

{1 The most recently available information. Fiscal 1994 information will be availabie upon publication of the Commonwealth’s
fiscal 1994 audited financial statements.
2 As of Juge 30, 1993, the principal amounts of these obligations were $50,685 000 and $14,653.000 for lease/purchase and COPRs,
respectively.
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Water Pollution Abatement Trust

The Massachusetts Water Pollution Abatement Trust (the "Trust™) was created in 1989 as a public
instrumentality of the Commonwealth to implement the Commonwealth’s state revolving fund program under Title
VI of the federal Clean Water Act. The Trust is authorized to apply for and accept federal grants and associated
Commonwealth matching grants to capitalize the revolving fund and to issue debt obligations to fund loans to local
governmental units to finance eligible water pollution abatement projects. To date, the Trust has received
approximately $375 million in federal grants and approximately $75 million in Commonwealth matching grants to
capitalize the fund. The Trust has also received additional Commonwealth grants of approximately $21 million to
capitalize a separate revolving fund program for projects which are not eligible under the Clean Water Act. The
Trust’s enabling legislation authorizes the State Treasurer to issue up to $122.3 million of Commonwealth general
obligation bonds to fund Commonwealth granis to the Trust to capitalize the revolving fund and to finance other
costs of the revolving fund program,

Capitalization granis received by the Trust and held in the revolving fund may be applied by the Trust to
fund reserves to secure debt obligations issued by the Trust to make loans to local governmental units to finance
eligible projects or to directly fund such Joans. Obligations issued by the Trust are not a debt of the Commonwealth
or any political subdivision thereof but are payable solely from revenues of the Trust including loan repayments
payable by loan recipients, investment income from reserves and other moneys of the Trust and, for certain loans,
contract assistance payments from the Commonwealth as described below. As of November 16, 1994, the Trust
had approximately $392.8 million of bonds outstanding for such purposes. At such date, approximately $130.3
million of direct ioans from the Trust to local governmental units were also outstanding, of which approximately
$11.6 million were temporary interim loans which are expected to be refinanced from the proceeds of bouds to be
issued by the Trust during fiscal year 1995 and approximately $81.7 million were direct loans to the City of New
Bedford which are expected to be refinanced from the proceeds of bonds to be issued during fiscal year 1996.

Under the enabling legislation creating the Trust, each loan made by the Trust is required to provide for
debt service subsidies or other financial assistance sufficient to result in the loan being the financial equivalent of
a grant to the borrower of between 23% and 90% of the eligible cost of the financed project. Financial assistance
sufficient to result in 2 25% grant equivalency (or approximately 50% in the case of eligible direct loans) is provided
gither through the application of investment earnings on Trust reserves or through a fixed below-market interest rate
on the loan. To date, financial assistance in excess of 25% (or 50% in the case of direct loans) has been provided
through the application of contract assistance payments from the Commonwealth, The Trust’s enabling legislation
directs the State Treasurer to enter into contract assistance agreements with the Trust for such purpose providing
for annual contract assistance payments to the Trust of up to $20 million in the aggregate in each fiscal year through
fiscal year 2025. The contract assistance agrecments and the Trust’s right to receive payments thereunder may be
pledged by the Trust as security for repayment of the Trust's debt obligations.
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Legislation was recently filed by the Governor to expand the scope of the Trust’s loan programs. Among
other things, the Governor's bill recommends a $19 million appropriation to provide additional matching funds for
the Trust’s revolving fund programs and authorizes the Trust to implement a water treatment facilities loan program,
The Governor’s bill also mandates that all new loans made by the Trust in fiscal years 1995 and 1996 shall provide
for financial assistance sufficient to result in at least a 50% grant equivalency to the borrower and that interest
payable after July 1, 1994 on loans made by the Trust prior to that date shall be forgiven so that such loans shall
thereafier be equivalent to at least a 50% grant. All financial assistance in excess of 25% would continue to be
funded from contract assistance payments from the Commonwealth. However, the amount of contract assistance
required to fund the new requirements mandated by the bill would not be limited by the $20 million annual limit
currently included in the Trust’s enabling act. Based on the Trust’s current expectations of loan demand through
fiscal year 1996, annual contract assistance payments may increase to $30 million to $40 million under the proposed
legislation.

School Building Assistance

The school building assistance program was established in 1948 to promote the planning and construction
of school buildings and the establishment of consolidated and regional schools in the Commonwealth. Under this
program, cities, towns, regional school districts and the three counties that maintain agricultural schools can obtain
reimbursernents from the Commonwealth for a portion of the construction costs (including any interest expense from
indebtedness incurred) of approved school projects. With the exception of grants to assist cities, towns and regional
school districts in the elimination of racial imbalance, the reimbursement percentage varies by municipal ity and may
range from 50% to 90% of total construction costs. School projects for the purpose of eliminating racial imbalance
are eligible for 90% reimbursement. Grants are usually payable over a period of up to 20 years o defray a portion
of the debt service on city, town, district or county bonds issued to pay construction costs. Payment is made to
cities, towns, regional school districts and counties from amounts annually appropriated for the school building
assistance program. The following table shows the amount of the Commonwealth’s obligation to pay such grants
as of June 30, 1994,

School Building Assistance Obligations
{in thousands)

Budgeted Budgeted
School Building School Building
Fiscal Year Assistance Obligations Fiscal Year Assistance Obligations

1995 $167,586 2005 (06,903
1996 159,107 2006 101,954
1997 152,959 2007 98.231
1998 139,629 2008 93,219
1999 131,304 2009 86,860
2000 127,763 2010 79,545
2001 123,923 20101 65,212
2002 120,238 2012 42272
2003 117,724 2013 29777
2004 112,104 2014 14,369
Total $2,070,709

SOURCE: Depanment of Education, School Facilities Service Bureau.

Unemployment Compensation Trust Fund
The assets and liabilities of the Commonwealth Unemployment Compensation Trust Fund are not assets

and liabilities of the Commonwealth. See "Exhibit A - Economic Information” under the heading
"Employment--Unemployment™.
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LITIGATION

There are pending in state and federal courts within the Commonwealth and in the Supreme Court of the
United States various suits in which the Commonwealth is a party. In the opinion of the Attorney General, no
litigation is pending or, to his knowledge, threatened which is likely to result, either individually or in the aggregate,
in final judgments against the Commonwealth that would affect materially its financial condition.

Commonwealth Programs and Services. From time to time actions are brought against the Commonwealth
by the recipients of governmental services, particularly recipients of human services benefits, seeking expanded
levels of services and benefits and by the providers of such services challenging the Commonwealth’s reimbursement
rates and methodologies. To the extent that such actions result in judgments requiring the Commonwealth to provide
expanded services or benefits or pay increased rates, additional operating and capital expenditures might be needed
to implement such judgments. In June, 1993, in an action challenging the Commonwealth’s funding of public
primary and secondary education sysiems on both federal and state constitutional grounds Webby v. Dukakis
(Supreme Judicial Court for Suffolk County No. 78-179) (now known as McDuffy v. Roberison, Supreme Judicial
Court for Suffolk County No. 90-128), the Supreme Judicial Court ruled that the Massachusetts Constitution imposes
an enforceable duty on the Commonwealth to provide adequate public education for all children in the
Commonwealth and that the Commonwealth is not currently fulfilling this constitutional duty. However, the court
also ruled that no present statutory enactment is to be declared unconstitutional. The court further raled that the
Legislature and Governor are 1o determine the necessary response to satisfy the Commonwealth’s constitutional duty,
although a single justice of the court may retain jurisdiction to determine whether, within a reasonable time,
appropriate legislative action has been taken. It cannot now be determined what action, if any, the plaintiffs in
McDuffy may take in response to this decision or whether the court will order any further relief.

Massachusetts Hospital Association v. Rate Setting Commission (Suffolk Superior Court No. 89-3215)
challenges an element of the Medicaid rate setting methodology for hospitals. On October 12, 1993, the case was
settled with the hospital association and most acute hospitals, thereby reducing the Commonwealth’s potential
liability in the pending case or in related rate appeals to approximately $10 million.

In Massachusetts Hospital Association et al. v. Department of Public Welfare e1 al. (Suffolk Superior Court
No. 90-7116B), the Massachusetts Hospital Association and a group of chronic care hospitals seek an injunction
to compel the Department of Public Welfare to pay for Medicaid patients at chronic care hospitals at rates which
were set by the Rate Setting Commission but disapproved by the Department of Public Welfare under its statutory
authority to veto rates. The defendants were granted summary judgment on ail claims, except the hospitals’ claim
that they paid a 2% increase in fiscal 1991 Medicaid rates over fiscal 1990 rates for inflation in wages and labor

costs. The plaintiffs’ appeal is awaiting argument in the Appeals Court.

Challenges by residents of five state schools for the retarded in Ricci v. Murphy (U.S. District Court C.A,
No. 72-469-T) resulted in a consent decree in the 1970’s which required the Commonwealth to upgrade and
rehabilitate the facilities in question and to provide services and comumunity placements in western Massachusetts.
The Ricci court in October 1986 issued orders leading to termination of active judicial supervision. On May 25,
1993, the District Court entered a final order vacating and replacing all consent decrees and court orders. In their
place, the final order requires lifelong provisions for individualized services to class members and coniains
requirements regarding staffing, maintenance of effort {(including funding) and other matters,

In Massachusetts Hospital Association et al. v. Department of Public Welfare et al. (Suffolk Superior Court
No. 92-4656C) the hospital association and certain chronic care hospitals challenged the adequacy of rates for fiscal
year 1992 on the theory that the Rate Setting Commission made inadequate provision for labor cost inflation. The
Superior Court denied the plaintiffs’ motion for a preliminary injunction and the parties have commenced discovery.

In Hodge et al. v. Gallant (Suffolk Superior Court No. 93-02%0G), plaintiffs allege that the Department
of Public Welfare has unlawfully denied personal care attendant services to certain disabled Medicaid recipients.
The Superior Court denied plaintiffs’ motions for a prelimina.ry injunction and ¢lass certification. If plaintiffs were
to prevail on their claims and the Commonwealth were _requlred to provide all of the services sought by plaintiffs
1o all similarly situated persons, a substantial increase in the annual cost to the Commonwealth of these services
might eventually be required. The Department of Public Welfare currently estimates this increase to be as much
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as $200 million per year.

Environmental Matters. The Commonwealth is engaged in various lawsuits involving environmental and
related laws, including an action brought on behalf of the U.S. Environmental Protection Agency alleging violations
of the Clean Water Act and seeking to enforce the clean-up of Boston Harbor. United States v. Metropolitan
District Commission (U.5. District Court C.A. No. 85-0489-MA). See also Conservation Law Foundation v.
Metropolitan District Commission (U.S. District Court C.A. No. 83-1614-MA). The Massachusetts Water
Resources Authority (the "MWRA "}, successor in tiability (o the Metropolitan District Commission, has assumed
primary responsibility for developing and implementing a court approved plan and timetable for the construction
of the treatment facilities necessary to achieve compliance with the federal requirements. The MWRA currently
is in material compliance with the Court’s scheduling orders, although the MWRA expects to miss deadlines for
(a) completion of the outfall and the inter-island tunnels and (b) commencement of operation of new primary
batieries A and B. The Court has recognized some of the problems encountered by the MWRA due to the recent
severe winter of 1993-1994 and the inherent uncertainties faced by the MWRA in completing a construction project
of this magnitude. It has requested the MWRA to continue to report on developments on these matters. The
MWRA currently has projected that the total cost of construction of the wastewater facilities required under the
Court’s order is approximately $3.5 billion in current dollars, with approximately $1.78 billion to be spent on or
after January 1, 1994. Under the Clean Water Act, the Commonwecalth may be liable for any costs of complying
with any judgment in these or any other Clean Water Act cases to the extent the MWRA or a municipality is
prevented by stale law from raising revenues necessary to comply with such a Jjudgment.

Taxes and Other Revenues. In American Trucking Assns. et al, v. Nessen et al. (Suffolk Superior Court
No. 91-7048) plaintiffs challenge two fees imposed on trucks, arguing that they violate the Commerce Clause of
the Constitution of the United States. In May, 1993, the Supreme Judicial Court struck down, on Commerce Clause
grounds, several fees imposed on interstate motor carriers operating in the Commonwealth. The court remanded
the case to the Superior Court to determine the appropriate remedy. The Superior Court has approved the parties’
agreement establishing a refund mechanism. The Commonwealth’s total liability equals approximately $30 million,
with $20 million to be paid in fiscal 1995 (which amount has been appropriated) and the remaining $10 million in
fiscal 1996, assuming the appropriation of necessary funds.

Massachusetts Wholesalers of Malt Beverages v. Commonwealth (Suffolk Superior Court No. 90-1523) is
a suit brought by associations of bottlers challenging the 1990 amendments to the bottle bill which escheat abandoned
deposits to the Commonwealth. Plaintiffs claim a taking; the Commonwealth claims legitimate regulation of
abandoned amounss. The case involves about $22 million annually, from January, 1990 (i.e., approximately $80-50
million total) plus certain amounts in deposit transaction funds and claimed interest. In March of 1993, the Supreme
Judicial Court upheld the amendments except for the initial funding requirement, which the Court held severable.
The Superior Court recently ruled that the Commonwealth is liable for certain amounts (plus interest) as a result
of the Supreme Judicial Court’s decision. The actual amount will be determined in further proceedings.

In National Association of Government Employees v. Commonwealth, Suffolk Superior 93-5509-E, the
Superior Court declared that a line item in the Commonwealth’s general appropriations act for fiscal 1994 that
increased the state employees’ percentage share of their group health insurance premiums from 10% to [5% violated
the terms of several collective bargaining agreements, and hence was invalid under the contracts clause of the United
States Constitution as regards employees covered by the agreements. The Commonwealth appealed the Superior
Court’s decision and the Supreme Judicial Court has granted direct appellate review. The Court has tentatively
scheduled the appeal for oral argument at its November, 1994 sitiing. Several other unions have filed a companion
suit asserting that the premium increase similarly violated other collective bargaining agreements. Alliance,
AFSCME/SEIU, AFL-CIO, er al. v. Commonwealth, ef af., Suffolk Superior 94-3438-E. This larter suit is in its
initial stages. If the Superior Court decision in favor of the siate employees is upheld, the Commonwealth’s
aggregate liability is estimated to be approximately $32 million.

In addition, there are several tax cases pending which could result in significant refunds if taxpayers
prevail. It is the policy of the Attorney General and the Commissioner of Revenue to defend such actions
vigorously on behalf of the Commonwealth, and the descriptions that follow are not intended 1o imply that the
Commissioner has conceded any liability whatsoever. In BayBank, et al. v. Commissioner of Revenue, the banks
chatlenge the inclusion of income from tax exempt obligations in the measure of the bank excise tax. The Appellate
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Tax Board issued findings of fact and a report in favor of the Commissioner of Revenue on September 30, 1993.
The case is pending in the Supreme Judicial Court. Taking into account all banks and all years at issue (1974
through 1986), there are 142 appeals consolidated in this case. The amount at issue is estimated to be approximately
$1.2 billion, which amount includes interest of approximately $900 million and amounts involved in other related
applications for abatement pending with the Commissioner of Revenue or with the Appellate Tax Board. The
Supreme Judicial Court is expected to hear the appeal in March, 1995. 5.J.C. Docket No. 6518. Approximately
$150 million in taxes and interest in the aggregate are at issue in seven other cases pending before the Appellate
Tax Board or on appeal to the Appeals Court or the Supreme Judicial Court.

On June 23, 1993 the Commonwealth filed an appcal with the Appeals Court from a decision of the
Appellate Tax Board which held in favor of a commercial bank on the calculation of amounts owed for bank excise
taxes under statutes in effect in 1983 and 1984 when such bank converted from chartered mutual savings bank status
to that of a bank corporation of stockholder form. The bank filed an application for direct appellate review by the
Supreme Judicial Court which was granted. On October 5, 1994, the Supreme I udicial Court affirmed the decision
of the Appellate Tax Board. The expected liability is approximately $8 million, including similarly situated banks,
South Boston Savings Bank v. Commissioner of Revenue (8.J.C. No. 6365).

Other Fiscal Matters. In County of Barnsiuble et al. v. Commonwealth (Suffolk Superior Court
No.90-7439B) twelve Massachusetts counties seek reimbursement from the Commonwealth for the costs of
courthouse maintenance on the theory that the state is required to pay them the amount of money necessary to
maintain their courthouses at the “constitutional minimum" for the adequate provision of justice. The Supreme
Judicial Court denied a request for an injunction to pay the sums sought and has referred the matter to the Superior
Court for fact finding. The parties have completed a stipulation of facts with respect to two counties for an agreed
upon test year, and the Superior Court has made findings and rulings regarding the ability of those two counties to
provide courthouse facilities and services within their available sources of funds in that year. The Superior Court
has now developed a record regarding expenditures for each facility in those two counties, and re-transfer to the
Supreme Judicial Court may occur shortly. That Court indicated in its 1991 decision that it will identify the
facilities and services necessary to meet the constitutional minimum.

In Hayward v. National Information Systems, Inc. (Norfolk Superior Court No. 02-2361), a lottery player
seeks recovery of a $9 million jackpot allegedly wrongfully denied him by the State Lottery Commission. The
player seeks to have that amount trebled under the Commonwealth’s Consumer Protection Act. The Superior Court
has denied the Commonwealth’s motion for summary judgment. A frial date of December 12 has been set.

Liability Investigative Fund Effort, Inc. et al. v. Commonwealth of Massachusetts et al., No. 89-949
(Hampden Superior) and Stocum v. Medical Malpractice Joint Underwriting Association of Massachusetts, et al.,
No. 89-2101 (Hampden Superior) are two actions (one a purported class action) brought by plaintiff physicians
against the Commonwealth, the Commissioner of Insurance and the Medical Malpractice Joint Underwriting
Association ("JUA") secking declarations that the deficit recoupment statute, St. 1975, 362, §6, and the deferred
premium liability statute, St. 1986, c. 351, §38, are unconstitutional to the extent they authorize collection of
"retroactive premiums” by the JUA. The plaintiffs are secking restitution of those amounts, atlegedly totalling
approximately $200 million for the class. It appears that the claim for restitution runs only against the JUA, which
collected the premiums, but the complaints are not clear on this point. In 1991, the Supreme Judicial Court reversed
the Superior Court’s dismissal of the complaints. In 1992, the Superior Court denied plaintiffs’ motion for class
certification, and in 1993, the Superior Court pranted summary judgment and entered judgment for the defendants.
The plaintiffs appealed and on December 15, 1993, the Supreme Judicial Court allowed their application for direct
appellate review. On July 21, 1994, the Supreme Judicial Court affirmed the grants of summary judgment to the
defendants. On October 16, 1994, plaintiffs filed a petition for writ of certiorari in the United States Supreme

Court.

MISCELLANEOQUS

Any provisions of the constitution of the Commonwealth, of all general and special laws and of other
documents set forth or referred to in this Information Statement are only summarized, and such summaries do not
purport fo be complete statements of any of such provisions. Only the actual text of such provisions can be relied
upon for completeness and accuracy.
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All estimates and assumptions in this Information Statemcnt have been made on the best information
available and are believed to be reliable, but no representations whatsoever are made that such estimates and
assurmptions are correct. So far as any statements in this Information Statement involve any matters of opinion,
whether or not expressly so stated, they are intended merely as such and not as representations of fact. The various
tables may not add due to rounding of figures.

The information, estimates and assumptions and expressions of opinion in this Information Statement are
subject to change without notice. Neither the delivery of this Information Statement nor any sale made pursuant
to this Information Statement shall, under any circumstances, create any implication that there has been no change
in the affairs of the Commonwealth or its agencies, authorities or political subdivisions since the date of this
Information Statement, except as expressly stated.

CONTINUING DISCLOSURE

The Department of the State Auditor audits all agencies, departments and authorities of the Commonwealth
at least every two years. Copies of audit reports may be obtained from the State Auditor, State House, Room 229,
Boston, Massachusetts 02133,

The Commonwealth prepares its Comprehensive Annual Financial Report ("CAFR") with respect to each
fiscal year ending June 30, which become available in January of the following fiscal year. Copies of the CAFR
and other financial reports of the Comptroller referenced in this document may be obtained by requesting the same
in writing from the Office of the Comptroller, The Commonwealth of Massachusetts, One Ashburton Place, Room
909, Boston, Massachusetts 02108.

AVAILABILITY OF OTHER FINANCIAL INFORMATION

Questions regarding this Information Statement or requests for additional information concerning the
Commonwealth should be directed to Kenneth Olshansky, Deputy Treasurer, Office of the Treasurer and Receiver-
General, One Ashburton Place, 12th Floor, Boston, Massachusetts 02108, telephone (617) 367-3900, or Lowell
Richards, Director of Debt Finance, Exccutive Office for Administration and Finance, State House, Room 373,
Boston, Massachusetts 02133, telephone (617) 727-2040. Questions regarding legal matters relating to this
Information Statement should be directed to Walter J. St. Onge, III, Esq., Palmer & Dodge, One Beacon Street,
Boston, Massachusetts 02108, telephone (617) 573-0100.

THE COMMONWEALTH OF MASSACHUSETTS
By _/s/ Joseph D. Malone

Joseph D. Malone
Treasurer and Receiver-General

By_ _/s/ Alan R. Morse_ Jr,
Alan R. Morse, Ir,
Undersecretary for Administration and Finance

November 16, 1994
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EXHIBIT A

ECONOMIC INFORMATION

The information in this section was prepared by the Massachusetts Institute for Social and Economic
Research (“MISER™) at the University of Massachusetts, Amherst, Massachusetts and may be relevant in
evaluating the economic and financial condition and prospects of the Commonwealth of Massachusetts. MISER
is designated as the Commonwealth’s State Data Center and archives much of the data about Massachusetts.
The demographic information and statistical data, which have been obtained by MISER. from the sources
indicated, do not necessarily present all factors which may have a bearing on the Commonwealth’s fiscal and
economic affairs,

All information is presented on a calendar-year basis unless otherwise indicated. Sources of
information are indicated in the text or immediately following the charts and tables.  Although the
Commonweaith considers the sources to be reliable, the Commonwealth has made no independent verification
of the information presented herein and does not warrant its accuracy.

OVERVIEW

Population Characteristics. Massachusetts experienced modest population increases between 1980 and
1990 and perhaps a very small decline thereafier. The 1990 United States census count for Massachusetts is
6,016,425 or 4.9 percent more than the 5,737,093 counted in 1980. Bureau of the Census estimates for 1993
show the Massachusetts population to be 6,012,268. In contrast, the total United States population increased by
approximately 9.8 percent between 1980 and 1990, and an estimated 3.6 percent from 1990 to 1993, According
to the 1990 United States census, the City of Boston experienced a small population increase of 2.0 percent
from 562,994 in 1980 to 574,283 in 1990. The Roston-Washington corridor, which includes the states of
Massachusetts, Maryland, Delaware, Rhode [sland, Connecticut, New York, New Jersey, Pennsylvania, and
Virginia was home to sixty million people in 1992, nearly one quarter of the entire United States population of
255 million.

Personal Income, Consumer Prices, and Poverty. Per capita personal income levels in Massachusetts
have been consistently higher than those in the United States since 1970.  While the growth in per capita
income has slowed and real income levels have even declined in Massachusetts since 1988 (even as real income
levels in the United States continued to grow), real income levels in Massachusetts in 1993 remained well above
the pational average: $24,475 compared to $20,781.  The growth in levels of average annual pay in
Massachusetts has been striking over the last ten years: since 1984, when levels of pay in Massachusetts were
roughly equal to those in the United States, Massachusetts levels of pay have grown at a rate two to three
percentage points faster than the rate of growth of average levels of pay in the United States. As a result,
preliminary data for 1292 show that the average level of pay in Massachusetts was $30,229 while that in the
United States was $29,362. Some of the differences between Massachusetts and the United States can be
explained by the comparatively high cost of living in Massachusetts. Since 1970, the Consumer Price Index
{CPI-U) for the Boston Metropolitan area has been higher than that in the United States in every year except
1982. The most recent data for July, {994 show that the CPI-U for Boston was 3.7 percent higher than for the
United States. In addition to high income levels, Massachusetts has maintained a poverty rate well below the
national average. In 1992, 10 percent of the Massachusetts population was below the poverty line, while 14.5
percent of the population of the United States fell below the poverty line.

Employment. Total smployment levels in Massachusetts, which had declined between 1989 and 1992,
grew at a rate of 1.7 percent between 1992 and 1993, The only employment sector which did not grow in
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1993 was the manufacturing sector, which has experienced declining employment levels since 1985. The
sector empioying the greatest number of people in Massachusetts continues to be the services sector, which
contributed approximately 33.5 percent of total, seasonally adjusted non-agricultural employient in 1993, The
unemployment rate in Massachusetts, which was below that of the United States between 1979 and 1989, has
been higher than the national average since 1990. In {993, however, the rate of unemployment in
Massachusetts was not considerably higher than that of the United States: 6.9 percent compared to 6.8 percent.

Economic Base and Performance. Massachusetts has a diversified economic base which includes
traditional manufacturing, high technology, and service industries. A substantial portion of products produced
by these and other sectors is exported. Like most other industrial states, Massachusetts has seen a shift in
employment from labor-intensive manufacturing industries {e.g., textiles, apparel, shoes, paper products) to
technology and service-based industries like computers, biomedical technology, consulting, heaith care and
business services.

Today, Massachusetts is a leader in research and development of biotechnology, biomedical
technology, software, robotics, and other high technology products. A large proportion of the Massachusetts
total work force is employed in high technology-related jobs. Nine of the fourtesn Massachusetts companies
listed in the 1994 Fortune 500 are engaged in the production of computer equipment, electronic components, or
scientific/photographic instruments. Non-manufacturing high technology jobs have continued to increase their
share of tota] employment in the state. The concentration of world-renowned research institutions, as well a
large number of smaller firms, has helped make Massachusetts a national center for high technelogy industries.

Human Resources and Infrastructure. Skilled human capital is the foundation of Massachusetts’
economic strength. It provides the basis for a technologically dynamic and industrially diverse regionai
econemy. The concentration of technical, engineering, managerial, scientific, and other professional skills
within the Massachusetts work force is, in part, due to the 120 private and public colleges and universities
located throughout the state. The largest and best known of these institutions include Amherst College, Boston
Coilege, Boston University, Clark University, Harvard University, Holy Cross College, Massachusetts Institute
of Technology, Mount Holyoke College, Northeastern University, Smith College, Tufts University, the
University of Massachusetts, Wellesiey College, and Williams College.

Massachusetts is also home to many of the nation’s most well-known hospitals and medical
institutions, including Massachusetts General, Children's, Beth Israel, and Brigham and Women's Hospitals and
the Lahey Clinic. The Massachusetts medical establishment is recognized internationally as a center for health
services, medical teaching and research, attracting patients and heaith professionals from all over the world.
The hospitals and other health care institutions provide a valuable link to the biomedical and biotechnical
research and development activities conducted by approximately 178 biotechnology companies located in
Massachusetts.  Non-hospital employment in medically refated research and development continues to
accelerate.

Massachusetts possesses an extensive transportation system and related facilities. The City of Boston is
the transportation and commercial center for New England and is the site of both a full-facility seaport and a
major international airport. Boston’s Logan International Airport is a majer contributor to the economy of the
greater Boston area, Massachusetts, and the New England region. Based upon the volume of air passengers
served, in 1993 Logan Airport ranked first in New England, tenth in the United States, and sixteenth in the
world according to the Massachusetts Port Authority (“Massport™). In 1993, Logan Airport served slightly
more than 24 million arriving and departing passengers, more than double the number served in 1975. For the
same period, Logan Airport ranked thirteenth nationally and tweaty fourth in the world in total air cargo
volume, handling nearly 700 million pounds of total cargo. Massachusetts also has several deep-water seaports.
The Port of Boston handled more than 16 miilion tons of cargo in 1992 valued at more than $7.3 billion. The
state is also well served by the federal interstate highway system, including interstate routes 84, 90, 91, 93, 95,
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295 and 495, Data shows that the condition of the interstate highway system in Massachusetts is comparable to
that of the rest of the United States, with the majority of the roadways in “good” or “very good” condition. Rail
and trucking systems provide direct overland shipping throughout the United States and Canada.

The following sections provide detailed information on population characteristics, personal income,
employment, economic base and performance, and human resources and infrastructure.

POPULATION CHARACTERISTICS

Massachusetts is a densely populated state with a comparatively large percentage of its residents living
in metropolitan areas. According to the 1990 census, the population density of Massachusetts is 767.6 persons
per square mile, as compared to 70.3 for the United States as a whole. Among the 50 states, only Rhode [sland
and New Jersey have a greater population density. Massachusetts ranks third among the states in percentage of
residents living in metropolitan areas: 96.2 percent of Massachusetts residents iive in metropolitan areas,
compared with a national average of 79.4 percent.

The City of Boston, the largest city in New England, has a popuiation of 574,283, according to the
1990 United States Census. The official Metropolitan Statistical Area {“MSA") for Boston, with a 1990
population of 2,870,669, contains close to one-half of the Massachusetts population. The other Massachusetts
cities with populations in excess of 100,000 include Worcester (169,759), situated approximately 40 miles west
of Boston, Springfield {156,983), located in the Connecticut River Valley in western Massachusetts, and Lowell
(103,439), located approximately 30 miles northwest of Boston, along the Merrimack River.

Worcester is the second largest city in New England, though its MSA, extending into Connecticut, is
slightly smaller than Springfield’s MSA. Its service, trade, and manufacturing industries combine for more
than 70 percent of Worcester's total employment. As a major medical and educationai center, the Worcester
area is home to 19 patient care facilities, including the University of Massachusetts Medical School, and twelve
colleges and universities.

Springfield, the third largest city in the Commonwealth, enjoys a diverse body of corporate employers,
the largest of which are the Bay State Medical Center, the Massachusetts Mutuat Life Insurance Company, the
Milton Bradley Company, and Smith and Wesson. In addition, Springfield is home to four independent

colleges.

As the following chart indicates, the percentage change in population in Massachusetts since 1971 has
been both lower and more erratic than has the change in population for the United States as a whole. Qver the
last four years, the rate of population growth in Massachusetts has been essentially zero. While this trend is
similar to that experienced by New England, it differs considerably from the steady growth rates for the United
States over the same period of time.
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Percentage Change in Total Population, 1971-1993
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The following table compares the population level and percentage change in population level of
Massachusetts with those of the New England States and the United States.

Population, 1970-1993

{in thousands)
Massachusetts New England United States
Perceniage Percentage Percenage
Year Total Change Tosal Change Total Change
1970. - 5,704 C11,735. . 203,799
1971 5,738 06% 11,878 L.2% 206,818 1.5%
1972 . 5762 0.4% 11,996 1.0%. .. . 1209275 1.2%
1973 5,784 0.4% 12,088 0.8% 211,349 1.0%
1974 SETTT Q0% 12,1480 05% CUUUZi33ad 0 0.9%
1975 5762 03% 12,157 0.1% 215,457  1.0%
1976 ¢ 5749 02%. S 1760 - 02% - 217,554 1.0%
1977 5744 0.1% 12,207 03% _ 219,761 1.0%
1978 5743 0.0% - 12,257 04% 0 222,098 -i1%
1979 5746  0.1% 12,345 0.7% 224,564 11%
w8y S, 7377 02% 12,349 0.0% - 136,547 0.9%
1981 5769 0.6% 2,436  0.7% 229,466  1.3%
1982 577 0.0% 12,468 - 03% . .. .. 231,664  1.0%
1983 5,799  0.5% 12,544  06% 233,792 0.9%
1984 5,841 7% 12,642 0.8% T 235,825 09%
1985 5,881 0.7% 12,741 0.8% 237,924 0.5%
1986 5,903 0.4% 12,833 07% . 240,133 . 0.9%
1987 3,935 0.5% 12,951 0.9% 242,289 0.9%
1988 - 5,980 . 0.8% 13,085 1.0% - - 244,499  0.9%
1989 6015 0.6% 13,12 0.7% 246,819  0.9%
1990 - 6016  0.0% 13,207 . 02% . 248,710  0.8%
1991 5,995 03% 13,201 0.0% 252,137 14%
1991 " 5,993 0.0% 13,196~ 0.0% 255,073 1.2%
1993 6012  03% 13,230 0.3% 257908 1.1%

SOURCE: United States Depantment of Commerce, Bureau of the Census,
1970, 1980, and 1950 estimates are as of July 1 of that year; estimates for ather
years are as of April [ of that year,
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For the most part, net migration has not contributed to much change during the Commonwealth’s
population during the last decade, although preliminary evidence suggests that out-migration increased during
the Commonwealth’s recent economic downturn. However, net migration has reduced the age profile of the
Massachusetts population. Between 1980 and 1990, considerable increases in the population of younger age
groups (10 years to 30 years) coincided with smaller decreases in the population of all age groups representing
people over thirty. The following chart shows the net change in Massachusetis population between 1980 and
1690, by five year classifications of ages.

Net Change in Massachusetts Population, by Age Group, 1980-1990
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The next fifteen vears are expected to bring about a considerable change in the age distribution of the
Massachusetts population. As the following chart shows, the population of Massachusetts is expected to be
distributed more heavily in the “45 and over” age groups in 2010 than it was in 1990. At the same time, the
percentage of people between the ages of 20 and 44 is expected to decline.
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Distribution of Massachusetts Population by Age, 1990-2010
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The following table sets forth the distribution of population by age for Massachusetts in 1990 and the projected
distribution of population by age in 2000 and 2010.

Distribution of Massachusetts Population by Age, 1990-2010

{in thousands)
1990 (Actual) 2000 (Projected) 2010 (Projected)
AGE Number Pt of Total MNumber  Pet. of Total Number Per. of Towal
Voder 5 - o A2F e 70% BT 6% 335 55%.
5to 19 1140 18.9% 1218 20.5% 1177 19.3%
20 to 24 DSt 8.6% 351 5.9%. 451 1.4%
25 10 34 1099 18.3% 834 14.0% 760 12.5%
35.40 44. S 914 152% - 1015 T UHTA% TR0 i3Sk
45 to 54 596 9.9% 308  13.6% 940 15.4%
55 to.64 . 514 LoBS% oo IsEE L 88% s o T2 120%
65 and over 515 13.5% 842 14.1% 381 14.5%

SOURCE: United States Department of Commerce, Bureau of the Census.

PERSONAL INCOME, CONSUMER PRICES, AND POVERTY

Personal Income. Income levels are consistently higher in Massachusetts than in the United States as a
whole. Since 1970, real and nominal per capita income in Massachusetts has been considerably higher in
Massachusetts than in the United States. Between 1982 and 1988, and with few exceptions, real income levels
in Massachusetts grew at an annual rate higher than those in the United States. But, since 1989, the growth in
real income levels in Massachusetts has slowed to a rate below that for real income levels in the United States,
Despite two years of positive growth, per capita real income levels in 1993 in Massachusetts were one thousand
dollars below 1988 levels: $24,475 compared to $25,590. In contrast, real income levels in the United States
have grown at a positive rate in nine of the ten years since 1983 and stood at a higher level in 1993 than at any
time in the previous twenty-two years. Nevertheless, per capita income ievels in Massachusetts remained
considerably higher than those in the United States in 1993: $24,475 versus $20,781. In addition, the per
capita personal income in Massachusetts was fifth highest among the fifty states in 1993, The following chart
illustrates real per capila personal income in Massachusetts, New England, and the United States since 1970.
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Per Capita Personal Income, 1970-1993
(in constant 1993 dollars)
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The following table compares per capita persopal income in Massachusetts, New England, and the
United States for the period 1970-1993,

Per Capita Personal Income, 1970-1993

Nominal Income Real Income Percentage Change

(in current dollars) (in 1993 dollars) in Real Income
MA MN.E. U5 N.E. . MA___NE U5
“$4i4dS 34,047 R
4,665 4,294
50137 - 465
5,168
5,628
6,045
: 6,629 ¥
. 1267 18

. 07% 035% 16%
LC38% 41% 5%
1 24% 2.7%  4.4%
T A9%.. -2.3% -1L.0%
20% 24% -1.6%
081 -

A . 20,615
S 24,2517 0204638
: 1038 23,787 20,369 _
10925 23,6250 -1 23,564 203] 309 24,063 - 20,734 b by
1993 24,141 24.141 20,741
SOURCE: United States Department of Commerce, Bureau of Economic Analysis.

Notes: Estimated papulation as of April T of that year. Massachuseits real income is caiculated using Boston
CPL-U data. New England and United States real income are calculated using national CPL-U data,
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Although the growth in per capita personal income has fluctuated, annual pay has grown steadily in
Massachusetts over the past eight years. Average annual pay is computed by dividing total annual payrolls of
employees covered by Unemployment Insurance programs by the average monthly number of these employess.
Data are reported by employers covered under the Unemployment Insurance program. While levels of annual
pay were nearly equal in Massachusetts and the United States in 1984, the rate of growth in annual pay has been
consistently higher in Massachusetts than in the United States in the last eight years. As a result, the level of
annual pay in Massachusetts in 1993 was fifteen percent higher than in the United States as a whole: $30,229 as
compared to $26,362.

Average Annual Pay, 1984-1993
{in current dollars)

Annual Pay Percentage Change
Year Mmsachu.sem United States Ra:w (MA/.5.) Ma.machu.fem United States
TUUOSHEE4I4 . L §I18,353 SRS ¢ TEPRIN N R S
$19,627 $19,189 1.02 _ 6.6% 4.6%
SO $20,925 . . L7 $19,966: s TS i 6% L 4% s
., §22,486 . S20857 1.08 . T5% . 4.5%
U S2AEAR T FISRERTR T LGt oL EA% ) T 49w R

 $25,233  $22,567 112 45% 3.2%
“ §26, CsE Lo LIS C58% T 6%
$24,578 . L4 oo 0% 41%

1828003 L 118 BT RSN T %

P

SOURCE: United States Department of I.abm- Bureau of Labor Stmstlcs
(p)= preliminary estimates.

Average Annual Pay, 1984-1993
{in current dollars)

335,000 T
‘ O Massachusetts

O United States

330,000

$25,000

$20,0600

$15,000

Averapge Annual Pay

$10,000 1

$5,000 1
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Consumer Prices. Higher income levels in Massachusetts relative to the rest of the United States are
offset to some extent by the higher cost of living in Massachusetts. The following table presents consumer
price trends for the Boston metropolitan area and the United States for the period between 1970 and July 1994,
Data for each year indicate the Consumer Price Index for all urban consumers and the percentage change in the
Consumer Price Index for all urban consumers from the previous year. The latest available data for July 1994
show that the Consumer Price Index of the Boston Metropolitan area grew at a rate of only (.9 percent from
July 1993; in the United States, growth for the comparable period was 2.8 percent. Despite the consistently
higher overall CPI-U levels in Boston since 1970, the percentage change in the consumer price index in Boston
has not shown much variation from the percentage change in CPI-U levels for the United States. As the
following table shows, the rate of change in CPI-U in Boston has, with some minor variation, mirrored that for

the United States as a whole,

Consumer Price Index for all Urban Consumers (CPI-U), 1970-1994
(1982-1984=100)

CPI-U Ratio Pct. Change

Year Bosron U5 (Boston/U.5.) Bosion .5,
T 3880 h UI0Ee% T o L

- 405 104.2% 4.4%

AR 10405%0 32%

444
R 5
L Se9 T TI0sA%

103:%
107.6
L1220 10906
1171 113.6
G242 1IRE - 1050%
1313 1240 105.9%
I3%.et 1307 106.3%
1450 1362  106.5%

CrTAS6 U A3 Y 10599 3.0%

152.9 1445 105.8% 3.0%

ST AT - 105.6% :

_July, 1994 153.9  148.4 103.7% 2.8%

SOURCE: United States Department of Labor, Bureau of Labor Statistics.
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Poverty. In addition to its relatively high income levels, Massachusetts enjoys poverty rates
significantly lower than those in the United States on average. Since 1980, the percentage of the Massachusetts
population below the poverty line has varied between 7.7 percent and 11.0 percent. During the same time, the
poverty rate for the United States varied between 12.8 percent and 15.2 percent. In 1992, the poverty rate in
Massachusetts was 10.0 percent while the poverty rate in the United States was 14.5 percent. Since 1980, the
ratio of the Massachusetts rate of poverty to that of the United States has varied from a low of 0.5 in 1983 to a
high of 0.79 in 1980. The following chart illustrates the lower poverty rates in Massachusetts from 1980
through 1992:

Poverty Rate, 1980-1992

16.0% + 150% 15.2%

14.4%

14.0% T

Percentage of Popuiation Below Peverty Level

00% A

SOURCE: United Sistes Department of Commerce, Bursau of the Cenaus.
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EMPLOYMENT

Employment by Industry. The Massachusetts services sector, with 34.7 percent of the non-agricultural
work force in July 1994, is the largest employment sector in the Massachusetts economy, foliowed by wholesale
and retail trade (23.1 percent) and manufacturing (15.2 percent). Government employment in Massachusetts
was 12.5 percent of total employment. The following chart shows the distribution of employment by industry
in Massachusetts for July 1994 (data are not seasonally adjusted):

Massachusetts Non-Agricultural Employment by Industry, July 1994

Constructioh
Government 12%

i2.5% Manufacruring
R 152%

Tranaportation and Publio Utiitias
43%

Services
3.1 %
Wholesale and Retail Teads
23.1%

Finance, Insurapce,
Real Estaze
1%

During the economic downturn that ended in 1992, the construction, manufacturing, and trade sectors
experienced the greatest decreases, with more modest declines taking place in the government, finance,
insurance and real estate (“FIRE"), and services sectors over the same period. The most recent yearly figures,
however, show that employment levels increased in all these sectors except manufacturing in 1993, and it is
expected that the Central Artery/Tunnel Project and the Boston Harbor Cleanup will further contribute to the
growth in employment levels in the construction sector. The only employment sector which did not grow in
1993 was the manufacturing sector, which bas experienced employment declines since 1985. All other
employment sectors experienced various degrees of growth in 1993, with the construction and services sectors
growing most rapidly at rates of 9.9 percent and 4.2 percent, respectively. Total nonagricultural employment
increased by 1.7 percent from 2.795 million to 2.841 million between 1992 and 1993.

The following table demonstrates the changes in employment by sector from 1980 through 1993.
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The following table presents changes in non-agricultural employment by sector for July, 1993 and
Tuly, 1994. Total non-agricultural employment increased by 2.8 percent and average weekly earnings rose 4.1
percent over that period of time.

Massachusetts Non-Agricultural Employment by Industry, July 1993-July 1994

Employment Sector

Average Weekly Earnings
SOURCE: Massschusetts Department of Employment and Training.

Notes: Figures are preliminary and subject to revision. Sum of the parts mey not equal
totals due 1o rounding. Figures are not seasonally adjusted.

Manufacturing Employment. In recent years, like virtually all industrial states, Massachusetts has seen a
steady diminution of its manufacturing jobs base. Total employment in the manufacturing sector has fallen each
year since 1984. Between 1992 and 1993, manufacturing employment declined 2.6 percent, from 465,700 to
453,500. However, with the end of the recession and the beginning of recovery in 1992, the rate of overall
decline bas slowed significantly, from over 7 percent in both 1990 and 1991 to the 2.6 percent decline of 1993,
Indeed, in 1993, the manufacture of non-durable goods posted its first positive employment gain since 1984,
Although high technology manufacturing has been in a slowdown natiopaily as well as in Massachusetts, it is
expected to cutperform other types of manufacturing in the long-term. As of August 1994, high technology
manufacturing employed 165,800 persons, down by 6,300 from a year earlier. The general character of the
Massachusetts manufacturing sector continues to show many small and diversified firms. Currently,
approximately 80 percent of the manufacturing firms in Massachusetts employ fewer than 50 people.

Manufacturing Employment in Massachusetts, 1983-1993
(in thousands)

U Non-Durable Goods
Durable Gooads

Employment

1983
1984
1985
1986
1987
1988 |
1989
1990
199
1992
1993
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Manufacturing Establishment Employment by Industry in Massachusetts, 1983-1993
(selected industries, in thousands)

1984 1985 1986

Durable Goods ... 09
Percemgge_phmge . -13%

trial .Machjnery
Electronic & Eles.
Equip. '

Transporation Equip.

Stone;: Clay; &:Glass’ SRR ST, ¥, B8
Instruments 351
‘Non:Durable Goods. ~ 219.7. 22417 213.6. 20833 0. 1786 168.0. - 166.1 167T.1

Percentage Change 1% 2.0% . 47%  3.9% . 5.5%  -59% 0.6%
Apparel 359 360 317 273 192 177 16.9
Food & Kindred Prod. '~ 24.1° 7 . 240 : 931 227 PU2001 1960 193 200t
Chemicals 16.8 178 176 172 17.7 17.3
Phinting & Publishing™~ . 481 . SLT . -533. 542 ... ST aggi
Tesile Mil Prod. 202 202 188 1.7 14.6 140
Paper&iAllied Prod. - 260 . 2697 U259 1 24w 1) D T

29.3 29.4 )

Rubber & Misc. Plastics ~ 30.5 310

Total Man. Employ. 629.0 667.6  649.7 614.4 . .
Percentage Chénge  12% - 61%  27%. -54%  25%.7-7.4% 4

SOURCE: Massachusetts Department of Employment and Teaining.

NA = Not Available.

* Break in series; 1988 and subsequent data not comparabie to previous years for this industry.

Largest Employers in Massachusetis. The following table lists, in alphabetical order, the twenty-five
largest private sector employers in Massachusetts in 1993. The group has remained refatively stable; only
Shawmut Bank and Wang Laboratories fell from the list, and were replaced by May Department Stores and the
New England Medical Centers Hospital.

Twenty-Five Largest Massachusetts Employers in 1993

American Telephone & Telegraph Massachusetts Institute of Technology
Bank of Boston May Department Stores Company

Blue Cross of Massachusetts Inc. New England Medical Centers Hospital
Boston University New England Telephone & Telegraph Company
Brigham & Women's Hospital Inc. Polarcid Corporation

Digital Equipment Corporation Purity Supreme Inc.

First HealthCare Corporation Raytheon Company

Friendly Ice Cream Corporation S & § Credit Company Inc.

General Electric Company Sears Roebuck & Company

Harvard University Shaw’s Supermarkets Inc.

Jewel Food Stores Inc. State Street Bank & Trust Company
John Hancock Mutual Life Insurance Cempany Inc. United Parcel Service Inc.

Massachusetts General Hospital
SOURCE: Massachusetts Department of Employment and Training.
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Unemployment. From 1979 to 1989, the Massachusetts unemployment raie was significantly lower
than the mational average. By 1990, however, the Commonwealth’s unemployment rate reached 6.0 percent,
exceeding the national average for the first time since 1977. This softening of the Massachusetts iabor market
continued in the early 1990s, with the unemployment rate reaching 9 percent for the first time since 1976.
Although employment was slow to respond to the beginning of the recovery in 1992, the average monthly
unemployment rate in Massachusetts for 1993 stood at 6.9 percent, compared to the national 1993 monthly
average of 6.8 percent. The Massachusetis unemployment rate in August 1994 was 5.9 percent, as compared to
6.0 percent for July 1994 and 6.1 percent for August 1993. The United States unemployment rate in August
1994 was 6.1 percent, as compared to 6.1 percent for July 1994 and 6.7 percent for August 1993. Due to the
Current Population Survey redesign, comparisons between 1994 data and data for earlier years are not
advisable.

The following table compares the civilian labor force, unemployment and unemployment rate averages
of Massachusetts, the New England States, and the United States between 1970-1953,

Annual Average Civilian Labor Force and Unemployment, 1970-1993

(in thousands)
Civilian Labor Force Unemployed Unemployment Rate MA Rate as Pet.
of U.S.

MA N.E. i.s. N.E. U.s. MA N.E. .S,

364
363
336
369,

581

s
104,961

106,974

108,676

o224 i BT

111,515

oy "5'2:: o

123,851

siimt : ) L -
1993 , 7035 128,035 217
SOURCES: Massachusetta Department of Employment and Training; United States Department of Labor, Bureau of Labor Statistics;
Federal Reserve Bank of Boston.
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Unemployment Rate, 1970-1993
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The unemployment insurance system is a federal-state cooperative program established by the Social
Security Act and the Federal Unemployment Tax Act to provide for the payment of benefits to eligible
individuals when they are unemployed through no fault of their own. Benefits are puid from the
Commonwealth’s Unemployment Compensation Trust Fund, financed through employer and employee
contributions.

In September 1991 the reserves in the fund were exhausted due to the continued high level of
unemployment. Between September 1991 and May 1994, benefit payments in excess of contributions were
financed through repayable advances from the federal unemployment loan account. Legislation enacted in 1992
significantly increased employer contributions in order to reduce advances from the federal loan account and
1993 contributions exceeded benefit outlays by more than $200 million. All federal advances were paid in May
1994 and since that time, the trust fund has been solvent. As of August 31, 1994, the Massachusetts
Unemployment Trust Fund was running a surplus of $187 million. Interest on federal advances of $4.7
million was paid in September.

The Department of Employment and Training’s most recent quarterly report indicates that the
additional increases in contributions provided by the 1952 legislation should resuit in g positive balance in the
Unemployment Compensation Trust Fund by December 1994 and rebuild reserves in the system to almost $1
billion by the end of 1998, even if the Legislature acts to keep contribution rates at their current level for one
more year.
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ECONOMIC BASE AND PERFORMANCE

The economy of Massachusetts and New England was for much of the 1980s one of the strongest
performers in the nation. This strength can be seen in the rate of growth of Gross State Product for both
Massachusetts and New England throughout the majority of the 1980s, presented in the graph and table below,
The Massachusetts economy has been the strongest in New England, making up an average of 47 percent of
New England’s total Gross State Product for nearly two decades. Massachusetts’ percentage of the United States
Gross State Product has varied between 2.5 to 3.0 percent during the same time frame. However, both
Massachusetts and New England suffered output declines to a much greater extent than the rest of the nation in
the most recent recession.

Percentage Change in Real Gross State Product, 1978-1991

10.0%
8.0% -
6.0% T - .
4.0% 1
2.0% + .
0.0% f Vg 4 Y/ + + 1 i : ! — }
2.0% 1 N
-4.0%
e & 8 =z & 8 3 8 & 5 8% & % 3%
2 ) z 2 z 4 = & z % Z 3 & &

The table below gives the Gross State Product for Massachusetts, the New England States, and the
United States. The United States figure is the sum of the fifty U.S. states.

Gross State Product, 1977-1991
(millions of 1987 constant dollars)

Muassachusetts New England United States
Year GSP Percentage Change GSP Percengage Change Total GSP Percentage Change
197757 . . $88,480 S gD $iBS,086 . L e 183,478,517 S
1978 92,7134  48% 193,749 3,643,391 4.7%
1979 L 94823 W2 3% 0 L 19848 B TINS13 22%
1980 95276 O 05% 199,935 3,697,140 0.7%
1081 o s 969200 L ETER (2033374 3,769,425 . 2.0%
1982 98,034 S 1% 206,405 - 3,738,155 . 0.3%
A983 o olese4. o o AB%. 215,821 - - 3,859,508 0 . L T32%
1984 Co92% sl 4,121,329 §8%
19855 T 246,968 v 4,27098 6%
1986 C6.1% 261,389 4,391,529 23%
1987 SO58% o 2TLTAY 45481820 T 3i6%
1988 L 8T% oo292.611 5.4% 4,731,458 40%
jo89- .. . 4 CIU0% . 296,506 0 . 3% L 4.836,446 22%
1590 _ . 32% 250,280 C20% 0 4,888,324 1.1%
1991 - 134086 0 -n9% - o 285140 U oLBR L 4.883224 0:.4%

SOURCE: U.8. Department of Commerce, Bureau of Economic Analysis.
Note: New England and United States tigures include Massachusetts and New England GSP, respectively.
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The commercial base of Massachusetts is anchored by the fourteen 1994 Fortune 500 industrial firms
headquartered within the state, as the following table indicates. The Fortune 500 firms are ranked according to
total sales in 1993,

Massachusetts Companies in the 1994 Fortune 500

Ranking 1993 Sales
1994 1993 Company Industry (in millions}
$29070 .27 ¢ Digital Equipment (Maynard) ... Computer Equipmerit: - -~ .. $14,371.4

52 54 ~ Raytheon (Lexington) o Electronics - 82012
99 . 104 - Gillette (Boston). ... ! Consumer Products " - 0 i€
176 170 EG & G (Wellesley) N Scientific, Photographic 2,697.9
206~ 211 . Polaroid (Cambridge) = ' " Scientific, Photographic’ i 2,244.9
263 264 Cabot (Waltham) Chemicals _ 1,614.3
309 . 36F . Thermo Electron {Waltham) - Scientific, Photographic . " 1,249.7 .
311 225 Wang [ aboratories (Lowell) Computer Equipment 1,247.0
332 336 Ocean Spray'(Lakevilie). - ‘Food Products = - L1676
348 328 Data General (Westboro) Cowmputer Equipment 1,077.9
403 - -421° . Kendall International (Mansfield) . “Medical Products . . C 8163
412 - EMC (Hopkinton) Computer Equipment _ 782.6
426 425 Stanhome. (Westfield) ' Home Prodicts SR 75007
468 - Analog Devices (Norwood) Electronics 866.3

SOURCE: Forune Magazine, April 18, 1994,

The current restructuring of the Massachusetts economy due to the economic recovery has brought new
business opportunities to many. The incorporation of new businesses in Massachusetts reached a peak in 1986
and declined steadily over the next five years. Since 1991, however, the number of new business
incorperations has grown at a steady rate. In addition, the total number of existing businesses in Massachusatts
has been higher over the last three years than at any time in the last ten years,

According to Dun & Bradstreet, the business failure rate in Massachusetts, which was significantly
lower than the national average between 1984 and 1989, has grown to a rate slightly higher than that of the
United States; in 1993, the failure rate for Massachusetts was 1.4 percent while the failure rate for both New
England and the United States was 1.0 percent. This is shown in the following table (total existing businesses,
new business incorporations, and business failures are derived from different and unrelated data sources and
survey techniques and should not be compared as if they constitute a self-contained, closed group of data). The
following table shows the total number of existing businesses, business incorporations, and business failures for
Massachusetts, New England, and the United States since 1980,
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Business Failures and Incorporations, 1980-1993

Total New Business

Existing Businesses Incorporations Business Failures Failure Rate

Year MA N.E. U.S. MA M.E. U.S. MA NE __ US. i, ME._ US.
0 j oo 11,281 : 23530 A6 IRTA2. 0 CooNA U NA
12,625 553 15,694 .. .NA  Na
T1LL827 24,908 AT NA NA&
31,334 NA  Na
(23,021 ' OAH L%
125,551 04% 1.2%
1293464 4% 2%
0.3% 10%
h V3% 1.0%
147,846 . 9., 676565 7l y L 03% 0.7%
18047 AA1,000 7,095,026 . 12465 o 647,386 o L9130 3,087 CUUERL%,. 0% 0.8%
18,384 514,000 8,237,383 AL706 L1% 1.i%
1992, 27,867 SSALATE 88244540 12,197 > o VA% 12% L1%
1993(p) 200, 533,000 8,956,458 12.350 30,233 705,540 2,709 5304 85,673 1.4%  10% 1.0%

SOURCE: The Dun & Bredatreet Corporation, Department of Economic Analysis.
NA=Data not available for thege years.
{p)=preliminary estimates.

Economic Base and Performance — Sector Detail

The economy of Massachusetts is highly diversified. The data below show the contribution to the
Massachusetts real Gross State Product of several industrial and non-industrial sectors. These data clearly show
the some of the trends that have been prevalent in the Massachusetts economy over the past decade. For
instance, the manufacturing sector’s contribution to GSP was on a steady rise from 1983 to 1989, but then
declined slightly in 1990 and 1991. This can be contrasted with the employment picture for manufacturing in
Massachusetts. As shown earlier, employment in this sector has been in steady decline since 1984.

Sectoral Composition of Massachusetts Gross State Product, 1983-1991
(millions of 1987 constant dollars)

$160,000 -
$140,000 1
$120.000
$100.000 [ B Other
$80,000 & Government
O Services
$60,000 B FIRE
B Wholesalc & Rewil Trade
$40,000 B Transponation*™*
$26.000 Conslruction
B Muanufacturing

$0

1983
1984
1985
1986
1987
L9288
198%
1996
1991
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Gross State Product by Industry in Massachusetts, 1983-1991
(millions of 1987 constant dollars)

Sector 1983 1984 1985 1936 1987 1938 1989 1999 1991
Manufactuciog © - 8218387 24530 $24.876. 7 25,0260 926,518 $27,584,  $28,704 327,520 927144
Consicuction 3828 4,669 5511 6043 6748 6,747 5988 4,922 4,151
Agriculuret. . L.t T U648 640 LA 9770 . 9990i.. 982 S 913 -t o6 1ol
Transportation™* 7,360 7801 7963 7,946 8,817 9037 9483 9719

Wholessle & Retail Frade ~* 4,476' - 5309 6,285 020 TS TEIZEL . 698 5838 0

FIRE 2045 22555 23,566 24960 26,806 28340 20221 28121

Services oo 220500 23,629, 250207 26,8300 28,3147 30,55007730,800° . 30:842
Government . 10,578 10675 14,177 11,855 11,842 12,440 12380 12,627

Other * - e 100012203 12,6340 14i6RYT 14,450 LS 868 T 16752 16211 16019
Toal GSP- - - $102,564 '$112,020 SUI7.806 $125,045 $132250 $139.786 SI4L242  $136.717" . $134.086

SOURCE: United States Department of Commerce, Bureau of Economic Analysis,
* Includes Forestry and Fisheries
*¥ Includes Public Utilities

Services. The services sector is the largest sector in the econcmy of Massachusetts in terms of numbers
of employees. This sector includes the broad categories of health services, business services, educational
services, engineering and management services, and social services. In July 1994, service sector employment
(not seasonally adjusted} was 1,015,300, representing some 34.7 percent of total nonagricultural employment.
It contributed 22.5 percent of the Commonwealth’s Gross State Product in 1991. The largest sector within
services was the health care sector which contributed 6.4 percent of the GSP. The service sector has
represented a major source of strength in the Massachusetts economy, increasing 23.5 percent between 1985 and
1989, After moderate declines in 1990 and 1991, the service sector employment levels reached new bighs in
1993. Between July 1993 and July 1994 the service sector saw an increase in employment of some 5.4 percent.

An area with relatively high wages, business services employed more than 17.1 percent of service sector
workers in August 1994. Compared with the nation as a whole, Massachusetts has a greater conceatration in
the area of business services,

Health Services. The health care industry continues to play an important role in the Massachusetts
economy. Health services is the largest component of the service sector in terms of employment. In 1990, the
health services sector numbered 270,900 workers, with 128,600 of those employed by hospitals. Health service
employment continued to grow during the economic downturn in the early 1990s and by 1993 had reached
299,900. As of August 1994, health services employment had increased to 31 1,800, with 136,900 employed in
hospitals.

The current outlook for health services, including employment levels, is uncertain. The industry is
buoyed by strong demand for health services. Per capita health care spending in Massachusetts is 25 percent
above the national average, according to a recent study published by the Families U.S.A. Foundation, aithough
this reflects, in part, the fact that Massachuseits health care costs are well above the national average. The high
cost of health care has led to recent efforts to contain costs by businesses as well as governments. Cutbacks in
federal reimbursements, combined with the rising costs of patient care, contributed to operating deficits in over
half of Massachusetts’ hospitals in 1988. The deficits were also caused ia part by an excess of acute care beds
in the state. Recent restructuring of the hospital sector has led to the conversion of many acute care beds to
long-term care beds throughout the state. This may result in increased state-wide occupancy rates, as well as a
reduction in the cost of long-term care.
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Trade and International Trade. In the mid-1980s the trade sector was an area of strong job growth,
boosted by a growing export sector. Trade employment declined between 1990 and 1992 but there was a slight
rebound of 0.5 percent between 1992 and 1993. In July 1994, retail and wholesale trade was the second largest
employment sector in Massachusetts with 675,200 workers, 3.7 percent above July 1993 levels. Of this
number, about three-quarters were employed in retail trade.

A significant proportion of what Massachusetts produces is exported. Massachusetts ranked eleventh
in the United States with nearly $12.2 billion in exports in 1993. However, the rate of growth in the
Commonweaith’s exports have increased slowly over time in comparison to some of the other states in the U.S.,
and has slowed significantly since the late 1980s. In 1993, the value of Massachusetts exports increased only
0.3 percent from the previous year, compared to 16.1 percent in 1988.

Manufactured goods accounted for 95.9 percent of all foreign trade receipts in 1993. Such a focus on
production for export has given Massachusetts the fifth highest concentration of manufacturing sector jobs
dependent on exports in the nation, according to the Bureau of the Census 1987 Census of Manufacturers, the
most recent data available.  Three of the four states with greater concentrations border Massachusetts.
According to the same report, 190,600 of Massachusetts’ manufacturing jobs, which amounts to 6.4 percent of
its civilian labor force, were dependent upon exports. Massachusetts’ most important exports, as shown in the
chart below, are industrial machinery, including computer equipment, electronic and electric equipment, and
instruments and related products.

Percentage Composition of Massachusetts Exports by Industry Group, 1993

Qther*
2%

Chemicals & Allied Products
4%

Rubber & Misc. Plastic Products
%

[ostruments & Roluted Produsts
15%

Eleztronios £ Eleo. Equip
4% 8%

* Includes textiles, printing & publishing, paper, primary metal industries, and agricultural production,

Massachusetts’ most important trading partners for 1993 were: Canada, which purchased $2.8 billion
worth of products; Japan, which bought $1.1 billion; and the United Kingdom and Germany which each
purchased $1.0 billion. In 1993, Massachusetts exported about $4.3 billion to the Enropean Union (“EU"),
This was about 5 percent of all U.5. exports to the EU. Massachusetts also exported approximately $2.9 billion
to Japan and other Asian countries. This was about 60 percent of New England exports to Asia and about 2.5
percent of U.S. exports to Asia.
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Value of International Shipments from Massachusetts, 1987-1993

(by major industry group, in millions)

Major Industry Group 1987 1988 1989 1990 1991 1992 1993
Industrial Machinery & Cowputer Equip.. - $3,989.20. $4,496.1 $4.5050. - $4.284.1) - " $4,460.1° 7 $4,174.0° - $3.874.0
Electromics & Elec. Equip. (ex. 1,051.5 945.7 1,395.9 2,030.5 2,167.4  2,082.1 2,240.5
& Related Products - TESTES I HIT960 . 1,483 ¢ LBET0:
Allied Products 490.3 496.3 534.1
Transportation Equipment - 382 L4 499, 1;
Rubber & Misc. Plastic Products 196.7 236.8 3738
“Textile Mill Products. . 199:5 - 2573 2633
Printing & Publishing 141.6 161.5 171.2
Piiper-& Allied Products opediE T 2431 2428
Primary Metal Industries 2165 2000 2115
Agricultural Production 452 542 48,4
Total from Abave Industries .~ . #1$7,491.3°  $8.664.4 ° $9,173.6 - $10,260:47$10,232.7  $10325:6
Total frots All Tndustries-Massachusetts ~~ $8,349:3°  $9,691.8: '510,472.0 $11,586.8 - $11,891.4 ~$12,157.6.. - $12,194.8
Percentage Change 16.1% 8.0% 10.6% 2.6% 2.2% 0.3%

SOURCE: Massachusetts Institute for Social and Economic Research, University of Massachusetts at Amberst.

Retail Sales. Retail sales growth in the Commonwealth outpaced national sales growth during most of
the 1980s, although in more recent years this has not been the case. In 1989 and 1990, the Massachusetts rate
of retail sales growtn dropped significantly below the pational average. Traditionally retail sales has
contributed between 9.0 and 9.5 percent of the Massachusetts Gross State Product. However, in 1991 this
figure fell to 8.7 percent. In 1991 and 1992, retail sales growth in Massachusetts cutpaced both New England

and the nation.

According to the Federal Reserve Bank of Boston, retail sales for the month of June 1994 were 9.7
percent above the figures for the same month in 1993. The following chart and table show the annual retail

sales activity for Massachusetts and the United States from 1980-1993.

Percentage Change in Retail Sales, 1981-1993

14.0%

120% +
0.0%
20% 1
6.0% 1
4.0% 1
2.0% |

00% t

2.0% ‘.

1981
1982
1983
1984
1985
1986
1937
1988
198%
1990
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Annual Retail Sales Activity, 1980-1993

(in millions)
Massachusetts New England United States

Year Sales _Percentage Change  Sales FPercentage Change Sales Percervage Change
: J06E: - . I $954,826: U

il
1,375,829
;449,216
. 1,538,637
TL5649,974,

1993 49,576 4.4% 116,26 3.1% 2,083,877
SOURCES: United States Department of Commerce; Federal Reserve Bank of Boston.

Finance, Insurance, and Real Estate. While the Finance, Insurance and Real Estate (“FIRE™) sector
experienced 23.7 percent growth in employment between 1984 and 1988, there was a 10.0 percent decline in
employment between 1988 and 1993. However, this has masked a hastening rebound in early 1994 and a slight
turnaround of 1.3 percent in 1993 from 1992 figures. The total employment in FIRE was 199,300 in 1993, and
204,200 as of July 1994. FIRE contributed 21.0 percent of the Massachusetts Gross State Product in 1991.
This figure was slightly higher than for 1989 and 1990 despite the recession that was depressing other sectors of
the Massachusetts economy.

Housing and Construction. Fueled by the general growth of the rest of the Massachusetts economy,
employment in the construction industry experienced dramatic growth in the first part of the 1980s, increasing
by more than 80 percent between 1982 and 1988, This trend reversed direction between 1988 and 1992. Much
of the earlicr growth within the industry was lost with the downturn. Employment in the construction industry
declined nearly 50 percent from 1988 to 1992 due to an excess supply in both the commercial and residential
real estate markets. Since 1992, with the return to general growth in the Massachusetts economy, employment
in construction has rebounded and in 1991 construction activity contributed 3.1 percent of the Massachusetts
Gross State Product.

The following table shows the mumber of housing permits authorized on an annual basis in
Massachusetts and the United States. In recent years there has been some improvement in the Massachusetts
housing industry. This comes on the heeis of a prolonged decline in the demand for housing permits that
extended from 1986 to 1991; between those years, the total number of permits authorized declined by 72
percent. 1992 saw the first rise in the number of permits authorized since 1986, with an increase of 18 percent.

Although the number of authorized permits again increased 18.0 percent between 1992 and 1993, the total
number does not yet match the explosive growth between 1983 and 1985. However, it should be noted that the
increase of 18 percent between 1992 and 1993 was far better than the performaunce of the nation, which saw a
decline of 9.2 percent during the same period.
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Percentage Change in Housing Permits Authorized, 1971-1993

60.0%
$0.0%
40.0%
30.0%
20.0%
10.0%
0.0%
-10.0%
20.0% T
30.0% 1
40.0% +
-50.0%
-t ™~ o - uy b= [l o (=3 = — - Ll bl - o [+, = —
5585855582888 8888828¢8¢88¢&
Housing Permits Authorized, 1970-1993
Massachusetls New England United States
Year Total Permits  Percentage Change  Towl Permits  Percentage Change  Total Permits  Percentage Change
w6 . 39500 0 i L. . 74,230 RENE i 1,355,000 T
1970 51400 96360 298% 1,913,000
197250 49,300 RS . 5017 () ADREEEIRNR o T S 2;138,000
1973 42,400 . 34640 -13.7% 1,783,000
1974 23,600 T ¥ 31 CRE -35.8% - 7 1,068,000 .
1975 16600 40,650 25.1% . .935,000
1976 U900 47,160 7 - 0 159% 1,285,000
1977 4%0 3 58,200
97 20200  10% 54900
1980 C16,500 L Coon e 40,970
1981 15900
19825 15400
1983 22,800
' 29,300

1993

1991

17,700

SOURCES: Federal Reserve Bank of Boston; United States Department of Commerce.
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The current recovery in the regional economy is reflected in the housing sector. With existing home
sales resuming an increasing trend in 1991, prices began rising slowly a year later. This stabilized the large
loss of 42 percent that occurred in 1989 and 1990. Existing home sales have grown substantially faster than the
U.S. average since 1991. On a scasonally adjusted annval rate basis, existing home sales for the
Commonwealth, New England, and the United States appear in the table below.

Existing Home Sales, 1983-1993
(seasonally adjusted annual rates, in thousands)

Massachusetts New England United States
Sales  Perceniage Change Percemiage Change Percentage Change

SOURCES: Federal Ressrve Bank of Boston; National Association o
NA=Not Available,

Single family home prices for the Boston Metropolitan area (pot seasonally adjusted) appear below. While

Boston housing prices were 18 percent higher than the U.S. average in 1983, by 1987 Boston housing prices
were more than double the national average and remained 61 percent above the national average in 1993,

Average Annual Home Prices, 1983-1993

(in thousands)
$200
iigg OBoston [ ] - s —
$140 HU.Ss. —
$120
$100
$30
$60
340 i
$20
$0 l t - : .
- o [=.3 = —
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Average Annual Home Prices for the Boston Metropolitan Area, 1983-1993

{in thousands)
Year Boston U.S. Boston Prices as a Percentage of the U.S.
1983 - $ERde L v ST . - i : T T
1984 98,0 - M4
1985 .- . 1B0E RV . O FED
1986 . 80.2

5

Defense. An estimated 143,400 workers were employed in defense-related industries in 1992,
accounting for approximately 5.0 percent of Massachusetts private sector employment. Fellowing a peak in the
value of military prime contracts awarded to Massachusetts firms in fiscal 1986 of $8.7 billion, defense-related
contracts declined 17 percent by fiscal 1988 to $7.2 billion. By fiscal 1993, the value of defense-related prime
contracts had declined to $5.9 billion. The diversity of Massachusetts companies, particularly in the area of
electronics and high technology research and development, has helped reduce the impact of the decline in
national defense expenditures on the Massachusetts economy.

Total Prime Contract Awards, 1980-1993
(in millions)

$160,000
$140,000 +
$120,000
§100,000 1
§30.000
360,000
$40,000
$20,000

30

Bvu.s,
BN .E.
OMmaA

t % +

;g:

1980+
1981 *
1982*
1983
1984
1985
1986
1988
1991
1993

* Prime Contraet is defined as $10,000 and above for these years; for remaining years it is defined as $25,000 and abave.

The importance of the defense industry to the Massachusetts economy is reflected in the following
table. Since 1980, Massachusetts has increased its share of New England contract awards. In 1980,
Massachusetts received 42.7 percent of total New England awards; by 1993 that had risen to §5.1 percent. This
has come at the expense of neighboring New England states as New England’s share of total contract awards has
remained steady.
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Net Value of Department of Defense Prime Contract Awards
fin millions)

Year MA N.E, U.S. Percentage MA of N.E.
L T SEEOT e A%
87,761

036
133,262

i h]
124,119
112,285"

114,145

SOURCE: United States Department of Defense.
* Prime Contract is defined as $10,000 and above for these years; beginning in 1983 it is defined a5 $25,000 and above.

Massachusetts leads the New England region in federally funded defense research activities, with
contracts in amounts exceeding 1.9 times the national average. An estimated 6 percent of the goods and
services in Massachusetts are attributable to the defense sector. It is unknown at this time what effect federal
budget changes and interpational events will have on the level of defense contracts awarded within
Massachusetts. To the extent there are federal spending reductions, they may have a significant impact on the
level of defense related production and research in Massachusetts. However, since most contracts cover a
period of years, the effect of any cancellations on federal spending reductions may not be directly experienced
for some time,

Travel and Tourism. The travel and tourism industry represents a substantial component of the overall
Massachusetts economy. Massachusetts is one of the nation’s most popular tourist and travel destinations for
both domestic and overseas visitors, Within Massachusetts, the greater Boston area represents New England’s
most popular destination, as the site of many popular and historic attractions including the New England
Aquarium, Boston Museum of Fine Arts, Boston Museum of Science, the U.S.S. Constitution, Harvard
University, the Kennedy Library and Museum, and Faneuil Hall Marketplace.

The Massachusetts Office of Travel and Tourism estimates that a total of 31.9 million people visited
the Commonwealth in 1993. Of these, 1.6 million were international visitors. It was also estimated that
spending by domestic travelers was $6.8 billion while the international travelers spent $1.2 billion. This
yielded estimated tax revenues of $209 million for the Commonwealih.
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HUMAN RESOURCES AND INFRASTRUCTURE

Human Resources. The availability of a skilled and well-educated population is an important resource
for Massachusetts. The level of education reached by the population of Massachusetts compares favorably with
the level in the United States as a whole. In both Massachusetts and the United States, less than three percent of
the population over age 23 received less than a fifth grade education. The most significant difference between
Massachusetts and the United States is the percentage of people over age 25 with a Bachelor’s Degree or higher:
27.2 percent in Massachuseits as compared to 20.3 percent for the United States as a whole. The following
chart shows this difference:

Educational Attainment, 1990

5%
E I Massmchusstts 19.1% 30.0%
30% Bl /nited States et
. o 7.1%
14.9%
g R B.1%
E 0.3%
b 20% :
¥ 7%
3 15% 1
s
§ 10% -
5%
23% 7%
0% - | _ I| + -
Lass Than Sth Crade 6th 16 1ith Grade H. & Graduate, no Collage Same Collegs, no Degree Bachebor's Degree or Righar

Level O Education
SOURCE: Unitod Sudes Deparumest of Commarce, Burcau of tha Ceneus,

Although spending on education is not necessarily an indication of results, it is important to note that
Massachusetts spends more per pupil than the national average on primary and secondary education. As the
following table and chart show, per pupil spending in Massachusetts has been significantly higher than the
national average since 1980. The ratio of Massachusetts spending to the national average has vared from 1.13
in 1983-1984 to a high of 1.30 in 1986-1987. The most recent available data, for 1991-92, indicate that
Massachusetts spends 18 perceat more cn public elementary and secondary education than the United States

average.
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Expenditure Per Pupil in Public Elementary and Secondary Schools, 1980-1992
(in current, unadjusted dollars)

United States  Ratio (MA/U.S.}
L8272 L2400

1990-91 36, L
1991.92° . - . 36 . - d S
SOURCE: United States Department of Education, National Center for
Education Statistics.

NA=Data not available for this academic year.

Expenditure Per Pupil in Public Elementary and Secondary Schools, 1980-1992

37000 T

359712
§6,237
366
35,408

4547

1979-50
1980-81
1981-82
1982.83
1983-84
1984-B5
198588 Ly
1986-87
1987-88
1988-8%
1989-00}
195391
1941-92

Academic Year

" SOURCH: United States Department of Bducation, National Center for Blucation Statiatics.

Massachusetts is an internationaily recognized ceater for higher education, with approximately 419,381
students in undergraduate, professional and graduate programs, according to data supplied by the New England
Board of Higher Education. The number of foreign students enrolled in Massachusetts colleges and universities
totals 23,721, slightly more than five percent of the U.S. total. The Massachusetts public higher education
system is composed of universities, state colleges, and community colleges with a combined enrollment of
approximately 180,753 students. The strength of both public and private colleges and universities as centers for
research, teaching, and education contributes to the high quality of the Massachusetts work force and plays a
key role in attracting and retainjng business and industry within the state.
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The pre-eminence of higher education in Massachusetts contributes vot only to the quality of its work
force, but also to its stature in the nation and the world as a center for basic scientific research and for academic
and entrepreneurial research and development. For example, Massachusetts institutions have a large number of
Nobel Laureates. The Massachusetts Institute of Technology recently became the first university in the U.S. to
receive more than 100 patents in a year. Nationally, private industry funded only 6.4 percent of University
research and development {“R&D™) at doctorate-granting institutions in 1991, compared with 9.0 percent for
Massachusetts. The federal government provides funding for 71.5 percent of all R&D activities in
Massachusetts, compared to 58.0 percent for the pation as a whole during the same period. Massachuseits was
fourth in the nation in total federal dollars pledged to R&D work at research institutions.

The higher education system in Massachusetts is particularly strong in post-graduate, scientific, and
technical education. The strength of the Massachusetts higher education system is evidenced by the draw it has
upon new students. According to the New England Board of Higher Education (NEBHE), almost twice as
many pew students migrated into the Massachusetts higher education system as migrated out in 1988. The
strength of the Commonwealth’s educational institutions is also reflected in the large number of degrees
awarded. The following table shows the number of Massachusetts graduates with science and engineering
degrees as a percentage of the entire United States population. Note that the figures are particularly strong for
masters and doctoral degrees.

Science and Engineering Degrees Conferred in Massachusetts, 1991

Massachusetts as
Total Number _ Percentage of U.S. Total
Baccalaureate: - - i R S
~ Mathematics 618 42%
Phiysical Sciences . IStk S glsE
o Engineering 2975 4.9%
‘Masters:i. | : : . P
Mathematics 244 68%
Physical Sciences . - .. 415 S RO%
Engineering 9.3%
PhD.:: ) .

Mdthematics_ 7.4%
" Physical Sciences L 7.1%
6.7%

... Engineering

SOURCE: New England Board of Higher Education analysis of U.S. Department
of Education Dats.

Note: Massachuseits population age 25 and over as a percentage of U.8.
population age 25 and over in 1990 = 2.5%.

The diversity of federal funding sources reflects the diversity of the research and development work
done at Massachusetts educational institutions. Of the $679 million of total federal spending on college and
university-based research and development in 1991 in Massachusetts, 47.0 percent was from the Department of
Health and Human Services, 18.1 percent was from the National Science Foundation, 15.6 percent was from
the Department of Defense, 9.8 percent was from the Department of Energy, and 2.9 percent was from the
Department of Agriculture.

Massachusetts colleges and universities are also significant employers within the state. Four
Massachusetts private universities are among the Commonwealth’s 25 largest non-governmental employers.
The educational services sector includes only private institutions for education; public institutions are included
in the government sector. According to the Massachusetts Department of Employment and Training,
educational services accounted for 120,600 jobs in 1993, while in the government sector, state and local public
education accounted for 155,700 jobs.
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Major Infrastructure Projects. The next decade brings significant work on several major public sector-
sponsored construction projects, giving rise in Massachusetts to new economic and employment opportunities.
The projects include the depression of the central artery which traverses the City of Boston, and the
construction of a third harbor tunnel linking downtown Boston to Logan Airport. Final completion of the
project is planned for 2003. The federal government will take responsibility for about S0 percent of the
estimated $7.7 billion cost of the project. Plans are to employ 5,000 on-site workers and 10,000 auxiliary
workers during the peak year of coostruction, 1994 to 1995. Massport and the Massachusetts Bay
Transportation Authority also plan to devote several billion dollars to maintenance and enhancements of the
area’s port, airport, and mass transportation facilities.

The Massachusetts Water Resources Authority is undertaking capital projects for the construction and
rehabilitation of sewage collection and treatment facilities in order to bring wastewater discharges into Boston
Harbor into compliance with federal and state pollution control requirements. The harbor cleanup project is
estimated to cost $3.5 billion in 1994 dollars. Work on the project began in 1988 and is expected to be
completed in 1999, with the most significant expenditures occurring between 1990 and 1999. The majority of
these expenditures will be paid for by local communities, in the form of user fees, with federal and state sources
making up the difference. Cambridge Systematics estimates that during the peak years of the project, the
cleanup will produce 3,600 construction jobs and 6,200 auxiliary jobs.
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Deloitte &
Touche

,\ 125 Summer Sireet Terephone. (€17) 261-8000
LA, Baston, Massachuseus 02170-1617  Facsimiler (8171 261-3111

Independent Auditers’ Report

Mr. William Xilmartin, Comptrollar
The Commonwealth of Massachusetts

We have audited the accompanying combined financial statements - statutory
basis of the Commonwealth of Massachusatts as of June 3¢, 1993, and for the
year trhen ended. These ccmbined Zinancial statements - statutcery basis are
the respoasibility of the management af the Commonwealth of Massachusetts.
Qur responsibility is to express an sbinion an these combined financial
stataments - sTatutory basis basec sn our audit. we did not audit the
financial statements of the Pension Resarves Investment Trust which is an
investment vehicle for certain of the Commonwealth of Massachusetts' Pension
Trust Funds, the financial statements of which reflect 28 and 12 percent,
respectively, of the assets and revenues of the Fiduciary Fund Type. We did
not audit the financial statements of the University of Massachusetts and
Massascolt Community College which statements reflect 74 percent of the assets
and 68 percent of the revenues of the Non-appropriated Higher Education
Funds. Those financial statements were audited by other auditors whose
reports therason have been furnished to us, znd our opinien, insofar as it
ralates to tie amounts included for the Fiduciary and Nen-appropriated Higher
Zducation Fund Type referred to abeve, ls based solely cn the rapor:zs of the
other auditora.

We conducted our audit in accordance with generally acceptad auditing
atandards. These standards resquire that we plan and perform the audit to
cbtain reascnable assurance about whether the combined financial statements -
statutory basis are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosurss
in the combined financial statements - statutory basis. An audit alsze
includes assessing the acrounting srinciples used and significant estimates
made by management, as well as evaluating the overall combined financial
statement - statutory basis presentation. We believe that our audit and the
reports of the other auditors provide a reasonable basis for our opinion.

As described in Yeote 2, the Commonwealth prepares its combined financial
statements - statutory basis on a prescribed basis of accounting that
demonatrates compliance with the Gereral Laws and budgetary principles and
funds of the Commonwealth of Massachusetis which is a comprehensive basis of
acgounting other than generally aczepted acccunting principles.

Deloitte Touche
Tohmatsy
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In our opinion, based upen cur audit and the reports af the nther auditors,
such combined finamcial statements - statutory basis present Zairly, in all
matarial respects, the financial pesition of the Commonwealth of
Massachusetts as of June 30, 1993, and the results of itz operations for the
year then ended, on the basis of accounting described in Note 2.

As discussed in Note 2, the financial statements of the Non-apprepriated
#igher Education Fiduciary Fund Type inecluded in the combined financial
statements -~ Statutory basis have been restated to reflect tie addition of an
entity affiliated with the University of Massachusetts. In addition, as
described in Neote 2 certain agency activities of the Non-appropriated Higher
zducation Fund Type have been reclassified from fund balance =2 liabilities.

As discussed in Note 2, the Fiduciary Fund Type includes investments
representing 7.%% of the assets of the Fiduciary Fund Type, whose valuaes have
been estimated by management in the absence of readily ascerzalnable market
values. The procedures used by management in arriving at the estimated value
of such investments and the underlying documentation have beel reviewed and
inspected by us and by the other auditers’, and, in the circumstances, we
believe and the other auditors® repors states tneir belief, zhat the
procadures of management ars reasonable and the documentatviec: appropriate.
However, determination of the value of these investments invclves subjective
judgment because the actual market value can be determined only by
negotiatian between the parties in a sales transaction. The ssuimatad values
of the investments may differ from the values that would have been used had a
ready market existed for the investments.

{Detathos f' Tewada

December 28, 1993
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CoOMMONWEALT= 2F MASSACHUSETTS

COMBINED STATEMENT OF REVENUES, EXPENSES
AND CHANGES IN FUND ALANCES - STATUTORY BASIS -
NONEXPENDABLE TRUST “UNDS AND PENSION TAUST FUNDS

FISCAL YEAR ENOED JUNE 30 1993

fAMounts in thQusands)

votais
Figugrary rung Types (Mamcrindum Dniy)
Man -
gxpandabia Pansign
Trust Funds Trust Funds 1593 1992
Cperaling reveanuas:
Coninbutions.
Lpcal pensign systams H 0 g Q s 0 5 1,718
Empioyees 349531 349501 340617
Invesgtmant sarnings 1.301,268 1 301363 t, 135969
Total operating revenuny 1,650,899 1,650,899 1,479,304
Other financing sources’
Sperating transtars in 16,489 78 4% 101.554
Totat operating réevenues
and pihar linancing sources 1,727,188 1,727.388 1,580,853
Qrerating espenses’
Adminstrahion 3.276 312758 2,947
Payments to aeneficianes anc Zines
and (owns 177,754 177,194 195 518
Total aperaling expenses 190 479 180,470 199,452
Jthertinancing uses:
Coperating iransfers cul ‘2 15 689 TEEMNM 101,559
Total operating expenses and
gther linancing uses 12 256,959 236971 101,022
Nat income {(deficit) (12 1,470,429 1,470,417 1,279,836
Fund halances at beginning of year 5,854 3. 826,970 9.631.324 8,357,088
Fund dalances al and of year 3 5. 842 5§ 11,096 499 S 11,102 2414 5 9 A1 924

Sewmnotes jo combed findncial statements - statutory Dasis.
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COMMONWEALTH OF MASSACHUSETTS

"NOTSS TO COMBINED FINANCIAL STATEMENTS - STATYTORY BASIS

FISCAL YEAR ENDED JUNE 30, 1993

Fimancial Statsment Pragesntation:

Introdusction -

The accompanying combined financial statements - statutory basis of the
commonwealth of Massachusetts (the Commonwealth) are presented to fulfill
pazt of the regquirements of Section 12 of Chapter 7A of the Massachusetts
Genaral Laws. Concurrently, the office of the Comptroller publishes the
commanwealth's Comprehensive Annual Financial Repart {CAFR) which is
prapared on the basis of generally accepted accounting principles (GaAP)
for governments as prescribed by the Governmental Accounting Standards
3card, the autheoritative standard-setting body for establishing
governmental accounting and financial reporting principles.

~he combined financial statements - statutory basis include all budgeted
and non-budgsted funds and acceunt groups of the Commonwealth, as
racorded by the 0ffice of the Comptroller in compliance with
wassachusetss General Laws and in accordance with the Commenwealth's
budgetary principles. The non-appropriated funds of the Commonwealth's
public institutions of higher education are also presented, as directed
by special statute.

mhe combined financial atatements - statutory basis are not intended to
include independent authorities or other organizations included in the

emmonwWealth's reporting entity as it would be defined under GAAP.

Tund Aceounting -

che Commanwealth reports its statutory basis financial position and
results of cperations in funda and account groups, each of which ia
considerad a separate accounting entity. The operations of each fund are
accounted for with a set of self-balancing accounts that comprise its
assets, liabilities, fund balances, revenues and expenditures,
Transactions between funds within a fund type, if any, have not been
eliminated.

Account groups are accounting entities used to provide accountability for
tha commonwealth's general fixed assets and long-term obligations. They
ars not considerad funds because they do not report expendable available
financial resources and related liabilities.
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COMMONWEALTH OF MASSACHUSETTS

MOTES TO COMBINED FINANCIAL STATEMENTS - STATUTCRY BASIS

FISCAL YTAR ENDED JSUNE 30, 13993

{Centinued)

Financial Statement Presentation (Continued):

Thase fund types and account groups are organized as follows:

Governmental Fund Types -

Governmental Funds support the governmental functiens of the
Commonwealth.

Ganaral Fund - is the primary operating fund e¢f the Commonwealth. It is
used te account for all governamental transactions, except those which
state finance law or other statutes require to be accounted for in
another fund. Certain ac<tivitiss reported in Special Revenue Funds in
the combined financial statements -~ statutory basis are included in the
General Fund under GAAP.

Special Revenus Tunds - are established by law to account for specific
revenua sources that have been segregated from the General Fund to
support specific governmental activities. As discussed in Note 3, many
af the Special Revenue Funds are included in the anpnual appropriation
process and are considered budgeted funds.

The major budgeted Special Revenue Funds are the Highway and Local aid
runds which, with the General Fund, are often identified as the operating
funds of the Commonwealth. The Federal Grants and Lotzeries Funds are
examples of non-budgeted funds which support governmental activity.

capital Projects Funds - are used to acceunt for financial resources
used to acquire or censtruct major capital assets and to finance local
capital projects. Thease resources are derived primarily from proceeds of
general obligation bonds, which are generally received after the
expenditure has been incurrasd, and from federal reimbursements,
Therefore, deficit balances in Capital Prejects Funds represent amounts
to be financed.

Fiduciary Fund Types -

Fiduciary Funds are usad to account for assets held by the Commeonwealth
in a trustee capacity (Trust Funds), or as an agent (Agency Funds) for
individuals, private organizations, other governmental units, and/er
other funds.

Expendable Trust Funds - account for trusts whose principal and
investment income may be expended for their designated purpcse. The
Unemployment Compensation Fund accounts for unemployment taxes collected
from employers, interest earned or paid on the trust fund balance and the
payment of benefits to the unemployed.
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COMMONWEALTH OF MASSACHUSETTS

NOTES TO COMBINED FTIMNANCIAL STATSMENTS - STATUTORY BASIS

FISCAL YSAR ENDED JUME 30, 1593

{continued)

rinancial Statsment pragentation (Continued):

Fiduciary Fund Types {continued) -

wonexpendahle Trust Funds - acqgount for trusts whose principal cannot be
spent. Within this fund type, the Massachusetts School fund's principal
balance of $5,000,000 earned investment income of 510,000, which was

credited directly to the Local Aid Fund for expenditure during fiscal
year 1991, as required by atatute.

pension Tzust Funds - are used to account for the assets, liabilities and
fund balances held in trust for che Statze Employees® and Teachers'
anpuities Funds and the Pension Reserve Fund.

Agency Funds - are custodial in nature (assets equal liahiligi=s) and do
not involve measurement ol the results of operations.

Account Groups -

Aceount Groups establish control and acscountability over the
commonwealth's general fixed assets and long-term obligations, primarily
its bonded debt.

Ganeral Tixed Assats Accsyunt Group - is used to account for the general
fixed assets of the Commonwealth.

General Long-term obligations Account Grgup - is used %o account for
long-term bonds and notes payable as well as obligaticns under
lease/purchase agreements.

Mon-arpprooriated yigher #cucation Funds -

The non-appropriated funds of the commonwealth's public imstitutions of
higher education have bean recerded as a separate fund tyge which
combines a variety of statutory basis financial activities %o report in
compliance with gecticn 329 of chapter 138, Acts of 199%1.
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COMMONWEALTH OF MASSACHUSETTS

NOTES TO COMBINED FINANCIAL STATEMENTS - STATUTORY BASIS

EISCAL YZAR EHDED JUNE 30, 19931

{Continued)

summary of Significant Accounting Policiea:

tatutory basig of accounting -

The Statutory Basis Financial Report is prepared from the Commonwealth's
beoks and recordas and other official reports which are maintained on the
basis of accounting used in the preparation of the Cormonwealth's legally
adopted annual budget {statutory basis). The statutory basis emphasizes
accountability and the budgetary control of appropriations, and the
Statutory Basis Fipancial Report is not intended to prasent the
Commonwealth's financial canditien and results of operations LIn
conformity with Gaap.

Revenues are generally recognized when cash is received. Howaver,
Tevenues receivable for federal grants and reimbursements are recognized
when related expenditures ars incurred, and amounts due from certain
pelitical subdivisions of the Commonwealth are racognized when considersd

weasurable and available at year end. GAAP requires that ravenues be
recognized when measurable and available.

Zxpenditures generally are recorcded when the related cash disbursement
occurs. At year end, payroll is accrued and payables are recognized, to
the extent of approved encumbrances, for goods or services received by
June 0. <Costs incurred under the federally-sponsorad Medicaid pragram,
amcunts required to settle claims and judgments against the Commonwealth
and certain other liabilities are not recognized until they are
encumbered or otherwise processed for payment, Under GAAP?, liabilities
are racognized te the extent of costs incurred, without regard to
statutory encumhrance limitations.

¥

The accounting policies followed in Preparing the accompanying cambined
Zinancial statements - statutery basis are described as follows.

Cash and shert-tarm investmerts and investments -

The Commonwealth follows the nractice of pooling the <ash and zash
equivalents of its Governmental and Fiduclary Funda. cash equivalents
ccnsist of short-term investments which are stated at cost. Intersst
2arned on pooled cash is allocated to *he General Fund and Expendable
Trust Funds and to certain Special Revenue Funds when so directed by law.
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{Continued)

summary of Significant Accounting Policies (continued):

cash and short-term investments and investments {continued) -

tnvestments of the Pension Trust Funds are stated at market. The
Magsachusetts State Teachers and Employees Retirement Systems Trust {the
Trust) and the Pension Reserves Investment Trust Fund (the Fund),
collectively the Pensien Trust Funds have acquired investments in real
astate, venture capital funds, real estate funds, limited partnerships,
futures pools, international hedge pools, commodities pools, balanced
pools, leverage buyouts, private placements and other alternative
investments. The structure, risk preofile, return peotential and
marketability of these investments differ from traditional eguity and
fixed income investments. The estimated values, determined by management
with input from the investment managers, of these alternative investments
wers $487,3529,832 in the Trust and $588,502,837 in the Fund.

orther investments are stated at cost.
neceivables -

Receivables are stated net of estimated allowances for uncollectible
accounts. Reimbursements due to the Commonwealth for its expenditures on
federally-funded reimbursement and grant programs are reported as "Due
from federal government.”

Advances to related entity =

The Commonwealth periodically provides working capital advances te the
Massachusetts Bay Transpertation Authority (MBTA) to fund its net cest of
service. A portion of these advances is financed by sales of short-term
notes whieh are repaid’thraough subsequent appropriations by the
Legislature and assessments to cities and towns for their resgective
shares of the MaTA's net cost of service.

inventoriesg -

e ]

purchases of materials and supplies are recorded as expenditures. No
inventories are reported on the staturtory basis.
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{Centinued)

summary of significant Accounting Policiea (Continuedy}:

Ganeral fixed asgets -

General fixed asset acquisitions are recorded as expenditurss in the
Governmental Fund Types and Expendable Trust Funds. They are alsco
capitalized in the General Fixed Assets Account Group in the year of
purchaae. General fixed assets are capitalized at histarical cest, or at
estimated historical cest if actual historical cogt is not available.
Donated fixed assets are recorded at fair market value at the time of
donation.

The Commonwealth capitalizes all land. It capitalizes buildings and
equipment, including computer software, with costs in excess of fiftaen
thousand dollars at the date of acguisition and with expected usefuyl
lives greatsr than cne year. Infrastructurs (roads, bridges, tunnels,
dams, water and sewer systems, etc.) 1ls nct capitalized. HNo depregiation
i3 provided cn general fixed asssts.

Interfund/intr-afund transactiong -

During the course of its operations, the Commonwealth records
transactiens between funds and/or between departments. oOn the statutoery
Sasis, transactians between Governmental and Fiduciary Fund Types are
recorded as adjustments tc the funds' cash accounts. As a result, a fund
may repotrt a deficiency in cash and short-term investments.

Transactions of a buyer/seller nature between departments within a fund
are not eliminated. GAAP regquires that such transactions within a fund

e eliminated.

fisk financing =

The Commenwealth does not insure for workers' compensation, casualty,
theft, tort claims and other losses, and such liabilities ars not
recognized on tha statutory basis until encumbered and/or processed for
payment. For workers' c¢ompensation, the Commonwealth assumes the full
risk of claims filed under a program managed by the Public Employee
Retirement Administration. For personal injury or property damages,
Chapter 258 of the Massachusetts General Laws limits the risk assumed by
the Commonwealth to $100,000 per occurrence, in most circumstances. The
Group Insurance Commission administers contributory health care and other
insurance programs for the Commonwealth's employees and ratirees.
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{Continued)

summary_ of significant Accounting Policiss (Gontinued):

Encumbrances -

Encumbrance accounting is utiligzed in the Governmental Fund Types as a
significant aspect of budgetary control. The full amounts of purchase
orders, contracts and other commitnents of appropriated resources are
encumbered and recorded as deductions from appropriations prier to actual
axpenditure, ensuring that such commitments do not exceed appropriations.
Encumbrances outstanding at year end for goods or services received con or
bafore June 30 are reporsed as statutory basis liabilities and
expenditures; excess encumbrances are lapsed.

Frinae benefit cost recovery -

The cCommenwealth appropriates and pays the fringe benefit costs of its
employees and retirees through the General Fund and a budgeted Special
Revenue Fund. These fringe benefits include the costs of employees’
health insurance, pensions, unemployment compensation, and other costs
necessary to support the stace work force. As directed by Chapter 29,
Sections 5D anmd 6B(f) of the Magsachusetts Ganeral Laws, these costs3 are
agsessed to other funds based on their payroll costs, net of credita for
irect payments. Since these fringe benefit costs are not separately
appropriated or otherwise provided for ia these funds, the required
assessment creates unfavorable budget variancas at year end.

compensated absences -

Employees are granted vacation and sick leave in varying amounts based
on collective bargaining agreements and state laws. Upon retirement,
carmination or death, certain employees are compensated for unused
vacation and sick leave (subject to certain limitatiens) at their
then-current rate of pay. Vacation and sick leave are recorded as
expenditures when paid.

Fund balances =

e e e et

rn the Governmental Fund Types, fund balances are repeorted as reserved
where legally restricted for a specific future use. otherwise, these
balances ara considered unraserved.
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{Continued)

Ssummary of Siqgnificant Aceounting Policies {Continued):

rund balances (Continued) -

fund balance has been reserved as follows:

"rReserved for centinuing appreopriations" - ldentifies unexpended
amounts in appropriations which the Legislature has specifically
authorized to be carried into the next fiscal year.

“Reserved for Commonwealth stabilization®” - identifies amounts set
aside according to Section 3C of Chapter 29 of the Massachusetts
General Laws, which limits to 0.5% of tax collections the amount of
undesignated fund balance in the General, dighway, and Local aid
Funds that can be carried Zorward to the next fiscal year. Any
amount in excess of that limit is transferred to the Commonwealth
stabilization Fund, from which appropriations may be made for
purposes specified in Section 2H of Chapter 293.

*Regserved for debt service” - identifies amounts held by fiscal
agents to fund future debt service obligations pertaining to the
Commenwealth Fiscal Recovery Loan Act of 1990, and to Special
Obligation Revenue Bonds authorized under Section 20 of Chapter 29 of
the Massachusetts General Laws and Chapter 33, Aczs of 1991,

vResarved for pension benefits” - identifies amounts invested to
finance the Commonwealth's public employee retirement systems.

Unreserved fund balance is segregated intoc two components:
"Designated for specific purpose” - identifies all unreserved fund
balances for which the Legislature or Executive has evidenced an

intention to restriet for a specific purpose.

"tUndeaignated" - consists of cumulative surpluses or deficits of the
Governmental Fund Types not otherwise designated.

Toral columns - memorandum only -

t3] and subtotal columns on the combined financial statements -
statutory basis are captioned “Memorandum Only" to indicate that they are
oresented only to facilitate financial analysis. Data in these columns
do not present consclidated financial position, results of cperaticng or
changes in financial pesition. :Interfund eliminations have not been made

in the aggregatieon of this data.
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FISCAL YEAR ENDED JUNE 30

£ , 1993

{Continued)

summary of Significant Aggounting Policies (Continued):

Restatement -

mhe Commonwealth has redefined the Non-appropriated Higher Educaticn Fund
Type to include the University of Massachusetts Medical School -~ Group
practice Plan. This change was made te include activity that, while
reported in a separate entity, is an integral part of the Universaity of
Magsachusetts Medical Schocl. The effaect of the change was to increass
July 1, 1992 fund balance in the Non-apprepriated Higher Education Fund
Type by $13,821,000.

In fiscal year 1993, the Commonwealth has also reported agency activity
within the #igher Education Non-appropriated Fund Type as changes in
assets and liabilities. Such activity was previocusly reparted as
revenues and expenditures. This change was made to more appropriately
represent the Commonwealth's custodial responsibility for such agency
aceounts. The effect on the Higher Education Non-appropriated fund Type
was to decrease July 1, 1992 fund balance by $3,116,000.

meclassificaticn -
certain reclassifications have been made to the 1392 balances to conform
o the presentation used in 1993.

Budgetary Control:

chapter 298 of the Massachusetts General Laws requires that a balanced
budget be approved by the Governor and the Lesgislature. The Governor
presents an annual budget to the Legislature which includes estimates of
revenues, expenditures and other fipancing scources and uses anticipated
during the coming fiscal year. The Legislature, which has full autherity
to amend the budget, adopts an expenditure budget by appropriating monies
and estimating revenues and other financing sources available to support
the expenditorss.

nefore sigqning the appropriation act, the Governor may veto or reduce any
item, subject to legislative averride. Further changes to the budget
established in the annual appropriatieon act may be made via supplemental
appropriation acta or other legislative acts. These must also be signed
by the Governor and are subject to the line item veto.
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{Continued)

3udgetary Control {Continued):

The majority of the Commonwealth's appropriations are non-~continuing
accounts which lapse at the end of each fiscal year. oOthers are
continuing accounts for which the Legislature has authorized that an
unspent balance from the prior fiscal year be carried forward and made
available for current spending. In additicn, the Legislature may direct
that certain revenues be retained and made available for spending within
an appropriation account.

Generally, expenditures may not exceed the level of spending authorized
for an appropriatien account. cCertain interfund assessments toc allocate
fringe benefizts and other costs, howewver, are mandated by Sections SD and
68(f; of Chapter 2% of the Massachusetts General Laws. These allecatiens
ars not itemized in the approepriation process and are not separately
hudgeted.

The origiral fiscal year 1993 appropriaticn act was Chapter 133, Acts of
1992, which authorized §12,840,981,0Q00 in direct appropriations,
5547,426,000 in authcrizations to retain and expend certain non-tax
revenues and $175,766,000 of interagency chargebacks. cChapter 133
included projections of $9,685,000,000 in tax revenues and approximately
$4,754,500,000 in non=-tax revenuas. With these revenues (exclusive of
chargebacks) projected to total approximately $14,439,600,000, and with
unreserved balances of approximately $82,879,000 carried forward from
fiscal year 1992, the budget as presented in this original appropriation
act was considered to be in balance.

puring fiscal year 1993, the Legislature also passed and the Governor
signed, with scme modification through wvete, Chapters 152, 165, 218, 248,
267 and 289, Acts of 1992, and chapters 19, 20, 50 and 78, Acts of 1993,
which included numercus supplemental budgetary appropriaticns. Thesa
added approximately $412,636,000 in direct appropriations and $35,3%7,000
in additional retained revenue authorizations,

Subsequent to June 30, 19%3, the Legislature passed and the Governor
signed with modification through vete, chapter 151, Acta of 1993, which
included approximately $76,383,000 in additional supplemental
appropriations. This raised the total of fiscal year 1393 budgetary
appropriations and retained revenue authorizations to approximately
$15,088,583,000. Appropriations continued from fiscal year 1992 totaled
approximately $231,030,000, and certain intrafund and interfund

. transfers, directed by statute, totaled approximately $223,33¢,000,

Because revenue budgets are not updated subsequent to the original
appropriation act, the comparison eof the initial revenue budget ts the
gubsequent, and often medified, expenditure budget can be misleading,
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{Continued)

3. sBudgetary Contrzl (Continued):

tn conducting the budget process, the Executive Office for Administraticn
and Finance excludes those interfund transactions that by their nature
have no impact on the combined Zund balance of the budgeted funds. The
following table isolates this interfund activity from the budgeted
gsaurces and uses %o align more clearly forecasts prepared during the
budget process e the detailed fund accounting of the Commonwealth's
annual financial statemsnts (amounts in thousands):

Revenues and Expenditurss
other financing and other
sources financing uses
As presented in the combined budget and
acoual statemens - statutory basis: 5.5,2053,689 $15,192,558¢0
Adjustments to revenues and expenditures:
Municipal transit assessments {137,383 (137,331
school cheoice {10,857 (10,833
charges from the Intragevernmental
Service Fund {102,628 (102,625
Adjustments to other financing sources
and uses:
M3TA subsidy transfer from the
Righway Fund te the General Fund i58,8%0) {58,850
Zarly retirement reserve transfers {86,988 {86,988)
rringe bhenefit cost assessments to
budgeted funds (9,635) {9,635
rransfer from the Intragovermnental
Service Furnd to the General Fund {11,445 t1l,4458)
other operating transfers {1,396 {1,396,
gtabilization transfers {76,.872) 176,872
As presented on budgetary documents: $14,.709,537 $14.596,492
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{Coentinued)

Sudgetary control fcontinued):

The enacting or supplemental legislation datermines tha budgetad fund or
funds %o which the appropriation is assigned. If no Special Revenue Fund
is specified, the appropriation is considered part of the General Fund.
For these budgetad funds, the combined financial statements - statutery
basis include a combined budget and actual statement.

T™he budgeted Special Revenue Funds are the Highway Fund, Local Aid Fund,
commonwealth Stabilization Fund, certain administrative contral funds
{Intragovernmental Service, Maximization and Commonwealth Fiscal
Recovary) several envirommental funds (Natural Heritaqe and Endangered
szecies, Mosguito and Greerhead Fly Control, Inland Fisheries and Game,
Invironmental challenge, Toxics Use Reductien, Clean Environment,
Envirenmental Permicting and Compliance Assurance, Underground Storage
Tanx Petroleum Product Cleanup, Environmental Law Enfarcement, Public
Accass, Harbors and Inland Waters Maintenance, Marine Fisherias,
Watershed Management and Low Level Radicactive Waste Management Fundsy,
and various cother funds (Antitrust Law Enforcement, Victim and Witness
Assistance, Intercity Bus Capital Assistance, State Transportation
Building Management, Springfield state Office Building Management,
Mozorcycle Safety, Re-Employment and Job Placement, Trust Fund for the
Head Injury Treatment Services, Massachusetts Tourism, Health Care
access, Ponkapoag Recreational, Division of Insurance and Health
Protection Funds).

The child care Affordability Scholarship Assistance fund, established as
a budgeted fund in fiscal 1%91, and the Asbestos Cost Recovery Fund,
eszabplished in fiscal year 1991, have had no appropriaticns or revenhues,

The 0ffice of tha Comptreller has the responsibility to ensure that
budgetary control is maintained on an individual appropriation account
basis. Encumbrances or expenditures will not be approved by the
Comptraoller if they exceed the account's total spending authorization,
hased on appropriations, balances carried forward from the prior year and
retained revenues. In the combined budget and actual statement, the
expenditure budget amounts represent this total spending autherity.

Devcsits and Investments:

The Commonwealth maintains a cash and short-term investment pool that is
available for use by all funds. Each fund type's net equity in this pool
iz displayed cn the combined hbalance sheet as either *Cash and short-term
investments” or "Deficiency in ¢ash and short-term investments”. The
investments of the Pension Trust Funds are held and managaed in separate
and pooled trusts.
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{Continued)

Deposits and Investments (Continued):

The 0ffice of the Treasurer and Receiver-General (the Treasury) manages
the Commenwealth’'s shert-term investment pool. Statutes authorize
investment in obligations of the U.sS. Treasury, authorized bonds of all
states, banker"s acceptances, certificates of deposit, commercial paper
rated within the three highest classifications established by Standard &
Poor's Corporation and Moody's Commercial Paper Record and repurchase
agreements that any of these obligations secure. Such investments are
carried at cost, which approximates market.

The pooled cash and short-term investments at Juae 30, 1993, are as
foellows {amounts in thousands):

Carrying

Valua
Cash $ 241,702
certificates of deposit 1,100
242,802

short-term investments:

U.S. Treasury obligations 28,717
. Commercial paper 39,019
short-term investment pcol 308,136
Repurchase agreements 720,000
1,398,654

Non-appropriated Higher Educatien Fund Type

cash managed at the campus level 92,380

Tatal 1,491,074
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{Centinued)

Depcsits apd Tnvestments (Continued):

The Pension Trust Funds have invested a significant portion of their
portfolics in two pcoled trusts which account for their operaticns in a
manner similar to a mutual fund. The trusts are permitted to invesat in
equity sacurities, fixed income securities, real estate and other
alternative investments. These investments are carried at market value.
At June 30, 1932, they are as follows [amounts in thousands):

Investmenta:

Equity securities $ 5,672,501
U.S. government and government agency securities 2,261,656
FTixed inccome securitiss 1,460,943
Raal sstate 685,001
commercial paper 8,673
Money market investments 593,108
Muzual Zunds 16,858
Alternative inves:tnments 336,393
Forelign government treasury cbligations 183,218
Other 37,179

Subtstal 11,255,530

Net noninvestment assets and lLiabilit:es

of pooled trusts 80,327

Total $11,335,857

e ———

shert-term Financing and Credit Agreements:

section 47 of Chapter 2% of the Massachusatts Ganeral Laws authorizas the
Treasurer to issue temporary notes in anticipation of revenue or bond
financiang. When this short-term debt does not maet leng-term refinancing
eriteria, it is classified among fund liabilities.

General Tund -

As authorized by Chapter 1l61A of the Massachusetts General Laws, the
Commeonwealth issues short-term notes teo finance working capital advances
zom the Treasury to the MBTA. The Commonwealth retires these notes
through subsequent appropriations and assessments to cities and towns.
The notas ocutstanding at June 30, 1993, totaled $240,000,000, with an
interest rata of 3.0%, and matured in ¥Wovember, 139%3. The Commonwealth
subsequently issued comparable notes, alac in the amount of $240,¢00,000,
with an interest rate of 1.4%, maturing in November, 1994.
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{continued)

5. Short-term Financing and Cradit Agreements (Continued):

Ganeral Fund {(continued} -

The balance of other revenue anticipation notes outstanding fluctuates
during the fiscal year but must be reduced to zero at June 30. During
‘fiscal year 1993, amounts outstanding ranged from zero te $370,000,000.
such borrowings were subject to a guarantee of up to $700,000,000 through
letter of credit agreements.

capital Proijects Funds -

The Commonwealth has issued five-year term minibonds, which are
radeemable upon demand, to finance its capital projecti. At June 30,
1993, minibonds outstanding in the Capital Projects Funds totaled
$84,433,000, with interest rates ranging from 5.0% to %.73.

The Commonwealth may issue bond anticipation notes teo tamporarily finance
its capital projects, but it must reduce tha balance to $200,000,000 at
June 30. No such notes cutstanding at June 30, 1993.

Letter of credit agreements -

puring fiscal year 13993, the Commonwealth maintained letter of credit
agreements with several banks to borrow up to $700,000,Q000 as a
combination of advances and guarantees to provide credit and liquidity
support for its commercial paper program. These agreements axpire
octocber 29, 1993 through September 30, 19%4, and the average costs aras
approximately 0.3% on unutilized amounts and approximately 0.4% on
utilized amounts.

Advances were available, subject to certain limitaciens and bearing
interast at the bank rate as defined, in anticipatien of revenue or bond
proceeds and repayable by the following sSaptember 10, or convertible to
term advances, at the Commonwsalth'’'s optien. Mo such advances were drawn
during the fiscal year ended June 30, 1933, or subsequent thereto.

puring fiscal year 1393 the guarantee feature was utilized, and related
feas totaled approximately $2,031,000.

subsequent to June 30, 1993, expiring letters of credit totaling
§300,000,000 were renewed, in the same aggregate amount, through
october 28, 1994, with meore favorable fees on both utilized and

unutilized amounts.
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{Continued}

Short-term Financing and Credi% Adrszements (Continued):

Line of credit agrasement -

The Commaenwealth maintained a revolving line of credit agreement with a
bank through June 30, 19393, in the amount of $150,000,000. Under this
agreement, interest was charged at the lesser of the federal funds rata
plus 1.53%, or prime, with commitment fees payable quartarly on the excess
of the commitment amount over the average daily ocutstanding principal
amount drawn. This line of credit agreement was not utilized during
fiscal year 19%3; commitment fees totaled 575,000.

Under the Constituticn of the Commonwealth of Massachusetts, =he
Commanwealtn may borrow mcney {a) for defense, or in anticipation of
receipts f{rom taxes or other sources, any such loan to be paid out of =zhe
cevenue of the year in which the loan is made, or (b) by a two-thirds
vote of the members of each house of the Legislaturs present and veting
ther=son. The Constitution further provides that berrowed money shall not
be expended for any other purpose than that for which it was borrowes oz
for the reduction or discharge of the principal of ths loan. 1In
addition, the Commenwealth may give, loan or pledge its credit by a
wwo-thirds vote cf the membars of each house of the Legislaturs presens
and voting thereon, but such credit may not in any manner be given er
lcaned to or in aid of any individual, or of any private association, or
of any corporation which is privately owned or managed.

Trhe Commonwealth has waived its sovereign immunity and consented =g =e
sued on contractual obligations, including beonds and notes igsued by it
and all clalms with respect thereto. However, the property of the
Commecawealth is not subject te attachment or levy to pay a judgment, ard
the satisfaction of any judgment generally requires legislative
appropriation. Enforcement of a claim for the payment of principal or
interest on bonds and notes of the Commenwealth may also be subject ta
the provisions of federal or Commenwealth statutes, if any, enacted =o
axtend the time Ifor payment or impose other constraints upon enforsemens.
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{Continued)

Long-term Sondg {Continued):

As of June 30, 1993, the Commonwealth had three types of bonds
cutstanding: general obligation bonds, dedicated income tax bends, and
special obligation bonds. The general obligation bonds are authorized
and issued primarily to provide funds for state-owned capital projects
and local government improvements. They are backed by the full £faith and
credit of the Commonwealth and paid from the Governmental Funds, in which
debt service principal and interest payments are appropriated. Section
45 of chapter 29 of the Massachusetts General Laws provides for the
allecarion of bond proceads to these authorizations in arrears, as
expenditures are made, unless the proceeds are allocated at the time of
isguance.

buring flscal year 1991, dedicated ineome tax bonds were issued as
ausharized by Chapter 151, Acts of 1990, to finance the combined net
undesignated fund deficit in the General and Local Aid Funds at June 38,
1999. These bonds are designated Fiscal Recovery Loan, Act of 1994, and
they are secured by the pledga of certain dedicated income tax revenues
and che investment earnings thereon.

puring fiscal year 192, the Commonwealth issued special obligation
revenue bonds as authorized under section 20 of Chapter 29 of the
Massachusetts General Laws. These bonds are secured by all or a portion
of ravenues gredited to the Highway Fund and are not general obligations
of t=he Commonwealth. Chapter 33, acts of 1991, authorized the issuance
of such special obligatien bends in an aggregate amount not to exceed
$1,125,000,000, in fiscal years 1992 through 1994. At June 30, 1993, the
commenwealth had outstanding $103,770,000 of such special cobligation
bends, secured by a pledge of 2 cents of the 2l-cent motor fuel excise
tax imposed on gascline.

For financial reporting purpeoses, long-term bonds are carried at their
face amount, which ineludes discount and any issuance costs financed.

The outstanding amount represents the total prircipal to be repaid: for
capital appreciation bends, it represents total principal and interest to
be repaid. When short-term debt has been refinanced on a long-term basis
it is reported as outstanding at its face amount.
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{Continued)

Long-term 3onda (Continuedy:

The amount of bonds autherized but unissued is measured in accordance
with the statutory basis of accounting, with only the net proceeds
{exclusive of discount and costs of issuance) deducted from the total
authorized by the Legislature.

General and special obligation long-term bonds ocutstanding and bonds
authorized-unissued at June 30, 1943, are as follows (amounts in

theusandsy:

Authorized

cutstanding -unissued
Maturity
Purnose Ameunnt dates ATount
Deficit reduction:
Fiscal recovery $1,044,4965 1394 - 1998 2 57,274
Capital projects:
General 5,852,564 1594 - 2Q19 2,260,330
Highway 1,583,804 1894 - 2013 1,288,369
Local aid 759,468 1994 - 2013 84G,283
other 130,753 1994 - 2015 68,111
Capital projects bonds 9,186,593 4,587 091
Total $9,231,458 $4,614,357

Int2rast rates on the Caoammenwealth's bended debt outstanding at June 30,
1993 ranged from 1.1% to 9.6%.
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{Continued)

6. Long-term Bonds (Cantinued):

changes in long-term bonds outstanding azd bonds authorized-unissued for
the year ended June 30, 1993, are as follows {amounts in thousandsj:

Bonds Authorized
outstanding ~unissued
Halance, July 1, 1992 39,264,430 16,393,333
General and special obligation bonds:
Principsl Less discount and isiuance costs 418,547 {418,567
Discount and issuance costs 3.118
General abligation refunding bonds:
Principal Lless discount amd issuance costs 1,891,448
Discount and issuance costs 24,182
Bonds retired 12,337,107
Imeraase in bonds authorized 141,400
Expiration of authorizations 1,552,199}
fletirement of bond anticipation notes {50, 200y 50,200
Ralance, June 30, 1993 39 231, 458 $h 4146, 387

At Sune 230, 1993, debt service requirements to maturity for prineipal
(including discount, capital appreciaticn and issuance costs) and
interest are as follows (amounts in thousands):

Year ending June 33 principal Interest Total
1994 $ 599,695 $ 503,141 1,102,836
159% 430,249 L85, 4597 1,095,746
1994 &43,831 529,277 1,073,108
1597 &70, 380 387,149 1,337,545
1998 593,332 346,126 939,438
1999 and thereafter &, 093 951 2.23% 388 3 129 3%

Tatal $9 231 438 L JAT O9A 513,508 554

In cennectlion with the issuance of bonds and notes, the Commonwealth's
fiscal year 1391 costs for legal counsel and underwriting fees were
approximately $712,000 and $12,734,000, raapectively.
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{Continued)

Long-term 3onds {Continued):

Subsequent to June 30, 1993, the Commonwealth issued $842,995,000 in
general obligation refunding bonds, as authorized by Section 53A of
chapter 29 of the Massachusetts General Laws, with interest rates ranging
from 4.1% to 6.0%, and $200,000,000 in general obligation bonds, with
interest rates ranging from 3.5% to 4.875%.

Advance refundings and defsased bonds

As authorized by Section 53A of Chapter 29 of the Massachusetts General
Laws, the Commonwealth advance refunded certain general obligatiscn and
other bends through the issuance of 51,917,6%0,000 of general cbligation
refunding bonds during fiscal year 1993. Proceeds totaling approximately
$1,390,000,000 were used to purchase U.3. Government securities which,
with a cash deposit of approximately $1,1%4,000, were deposited in
irravogable trusts with an escrow agent to provide for all future debt
service payments of the refunded bonds. As a result, the refunded bonds
are considered to bea defeasad, and the liabilities therefor have been
removed from the Genaral Long-term oObligations Account Group. As a
result of these advance refundings, the Commonwealth decreased its
current yesar debt service payments and has taken advantage of lower
interest rates, and it has decreased its aggregate debt service payments
by approximately §102,732,000 over the next 20 years and incurred an
economic gain {the difference hetween the present values of the debt
service payments of the refunded and refunding bonds) of approximately
595,150,000, At June 30, 1993, approximarely 51,270,000,000 of the bonds
so refunded remain outstanding and are considered dafeased,

In prior years, the Cemmonwealth also defeased certain general obligation
and other bonds by placing the procesds of refunding bonds in irrevocable
trusts %o provide for all future debt service payments an the refunded
bonds. Aczordingly, the trust account asseta and the liahilities for the
dafeased bonds are not included in the f£financial statements. At June 30,
1993, approximately 51,543,000,000 of bonds outstanding from advance
rafundings in priocr fiscal years are coansidered defeased.
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(Continued)

Lang-term aonds (Continued}:

statutory debt limit -

In fiscal years 1990 and 1991, Section 60A of chapter 2%, of the
Massachusetts General Laws was amended to establish a limit on the amount
of direct debt outstanding, affsctive at the beginning of fiscal year
1991. By statuterily limiting the Commonwealth's ability to issue direct
debt, these amendments provide a control on anmnual capital spending. The
first-year limit was $6,800,000,000, with an increase of 5% allowed in
aach successive fiscal year. The direct debt limit for fiscal year 1933
was §7,497,000,000,

For purposes of determining compliance with the limit, dirzect debt is
defined te include general obligaticon beonds and minibends at the amount
af their original net proceeds. It excludes discount and issuance costis,
if any, financed by these bonds. It also excludes dedicated inceme tax
bonds issued under Chapter 1531, Acts of 1990, special obligation bonds
issued under Secticn 20 of chapter 29 of the Massachusetts General Laws,
refunded bonds, refunding bonds issued under Saction 5 of chapter 3, Acts
of 1991, and bond anticipaticon notes. outstanding direct debt, as
defined, totaled approximately $7,304,584,000 at June 30, 19%13.

obligations under Lease and Tease/Purchase Agreements:

In order to finance the acquisition of equipment, the Commonwealth has
entered into various lease/purchase agraements, including tax-exempt
leage purchase {TELZ) agreements, which ares accounted for as capital
lgases. These agreements are for various terms, and contain clauges
indicating that their continuation is subject to appropriation by the
Legislature.

A telacommunications asyatem has been acguired for the University of
Massachusetts (UMass) through a capital lease. The lease was financed,
under a trust agreement, through the issuance of cartificates of
participation for approximately $18,700,000, which bear ilnterest at an
average rate of 7.38% and mature in varying semiapnual installments
through 2000. Lease payments are funded from UMass student fees and
approximate the trustee'’s payments to certificate holders.
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{Continued}

cbligationa under Lease and Leage/Purchase Agreements (cContinued):

AT June J0, 1393, the Commonwealth's aggregate outstanding liability
under capital leases, the prasent value of the net minimum lease
payments, totals §$64,780,000., This liability is reported in the General
Long-term Obligations Account Group. Equipmant acquired under capital
leases and included in the General Fixed Assets Account Group totaled
approximately $111,750,000.

The Coemmonwealth leases real property and equipment under numerous
operating lease agreements Jor varying terms. These agreements contain
clauses which indicate that their continuation is subject te
appropriation by the Legislature. Rental expense for the fiscal yYear
ended June 3¢, 1393 was approximately 586,903,000,

The following is a schedule of future minimum payments under
non-cancellable leases as o June 340, 1991 [amounts in thousands):

Capital leases Operating
Year ending June 30 Commonweal th UMass Total [eases
1994 $18,20% $ 8,088 526,280 £79,098
1995 10,9C8 6,741 17,4649 60,259
1996 5,387 5,527 10,914 43,27
1997 1,562 4,757 &, 319 8,844
1998 947 L, 450 5,637 L, 109
1999 and thersafter 2,561 11,181 13 842 9. 520
Tatat 39,470 40,751 80,421 $205.1M1
Less: Amount representing intersst (3.70%) [9.932) (15 641)
Fresent value of minimum {2ase payments 113 961 $30.819 344,790

Exhibit B-32




COMMONWEALTYH OF MASSACHUSETTS

HOTES TO COMBINED FINANCTIATL STATEMENTS - STATUTQRY BASIS

FISCAL YSAR ENDED JUNE 30, 1993

{Continued)

8. Individual fund Deficits:

The gGeneral Fund and cersain Special Revenue and Capital Projects Funds
included in the combined totals have fund deficits at June 30, 1993, as
follows (amounts in thousands):

Fund

Genaral $ 701,596

Budgeted Special Revenue:
Environmental:

Matural Heritage and Sndangerad Species b

Epvirconmental Permitting and Compliance Assurance 5,267
Other:

Antitrust Law Enforcement 905

victim and Witness Assistancs 2.274

Intercity Bus Capital Assisiancs 8,705

Han-budgeted Special Revenue:

Qther:
Government Lang 2ank 20.259
Federally-assisted Housing 3,073

tapital Projects:

General 138,440
Highuay 119,343
Locat Aid:
Community Development Action Grants 20,501
Lockup Facilities Improvements 179
County Correcrional Facilicies 519
Local [nfrastructure a7
varer Pollution Cantroi 11,562
Other:
Stats Recreation Areas 1.508
Metropolitan Parks 7.352
Intercity 8us Capital Assistance 7
Total $1.068,016
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{Continued})

Individual Fund peficits (Continuedy:

In order to resolve the deficits in the budgeted General and Special
Revenue Funds, the Comptroller has recommended the autherization of
transfers from other budgeted funds with surplus balances or a plan of
fund conselication. For the ncn-budgeted Special Revenue Funds, the
Comptroller has recommended similar budgeted transfers to subsidize and
resolve the deficits, or their consolidation into budgeted funds. such
steps require legislative action.

In the Capital Projects Funds, the recognition of minibonds as fund
liabilities accounts for 584,433,000 of th reported fund deficits. The
remaining deficits to be {inanced, approximately $235,465,000, reflec:
the time lag between capital expenditures and :zhe recelipt or allocatisn
of proceeds from the sale of related bonds. Buring the fiscal year ended
Sunz 16, 18%3, the Commonwealth continued its pelicy of reducing the zize
=lapsed between those avents, Certaln restrictions within Section 20 of
Chapter 2% limit the Cemmonwealth's ability to sell special abligation
bonds which would finance approximately 576,428,000 of the deficit in tha
Highway Capital Projects rund. Legislative changes have been raguested
to eliminate these restrictions. If legislative changes are not enacted
and bends are neot sold prior te Mareh 1, 1994, then the Commonwealth
could lose the ability to reimburse i%ts Treasury for all or a pertion of
these funds.

Medicaid Costs:

The Commonwealth provides medical care for low-income, elderly and other
residents who gqualify for such assistance under the federally-sponsored
Medical Assistapce Program, known as Medicaid. The Commonwealth pays the
full cost of care and is reimbursed by the federal government for 50% aof
that cast. For the fiscal year ended June 30, 1593, the General rund
includes $23,151,361,000 in expenditurses for Medicaid claims processed for
payment.

The combined financial statements - statutery basis include Medicaid
claims processed but unpaid at June 30, 19%3, as accounts payable of
approximately $6,0%3,000. In addition, the Commonwealth estimates

its liability, as determined in accordance with generally acgepted
accsunting principles at $931,000,000. This amount includes estimates of
both the cost of care provided as of June 30, 1993, for which ¢laims have
not been drocessed, and the coat assocciated with nursing hcme anpd
hospital rate settlements and other costa. oOf this amount, 50% is
expected to be reimbursed by the federal government.

Exhibit B-34




10.

COMMONWEALTY OF MASSACHUSETTS

NOTES TO COMBINED FIMANCIAL STATEMENTS ~ STATUTORY 3ASIS

FISCAL YEAR SNDED JUNE 30, 1933

{Czntinued)

Madicaid Costs (Continued):

subsequent to June 30, 1393, the commonwealth resached settlements with
cartain hospitals, and it also certified disputed nursing home rates on
a retroactive basis. Theses aczions are expected to reduce the
Commonwealth's Medicaid liability in fiscal year 1994.

petirement Svstems:

The Commonwealth is responsisls for the pension benefits of Cocmmonwealth
employees (members of the Staze faployees' Retirement System) and th
teachers of its cities, towas, ragiconal scheool districts and Quincy
college (members of the Teachers’ Retirement sSystem, except for teachers
in the Soston public schools, who are members of the State-30snon
Retirement System but whose zansicns are also the responsibility of the
commonwealth). The members ol the retirement systems do not participate
in the Social Security System. The Commonwealth has alsc assumed
responsibility for payment of cost-of-living adjustments (CoLA) for the
separats {nen-teacher) retirezent systems of its cities, towns and
counties.

Tmployees of certain independent authorities and agencies, such as the
uaTa, and of counties, cities and towns {other than teachers) are
covered by separate retirement systems. Alsco, certain Commonwealth
employees and current retirees employed prior te the establishment of
the State Employees®' Retirement 5ystem are covered on a “pay-as-you=-ga©
basis.

plan descriptiong -

srate Employees®' Retirement gvstem ([SERS) is a single employer defined
benefit public employee retirement system (PEIRS), govering substantially
all employees of the Commenwealth and gertain employees of the
independent authorities and agancies.

maachers’® Retirement System (TRS) is an agent multiple employer defined
benefit PERS. The Commonwealtl is a non-employer contributor apd is
responsible for all centributions and future benefit requirsments of
TRS. The TRS covers certified teachers in citias ({except the City of
sosten), towns, regional school districts and Quincy College.
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{Coentinued)

Ratirement Systems (Continued);

Plan deseripticns /continued) -

State - 39ston Retirement System ($BRS) is an agent mulziple employer
defined benefit PERS. $BRS provides pension benefits to all full-time
employees upon commencement of employment with any of the variocus
government agencies covered by S$BRS. The Commonwealth is a non-employer
contributor and is only responsible for the actual cost of pension
benefits for SBRS participants who serve in the City of Boston's sScheol
Department in a teaching capacity. The cost of pension benefits of the
other participants is the responsibility of the City of soston.

The Commonwealth has assumed financial responsibility for the cOLA
granted to participants in the 104 retirement systams of its cities,
towns and counties. Any future COLA granted by the Legislature to
employees of these plans will also be the responsibility of the
Commonwealth. The individual employer governments are responsible far
the basic pensicn henefirts.

Membership -

Membership in SERS, TRS and SBRS as of January 1, 1993 is as follows:

SERS TRS S8RS

Retirees and beneficiaries currencly

receiving benefits ang terminated

employees entitled to benefics

but net yet receiving them 45,419 30,168 2. 188
Current employees:

Vested 36,398 L4 782 3,522

Nonvestied 47 114 17 2068 2. 128

Subtotal 93,512 61,988 5 4545

Total 128,631 92, 1%& 7,834

sepafit nrovisions -

Chapter 32 of the Massachusetts General Laws establishesg uniform benefiz
and contribution requirements for all contributory PERS. The statute
provides for retirement allowance benefits up to a maximum of 80% of a
member's highest three-year average annual rate of regular compensation.
Benefit payments are based upen a member's age, length of creditable
gervice, level of compensation, and group classification.
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(Continued)

Retirsment Systems [Continued):

Benefit provisions (Continued) -

The retirement allowance consists of two parts: an anngity and a
pension. A member's accumulated total contributions and a portion of
the interest they generate constitute the annuity. The differential
between the total retirement benefit and the annuity is the pension.
The average retirement benefit is appreximately 80%-85% pension and
153-20% annuity.

Members become vested after ten years of creditable service. 2
superannuation retirement allowance may be received upon the completion
of twenty years of service or upon reaching the age of 55 with ten years
of service. MNormal retirsment Zor most emplovees acccurs at age 65; for
certain hazardous duty and public safety pesitions, normal retirement is
at age 55.

contributions required and econtributions made -

The retirement aystems' funding policies have also been established by
Chapter 32 of the Massachusetts General Laws. The annuity portion of
the SERS, TRS and $BRS retirement allowance is funded by smployees, who
contribute a percentage of their regular compensation -~ 5% for those
hired before January 1, 1375, 7% for those hired from January 1, 1975,
through December 31, 1383, and 8% for those hired on or after January 1,
1984, plus an additional 2% of compensation above $30,000 per year for
those hired on or after January 1, 1979.

The commonwealth s contribution for the pension benefit portion of the
retirement allowance of SERS and TRS and reguired payments ta cover S3RS
and CCLA centributions was originally established on a “pay-as-you-ga"
bagis. As a result, amounts were appropriated each year to pay current
benefits, without a systematic provision o fully fund future
liabilities already incurred. In fiscal vear 1988, with the adoption of
Chapter 6§97, Acts of 1987 (chapter 637), the Commonwealth addressed the
unfunded liabilities of SERS, TRS and its participation in SBRS and its
COLA cbligation. Chapter 697 requires systematic funding on a current
basia, including amortizing the unfunded liabilisies £nd liabilities Zor
future COLA payments to local systems, over 40 years,
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{Continued)

Retirsment Systems {Continued):

contributions required and contriburions made {econtinued) -

Chaptar 697 also directs the Secretary for Administration and Finance to
prepare a funding schedule to meet these requirements, and to update
this funding schedule every three years on the basis of new actuarial
valuation reports prepared under the Secretary‘'s direction. Any such
schedule is subject toc legislative approval. If a schedule is not so
approved, payments are to be made in accordance with the most recently
approved schedule. chapter $97 further provides that 1f, during the
first 10 years of schedulsd payments, the pension benefits pald exceed
the scheduled contribution, the Commonwealth's contribution shall equal
these bepnefits payments.

The currsnt approved funding schedule, based on the January 1, 1930
valuation, was filed with the Legislature on March 1, 1%91l. It required
eosntributions by the Commonwealth of $763,743,000 during the fiscal year
ended June 310, 1993. Because total pay-as-you-go benefita exceeded this
amount, no additional Commenwealth contribution was required.

Actual contributiens for the year ended June 30, 1993, are as follews
{amounts in thousands):

Employee Commonwealth

gontrihutions contributions
SERS $1%1,604 5418,217
TRS 157,927 302,988
SBRS 14,758 27,184
COLA - 96,673
Total $364,289 $845,083

puring fiscal year 1993, the Commonwealth also made paymenzs totaling
approximately $23,092,000 to retirees employed prior to the
establishment of the current plans and to non-contributory plans.

Chapter 22, Acts of 1992, eztablished an early retirement incentive
program under which eligible state employees could elect to receive
enhanced pension benefits in exchange for ratiring as of July 1, 1992,
The effect of this incentive program was %o increase the SERS portion of
the Commonwealth's pension liability by approximately $193,000,000.
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{Continued}

Retirement Systems [Continued):

Postretirement health gcare and life insurance benefits -

In additien to providing pension benefits, the Commonwealth is
statutorily required to provide ceartain health care and life insurance
benefits for retired employess of the Commenwealth, housing authorities,
redevelopment authorities, and certain other governmental agenciea,
substantially all of the Commonwealth's employees may become eligible
for these benefits if they reach retirement age while working for the
Commonwealth. Eligible retirees are required to contribuze a specified
percentage of the health care benefit costs, which is comparable to
contributioens required from employees. The Commenwealth 1s reimbursed
for the cost of benefits to retirees of the eligible autheorities and
agencies.

The Commonwealth recognizes its share of the cost of providing these
benefits when paid. These payments totaled approximately $118,108,000
for the fiscal year ended June 30, 1993.

commitments and contingencies:

uUnder chapters 1l61A and 1613 of the Massachusetts General Laws, the
commonwealth is obligated to pay a portion of the debt services and the
net costs of service of MBTA and certain regional transit autheorities.
The Commonwealth recovers a portion of these payments through
assessments to the cities and towns served. Fiscal year 1993 net
expenditures were $467,%22,000 and $31,108,000, respectively. For
fiscal year 1934, the Commonwealth has appropriated $49%3,251,000 and
$31,856,000 to the MBTA and regional transit authorities, respectively.
These appropriations cover net costs of service for the calendar year
ended December 31, 19%2.

The Commonwealth is also statutorily obligated to provide contracr
asszistance for debt service chligations of to the Massachusetts
convention Center Authority (MCCA) and the Government Land Bank. Such
assistance totaled $11,842,000 in fiscal year 1993. For fiscal year
1994, appropriations for this purpese total §1§,545,000,

At June 30, 1993, the aggragate cutstanding debt for which the
commonwealth is cbligated to provide contract assistance support totaled
approximataly §2,306,887,000. In addition, the Commonwealth guarantees
the debt of certain local governments and public higher education
building authorities. The guaranteed dabt outstanding at June 30, 1993,
was approximately $242,349,000.
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{Continued)

commitments and Contingencies (Continued):

At June 30, 1993, the Commonwealth had commitments approaching
$1,027,136,000 for various construction projecta. The majority of these
construction commitments relate to a major infrastructure project known
as the central Artery Protect in which Federal participation is
anticipated. The remainder relate tc a wide range of building
constructicn projects.

A number of lawsuits are pending or threatened against the Commonwealth
which arose from the ordinary course of operations. These include
claims for groperty damage and persconal injury, breaches of contracct,
c¢ondemnation gproceedings and other allaged viclations of law. For those
cases in which it is probable that a loss will be incurred and the
amount of the zotential judgment can be reascnably estimated, the
Attorney General estimates the liability to be approximately
$100,200,000. of thia amount approximately $66,200,000 is expacted to
be paid during fiscal year 1993; approximataly $34,000,000 is expected
te be paid thersafter. No accrual has been made for these amounts in
the combined Zinancial statements - statutory basis.

various cases are currently before the Appellata Tax Board, invelving
approximately $560,000,000 of taxes and related interest. Feor those
cases in whieh it is probable that a loss will be incurred, the
Department of Revenue estimates the Commonwealth's liability to be
approximately §80,700,000. Approximately $60,700,000 is expected to be
settled during fiscal year 199%1 and is included within fund liabilities;
the remaining $20,000,000 is expected to be paid after June 30, 1993 and
is included with the general long-term debt account group. No acgryal
has been made for thesa amcounts in the combined financial statements -
statutory basis.

Workers' compensation costs are recognized when claims are presented and
paid. The Ccmmonwealth's outstanding liability for such claims at

Sune 30, 1993, is estimated to be §$3%%,200,000, of which approximately
557,500,000 is expectad toc ba reccgnized during fiscal year 1994. No
accrual has bae=n made for these amounts in the combined financial
statements - statutory basis.
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{Continued)

Commitmenta and Contingencies {Continued):

The Commonwealth receives significant financial assistance from the
fedaral government. Entitlement to these rescurces is generally
conditional upeon compliance with terms and conditions of the grant or
reimbursement agreements and with applicable federal regqulaticnsg,
including the expenditure of the resources for eligible purposes.
substantially all federal financial assistance is subject to financial
and compiliance audits. Any disallowancea become liabilities of the
fund which received the assigtance. At June 30, 1%%3, the Commonwealth
estimates that liabilities, if any, which may result from such audits
are not material.

Chapter 200A of the Massachusetis General Laws, the Commonwealth's
Abandoned Property Law, raguires deposit of certain unclaimed assets
inte a managed Agency Fund. The statute reguires the excess amount over
$500,000 sach June 30 to be remitted te the General Fund, where it is
included as miscellaneous revenue. Amounts remitted during fiscal year
1993 totaled $148,962,000. since inception, approximately $430,400,000
has been remittad. This represents a contingency, because claims for
refunds can be made by the owners of the property. No material amounts
have been repaid.

Non-tax Revenue Initiatives:

Chapter 653, Acts of 198%, amended cChapter 29 of the Massachusetts
General Laws, by adding Sections 290 and 29E, which authorize cerrtain
non-tax revenue initiatives and require reporting thereon, as follows.

Debt collection -

Private debt collactors were engaged, with fees to be paid, on a
contingent basis, from the proceeds collections. Collections and fees
paid during fiscal year 1993 were as follows (amounts in thousands):

Debt Collector Collections Taasg
Asscciated Credit Services, Inc. 5115 $20
radit Control Services, Inc. 16 3
¢lenn Associates, Inc. 7 2
Payco-american Corperation 23 4
161 §29
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{Continued}

Non-tax Revenue Initiatives (Continued):

No amounts were collected by the following, and no feea were paid:
Allen Daniel Associates, Inc., Bristol Asscciates, Capital Credic
Ccorperaticn, Coldata, Inc., Collection Company of America, Credit
Management Assoclates, Delta Management Assoclates, Inc., Financial
¢ollection Agency, Osborne Associates, Inc., and Walker Asacciates, Inc.

Under a similar program for the Commonwealth's public institutions of
higher education, the following amounts were collected and fees paid
{amounts in thousands):

bebt Colleckor Collections Fess
Allen Daniel Associates, Inc, $1,103 5203
Coldata, Inc. 1
Cocllection Company of America &1 238
pelta Management Associates, Inc. Sl 12
Glenn Associates, Inc. a0s 72
rayco-American Corporation 664 129
§2,791 681

m————

Povenue maximization -

Contractors were engaged to assist several of the Commonwealth's
departments in the identification and collection of federal and other
revenues. During fiscal year 1993, approximately $5,306,000 was
gollacted through such efforts, which included approved billing of third
narties responsible for patients in Ccmmonwealth-cperated hospitals.
After contractor fees were paid, on a contingent basis, the Commonwealth
received approximately $4,762,000.
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(Continued)

Pengion Regerves Investment Management Beoard Expenditures:

In compliance with Section 61 of chapter 153, Acts of 1392, the Board
recorded expenditures totaling approximately $19,647,000. The
expenditures recorded in the Massachusetts Management Accounting and
Reporting System (MMARS), by subsidiary code, are as follows (amounts in
thousands):

Annual
Subsidiary Title Expendituras
AA Regular employee compensation $ 329
B3 Reqular employee related expenses 44
co rPension and insurance-related expenditures 180
EE administrative expenses 114
GG Energy costs and spacs rental expenses 132
HH Consultant services (to departments) 18,778
JJ operaticnal services 18
KK Equipment purchase 51
LL Equipment lease-purchase lease and
rental maintenance and repair )
319,647
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Touche

,\ 125 Summer Street Telephone: {617) 261-3000
LA, Boston. Massachusens 02110-1617  Facsimile: (617) 261-8111

Inderendent Auditors’' Report

Mr. William Kilmartin, Comptroller
The Commenwealth of Massachusetts

we have audited the accompanying general purpese financial statements of the
commonwealth of Massachusetts as of June 20, 1993, and for the year then
ended. These general purpose financial statements are the responsibility aof
the management of the Commonwealth of Massachusertts. our rssponsibility is
g express an opinion on these general purpose financial statements based on
cur audit. We did not audit the financial statements of the University of
Massachusetts, Massasolt Community College and the State College Building
autherizy, which statsments reflect 72 perctent of the total assets and

81 percent of the revenues of the University and College rfund Type. We did
net audit the financial statements of the Pension Reserves Investment Trust
which is an investment vehicle fer certain of the Commonwealth of
Magsachusetts' Pension Trust Ffunds, the firancial statements which reflect
24 percent of the total assets and 23 percent of the revenues af the
Fiduciary Fund Type. Except for the Massachusetts Technology Development
Corporaticn and the Massachuset<s Convention Center Autheority, which
rapresents 2 percent of assets and revenues, we did net audit the financial
statements of the entities which comprise the Proprietary Fund Type. Those
financia~. statements wers audited by other auditors whose reports therson
have been furnished to us, and sur opinion, ilasofar as it relates to the
amounts included for the University and College Fiduciary and Proprietary
Funds Types referred ts above, is based solely on the repeorts of the other
auditors.

We conducted our audit in accordance with generally accepted auditing
standards. Those standards require that we plan and perform the audit te
obtain reasconable assurance abour whether the general purpose financial
stataments are free of material misstatament. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the
general purpase fipancial statements. An audit alsc includes assessing the
accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We beliave
that our audit and the reports of the other auditors provide a reasonable
hagls for our ominion.

In our opinion, based upon ouzx audit and the repcrts of *he other auditeors,
such general purpsse finapcial statements rsierred to above present fairly,
in all material respects, the financial position of the Commonwealth of
Massachusetts as of Juze 30, 1%3%3, and the results of its cperations and cash
flows of its Proprietary Fund Type and Nonexpendable Trust Fund for the year
then ended in conformity with generally accepted acesunting principles.

Deloitte Touche
Tohmatsu
International Exhibit C-2




As discussed in MNote 16 to the general purpose financial statements, the
commonwealth of Massachusetta has changed its methoed of repor-ing the
activities of Commonwealth of Massachusetts institutions of higher education
and the institutions' affiliated entities.

As discussed in Note 1, the Fiduciary Fund Type includes investments
representing 6.5 percent of the assets of the Fiduciary Fund Types, whose
values have been estimated by management in the absence of resadily
ascertainable markst wvalues. The procedures used by management in arzivin

at the estimated value of such,investments and the underlying documentation
have bean reviewed and inspected by us and by the other auditors* and, iz zhe
circumstances, we believe and the other auditors' report states their belief,
that the procedurss cof management are reasonable and the documentation
appropriate. However, determination of the valus of these investments
involves subjective judgment because the actual market value can be
detarmined only by negotiation between the parties in a sales transacticn.
The estimated values of the investments may differ from the values that weuld
have bean used had a rsady market existed for the investmants.

our audit was made for the purpose of forming an opinion on the general
purpese financial statements taken as a whole. The required supplementary
information on the public employee retirsment systems 1s presented for the
purpose of additicnal analysis and is not a required part of the general
purpose financial statements of the Commonweal:th of Massachusetts. Th
supplementary information is the responsibility of the management of the
commonwealth of Massachusetts. Such information has been subjected to the
auditing procedurss applied in the audit of the general purpose financial
statements and, in our opinion, is fairly stated in all material respects in
relation to the general purpose financial statements taken as a whale.

el & Tt

Decamber 28, 1993
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COMMONWEALTH CF YWASSASHUSETTS

COMBINED STATEMENT CF SEVENUES, EXPENSES,
CHANGES IN RETAINED EARNINGS/FUND BALANCES AND CHANGES IN CONTAIBUTED SAMTAL -
ALL PRCARIETARY FUND TYDES AND SIMILAR TAUST FUNDS

Coeraung revenues:

Caontnbungns H

Invesimart incoma
Charges [or sarvces
Qonasons

Cthes

Total aperating revenues

Cnerating expanses:
Cagtof sernsas a2g ameusiration
Rehrement Senehls anc rafunss
Cenremanon

Total oparating expenses
Cperating income [loss)
Nonoperating revenues (Bxaenses)

Qperatng grants
intgrest incoma
Cthar revanyes
Interest expense
Cthar exgpenses

Nangperaling revenues [axpenses), net

tncame {logs) before operating transfers and
sxtraorcinary item

Transters and extragec:nary itam;
Cperaking transtars in
Exiragrainary fem - 0SS gn geleasancs

Total transfers and extraordinary item

Netincome (lass)

FISCAL YEAR SNCED JUNE 301933

[Amaun!s it Jtougands)
Proprietary Fiduciary Tatals
Fund Type Fund Types Memorandum Onty)
Entempnse Nongxpendabis Pansion
Funds Trus! Fungy Trust Funds 1993 1992
[As restatad)
Q ] Q % 1.0727A9 1.072789 1 §67,133
5,301,358 1201343 1,136,989
488 771 488771 434157
533 332 913
2.519 2518 2.179
491,82) 2374 157 2.965.380 2.544.35)
798 425 3278 45170 178,850
658 399 953399 825.511
260 460 255 460 230,434
1.058.895 931.675 1.95Q.570 1,874, 805
{567.072) 1,472,482 905,410 706,548
19850 19.85Q 20.2%4
61,208 51,288 48129
1438 14933 2,236
(264787 (264, 187) {216.696)
142,728} 143 725) (49.922:
{222,940} {222,940) {197.848Q)
{790,012 1.472. 482 682 470 S0B.668
G17.248 51T 248 605.419
4108
517, 246 B17. 246 565,134
(172.766) 1,472,482 1,289,718 1,073,802
{Canunuad)
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COMMONWEAL ™ CF MASSACHLSI™VS

CoMBINED STATEMENT OF REVENUES, SXPENSES,
CUANGES N FETAINED EARNINGS/FUND SALANCES AND CHANGES IN CONTRIBUTED CAPHTAL ~
AL PRCPARIETARY FUND TYPES AND SIMILAA TAUST fUNJS

agd: Dasreciaucn of tixgd assets acsuired
fram caninbuted ¢apial
Transfar ¢f extrgorCinary item 10
contnbytad camtal

Ingrease {dacrease) In retiined garnings/tund
balances

Ratained earnings/fund daiances at
baginning of yaas

Aetained agsnings/fund balances at
end of year

Caniributed capital at begianing of yoar
Agg: Cagital canmputians
Lass: Deprecratan of fixed assets acurred
lram esninoutes cagital
Resicual aguty transfer
Loss on caleasance

Oirer

Cantributad cagital at ang of yaar

Ses notes 'o general Quraosa fnangal slatements.

1

$

$

FISCAL YEAR SNDED JUNE 30 1932

{Amaunts in nousanas)

Propnetary Fiduciaty Totals
Fund Type Fung Tvpry {Mamarandum Onlv)
Ememnge Nonpgxpant atle Pension
Funds Trust Fyngs Trust Fynds 1593 1992
(As restated)
152,130 152,130 116.CBQ
41,205
[20.638) 1,472,482 1,451,848 1,251,190
(50,958] 5,773 9.648.668 4,503,487 8,352,297
{(71,594) § 5,779 $ 11,121,148 $ 13,055 323 $_3.501 487
5,078,133t $ a 3 0 5 5079131 $ 4959259
200,978 200978 298.220
{152.130; {152,130} (1318.C83)
(79.658) 179.636)
{41.225)
1420} {420}
5046 901 3 a s 1] $ 5046 501t 5 5078131
[Ganciydea)
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COMMONWEALTH OF MASSACHUSETS

CTMBINEDR STATEMENT CF CASH FLOWS -
ALL PRCPRIETARY FUND TYPES AND NONEXPENDARLE TRUST FUNG

EISCAL YEAR ENDED JUMNE 30 1993

{Amounts in Itausands)

Propnetary Fidugiary Totals
Fung Tyos Fung Type [Memorangum Snly}
Enterpnsa Nonexpendable
lynds Trugt Funds 1953 1
(AS rastated)
Cash tows {rom aperating actvdes:
Qperatngiass 5 (967,07 3 0 % (387.077 5§ (5569.054)
Adjustments 10 recancile operayng 1053 1o net casn
provicdag by {used for) aperatng activites:
Degraciaban 260,450 260,450 230,434
Gain on sale of equipment {73 (a7
ClRer Nonoperaung revenuas 13,839 3,839 2,135
Ciher nonsperayng expenses (43.726 (43,728 {49,932
Qher {420 (420}
Crangein assels and hatilites:
Duetrom iegeray gavernmaent {13,522 (12522 (93,081}
Lzans (74,723 (74.723) (77.588}
Ciner recavadles 17,681 17.681 {14.388
Que lrgm gthar tunds {46,099 {46.092) (45,487
tnvenIgry 156 155 T TEG
Pegingied and othar assats {7.685) {7.63%) 25,023
Acsgunis fayazie 11,824 3 J1.827 40,021
Agzrueg cayral 2.200 2.200 a7 582
Celarreg revenue A 31203 30,597
Crrat acorued hatouikes 4 213 1839 _[19.929)
Total adjestments 165,853 i 155 855 73,284
Met cash uses lor gperating ackvities {401,219 3 - (401.216) (495, 733
Casnfiows from ngnzagiial linanoing acivites,
Coeraung grants 19.550 19,850 20,254
Coaraing Hansters B17.245 817 246 508,433
Residual eqialy ransfars (79 828 (79 838)
Nat cash provided by noncapital lirancing activines §57.440 557.440 526,593
Casn Mows oM canital and related financng actvites
AcIuigiuan and cansruchan gf camial assels (711.529) {711.824) (789,3200
Procaeds trom (he 1ssuanca al bonds and nates 2,594,751 2.334 751 2,941,272
interest an ocnas ana notes (254,187 {264,407) (218.598)
Capiial cannmauLhons 200,875 250.976 298.220
Princigal payments on bonds and noles (1,427,950} (1.427.850 {1.452 448}
Amorazahon of bond aiszount 10,109 10,108 1,429
Loss an refunding (205,960 {205.960) (#1.308)
Proceeds irom sale of equpment FEa m
Payment g ascraw agent {1,785.929; {1.785.928 (147 008}
Regaipts rom capuial grantg 500
Net cash provided Dy (used for) capital and related fimancing actividies {1,290 982} {1.290,982) £92 948
(Sansnuad)
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COMMESWEALTE SF MASSACHUGETT

COMBINED STATEMENT OF CASH FLOWS -
ALL SACPRIETARY FUND TYPES AND NONEXPENQAZLE TRUST FUND

FISCAL YEAR ENEED JUNE 20 633

(AFIOUAIS i thousands)

Pragristary Figugary
Fund Tvpe Fynd Tyos

Tats
{Memorangqum Qnly)

Enterprise Norexgengatia
lupds Trust Funds

Cash Naws from invasting aclvitias.

1593 1992
{AS restarea)

Purcrasey of investments (1,420,793 {1.430.792)  {3.292.350
Saies ang maturilies of investments 2.813,243 2,812,243 2.537.10¢
Intgrast income §1.288 61285 16,158
Nat cath phwided by invesdng actintas 1,242,737 1,243,727 {709,088}
Net [neresse in cash and cash eguivalents 108,978 3 108,979 14,319
Cash and cash equivalents at beginniag of year ' 120,522 5.779 126,301 111,482
Cash and cash equivalenis at end of year $ 239438 § 5782 §___ 235280 $ __ 126,30t

Reconciliation:
Castans zash aquivalerts at eng of year - H 223,498 S 5782

Cash anc cash egoivaients at end of year,

§ 233280 § 124,301

1272.772 1205 298

Fepsgn Trysl, Sxpancatle Trust ang Agency 1,272,771
Cash and cash equivalents per the Sgmbined
Balance Sheet $ 229 438 % 1,278 555

5 1509051 $ 13315580

Sae notes 1o ganeral purpase financai slaraments

Exhibit C-13
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CHMONWEALTH CF MASSACHUSETTS

TATSMENT OF CHANSES IN SUND SALANCES - UNIVEASITY AND C2LLERE SUND

Ravenues ang citer adcions:
Unrestnoied curentfunds revanyes
Fecaral aporcpnations
Fegerai granis anag zontracls
Siate grants ang cantracts
Lacai grants arg conlrac’s
Pavale gifts, grants and contrac(s
Investment ingzma
Interest on loans recaivable
Wairealizec zaut {2s5) on inveastments
Rermbursed loan sancellahans
Cinerineoma
Exnended far plani facilities
Retrgmant ot incastecnass
Cineragations

Total revenue and other additions

Excendilures ang siner fecucihans
Souzaugnatzas gererad axpancituras
AUXIHATY #RIRIITSES AXDANCIUIRS
Ingirec: codts recIveres
Haszital exsanoiures
Grous Srashsa 0Ian axsenCiures
Aatunges 1z graniing ard SInorg
Lzan 2ancellanans ang whnie - of's
Administratva and collachon cosis
Rauremant 3f .nZ2esleaness
Interast on inceciesdness
Excencas tor clant ‘acites
Cegreciation an2 amamzaicn
Mgzasal af Slaat facslites
Sinet gedysuors

Tatal expanditusas and other deductions

Wanzataryirans'ess
Prngizal ang inierest
Renswaly and reciacaments
Stugantlean fun2 matzhing
Siher mangaicry ransiers

Nonmansairy ransiars:

Transiars of azgsrasnatga

Transiers al band sraceacs

Unexoenged Siantlunds

Rerewals ang femacements

Qiner naamancatary [ransles

Total tansters

Met Increase {decrgase) fof tha year

Fund dalances 2t the beginning of year

Fung talanees at end of yaar

See nues 10 general furoose Tnarcal stalements,

FXSCAL YCARENDED JUNE 30,1992

(AT aunts i thousangs)

Carrant Fungs Endowmant
Loan ang Simalar Plant
Linrestricled Aestnetad Fung Funds Fungdyg Tata
975,542 5 o H a 3 g $ [+ I 1 975,642
7277 r2rr
178,228 1,251 3 trr 91
6.554 62 6.558
2,441 2.481
51,340 ] 408 4,147 81.858
5484 21 L 2,222 2,28,
813 a1l
18 518
2 27
158 51 104 21
71,887 Ft.9ar
12,219 12,219
114 4 578 169 1,263 3329
375 642 245,985 6.318 1,451 98 173 5,324,158
1.343.239 258,794 t.202.C5]
124,227 124 827
32,859 32.6E%
279,352 219,533
938 802 99 &0
222 15 FxH
1,163 1,165
815 286 1,920 2.8
12.219 12.219
19,926 1§ 336
41 258 41 783
11.539 11,528
11,538 11,428
21 3.581 Jd 652
1,485 472 291,585 1.B16 266 162,001 1.881.260
132.394) 32.996
{t,28} 1.281
{as7 37
{72.5935) (72.535)
579, 884 15,805 320 513 g’
B.744 16.052 ZQI‘GE
(4.030) 4000 :
(7.922) 1 5019
{274) {479) 1481 43 1]
480.720 43, 560 149 43 55,248 570.318
{(42.110) {1,140Q) 5,451 1,208 G2 417 18,828
172 087 22,921 41 952 19 788 1,734 907 1,951 43=
N -]
122977 % 21,731 s AT 403 § 20 .974 $_ 1,797,174 H gIUTO 461
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COMMCONWEAL M OF MASSACHUSETT

COMONED STATEMENT CF CLURRENT FUNDCS ASYENUES, EXPENCITURE S, AND OTHEA CHANGES ~
. UNIVESSITY AND COLLEGE fUND
FISCAL YEAR ENDED JUNE 30 1932
(ARIGUMS (7 hQUsanas)
Currant Funds
Unrestriced Resiiced Tatat
Ravenues and cther adcitons:
Tuition and fees H 373,069 s 0 5 379.059
Fegeral appragnanans ?.158 7158
Fareral grants and ¢oOracts ar7 154 084 154,461
Stata granis ane contracts B71 5.3a1 54972
Local grants and ¢3niracts 6 2.221 2,247
Private gifts, grants and conuacts 37,758 44,201 a2.n%g
Endowmentincome 204 204
Sales angd serwce, egducaignal 10,233 10,233
Salgg and sarvice, auliary entaronses 121,368 121,365
Sales and service, hospital 225,185 224 155
Sales and service. GICLD Cracios pran §4,317 34 517
Becavery of indirect ca51s J2.652 17 32,563
Cirer invesimentincame 15.610 N 16,401
oiner 57 394 AR] 58354
Totai cumant funds revenues 975,642 214,133 1,189,975
Expaniures:
Insirycusn 482,152 39,565 321,377
RAesaarch 37.754 37,293 125,453
Pyblic sernce 14,819 28,057 42,875
Acacemc subpart 10t 347 12,333 114,243
Stucent sanices ar7.514 3959 83,512
Ingstuuenal support 142,292 2,383 145,781
Qreraticn anc maintenanag of plant 138,084 2,766 128,954
Schpiarsos and fellawsios 38,112 41,354 114,580
Auxliary enigronges 124,027 124.027
Hospoial 218.583 218.%33
Groud pracica man 99.6C3 93 603
Tolal current funds expenditures 1,485,472 258.794 1,744, 268
Trangfers and ather changes:
Mangaiory raniers:
Fnacioal and intgrest {32.96¢6) {32.998)
Renawals ard reslacements (r.381 {1.381
Studant igan lung matchung 397 {asn
Cuter {72.585) {72.695
Nprntandatory Tansters ang other changes:
Transtars of apgropratan 57v9.488 35.7458 615,513
Transters of Dond proceads 8.715 a.71s
Unegyoented plant lungs {3,800 {2,800
Henawuls and régiagamants (7,923 (284) {8,211
Cinar ngnmandatory ransiars {474) {479) {953)
Pafunts 1a graners {222 {222
Exzess of ransiars 1o revenue over
resiciad recsipls 247 247
Total r2nsters and other changes 460.720 43,321 504.041%
Total decrease in fund balances 3 [15.110) H {1,140 $ {50,250}

Saa notes ip general purpose linanciat state ments.
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1.

COMMONWEALTH OF MASSACHUSITTS

JOTES TO _GENERAL PURPOSE TINANCIAL STATEMENTS

FISCAL Y=aRr ENDED JUNE 30, 19933

Summary of Significant Accounting Policias:

The accompanying financial statements of the Commonwealth of
Massachusetts (the Commonwealth) have been prepared in accerdance with
generally accepted accounting principles (GAAP). The Governmental
Accounting sStandards Board (GASB) is the recognized standard-setting body
faor escablishing governmental accounting and financial reporting
principles. The more significant of the Commonwealth's accounting
policies are described below.

a. Reporting =ntity =

The financial statements include the departments, agencies, bhoards,
and commissions governed by the legislative, judicial and
censtitutional offices of the Commonwealth, the public institutions
of higher education, and the State Employees' and Teachers:
Retirement Systems. Alsc reportad are the independent authorities
and other organizatiocns over which oversight authorisy is exercised.
These authorities, which are reported as Enterprize Funds, were
included based on the follewing criteria:

- Commonwealth's ability to exercise oversight reaponsibility,
evidenced by:

- Financial interdependency

- Selection of governing authority

- Designation of management

- Ability to significantly influyence operations
- Accountability for fiscal matters

- Scope of public service. Application of this criterion involves
considering whether the activity benefizs the govermment and/or
izs citizens, or whether the activity is conducted within the
geographic boundaries of the government and is generally available
te its citizens.

- Existence of special financing relationships, regardless of
whaether the government exercises oversight resconsibility.

The following authorities are included in the reporting entity:

Massachusetts Bay Transportation Autherity {(MaTA)
Massachusatis Convention Center Authority (MCCA)
Massachusetts Water Resources Authority (MWRA)

Bay State skills corporatien

Government Land Bank

Massachusetts Community Develcopment Finance Corporation
Massachusetts Industrial Finance Agency

Exhibit C-16




COMMONWEALTH OF MASSACHUSETTS

MOTES TO GEMNERAL PURPOSE FIMNMANCIAL STATEMENTS

FISCAL YSAR INDED JUME 30, 1593

(Centinued)

1. summary of significant Accounting Policies (Continued):

a. Reporting Entity (Centinued) =

Massachusetts Technology Development Corporation
Massachusetts Technology Park Corperaticon
Massachusetts water Pollution Abatement Trust (WPAT)

The following authorities are excluded from the reporiing entity:

The Massachuset*s Turnpike Authority - Board members ars appointed by
the Governor for staggered thres-year tarms but do not malinzain a
significant relaticnship with the Comzorwealth. The Turnpice
authericy is financially independent of the Commenwealith because it
establishes its own rates, issues debtT and serts budgets without
Commonwealth oversight. Debt is suppertuad solely Zrom i1ts revenues.

Tha Massachusetts Port Authority - 3card members are appointed by the
Governor for staggered seven-year terms, but the Port authority is
considered financially independent of the Commonwealth because it
selects management staff, sets user charges, issues debt, establishes
budgets and controls aspects of general aviation and other
transportation management and development without oversight by the
commonwealth. The Commonwealth provides no funding, and the Port
Authority's debt is supported solely by i%s own revenues.

Massachusetts Home Finance Agdency, Massachusetts Housing Finance
Agency and Massachusetts Health and Educational Facilitiess Authoricy
(MHEFA) - The Commonwealth does not have the ability to significanctl
influence opera%ticns of these entities, nor does it guarantee their
debt. Therefore, the Commonwealth does not exercise oversignt
resconsibilizy over them. The Commonwealth maintains no special
financing relationships with these entitlies.
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1.

COMMONWEIALTHY NF MASSACHUSETT

MOTES TO GINIRAL 2URPOSE FIVANCIAL STATEMENTS

L]

ISCAL YZAR TNDED JLUNWZ 30, 1963

{Continued)

Summary of 3Significant Agcounting Policies (Continued):

b.

fund Accounting -

The Ccmmenwealth reports its finanelal position and results of
operaticns in funds and account gsoups, 2ach of which is considered a
separate acccunting entity. The cperations of each fund are
accounted for with a set of self-balancing accounts that comprise its
assets, liabilities, fund equity, Tevenues and expenditures/expenses.
Transacticns between Iunds within a Zund type, if any, have not been
eriminated.

ACTOunt grouzps are accounting entitiss used to provide accauntabilicy
for the Commonweilth's general fixed assats and general long-term
cbligations. They are not considered funds because they do not
report expendable avallakble fipancial resources and rzlatsd

Llablilties.

The Ccmmonwealth has established the follewing fund categories, fund
types and account graups:

Gavarnmental Funds - account for the general governmental
functions of the Cammanwealth.

The General Fund is the primary cperating fund of the
Cemmonweaith. It is used ts accsunt for all governmensal
transactlions, except those required to be acceunted *
another Zfund.

ar in

Special Revenue Funds are used to account for scecific revence
sources, other than expendable trusts or major capital finaacing,
that have been segrsgated according to state finance law to
support specific governmental activities.

Capital Projects Tunds are used %o account for financial
resources used te aczuire or construct major capital assets and
te finamce local capizal prejects. These resources are derived
primarily f-om procesds of genaral ohbligation bonds, which ars
generally receivad af<er the expenditure has been incurred, and
from federal reimbursements,
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COMMONWEALTY OF MASSACHUSETTS

NOTES T0 GEMTRAL PURPOSE FINANCIAL STATEMENTS

FISCAL YEAR TNOED SUNE 30, 1993

{Cantinued)

1. surmary of gignificant Aecounting Policies (continued):

b. Fund Accgunting {¢ontinued) -

proorietary Tunds - are used Lo acceount for activities similar to
those found in the private sector where net incaome and capital
maintenance are measured.

Enterprise funds are used to account for operations that are
financed and operated in a manner similar to private business
enterprises. ¢osts of providing goods and services to the
general public on a continuing bmasils, includipng depresiaticn, are
financed or recovered primarily through user charges.

riduciary funds - are usad to account for assets held by the
commonwealth in a trustee cagacity, or as an agent for
individuals, private organizaticns, other governmental units,
and/or other funds.

Expandable Trust Fupnda are used to account for trusts whose
principal and income may be expended for their designated
purpose.

Nonexpendable Trust Funds are used to account for trusts whose
principal cannot be spent.

Pansion Truat Funds are used to account for the assets,
jiabilities and fund equities held in trust for the State
Employees' and Teachers' Retirement Systems.

Agency rFunds are custodial in nature (assets egual liakilizies)
and do not inveolve measurement of the results of ogeraticns.

yniversity and College Fund - is used to account for the
activities specific to the operation of the Commonwsalth's public
institutions of higher education, including its medical schoel,
and ralatasd Hospital, Group Practice Plan and building
authorities.

current Funds are used teo account for unrestricted funds which
may be used at the discreticon of the individual institutions’
governing bodies and for restricted funds which must be utilized
for specific purposes established by others.

Loan funds account for regsources available to make loans te
students, facility and stafl.
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COMMONWIALTY OF MASSACHEUSETTS

HOTES T0O GENMERAL PURPOSE FIMANCIAL STATEMENTS

TISCAL YEAR INDEID JUNE 38, 1992

{Cantinued;)

1. summarv of significant Accounting Policies {continued):

b,

Fund Accounting rContinuedy -

Universitv and Colleqe Fund Continued) -

Endowment and similar Funds are cemparable to trust funds, in
that they must be administered according to the terms of speciflics
agreements.

?lant Funds are used to account for resources that have been ar
will be invested to acguire ar repair fixed assets or fer the
related debt service.

Acgount Grouns - establish ceontrsl and accountability aver the
Commonwealth's general Iixed assets and genaral long-ternm
¢bllgations.

The General Fixed Assets Account Group is used to account for
general fixed assets of the Commonwealth, which exclude =he fixed
assets of the Enterprise and University and Collega Funds.

The Gerneral Long-term CObligatisns Account Group is used to
account for general and special obligatien long-term bonds and
notes lssued by the Commenwealth, obligaticns under capital
leases, certificates of participation, unpaid pensicn costs,
compensatad absences, claims and judgments and ocher long-tem
obligations, except for the liabilities of the Enterprise and
University and College Funds.

3asig cf Acemunting -

Goverrmental and Expendable Trust Funds are accounted for using a
flow of current f£inancial resources measurement focus and the
modified acecrual basis of accounting. Revenues are recognized when
they beceme both measurable and available. “Available-~ means
expected to be collectible within the current period or socon enocugh
thereaftar to be used to pay liabilities of the current period.
Significant revenues susceptible to accrual ineclude income, sales and
use, corporation and other taxes, faderal grants, federal
reimbursements and other reimbursements for use of matarials and
services. Revenues from other sources are recagnized when received.
Ixpenditures are recorded in the period in which the related fund
liability is incurred. Principal and interest on general long-term
obligatiens are recorded as fund liabilities when duae.
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COMMONWEALTH OF MASSACHUSETTS
NOTIS TO GEWNERAT 2PURPOSE TINANCIAL STATEMENTS

FISCAL YZAR DMDED JUME J0, 1993

{Centinued)

1. summary of significant Accounting Policies [Continued):

C.

Basis of Accounting {Continued] -

Enterprise, Nonexpendable Trust and Pension Trust Funds are reported
using a flow of economic resocurces measurement focus and the accrual
bagis of accounting. Under this methed, revenues are recorded when
earned and axpensas are recorded at the %time liabilities are
incurred.

Agency Fund assets and liabilities are reperted using the modified
accrual basis ef accounting.

University and College rfund activities are reported using the acorual
basis of accounting, excapt that depreciation is recorded anly for
these plant fund assets related to the hospital and group practuice
plan,

statutory (Sudgetary) Accounting -

The Commonwealth's budgets are adopted in accordance with a statuzsry
basis of accounting which is net in accordance with GAAP. Ravenues
are generally recognized whan cash is raceived. However, ravenues
receivable for federal grants and reimbursements are recognized when
related expenditures are incurred. Amounts due from certain
pelitical subdivisions of the commeonwealth are recsgnized when
considered measurable and available at year end.

Expenditures generally are recorded when the related cash
disbursement occurs. At year end, payroll is accrued and payables
are recognized, to the extant of appraved encumbrances, provided that
the goods or services have been received by June 30. Other
encumbrances are lapsed. Coats incurred under the
federally-sponscred Medicaid program, amounts reguired to settle
¢laims and judgments against the Commonwealth, and cer=sain other
liabilities ars not recognized until they are encunbered or otherwise
processed for payment.

tndar the statutory basis of accounting, the Commonwealth uses
encumbrance accounting to recsrd the full amount of purchase orders,
contracts and other commitments of appropriated resources as
daductions from the appropziation prior to actual expenditurs., In
tha Governmental Funds, encumbrance accounting is a significant
aspect of budgetary centrol.
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COMMONWTALTYH OF MASSACHUSETTS

WOTES TO GENERAL PURPOSE FTIMNANCTAL STATEMENTS

F1SCAL YEAR EMDED JUNE 30, 199)

{Continued)

1. summary of Significant Acrounting Policies f{Continuedy:

d.

cash and short-term Investments and Investments -

The Commonwealth follows the practice of pooling cash and cash
aguivalents for all of its Governmental and Fiduciary Funds. cash
equivalents consist of short-term investments with an original
maturity of three months or less and are stated at cost. Because
this cash is pooled, an individual Governmental er Fiduciary fund may
have a cash deficit. In these instances, the fund with the cash
deficit will borrow from another fund. These interfund borrowings
are reported as “Due Irom other funds” and “Due to cther funds* on
the balance sheet. Interest earned on pooled cash i1s allocated to
the General Fund, Ixpendable Trust Funds and to certain Special
zevenue Funds when so directed by law.

Zguity securities of the Pension Trust Funds and deferred
compensation plan investments are stated at market. The
Massachusetts State Teachers and Employees Retirement Systems Trust
(MASTEZRS) and the Pensicn Reserves Investment Trust Fund ([PRIT),
collectively the Pension Trust Funds have acquired investments in
real estate, venture capital funds, real estate funds, limited
partnerships, futures poocls, international hedge pocls, commodities
pools, balanced pools, leverage buycuts, private placements and other
alternative investments. The structure, risk profile, return
patential and marketability differ from traditional equity and fixed
income investments. As of June 130, 1993, the estimated values,
determined by management with input from the investment managers, of
these alternative investiments were $487,529,832 in the Trust and
$588,502,887 in the Fund.

Investments of the Unlversity of Massachusetts (UMass) are stated ax
the lower-of-cost or market (except for debt instruments to be held
to maturity which are carrjed at amortized cost). Other investmenrts
re stated at cost or amortized cosat.

Annuity contracts represent guaranteed investment contracts and are
carried at present value.

Recejvables -

Receivablss are stated net of eatimated allewances for uncollectible
aceounts. Reimbursements due to the Cemmonwealth for its
expenditures on federally-funded reimbursement and grant programs

re reported as “Due from federal govermment."” The receivables in
the Proprietary and University and College Funds are amounts that
have arisen in the normal course of business.
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{Cantinued)

surmary of Significant Accounting Policies {Continued):

Inventaries -

The costs of materials and supplies are receorded as expendiztures in
Governmental Funds when purchased. Such inventories are not material
in total to the financial statements.

Inventories included within Enterprise and the University and College
Funds are stated at the lower of cost, using the first-in, first-out
method, or market.

Fixed Assets -

For Governmental Ffunds, general fixed asset acguisinions ars recorded
as expenditures in the aczuiring fund and capitalized in the General
Fixed Assets Account Group ip the year purchased. General fixed
assets are recorded at historical cost, or at estimated historical
cost 1f actual historical cost is not available., 0Donated fixed
asset3 are recorded at fair market value at the time of the deonation.

The Commonwealth capitalizes all land. It capitalizes buildings and
eguipment, including computer scftware, with costs in excess of
fifteen thousand dellars at the date of acquisition and expected
useful lives of greater than one year. Interasst incurred during
construction is not material and it is not capitalized.
Infrastructure (roads, bridges, tunnels, dams, water and sewer
systems, aetc.) is not capitalized. Ho depraciation is provicded on
ganeral fixed assets.

Fixed assets of the Enterprise Funds are capitalized upon puzchase
and depraciated on a straight-line basis over the estimated useful
liveg of the assets. Interest incurted during constructien is
capitalized. The estimated useful lives of fixed assets are as
followa:

Structuras and improvements 1 - 100 years
Equipment, furniture, fixtures and vehicles 3 - 25 years

Fixed assets of the University and College Fund are recorded at cost
when purchased or constructed. Major construciion projects f£inanced
through the issuance of commonwealth bonds ars not recognized as
additiona to investment in plant until completed. For fixed assets
related to the hospital and group practice plan, depreciation is
recorded on a straight line basis over the estimated useful lives af
the assets.
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{Continued)

1. summary of Significant Accsunting Policies {Ceontinuedj:

h.

Interfund/Intrafund Transactions -

puring the course of its operations, the Commenwealth recards
transactions between funds and/or between departments. Transactions
of a buyer/seller nature between departments within a fund are not
eliminated from the individual fund statements. Receivables and
payables resulting from transactions hetween funds are clasgsified as
"Due from other funds" or "Due to other funds” an the balance gheet.

Fringe 8Benefit Cost Recovary -

The Commeonwealth appropriates and pays the fringe benefit costs of
its employees and retirees through the General Fund. These fringe
beneficts include the ¢osts of employsees* health insurance, pensioans,
unemployment compensation and other caosts necessary to support the
state workforce. As directed by Massachusetts General Laws, these
caosts are assessed to cother funds based on their payroll costs, net
of credits for direct payments. Sinca these fringe benefit costs are
not separately appropriated or otherwise provided for in these funds,
the required assessment creates an unfavorable budget variance in the
budgeted funds,

Scheol Construction Grants -

The Commenwealth is committed to reimburse certain cities, towns and
regional school distriets for a portion of their debt service costs
for school construction and renovation. This liability is recorded
in the General Long-term Obiigations Account Group.

Compensated Absences -

Employees are granted vacaticn and sick leave in varying amounts
based on collective bargaining agreements and state laws. Upon
retirement, termination or death, certain employaes are compensated
for unused vacation and sick leave (sybject to certain limitations)
at their then-current rate of pay.

For Governmental Funds and Expendable Trust Funds, vested or
accumulated vacation and sick leave that ara expected %o be
liquidated with expendable available financial rescurces are reported
as expenditurea and fund liabilities. Amounts that are not expected
te be so liguidatad are reported in the Gemeral long-term obligaticns
Account Group.
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FISCAL YZAR ZMDED JUNE 30, 1993

{Cantinued)

1. Summary of Sigpnificant Accoupting Policies {Continuad):

k.

cempensated Absences [Continued) -

In the Entarprise and the University and College Funds, emglcoyees®
seccumulated vacation and sick leave are recorded as an excense and
liability as the benefits accrue. :

Lottery Revenue and Prizes -

Ticket revenues and prizes awarded by the Massachusetss Littazry
commission are recognized as drawings are held. For cesrtzain prizes
payable in installments, the Commonwealth purchases annuizias in th2
cocmmonwealth's pame, which are recorded as annultly contracta and
prizes payable in the Agency TFunds. Ths Commonwaalth retains tnhz
risk related te such annuities.

Risk Financing -

Tha Commonwealth does not insure for workers' compensaticn, zasucalzy
thef:s, tort claims and other losses. Such lesses, including
estimates of amounts incurzed bhut not reported, are includsd as
acerued liabilities in the aczompanying financial statements whan the
claim is incurred. For workers' compensation, the Cammanwzgalth
assumes the full risk of claims filed under a program manazad Dy tie
Public Employee Retirement Administration. For personal njury
property damages, Massachusetts General Laws limit the risx assumed
by the commonwealth o $100,000 per occurrence, in mest
circumstances., The Group Iasurance Commission administers nealth
cara and other insurance f£zr the Commonwealth's =mployess and
retirees,

]

Tcral columns = Memorandum onlv -

moral columns on the combined financial statements are cagzicned
~mamorandum only” to indizace that they are presented only 2
facilitate financial analysis. Data in these columns do nsT pr
econsclidated financial position, results of operations or ¢

rnrerfund eliminations have not been made in the aggregatizn sf th
data.

=]
asn £
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{Continued)

summary of Sicnificant Accounting Policies (Continued;:

. Reclassificationsg -

For the fiscal year ended June 30, 1993, certain reclassifications
have be2n made %o the 1932 balances to conform vo the presentation
used in 1993.

The presentation of the separately issued Enterprise Funds financial
statements has been reclassified to conform to the accecunting
classifications used by =he Commonwealth.

icntion of Accounting Pronouncements -

Q0
y
4
it
-
1
0]
e
()

The GAS53 has issued the following statements which the Commonwealsth
has nct yet adeopted and which require adoption subsequent o Jupa 30,

1993:
Adeoprtion reguired
Statement Ng. in fiscal yeac
14 The Financial Reporting Entity 1994
16 Accounting for Compensated Absences 1994
18 Accounting for Municipal solid
Wasta Landfill Closure and
Postclosure Care Costs 1994
24 Accounting and Financial
Reporwing for Prosristary
Funds and Other Governamental
Entities That Use Propriatary
Tund Accounting 19%5
21 Accounting for Zscheat Property 1995
22 Accounting for Taxpayer-Assessed
7ax Revenues in Governmental
Funds 1995
The impact of these statements has not yet been determined.
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{Continuad)

Budcetary Control:

State finance law requirss that a balanced budget be approved by the
Governor and the Legislature. The Governor presents an annual budget to
the Legislature which includes estimates of revenues, expenditures and
other financing sources and uses anticipated during the coming fiscal
year. The Legislature, which has full authority to amend the budget,
adapts an expenditure budget by appropriating monies, at the individual
appropriation account level, in an annual appropriation act.

For fiscal year 1993, the Legislature enacted a provision requiring that
the general appropriation act include a revenue budget to show the
agrimates of amounts expected To be available to firnance appropriated
expenditures.

Before signing the appropriation act, the Governor may vela any speciiic
item, subject to legislative override. Further changes Ic the budget
established in the annual appropriation account may oe made via
supplemental appropriation acts or other legislative acts. These also
must be approved by the Legislature and signed by the Governer and are
subject to the line item veto.

The majority of the Commonwealth's appraepriations are nen-continuing
acecounts which lapse at the end of each year. Others are continuing
ac=ounts for which the Legislature has authorized that an unspent balance
from the prior year be carried forward and made available for current
spending. In addition, the Legislature may direct that certain revenues
be retained and made available for spending within a specifi
appropriation account.

Generally, expenditures may not exceed the level of spending authorized
for an individual appropriation account. However, the Cocmmonwesalth is
statuterily regquired to pay debt service, regardless of whether such
amounts are apprepriated. cCertain interfund assessments to allocate
fringe benefits and other c¢osts ara mandated by state firance law but not
itemized in the appropriation process or separately budgeted. 1In
addition, Massachusetts General Laws authorize the Commissicner of
Administration, with the approval of the Governor, to withheld allotment
of appropriated funds, effectively reducing the account's expenditure
budget, upon determination that available revenues will be insufficient
to meet authorized expenditures.
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{Continued)

Budgetary Control (Continued):

The original fiscal year 1993 appropriation act authorized a total of
$13,340,381,000 in direct appropriations, $547,426,000 in authorizatiaons
to retain and expend <ertain ncn-tax revenues and S175,766,000 of
interagency chargebacks. The act also ineluded estimates of
$9,685,000,000 in tax revenues and approximately $4,754,6500,000 in
non-tax revenues. With these reventes {exclusive of chargebacks)
projected to total approximately $14,439,600,000, and with unregerved
balances of approximately $82,878,000 carried forward fram fiscal year
1992, the budget asz presented in this original appropriation act was
cznsidered to be in balance.

During fiscal year 1993, the Legislature also passed and the Governer
signad, with scme modification through veto, several supplemental
budgetary appropriations. These amounts added approximately $412,836,000
in direct appropriations and $35,397,000 in additional retained revesua
authorizations.

Subsequent to June 30, 1993, tha Lagislature passed and tha Governor
signed, with modification through veto, approximately 576,383,000 in
additional supplemental appropriaticns. These actions raised ta
approximately $15,088,589,000 the total of appropriations and retained
revenue authorizations. Appropriations continued from fiscal year 1992
totaled approximately $231,030,000, and certain intrafund and interfund
transfers and expenditures, directed by statute, totaled approximately
$223,339,000,

Because a practice of lagally ypdated ravenue budgets is not in place,
the revenue projections included in the original appropriation act are
used as the budgeted revenues in the Combinad Statement of Revenues,
Expenditures and Changes in Fund Balances - Statutory Basis - Budget ang
Actual - General and Budgeted Special Revenue Funds (combined budget ard
actual statement}. As a result, the comparisen of the initial ravenue
budget to the subsequent, and often modified, expenditure budget can be
misleading.
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FISCAL YTAR ENDED JUNE 30, 1993

(Continued)

Budgetary Control (Continued):

Appropriations are enacted for the General Fund and certain Special
Revenue Fund activities. For these funds, a Combined statement of
Revenues, Expenditures and changes in Fund Balances - Statutory Basis -
Budget and Actual - General and Budgeted Special Revenue Tunds is
included. The Budgeted Special Revenue Funds presented are the Highway,
Local Aid, Commonwealth stabilization, Administrative Control,
Envirenmental and COther.

The Office of the Comptroller has the responsibility to ensure that
budgetary spending control is maintained on an individual agporepriation
account basis. Budgetary control is exercised through the Hassachusetts
Management Accounting and Reperting System (MMARS). MMARS ensures that
encumbrances or expenditures are net progessed if they excesed the
appropriation asccount’'s total available spending authorization, which is
considared its budget. However, the Legislature has dirscted certain
incerfund transfers which are not budgetad. This results in unfavorable
budget to actual variances in both “Other financing sources” and "Other
financing uses.”

A MMARS report, intvernally identified as RPT228, is used by management
and the office of the Comptroller to monitor spending againgt budget.
This report provides information at the individual appropriation account
level, which is the legal level of budgetary control and it is available
from the Office of the Comptroller. For financial reporting, the

coemmonwealth groups these appropriation accounts by charactsr and
secretariat to conform to its organizational structure.

on the statutory basis, the Commonwealth Stabilization and Administrative
control Funds are sagregated from the General Fund apd reclagsified as
budgeted Special Revenue Funds to reflect the intent of the Legislaturs,
which established statutory funds for specific approgriated activities.
These accounts are included in the General Fund in the combhined financial

tatements, consistent with their presentaticn in prier fiscal years.

Exhibit C-29



COMMONWEALTY 0OF MASSACHUSETYS
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FISCAL YEAR ZHUDED JUNE 30, 1931

{Continued)

2. 3Budgetary control (Continued):

The follcwing is a reconciliation of the statutsry basis excess of
revenues and other financing sources aver expenditures and other
financing uses of the General and budgeted Special Revenue rFunds to th
GAAP basis presented in the financial statements (amounts in thousands):

Special
Genaral Ravenue
Excass (deficiency) of revenues and other
financing sources over expendizires and other
financing uses (statutery basis) 1$339,8683, 5352,992
3:
ncy) ol revenuss ard cther
penditures and ciler uses for:
llon-budgeted Special Revenue Funds {36,213)
Perspective differences:
Certain activities treated as Special Reverue
Funds feor statutory and as pars of the
Genaral Fund for GaAp 65,938 {66,936)
3asis of accounting differsnces:
Residual eguity transfer {79,656}
Net increase in taxes receivable 66,401 37,822
Net decrease in due from federal government {32,424 {2,251y
Net increase (decrease) in othe- raceivables
and other assets 270,221 {2,686
Meu decr=ase in tax refunds and abatements
cayable 42,5019 29,060
Het increase in acsounts payable and other
liabilities f297,121) {78,323
Excess (deficiency) of revenues and other
fipancing sources over expenditures and
other firnancing uses (GAAP basis) {$212,898) $233 . 461
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{Contir;xued)

Deposits and Investments:

cash and shor<-term Investmgnts -

mhe Commonwealth maintains a cash and short-term investment pocl which is
utilized by the Governmental and Fiduclary Fund types.

As of June 130, 1993, the carrying amount of the Commonwealth's total cash
and short-tarm investments was §$366,083,000, and the corresponding bank
palances wera §77,459,000. Bank deposits in the amount of §$19%,120,000
ware insured by the Federal Deposit Insurance corporation, and
$58,23239,000 were uninsured and uncollateralized.

Investments -

mea Commonwealth maintains an investment paol, the Massachusetts
Municipal Depository Truss (MMDT), that is available for use by all
funds. The deposits and investments of the Enterprise and the University
and college Funds and the investments of the Pension Trust Funds are held
separately from those of other state funds, with the exception of their
investments in MMDT.

Statutes authorize the Commonwealth to invest in obligations of the U.s.
Treasury, authorized bonds of all states, banker's acceptances,
certificates of deposit, commercial paper rated within the three highest
classifications established by sStandard & Poors Corporation and Moody's
commercial Paper Record and repurchase agreements that any of these
obligations secure. Investments in the MMDT are carried at cost, which
approximates market. The investment policies of the entities included in
the Enterprise Funds are the same as the Commonwealth's, except that they
permit investment in equity securities. The Pension Trust Funds are
permitted to make investments in equity securities, fixed income
securities, real estate and other alternative investments. In the
following table, these alternative investments, venture capital and
futures poels are classified as other investments.
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{Continued)

Depogits and Iavestments (Continued):

Investmants (Continuedy -

Short-term iLnvestments and investments are classified as to collateral

risk into the Zollowing three categories:

Category l:

Insured or registered, or securities held by the

commonwealth or its agent in the Commonwealth's name.

Category 2:

Uninsured and unregisteresd, with securities

held by the

counterparty‘'s trust department or agent in the
commonwaalth's name.

Category 3: Uninsured and unregistered, with securitiss held by the
csunterparty, or by its trust deparTment or agent but net
in the Commonwealth's name.

Investments at June 30, 1993, are as follows (amounts in thousands):

Carrying amount
Category Category  Category Market
Invagtmant 1 2 3 Total value

Repurchase agresaments $ 223,191 $ 2,447 $ 48,5463 - 474,181 H 894,181
U.5. Treasury obligations 558,495 33.5%Q 34,795 &245,080 626,697
Commercial paper 239,044 4,830 347 874 L7 874
Government obligations 2,335,373 134,145 12,413 2,483,653 2,485,802
Equity securities 5,494,745 14,709 7.214 5,714,448 $.117.382
Fixed income segurities 1,457,034 §3.818 1,494 1,512, 38 1,512,944
Eurodollar contracts 54 ,9C8 54,508 56,272
Asset bacred invastments 14,141 41,348 5%,307 55,552
Rotes 7. w97 3,942 11,9%9 17,554
11,722,227 I62,000 139,251 12,203,478 12,212,278
Money market imvestments 1,108,758 1,107,088
Muryal fund investaents 18,345 18,345

Deferred compensation plan
mulual funds 895,748 B9%, 768
Annyity contracts 75,442 G5, 442
Guarantesd income CoONtracts 315,753 318,753
Apal sstate 03,03 703,031
Assets held in trust 1,518,389 1.518,3a%
Other 373 co2 373,002
Total 318 112 974 $18 122 Q74
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(Cantinued)

peposits and Investments icontinued):

Invaestments (Continued) =

The Pensisn Trust Funds hold approximately 8%5% of the investments in
category ., the Interprise Funds hold 33% and 51% of the investments in
categories 2 and 3, and the University and College Fund holds 67% and 32%
of catagories 2 and 3, respectively.

The following is a reconciliaticn of the two different investment amounts
at June 30, 1993 (amounts in thousands):

Tpvestments as summarized above 513,112,978

tess: Sher=-term investments regoried 1n the combined
balance sheet as cash and short-term investments 2,285,933

Restricted investments reported separately in the
carbined balance sheet 767,433

pefarred compensation plan mutual funds reported
separately in the combined balance sheet 895,763

Ass==3 held in trust reported separately in the
comoined balance sheet 1,318,389

Aanuisy contracts reported separataly in the

combined balance sheet 975 447

rnvestments as reported on the combined balance sheet $11.689,98%

Tthe following is a reconciliaticn of the balance of cash and short-term
investments at Jupe 30, 1991 (amounts in thousands):

carrying ameunt of cash and cash eguivalents $ 366,082
Short-term investments

2,265,584

cash and short-term investments as reported on the
combined balance sheet $2,632,067
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3

JUNE 30, 1993

{Centinued)

Recaivablas:

The following schedule details the taxes, federal, loans and other
receivables presented in the various funds (amounts in thousands):

Due from Allowance
fecaral for Net
Tanes goverrment Loansg Other uncollectibiles receivable
Gereral Fund $ 897,534 § 7N H 0 5 808,875 {($ BS0.491) 11,412,897
S0ec1al Reverus Funds 411,126 112.943 90,767 (194, 109) &20 74T
Capital Frojects funds 7.t 721 (244 B7, 848
Intararise Fungs iTR2 175,534 29,29 {3,924) 380,083
Trusl and Agency 349,548 1,428 3,131 251,533 (210,950 420,122
Hiversity andg
College fung o329 43 355 134 414 (30, TLS) 137 _AS2
Subtelal 1,878,255 1,013,222 232,390 1,315,804
Less;  Allowance for
uncollectibte
accounts (629 938 (%% 304 19 141 (8453043 {31,330 4843
Nef reczivable $1 457 317 3 68T 3ty £221 449 $ 470 503 53.1C9 *R?
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{Continued)

rntarfund Transactions:

Interfund receivables and payables at June 30, 1993 are summarized as
follows (amounts in thousands):

Cue from Jue Tt
General fund:
special Revenue Funds:
Local Aid 5 Q $237.938
Enterprise Funds:
MBTA 262 045
HCCA 5.290
Eeanomic Davelopment Authorities 23
Trust amd Agency Funds:
pension Trust 3,274
Univertity and College Fund:
Current - Unrestricted 12,408
Subtotal 15 334 ~34 3146
Special Revenue Funds:
General Fund 217.938
capital Projects Funds:
Highway 1e, 706
Enterprise Funds:
HETA 94,4438
University and Colliege Fund:
Current - Unrestricted IX-F 538
Subtotal 113,133 94 983
Capital Projects Funds:
Special Revenue Funds:
Locakt Aid 74,700
Capital Projects Funds:
General 19,917
Highuay 3.749
Federal Wighway Contstruction 57,295
Local Aid 13,467
Other 58
Enterprise Funds:
Economic Development Authorities 31,059
MURA 1,600
Subtotal 57 353 176,714
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TISCAT YEAR EMDED JUNE 130, 1593
{Centinued)
5. Interfund Transacriong (Continued):
bue from Cue to
Enterprise Funds:
General Fund 248,378
Special Revenys:
Highway Fund 94,448
Capital Projects Funds:
Generatl 13,450
Local Aig 29,209
Subtotal 385 485 o)
Fiduciary Funds:
Expendabile Trust Funds:
Expendable Trust ‘09
Uremployment Compensatlion L0e
Pangion Trust Funds:
seneral T 274
Subratal 409 31 4BS
University and College Fund:
Generatl Fund 12,508
Sgecial Revenue Funds:
Qther 535 497
University and College Furd:
Surrent - Unrestricted 51
Current - Restricted 25,785 25,864
Flant 70
Subtotal 28,3120 38.890
Tatal $793 3%0 1768 .5%0
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FISCAL YTAS TNDED JUNE 30, 1593

fcontinued)

Fixed Assets:

General Fixed Assets -

7he follewing schedule shows the changes in general fixed assets by
category at June 30, 1993, as restated for the removal of assets related
to the University and college Fund Type (amounts in thousands):

Additions and Retirements and
June 30,1992 ad justments asdiustments Jure 10 1993

{as restaled)

Land $ 374,873 $ 31,178 5 M4 607,904
Buildings 2,090,893 53,901 312,439 2,112,155
Magninery and equioment 323,497 67,453 23,911 347 03%
Congtruction in progress 133 440 5,191 _ b3 739 145,132

Total $2 979,943 $137 723 $105 . L35 3 012,230

e kT T

rixed assets reported in the Commeonwealth's Enterprise runds consist of
tha following at June 30, 1293 (amounts in thousands):

Amaunt
Land ard improvements $ 294,592
Structures and improvements 4,804,421
tquipment, furniture, fixtures and vehicles 1,318 402
Total at cost 4,417,915
Less accumulated depreciation 1 A31 944
Net fixed assats &.785 971
Property held far EXpans ian 7,439
Construgtion in progress 1,458 5349
Total $8_251.9%9
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{Continued)

brp

ixad Assets (Cantinued):

General Fixed Assets icontinued) -

Tixsd assets of the Universitcy and College Fund Type consist of the
following at June 30, 13%93:

Land and imprcocvements 3 40,953
Buildings 1,812,431
Zguipment 461,210

Comstructian Ln progress 9,958

2,124,532

accumnulated depraciation (hespisal

3
and group practics plany f102,561)

2,022,031

Shorc-term FTinancing and Cradit Agreements:

The Commonwealth has issued short-term notes in anticipation of revenue
or sond fipancing. When this short-term debt does not meet the iong-term
refinancing criteria, it is classified among fund liabilitiass.

The Commonwealth lssues short-term notes to provide working capital to
the MBTA. The Commonwealth retires these notes through subsequent
apprspriations and assessments to cities and towns. The notes

cszanding at June 320, 19%1, totaled 5240,000,000 with an intarest rate
3.0%, and matured in Navember, 1993. The Commonwealth subsequently
u
2

'S S

ed comparable notes, alse in the amount of $240,000,000, with an
rest rate of 3.4%, maturing in November, 19394.

Capital Proijects Funds -

The Commonwealth haa issued five-year term minibeonds, which are
redeamable upon demand, to finance capital projects., At June 30, 1993,
minibonds ocutstanding in the cCapital Projects Funds totaled $84,434,000,
with interest rates ranging Srom 5.0% to 9.7%.

The Csmmeonwealth may issue bond anticipation notes to temporarily financas

iza capital projecta, but it must reduce the balance to $204,000,000 at
June 30, No such notes were outstanding at June 30, 1993.
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{Continued)

Shart-term Financing and Credit Agresmants (Continuad):

Lettar of Cradit Agreements -

puring fiscal year 1993, the Commonwealth maintained letter of credit
agreements with several banks to borrow up te $700,000,000 as a
combination of advances and guarantees to provide credit and ligquidizy
support for its commercial paper program. These agreements expire
oct=ober 29, 1993 through September 130, 1994, and the average ¢osts are
approximately 0.3% on unutilized amounts and approximately 0.4% on
utilized amounts.

sdvances were available, subject ta certaln limizations and bearing
in=erest at the bank rate as defined, in anticipation of revenue or zond
proceeds and repayable by the Zollowing September 10, or convertibla =
~arm advances, at the Commonwealth's opticen. No such advances werg drawn
ing the fiscal year ended June 30, 1593, or subsegusat therets.

o N

hy

u

puring fiscal year 1993 the guarantes feature was utilized, and relatsd
fees totaled approximately $2,031,000.

subseguent to June 30, 1991, expiring letters of credit totaling
$300,000,000 were renewed, in the same aggregate amcunt, through
october 28, 1994. The fees on beth ucilizad and unutilized amounts wess
more faveorable than these in existence in 19%3,

ire of Credit Agreement -

The Commonwealth maintained a revolving line of cradit agreement with a
bank through June 30, 1993, in the amount of $150,000,000. Under th:is
agreement, lnterest was charged at the lesser of the federal funds raze
plus 1.5%, or prime, with cammitment fees payable guarterly on the excess
of the commitment amount over the average daily cutstanding principal
amount drawn. This line of credit agreement was net utilized during
fiscal year 1993; commitment fees totaled $75,000.
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{Continued)

short-term Financing and Credit Agrsements (Continuaedj:

Entersrise Funds =

M3TA short-term notes payable ocutstanding at June 30, 1993 totaled
$365,000,000. oOf this amount, $170,000,000 are due October 1, 13993 with
an interest rate of 3.5% and 5§195,000,000 mature March 2, 1994 with an
interest rate of 2.8%.

The M3TA also issued commercial paper te act as financing for capital
expenditures. Al June 30, 1993, $52,000,000 of this commercial paper was
outstanding.

During fiscal year, 1991 Massachusetts Technical Park Corporaticn
obtained a 51,850,000 line cf credit with an interest rate of prime plus
1% per annum. Borrowings at Jupe 30, 1%%3 totaled §805,000 and were
subsaquently repaid.

University and College Funds -
In Cecember, 13990, the UMass Medical School Teaching Hospital Trust

cbtained a $11,000,200 line of credit to finance the constructicn af a
building. At June 30, 1593, it had drawn down the entirs amount.

Long-texm Debt:

Under the Comstitution of the Commenwealth, the Commonwealth may borrow
money (a) for defense or in anticipation of receipts from taxes or othar
sources, any such loan to be paid out of the revenue of the year in which
the locan is made, or (b) by a two-thirds vote of the members of each
house of the Legislature present and voting thereon. The Constitution
further provides that borrowed money shall not be expanded for any other
purpose than that for which it was borrowed or for the reduction or
discharge of the principal of the loan. In addition, the Commonwealth
may give, lean or pledge its credit by a two-thirds vote of tha members
of each house of the Lagislature present and voting thereon, but such
credit may not in any manner be given or loaned to or in aid of any
individual, or of any private asscciation, or aof any corporation which is
privately owned or managed.
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(Continued)

Long~term Debt (Continued):

The Commonwealth has waived its sovereign immusity and consented ta be
sued on contractual obligations, including bends and notes issued by it
and all claims with respect thersto. However, the property of the
Commonwealth is not subject to attachment or lavy to pay a judgment, and
the satisfaction of any judgment generally reguires legislative
appropriatien. Enforcement of a claim for the payment of principal or
interest an bonds and netes of the Commonweal:lh may also be subject ta
the provisions of federal or commenwealth sta:utes, if any, snacted ta
extend the time for payment or impose other ccnstrainta upon enforcemens.

As of June 30, 13%9%3, the Ccmmonwealth had three <ypes of hends
outstanding: general obligaticn, dedlcated inzsme tax, and special
obiigation. The general obligation beonds ars 3zuzhorized and issued

rimarily to provids {unds for state-owned cazlial projec:is and local
government impravements. They are backed by uihe full faith and crediz of
the Commorwealtzh and paid from the Governmental Tunds, in which debt
service principal and interest payments are appropriated. Massachusetts
Ganeral Laws provide for the allecation of bend proceeds to these
authorizations in arrears, as expenditures ars nade, unless the proceeds
are allocated at the time of issuance.

The dedicated income tax bonds relate entirsly
autharization of fiscal year 1990. As a remeg
situation, the Legislature autiorized these ¢
ravenues within seven years.

2 the deficit financin
¥ 32 that financial
nis, to be repaid frem tax

puring fiscal year 1992, the Ceommonwealth issued special abligation
revenuae bonds as authorized under Massachusaezss Ganeral Laws. Such keopds
may be secured by all or a porticn of revenyes zredited to the Highway
Fund and are not gepneral obligations of the {ormenwealth., The issuance
of such special cobligation bonds is authorized in an aggregate amoun® oot
to exceed $1,125,000,000, in fiscal years 19%% through 1994. At June 10,
1993, the Commonwealth had cutstanding $103,777,300 of such bonds,
sacured by a pledge of 2 cents of tha 2l-cent motor fuel excise tax
collected on gasoline.

For financial reporting purposes, long-term tcnds are carrisd at their
face amount, which includes discount and any issuance costa financed.

The outstanding amount reprasents the total p-incipal to be repaid; for
capital appreciation bonds, it represents total principal and interes:t o
be repaid. When short-tarm debt has been refiranced on a lang-term
basis, it is rescorted as ocutstanding as its face amount.
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Long-tarm Debt (Cantinued):

The amount of bonds authorized but uynissued is measured in accordance
with Commonwealth statutes. only the net proceeds of bonds (exclusive aof
diseount and costs of ilssuance) are deducted from the total authorized hy
the Leglslature.

Gereral obligation, dedicated inccme tax and special obligation long-term
bords outstanding (including discount and issuance costs) and bonds
authorized-ynissued at June 30, 1%9%3, are as follows (amounts in
thousands):

Oukstanding Haturicy authorized
Surogge amount dates ~unigsued
Oefiert reguction:
fiscal recovecy $31,044 363 1994-1598 3 §Y 274
Capical orojects:
Generai ' 5,552,564 15942019 2,240,330
Highway 1,383,804 1594-2013 1,328,349
Lacal aig 759, 864 19946-2013 840,283
Qther 190,759 1694 -2025 48, 111
Subratal B 184,593 4 557 093
Total $9,271, 658 $4.474 147

s ==

Interast rates on the Commonwealth's bonded debt ocutstanding at June 30,
19%3 ranged fzom 1.13 to ?.6%,.

changes in long-term bonds (including discount and issuance costs) and
hoends authorized unissyed for the year ended June 30, 1991, are as
fsllows (amounts in thousands):

Bonds Autharized
sutstanding -~umissyag
Salance, July 1, 1992 $9,246,430 £6,393,333
Genaral and special obligation bonds:
Principal less discount and issuance €osts L18,567 {618,567
Ditcount and issuance Costs 8.118
Genaral obligation refunding bonds:
Principal less discount and issuance coits 1,891,458
BDiscount and issuance costs 25,182
Bonds retired fexcluding sinibonds) (2,327,107
tncreass in bonds authorized 141,100
Expiration of authorizations (1.552,199)
Aatirement of lorg-tera bond anticipation notes (50, 200) 30.200
Batancs, June I0, 1997 59 231 458 $4 A14. 347
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{Continued)

Long-tarm Debt (Continuedy:

At June 30, 1981, debt service requirements to maturity for principal
{including discount and issuance costs) and interest are as follows
{amounts in thousands):

vear anding Sune 30 Principal Tnterast Total
1994 5 599,695 s 503,141 $ 1,102,836
1945 630,26% 465,497 1,095,766
1396 643,831 429,277 1,073,108
1997 §70,380 187,169 1,087,549
19918 §913,332 346,126 939,458
1999 anz =hersafter £,09831,951 2,235,888 8,329,939
Total $9,2231,458 54,367,098 513,598,556

Subseguent to June 30, 13%3, the commonwealth lssued $842,995,000 in
general chligaticn refunding bonds and $200,000,000 in ganeral obligation
bonds, with interest rates ranging Ircm 4.1% to 6.0% and from 3.5% to
4.875%%, respectively.

Statutgry Debt Limit -

In fiscal year 1989, Massachusetts General Laws were amended to establish
a limit on the amcunt of dirsect debt cutstanding, effective at the
beginning of fiscal year 19%1. 3y statutorily limiting the
commonwealth s ability to issue direct debt, these amendments provide a
control on annual capital spending. The first-year limit was
$6,800,000,000, with an increase of 5% allowed in each successive fiscal
year, The statutcry debt limit for fiscal year 1993 was §$7,4%7,000,000.

For purposes of ds<armining compliance with the limit, direct debt is
defined to include general ebligation bonds and minibonds at the amount
of their original net proceeds. It excludes discount and issuance costs,
if any, financed by these bonds. It alsc excludes dedicated income tax
bonds, cartain special obligatien bonds, refunded bonds, certain
refunding bonds and bond anticipation notes. Qutatanding direct debt, as
definad, totaled approximately $7,304,584,000 at Juna 30, 1993.

Exhibit C-43



COMMONWEALTH OF MAI3AZHUSTTTS

HOTZIS TO GEMERAT PURPOSE FINANCIAL STATEMENTS

FISCAL YZAR EMDED SUNT 0, 1993

{Continued)

rong-term Dabt (Continuedy:

Advance Refundings and Defoased Bonds -

As authorized by the Massachusetts General Laws, the Commonwealth advance
refunded certain gensral cobligation and ether bonds through the issuance
of $1,917,630,000 of general obligatien re2funding bonds during fiscal
year 1993, Proceseds totaling approximately §$1,89%1,000,000 were used to
purchase U.S. Government securities which, with a cash deposit of
51,194,000, were deposited in irrevocable trusts with an escrow agent to

provide for all future debt service paymeats cf the refunded bonds. 2as a
result, the refunded honds are considersd to be defeased, and the
iiapilities therefore have bean removed frzm the General Long-term
obligations a

ccount Group. As a result ol these advance refundings, the
cemmonwealih decreased current year deb: sarvice payments and =as taken
advantage of lower interest rates, and it has decreased its aggregate
debt service payments by aprroximately $122,732,000 over the next 20
years and incurred an economic gain (the difference between the present
values of the debt service payments of the rafunded and refunding bonds)
of{ approximately §95,150,000. At June 3¢, 1993, approximately
$1,270,000,0C0 of the bonds refunded remain cutstanding and are
considered defsased.

In prior years, the Commonwealth also deZfeased certain general cbligation

and other bonds by placing the proceeds c? bords in ircevecable trusts to

provide for all future debt service payments on the refunded bonds.

accordingly, the trust account assets and the liabilities for =he

defeased bonds are not included in the financial statements. At June ia,

T993, approximately $1,543,000,000 of bends cutstanding from advance
raiundings in prieor fiscal years are congidered defeased.

Changss in General Long-ter: Obligations =

The Commonwealth records its liability for long-term bonds in the General
Long-term Obligations Account Group. Other general long-term obligations
recognized by the Commonwealth are its obliigations under capital lease
agreements (Note l3), school construction grants to partially reimburse
cities and towns for their debt service payments on bonds issued to
finance construction of local or regional schools (Nota 1), compensated
absences (¥ote l), unfunded pension costs (Note 11) and claims and
judgments related to workers' compensation, lawsuits or other claims
pending or threatened (Notes 1, 14 and 15).
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({Continued)

10ong-~-tarm Debt (Continued):

hanges in General Long-term obligations (Continued) -

puring the year ended June 30, 1933, the following changes oczurred in liabilities
raporszed in the General Long-tern Cbligations Acceunt Group (amounts in thousands):

Schoal Unfunded Claims,
Lang-term Capital comstruction  Campensatled pensian judgments
konds Leases grants absences 3 54 and other Tatal
Batance, July 1, 1992

(As restacsd) $9.266 430 $37.2%2 $1,614,435 $34 318 £2, 117 .43%  $I89.43% $13.512.10%
Bond issuances 2.310,03% 2,110.03%
Bond discount 34,300 34.3C0
Bond arincipal payments

{excluding minibonds) (2.,-327.107) (2.327.107:
Long-tera baond antici-

cation notes payable 150,200} {50,200}
Excess of total pension

cant{ributiens requireg

aver tetal contribu=-

tions made 264 549 244,547
Met increase (decrease) 13,923 09 597 110.538) 12,429 07 54%

galance, June 30, 1993 $9 231,458  $33, 3239 $1.926 082 § 76,280 $2 342 254 5401 844 314 031, 247

gniversity and Collage Fund -

Building authorities related to UMass and the state colleges have issued bonds for
consartction of higher education facilities and equipment. Such bonds are
guaranteed by the Commenwealth in an aggregate amount not to axcead 5100,000,000.
The bond agreements generally provide that net revenues from student fees are
pledged as collataral on the bonds and establish bond reserve funds, bond funds,
and maintenance reserve funds. UMass has also entered into various loan agreements
as a participant in MHEFA's ongoing capital asset program te finance construetion
projects and equipmenk.
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8. Long-term Sebt (Continuady:

Universi<v and College Tund (cContinued) -

University and College Fund long-term debt outstanding at June 30,

was as Ioilows (amounts in thousands):

Interest
Purncse rates Amount
MHEFA capital asset program Variable $ 11,587
BurlZing authorities 3.0% - 9.9% 243,562

Maturizies of principal are as follcws {amounts in thousands):

§255,153

Year ending June 30 Amount
1394 § 7,981
1395 8,010
19986 8,618
1997 9,026
1998 9,744

199%% and thersaitar

Total

211,730

5255,159%

1531

Maturity
-dates

1994 - 2008

1994

- 2018

Changes in bonds outstanding reported in the University and College Fund

Tyse 4re as follows {amounts ia thousands):

Amount
Balance July 1, 1992 §253,043
rincipal less discount and
issuance costs 7,903
Bonds retirad, net of amortization
cf discount (5.793)
Balance, June 310, 1993 $255,15%
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{Continued)

Long-tarm Dabt {Continued):

University and College Fund [Continued)} -

UMass acguired a telecommunications system through non-lease debt
financing made under a trust agreement, through the issuance of
certificates of participation which bear interest at an average rate of
7.38% and mature in varying semi-annual installments through fiscal year
2000. Lease payments are funded from UMass student faes and approximate
the trustee's payments to certificate heolders.

charnges in non-cancellable certificates of participation for the
University and college Fund Type are as follows (amounts in thousands):

Year anding June 30 Amouni
1994 $ 3,827
1995 3,625
199¢& 3,617
1997 3,618
19¢8 3,612
1999 and thereaftar 6,681
Total payments 24,777
Less: ' Amcunt representing

interest {5,455)
Minimum non-lease debt financing 519,322

t June 230, 1993, approximately $77,865,000 of bonds cutstanding from
prior years' advance refundings of the University and College Fund
building authorities are considered defeased.
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Long-term Debt (Continued):

Enterorise Tunds -

Bonds and notes outstanding at June 10, 1993, net of unamortized discount
of $194,337 and unameortized deferred loss on refunding of $2035,196, are
as follows (amounts in thousands):

Interast Maturity
furpose rates Amoun t dates
MBTA:
Genaral trargzoitation sysbem 3.42% - 1.1 $1,871.114 1994.2023
Boston Metropolitan Dyserict 1.40% - %, 28% 54,353 1994.202%
MCCA:
furrent interest serial bonds 3.a0% - £.00% 114,440 15994 - 1999
Compound inferest sertal bonds & 6% - &.30% &7,099 2000-200%
MURA:
General revenus bonds 2.00x - 7.25% 1,705,707 1994-2022
Ecomamic Development:
Serial bonds 2.00% - 5.35%% 105, 705 1994 -2008
Term bands 5.45% 42 370 2013
Tatal $4,143 438

s s lreu———

Maturities of principal ars as follows {amounts in thousands):

Year ending Economic
June 30 META HCCA HURA Development Total

1994 $ 53,046 5 4,250 3 39.110 ¢ 5,950 3 102,336
1993 55,436 16,245 142,795 5,145 219,841
1996 64,344 17,085 52.073% 5,308 139,311
1997 &7 ,651 18,050 39,523 5,480 130,708
1998 70,287 19,100 £1,.703 5,480 135,772
1999 and thereafter 1,758 472 838 939 1,945 809 121,015 3,816,235
Tatal $2, G469 758 3143 669 52,161,019 $148 575  $4 %47 021

The amounts above represent the face amount of bonds and notes
outstanding and may diffar from the amounts included in the combined
balance sheet due to treatment of coriginal issue discount in the genaral
purpose financial statements.
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Long-term Debt ‘Continued):

Encernrise Funds {Contipuedy -

During the fiscal year ended June 30, 1393, the following changes
occurrad in bonds, notes payable and certificates of participation,
reportad in the Enterprise Funds (ameunts in thousands):
Econamig
MgTA HECA HURA Cevel ooment Total

galarce, July 1, 1992 fas restated)  $2,345,158  3$143,3525 81,794,993 s 2,509 $L.308,17¢
Principal less discount and

issuance coslis 1.G84,17Q 1,207,213 128,575 2,641 552
ODebt retired, net of
amortizacion gf discount (588,742 14 (174,134 (2.5CO (709,252
Deferreg loss on ~efunding {105, 2008 (101, 7603 {206,552
Defeased debt [RE-YIEANY) (822 40%) {1,588 1224
Bilance. June 30, 1993 $2,031, 671 5143 539 31, 60% 07 $148 575 84 249 432
MRTA -

The legislation under which the MBTA was astablished provides that if, a:z
any time, the MBTA is unable t2 meet any interest or principal payments
due on its debt, sufficient funds will be remitted by the Commonweals: =z
meet such obligations.

The MBTA issued certificates of participation in the amounts of
528,565,000 on December 15, 1988 and $85,795,000 on August 30, 1990 %o
finance the purchase of commuter rail coaches. Under the terms of the
applicable agreesment, the MBTA's obligatien to make the annual payments
on the certificates is subject to the Commonwealth's appropriatisn of
necessary funds in its annual budget. The certificates bear interest a-=
razes ranging from 6.1% to 7.8% and mature as follows [amounts in
thousands):

tear erding June 30 Amount
1994 s 2,670

1995 2,7

1994 2.87%

1997 2,990

1998 3.1

1999 and thereafter 92 32%
104,740
Less: Unamortized discount 1734y
Total $108 704
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{Continued)

Lonc-term Debt (Continued):

Eptorarise Funds (Continuedy -

puring fiscal year 1993, the MBTA raised $887,420,000 through the
issuance of refunding bonds to advance refund $763,915,000 of its
putstanding general transportation system bonds. Net proceeds of
$861,600,000 plus an additioral $§1,173,000 were used to purchase U.S.
Govermment securities which were deposited in an irraveocable trust with
an escrow agent to provide for all future debt service payments on the
refunded bonds. A3 a result, the MBTA's refunded bonds are considered te
be defeased, and the liability for those bonds has been remeved from the
Enterprise Funds. This advance refunding resulted a loss on defeasance
af $105,200,000, which is heing amortized as a component ¢f interest cost
in accordance with the reguiraments of GASB Statement N¥o. 23, “"Accounting
and Tinancial Reporting for Refundings of Debt Reporzed by Prooprietasy
Activities”. As a rasult of the advanca refunding, the MBTA reduced its
aggrzgate debt service payments by approximately $43,500,000 from fiscal
year 1991 to 2022 and achieved an economic gain of approximately
$44,300,000,

MWRA -
The MWRA's bonds are ¢ollateralized by a lien and pledge on cartain of
izs revsnues and other menies. Discount and lssuance costs are being

amor=ized over the life of the bonds.

puring fiscal year 1993, the MWRA raised $972,365,000 through the
issuance of general revenue refunding bonds to advance refund
$822,405,000 of its ocutstanding bonds. Net proceeds of $924,165,000 were
used to purchase U.s. Government securities which were deposited in an
irzevacable trust with an ascrcw agent %o provide for all future debt
service payments on the refunded bonds. As a result, the MWRA's refunded
honds are considered to be defeased, and the liability for those bonds
has been removed from the Enterprise Funds. The MWRA advance refunding
resulted in a loss on defeasance of $101,760,000 which is being amortized
as a component of interest cost in accordance with the reguirements of
GASB Statement No. 23 for the year ended June 30, 1993, As a result of
thae advanca refunding, the MWRA reduced its aggregate debt service
payments by approximately $39,495,000 gver the peried from fiscal year
1993 %o 2022 and achieved an economic gain of approximately $25,552,000.

Mcea -
The legislation which authorizes the issuance of MCCA debt securities

providea for participation by the Commanwealth in the full payment of the
anncal debt service costs.
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{Continued)

rong-term Debt (Contindedy:

tmtorprise Funds (Continued) =

Tsanomic Development -

In prior fiscal years, these entities defeased portions of their bonda by
placing the proceeds of new bonds in trusts to provide for futurs debt
gervice payments on the refunded bonds. Accordingly, the trust account
assets and the liability for the defeased bonds are not included in the
fnterprige Funds. At Juna 30, 1993, $192,625%,000 of such bonds
cutstanding are considered dsfeased.

Twa General Fund and certain Special Revenue and Capital ?Projects Funds
iaciunded in the combined totals have fund deficits at June 30, 1993, as
follows (amounts in thousands):

Fund Amount

General 51,121,538
spacial Revenue:
Federal Grants 17,732
Lotteries 1,992

Capital Projects:

General 172,531
Highway 122,596
Local Aid 65,430
other 8,81%

The deficit in the General Fund reflects the accrual of liabilities for
Medicaid claims at June 30, 1993, and for subsidies to transit
authorities for operating deficits incurred but not yet funded. These
liabilities will ba paid in subsequent pericds as the Legislature
appropriates funda. Deficits in the ncn-budgeted Federal Grants and
I1otteries Funds alsc reflect the impact of agecruals. However, these
deficits are cresated essentially by timing differences, which reverse in

the next fiscal year.

Exhibit C-51



10.

COMMONWZALTH OF MASSACHUSETTS

HOTES TO GENERAL PURPOSE FINANCIAL STATEMENT

FISCAL YEAR ENDED JUNE 38, 1993

{Continued)

Individual Fund Deficits (Continued):

In the Capital Projects Funds, the recognition of mini%ends as fund
liabilities accounts for $84,434,000 of the reported fusd deficits. The
remaining deficits to be financed reflect the time lag tetween capital
expenditures and the receipt or allocatien of proceeds f-am the sale of
related bonds. During the fiscal year ended June 30, 1333, the
Commonwealth continued its policy of reducing the time elapsed between
these events. Subsequent to June 30, 1993, the Commonwealth iasued
$200,000,000 in general obligation bond related to the capirtal projects
funds. cCertain restrictions within Section 20 of Chaptsr 29 limit the
Commonwealth's ability teo sell special obligation bonds which would
Iinance approximately $76,423,000 of the deficit in the Hi hway Capizal
Projects rund. Legislative changes have been raquested =2 eliminate
these restrictions. If legislative changes are not enac-ed and bonds ars
not sold prior to March 1, 1994, then the Commonweal:h csuld lose the
ability to issue such bonds as exempt from U.S. taxes.

Segment Information - Enterprise Funds:

Selected financial information with respect to various segment activitias
included in the Enterprise Funds is as follows (amounts .n thousands):

Seasents
Conventions  VWater Supply  Econemig
and ang vaste Develog-
Transnortation Parking Ph=-21 11 ment

Operating revenues $ 186,572 $ 8.20¢ $ 296,470 $ 2.5
Bepreciation 145,944 8.397 21,777 &, 342
Qperating income (loss) (371,723) (13.331) 30,444 {20.502)
Operating grants 17,643 2,207
Nonoperatling revenues (expenses), net (113,334 {10,223y (172,077 13,20
Cperating transfers 584,478 20,873 11,893
Net income (Lots) (101,081) {4,584) {71,591 4,592
Current capital contributions T4, 4%4 9,973 75,587
Fixed asset sdditions 207,433 1,323 502,297 171
Tatal assets 4,986,776 235,077 4,456,584 425,763
Bonds, notes pavable and certificates

of participation 2,448,571 163,539 1,905,907 149,380
Net working capital {154,578) 1.930 228,443 323,827
Total retained earnings (deficit) (141,820} 3,069 87,177
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(Continued)

Retirsment Systams:

The Commonwealth is statuterily responsible for the pension benefits for
commenwealth employees (members of the State Employees' Retirement
systam) and for teachers of tha citiss, towns, regional school districts
throughout the commonwealsh and Quincy College (members of tha Teachers'
Retirement System, except for teachers in the Beston public scheols, who
are members of the State-3oston Retirement System but whose pensions are
also the responsibility of the Commonwealth). Employees of certain
independent authorities and agencies, such as the MBTA, and of c¢ountiss,
cizies and towns (other than teachers) are covered by separate
retirement systems. The members of the retirement systems deo net
partzicipate in the Social security Systam. The Commonwealth has alsc
assumed respgonsibility for payment of cost-of-living adjustments (COLA}
for the separate (non-teacher) retirement systems of its cities, towns
and counties.

Ccertain Commenwealth employees and current retirees employed prior to
the establishment of the State Employees’ Retirement System ara covered

on a "“pay-as-ycu-go" basis.

Plan Descrintionyg -

srate Emplovees’' Retirement Svstem (SZRS) is a single emplover defined
benefit public employee retirement system (PERS}, covering substantially
all employees of the Commonwealth and cerzain emplecyees of the
independent authorities and agencies. The SERS iz adminiscered by the
commonwealth and is part of the reporting entity.

meachera® Retirsment System (TR$) is an agent multiple employer defined
benefit PERS. The Commonwealth is a nen-amployer contributer and is
responsible for all contributions and future benefit requirements of tha
TRS. The TRS Govers certified teachers in cities (except the City of
Boston), towns, regional school districts and Quincy Collega. The TRS
is adminiszersd by the Ccmuonwealth and is part of the reporting entity.

gtata - Boston Retirement Svatam (SBRS) is an agent multiple employer

dafined henefit PERS. SBRS provides provision banefits to all full-tine
employees upon commencement of employment with any of the various
government agencies covered by SBRS. The Commonwealth is a non-employer
contributor and is only responsible for the actual cost of pension
benefits for SBRS participants who serve in the City of Boston's Schoeol
Department in a teaching capacity. The cost of pension benefits of the
other participanta is the responsibility of the city of Boston., SBRS ig
not administersd by the Commonwealth, and it is not part of the
reporting entity.
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{Cantinued}

Retirement Systems [(Continued):

Plan Descriptions (Continued) -

The Commonwealth has assumed financial responsibilizy for the corLa
granted to participants in the retirement systems of cities, towns and
counties. Any futurs COLA granted by the Legislature to enployees of
these plans will alse be the responsibility of tie Commonwealth. The
individual emoloyer governments are responsible for the baaic pension
benefits. The retirement systems are not adminiscered by the
Commonwealth and are not part of the reporting entity.

Mamtership -

Current memtership in SERS, TRS and S3RS as of January 1, 1993 is as

fellows:

SERS TRS S3RS

Retirees and beneficiaries currently

Teceiving benefits and terminated

employees entitled te benefits but
not yet receiving them 45,4193 30,1623 2,186

Current employees:

Vested 35,3%8 44,782 3,522
Nenvested 47,233 18,210 2,148
Subtotal 83,5837 62,992 5,670
Total 129,044 93,160 7,855

The covered payroll for emplcocyees of the Commcnwealth coverad by SERS
was $2,218,971,000. The covered payroll for employees of the cities apd
towns covered by TRS is $2,427,836,000. The covered payroll for
employees of the City of Boston covered by SBRS is $205,621,000. The
covered payroll amounts approxinate the amployer payroll.

Benefit Provisiens -

Massachusetts General Laws establish uniform benefit and contribution
tequirements for all contributory PERS. These requirements provide for
retiremant allowance benefits up to a maximum of 830% of a memser's
highest three-year average annual rate of regular compensaticn. Benefis
payments are based upon a member's age, length of creditable service,
and group classification.
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{continued)

Ratirement Systems (Ccontinued}:

senefit Provigions (Continued) -

mhe retirement allowance consists of two paris: an annuity and a
pension. A memher's accumulated total deductions and a portion of the
interest they generate constitute the annuity. The differential between
rhe total retirement benefit and the annuity is the pensicn. The
average retirement benefit is approximately 80-35% pension and 15-20%
anauity.

Members become vested after ten years of creditable service. A
superannuaticn retirement allowance may be received ugon the ccmpletisn
of twenty years cof service or upon reaching the age of 535 with ten years
of service. Normal retirsment for most employses occurs at age 63; Ior
cer=ain hazardeous duty and public safety positions, nermal retirement is
at age 55.

rupding status and Prograss -

The amounts shown below as the pension benefit obligation are a
standardized disclosure measure of the present value of pension
nenefits, adjusted for the effacts of projected salary increases and
step-rate benefits, estimatsd to be payable in the future as a result of
employee service to date. The measure is intended to help users assess
~he funding status of the System aon an cngoing basis, assess progress
made in accumulating sufficient assets te pay benefits when due, and
make comparisons ameng employers. The measurs is the actuarially
detarmined present value of credited projected benefits and is
independent of the funding method used to determine contributions te the
system.

mne SERS, TRS and SBRS pension benefit obligations waere computed as part
of the actuarial valuation as of January 1, 1993. significant actuarial
assumptions used in the calculation of contribution regquirements and
pension benefit obligation include {a) rates of return on investments of
present and futures assets of 8% per year for SERS and TRS and S3RS (b
projected salary increases of 6% per year for SERS and TRS and S$BRS (c)
cost of living increases of 3% per year and {(d) interest rate credited
to the annhuity savings fund of 5.3% per year.
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{Continued)

Raetirament Systems {(Centinued;:

Funding Status and Progress (Continued) -

The total unfunded pension benefit obligation is as follows (amounts in
millions;:

SERS TRS SBRS COLA Total

on benefit obligation:

ireas and others

rently receiving

benefits and terminated

employees entitled to

benefits but not yet

raceiving them $4,429 $3,238 §28% §1,42z 5 9,38%

Pans
a

S
LA, |

Current employees:
Accumulated employes
contributions including
allocated interest 1,661 1,984 178 3,814

Coammeonwealth financed:
Non-vested 647 283 38 g9 1
Vested 1,572 2,934 213 402 2

Tatal pension benefit
obligation 8,409 8,440 704 1,923 19,474

tlet assets available for
benafits, at market 5,071 5,142 370 10,584

Uniunded pension benefit
ebligation 53,338 83,298 §334 $i.%23 58,892

Contributions Required and Contributicns Made -

The retirement syatems' funding policies have been established by
statute. The annuity pertion of the SERS, TRS and SBRS retirement
allowance is funded by employees, who contribute a percentage of their
reqular compensation - 5% for those hired befare January 1, 1975, 7% for
those hired from January 1, 1975, through December 31, 1383, and 8% for
those hired on or after January !, 1984, plus an additional 2% of
compensation abeve $30,000 per year for those hired on or aftar
January 1, 197%.
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{Continued)

Retirament Systems {coptinued:

¢ontributions Reguired and contributions Made {(Continued) -

The commenwealth's contribution for the pensiocn benefit portion of the
retirement allewance of SER$S and TRS and required payments to cover SBRS
and COLA contributions were originally established on a "pay-as-you-go
basiz. AS a result, amounts wWere appropriated each year to pay current
benefits, without a systematic provision te fully fund futurs
liabilities already incurred. Beginning in fiscal year 1988, the
commonwealth enacted the Pension Reform Act of 1987 and addressed the
unfunded liability of SERS, TRS and its participation in S3Rs and its
COLA obligation. This legislation requires funding on a current basis,
ineluding amortizing the unfunded liabilities and liabilities for furure
COLA payments to local systems, over 40 years.

whis legislation also directs the Secretary for administration and
Finance to prepare a funding schedule to meet thase reguirsments, and to
update this funding schedule every three years on the basis of new
actuarial valuation reports prepared under the Secretary's directien.
any such schedule is subject to legislative approval. If a schedule is
not so approved, payments are to be made in accordance with the most
recently approved schedule. This lagislation fusther provides that if,
during the first ten years of scheduled payments, the pension benafits
paid exceed the scheduled contribution, the Commonwealth's gontributien
shall equal these benefit payments.

The current legislatively approved funding achedule, based on tha
January 1, 1990 valuation, was filed with the Legiaslature on March 1,
1991. It reguired contributions by the Commonwealth of $763,749,000
during the fiscal year anded June 30, 19931, Because total terefis
payments exceeded this amount, no additional Commonwealth contribution
was raquired.

GAAP requires that pension axpenditures (costa) be based on an
acceptable actuarial cost method and that they net be less than:

s Normal cost
e Intersst on any unfunded prior service coats

e A proviaion for vested benefits when the total present value of vested
benefits exceeds by 5% or moras the value of the plan
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{Cantinued)

Retirement Svitems (Continued):

€ontributions Requiraed and Contributions Made (Continued) -

The funding schedule discussed above follows an acceptable actuarial
funding methodology to compure normal cost and the unfunded accrued
actuarial liability. However, tha amortization of the acerued actuarial
liability has been legislatively determined to be significantly lewer in
the first years of the 40-year funding periad. Therefore, the fiscal
year 1393 contribution did not cover the minimum expendityre recognition
requirad by GAAP. The diffarence between the total contributions
required and the total contributions made is recorded as a liability in
the General Long-term Obligatiens Account Group.

Contributions required and aade based on the minimum expendisure

recagnizisn required by GAAZ ace as follows famounts in millioang):
SZPS TRS 33RS COLA Total
Minimum contribution
raguirament:
Normal cost 5405.7 5302.2 $26.2 $ 48.4 $ 782.5

Amortization of
unfunded actuarial

liabilicy 153,7 132.2 14,2 40.7 1%6.2
Interest on unfunded
actiarial liabilirty #4.3 105.5 3.9 4.9 264,86

Total contributions
requirad $683.7  §540.3  $50.3  $194.0 S1,443.3

————

Contrihutions made:

By gmployees §.191.8 5157.9 $14.8 3 aQ § 384.3
% o covered payroll §.5% £.5% 7.2% NfA N/A
By the Cocmmonweal<th 418.2 303.0 27.2 95.7 845.1
% oI covered payroll 14.39% 12.5% 13.2% N3 N/A

Total contributions made $609.9 5480.9 542.0 5_46.°% $1,209.4

The total contributions required for SERS, TRS and SBRS are based on tha
entry age normal cost method using the same actuarial assumptions used
To compute the pension benefit obligation.

During the year ended June 10, 1933, the commonwealths pensicn
expenditure also included payments totaling $23,092,000 to current
retirees employed prior to the establishment of the curwrant plans and to
non-contributory plans.
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{Continued)

Retirement Systems {Continued):

contributions Regquired and Contributions Made (Continued) -

Massachusetts General Laws established an early retirement incentive
program under which eligible state employees could elect to raceive
enhanced pension benefita in exchange for retiring as of July 1, 198%2.
The effect of this incentive program was to increase the pension
liabilivy by approximately $1853,0400,000,

mrand Information -

The following takle presents the required three-year trend information:

% % %
Yaar SZRS TRS S3RS
Het assets avallable for benefics
as a percentage of the pension
benefit cbligation applicable
to employees: 1991 60.3 £0.9 52.7
1992 66.5 8.1 48.5
1991 5%.1 46 .2 54.4
Unfunded pension benefit
obligation as a percentage of
annual covered payroll: 1993 114.4 135.8 1561.9
1992 8%.5 16%.6 197.2
1931 121.8 230.8 124.1
commenwealth's contributions to the
pension plan as a percentage of
annual covered payreoll: 1993 14.3 12.5 13.2
1992 12.7 14.0 14.4
1991 13.5 12.9 12.7

Tan-year historical trend information for SERS, TRS and S3RS may ba
found on pages 151 and 152 of the Commonwealth's Comprehensive Annual
Financial Report. This report presents information about progress made
in accumulating sufficient assets to pay benefits when due.
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{Continued})

Retirement Systems (Continued):
Trand Information (Continued) -

Certain informaticon was not available far SERS, TRS and tha
Commonwealth's participation in $8RS. fTotal annual payroll for SERS,
TRS and SBRS approximates annual covered payroll; however, actual annual
total payroall amounts are net available this year, and have not been
available in prior years. Annual covered payroll amounts were not
available prior to 1990. Ten-year trend data of SBRS for revenues and
expenditures is not available in their separately issued reporz.

Entararise Tunds' Condensed Pension Information -

The follewing autherities included as Enterprise Funds maintain their
own pensions plans. More detailed information conceraing these plans is
available in the separate financial statements. The pension benefit
cbligation and net assets available for benefits for each plan are as
follows (amounts in thousands):

Pension Net assets

benefic available

obligation for bernefits
MBTA $987,589 $850,367
MWRA 22,218 21,015

The two authorities met their actuarially determined employer
contribution requirements.

Postretirement Health Cars and Lifs Insyrance Benefiss -

In addition to providing pension benefits, the Commonweal:th is
statutorily required to provide certain health care and life insurance
benefits for retired employees of the Commonwealth, housing authorities,
redevaelopment authorities, and certain other governmental agencies.
Substantially all of the Commonwealth's employees may become eligible
for these benefits if they reach retirement age while working for the
Commonwealth. Eligible retirees are required to contributa a specified
percentage of the health care benefit costs which is comparable to
contributions required from employeea. The Commonwealth is reimbursed
for the cost of benefits to retirees of the eligible autherities and
non-state agencies.

The Commonwealth recognizes its share of the costs of providing these

benefits when paid. These payments totaled approximately $118,108,000
for the fiscal year ended June 30, 1993.
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{Continued)

peferred Compensation Plan:

The Commonwealth offers its employees a deferred compensation plan
created in accordance with Internal Revenue Code Section 457. The plan,
available to all employees of the Commonwealth and its political
subdivisions, permits them to defer a portion of their salaries until
future years. The deferred compensation is not available to empleyees
until termination, retiremant, death, or unforeseeable emergency. All
amounts of compensaticn deferred under the plan, all property and rights
purchased with those amounts, and all income attributable to those
amounts, prsperty, or rights are (until paid or made available te the
employee or other beneiiciary) solely the property and rights of the
commonwealzh (without teing restricted to the provision of wenefits
under the plan), subject only to the claims of the Commonwealth's
ganeral creditors and its political subdivisicns participating in the
plan. Participants' rights under the plan ars equal to the £air market
value of the deferred accocunt for each participant. ALl plan assets ars

stated at market wvalus.

It is the opinion of the Commonwealth that it has no liability for
losses under the plan, but it does have the duty of due care which would
pe requirsd of an ordinary prudent investor. The plan assets are
subject to the ¢laims of the Commonwealth's general creditsrs; however,
plan assets have not Zeen used in the past <o satisfy such claims.

of the §895,768,000 in the plan at June 30, 19%3, $602,084,000 was
applicable to the Commonwealth; the remaining $292,684,000 represents
the assets of citieg and towns participating in the plan. The assets
and liabilities of the deferred compensation plan are included in Agency
runds at June 20, 19%83.

caplital Leaases:

In order te finance the acquisition of equipment, the Commaonwealth has
enterad into variocus lease/purchase agreements, including tax-exempt
lease purchase (TEZLP) agreements which are accounted for as capital
leases. These agreements are for various terms and contain clauses
indicating that their continuation is subject to appropriation by the
Legislature. ' :
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{Continued}

Capital TLeases (Continuedy:

At June 30, 1993, the Commonwealth's aggregate outstanding liabiliey
under capital leases, the present value of the net minimum lease
payments, totals $33,329,000. This liability is reported in the General
Long-term Obligatiens Accounts Group. Equipment acquired under capital
leases and incltuded in the General Fixed Assets Account Group totals
approximately $68,507,000,

The Commonwealth leasas real property and equipment under numerous
crerating lease agreements for varying terms. These agreements contain
clauses which indicate that their continuation is subject to
appropriation by the Legislature. Rental expense for the year ended
June 30, 1993 was approximately $79,795,000.

The follewing is a schedule of future mipimum lLeass payments under
non-cancellable leases for the Commonwealth as of June 30, 1993 (amounts
in thousands):

. Capital Operating
Year ending Jupe 30 leages leases

1994 517,993 5 72,796
1995 10,739 55,869
1994 5,220 43,2125
1997 1,446 8,252
1998 889 4,047
1999 and thereafter 2,661 3,514
Total payments 38,948 $190,715
Less: amount representing interest (5,619}
resent value of net minimum

leasa payments $33,329

—————

University and ¢ollegs Fund -

At Juna 30, 1993, aggregate outstanding liability under capital leases,
the present value ¢f the net minimum lease payments, totaled
$12,687,000. Equipment acguired under capital leasas and included in
University and College Fund fixed assets totaled approximately
516,000,000,

The University and Colleqge Fund Type leases real property and equipment
under numerous operating lease agreements for varying terms. Rental
expense for the fiscal year ended June 30, 19931 was approximately
56,943,000,
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{Continued)}

capital Leaseg (Cantinued):

University and cCollege rund (Centinued} -

The following schedule gummarizes future minimum payments under
non-cancellable leases Zor the Universizy and Callege rund Type (amaunts
in thousands):

Capital operating

Yaar ending June 30 lagses leases
1394 $ 4,882 s 6,340
1595 3,312 4,428
19586 2,228 3,057
1997 1,258 E94
1998 938 82
1999 and thereafzer 4,500 8
Total payments 17,314 §14,487
Less: amount representing interest (4,627

Present value of minimum lease payments 512 687
Tnzerprise Funds -

The MBTA has entered into several sals-leaseback agresements with major
financial institutions, cavering equipment and rolling stock, which
nave been accounted for as operating leases. The leases expire through
2013. Upon tarmination, the MBTA may purchase the equipment and
rolling steck at prices equal to the lesser of a stated percentage
(40%=70%) of tha lessor's coriginal purshase price or residual fair
market value, as defined.

Thae MWRA leases electric power assets, office space in Boston and other
property uncder long-term operating lLeases.

The Economic Development Authorities have operating leases for office
space.
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{Continued)

capital Tesases {Continued):

Enterprise Funds (Continued) =

The future minimum rental payments required under cperating leases
having initial or remaining non-cancellable lease terms in excess of ona
year are as follows (amounts in thousands):

Ecanomic
Development
¥sar ending June 30 MBTA MARA Authorities
1994 $ 12,068 $ 12,531 $ 489,317
1935 12,068 18,696 434,230
1596 12,068 19,825 259,686
1997 12,068 20,221 146,003
1998 131,669 19,874
1399 and thereafter 188,739 227,423
Total $250,680 $318,572 §1,329,738
Commitments:

The Commonwealth is obligated to provide annual subsidies to the MBTA
and regional transit authorities for contract assistance, debt service
assistance and their net cost of service deficiencies., For fisecal year
1393, these subgidies totaled $584,478,000 for the MBTA and $31,108,00¢0
for the regional transit authorities. The net cost of service subsidy
is recoqnized as a current liability of the Commonwealth, but is funded
in arrears. At June 30, 1993, the Commonwealth has recordad the unpaid
portion as a liability due to the MBTA of $336,511,000. The cities and
towns served by the MBTA and ragional transit authorities will be
assessed their proportionate shares of the net cost of service. A
receivable from cities and towns of $188,56%,000 is recorded at June 10,
1993, to account for these future reimbursements. The MATA has also
recorded net deferred charges at June 30, 1993, which will be included
in the Commonwealth's net cost of service subsidy in future periods,
The Commonwealth has recognized its liability for these futura costs in
the General Long-term Obligations Account Group.

The commonwealth is also statutorily obligated to provide contract

assistance for debt service obligations to the MCCA and the Government
Land Bank. Such assistance totaled $11,942,000 in fiscal year 1991,
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(Cantinued)

Commjtmenty (Continued):

At June 30, 1993, the aggragate cutstanding debt for which the
Commonwealth is obligated to provide contract assistance support %totaled
£2,306,887,000. 1In addition, the Commonwealth guarantaes the debt of
certain local govarnments and of the building authorities included in
the University and cCollege Fund. The quaranteed debt ocutstanding at
June 30, 1993, was approximately §$242,9%49,000.

At June 3¢, 1993, the Commonwealth had commitments approaching
£1,027,136,000 for various construction projects. The majericy reslate
to new construction funding for a major infrastrugrture program known as
the Cantral Artery Project, in which fedsral participation is
anticipated., The remainder relate to a wide range of building
canstruction prajects.

gnterorise Funds -

As part of a major capital imprzvement program, the MWRA has antered
invo a number cof contracts for the design and conatruction of
facilities. At June 30, 1593, commitments under these contracts
aggragated approximately $1,140,300,000.

The MWRA is requirad by a decision of a faderal district court to comply
with a detailed schedule of actions to achieve and maintain ceompliance
with the requirements of the Clean Water Act. The scheduyle includes the
conatruction of new primary treatment facilities, commencing December
1990 and finishing by July 1995, and the construction of secondary
creatment facilities during 19%5 to be completed during 1999. other
matters are still outstanding.

The MWRA has accepted responsibility and legal liability for undertaking
measuras to control discharges from combined sewer overflows (CS0) into
Boston Harbor and adjacent waters, excluding liability for any failurae
to undertake such measures prior to February 27, 19%87. It is in
substantial compliance with a federal distzict court order which
providas a schadule for implementation of shert-term controls for ¢so
discharges and planning long-tarm controls. In fiscal year 1%%91, the
MWRA's recommended plan for the long-term control options, aggregating
§1,200,000,000, was approved by the faderal district court and
ragulatory agencies.
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{Continued}

Commitoents (Continued):

Enterorise Tunds (Coantinuedy =

The MWRA's operating and construction plans, designed
tederal district court's schedule, anticipate capital expenditures of
approximately $6,000,000,000 from fiscal 1939 to 1999 based upon the
current design and construction plan. Funding is expected to come frem
various federal and state grants and from MWRA's debt proceeds. As of
august 16, 19823, the Iederal government autherized $280,000,000 in such
grapts. ZIrom 1388 te 1%93, the Commonwealth is authorized to recaive
$332,000,G00 the federal governnment for loans from the revelving
loan

to comply with the

from
Iund.,
s of June

rovida

04

3¢, 19293, the WPAT has enterad intos binding commitmen<s %o
$143,000,00¢ in loans o fund Zour MWRA projects through the
evolving loan fund. It has alsc agreed <o pravide loans of
$494,000,000, with $450,000,000 to be funded with grant awards received
through June 24, 19393, and 544,000,000 feor approved ineligible costs to
be funded from the Commenwealth - capitalized state revolving fund.

Ho

The MBTA has enterad into several long term contracts to purchase
commuter rail coaches, locomotives ard rapid transit cars. The unpaigd
amounts under these contracts total agproximately $91,538,000 at June
36, 1993,

The MCCA has entered into a gereral construction centract for the
renovation and rehabilitation of the 3cston Common Parking Garage.
total cest, including architeczural, engineering and other costs, is
expected To be approximately 5$35,000,000.

The

As of June 30, 1393, the Government Land Rank had committed to issuing
mortgages of $21,102,000.

Panaion Trust Funds -

AT June
in real
sgecial

30, 1933, PRIT had outstanding commitments to invest $61,000,000
e3tate, 545,000,000 in venture capital and $191,000,000 in
equity investments.

At Jupne 30, 19921, MASTERS was committed to invest an additional
$18,300,000 in certain partnership investments.
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{Continued)

commitments {Continued):

University and College Fund Type

the University and College Fund has outstanding purchase commitments
under construction centracts which total approximately $320,000,000.

The UMass hospital has agreements with 3lue Cross of Massachusetts,
Inc., the Social Security Administration under the Medicare program and
the Commonwealth of Massachusetts undsr the Medicaid program that govern
payments to the hospital for services rendered to patients covered by
these programs and require the hospital o prepare and file settlemen=
zeparts annually. Pravisions have been made in the ZIinancial statements
for the estimated final settlements with such third parzty payers.

gontingencies:

A number of lawsuits are pending or threatened against the Commonwealth
which arcse from the ordinary course of aperations. These include
claims for propurty damage and personal injury, breaches of contract,
condemnation proceedings and cther alleged violations of law. For those
cases in which it is probable that a loss will be incurred and the
amount of the potential judgment can he reascnably estimated, the
Attorney General estimates the liability to be approximately
§100,200,000. of this amount approximately $66,200,000, which is
expected to be paid during fiscal year 19%4, is recorced in fund
liabilities; approximately $34,000,000 expected to be paild thereafter,
ig recorded as a liability in the General Long-term obligations Account
Group.

‘tarious cases are currently before the Appellate Tax Board, invelving
approximately §560,000,000 of taxes and related interest. For those
casas in which it is probable that a loss will be incurred, the
Department of Revenue estimates the Commenwealth's liability to be
appreximately $80,700,000. Approximately $60,700,000, which is expected
to be settled during fiscal year 19%4, is included among Zfund
liabilities, approximately $20,000,000, which is expected to be gettled
aftar June 30, 1994, is recorded as a liability in the General Long-term
obligations Account Group.
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COMMOMWEALTH OF MASSACHUSETTS

NOTES TO GEINEPRAL PURPOST FIMANCTAL STATEMENTS

=Sy iy

FISCAL YEAR ENDEID JUM

O]

30, 1993

(Continued)

Contingencieg !Continued):

Workers' compensaticon and group health insurance costs are recognized
when claims are incurred. The Commenwealth's outstanding liability for
such claims at June 3¢, 1993, including claims incurred but not
reporzed, i1s astimated to be $406,500,000. o©f this total, approximately
$103,700,000 is expected to be paid during fiscal year 1994; $97,800,000
is included among fund liabilities and $3%,500,000 is reported in the
Universizy and college Fund. ¢©f the remainder, approximately
$272,000,000, 1s recorded as a liability in the General Long-term
obligations Acsount Group and $30,800,000 is included in the liabilities
of the Universizy and College Fund.

The Commcnwealsh raceives significan: financial assistance
faderal government. Entitlement o the rescurces is gene
conditicral upon compliance with tarms and conditicns of
agreenents and applicable fedsral requlations, including
of the resourzes for eligible purgoses. Substantially al
financial assistance 1s subject to financial and compliance audits. Any
disallowances become liabilities of the fund which received the
assistance. As of June 30, 1333, the Commonwealth estimates that
liabilities, if any, which may resul: from such audits are not material.

The Ccmmonwealth's abandoned property law regquires deposit of gertain
unclaimed assets into a managed Agency Fund. The statute reguires the
axcess amount over 5%500,000 sach June 30 to be remitted to the General
rund, where it is included in miscellaneous revenue. Amcounts ramitted
during fiscal year 1991 totaled $148,962,000. sSince inception,
approximately $4130,400,000 has been remitted. This represents a
contingency, because claims for refunds can be made by the cwners of the
property. Mo material amounts have neen repaid.

University and ¢plleqe Fund Type -~

yMass is contingently liable for $20,050,000 of MHEFTA ravanus bonds.

tntarprise Funda -

A substantial part of the MWRA's construction pregrams have become or
may become subject to court supervisicn as a result of a fipnding of
liability for a clean Water Act viclation by the MDC's sewerage
operations. In addition, the court has reserved the right te erder
further remedial action and asgsess penalties. The MWRA cannot predict
whether penaltias will be reguested by litigants ar assessed by the
courts in the future. WNa penalties have been assessed through June 30,
13933,
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COMMONWEALTH OF MASSACHUSETTS

NOTES TO GENERAL PURPOSE FINANCIAL STATEMENT

FISCAL YEAR ENDED JUNE 30, 1993

(Continued)

Restatemant

For the fiscal year ended June 30, 1993, the Commonwealth changed its method of
reporting the activities of its public jinstitutions of higher education, including
its medical schoeol, and the related medical center, physician's group practice
plan, and building authorities.

In prior years these activities were blended with the appropriatre Governmental,
Proprietary and Fiduciary Fund Types and Account Groups of the Commonwsalth. For
the fiscal year ended June 30, 1993, the Commonwealth adopted GASZ Statement

Mo. 15, “Governmental College and University Accounting and Financial Reporting
Models®. These activitles are reported in a University and Collsge Fund Type in
accordance with the AICPA Industry Audit Guide for avdits of Collages and
Universities. <The beginning fund balances and fund equity of the account group of
the Commonwealth were resatataed to reflect this change as follows:

Umiversity General
Special Capttal Teust and and Fixed

Genaral Revenye Projects Enternorisa Agency Zollens Asgers Torals

Fund balance
[deficit)/egquity
as previously
reported {$B21,168) $776.989 ($203.564) 35,291,825 39,620,953 s $ 54,512 %48 $19,173.

Change in fund
classification
necessary to
astablish
Universicy and

College Func
Type {167,128) (1,381 (264,452 {19,749y  1.986.333  (1,533.40%y

Change in perspec-
tive due to tha
use of the AICPA
College Guiae 4. 302 4

81

Fund balance

(deficit)/eauity
as restated ($988.296)  $773.108 (3203 .544) 5 CR7.173 59,601,186  31.99% 835  $2.979.943  $19 183

*43
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COMMONWEALTH OF MASSACHUSETT

MOTES TO GENERAL PURPOSE TINANCTIAL STATEMENTS

FISCAL YTAR ZINDED JUNE 30, 1993

{Cantinued})

Subseguent Evants:

Enternrise Funds -

on July 1, 1993, the MCCA raised 530,909,064, net of an original issued
discount &f 5570,936, through the issuance of tax-exempt revenue bonds
to fund the rensvation and rehabilitation of the Boston Commoen Parking
Garage and the acquisition, construction, renovaticn and expansicn of
related or accessory facilities. The Ccommonwealth committed to pay
contzact assistance o MCCA in an amount equal to the scheduled
principal of, and interest on, the bonds.

In October 1993, Massachusetts Technology Park Corporation entered into
an operating lease with an unrelated third party, under the tarms of
whicn it leased an intevgrated circuit fabrication facility for an
initial term of five years commencing on November 1, 15%%3. The
approximate future minimum lease payments for the next five years and
thereafter amount to $3,880,000.

on July 15, 1993, the Massachusetts Water Pellution Abatement Trust
raised 591,100,000 through the issuance of tax-exempt Watar Pollution
Abatement Bonds to fund loans to local governments te finance or
refinance csrtain pertions of water pollution abatement projects.

In October 1993, the Government Land Bank received a commitment from the
Bank of Boston te loan it $15,000,000 to capitalize the IZmerging
Technology Fund, which will be used to stimulate private financing for
specialized manufacturing and research and develcpment facilities.
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REQUIRED SUPPLEMENTARY INFORMATION
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COMMANWELL"H OF MASSACHUSETTS

PLUBLIC SMALOYEE AETIAEMENT SYSTEMS
AECWRED SUPILIMENTARY INFORMATICHN
SCHEOULE OF FUNDING ARODGCAESS

FCHAFSCAL YEAR 1893

(Amount 11 thousanas)

{1 @ {3) (€} (5} (8)
Unfundec pansion
Untunde2 ganafit abligation
Nel assaty Fansion % pangion canalit Annuai a3 a parcantage
Fiscal avaraoia banalit Furtdad abligatian covered of covered payroll
yaar ‘cr penefils yotigation {1H(R) (2 =N payrall {(4)/{3)
State Employees’ Geriramant Systam
18583 55,071,000 58,409,000 E0.30% $3.134.000 $2.919.000 114.35%
1352 4,539,000 7,061,000 GE.55% 2,362.000 2.538.000 99.54%
1591 4,052,000 8,554,000 $3.12% 2,802,000 £.20¢.00Q 121.33%
Jeachers' Aetiremeni System
1883 35 142 20C §8.44Q.000 50.92% $3,298.000 §2,423.40¢C 135 33%
1932 4 78+ 3C0 f.210.000 58.13% 1,445,000 2.032.000 1853.39%
199 4 JAB 130 2.8s53.009 iG.T5% 4 767300 2,065,009 230.65%
State —Hostan Setirement Sysam
1993 370,000 $704,000 52.56% §114.000 5206.000 152.74%
1592 342000 705,000 48.51% 383,000 184 00G 197.20%
1991 301,000 553,000 54 43% 252,000 203,000 ted td4%
Analysis of [ha'unz:ig Drogress:s only avaladie as of Janyary &, 1991, 1992, and 1993, the datas of [he mosi racent
acizanl vagatans and the intenm updale
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COMMONWIA "~ 0F YWASSASULSE™TS

PUBLIC EMPLCYEZ FETIREMENT SYSTEMS
AEQUIRED SURALEMENTAAY INFOAMATION
SCHIDULE CF AEVENLESS AY SOUBSS AND IXPENSES 3¥ ~voE
FQR FISCAL YEAARS 1996 THAQUGH 1993

{Amounts .t thousanas)

State Empioyees” Ratireamant Systam

Revanuas 8y Sourca

Fiscal Emoloyaa Employer Contnibution as a Invesimeant
yaar cantnibulion cantributlan parcantage al pavran incama Taotal
1988 $172.607 5268,993 11.7% $54. 958 5506.458
1989 192,322 271,927 10.5% 487 9714 952,220
15980 192 965 282.101 10.4% 298 512 TB2 675
1991 156,412 213,483 13.8% 111 472 821,270
1992 181,507 333829 12.7% 497,263 1.9282.332
1593 191,504 418,217 14.3% 337702 1,127,554
Expenses Iv Tvze
Fizcal Admimsiratizn
year Senalils gxpensas Cthar Tatal
1948 3245,373 §2.5C9 371,854 5322.323
1389 23314t 2,932 94 185 J45.2158
18390 294,254 2.535 94 420 3185.2¢3
1991 J11 422 2.052 107 504 420,359
1982 133,428 1,857 132,528 468,313
1953 19,217 1,312 112,634 333,791
Taeachers® Hetiramant Systam
Aavaenyes By S52urca
Fiscal Smployee Employer Cantrdytion as z Investment
yaar sastnbutian contributian perzantage of payrall incame T atal
1988 $125,223 §242,966 12.6% $100.537 §469,728
1983 125,0G4 232,443 14. 1% 411323 784.730
1950 141 643 232,117 11 4% 231,71 886.073
1991 144,172 268,010 110% 183,554 595,737
1982 145 827 284 438 T4 0% 639.955 tAa7T1 101
1593 159.98¢ 302,988 12.5% 783,515 1,246,602

Expenses By Type

Fiszal Agmmistratign

vear Senalfils expenses Dther Total
1944 5224 8039 $1,484 $46.%39 $272.932
1529 237.232 1,471 43,839 288,342
1290 250,214 1,282 54385 305,951
1991 258,924 1.086 59,106 127.115
1932 244,438 1,490 63.588 349 3278
1982 302,244 1,264 83,560 367,514

Figcal yoar 1993 i3 ha first year for which compiels revenue and exsdnse Information 13 avadanle
Infarmaltion for the years pnorio 1588 is not avaiable
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APPENDIX B

HALE AND DORR

CovNseELLORYS AT Law

60 STATE STREET, BOSTON, MASSACHUSETTS 02109
617-526-6000 » PAX B17-526-5000

FORM OF OPINION OF BOND COUNSEL FOR THE BONDS

November _ , 1994

The Honorable Joseph D. Malone
Treasurer and Receiver-General
The Commonwealth of Massachusetts
State House, Room 227

Boaton, Massachusetts 02133

Re: The Commonwealth of Massachusetts $200,000,000
General Obligation Bonds, Consolidated Loan of 1994,
Serieg C

Dear Treasurer Malone:

We have examined a record of proceedings relating to the
jegsuance by the Commonwealth of Massachusetts {the "Commonwealth")
of its $200,000,000 General Obligation Bonds, Consolidated Loan of
1994, Series C, dated November 1, 1994 {(the "Bonds"}. We have
also examined such provisions of applicable law and such other
documents as we have deemed necessary in order to render this
opinion.

The Bonds mature and bear interest and are subject to
optional redemption at such times, in such amount, at such prices
and upon such terms and conditions as are set forth in the Bonds.
The Bonds are being issued by means of a book-entry system, with
certificates immobilized at the Depositary Trust Company, New
vork, New York ("DTC") and are not available for distribution to
the public, with transfers of ownership effected on the records of
DTC and its participants pursuant to rules and procedures issued
by DTC and its participants.

WasnineTonN, DC BasToN, MA ManNcHEsTER, NH

HALE AND DORR IS A FARTNERSHIP INCLUDING FROFESSIONAL CORPORATIONS
L1994, 10:11 am
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The Honorable Joseph D. Malone
Treasurer and Receilver General
The Commonwealth of Massachusetts
November , 1994

Page 2

In rendering our opinions set forth below, we have relied as
to questions of fact material to our opinion upon representations
of the Commenwealth contained in the certified pProceedings and
other certifications of public officials {including certifications
as to the use, expenditure and investment of the proceeds of the
Bonds) furnished to us without undertaking to verify the same by
independent investigation.

Based upon the foregoing, we are of the opinion that, under
existing law:

1. The Bonds have been duly authorized and are the legal
and valid general obligations of the Commonwealth to which its
full faith and credit are pledged for payment of principal and
interest when due.

It should be noted, however, that the provisions of Chapter
62F of the Massachusetts General Laws establish a state tax
revenue growth limit and do not exclude principal and interest
payments on the Bonds and other Commonwealth debt obligations from
the scope of the limit. It should be further noted that the
provisions of Chapter 29, Section 60B of the Massachusetts General
Laws imposgse an annual limitation on the percentage of total
appropriations that may be expended for payment of interest and
principal on certain general obligation debt of the Commonwealth,
including the Beonds, and that Chapter 151 of the Acts of 1990
dedicates certain state tax revenues for debt service on
previously issued Fiscal Recovery Bonds of the Commonwealth. The
property of the Commonwealth is not subject to attachment or levy
to pay a judgment, and the satisfaction of any judgment against
the Commonwealth generally requires legislative appropriation.
Enforcement of a claim for payment of principal of or interest on
the Bonds may also be subject to the provigsions of federal or
Commonwealth statutes, if any, hereafter enacted extending the
time for payment or imposing other constraints upon enforcement,
insofar as the same may be constitutionally applied.

2. Under existing statutes and court decisions, interest on
the Bonds (including any original issue discount properly
allocable to the holder therecf) is excludable from gross ilncome
for federal income tax purposes and is not an item of tax
preference for purposes of the federal alternative minimum tax
imposed on individuals and corporations, but is includable in
"adjusted current earnings” of corporate holders of the Bonds and
therefore will be taken inteo account in the computation of the
alternative minimum tax applicable to certain corporations.

hdti 2:patiybrineillicy weal/opinion, | 94, 10:11 am




The Honorable Joseph D. Malone
Treasurer and Receiver General
The Commonwealth of Massachusetts
November , 1994

Page 3

In rendering the foregoing opinion that interest on the Bonds
is, ag of the date hereof, excludable from gross income for
federal income tax purposes we have assumed the continued
compliance by the Commonwealth with certain provisions of the
Internal Revenue Code of 1986, as amended, that must be satisfied
subsequent to the issuance of the Bonds in order that the interest
on the Bonds be, or continue to be, excluded from gross income for
federal income tax purposes. The Commonwealth has covenanted to
comply with each such requirement. Failure to comply with certain
of such reguirements could cause the inclusion of interest on the
Bonds in gross income for federal income tax purposes to be
retroactive to the date of issuance of the Bonds. We eXxpress no
opinion regarding other federal tax conseqguences arising with
respect to the Bonds.

3. Under existing statutes, the Bonds and the interest
thereon (including any original issue discount properly allocable
to the holder thereof) are exempt from taxes imposed by the
Commonwealth, although the Bonds and said interest may be included
in the measure of estate and inheritance taxes and of certain
corporate excise and franchise taxes.

It is to be understood that the rights ¢of the holders of the
Bonds and the enforceability thereof may be subject to bankruptcy,
insolvency, reorganization, moratorium and other laws affecting
creditors’ rights hereafter enacted to the extent constitutionally
applicable and that enforcement of such rights may alsc be subject
to general principles of equity, regardless of whether applied in
proceedings in equity or at law.

We are members of the bar of the Commonwealth of
Massachusetts and we express no opinion as to laws other than the
laws of the Commonwealth and the United States of America,

Very truly yours,

HALE AND DORR

hnﬁz:pmybr.‘uueillfoommonweab‘opiniou. 11/05/94, 1514 am
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APPENDIX C
NUTTER, McCLENNEN & FISH

ATTORNEYS AT LAW

ONE INTERNATIONAL PLACE
BOSTON, MASSACHUSETTS (02110-2699

TELEPHONE: 617 439-2000  FACSIMILE: 617 973-9748

[PROPOSED FORM OF OPINION OF BOND COUNSEL]

[Closing Date}

The Commonwealth of Massachusetts
State House
Boston, Massachusetts

{adies and Gentlemen:

We have acted as bond counsel in connection with the issuance of $240,000,000
General Obligation Notes, 1994 Series A, dated November 22, 1994 and due June 15, 1995
of The Commonwealth of Massachusetts (the "Notes"). We have examined the law and
certain certificates and other papers relating to the Notes.

The Notes are issued in registered form by means of a book-entry system evidencing
ownership and transfer of Notes on the records of the Depository Trust Company and its
participants.

We are of the opinion that, as of the date hereof and under existing law:

(1)  The Notes are valid general obligations of The Commonwealth of
Massachusetts and the full faith and credit of the Commonwealth is pledged to the payment
of the principal of and interest on the Notes. It should be noted, however, that Chapter 62F
of the Massachusetts General Laws establishes a state tax revenue growth limit and does not
exclude principal and interest payments on Commonwealth debt obligations from the scope of
the limit. Further, it should be noted that Chapter 29, Section 60B of the Massachusetts
General Laws imposes an annual limitation on the percentage of total appropriations that may
be expended for payment of interest and principal on general obligation debt of the
Commonwealth.

C-1



(2) The interest on the Notes is excluded from gross income for federal income
tax purposes. In addition, the interest on the Notes is not an item of tax preference for
purposes of computing the alternative minimum tax imposed on individuals and corporations
under the Internal Revenue Code of 1986, as amended (the "Code"). It should be noted,
however, that interest on the Notes is taken into account in determining adjusted current
earnings for the purpose of computing the alternative minimum tax imposed on corporations
(as defined for federal income tax purposes). The opinions set forth in the preceding
sentences of this paragraph are subject to the condition that the Commonwealth comply with
all requirements of the Code that must be satisfied subsequent to the issuance of the Notes in
order that interest thereon be, or continue to be, excluded from gross income for federal
income tax purposes. The Commonwealth has covenanted to comply with these
requirements. Failure to comply with certain of these requirements may cause the inclusion
of interest on the Notes in gross income for federal income tax purposes to be retroactive to
the date of issuance of the Notes. We express no opinion regarding any other federal tax
consequences arising with respect to the Notes.

(3)  Under existing Massachusetts laws, the Notes and the interest thereon are
exempt from taxation imposed by the Commonwealth, although the Notes and the interest
thereon may be included in the measure of estate and inheritance taxes and of certain
corporate excise and franchise taxes.

It is to be understood that the rights of the holders of the Notes and the enforceability
thereof may be subject to bankruptcy, insolvency, reorganization, moratorium and other
similar laws affecting creditors’ rights heretofore or hereafter enacted to the extent

constitutionally applicable and that their enforcement may also be subject to the exercise of
judicial discretion in appropriate cases.

Very truly yours,

Nutter, McClennen & Fish
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Fluanvial Guaraney Insuranes

APPENDIX D

Company

115 Broadwav

New York. NY 10006
P32 312-3000
-300) 332-0001

A GE Capital Company

Municipal Bond
New Issue Insurance Policy

Issuer: Policy Number:

Control Number: A\
/\

Bonds: Premium:

successor. as its agent | the “Fiscal Agent™. for the benefjr
and interest on the above-described debt obligatigpe”

ding the’ payment 0[ lhe Bonds prior to thelr maturity. This Pnlu‘v df)t’:» NOL iINSUTe against loss of any
prepayment premium which may at any time be pavable with respect to any Bond.

As used herein. the erm ~Bondholder™ ineans. as 10 a particular Bond. the person sther than the [ssoer
who, at the time of Nonpayment, is entitled under the serms of such Bond to payment thereof. **Due for
Pavment”” means, when referring to the principal of a Bomd. the sused matunty date thereof or the date on
which the same shall have been duly called for mandatery sinking fund redemption and does not refer to
anv earlier date on which payment is due by reasan of call for redemption {other than by mandatory sinking
fund redemption}, acceleration or other advancemnent of matunty and neans, when relernng to interest on a

FGIC is a registered service mark used by Financial Guaraney isucance Company nnder license frow its parent company. FGIC Corporation.

Form 9000 [10/93} D-1 Page 1 02



Finuneial Guaramy [nsurenee
Company

115 Broadway

New York, NY 10006

12120 312.3000

1800) 352-0001

A GE Capital Company

Municipal Bond
New Issue Insurance Policy

Bond. the stated dute for pavment of interest. “Nonpavinent”™ in respect of a Bond means the failure of the

Issuer to have provided suflicient funds to die paving agent for pavment in full of alf principat and interest
Due far Payment on such Bond. ~Notice™ means telephonic or tlegraphie notice. subsequently condirmed in

writing. or written notice by mastered or certified mad. from a Bundholder ve a puving agent for the Bo
the Fiscal Agent s authorzed by law 10 remain closed,
In Wimess Whereof. Financial Guaranty has caused this Policy to be atfixed gu

to be signed br its duly authonzed officer in facsimile to bevome effective |
Guaranty by virnue of the eountersignature of ies duiv authorize

President

Authorized Representative

Authorized Dfficer

FGIC is a registered service nark useil by Financial Gaaranes bhisuranes Company under licenss fram i parent company. FGIC Corpocation
Form 9000 10/93 D2 Page 2 ol 2



Financial Gaaranty Insurance
Company

115 Broadway

New York. NY 10006
(2121 312-3000
(800) 352-0001

A GE Capftal Company

Endorsement
To Financial Guaranty Insurance Company
Insurance Pohcy

Policy Number: Control Number:

such Bondholder pursuuant to the United States Bankruptey Code by a trus
with a final. nonappealable order of a court having competlent Jeuon.

seal and 10 be signed by its dulf
Financial Guarangg#v Nrmuep

%ﬁlﬂemve Date: Authorized Represeniative
Acknowledged as of the Effective Date written above:

Authorized Officer

State Street Bank and Trust Compuany, N.A.. as Fiscal Agent

: is A : used by Financial Guaraney [nsurance C * under licens i .
FGIC is a registered servire mark use 1 b v Ins & Lompany under license from its parent company. FCIC Corporation.
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